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Disclaimer

This report has been commissioned from Pragmatix Advisory Limited and funded by National Hair and
Beauty Federation.

The views expressed herein are those of Pragmatix Advisory Limited. They are not necessarily shared by
National Hair and Beauty Federation.

While every effort has been made to ensure that the data quoted and used for the research behind
this document is reliable, there is no guarantee that it is correct, and Pragmatix Advisory Limited can
accept no liability whatsoever in respect of any errors or omissions.. This document is a piece of
socioeconomic research and is not infended to constitute investment advice, nor to solicit dealing in
securities or investments.

Cover photo by Tim Savage on Pexels.
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Execu-l-ive Pragmatix Advisory has been commissioned by the National Hair and
Beauty Federation to assess the impact of the coronavirus pandemic
on the hair and beauty industry and evaluate the potential net benefits

Su m m O ry of a reduction in the rate of VAT on its businesses.




The hair and beauty industry is a large
employer that covers every corner of the
country.

It’s entrepreneurial, with a higher proportion of self-
employed, micro and small businesses than most other
sectors. Many sit near the VAT threshold turnover of
£85,000.

It provides jolbs and opportunities for all. Twenty per
cent of workers are under 25 years of age; 88 per cent
are women as are over 80 per cent of business-owners.

And it’s at the heart of every community. Barbershops
and salons support local suburban, village and rural
economies as well as high streets and city centres. A
disproportionate share of hair and beauty businesses
are found in the country’s most deprived communities.

On conservative estimates, the full economic added
value of the sector is over £6 billion, when supply chain
and employee spending is taken info account.

But, it has been hit hard by the pandemic.

With over 140 days of lockdown closure in 2020, it has
been one of the most impacted sectors by coronavirus
measures. Hair and beauty businesses saw an average
loss in turnover of 45 per cent in 2020, and as much as
57 per cent in some regions. Out of lockdown, social
distancing measures mean that, even when open,
they are operating at around 70 per cent pre-
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pandemic capacity.

Incomes and jobs have been lost. Despite the furlough
scheme, full-time equivalent employment numibers
were down by 21 per cent on 2019 as staff hours were
cut, redundancies made and workers left for roles in
other industries with more reliable wages.

Overall, owners of hair and beauty businesses took an
average cash hit of £17,000 in 2020, with those over the
VAT threshold suffering disproportionately. Across the
industry, one in ten businesses will have failed to deliver
any income or dividend return to their owners or
owner-managers. Many in the industry are now acutely
vulnerable to failure, with three-fifths of businesses
having no cash reserves entering 2021.

And, 2021 is set to be tougher.

Nobody can predict this year with any confidence, but
a reasonable central scenario - of three months of
national lockdown followed by six of tiered local social
distancing measures, before restrictions are lifted for
the last quarter of the year - places further strain on
already stretched hair and beauty firms.

Businesses will be out-of-pocket on average to the tune
of £41,000 because of covid by the end of 2021. The
smallest enterprises will have lost the equivalent of 29
per cent of 2019 turnover, while the cash position of the
largest will be down by 42 per cent of pre-pandemic
annual revenues.



The biggest businesses will be the most aft risk in 2021.
We estimate that fourteen per cent of businesses over
the VAT threshold will be acutely vulnerable to failure.
This rises to a quarter when considering a more
pessimistic downside scenario, where various
pandemic control measures remain in place for the full
year.

VAT parity with the hospitality sector will substantially
reduce hair and beauty businesses’ vulnerability

Once the industry can reopen, a reduction in the rate
of VAT to five per cent, as now applied to the
hospitality sector, will make a material difference to
hair and beauty businesses struggling under the
financial burden of the pandemic.

A reduction in the tax rate will provide on average an
additional £16,000 in 2021 for VAT-registered business. It
will reduce the share of these businesses that are
unable to pay any income or dividend to their owners
or owner-managers from fourteen to six per cent,

Although the return to the Exchequer would be lower
with the reduced rate of VAT from those businesses that
carry on trading, the impact on overall tax receipts
and government spending may be positive as fewer
businesses fail and fewer workers face unemployment.

It requires only eighteen per cent of businesses to fail at
the higher VAT rate that wouldn’t have with the five per
cent tax for the VAT reduction policy to pay for itself for
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the Exchequer.

Of course, a reduction in VAT provides no benefit to
businesses that are unable to trade. Other support
measures, such as enhanced grants, are needed for
periods of lockdown and closure. It is important that a
reduction in VAT is seen as part of a package of
interventions needed to support this unique and
valuable sector.

January 2021
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The hair and beauty industry is a large employer that covers
every corner of the country.

It is not an easy sector to quantify. We estimate around 40 per cent of
enterprises are neither registered for VAT nor PAYE, and are absent from
many official statistics. This is around 30,000 businesses, predominantly
with turnovers of less than £50,000 per annum.

Official statistics show 189,000 workers, but when unregistered

SCO Ie G n d businesses are taken into account, the figure is more likely to be
around 221,000. The number of people employed in hair and beauty

1 1 €1 occupations, both in the core industry and in other businesses such as
s'g n Ifl CO n Ce Of hotels, is even greater at 287,000.

II.he hd II’ G nd The hair and beauty industry is skewed towards micro businesses more
than most other key sectors. A significant proportion of enterprises in the
beCI U'I'y sector have turnover just below the VAT threshold.

i nd US'I'ry The hair and beauty industry has one of the highest proportions of
female workers, and over 80 per cent of business owners are female.
Twenty per cent of workers are under 25 years of age.

Barbershops and salons support local suburban, village and rural
economies as well as town and city centre high streets, and a
disproportionate share of businesses are found in the country’s most
deprived communities.

The full economic added value of the sector is over £6 billion, when
supply chain and employee spending is faken into account.
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A big sector but difficult to measure

The hair and beauty industry is a large employer that covers
every corner of the country.

But it is not easy to quantify its scale definitively. The nature of the sector
makes collection and interpretation of statistics more difficult than for many
others:

* Many operate in the industry as self-employed, freelance or as micro-
businesses, and may not be captured by VAT, PAYE or other registers

» There are substantial levels of part-time working, including with many
workers in the industry having ofher jobs in other sectors af the same time

» Hair and, especially, beauty jobs can be found beyond the salons and
barbershops in other types of business, such as hotels

« Some operate ‘informally’” and may underreport income to the authorities

Depending upon which of their datasets you use, it is possible to get quite
different impressions of the size of the industry from Office for National
Statistics’ sources alone. For example, the total turnover of the sector is
estimated to be £5.4 billion in their “Inter-Departmental Business Register’ but
£4.5 billion in the *Annual Business Survey’. Similarly, the *Annual Population
Survey’ reports 287,000 people in hair and beauty occupations, while the
‘Business Register Employment Survey’ finds 178,000 in employment in the
sector. (See Appendix for more details.)
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A snapshot of the hair and beauty industry

In this report, we primarily use
data sourced from the ONS’s Inter-
Departmental Business Register
(IDBR).

This is the list of businesses used by
government for statistical purposes. The
IDBR covers around 2.7 million
businesses in all sectors of the economy
but, due to tax thresholds, the smallest
businesses are generally not captured.
Using our business survey results, we
have made an indicative estimate of
the enterprises missing from official
statistics because they are reqistered for
neither VAT nor PAYE.

We take this to be a relatively
conservative estimate and narrow view
of the industry. The number employed is
well below the occupation-based
estimate of 287,000 from the Office for
National Statistics” Annual Population
Survey.

Enterprises
Employment
Employees
Turnover

GVA

VAT / PAYE
registered

enterprises
((@)\NYele]fe))

44,880
189,269
165,748

£5.4 billion

£4.1 billion

Unregistered Total
enterprises enterprises
(Pragmatix

Advisory
estimate)
30,000 74,880
31,500 220,669
1,500 167,248
£0.9 billion £6.3 billion
£0.7 billion £4.7 billion

The hair and beauty indusiry
United Kingdom, 2019

Note: numbers may not sum due to rounding. Source: Office for National Statistics and NHBF / Pragmatix Advisory business survey with Pragmatix Advisory calculations
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Share of hair and beauty enterprises
registered for VAT and/or PAYE
United Kingdom, survey data, 2020

L00% Forty per cent of enterprises may be missing

Companies from official statistics.
80% m Self-employed
Our survey of the industry has shed some light on the
60% scale of unregistered businesses.
40% Almost all (93 per cent) of these unregistered

20% enterprises are self-employed individuals or sole-

fraders.
- ]

VAT registered PAYE registered  Neither VAT nor
PAYE registered

Number of hair and beauty enterprises
United Kingdom, 2020, thousands

14 Unregistered enterprises (Pragmatix
Advisory estimates)

13 m VAT / PAYE registered (ONS data)
Including unregistered enterprises, we 2
estimate that there are 74,800 hair and beauty p
businesses in the United Kingdom. 2 I I l l l l
0 Elimms=
DT S IR RN - e,
O(\é \(3, J] ¥ b\oo N O(QO Q@ 0\00 O \(3, \@\o
Vo %O &Q’Q @ \2\ coo& N %O\ &
<)

Source: NHBF / Pragmatix Advisory business survey (top); Office for National Statistics with Pragmatix Advisory calculations (bottom)
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Household expenditure on hair and beauty
as a share of total household expenditure
by disposable income decile group

United Kingdom, ONS data, 2018-19

1.0%

An average of 0.7 per cent of household 0.8%
expenditure goes towards hair and beauty 0.6%
= T
0.2%
0.0%
N 9 o) ™ o) o i\ ® TN ©‘°
O
23
§°
O
VB\\O

Average weekly household expenditure in
select sectors
United Kingdom, ONS data, 2018-19

10

8

6

4 The average household spends £4.30 per

2 . . . . week on hair and beauty.

0
\ .

3 \)&({o ¥ o@"’d 06\% @O\g\\ « O\®% \\S ®O OOQQ @\SQ
N3 N © \¢ @ O OO N
& QQ Q e; \\\‘,Q <© Q N
> © & & Y L
O\S“J O(QQ) @O\ Y Q-O§ (\o\\ \(\O\\O
oS B N\ & v\oo

Source: Family Expenditure Survey by the Office for National Statistics
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Number of enterprises in key sectors
United Kingdom, ONS data, 2019,

Unregistered businesses (only fhousands
estimated for hair and beauty)
P m Official statisfics In terms of the number of VAT and/or PAYE
300 registered businesses, the hair and beauty
0 industry is 28 per cent of the size of the
150 - . . hospitality industry.
50
o . When unregistered hair and beauty businesses are
N ‘,\é\@ 8\}@ @@ C:,\\Oo included, this increases to 46 per cent.
O® %Q\ N\ <& \\)
0 Y S
\‘ﬁ- @ OO
%O\ QO O

Employment for select sectors
Great Britain, ONS datq, 2019, thousands

500
400
300
200

Hair and beauty employment similar to civil o0

engineering sector.

Source: Office for National Statistics;
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Approximate gross value added to turnover
ratio for key sectors
United Kingdom, ONS data, 2018
The hair and beauty industry is labour-

infensive.

0.8

A high proportion of the sector’s turnover go directly
to staff wages and salaries, self-employed incomes
and payments to owners and owner-managers. It
has a ratio of gross value added to turnover of 75
pence to £1 compared with 32 pence to £1 for all
non-financial sectors.

Approximate gross value added for select
sectors
United Kingdom, ONS data, 2018, £ billons - pjrect economic contribution greater than the
4 road and railway construction and
engineering industry.

3
This comparison is made on a like-for-like basis using

5 official statistics. We estimate that the gross value
added of the hair and beauty sector is 40 per cent
greater than these approximate figures when they

] are scaled for productivity and when unregistered
businesses are accounted for.

0 Footwear Agriculture Artistic Event Road & rail Hair &

store retail creation catering construction  beauty

Source: Annual Business Survey by the Office for National Stafistics



Hair and beauty enterprise count by
employment size band
United Kingdom, 2020

0-4 m5-9 10-19 20+
Total enterprises (including l

Pragmatix Advisory estimate
of unregistered enterprises)

Unregistered enerprises

VAT / PAYE registered (ONS
data)

0% 20% 40% 60% 80% 100%

Over two-thirds of all hair and beauty
enterprises are self-employed / sole traders,
and more than half have no employees.
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Sixteen per cent of enterprises count more
than four workers.

Ninety-six per cent of hair and beauty businesses are
microenterprises, and 545 enterprises employ twenty
or more workers.

Hair and beauty enterprises
United Kingdom, survey data, 2020

Companies
with
employees
27%

Self-

employed,
no Companies,
no

employees
50% employees

4%
Self-

employed
with
employees
19% 16

Source: Office for National Stafistics with Pragmatix Advisory calculations (fop); NHBF / Pragmatix Advisory business survey (bottom)



Seventy per cent of enterprises are below the
£85,000 VAT turnover threshold.

The hair and beauty industry largely comprises micro
and small enterprises, with just a quarter of businesses
turning over more than £100,000 per year.

Our survey indicates that there may be many more
smaller businesses in the sector than official data
suggest. But, even using official statistics that do not
include unregistered businesses, the skew towards
small and micro enterprises is greater than many
other sectors.

Cumulative distribution of enterprises by
turnover
United Kingdom, 2018, £ thousands

100%
80%
60%

40%

Total (survey)
—\/AT / PAYE registered (survey)
VAT / PAYE registered (ONS data)

O 50 100 150 200 250 300 350 400 450 500

20%

0%
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Share of hair and beauty enterprises by
turnover size band
United Kingdom, 2018, per cent

m VAT / PAYE registered (ONS data)

€1 milion+ |
£500-999k | Unregistered enterprises
£250499« [l (Pragmatix Advisory estimates)
5100240« |
£85-99k |
s50-84« -
so-40« I
0% 10% 20% 30% 40% 50%
Share of enterprises* by turnover band
United Kingdom, ONS dataq, 2018-19
O
o0% Hair and beauty
40% Hospitality
—Retail
30% Construction

= Culfure and leisure
20% = Al sectors
10%

0%

Source: Office for National Statistics; NHBF / Pragmatix Advisory business survey
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VAT threshold weighs heavily on the sector

The current twenty per cent VAT
rate creates a cliff edge for
businesses, discouraging them
from turning over more than
£85,000 a year.

In 2019, a hair and beauty business
with turnover just under the VAT
threshold could expect a cash
surplus on average of £29,500. A
business with turnover of £85,001
would see that cash surplus drop to
£25,000.

In order to achieve the same cash
surplus as a business earning £84,999,
it is necessary for a VAT reqistered
business to turn over £102,500.

Given the bias towards smaller
businesses, there is a large proportion
of the industry below and close to
the VAT threshold, There is an
incentive for them to underreport
growing fturnover and avoid the VAT
burden.

33
31

29
27
25
23
21

19
17
15

Cash surplus of hair and beauty
enterprises
United Kingdom, 2019

/0%
/s 65%
60%
55%
50%
45%

= Business surplus, £ thousand
P 40%

Share of businesses
35%

30%
40 60 80 100 120
Turnover exclusive of VAT, £ thousand

Source: Pragmatix Advisory VIHBE model
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Full-tfime and part-time workers
United Kingdom, ONS data, 2019

Full-time
An industry with a high proportion of part-time = Part-fime
working.
Over half of workers in the sector are part-tfime.
Apprenticeship starts by ten most popular
standards
England, 2018/19, thousands
25
20
15
10 I I I l Big provider of apprenticeships and training.
5
; [] HE
» @ o © @ \ >
®o‘>® R N S ;o\ooo O &
NI R rg?\ > P 5 & & K
SO0 F R @ P S I
e 5 SR
S P S SN
@ Q O§° A

Source: Annual Population Survey by the Office for National Statistics (tfop); Department for Education (bottom)
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Gross weekly pay for full-time workers in
key sectors

Low average salaries and high levels of self- Unifed Kingdom, ONS data, 2019, 5

employment. 800 ,
200 m Hair & beauty
Partly reflecting the high proportions of young workers 600 Hospitality
and apprentices, average salaries in the sector are m Retail
low relative to many other industries. There is also a 500 = Cult :
. , . 400 ulture & leisure
high propensity for self-employment, which reflects
the nature of the work, low capital entry costs and 300 All sectors
the development of business models based around 200 m Constfruction
flexibility and independence. 100
0
Median Mean
Hours worked by full-time and part-time Employment status of workers
employees by percentile United Kingdom, ONS data, 2019
United Kingdom, ONS data, 2019

Mean Beauty

a0

%

50 Hairdressing & barbering

40 Full-time

= Par-time 0% 20% 40% 60% 80% 100%
20 15

Employees mSelf-employed
20

Source: Annual Survey of Hours and Earnings by the Office for National Statistics (fop right and botftom left); Annual Population Survey by the Office for National Statistics (bottom right)
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Hair and beauty industry workers by age

and gender

United Kingdom, ONS data with Pragmatix

Advisory estimates, 2019, thousands
More female workers across all levels and

100 Male = Female age groups than other key sectors.

80
Eighty-eight per cent of all workers are female

60 compared to only 47 per cent across all sectors, and
eighty-two per cent of hair and beauty enterprises

40 are female owned or managed.
. __[—

16-24 25-34 35-44 45-54 55-64 65+

Owners / managers of hair and beauty Ratio of male to female hair and beauty
businesses by gender industry workers
United Kingdom, ONS data, 2020 United Kingdom, ONS data, 2019

m Male Female
100%

80%
60%

40%
oo,
N »

Male

= Female

\)\@

A ~\>\& O\%
o Q"é\ 5 @d\ o
0 R S \
& N v v
N W o)
O\}

Source: Annual Population Survey by the Office for National Statistics
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Number of hair and beauty
enterprises per thousand population
United Kingdom, ONS data with
Pragmatix Advisory estimates, 2020

Large share of hair and beauty enterprises in
the most deprived communities.

Nearly 30 per cent of hair and beauty enterprises are
based in local authorities that fall into the ninth and
tenth deciles on the index of mulfiple deprivation.

Share of hair and beauty industry
enterprises by IMD decile
England, ONS data, 2019

18%
16%

14%
12%
10%
8% _/f

6%
4%
2%
0%

- Hair and beauty All sectors

Least deprived »  Most deprived
22

Source: Office for National Statistics with Pragmatix Advisory calculations



More deprived areas also account for a
greater share of hair and beauty jobs.

18%
16%
14%
12%
10%
8%
6%
4%
2%
0%

Share of hair and beauty industry
enterprises by IMD decile
England, ONS data, 2019

- Hair and beauty
= Construction
—Retail

Hospitality

Culture and leisure

—
—

Least deprived » Most deprived

16%
14%
12%
10%
8%
6%
4%
2%
0%

16%
14%
12%
10%
8%
6%
4%
2%
0%
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Share of hair and beauty industry
employment by IMD decile
England, ONS data, 2019

/AV/
=

~~—"

- Hair and beauty All sectors

Least deprived » Most deprived

Share of hair and beauty industry
employment by IMD decile
England, ONS data, 2019

FAN /Q
—

- Hair and beauty
- Construction
= Retail

Hospitality

Culture and leisure

Least deprived > Most deprived

Source: Office for National Statistics with Pragmatix Advisory calculations
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Heart of every community. Not just High Street

The sector contributes to local Description of hair and beauty business location

economic activity and the United Kingdom, survey data, 2020
vibrancy of community

centres, as businesses tend to

. . Suburban
be located in towns, villages shopping
and suburban areas. parade / local

shops, 19%

Village, 26%

Edge of town
centre, 20%

\ ot of foun

shopping centre
/ mall, 2%

City centre, 11%

Town centre,
23%

24

Source: NHBF / Pragmatix Advisory business survey
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Employment contributed by the hair and

In addition to the those directly employed in o beauty industry
the sector, there are jobs supported in the N mdireg””eﬁdfzgddom' 2019, thousands
supply chain and through the spending of 300
employees. 250

200
In total this amounts to 280,000 jobs supported by or
directly employed in the sector. 150
100
(CIndirect’ refers to supply chain effects. ‘Induced’ 50
refers to economic activity supported by the 0

xpenditure of hair and beauty industry’s workers.
expenditure 4 Y VAT / PAYE registered (ONS  Total enterprises (including

See Appendix for defails.) data) Pragmatix Advisory
estimates)
Gross value added contributed by the hair Turnover contributed by the hair and beauty
and beauty industry industry
United Kingdom, 2018, £ billions United Kingdom, 2018, £ billions
5 m Direct Indirect Induced 10 m Direct Indirect Induced
9
6 8
5 7
4 6
5
3 4
2 3
2
1 1
0 0
VAT / PAYE registered (ONS  Total enterprises (including VAT / PAYE registered (ONS  Total enterprises (including
data) Pragmatix Advisory estimates) data) Pragmatix Advisory esfimates)

25

Source: Office for National Statfistics, Scottish Government and NHBF / Pragmatix Advisory business survey with Pragmatix Advisory calculations
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Average business had £28k cash surplus in 2019

Cashflow impact of the
‘average’ hair and beauty enterprise
United Kingdom, 2019, £ thousand

Information gathered from our

survey of hair and beauty

enterprises in the UK shows the
average business returned 110
£28,000 to its owner in 2019,

either as income and/ or 100 s
additional reserves. £
90 5
-
Employee and property costs, the 80
cost of input goods and services,
business rates and ofther costs 70
amounted to £65,000 for the
‘average’ business. 60
VAT and corporation tax paid was 50
approximately £13,000.
40
30
w22
0 253
$070
10 OE&xp
c
O
0

26

Source: Pragmatix Advisory business survey & Pragmatix Advisory VIHBE model
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Cashflow of typical hair and Cashflow of typical hair and
beauty enterprises with turnover of £35,000 beauty enterprises with turnover of £69,000
United Kingdom, 2019, £ thousand United Kingdom, 2019, £ thousand
35 70
30 60
25 50
20 40
15 30
10 20
5 10
0 0
Turnover Costs Income/ return Turnover Costs Taxes Income/ return
Cashflow of typical hair and Cashflow of typical hair and
beauty enterprises with turnover of £139,000 (inc. VAT) beauty enterprises with turnover of £362,000 (inc. VAT)
United Kingdom, 2019, £ thousand United Kingdom, 2019, £ thousand
140 400
120 350
100 300
2
80 50
60 200
150
40 100
: m .
0 0
Turnover Costs Taxes Income/ return Turnover Costs Taxes Income/ return

27

Source: Pragmatix Advisory business survey & Pragmatix Advisory VIHBE model



The impact of
covid
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In order to assess the true impact of covid-restrictions on the
hair and beauty sector, we have conducted quantitative
surveys and a series of in-depth interviews with business
owners.

Businesses saw an average loss in turnover of 45 per cent in 2020, and
as much as 57 per cent in some regions. Out of lockdown, businesses
were operating at around 70 per cent pre-pandemic capacity.

Despite the furlough scheme, full-time equivalent employment
numbers were down by 21 per cent on 2019 as staff hours were cut,
redundancies made and employees left for roles in more reliable
industries.

Businesses over the VAT threshold have had a lower grant to turnover
ratio, and have been disproportionately impacted by removal of the
Job Retention Bonus scheme.

We have used the results of our original research, combined with
official and industry data, to model the levels of business distress in the
health and beauty sector.

Overall, owners of hair and beauty businesses took an average cash
hit of £17,000 in 2020, with those over the VAT threshold suffering a
disproportionately large impact. Across the industry, one in fen
businesses will have failed to deliver any income or dividend return to
their owners or owner-managers. Many in the industry are now acutely
vulnerable to failure, with three-fifths of businesses having no cash
reserves by the end of 2020.

28
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First lockdown saw total closure for 100+ days

1 June
Car
showrooms 6 JUIY
23 March outdgor 27 July
sports i
amenifies 15 June S 15 July
and
i salons Beauty
| Nol:rg)ncl n%“rﬁf?gg{, Retail reopen Hair salons salons
ockaown markets shops (Northemn reopened reopened
begins reopen reopen Ireland) (Scotland) (Wales)
13 May 8 June 4 July 13 July
22 July
Gard Dental Hair Beauty
araen practices
centres salons salons Beauty
and sports reopen reopen reopen salons
courts (England) (England) reopened
reopen Hair (Scotland)
salons
reopened
(Wales)

During the first UK-wide lockdown in 2020, hair salons and barbershop

businesses were closed for between 103 and 116 days.
Beauty businesses were closed for between 105 and 121 days.

29
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Overall, 140+ full days lost in 2020

17 September Lockdown measures announced for North East England

27 September 2/3 of Wales population subject to lockdown measures

23 October Second national lockdown (Wales)
24 October South Yorkshire enters Tier 3 Hair and

2 November Second national lockdown ends (Wales) beOUTy
bbusinesses were

closed for more

5 November Second national lockdown (England)

20 November Scottish central belt level 4 lockdown impacting 2.3m people

than 140 days
27 November Second national lockdown (Northern Ireland) in 2020 due to

2 December second national lockdown ends (England) infermittent

11 December Second national lockdown ends (Northern Ireland) lockdowns and
local restrictions

16 December London, Essex and Hertfordshire enter Tier 3

19 December London, South East and East of England go intfo new Tier 4

26 December Second national lockdown begins (Scotland)

26 December Third national lockdown begins (Wales and Norther Ireland)

5 January 2021 Third national lockdown begins (England)

30
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Hair and beauty industry hit hard in 2020

In late December and early January, we conducted a
detailed quantitative survey and in-depth interviews of
Turnover business-owners to get a picture of how the sector was
impacted by covid-restrictions in 2020 (see appendix). In
addition, the NHBF carried out surveys of their members in
August and November and we have also drawn upon their
results.

National and local lockdowns saw income completely disappear.
When businesses were allowed to open, social distancing measures
meant capacity was reduced by 30 per cent. On top of this, businesses
saw reduced demand from clients.

Employment

Capacity Overall, turnover in the hair and beauty industry fell by 45 per cent in
2020.

Despite unprecedented government support, employee numbers fell
as staff hours were cut and redundancies were made. Many owners
used personal savings to support their business, as well as taking on
additional debt. Half of VAT registered businesses also deferred VAT
payments in 2020.

Cash
reserves

By the end of the year, two thirds of hair and beauty businesses had no
cash reserves or business savings, up from 27 per cent in 2019.
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Average turnover aimost half of 2020.

Intermittent lockdowns and other measures
implemented to reduced the spread of covid have
hit business incomes hard.

Across Great Britain, hair and beauty businesses saw
turnover in 2020 fall by an average of 45 per cent
compared to 2019, with businesses in Scotland and
the northeast of England seeing the largest falls.

Mobile businesses and those based in city centres
have taken a bigger hit in comparison to those in
smaller fowns and shopping centres. Those in villages
and on the edge of tfown have seen turnover half,

Average change in annual turnover of hair
and beauty businesses by type of location
Great Britain, 2019 to 2020 (sample=450)

Edge of city centre
Town centre
Out of town shopping..
Suburban shopping...
Vilage
Edge of town centre
City centre
Mobile business
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Average change in annual turnover of hair
and beauty businesses
Great Britain, 2019 to 2020 (sample=443)

-57% Scotland
-54% North East England
-53% South East England
-52% Yorkshire and the Humber
-49% West Midlands
-48% North West England
Great Britain
-40% London
-39% South West England
-37% East Midlands
-37% Wales
-32% East of England

Monthly earnings of hair and beauty
businesses
United Kingdom, 2020 (sample=1,893)

November survey (prior to

English lockdown)

0% 20% 40% 60% 80% 100%

m In profit  mNot in profit
32

Source: NHBF/ Pragmatix Advisory business survey, December (top right and bottom left); NHBF State of Trade Survey, August and November (boftom right)
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Salons operating at seventy per cent capacity

Hair and beauty business appointments ~ When open, hair and beauty salons have lost

compared fo pre-covid  ground 30 per cent of their pre-covid capacity.
United Kingdom, 2020 (sample=4,912)
While some physically larger salons have been able to
implement distancing measures with relative ease,
businesses have had to lengthen appointment tfimes by

80%
August survey

70% around fifteen minutes to allow for additional cleaning
November (prior fo and sanitising between customers.
. second national
60% lockdown)

This has a knock on effect, losing around two hours of

appointment time per day per staff member.
50%

Smaller premises have had to close off chairs to permit
the necessary distancing between work stations, and
reduce the waiting capacity due to limits on the number
of clients that can be in the salon at the same time.

40%

30%
Owners we have spoken to also report losing out on
20% business through the inability to overlap customers -
where before one staff member could be attending to
two clients at once, the need for social distancing,

10% changing PPE and sanitising between clients prevents it.

0% Further capacity issues have arisen because of staff
Busier About the Quieter Still closed absence, and the need to isolate if a close contact has
same tested positive for covid. 33

Source: NHBF State of trade Survey, August and November
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Reduced demand deails further blow

Although the maijority of businesses report
customers being satisfied with hygiene and
safety measures implemented by salons,
reduced demand is further impacting
turnover.

Reducing S
outgoings 62%

Clients are visiting less often - for example, many who
would previously visit once a month are now only
visiting every three months. Some customers have
switched to home treatments, while many
barbershops report former clients purchasing the
equipment required for family members or partners to

No events to
aftend 55%

Health

appointments

Reasons given to salons for cancelation of

cut their hair at home. concerns 44%
The lack of social events such as nights out has
meant multiple lost appointments, and particularly for !
businesses specialising in weddings, an almost total Mixed
loss in business . government 37%
messaging
Salons have seen a further reduction in bookings due
to shielding and health concerns, especially those
with a largely older clientele. Doina h
oing home 36%

HEOHNERID

The main factor driving reduced demand, however, is
people looking to reduce their outgoings.

34
Source: NHBF State of the Industry survey, August
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Employee numbers down, apprenticeships hit

Despite financial support from Annual percentage change in employees”
government to help pay staff United Kingdom, 2019 to 2020 (sample=225)
wages, employee numbers in

the hair and beauty sector fell

by around a fifth in 2020.

The number of full-time employees o%
fell by a quarter, while there was a

reduction in part-time employees of

fiffeen per cent. The number of

apprentices employed saw the

biggest drop - down almost 28 per -15%
cent on 2019.

In response to the NHBF's State of

the Industry survey for November,

over half of business owners said

they had cut staff hours due to -25%
covid, with some switching from full-

fime to part-time working.

One in eight salons reported making

redundancies in 2020, with a similar

number planning to make further -35%

redundancies once furlough ends. Full-fime Part-time Apprentices  All employees

*Note: Figures do not fake account self-employed workers or companies without employees. Source: NHBF/ Pragmatix Advisory business survey
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Average change in full-time equivalent hair
and beauty jobs by region / country
Great Britain, 2019 to 2020 (sample=450)

[
B North West England
53 per cent of hair and beauty businesses = st Midlonds
have cut back staff hours due to the .
pqndemlc s North East Englond
IS Eost of England
.
s south West England
I
e Wales
-40% -30% 20%  -10% 0%

Average change in full-time equivalent hair L. . .

United Kingdom, 2019 to 2020 (sample=450) employment.

, The fall in full-time equivalent jobs is partly the result of
Edge of cify centre salons cutting hours or making redundancies.

City centre
In our inferviews with business owners, a significant

numMber also mentioned losing employees who had
Suburban / local shops taken up jobs in other sectors they saw as more
Village reliable in the short fo medium term.

Town centre

Out of fown mall . . . .
Jobs in supermarkets, cleaning or in hospitals appear

Edge of town centre popular, and are seen as a more dependable option
during intermittent lockdowns and covid-restrictions.

-30% -25% -20% -15% -10% -5% 0% "

Source: NHBF State of the industry survey, November 2020 (top left); NHBF/ Pragmatix Advisory business survey (fop right and bottom left)



Intentions of business owners to take on
new employees within three months
United Kingdom, November 2020
(sample=4415)

0% 20% 40% 60% 80% 100%

Definitely  Likely = Unlikely mDefinitely not mUnsure

Additional redundancies on the horizon.

By the beginning of November, one in eight business
owners had made redundancies as a result of covid.

Although the Job Retention Scheme has
undoubtably prevented job losses for many, less than
half of hair and beauty businesses could not rule out
making redundancies once the furlough scheme
ends.
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Apprenticeships continue annual decline.

The drop in the number of apprentices employed in
2020 may not be solely due to covid - apprenticeships
fell by thirty percent the previous year.

During our inferviews, some businesses owners
reported struggling to recruit new apprentices prior fo
the pandemic. Others pointed to longer-term growth
in ‘chair-renting” reducing the number of businesses
hiring apprentices.

The trend looks set to continue, with less than one in
twenty business owners likely to employ a new
apprentice within the next three months.

Likelihood of businesses making further
redundancies once furlough ends
United Kingdom, November 2020
(sample=2788)

Unsure

Yes mNo

0% 20% 40% 60% 80% 100% a7

Source: NHBF State of the industry survey, November 2020
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Businesses wary of implementing price rise

Like many industries, hair and beauty businesses are facing
additional costs due to more frequent deep cleaning and the
need for staff and client PPE.

Roughly 30 per cent of business owners we spoke to had instigated a
charge to cover the cost of personal protective equipment. This ranged
from two per cent to 25 per cent. On average, it was around five per cent.

Two thirds of barbershops and salons had not added an additional
charge to cover covid-related costs, and instead chose to absorb the
costs themselves. Various reasons were given for this, including:

» Clients having reduced income

+ Clients switching to cheaper salons/ salons that were not implementing
a charge

« Additional costs minimal so did not warrant a price increase

While not implementing a covid-related price rise, around a fifth
businesses did apply a planned annual price increase, albeit it delayed in
some cases.

There were a small number of businesses who said after initially infroducing
a PPE and cleaning surcharge for clients, they were forced to remove it as

clients went elsewhere. i,



Hair and beauty businesses rental
relationship with landlord
United Kingdom, 2020 (sample=274)

Rent increased
4%

__ Not needed rental
hollday or reduction
16%

Received rent
reduction or
holiday

No rental hollde 24%

or reduction
permitted
56%

Maijority of renters unable to secure
temporary rent reduction.

Over half of all hair and beauty business tenants were
unable to secure a temporary rental reduction or
rental holiday from their landlord. Fourteen per cent
of businesses with a mortgage on the premises were
refused a payment holiday.

Four per cent of businesses in the sector saw their
rental payments increase in 2020.
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Mortgage providers more accommodating
than landlords.

Just under half of businesses with a commercial
mortgage secured a payment holiday, compared
with around a third of renters.

On average, businesses with a mortgage received a
payment holiday of 4.3 months, compared with 3.2
months for those in rental premises.

Hair and beauty businesses relationship with
mortgage provider
United Kingdom, 2020 (sample=53)

No payment
holiday permitted

Payment 13%

holiday
42%

Not needed
payment
holiday
45%

39

Source: NHBF/ Pragmatix Advisory business survey
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Covid-related financial support received by
hair and beauty businesses Financial support from government has been

United Kingdom, 2020 (sample = 4551) q lifeline during covid restrictions.

For many enterprises, government support grants
allowed them to remain in businesses in 2020. The
SEISS 47% total average grant award per business as of
December 2020 was £20,000.

Lockdown business grant 56%

Furlough 39%

Though the majority of businesses received some form
Bounce back loan 29% of government assistance, a survey undertaken by
the British Association of Beauty Therapy and
Cosmetology shows nineteen per cent of

Business rate relief 15% respondents received no government support.

Universal credit 15%

Covid support grants to business turnover

Businesses above VAT threshold have lower ratio of hair and beauty enterprises
grant to turnover ratio. United Kingdom, 2020 (sample=375)
mmm Grant to furnover ratio  —m— Average fall in furnover

(o}

50%

]
£85,000 in 2019 have a higher grant to turnover ratio " - = - .
than those above the VAT threshold. - ;‘8;
| (o)
Our calculations include all government grants 20%
available to support businesses, including the 0.51 Bl 0.29 10%
Coronavirus Job Retention Scheme (furlough), Self- 0%
employed Income Support Scheme, initial 05{9 & Qg,‘o RO (ﬁ& S Ky
coronavirus grants, and local restrictions grants. They oo ¥ F F ¢

exclude financial support in the form of loans.

Analysis shows businesses that earned less than

Turnover, 2019, £ thousand 40

Source: NHBF State of Trade Survey, November (fop); NHBF/ Pragmatix Advisory business survey (bottom)
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Disproportionate impact from scrapped bonus

As well as facing a lower turnover to grant
ratio, businesses above the VAT threshold are

also more likely to have been impacted by Hairdressers & 12200 8 29,
the removal of the Job Retention Bonus. barbers ‘ oo
The scrapping of the scheme was identified in our Beauticians £11,900 8.4%
interviews as a let down to many businesses owners.
UK (all sectors) £25,800 3.9%
While grateful for the extension of furlough payments
until the end of April, employers had planned for a Chefs £19,900 5.0%
cash injection of £1,000 per employee in February.
Some hco! taken on additional apprentices to be Receptionists £13,900 729,
funded using the bonus.
Given the comparatively low average salary of hair %%rggn‘rers & £28,300 3.5%
and beauty industry workers, as well as the large J
share working part-time, the Jolb Retention Bonus as Catering & bar €21 100 4.79%
a proportion of labour costs would have been more managers ’ e
significant in this sector.
Travel agents £19,800 5.1%
Call centre o
workers £18,700 5.3%

Median annual salary of selected occupations

United Kingdom, 2020 .

Source: Office for National Statistics
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Personal savings used and additional debt

Despite unprecedented support from
government, many businesses are still

struggling.

Hair and beauty business owners have taken on
additional debt and used personal savings to keep
their businesses afloat in 2020.

+ Afthe end of 2019, a quarter of businesses had
some form of debt - by the end of 2020 it was
two thirds.

« Cash reserves held by businesses have more
than halved, while the number of businesses
with no cash reserves has more than doubled
to 61 per cent.

+ 55 per cent of owners have used personal
savings to support their business during the
covid period,.

+ Average value of savings put in to business so
far is £6,500.

«  Our data shows as much as £145,000 of savings
used by some business owners.

Average
business debt

Share of
businesses
with debt

Average
business cash
reserves

Businesses
with no cash
reserves

Owners
inputting
personal

savings

(sample=414) 1o

Source: NHBF/ Pragmatix Advisory business survey



Over half of businesses deferred VAT in 2020.

In response to a reduction in turnover, many
businesses have deferred VAT and tax payments in
2020.

Data from November’s NHBF survey show hair and
beauty businesses see a reduction in VAT to five per
cent as the most helpful form of government support
they could receive for the upcoming year.

VAT deferrals ‘ TAX deferrals ‘

A g A4

2020 average
£9,800

2020 average
£12,500

Average planned for Average planned for
2021 2021

£6350

£12,800
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Hair and beauty industry VAT and TAX
deferrals
United Kingdom, 2020 (sample=441)

mYes No

Deferring tax 2021 -

Deferred tax 2020 -
Deferring VAT 2021 -
Deferred VAT 2020 _

0% 50% 100%

Support most beneficial to hair and beauty
businesses in the next twelve months
United Kingdom, 2020 (sample=4182)

Property bounce back grants
Voucher like 'Eat out to help out
Extend rates relief

Extend eviction profection

VAT reduction to 5%

VAT deferral extension

Capped rates on BBLs

Hardship grant

Extend SEISS

Extend Furlough

0 0.2 0.4 06

Source: NHBF State of the Industry survey, November (bottom right); NHBF/ Pragmatix Advisory business survey (fop right and bottom left)
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Survival expectations of hair and beauty
businesses
United Kingdom, 2020 (sample = 4619) Full Social
0% lockdown distancing
(o)
50% Average across all businesses 2.3 56
40%
30% Businesses with employees 2.6 6.2
20%
10% Businesses without employees 2.0 5.0
0% |
Business will survive  Business will not  Unsure if business Chair/ room renters and mobile 20 57
next five months  survive next five will survive next five businesses ' '
months months
m August survey = November survey (prior to second national lockdown) BUEIEES2S Wl [DImlEEs 28 5
Businesses in cities and towns 2.6 6.0

Number of months survival of hair and
Businesses in villages, suburbban,

beauty businesses without further e e o e ey 2.1 52
government support
United Kingdom, 2020 (sample = 412) Northern businesses 2.2 5.6
60% .
09, m Full lockdown Southern businesses 2.3 5.6
OO Social distancing
40% Businesses below VAT threshold 2.3 5.3
30%
20% Businesses above VAT threhold 2.6 6.3
10% .
0% — — Average monthly survival expectations of hair and
lessthan 1t03  4to6 7t09 10to12 More beauty businesses, without further support
a month than 12 United Kingdom, 2020 (sample=412)

months 44

Source: NHBF State of Trade Survey, August and November (fop left); NHBF/ Pragmatix Advisory business survey (bottom left and right)
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We have used the results of our original research, combined
with official and industry data, to model the levels of business
distress in the health and beauty sector.

The Pragmatix Advisory ‘Vulnerability In Hair and Beauty
Enterprises’ (‘VIHBE’) model allows us to estimate the impact of
covid on the turnover and costs of businesses in different sub-
sectors and of varying sizes, and to simulate different
environmental and policy factors on 2021 performance. (See
appendix for model assumptions.)

45
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Turnover down £48k leaves 18% hole from 2020

Each hair and beauty Cashflow impact of covid on the

enterprise suffered an average ‘average’ hair and beauty enterprise
cash loss of £17,000 over 2020. United Kingdom, change on 2019, £ thousand

This is the equivalent of eighteen per 0
cent of 2019’s revenues (ex VAT).

The industry saw furnover in 2020 falll 10
by 45 per cent against its 2019

performance, which equates to

£48,000 per business on average

@including VAT). -20

Turnover

2
c
O
(0

Factors offset some of the lost
revenue: 30

O
c
O

<
(o))
=

9o
5

L.

* Reduced costs, including supplies,
property and reductions in staff-
hours, provided a £4,000 benefit -40

» Lower VAT, corporation and rates
bills delivered a further £7,000 _50
« Government pandemic business
support schemed provided a 2020

welcome £19,000 -60 "

Source: Pragmatix Advisory VIHBE model
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Cashflow impact of covid on fypical hair and Smallest businesses took hit of £3,000 in 2020
beauty enterprises with turnover of £35,000 , . .
United Kingdom, change on 2019, £ thousand The smallest hair and beauty enterprises saw their

cash position last year deteriorate by nine per cent of

0 - 2019’s turnover.

-2 s

4 £ o2 For those previously earning £35,000, which is our

6 = Sg exemplar business for the ‘under £50,000" category,

. 59 turnover typically fell by almost £16,000.

o

10 2 Some cost savings were made - just under £2,000.
-12 Government support grants, in particular the Self-
-14 employed Income Support Scheme, were a lifeline for
-16 small businesses and boosted the cash position by
18 2020 £11,000.

Cashflow impact of covid on typical hair and
beauty enterprises with turnover of £69,000

Businesses below VAT threshold saw cash United Kingdom, change on 2019, £ thousand
position down eleven per cent

Our modelling shows a hair and beauty business that 5 %
turned over £69,000 in 2019 would have seen that s
reduced by an average of £31,000 in 2020. 10 = =

-15 oOc
Cost and tax savings alongside furlough payments é 8
and coronavirus grants reduced the gap, but the 20 £ § it T
business was still £11,000 worse off - equivalent to -25 3 R o
eleven per cent of 2019 turnover. 30 L

-35 2020

47

Source: Pragmatix Advisory VIHBE model
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Cashflow impact of covid on typical hair and beauty
enterprises with turnover of £116,000 exclusive of VAT
United Kingdom, change on 2019, £ thousand

. . 0 -
Tougher story for VAT-paying businesses 0 o
- o
c
A typical business in the £85,000-£150,000 turnover -20 3
category in 2019 ended 2020 with a £20,000 covid 30
deficit - a reduction in their cash position of fourteen 40 "
per cent of turnover. £ 2z
-0 O 55
-60 I 50
2
-70 s
-
0 2 2020

Cashflow impact of covid on typical hair and beauty Lqrgesl' businesses took b|gges|' hit
enterprises with turnover of £302,000 exclusive of VAT

United Kingdom, change on 2019, & thousand The biggest businesses in the hair and beauty sector

saw the most impact on their end of year cash

O
0 - 5 position.

20 N 5.,

_40 g 3 *g Our modelling shows a typical business with turnover

60 = 56 over £150,000 in 2019 was down £70,000 in 2020. This

-80 « equates to nineteen per cent of 2019 turnover,

()

-100 5 inclusive of VAT
-120 3 - Although they made cost savings of £13,000, paid
-140 O £39,000 less in corporation tax and VAT, and received
-160 I 2000 £42,000 in covid-support grants, this could not make
-180 up the £163,000 drop in turnover. "

Source: Pragmatix Advisory VIHBE model
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VAT registered businesses most vulnerable
We have used the Pragmatix Advisory VIHBE
model to assess the number of businesses acutely
vulnerable to failure.

. - All industry +9
We have deployed a tough metric for vulnerability: a
business being unable to deliver any reward to its owner All over £85,000 +16
(or owner-manager) in a calendar year. Less than £49 999 +4
Across the industry as a whole, we estimate that nine per £50.000 to £84.999 8
cent of businesses will have been unable to pay or ’ ’ +
provide a dividend o their owners and owner-managers £85.000 to £149.999 +13
at all during 2020 because of the impact of covid. ’ ’

Greater than £150,000 +19

The pandemic will have pushed sixteen per cent of
busmesseg. with Tlurnover over the £85,000 .\./AT registration Percentage point change in hair and beauty business
threshold infto this acute level of vulnerability last year. acute vulnerability compared to 2019

. . . United Kingdom
Businesses and their owners can survive, at least

temporarily, in these circumstances by, for example,
drawing down reserves. This is no longer an option for
many in the sector. Although over three-quarters had cash
reserves at the end of 2019, one year later, that share had
fallen to 38 per cent. And, for those with reserves, the
average value had fallen from £15,600 to £8,500.

49

Source: Pragmatix Advisory VIHBE model
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Three-fifths of businesses have no cash reserves

_ Average year-end cash reserves for enterprises with reserves Share of enterprises with no reserves

Turnover Mean 2019 Mean 2020 Median 2019 Median 2020 2019 2020
All businesses £15,600 £8,500 £6,000 £5,000 23% 62%
All over £85,000 £19,500 £6,700 £15,000 £10,000 18% 58%
Less than £49,999 £3,100 £1,000 £3,500 £2,000 30% 68%
£50,000 to £84,999 £6,500 £2,700 £6,000 £4,000 20% 56%
£85,000 to £149,999 £11,100 £3.500 £10,000 £9,000 18% 63%
£150,000 and above £25,000 £8,800 £20,000 £15,000 19% 55%

Cash reserves of hair and beauty business enterprises
United Kingdom

50

Source: NHBF/ Pragmatix Advisory business survey
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Using the Pragmatix Advisory VIBHE model, we have
simulated three scenarios for the hair and beauty sector in
2021.

Our central scenario shows the average hair and beauty business will
have an overall whole in its cash position of £41,000 by the end of this
year. The smallest enterprises will have lost the equivalent of 29 per
cent of 2019 turnover, while the cash position of the largest will be

OU'I'IOO k for down by 42 per cent of pre-pandemic annual revenues.

The biggest businesses will be the most at risk in 2021. Our model
202 ] estimates fourteen per cent of businesses over the VAT threshold will be
acutely vulnerable, which rises to a quarter in our downside scenario.
The downside scenario also shows a fifth of the industry being acutely
vulnerable by the end of 2021.

Although larger businesses will pay slightly more than they did in 2020,
the amount of tax paid by the average business will be less than half
that of 2019. Smaller businesses will pay less than they did last year, as
their cash position weakens due to reduced government support
grants and SEISS payments.

51
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We have used the Pragmatix Advisory ‘VIHBE’ model to
simulate the industry’s performance in 2021.

We do not pretend to be able to predict the coming year with any
certainty, but we can build some stylised scenarios in our model to fest
the scale of change likely for the industry and its vulnerable
enterprises.

The key assumptions in the central scenario are:

Three months of lockdown with businesses closed
Furlough scheme to end April

Six months of local fiered operation and strict social distancing, with
70 per cent capacity and prevalence of local lockdowns similar to
2020

Three months without any restrictions, but demand ten per cent
down on pre-covid levels reflecting new behaviours

SEISS scheme to end April, and coronavirus business grant awards at
levels announced in January 2021
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Average £41k covid hit to businesses in sector
On the basis of our central Cashflow impact of covid on hair and beauty
scenario assumptions for 2021, enterprises with turnover of £94,000 exclusive of VAT
we anticipate further United Kingdom, change on 2019, £ thousand
deterioration in the financial 0
viability of businesses in the

industry this year.

(0)
>
©)
=
)
l_

-10
We estimate that the average hair
and beauty business will see an
overall fall in its cash position of -20
£41,000 by the end of 2021.

)
>
@)
<
)
'_

This is equivalent to 39 per cent of -30
2019 turnover inclusive of VAT

Costs will again be lower in 2021, but ~40
a reduction in the value of
government grant support received

. Furlough and Grants

2
1)
O

O

compared with last year will mean a -50
larger gap in the cash position than
2020.
-60
2020 2021
-70
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Source: Pragmatix Advisory VIHBE model
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Cashflow impact of covid on hair and beauty enterprises with
turnover of £35,000 Businesses in lowest turnover band down

United Kingdom, change on 2019, £ thousand equivalent of 29 per cent by the end of 2021

0 -

5 s Additional lockdowns and covid-restrictions this year

4 g E 5 g will see issues compounded for small hair and beauty

6 8 5 5 enterprises. They will end 2021 down £10,000, the

8 S El 3% equivalent of 29 per cent of their 2019 turnover.

El 20

]g - . They will be impacted most by the end of the Self-
14 ‘§ employed Income Support Scheme, as grants will fail
16 - make up the same share of lost turnover as they did
18 in 2020.
20 2020 2021

Cashflow impact of covid on hair and beauty enterprises with
turnover of £69,000
United Kingdom, change on 2019, € thousand

T
O
Tougher outlook for those in the £50,000 to 8 5. v
o c c
£84,999 bracket £ g8 8
— T
The end of 2021 will see cash positions down by g -
almost £29,000, equal to 41 per cent of their 2019 2 8 5 S
turnover. S 3 i 5
2 (]
- .
I
2020 2021
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Source: Pragmatix Advisory VIHBE model
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Cashflow impact of covid on hair and beauty enterprises with
turnover of £116,000 exclusive of VAT
. o United Kingdom, change on 2019, £ thousand
Two-year fall in cash position equal to 35 per

cent of 2019 turnover for those VAT registered

)
>
o
[=
£
=
=

Despite further government support in 2021,
businesses in the £85,000 to £149,999 turnover bracket
will continue to be impacted in 2021.

[
o
>
[o]
£
=]

=

We expect a business in this band to be down over
£48,000 by the end of this year, equal to 35 per cent
of 2019 turnover.

. Taxes
IFurIough and Grants

Furlough and
Grants

I Costs

. Taxes

I Costs

020 2021

N

-80

Cashflow impact of covid hair and beauty enterprises with
turnover of £306,000 exclusive of VAT
United Kingdom, change on 2019, £ thousand Largest businesses will face biggest combined

loss
£0 e @

s € For the average business that earned over £150,000 in
550 BB o 2019, 2021 is set to be another challenging year.

- w» 'g

@ -
£100 . 8 - % % Though fax and cost savings will continue this year,
3 T2 3 e 3 the lesser grant and furlough support will hit hard.
N N B E
) — 20 % - — Modelling shows a combined drop in cash position of
£200 5 O £150,000, the equivalent of 42 per cent of 2019
= furnover.

250 2020 2021 .

Source: Pragmatix Advisory VIHBE model
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Biggest firms remain most vulnerable in 2021

businesses in the sector will

remain acutely vulnerable in Industry average +11
2021.

Industry over VAT threshold +14
Fourteen per cent of VAT-registered
businesses are expected to be Industry with turnover < £49,999 +8
unable to deliver any income or
dividends to their owners or owner- Industry with turnover £50,000 to £84,999 +11
managers this year.

Industry with turnover £85,000 to £149,999 +13
Given the weak performance in
2020, the large and growing Industry with furnover > £150,000 +15
proportion of businesses with no
cash reserves, and this level of Percentage point change in hair and beauty business
acute vulnerability, a sharp and acute vulnerability compared to 2019, central scenario
significant increase in business United Kingdom

failure can be expected in the
sector over 2021.

56
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Scrapped retention bonus blow to finances

During interviews with hair and Acute vulnerability,

beauty business owners, many Cash position, £ percentcxgtre1 point
change

pointed to the scrapping of the

Job Retention Bonus as a blow m 2021 with m 2021 with
to their finances. JRB JRB
Our model shows the impact this Indusiry average ~10.20 -15.027
scheme would have had across

Industry over VAT
various furnover bands. threshold Sl SlSel +14 e
The bonus would have improved &%u;gg Ul WAGTONE < 5,386 4,691 +8 +6
the cash position for all sizes of hair '
and beauty business, as well as Industry with furnover 14.061 12,706 +11 +10
reducing those falling into the 290/ALD D EELE00
acutely vulnerable category. g\s%uggg ;/(v;g\] Z‘érg%er 110,586 16,371 113 +10
For the biggest businesses, the :

Industry with turnover > 57,707 49,945 +15 +7

bonus would have improved their £150,000
cash position by an average of

£8,000 and reduced those in the

acutely vulnerable category by

eight percentage points.

Cash position and acute vulnerability of hair and
beauty businesses compared to 2019, central scenario,
United Kingdom

Source: Pragmatix Advisory VIHBE model
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Tax paid this year will be less than half of 2019

Hair and beauty businesses will
pay an average of £7,500 in
taxes this year.

This includes VAT income taxes
National Insurance and corporation
tax.

This is marginally more than in 2020,
but still £11,000 less than 2019.

20
18
16
14
12

10

A O

N

Total tax paid by the ‘average’ hair and beauty
enterprise
United Kingdom, £ thousand

2019 2020 2021
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Total tax paid by the ‘average’ hair and beauty
enterprise with 2019 turnover less than £84,999

(excluding VAT) Businesses under VAT threshold will pay less
United Kingdom, € thousand tax than 2020

4
The cash position of smaller hair and beauty

3 enterprises was boosted in 2020 by the level of grant
support available.

2 Lower levels of government support in 2021 means
businesses with turnover of less than £85,000 will pay

1 less tax than they did in 2020.

0 Total tax paid will be around half of 2019 levels.

2019 2020 2021

Total tax paid by the ‘average’ hair and beauty
enterprise with 2019 turnover more than £85,000
(excluding VAT)

United Kingdom, £ th d
VAT registered enterprises will pay sightly e Hngdom. = nemsAn

more than 2020, but still far less than 2019 60
50
The biggest hair and beauty businesses will pay £3000
more in tax this year than they did in 2020. 40
This will still be significantly down on 2019, when the %0
average business over the VAT threshold paid £56,000. 20
In 2021, they will pay only £23,000. 10 -
0

2019 2020 2021 .

Source: Pragmatix Advisory VIHBE model
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We have developed and tested two alternative scenarios for
2021 to provide a sensitivity test for our central scenario
results.

AI‘I'e r n d‘l‘ive The upside scenario has three months lockdown, three months open
with social distancing, six months fully open with demand at 90 per

sce nd rios cent. Furlough and SEISS until end of April, coronavirus business grants
at levels announced at the start of January 2021.

The downside scenario has four months lockdown, eight months open
with social distancing. Furlough and SEISS until end of April, coronavirus
business grants at levels announced at the start of January 2021.
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Over 1-in-5 firms acutely vulnerable in downside

Although the upside
scenario improves
prospects, the downside
places 21 per cent of
businesses intfo acute
vulnerability.

Over a quarter of VAT-
registered firms are unable to
deliver any income for their
owners or owner-managers in
2021 under the tougher
assumptions.

2021 2021
Downside Upside

Industry average

Industry over VAT threshold +16 +26 +10
Industry with furnover < £49,999 +4 +17 +5
Industry with turnover £50,000 to £84,999 +8 +21 +8
Industry with turnover £85,000 to £149,999 +13 +25 +11
Industry with turnover > £150,000 +19 +28 +10

Percentage point change in hair and beauty business
acute vulnerability compared to 2019, by scenario
United Kingdom

Source: Pragmatix Advisory VIHBE model



Total tax paid by the ‘average’ hair and beauty
enterprise
United Kingdom, 2021, £ thousand

O —= N WO O N0 O

Central Upside Downside

Tax receipts further knocked back under
downside scenario

While under the central scenario, the average
business will contribute £7,700 in taxes in 2021, this will
fall fo £5,600 under the downside assumptions and
increase to £9,200 with the upside.

Ju—

30

25

20

15

10
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Total tax paid by the ‘average’ hair and beauty
enterprise with turnover less than £84,999 in 2019
United Kingdom, 2021, £ thousand

Central Upside Downside

Total tax paid by the ‘average’ hair and beauty
enterprise with turnover more than £85,000 in 2019
United Kingdom, 2021, £ thousand

Central Upside Downside

Source: Pragmatix Advisory VIHBE model
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In order to meet the financial challenges facing hair and
beauty businesses in 2021, we have modelled three possible
complementary policy responses.

They are a reduction in the VAT rate to five per cent, an extension of
the Self-employed Income Support Scheme, and additional
coronavirus support grants. We have examined the impacts
individually and combined the three on the outlook for 2021.

E I .I.' While there are pros and cons to a VAT reduction, it would help to
VO UG I ng close a third of the 2021 cash gap for businesses in the sector. It would

also half the numlber of firms with furnover above the £85,000 VAT

pOI |Cy O ph O nS threshold that would become acutely vulnerable.

All three policy options impact business cash positions and vulnerability
in different ways, but a combination of all three would limit the risk of
business failure.

Although the return to the Exchequer would be lower with the
reduced rate of VAT from those businesses that carry on trading, the
impact on overall fax receipts and government spending may be
positive as fewer businesses fail and fewer workers become
unemployed.
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We have used the Pragmatix Advisory ‘VIHBE’ model to
simulate a reduction in VAT on the hair and beauty industry
as well as other potential covid emergency measures.

We have examined the impact individually and combined of three

EVG I u Gﬁ n g potential policy measures on the outlook for 2021:
pOI icy O p'l'i O ns + VAT for hair and beauty services reduced from twenty to five per

cent
« Self-employed income support scheme extended to the end of July

« Coronavirus business grants extended to be equivalent in scale and
value to those available in 2020
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Pros and cons of hospitality-like VAT reduction

A reduction in VAT for hair and
beauty enterprises similar to
that applied to the hospitality
sector will support their
recovery dfter lockdown has
ended and businesses reopen.

In our discussions with business
owners, none reported that they
would pass on much or any of a VAT
reduction to customers through
lower prices - although some said it
would help them minimise any price
rises in 2022,

Instead, reduced VAT bills will be
used directly to bolster businesses’
finances.

Pros of VAT
reduction

Low administration costs
for businesses

Existing precedent with
hospitality

Quick and easy for
government to
implement

isi tive
Reduces the disincen
to register for VA_T and
increases compliance

Cons of VAT
reduction

won’t penefit those under
VAT threshold

Doesn’t help during
lockdown

Unlikely to stimulate
demand
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5% rate would close third of the 2021 cash gap

For the average VAT-registered Cashflow impact of covid on hair and beauty
hair and beauty business, a enterprises with turnover above VAT threshold
reduction in the VAT rate to five United Kingdom, change on 2019, £ thousand

per cent will provide an
additional £16,000 in 2021.

0} 5 O
5 -
This would reduce the cash position % = 5
gap by almost a third. -20 e 2 = > £
O 25
(For ease of analysis, the VAT S . o O
reduction is assumed to apply for _40 3¢ % -
the full 2021 calendar year.) 5 8 -
4
X
w0 : IR
-80
-100
2021 2021 with VAT reduction
-120

66
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Cashflow impact of covid on hair and beauty enterprises with
turnover of £116,000 exclusive of VAT
United Kingdom, change on 2019, £ thousand

- -
o [
> >
] o
£ £
=) =
(= (=

T
c
O

<
[¢)]
3

k)
5

[ T8

£ $ - Businesses in the £85,000 to £149,999 turnover
= O
3 -w e band save £10,000
3 55
3 % §0
: : M :
] [ .
20 2021 2021 with VAT reduction
Cashflow impact of covid hair and beauty enterprises with
turnover of £302,000 exclusive of VAT
United Kingdom, change on 2019, £ thousand
O mm = 2
> O
bl : ; 8.
Businesses with turnover over £150,000 retain -40 S % 2 g 28
£23,000 on average 60 . 86 :
=
-100 2 2
-120 S 3
140 ] : 1]
-160 2021 2021 with VAT reduction

67

Source: Pragmatix Advisory VIHBE model



pragmatl‘

advisory

Lower VAT halves vulnerable registered firms

reduce the share of VAT- of VAT

registered businesses that are Industry average +8
acutely vulnerable from
fourteen to six per cent. Indusiry over VAT 416 +14 6
threshold
&%u(;:r)rg with turnover < .3 .8 .8
Industry with turnover
$50,000 fo £84,999 e L il
Industry with turnover
$85,000 to £149,999 i S e
Industry with turnover > +19 115 7

£150,000

Percentage point change in hair and beauty business
acute vulnerability compared to 2019, central scenario
United Kingdom
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Source: Pragmatix Advisory VIHBE model



Different measures impact in different ways

Mix of measures will further
support the sector. Extending
grants, extending SEISS and
reducing VAT will add over
£8,000 to the average business,

Central
scenario

5% rate of
VAT

Additional
grants

Extension
of SEISS

5% VAT,
additional
grants
and
extension
to SEISS

but substantial deficits remain. Industry average -17.273 -12,586 -15,894 -16,223 -8,886
The overall impact of a VAT ImelUify QS 36,600  -20,843 24,429 34,610 -16,838

) , threshold
reduction is larger than that of the :
additional grants and extension of [r”dus’”y W'?AQ 99 5,386 5,836 4,442 3,748 1,862
the SEISS when tested separately. urnover < x4,

Industry with

The impact of the different policies furnover £50,000 to -14,061 -14,061 -12,897 -12,760 -10,424
vary between different businesses. £84,999
The VAT reduction benefits only Industry with
larger businesses, while the grants furnover £85,000 to -19,586 9,625 -17,101 -19,586 -5,068
target those with rateable property £149,999
and the SEISS support self- Industry with
employed. fUmover = £150,000 -57,707 -34,745 55,902  -57,706 -31,424

pragmatiu
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Grant support is important during
period of lockdown, while businesses
are closed but, once open, a VAT
reduction is effective.

Cash position of hair and beauty businesses compared
to 2019, central scenario, £
United Kingdom
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Combination of measures limits risk of failures

Extending grants, extending Central | 5% rate of | Additional [ Extension 5% VAT,
SEISS d reduci VAT scenario VAT grants of SEISS | additional
and reducing grants

together will reduce the share and
of acutely vulnerable ex:g’;‘gg
businesses from eleven to four

per cent. Industry average +11 +8 +9 +9 +4
From the three tested policy options, mduswy S 114 +6 +12 114 +5
, reshold

only the VAT reduction has a
significant impact on the number of Industry with .8 +8 +5 w6 i
larger businesses that are acutely USSR 27
vulnerable. Industry with

furnover £50,000 to +11 +11 +10 +10 +7
Additional grants and the extension £84,999
of SEISS do little or nothing to reduce Industry with
the fragility of larger businesses in turnover £85,000 to +13 +5 +11 +13 +3
the sector. £149,999

ey Y +15 +7 +14 +15 +7

furnover > £150,000

Percentage point change in hair and beauty business
acute vulnerability compared to 2019, central scenario
United Kingdom

70

Source: Pragmatix Advisory VIHBE model



pragmatiu

advisory

Exchequer loss unlikely as businesses stay open

Reducing the VAT rate has a Total tax paid by ‘average’ hair and
reasonable chance of improving beauty enterprise with turnover
the government’s fiscal position. more than £85,000 in 2019

United Kingdom, 2021, £ thousand

A lower VAT rate will reduce the

amount paid in taxes by the average 25
active business in the sector from

£22,500 to £10,200 in 2021.

But the higher rate of VAT will make 20 o ot »
i : ax lost or pai
more buslmesses yulneroble and likely out In benetis f
lead to higher failure rates. 18% of tf)u_lsinesses
al
15

For each business failure, future tax
revenue is lost and government

expenditure on benefits potentially
increases. 10

It requires only eighteen per cent of
businesses to fail at the higher VAT rate

that wouldn’t have with the five per 5
cent tax for the VAT reduction policy

to pay for itself for the Exchequer. This

is on the assumption that workers

become unemployed for 2021. 0

Central scenario VAT reduction

Source: Pragmatix Advisory VIHBE model
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Lower VAT helps in downside scenario but it
remains bleak for the sector

Industry average

Industry over VAT
threshold

Industry with
furnover < £49,999

Industry with
furnover £€50,000 to
£84,999

Industry with
furnover £85,000 to
£149,999

Industry with
turnover >
£150,000

+15.8

+3.47

+8.1

+13.5

+18.8

+9.6

+5.4

+7.6

+11.2

+10.4

2021 with 5%
rate of VAT

+5.1

+2.3

+5.4

+7.6

+3.6

+3.0

Percentage point change in hair and beauty business
acute vulnerability compared to 2019, upside scenario

United Kingdom

Industry average

Industry over VAT
threshold

Industry with
furnover < £49,999

Industry with
tfurnover £50,000 fo
£84,999

INndustry with
furnover £85,000 fo
£149,999

Industry with
furnover >
£150,000

+15.8

+3.47

+8.1

+13.5

+18.8

+21.0

+26.4

+16.6

+21.4

+24.7

+28.5

2021 with 5%
rate of VAT

+18.3

+17.3

+16.6

+21.4

+16.0

+19.0

Percentage point change in hair and beauty business
acute vulnerability compared to 2019, downside

scenario
United Kingdom

Source: Pragmatix Advisory VIHBE model
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The business of hair, barbering and beauty

For the purposes of this report, we have defined the
hair and beauty industry as class 96.02 in the Office
for National Statistics’ standard industrial classification
(SIC 2007) of economic activities.

It includes all those enterprises whose primary function involves
hairdressing, barbering and/or the provision of beauty
freatments (including but not limited to facial massages,
manicures and make-up).

It does not include businesses that manufacture hair and beauty
products. Although businesses within the hair and beauty
industry may at times serve as retailors of such products, this is
not their primary business function and accounts for only a small
share of turnover.

Many estimates of the size of the industry published by the
Office for National Statistics rely on HM Revenue & Customs
data and relate only to VAT and/or PAYE registered enterprises.

We estimate that the hair and beauty industry includes nearly
30,000 more businesses than these official stafistics suggest.

The vast majority (93 per cent) of these hidden enterprises are
self-employed individuals or sole-traders, most commonly (34 per
cent) operating mobile salons or renting chairs / rooms. Just five
per cent of hidden enterprises offer employment to more than
one person. One third of these businesses operate in villages,
compared with seven per cent in cities.

Twenty-seven per cent of enterprises (61 per cent of companies, but just
ten per cent of self-employed / sole fraders) are registered for both VAT
and PAYE.

Fifty-eight per cent of enterprises
are PAYE employers.

Pay-As-You-Earn (PAYE) is
HMRC's system to collect
Income Tax and National
Insurance from employment.

Businesses must register for PAYE
if they employ anyone who
earns £120 or more per week,
receives expenses or benefits,
has another job, or receives a
pension.

The hair and beauty industry
United Kingdom, survey data, 2020
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Description Comprehensive list  Structural The main ONS structural business  Continuous

of businesses in the  business survey of  survey of enterprises capturing household survey

United Kingdom enterprises financial information for capturing the main

based primarily on  capturing businesses representing the non-  social and labour

administrative employment by financial business economy in market variables in

data provided by detailed industry the United Kingdom. the United Kingdom

HMRC. for Great Britain. between censuses.
Year 2020 release 2019 2018 2019
Enterprises 44,880 43,292 44,835 -
Turnover £5,389,687,000 - £4,466,000,000 £8,205,052,000 -
GVA - - £3,364,000,000 - -
Employment 189,269 177,600 160,000 - 286,795

261,698 including
166,478 hair and
95,220 beauty

Employees 165,748 185,400 -

75

Note: original statistical tables are hyperlinked in the header row. Source: Office for National Statistics; *received fromm ONS by email 23 November 2020


https://www.ons.gov.uk/file?uri=/businessindustryandtrade/business/activitysizeandlocation/adhocs/12547hairdressingandbeautybydistrict/ah743.xls
https://www.ons.gov.uk/file?uri=/businessindustryandtrade/business/activitysizeandlocation/adhocs/12547hairdressingandbeautybydistrict/ah743.xls
https://www.ons.gov.uk/file?uri=%2femploymentandlabourmarket%2fpeopleinwork%2femploymentandemployeetypes%2fdatasets%2findustry235digitsicbusinessregisterandemploymentsurveybrestable2%2f2019provisional/table22019p.xlsx
https://www.ons.gov.uk/file?uri=%2fbusinessindustryandtrade%2fbusiness%2fbusinessservices%2fdatasets%2fuknonfinancialbusinesseconomyannualbusinesssurveysectionsas%2fcurrent/abssectionsas.xls
https://www.ons.gov.uk/file?uri=/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/adhocs/12568detailedoccupationbyagegroupeducationsexindustryandukarea2019/soc4xvarsjd19finpub.xls
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Economic impact

Hair and beauty industry multipliers
Our estimates of the full economic United Kingdom, ONS data with Pragmatix Advisory

impact of the industry are based on caleulations, 2016
multipliers published by the Office Type |
for National Statistics and the mType |
Scottish Government. Employment (FTE)

These multipliers potentially represent a

conservative approach as the multipliers

are significantly lower than those

calculated by other economic impact GVA (€ millions)
studies, e.g. Oxford Economics (May 2019).

Type | GVA and output multipliers are
based on the multipliers for the ‘other
personal service activities’ sector in the
United Kingdom Input-Output Analytical
Tables for 2016.

Output (€ millions)

The Type | employment multiplier is based 0.0 0.5 1.0 1.5 2.0
on the Blue Book 2018 consistent estimate

of the FTE multiplier for the ‘other personal

service activities’ sector.

Type Il multipliers were calculated by
scaling the Type | multipliers by the
equivalent multipliers for Scotland (2017).
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Source: Office for National Statistics and Scofttish Government with Pragmatix Advisory calculations



Pragmatix Advisory ‘VIHBE' indicative model.

Assumptions

The Pragmatix Advisory ‘Vulnerability In Hair and Beauty Enterprises’ (‘VIHBE’) indicative model allows us to estimate the
impact of covid on the turnover and costs of businesses in different sub-sectors and of varying sizes, and to simulate
different environmental and policy factors on 2021 performance.

Assumptions:

Reduction in business rates of 40 per cent in 2020 and 13 per cent in 2021, reduction in property costs of 5 per cent in 202,
but no reduction in 2021, reduction in input goods and services of 23 per cent in 2020 and 20 per cent in 2021, Furlough
paying 38 per cent of employee salaries in 2020 and 33 per cent in 2021, FTE salary of £16,529 in 2019, increasing in line
with national minimum wage increases in 2020 and 2021

Central scenario:

Three months of lockdown with businesses closed, furlough scheme to end April, six months of local tiered operation and
strict social distancing, with 70 per cent capacity and prevalence of local lockdowns similar to 2020, three months
without any restrictions, but demand ten per cent down on pre-covid levels reflecting new behaviours, SEISS scheme to
end April, and coronavirus business grant awards af levels announced in January 2021

Upside scenario:

Three months lockdown, three months open with social distancing, six months fully open with demand at 90 per cent.
Furlough and SEISS until end of April, coronavirus business grants at levels announced at the start of January 2021,

Downside scenario:

Four months lockdown, eight months open with social distancing. Furlough and SEISS until end of April, coronavirus
business grants at levels announced at the start of January 2021.

Policy scenarios:

VAT for hair and beauty services reduced from twenty to five per cent, Self-employed income support scheme extended
to the end of July, Coronavirus business grants extended o be equivalent in scale and value to those available in 2020

Barbershop

Beauty salon

Hair and beauty salon
Hair salon

Nail salon

Chair or room renter

Mobile

£0 to £49,999
£50,0000 to £84,999
£85,000 to £99,999
£100,000 to £149,999
£150,000 to £499,999
£500,000 to £999,999

£1 million+

prag
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20%
13%
11%
23%
5%

18%

10%

40%
30%
5%
12%
12%
1%

0.3%

Source: Pragmatix Advisory 'VIHBE" model, *percentages may not sum due to rounding
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NHBF and Pragmatix Advisory surveys

NHBF and Pragmatix Advisory survey ran online from 14
December 2020 to 6 January 2021 on SurveyMonkey platform,
and was open to all businesses in the hair and beauty sector:

» The survey had 1644 individual respondents.
« Respondents were presented with questions that were filtered
based on previous answers (for example whether or not they

were VAT registered)

*  Questions posed were a mix of mulfiple choice and open
which requested figures

« 28 per cent of respondents completed all relevant questions

Other NHBF surveys referenced in report:

» State of Trade Summary, August 2020 - conducted online via
SurveyMonkey platform from 20 to 31 August 2020. Survey
received 2,018 individual responses.

« State of the Industry Survey, November 2020 - conducted

online via SurveyMonkey platform from & to 16 November
2020. Survey received 5,072 individual responses.
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Interview sample

Northern England

Midlands and

Eastern England

London and

Home Counties

Southern England

Scotland

Northern Ireland

1 x Hair Salon

1 x Hair Salon

1 x Hair Salon

1 x Hair &
Beauty Salon

1 x Hair Salon

1 x Hair &
Beauty Salon

1 x Hair &
Beauty Salon

1 x Chair renter

1 x Beauty
Salon

1 x Hair Salon
1 x Barber shop

1 x Hair Salon

1 x Chair renter

2 X Hair Salon

1 x Hair Salon

1 x Hair Salon

1 x Hair Salon

1 x Barber shop
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1 x Barber shop

1 x Hair Salon

1 x Hair Salon
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