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Introduction

What have been the development,
changes and challenges faced by bar and
restaurant operators and how have these
affected the development of leisure
circuits within Glasgow and Edinburgh city
centres over the period 1996 to 2006?

In this special research paper, CreevylLLH

looks at the issues and trends which have
dictated the development of leisure
circuits over the last |0 years in these two
major Scottish cities.

Situation Analysis

The Major Circuits

Mainstream

professional

West Regent St)

Core city (St. Vincent St, Hope
St, Buchanan St, George Sq,
. Renfield St, West George St,

New Town (George St, St.
Andrew Sq. and Charlotte Sq.)

Lothian Road

Young / affluent

Core city / Merchant City

New Town, Stockbridge

Broughton

Sauchiehall Street

Student

Old Town (Grassmarket)

Bruntsfield

Currently, there are a large number of highly
diverse, good quality bars and restaurants all
competing within high quality customer
environments with wide-ranging food and drink
offers. Fluctuating fortunes over the years have
seen reinvention and reinvestment as a
continuing theme for all operators - from
private entrepreneurs to corporate leisure
operators.

Whilst there are still corporate requirements in
the market place, they are very few and far
between compared with the aggressive site
acquisition tactics experienced in the late
1990's although Edinburgh has more
requirements than Glasgow. Many restaurants
such as pizza, pasta and buffet-style operations
still have active requirements although these
are for smaller units than the "super pubs" of
the late 1990's.

What is evident is that the leisure circuits,
which currently exist, have developed for a
reason. Although still in relative infancy
compared with other types of property life
cycle, they have already undergone adjustment
and further consolidation.

Competition for customers is now fiercer than
ever before which has led to operators
reviewing their concepts with, as a result, the
majority now offering extremely high standards
of food, ambience and service as well as
widening their appeal to a broader market.

Consumer spending trends in general have
seen a decline in the growth of retail spending
although factors such as the smoking ban in
enclosed public spaces (effective 26th March
2006) and changes in licensing laws in 2007
may have a greater effect.

Throughout, operators have continued to
invest heavily in their properties to keep up
with the customers' now very high
expectations.

Leisure Circuits - Time line 10 years to 2006

The term leisure circuit has been used to
describe any concentration of bars and
restaurants existing either within a single
building or development to several streets
forming a circuit.

In both Glasgow and Edinburgh it was around

the early 1990s that the major bar and
restaurant  operators ~commenced an
aggressive role out beyond their traditional
managed house concepts which significantly
contributed towards the leisure circuits as they
now stand.

Prior to this there were many highly popular
and successful individual bars and restaurants,
the ownership of which was mixed between
those developed by entrepreneurs and those
developed by the earliest of what became
mainstream, highly popular, concepts such as
TGl Fridays.

What followed was the start of the roll out of
targeted concepts by the bar and restaurant
operators which led to a focus of prime city
centre sites often competing with retailers for
traditional prime / secondary retail locations
and occupying much larger units than had ever
previously been the case, often in units in
excess of 6,000 sq.ft. gross internal.

The mid to late 1990's saw a plethora of
brands such as Scream, All Bar One, Bar 38,
Slug & Lettuce, Pitcher & Piano, Est Est Est all
with particular niche segments, for example,
aimed at students, young professionals, female
friendly.

Competition for sites was intense, particularly
in the late 1990's leading to a significant rise in
rental levels, well above that previously
experienced within the licensed sector.

Recent & Future Trends

The most notable trend within Scotland,
particularly in Glasgow, which has seen greater
growth by corporate brands than Edinburgh, is
the often deep discounting which followed in
major branded operations. Prior to this, the
city centre had been seen as an expensive area
for an evening's entertainment with many
younger, less affluent potential customers
preferring to stay within their local area. The
deep discounting has increased the breadth of
the customer-base, throughout all social
sectors, which in many instances has reduced
the potential customer base to traditional
locals in outlying areas.

In Glasgow and in Edinburgh traditional locals
have seen a declining younger customer-base,
attracted to city centres, and may be hit, in the
short term at least, with a further impact of the
smoking ban, particularly traditional Glasgow
or Edinburgh tenement pubs with no
opportunity of outside smoking areas.

Major plc's v Private Entrepreneurs

A clear trend which has developed since
around 2000 has been the greater flexibility in
development from smaller entrepreneurial
companies such as Montpeliers, Festival Inns,
Saltire Leisure, the G| Group, Caledonian
Heritable, CPL, The Budda Group, Lynnet
Leisure and many others in both cities, all of
whom have shied away from single branded
developments but instead prospered through
individually designed licensed premises.

Concepts such as Bar 38 in Glasgow had a very
brief lifespan and, whilst many of the major
branded operations which have reinvented and
reinvested themselves continue to prosper,
private entrepreneurs now play a very
significant role in the shaping of the Glasgow
and Edinburgh circuits. This is most evident in
Edinburgh with very major investment taking
place by private entrepreneurs effectively
locking out corporates. Further, as
entrepreneurial companies are generally
funded by traditional bank debt, their clear
preference is an outright purchase of freehold
property.

Property Costs

The fever of activity, which took place in the
late 1990's, caused rental levels to soar from
the high teens through to £20 - £25 per sq.ft. in
Glasgow and closer to £30 in Edinburgh.
Rental levels stagnated in both cities between
around 2001 and 2004 with occasional growth
led by aggressive rent reviews rather than
operator demand.

Rental levels remain relatively flat, particularly
in purpose-built leisure / retail centres. There
are, however, instances of increases
particularly in the buffet restaurant sector and
smaller food led operations typically around
3,000 to 4,000 sq.ft.
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The rental demand for the larger units in excess
of 6,000 sq.ft. remains low in Glasgow.
Edinburgh, however, which has seen less active
growth due to the lack of available larger units
and severe planning restrictions, has a
significantly more active market at the larger
end.

Nonetheless, the preference for private
entrepreneurial companies is almost exclusively
to purchase the freehold to allow traditional
debt financing and writing off expensive fit-outs
over a longer period of time. The market has
recognised this in both cities with developers
and operators seeking to acquire large
buildings, selling off the unlicensed part for
residential or commercial development.

Yields within the sector have fallen over the last
10 years, as with all other sectors, although
mainstream funds are now keen to acquire
licensed investments seeing the very strong
covenants on offer. The very low occurrence
of rental voids, particularly in Scotland where
the tenants fit-out generally becomes the
property of the landlord at nil cost upon lease
expiry, is also a distinct advantage.

Changing Circuits over the Last Decade

In Glasgow, district circuits are formed around
Sauchiehall Street, around St Vincent Street,
Hope Street / Buchanan Street and within the
Merchant City.

As can be seen from the city maps, each of
these circuits has a particular preferred
clientele.

Each of the circuits has grown significantly over
the last decade with the redevelopment of the
former ABC cinema on Sauchiehall Street,
stretching the circuit eastwards from its
Charing Cross origins; the central professional
circuit has stretched over to Buchanan Street
and beyond to George Square and has a clear
focus around Renfield Street / West George
Street / West Regent Street which will further
be strengthened by the redevelopment of the
Odeon cinema into another major leisure
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destination and a number of new units likely to
come on stream in St Vincent Street in 2006.

The Merchant City circuit has possibly been
one of the greatest success stories due to the
lack of deep discounting within the area and
assisted by the large number of dwelling flats
within the area. The redevelopment of the
Sheriff Court will stretch the circuit towards
the city centre and it has further been pulled in
the opposite direction towards the east with
the opening of the Fat Cat Café Bar.

There is no doubt that the circuits have been
strengthened and increased in size with a clear
link between the central circuit and Sauchiehall
Street circuit although there remains some
distance between the central circuit and the
core Merchant City area.

In  Edinburgh, the focus has been on
development around the George Street
professional circuit with more recent openings
by the Living Room and a multi-million pound
development by Saltire Taverns. George
Street, including the West End, has stretched
to the East with the Omni Centre which
includes operators such as Lloyds No. |. The
Lothian Road circuit has been stretched
recently with Edinburgh Quay (Largo / Zizzi)
although the central section has moved down
market.

At the same time, the Old Town remains very
strong, buoyed up by a large student
population although the lack of suitable sites
within the area has restricted growth.
Nonetheless entrepreneurial operators such as
Festival Inns continue to look for new
opportunities. The large fire, which took place
in the Cowgate in December 2002, has left a
development site which will undoubtedly
include new leisure operators.

The modern "leisure developments" such as
Fountain Park and the Omni have had mixed
success. The Omni, which is on the edge of an
existing circuit, continues to perform well.
Fountain Park, however, is generally regarded
as unsuccessful from a food and beverage
perspective, due to the remote location.
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Edinburgh, however, is undoubtedly the
stronger of the two cities for operator
performance, due to the limited ability to
develop new sites, given severe planning
restrictions. Undoubtedly, this has assisted
local entrepreneurs with local knowledge.

Outlook for the Future of Both Cities

There is no doubt that the cities will continue
to prosper and, if trends continue, this may be
at the expense of smaller traditional bars in less
affluent out of town areas, particularly in
Glasgow. Whilst competition remains intense,
the customer base has a preference for cities
which can offer a wide range of leisure
activities, from high quality restaurants through
to good value branded restaurants, exclusive
clubs and cocktail bars through to deep
discounting bars.

City centres are preferred locations for major
nightclub operators and the smoking ban,
which will undoubtedly affect the Scottish
market, is likely to have a lesser impact on city
centres with customers being provided with
the opportunity of smoking between visiting
the various watering holes on a typical evening
out.

Both cities have a number of major
developments in the pipeline which will secure
their future. Given the complex nature of the
market and the often difficult layout of licensed
premises, it is crucially important expert advice
is taken by operators and developers alike to
ensure their clear understanding of the likely
property value dynamics of any particular site.

Creevy LLH activities cover the whole of
Scotland and companies or individuals wishing
to discuss other Scottish cities should contact
Alan Creevy, Peter Darroch or Keith McBain.
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DISCLAIMER. This special Leisure Circuits report has been written to examine the development of circuits in the two principal cities of Scotland. It is
therefore a guide only and whilst CreevyLLH is satisfied that it represents an accurate insight into a complex sector the information within the report should
not be used to support any future business transaction without appropriate expert advice. FEBRUARY 2006




