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COMPLETED ACQUISITION BY XCHANGING HOLDINGS LIMITED 
AND XCHANGING, INC. OF CERTAIN COMPANIES COMPRISING 

ALL OF THE EUROPEAN OPERATIONS OF AGENCYPORT 
SOFTWARE GROUP 

Statement of issues 

13 January 2015 

The reference 

1. On 8 December 2014, the Competition and Markets Authority (CMA), in 
exercise of its duty under section 22(1) of the Enterprise Act 2002 (the Act), 
referred the completed acquisition by Xchanging plc (Xchanging)1 of 
Agencyport Software Europe Limited, Agencyport Software Europe (Regional 
Hub) Limited, Agencyport Software Bermuda Limited and Agencyport 
Software Europe Offshore Corporation, comprising all of Agencyport Software 
Group’s European operations (together referred to as Agencyport) for further 
investigation and report by a group of CMA panel members (the inquiry 
group). 

2. The CMA must decide: 

(a) whether a relevant merger situation has been created; and 

(b) if so, whether the creation of that situation has resulted, or may be 
expected to result, in a substantial lessening of competition (SLC) within 
any market or markets in the UK for goods or services. 

3. In this statement, we set out the main issues we are likely to consider in 
reaching our decisions, having had regard to the evidence gathered to date 
including evidence set out in the phase 1 decision to refer the acquisition of 
Agencyport by Xchanging for further investigation (the referral decision). This 
does not preclude the consideration of any other issues which may be 
identified during the course of our investigation. 

 
 
1 Acting through its wholly owned subsidiaries Xchanging Holdings Limited and Xchanging, Inc. 
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4. Throughout this document, where appropriate, we refer to Xchanging and 
Agencyport collectively as ‘the parties’. 

Background 

5. Xchanging acquired Agencyport from Agencyport Software Limited and 
Agencyport Software US Incorporated (the Vendors) for £64.1 million on 
4 July 2014. Xchanging has also recently acquired Total Objects Limited 
(TOL), which is also active in the supply of software and services to the 
insurance industry. The acquisition of TOL was completed on 18 December 
2014 following CMA merger clearance on 9 December 2014. Any reference to 
Xchanging therefore includes TOL. 

6. More information on the parties can be found in paragraphs 15 and 16 of the 
referral decision. 

7. Xchanging and Agencyport both supply a range of insurance software to the 
insurance industry, including to the Lloyd’s market and the London 
Companies market.2 The parties both supply policy administration systems 
(PAS), Business Intelligence and data warehousing software (BIS), and core 
software for Managing General Agents (MGAs) (collectively referred to as the 
relevant products3 in this document) operating in these two insurance 
markets. They also supply software to other commercial insurers in the UK.  

8. For a description of the products, insurance markets, and the various 
participants in those markets, see paragraphs 23 to 28 of the referral decision. 
In particular, the Lloyd’s market involves syndicates of members who provide 
the capital and together carry insurance risks. Managing Agents (MAs) 
manage one or more syndicates and accept insurance risks on behalf of their 
syndicates. More detail on the functioning of the Lloyd’s market can be found 
on the Lloyd’s market website. 

Market definition 

9. Market definition is a useful analytical tool, but not an end in itself, and iden-
tifying the relevant market involves an element of judgement. The boundaries 
of the market do not determine the outcome of the CMA’s analysis of the 
competitive effects of the merger in any mechanistic way. In assessing 

 
 
2 These terms refer to insurance marketplaces rather than economic markets. 
3 XChanging also supplies binder management software (through its TOL subsidiary). We understand that 
Agencyport’s binder management product, Alchemy, has not been marketed or sold to customers since 2012 and 
is not currently in use. The CMA does not propose to focus on binder management software in its investigation. 

https://www.lloyds.com/Lloyds/about-us/what-is-lloyds/the-lloyds-market
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whether a merger may give rise to an SLC the CMA may take into account 
constraints outside the relevant market, segmentation within the relevant 
market, or other ways in which some constraints are more important than 
others.4 

10. We consider that for the products that both parties supply, there could 
potentially be three separate markets in the UK: the Lloyd’s market, the 
London Companies market and the market encompassing all other 
commercial insurers.  

11. As set out in paragraphs 29 and 30 of the referral decision, the parties have 
submitted that, from both a demand-side and supply-side perspective, there is 
no material distinction between the provision of software to the Lloyd’s 
market, London Companies market and the general commercial insurance 
market. 

12. We will consider: 

(a) the extent to which business processes and practices underlying the 
functional requirements of insurance software differ, particularly between 
the Lloyd’s market customers, London Companies market customers and 
other types of insurance carriers; 

(b) the extent to which differences between the requirements of MAs drive 
their choice of particular suppliers’ software and constrain their ability to 
switch; 

(c) the extent to which ‘componentised’ PAS, ie software that can be 
purchased as separate functional modules (eg module for billing, module 
for policy management, module for claims processing), competes with 
end-to-end PAS that cannot be ‘componentised’ in this way. 

(d) the extent to which BIS is an integral part of PAS; and 

(e) the extent to which PAS developed in-house by MAs for their own use is a 
substitute for PAS supplied by third parties to MAs.  

 
 
4 Merger Assessment Guidelines, paragraph 5.2.2. 

https://www.gov.uk/government/publications/merger-assessment-guidelines
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Assessment of the competitive effects of the merger 

Counterfactual 

13. We will assess the possible effects of the merger on competition compared 
with the competitive conditions in the counterfactual situation (ie the 
competitive situation absent the merger). We will therefore consider what 
would have been likely to have happened if the merger had not taken place, 
and in particular whether: 

(a) the vendors would have retained ownership of Agencyport and continued 
to operate it as before; or 

(b) if the vendors had been unlikely to retain ownership of Agencyport, 
whether there would have been other likely buyers for all or part of the 
Agencyport business and whether such buyers would have been likely to 
lead to competition concerns. 

14. In making our assessment we will consider possible alternative scenarios and 
decide upon the appropriate counterfactual situation based on the facts 
available to us and the extent of our ability to foresee future developments. 

Theories of harm 

15. Theories of harm describe the possible ways in which an SLC could arise as a 
result of the merger and provide the framework for our analysis of the compe-
titive effects of the merger. We have set out below the theories of harm which 
we intend to investigate. However, we may revise our theories of harm as our 
inquiry progresses. Also, the identification of a theory of harm does not 
preclude an SLC being identified on another basis following further work by 
us, or the receipt of additional evidence. We welcome views on all the 
theories of harm set out below. 

Theory of harm 1: unilateral effects 

16. The concern under this theory of harm is that, as a result of the merger, 
Xchanging would have the ability to increase the prices of its products (or 
decrease service levels) and/or would have a lesser incentive to innovate 
because in bidding for contracts it would face competition from one fewer 
competitor.  
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17. At this stage, we consider that this theory of harm is more likely to arise in 
relation to the provision of PAS and BIS.5 Although the parties also overlap in 
the supply of core software to MGAs (see paragraph 7), the evidence we have 
seen so far suggests that the merger is unlikely to raise competitive concerns 
for the supply of core software for MGAs because there is a sufficient number 
of alternative suppliers. 

18. Although the referral decision focused its assessment on the supply of PAS to 
Lloyd’s carriers,6 we will consider whether unilateral effects could arise in the 
supply of PAS to the Lloyd’s market, the London Companies market and to 
other UK commercial insurance customers more generally. 

19. We will assess the extent to which the parties competed with each other 
before the merger and the extent to which the products of other suppliers 
(whether they are within or outside the relevant markets) could be expected to 
exert a competitive constraint on the parties following the merger. 

20. On the basis of the evidence currently available to us, issues which we are 
likely to consider include: 

 the process through which customers choose suppliers of the relevant 
products, including through formal bids or bilateral negotiations; 

 the factors underlying customers’ choice of supplier and their stated 
appetite for switching suppliers and/or products; 

 the role of in-house supply in the competitive dynamics of the relevant 
markets; 

 the frequency of bidding for contracts relating to the London Companies 
market or the Lloyd’s markets, by suppliers who are able to offer a PAS 
solution that has the required functionalities;  

 the history of past bids and what this reveals about the extent of 
competition between the parties, and between the parties and other 
suppliers, prior to the merger; 

 the outcome of past bids, including the relative strength of bidders, as 
assessed by customers, reasons for choosing a particular supplier and 
extent of switching; 

 
 
5 The initial evidence we have reviewed suggests that both Agencyport and Xchanging do not sell BIS on a 
stand-alone basis, but instead as an add-on to their PAS product. 
6 Includes both insurers and re-insurers. 
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 recent investments in products and development plans of the parties and 
their competitors and how this is likely to impact on the relative competitive 
strength of their products; 

 views of customers and competitors on the closeness of competition 
between Xchanging and Agencyport, and the competitive constraint from 
other suppliers, taking into account views on the functionality of the 
different products offered (including views on whether ‘componentisation’ 
is important), on the importance of reputation and after-sales services, and  
on how prices compare across suppliers; 

 documentary evidence on competitors’ perception of the closeness of 
competition between the various suppliers of the relevant products; and 

 the factors driving innovation in PAS, and in particular the importance of 
Lloyd’s market specific or London Companies market specific innovation. 

Theory of harm 2: conglomerate effects 

21. The second theory of harm was raised by two third parties during the phase 1 
inquiry. These concerns are set out in paragraphs 185 and 186 of the referral 
decision. In short, it was contended that following the merger and the 
acquisition of TOL, because Xchanging would be able to offer a wider bundle 
of products to customers, its competitors would be unable to match the 
attractiveness of Xchanging’s offer and would be foreclosed, ie they would be 
forced to exit the relevant markets. 

22. The Merger Assessment Guidelines7 state that non-horizontal mergers8 do 
not involve a direct loss of competition between firms in the same market, and 
it is a well-established principle that most are benign and do not raise 
competition concerns. As explained in paragraph 5.6.6, in assessing the 
likelihood of conglomerate effects in a merger, the CMA will consider whether 
the parties have an ability and incentive to foreclose rivals and the likely 
impact such a strategy would have on customers. Two of the necessary 
conditions for a supplier to have the ability to foreclose rivals through a 
bundling strategy involving two products are that: (a) there is demand from a 
substantial number of customers for both products in the bundle, and 
(b) these customers have a preference for one-stop shopping. If these two 

 
 
7 Merger Assessment Guidelines. 
8 Non-horizontal mergers bring products together that do not themselves compete but may be related. They 
include vertical mergers (including diagonal mergers) and conglomerate mergers. 

https://www.gov.uk/government/publications/merger-assessment-guidelines
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conditions are met, competitors may be denied access to a sufficiently large 
proportion of their potential customers to force them to exit. 

23. Our current view is that the merger is not likely to increase materially the 
ability of Xchanging to foreclose competitors because: 

(a) only one product (exposure modelling) would be added to Xchanging’s 
portfolio and so far we have seen no evidence that this is an essential 
requirement for customers in the relevant market or markets (and in 
particular for MAs); and 

(b) the evidence gathered in phase 1 suggests that customers do not 
generally have a preference for one-stop-shopping and that there may be 
disadvantages in purchasing bundles of software. 

24. We also consider that because it would be likely to take a long time for a 
foreclosure strategy to be implemented due to significant switching costs, 
Xchanging would be unlikely to have an incentive to pursue such a strategy. 

25. Therefore, at this stage, we consider that this merger is unlikely to lead to 
conglomerate effects. However, should any party have reasons to believe that 
the merger is likely to lead to conglomerate effects, it should provide a 
reasoned submission.  

Countervailing factors 

26. We will consider whether there are countervailing factors which are likely to 
prevent or mitigate any SLC that we may find. In particular, we intend to 
consider the following: 

 Entry and expansion. We will consider how easy it is to develop and sell 
PAS and related software for the Lloyd’s market and/or London 
Companies market and whether entry and/or expansion into these 
insurance markets could be expected to be timely, likely and sufficient to 
prevent any SLC. To do this we will: 

(a) look at the history of actual entry, expansion and exit by the parties and 
by their competitors and review any future plans; and 

(b) examine the factors which might inhibit entry or the expansion of 
existing competitors into the supply of PAS and related software to the 
Lloyd’s market and London Companies market, including the cost of 
development, the importance of reputation and other incumbency 
advantages. 
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 Buyer power. We will assess whether any customers of Xchanging and 
Agencyport have countervailing buyer power and whether any such buyer 
power would be sufficient to protect all customers from any effects of an 
SLC. In this regard, we note that prices tend to be individually negotiated. 
We would also consider the likely impact of the acquisition on any pre-
existing countervailing buyer power. 

 Efficiencies. We will examine any arguments made in relation to 
efficiencies arising from the merger. In particular, we will examine whether 
any potential efficiencies are rivalry-enhancing and could be expected to 
offset any loss of competition.  

27. We are not currently aware of any other countervailing factors. 

Possible remedies and relevant customer benefits 

28. Should we conclude that the merger may be expected to result in an SLC in 
one or more markets, we will consider whether, and if so what, remedies 
might be appropriate, and will issue a further statement. 

29. In any consideration of possible remedies, we will take into account whether 
any relevant customer benefits might be expected to arise as a result of the 
merger and, if so, what these benefits are likely to be and which customers 
would benefit. 

Responses to the issues statement  

30. Any party wishing to respond to this issues statement should do so in writing, 
by no later than 5pm on 28 January 2015. Please email 
Xchanging.Agencyport@cma.gsi.gov.uk or write to:  

Project Manager 
Xchanging/Agencyport merger inquiry 
Competition and Markets Authority 
Victoria House 
Southampton Row 
LONDON 
WC1B 4AD  

mailto:Xchanging.Agencyport@cma.gsi.gov.uk

