
 
 
 

 
Completed acquisition by Rank Hovis Limited of Finedon Mill from 
Finedon Mill Limited 
 
The OFT’s decision on reference under section 22 given on 23 September 
2005. Full text of decision published 29 September 2005. 
 
 
PARTIES 
 
1. Rank Hovis Limited (RHM) is one of the largest food companies in the UK 

and is almost entirely owned by funds managed by Doughty Hanson & Co [see 
note 1]. It is organized in three divisions: bread bakeries; culinary brands; and 
cakes and customer partnerships. Turnover for the year ended 1 May 2004 
was approximately £1.6 billion. 

 
2. Finedon Mill Limited (Finedon) is an independent flour producing company. 

Its turnover for the year ended 31 March 2003 was around £25 million. 
 
TRANSACTION 
 
3. On 28 June 2005, RHM acquired Finedon Mill, comprising land and buildings, 

intellectual property, goodwill, plant and equipment, staff and stock. The parties 
notified the transaction on 29 July 2005 and the administrative deadline expires 
on 26 September 2005. 

 
JURISDICTION 
 
4. As a result of this transaction RHM and Finedon Mill have ceased to be distinct. 

The parties overlap in the supply of flour in the UK and the share of supply test 
in section 23 of the Enterprise Act 2002 (the Act) is met since their combined 
share of the supply of flour in the UK is 28 per cent (increment 3.1 per cent). 
The OFT therefore believes that it is or may be the case that a relevant merger 
situation has been created. 
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RELEVANT MARKET 
 
5. The parties overlap in the supply of flour. In Tomkins/Kerry Group,1 the 

Monopolies and Mergers Commission (MMC) undertook a detailed examination 
of market definition in the flour milling sector. 

 
Product market 
 
6. There are various ways in which the market for the supply of flour may be 

segmented, including: 
 

• soft and hard flour; 
• the supply of flour for in-house consumption and for the free market; 
• bulk and bagged flour; 
• segmentation by reference to the type of customer or specialised flour 

product. 
 

Each possible segmentation is considered in turn below. 
 
Soft and hard flour  
 
7. In Tomkins/Kerry Group, the MMC found that soft and hard flour were not 

demand-side substitutes. Soft flour was used in biscuit and cake making, while 
hard flour was essentially for bread making. The key distinctions between hard 
and soft flour were the wheat from which it was milled, the protein level and the 
ability of the flour to absorb water. 

 
8. The MMC also noted an asymmetry regarding supply-side substitution – mills 

equipped to produce hard flour could always produce soft flour, but not all mills 
producing soft flour could easily and rapidly change to producing hard flour. 
However, a sufficient number of mills could produce both hard and soft flour 
and could switch between types rapidly and at little cost. The MMC noted that a 
considerable number of mills were active in both, and concluded that there was 
a market for all flour, including both soft and hard flour. 

 
9. The OFT has found no evidence to suggest that the MMC’s conclusion is no 

longer valid. 
 
The supply of flour for in-house consumption and for the free market 
 
10. In Tomkins/Kerry Group, the MMC noted that there was considerable vertical 

integration between flour milling and baking and food production, meaning that 
only about half of total production reached the ‘free’ market. This resulted in 

                                                 
1 Tomkins plc and Kerry Group plc: A report on the merger situation, 25.09.98, Cm 4031. 
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two possible markets; one for in-house consumption and one for sale to third 
parties (the free market). 

 
11. On the demand-side there was perfect substitution. Flour used in-house could 

be used for a similar purpose by a third party in the free market. 
 
12. On the supply-side, substitution might be more limited. Integration between the 

milling and baking businesses of vertically integrated companies was strong. 
Flour production in these companies was primarily used for in-house baking. 
Only where capacity was greater than vertically integrated demand did in-
house producers supply the free market. In light of this, the MMC considered 
that prices in the free market would have to rise quite significantly before 
supply was diverted away from in-house and therefore, it concluded that there 
was a separate market for free flour.  

 
13. The OFT has found no evidence to suggest that the MMC’s conclusion is no 

longer valid. 
 
Bulk and bagged flour 
 
14. In Tomkins/Kerry Group, the MMC found that bulk and bagged flour were not 

always demand-side substitutes. Smaller quantities could not be bought in bulk 
and not all bakers (especially small master bakers) had storage facilities. 

 
15. On the supply-side, mills could increase output of bagged flour if relative prices 

change, provided spare capacity existed. However, substitution might require 
some investment in bagging facilities. Third parties in this case indicate that 
switching between the two may be costly.  

 
16. Finedon does not have any bagging facilities and all of its flour is supplied in 

bulk. For the purposes of this case, it is not necessary to conclude on the 
distinction between bulk and bagged flour since the transaction does not give 
rise to competition concerns on any frame of reference. 

 
Segmentation by reference to the type of customer or specialised flour product 
 
17. In Tomkins/Kerry Group, the MMC also considered segmenting the market by 

type of customer and by type of flour.2 No third party responses in this case 
suggested this type of segmentation. Again, given that the transaction does not 
give rise to competition concerns on any frame of reference, it is not necessary 
to conclude on this point. 

 

                                                 
2 Types of flour include chlorinated cake flour, chappati flour and heat treated flours used as 
thickeners in soups and sauces. 
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Geographic market 
 
18. In Tomkins/Kerry Group, the MMC noted that flour transport arrangements and 

costs were almost always borne by producers. Millers with several mills tried to 
minimise costs by supplying customers from the nearest mill and most mills 
tended to serve particular regions. The MMC found that the resulting regional 
markets were large and there were overlaps between them, such that a chain 
of substitution existed.  

 
19. RHM agrees with the MMC’s conclusion, stating that any definition of regional 

markets would be arbitrary. It maintains that deliveries take place over a wide 
geographic area and provided examples of deliveries up to 550 miles from site. 
Transport costs represent around [ ] (see note 2) per cent of RHM’s total cost 
of sales. As further evidence of the relevant geographic scope, RHM notes that 
it has consolidated its packing facilities into [ ] sites (at [ ] (see note 2)) to serve 
the whole of the UK with bagged supply. 

 
20. Third parties submit that delivery distances range between 10 and 690 miles, 

and that transport cost can account for up to 33 per cent of costs. Competitors 
confirm that they supply flour on a national basis. 

 
Conclusion on relevant market 
 
21. For the purposes of this assessment, the relevant frame of reference is the 

production and supply of free flour in the UK. The bulk flour and total flour 
segments are also considered for completeness. 

 
HORIZONTAL ISSUES 
 
Shares of supply 
 
22. The parties’ combined share of supply in the UK free flour segment (based on 

volume of output) is 25.6 per cent (increment 4.6 per cent). In the total flour 
market, the parties’ combined share is 28 per cent (increment 3.1 per cent).  

 
23. RHM submits that share of supply data is not available for the narrowest frame 

of reference, bulk flour. It estimates that the parties’ combined share in this 
segment is likely to be higher than its share of free flour but notes that any 
miller has the ability to supply bulk flour. 

 
24. In the free flour segment, the HHI of 1677 and increment of 191 indicates that 

the sector is concentrated. However, there appear to be a number of 
alternative sources of supply available post-acquisition. ADM remains 
supplying 28.3 per cent and four firms supply more than five per cent, all of 
whom may act as competitive constraints on RHM. DEFRA states that there 
are currently 33 companies operating 68 mills in the UK.  
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25. Some third parties submit that switching by customers may be hindered due to 

quality assurances and testing, and one was concerned that there were no 
alternative sources of supply to the Finedon Mill. However, there is evidence 
that switching occurs. For example, RHM states that Mission Foods ceased 
sourcing from Finedon and believes it now sources from ADM.  

 
26. Post acquisition, RHM will have 26.2 per cent (increment 3.4 per cent) of 

production capacity. Some millers submit that they are running at 90 to 95 per 
cent capacity which may inhibit expansion. However, RHM, some competitors 
and DEFRA consider that excess capacity exists. This may allow millers to 
increase operational efficiency to ensure competition among suppliers (see 
barriers to entry and expansion). 

 
Coordinated effects 
 
27. Flour is a relatively homogenous product and there are two clear market 

leaders, ADM and RHM. Given their combined 53.8 per cent share of the free 
flour segment, the OFT has considered whether the transaction may increase 
the likelihood of the two largest firms tacitly or explicitly coordinating their 
behaviour to raise prices, curtail output or market share. 

 
28. In this case, the merger does not appear to change the ability of the parties to 

align their behaviour. Post-acquisition, there will remain numerous smaller 
milling operations controlling a large amount of total capacity which could 
undermine any cooperative behaviour. Moreover, there is a small increment to 
RHM’s share of supply resulting from the transaction, and no third parties 
raised coordination as a potential concern.  

 
Barriers to entry and expansion 
 
29. There has been no new entry in the past five years. RHM estimates that 

construction of a new large mill with the production efficiency of Finedon would 
cost in the region of £15 to 20 million, a view supported by competitors. In 
addition, there may be some reputational barriers to entry in that a new miller 
would need to prove the quality of their flour. 

 
30. As noted earlier, there were mixed views on the current state of capacity in the 

market. Some millers maintain that they are running at near full capacity which 
might suggest that expansion may be limited. Others submit that there is 
overcapacity in the market. One third party stated it could increase its capacity 
by 5 per cent at a cost of £0.75 million while another stated that a £1 million 
investment in de-branning equipment could increase its capacity by up to 15 
per cent. Another respondent submitted that its capacity could increased by up 
to 25 per cent through the installation of a ‘booster’ mill. 
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31. On the evidence available in this case, barriers to entry appear to be high but 
expansion may be possible.  

 
Buyer power 
 
32. Millers maintain that buyers exert some degree of countervailing buyer power 

as a result of concentration in the buyers market. This has not be confirmed by 
customers, but given the lack of competition concerns arising from this merger, 
the issue can be left open. 

 
VERTICAL ISSUES 
 
33. The milling industry tends to be characterised by a high degree of vertical 

integration between millers and bakers or food producers. RHM is a vertically 
integrated company and it may have an incentive to increase prices to 
competitors downstream. However, there is no evidence to suggest that 
significant vertical issues arise in this case given the small increment to share 
of supply. Moreover, third parties have not raised any vertical competition 
issues. 

 
THIRD PARTY VIEWS 
 
34. The vast majority of third parties had no competition concerns about this 

transaction. 
 
ASSESSMENT 
 
35. The acquisition of Finedon Mill results in a small increment (4.6 per cent) to 

RHM’s share of UK free flour sales (20.9 per cent) giving a combined post-
merger share of 25.5 per cent. A number of significant alternative suppliers 
remain, and customer switching appears feasible. In capacity terms, RHM has 
a share of supply of 26.2 per cent (increment of 3.4 per cent). Third party 
responses have provided mixed views on capacity utilisation but the majority 
remain unconcerned about the transaction. There appears to be some barriers 
to entry but expansion may be possible. The issue of countervailing buyer 
power has been left open. 

 
36. Consequently, the OFT does not believe that it is or may be the case that the 

merger has resulted or may be expected to result in a substantial lessening of 
competition within a market or markets in the United Kingdom. 

 
DECISION 
 
37. This merger will therefore not be referred to the Competition Commission under 

section 22(1) of the Act. 
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NOTES 
 
1 At the time of the transaction RHM was almost entirely owned by funds 

managed by Doughty Hanson & Co. However, the shares in RHM plc, 
RHM’s parent company, were subsequently admitted to listing on the 
London Stock Exchange and commenced trading on 19 July 2005. 

 
2 Figures and/or text removed at the parties’ request for reasons of 

commercial confidentiality. 
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