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Anticipated acquisition by National Milk Records Plc of The Cattle 
Information Service Limited 
 
The OFT’s decision on reference under section 33 given on 3 March 2004 
 
 
 
PARTIES 
 
1. National Milk Records Plc (NMR) is active in the supply of milk recording and 

information management services to the dairy industry throughout England and 
Wales, the Channel Islands and the Isle of Man.  In the financial year to April 
2003, its turnover was £11.8 million.   

 
2. The Cattle Information Service Limited (CIS) is a wholly owned subsidiary of 

Holstein UK (HUK) which is a registered charity.  CIS is also active in the supply 
of milk recording in Great Britain.  Its turnover in the financial year to 31 March 
2003 was £2.5m. 

 
TRANSACTION 
 
3. NMR proposes to acquire certain assets representing CIS's milk recording 

business.  The parties are also considering combining their separate databases of 
milk recording information, which will be operated as a charity by the Centre for 
Dairy Information (CDI), a subsidiary of HUK1.  The parties state that although the 
merger between the parties and the creation of the combined database are related 
transactions, neither of them is dependent on the other taking place. Given the 
different ownership, the creation of the combined database may constitute a 
second relevant merger situation requiring separate investigation. 

 
4. The parties notified the transaction on Wednesday 7 January 2004 and the 40 

working day administrative deadline is Wednesday 3 March 2004.   
 

                                         
1 HUK point out that in fact CDI will operate as a not for profit company. 
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JURISDICTION 
 
5. As a result of this transaction the milk recording businesses of NMR and CIS will 

cease to be distinct.  The parties overlap in the supply of authentic milk recording 
services and the share of supply test in section 23 of the Enterprise Act 2002 (the 
Act) is met.  The OFT believes that it is or may be the case that a relevant merger 
situation is likely to be created for the purposes of section 33(1)(a) of the Act. 

 
RELEVANT MARKET 
 
Product market 
 
6. The parties overlap in the supply of authentic milk recording services to farmers.  

The purpose of milk recording is to enable farmers to ascertain and monitor the 
health of their cows and the quality of milk produced by their herd.  It can be 
conducted on an 'authentic' basis or 'ad hoc'.   
 

• Authentic milk recording involves taking a milk sample from a specific cow and 
collecting data on the cow’s key events such as inseminations, calvings, 
treatments, movements and its parentage.  The milk samples are transported to 
a laboratory and tested for somatic cell count, fat content, protein and lactose.  
The results are then processed to generate reports which can be used by 
farmers for predicting and monitoring milk productivity as well as for genetic 
evaluation purposes.  Our enquiries suggest that authentic milk recording 
appears to be an essential service for those farmers who sell their cows or 
genetic material for breeding purposes as well as being the most effective and 
efficient method of herd management for a number of other farmers2. 

 
• Ad hoc milk recording involves testing the milk yield of an entire herd from a 

single milk sample as opposed to taking milk samples from individual cows.  
Unlike authentic recording, it does not produce detailed information on individual 
cows.  Further, as testing occurs on an aggregate basis, if tests reveal a problem 
with a sample, any information elicited cannot be traced back to the specific 
cow concerned.  On this basis, it is not considered that ad hoc milk recording is 
an effective substitute for authentic milk recording. 

 
7. The parties state that farmers can use a number of alternative methods to 

authentic milk recording to infer the health of their cows and the quality of milk 
they produce.  These include studying the appearance of cows, using milk 

                                         
2 Approximately 20 per cent of dairy farmers are pedigree farmers who consider authentic milk 
recording to be vital to herd management. 
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payment testing services (as undertaken by the buyers of milk from farmers), or 
obtaining the necessary equipment to carry out recordings themselves and 
sending the milk and event information to a milk recorder for analysis (the so-
called DIY option). 

 
8. Our enquiries, however, suggest that studying the appearance of a cow does not 

enable a farmer to determine the quality of milk it produces.  Customers also state 
that milk payment testing is not an alternative because, unlike authentic milk 
recording, it does not enable farmers to detect a problem with a specific cow 
before it appears in milk.  We understand that the DIY option is currently only 
available through the parties and therefore, even if it were a substitute, it would 
not operate as a constraint on their activities in the supply of authentic milk 
recording services. 

 
9. Our investigation also assessed the ease with which suppliers of closely related 

services, such as food testing and milk payment testing, could switch to providing 
authentic milk recording within one year.  In the case of food testing laboratories 
and organisations active in other forms of herd management, it appears that the 
level of investment required to start milk recording (e.g. acquiring equipment and 
expertise) would make switching unprofitable.  Milk payment testers suggest that 
switching might be technically easy in terms of obtaining the equipment and 
requisite expertise.  However, our investigation suggests that entry from milk 
payment testers is unlikely to be sufficiently rapid to be taken into account as 
supply-side substitution, although the possibility of their entry is discussed in 
greater detail below.   

 
10. For the purposes of the competition assessment, the most appropriate frame of 

reference in this case appears to be the supply of authentic milk recording 
services. 

 
Geographic market 
 
11. Both parties currently operate a national authentic milk recording service.  NMR 

runs hub and spoke operations from Stafford and Yeovil and has a laboratory in 
Harrogate.  CIS has no operational sites and subcontracts both its transport and 
testing operations.  The parties argue that, although no overseas authentic milk 
recorders currently operate in Great Britain, they could start supplying with 
relative ease.  However, our discussions with overseas recorders indicate that 
they are unlikely to move into the Great Britain market.  

 
12. In this case, therefore, the appropriate frame of reference is considered to be 

Great Britain.  
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HORIZONTAL ISSUES 
 
Shares of supply 
 
13. Until recently, the UK dairy industry was subject to extensive government 

regulation and the provision of milk recording services was the function of two 
separate state regulated bodies; one operating in England and Wales and the other 
in Scotland.  In 1994, the dairy industry was deregulated resulting in the 
establishment of NMR from the England and Wales Milk Marketing Board while 
CIS took on the Scotland based business of Scottish Livestock Services Limited.    

 
14. Information provided by the parties indicates that as a result of the merger they 

will become the sole supplier of authentic milk recording services in Great Britain. 
 
15. NMR and CIS however argue that a 100 per cent share figure for the supply of 

authentic milk recording does not reflect the true competitive situation in this 
sector. 

 
16. First, the parties argue that they currently compete with each other in only a 

limited part of Great Britain: hence any loss of competition resulting from the 
merger would not be substantial.  Information provided by the parties confirms 
that notwithstanding deregulation, NMR’s operations are still largely concentrated 
in England and Wales whereas CIS is more active in Scotland.  In addition, they 
have suggested that any switching of customers from NMR to CIS has been as a 
result of loyalty to HUK (as certain customers that switched are members of 
HUK).  However, our investigation shows that, although limited, the geographic 
overlap of the parties’ activities is nevertheless growing and CIS has been 
particularly successful in penetrating supply to English and Welsh farmers even 
prior to its acquisition by HUK.  Moreover, to the extent that there has been 
limited penetration, the existence of barriers to entry, discussed in paragraphs 20-
21 below, would suggest that the parties appear to be each other’s most likely 
potential competitor in areas where they currently do not overlap, as each 
possesses the necessary infrastructure readily to begin supplying customers in the 
other’s area of geographic concentration.    

 
17. Second, NMR and CIS also argue that the merger will not result in the loss of 

innovation or fewer services.  Recent developments in the sector, such as 
increased service ranges and innovative products, are said to be a consequence of 
deregulation rather than competition between the parties.  However, we note that 
competition can itself be a consequence of deregulation, and our enquires indicate 
that CIS has attracted English and Welsh business largely by offering cheaper and 
more flexible milk recording methods, which has resulted in both parties becoming 
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more innovative and providing a broader range of services.  Overall, on the basis 
of the above information, our investigation shows that there does appear to be 
existing and potential competition between the parties in parts of Great Britain.  In 
addition, regardless of the relevance of deregulation in encouraging increased 
innovation and service ranges, incentives to do so post merger could be 
diminished. 

 
18. Third, NMR and CIS also say that focus on share of authentic milk recording 

services ignores the fact that a significant proportion of dairy farmers choose not 
to use the parties’ services.  Figures provided by the parties indicate that only 
35.5 per cent of herds in Great Britain were authentically milk recorded last year 
and the parties argue that the threat of farmers ceasing to purchase authentic milk 
recording services would therefore constrain their behaviour post merger3.  
Further, a fall in the share of herds being authentically recorded from 40 per cent 
in 1997 to 35.5 per cent last year demonstrates that authentic milk recording has 
recently been in decline.  Nonetheless, for a number of farmers, authentic milk 
recording is the most effective and efficient means of herd management and as 
such is essential to their business.  It therefore appears unlikely that the threat of 
some farmers ceasing to authentically milk record can be expected to constrain 
the combined business. 

 
19. Fourth, the parties also suggest that the merger is not likely to result in any 

material price increases because NMR’s shareholders are also its customers and 
because CIS is owned by HUK, a not-for-profit organisation.  However, the parties 
admit that NMR shareholders do not take an active role in the operation of the 
company’s milk recording business.  Further, if the merger did not result in price 
increases as such, it might lead to less value for money for authentic milk 
recording customers.   

 

Barriers to entry and expansion 
 

20. To start providing authentic milk recording services, a new entrant would need 
access to a transport network, testing and recording equipment, and expertise in 
monitoring and testing cows.  It would also be advantageous to have access to 
the new database that the parties are considering setting up (see paragraphs 3 
and 23-24).  The transport network and testing services can be sub-contracted to 
third parties, and suppliers of related services, such as milk payment testers, 
already possess the requisite expertise in milk testing4.  Indeed, one third party 
indicated they had considered entry.  In terms of a combined database of milk 
recording information, the parties confirm that it would be open to customers and 

                                         
3 NMR points out that this percentage relates to registered dairy holdings as opposed to herds. 
4 CIS currently subcontracts its testing services to Scottish Milk Laboratories. 
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competitors alike and would make it easier for customers to switch suppliers as all 
suppliers would have access to farmers’ complete records 5.  It is believed that 
this may facilitate new entry, although it is not clear on what terms access to the 
database would be provided.  Overall, few technical difficulties would appear to 
arise for a new supplier seeking to enter. 

 
21. However, our investigation suggests that entry might not be viable because of 

low margins currently obtained in the sector and the difficulty in achieving the 
critical mass of customers required for entry to be profitable.  This difficulty is 
compounded by the importance to customers of having a supplier with an 
established reputation, as well as the fact that this is perceived to be a mature 
market with a declining customer base.  The parties themselves consider entry on 
a local scale to be more likely than on a national level given the efficiency and 
scale of NMR’s operations. 

 
Buyer power 
 
22. Farmers are not considered to have buyer power. 
 
CUSTOMER BENEFITS 
 
23. Many third parties believe that the creation of a centralised database combining 

the parties’ milk information records will significantly benefit the dairy industry as 
it will remove duplication of information and increase efficiency, value and 
usability of data by all industry members.  Recording organisations in countries 
benefiting from a centralised database confirm that it has resulted in more 
efficient milk recording and more comprehensive and accurate information.  The 
parties also state that they are being encouraged by the government to adopt 
more efficient information recording practices. 

 
24. However, the parties state that the creation of the database is not dependent on 

the merger taking place, suggesting that any customer benefits of a combined 
database may arise without the merger, and they have not been able to produce 
detailed and verifiable evidence of any anticipated benefits.  Possible customer 
benefits relating to the database cannot therefore constitute an exception to the 
OFT’s duty to refer this merger to the Competition Commission (CC) if there are 
competition concerns.  

 
THIRD PARTY VIEWS 

                                         
5 HUK have informed the OFT that access to the combined database would be available to new 
entrants with the sole requirement that they accept CDI’s standard protocols. 
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25. The OFT sought the views of a broad spectrum of customers, farming 

organisations and potential entrants as part of its investigation.  Most parties 
supported the merger as they believed that it would lead to the creation of the 
database.  As mentioned above, however, the parties state that the creation of 
the combined database is not conditional on the merger taking place.  Some third 
parties said that competition between the parties has brought benefits to 
customers and expressed concern that the merger would remove the only 
alternative provider of authentic milk recording services in Great Britain. 

 
ASSESSMENT 
 
26. The merged entity will be the sole supplier of authentic milk recording services in 

Great Britain.   
 
27. The parties argue that competition between them is limited in any event, and that 

post merger their behaviour will be constrained by the threat of customers ceasing 
to milk record as well as by NMR shareholders who are also its customers.   

 
28. However, the OFT’s investigation suggests that there does appear to be actual 

and potential competition between the parties in parts of Great Britain, which 
appears to have helped bring customer benefits including increased innovation and 
broader service ranges.  It appears unlikely that the combined business would be 
constrained competitively either by customers choosing not to use the parties’ 
authentic milk recording services, as a proportion of them are reliant on authentic 
milk recording to manage their herds, or by NMR shareholders, as they are not 
considered to exert influence on NMR’s authentic milk recording business.  

 
29. Moreover, new entry may be unlikely given the need to acquire a critical mass of 

customers to make entry viable in a mature market with tight margins and a 
declining customer base.  New entry does not therefore appear to be sufficiently 
likely to allay concerns that the merger may lessen competition, resulting in lower 
service levels, less value for money, and/or less incentive on the merged entity to 
innovate.  Although third parties welcome the efficiencies that may arise from the 
centralisation of the parties’ databases of milk recording information, the parties 
state that the creation of the database is not dependent on the merger taking 
place and they have not been able to produce detailed and verifiable evidence of 
any anticipated customer benefits that it may bring.   

 
30. In these circumstances, the OFT believes that it is or may be the case that the 

merger may be expected to result in a substantial lessening of competition within 



   
   
  Office of Fair Trading  8 

 

a market or markets in the UK.  The conditions for the customer benefits 
exception to the duty to refer are not met. 

 
UNDERTAKINGS IN LIEU 

31. Pursuant to section 73(2) of the Act, the OFT may, instead of making a reference, 
accept undertakings for the purposes of remedying, mitigating or preventing the 
substantial lessening of competition concerned or any adverse effect which may 
be expected to result from it.  However, the parties have not offered any 
undertakings in this case. 

DECISION 
 
32. This merger will therefore be referred to the CC under section 33(1) of the Act. 
 


