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The reference

2.1. On 10 January 2002 the Secretary of State for Trade and Industry (the Secretary of
State) referred to the CC for investigation the proposed acquisition by Neopost of AMS (see
Appendix 1.1 for our terms of reference). The Department of Trade and Industry (DTI) press
notice said the Director General of Fair Trading (DGFT) had advised that the acquisition might
raise competition concerns in the market for postal franking machines in the UK since it would
bring together the second and third largest suppliers in a sector which was considered to have
high barriers to entry and modest buyer power.

The companies involved

Neopost

2.2. Neopost, which is incorporated in France, was created by a management buyout from
Alcatel SA (Alcatel) in 1992 and was listed on the French stock exchange in 1999. The com-
pany operates in three segments: mailing systems, in which franking machines are the principal
product; document management, which is mainly concerned with machines that fold documents
and insert them into envelopes (folders/inserters); and logistics, which concerns systems for
parcel delivery. The mailing systems division accounts for some two-thirds of total turnover.
Neopost employs 3,700 people worldwide, of which 450 are in the UK.

2.3. In its financial year to 31 January 2002, Neopost reported a consolidated turnover of
€575 million (£357 million) and net income of €38 million (£24 million). Its net debt at
31 January 2002 was €294 million (£179.5 million). The stock market valuation of the
company’s equity capital on 15 April 2002 was €1,248 million or £763 million.

2.4. Neopost imports franking machines and related products into the UK from production
facilities in France (for most franking machines) and the Netherlands (for folders/inserters), and
from a sub-contractor in China (for small franking machines). It distributes products and
provides services through a direct (that is, in-house) sales and service network which employs
some [¢4] sales representatives and 80 engineers based at six branch offices. In Northern Ireland
it uses an independent company as exclusive distributor.

AMS

2.5. AMS is a business unit of Ascom, a company incorporated in Switzerland. Ascom was
founded in 1963 under the name Hasler Holding AG and was renamed Ascom Holding AG in
1987 following the merger of several Swiss telecommunications companies. Ascom’s principal
activities are in telecommunications networks, transport ticketing and power supply systems.
The group employs some 10,000 people worldwide. Of these AMS employs around 1,000, 140
of whom are based in the UK.

2.6. For the year to 31 December 2001, Ascom reported consolidated turnover of CHF
3,143 million (£1,293 million) and a net loss after exceptionals of CHF 396 million
(£163 million). Its net debt at 31 December 2001 was CHF 631 million (£260 million). The
stock market valuation of its equity capital on 15 April 2002 was CHF 428 million
(£179 million). In 2000, AMS generated turnover of CHF 282 million (£110 million), of which
12 per cent was accounted for by its operations in the UK. (Full year figures for AMS in 2001
were not available.)



2.7. AMS manufactures franking machines and related products at facilities in Switzerland
and the USA. It also sells other mailing products sourced from other companies but sold under
its own name, notably folders/inserters and letter openers. In the UK, AMS is involved in the
import, sales and servicing of mailroom equipment and the supply of associated consumables.
It distributes products and provides services to customers in Great Britain through a direct sales
and service network comprising some [ ] sales representatives and 65 engineers based at
six branches. Like Neopost it uses an independent distributor in Northern Ireland.

The merger

2.8. At a board meeting on 28 August 2000, Ascom decided that its mailing equipment
operation, AMS, was not a core activity for the group and should be divested. AMS opened
discussions with Francotyp, a German mailing equipment company, about a possible merger
between them. |

Details omitted. See note on page iv. ]

2.9. In January 2001, Ascom appointed HSBC Investment Bank plc (HSBC Investment
Bank) to review possible ways of exiting the mailing equipment business. |

Details omitted. See note on page iv.

] but eventually decided that it did not wish to pursue this possibility (see paragraph 2.73).
Ascom then decided to sell AMS by private auction, and in July 2001 HSBC Investment Bank
contacted potential bidders. Those interested were sent an information memorandum, dated
9 July 2001, and given access to a data room.

2.10. In addition to Neopost, three parties were invited to make an offer by early August
2001, all of them being financial bidders which were interested in financing a management
buyout, with AMS’s existing management team, using a mixture of private equity and debt
finance. One made an indicative offer but proceeded no further, and one made an offer in the
form of an outline letter only. The third, [Details omitted. See note on page iv.], made the
highest indicative offer, with Neopost second highest.

2.11. Ascom considered, however, that Neopost’s bid should be preferred, for the following
reasons:

(a) [ #<] bid relied largely on debt financing from banks. Ascom felt that banks would have
concerns about [
Details omitted. See note on page iv.

1.

(b) AMS’s management team was unwilling to bear the risk of the fixed-cost repayment
obligations flowing from a high proportion of debt finance.

() [ ] did not have an in-depth understanding of the mailing equipment industry.
Ascom thought that, if [ <] were offered a period of exclusivity to carry out further due
diligence work, it would be likely to reduce its offer significantly.

(d) | #<] did not offer the synergies that Neopost did, hence AMS’s future position in the
market would be weakened.

2.12. Ascom therefore decided to enter into negotiations with Neopost. Neopost agreed to
raise its offer by about [&4] per cent and on 17 August 2001 was granted a period of exclusivity.
The outcome was the signing of a purchase and sale agreement on 2 October 2001 by which



Neopost agreed to acquire AMS for €240 million (£149 million), subject to final adjustments at
closing. The agreement was conditional on, among other things, government authorizations.

2.13. The acquisition price of €240 million represented 1.4 times AMS’s revenues in 2000,
and 6.8 times its 2000 earnings before interest, tax, depreciation and amortization (EBITDA).
The parties have subsequently agreed a final figure of €][&<] million (£[&<] million) as a result of
further negotiations and the application of a formula in the agreement concerning variations in
the value of net assets and financial indebtedness.

2.14. In announcing the agreement Neopost said that the acquisition represented a strategic
step in its international expansion, reinforcing its position in key markets—the USA, Canada
and the UK—and bringing direct distribution in Germany. It would add one-third to Neopost’s
revenues and increase its share of the world mailing systems market from 15 to 25 per cent.

2.15. AMS told us that Ascom’s original decision in August 2000 to divest its mailing
systems division had been taken for strategic, not financial, reasons. During 2001, however,
Ascom’s financial position deteriorated sharply. In December 2001 it obtained a bridging loan
of CHF [&] million (£[&4] million) from a syndicate of banks to repay bonds and meet short-
term financial needs. This loan was secured on the expected proceeds of the sale of AMS and
was due to be repaid on 31 March 2002. [

Details omitted. See note on page iv. ]

2.16. Neopost told us in March 2002 that the merger had received the necessary author-
izations in all the countries concerned except the UK. On 28 February 2002 Ascom sold to
Neopost the distribution businesses of AMS in North America for €132 million (£80.5 million),
[ per cent of the total consideration which Ascom now expects for the AMS business as a
whole. Because regulatory clearance had been granted in the USA and was not required in
Canada, the parties were permitted to proceed with this sale. Neopost told us that the sale
would not affect the AMS business in the UK or elsewhere in Europe: the parties would not
transfer the AMS businesses outside North America, including their manufacturing and central
research and development (R&D) functions, until the conclusion of the CC’s investigation. By
proceeding with the sale of the North American distribution businesses, Neopost hoped to
realize some of the expected synergies without further delay, while Ascom needed the proceeds
to alleviate pressing short-term cash needs. However, the principal objectives of the overall
transaction—achieving global R&D and distribution synergies, and competing more effectively
against Pitney Bowes—could not be realized until the overall transaction was completed.

Jurisdiction

2.17. Our terms of reference (see Appendix 1.1) require us to report on whether arrange-
ments are in progress or in contemplation which, if carried into effect, will result in the creation
of a merger situation qualifying for investigation, as defined in the Fair Trading Act 1973
(FTA), in that:

(a) enterprises carried on by or under the control of Neopost will cease to be distinct from
enterprises carried on by or under the control of Ascom; and

(b) either the worldwide gross value of the assets which will be taken over exceeds
£70 million (the assets test) or the merger will create or enhance a share of at least one-
quarter in the supply of goods or services of any description in the UK, or a substantial
part of the UK (the share of supply test).

If so, we have to report on whether the creation of that situation may be expected to operate
against the public interest. Section 63(2) of the FTA provides that ‘enterprise’ means the



activities, or part of the activities, of a business. Section 65 specifies the circumstances in
which two enterprises are to be regarded as ceasing to be distinct. One of the circumstances is
where they are brought under common ownership or control.

2.18. As described in paragraph 2.12, Neopost entered into an agreement to acquire AMS
in October 2001. AMS is an enterprise carried on under the control of Ascom. Neopost told us
that, if granted approval following our inquiry, it intended to complete the acquisition of AMS.
In that event, it is clear that enterprises carried on by Neopost and enterprises carried on by
Ascom would come under common control and hence cease to be distinct within the meaning
of the FTA.

2.19. Table 5.1 shows that in 2001 Neopost supplied 22.9 per cent of all franking machines
supplied to end-users and dealers in the UK, and AMS supplied 9.1 per cent. The merger
would, therefore, create a share of at least one-quarter in the supply of franking machines in the
UK, and we conclude that the share of supply test is satisfied. In accordance with our terms of
reference (see Appendix 1.1) we therefore exclude the assets test from consideration.

2.20. For the reasons set out in paragraphs 2.18 and 2.19, we conclude that arrangements
are in progress or contemplation which, if carried into effect, will result in the creation of a
merger situation qualifying for investigation as postulated in our terms of reference. Accord-
ingly, we have to consider whether the creation of that situation may be expected to operate
against the public interest. We describe first the markets which would be affected by the
merger, before analysing what its effects would be.

The markets affected

Market definition

2.21. The operations of Neopost and AMS overlap in the supply of certain categories of
mailroom equipment: franking machines, folders/inserters, letter openers, scales and mailroom
furniture (though the last of these is not a significant element). They also overlap in the
provision of maintenance, repair and other after-sales services for the equipment items; in the
supply of consumables for franking machines; and in the provision of lease finance for
mailroom equipment. We now consider how the principal markets affected by the bringing
together of Neopost and AMS should be defined. The relevant economic market comprises the
market for a group of products or services that currently provide competitive constraints (be
they active or potential) on the merging firms, and the geographic area in which this occurs.
One tool that helps us identify this group of products or services is the SSNIP (small but
significant non-transitory increase in prices) or hypothetical monopolist test. This seeks to
identify the smallest set of related products/services for which a hypothetical monopoly
supplier could profitably increase prices by a small but significant amount, over a significant
period, ie the market is defined as the smallest that could be profitably monopolized. Such an
increase in price would be unprofitable if enough customers switched to other products or
services in order to avoid the effect of the price rise (demand-side substitution); or if there were
an increase in the supply of the product/service from other sources, except by new entry
(supply-side substitution).

Franking machines

2.22. The function of a postal franking machine (referred to in this report simply as a
‘franking machine’) is to print a franked impression—that is, a mark recording the payment of
postage—on an envelope or label, and to record the amount of postage paid. A franking
machine consists of a meter and a base. The meter, which has to be pre-credited with an amount



of postage payable, securely records the amount of postage used, the credit left on the machine,
the price of each item and the date sent. The base handles the passage of envelopes or labels
through the meter.

2.23. Because franking machines are used to pay postage, in effect printing money, their
production and use are tightly regulated by postal authorities (posts) in order to protect their
revenues. In the UK, all models of franking machine must be tested and approved by Royal
Mail, part of Consignia plc (Consignia), before they can be used. Manufacturers, and any
independent firms wishing to service franking machines, must also be approved by Royal Malil,
which seeks to satisfy itself that they are financially sound, properly managed and have secure
systems and premises. Users have to be licensed by Royal Mail for each machine, and every
machine in use must be inspected by an approved firm at least once a year. Manufacturers,
distributors and service operators must all indemnify Royal Mail against loss of revenue from
fraud that is attributable to their negligence. These regulations have major effects on the
franking machine market.

2.24. Franking machines range from small machines processing perhaps no more than ten
letters a day and priced at under £400, to machines handling 5,000 or more items of mail a day
and priced at £18,000 or more. Machines designed to frank at the higher speeds, and handling
the greater volumes of mail, typically offer a wider range of additional features, such as the
ability to interface with other equipment. High-volume machines may be integrated into entire
mailing systems, including folders/inserters, automatic feeders and stackers.

2.25. Machines can be classified into segments, broadly according to the volume of mail
they are capable of handling:

(a) low-volume machines, which are sometimes subdivided between so-called SoHo (small
office/home office) machines processing around ten letters a day, and machines
processing up to 100 letters a day;

(b) mid-range machines typically processing between 100 and 500 letters a day; and
(c) high-volume machines dealing with volumes over 500 a day.

However, there appears to be no consensus in the industry as to the precise dividing lines
between these segments. Moreover, some models span two segments.

2.26. Most parties giving evidence to us said that, while broad distinctions could be made
between the different categories, and between the types of use to which each category would be
put, the dividing lines were blurred. A customer’s choice of machine would depend not only on
the volume of mail the machine could process in a day, but on other factors such as the pattern
of the customer’s mailing activities. Moreover, a customer could choose between using, say,
two small-volume machines and one medium-volume, or two medium-volume machines and
one high-volume. For these reasons the demand for different sizes of machine does not fall into
separate sub-markets.

2.27. As regards the supply side, Neopost told us that the production techniques, skills and
infrastructure required for the manufacture of all types of franking machine were similar: a
production line could easily be redeployed to make different models and capacities of machine.
On the other hand, there is some evidence that, while production of mid-range and high-volume
machines is carried out in the same way, assembly of the simpler, low-volume machines uses
different, mass-production methods. Both Neopost and Pitney Bowes outsource the manufac-
ture of their smallest (SoHo) models to sub-contractors. However, this is not true of the other
suppliers, each of which makes its full range of models in one facility. All five significant
global manufacturers of franking machines supply machines in all three main segments.
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2.28. For the reasons given in paragraphs 2.25 to 2.27, we consider that the supply of
franking machines cannot be broken down into separate markets differentiated by category of
machine.

2.29. The next logical step is to consider whether franking machines are part of a wider
market which encompasses other forms of postage payment, namely:

— stamps and prepaid envelopes;

— various forms of bulk mail services provided by Royal Mail under contract (also
referred to as ‘permit mail’);

— services provided by other licensed postal service providers;
— the outsourcing of mailing functions to specialist mailing houses; and
— electronic mail (email) and other communications technologies.

2.30. The parties emphasized the extent of the competition which franking machines faced
from stamps and bulk mail, in particular. They said that customers using low-volume machines
were quick to turn back to the use of stamps in the event of a price increase affecting franking
machines. Furthermore, the proportion of Royal Mail revenue coming from bulk mail services
had risen sharply, from 33 per cent in 1997/98 to 57.5 per cent in 2000/01, as Royal Mail had
vigorously promoted these services and lowered the threshold of mail volume at which users
became eligible for them (see Table 5.5).

2.31. In considering whether a rise in the price of franking machines would lead to a sig-
nificant shift in demand to these other methods, we need to consider the particular advantages
which franking machines offer. Compared with stamps, which are the main alternative at the
low-volume end, the use of franking machines:

(a) is much faster, and therefore allows savings in labour costs;

(b) is more cost effective in that it allows the correct value of postage to be applied to each
item;

(c) facilitates cost control, in that many models allow a form of cost-centre accounting;

(d) allows undeliverable mail to be tracked, since the sender’s Royal Mail identification
number is printed on every frank;

(e) allows the printing of a logo or promotional message alongside the frank; and
(f) is seen by many users as creating a more professional image.

2.32. Evidently, franking machines provide a wider range of services than just postage
payment. Some of these advantages, particularly (c), (d) and (e), are also relevant in comparing
medium- and high-volume machines with bulk mail. Royal Mail told us that franking was also
better suited than bulk mail options for the handling of mixed runs of mail.

2.33. Users have to weigh these benefits against the cost of acquiring the franking machine
and the cost of ownership (in the form of servicing and consumables costs), as well as the need
to train staff in the operation of the machines. We calculate that a 10 per cent increase in the
price of franking machines and in the associated maintenance and consumables would increase
users’ postage costs by about 2 per cent for low-volume machines and as little as 0.1 per cent
for high-volume machines (see paragraph 5.15). Considering the advantages of franking
machines, and the differences compared with the other forms of postage payment listed in
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paragraph 2.29, it is implausible that such an increase in costs would lead to a significant
reduction in demand for franking machines in favour of other methods. Suppliers told us that
the proportion of total mail revenue attributed to franking machines was higher in countries,
such as France, Germany, the Netherlands and Sweden, where the post gave a discount for
franking machine use compared with stamps. This suggests that customers are sensitive to
changes in the cost of postage, and that this sensitivity feeds through into the demand for
franking machines. We note, however, that the discounts are often large in relation to the
element of customers’ postage costs which is due to the costs of acquiring and using franking
machines (see paragraphs 3.40 and 5.16). We believe that other methods of postage payment
are not in the same market as franking machines, although they may provide some competitive
constraint on franking machine suppliers.

2.34. We have considered whether other mailroom products are in the same market as
franking machines. This might be the case, for example, if the other products were always sold
with franking machines because they were used to provide integrated mailroom functions.

2.35. In relation to folders/inserters, the evidence indicates that, while these are sometimes
sold with franking machines in order to provide a seamless mailing operation, this is true for
only a minority of sales. Folders/inserters sold in this way are not materially differentiated from
other folders/inserters, and can be acquired and used separately from franking machines. Most
franking machine users do not use folders/inserters, which are most suitable for processing the
large volumes of similar or identical mail that are associated with bulk mail. We therefore
believe that folders/inserters are not in the same market as franking machines.

2.36. Most franking machines are used with scales which weigh the mail before it is
franked in order to determine the correct rate of postage. Larger and more modern franking
machines incorporate scales as an integral part of the machine. In other cases, scales are
supplied as a separate item but are required to interface electronically with a franking machine:'
in such cases the electronic protocols which allow communication between the two pieces of
equipment are proprietary products, and the scales have to be acquired from the same supplier
as the machine. Scales are, however, acquired for other purposes too, for example by customers
who use stamps. We consider that scales required to interface with franking machines, but not
other scales, are in the same market as the franking machines themselves.

Services and consumables for franking machines

2.37. The provision of after-sales services and consumables forms a major element in the
business model of franking machine suppliers. In the case of Neopost and AMS, service
accounts for around [&4 and [#4 per cent respectively of their annual UK revenues (see Tables
4.2 and 4.9).

2.38. The services required by users of franking machines are as follows:
(a) maintenance and repair;

(b) inspection of meters to check that the meters’ registers of postage used and credit
remaining tally with Royal Mail’s own records, and to look for any evidence of
tampering (see paragraph 2.23);

(c) recrediting: the amount of credit recorded in a franking machine meter needs to be
topped up from time to time; and

'In the past scales did not interface electronically with franking machines. There is therefore an installed base of stand-alone
scales used with franking machines.
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(d) rate changes: whenever Royal Mail changes the rate of postage payable, the scales
which interface with franking machines have to be reset to the new level.

2.39. Only two companies which are not franking machine suppliers have been approved
by Royal Mail to carry out maintenance and repair work on franking machines. These
approvals were granted in March and September 2001, and apply to only a few of the many
models currently used in the UK. The two companies obtained about 1 to 2 per cent of the total
revenues arising from this activity in the UK in 2001. The vast majority of users enter into a
service contract with their supplier of franking machines at the same time as they buy a
machine, or obtain service from the supplier on a non-contractual, call-out basis. Furthermore,
only the franking machine suppliers or their authorized dealers are able to provide recrediting
services' and make rate changes. For these reasons we consider that after-sales services for
franking machines are part of the same market as the machines themselves.

2.40. The main consumable items needed by users of franking machines are envelopes,
labels and ink or ink cartridges. The envelopes and labels required are not specific to franking
machines and can be obtained from sources other than the machine suppliers. Special ink
meeting Royal Mail specifications has to be used but may be obtainable from sources other
than machine suppliers. The more modern models of machine, introduced from 1998 onwards,
use ink-jet technology with the effect that ink has to be obtained in cartridges. Cartridges are
specific to a particular model of machine and at present are obtainable only from the machine
supplier. Thus, we consider that ink-jet cartridges, but no other consumables, are in the same
market as franking machines.

Geographical extent of the franking machine market

2.41. As noted in paragraph 2.23, every model of franking machine used in the UK has to
be approved by Royal Mail as meeting its specifications. These are different from the
specifications used in other countries. (The UK is not unusual in this respect.) The parties told
us that, while the machines they supplied to different countries were fundamentally the same,
they had to be tailored to the requirements of each national post. These modifications accounted
on average for about [&4 per cent of the development cost of a machine. It follows that, as far
as users are concerned, markets are national in extent: a user in the UK is not able to buy a
machine outside the UK for import and use in this country because it will not be approved by
Royal Mail. On the other hand, we saw no evidence to suggest that market conditions varied
significantly between different parts of the UK.

2.42. As far as the supply side is concerned, all the significant manufacturers operate
internationally, supplying machines to a substantial number of countries. It appears that, with
the possible exception of the USA, no national market is big enough to sustain a full-range
franking machine manufacturing business (though we understand that there are two small
manufacturers in Germany which supply low-volume machines only). Manufacturers carry out
R&D and product design, and set up manufacturing facilities, with an eye to supplying
machines to many countries.

2.43. Because of the differences between countries on the demand side, we consider that
the market for franking machines in the UK is a national one. On the supply side, however, it is
important for our analysis of the merger’s effects to recognize that major aspects of competition
between franking machine manufacturers are global in nature.

'Some recrediting methods currently involve Consignia in providing the service but these methods will cease to be available
after 2004: see paragraph 5.27.
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Other products

2.44. The parties identified two broad categories of folding and inserting machines: those
valued at below £21,000, which could insert 1,000 to 150,000 items of mail a month; and those
valued at £21,000 and above which could insert larger quantities of mail. Neopost argued that
these segments were distinct and said that both itself and AMS supplied machines only in the
lower segment.

2.45. PFE, which specializes in these products, identified three segments and described the
various differences which it saw between them on both the demand and supply side (see
paragraphs 5.20, 5.21 and 5.32). In our view these differences provide a justification for dis-
tinguishing between large, production-mail machines and all smaller machines taken together,
and we consider that the value threshold of £21,000 suggested by Neopost provides an appro-
priate cut-off between the two segments, which are sufficiently distinct to form separate
markets.

2.46. The alternatives to the use of folders/inserters are manual operations and the use of
non-postal methods of communication, such as email. Folders/inserters are used in the prep-
aration of large batches of similar mail, such as bills, statements and marketing literature. It
seems implausible that the alternatives are close substitutes for this kind of operation, and we
consider that folders/inserters are not part of a wider product market on the demand side.
Moreover, they are relatively large and complex items, and we were told that labour and
equipment used in the manufacture of other types of equipment could not readily be switched to
manufacture folders/inserters.

2.47. Since folders/inserters are specialized products, it is not surprising that their main-
tenance and repair is mainly carried out by the suppliers of the machines, although PFE told us
that a small amount of maintenance work for large machines was done by independent
providers. Thus, after-sales service for the smaller machines is in the same market as the
machines themselves.

2.48. Unlike franking machines, folders/inserters are not subject to any product-specific
regulation. There are common standards and paper sizes within the EC, and products imported
from other EC countries can, therefore, be used freely in the UK. This is not the case with
North America, where paper sizes are different, but this is not a significant factor in
differentiating the North American and EC markets because of easy substitutability on the
supply side. The same few suppliers appear to be active in most geographical markets. We
consider that the market for folders/inserters is a global one.

2.49. Letter openers are machines which automatically slice off the top of an envelope in
order to speed up the processing of incoming mail. Some machines also extract the contents
from the envelope. The only alternative to the use of these machines is manual operation, which
is clearly unattractive if high volumes of mail are involved. We found no evidence of
segmentation of letter openers, for example according to processing speed. There are no
national characteristics to the products.

Conclusions on market definition

2.50. In summary, we find that the markets directly affected by the merger may be defined
as follows:

— a single UK market for franking machines, which also includes scales that are required
to interface with franking machines; all aspects of after-sales service; and ink-jet
cartridges for those models which require them (see paragraphs 2.22 to 2.43);
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— a worldwide market for folders/inserters up to £21,000, including maintenance and
repair services (see paragraphs 2.44 to 2.48); and

— a worldwide market for letter openers of all sizes, again including maintenance and
repair services (see paragraph 2.49).

The franking machine market

2.51. Apart from Neopost and AMS the suppliers of franking machines in the UK are as
follows:

(a) Pitney Bowes is easily the largest supplier of franking machines with an estimated share
of 62 per cent of the installed base of machines worldwide, and 80 per cent in the USA,
by far the largest market. It has operated in the UK since 1922. Franking machines
account for about half of its revenues in the USA but rather less elsewhere, and it also
supplies all other types of mailing equipment. Its worldwide turnover in 2001 was
£2,860 million and it employed 28,500 people at the beginning of that year. In 2001 it
acquired Secap, a French supplier of franking machines, which had 3 per cent of the
worldwide installed base of machines. Pitney Bowes invests heavily in R&D. It has a
portfolio of some 1,400 distinct patents in all areas of mailing equipment technology. It
has 500 patents applicable to the UK and 280 pending, a combined total of some 780:
Neopost has some 300 granted or pending UK patents and AMS 75. In the UK Pitney
Bowes sells primarily through a direct sales force some [é4 strong: it has no dealers,
although it outsources the telephone marketing of its SoHo machines to a specialist
telesales operator.

(b) Francotyp is a subsidiary of a diversified German company, Rochling. It produces a
variety of mailroom equipment and is estimated, like AMS, to account for around 10 per
cent of installed franking machines worldwide. Its worldwide turnover in 2000 was
around £90 million. It entered the UK market in 1983 and supplies franking machines
only through dealers.

(c) Frama is a privately-owned Swiss company which produces franking machines and
other postal equipment. It is estimated to have 3 per cent of installed franking machines
worldwide. It entered the UK market in 1983, initially through a distributor, and now
sells both via a direct sales force and a number of regionally-based dealers.

2.52. Total revenues from UK sales in 2001 of franking machines, after-sales services and

the other products and services covered by our market definition were just over £[&] million
(see Table 5.2).

2.53. A wide variety of organizations use franking machines, ranging from small busi-
nesses to the largest companies and public sector organizations. Demand is highly fragmented:
information from the parties showed that no single customer accounted for as much as [&4 per
cent of their respective sales of franking machines in 2001. It is estimated that some 10 per cent
of UK businesses use franking machines, and that revenue from franking machines accounts for
24 per cent of Royal Mail’s total revenue.

2.54. Franking machines are differentiated products, hence suppliers compete on product
features and ease of use as well as price (both for the machines themselves and for after-sales
services) and quality of service. Suppliers told us that the dynamics of the market took the form
of ‘supply push’ rather than ‘demand pull’: their sales forces devoted much effort to finding
and retaining customers, such that a supplier’s customer database was a highly valued asset.
The market is characterized by a high level of leasing as well as outright sale, while Pitney
Bowes also uses a high proportion of rental contracts in the supply of its entry-level machines.
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Besides the attraction of the leasing business for its own sake, the supply of products via in-
house leasing companies helps maintain contact with the customer and provides opportunities
for persuading it to take a new and possibly upgraded machine at, or indeed before, the end of
the lease term (typically five or six years). Public sector customers are more likely to buy
machines outright than are private sector customers.

2.55. Entry barriers appear high. A company wishing to enter the market would have to
design and produce machines capable of meeting the requirements of posts which, as noted
earlier, differ significantly between countries. Much of the technology involved is subject to
patent protection, particularly by Pitney Bowes. These and other factors are unlikely to be
insuperable barriers but the size of the global market appears to be insufficient to attract
newcomers willing to overcome the hurdles (see also paragraph 2.129). It is instructive that
Pitney Bowes has been the market leader s