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Final Enquiry Report: Merger in market for distribution of international magazines.

Background

The Competition Commission of Mauritius (CCM) received an Application for Guidance in relation to a
proposed acquisition from International Press & Book Distributors Ltd (IPBD). IPBD is proposing to
purchase the magazine and newspaper distribution business from Compagnie de Distribution de Press
Ltee (CODIP). IPBD informed us that the date they have set for completion of this transaction is on the
15 January 2011.

The full application was received on 22 November, and the final date for a decision from the CCM was
agreed at 3rd January, 2011, in line with the 30 day limit specified on the CCM website. This Report is a
result of an initial inquiry where the Executive Director will decide whether to progress the matter to
investigation, which will depend on whether he believes there are reasonable grounds to believe that it
is a merger situation and that it may result in a substantial lessening of competition as per s 48 of the
Act.

The International Magazine and Newspaper Distribution Market in Mauritius

IPBD and CODIP are the two main importers, wholesalers and distributors of international magazines
and newspapers in Mauritius. CODIP supplies mainly English language magazines, and IPBD French
language magazines.

Other importers of international magazines in Mauritius are Harry Bookshops, Kohinoor and BM
Bookshops which import a small number of English language magazines mainly from India. Editions Le
Printemps (ELP) also imports a small number of Indian magazines, but purchases its other international
magazines through IPBD and CODIP. In addition, Topress are importing and distributing out of date
international magazines or “unsolds” from the same suppliers that [ 3< ]. These out of date magazines
can range from 1 month to a year out of date depending on the category. These magazines are sold at a
fraction of the price than the “fresh” magazines. Some bookshops also import magazines directly from
the overseas publishers.

Todel is one of the biggest distributors of local magazines in Mauritius and it also imports and distributes
some international titles. Local magazines sell at a much lower price than international magazines. (for
eg. Essentielle, a popular lifestyle magazine retails at Rs 100 whereas the equivalent in international title
would range from Rs 300-500 on average)

CODIP and IPBD import and distribute international newspapers, again CODIP imports only English
language while IPBD imports French language. There are only a handful of titles for these and they
represent a very small segment of the total Mauritian market for newspapers.
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Another company, Topress, imports “unsolds”- out of date magazines from the same suppllers that [ 3<
]. These out of date magazines can range from 1 month to a year out of date depending on the category.

These magazines are sold at a fraction of the price than the “fresh” magazines.

There do not appear to be any other importers of international newspapers, although Newspaper Direct
prints and distributes international newspapers in Mauritius.

IPBD and CODIP distribute international magazines and newspapers to bookshops, supermarkets and
hotels throughout the country. A diagram setting out the supply chain follows:



"\

gccm

~ COMPETITION
COMMISSION
OF MAURITIUS

Overseas
Publisher

Overseas
Publisher

Overseas
Publisher

Overseas
Publisher

Overseas
Publisher

Overseas
Publisher

Overseas Distributor Overseas Distributor

l l

Hotels - | Book " [ Super
shops markets

LRy Ay~



"5
gCcCMm
&

COMPETITION
COMMISSION
OF MAURITIUS

Publisher driven supply and pricing

The overseas publishers,' through CODIP and IPBD, set the prices at which the magazines and
newspapers will be sold at retail level in Mauritius. The publishers also supply the magazines and
newspapers on a sale or return basis, in which retailers may return the unsold magazines for
reimbursement. The national distributors, IPBD and CODIP, give the retailers a fixed profit margin, or
discount on the wholesale price. The retailers have no discretion to reduce the price on magazines and
are effectively acting as an agent for the distributors. There is therefore currently no price competition
at retail level between IPBD and CODIP or between retailers.

At wholesale level, although there is the ability for CODIP and IPBD to offer different discounts to the
retailers, it appears that both companies offer the same percentage [ 3< ]. [ < ] . Although the profit
margin offered by both CODIP and IPBD is very similar, the CCM found no evidence of collusion between
the two companies on the discount offered to retailers during an earlier inquiry. Therefore there is also
currently little price competition in the wholesale market between CODIP and IPBD.

The international publishers give IPBD and CODIP a fixed gross profit margin for all magazines and
newspapers. IPBD and CODIP organize distribution which includes delivery and picking up of unsold out
of date magazines. CODIP is required to prove to the publishers that they have destroyed any unsold
magazines.

Therefore it appears that essentially both the wholesale distributors and the retailers are mere agents
for the publishers.

Resale Price Maintenance?

The CCM was at first concerned that the publishers fixing the price at retail level could be a breach of s
43 of the Act: resale price maintenance. However, upon further investigation it appears that the
relationship between the retailers and the publishers and distributors is one of agency. The magazines
are provided on consignment. The retailers do not take on any risk of the goods, and are reimbursed if
goods are not sold. As noted in the CCM guidelines on Collusion CCM 3%, RPM (Resale Price
Maintenance) within bona fide ‘agency’ arrangements, in which one enterprise acts on behalf of another
but does not take title of the goods or services, may be permissible. However, the CCM will examine any
such arrangements and would expect to take action under Section 43 if it believed that the agency
arrangement aimed at evading the Section 43. Factors that may be considered include the purpose of

1 1PBD deals with [ 3< ] which is a global distributor of press based in France. CODIP with [ < ] for South Africa and
[ 3< ] for UK and US titles.

? Available here: http://www.gov.mu/portal/sites/ccm/pdf/CCM3%20-%20Guidelines%20-
%20Collusive%20Agreements Nov09.pdf
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the agency arrangement, the extent to which the supplying enterprise retains control over the goods or

services, and whether the supplying enterprise assumes the risk of loss.

It appears that such publisher control of the supply chain is common overseas. Industry players told us
that in France and elsewhere in Europe this is the norm. In the UK, a report by the Office of Fair Trading
(OFT)? shows that there is also a high degree of publisher control of all levels of the supply chain in the
magazine and newspaper distribution business. The OFT found that the supply chains for magazines and
newspapers are very supplier driven, rather than retailer driven as in other markets. The supplier usually
controls the price, at wholesale and retail level, the output, and the nature of the service provided by
wholesalers to retailers — i.e. how often the product is delivered, promotions etc. There is also a system
of “sale or return” in place, where if the retailers/wholesalers do not sell the magazines, they must
return them to the suppliers.

Market Definition

The CCM has spoken to the merging parties, bookshops, the purchasing managers of large and small
supermarkets and other magazines and newspaper distributors in order to determine the relevant
market in this case.”

The magazine and newspaper market in Mauritius is a complex one, with different subsets of customers,
as well as division by language, topic, title and price. In addition, the shelf-life of magazines and
particularly of newspapers is very short.

Language

As IPBD and CODIP sell French language and English language magazines respectively, the CCM first
considered whether there could be separate product markets according to language, or whether
Mauritian consumers, who are bilingual in French and English, might consider the two as substitutes.

The general consensus was that there are two groups of consumers: ex-pats and tourists who speak
English and Mauritians and French speaking tourists. It was considered that those groups would only
buy English or French respectively and would not switch between the two. Obviously French speaking
tourists would not substitute English magazines for French speaking ones, but the CCM was keen to
understand why Mauritians, who were capable of reading English magazines preferred to read in
French. The CCM was told that although Mauritians learn in English and English is the official language of
the country it appears that most Mauritians prefer to read in French. French is spoken at home, along
with Creole and Mauritians are therefore less comfortable reading in English.

3 Newspaper and Magazine Distribution in the United Kingdom; OFT; Sept 2009
4 IPBD, CODIP, TODEL, Topress, Winners, Kaddy Plus, Grand Baie Super U, Ebene Way, Shoprite, Jumbo, ELP, Harry
Bookshops, Monoprix.
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Some said that there may be a small subsection of Mauritians who would buy Enghsh Ianguag-é
magazines, but these are usually students attempting to improve their English, or business professionals
wanting to read about the British or European economy in magazines like The Times and the Economist.
This assessment is reflected in the comparatively small market share of English language magazines and
newspapers. A distributor of out of date magazines said that he did not believe that there would be a

significant demand for out of date English language magazines in Mauritius, so only dealt in French.

According to Mr. Singaravello director of Todel,”> an increase in price by 5-10% of magazines in a
particular language will cause a consumer to stop buying those particular magazines instead of shifting
to another language. In this market, therefore CODIP and IPBD have their own fixed target audiences.
Brand loyalty and contents of the magazines and newspapers also plays a prominent role in consumer
preferences.

As far as English language newspapers are concerned, this is a very small market, and CODIP only
supplies a small number of titles. It appears that the same considerations apply to English and French
language newspapers as do magazines.

The CCM has therefore concluded, based on the above, that there are two separate markets — one for
English language magazines and newspapers and one for French language.

Local vs International Magazines and Newspapers

There are a growing number of local magazines on the market, such as Essentielle, Energy and
Motomag. These are a fraction of the price of international magazines, retailing at around Rs 20 to Rs
100 each.

It was also the consensus of the parties spoken to that the average Mauritian could not afford to buy
international magazines. They are likely to buy cheaper options, such as local magazines or unsolds,
discussed below. Retailers believed that international magazines are a small market, bought by mainly
tourists and expats, and that only those Mauritians in the upper socio economic bracket could afford to
buy international magazines.

International newspapers are less expensive, but it appears that only a small amount of the Mauritian
public buy them, and they are mostly bought by tourists and ex-pats.

Unsolds vs Fresh Magazines

There is also a market for out of date magazines, called “unsolds” as they did not sell during their time
of currency. These are sold in packs [ < ] at a reduced rate and are proving very popular with Mauritian
consumers. They range in age from 1 month to 1 year depending on how quickly the content dates. The
main distributor in Mauritius sells only French language unsolds and told us there is unlikely to be
sufficient demand for English language unsold magazines. It imports unsolds directly from the suppliers

> Filenote Todel
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in France [ 3< ] with the consent of [ 3< ], the only French distributor that distributes French press
internationally [ 3< ].

The distributor of unsolds believed in relation to fresh magazines, customers who normally buy fresh
magazines will switch to unsolds and buy both, but those customers that buy unsolds will not switch to
fresh, as they are out of their price range.

In conclusion, French language magazines and newspapers and English ones are likely to be in two
distinct markets. In the event of a non-transitory 5-10% increase in the price of French language
magazines, it appears unlikely that most consumers would substitute any English language magazines
and newspapers having similar subject for that of a French ones. This situation is also likely in the case
of an increase of 5-10% in the price of English magazines.

The internet

The parties have argued strongly that the internet has a major share in the market for newspapers and
magazines. The CCM tested this theory with those interviewed and the consensus seemed to be that for
newspapers, online content may be a constraint, although it was difficult to measure how much of a
constraint, but that it is unlikely for magazines online.

Geographic market

As Mauritius is relatively small and distribution is around the country, the geographic market is
Mauritius.

Therefore the CCM concludes that there are two relevant markets to which this merger situation

applies:

The Market for wholesale distribution of French language international and domestic magazines and
newspapers in Mauritius; and

The Market for wholesale distribution of English language international and domestic magazines and
newspapers in Mauritius

Market Share

In the total international magazines market, including unsolds, it appears that IPBD has around [ 3< ]
market share, while CODIP has [ < ] the other [3<] made up by small importers and the unsolds
business.

In the French language magazines market alone, IPBD estimated its market share to be [ 3< ]. CODIP
does not sell French language magazines.
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In the market for English language magazines and newspapers, CODIP is likely to have a market share of
90%, as there are not as many suppliers of English language magazines and newspapers in Mauritius,

due to limited demand.

International Newspapers only make up around 10% of the total market share for newspapers.

Analysis

Merger Situation

Is this a “Merger Situation” in terms of the Act?

The parties have argued that the transaction does not fit the definition of a merger in the Act. IPBD
states that it is purchasing the distribution rights for international magazines and newspapers only from
CODIP and CODIP continues as a separate company. Therefore it is claimed that this does not fit the
definition of “merger situation” in the Act.

The Act defines a merger situation as:

Section 47 (1) For the purposes of this Act and subject to subsection (2), a merger situation means the
bringing together under common ownership and control of 2 or more enterprises of which one at least
carries out its activities, in Mauritius, or through a company incorporated in Mauritius.

“To Bniwpgter pr i s dsddinedirethie Act underas A7(2); which"includes the ability to
materially influence the policy of an enterprise or obtain a controlling interest in it.

The Merger Guidelines (CCM 5)° state at para 2.3 that an enterprise that buys or proposes to buy a
majority stake in another enterprise is the most obvious example of a merger. However, the transfer or
pooling of assets may also give rise to a merger.

Assets are defined in the Act as—
(a) all the tangible assets of the enterprise, including its shares, other financial securities and brands;

(b) all the intangible assets of the enterprise, including its goodwill, intellectual property rights and
knowhow;

Therefore while the Act does not provide for purchases of assets, (which would include “distribution or
import rights” as they are intangible assets) explicitly, it is clear from the Guidelines that the CCM will
interpret the Act to include transactions of this nature, including the purchase of intangible assets. In
this case, half of the business of CODIP is being taken over by IPBD, as the CCM will look at the

® Available here: http://www.gov.mu/portal/sites/ccm/pdf/CCM5%20-%20Guidelines%20-%20Mergers Nov09.pdf
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substance of the agreement rather than the technical nature; it considers the current transaction to fall

within the s 47 definition.

Substantial Lessening of Competition?

Upon consulting retailers about their opinion on the merger, the majority felt that it will not affect
anything, as the retail and wholesale price is already fixed. Some said they believed it would be more
efficient, as they would just deal with one company for all their magazine distribution needs. Some
complained that one or the other supplier was not as responsive and they thought combined a more
efficient service may be offered.

There were a few parties who believed the merger would be bad for competition. [ 3< ].

Topress Ltd, the “unsolds” distributor in Mauritius, believed that if the two parties joined together, it
would have a bigger company to negotiate with and his company would thus have less bargaining
power. However, when asked if he thought the merger would be detrimental to competition in the
market, he believed it would make little difference to the current state of play [ 3< ]. He stated [ 3< ],
but that the acquiring CODIP’s business it will not make much difference to competition as IPBD already
has very large market power.

In merger analysis the CCM will assess the current state of competition in the identified relevant
market, in order to determine whether the merger will affect competition substantially in that market.
As the merger guidelines state at para 3.2, competition is a process of rivalry between enterprises,
seeking to win a customer’s business. This process of rivalry, where it is effective, impels enterprises to
deliver benefits to customers in terms of price, quality and choice.

The CCM'’s role in merger inquiry is to test whether the process of rivalry has been or will be diminished
by the relevant transaction. The CCM will first look at the current state of rivalry in the market. It
appears currently that there is no rivalry in the market between CODIP and IPBD. As above, it appears
that CODIP and IPBD generally provide goods for different sets of customers, according to their
preference of reading English or French language magazines. At a price level, as the prices at retail level
are fixed by the overseas publishers, customers do not benefit from any process of rivalry in the retail
market and the merger will not change this.

[X].

As far as quality and choice, this also appears to be determined by the overseas publishers, relying on
sales data provided to them by CODIP and IPBD, it is they who decide which issues are more popular
and whether to vary supply.
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This situation is of course not optimal for competition, however, the purpose of a merger inquiry is to
examine the current state of competition (whether optimal or not) and whether the transaction will
diminish this. In this case, there is currently little to no competition between CODIP and IPBD, and the
two companies service separate markets therefore it can be concluded that the merger will not result in

a substantial lessening of competition.

[ <]

Failing Firm

[ < ]. CODIP [ < ] provided financial statements which show that its magazine and newspaper
business has been making losses over the past years. [ 3< ].

The CCM however, will not consider a claim of “failing firm” unless the merger inquiry progresses to full
investigation. If the Executive Director decides that there are reasonable grounds for this inquiry to be
proceeded to investigation, the claim will be considered at this stage.

Decision of the Executive Director:

1) The Executive Director has decided to not proceed this enquiry any further and to notify the
parties of this fact.
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