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15.24

15.25

15.26

termination charges, than are necessary to provide the contractual certainty
required to make the supply of the services viable.

These features result in barriers to OOH suppliers entering the market and to
FOPs switching supplier (or self-supplying) where they do not receive a good level
of service or prices are too high. They reduce the competitive pressure existing
suppliers are under to maintain or improve the quality of their services and lower
prices in order to win and retain business.

The prevalence of the relevant features across local markets

Again, our analysis of the AEC is not focused on individual local markets, but on
market structure or behaviour that affects competition between suppliers across
local markets. Our finding is that the relevant features apply across many of the
markets in the reference area (the UK) for the following reasons:

(@) OOH providers vary in their contract terms, but we have not seen evidence
that there are systematic differences between different local markets in how
contracts are structured (for example, evidence that there is a link between
contract terms providing for long notice periods and high early termination
charges, and conditions specific to certain local markets); and

(b) the regulatory framework (including the requirement on FOPs to make
provisions for OOH care) applies on a UK wide basis.®”

We therefore conclude that there are features that alone or in combination lead to
an AEC in relevant markets across the UK for outsourced OOH provision to FOPs.

Customer detriment

15.27

15.28

We have assessed outcomes of the competitive process in the relevant markets to
help us determine whether there is an AEC and, if so, the extent to which
customers may be harmed by it (the degree and nature of ‘customer detriment’).
This can also be an important factor in our consideration of possible remedies. 98

The relevant outcomes and the customer detriment could take a number of forms.
The Act' defines a detrimental effect on customers as one taking the form of (i)
higher prices, lower quality, or less choice of goods or services in any market in
the UK;'®10 or (i) less innovation in relation to such goods and services. Our
guidance notes that the outcomes of the competitive process could be observed

1907 We have not received submissions which suggest there are fundamental differences in the features of the market
between different local markets.

1908 CC3 (Revised), paragraphs 103 and 104.

1909 EAQ2, section 134(5).

1910 \Whether or not the market to which the feature or features concerned relate.
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15.29

15.30

in, for example, prices, levels of profitability, and in levels of quality, innovation or
other non-price indicators. "

We have focused on the extent to which outcomes for customers are likely to be
worse than those we would expect in a WFM, as a result of the AECs we have
found. We have considered outcomes in the market for the supply of veterinary
services by FOPs and outcomes in the market for the supply of outsourced OOH
services to FOPs. Our assessment is that there is significant customer detriment in
the former market, and some evidence of customer detriment in the latter.

This customer detriment arises, in part, due to how the inherent features interact
with those features that can be changed or modified. While we would expect the
inherent features to remain in a WFM, they may lead to customer detriment that
can be mitigated by addressing those features that are not inherent and by the
adoption of an effective regulatory framework. Such regulation would form part of
a WFM for vet services. 912

The supply of veterinary services by FOPs

15.31

In the supply of veterinary services by FOPs, given our competition concerns,
significant customer detriment is likely, including the following:'913

(@) There is low competitive pressure on prices of FOP products and services
(which arises from the features we have identified), so it is likely that FOP
prices are significantly higher than we would expect in a WFM. This low
competitive pressure is likely contributing materially to the increases in the
average prices of FOP products and services that we have observed over the
last decade, as outlined in part A, section 7. We have found that part of these
price increases is not explained by improvements in quality and higher costs.
The price increases are likely to harm customers through:

(i) increases in their expenditure on FOP services; and

(i) some pet owners forgoing purchasing some, or any, veterinary services
at FOPs, resulting in greater health risks to the pets that owners care
about (with the harm to pets closely linked to consumer harm).

(b) Petowners are faced with limitations on their ability to make choices:

(i) Some pet owners may not be choosing a FOP that best fits their needs
and preferences due to the lack of easily accessible, timely and clearly

1911 CC3 (Revised), paragraphs 103-129.

1912 Part A, section 5: A well-functioning market for vet services.

1913 Where we have received submissions on the competition concerns which give rise to customer detriment, we have
discussed these submissions in the relevant earlier sections of this report. We have not received any submissions which
have substantially changed our views on the competition concerns which give rise to customer detriment.
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15.33

15.34

comparable information on the products and services provided by vet
practices.

(i) Some pet owners may not be choosing the treatments (or referral
service) that best meet their preferences and needs (and the needs of
their pets) because they are not given appropriate and timely
information about those treatment (or referral service) options, their
prices and potential outcomes. This may lead to significant additional
costs for pet owners due to their reliance on vets and the lack of
support given to vets on how to put pet owners at ease in making
difficult choices, including, in certain circumstances, explaining that less
expensive options are clinically appropriate or how euthanasia can help
relieve animal suffering.

It is difficult to measure the potential scale of detriment in relation to pet owner
choices, including decisions to forgo vet services. For these types of detriment, we
do not have estimates of the overall magnitude of detriment. We have only
indicative estimates relating to customer expenditure at FOPs (set out in the
subsection ‘The detriment for which we have indicative estimates’ below).

While it has not been possible to measure all types of detriment, the features we
have found and the overall evidence we have received indicate that the customer
detriment is likely to be significant.

First, there is evidence of customer detriment relating to rising prices that is
supportive of our finding of an AEC,"'* including:

(a) Average prices across the sector grew by 63% between January 2016 and
December 2023, greater than general service inflation (of 32% over this
period). For LVGs, increases in salaries (the most significant cost of a
veterinary business) explain at most around half of their price increases.

(b) Between January 2023 and July 2024, the average prices at a Medivet, IVC,
CVS, VetPartners or Linnaeus-owned practice were (together) 18.3% higher
than the average prices at an independent practice.’®'s In a WFM, such price
differences would reflect LVGs offering higher quality services on average
than independents. However, there is no clear evidence that this is the case,
and our pet owners survey indicates that, on average, pet owners are more
satisfied with the quality of veterinary services at independents.

1914 Set out in part A, section 7: Market outcomes.

1915 For Pets at Home, the empirical evidence is not conclusive, because of differences in the recorded treatment mix
between Pets at Home and independents. This comparison of average prices between LVGs and independents does not
show the extent of any price differences between LVGs. Assessing differences in price and quality between LVGs was
not a focus of our analysis. We also note that this price dispersion analysis does not seek to control for possible quality
or cost differences between services at different veterinary businesses.
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(c) Separately, for at least three LVGs, there is strong evidence that acquisitions
caused an increase in average prices.'9'® These specific price increases
cannot be wholly explained by these LVGs undertaking a strategy to
reposition their practices as higher quality.

(d) Customer satisfaction is low for the cost of veterinary services. In our pet
owners survey, net satisfaction scores out of 100 on the cost of services in
relation to a pet owner’s last FOP visit were 26% for LVGs and 47% for
independent veterinary businesses. !’

15.35 Second, there is evidence that customers are not being routinely given appropriate
information about treatment options and prices,'°'® including:

(a) Less than half (43%) of the respondents to our pet owners survey reported
that they were provided with price information in advance of their most recent
non-routine treatment.

(b) A significantly higher proportion of respondents to our pet owners survey who
self-identified as finding life financially ‘very difficult’ did not agree that their
vet considers their personal circumstances when deciding which treatment
options to offer (35%) when compared to those ‘living comfortably’ (19%) or
‘doing alright’ (18%).

15.36 Third, there is evidence that the high price of medicines at FOPs, in combination
with high customer expenditure on medicines bought there (accounting for around
20% of FOP revenues), is a significant driver of customer detriment,®'® including:

(@) Medicines prices are significantly higher at FOPs than online pharmacies.
Our analysis of prices from LVGs that own and operate online pharmacies
(CVS, IVC, and VetPartners) shows that the price of veterinary medicines at
these online pharmacies can be between 50% and 60% less than the price of
the same veterinary medicines at their FOPs.1920

1916 We consider this effect further in our estimates of customer detriment in the subsection below.

1917 Satisfaction over costs remained lower for customers of LVGs even when the customer did not know their FOP was
part of an LVG. part A, section 7: Market Outcomes.

1918 Set out in part A, section 10: Choice of treatments and referrals.

1919 Set out in part A, section 11: Veterinary medicines. We have been told that the revenues from the sale of medicines
are used as a ‘cross-subsidy’ to support the provision of other veterinary services at lower prices by covering other costs
incurred by FOPs. However, as this pricing structure is consistent with weaker competitive constraints on FOPs’ prices in
their supply of medicines compared to their supply of other veterinary services (such as consultation fees, which may be
more visible to pet owners and subject to competition between FOPs), at least some pet owners are paying more than is
necessary for veterinary medicines.

1920 We would expect a broadly similar percentage difference in price between other FOPs and online pharmacies based
on our understanding of the prices of veterinary medicines at other FOPs and other online pharmacies.
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(b) Many pet owners could make substantial financial savings of [£200-300] [¢<]
on average annually when purchasing commonly prescribed veterinary
medicines from an online pharmacy rather than a FOP.192

(c) Retail prices for veterinary medicines at both LVG-owned and independent
FOPs appearing to be between two and five times their purchase costs on
average.'9?2

15.37 Fourth, there is evidence of customer detriment in FOPs’ supply of cremations.9%3

(@) Cremations can represent a significant cost to pet owners — they can cost
£300 or more.

(b) At a substantial number of FOPs, pet owners may be paying in the order of
an extra £100 for individual cremations compared to the prices they would
pay if FOPs faced strong price competition.

15.38 Fifth, there is evidence of pet owners forgoing veterinary services. As noted
above, customer satisfaction with the cost of veterinary services is low, which is
consistent with affordability of veterinary services being a key concern. There is a
wide range of evidence to support the concern that rising costs mean that some
pet owners are struggling to afford veterinary services and are foregoing or
reducing their use of these services.

(@) The 2024 PAW report found that 8% of dog owners say they have delayed
taking their pet to the vet when it was ill because it was too expensive.'9%4

(b) In our pet owners survey, 279 people who started the survey were screened
out because they had not visited a vet within the last two years. Before
exiting the survey, they were asked why they had not visited a vet and 65
cited vets being too expensive as a factor. This survey evidence indicates
that the cost of vet services is a significant issue for some people.192°

1921 The overall financial savings will depend on a range of clinical factors (such as the specific choice of medicine, the
dosage and frequency of doses, and the length of treatment recommended by the vet) and commercial factors (such as
the price of medication and level of fees charged by FOPs for dispensing medication or for the provision of a written
prescription). This is set out in part A, section 11: Veterinary medicines, subsection Many pet owners could make
substantial savings when purchasing prescribed medication from online pharmacies.

1922 This is equivalent to an average mark-up on purchase costs of between 100% and 400%. The mark-up on purchase
costs is estimated as the difference between retail prices and purchase costs expressed as a percentage of purchase
costs. As set out in part A, section 11: Veterinary Medicines, subsection Profitability of veterinary medicine sales to
FOPs, we consider our mark-up estimates to be an indicator of the profitability of medicines sales at FOPs, not the actual
or ‘true’ mark-up. This is because it is subject to some important limitations, for example, it excludes incremental costs
that would typically be included in gross margin estimates used by the CMA.

1923 Set out in part A, section 13: Cremations.

1924 PDSA PAW report, 2024, p 10. PDSA PAW Report 2024. The 2023 PAW report found that 9% of pet owners said
they have delayed taking their pet to the vet when it was ill because it was too expensive (two million pets). PDSA PAW
report, 2023, p 16. PDSA PAW Report 2023.

1925 |n our pet owners survey, pet owners who had not taken their pet to the vet in the last two years were screened out
of completing the rest of the survey. However, they were asked the question: ‘Why have you not visited a vet in the last
few years?’. We do not consider that this is a representative survey of pet owners who have not visited the vet in the past
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(c) PDSA reported that rehoming charities including RSPCA, Cats Protection
and Dogs Trust have reported an increase in the number of people calling

their helplines and citing rising costs as a factor in the need to rehome their
pets_1926, 1927, 1928

(d) Our qualitative research with vet professionals found that a few vet
professionals explicitly mentioned increased euthanasia rates as a sector
challenge, which they felt was due to financial constraints and therefore
ability to afford alternative treatment options.192°

The supply of outsourced OOH services to FOPs

15.39 In the supply of outsourced OOH services to FOPs, customer detriment arises
where contracts contain long notice periods and high early termination fees that
operate as barriers to entry and switching. In those cases, FOPs that contract with
external OOH providers are unable effectively to discipline such providers (or, as a
last resort, find an alternative to their current OOH provider), giving rise to the
concern that pet owners receive worse services or pay higher prices than would
otherwise be the case.

15.40 Evidence we have seen from some vets — both an LVG and smaller FOP
businesses — indicates that such notice periods and fees are inhibiting market
entry and switching (including to self-supply), including in cases where FOPs have
received a poor level of service quality (part A, section 12).1930 We cannot quantify
the scale of this detriment. We observe, however, that there is the potential for it to
be significant where the quality of service (for example, in terms of the availability
of appointments or the distance pet owners have to travel with sick animals) could
degrade for substantial periods of time.93!

The detriment for which we have indicative estimates

15.41 We have estimates that indicate the overall magnitude of one important type of
customer detriment: the additional customer expenditure from price increases due
to low competitive pressure on prices. In Table 15.1 below, we summarise the two

two years, due to the phrasing in the invitation letter giving pet owners information on whether they would be eligible to
complete the survey. Pet owners survey, Q6.

1926 PDSA PAW report, 2023, p 15.

1927 One attendee at our consumer roundtable referred to the widely reported increase in pet owners giving up their pets
because they could no longer afford to keep them, partly due to the increasing cost of veterinary fees. One attendee
representing an organisation with a number of rescue centres said they had seen some animals that had been brought in
that were clearly very unwell and should have been seen by a vet much earlier. Summary of consumer roundtable,
paragraph 8.

1928 Applications for a Blue Cross fund for pet owners who cannot afford emergency care have also increased from 1,319
in 2023 to 4,807 in 2024, a 264% increase. Vet bills: More pets being put down due to rising costs, BBC told - BBC
News.

1929 Qualitative research with vet professionals, p 91. Also quotes from vet professionals on pp 88 and 92.

1930 Part A, section 13: Outsourced out-of-hours (OOH) provision to FOPs.

1931 We have not received any submissions which have led us to believe that the detriment arising from competition
problems with the supply of outsourced OOH services to FOPs is insignificant.
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sets of estimates that we have in relation to this type of customer detriment.932
These estimates do not capture the other incidents of customer detriment that we
note above (the detriment from the reduced usage of veterinary services and
limitation to pet owners’ choices).

Table 15.1 Indicators of customer detriment from additional customer expenditure from low
competitive pressure on prices

Indicators of this detriment Estimates (to the nearest £100 million) Notes on the estimates
Acquisition effects £600-700 million over the next 5 years Limited to 3 LVGs
Economic profits £1 billion over the 5 years 2020-2024 Based on analysis of 6 LVGs

Source: CMA analysis

15.42 In the subsections below we provide an explanation of our two estimates, what
they indicate, and our assessment of whether they are likely to understate or
overstate customer detriment. These estimates are not additive but are different
ways of providing an indication of the same type of detriment. Further details of
our calculations are set out in Appendices B and C."933

Estimates based on acquisition effects

15.43 Our analysis has found strong evidence that acquisitions by at least three LVGs
([5<], [¥<], and [$<])'34 of independent FOPs caused an increase in average
prices, an ‘acquisition effect’, that was in addition to increases in prices by
independent practices that were not acquired. The increase in these average
prices includes a wide range of services offered by FOPs including consultations,
diagnostics, medicines, surgery, hospitalisation and therapy. Our assessment is
that a significant driver of these acquisition effects on average prices was a lack of
effective competition between FOPs, as well as between FOPs and other
suppliers of medicines.193%

15.44 Using the acquisition effects on average prices across a wide range of veterinary
services as a measure of how much higher [<], [¢<] and [¢<] prices are across all
their FOPs, compared to independent veterinary businesses, we estimate that
these price differences resulted in additional customer expenditure across these
three LVGs of around £130 million to £160 million in 2024.9%6 Over the next five

1932 One respondent to our PDR questioned whether it was appropriate to report customer detriment over a five-year
period, when turnover was reported annually. Individual [¢<] response to PDR, p 2. We consider that estimating the
detriment over several years reflects the long-term nature of the AEC and the long-term effect on customers of not
addressing it.

1933 Appendix B: Impact of corporate acquisitions on treatment costs and Appendix C: Financial and profitability analysis.
1934[]_

1935 Part A, section 7: Market outcomes.

1936 The higher estimate (£160 million) is based on acquisition effect 