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I ntroduction

1. On 9 March 2011, the Australian Competition and £Loner Commission
(ACCC) announced its decision not to oppose:

» the proposed acquisition of Pacific Brands LimitePacific Brands)
Dunlop Foams foam business and Sleepmaker beddsigdss by a
subsidiary of Wonderest Limited (trading@sepyhead); and

» the proposed acquisition of Wonderest Limited'sentay business by a
subsidiary of Pacific Brands.

(together, theroposed acquisitions).

2. The ACCC decided that the proposed acquisitiondavioe unlikely to have the
effect of substantially lessening competition imttavention of section 50 of the
Competition and Consumer Act 2010 (theAct) in any relevant market in
Australia.

3. The ACCC made its decision on the basis of thermédion provided by the
merger parties and information arising from its keduinquiries. This Public

Competition Assessment outlines the basis on wihielPACCC has reached its
decision on the proposed acquisitions, subjecotdidentiality considerations.

Public Competition Assessment
4. To provide an enhanced level of transparency aodegpiural fairness in its
decision making process, the ACCC issues a Puldingetition Assessment for
all transaction proposals where:
e amerger is opposed;

* a merger is subject to enforceable undertakings;

» the merger parties seek such disclosure; or



e a merger is not opposed but raises important igkia@she ACCC considers
should be made public.

This Public Competition Assessment has been isseeduse the proposed
acquisitions are considered to raise issues afastéo the public.

By issuing Public Competition Assessments, the AGEAS to provide the
public with a better understanding of the ACCC'algsis of various markets and
the associated merger and competition issuessdtaérts the public to
circumstances where the ACCC'’s assessment of theetition conditions in
particular markets is changing, or likely to change

Each Public Competition Assessment is specifibéoparticular transaction
under review by the ACCC. While some transacti@ppsals may involve the
same or related markets, it should not be assuhatdie analysis and decision
outlined in one Public Competition Assessment ldllconclusive of the ACCC’s
view in respect of other transaction proposalgaas matter will be considered
on its own merits.

Public Competition Assessments outline the ACCG@itsgpal reasons for
forming views on a proposed acquisition at the tiheedecision was made. As
such a Public Competition Assessment may not defaty identify and explain
all issues that the ACCC considers arise from a@gsed acquisition. Further, the
ACCC'’s decisions generally involve consideratiorboth non-confidential and
confidential information provided by the mergertps and market participants.
In order to maintain the confidentiality of partiguinformation, Public
Competition Assessments do not contain any contialinformation or its
sources.

The parties

Sleepyhead (Wonderest Limited)

9. Wonderest Limited is a New Zealand registered aunstialian domiciled
company. In this document Wonderest will be refétceby its principal trading
name, Sleepyhead.

10. Sleepyhead is a manufacturer of flexible polyureéhftpam PU foam), bedding
and carpet underlay in Australia.

PU Foam

11. Inlate 2010, Sleepyhead completed building a Paunfonanufacturing plant in

Deer Park, Victoria. Among other uses, PU foamsisduin the manufacture of
bedding and carpet underlay. Sleepyhead’s PU foanufacturing plant in
Victoria is capable of producing significant volusnaf PU foam using carbon
dioxide (CQ) as a blowing agent. From this plant, Sleepyheiicsupply the
majority of its internal foam requirements for lisdding manufacturing
operations. Sleepyhead will also have the abititgupply PU foam to some third
parties.



Bedding

12. Sleepyhead currently operates bedding manufacttaiitities in Brisbane,
Melbourne and Perth.

13. Sleepyhead supplies a full range of bedding prajuetluding mattresses, bases
and bunk beds, across different price points. AGEC'’s review has focussed
on mattresses as this is the key area of compettrerlap between the merger
parties’ operations within this product category.

14. Sleepyhead offers a range of brands includifopder est, Posture Perfect, Best 4
Rest and Sensor zone.

Underlay — ‘Wonderlay’

15. Sleepyhead manufactures PU foam carpet underlagruhne ‘Wonderlay’
business name at its plant in Brisbane. Sleepyhwadly supplies its PU foam
carpet underlay products through sales agentgteidual retail stores across
Australia.

Pacific Brands Limited

16. Sleepmaker, Dunlop Flooring and Dunlop Foams asilegses of Pacific
Brands Limited, which is listed on the AustraliamdaNew Zealand Stock
Exchanges.

PU Foam — ‘Dunlop Foams’

17. Dunlop Foams is a large manufacturer, converterdestdbutor of PU foam in
Australia, with manufacturing and conversion plantBrisbane, Sydney,
Melbourne and Perth, and conversion only plantsabart and Adelaide. Dunlop
Foams currently supplies foam to Dunlop Floorirfgt$ foam carpet underlay
business and supplies all of Sleepmaker’s foamirements. Dunlop Foams also
supplies significant volumes of PU foam, includspgecialty foam, to third
parties.

Bedding — ‘Sleepmaker’

18. Sleepmaker is one of the largest bedding manufactim Australia, with
manufacturing facilities in all states except SoAitlstralia and the Northern
Territory. Sleepmaker supplies mattresses acrogsice categories.

19. Sleepmaker’s brands inclu@eepmaker, Smmons andDunlopillo.

Underlay — ‘Dunlop Flooring’

20. Dunlop Flooring manufactures and supplies PU foampet underlay (and some
rubber carpet underlay) products from its manufaogufacilities in Melbourne
and Sydney. It has sales offices in each statesapplies underlay mainly to
large national customers across Australia.



ACCC review timeline

21. The following table outlines the timeline of keyesns in this matter.

Date Event

01-Nov-2010 | ACCC commenced review under the MeRmriew Process Guidelines.

22-Nov-2010 | Closing date for submissions from ieséed parties.

24-Nov-2010 | ACCC requested further information framparty to the transaction.
ACCC timeline suspended.

03-Dec-2010 Further information received from ayp#o the transaction.
ACCC timeline recommenced.

19-Jan-2011 ACCC published a Statement of Issuiisiog preliminary competition
concerns.

27-Jan-2011 ACCC requested further information feoparty to the transaction.
ACCC timeline suspended.

04-Feb-2011 Closing date for submissions relatngtatement of Issues.

14-Feb-2011 ACCC received further information frarparty to the transaction. ACCC
timeline recommenced. Former proposed date foramement of ACCC's
findings of 24 February 2011, amended to allowARKCC to consider
further information requested from a party to ttamsaction.

9-Mar-2011 ACCC announced it would not oppose tlopgsed acquisitions.

Market inquiries

22. The ACCC conducted market inquiries with a rangaad@istry participants,
including competitors, customers, other regulataygncies and other interested

parties.

Industry Background

PU foam

23. In Australia, PU foam is produced using eithervbgical or horizontal
continuous slabstock foaming method or the box fagmmethod.

24. As displayed in Diagram 1 below, the horizontaltowmous slabstock method of
manufacture involves the use of a horizontal foaacimme where the relevant
chemical mixture is poured into an enclosed hotalotonveyor belt and
expands as it travels along the conveyor beltohtrast, the vertical continuous
slabstock method of manufacture involves a verfiwain machine which pours
foam that expands in a vertically upward direction.

25. Horizontal continuous foam machines are capabpaducing long blocks of
foam which can range from 4 to 12%im size.



Diagram 1: Horizontal continuous slabstock method of foam manufacture
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26. Smaller PU foam manufacturers generally use thefmxing method, which
involves pouring the chemical mixture into a boxl atiowing the foam to
expand into blocks. Box foaming typically resutistint blocks of foam.

27. Once expanded, PU foam blocks are converted (antutisable shapes and
sizes) for use in downstream industries. The foastevgenerated by conversion
of foam (‘scrap foam’) is collected and used widelyhe production of carpet
underlay.

28. A diverse customer group consumes PU foam prodlibisse customers include
bedding manufacturers, furniture manufacturersyeders (which cut foam into
different shapes and sizes for use in differentiegjpons), industries requiring
specialty PU foams such as the automotive andiamiatdustries and consumer
PU foam businesses. Consumer PU foam products fpiyrireclude bedding
accessories such as pillows and simple foam mséses

29. There are a range of grades of PU foam producédretit grades are required
by different customers in order to fulfil the fuimetality requirements of each
customer. Grades of foam are primarily determingthke PU foam’s density
and hardness

Bedding

30. Sales to bedding manufacturers account for theg&ingroportion of domestically
produced PU foam sold in Australia. PU foams whiatge in grades, in
conjunction with latex, fibres, fabrics and sprirage used in various
combinations to manufacture mattresses.

! ‘Density’ is a reference to the weight of the foamkilograms per cubic metre.

2*Hardness’ is a measure of the feel of a foam.



31. Market inquiries indicated that at the wholesaleelemattresses generally fall
within the following price categories:

* budget ($100 - $500);
 low-tier ($500 - $1,000);

* mid-tier ($1,000 - $2,000);

« upper ($2,000 - $4,000); and
+ elite ($4,000 +).

32. Brand recognition appears to be important in a gores’s choice of product,
particularly in the upper price categories of beddi

33. Market inquiries indicated that some bedding isontgd into Australia,
particularly bedding in the budget and elite catesgo

34. Bedding is supplied to consumers via a range abnail retail stores including
specific bedding and furniture chain stores. Beddsnalso supplied via a number
of independent and franchise retail stores througAasstralia.

Underlay

35. Underlay is a thin layer of cushioning which idi&#eneath carpeting, and in
Australia it is generally manufactured from onéwd inputs: rubber or waste PU
foam. Foam underlay is made from waste PU foambamdker. The PU foam is
ground into crumbs and mixed with the binder, draresulting mix is then put
into a block mould and heated, creating a solid¢lblf rebonded foam. The
blocks are then peeled into sheets and cut andpecdainto the final product.

36. Underlay is supplied to consumers via a range tbnal retail chain stores,
franchise stores and independent stores whichalsecin carpets or hardware.

Industry participants
Foam manufacturers

37. Currently, Joyce and Landfoam are the only otherfddloh manufacturers in
Australia (other than the merger parties) thatha@e&ontal continuous slabstock
foaming machines to manufacture PU foam.

38. Joyce is in the process of centralising all itsfB&am production into one plant
based in Sydney, and supplying customers natiofralhy this plant. Landfoam
has a smaller horizontal continuous slabstock Rlthfoperation, supplying PU
foam largely within NSW.

39. Foamco also manufactures PU foam in Australia bua emaller scale to Joyce
and Dunlop Foams and uses a vertical continuobstslek foaming machine in
its Sydney plant. Foamco also has a box foamingt plaMelbourne.



40.

There are a number of other PU foam manufactuhatsuse the box foaming
method to supply smaller volumes of PU foam inrtlegal areas.

Bedding manufacturers

4].

There are a large number of bedding manufactunefsistralia. Some, including
the merger parties and their largest competitorsB&ldrd and Sealy, supply
bedding on a national basis to bedding retailedshe@ave manufacturing facilities
across a number of states. There are numerouslmtidng manufacturers
throughout Australia that also supply nationallyoara more localised basis.

Underlay manufacturers

42.

Bridgestone is the only manufacturer of rubber ulagan Australia and is the
largest supplier of underlay in Australia. There also a number of PU foam
underlay suppliers in Australia in addition to thederlay manufacturing
businesses of the merger parties (Dunlop Floonmh\&onderlay).

Statement of | ssues

43.

44,

45.

On 19 January 2011, the ACCC published its Stateofdssues regarding the
proposed acquisitions in which it stated its pretany view that the proposed
acquisition of Dunlop Foams by Sleepyhead woultikety to raise competition
concerns in relation to the manufacture, converaimmhwholesale distribution of
PU foam.

The ACCC also reached a preliminary view that tteppsed acquisition by
Sleepyhead of the Sleepmaker bedding busineshamaposed acquisition by
Pacific Brands of the Wonderlay underlay businessewinlikely to raise
concerns regarding:

» competition for the manufacture and wholesale ithigtion of bedding
products; and

» competition for the manufacture and wholesale ithgtion of carpet
underlay.

The Statement of Issues is available on the AC@@lssite at
WWW.accc.gov.au/statementsofissues

With/without test

46.

In assessing a merger pursuant to section 50 di¢heéhe ACCC must consider
the effects of the proposed acquisitions by conmggitie likely future
competitive environment if the transaction procefglds “with” position) to the
likely future competitive environment if the traictian does not proceed (the
“without” or “counterfactual” position).



47. On the basis of market inquiries, the ACCC fourat ththe proposed acquisition
by Sleepyhead of the Dunlop Foams and Sleepmalsendrsses from Pacific
Brands did not proceed, it was likely that for tbeeseeable future:

» Sleepyhead was likely to continue to produce begldimd underlay, and
become the main supplier of PU foam for its intebealding and underlay
businesses from its new PU foam manufacturing (lasihg the continuous
slabstock foaming method). Sleepyhead would alse bze ability to supply
PU foam to some third parties in Australia.

« Pacific Brands was likely to continue to produce feéim, bedding and
underlay.

48. In the event that Pacific Brands does not acqhieeé/¥onderlay business from
Sleepyhead, the ACCC found that each of the pant#eslikely to continue to
separately manufacture and supply PU foam carporiay for the foreseeable
future.

Areas of overlap and market definition

49. The Sleepyhead and the Pacific Brands businesbgrsto the proposed
acquisitions currently overlap in the manufacturd distribution of carpet
underlay and bedding products at the wholesald.levéhe foreseeable future,
the merger parties’ businesses would also ovenaglation to the manufacture,
conversion and wholesale supply of PU foam asutreESleepyhead’s recently
constructed PU foam manufacturing plant at Deek PaYictoria.

PU foam markets

Product dimension

50. Inidentifying the scope of the product dimensidihe relevant PU foam
markets, the ACCC considered whether PU foam maturiad using the
horizontal continuous slabstock method (which esriethod adopted by both
merger parties) should be treated as a distinctymtomarket, or part of a broader
product market comprising PU foam manufacturedgusarious methods of
production — particularly the vertical continuotiglstock method, and the box
foaming method.

51. The ACCC's preliminary view expressed in the Staetof Issues was that PU
foam producers who use the vertical continuoussstelt and box foaming
method of manufacture should be included in theviett market, but may
nevertheless provide limited competitive constramPU foam producers using
the horizontal continuous slabstock method. Theswivas based on limited
information provided to the ACCC at that time thaggested that PU foam
produced using the horizontal continuous slabstoethod of manufacture is
capable of producing a wider range of grades ofdlth and would generally
result in PU foam of a higher quality and consistethan PU foam produced
using either the vertical continuous slabstockherliox foaming method.
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52.

53.

54.

Following the release of the Statement of IssuesACCC made extensive
market inquiries in relation to this issue. The ACGbtained more
comprehensive information which indicated thataatf most machinery types
used to produce PU foam are technically able tdywe a full range of foam
grades. It was however noted that there may besliom the ability to produce
high grades of PU foam with densities over 30Kglising vertical continuous
slabstock machinery. Nevertheless, given this &tiah relates only to one type
of machinery and the average density of foam soiustralia is within the
capability of vertical continuous slabstock machnéhe ACCC considered that
it was appropriate to define the product dimensibtine market to include PU
foam produced for non-specialised purposes usingethods of manufacture.

Although the ACCC recognised that non-specialiseddam is appropriately
characterised as falling within the same produaketathe level of competitive
constraint provided by different manufacturers ¥easd to vary in response to a
range of different factors. These factors are ektied on in the availability of
substitutes section below.

The ACCC also considered whether the product dirnars the relevant PU
foam markets should include the manufacture anglgug specialty PU foam.
Dunlop Foams currently supplies various types etsdty PU foam. The ACCC
considered that each type of specialty PU foammlg i@quired by a specific
customer group and customers are unable to suiestiéiween specialty PU
foam and other PU foam. Further, production ofwharous types of specialty PU
foam requires specific equipment, expertise, rebeand development and
conversion facilities. Accordingly, the ACCC todietview that specialty PU
foams are unlikely to be within the same markd®dsoam produced for non-
specialised purposes. The ACCC considered it ugliket Sleepyhead would
supply specialty PU foam in the absence of the ggeg merger. Consequently,
the ACCC has not considered the proposed acquisifi®unlop Foams by
Sleepyhead in the context of the supply of specRli foams.

Geographic dimension

55.

56.

In the Statement of Issues the ACCC expressedatspnary view that the
manufacture and supply of PU foam appears to bviegdrom state-based
geographic markets into a national market. Keyarsador this included:

* improvements in compression technologies which aseased the ability
for PU foam to be compressed, lowering the costeanfportation and
reducing the possibility of PU foam damage in tiia@sd

» evidence of centralisation of PU foam manufactufawlities in order to
achieve economies of scale in production in respomsiecreasing volumes
of demand for PU foam in Australia.

The ACCC noted that Dunlop Foams currently suppliegtomers in most states
from its manufacturing plants located in the satages It manufactures PU foam
in its facilities located in Victoria, New South W¢a, Queensland and Western
Australia and operates conversion facilities topbyipustomers in South
Australia and Tasmania.



S57.

58.

59.

60.

In contrast, Joyce, the other major supplier off@&in, is in the process of
centralising all PU foam manufacture into one plaaged in Sydney, and
supplying nationally from this plant. The ACCC mnebthat Joyce has been
supplying into Victoria since 2003, without a maathiring presence in Victoria.
Joyce has conversion plants in each state wheupjlies PU foam.

The ACCC concluded that the geographic marketrigeatly more suitably
characterised as being state-based. Market inquolewing the Statement of
Issues continued to indicate that although thezeeaamples of the geographic
market tending towards a national market, theedsis evidence which indicates
that competition for a larger number of PU foamtoogers occurs primarily on a
state-wide basis (and in some instances, betwaghbwiring states).

Market inquiries indicated that it is important tifdJ foam suppliers maintain a
presence in the states where their customers eaehkbin order to satisfy many
customers’ just-in-time delivery requirements. R@CC recognises that
although PU foam suppliers are increasingly elgctinmanufacture PU foam in
fewer locations, customers’ just-in-time deliveeguirements can generally be
satisfied in states where a manufacturer doesamat fpam through the use of
conversion only facilities. Market participants icated that PU foam suppliers
without a local presence in the state of a paiicalistomer are at a competitive
disadvantage compared to suppliers with a locagmee proximate to that
customer.

On this basis, the ACCC considered that the gebdgraparkets for the
manufacture, conversion and wholesale distributioRU foam are appropriately
defined as state-based markets. While the ACCCideresl the relevant PU
foam markets are likely to still be state-based,ACCC recognises that these
markets may be trending towards a national maiket. ACCC noted that
whether the relevant geographic market boundareze defined on a state or
national basis, this would not have impacted onrAGEC'’s decision in relation
to this matter.

Bedding market

61.

62.

Market inquiries conducted subsequent to relea$iagtatement of Issues
confirmed the ACCC'’s preliminary view that one bétrelevant markets for the
purpose of examining this matter was a nationaketdor the manufacture and
wholesale distribution of bedding products.

As outlined in the Statement of Issues, the ACCteahthat there are some
differences between bedding in each price categaci as:

» quality of components: bedding in lower price ragses lower quality
threading in fabrics, lower density PU foams arss$ lexotic fabrics; and

» quantity of components: bedding in lower price esgses fewer springs
and less PU foam.

-10-



63.

64.

However, market inquiries indicated that beddinghafacturers are generally
able to switch to manufacturing bedding at diffénerce ranges with relative
ease, given that the machinery and inputs usesimitar across different price
ranges. Accordingly, the ACCC took the view thadldieg in all price categories
should be considered to fall within the same market

Market inquiries indicated that the appropriateggaphic market for the
manufacture and wholesale distribution of beddiragipcts is national, given
that supply contracts are predominantly arranged oational basis with national
retailers. National retailers represent a signifigaroportion of bedding
customers. Further, bedding manufacturers appesgttine prices of their
products nationally. Accordingly, the ACCC consgtkthat the geographic
dimension of the market for the manufacture andledade distribution of
bedding was national.

Carpet underlay market

65.

66.

67.

Market inquiries conducted subsequent to relea$iagtatement of Issues
confirmed the ACCC'’s preliminary view that the nedat markets for the purpose
of examining this matter included the national neafflor the manufacture and
wholesale distribution of carpet underlay.

As outlined in the Statement of Issues, marketinegiindicated that wholesale
and downstream customers are likely to considefd@uoh underlay and rubber
underlay to be close substitutes, given the sinpitening, functionality and
technical specification of the two types of undgrlaccordingly, the ACCC's
view was that the relevant market for carpet urageiricludes underlay made
from PU foam, and underlay made from rubber.

Market inquiries indicated that manufacturers afienhay are able to supply
underlay throughout Australia from one manufacifecility. Accordingly, the
ACCC considered that the geographic market fonthaufacture and wholesale
distribution of underlay was national.

Conclusion

68.

Based on the above considerations the ACCC forimediew that the relevant
markets in which to consider the proposed acquaisitiare:

+ state-based markets for the manufacture, convessidiwholesale
distribution of PU Foam;

+ the national market for the manufacture and whtdedigtribution of
bedding products;

« the national market for the manufacture and whddediatribution of carpet
underlay.

-11-



Competition analysis

PU foam markets

69.

70.

The ACCC outlined preliminary concerns in the Stegat of Issues about the
impact of the proposed acquisition of Dunlop Fo&ynSleepyhead on
competition for the manufacture, conversion andlegale distribution of PU
foam. In particular, the ACCC identified prelimigasoncerns that the proposed
acquisition of Dunlop Foams by Sleepyhead woultiksty to result in a
substantial lessening of competition in the natiomarket for the manufacture,
conversion and wholesale distribution of PU foantlebasis that it would
remove Sleepyhead as a likely vigorous and effectampetitor in this market.

Following information received in response to that&ment of Issues, the ACCC
revised this preliminary view and concluded that pinoposed acquisition of
Dunlop Foams by Sleepyhead is unlikely to result substantial lessening of
competition in state-based markets for the manufactonversion and
wholesale distribution of PU foam. Information reeeel from the merger parties
as well as other market participants indicated, hatecent years, the relevant
PU foam markets have experienced increased lefetsapetition as a result of
falling demand for PU foam and competitors’ drigegtin sufficient volumes
from remaining customers by competing on price. AEC considered that it
is unlikely that in the absence of the proposediesttipn of Dunlop Foams,
Sleepyhead would have materially changed the lgvebmpetition in the
markets. The relevant factors are discussed fuliblem.

Market concentration

71.

Dunlop Foams is the largest manufacturer of PU faarnss most states in
Australia. Joyce also has a strong presence aalicstsites in Australia, although
not to the same extent as Dunlop Foams. FoamcdissiiflJ foam in a range of
states in Australia, however Foamco’s presencesExon New South Wales and
Victoria. In the absence of the proposed acquisiibDunlop Foams by
Sleepyhead, the ACCC considered that Sleepyheattiwawme the ability to
supply PU foam to various customers in a numbeliftérent states.

Availability of substitutes

72.

73.

The ACCC found that alternatives to the productefmerged firm were
available. However, some firms were likely to pceevmore competitive
constraint than others.

The ACCC found that in addition to price, PU foanstomers generally focus on
the following factors in determining which suppfienay be able to supply their
PU foam requirements:

» quality — the consistency (lack of variation in densitg &iardness) between
foam grades as well as the ability to produce Pdrfevithin technical
specifications and without flaws. The ACCC foundttthe quality of PU
foam produced by manufacturers may vary and isiaoéssarily determined
by the method of manufacture employed by the mawrfar. Market
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74.

75.

inquiries indicated that different manufacturersdarce different quality PU
foams based on a range of factors, including teatheixpertise and quality
of raw materials;

e service — the ability to provide a reliable delivery sesito customers with
short turnaround (just-in-time) requirements, inlohg for certain larger
customers, the ability to supply the same gradéd bfoam nationally; and

* range- the ability to produce a range of PU foam gradesh satisfy a
customer’s specifications and overall requiremehfbs.certain larger
customers the ability to meet substantial volumedseand produce a range
of foams was an important aspect in choosing ad@lthfsupplier.

Market inquires indicated that Joyce would contitmuprovide strong
competition to the merged entity in terms of thiegrquality, service and range
requirements of PU foam customers. In addition ketanquiries indicated that
Foamco, the third largest manufacturer of PU foanas likely to provide a
significant price constraint on Dunlop Foams angtédor the supply of PU
foam supplied to price-conscious customers in thes in which it operates.

The ACCC found that PU foam manufacturers supplya@gn in a single state
generally provide a material, but lesser competitonstraint on larger
competitors including Dunlop Foams and Joyce, endfates in which they
operate.

Market dynamics

76.

17.

78.

The ACCC received information from a range of searéncluding internal
information and documents from the merger parttgs] party PU foam
manufacturers and industry reports which indicaedeasing levels of
competition in the relevant PU foam markets.

Market inquiries indicated that a key driver focieased levels of competitive
tension between existing PU foam manufacturersydieg large manufacturers,
is declining industry demand which has impactedvitiame of PU foam
produced and consequently, the scale at which mwpperate. The volume of
PU foam acquired in Australia has fallen from 0865000 tonnes per annum in
the year 2000 to less than 25,000 tonnes per acou@ntly. This fall in demand
appears to be largely the result of increased itspdrdownstream products that
incorporate PU foam, primarily furniture produdtst also bedding products.

The downward trend in demand has exacerbated mxisticess capacity in the
industry with the result that in recent years, ¢hleas been increased intensity of
price competition between suppliers as they attémpgtain or grow their
customer base to sustain their operations.
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Removal of Seepyhead as a potential vigorous and effective competitor

79.

80.

81.

82.

In the Statement of Issues the ACCC outlined itdimiinary view that in the
absence of the proposed acquisition of Dunlop Fdansleepyhead,
Sleepyhead’s entry may result in three large manufars of PU foam (Dunlop
Foams, Joyce and Sleepyhead), while the propospdsitton of Dunlop Foams
by Sleepyhead would reduce the number of possdrtgetitors in the PU foam
market in the foreseeable future from three to two.

The ACCC also posed its preliminary view that:

(i) even if Sleepyhead does not supply third partiesjrnminent threat of it
doing so was likely to act as a competitive comstyanpacting on pricing
and improving non-price conditions of supply of Rlam; and

(i) the commencement of self supply by Sleepyheadvastiaally integrated
manufacturer of PU foam would result in the remmfableepyhead as a
large PU foam customer in the market, increasieddiiels of excess
capacity which may result in increased competibetween Dunlop Foams
and Joyce to gain market share amongst a smali¢iopoustomers.

In response to the Statement of Issues, as wel dise basis of information and
documents obtained from the merger parties and atheket participants, the
ACCC received further information which causeitevise the preliminary
views outlined above.

Further market inquiries confirmed that in the atzseof the proposed
acquisition of Dunlop Foams by Sleepyhead, Sleepyheould have the ability
to supply PU foam to certain customers, in paréictihose customers that are
currently supplied by either Dunlop Foams, Joyad@nFoamco. However,
market inquiries also showed that with or withdwe proposed acquisition of
Dunlop Foams by Sleepyhead, the level of competitiche relevant PU foam
markets was unlikely to be materially different bese:

« PU foam markets have experienced increased lefetsngpetition as a
result of declining demand for PU foam. Based darmation obtained by
the ACCC, it was considered unlikely that, in thsence of the proposed
acquisition of Dunlop Foams by Sleepyhead, Sleepyheould have
materially changed the level of competition in tharkets; and

« market inquiries indicated that Sleepyhead woultikety to achieve only a
modest level of third party sales in the absendbé®proposed acquisition of
Dunlop Foams by Sleepyhead. This is because a nurhpetential bedding
PU foam customers indicated that they were unwgltmsupport Sleepyhead
because it is a downstream competitor to their imgdehanufacturing
business.
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83.

The ACCC considered that Sleepyhead’s entry irkddam markets (whether it
entered as a supplier to third parties, or limitedctivities to self supply
providing an imminent threat of entry) was unlikedymaterially change the level
of competition in these markets in the foreseehlilee. The ACCC considered
that Sleepyhead was unlikely to become a competitixce in the foam markets
in the absence of Sleepyhead’s proposed acquisifidunlop Foams. The
primary reasons behind this decision are the exjdévels of price-based
competition in the market and the disinclinatiopmssed by a number of
potential customers as to their willingness to wbsaipply of PU foam from
Sleepyhead.

Barriersto entry

84. The ACCC considered information which suggestetitibariers to entry in the

PU foam markets are likely to be high. Key readonshis are:

« PU foam markets in Australia are characterisedidgpyificant excess
production capacity. A number of existing foam nfacturers can
theoretically meet the total domestic demand fanfahrough their business
alone, therefore a new entrant is likely to feaumbents deploying excess
capacity against it;

« the downward trend in demand has exacerbated #rsupply of production
capacity — this has the result that potential netke@ts that do not have
significant internal foam requirements to suppadisan investment are
likely to face difficulties justifying entry solelgn the basis of targeting third
party supply. Further, new entrants are likelyaoef difficulties securing
market share given the significant excess capatitycumbent producers.

In recent years, it appears that there has beesased competitive intensity
to secure foam volumes amongst incumbent playads; a

» the sunk costs associated with investing in PU faaanufacturing plants
(compliant with environmental protection agencyuiegments) and the time
required to build a customer base of the minimufigieht scale necessary to
justify such an investment is likely to deter paiginew entry, in the
absence of a vertical integration strategy suchlespyhead'’s.

Countervailing power

85. Market inquiries did not reveal any evidence thattomers in the PU foam

markets would be likely to sponsor new entry otieally integrate into PU foam
production, as Sleepyhead has done. In light ottineent market dynamics
previously outlined, the ACCC considered that congis in the PU foam market
would be unlikely to vertically integrate into Pdam production or be in a
position to sponsor new entry. Accordingly, the AC®ok the view that
customers did not have sufficient countervailingvpoto competitively constrain
PU foam suppliers in each of the PU foam markets.
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Conclusion

86.

87.

The ACCC concluded that the level of competitiomhe relevant PU foam
markets is unlikely to be materially different with without the proposed
acquisition of Dunlop Foams by Sleepyhead. Notwathding high barriers to
entry and the lack of countervailing power on beb&PU foam customers to
bypass PU foam suppliers, the ACCC had regardfeonmation which strongly
indicated that levels of competition between erg#U foam suppliers have
increased in recent years in response to fallingmes of PU foam demand. In
particular, the ACCC considered the existing lexfetompetitive constraint
which would continue to be provided to the merged by Joyce as well strong
price-based competition provided by Foamco foratertategories of customer.
In light of these factors, the ACCC found that kbes of Sleepyhead as a
potential additional source of supply was unlikigljhave a substantial impact on
competition in the relevant markets.

Accordingly, the ACCC formed the view that the ppepd acquisition of Dunlop
Foams by Sleepyhead would not be likely to result substantial lessening of
competition in state-based markets for the manufactonversion and
wholesale distribution of PU foam.

Bedding market

88.

89.

The ACCC considered that following the proposedigition of Sleepmaker by
Sleepyhead there is unlikely to be a significanteéase in the level of
concentration in the national market for beddingdoicts. Further, the merged
entity would be likely to be competitively constrad by a number of existing
competitors such as Sealy and AH Beard, who aeetabihcrease production in
response to any increase in price by the merged fir

Accordingly, the ACCC considered that the propaseglisition of Sleepmaker
by Sleepyhead is unlikely to result in a substagssening of competition in the
national market for the manufacture and wholeswailution of bedding
products.

Carpet underlay market

90.

91.

Sleepyhead currently manufactures and distributefoBm carpet underlay from
its manufacturing plant in Brisbane. The ACCC cdased that the proposed
acquisition of the Wonderlay underlay business agifit Brands would result in
a small increase in market concentration in thisketaHowever, the merged
firm was likely to be competitively constrained éyisting domestic competitors,
particularly Bridgestone, a major manufacturerulflrer underlay, as well as
competition from imports.

Accordingly, the ACCC considered that the proposeglisition of the
Wonderlay underlay business by Pacific Brands I&kely to result in a
substantial lessening of competition in the natiomarket for the manufacture
and wholesale distribution of carpet underlay.
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Conclusion

92. On the basis of the above analysis, the ACCC codeduhat the proposed
acquisitions would be unlikely to have the effecsabstantially lessening
competition in contravention of section 50 of thet.A
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