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MERGER PROCEDURE
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VERSI ON FOR THE PUBLI C
Regi stered with advice
of delivery
To the notifying parties
Dear Sirs,
Subj ect : Case No. |V/ML49 - LUCAS/ EATON

Your notification pursuant to Article 4 of Council
Regul ati on No. 4064/ 89.

| . THE PARTI ES

1. Lucas (UK) is an international supplier of advanced
t echnol ogy systens conponents and services to a nunber of
industries, in particular the aerospace and autonotive
i ndustri es.

Lucas is a |eading European designer and nanufacturer of
vehi cl e braki ng and control systens for heavy duty road and
of f - hi ghway vehi cl es.

2. Eaton's (USA) principal activities are the manufacture and
sale of axles, transmssion and vehicle conponents,
el ectrical and el ectronic controls, hydraulic equi pnent and
electrical switches. In addition, Eaton has comm ssion
income from marketing el ectronic equipnent for the sem -
conductor business and viscous fans from the autonotive
i ndustry.

Eaton is a | eading designer and manufacturer of universal
products for heavy duty road and off-highway vehicles in
t he USA.
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THE OPERATI ON

Through the notified agreenents, the parties intend to forma
joint venture via two separate |legal entities:

- a partnershipinthe USA, which will be active inrelation
to both conpanies' range of products in that area;
- aBritishlimted conpany which wll be active in Europe.

The JV will conbine the assets, enployees and busi ness of the
Heavy Duty Breaking Division of Lucas and of Eaton. Its
product range will conpri se:

- foundati on braki ng equi pnment for heavy vehicles (both air
and hydraulically operated);

- actuation systens, including ABS, for heavy vehicl es;

- ki ndred products, such as tyre inflation systens, that
fall logically into the JV's market and technical
conpet ence.

Its main markets will be related to trucks (>3.5 tonnes) and
of f - hi ghway vehicles over 40 hp in Europe and North Ameri ca.

COVWMUNI TY DI MENSI ON

The aggregate worl dw de turnover of Lucas and Eaton in their
respective last financial year was 7,756 mllion Ecus. Their
respective turnover in the Community exceeded 250 mllion
Ecus. The parties do not achieve nore than two-thirds of their
Community turnover in one and the sanme Menber State.
Consequently, the proposed operation has a Community
di mensi on.

CONCENTRATI ON

1. Joi nt control

The shar ehol dings of Eaton and Lucas in the two JV conpani es
do not in thenselves reflect joint control, since Lucas
retains a mpjority stake in both entities. However, the
parti es have entered i nto sharehol der agreenents whi ch provi de
for joint control of each JV conpany, in the sense that the
agreenent of both parties is required in respect of nmajor
deci sions regardi ng the comrercial policy and the conpetitive
strategy of the JV, and which go beyond the protection of
mnority rights.

Clause 9.4 of the agreenment provides that unanimty is
required in the sharehol der's general neeting for the adoption
of decisions relating to liquidation of the JV, nodifications
of the authorized share capital, alteration of the rights
attaching to any class of shares, etc..

In addition, the agreenent provides for a Board of Directors
of 9 nenmbers (Lucas 5; Eaton 4) which has to decide by
unanimty in areas clearly related to the comrercial policy
and conpetitive strategy of the JV. The Annual Busi ness Pl an,
whi ch has to be adopted by unanimty in the Board of Directors
i ncl udes deci si ons regarding:
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- application of funds;

- capital expenditure;

- engi neering budget analyzed between research, product
devel opnment and application costs;

- proposal s for acqui sitions, di sposal s, busi ness
reorgani zati on or new product plants;

- mar ket i ng pl an, i ncl udi ng product | aunches and pronoti ons.

The 3 year Strategic Plan, for which unanimty is also
requi red, sets out the key strategic and financial objectives
of the JV. It includes a strategic overview of industry and
mar ket trends, conpetitor anal ysis and benchmarks for product
performance, quality factors and financial ratios. Inaddition
it establishes functional plans for marketing, manufacturing,
sourci ng and new product devel opnent.

Mor eover , any decision regarding significant capi tal
expendi ture, | oans and concession of trade credit, |evels of
borrow ng, dispositions of assets and agreenents with third
parties and which are not expressly foreseen in the business
pl an require a unani nous deci sion of the Board of Directors.

In the light of this, it is concluded that a jointly
controll ed conmpany will be created.

2. Concentrative joint venture

Aut ononpous full function JV

The JVwi || design, devel op, manufacture, assenbl e, market and
sell heavy duty braking systens. It wll have access to
conpetitive supply sources on a worl dw de basis and will sel

the major part of its output directly to third parties. In
principle, Lucas will transfer (sell) totheJVall its assets
(l easing contracts, plant, machinery, tooling and equi pnent)
relating to its heavy duty breaking systens save for the
exceptions di scussed under point 14. Both Lucas and Eaton w | |
transfer all their assets in the US to the US partnership.

The JV is an autononobus economc entity. By taking over al
the relevant assets of the parents relating to the affected
markets, it will be able to performon a |lasting basis the
functions carried out by well established players in the
br aki ng systens narket.

The JV will stand as a separate identifiable conpany on the
market with all the assets necessary to play a role distinct
fromits parents. The parent conpani es wi t hdraw conpl etel y and
definitively fromthe production of the products of the JV. It
t herefore represents an aut ononobus econom c entity w thin the
meani ng of Article 3(2) of the Merger Reqgul ation.

In reaching this conclusion, the Comm ssion has taken account
of the following three factors:

- Lucas wll supply Sinplex A r Cam Drunbrakes and
Aut onotive Adjusters to the JV, on the basis of an agency
manuf act uri ng agreenent. These supplies are margi nal and
only represent a small percentage (1% 2% of the JV's
turnover. They do not prevent the conclusion that the JV
performs on a lasting basis all the functions of an
aut ononous econom c entity.
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- Lucas and Eaton retain ownership of the intellectual and
i ndustrial property rights. However, they grant excl usive,
royal ty-free and perpetual patent and trademark |icences
to the JV, and none of the parents maintains a right to
unilaterallg termnate the |icence. Licences may only be
term nat ed z ei ther party upon bankruptcy or term nation
of the JV. For the purposes of the exam nation of this
case, these licences may be considered as a de facto
transfer of intellectual property, in the sense that
continued ownership by the parents could not possibly
prevent the JV from carrying out its act|V|ty. In
addi tion, the parents have i ncluded in their shareholder's
aﬁreenent a non-conpetition clause by which they commt
t hensel ves not to design, manufacture or sell products in
conpetition with the JV. This fact further limts an
possi bl e use by the parents of the relevant intellectua
and industrial property rights outside the JV.

- Lucas Aftermarket Division will continue to assure the
distribution of the JV's products worldw de (except in
North America), in the independent aftermarket. The JV
w Il be responsible though for all sales to the Oigina
Equi pmrent nmarket. Projections for the JV's activity
indicate that its sales to the independent aftermarket
t hrough Lucas will represent only 15%of its total sales.

The economic choice by the JV to use its parent's
distribution facilities in this respect does not prevent
a finding of autonony. This factor al one does not enable

the conclusion to be reached that the JV wll sinp
undertake an auxiliary function for its parents. The J
will remain to all real extents an autononous player in

t he mar ket .

RelationshiPs between the JV and Lucas afternarket
Division will be at arnms-length, with the JV determ ning
its own prices on a profit basis. The presence of Eaton as
sharehol der in the JV guarantees the transparency of the
pricing of the JV's products for sales to Lucas. In
addition, it has to be taken into account that denmand for
af termarket products is determ ned by the end user. Lucas
will only transmt to the JV the perceived demand, and
wi |l not act as the actual final custoner.

Absence of risk of coordination

Wthdrawal of parents from affected narkets

Both Lucas and Eaton wll place all of their assets in
relation to the production and sale of heavy duty braking
systens into the JV. The only exception to this concerns Lucas
attermarket distribution for the JV.

Activity of parents in__ neighbouring, upstream _or
downstream narkets

Al though the parents wi thdraw fromthe nmarket of the JV, they
are both present in certain markets which could be related to
t hose of the JV.

Eaton manufactures and sells truck conponents in the
Communi ty, including front end gear boxes, gear sets and axle
heads. Its custoners for fan drives and fans manufactured in
Cermany (Eaton fluid power operation) and for punps and
notors, control val ves and steering control units manufactured
in the UK and USA (Eaton Hydraulic Operation) are also the
JVs main clients in the of f-highway segnment (Ford New Hol | and,
Massey Ferguson, J.l1. Case, Fendt). In addition, Eaton is
activeinthe service sector through Eaton's service/technica
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engi neers, who are based at five centers within the EEC (UK
Spain, Greece, Germany and France).

Lucas Autonotive will continue to carry out the distribution
of the JV' s products and its own products in the afternarket.
It wll remain active in sectors such as autonotive
el ectroni cs, chassis systens (brakes and actuation for cars),
el ectri cal systens (heavy duty electrical equi pnent ,
batteries, special purpose notors, wring systens and
conponents for cars, trucks and tractors and power train
§¥§tens. Therefore, it wll continue supplying clients of the

Al'l the evidence avail abl e to the Comm ssion indicates that in
both technical and marketing ternms there is very little
overl ap between the market for heavy duty braking systens and
t hose products in which Lucas and Eaton are active in the
Community. In this respect it should be noted that Eaton's
Eur opean oper ati ons i nvol ve products which are not conpetitive
with either Lucas' products or wth heavy duty braking
systens. Eaton's and Lucas' range of products in the Conmunit

are conpletely different and therefore they are not actua
conpetitors wthin the Community.

As to possible spill-over effects between the markets of the
JV and other car conponents, in Eartlcular car brakes,
ets are very different.

condi ti ons of conﬁetition in both mar
The mar ket of braking systens for cars requires | arge vol unes
of standardized product, whereas the heav¥ duty market
requires | ower vol unes of production with a nmuch hi gher degree
of flexibility. Custoners split operationally their car and
truck activities into separate divisions. The supply structure
confirms this: suppliers present in both markets run the two
busi nesses separagelﬁ. Mar ket | eaders in braking systens for
cars ([ J ) have a weak position in the heavy duty
mar ket. Conversely, [ ] has always been relative
weak in the car market whereas it is a leader in the truc
mar kets for braking systens.

From a technol ogi cal point of view, spill over effects are
unl i kel y. Vehicle dynam cs are conpletely different; the | aden
and unladen weight of a car is not significantly different
whereas in trucks the difference is very |arge. The energence
of ABS systens, the main technol ogi cal devel opnent in braking
systens, reflects these differences. The car ABS market shows
that of the |leading three suppliers, only one ( ’

has succeeded in entering the heavy duty ABS market, and only
to a very limted |evel.

In the light of the above it is concluded that there are no
grounds to believe that the establishnment and operation of the
VwIll result in a coordination of conpetitive behaviour.

The Commi ssion t herefore concl udes that the notified operation
constitutes a concentration within the meaning of Article 3(2)
of the Merger Regul ation

*

Del eted in public version
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COVPATIBI LITY WTH THE COMVON MARKET

Rel evant product narket

A braking system is divided into two basic parts: the
actuation system which connects the brake pedal to the brake
itself, and the foundation brake. Additional facilities, such
as ABS, can be added to the system These categories represent
di stinct parts of the braking system Manufacturers of trucks
etc ofteninstall an actuation systemof one producer together
with the foundati on brake of anot her. These product categories
should therefore be considered to be a first |evel of
distinction in market definition.

A second level of distinction can be nade between braking
systens for_ commercial vehicles, trailers and off-highway
vehicles. These vehicles perform significantly different
functions, and the braking systens differ accordingly. The
design of brakes are S|%P|f|cantly different in technical
terns. Brakes for these three categories of vehicles can thus
be vi ewed as bel onging to separate product markets. It should
be noted, however, that there is a level of supply-side
substitutability between the three general markets. The
underlylng technol ogy is common to both systens, and al t hough
desi gn and manufacture differs significantly, a manufacturer
of brakes for comercial vehicles is likely to be at |east a

otential producer of Dbrakes for off-highway vehicles.

wever, due to design and retooling work, entry in the very
short term (e.g. one year) by a manufacturer of brakes for
commerci al vehicles into the nmarket for brakes for off-hi ghway
vehicles in response to increased demand would be highly
unlikely. The role of supply-side substitutability in this
respect is therefore considered bel ow, under dom nance (see
section V).

A third level of distinction can be nmade between in-house
producti on of braking s%stens (i.e. by vehicle manufacturers)
and those manuf actured by i ndependent conpani es. Al though the
br akes produced i n- house are conparabl e with and substitutable
for those manufactured by independents, the Conm ssion
consi ders that these two categories nust be vi ewed as di sti nct
for the purposes of product market definition. This is to
ensure that the conpetitive inpact of the operation on
undertakings that have little or no in-house production in
fully taken into account., The role of in-house production as
a factor potentially limting the possible freedomof action
of independent manufacturers is however taken into account
once t he mar ket has been defi ned and mar ket shares cal cul at ed.

Wthinthese basi c market sectors a nunber of further possible
rel evant product markets can be identified:

1. Inrelation to braking systens for commercial vehicles

Actuati on systens

General |y speaking the design of actuation systens chan%es
with the increasing weight of the vehicle in question. The
edal effort required to stop a vehicle above 2-3 tonnes
econmes extrenely high and even wi th vacuum assi st ance (above
5 tonnes) inpossible for a human being to achi eve. To overcone
this, air at high pressure (whichis controlled by the driver
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through the foot pedal) is used in conjunction with the
hydraul i c s%stenwto apply the brakes. Another systemuses air,
controlled by the driver through the foot pedal, tc)Push arod
attached to the brake which in turn pushes the shoe/ pads on a
druni di sc brake.

Because of these differing characteristics that follow the
wei ght of the vehicle, the Commi ssion finds it convenient to
identify three different categories of actuation systens:

1. those for commercial vehicles weighing 3.5 - 4.9 tonnes;

2. thgse for comercial vehicles weighing 5 - 16 tonnes,
an

3. those for comrercial vehicles weighing over 16 tonnes.

The division of the market into these three categories is not
mho!lr satisfactory. There is no distinct gap in the weight of
vehicle for which differing designs of actuation systens are
used. The sanme system may be used in two categories.
Nonet hel ess, it does represent a useful distinction to judge
t he mar ket power of the undertakings concerned inrelation to
the different types of actuation systens. Again, the
Commi ssion is aware that there is some degree of supply-side
substitutability between producers of actuation systens within
these three categories. A nost all manufactures produce a
range of actuation systens capable of covering all three
categories. This factor is, or the reasons set out in
p?ragraph 21, considered under dom nance, at point point 37
e).

Foundati on br akes

A nunber of different designs of foundation brakes exist for
commercial vehicles. A first distinction is between drum
brakes and disc brakes. A further distinction can be nade
according to the nediumused to apply the force necessary to
stop the vehicle. Smaller vehicles use hydraulic fluid, |arge
vehi cl es nust use pressured air systens, nedi umsi zed vehi cl es
can use either hydraulic or air.

Defining markets based on concepts  of reasonabl e
substitutability in such circunstances is particularly
difficult as no definite line relating to vehicle weight

exi sts when hydraulic systens becone insufficiently powerful
or air systenms beconme uneconom c. Any market definition wll
therefore be somewhat arbitrary. In general terns, the | arger
the vehicle, the nore |ikely an air-based systemw || be used.
Thus, in order to analyze the inpact of the operation the
Comm ssion has chosen to accept the notifying parties

subm ssion that distinct categories of brakes exist according
to the wei ght of the vehicle in question. Three categories are
defined: 3.5 - 4.9 tonnes, 5 -15.9 tonnes, and over 16 tonnes.
Enquiries with conpetitors and custoners of Lucas/Eaton
indicate that this distinction is widely accepted within the
industry. An alternative definition is to further divide,
within each of these mjor_ weight categories, air and
hydraul i ¢ foundation brakes. The Comm ssion has anal yzed the
effect of the joint venture with respect to both of these
possi bl e market definitions.

Again, the Commssion is aware that there is a |evel of
squIy-S|de_substlyutablllty_betmeen t hese various product
sub-categories. This factor is, for the reasons set out in
paragraph 21, considered under dom nance, at point 37 e).
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2. Braki ng systens for trailers

Such systens are largely identical to certain brakes used in
commer ci al vehicles. There are differences between the tw end
uses in that trailer mnufacturers will not accept nore
i nnovative products if this |leads to a price increase.

In the present case it is un-necessary to deci de whet her such
products forma rel evant market distinct fromthose relatin?
to commercial vehicles. Lucas sells negligible quantities o
brakes to trailer manufacturers, Eaton 1s not present in this
area of activity. To include this sector into the overal
"comrerci al vehicle" markets would therefore only reduce the
JV's market shares. As the existing market share (w thout
i ncl udi ng such products) in that narket does not give rise to
a finding of a creation or strengthenin% of "a dom nant
position, this question is irrelevant for the purpose of the
present anal ysis.

3. Br aki ng systens for off-hi ghway vehicl es

Of-highway vehicles are used for agricultural and
construction purposes. Three basic distinctions can be nade:

- systenms for vehicles below 40 bhp. Such machi nes (garden
tractors, etc.) are made al nost exclusively in Japan. Their
br aki ng syst ens (wheel nounted di sc brakes) |argely resenbl e
those used in cars. They are fundanentally different from
those wused in the larger vehicles exceeding 40 bhp
manuf act ured princi pally i n Europe and the US. Neit her Eaton
28rbhucas produce braking systens for such vehicles bel ow

p.

- systens for agricul tural vehicl es and construction vehi cl es.
Construction vehicles use very | arge heavy duty di sc or drum
brakes that are installed on the end of an axle at the
wheel . These differ considerabl from those wused in
agricultural vehicles described below which use either
mul ti-plate disc brakes or annular piston brakes. Braking
systens for these two vehicle categories can therefore be
di stingui shed. Neither Lucas nor Eaton produce braking
systens for construction vehicles.

- Braking systens used on agricultural vehicles between 40 -
130 bhp and above 130 bhp can al so be distinguished. The
latter vehicles use annular piston brakes designed and
manuf actured by the vehicle manufacturers. For economc
reasons they form an integral part of the axle gearbox
assenbly. The 40-130 bhp category can use either nulti-plate
disc brakes or annular piston brakes. It is therefore
appropriate to distinguish these two categories. Neither
Lucas nor Eaton produce braking systens for such vehicles
above 130 bhp.

For the purpose of analyzing the operation in question, the
Conmmi ssion has therefore identified the foll ow ng markets on
which JV will be active.

- actuation sgstens for agricultural vehicles of 40 - 130 bhp;
- foundation brakes for agricultural vehicles of 40 - 130 bhp.
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The mar ket coul d theoretically be further divided according to
the type and wei ght of agricultural vehicle in question (eg
tractors, conbine harvesters). However, the braking systens
for these vehicles (within the above bhp paraneters) only
differ in size, and no such division therefore appears
strictly necessary. Nonethel ess, for the purpose of certainty,
t he Comm ssion has al so exam ned the effect of the operation
even if the market were to be so subdi vi ded.

The rol e of suppl y-side substitutability, particularly between
manuf acturers of braking systens for comercial vehicles and
agricultural vehicles is considered belowfor simlar reasons
to those set out in paragraph 21, above.

Rel evant geogr aphi ¢ nar ket

The rel evant purchasers of braking systens are the major |arge
vehicle manufacturers. Enquiries by the Conmm ssion have
establ i shed that the undertakings source their requirenents
for braking systenms throughout the Comunity. \il st
undertakings may prefer to have a supplier |ocated close to
t heir manufacturing operation, this is by no neans necessary.
Transport costs do not play a significant factor. Lucas
manuf actures braking systens in rmany and the United
Ki ngdom and supplies custoners throughout the Community. In
the light of these factors, the Conm ssion considers that the
geogr aphi c reference market for the abovenenti oned products is
the Comunity as a whol e.

DOM NANCE

Annex 1 contains detailed market share information regarding
the position of Lucas on the nmarkets identified above. This
shows that Lucas does have sone very significant shares in
this sector. The following are particularly of note:

trucks 5-15.9 tonnes, approximtely [ 1@  of the
foundati on brakes hydraulic sub-sector and approximtely
[ (® of the foundation air sub-sector.

- trucks over 16 tonnes, approxinmately [ ]1¢ of the

foundation brake sector. _

- agricul tural vehicles 40-130 bhp: | 1™ of the foundation
brake sector and approximately | ] of the actuation
sect or.

In spite of these very high market shares, the Comm ssion
concludes that the operation will not create or strengthen a
dom nant position for the follow ng reasons:

a) Eaton is neither an actual conpetitor nor a realistic
potential entrant into the EC market for the products of
the JV. Little or no strengtheni ng of existing position
of Lucas therefore results on the narket.

Eaton sells no Eroducts falling within the scope of
activity of the JV in the EC?Y.

(a)
(b)
(c)
(1)

| ess than 40%

above 50%

bet ween 40% and 50%

Except from sales to Van Hool of Belgium This conpany uses
Eaton's brakes for coaches intended for export to the US
Sales in this respect are insignificant.
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Inthe US, Eaton manufactures products falling into nost
of the sectors of the JV. However, due to a nunber of
technical differences between braking systens used on
commercial and agricultural vehicles in the US conpared
to the EC, these products are not directly and
i medi ately substitutable for those wused in the
Community. In the late 1970's, Eaton attenpted to sel
heavy-duty braking equi pnent into the EC. It failed and
withdrew. It nust therefore be considered high
unl i kely that the conbination of Eaton and Lucas w |
lead to the creation or strengthening of a dom nant
positionin the EC. This factor is very inportant in the
Conmmi ssion's assessnent of this case.

Most of the manufacturers of commercial vehicles and
aﬁrlcultural ~vehicles produce br aki ng systens
themsel ves. This significantly reduces any mar ket power
of i ndependent producers. Any attenpt to raise pricesto
such manufactures is likely to lead to increased in-
house production. Furthernore, in certain cases one
truck manufacturer may supply brake conponents to
anot her truck manufacturer (cross-supply agreenments).
This, and the possible extension of the practice, as
wel | as point c below, ensures that truck nmanufactures
W t hout in-house production dispose of the choice
bet ween a nunber of actual and potential suppliers.

| ndependent conpetitors

The market share tables annexed to this decision indicate
t hat i ndependent conpetitors of Lucas exist on all narkets.

Buyi ng power

The pur chasi ng of br aki ng equi pment for
commercial/agricultural vehicles is concentrated in a
limted nunber of very large truck/ agricultural vehicle
manuf acturers. | ndependent braki ng systemmanufacturers are
significantly dependent on these few purchasers.

Suppl y-side substitutability

The various different categories of foundation brake and
actuation system outlined above share to a |arge extent
comon technol ogy and common nmanuf acturi ng processes. This
is true both wthin the general category of foundation
brakes and actuation systens for commrercial vehicles, and
bet ween foundati on brakes/actuati on systens for comrercia
vehicles and foundation brakes/actuation systenms for
agricultural vehicles;

Thus it is possible that any price increase in one sector

or sub-sector will result in new entry onto the market in
question. Braking systems for individual vehicles are
usual |y "nodel -specific", designed by the manufacturer of

the vehicle and the braking system together. Entry would
therefore take a period of approximately two years to perm t
necessary design and re-tooling work.

Nonet hel ess, the threat of this entry will to a certain
extent constrain the conpetitive behavior of existing
manuf acturers.
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Inthe Iight of the above and in particul ar paragraph 37 (a),
t he Commi ssi on concl udes that the operati on does not create of
strengt hen a dom nant position as a result of which effective
conpetition would be si%nificantly i npeded in the common
mar ket or in a substantial part of it.

ANCI LLARY RESTRAI NTS

The non-conpetition clause in the sharehol ders agreenent is
limted to the field of activity of the JV and binds the
parties for the period that they remain shareholders in the
JV. This clause constitutes arestrictiondirectly rel ated and
necessary to the inplenmentation of the concentration. The
present decision covers this non-conpetition obligation.

For the above reasons the Comm ssion has decided not to o%pose t he

notified concentration and to declare it conpatible with't

e comon

mar ket. This decision is adopted in application of Article 6(1)b of
Counci | Regul ation N° 4064/ 39.

For the Comm ssion,

TEXTE RECONSTI TUE ELECTRONI QUEMENT / ELECTRONI CALLY RE- CREATED

TEXT / ELEKTRONI SCH NACHGEBI LDETER TEXT



