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Dear

Re.

COMMISSION Brussel s 21. 05. 1992

OF THE EUROPEAN
COMMUNITIES

PUBLI C VERSI ON

MERGER REGULATI ON -
ARTI CLE 6(1) b DECI SI ON

Regi stered with advice of delivery
To the notifying party

Sirs,

Case No IV/M 213 - Hong Kong and Shanghai Bank / M dl and
Notification of 23 April 1992 pursuant to Article 4 of
Counci| Regul ati on No 4064/ 89

Thi s case concerns the planned acquisition by HSBC Hol di ngs plc
(HSBC) of Mdland Bank plc (Mdland) by way of a public bid
announced on 14 April 1992. HSBC nmade an offer for the whole of
the issued share capital of Mdland, other than the shares
al ready owned, on 8 May 1992.

After examnation of the notification, the Conm ssion has
concl uded that the notified concentration falls within the scope
of Council Regulation No 4064/89 (the Merger Regul ation), and
does not raise serious doubts as to its conpatibility with the
comon mar ket .

THE PARTI ES

HSBC i s an i nvestment conpany and the ulti mate parent conpany of
the Hong Kong and Shanghai Banki ng Corporation G oup which is
active mainly in donestic and international banking and rel ated
financial services throughout the world but mainly in Asia and
North Aneri ca.

M dl and is one of the principal full service banks in the United
Ki ngdom The M dl and Goup is active in banking, financial and
rel ated services throughout the world.

THE CONCENTRATI ON

The offer nmade by HSBC coul d | ead to the acquisition of control
of Mdland within the neaning of Article 3(1) of the Merger
Regul ati on.
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COVMUNI TY DI MENSI ON

The concentration has a Conmmunity dinmension. The conbined
aggregat e wor |l dwi de turnover of HSBC and M dl and i n 1991 was nore
than 5,000 mlIlion ECU (one-tenth of total assets of HSBC 12, 346
mllion ECU of Mdland 8,555 mllion ECU)

The aggregate Comrunity-w de turnover of each is nmore than 250
mllion ECU (2,062 mllion ECU for HSBC, 9,814 nillion ECU for
M dl and) .

The parties do not achieve nore than two-thirds of their
Comuni ty-wi de turnover in one and the same Menber State.

As holding conpanies both undertakings have interests in
different econom ¢ areas such as banking, insurance, financial
and ot her services. Calcul ati on of the geographic breakdown of
turnover of the various business activities under the Merger
Regul ati on requires a split of the assets according to the main
activities.

Article 5 of the Merger Regul ation sets out the rul es governing
the cal cul ation of turnover with a view to determ ning whet her
or not the operation under scrutiny has a Conmunity dinmension
within the neaning of Article 1. The rule contained in Article
1(2) ainms in particular at nmeasuring the inpact of the
concentrationis the Community in order to exclude fromthe scope
of the Merger Regul ati on those concentrati ons between conpani es
whi ch do not have an appreci abl e cormercial activity in nore than
one Menber State.

As a general principle, therefore, the Merger Regul ati on requires
that turnover is allocated not by |ocation of the seller of the
product or service, but by the location of the consunmer of the
product or service. This principle is provided for in Article
5(1).

For banking activity, applying this principle in the context of
Article 5(3)(a) requires analysis of lendinginterns of |ocation
of the borrower.

For interbank | ending, this neans that |oans and advances are
best attributed by | ocati on of the borrow ng bank branch i n order
to be consistent with the wunderlying aim of the Merger
Regul ati on, even though, in risk assessnment, which is at the
heart of | endi ng deci sions, banks take i nto account the pl ace of
i ncorporation of the borrowi ng bank. The | ocati on of the branch
of the bank to which the oan is made is presunptively the pl ace
at which the loan will be used. Interbank | ending carried out by
the HSBC and M dl and was therefore required to be cal cul ated on
thi s basis.

For certain financial services carried out by HSBC and M dl and
(for exanple nmoney transm ssion, st ockbr oki ng, pensi on
consul tancy) since nolendingactivityisinvolved, the principle
provided for in Article 5(1) has to be used in determ ning the
geogr aphi cal breakdown of these activities.

In order to provide the breakdown required by the Merger
Regul ati on, HSBC was required to gather specific data from al
subsi di aries and branches in every country in which banking
operations are carried out, and to denobnstrate how the data
reconcile to the audited published accounts. This data has been
carefully checked by the Conm ssi on.
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COVWPATIBILITY WTH THE COMMON MARKET

HSBC is based in the Far East. In 1990 it changed its | egal
domcile becomng an UK non-resident corporation for tax
pur poses. Followi ng a nmerger with Mdland the HSBC woul d becone
a fully-fledged UK bank.

The HSBC G oup ranks as the world 23rd |argest bank by
sharehol ders' funds and 25th by assets. It is active mainly in
Hong Kong, Asia-Pacific and the Anericas. Its presence in Europe
is relatively less significant representing around 18 % of its
total assets.

M dl and carries out its activities mainly in the UK. Mdland is
al so present in the other main world financial centres. Mdl and
group is the world 50th | argest bank by sharehol ders' funds and
the 40th by assets. Wthin the ECCc Mdland is currently the 19th
| argest bank.

The conbi ned group would be the world 11th | argest and EC 5th
| ar gest bank by sharehol ders' fundsl. 50 %of the conbi ned assets
and deposits of the group would be |located in Europe.

In overall terms, the two undertakings are geographically
conpl enentary. There is no appreciable overlap in any Menber
State in 15 separate sectors analysed in the notification, these
sectors grouping conmercial activity of a simlar type2. The UK
is the only Menber State where both Mdland and HSBC carry out
signi ficant business. Even in the UK, the actual or potenti al
reduction in conpetition in these sectors follow ng the nerger
woul d have no appreci abl e adverse i npact on conpetition.

The only rel evant product market identified as affected by the
proposed concentrationis that of GIt-edged stock market - maki ng3
in the UK, where Mdland s subsidiary G eenwell Mntagu G It
Edged and HSBC s subsi di ary Janes Capel G lts Ltd are both market
makers.

In this market, the Bank of England i ssues securities on behalf
of the UK governnment. Only registered gilt-edged market makers
(GEMVE) may purchase the stock fromthe Bank of Engl and and deal
with it subsequently. The CGEMMS' custonmers are principally
institutional investors such as banks, pension funds, and
i nvest mnent houses. The market is regul ated and noni tored by the
Bank of Engl and.

The mar ket has operated in its present formsince 1986. At the
outset, the Bank of England accepted 27 GEMMs, 11 of which
subsequently wi t hdrew. There have been 3 newentrants, the | at est
of whi ch, Deutsche Bank G lts, joined in April 1992. Since 1990

the GEMVs overall have traded profitably. The Bank of Engl and,
and the custoners contacted consider that there is strong
conpetition between the GEMVs. G eenwell Mntagu G It Edged is

After Credit Agricole, Barclays, National Wstmnster and
Deut sche Bank.

The sectors identified are : retail deposits, retail |ending,
retail other banking, including credit and debit cards and
travellers’ cheques, corporate banking, trade finance,
correspondent banking, treasury dealing, nmerchant banking,
| easing, securities dealing, investnent nmanagenent, pension
services, trustee services, insurance broking, and insurance

underwriting.

G |It-edged neans UK governnent, or UK governnent-guaranteed
stocks denominated in sterling. The market is a neans of
financing the UK public sector deficit.
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anong the top six GEMMs which together accounted for 63 % of
retail turnover in 1991. Janmes Capel G lts is anong the bottom
six GEMVs which together accounted for 12 % of the market in
1991. The conbinati on of Greenwell Mntagu G It Edged and Janes
Capel Glts will have no material inpact on conmpetitionin this
market. This is confirmed by the Bank of England and the
cust omers contact ed.

OVERALL CONCLUSI ON

It follows fromthe above that the proposed acqui sition woul d not
create or strengthen a dom nant position as a result of which
conpetition would be significantly inpeded in the conmon mar ket
or a substantial part thereof.

For the above reasons, the Conm ssion has deci ded not to oppose
the notified concentration and to declare it conpatible with the
common market. This decisionis adoptedin applicationof Article
6(1)(b) of the Merger Regul ati on No 4064/ 89.

For the Comm ssi on,
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