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1. Notifying party
2. Notifying party

Dear Sirs,
Subj ect: Case No. |1V/ML13 - Courtaul ds/ SN A

Notification of 19.11.1991 pursuant to Art. 4 of
Counci| Regul ati on No. 4064/ 89

THE AGREEMENT

1. The Comm ssion has received a notification of a proposed
concentration by which the undertakings Courtaulds plc
("Courtaulds"™) and SNIA Fibre S.p.A ("SNIA") create a joint
venture in the acetate filament yarn sector by way of the
transfer of their existing activities to a newy created conpany
(Novaceta Limted).

THE PARTI ES

2. SNIAis a publicly quoted conpany, its majority sharehol der
being SNIA BPD S.p. A (77.68%. SN A BPD S.p.A sharehol ders,
with in excess of 2% of the voting rights, are Sicind S p.A
(45.48% and Medi obanca (11.35% . Sicind S.p.A has the power
to appoint nore than half of the nenbers of the board of
directors of SNIA BPD S.p.A  Sicind S.p.A is a wholly owned
subsidiary of Fiat S.p.A. SNIA's principal activities include
t he manufacture and sale of fibres in the formof filanment and
stapl e.
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3. Courtaulds is a publicly quoted conpany. Its two |argest
shar ehol ders are insurance conpani es: Provident Mitual (5.6% and
Prudential Corporation (3.9%. No other holding exceeds 3%
Courtaul ds' principal activities include the manufacture and sal e
of coatings, packaging, chemcals, fibres and film

COVWUNI TY DI MENSI ON

4, The Fi at group (whose turnover nust be taken i nto account when
calculating SNIA's turnover under Article 5(4) of the Merger
Regul ation) on its own has a worl dw de turnover well in excess of

5,000 mllion ECU.

5. Courtaulds' and SNI A's Community-w de turnover each exceeds
250 mllion ECU. The parties do not achieve nore than two-thirds
of their turnover in one and the sane Menber State. Thus, the
operation has a Community di nension.

CONCENTRATI ON

6. Courtaulds and SNIA wll transfer to a newy created
conpany”Novaceta Limted", in which each wll hold a 50%
participation, all their existing acetate filanment yarn interests,

namel y:

- their existing joint venture (also called "Novaceta") which
produces filanment yarn in Magenta in Italy and was forned in
1953;

- Courtaulds' own acetate yarn operations in the UK ("CFY");

- SNIA's own acetate yarn operations in Vercelli inltaly ("ITV").

The respective turnover of these three enterprises is as follows:

1990, M o. ECU EC VWor | dwi de

Novacet a 65 95
CFY 66 85
I TV 35 35
TOTAL 166 215

Novaceta Limted will be jointly controlled by Courtaul ds and SN A
(each appoi nting equal nunbers of directors to Novaceta Limted's
board) . Courtaulds has previously sold or closed its other
activities in the continuous filanment yarn sector, and retains no
interests inthis sector other than a mnority interest (12%of the
shares and the appointnment of one director) in INACSA S. A, a
Spani sh manufacturer of acetate yarn which has 9% of the Western
European market (see below under "Assessnent"). Fur t her nor e,
Courtaulds is in the process of termnating even this interest in
I NACSA. SNIAw Il retain a non-controlling interest in Nuova Rayon
S.p. A, which manufactures viscose filament yarns with a market
share in Western Europe of 0.4% SNIA will also retain its own
pol yam de production operation with a market share in Wstern
Europe of 4.1%. Gven that viscose and pol yam de yarns, despite
a certain degree of product substitutability, are not part of the
sane product market as acetate yarns (see bel ow under "rel evant
product market"), there is no room for co-ordination of market
behavi our between SNI A and Novaceta Limted.
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7. Courtaulds and the joint venture will enter into a supply
agreenent (the "Fl ake Agreement”). Courtaulds will supply around
[...]1¢) of the joint venture's requirenent; [...]).

The total anobunt of flake produced worldw de is about 836, 000
tonnes, of which the great majority, sonme 698, 000 tonnes, is used
by the flake producers for their in-house activity and only
138, 000 tonnes are sold as a compdity to external customners.

Since the JV s total flake requirenents are expected to be about
[...]1% tonnes per annum since unlike the other principal
suppliers of acetate yarns in the world, the joint venture wll
not be vertically integrated back into flake and since in
pur chasi ng fl ake on the open nmarket the joint venture will be in
conpetition with other non-vertically integrated yarn, plastic
and cigarette tow producers, the parties consider it necessary
to assure [...]() a source of supply for the joint venture. This
is the context in which the agreenent was concei ved, and because
of its non-exclusive nature [...](*), this agreenent is not
expected to limt the autonony of the joint venture.

8. In addition, the follow ng agreenents are foreseen

- Four | ease agreenents in respect of the three UK sites (owned
by Courtaulds) and the Italian site (currently owned by ITV
and to be transferred to SN A).

- An agreenent providing for «certain services (including
safety, fire, security, environnent, electricity, steam gas,
wat er and effluent treatnment) to be nmade available on arnmis
l ength ternms by Courtaulds to the joint venture at two of its
sites in the UK (Spondon and Little Heath) which wll be
shared with Courtaul ds' retained operations in other sectors
(cigarette tow, filnms, tool handles, etc.).

- An Administrative Services Agreenment whereunder SNIA w |
provi de certain adm nistrative support services (tax, |egal,
etc) to the joint venture in Italy on armis length terns for
five years (term nable on 12 nonths' notice).

- A Know How and Techni cal Services Agreenent for a period of
five years (term nable on 12 nonths' notice). The know how
covered by this agreenent relates to technical assistance of
the type which a supplier would generally provide a custoner
to help it to run machi nes using the products suppli ed.

None of these agreenents jeopardi se the joint venture's capacity
to performon a lasting basis all the functions of an aut ononous
econonmi c entity since by their very nature they do not enable
the parent to exercise any significant influence on the joint
venture. Regarding the |ease agreenents, it has to be stressed
that they concern only the prem ses; the joint venture wll

() deleted for publication
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acquire ownership of all business assets (including plant,
machi nery, equi pment, stock, intellectual property and the right
to use assets held under |leasing arrangenents wth third
parties).

In view of these facts, the joint venture will perform on a
| asting basis all the functions of an autononbus econom c entity
and t he proposed operation is to be considered as a concentrative
joint venture within the nmeaning of Article 3(2) of the Merger
Regul at i on.

APPRAI SAL

The rel evant product narket

9. The product to be manufactured and supplied by the joint
venture is acetate yarn. This is one of the man-nmade conti nuous
filanment yarns. Continuous filanment yarns are a category of
fibre material anong the wi de range used by the textile industry.
They consi st of continuous threads which can be extrenely fine
and can be as long as is required. Man- made yarns are to be
di stingui shed fromnatural fibres such as cotton and silk. Man-
made yarns are t hensel ves sub-di vided into so-called "cellulosic"
yarns (cupro, viscose and acetate) which are extracted fromwood-
pul p, and "synthetic" yarns (pol yester and pol yam de) which are
oi | -based products. Man-nmade filanent yarns are used mainly in
the following sectors: knitting, carpets, and woven products
(apparel, furnishings, industrial fabrics and linings). Over
the last ten years the total worldw de production of man-nade
continuous filament yarns has increased by about 35% over this
period the production of synthetic yarns has increased by about
50% whi | st that of "cellulosic" yarns has declined by about 18%

10. The current annual West European consunption of acetate
filament yarn anounts to about 45,000 tonnes, which represents
only about 3.7%of total Wst European continuous filanent yarn
consunption (all categories) and can be broken down approxi mately
as follows:

End use %total acetate yarn
producti on
Knitting and other 24
products
Car pet s 0
Wven products
Li ni ngs 55
Appar el 16
Fur ni shi ngs 5
o 76
Tot al 100
11. Fromthis it is clear that the linings end-use is by

far the nost inportant as far as consunption of acetate fil anment
yarn is concerned. Moreover, this is the only end-use in which
acetate yarn has a significant share:



Fi |l ament yarn % share of
[ i ni ngs end-use
Cupro N. AtD
Acet ate 30.6
Pol yest er 28.9
Vi scose 28.1
Pol yam de 12. 4
Tot al 100

For ot her end-uses, the share of acetate yarn is bel ow 5%

12. For the woven products end-use category market values are
as follows (West Europe 1989):

Wbven Product (a) (b) Acetate yarn
Type Total market Acetate yarn mar ket val ue
Val ue ( MEcu) % mar ket (MEcu) (a) x(b)
share
Li ni ngs 490 30. 6% 150
Appar el 720 5% 36
Fur ni shi ngs 370 2.8% 10

In view of this demand structure for acetate filanment yarn, the
present assessnent pays particular attention to the 1inings
sector.

13. The various man-made continuous filanment yarns are denmand-
substitutable to a degree, but their different market positions
are relatively well est abl i shed, wth acetate's main
di stinctiveness being its md-range price and its aesthetic
qualities:-

a) Difference in price
If the acetate yarn price is nade equal to 100, the cupro
price woul d be around 200, viscose at |east 135, polyester
65 and polyam de 90. These differences are reflected in
the price of finished Iinings fabric, where acetate costs
at | east 20% nore than pol yester, but around 33% 1 ess than
Vi scose.

b) Differences in Physical characteristics
cupro is a cellulosic product of very high quality with
regard to absor pti on, resi stance and aest hetic
characteristics

(I Very smal | percent age.
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viscose is a cel lul osic product with good noi sture absorption
and abrasi on resi stance, whi ch has good strength and produces
solid colours in dyed form

acetate is also a cellulosic product which is gentler to the
touch than viscose, with good noi sture absorption but poorer
abrasion resistance than viscose

pol yam de__and__pol yester are synthetic products wth poor
noi st ure absor ption.

To sone extent these differences in physical characteristics
are due to the fact that "cellulosic" fibres are extracted
from wood pul p, whereas "synthetics" are oil-based products.

c) Mar ket practice
Acetate vyarn is generally perceived by the fabric
manuf acturers who purchase it as a distinct product both
because of traditional ingrained buying habits and because of
acetate's intrinsic technical characteristics wthin the
fabri c manufacturing process.

14. In view of different price, performance and aesthetic
characteristics, and because of nmarket practice, acetate yarn nay
be considered as constituting a distinct and separate relevant
product market. Nevertheless, despite the fact that it 1is
appropriate to identify a distinct product market, there is stil
a certain degree of substitutability with the other cellul osic and
synthetic filanment yarns, especially in the main end - use of
acetate (woven linings where acetate, viscose and pol yester each
account for around 30% - see above); this is to be taken into
account when assessing the conpetitive situation (see bel ow).

The rel evant geographi c nar ket

15. Wthin the Community and nore generally wi thin Western Europe
(i ncluding EFTA countries) there are no | egal or technical barriers
totrade in acetate filanment yarn, and transport costs are bel ow 5%
. Inthe parties' view, as well as in that of sonme conpetitors(?,
the market for acetate yarn is a worldw de one. However, in fact
there exists an ECinport tariff of about 10% inports into Western
Europe of acetate yarn currently represent around 16%® of Western
Eur opean consunption and furthernore producers' differing market
shares in different parts of the world indicate separate
geogr aphi cal markets, of which the Western European nmarket is one.

16. Nevertheless, the acetate yarn nmarket includes elenents of
international trade of sone significant elenents. |ndeed, in 1989
al nost one quarter of the total acetate production of the three
conpanies which will formthe proposed joint venture was exported
to extra-EEC countries (especially to North Africa, and to Centra
and Eastern Europe, but also to several other areas of the world).
Furthernore, there has been a very significant trend for inports of
acetate yarn into Western Europe to increase over recent years (as
i ndeed for inports of other man-made filanment yarns (see below)).
Thus, significant potential inport penetration from outside the
Community, whilst not indicating a geographical reference narket
w der than Western Europe, is to be taken into account when

(2) For exanpl e, Hoechst Cel anese, AKZO, | NACSA and Montefi bre.
(3 This figure includes 4%of acetate yarn inports which, though
of |lower than average quality, is neverthel ess usable.
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consi deri ng possi ble dom nance resultingin significant inpedi nent
to effective conpetition.

Assessnent
17. After the establishnent of the proposed joint venture, the

Western European and worl dwi de acetate yarn market shares of the
nmost inportant conpetitors woul d be:

\ \
West ern Eur ope® % \ Worl dwi de % |
Court aul ds 32
SNI A G oup 10
Novacet a 23

JV 65 14

Hoechst Cel anese
W Eur opean
production 14

| nports _6

20 42

| nacsa 9 2

East man Kodak 5 6

M t subi shi - 6

O hers 1 30

100 100
18. In spite of the fact that the joint venture will hold a high
West European narket share, which could in other circunstances
suggest dom nance, the operation will not be able to create a

dom nant position as a result of which effective conpetition would
be significantly inpeded in the rel evant markets. The strength of
actual conpetitors and the potential inpact of inports and product
substitutability | eads the Conm ssion to the conclusion that this
operation will not result in an appreciable freedom of action
uncontrol l ed by market forces:

A. Actual conpetition

a) Effect on the parties

19. An inportant elenent to be taken into account in the
assessnment of the conpetitive significance of this concentrationis
the fact that there already exists a joint venture ("Novaceta")
whi ch conpri ses around 45%of the worl dw de activities (in terns of
turnover) of the parties in the acetate yarn market. This 50/50
joint venture was established by the parties in 1953. This neans
that the proposed concentration has only a limted effect on the
relative conpetitive advantage of the parties in this market.

b) Strength of actual conpetitors

20. By far the strongest conpetitor of the proposed joint venture
i s Hoechst Cel anese which is the | argest supplier of acetate yarn
wor | dwi de, with 42%of the worl dw de market (as agai nst 14%for the

(1) I ncl udi ng EC and EFTA countri es.
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new Joint Venture) and total capacity of sonme 93,000 tonnes, of
whi ch around 6, 000 tonnes are |l ocated in the EC and the rest in the
US, Canada and Mexico. Wth both American and European production
facilities, Hoechst Celanese is ideally placed to undertake a
gl obal strategy for its acetate yarn business. Its current
strategy is to keep its EC production capacity fully utilised to
service the West European nmarket, whilst sourcing the bal ance of
its West European sales (currently about 30% or six percentage
points out of a 20 percent market share - see above) fromits
American operations, in which it enjoys considerable production
cost advant ages (see bel ow under "inports"). Indeed, in Anerica,
Hoechst Cel anese has the particul ar advantage of being vertically
i ntegrated back to fl ake, and i ndeed ri ght back to aceti c anhydri de
whi ch, after wood pulp, is the principal raw material for flake.
Thus, if the proposed joint venture were to inpose significant
price increases or other unfavourable sales conditions, Hoechst
Cel anese coul d qui ckly provi de significant anmounts of acetate yarn,
particularly by increasing its inmports into the EC from its
Ameri can operations.

21. In the context of this concentration, Courtaulds is disposing
of its mnority interest in |INACSA, the third ranking conpetitor on
the market, [...](). This will ensure the existence of three

i ndependent producers in the West European market.

B. Potential conpetition

a) Potential conpetition frominports

22. Although at present inports into Wstern Europe of acetate
yarn represent only about 16% of Western European consunption (see
above) the trend in recent years has been for inports to increase
very significantly. This is true for both yarns and woven fabri cs:

| nports - increase Al l products Acet at e products
1985- 90

Cont i nuous

filament yarn + 100% + 33%

Fabrics + 90% + 63%

Furthernore, a conparison of the ratio between extra-EEC exports
and extra-EEC inports of man-nmade fibres (all products) over the
sane period gives the follow ng results:

1985: 1.41 (exports greater than inports)
1988: 1.0 (that is, inports equalled exports)
1990: 0.69 (inports greater than exports).

23. The increasing trend in inports of acetate yarn is taking
pl ace despite the exi stence of additional costs, anmounting in total
to around 15% inherent in the inportation procedure (that is, an
ECtariff of 9-10%and transport costs of about 5% . These tariff
and transport costs are largely offset by the fact that extra-EC
prices of acetate filament yarn are up to 20% cheaper than EC

) del eted for publication
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sourced yarn. These prices are the result of inherently | ower
production costs in extra-EC | ocations, due in turn to:

- | ower __energy_ _costs: for exanple a conparison of 1990
el ectricity costs for industrial users reveals the follow ng
statistics (in ECU per kilowatt): -

Italy : 0.077
UK . 0.055
Us . 0.037
Canada: 0.028

- | ower | abour costs: for exanple, 1990 costs per operator hour

wer e: -

ECU
Italy : 12.6
us : 7.6
S. Korea®: 2.4

- econom es of scale, which the proposed joint venture coul d not
easily achieve given its physical dispersion over several
different sites in the UK and Italy.

The approxi mate equi val ence of additional inport costs and | ower
extra- EC production costs is strongly indicated by recent surveys
which shows that current average prices of Comunity-sourced
acetate yarn are simlar to those of | anded prices fromthe US and
Far East.

Furthernore, it should be noted that there are no quota
restrictions on the inportation of acetate yarn from the major
extra- EEC produci ng countries (United States, South Korea, Japan)
within the context of the 1974 Milti-Fibre Agreenent. Agai n,
within the context of the current 'Uuguay Round of GATT
negoti ations, any changes in the current tariff of 9-10%could only
be downwar ds.

24. It therefore appears that despite its high share of the West
Eur opean acetate yarn market, the proposed joint venture would be
subject to strong potential conpetition from inports from non-
Eur opean producers. Several clients of the proposed joint venture
have confirmed their preparedness to switch to inported acetate
yarn if appropriate.

25. Furthernore, an increase in filanent yarn price by the joint
venture would tend to pull in inports not only of acetate yarn but
al so of acetate fabrics (especially since acetate yarn constitutes
about 50%of the total manufacturing cost of acetate fabric); this
would in turn depress denmand fromthe joint ventre's main clients
for the yarn produced by the joint venture itself. This neans that
any attenpt by the Joint Venture to increase prices or otherw se
i nfluence detrinental ly market conditions would i ncur the risk that
its own clients, such as |inings producers, would be put out of
busi ness by inports of ready-made fabric; thus any such attenpt
woul d not constitute rational econom c behavi our.

(4) South Korea is a very substantial producer of cellulosic
fabrics.
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b) Potential conpetition from other products

26. Although the acetate yarn market is a distinct one, it
neverthel ess remains true that acetate yarn supplies only about 30%

of the principal end-use, that is linings, wth viscose and
pol yester also supplying around 30% each, the renmaining 10% of
requi renents being net by polyamde. |In the event that the joint

venture were to inpose significant price increases for acetate
yarn, it could be expected that purchasers would at | east to sone
extent switch to the other vyarns, despite their different
performance and aesthetic characteristics. Some conpetitors
consider that their viscose and polyester yarns conpete wth
acetate in the linings end-use. Anongst these is AKZO which is the
mar ket | eader on the closest filanent yarn market, that is viscose
with 62% of the West European Market.

There exi st throughout the world financially strong producers of
t hese ot her filanment yarns, such as Hoechst Cel anese, AKZO East nman
Kodak, M tsubishi, Dupont, ICl, and Rhdne-Poul enc. Mst of these
conpani es each individually cover all, or the greater part of, the
whol e man-made filanment yarn product range. In fact acetate
filament yarn capacity represents only about 4%of total worl dw de
filanment yarn capacity.

c) Possi bl e new market entrants

27. The fundanmental technical knowhow for the manufacture of
acetate yarn is well known and available, not only to those
conpani es involved in yarn manufacture but also to those involved
in other downstream acetate businesses (such as tow, film and
pl astics).

28. Worldw de, there are several producers of acetate flake (such
as Daicel and RhOne-Poulenc) wth significant operations in
downstream acetate activities who could enter the Wst European
continuous filanment yarn market (and the Ilinings sub-market)
t hrough the manufacture of acetate yarns.

29. Furthernore, the current developnent of mcro-fibres wll
enabl e synthetic yarns even nore closely to match the performnce
of acetate in certain key performance characteri stics where acetate
has historically enjoyed an advantage. This wll significantly
i ncrease the conpetitive pressures on acetate yarn producers.

ANCI LLARY AGREEMENTS

30. In connection with the concentration, the parties wll enter
into the above-nentioned ancillary agreenments with the joint
venture (a supply agreenent (the "Flake Agreenment"), the |ease
agreenments, the service and know how agreenents). Furthernore,
there is a non-conpetition clause in the Sharehol ders Agreenent
wher eunder each of SNI A and Courtaul ds undertakes not to conpete
with the joint venture in the manufacture or supply of acetate
yarns for so long as it remains a shareholder in the joint venture
and for two years after it sells its sharehol di ng.

31. The fl ake supply agreenent, which does not stipul ate excl usive
pur chase or supPIy obligations, has to be considered as a
restriction ancillary to the present concentration since its
primary aimis that of ensuring the continuity of supply to the
L0|nt venture of products necessary to the activities taken over.

urthernore, the agreement will provide a certain continuity of
outlets of flake for the parent Courtaul ds), a continuity which
has hitherto been assured by Courtaul ds' supplying its subsidiary
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CFY. However, even though demand for flake outstrips supply, the
parties have not put forward sPeC|f|c*argunents {USII ying the
obj ective need for an agreenent of [...]{) duration. 1t is therefore
considered that the period necessary for the replacenment of the
depFnde?g*{elatlonshlp by autonony in the market should be |imted
to [... .

32. Concerni ng the non-conpetition clause, it has to be consi dered
as arestriction ancillary to the concentration since it expresses
the commtnent of the parties to the Joint Venture, and ensures
that the Joint Venture acquires the parties' goodw |l in this
field. It ains at expreSS|nq(the reality of the lasting w thdrawal
of the parents fromthe nmarket assigned to the joint venture.

33. The three service agreenents have to be considered as
restrictions ancillary to the concentration since they aim to
ensure to the joint venture sone services which are either
physically linked to the |ocation of sone of the Joint Venture's
sites, or are essential for start-up activities and in their
absence the present concentration could be inPIenented onl y under
nore uncertalin conditions or at a substantially higher price.

34. Therefore, the above mentioned agreenents incl uding the suPpIy
agreenent limtedtoal[...]"” duration, are qualified as ancillary
restrictions, and are covered by the decision on this
concentration.

35. The four |ease agreenents concerning the prenm ses are anpng
the el ements constituting the concentration; therefore the question
as to whether they have to be qualified as ancillary restrictions
does not ari se.

CONCLUSI ON

36. It appears fromthe above factors that, even though the joint
venture would have a high share of the Wstern European acetate
filament yarn market, 1t wll Dbe subject to the threat of

significant potential conpetitive pressure, particularly from
inmports, but also from product substitution and new narket
entrants. Thus the joint venture would not be in a position to
inpose significant price rises or other sales conditions
unf avourable to the consuner.

37. Based upon the above findings the Conm ssion has cone to the
conclusion that the proposed concentration does not raise serious
doubts as to its conpatibility with the common market.

*

* *

For the above reasons the Comm ssion has deci ded not to o%pose t he
notified concentration and to declare it conpatible with the commopn
market. This decision is adopted in application of Article 6(1)(Db)
of Council Regul ation No. 4064/ 89.

For the Comm ssion,

TEXTE RECONSTI TUE ELECTRONI QUEMENT / ELECTRONI CALLY RE- CREATED
TEXT / ELEKTRONI SCH NACHGEBI LDETER TEXT

) del eted for publication
(**) a period which does not exceed five years



