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ARTI CLE 6(1)b deci sion
Regi stered with advice of delivery
To the notifying party
Dear Sirs,

Subj ect : Case no. |1V/ML29 - DI d TAL/ PH LIPS
Notification of 30.7.1991 persuant to Article 4 of
Counci | Regul ati on No. 4064/ 89.

1. On 22.7.1991, Digital Equipnment International Limted
(DEIL), a wholly owned subsidiary of Digital Equipnment
Corporation (DEC), and Philips Electronics N V. (Philips)
entered into an agreenent, according to which DEIL wll

acquire nost of the activities of Philips' Information
Systens Division (1SD), including certainrel ated assets and
liabilities.

2. After exam nation of the notification, the Conm ssion has
concluded that the notified transaction falls within the
scope of Council|l Re-gul ation No. 4064/ 89 (Merger Regul ati on)
and does not raise serious doubts as to its conpatibility
with the commpn narket .

COVMUNI TY DI MENSI ON

w

The notified transaction has a Conmmunity dinmension. The
aggregate worl dwi de turnover and the respective Comunity-
wi de turnover of DEC and of the parts of Philips' |SD which
are the object of the transaction!® exceed the thresholds in
Article 1(2) of the Merger Regulation. The worldw de
turnover of the DEC Goup for the finan-cial year ending
30.6.1990 was 10.583 mllion ECU and of the I1SD activities
to be transferred for the year ending 31.12.1990 was

(1

—

Article 5(2) of the Merger Regul ati on.
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[del eted] mlIlion ECU The Conmunity-w de turnover of both
parties was above 250 mllion ECU, and the parties did not
achieve two thirds or nore of their Comunity-w de turnover
in one and the same Menber State.

CONCENTRATI ON

Philips and DEIL have agreed, respectively, to sell and buy
the 1SD business described below and to inplenent the
proposed transaction at the latest on 31.12.1991. The
transacti on has been approved by t he Board of Managenent and
t he Supervi sory Board of Philips and t he Managenent Board of
Digital.

Upon conpl etion of the proposed transaction, DEIL will be
acquiring control of parts of the ISD business within the
meaning of Article 3(1)(b) of the Merger Regulation by
ownership and/or right to use and nanage all of the
activities and related assets and liabilities which will be
transferred fromPhilips 1SD to DEIL

THE PARTI ES

The DEC Goup's line of products ranges from persona
conputers (PCs) to maminfrane systens, each supported by
software. Its principal business activities are the design,
manuf act ure, sal e and servi ce of networked conput er systens,
associ ated peripheral equipnment and related network,
communi cation and software products.

Philips is one of the world's |argest el ectronic conpanies
and devel ops, manufactures and sells, inter alia, lighting,
consuner el ectronics, conponents, sem -conductors, PC s and
communi cati on systens.

The principal activities of Philips' [1SD, which are the
obj ect of the proposed transaction, are the marketing of
smal | and nmedi um si zed conput ers, financial workstati ons and
peri pheral s for these machines as well as for such automatic
tell er machi nes (ATM s) which are produced by third parties,
but distributed by I1SD. Also included in the proposed
transaction are |1SD s devel opnent and |icensing activities
of software applications and manufacturing and devel opnent
activities of peripherals in Sweden, as well as its hardware
mai nt enance servi ce.

Excluded from the transaction are the followng 1SD
activities: the developnent, production, marketing and
after-sales service of smart card products and dictation
equi pnrent and all 1SD real estate and manufacturing
activities and other liabilities and assets related thereto
with the exception of those |ocated in Sweden.

Philips' PC activities have been transferred to another
division within the organisation and are, therefore, not
covered by the pro-posed transaction.



- 3 -

Vi. COWATIBILITY WTH THE COVMON MARKET
The rel evant markets

8. The mai n i npact of the concentration on conpetition wll be
with the followng products and services which nust be
anal ysed separately:

- small nulti-user conputers;

- nmediumsized nulti-user conputers;

- financial workstations;

- software products; _

- hardware mai ntenance services.

9. According to the notifying party, snmall and nedium sized
conputers as well as workstations can be defined and
differentiated fromeach other as foll ows:

- Small and nedium sized conputers are both general
pur pose conputer systems and can support nore than two
term nals. They are differenti ated al nost excl usi vel y by
price. For exanple, snmall conputers nmay cost up to $
100, 000, whereas nedium sized conputers are priced
within the range of $ 100,000 and $ 1, 000, 000;

- Wor kst ati ons have energed as a distinct product group
out of PCs and small nulti-user conputers. They can be
described as high erformance PCs operating wth
industry standard software and very often supporting
nore than one termnal. Wrkstations were originally
designed for technical applications. Nowadays they are
also designed for commercial applications in the
di stribution and utilities industries (retail
wor kst ations) as well as in banking and ot her financi al
services (financial workstations).

The Conm ssion sees no reason not to accept this definition

for the purpose of the present deci sion.

10. The definition of the geographical reference nmarket can be
| eft open, since even on the basis of national markets the
mar kat shares of the parties do not indicate that the
proposed concentration could lead to the creation or
strengt heni ng of a dom nant position significantly inpeding
conpetition.

The market position of the parties

11.

DEC is one of the world s |argest suppliers of networked
conput er systens, software and rel ated services. Its market
position has been assessed by the Comm ssion in the context
of the concentration with Kienzle?, which affected in
particul ar small and nedi umsi zed conmput ers and wor kst ati on
mar ket s. DEC has since acquired the mai ntenance activities
and rel ated personnel of C.S.C. NV/SA (Belgium. Basically,
the Digital Goup remains nore or less the sanme. In
conparison with DEC, Philips" ISD is a relatively snal
vendor. Its turnover anounts to approxi mately [del eted] %’
of the turnover of DEC

See Conmi ssion Decision, 22.2.1991, Digital/Kienzle.
Bet ween 5% and 10%
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For the follow ng reasons the proposed concentration wll
not lead to the creation or strengthening of a dom nant
position significantly inpeeding conpetition in any of the
5 product markets under consi deration:

a) Small multi-user conputers

As a result of the proposed concentration, DEC s share of
this market will increase to about 18%on a Conmunity | evel.
In three Menber States, its market share will increase to
nore than 20% nanely in the Netherlands (from 17,5% to
26,4%, in Belgium (from 15,2% to 22,5% and in GCernmany
(from14,8%to 21,3% . DECw || take the first place on this
mar ket ahead of | BMand Si enens/ Ni xdorf, the shares of which
are respectively about 15%and 13% A nunber of other mjor
undertaki ngs are al so present in this market such as Uni sys,
Bul | and AT&T/ NCR.

Al though DEC wll beconme the market |eader, there are
several other strong players present in the nmarket.
Moreover, nost of the proprietary product Ilines of

Philips/1SD - with the exception of Megadoc - have arrived
at their life-end and will be gradually phased out.

b) Mediumsized nulti-user conputers

Wth a Community market share of 16,5% DEC is second to
| BM the share of which is about 20% There are a nunber of
ot her conmpetitors on this market, such as Bull, Unisys,
Si emens/ Ni xdorf and Fujitsu/lCL.

The proposed concentration will not change the position of
DEC on this market. Philips" 1SDs market share is
i nsignificant through-out the Comunity.

c) Financial workstations

The workstations nmarket is a fairly new, devel opi ng market
whi ch shows a high annual growth rate (nore than 30% . DEC
which is one of the three |eading players on this market
(together with Hewl ett Packard and Sun M crosystens) has had
an average market share in the last three years of 22%

H gh market shares on high growth markets involving nodern
technology are not extraordinary, and they do not
necessarily indicate market power. In fact the devel opnent
of the market shares of the three |eading conpanies over a
period of time shows the dynam c nature of this nmarket.
There has been constant change incl udi ng a change of market
| eader shi p.

By acquiring Philips' 1SD, DEC acquires a mnor player in
the financial workstations market. The increase of nmarket
share wll be insignificant. Philips' 1SD is selling
financi al workstations such as banking term nals and ATMs,
the latter being bought from [del etede] ™.

[froma third party supplier].
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Wth ATMs, Philips' 1SD has achieved in market shares of
+20% in four Menber States (Belgium Ireland, Netherlands
and UK). The agreenent with [deleted]™ was, however,
termnated on July 1, 1991, and the rights pursuant to the
agreenent expire for ATMs on July 1, 1992, and for spare
parts on July 1, 1999. Therefore, Philips' |SD has no | onger
a devel opi ng presence on this particular market. Mbreover,
DEC does not distribute ATM products.

Philips' 1SD sells banking termnals which have been
recently devel oped. DEC does not today offer retail banking
products to any significant extent, but distributes the
| arger back office systens. The econonmic advantages
resulting for DEC from this wvertical aspect of the
concentration are nevertheless unlikely to have a
significant effect on conpetition, because the share of the
parties' activities in these markets is |limted.

d) Software products

Until recently Philips' |1SD has had proprietary products
running on its own operating systens. The nobst recent
generations of its conputers have started to nove away from
these. The Philips' [1SD application software has been
desi gned for these proprietary products. There is therefore
no major overlapping in Philips' and DEC s activities in
this field. The main software products of Philips' |1SD are
aut omati on application for vertical sectors such as, inter
alia, banking, printing and hotels, or horizontal sectors
i ke accounting and docunent handling, whilst DEC is
essentially present in the engineering and research fields
i n which DEC benefits from nunmerous applications devel oped
by users.

In view of the above and on the basis of the information
currently available to the Comm ssion concerning these
markets, the potential benefits to DEC resulting fromthe
proposed concentration are not significant.

e) Hardware nmaintenance services

It is not necessary in the circunstances to define whether
specific markets exist for the different types of hardware
mai nt enance services. The notified concentration will |ead
to alimted increase of market shares. Philips' ISDis a
smal | player with a share below 3% of the overall market.
DEC wi Il becone second on this overall market with a share
of 11% representing half of the market share of |BM

ANCI LLARY RESTRI CTl ONS

Section VIlI of the agreenent contains a non-conpetition
cl ause which prohibits Philips to conpete for 5 years in the
field of those |ISD businesses to be transferred under the
proposed trans-action, whereby DEIL ensures that Philips
cannot re-enter the product markets before DEIL has had a
chance to gain the loyalty of the custoners and to exploit

" [froma third party supplier]
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the transferred knowhow. In these circunstances, the
Conmi ssion finds the non-conpetition clause to be directly
related and necessary to the inplenentation of the
transaction, and therefore covered by the present deci sion.

The sane applies to the supply agreenents which are foreseen
in the agreenent, Section |V. According to DEIL, these
agreenents concern certain |ISD conputer series covered by
the transaction, their add-ons and spare parts, the
manufacturing facilities of which are not included in the
transaction (Small and medium sized conputers: P 4000, P
6000, P 7000, P 9000 and the [deleted]). The agreenents are
necessary to enable DEIL to supply the acquired custoner
base with additions and spare parts, until the products are
phased out whereafter it can supply DEC equipnment. The
duration of these supply agreenents will be directly Iinked
to the phasing out of these products. According to the
information avail able to the Commi ssion, it i s expected that
Philips wll phase out the conmputer and [deleted]
manuf acturing activities by the end of 1992.

FlI NAL ASSESSMVENT

27.

Based upon the above findings, the Conm ssion has cone to
the con-clusion that the proposed transaction does not
create or strengthen a domi nant position which raises
serious doubts as to its conpati-bility with the common
mar ket .

For the above reasons, the Comm ssion has deci ded not to oppose
the notified concentration and to declare it conpatible with the
common mar ket . This decision is adopted in application of Article
6(1) (b) of the Merger Regul ation.

For the Commi ssi on
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