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To the notifying parties

Dear Sirs,

Subj ect: Case No. |V/ M52 - Vol vo/ Atl as
Counci| Regul ation No. 4064/ 89

1. The notification of 6.12.1991 pursuant to Article 4 of
Counci | Regul ati on No. 4064/ 89 (Merger Regul ati on) concerns
the creation of a joint venture (VOAC Hydraulics AB,
"VOAC') by Volvo Flygmotor AB ("VFA') and Atlas Copco
("ATLAS"), to which the parties intend to transfer all of
their respective worldwide activities for hydraulic
conponent s.

2. After exam nation of the notification, the Conm ssion has
concluded that the notified operation falls within the
scope of the Merger Regulation, and that it does not raise
serious doubts as to its conpatibility with the conmon
mar ket .

| . THE PARTI ES

3. VFA is a wholly owned subsidiary of AB Volvo which is the
ultimate parent of the Volvo group. Volvo's activities
i ncl ude the manufacture and retailing of notor vehicles and
parts and accessories thereto.

VFA i s the parent conpany in a group active on a worl dw de
scale in the design, manufacture and distribution of air
and space propulsion products, vehicle conmponents and
hydraulic products. It conducts its activities in the
market of hydraulic equipnent through a wholly owned
subsidiary, Volvo Hydraulic AB, the activities of which
will be transferred to VOAC
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Atlas is the ultinmate parent conpany of the Atlas Copco group.
It is active on a worldw de scale in the design, manufacture
and distribution of air and gas conpressors, construction and
m ning equi pnment and power tools, including hydraulic and
pneumati c conponents. Atlas conducts its activities in the
mar ket for hydraulic conponents through Mnsun-Tison AB, a
whol |y owned subsidiary.

COMMUNI TY DI MENSI ON

The conbi ned aggregate worldw de turnover of AB Volvo and
Atlas in the | ast financial year was above 5 billion ECU Both
parties nmeet the requirenments of Article 1(2)(b), each having
had an aggregate Community-w de turnover in excess of 250
mllion ECU the parties do not achieve nore than two-thirds
of their turnover within one and the sane Menber State. The
proposed concentration thus has a Conmunity di nmension.

CONCENTRATI ON
Cont r ol

Upon conpletion of the proposed transaction, each of the
notifying parties will hold a 50% interest in VOAC. The
Shar ehol ders Agreenent provides for unani nous decisions on
Shar ehol ders Meetings. In addition to Board Menbers appoi nt ed
by the trade unions by virtue of |aw, the Supervisory Board
shal | consist of four nenbers, each party nomnating two, its
Chai rman bei ng el ected by the Board. The Managi ng Di rect or of
VOAC shal |l be approved by both parties.

It follows fromthe 50/50 sharehol ding and the Sharehol ders
Agreenent that the two parties have to agree on all nmjor
deci sions concerning VOAC. Thus, VOAC is jointly controlled
by VFA and Atl as.

Aut ononbus _econom c entity

7.

VOAC wi Il performon a lasting basis all the functions of an
aut ononous economc entity with its own accounts, assets,
staff, managenent, Supervisory Board, etc. Al new products
w Il be marketed under the nane of the joint venture, "VOAC
Hydraul i cs".

Products currently marketed under the Volvo and Atl as trade
names wll continue to be marketed under these nanes for a
period of 4 years due to an exclusive |icense given by the
parents to VOAC for the relevant products. Thereafter, they
too wll be sold under the VOAC Hydraulics trade nane.
Al t hough sonme sales will be nmade to both Volvo and Atlas,
approxi mately 90% of VOAC s sales will be external.

The Sharehol ders Agreenent is valid for five years, and
thereafter extended for subsequent periods of three years
unless termnated by either party. This wll not, however

affect the status of VOAC as an aut ononobus econom c entity on
a lasting basis. The possible withdrawal of either of the
parties from the Sharehol ders Agreenent affects only this
party's participation in VOAC as a shareholder, i.e., the
party (parties) can sell their holding to the other party or
third parties, but VOACw Il continue as a full functioning



conpany.

Absence of risk of coordination

9.

10.

11.

V.

The notifying parties intend to transfer all their activities
and assets in the sector for hydraulic conponents to the joint
venture, VOAC, including all intangible assets such as gener al
goodwi | I, patents, patent applications, |icences, | ogos, nodel
nom nati ons, copyrights, etc. The parties will also transfer
all their marketing, sales and service operations concerning
the affected products to VOAC.

There is norealistic possibility for the parents to re-enter
the joint venture markets. In addition to that the parties are
bound by t he Sharehol ders Agreenent which foresees that they
w Il not conduct operations which conpete, directly or
indirectly, with the businesses transferred to the joint
vent ure.

Vol vo and Atlas will withdraw fromthe markets of VOAC, but
certain vertical relations will remain in the formof sales
between VOAC and its parents. For exanple, sonme of the
products concerned can be installed in Vol vo trucks. However,
none of Volvo's trucks are supplied with the hydraulic
conponents concerned as standard equi prnent.

The parties have infornmed the Conm ssion that between 5% and
11% of the products concerned are sold to the parent
conpani es, w thout any exclusive sales agreenent, and that
such sal es take place on normal market conditions.

Due to the fact that:
- approxi mately 90% of VOAC s sales will be external;

- the sales by VOAC to the parent conpani es represent
respectively less than 0,05% and 0, 5% of the purchases
of Volvo and Atl as;

the vertical relationshi ps are consi dered insignificant. Thus
it can be reasonably assuned that there wll not be
coordination of the conpetitive behaviour as between the
parents thensel ves or between any one of themand the JV.

In view of the above it can be concluded that the notified
operation constitutes a concentration within the neani ng of
Article 3 of the Merger Regul ation.

COWPATI BI LITY WTH THE COMON MARKET

Af fected Product WMarket

12.

13.

The notifying parties will transfer to VOAC their respective
operations in the area of hydraulics: Volvo wll transfer its
punp and notor activities, and Atlas will transfer its valve
and cylinder operations.

Hydraulic is a technology based on the wuse of an
i nconpressible fluidtotransmt energy in a controll ed manner
so that hydraulic conponents wi |l behave in a predi ctabl e way.
Hydraulics are normally divided into industrial hydraulics
and nobile hydraulics. The fornmer are normally wused in
i ndustries such as plastics, the latter are used in, inter
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alia, larger road and off road vehicles (e.g. trucks and
excavators) and ot her work functions.

The notifying parties are predom nantly working for the nobile
hydraulic industry. A nobile hydraulic system normally
consi sts of the foll owi ng conponents which are |i nked toget her
by tubes, hoses or electrical wring:

- one or several punps to establish a pressure in the oi
circuit;

- one or several valves to give direction to the oil flow,
restrict pressure, etc.;

- one or nore notors causing wheels to revol ve;

- oil tanks, filters, accunulators, etc.;

- one or nore cylinders causing shovels to tip, etc.

The notifying parties consider that each of these conponents
represent a uni que product which performa specific function.
They are sol d separately to manufacturers of certain nachi nes,
e.g., excavators, forest machines, etc. The affected rel evant
product markets are therefore the follow ng nobile hydraulic
conponents: punps, notors, valves and cylinders.

Geogr aphi ¢ Ref erence Mar ket

15.

16.

The geographic reference market appears to be the Community.
According to the notifying parties, the nmpjority of the
hydraul i c conponents are nmade to neet international standards
accept ed t hroughout the Community. There are no tariff or non-
tariff barriers to trade within the EC, and transport costs
seemto be insignificant for the final price of the products.
Price differences are mainly due to the degree of service
demanded such as stockholding, installation service or
financial conditions.

Furthernore, there 1is considerable cross-border trade.
According to figures available to the Comm ssion, inports
com ng from Menber States or third countries represented in
1988 nore than 60% of the Community's market value for the
rel evant products.

Finally, there is a significant nunber of manufacturers
involved in the distribution of the rel evant products due to
the technical and custom zed character of the products which
are normally sold to original equipnment manufacturers and
ot her internediaries throughout the Community.

Assessnent of conpatibility

17.

The estinmated val ue of the rel evant product markets within the
Comunity in 1990, and the annual growth for the period 1988-
1990, were approximately the foll ow ng:

Punps - 550 mllion ECU and -1, 1%
Mbt or s - 220 mllion ECU and -0, 7%
Val ves - 600 mllion ECU and -0, 9%
Cylinders - 375 mllion ECU and +0, 1%
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The notifying parties do not expect these markets to grow in
the near future; on the contrary the downward trend is |likely
to continue.

The Conmm ssion has examned the horizontal and vertical
rel ationshi ps between the product ranges of the parties
concer ned.

i) Hori zont a

In viewof the fact that Volvo is active in the punp and not or
mar kets, and Atlas is active on the nmarkets for valves and
cylinders, the market position of VOACw I| be that currently
held by each party as the products in question are
conpl enentary and not substitutable or overl apping.

The shares of the parties wthin the Coommunity on the rel evant
product markets are between 0, 2% and 9, 4%

ii) Vertical

As regards the vertical links, the concentrationis not |ikely
tosignificantly strengthen the market position of VOAC on t he
mar kets of hydraulic punps, notors, valves or cylinders for
the foll ow ng reasons:

-only a small percentage of valves and cylinders (11%
is sold to the Atlas Copco group; such sales to the
Vol vo/ Renault joint venture in the field of trucks™® are
i nsignificant;

- the percentage of sales of punps and notors to the
Vol vo/ Renault group is less than 5% such sales to the
Atl as Copco group are insignificant.

- the concentration will not |ead to an appreciable
foreclosure effect on the markets where VOAC w il
oper at e.

- i nany case the Vol vo/ Renault joint ventureis controlled
by Vol vo and Renault which neans that its JV will have
| ess incentive to favour VOACthan in the case of a Vol vo
fully owned subsidiary.

It is very wunlikely that the proposed operation wl]l
strengthen the market position of the parent conpanies
significantly. Atlas does not hold a market share above
twenty-five % in any product incorporating the relevant
pr oduct s. As regards VOAC s relationship wth the
Vol vo/ Renault joint venture

- none of the products of the Vol vo/Renault joint venture
are supplied wth hydraulic products as standard
equi pnent ;

- products such as punps can be installed at clients'
request after or before delivery;

- 50% of those punps are installed after delivery;

(1)

Conmmi ssion's Decision of 6.11.1990, case No. |V/M)04: Vol vo
Lastvagnar AB is owned by Volvo AB (55% and Renault (45%
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- the clients have the choice to have that done either by
t he Vol vo/ Renaul t j oi nt venture or i ndependent conpani es;

- the sale of valves and cylinders to the Vol vo/ Renault
joint venture is insignificant.

ANCI LLARY RESTRAI NTS

The Shar ehol der s Agreenent cont ai ns a non-conpetition covenant
by which the parties are prohibited from directly or
indirectly conducting operations in conpetition with the
busi nesses of VOAC for as long as they are bound by this
Agreenent and this for a mninum period of five years. This
non-conpetition clause is ainmed at expressing the reality of
the lasting withdrawal of the parents fromthe nmarket assi gned
to the joint venture and is therefore recognised as an
integral part of the concentration.

FI NAL ASSESSMVENT
Based on the above findings the Comm ssion has cone to the

concl usi on that the proposed operati on does not rai se serious
doubts as to its conpatibility with the common market.

For the above reasons the Comm ssion has deci ded not to oppose the
notified concentration and to declare it conpatible with the conmon
mar ket. This decision is adopted in application of Article 6(1)(b)
of the Council Regul ation No. 4064/ 89.

For the Comm ssion,
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