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COMMISSION Brussel s 24. 02. 1992

OF THE EUROPEAN
COMMUNITIES

MERGER PROCEDURE
ARTI CLE 6( 1) b DECI SI ON

PUBLI C VERSI ON

TO THE NOTI FYI NG PARTY

Subj ect: Case No. |V/M 166 - TORRAS/ SARRI O

The notified concentration consists of the acquisition by G upo
Torras SA ("TORRAS'), through its 100% owned subsidiary
Sarriopapel y Celulosa SA, previously known as Oitronic SA,
of the entire non-board paper activities of SARRIO SA. The
concentration conprises all of the Spani sh pul p and non-board
paper production and rel ated di stribution assets of SARRI O SA
These assets will be referred to as SARRI O hereafter.

After exam nation of the notification, the Comm ssion has
concluded that the notified operation falls wthin the scope
of application of Council Regulation No 4064/89 (the Merger
Regul ation) and that it is conpatible with the conmon mar ket .

LATE NOTI FI CATI ON

The mai n purchase agreenent was signed on 7 February 1991 and
put into effect thereafter in breach of article 7(1) of the
Mer ger Regul ation (suspension of the concentration).

However, in view of the problens related to the cal cul ati on of
the turnover of holding conpanies such as the KIO and in
particul ar how the Regul ati on would apply to an organi zation
such as the KIO the Comm ssion considers that the fines
provided for in article 14(2)(b) of the Merger Regul ation
shoul d exceptionally not be inposed.

COVWUNI TY DI MENSI ON

TORRAS parent conpany is the Kuwait I nvestnent Ofice (KIO,
whi ch hol ds wel | over 50%of TORRAS share capital. Its turnover
must therefore be taken into account pursuant to article
5(4)(b) first indent of the Merger Regul ation.
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KIOis part of the Kuwait Investnent Authority. Its econonic
activity consists of the managenent of investnents on behalf
of the State of Kuwait. The investnent activity of KIOdivides
into two distinct parts:

- portfolio (equities, fixed interest securities and real
estate) in which KIO acts as an institutional investor.

- "direct" investnent, where KIOconsiders it appropriateto
take an active part in the conpany's nmanagenent.

The rul es provided for inarticle 5(3) of the Merger Regul ation
require |loans and advances to custoners to be taken into
account in order to calculate the Community-w de turnover and
turnover in one Menber State. The Conm ssi on consi ders that the
hol di ng of fixed interest securitiesis essentially another way
of giving credit to third parties. Therefore, the Comunity
wi de turnover and turnover within one Menber State is to be
calculated on the basis that fixed interest securities held
from Community residents issuers and i ssuers fromthat Menber
State, respectively, constitute | oans and advances i nthe sense
of Article 5(3) of the Merger Regul ati on.

The operation has a Conmmunity dinmension. The aggregate
wor | dw de turnover of the undertakings concerned exceeds
5.000 mllion ecus in the financial year preceding the
operation. The aggregate Community-w de turnover of each of
TORRAS and SARRI O exceeds 250 million ecus. The parties do not
achieve nore than two thirds of their Comunity turnover in one
and the sane Menber State

COWPATIBI LITY WTH THE COVWON MARKET

Rel evant product narket

The transformation of wood into paper and the selling to
consuners through nerchants leads to the identification of
several distinct product markets. First, wood and waste paper
is turned into pulp. Secondly, pulp is turned into paper of
different qualities, grades and weights. Finally, part of the
paper production is sold to the consuner through nerchants.

a. The pul p market

Pul p reveal s different properties dependi ng on the wood used,
the treatnent used to turn the wood into pulp and on whet her
the pul p has been bl eached or not.

Most of the pulp is fed into the paper-making machi nes w t hout
passi ng through the pulp market. The pulp traded is therefore
mai nly confined to pulp sold for use in non-integrated paper
mlls. Moreover, the parties' production of pulp is basically
for their own use, and their (marginal) sales represent only
[ 1 of the Spanish free narket.

b. Paper manufacture

In order to establish the segregation that i s made between t he
different categories of paper, it is inportant to understand

Less than 5%
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t he paper-maki ng process. It is basically a two stage process.
The first stage consists of nmaking the paper by depositing
cellulose fibres from an aqueous slurry and drying to form
sheets. The second stage nmay consi st of coating the paper with
a mxture of china clay and starch, |latex or other binders.
Alternatively, uncoated paper nmay be cal endered by passing it
bet ween heavy rollers in order to snooth it.

12. Papers may be coated or not. Sone nmachines integrate both
processes, whereas others do not. Coated papers are well suited
for colour printing and even if the paper has been nade from
mechani cal treated pulp, the paper will not discol our.

13. The parties have defined three different product markets; the
sel f - adhesi ve paper market, the self-copying paper market and
the "fine paper” which conprises the total printing and witing
paper market, fromwhich the parti es excl ude newsprint, LW and
SC

14. The sel f-adhesive and sel f-copyi ng paper markets are separ at ed
equally fromthe consuner's and fromthe producers' points of
Vi ew.

15. Wthinthe fine papers market, enquiries nmade by t he Conm ssi on
and further information supplied by the parties, shows that
further subdivisions are appropriate to assess the nerger.

Fi ne papers include both coated and uncoated papers made of
pul p mechani cal | y treated (al so referred to as
"woodcontai ning”") or chemcally treated (also referred to as
"woodfree").
Fi ne paper Di scol our Wei ght Col our Price Remar k
subdi vi si ons printing

Uncoat ed Yes 55- 80g Not best [ 1@

wood- sui ted [ 1*

cont ai ni ng

Uncoat ed No 60- 809 Not best Typi ca

woodf ree sui ted phot ocopi er

paper

Coat ed No or 60- 80g Sui t ed [ 1®

wood- little [ ]1**

cont ai ni ng

Coat ed No 80- 1409 Sui t ed There are a

woodf ree | ot of dif-

ferent grades
in this cate-
gory, i.e.
art paper

* M ni mum maxi mum and average price for uncoated paper sold by D SPA
pi ece per 1000 kg in Ptas for 80g sheets of 65x50 cm

** Sane as above but for uncoated paper

16. The parties do not manufacture paper frommechani cal pul p. They

do market certain nechanical based papers, but they do not
attain significant market shares (in excess of 5% in any
Menber State of the Conmunity. Therefore, the anal ysis focuses
on wood-free papers; the question of whether wood-containing
papers conpete with wood-free in certain end uses can be |eft
open, as even on the narrowest market definition there wll

(2)
(3)
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be no doubts as to the conpatibility of the operation with the
common mar ket .

Uncoat ed and coated papers

Demand side substitutability

There is limted substitutability between uncoated and coated
papers because of their different characteristics (such as
di scolouring and printing quality). In addition uncoated paper
is much cheaper than coated paper. The above tabl e shows that
the price of the cheapest coated paper is even higher than the
price of the nost expensive uncoated paper and that coated
paper is on average 15% nore expensive than uncoated paper.

Suppl y-side substitutability

Fromthe supply side, there is a rather high substitutability.
I ndeed, since the difference between coated and uncoat ed paper
results fromextra processing, the coating processing can be
i ncl uded whenever required. Since the different grades of paper
result mainly fromthe bl end used, the coating materials used
and sone other extra processing, it is relatively easy for a
producer to switch from production of one paper type to
another. This is particularly true with regard to the ol der
non-i ntegrated machi nes, which can be used for various kinds
of paper production. The hi gh speed, high capacity and highly
integrated new mlls are also able to switch from production
of one paper type to another, although to a |l esser extent than
ol der non-i ntegrated nmachines.

The parties are mainly active in the production of coated
(wood-free) papers. Therefore, the analysis wll focus
primarily on the inpact of the transaction in this segnent. As
there are no conpetition concerns arising fromthe operation
inthis narrowmrket, a nore preci se definition of the product
mar ket is not necessary.

Wt hin coat ed papers, still afurther segnentation between top-
range (special coated, art) and nedium range (fully coated)
papers is theoretically possible. However, due to the high
degree of denmand-side substitutability between at |east sone
of these segnents and that many of the existing nachines all ow
producers to switch fromone segnent to a better quality one
(basi cal |y by addi ng coating) or vice-versa, coated wood-free
paper shoul d be considered as a whol e.

C. The distribution market

When buyi ng paper, the consunmer has the choice between buying
t he paper directly fromthe producer or through nerchants. The
choi ce of addressing oneself to one or the other is determ ned
by various factors such as the quantity of the orders, the
proximty, the after sal es service or technical assistance, the
price and the range of products offered.

Merchants attract custoners who need fast delivery of small

gquantities and t hose who want to have t he choi ce bet ween a w de
range of products.

Producers attract custoners who need bulk delivery at | ower

prices.
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The typical clients of producers are printing offices and
publishers and any kind of large quantity paper consuner,
whi | st the typical clients of merchants are all the small paper
consuners. Being the customer of one does not invol ve not bei ng
t he custoner of the other. Indeed, many printing offices al so
sonetinmes order from nmerchants when fast delivery of small
quantity of paper is required.

For the reasons nentioned above, the distribution through
mer chants constitutes a distinct market, although it cannot be
considered in total isolation, fromdirect deliveries.

Rel evant Geogr aphi ¢ Mar ket

Pul p

The EEC is a net-inporter of pulp. O a total consunption of
17 mllion tonnes, sone 11 mllion tonnes are inportedinto the
Eur opean Comunity, mainly fromSweden (2 mllion), Finland (1
mllion), Canada (2 mllion) and USA (1,8 mllion). Inported
pul p into the European Community represents nearly 50% of the
total consunption of fibrous raw materials (including waste
paper pul p) by the EC papernaki ng i ndustry. Intra-EC trade of
pul p amounts to 2 mllion tonnes.

In view of these trade flows, the nmarket for pulp is at |east
Communi ty-w de. The questi on whet her t he mar ket i s broader, can
be left open since even on an EEC-w de basis, the operation
does not raise serious doubts as toits conpatibility with the
Common mar ket .

Paper manufacture

Trade flows and the fact that each Menber State produces,
i nports, and exports each of the various categories of papers
i ndi cates that conpetition in the paper sector takes place at
| east at Community level. Furthernore, the presence of the
maj or paper manufacturers throughout the Community and t he fact
that conditions of transport or transport costs are not of a
nature to hinder trade, reinforce this conclusion.

The parties, however, carry out nost of their activity in
Spain. In none of the product markets defined above do they
reach market shares exceeding [ ]™ in any Menber State,
excepting Spain and Portugal.

The high market shares attained by TORRAS/ SARRIO in their
donestic market derive fromthe fact that they were the nost
i nportant producers when the Spanish market was closed to
foreign conpetition. Tariff rates and other taxes applied
before t he Accessi on of Spain to the European Conmunity i nplied
a price increase for nost inported papers of around 30%

The suppression of the above-nentioned barriers has resulted
in a rapid and constant increase of inports, as well as a
gradual decrease in prices of the products sold by the parti es.

Thi s phenonenon has been true for all kinds of paper. In the
case of coated wood-free paper, the volunme of inports into
Spain anounted to 33.8% of total consunption in 1990 and to

Around 10%
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41. 7%in 1991. Most of the maj or European producers (including
Swedi sh and Fi nnish) such as Arjomari, Leykam MbDo, Stora,
Burgo and KNP have thereby gained access to the Spanish
territory.

Four further factors have favoured inports into the Spanish
territory:

- the market in Spainis in a stage of expansion, as demand
is growm ng at a quicker pace than in other Menber States

- transport costs are low, and they can be negligible (2%
3% when | arge vol unes of paper are transported

- 80% of the coated wood-free paper sold in Spain is
purchased directly frommanufacturers, as the clients are
printers and editors that order Jlarge quantities.
Therefore, access is not limted by the lack of a |oca
di stri bution network

- access to distribution networks i s possible for producers,
al though creating their own network requires tine. O her
options avail abl e are the use of independent nerchants or
of manufacturer - owned nerchants when the product is
different fromthe types they offer.

Concl usi on. For the above reasons, in spite of the high market
shares attained by the parties in their donestic market, the
rel evant geographic market is w der than Spain and Portugal .
For operators based in these two countries, the geographic
mar ket is therefore at |east Comunity-w de.

Di stribution (paper merchanting)

One of the principal elenents of a paper nerchant business is
the provision of a pronpt delivery service. According to
information provided by the parties, one of the reasons for
which a client would purchase froma distributor is to ensure
delivery within 24 hours and avoid stock nmmintenance; the
techni cal service being another reason. Conpetition in the
merchanting sector would therefore be at nobst national in
scope.

ASSESSMVENT

The market position of the parties

Wod pul p

TORRAS and SARRI O have traditionally produced woodpul p nostly
for their own consunption. However, after TORRAS acquisition
of La Cellul ose des Ardennes, TORRAS has been selling pulp in
France, the Net herl ands, Gernmany, Spain, Belgiumand Italy. Its
total sales of pulp anount to[ ] of all EC consunption. In
Spain their production represents [ ](® of the total
consunption and their sales only [ ] of non-captive
producti on. Therefore the concentration would not result inthe
creation or strengthening of a dom nant position as a result

Less than 5%
Less than 20%
Less than 5%



37.

38.

39.

40.

41.

-7 -

of which effective conpetition would be significantly i npeded
in the common market.

Uncoat ed wood free paper

In this product market, the activities of the parties are
mai nly based in Spain and Portugal, where their market share
was around 25% in 1991, followed closely by the Arjo-Wggins
group and national producers. The parties do not attain a 5%
share of the Community market. Therefore the concentration
woul d not result in the creation or strengtheni ng of a dom nant
position as a result of which effective conpetition would be
significantly inpeded in the comon market.

Coat ed wood free paper

This is the core business of TORRAS and SARRI O, al t hough t hey
have not been present in the sane segnents that could be
di stinguished within this product market. SARRI O has been
operating in the top-range segnents (special coated, art)
whereas TORRAS has been nostly active in the nedium range
(fully coated).

The conbi ned market share of TORRAS and SARRI O in 1990 was
[ 1® and [ ] in 1991 in Spain and [ ]9 in Portugal
Their conpetitors are small-sized national producers and
i nternational groups, such as Arjo-Wggins, although none of
them account for a market share higher than 15% At the
Community level, and taking together the production of all
wood-free paper (coated and uncoated), the parties held a
[ 1 nmarket share in 1990. They do not have a significant
presence in any other Menber State.

Eur opean producers have confirnmed that access to the Spanish
territory is no longer difficult for them At the sane tine,
al | Spani sh manuf acturers have stated that their possibilities
of expansion are hindered by inports, which have al so brought
about a significant decrease in prices. As a result of this,
their market shares have been eroded: TORRAS and SARRI O had a
conbi ned market share of [ ] in production of coated wood-
free papers in 1989, which has decreased to [ 1 in 1991.
Therefore, notw thstanding the present |evel of the parties'
mar ket shares, the growi ng penetration of the major European
conpetitors in the Spanish territory (which is likely to
continue for the above reasons) |eads to the concl usion that
t he operati on does not create or strengthen a dom nant position
as a result of which effective conpetition would be
significantly inpeded in the Comon market.

Sel f - copyi ng paper

TORRAS does not manufacture self-copying paper. SARRIOis the
only manufacturer in Spain with a market share of [ ] in

(8)
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Spain and [ ] in Portugal. The parties narket shares are
bel ow 10% in all other Menber States and their share of the
total Community market is [ 1%, Inports account for the
remai nder of consunption in Spain. August Koehler, Arjo-
W ggins, Zanders and Storal/Feldnihle which are the main
conpetitors in these markets, are all nmuch | arger groups than
the parties.

Inviewof the parties' market shares, the | arge and i ncreasi ng
quantities of inports into Spain, the depressive effects they
are having on both nomnal and real prices, and the
significance and size of conpetitors, the concentrati on would
not result in the creation or strengthening of a dom nant
position as a result of which effective conpetition would be
significantly inpeded in the Comobn narket.

Sel f adhesi ve paper

SARRI O does not manufacture self-adhesive paper, but it sells
third party products in Spain. The conbi ned mar ket share of the
parties amobunts to [ ]®” in Spain and less than 2% in any
ot her Menber State and the Community as a whole. Inports into
Spain account for 37% of consunption in 1990, and show an
increasing trend. Therefore the concentrati on woul d not result
in the creation or strengthening of a dom nant position as a
result of which effective conpetition would be significantly
i npeded in the Conmon market.

The distribution market

The total anobunt of sal es made t hrough paper nerchants varies
according to the product. TORRAS and SARRI O sell through
merchants [ ]™® of their self-copying paper whereas only
[ 1 of their self-adhesive paper and [ ] of their coated
and uncoated woodfree paper. Their conbi ned market share of
whol esal e distributionin Spainwas [ ]®" in 1990, their next
conpetitors being Arjo-Wggins [ ]2, Leykam [ ] and a
| arge nunber of regional independent nerchants.

The parties have therefore a substantially | arger market share
than any of their conpetitors. However, as indicated by a
nunber of the mai n Eur opean paper manufacturers, entry intothe
Spani sh nerchanting market is not hindered by significant
barriers. A distribution network can be created starting with
sone sal es agents and sonme war ehouses and al so by purchasi ng
exi sting independent nerchants.

At the sanme tine the clients of paper nerchants contacted by
the Comm ssion have stated that there is a wide variety of
Spani sh and foreign suppliers in Spain and they could switch
their orders if the conditions on quality, price or service
made it advisable to do so.

(15)
(16)
(17)
(18)
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45. Therefore, the w despread distribution network of TORRAS and

V.

46.

SARRIO w |l not be such as to create or reinforce a dom nant
position as a result of which effective conpetition would be
significantly inpeded in the Commobn market.

CONCLUSI ON

In the light of the above the operation does not create or
strengthen a dom nant position as a result of which effective
conpetition would be significantly inpededin the Common market
or in a substantial part of it.

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

For the Comm ssion,

TEXTE RECONSTI TUE ELECTRONI QUEMENT / ELECTRONI CALLY RE- CREATED

TEXT / ELEKTRONI SCH NACHGEBI LDETER TEXT



