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|XRTI CLE 6(1) (b) DECI SI ON

[ POUBLTC VERSTON |

Regi stered_ letter wth
advice of delivery

1. Notifying party
2. Notifying party

Dear Sirs,
Subj ect: Case No. |V/M17 - Aérospatial e/ MBB

1. The French state-owned conpany Aérospatiale (AS) and the
Cerman Messerschm tt-Bol kow Bl onm GrbH (MBB), a subsidiary of the
Dai m er-Benz group, have decided to mnerge their helicopter
activities. The proposed concentration was notified on 24 January
1991 and wll be executed as foll ows:

- AS and MBBw || transformtheir helicopter divisionsinto
| egal |y i ndependent entities ("National Conpanies"),

- All of the shares in these National Conpanies will be
hel d by Eurocopter S. A, a newy created Hol di ng Conpany
| ocated in France.

- For as long as the shareholding ratio in Eurocopter S. A
remai ns at 60% AS and 40% MBB, all strategic decisions
will require the unanimty of both partners in the
supervi sory board and the executive functions wll be
exerci sed by two managi ng directors (one fromAS and one
fromMBB) who w il act on a consensus basis.

2. After exam nation of the notification, the Conm ssion has cone
to the conclusion that the notified operation falls within the
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scope of Council Regul ati on No. 4064/ 89 and does not rai se serious
doubts as to its conpatibility with the common market.

l. CONCENTRATI ON

3. The project constitutes a concentration in the form of a
concentrative joint venture within the neaning of Article 3(2) of
the Merger Regulation in particul ar because:

- Eur ocopter will be jointly controlled by AS and MBB, and

- AS and MBB wll transfer the whole of their helicopter
activities to Eurocopter and wi thdraw permanently from
the helicopter narket.

1. COMMUNI TY DI MENSI ON

4, The aggregate worl dw de turnover of the Daimer-Benz G oup
(DB) and ASin the last financial year was 46.7 billion ECUs. Both
undertaki ngs neet the requirenents of Art. 1(2)(b), DB and AS each
having an aggregate Comunity-wi de turnover of nore than 250
mllion ECUs, of which not nore than two thirds were achieved in
one and the sane Menber State. Consequently, the proposed
concentration has a Comrunity di nensi on.

[11. COWPATIBILITY WTH THE COVMON MARKET

5. The proposed concentration affects the product markets of
mlitary and civil helicopters (including devel opnent, production
and product support, ie sale of spare parts, repair, maintenance

and training). |In the helicopter business, nore than one third of
the total turnover is normally derived fromproduct support due to
the fact that the useful life of a helicopter is between 20 and 30

years. This market segnment cannot be considered, however, as a
separate rel evant market, as product support activities depend on
the manufacturers fleet being in service and thus on the sal es of
hel i copters.

6. The main characteristic of the helicopter business is the
strong link between the activities in the mlitary and civil
sectors. The devel opnent of new products in the helicopter market
is to avery large extent supported by mlitary budgets and civil
helicopters are nostly derived fromstate funded mlitary nodels.
Performance in the civil sector is therefore fundanental |y based on
busi ness contracted in the mlitary sector.

7. Based on the turnover achieved in the period 1987-89, the
mar ket shares in the total helicopter market (mlitary orders,
contracted mlitary devel opnent, civil deliveries, product support)
within the EC were nearly the sane for AS and the Italian conpany
Agusta, each having a share of about one-third of the total val ue
of the EC narket. This does not, however, reflect the actual
conpetitive potential of the conpetitors since AS is by far the
bi ggest and nost conpetitive helicopter manufacturer within the EC

This can be denonstrated by conparing the worl dw de helicopter
inventory and the worl dw de turnover from helicopters of the nost
i nportant manufacturers in 1989:



See footnote (M
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8. Furthernore, the series production programre of AS covers a
relatively broad range of mlitary and civil helicopters (light
helicopters: Gazelle, Ecureuil, Ecureuil 2; medium helicopters:
Panther; large helicopters: Super Punma). In contrast, of the

helicopters that Agusta currently manufactures, only one was
devel oped by the conpany itself (A 109, a light helicopter in a
mlitary and civil version), all other types offered being
manuf actured under licence from US manufacturers. The series
production programme of Wstland includes only three mlitary
hel i copters (Lynx, Sea King, Black Hawk). The series production
programre of MBB consists in the |ight helicopter BO 105 (civil and
mlitary versions) and the medium helicopter BK 117, a civil
hel i copt er whi ch has been jointly devel oped by MBB and Kawasaki and
is minly sold in the US narket.

9. In spite of the interdependency of the mlitary and civi
hel i copter business different relevant narkets for civil and
mlitary helicopters are, however, to be distinguished, given the
essential differences between civil and mlitary helicopter
programmes with regard to the products characteristics, the
structure of demand and the conditions of conpetition.

Mlitary helicopters

10. As regards the mlitary helicopter business, the markets are
split dependi ng on whether or not a country or aregion has its own
helicopter industry. On the basis of the estimated value of
mlitary orders in the years 1985-89, excluding the Eastern
Eur opean countries, the shares are

- 100%for the EC manufacturers within the EC (this being
9% of the total worldw de val ue),

- 100?%60r the US nanufacturers within the USA (63%of the
wor :

(1) Precise figures deleted; the respective turnovers of the
conpani es, as a proportion of the turnover of AS, are
approximately as follows: MBB: one quarter of AS;, Westl and:
one half; Agusta: two thirds; Boeing: two thirds; Bell: sane
as AS; Macdonnel |l Dougl as: sane as AS; Sikorski: one and a
hal f tinmes AS.
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- 51% for the EC nanufacturers and 49% for the US
manufacturers in the rest of the world (27% of the
wor | d) .

These figures showthat conpetition between EC and US nmanuf acturers
exists only outside their respective home narkets.

11. The sane principle applies tothe conpetitive situationwthin
the EC (On the basis of the value of mlitary orders and turnover
fromcontracted mlitary devel opnent in the years 1987-89, AS had
a market share of 100%in France, MBB 100%in Gernmany, Agusta 100%
inltaly and Wstland 100%in the WK

12. Gven the nmarket shares outlined above and the particul ar
conditions of the defence industry, the markets for mlitary
hel i copters within the EC have to be consi dered nati onal narkets as
far as those Menber States which have their own national helicopter
i ndustry are concer ned.

13. Mlitary helicopter projects in the EC are carried out today
nostly in the framework of iInternational co-operation given the
hi gh costs of devel oping a new helicopter. As in all areas of the
defence industry however, this co-operation does not reflect
international conpetition. It is based on Menoranda of
Under st andi ng between the States participatingin a project. These
MoUs al ways provi de that:

- the value of orders placed with the various nationa
i ndustries nust correspond to the financial quotas of the
respective States (principle of "juste retour"”), and

- the technol ogi cal value of the work packages allocated
to the various national industries are well bal anced.

14. Since there is no international conpetition on their home
markets, AS and MBB have a nonopoly on the French and Gernan
markets respectively for mlitary helicopters. These dom nant
positions however would not be strengthened by the proposed
concentration because, given the particular conditions of the
def ence industry, AS and MBB are neither actual nor - at |east for
the foreseeable future - potential conpetitors in the markets
concerned. Furthernore, the co-operation for the nobst inportant
Eur opean hel i copter projects of the next 10 to 15 years has al ready
been est abl i shed (conbat hel i copter PAH2.: AS, MBB; NATO hel i copt er
NH 90: AS, MBB, Agusta, Fokker). Thus, the concentration woul d not
significantly affect the possible structure of co-operation at the
Eur opean | evel .

15. Inthis context, it should be noted that the helicopters used
essentially by armes, navies and air forces are the PAH2 and NHO0
proj ects covering:

- tactical transport or logistic transport (NHO);

- i ai son and observation (PAH2);

- conbat support (PAH2);

- search and rescue (NHO);

- anti-submarine and anti-ship warfare (NHO).
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Except for the small segnent of very heavy transport helicopters,
thereis, therefore, no nore roomfor outside conpetitors either in
Germany or France.

16. As to the Menber States which do not have a national
hel i copter industry (those other than France, Germany, Italy and
the WK), the mlitary helicopter markets are only of mnor
i nportance. The share of these markets was only 7.3% (94 mllion
Ecu) of the value of mlitary orders and mlitary devel opnent in
the years 1987-89 within the EC (1,281 mllion Ecu). MB was not
present in any of these narkets. AS had a narket share of 75%in
Denmark and 100% in Spain; these market shares were achieved
however only from orders for 12 helicopters to the value of 9
mllion Ecu fromDenmark and orders for 2 helicopters to the val ue
of 15 mllion Ecu fromSpain. On the basis of these figures, the
concentration does not raise serious doubts astoits conpatibility
with the coomon nmarket with regard to these narkets.

Gvil helicopters

17. The market shares in the world market for civil helicopters,
_bazed on the estimated value of deliveries in the period 1985-89
I ndi cat e:

- that there is a great nutual penetration of the markets
wor |l dwi de especially considering the presence of the EEC
manufacturers in the US nmarket (54% and the presence of the
US manufacturers in the EC market (31%;

- that the EC nanufacturers have a stronger position worl dw de
than the US manufacturers and have achieved, in the period
1985-89, even in the US nmarket, a higher narket share than the
US conpani es.

18. Wthin the EC there are strong hone nmarkets for the national

hel i copter manufacturers especially in France and Italy. This is
due to the public and para-public sectors (eg police, rescue
helicopters, fire fighting helicopters) where the procurenent
agenci es prefer the helicopter manufacturers of the country. Apart

from the preference of public custoners for their respective
nati onal manufacturers, there are no specific barriers to market

entry. O course, the conpetitor nust satisfy the requirenents of

those agencies regulating activities in the aviation nmarket and
checki ng t he conpl i ance of products with national standards. Since
all airworthiness authorities in the EC except the WK work al ong
the lines of the rules and requirenments set up by the US
authority, FAA helicopters manufactured by a foreign conpetitor
can be easily certified in a Menber State of the EC. In all Menber

States the costs for adapting helicopters are insignificant
conpared with the value of the helicopter. Gven the absence of
barriers to market entry and the nmutual penetration of the narkets
between the EC, the USA and the rest of the world, the civil

hel i copter market is froman econom c point of viewa world nmarket.

The conpetitive pressure fromoutside the Coomunity has, therefore,

to be considered in the assessnent of whether the proposed
concentration could lead to the creation or strengthening of a
dom nant position which would significantly inpede effective
conpetition in the common narket.

19. The proposed concentration | eads to a conbi ned mar ket share of
about 50% for AS'MBB in the EC nmarket for civil helicopters.
Furthernore, the product range of AS in the light and nedium
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hel i copter segnents will be broadened by the BO 105 and the BK 117
of MBB and the newentity AS MBB w || have the general conpetitive
advant age of synergic effects and a broader sal es basis.

20. In evaluating the high nmarket shares and the conpetitive
advant ages created by the concentration, it has however to be taken
i nto account

- that the civil helicopter narkets are generally open for
wor | dwi de conpetition;

- that the civil helicopter business depends on support for the
busi ness whi ch cones fromthe narket in mlitary helicopters.

In the period 1985-89 the share of the civil business was only 18%
of the value of the total worl dw de hel i copter business. Apart from
the deliveries of mlitary helicopters, mlitary R& programes
contribute to a great extent to the turnover of the helicopter
industry and civil helicopters are often derived from mlitary
types developed in state funded mlitary progranmmes.

21. In this context, it nust be noted that in the period 1985-89
the share of the US helicopter manufacturers was 77% of the
wor |l dwi de value of mlitary orders. This results in a market share
of 69%of the total civil and mlitary world narket although the US
conpetitors only achieved a 37% share in the civil helicopter
market inthis period. Wthregardto mlitary devel opnent, the US
helicopter industry in 1990 was supported by funds from the
mlitary budget anounting to $960 million while, for exanple, the
French helicopter industry, which is the leading helicopter
industry in Europe, was supported by mlitary devel opnent
programres anounting to $215 mllion. The strong backing of US
hel i copter manufacturers by what is by far the largest mlitary
home market in the world is likely to be the reason for their
conparatively small narket share in the civil market. Qven the
fact that their capacities were relatively well taken up by the
mlitary business, they did not need to focus on the civil
busi ness. Accordingly, the US manufacturers did not devel op civil
hel i copters but only offered civil versions derived frommlitary
helicopters. Furthernore, they seened to be mainly interested by
| arge volune orders and not in selling small units.

22. In contrast, the European manufacturers, especially AS and
MBB, developed civil helicopters at their own expense given the
fact that their relatively small mlitary honme nmarkets and the
volatile demand for mlitary helicopters could not fully utilise
their capacities. They were also interested in selling small
units; up to now AS, for exanple, has sold about 8,000 helicopters
to nore than 1,000 different customers, of which 500 bought only
one helicopter. In view of these circunstances, it appears,
however, that the conpetitive potential of US mnmanufacturers
resulting from the mlitary business and their considerable
presence in the European civil helicopter market sufficiently
guarantees that the newentity AS MBBwi Il not be able to behave to
an appreciable extent independently of its conpetitors and
custonmers. In this context, it nmust be noted that there is, in
addition to their directly sold products, an indirect conpetitive
influence fromUS conpetitors on the EC market since nost of the
civil helicopters sold by Agusta are manufactured under |icence
from Bell and Sikorski. Furthernore, the European helicopter
manuf act urers expect that the US manufacturers will increase their
activities in the civil helicopter nmarket due to a certain
tightening of the mlitary helicopter budget. In this context, it
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has to be noted that there is only one mgjor new mlitary
hel i copter project in the US, the light helicopter LHX

23. As to the other European helicopter nmanufacturers, Agusta and
West |l and, it does not appear that the proposed concentration woul d
foreclose their access to technical cooperation and European
devel oprent pr ogr ammes whi ch are essenti al for their
conpetitiveness. AS and MBB have declared that they intend to
remai n as open to this kind of co-operation w th the other European
manuf acturers as in the past.

24. Finally, it has to be noted that although there is an increase
in market shares from44%for AS to 52%for AS/ MBB, the 8% market
share of MBBin the ECmarket for civil helicopters represents only
the marginal anmount of about 10 mllion Ecu, or 5 helicopters a
year. Furthernore, the concentration does not lead to a
significant change in France (MBB 0%, Italy (MBB 4% and the WK
(MBB1%. Only in Germany will there be a significant increase in
mar ket shares (AS 40% MBB 22% . The German market is, however,
very small (an average of 20 mllion Ecu per year) and has a
relatively strong presence of US nmanufacturers (33%.

25. The proposed concentration will, therefore, not lead to the
creation or strenghtening of a domnant position which would
significantly inpede effective conpetitioninthe civil helicopter
market within the EEC

* *

For the above reasons, the Conmm ssion has deci ded not to oppose t he
notified operation and to declare it conpatible with the common
market. This decision is adopted in application of Article 6,
paragraph 1(b) of Council Regul ation No. 4064/ 89.

For the Comm ssi on
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