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PUBLI C VERSI ON
MERGER PROCEDURE -
ARTI CLE 6(1)b DECI SI ON
Reqi stered wi th advi ce of delivery
To the notifying parties
Dear Sirs,

Subj ect: Case No. IV/M 221 - ABB / BREL
Notification of 22.04.1992 pursuant to Article 4 of
Council Regul ation (EEC) No. 4064/ 89

1. This case concerns the acquisition by Asea Brown Boveri
Limted (ABB) of a further 40% of the shares of BREL G oup
Limted, taking its stake in BREL Group from40%to 80%

| .  THE PARTIES

2. ABB is the holding conpany for the UK interests of the Asea
Brown Boveri group, which operates in a wde range of
el ectrical engineering markets, particularly the supply of
equi pnment for t he power generati on, transm ssion,
distribution and railway industries. In the railway supply
sector, ABB has operations in several EC Menber States
covering the supply of both electrical and nechanical
equi pnment .

BREL Group is the parent of BREL Limted (BREL) and acts as
a hol di ng conmpany and vehicle for the joint participation of
its shareholders in the control of BREL. BREL was fornerly
part of British Railways Board and follow ng privatisation
it was purchased in 1989 by a consortium of ABB (40%,
Traf al gar House plc (40% and BREL nanagenent and enpl oyees
(20% . BREL operates solely in the UK and desi gns, builds,
mai ntai ns, repairs and refurbishes railway rolling stock and
al so has a small general engineering operation.
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THE CONCENTRATI ON

Traf al gar House and ABB currently have joint control of
BREL. ABB' s purchase of Trafal gar House's stake will give
it sole control of BREL. This acquisition of sole as
opposed to joint control represents a change in the quality
of decisive influence exercised by ABB and brings about a
| asting change in the structure of both undertaki ngs.
Therefore the acquisition of sole control gives rise to a
concentration within the nmeaning of Article 3(1) of the
Regul at i on.

COVMUNI TY DI MENSI ON

The aggregate worldw de turnover of the parties in 1991
exceeded 5,000 mllion ECU, ABB achi eving
22,218 mllion ECU and BREL 420 mllion ECU Both parties
have a Conmuni ty-w de turnover of nore than 250 mllion ECU
and the parties did not achieve nore than two thirds of
their Conmmunity-w de turnover in one and the sane Menber
State. The operation therefore has a Community dinension
within the neaning of Article 1 of the Merger Regul ation.

COWPATI BI LITY WTH THE COVMON MARKET

Pr oduct markets

The railway equipment market can be divided between
traction equipnent and rolling stock on the one hand and
stationary equi pnent such as that for signalling on the
other. BREL does not produce, buy or sell stationary
equi prent and this market is therefore not considered
further. Traction equi pnent and rolling stock includes the
foll owi ng vehicle types:

| oconoti ves,

- high speed trains,

- diesel and electrical multiple units,
- passenger coaches,

- freight wagons,

- netro cars,

[ight rail vehicles such as trans.

There are separate markets for the design and construction
("new buil d") of the vehicles, for the supply of conponents
and for the maintenance, repair and refurbishnment of
rolling stock.

New bui |l d

Typically there is a "mechanical” element to a vehicle
consisting of the design and construction of the vehicle
body and an "electrical" elenent consisting of the supply
of traction packages and el ectrical equipnent.

From a demand perspective, each vehicle type constitutes a
di stinct market, although there is a consi derabl e degree of
suppl y-side substitutability, with sone |arger suppliers

(1)
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capabl e of supplying alnost all vehicle types, albeit in
col | aboration with sub-contractors. Wether the rel evant
product market is that for all new build vehicles or
separate markets for individual vehicle types can be left
open because even on the narrower definition the
concentration does give rise to any cause of concern in the
new buil d sector.

Conponent s

Vehi cl e manufacturers rely on sub-contractors for the
supply of conponents such as seats, wheels, axles, bogies
and electrical packages. Sonme vehicle manufacturers also
manuf act ure conponents which they may use internally or
sell to other vehicle manufacturers.

Mai nt enance, repair and refurbi shnent

Rehabilitation or overhaul orders are normally awarded on
a tender basis every 10 to 12 years and involve the
conpl ete refurbishnent of a vehicle. Routine maintenance
and repair of traction equipnment and rolling stock has
historically been carried out by the railway operating
conpany concerned. The policy of British Rail and the
London Under ground, however, is to conduct only very |ight
operational nmaintenance thenselves and to contract out
ot her mai ntenance and repair work to third parties.

Geogr aphi ¢ nmarkets

New bui |l d

Hi storically, vehicle orders have tended to be placed with
national suppliers (where possible) both because of a
preference for national suppliers on the part of publicly-
owned railway operating conpanies and for technical
reasons: the products of railway vehicle manufacturers are
to a high degree dependent on fixed network installations
and need to be developed in close collaboration with the
custonmer (this is particularly true for |oconotives, but
not for non-self propelling rolling stock)

EC noves to harnonise standards and |iberalise public
procurenent policies may be expected to erode the barriers
bet ween national markets, as may the devel opnent of |arge
suppliers with interests in nore than one Menber State and
i ncreased efforts by non-EC suppliers to enter the nmarket.
| ndeed, it has been suggested to the Commi ssion that access
to the UK new build market for suppliers without a |oca
manuf acturing presence is possible with both British Rai
and London Underground putting contracts out for full
international tender. It has further been suggested that UK
suppliers consider that they are conpeting directly for
busi ness with conpani es fromel sewhere in Europe, and from
Japan and North Aneri ca.

Thus the geographic nmarket nust to a degree be seen as in
transition. It is not necessary to take a definitive view
on whether the new build market is national or EC w de
because the conpetition analysis points to the sane
conclusion in either case.
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Conponent s

The market for conponents is at |east EC-w de and nay be
gl obal for certain conponents. The parties suggest that 46%
of UK orders for bogies, about 33%of those for wheel sets and
30-40% of those for traction conponents were placed outside
the Comunity in 1989-91.

Mai nt enance, repair and refurbi shnment

This market is national and is unlikely to change given the
costs involved in transporting vehicles and conponents a | ong
di stance for repair work, particularly for an island such as
the UK.

COWPETI TI ON ANALYSI S

Manuf acturers design and build vehicles to neet the specific
needs of each custoner and project. As a result, orders are
intermttent and may create sizeable fluctuations in denmand
fromyear to year. Consequently nmarket share figures nmay not
accurately reflect the conpetitive situation, even where
several years' figures are taken into account. Mre inportant
is a conpany's current ability to supply when successful in
winning a bid. A manufacturer may possess the capability to
build a vehicle but receive no orders in one year, only to
take 50% of the market with a single contract the foll ow ng
year.

If the new build market is considered to be national and the
rel evant product markets those for individual vehicle types,
this concentration will not give rise to any increments in
mar ket shares for any of the four products manufactured by
BREL (electrical and diesel nultiple units, netro cars and
passenger coaches). ABB' s only current i ndependent activities
in the UK consist of the manufacture and inportation of
certain conponents not supplied by BREL. [...]

O her than for coaches where it did not win the only contract
let in the period 1989-91, BREL has high UK market shares:
[...]® for electrical multiple units (EMJ), [...]® for
diesel nultipleunits (DMJs) and[...] for netro cars. BREL's
two conpetitors in the EMJ market, Tel fos and GEC Al st hom had
market shares of [...]® and [...]® respectively, and GEC
Al st hom had al so won contracts to supply DMJs prior to 1989.
BREL's [...](” share of the metro car market reflects its
havi ng won the only sizeable contract in the past three years
(for London's Central Line): all previous netro contracts for
London had been awarded to a GEC Al sthom subsidiary, Metro
Cammel |l . These high market shares need to be seen in the
context of existing alternative sources of supply such as GEC
Al sthom and it should be renenbered that the concentration
does not result in any increase in market share.

(1)
(2)
(3)
(4
(5)
(6)
(7

Del et ed: busi ness secret

Del et ed: busi ness secret - over 30%
Del et ed: busi ness secret - over 60%
over 60%

over 10%

over 30%

over 60%
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If the rel evant geographic market for new build is considered
to be the EC, and the narrow product definition taken, the
concentration will result in market share increnents of
bet ween [...J(”. Hi gh market shares are produced in the DWJ
market [...]%® and the netro car market [...]® witha[...]®™
share in EMJs. These shares are largely a reflection of
contracts won by BREL in the UK between 1989-91 (as di scussed
i nthe previous paragraph) and the | arge share of t he EC mar ket
represented by the UK market in this period. O greater
consequence t han si npl e market shares, however, is the degree
of conpetitionlikely to exist for future contracts, and there
coul d not appear to be cause for concern given the conpetitive
capability of the |arge European manufacturers such as AEG
Sienmens and GEC Al sthom and other manufacturers such as
Veronesi and CAF in the DMJ and netro car narkets.

BREL i s not a maj or producer of conponents. It produces bogies
principally for in-house use, although[...]‘ were ordered by
third parties in the UK between 1989-91 (representing
approximately [...]® of total orders placed in the UK). ABB
suppl i es conmponents such as el ectrical equi pnent, wheels and
axl es. This concentration wll not result in any increnent in
ABB' s mar ket share.

BREL has approximately [...](” of the UK repair, maintenance
and_refurbi shment market (including in-house work) and does
not carry out such work on any other EC market. Conpetitors
i ncl ude RFS I ndustries, Rosyth Dockyard, Devonport Dockyard,
Tel f os and a consi derabl e nunber of small er repair conpanies.
ABB does not carry out any such activity in the UK

The vertical issues which arise are in respect of the future
use of ABB conponents by BREL in its business. This rel ates as
much to mai ntenance as new build activities because it is not
usual | y possible to use spare parts which are produced by one
manuf act urer on anot her manufacturer's equipnent. It could be
argued that followng the transaction, custoners letting
contracts where BREL is the | ead contractor will be obliged to
accept ABB conponents (such as wheelsets or traction
packages) . Conmponent suppliers conpeting with ABB could
possi bly find BREL-1ed contracts closed to them This would
only be the case, however, where an ABB conponent was entirely
substitutable in operational and performance terns since a
manuf act urer nmust be able to offer a full range of conponents
in order to remain fully conpetitive. Certain conponents,
particularly those with a bearing on safety or where
conpatibility with existing conponents is inportant may, in
any case, be specified by the custonmer in the contract
(although there is a trend to specify only operational and
performance criteria wherever possible). Furthernore, given
the concentration of UK demand in the British Railways Board
and London Underground and the overcapacity in the industry
(estimted at 50% EC-wi de) custoners have consi der abl e power
inrelations with their suppliers.

(1)
(2)
(3)
(4
(5)
(6)
(7

under 20%
over 50%
over 30%
over 10%
under 300
under 10%
under 20%
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CONCLUSI ON

There is no horizontal overlap between the parties to this
concentration and the small vertical |inks do not giveriseto
concern. It is concluded that this concentration will not

create or strengthen a dom nant position as a result of which
effective conpetition would be significantly inpeded in a
substantial part of the EC

For the above reasons the Conm ssi on has deci ded not t o oppose
the notified concentration and to declare it conpatible with
t he comon market. This decision is adopted in application of
Article 6(1)b of Council Regulation (EEC) No. 4064/ 89.

For the Conmm ssi on,
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