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MERGER PROCEDURE
Article 6(1)b decision

Regi stered wi th advi ce of
delivery

To: the notifying parties

Dear Sirs,

Subj ect: Case No. 1V/ M 239 - Avesta/British Steel/NCC/ AGA Axel Johnson

Your notification pursuant to Article 4 of Council Regul ation
(EEC) No. 4064/ 89

The proposed concentration concerns a joint venture in the
stai nl ess steel sector, to be known as Avesta Sheffield AB (ASAB),
between British Steel and three Swedi sh conpanies, NCC, AGA and
Axel Johnson. The operation was notified to the Comm ssion on the
4t h August 1992 pursuant to Article 66 of the Treaty of Paris (the
ECSC Treaty) and Article 4 of Council Regul ati on (EEC) No. 4064/ 89.
This decision is only concerned with those products which fall
within the jurisdiction of the EEC Treaty (and representing
approxi mately 20% of the transaction) (V.

After exam nation of the notification, the Conm ssion has concl uded
that the notified operation falls within the scope of the Merger
Regul ation, and that it does not raise serious doubts as to its
conpatibility with the common narket.

THE PARTI ES AND THE OPERATI ON

British Steel plc (BS) was created in 1988 by the privatisation of
the British Steel Corporation whose business was vested in BS. BS
is divided into four main business groupings: British Steel

The products under the ECSC Treaty will be dealt with in a separate
Conmmi ssi on deci sion pursuant to Article 66 of that Treaty.
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Ceneral Steels, British Steel Strip Products and British Steel
St ai nl ess which manufactures steel products and sells both
directly to custoners and through British Steel Distribution,
whi ch al so processes and distributes worl dwi de steel produced
out si de BS.

NCC AB (NCC) is the holding conpany for the NCC group which
is principally involved in the contracting and real estate
sector in Sweden. NCC is controlled by the Johnson famly
mai nly through a famly foundati on.

Axel Johnson HAB (Axel Johnson) is a wholly owned subsidiary
of Axel Johnson AB and acts as a holding conpany for the
G oup's shareholding in Avesta. Axel Johnson is principally
involved in the supply of fast-noving consunmer goods. It is
in turn a wholly owned subsidiary of Axi omInternational AB
the entire share capital of which is owned by Antonia Axson
Johnson and her famly.

AGA AB (AGA) is a Swedish conpany and parent conpany of the
AGA G oup whose core business is the supply of industrial and
nmedi cal gases and rel at ed equi pnent and services. AGAis al so
a supplier of cold storage services.

Avesta AB (Avesta) is a Swedish conpany which is the
operating parent of the Avesta G oup. The business of Avesta
is the manufacture and sale of stainless steel products.
Avesta is currently under the control of NCC and Axel Johnson
who toget her hold 54. 7%of its shares. The ot her sharehol ders
of the Avesta Goup are AGA and the public wth,
respectively, 12.1% and 33. 2% of the outstandi ng shares.

Prior to conpletion of the proposed operation, BS has
concentrated the assets to be contributed to ASAB in British
Steel Stainless Limted (the "hive down"). The actual

transaction will be effected by the issue by Avesta to BS of

such nunber of new shares as would result in BS hol ding 40%
of the equity of the joint venture. Avesta will also issue
| oan stock to BS in exchange for substantially all of BS's
stai nl ess steel production and distribution activities.

After inplenmentation of the proposed operation, the principal
sharehol ders of ASAB will be BS (40%, NCC (25.1%, Axel
Johnson (7.54% and AGA (7.23%. They wll conclude a
Shar ehol ders' Agreenent which will regul ate the rel ati onship,
rights and obligations between thensel ves.

COMVUNI TY DI MENSI ON

The operation has a Comunity dinension. The worldw de
turnover of all wundertakings concerned anounts, in their
respective last financial year, to nore than ECU 5,000
mllion. The Community-w de turnover of each of BS, Avesta
and AGA exceeds ECU 250 million. The undertakings invol ved
do not achieve nore than two-thirds of their aggregate
Communi ty-wi de turnover within one and the sane Menber
St at e.
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CONCENTRATI ON

Joi nt Control

BS will enter into a Sharehol ders' Agreement with NCC, Axel
Johnson and AGA, who will between them have 39.9% of the
shares in ASAB. The Sharehol ders Agreenment provides for
joint control of ASAB within the nmeaning of the Merger
Regul at i on.

The Sharehol ders' Agreenent provides that major decisions
such as, inter alia, increases in share capital, the
appoi nt ment and di sm ssal of the Managing Director, changes
inthe Articles/Statutes, acquisitions or disposals above a
certain size, and the approval of annual operating budgets
and business plans require the prior witten consent of (a)
BS and (b) NCC and at | east one of Axel Johnson and AGA.

Full function JV

Avesta will continue its existing activities in the area of
stainless steel and will take over those of BS. The conpany
will, therefore, be a joint venture that will performon a
| asting basis all the functions of an autononous entity. Al
the necessary tangible and intangi ble assets for it to act
autononously wll be vested in ASAB for an indefinite
peri od. Moreover, ASAB wi Il be |isted on the stock exchanges
i n Stockhol mand London.

Absence of coordination of conpetitive behaviour

The Swedish Shareholders have no steel production or
di stribution business other than their holdings in Avesta.
They w Il covenant not to conpete with ASAB in the
manuf acture or sale of stainless steel in the EC, EFTA, USA,
Canada and Mexico for a period of five years. There is,
therefore, no possibility of coordination of conpetitive
behavi our between ASAB and the Swedish sharehol ders nor
bet ween BS and t he Swedi sh sharehol ders in the production of
EC products.

BSwill contribute alnost all its stainless steel activities
to ASAB. Only negligible stainless steel distribution and
processing activities in the ECwill remain wth BS, where

it is not feasible to separate out those activities of a
wi der business (see next paragraph).

BS gives the sanme non-conpete covenant as the Swedish
sharehol ders with certain exceptions concerning sone of its
subsi di aries. Three of them have mnor sales within the EC
These subsidiaries, however, will only be entitled to sel
stainl ess steel manufactured by third parties either in "de
mnims" quantities as part of a package or where custoners
make a specific request as part of an order. "De m ninus”
activities of this kind do not give rise to any I|ikelihood
of coordination that <could substantially alter the
concentrative nature of a given notified operation
Furthernore, it woul d be comrercially unreasonable for BSto
re-enter the stainless steel production market |ater given
the capital investnent necessary to do so.



17.

18.

19.

20.

21.

22.

- 4 -

BS will remain active in other steel markets but this wll
not give rise to coordination of conpetitive behavi our under
the Merger Regul ation and in respect of EC products between
BS and ASAB. Stainless steel is a different market from
those in which BS will remain active, and the production
process of stainless steel is different fromthat for other
st eel s. There is only sone degree of supply-side
substitutability in limted circunstances, relating to
certain internediate processes. On the demand side, the
product characteristics and end uses of stainless steel are
substantially different fromother types of steel.

The stainless steel manufacture by ASAB will not rely on
BS s upstreamactivities. The main raw material i s stainless
steel scrap which is traded internationally as a comodity.
There is no dependence on the carbon steel manufacturing
activities of BS. So far as downstream activities are
concerned, BS is placing its stainless stockholding
activities in ASAB (except for the de mnims exceptions
gi ven above) so ASAB will rely upon its own distribution
network of service centres and warehouses to supply the
Eur opean stainl ess steel market.

In view of the above, there are no grounds to believe that
the establishment of ASAB will result in coordination of
conpetitive behaviour between the parents and the joint
venture or between the parents thenselves. Thus, the
notified operation constitutes a concentration within the
nmeani ng of Article 3 of the Merger Regul ation.

COVPATI BI LI TY WTH THE COVMON NMARKET

Rel evant Product Market

The joint venture conpany will be producing stainless steel
which is an all oy containing 10.5%or nore of chromum wth
or without other alloy elenments, and less than 1.2% of
carbon. Its production will principally consist of flat
products, both cold rolled and hot rolled, |ong products,
sem -finished products and wel ded tubes. Only sone of these
products fall under the EC treaty and are thus covered by
the Merger Regulation and the products with which this
decision is concerned are restricted to cold rolled flat
products (less than 500mm wi de) and wel ded tubes.

Al cold rolled flat products (sheet and coil) together can
be considered as a separate product market because of the
hi gh degree of supply side substitution. MIIls can roll
widths of below 500mm (EC products) and above (ECSC
products) and material of |ess than 500mm can be slit from
wi der coils.

As with cold-rolled flat products, there is a high degree of
suppl y-side substitutability between different sizes and
types of tube. Indeed, the market may in fact be w der and
al so include seanl ess stainless steel tubes (which neither
BS nor Avesta make) although it can be |eft open whether
seanl ess tubes are part of the market since to include them
woul d not change the conpetition assessnment. British Steel
and Avesta do not manufacture stainless steel seanl ess tubes
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al t hough they do distribute small anmounts. This market is
di stinguished fromthat for ordinary carbon steel welded
tubes both by their specific technical and aesthetic
properties and by price: wel ded stainless steel tubes cost
5-6 tines nore than wel ded carbon steel tubes (£ 1800-1900
as opposed to £ 300-400 per ton).

Only a third of EC production of stainless steel products is
sold directly by mlls to end consuners, the majority being
distributed to end users through stockhol ders and service
centres which performthe traditional wholesaling function
of taking bulk orders fromthe manufacturer and selling on
in smaller quantities. In recent years stockhol ders have
devel oped their in-house processing facilities in order to
add value and inprove their service to custoners. Such
processing includes cutting to length, slitting, shearing
and polishing. Both Avesta's pre-existing business and BS's
stai nl ess steel business have devel oped a distribution net-

work of service centres and warehouses. This downstream
distribution and service activity constitutes a separate
mar ket, the relevant product market being the stockhol ding
of all stainless steel products rather than individual

mar kets for each product. Wilst there is a degree of

specialisation in stockholding, the majority of stainless
steel stockhol ders carry nost stainless steel product groups
and it is reasonable therefore to consider the overall

mar ket for the distribution of stainless steel products(®,

For the purposes of this analysis wunder the Merger

Regul ation, only the distribution of EC products is,

however, rel evant.

Rel evant geoqgr aphi ¢ Mar ket

From an economic point of view, the relevant geographic
mar ket for stainless steel products appears to be Wstern
Eur ope (including both EC and EFTA Menber States). However,
the conpetition analysis is not changed if the EC market
only is taken and the follow ng assessnent is based on the
EC market. The market for stainless steel products is said
to be substantially honbgeneous, a condition which is
assured by the extensive trade in stainless steel between
the countries of Western Europe. For exanple, the share of
inmports fromother EC Menber States in the UK s consunption
of cold-rolled flat products is 41% and the equival ent
figures for Germany and France are 40%and 47%respectively.
A simlar degree of intra-EC trade exists in stainless steel
wel ded tubes. Despite the relatively high market share
enj oyed by the major steel producers in their own national
market, the ability of stainless steel producers to sell
their products throughout the Comunity leads to the
conclusion that the rel evant geographic nmarket is at |east
Communi ty-wi de.

The relevant geographic market for stainless steel
di stribution and service activities nmust be considered on
two | evels. BS and nost of the stainless steel producers in

(1)

See the decision of 29.04.1991 in case No. IV/MO073 -
Usi nor / ASD
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the Cormunity have devel oped their own di stribution networks
both wi thin and beyond their national markets. In eval uating
the inplications of this vertical integration for
conpetition between stockholders it is necessary to consi der
t he supply of stainless steel products to stockholders at a
Community | evel. However, stockholding is a local service
and t he geographi c area serviced by an i ndividual depot wll
be determ ned by transport costs and delivery tines. For
stainl ess steel transport costs are |less inportant than for
carbon steel because of the higher value of the product. The
geographi cal market in which a depot operates will also be
determ ned by the | ocation of conpeting stockhol ders' depots
and in addition stockholders conpete to sone extent wth
direct sales fromthe producing mlls. Hence the effect of
the concentrationinrelationto this activity needs al so be
assessed at a regional level. BS suggested that it is
national rather than regi onal markets which are rel evant for
the distribution of stainless steed products, but as is
shown below the conpetition analysis is unaltered if the
stricter market definition is used.

Assessnent

Cold rolled flat products account for approximately 53% of
stainl ess steel consunption in Western Europe. A split of
the market between material under 500mm and over 500mm i s
not practicable, primarily because it is an artificial
division relating to a production technol ogy at the tine of
the Treaty of Paris (1951) which has since been largely
repl aced by rolling wide and slitting to narrower w dt hs but
al so because a significant anpunt of slitting of w de coi
to narrow is carried out at service centres as well as at
the producing mll. However, it is estimated that sone 25%
of all mll deliveries to Europe in 1991 were narrower than
500mm In the case of Avesta sone 20%of total deliveries to
Europe were ultimately sold in widths | ess than 500mm

On the basis of the parties' market shares in 1991 the joint
venture would have a conbined market share of 12% of the
cold rolled flat products market in the Community. The
remai nder of the market is supplied by about seven nmajor
conpetitors.

Wel ded and seanl ess tubes account for 6% of stainless steel

consunption in Western Europe. ASAB s conbi ned nar ket share
for welded tubes in the Cormunity woul d be 15% (Avesta 12%
and BS 3% on the basis of 1991's figures. Approxinmately
half of the market is estimated to be accounted for by the
four |argest conpetitors (including ASAB)

The parties estimate that 69% of total EC demand for
stai nl ess steel products in 1991 was net by stockhol ders. O
this demand, 13%was supplied by stockhol ders owned by BS or
Avesta. The parties' stockhol ding operations overlap in only
three areas of the EC. the West Mdlands in the UK (Avesta
has a service centre in Birmngham and there are British
Steel -owned service centres at Wdnesfield and West
Bromwi ch), the Ruhr (Avesta has a service centre at WIllich
and BS has a service centre at Hlden and a warehouse at
Rati ngen) and possibly the Parisian region (Avesta has a
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war ehouse at Arras and BS one at Senlis). Warehouses provi de
a sinple distribution service ex-stock whilst service
centres process (cutting/slitting/ polishing) material as
well as selling from stock. In all three areas there are
numer ous conpeting stockholders, even iif the area of
operation is considered to be regional rather than national
(in the West Mdlands of the UK there are nearly 70
conpetitors, at least 11 in the Paris region and over two
dozen in the Ruhr). Barriers to entry to stockhol ding are,
in any case, low requiring only warehouse space, working
capital and materials handling equipnent (although certain
specific types of val ue-added processing may require greater
i nvestnent).

Despite ASAB's vertical integration downstream into
stockholding there is little incentive for it to refuse to
stock ot her steel producers' products because nost producers
have their own distribution network and secondly because of
t he | arge nunber of independent stockhol ders. Such excl usive
supply arrangenents would be nore likely to reduce Avesta's
share of the stockhol di ng market than harmits conpetitors.
It is in any case questionable whether the concentration
woul d result in any change in the conpetitive situation of
the market in this respect. Should ASAB refuse to supply
ot her stockhol ders, these stockholders would have little
difficulty in finding alternative sources of supply in the
EC.

In view of the market shares of the proposed joint venture
conpany and the structure of the stainless steel
stockhol ding market, the concentration will not create or
strengthen a dom nant position such as to significantly
i npede effective conpetition with regard to the products
whi ch cone within the jurisdiction of the Merger Regul ati on.

ANCI LLARY RESTRAI NTS

The Master Agreenent provides for certain supply and
services agreenments between British Steel and ASAB post -
conpl eti on which are authorised on conpletion for a maxi num
of two years since they are interimarrangenents intended to
ensure continuity of supply for ASAB (and BS) until | onger-
term arrangenents can be made for new in-house or external
provi si on:

- BSw Il continue to provide to the joint venture certain
managemnent and cor porate services i ncl udi ng
international affairs, energy and general supplies
pur chasi ng, research and devel opnent and hire rolling
and processing. The joint venture's UK operation wll
continue to provide to BS alloy and m neral purchasing
services. The services agreenents are to be to a maxi num
of 2 years.

- BS has further agreed to act as an agent for the UK-
based operations  of ASAB, selling all goods
manuf act ured, or procured for export, to British Steel
Export Ltd. and also to forward, as a UK agent for ASAB,
certain goods sold by British Steel Export Ltd. These
agreenents equally are to be [imted to two years.
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BSis to grant to ASAB a non-exclusive, royalty-free |icence
to use existing and future patents and know how related to
i nprovenents in the production and processing of stainless
steel. ASAB wi || agree to keep the know how confi dential for
t he duration of the agreenment plus five years. BSw |l allow
ASAB non-exclusive wuse of «certain of its registered
trademar ks provided the requisite quality levels are net.
These restrictions are necessary to allow the transfer of
the full value of BS s assets to ASAB.

As mentioned earlier, BS and the nmai n sharehol ders of Avesta
will enter into a five-year non-conpetition agreenent. This
restriction expresses the parties' intention to concentrate
their future activities in ASAB.

These agreenents are directly related and necessary to the
i npl ementation of the concentration and are, therefore,
ancillary wthin the nmeaning of the Regul ation.

FI NAL ASSESSMENT

Based on t he above findings, the Conm ssion has cone to the
conclusion that the proposed concentration does not raise
serious doubts as to its conpatibility with the conmon
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 Council Regul ation No. 4064/ 89.

For the Conmi ssion,

TEXTE RECONSTI TUE ELECTRONI QUEMENT / ELECTRONI CALLY RE- CREATED

TEXT / ELEKTRONI SCH NACHGEBI LDETER TEXT



