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(1)

COMMISSION Brussels 13.6.1991

OF THE EUROPEAN
COMMUNITIES

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

VERS|I ON FOR THE PUBLI C

Reqgi stered with advice of delivery

1. Notifying party

Sirs,

ect: Case No |V/ M85 - ELF/ OCCl DENTAL
Your notification of 13.05.1991 pursuant to Article 4 of
Counci | Regul ation No 4064/ 89

The proposed concentration consists of the acquisition by E E
Petrol eumLtd., an indirect subsidiary of Soci été National e El f
Aquitaine (SNEA) of all the shares of Occidental Petroleum
(Geat Britain) Inc. (OPGB). The conpany being acquired is a
hol di ng conpany whose assets consist mainly of the shares of
Cccidental Petrol eum(Cal edonia) Ltd. which is incorporated in
the United Kingdom

After exam nation of the notification, the Conmm ssion has
concl uded that the notified operation falls withinthe scope of
Counci | Regul ati on No 4064/ 89 and does not rai se serious doubts
as to its conpatibility with the common narket.

. CONCENTRATI ON

(2)

(3)

Since foll owi ng the conpl etion of the transaction, OPGBw || be
a wholly owned subsidiary of E E PetroleumLtd., the notified
operation constitutes a concentration wthin the neaning of
Article 3(1)b of the Regul ati on.

COVWUNI TY DI MENSI ON

The operati on has a Communi ty di mensi on. The wor| dw de tur nover
of the SNEA group in 1990 was 25 140 mllion ECU and the
corresponding figure for OPGB was 323 mllion ECU The SNEA
group had a Community w de turnover of 18 626 mllion ECU and
all of OPAB' s turnover was realized in the Community. The two
undertakings did not achieve nore than 2/3 of their aggregate
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Community wi de turnover within one and the same Menber State.

COWPATIBI LITY WTH THE COVWON MARKET

Af fected Product WMarkets

The SNEA group is active in three principal business sectors as
fol | ows:

(1) the exploration, production, refining, marketing and
trading of crude oil and natural gas;

(i) the production and marketing of basic and specialty
chem cal s;

(iii) the research, devel opnent, manufacturing and narketing
of prescription and non-prescription drugs, bio-industry
products and perfunes.

The wundertaking to be acquired is a subsidiary of the
Ccci dental Petrol eumCorporation, whichis a major diversified
US oil and gas conpany. OPGB's activities consist of the
exploration, production and marketing of crude oil and gas
reserves in the UK sector of the North Sea and in this regard
it has interests in approximately 26 North Sea bl ocks rel ati ng
to 8 North Sea fields. OPGB's interest in these blocks, in all
but one case, are shared with a nunber of other participants.
OPGB is the "operator"” of six of the eight fields in question.
As operator OPGB is responsible for the actual day to day
managenent and operation of the field in question subject to
the specific terns of the rel evant operating agreenent anong it
and the other field participants.

OPGB al so holds a 36.5% interest in the pipeline systemwhich
carries or will carry crude oil fromfive fields in which it
has an interest, as well as fromanother five fields in which
the conpany has no interest, to the Flotta termnal in the
Orkney Islands where it is received and processed for | oading
into oil tankers. OPG also holds a 36.5% interest in the
Flotta termnal itself. SNEA holds no interest in the Flotta
term nal or the pipeline systembut has a m nor stake in three
other crude oil pipelines in the North Sea area.

The product markets in which there will be an increase in
mar ket share as a result of the concentration are therefore the
expl orati on, production and marketing of firstly crude oil and
secondly natural gas.

Crude O |

Crude oil is usually traded on a worl dwi de basis. Refiners buy
crude oil from around the world according to availability,
price, technical requirenments of their refineries and the
particul ar demands of the market. At the worldw de level, it
appears that the proposed concentration will have no i npact as
t he conbi ned crude oil market share of SNEA and OPGB in terns
of production will be less than 1% (0.819% + 0.003% . If the
geographic market is narrowed to the European Community, the
crude oil market share is 4.9%for SNEA and 0.24%for OPGB. |f
t he geographic market is narrowed further to the North Sea, the
conmbi ned mar ket share of the parties is slightly nore than 3%
The parties conbined market share in crude oil is snall



(9)

(10)

(11)

(12)

- 3 -

regardl ess of whet her one | ooks at the product market in terns
of production, reserves or acreage, or whet her one | ooks at the
geographic market in terns of the Cormunity, the North Sea or
even the United Kingdom

Fur t her nor e, in practice there is no «close vertica
relationship between SNEA's production business and its
refining and marketing business. This is due to the fact that
oil companies in neeting their refining needs look to the
wor | dwi de crude oil market, rather than nerely to their own
production, and to the fact that the decision whether to sel
or refine a given anmpbunt of their own crude oil production
depends on a nunber of constantly changing market factors
including current oil prices. This is confirnmed by the fact
that in 1990 SNEA' s total crude oil worldw de production was
23.0 mllion tonnes and it purchased on the nmarket an
additional 34.2 mllion tonnes. O the total (57.2 mllion
tonnes), 17.5 mllion tonnes were refined by SNEA, of which
only 4.1 mllion (23% had cone fromSNEA s own production. It
follows that the vertical relationship does not present any
risk of foreclosure effects for third parties.

Nat ural Gas

The physical characteristics of natural gas nmake it
difficult to transport and store. It is necessary either to
transport natural gas under pressure in pipeline systens
whi ch create a continuous physical connection from producer
to consuner, or to freeze it in order to liquefy the gas.
Due to the technological conplexity and high cost of
i quefication, transport and regasification of LNG and the
consequently limted volunme of liquefied natural gas (LNG
produced, the definition of the rel evant geographi c market
for natural gas depends to a | arge extent on the existence
of natural gas pipeline systens.

The United Kingdomis largely self-sufficient with nost gas
supply coming fromits sector of the North Sea although
there is also a pipeline connection with the Norwegian
sector and Norwegian inports accounted for 13% of UK
consunption in 1990. Approximately 25% of the Norwegian
natural gas inports sold into the UK market were produced by
SNEA. Since the United Kingdom has no significant pipeline
connection with any other Menber State, and inports of LNG
are at present only a marginal possibility, it is not
excluded that it could constitute a separate geographic
mar ket for natural gas. OPGB' s activities are confined to
this country where it had a market share of natural gas
production of 0,000071%in 1990. The SNEA group had a mar ket
share in the United Kingdom of 13,9% in 1989 and its
estimated market share for 1990 is 10% It does not hold a
| arger market share in any other Menber State. The
concentration will not alter SNEA's relative position in
terms of North Sea oil and gas reserves. Three |arge
i nternational conpanies, British Petroleum Shell and Exxon
have significant market shares of UK natural gas production.

Nat ural gas contracts are generally of a duration of up to
20 years depending of the |ife of the field concerned. The
prices agreed in the contracts are normally determ ned for
the entire duration of the contract, starting at an initial
price and subject thereafter to an i ndexing fornula usually
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based on the current prices of other petrol eumproducts. It
follows that all of OPGB' s current natural gas productionin
the operating fields is commtted under long termcontracts,
and w Il therefore continue to be sold mainly to British Gas
after the concentration.

Nei t her OPBG nor SNEA is vertically integrated with respect
to their natural gas production, with the limted exception
of the SNEA production of natural gas fromfields in south
west France. Regarding the conglonerate aspects of the
operation, the only product directly related to gas in which
SNEA has a substantial market share is sul phur but the
concentration will not have any significant effect on this
or any other product market in which SNEA currently
oper at es.

In view of the parties' position in the crude oil and
natural gas markets, and in particular their |ow market
shares, the concentration wll not create or strengthen a
dom nant position as aresult of which effective conpetition
woul d be significantly inpeded in the common nmarket or in a
substantial part of it.

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

For the Conmm ssion
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