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Resumo (Portugués)

A tematica dagusdes e aquisicbesirge como um ponto marcante no desenvolvimento
empresarial dos EUA, que rapidamente se transformoua referéncia na criacdo de valor

empresarial por todo o mundo.

O caso da industria do aco d& énfase a esta tan@to ser um processo de combinagao
de empresas num sector bastante disperso queardgu®mo a montante que deu origem a uma

empresa dominante.

A emergéncia da economia chinesa juntamente coonjantura mundial levaram os dois
maiores players desta industria a um processo méinacdo, contudo este ndo foi um processo
simples. A abordagem hostil por parte da Mittakbté&io agradou aos dirigentes da Arcelor SA
gque deste logo puseram em pratica um conjuntoetidas defensivass quais, apos elevarem a

alavancagem financeira da empresa adquirida, forcarrevisao (em alta) da oferta.

Assim, apés uma forte pressdo exercida pelos r@stas 0 processo consumou-se e as
sinergiasexpectaveis, através da projeccao cish flows futurgsanunciam um futuro favoravel

ao crescimento da ArcelorMittal.

Contudo, embora algumasnergiasja tenham sido alcancadas, o futuro econémico e
politico esta mais incerto que nunca , pelo queas$ flows futuromdo podem ser assumidos
como garantidos. Ndo sendo possivel a ArcelorMdedcurar os aspectos de mudanca na sua

envolvente, de governagcao empresarial e de risobieh
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Abstract (English)

Mergers and acquisitionsnarked a turning point in the economic developnant).S

economy, which quickly became a worldwide referemtealue creation.

In 2006, on a dispersed industry, either at upstrer downstream levels (steel industry)

a strong example of a consolidation process toa&eptreating a dominant player.

Emergency of the Chinese economy added to theeearges of a financial crisis made
the two largest steel players to enter on a contibimgrocess, process which was far from
simple. The hostile take-over bid launched by Mig&eel did not please Arcelor SA Board of
Directors which implemented sondefensive measurés order to avoid the possibility of being
acquired by its main rival and, on more practiahts, leading to the increase of the offered

price. Due to the forced price revision the dead wansummated.

According to the expectexynergiesexpectable, by projectingture cash flowsthere are

positive predictions for the future of ArcelorMitta

However, nowadays the economic and political fitisr more uncertain than ever and,
although someynergieshave already been achieved, the future cash famsnot be taken as
granted. Some aspects such as the market chamgpesrate governance and currency exchange

risk can not be forgotten by ArcelorMittal group.

Key words:

Mergers and acquisitions, Defensive measures, §@s-uture cash flows,

JEL Classification:
L610 - Metals and Metal Products; Cement; Glassa@&s
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Executive Summary (Sumario Executivo)

Desde os primoérdios, a criacdo de valor e congtrug@ uma riqueza sustentavel
constituem o principal objectivo da gestdo de esggedevendo esta metodologia ser transmitida

atraves de toda a hierarquia.

Com vista a aprofundar a temética anteriormentidsf, o autor procurou encontrar um
caso de estudo recente que tivesse revolucionado determinada industria. Neste ambito
destacou-se 0 caso da industria do aco protaganigalhs duas maiores empresas do sector
(Arcelor SA e Mittal Steel) que remonta a 2006 e gtomoveu a consolidacéo de uma industria

bastante dispersa tanto nas operacdes a jusanteacorantante.

A Mittal Steel foi constituida em 2004 através daisicdo da LNM Holdings N.V por
parte da Ispat International N.V fusionada comtarirational Steel group Inc. Era, em 2005, o
maior produtor de aco a nivel de quantidade, teagwiguas vendas dispersas pelo mundo e a
transformacéo da matéria-prima centrada em z8aascost”tais como o Brasil e a Europa de
Leste.

A Arcelor SA foi constituida através da fusédo ds tempresas: a Espanhola Arcelania, a
Francesa Usinor e a Luxemburguesa Arbed. O voluemerethdas da Arcelor SA focava-se

principalmente na Europa (71% das vendas).

Embora fosse o principal produtor de aco a nivefjantidade, a Mittal Steel, apresentava em
2005 um volume de vendas de 28,132 milhdes deatdtarquanto a Arcelor SA, segunda maior,
apresenta um volume de vendas de 38,438 milhddsldees. Embora as linhas de produtos de
ambas as empresas fossem idénticas, o valor actadogela Arcelor SA nos seus produtos era

bastante superior.

Contudo, em 2005, a industria do ago entrava nasa €ritica, causada principalmente
pela emergéncia de algumas empresas Asiaticasigaimente chinesas que fizeram a China
passar de um exportador para um importador de ms{énmas, controlando os precos das
diversascommoditiesSituacao a qual os grandgsddyers” ndo poderdo estar expostos, surgindo
nesta sequéncia a propostaaleoverda Mittal Steel.

Esta tentativa de tomada hostil ndo foi bem reelgelo“Board of Directors” da

Arcelor que desde logo tomaram diversas medidandiias. As quais comegaram por ser uma
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critica ao CEO e Chairman da Mittal Steel (Mr Mjitanas rapidamente se transformaram em
accoes que alavancaram o nivel de passivo finandarempresa (aquisicdo da Dofasco e a
distribuicdo de dividendos elevados) passando teelativa de uma fusd@amigavel” com os
Russos da Severstal SA. Medidas que culminaram mnogosta de aquisicdo das proprias
accoes, que caso a proposta da Mittal Steel n@&ssiv sucesso iria promover uma elevada
alavancagenfinanceira. Contudo a combinacao ArcelorMittaheorse-ia uma realidade a 25 de
Junho de 2006 impedindo tal medida.

Desta forma ja dispondo dos relatorios refereatempresa fusionada de 2007 e 2008, o
autor procedeu a projeccdo dos restaogsh flowsfuturos, utilizando a metodologia do FCFF
(Free Cash Flow for the Firm) baseando-se num iocnesto das vendas e outros custos (excepto
0s custo das vendas) de 20% em 2009, 15% em 2(8%, dm 2011, 5% em 2012 e 3% nos
seguintes anos. Quanto ao custo das vendas onseggoi considerado foi de 15% em 2009, 10%
em 2010, 5% em 2011 e de 3% nos anos seguintedo &ssumido para o efeito uma taxa de

crescimento do activo economidnvested capitglanual de 3%.

Face a necessidade de actualizacdocdsh flowsencontrados procurou-se determinar
um custo médio do capital (WACC) que reflectisseqailibrio entre passivo e activo existente
na ArcelorMittal. Cruzando alguns pressupostosaés de algumas bases financeiras como a
Bloomberg ou o Damodaran com os relatorios de samiaempresa. Foi assumida uma taxa de
juro sem risco (OT’s a 10 anos dos Estados Unido&rdérica) assim como um prémio de risco
de mercado (Rm-Rf) de 5.59amodaran assumption” Quanto ao risco do sectdsu foi
considerado o do aco geral (Steel general) ajustdlodo ao valor demasiado elevado
provocado pela conjuntura actual. Quanto aadatorio e contas” de 2006 a 2008 da
ArcelorMittal foram retirados: taxa média de immgstet debt,custos financeiros, capitalizacao
bolsista (valor dequity) e o custo da ivida financeira (que nédo poderiangerior a taxa de juro

sem risco utilizada na analise).

Assumindo uma perpetuidade de 3% apdés o ano 2Gi@uleu-se umentreprise valuede
672,739 milhdes de dolares.

Contudo com vista a avaliar as sinergias gerad#és @ambinacdo destas duas empresas,
assumiu-se a criacdo de uma empresa ficBcimmed companempresa soma) reflectindo a
soma dos resultados de ambas as empresas seogsiimsassem a operar independentemente. Os

pressupostos assumidos foram em tudo idénticoargesormente descritos, com excepcao das
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taxas de crescimento que se situariam nos 3% & i@ crescimento das vendas e seu custo
apresentado na hipotese anterior. Quanto a fordulap WACC este também apresentaria

algumas diferencas pois ponderariandreprise valuale cada uma das empresas. Extraindo-se
desta andlise conjunta um valor de 166,718 mildéedolares.

Assim foram calculadas sinergias futuras de 423yp8Hh6es de ddlares. Contudo emergia a

questao: qual a fonte destas sinergias?

Com vista a resolucdo desta questdo o autor res@gparar as sinergias em trés grupos:
sinergias de crescimento (incremento das vendagyg&gs operacionais (redu¢do nos custos de
producao) e sinergias financeiras (diminuicdo @tofade actualizag&o).

Obteve-se desta forma a seguinte distribuicdo pwrak das sinergias: crescimento 57.8%,

operacionais 4.9% e financeiras de 37.4%.

Embora os valores apresentados sejam alicianfesiro € incerto e as sinergias nao sao
garantidas. A actual instabilidade econdmica etipalicoloca inidmeros pontos de interrogacao
relativamente ao futuro da economia global. Sitoagée adicionada a possibilidade de um
downgradeno rating, ao risco cambial e ao dominio da fanhlital nas decisbes da empresa,

podera promover um impacto devastador na ArceloaMit

Embora algumas sinergias ja tenham sido alcancaja®s uma integracatamigavel’, a
ArcelorMittal ainda se encontra num processo dape@cao do investimento efectuado, ndo se
devendo descurar os aspectos relativos a goverragfoesarial, mudanca na envolvente ou

alteragdes nas taxas de cambio sob pena de cadr sitracao ddefaultfinanceiro.
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1. Introduction

Creating value and building a sustainable wealtlehbeen the main objectives of
business management, which should be spread thraliginganizational stakeholders and not

just centred in management.

Mergers and acquisitions where firstly identifieslaaturning point in the development of
U.S This growth process, quickly became standafglsiness value creation standards through
the world, allowing not only a simple increase diargeholder’s value but, in some occasions, by

offering value over the sum of the merged compamjeseratingynergies

This method of organizational development has gseatificance not only in financial
but also in strategic terms. M&A require a profousrganizational reorganization by targeting
all the organizational stakeholders from memberstareholders, taking care of customers,

suppliers, financial and economic regulators nagdtting all the political powers involved.

Organizational change promoted by these growinghaust may have different
motivations, from achieving a better market positio efficiency improvementue to all
potential benefits, acquired companies often atgdee purchased knowing that they would not

survive alone. Thiswin-win" should be the basis for successful M&A activity.

In the following essay, the researcher will discM&A emphasizing his analysis on one

of the main objectives of mergers and acquisitidms:pursuing of market hegemony.

After this introduction the author will present laapter with a literature review on M&A,
followed by a second chapter where the ArcelorMittse is discussed. On a final stage some

conclusion will be extracted.

! Gains related with the companies together genegydiigher results than the sum of both parts, b#iegequation
“2+2=5" (Ansoff Igor) the special alchemy of a mergr an acquisition; in another words, the kewgigle behind
buying a company is to create shareholder value aveé above that of the sum of the two companies.
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2. Mergers and acquisitions main differences

2.1. Acquisitions

Although both constitute a combination of two or remocompanies, mergers and
acquisitions are different issues which sometimesevincorrectly identified as synonymous.

An acquisition is a process where a company acsfuir@art or the totality of another’s

capital, such process can be suggested on a:

* “hostile basis” —not desired by the target and usually facing strioagiers imposed by

the acquired company

« “friendly way” — although it can not be totally desired, facesufficient barriers to its

development

However, this is not a linear division. On business$ivity, an acquisition which starts on a

friendly basis can end on a réafm wrestling”.

2.2. Mergers

On the other hand a merger happens when two fiohsmtary agree to go forward as a

single new company rather than remain separatehedwnd operated.

After the merger process the overall company carane with the name and judicial constitution

of one of the merged companies or promateeager of equafs

2.3. Legal and image issues

When one company acquires another, it allows tlqyeieed firm to proclaim the action as
a merger. Such action happens mainly because bemght tends to show negative
connotations. Presenting the deal as a mergerhleapropensity to make the takeover process

more pleasant. Sometimes, when both CEQO’s agreégoihang together is in the interest of both

2 Takes over

% Merger which creates a company with a differersigieation and different juridical constitution, wheompanies
stocks are surrendered and new company stockuisdsa its place; for example the merger betweeml@a-Benz

and Chrysler ceased to exists, creating Daimlersléryand the merger between Arcelor SA and M#takl which
created ArcelorMittal SA
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companies, it is possible thide” an acquisition. But when the deal is made drostile basis

the process is always regarded and transmittdtetaneirket as an acquisition.

3. Global perspective over mergers and acquisitions
Mergers and acquisitions in different countries andridical systems

M&A can be experienced in just one country/juradicsystem or can involve,
simultaneously, different juridical systems. Thastl approach was named as transnational

mergers.

Due to its global impact, transnational mergersehascently become a crucial worry for
governments. Although governments tried to find sanswers to the problems emerged from

this kind of mergers, the objective has not bedly achieved.

3.1. Reasons for a Regulated Politic on M&A

Mergers and acquisitions may contribute to theease in competitiveness for firms
operating in a global market. However, powerful pames in the market can promote a
decrease on social welf4rét this stage international regulation guidelifesame essential in

order to solve the problems arising from those camgsdominantbehaviour.
First effective idealization over transnationaliaty was defined based on two main issues:
» Transiting all benefits for social welfare

* Preventing and counteracting any anti-competitefedviour

Complementing such theory, Neumann (1990) statatitttese competitioguidelinescan be

applied on two approaches:

» Constructive— “assuming social welfare as the main objectivaging regulation just a
way of replacing the market, when it is not manggiasources efficiently or is not

maximizing social welfare

* Through prices monopolization or even controllamgnpetitors
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e Evolutionist — “based on Schumpeter's market visiotveing competition a dynamic
process which generates technical progressl the main objective of regulation is to
build an institutional and economic environment ethallows innovation, by eliminating

barriers to new entrants

Adopting a constructive or an evolutionist analysis, the main purpose should always be

promoting efficiency increases on resources usage.

3.2. Regulation in North-America

U.S first step on market regulation of market ceftitpn was given in 1890 with
Sherman’s Agbromulgation.

Sherman Actonstitutes the first “protection” of companies atmwhsumers against dominant

player's emergenéy

Defending the free competition principle, this atated that'every person who shall
monopolize, or attempt to monopolize, or conspiiéh vany other person or persons, to
monopolize any part of the trade or commerce amsmgeral states, or with foreign nations,
shall be deemed guilty of a felonylthough never referencing M&A, this was the first

regulation against the possibility of social wedfaeduction caused by firneencentration.

The act which first emphasised mergers and adguisi was Clayton’s Act (1914).
Approved by Federal Trade CommissioffFTC) stated that'no corporation engaged in
commerce shall directly acquire the whole or anyt g the stock or other share capital of
another’s also engaged in commerce (...) where (.e)etfiect of such acquisition may be
substantially to lessen competitiowhich can be seen alsoamnex 1.1 — Clayton’s AcAfter
its promulgation the Act, together with Anti-trudivision of U.S. tribunal of justice, started to be

responsible for the detection of any illegal mesgaracquisitions.

In 1976 another step was given with thard-Scott-Rodino Antitrust Improvements Act,
where legislation about M&A in U.S starts to comcéne principle ofnotification’ in order to

control large industrial concentrations.

® Neumann (1990)Efficient process are discovered and new marke¢saeating by competing enterprises”
® Denominated as trusts

"Where companies had to notify their M&A activityanti-trust division
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Evolution along the years had been constant ad®&8 the U.S justice department had
promulgated theMerger Guideline$ Although Guidelines were not a law, they brought

transparency to control process.
3.3.  Regulation in European Union

Rome agreement does not concern any article detatd&A. Before the 80’'s M&A
activity in the European Union was ruled by the 8a# 82° articles, which do not emphasise
M&A issues.

Regulation over M&A was just implemented in thelef 50's when the U.S had already
half century of experience. This new regulation gatitogether different countries rules in order

to shrink, the possibility of negative impacts dobgl market integration.

As the effective market realization in 1992, wapexted to promote M&A exponential
growth, additional legislation was needed. Leadiogregulation number 4064/89 which

concerns, between others:
« Real communitarian application [n°1, 2 and 3 Dfiticle]

* Promotion on efficiency issues — an organization bave a technological process

without penalizing the consumer surplus [numbédy) 2" article]

« Defining a concept where the consumer surplus veas one — being unacceptable to

sacrifice the consumer surplus

» Application of strong restriction on M&A which terid establish or reinforce a dominant

market position [number 3 of%article]

As can be seen in thennex 1.2 — rule number 4064/890f 21 December 1688&jor part of
guidelines was common to U.S Guidelines with spatigs of a common market and not a

common country.

8 being reviewed in 1982, 1984, 1992 and 1997

5



M&A Causes and consequences
Search for market dominance

Bruno Alexandre Lopes dos Santos

3.4. International Cooperation

Internal application of regulations early describgdored the external/global effect of
M&A. The existence of international cooperation armmbrdination proved to be essential as a
way to obtain cross-border mergers which promoteénarease on social welfare. Three main

options in order to apply an efficient managemestr @ross-boarder were suggested:
» Bilateral cooperation- reconciling the positions of different regulatiauthorities

e Creation of competition rules framework for M&A -ased on a global regulator such as
wTQ®

* Multilateral cooperation- with the existence of a worldwide supranationdharity

Although to achieve an efficient regulationultilateral cooperationshould be the applied
methodology on cross-boarder M&A regulatidrlateral cooperationwas the more utilized

coordination method.

In order to promote a better transnational coopmrasome contracts were signed

between EU, Canada, Japan and'¥iSorder to promote multilateral framework.

WTO, as expected, was presented as the promothisdramework, its principal objective was
to harmonize the market and avoid anti-competibtgbaviour. Five years after the signing of the
first pact (1991), a huge step was given with theaiton of the“Working group on the
Interactions between Trade and Competition Polichfiis group identified two anti-competitive

practices:

* Practices which impact on more than one market th whe essential multilateral
cooperation in these circumstances where the existef several authorities with

different perspectives can generate several cesflic

* Practices which impact on distinct markets tharhdse market - there are problems in
obtaining and processing information from the othearkets, where legislation and

regulation can be very closed

° World Trade Organization

19 pact of 1991 and 1998 are the mostly known
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The conclusion extracted was that, given the lda@dommunication between different countries,
bilateral cooperatiorcan not be sufficient by itself according to WT@altilateral cooperation

agreement is needed including, between others:

» Principles and rules on a national level — comjpetipolicy and regulation on different

countries
» Set of rules for anti-competitive practices — tratonal rules

* Framework for cooperation provisions, aiming tonity and report anti-competitive

practices with substantial effects on internatidrede

* Mechanism for conflict resolution

Not only domestic but, more than ever, transnatidh@A can have negative impact on social

welfare strategy and market performance (as widen on theopic 4.2.).

Such issues become more complex when the frameabysas changed from a closed economy
to an open economy. As the economy is becoming mlot®al than ever, generate of inefficient
situations caused by the lack of information tetodsicrease.

Although bilateral cooperationhas been successful, some innovation is requimgahsing the

need of anultinational cooperation

4. Cost/benefit analysis on Mergers and acquisitions:

4.1. Jacquemin’s approach

As in all business terms, the main question on erergnd acquisitions consist of a

success or failure analysis: do these decisiorsge i destroy value instead?

Following Jacquemin’s (1990) perspective, beneddsociated with mergers can be from two
kinds:

e Cost reduction in terms of production and/or tratisa

« Management efficiency gains
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The same author refers that benefits provided Iy @ductions in terms of production and/or

transaction can be achieved by economies of Saaleconomies of scoffe

Both can be achieved with an increase on the raiation of production and management,
motivated by the merger process. Mergers procasdedaced as a way to solve inefficiencies,
as a company with a lower cost structure tendsdrease its market share.

Although narginal coststend to decrease, on M&A activity arises the peablof
transaction costsBut such costs can also be eliminated or inter@dlthrough a merging
process, mainly on a vertical merger. Coase’s aubrd1937) stated thaa firm will tend to
grow until the costs of organizing an extra transac within the firm become equal to the costs
of carrying out the same transaction by means o&xrhange on the open markelf'is being
positive to internalize activities when the markests are higher than processing such activities

inside the organizational structure.

Jacquemin’s theory also added that benefits adsdcigith management efficiency gains on

mergers can be the solution figency problentd as will be seen in the topic 7.2.

However, M&A can also have negative impact on amgioprices, rival companies and
even on merged companies. One example of a negatp&ct on merged companies can be
given bydiseconomies of scafe

Although issues such aseconomies of scalean be relevant for economic analysis, the main
cost referred by economic theories is the one charsecostumer prices and rival companies by

the market power increase of merged companies.

1 Eollow Jacquemin’s approach (1990) economies désmn be:

e  Static — when result from increase on the produdtiputs, not changing any production condition
* Dynamic — when result from a learning process

12 “Related with efficiencies primarily associated wilemand-side changes, such as increasing or dsiogahe
scope of marketing and distribution of differergey” (www.wikipedia.com)

13 Eisenhardt (1989);Agency theory is directed at the ubiquitous agemelationship, in which (the principal)
delegates work to another (the agent), who perfairaswork. Such problems can arise when: the desir goals
of the principal and agent conflict and or if it défficult or expensive for the principal to verifyhat the agent is
actually doing” adapted by the author

4 Diseconomies of scale took place when a compaaiseve a dimension which become departmental
communication and coordination difficult, losingxibility on environmental changes adaptation
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Such increases tend to boost industrial conceaitratevels as smaller players, avoiding
bankruptcy situations, are acquired by dominanygr Highly concentrated industrial sectors
tend to have players selling at higher prices, mhigher than their marginal cost, promoting

several inefficiencies such as:
« Limitation on the quantity of products placed

* Production costs, become less relevant, as theg hakmited impact on results — if
companies have higher production costs they simmdyease their prices without any

market penalization

Thus, market concentration through M&A can, alsadl¢o price cartelizatiol®. On the other
hand, a decreasing number of companies in the mamjdy a reduction on customer choice,

being itself a cost, leading to a welfare loss.

4.2. Williamson trade-off

The author that developed the deepest study oviareassues was Williamson, basing
his theory on welfare determination promoted byrenease on market power (caused by M&A

processes).

Williamson had developed a linear function whessuming stable costs at a certain production

level, tries to determine under what conditionsribeeffect of a merger on welfare is positive.

15 Also called market monopolization

18 Sullivan and Sheffrin (2003)Formal prices agreement among competing firms”
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Williamson theory is described in the following gha
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Graph 1 —Williamson trade-off
Source: http://www.med.govt.nz/

The graph shows that:

* An increase on market power is reflected in thegase of the equilibrium price from P
to P, and retrenchment of supplied quantities fromt@Q,; As a result of this change,
consumer surplus decreases, however such decsease entirely appropriated by the

supplier:

o While "monopoly profits"area represents a transfer of surplus from constone

producer;
o “Deadweight” area symbolizes an effective loss in social welfar

« Decrease in average production costs fromy &&LCAC,, associated with economies of
scale promote efficiency gains, which result oea welfare improvement represented

by “cost-savings”

Williamson’s theory stated that the net effect aharger on social welfare will just be positive
if:

“Cost-savings” >"Dead-weight”

It is important to refer that Williamson’s modelddnot consider any difference between
producer and consumer surpluses. Defending“tbtl welfare” is calculated through the sum
of both surpluses. However, in his perspective, blaégance between efficiency gains and
consumer surplus reduction can not be forgotterieri@eng that higher @Q, ratio require a

higher cost reduction in order to keep a positapact on social welfare.
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5. Organizational/Corporate culture

5.1. Relevance for M&A valuation and success measurement

The relation betweeworporate culturé” and organizational effectiveness attracted an
increasing interest through the years, reachinlgreag in the 80’s. At that time corporate culture

became a crucial subject due to the influencergénizational value'$ in organizational results.

On the 80’s Hofstede (1980) and Ouchi’s Theory @) were the first theories directly related

w corporate culture
Hofstede defended the existence of five cultunalesisions which restricted cultural behaviour:
* Power distance- expected differences between power levels (privyidistance to the
leader)
* Uncertainty avoidance capacity to accept environmental uncertainty
e Individualism/Collectivism- acting as a group or as an individual

e Masculinity level- male societies are traditionally ruled by contpeiness, ambition

and material possession, being female societieetierse

e Short/long term orientatior time horizon orientation

' Montana and Charnov (20085um of values, customs, traditions and meaniihgs make a company become
unique (...) corporate culture is often stated las tharacter of an organization since it embodres vision of the
company’s founders (...) corporate culture infloes ethical standards within a corporation, as veallmanagerial
behavior”

18 Beliefs and ideas about what kinds of goals memioéran organization should pursue, concerning alko
organizational behavior standards
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Symbols

Rltuals

Graph 2 — Onion diagram
Source: Hofstede (1994) page 9 [Adapted by author]

If values are more connected with the moral andcalttcodes, being a determinant factor of
what people think thdashould be done] rituals and symbols reflect what people thiigkor is

not true”.

“Onion diagram” defended that acts/attitudes link values with syisland rituals. In Hofstede’s
perspective what defines the employee’s acts atiics is a conjugation between values,

rituals and symbols transmitted not only throwghporate culturebut also by their own culture.

Theory Zdeveloped byOuchi also called"Japanese Management styJeivas focused on
employees loyalty to the compan®uchi defended that companies should provide a welfare

increase for any employee, in his perspective:

“High Employees Satisfaction = Productivity Increds

5.2. Cultures and subcultures

It is common to identify organizations with ooerporate culture which is generally the
culture of top management. On real business lifeial homogeneity is not verified, as several

sub-cultures can be found that compete with thartapagement culture.

Working teams can also create their own habits @exuliar interactions which may lead to
tensions within organizational structure disturbthg whole system. In this perspective, Roger
Harrison (1972) and, on the 80’s, Charles Handy8%)%tated thatorporate culturecan be
adapted within different departments.
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Roger Harrison and Charles Handy described fourswaylink organizational structure to
corporate culture

Power culture- concentration of power on a few

Role Culture- power derives from hierarchical position

Task Culture- power derives from expertise

* Personal Culture- all individuals believe themselves as supetfioithe organization

Charles Handy defended thi¢rsonal Culturdrequently makes organizational structure hard to

manage.

Another contribution was brought by Edgar H. Soh@i985) that describecobrporate
cultureas"a pattern of shared basic assumptions that theigiearned as it solved its problems
of external adaptation and internal integrationathhas worked well enough to be considered
valid and, therefore, to be taught to new membesrtha correct way to perceive, think, and feel
in relation to those problemsieveloping a standpoint observation which chareeé three

cognitive levels:

« First level includesrtifacts'®, facilities and offices, the way company employiegsract
with organization outsiders, slogans or “jokes” e@¥hicharacterize organizational

environment

» Second level concerngsrganizational values which tend to be studied trough

interviewing processes

« Third level is where organizatiortacit assumptiorf§ are placed: its existence is usually
consciously unknown by the membership; being amet, usually, not investigated due

to its complexity level

According to Schein's model miss understandingucailt norms can strongly compromise
organizational future, meaning that the first aadasmd levels can not be totally applied without
the third™.

19 Organizational attributes that can be seen, feltheard by an “amateur” observer

%0 Culture elements that are unseen and not coglyitidentified on daily interactions between orgatianal
member, but are present and strongly implementéukirompany
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5.3. M&A in different cultures

5.3.1 The requested cultural leadership

As it was previously justifieddifferent cultures within organizations are frequéy

appointed as one of the main reasons for the faitfrintegration processes”

On M&A processes each organization has its owrnugglltvhich tends to clash when brought

together due toultural difference&.

The main way to solve such differences is throunghimposition of a strong cultural leadership.
Organizational leaders should also be culturaldeadhaking possible the change from the two

old cultures into dunified” new culture. A common culture should concern:

» Culture innovationthrough recognition of cultural differences, ¢nega new culture
which replaces the previous cultures, and a

* Culture maintenancby reconciling old cultures in the new “unified”ltture

5.3.2 Avoiding failure in cultural integration

If it is possible to find a dominant culture witham organization, it is understandable that
M&A increase these features and cause culture slorclkdifferent levels of the merged

organization.

Sometimes such shocks are expected and anticigmtecultural due diligence The main
problem arises when those cultural aspects ardomke&d and undervalued, and cultural shock

appears after the signing of the contract withtslpotential hazards.

Failure to link strategic vision to process objeet may jeopardize organizational
operationsDue diligencé®is essential to avoid such errors on mergers auisitipns evaluation

process.

2L Such situation leads, for example, to increasifficdlty for newcomers to assimilate organizatiboalture also
explaining the change failure

22 \Which generate lack of identity, communicationigems, and inter-group conflicts

% Process which allows an individual evaluation pss; due to the specificity of M&A operatidfesach merger is
a different merger and each company is a diffecemtpany”
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The basic function oflue diligenceon M&A context is to evaluate responsibilitiessults and

risks associated with each decision.
Being essential:
» Knowledge of the business

» Strong skills/competencies to match that knowledgeported by clear objectives added

to common sense
* Flexibility and open mind to constantly raising nquestions

This analysis should always be focused on the @llintegration process.

6. Waves of Mergers and Acquisitions

Association with the environmental change

M&A cycles have not a specific starting or endirgjed authors diverge when trying to
point a date for the start of a new M&A cycle. Byetother way ending dates are generally

pointed as coincident with wars or financial disast

Cycles produce different effects depending on thitigal and economic space in which they
took place. Analysing American’s (U.S.) economystbiiians and economists refer 5 waves of

mergers.:

First Second Third Fourth Fifth
Wave Wave Wave Wave Wave

T T T T T T T T T T T
1890 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010

Graph 3 —M&A waves in U.S.
Source: Paulo Bento (2004)
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1% cycle — Era horizontal mergers
(1897 — 1904)
First M&A cycle wasmarked by a strong increase on horizontal mergdrsgitgcwhich
created mainly steel, telephone, oil, mining, catt and other giants of the manufacturing
industry.

In this era some monopolies raised, followed bgepdransformation on economic and business

structure, strongly associated with the installabd railways.

First cycle of M&A had slowed down with panics 3@ and 1907, in association with
the First World War and the creation of first antist regulations.

2" cycle — Era of vertical mergers
(1924 — 1929)

Second cycle promoted fundamental changes on edorsiracture, with consolidation

of industries that were the subject of the firsivevand also a significant increase on vertical

integration processes.

This was the cycle where crucial developmentsechnology and manufacture took
place, with the major automobile manufacturersfoeaing positions through new production

processe¥. The era of vertical mergers ended with 1929 “Crasid “Great Depression”.

3 cycle — M&A activity in the area of conglomerates
(1950 — 1969)

Period in which théconglomerate concepttaised in U.S. Assuming a visionary
position, some of the major conglomerates, sudfi&$ or Litton, were created.
In order to follow the market trend, some estélgidscompanies accepted the concept and

start a diversification process into new industas=as.

Conglomerate stocks crashed in 1969 and the dieefsompanies never achieved the

expected diversification benefits.

%4 Ford is one example with several improvementfénprocess
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4" cycle — M&A activity on concentric mergers, hostitakeovers, LBO's and junk bonds
(1984 — 1989)

Cycle also named as thera of hostile takeovefS, characterized by a fierce bidding war
for strategic positions.

In addition there was an increasing number of jookd financing and a steadily
increasing volume/size &BO's*.

After the 1987 stock market crash, U.S. corporaigers had paused for a few months.
The cycle ended with the collapse of the junk boradtket in 1989/1990 added to the decreasing

on savings and banks loans.

5" cycle: Cycle of cross-boarder mergers - Transnatiband Transcontinental M&A
(199510 ...)

Cycle marked by deals with high transactional galnamed as “mega-deals”27 open
space for uncommon processes “mergers of equalplaieed in the topic 2.2). Companies of
unprecedented size and global sweep were creatbisiperiod28 on the assumption that size
matters, boosting organizational market value.

The main problem is that high stock prices pressampanies to do “huge deals” to maintain
heady trading multiples which, for some, were nggportable in the long run.

Fifth cycle was also the period of Millennium Biklbursting and of great scandals, such
as Enron, which promoted a revolution in all cogtergovernance issues.

For some authors this cycle is not ended yetfdruithers, the collapse had started with
the fall down of Internet stocks in 2000 followegfimancing problems of telecoms, defending

that a 6th cycle had already started.

% The first major-company hostile bid was made byrgém Stanley on behalf of Inco, whitbpened the door”
for the major investment banks to make hostiledake bids on behalf of raiders

% “highly-leveraged transaction (HLT), or bootstrapahsaction occurs when a financial sponsor acquises
controlling interest in a company's equity and wher significant percentage of the purchase pricéinanced
through leverage borrowing”(www.wikipedia.com)

%" Nine of the ten largest deals in history, unti®%9took place in this period

%8 Chrysler and Daimler Benz, Exxon and Mobil, Boeimgl McDonnell Douglas are examples
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“6th cycle — Era of M&A in order to fight against igbalization”
“(2003 to ..)"

The stronger contradiction starts in the fifth @/ehded/sixth cycle start. In some authors
opinion, after the first cycle ended, somewher2dfl1, the growth of merger activity between
2002 and 2006 (from USD1.2 trillion to USD 3.4ltoih) created a new M&A cycle.

Main factors which justify this growth were:

* Globalization

« Encouragement promoted by governments of some igesfiito create some strong,
internal and external, players

» Low financing costs availability and

* Tremendous growth of private equity funds with merease in management-led buyouts.
“The winds of globalization have forced businesetarget beyond their national borders for

competitive advantage that is world wide in stékatp://www.lexuniverse.com — history of U.S
M&A).

7. Main theories of M&A

In the last decades have been witnessing an irecaasunt on M&A activity. Between
the main theories that justify such situations leariound:

» Economic performance and efficiency
» Conflict between decision makers and investorsr(@g¢heory)

* Hubris existence

7.1. Theory of economic performance and efficiency

Historically appointed as the main cause for bussnghange, economic performance and

efficiency theory defend that motivation for M&A qaredure emergency is profit and company

9 France and ltaly are strong examples
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value maximization, which is achieved through aficieint combination of two, or more,

businesses.

Such efficient is reached when the expected vaugeaater than the sum of both pd#st2 =
5" (Ansoff, Igor).

Va+g)>Va+ Ve
Meaning that Companies together have an higheewhlan companies summed

Between the latest theories six causes can whiomgte this additional value can be
found: cost reductions, resources rationalizatiorgreased market power, acquisition of
resources, acquisition of new technology and spgioul.

7.1.1 Cost reductions

Cost reductions can occur on:

» Financial costs — arising from the existence opks funds on one company/business,

which can be transferred to other businessesnallgrfinancing its investment needs

» Operational costs — M&A can create economies deszascope (as it was explained on
the topic 4.1) which can also promote a more effitusage of human and technological
resources, plant, equipments, materials and otipeits leading to a cost reductions.

7.1.2 Resources rationalization

Usually associated with optimized usage of avéslakesources after a business
combination, joint production will tend to reducests. If in the joint company there is one
production facility able to fit all production relgements at a lowemarginal cost the merger

process will tend téclose down” all remaining plants rationalizing the productr@sources.

However, economies of scale are more frequenhendistribution area, where a large

supply chain with a broader coverage allows fordodistribution costs.
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7.1.3 Acquisition of resources

An acquisition or a merger allows to the acqurentrol over the acquired company
resources. Expressing, following Porter's idea )98 fast way of organic growth’inside or

outside country boundaries.

Acquisition of resources througbross-bordef® M&A tends to be, nowadays, critical for
business development when trying to access neweatsadt even reinforce its presence. M&A

allows the elimination/reduction of lack of experwe and knowledge in new markets.

7.1.4 Increasing market power

Increases on market power after M&A processes,tdube increase on market share,
promote the improvement of organizational powerromestomers, suppliers, staff and other
stakeholders putting higher barriers to new engra@t it was explained in the topic 6 on the
first U.S M&A cycles was common a fast achievemehimonopolisticpositions. With the

emergency of some antitrust rules such processesrigemore controlled.

More recently, with the impact of the financiaists, M&A process was referred as one
way to avoid small organizations insolvency, beiagquired by major industry players

contributes to an increasing market power ofrttegged company

7.1.5 Acquisition and diffusion of new technology

In order to stay competitive, players need to beéopnof technological developments and
business applications, M&A process assumes in siichmstances a crucial position. With the

acquisition of other players, organizations canntaain or even develop their competitive etlge

Acquisitions allow spreading knowledge through camd companies, which could speed up

the objectives achievement, seen as impossibl@utitine combination.

%0 Outside country boundaries

%1 Google Incexamplefone acquisition per week”
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7.1.6 Speculation

Speculative actions are associated not only witlergint performance expectations and
with relative position on industry sectors, butoalake into account behavioural perspectives of

organizational managéfs Different managers build different organizatiiructures.

In the recent past, due to high economic fluctumtan elevated level of speculation processes

took place with a strong increase apportunistic acquisitioris.

7.2. Agency theory
Conflict between shareholders and managers

Agency theory described by Jensen-Meckling (19&&)ued thatmanagers should act
as agents of shareholders (...) trying to avoid siturss where there is a conflict of interests
between decision makers and company owneexisen-Mecklin named such problems as

agency problems

Stating that managers promote organizational graavith constantly efficiency improvements
was the way to achieve their desired power and oéveards.

In this issue of efficiency level some measures lsacome a conflict point”. Taking as an
example the investment of surplus funds from opemat* although it allows the financing of
new projects, shareholders, worried about shont-téividends would strongly oppose to such
decision creatinggency problem

In such cases the solution appointed by Jenseatsythwas that managers should distribute the
surplus (FCFF) to shareholders through extraorglisarplus or acquire own shares (boosting
market shares value).

In Agency theory, M&A was appointed as one radsmdution, applied in order to restore

the required efficiency and harmony of interestéwben shareholders, managers and all
stakeholders.

% Different managers create different companies
% Short term acquisitions aimed to selling at highéces, not following any economic reasoning

34 Eree Cash Flow to the Firm
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7.3. Hurbis theory

According to Roll (1986) ideology managers make takiss on“target companies”

evaluation.

When acquiring a company listed on the stock matketoffer, due to market efficiency, should

concern a conjugation between:
* Acquired company value — given by the market thioongirket capitalization

« A Premiunt® — justified by theincremental cash flowshe merged company is

expected to generate

Roll's theory emphasis the mistake made by managetuation orpremiumsdefinition, which
are driven to pay a higher pri@deing“infected by Hubris”

Hubris existence lead acquirer managers to reduce remlese diligenceasks.Hubris in the
case of takeovers can be associated with “auctiaing’ higher the competition, higher the

premium.

The main problem become visible after the takeowien synergies gains are not sufficient to

cover the excessive premium paid. Such insuffigidgamamed as "winners cur§é"

Acquirer benefits Acquired benefits Total gains

Economic Performance and Efficiency

Agency Theory
Hubris

|+ Positive gains - Negative gains 0 Null gains

Table 1 —Gains on main M&A theories
Source: Berkovich-Narayanan (1993)

Following Berkovich-Narayanan (1993) M&A processesotivated by economic
performance and efficiency improvements shouldtereapositive impact even on the acquirer

or acquired organizations.

% Difference between the offer value and the mavkéie
% Roll (1986)"bidding firms infected by hubris simply pay to fder their targets"
3" Defended by John Von Neumann and Oskar Morgené&téd)
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But such results do not held for M&A motivated eithby Agency theory an acquisition
motivated by lack of trust between managers andelbéders, or infected withlubris, which

becaméproblematic when there is more than one potentialder” Robinson (2003).

8. Premiums

8.1. Premiums calculation

On mergers and acquisitions evaluation process slisogepancies can arise. Sometimes
evaluation just focus ofpositive results”, but such results may not be enough to covecdse
of capital Analysis based oaccountingresults or onvalue creatiof® may lead to different

conclusions.

This evaluation process tends to be facilitated amdy by the knowledge in advance of some
strength’s generated by the combination, but aysthé previous knowledge of future obstacles.
Rodriguez in 2003 stated thain“order to reduce disparities, some informatioroshd be
worked in advance, before the final signing of ¢batract” it is also relevant to study the value
creation which“should be taken into account not only the charastes of tangible and

intangible assets but also its influence on ultiesuiccess”

Questions about valuation processes often leadith gremiums to being questioned as
one obstacle to combinations success. High premiomg represent an excessive force
demonstration, but constitute an incentive for dbquired company being, at the same time, a

potential synergies indicator.

In order to predict the future synergies it is esiséto know if the acquisition was made
on ahostileor friendly basis.

% EVA (economic value added) or CFROI (cash flowuneton investment) are examples of financial insents
more used
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8.2. Premium payment

Being acquisitions an investment, payment metholll also produce future effects.
Usually represented by only one, or a combinatioetween the two following payment
methods:

* In cash— where the acquirer issues funds, which may ewistin the company or must

be obtained externally

* By shares- situation where the acquirer issue shares tieatliatributed to the acquired
company shareholders; since there is no need éondk of funds, there is no increase in

the financial risk of the new entity

However, considering future financial risks, itimgportant to take into account the fact
that in acash paymerthe shareholders leave risks exclusively on thel@asing company, when
the shares payments applied, the future risks are shared amongsladireholders involved

(acquirer and acquired).

Acquirer responsibility | Acquired responsibility | "Corporate involvement"
Cash Payment Only Acquirer

Shares Payment Acquirer & Acquired

Table 2 —Premiums payment methodology
Source: Author

9. Synergies

Decision takers on mergers, acquisitions and otikances have to know which
resources, skills and other assets can be theesofifvalue creation! Through an individual
evaluation of each situation, as each asset hawaih characteristics. Such evaluations can be

generalized or not.

One of the main difficulties osynergiesevaluation comes from the fact that after making a
acquisition assuming future synergies, it becomfficdit to measure what would be the
performance, after the change, without the comlanat
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Although synergiesclassification had been in constant evolution gltime years, the

author continues to prefer Chatterjee (1986) thedistinguishing five main kinds of synergies:

» Growth synergies

Collusion/Coalition synergies
e Operational synergies
* Financial synergies

«  SGA? synergies

9.1. Growth synergies

Transformations on the™SM&A cycle lead to the consolidation of some indiest
mainly based on the theotlig is better’ The main problem is that such kind of processdsr

firms to operate on high activity levels, puttingtrer pressure on investments.

Fifth wave characteristic goes aligned wifowth synergiesheory, believing that dimension
gains are not only achieved by joining two or moompanies. To reach an effective gain it is
necessary to have an appropriate combination anchérged company must have the requested
skills to produce new goods and services or imprtdwe existent ones, penetrating and
developing a sustainable growth on markets, acogs&w information and new technologies.

Success on mergers and acquisitions is only aathieden combined companies take
full advantage of skills and competencies of eattero However, this is only achievable when
process attributes are adequately safeguarded bHeraye diligenceprocesses the first step to

achieve the desired results.

9.2. Coalition synergies

Coalition synergies are often associated with paigeeements that, in some cases may be
considered illegal. Whilgrowth synergiesend to occur on horizontal mergers and acqursstio
collusion synergiesan occur in horizontal and vertical mergers witthhe same industry or

sector.

% Selling, general and administrative expenses

25



M&A Causes and consequences
Search for market dominance

Bruno Alexandre Lopes dos Santos

9.3. Operational synergies

Operational Synergy is a concept used to deschibestate of an organization when the
people and processes work together, while maimginompetitiveness, to expand the ability to
deliver products and services to its customels.the result of a disciplined process that enables
integration of more than one organization skillsl @apabilities in a way that makes it possible

to produce outstanding results consistently.

Operational Synergies occur when organization'serdey skills and capabilities are fully

integrated allowing efficiencies in the supply, guation or distribution.
As a result there will be:
« Cost reductiorf$ or quality increases Birect synergies

» Ability to change prices direct synergies

9.4. Financial synergies

This kind of synergy can lead to a reduction &f tlost on capital, through acquisition of

companies with low debt levels, which can lead thvarsification or restructuration process.

Financial synergies can also be associated witfeqgtern or imperfection of capital markets.
Although some authors defend that such kind of yree do not exist, just focus their analysis
on operational and growth synergies, various stugieve its existence (Chatterjee, 1986)
particularly in acquirer companies with larger didwels, since their access to capital markets is

more difficult and expensive.

9.5. SGA synergies

A SGA synergy refers to the opportunity of a coneloi corporate entity to reduce or
eliminate expenses on business management, usisatbgiated with the elimination of duplicate

costs on general and administrative expelises

0 Economies of scale or economies of scope

“1 Where, between others, can be included: marketixmpenses, payroll costs (salaries, commissioasgltr
expenses)
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10 Kinds of mergers and acquisitions
Development and characterization of mergers and aisgfions

Caring about business structures, different bgsineombinations promote different

mergers. Developing a historical analysis, fouféetgnt kinds of mergers/acquisitions which

depend on the level that is occupied by merged amiep on the value chain can be appointed:

Horizontal — companies in the same business or value chaal, lav this situation a

merger brings some resources overlap

Vertical — companies positioned on complementary activi{cifferent levels of the

value chain)

Conglomerate- acquirer and acquired companies are present féeretit businesses

within one sector or are placed in different ecormmosectors

Concentric- companies are located in different businesssumitt related by the market

or by the technology

10.1. Horizontal Mergers and acquisitions

Horizontal M&A are characterized by the combinatiaf companies which operate on

the same sector of the same industry and wishrio larger organization, usually aspiring to:

Efficiency increases on production and distributiethe main objective is to promote
increases in economies of scale and scope, witthargl reduction of costsfecus on
cost synergies

Increased market power through growth expectattoaiow merged company to grow
on existing markets as well as on new markets, ymsd brands and competencies —
focus on synergies by income or profit, or coatitgynergies

Improved usage of resources — sell surplus asastsyell as promote an optimized

combination of resources (tangible, intangible hathan) -focus on cost synergies

Horizontal mergers can also be promoted by in&ffitmanagement of the target company, this

basis of the agency theory, can also be assoamateadther kinds of M&A but does not always

lead to value creation.
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The reasoning behind the most successful horizongbers and acquisitions has been

the combination between aspirations/synergiesezatéscribed.

10.2. Vertical mergers and acquisitions

Characterized by mergers or acquisitions betweenpenies operating in the same

industry, but positioned in different stages of Wladue chain.

Between the main reasons and expectations whitifyjusrtical mergers or acquisitions can be
found:

» Technological efficiency increases

* Reduction or elimination of research, advertisingpmmunication, production
coordination and other transactional costs

* Improvement in inventories management (more efiicievithin a single entity,
decreasing market dependency)

» Uncertainty avoidance on cyclical aspects on densamdl by this way a reduction on
market dependency

* Acting in stages with higher value added

Vertical integrations tend to promote a decreasé€upstream supply”dependencylLead, in
some cases, to a competitive advantage based eamiaaht position over an essential industrial

resource.

10.3. Conglomerate mergers and acquisitions

Conglomerates or conglomerated companies becamdgpomn the 60’s, characterized
as“multi-businesses”organizations oholdingg? with management over a range of non-related
activities.

Conglomerates promote a business diversificatltmouigh acquisitions rather than based
on organic growth. Requiring different researcHlskengineering process and sales technique

to promote an efficient manage of companies powtian different industries.

42 A company that owns enough voting stock in anofiner to control management and operations by infieg
or electing its board of directors, also calledgp@icompany (www.investorwords.com)
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There are two main kinds of conglomerates dististyedl:
» Financial or financial control
* Operational, strategic or administrative

While financial conglomerates are exclusively foaumsthe exploration ofinancial synergies
Operational, strategic or administrative conglortes@&xploreoperational synergieadditionally
to financial synergies.

Conglomerates promote the sharing of knowledgerasdurces between business units,
as a source of competitive advantage. But, in @ingtate integrationshbad buying decisions”
can put the whole organization at risk.

10.4. Concentric mergers and acquisitions

Concentric integration processes consist on agresnbetween companies positioned in
different sectors but with common markets or prees&echnologies used.

The more common concentric combination is widelgwn as'bank-assuranceleading
to M&A or other alliances between banks and insceanompanies. In the recent years has
emerged a new type of concentric combinations inglabanks and telecommunications
companies.

Combining the kinds of mergers and acquisitionshvakpectations about the five kinds of

synergies described on the topic 9:

Horizontal Vertical Concentric Strategic conglomerates | Financial conglomerates

Growing
Operational
Coalition

Management
Financial

++ Main objective + Complementary objective - Not expected

Table 3 —Expected synergies on main kinds of M&A
Source: Author

Can be concluded that financial and growing symsrgire expected on almost all types of
mergers or acquisitions, by the other way operatisgnergies are just expected on horizontal
and vertical mergers.
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1. Introduction to the case study

The acquisition of Arcelor by Mittal presents, aast (2006) and unusual merger process
in one dispersed industry, apstreamand downstreamlevels, where the leader acquires its

nearest competitor, searching for a hegemonic madeer.

This consolidation process of the steel industaytet! at 27 January, 2006 when Mittal
Steel initiated an historical acquisition pretemgio create a giant steelmaker changing the route
of this industry, decreasing Mittal's market depemcly and creating a new industry leader with

an increased bargaining power over stakeholders.

The unpredictability of Mittal’s offer comes fronhe steel industry history, where the
growth based on acquisition, was marked by a fierdding war between these two players. An
example of this bidding war was Mittal Steel aciiga of Kryvorizhstal in October, 2005after
a fierce dispute with Arcelor which was fought bdmk Arcelor with Dofasco’s acquisition on

January 2%, 2006 after a dispute with Thyssenkrupp.

Dofasco’s acquisition was one of the most efficieetensive measures executed by Arcelor S.A
after the Mittal Steel takeover (first offer) anmoement. The position occupied by both

companies in the industry (leader and nearest chimpeand the defensive measures applied by
Arcelor S.A (strongly supported by Spanish, Freaod Luxembourg governments) made this

particular merger so unpredictable and unexpected.

Since the first offer at 27January, 2006 the market saw continuous attackirdy defensive
measures of both parties which changed the expmtsategarding the conclusion of the deal
predictions for each side several times. But, aterMittal’s offer ended up at June 252006,
after two improved offers, as being considered adgoad business opportunityby the same

person®’ that had considered it &sompletely unacceptablein the beginning of the year.

But, how was it possible to change this percepitiosuch a short period of time? The
present case study describes the factors whichriboted to this huge change in Arcelor

judgment about Mittal's offer. Other points thatist®d before the merger, such as defensive

3 For USDA4.8 billion
“ for USD5.6 billion
> Arcelor CEO (Guy Dollé) and other main sharehadder
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actions in mergers and acquisitions, how can amising analysis help to understand M&A
trends, the expected synergies, shareholders wteuahd corporate governance issues before the
merger are also assessed. This analysis interisueeful in order to understand the post-merger
position and the future challenges such as thectefée realization of expected synergies,
shareholders structure changes and corporate gowanssues.

2. Steel industry

Steel industry was marked, since 2004, by a fidéiglging for the market leadership at
upstream operations between Arcelor and Mittal.

Before Mittal’s tender offer over Arcelor, stealdustry was very fragmented in terms of

market share, being highly cyclical and very contpet

Facing such problem the industry entered on a dmladion phase where the smaller players, in
order to avoid bankruptcy, started to be acquirgdthe larger ones. Stronger players at
downstreamoperations emerged through this process, butpatreamoperations the market

dependency problem strongly remains.

The market dependency started to be seéithasmain threat” when the upward pressure on
steel prices caused by the fast growth of steefiyms demand from China, India and other

developing economies

STEEL

:

E

$ per Metric Tonne
: a @
g 8 8 gz

Graph 4 —Steel prices evolutions
Source: MEPS (International) LTD
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The emergency of new players, a sharp rise in somanodities essential for the steel-making
process (zinc or nickel) and a consolidation predasthe mining industry are contributing to

make the steel prices (final products) rise sigaiitly.
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Graph 5 —Nickel prices evolution

Source: www.kitcometals.com/charts/nickel_histdrizage.html
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Graph 6 —Zinc prices evolution

Source: www.lmo.co.uk/zinc_graphs.asp

Analysing the market, since 2005, there is a geémaceease on prices of zinc and nickel,

following the steel trend.

The same trend was verified on steel input costs:
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Steel industry increased its degree of volatilibgth in terms of earnings and of
production output. Significant increases of somedatse energy and other inputs to the steel-

making process had contributed to increase thdiltylaf steel prices.

Producers and consumers limited control on pricelenglayers face a huge disparity
between demand and supply, mainly because of ttredsing developing countries demand
named a$Asiatic steel demand”

But there are other factors which had strongly Gbuated to drive this trend, such as the global
economic conditions with mainly the recession feltthe automobile, construction and other

industrial products industries leading to a reductf the demand for steel.
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2.1. The Chinese emergency

Chinese increasing influence changed the steel ehatdigh domestic demand for
infrastructure ignited by the fast industrialization the country had produced an oversupply at

world’s level of Chinese steel products.

This oversupply had promoted a consistent incredsmput prices, starting to pressure the
region’s profitability and making the industry margclical. Consequentially, China has emerged
as“the key factor” in the global steel market, linking the ups andde of Chinese economy to

the ups and downs of the steel industry.

After a fierce consolidation process, where thelenglayers were acquired, although
the first steep in the consolidation process hashlgven, due to the Chinese emergency steel

producers remained highly dependent on Asiaticgray

Steel Extraction in Steel Transformation in Steel Extraction - Steel
Country Company mmt(*) mmt(*) Transformation Self-Suficent

Luxembourg = ArcelorMittal 103,3 116,4

Japan ‘ Nippon Steel 37,5 35,7
‘ Baosteel Group 35,4 28,6

South Korea POSCO 34,7 31,1

Hebei Steel
Group 33,3 22,8

Wuhan Steel

Japan ‘ JFE Holdings 33,0 34,0
Group 27,7 20,2

Tata Steel
India (Corus Group) 24,4 26,6

Jiangsu Shagang
Group 23,3 22,9

us ‘ U.S. Steel 23,2 21,5

Table 4 —Main seel extractors & steel transformers
(2008)

Source: www.wikipedia.com [adapted by ththar]
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As can be analysed from the previous table, foun&te players can be found among the Top 10
players in terms of steel extract{n

Since 2004, Chinese power over the market had becoore intensive not only in terms of
natural resources output, but also in terms ofl gieeducts, based on their main competitive
advantage: the natural resources self-sufficiency.

China
emergency
as Supplier

Steel market
became

dependent
of China

China
emergency
as
Costumer

Graph 13 —Chinese market power

Source: Author

With the consolidation process, Chinese market ggh$som a“large group of small
firms” to a“restricted group of dominant players”

“6 Upstreamoperations
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2.2. The Arcelor and Mittal reaction to the environmeritahanges

Facing the global increase on input costs, Mr Mitated that Something needs to be
done on the steel industrglefending that the major industry players shouldb®dependent on
a highly volatile commodity strongly controlled tye Chinese players.
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Graph 14 —Steel production by zone (in tons)

Source: www.wikipedia.com

To reduce market dependency a stronger player eeded, and the merger between the
two major players started to be seen as the bkgt@moto counteract the steel industry trend.

At that time there was a first proximity betweenttsli and Arcelor CEOs when they
admitted that steel industry’s consolidation Wdse way through success in this fragmented
industry” (Mr Dollé Arcelor S.A CEO) and Arcelor's sharehetd started to face Mittal's
takeover asthe solution to acquire a hegemonic positiand to fight the high volatility of the

steel prices.

Together Arcelor and Mittal would be able to proelucore than 10 percent of the world
global output, close to 100 million tones of steal,can be seen amnex 2 — top steel producers
by output This would promote an increased pricing power andlecrease on industrial

fragmentation. However the market dependency prolbleuld not be completely solved.

The consolidation process would create a strongdrraore competitive market leader,

allowing a stronger impact on emerging marketshsagBrazil, China, India, Russia and Eastern
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Europé’. This was an essential measure as these couatedncreasing their demand for steel,
the major steelmaking producers started to moveitayere already placed in those regions,

looking for lower operational costs.

2.3. Differences between steel industry in United Stadesl Europe
2.3.1. United States (U.S)

Referred as the major steel importer, its mainnadsteel resources supplier is NAFFA

through its countries. Although the financial jdU.S demand for steel steadily increases.

All issues involved in the steel industry, as im&oother industries, are totally different

from other industries globally due to the Unitedt8§*'management style”

United States players have their capital structurglly leveraged, when compared with players
from other countries. This fact led the U.S bormsli&s of the steel industry to have a higher

default rate than in any other world economy.

Liquidity issues were not relevant in the Unitect8s, shareholders just focus their analysis on
short-term returns and this was the main reasonnb@lethe riskier strategies assumed by

steelmakers and the impact that the world crisisgramoted in this country.
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Graph 15 —U.S and China steel consumption
Source: OECD

“"Due to Mittal’s position in such markets

“8 |nternational trade organization composed by US#&pada, Mexico, Brazil and China
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2.3.2. European Union (E.U)

Being a net steel exporter, European Union impostaderal materials such as semis, hot
rolled coil, wire rod, galvanized sheet from 5 maountries: Russia, Turkey (which is trying to

enter on European Union), Ukraine, China and India.

Turkey integration in European Union would congéta colossal step in this industry, as

Turkey is the second largest European source ef istgorts.

E.U management style is completely different frons LEuropean steelmakers hold high
cash balances following a cautious approach toiditgu Shareholders care more about the

medium/long term investment return when compardd.®investors.

However, the main difference between U.S and Edéldhdustries is the consolidation of the
industry. U.E power is more divided (different ctigs, with different players) while the U.S,

being just one country, has a major player whicbrgfly influences its internal market.

Nosth America
¥ oa—r—r—r— i — o —— 1 —
D501 0607 0603 0604 O7CR OFOR 0703 070N 0801 (RGP 0303 CEOM MAOY
Asia — Main Asiatic countries CIS — CommonwealtHrafependent States |

Graph 16 —Steel demand (Index 2006%100)
Source: OECD
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3. Main players
3.1. Arcelor S.A

Arcelor was created by a merger of the Spanisal gisoducer Arceralia, the French
company Usinor and Arbed, a Luxembourger company.

(Arcela ria )

( Arcelor
S.A.

Graph 17 —Arcelor’s foundation

Source: Author

Arcelor's headquarters were placed in Luxembourgl #&s production was divided in
three lines:

* Flat steel products
* Long steel products
» Stainless steel

In 2005, Arcelor’s sales reached USD 38.4 billiabdut 71% based in the European
Union) with an operating margin of 13.4%eg Exhibit 3 — main steel transformers information
in 2009. In 2005 the company was the second largest pteducer in terms of output, but the
first in revenuesdee annex 2 - top steel producers by output anéxadn Arcelor financial data
(2003-2005).
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Arcelor’s equity was dispersed (largest shareholddr Grand Duchy just owned 5.6% of total

shares).

Organizational history shows involvement in someblig bidding war's (mainly
acquisitions). In 2005 the lost of Kryvorizhstabacsition business against Mittal Steel was one
example of a controversial bidding war.

Arcelor was strongly developed diwnstreanmarkets, where it performed several value
added activities and custom projects, through ABBSArcelor’s division that was responsible for

27% of Arcelor’s revenues (2005 information).

In 2006 the organization had 310,000 employee®iodbintries.

3.2. Mittal Steel

The achievement of Mr Mittal in the steel marketswaainly supported by growth
through acquisitions: Iron and Steel of TrinidadT&bago, Sibalsa, Sidbec-dosco, Walzdraht

Hochfeld, Inland Steel Company are just examplesoaipanies acquired by Mr Mittal.

Mittal Steel was founded in 2004, based on the sproeess line, as a result of Ispat
International N.V (already controlled by Lakshmitidl) acquisition of LNM Holdings N.V.

which merged with International Steel group INC.

International
SteelgroupINC .

Mittal
Steel
company

ISPAT
ﬂﬂernmional(‘])

(*)Already controlled by Lakshmi Mittal
Graph 18 —Mittal Steel foundation

Source: Author
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With the merger, Mittal Steel had become the warldading steelmaker.

Placing its headquarters in Rotterdam/Netherlanu$ lzeing managed from London,
Mittal's Steel products were divided in the samee¢hlines as Arcelor’'s products, however

having products with a lower value added (when canegb with Arcelor).

Equity was divided in two classes: A and B, whelas€ B shares have ten voting rights,
while class A has only one vote per share. Thiseshahere strongly controlled by Mittal family

which had about 88% of outstanding shares and d8¥ewoting rights.

In 2005 Mittal Steel acquired Kryvorizhstal (Ukren steel manufacturer) for USD 4.8
billion, after a controversial auction process.sTacquisition allowed Mittal Steel to increase the
existent geographic diversification achieving adi@ble position in the Eastern markets, strongly

dominated by Eastern companies at that time.

At that time Mittal Steel was the largest steelduwer by volume with geographic
operations spread along the world with:

* America representing 41% of the business
» Europe 38% (mostly Eastern Europe)

» Some African and Asian countries (such as Kazakhgtigeria and South Africa)

representing 21%

Being also the world’'s most sufficient steelmakengere its own mines supplied 56% of the total

iron ore and 42% of is coal requirements.

With a production capacity of over 75 million tosnand an output of 63 million tonnes
(see annex 2 - top steel transformers by outgdtiital’s sales amounted to USD 28.1 billion,
generating an operating margin of 16.986d annex 3 — main steel transformers informatmon i
2005and annex 5 - Mittal financial data (2003-2005)

In 2006 the company had 320,000 employees (10,@0€ than Arcelor).
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3.3. Severstal S.A
Severstal was a Russian company founded in 24 AU@ES as Cherepovets Still,
and renamed in 24 September 1993 as Severstal VBitA. their headquarters placed in the

village of Cherepovets.

/’ N (
Cherepovets

k Steel Mill

Severstal

Graph 19 —Severstal denomination change

Source: Author

Severstal operated atownstream(transformation) andupstream (mining) activities,

being the Russian largest steel producer.

Although as Cherepovets Steel Mill the business jusiscentred on the Russian market,
as Severstal the company quickly achieved a glpbaition. Severstal owned Severstal North
America, U.S fifth largest integrated steel makad &ucchini, Italian second largest steel group.
In addition Severstal also possessed assets irifékidazakhstan, United Kingdom and France.
All group raw material needs were supported byntir@ing activities placed in the United States

and Russia.
There are two main advantages which Severstal eegilo

» Severstal Resources — the mining activities prochetéigh level of reserves of
coal and iron ore

» As a consequence of this first topic, Severstal arses of the world’s lowest cost
and most profitable steel producers, generatinggheh EBITDA margin {ee

annex 3 — main steel transformers information in 2005)

Severstal S.A was strongly controlled by CEO Mnrx&lg Mordashov well related to the
Kremlin, owning the preponderant position over camgs shares. Severstal strongly felt the

economic recession, at that timecast reductionmethodology was applied, mainly through
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labour costs reduction attitude which was strorgiticized by global newspapers due to the

Russian/Cherepovets management style.

In 2006, Severstal employed around 100,000 pegptejucing 17.6 million of tons of
steel, achieving a total sales amount of USD 12mion.

4. The Arcelor question

Mittal or Severstal, which one is the more profit@dusiness to Arcelor SA?

Arcelor's Board of Directors strongly opposed te thlittal’s takeover bid, starting to

search for some alternatives in order to block hioistile takeover made by its main rival.

In this market perspective, and as a defensive uneaghe possibility of merging with Severstal
SA had arisen a&he friendliest merger”(Guy Dollé — Arcelor CEO 2006). Due to the weak
presence of Arcelor in the Russian/Eastern marnketging with the Russian player seamed to be
a strong source of competitive advantage. EithetaMBteel or Severstal SA, combined with
Arcelor SA would create the largest steelmaker,tbate were some differences between those

two options.

1. The merger with Severstal would :

* Allow the creation of a player with a productionpeaity around 70 million
tonnes, which was a little higher than Mittal's guation by itself (63 million
tons)

» Centre 40% of production facilities in two coungrieith low operational costs:
Brazil and Russia (similar in terms of quality deel produced) promoting a
“shared industrial project between both companies terms of synergies”
(Financial Times, May 28 2006)

* Build a strong presence in Russia, in Europe ango@d position in North

American market, mainly in the automotive sector

* Lead Arcelor to own 68% of the new firm, leaving@2n the hands of Severstal's

spokesmen Alexey Mordashov.

43



M&A Causes and consequences
Search for market dominance
Bruno Alexandre Lopes dos Santos

Severstal aimed to became a global company, as dtdddhov assumedor the first time in
Russia's modern history our company can becomegbartglobal company, of the largest player

in its field".

2. The Mittal's offer would:

* Create a player with a production capacity of 11lilion tons, more than 3 times the

capacity of the second player (Nippon Steel wigrt@uction capacity of 36 million tons)

* Allow the sale of Arcelor high end products intdmader geographic extension, due to

Mittal's Steel spread distribution network along thiorld

» Offer a dominant position in North America, wherétil had a leadership position after

the acquisition of ISG;

* Lead Arcelor to own 55% of the company, leaving 45%r Mr Mittal control

In Arcelor-Severstabr Arcelor-Mittal, either Mr Mordashov or Mr Mittal would detain a

crucial position.

The main difference between these two mergers tais ArcelorMittal’s production capacity
would be about 65% higher than Arcelor-Severstaidr of extreme relevance when negotiating
with suppliers and client3

In fact, although Russia was the main market fove8stal, Mittal alone had a better
position in the Russian market and ArcelorMittalulbbe the largest steelmaker in every region

of the world, even in the Severstal’'s main market.

Although Severstal mining assets were includedhim deal, Mittal was the most self
sufficient steelmaker producing products genenaith low value added allowing a strong source
of raw materials to Arcelor’'s high end products.ofibthe production facilities, it was true that

with Severstal, Arcelor would have production umitshe lowest production cost regions: Brazil

9 Due to the possible industry concentration and ¢hesequent propensity to obtain synergies relatit
economies of scale.

44



M&A Causes and consequences
Search for market dominance
Bruno Alexandre Lopes dos Santos

and Russia, but the merger with Mittal would hais® goroduction units in Brazil and Eastern

Europe.

Mittal's bid would create more value to sharehatdgue to the complementary positions
that both companies occupied in the value chainttaMiwas more centred onpstream
operationsand Arcelor stronger on tldwwnstreanevel. Additionally, the largest dimension and
broader market dispersion, would position the meérgempany in a better competitive position

to face the market.

5. The process

The business development would be described basethe time frame exposed on the

following graph:

Coporate
Governance

Dofasco First Payout Improved Severstal Last

o Acquisition Offer measure offer measure offer
Critics

Nov/Dec 2006 January 242006 January 272006  February 16172006 May 12'"2006 May 192006 May 2672006 June 2512006

Graph 20 —Negotiations between Arcelor and Mittal

Source: Author

5.1. Corporate Governance Critics (November/December&00

Different concepts in terms of corporate governabegveen the two companies were
obvious. Mittal was strongly controlled Bittal family, a domination which would prevail after
the merger, were they would control “more than 658b"the merged company. Dominance
which was seen as a threat due to problems in éigetiation process as every decision was
taken, or strongly influenced, by Mr Mittal (CEOda@hairman of Mittal Steel).
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The lack of trust had increased when in the midoflehe takeover process it was
discovered that three of five Mittal's independelectors had financial links to the CEO of
Mittal Steef®

Dominance of one individual/family over Mittal coasted with Arcelor’s, where no individual
shareholder held more than 6% of Arcelor capitedanization where Chairman and CEO were
two independent personalities and no member ofntaeagement team was simultaneously a

member of the board of directots

Arcelor board of directors strongly opposed tosthoorporate governance differences and
used those disparities as an argument for influgnité shareholders not to tender their shares.
Guy Dollé (Arcelor's CEO) defended the Board ofediors position stating that they were

companies fromdifferent planets” accusing Mittal's oflack of credibility”.

5.2. Dofasco acquisition (January 262006)

In order to avoid an undesirédorporate domination” Arcelor's Board of Directors

noticed that to effectively defend their companfedsive measures should take place.

The most remarkably Dofasco acquisition for USD lilbon, after a fierce bidding war
against ThyssenKrupp, ended at January, 2206 (3 days before the first Mittal offer). Dodas
was expected to become the Arcelor's platform f@mwgh in North America, promoting an

increasing pressure on Mittal’'s offer.

Dofasco’s acquisition had levered Arcelor, as tbguésition value was strongly financed through

cash holdings (in addition to some credit lines).

On the other hand, facing Dofasco as a threat, MtaMdefended the sale back of
Dofasco to ThyssenKrupp group. For Mittal Steekdiors, Dofasco integration in the global
group would not make a strategic sefg®en the existing extensive and well positioneuttN

American operations{www.miitalsteel.com] defending that the holdinglesback would allow

* pender J, Mittal steel directors have links to foundefinancial Times (April 2006)

*1 Only composed by independent directors
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to get back the cash expense incurred. For thasuneaMittal had made a pre-agreement with

ThyssenKrupp, which Arcelor’'s Board of Directorsosigly opposed to.

At that time another defensive measure took plagghout shareholders approval.
Arcelor, trying to block Mittal’s hostile bid, traferred its Dofasco holding to an independent

Dutch foundation, preventing the Canadian compaihg fer five years.

That was an effective measure as Mittal's takeom#ts increased. Mittal was buying Arcelor’s
assets without having control over them, being issgale to sell Dofasco holding to reduce
takeover bid expenses.

Characterized asthe more efficient defensive measure executed kmeléy” and a“very
credible defence(Peter Marsh and Peggy Hollinger, Financial Tim&stil 2006) which had
strongly impacted the Mittal’s family trust in tkekeover success.

Although being a efficient defensive measure it wieided without shareholders
approval, reducing the trust of the compédowners” on the management team, criticising their
ability to run the shareholders interest. The Boai Directors, in any case, should fight for

shareholders interests and at that time the regi¢stst was not felt anymore.

5.3. First offer (January 27" 2006)

Mr Mittal realized that without reducing their imgaon the “hypothetical merged
company” the takeover process would not take place. In roitde achieve the process
consummation, Mittal Steel accepted to reduce ckBsgoting rights from 10 to 2 and to

restructure the Board of Directors with an indemarmiccomposition.

Although this seems to be a huge step in the psoties reduction of voting rights had no
practical effect as in one or another structurettafifamily would control more than 65%,
therefore the power remained centred on the Miaahily launching the first offer in this

sequence.

The idea of a voting process of one share/one aimtge when the separation of chairman

and CEO was projected. A restructure become imiperat order to have an effective merger Mr
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Mittal needed to make some structural changes ittaMbteel which would strongly impact on

the future of Mittal and Arcelor.

But such measures did not affect Arcelor's Board Dofector perspective, which
continued to identify Mittal Steel corporate govamne as amonarchy rejecting the possibility of

being incorporated in a company controlled, digeotlindirectly, by dking” 2.

5.4. Payout measure — Getting back shareholders trusti§Fuary 16" 2006)

Arcelor was a dispersed company, where the majaresiolder controlled less than 6%.
Its independent Board of Directors always tried dentre their action according to the

shareholders interest, approach which, in their perspectieannot be questioned”

This methodology was strongly felt when at Febrydy 2006 Arcelor announced a
dividend payout of USD 1.41 per each 639.774 mmllshares outstanding, in order to distribute
part of the announced USD 4.53 billion of net drfgee annex 2 - top steel producers by output
and annex 4 - Arcelor financial data (2003-200p)ktending to get back the shareholders trust

questioned on Dofasco’s acquisition as explainethertopic 5.2.

This higher payout ratio trend followed the incieas net profit (from USD 3.17 billion
in 2004 to USD 4.53 billion in 2005), transmittitg the market the idea of stronger prosperity
when compared to Mittal’s resulisee annex 4 - Arcelor financial data (2003-20063lannex 5
— Mittal financial data (2003-2005)]

Arcelor’s directors, tried to get back the shardead trust by revelling what seemed to be
a prosper company, stating that they would recgieater returns in the coming ye&rsArcelor
CEO, Guy Dollé, also added that “considering outdatic results and our stock performance, it

is a normal payout” [Arcelor strategic plan 200@86- www.arcelormittal.com].

The shield against Mittal's bid was created by ¢éhodology based on:

*2 Shareholder of both companies (May 2008héy are completely different companies (...) Métauld aim to be
a best practice leader with one share, one vostiould“split the roles of chairman and chief executivettbheld
by Mr Mittal”

3«“A company made for shareholderéthember of Arcelor’'s Board of Directors, www.ftrod

** One month after Mittal's hostile bid, Arcelor praged its strategic plan for the upcoming 3 yearsyliich it intends to achieve USD7 billions
EBITDA. Further, Arcelor commits to pass this impeg operating performance to shareholders throagbuyt ratio of 30%
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“The Higher the net profit” = “The Higher the diviehds”
Dividends which should increase (based on futwed) up to USD 2.2 per share.

This strategic plan was named ‘&wsaximum priority shareholders returns”and built an
additional pressure on Mittal's offer, as the shatders, due to higher projected returns, started
to feel confident about Arcelor’s future.

But with all the defensive measures Arcelor wasddrto increase itgearing ratic> borrowing

and additional bank loan of around USD 5 billion.

5.5. Self tender offer (May 12 2006)

The offers evolution can be seen in #rex 7 — Mittal offer evolutiohad changed the
odds of success for each side several times. ffeeimproved offer, on May 12 Arcelor called
an extraordinary general meeting of shareholdewder to approve the launch of a self-tender
offer of EUR 44 per share amounting EUR 6.5 bikipwith the purpose of cancelling the shares
tendered. This price presents a premium of 98%eddst trading price before Mittal’s offer and
a premium of 16.6% to the last bid offered by Mi{fl@8UR 37.74) as can be seen in #mnex 8 -

premiums

This self tender offer would only be implementedMittal offer failed, so it was seen as an
alternative when Arcelor gave a premium over th& betion. Arcelor offered a higher premium
to persuade its shareholders to accept the salktesffer instead of Mittal’s bidding, trying to
block it.

With the present measure, Arcelor was replacingtgdor debt and so swapping discretionary

cash outflows, as the payout ratio is determinedtoglor Board of directors.

With debt, Arcelor does not have the possibility adjust interest payments so easily in
downturns of the steel industry cycle, as it isgiae with dividends (equity). Therefore, as
leverage increases, its financial profit gets askiaving the possibility of deteriorating Arce®r’

credit rating, increasing borrowing costs.

% Total Debt/(Total Debt + Equity)
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Hence, Arcelor was giving money to its sharehol@deénhe expense of additional risk. Mittal was
also giving money, although at that time only EUR73 (latter increased to EUR 40.4) per
share. Creating, after the deal consummation, ehnfarger company that would be in a better
financial position to serve the accumulated defitluding the one incurred with the acquisition.
The merger would also promote growth opportuniied a much stronger impact that arising

from the combined group and promoting an additioealrn to shareholders.

The self-tender offer would lead to increase onefocnet debt of EUR 6.5 billion achieving a
total debt amount of about 22.5 billion, increading Net debt/EBITDA ratio from 2.4 up to 3.4.

5.6. Improved offer (May 18 2006)

Although the request of Arcelor shareholder8tard of Directorsreconsidered Mittal's
offer, launched between Arcelor’s defensive measthre second offer was effectively defended
by the self-tender offer.

5.7. Severstal Meaure (May 26th 2006)

On May 28", 2006 Arcelor announced what seemed to be thetmstlefinitive defensive
measure when, unexpectedly presented the comhinafithh Severstal. The Russian company
was the world’s 12 biggest steel maker, with 17 millions tonnes prmtliin 2005. Company
which is strongly controlled by its CEO, holdingoand 90% of outstanding shares, the same
problem as with Mittal.

TheArcelor-Severstatieal would allow Mr Mordashov to receive 295 noillishares at a price of
EUR 44, amounting to EUR 13 billion. Severstal's @kvould become, by far, the largest
Arcelor shareholder with 38% of equity and woulddide to nominate two of four members in

Arcelor’s strategic committee, which would givejiist one person the power of veto.

Severstal had a strong presence in its main markessia, where it produced 11 million tonnes.
But, mainly focused on the automobile sector, hisd @roduction facilities in Europe (Italy,

France, UK) with an output of 3 million tonnes dndUnited States with 3 milliofi.

*% Mainly due to the placement of the plant nearahi®maker Ford
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In terms of value added it presented revenues qreret of around the same value as
Mittal, while Arcelor showed a higher value addedts products. Company’s iron ore and coal

mines were also considered a value added to this de

EUR

Arcelor Mittal Severstal

Price per tonne 510 510

Table 5 — Medium price per tonne sold in Euros
(2005)

Source: www.arcelor.com and www.arcelormittal.com

In order to take this action Arcelor scheduled woe) 3@, 2006 a voting process where
the shareholders voted the deal and, unless mare580% of Arcelor’s entire shareholders base

opposed it, the merger with Severstal would gougho

This was considered as unacceptable, due to “atteedof Arcelor’'s shareholders meetings have

never in the past exceeded 35%” [Goldman Sacher &t Arcelor, www.ft.com, (May 2006)].

Arcelor replied stating thdthas gone beyond legal requirements to shareholddisaitne S,
“Arcelor shrugs off criticism over corporate govemmce”, Financial times May 20063and is
passing the final decision to shareholders.

As it was referred before, Severstal was not ssea ®@ery transparent company, which raised
doubts to Arcelor’'s shareholders about its assatisev Situation which added to the domination
applied by Mr Mordashov did not help to build aip@s idea about the company.

Arcelor shares facing the perspective of an undiiko merger reacted negatively
dropping 3.9%. A trend which was reversed a fewsdayer, shares rose 6.14%, when some
news defended the possibility of changing the decigprocess to an orthodox one. Shares
instability reflected the way shareholders saw ‘that” Arcelor-Severstal merger (Marsh P,

“Arcelor faces Severstal suits over mergefFinancial times June 2006).
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Arcelor's Board of Directorswas facing a difficult stage, after the hostiléhowed
against Mittal's offer based on corporate govereaissues, an incoherent position was showed
when accepting a company strongly controlled B¥Kiemlin friend” (Arcelor’'s shareholders,
May 2006)promoting an unrest position among Arcelor sharmdsl.

Goldman Sachs defended a “normal” voting processrder to decide the Arcelor’s future,
which in its perspective should consist“dfio-thirds majority vote of all shares present at
extraordinary general meeting of shareholdé@oldman Sachs’s letter to Arcelor’s directors,
May 2006, www.ft.com). At that time, a strong irtstdy was felt and some shareholders
guestioned the share buyback program, raised aefeasive measure.

5.8. Shareholders questions about defensive measurdse-perspective change

Institutional shareholders services, which wereisadg more than 100 of Arcelor’'s
institutional shareholders, said Arcelor the conypaas running the risk djeopardising future
financial stability of the company(Bream R,’Arcelor shareholders to vote against buy-back”
Financial times June 2006). Additionally, Arcelosscond largest shareholder with 4.3% added
his perspective thdthe share buy-back is a transfer of cash from Awceo its shareholders,

without any value creation”

With all those questions raised and feeling the @dsconfidence of its shareholders, Arcelor

cancelled the General Meeting scheduled to appte/ehare buy-back program.

All this opposition to Arcelor’s practices startea ease its position and for the first time in 4

months theéBoard of Directorsaccepted to meet Mittal Steel representatives.

As it was expected, after the first meeting Arcelgiterated its idea that Severstal was the best
partner, but the door was open for further talks.

It seemed that finally claims of Arcelor ultimateviers started to be listened and when the
rumours that Arcelor would scrap the share buy-t@okjram partially unveiled, it became more

evident that if Mittal sweetened its offer it mighin this struggle.
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Since the first meeting with Arcelor representativ®littal maintained secret talks with
some Arcelor's shareholders seeking their suppbnis promoted an increasing number of
meetings between Mittal and Arcelor that ended ih whe final offer of EUR 40.4 per share
valuing Arcelor equity at EUR 26.9 billions, repeesing an 82% increase since the last trading
day prior the initial offer (seannex 8 — premiumsYhis offer compromised a value of EUR 8.5
billion in cash representing 31% of the total offeeing the remaining paid with shares and only
by this offer Mittal objectives were achieved, obitag Arcelor's board of directors

recommendation.

It was just missing a final step, which was achiewehen Arcelor’'s shareholders rejected the

merger with Severstl

5.9. Third offer (June 25" 2006)

The evolution of Mittal offers had promoted a camftation between Arcelor's Board of

Directors and shareholders.

The defensive measures executed by the Board etns after Mittal offers had created some

instability between thBoard of Directorsand the shareholders.

This unrest moment ended with the shareholdersestig Board of Directorsto
reconsidered Mittal’s offer, after the second offday 19", 2006).

Although, at that time, Mittal had already conqukerthe major part of Arcelor’s
shareholders, the board of directors, continuedttongly oppose to the merger with its main
rival. Supporting its position on the low valuee#d by Mittal, assuming the Severstal merger
as a"'more attractive alternative from a strategic, fim@al and essentially social point of view"

(“Arcelor rejects Mittal takeover offer’www.people.com, May 2006).

After the second offer and as a way to fight bacarsholders tendency to tender their
shares, th®oard of Directorsstated that it would resign if the Mittal's takepswvas approved.

This resignation was not well seen, from the aegumoint of view, as this would probably be

>"Where more than 50% of Arcelor’s entire sharehsldesed voted against the deal
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followed by other employees. Leaving Mittal's Ditexs leading Arcelor's 110,000 employees in

60 countries involved in a production process witlnch higher value added than Mittal’s.

Although this takeover seems to be a huge oppdytéon both parties, it would only be a

profitable if the projected synergies of USD 1.#idms were truly obtained and synergies as:

* Marketing and trading activities — the position\aittal in some emerging markets would

allow an expansion in Arcelor’s high end products
* Optimization of manufacturing and integration ofwichnologies
» Savings in selling, general and administrative espe

Would only be obtained if both companies work tbgetto pursue the same objectives,
contributing with their joined expertise to the neampany. The resignation of ArcelBoard of

Directorswould strongly compromise the achievement of trerdd synergies.

Pretending to achieve this objective, Mittal Steefjgested a final offer, increasing the offered

price, but also promoting strong changes in allciwporate governance initiatives.

At this stage Arcelor'sBoard of Directorsrealized that, having a huge dependency on
upstream operations, the only way to become a giant stdamds to merge with a
complementary company. With such measure higheergigs would be obtained through the

experience in all value chain.

Analysing both Arcelor’'s options, an effective acmmplementary performance would only be
possible with ArcelorMittal's merger, a9Mittal's strategy is mainly volume driven while
Arcelor's is margin driven'(Arcelor's Board of Directors, June 2006). Mittalidiness was

centred in commodity like. With low end productsiMtArcelor was the main player on high end

products.

By that way, although the second offer allowed 8itb get the desired shareholders trust, the
Arcelor's Board of Directorsresignation was not desired by Mittal and just fimal offer
obtained their approbation on this acquisition pescallowing both companies to share expertise

and acquire the expected synergies.
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Synergies and both players work on a synchronizag sharing all expertises and knowledge

was the reason which lead to the offer of the amithi EUR 1.1 billion made in the final offer

(turning a hostile acquisition into a friendly mery

6. Future cash flows estimation

6.1. Enterprise value

In order to gather a detailed information about thain steel players, the author
developed a study combining websites describedherexhibit 3 — main steel transformers
financial datawith the 2005 annual reports of each companiesgtwban be found enclosed in

the thesis.

Identifying Arcelor and Mittal as the main indysplayers, followed by Nippon Steel, the
author conjugated the financial data present otviibemain players annual reports, since 2003 to
2005 [exhibit 4 — Arcelor financial data (2003-200&)dExhibit 5 — Mittal financial data (2003-
2005]. Such information allowed a direct confrontatibatween this two main steel players,
analysing their evolution before 2005. The authmratuded that, although Mittal had achieved a

higher output level, Arcelor achieved a higher sai@ue.

The following step was finding out if the combiioait was the solution to face the market
trends and if it had generated any sorsyfergies

The annual reports of ArcelorMittal’'s group fronda® to 2008 provided information
present on thexhibit 11 — ArcelorMittal financial data (2006*-28) and due to the sales growth
driven by the merger of 18.74% in the first yeawas assumed a:

Sales, other costs and amortizations growth at: 202009, 15% in 2010, 7.5% in 2011,
5% in 2012 and 3% thereatfter

Cost of sales was assumed a growth of: 15% in 200%, in 2010, 5% in 2011 and 3% in
the next years

Invested capital constant growth of 3%

After the year 2013 the author estimated a perpeash flows growth of 3% (i.e. 2% of
inflation an 1% of real growth)
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In order to calculate the present value of the rlutcash flows (enterprise value) a WACC

(weighted average cost of capital) calculation nesded

E D
WACC = = *Re + = "Rd *(1-To)

Where:

Re = cost of equity

Rd = cost of debt

E = market value of the firm's equity

D = market value of the firm's debt
V=E+D

E/V = percentage of financing that is equity
D/V = percentage of financing that is debt

Tc = corporate tax rate

Such calculation assumed:
* Interest expense, net debt and medium tax ratéracted from the annual report

* Risk free rate (Rf) — As cash flows were estimatetdSD, the relevant rate to consider

was the U.S treasury bonds (10y)

* Market capitalization — calculated trough the npliciation of the number of shares

outstanding by the market value af'Tlecember of 2008

» Debt rate (Rd) — computed through a ratio betwatsrest expense and net debt deducted

by the medium tax rate; value which cannot be laivan the risk free rate
* Market risk premium (Rm-Rf) — following Damodarassamption = 5,5%
» Sector risk fu) — was chosen the Beta Steel (general)

« In this calculation the Beta was adjusted due ®itistability years which promoted an

exponential growth of this value

The enterprise value of the future cash flows dated was USD 672,739 million, to which was
added to the market value of cash and cash equoigadésnd deducted the market value of debt
arrive at the equity value of ArcelorMittal as dag seen on thexhibit 15 - ArcelorMittal future
cash flows (projection)
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In order to estimate synergies valuation“@ummed company”a virtual company
assuming that both companies were still operatepgaddently, summing the results generated by

each of them.

For the“*Summed companyit was assumed a constant growth of the sales,afasales, other
operational costs and invested capital at 3%, d@xoapthe first year where due to the high
investments it was assumed a growth of 12% in Z0@6special WACC (weighted average cost

of capital) was requested to estimate the enterpatue of the future cash flows.

The WACC for the “Summed company” was calculatadgithe same formula:
WACC = S *Ra + 2 *Rd *{1-Td)
W W

But with some differences, as two companies witfedgnt enterprise values and debt level were
considered. To solve such a problem the global WA@E calculated based on the market value

of the two companies (sezhibit 12 — WACC assumptigns

The enterprise value of future cash flows proje¢tgter 2007) was USD 166,718 million.

*8 Enterprise value just concern the cash flows @086, by this way such growth is not considere@®vrvalue but
impact on the projection of such cash flows
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6.2. Synergies
As distinguished on the topic 9 of the first chapthere are several kinds of synergies.
ArcelorMittal merger had promoted several synergfesm financial to operational synergies

being the main synergy promoted by the increasevgllof sales which strongly impacted the

terminal value.

ArcelorMittal expected synergies amounted to US[3,821 Million which the author split into

the three kinds of synergies early described.

Percentage of Total Synergies
+ Sales Synergies (Growth Synergies)
- Changes on Invested Capital(*)

= Growth Synergies

+ Cost Synergies (Operational Synergies)
+ WACC Synergies (Financial Synergies)
= Total Synergies

(*) Changes on Invested Capital promoted by thegerer

Table 6 —ArcelorMittal kinds of synergies expected

Source: Author

Operational synergies generated by the merger, gnathoted a change on Mittal’s
production methodology, adding more value to tleelséxtracted from its mines amounting to
USD 20,587 million, 4.9% of total synergies.

Financial synergies, can be assessed throughfteesdices on WACC (weighted average
cost of capital), which decreased after the mergee. value amounted to USD 158,198 million,
37.4% of the total synergies.

But the main source of expected value creation tnaasmitted by the increase of sales
promoted by the merger, due to the entry of Arc&ér high end products on markets early
dominated by Mittal Steel. Such kind of synergiesoanted to USD 284,256 million, which
were deducted by changes on Invested Capital ierom assess growth synergies. Growth
synergies amount 244,726 million, 57.8% of theltsyaergies.
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7. The Risks Associated with ArcelorMittal Merger — “Future Fears”

7.1. The integration problem in ArcelorMittal's growth

Developing a historical analysis, until the acquoesi process where ArcelorMittal was
created, both companies growth was mainly basedaaquisitions. As their predecessors,

ArcelorMittal based its growth in the same methodyl

To make this growth methodology sustainable, aegucompanies need to be strongly

controlled, in operational and financial terms.
The new company needs to integrate newly acqussets with the existent operations by:
« Promoting continuous training and global compangvkiedge

* Realizing the expected cost savings — Not onlyHey gtrong leadership position which
allows an increase in the bargaining power ovempbens but also by the requested

efficiency increase
* Increasing revenues synergies and other synergifite

Although, until now, the integration process hasfap proceeded smoothly, further
integration steps may not be achieved to the fukepected extension, which could have a
material adverse effect on ArcelorMittal’s operafbresults.

Failing the integration of basic functions, such l@sst practices integration or the
standardization of management information syst@msld interfere in some activities and divert
management’s attention from the daily operation®\felorMittal’'s core businesses. If in the
long run these issues are not be taken into act¢bantthe merger expectations could not be fully
achieved.

7.2. Independency on upstream operations — strength aveakness

In operational terms, ArcelorMittal’'s growth and nstant tendency to increase its
independency atpstreamoperations brought a substantial increase on mioperations, where
Mittal Steel had already a strong presence. Sucke@se brought a high exposition to risks
associated with natural resources extraction, eigosition which was added to the existent risk
of development and production of steel.
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The consummation of any of these risks could raayttroduction shortfalls or other damages to
property or employees. Working hazards related withing activities described in (see annex 9
— mining risks associated with ArcelorMittal) camve a strong impact on ArcelorMittal
production cycle.

If by one way the market dependency decreaseshéd\other exposition to natural resources

production increases.

Risk Associated with
Natural Resources
Production Risk

Exposition to
Market steel prices
fluctuation

Graph 21 - Main advantage and disadvantage on
increasing mining activities

Source: Author

7.3. Geographical risk

Strongly present in several emerging countries Haand, Czech Republic, Brazil,
China, Algeria or Argentina and applying its modd@lrcelorMittal achieves aow cost

production. But operating in those countries expdle company to risks.

Eastern European countries are, nowatagsllecting the revenues from the economic
reforms imposed when they tried to access to thedaan Union. Argentina, after periods of
strong instability, is trying to recover the paldl stability and improve economic performance.
China is not anymore a country only explored byeigmer investors and some strong domestic

players started to arise, conquering not only thmm€se market but the global market.

9 Which slows down with the recent world financiebis
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In some sectors of these economies legal, socthlpatitical systems tend to remain

underdeveloped and deterioration.

By investing in those countries ArcelorMittal highincreases its exposure to economic and
political risks. By this way, any slowdown in thewdlopment of these economies or any
legal/political crisis will strongly impact the AetorMittal’s financial and operational structure.

Situation to which can be added the large amolimvestments made in those countries,
assuming that the exponential growth and modeloizawill continue, leaving room for an

increasing demand for ArcelorMittal’s products.

Failing of this assumption started, due to the raial crisis, to be felt by ArcelorMittal.
Although in the years after the takeover of ArcddgrMittal the demand in these countries for
steel and steel products increased, the more rémsmd shows a decreasing on demand which

can be critical for the organizational future prexsty.
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Graph 22 —Demand for steel (China against Rest of world)

Source: Worldsteel, WSD, Macquarie research

7.4. People risk

With the merger ArcelorMittal became a huge employath more than 311,000

employees, spread from the 5 continefsise annex 10 — number of employees by segment)
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Arcelor and Mittal together had boosted their priiin and revenu&® On one hand, increasing
costs are controlled through the bargaining power suppliers and other stakeholders achieved
with the merger promoting a cutback in productiosts. On the other hand some costs cannot be
totally controlled on the long run. Pension, othest-retiremerft benefit plans and other cash
contributions at some of ArcelorMittal’'s subsidesimay increase in the future (reducing the
cash available for ArcelorMittal’s business). Seosts, due to the uncertainty involved, could be

significantly higher than currently estimated amisun

7.5. Downgrade risk

Financially Mittal tried to increase its level afdebtedness through the takeover process,
achieving a stable financial position, pretendingthe long run a possible upgrade in credit

rating, with the perspective of a decrease on firmcosts.

Although some investors fear a downgrade after dVksttacquisition of Arcelor, being
surprised when in the end of 2007 (beginning of@(®andard & Poor’s raised ArcelorMittal
long term corporate credit rating from “BBB” to “HB-” with a stable outlook. Moddy’s
investors service upgraded its rating from BaaB&a2 (recently dropped to Baa3 again) and
Fitch affirmed its rating of ArcelorMittal at “BBB&nd revised its long-term IDRoutlook from
stable to positive. Since the acquisition procésselorMittal is trying to balance its growth

between equity and debt, keeping the same D/E a&dimy the recent years.

ArcelorMittal D/E Ratio

Table 6 —ArcelorMittal D/E ratio
Source:Author & ArcelorMittal reports (200827&2008)

% Growth synergies

1 At December 31, 2007, the value of ArcelorMitgaénsion in U.S plan assets was USD 2,627 millidmjeathe
projected benefit obligation was USD 3,078 million

%2 |ssuer Default Rating
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Future credit rating downgrades, resulting fromgetwus factors (cyclical downturn in
the steel industry) or endogenous factors (spetafitors within ArcelorMittal) can produce a
strong impact on ArcelorMittal's financial situatioas any rating decline would increase
ArcelorMittal’s cost of borrowing and could harrs financial condition.

With a credit downgrade the level of debt outstagdiould compromise ArcelorMittal’s
future, including impairing its ability to requestiditional financing for the main organizational
financial items, like working capital, capital exjitures or even the financial basis for exploring

acquisitions market.

In addition, a relevant part of ArcelorMittal’s wowings (current) are linked to variable
interest rates and, by this way, exposed to inteee risk. With the expected rise on interest

rates, the financial costs would raise simultangous

7.6. Foreign Exchange risks

Other risk associated with ArcelorMittal is the pomn of debt denominated in Euro. Such
limitation, added to the different currencies inigthArcelorMittal deals, substantially increases
the risk associated with currency fluctuation. Atyctuation in the Euro and, in particular, a
further appreciation of the EUR/USD would mechalhydacrease ArcelorMittal’s debt level.

ArcelorMittal also has a relevant part of its rewes in USD and exchange rates against
the currencies of the countries, in which Arcelatili operates, could have a strong adverse

financial impact.

7.7. Capital Expenditures risk

Another financial threat is due to the high lewdl Capital Expenditures in which
ArcelorMittal has based its growth, those investteeand other commitments made in the past

can limit the future operational flexibility.
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7.8. Dominant shareholder risk

Another risk which can compromise ArcelorMittagjeneration of future cash flows is Mr
Lakshmi Mittal significant influencing pow&over decisions adopted on ArcelorMittal general
shareholders meetings.

With the acquisition of Arcelor by Mittal, althobighe President and Chief Executive
Officer of ArcelorMittal have lost a fraction of éiv functions(see annex 7 — Mittal offer
evolution)Mr Lakshmi Mittal influencing power remains high.

On a first approach it seems to be the better npthis Mr Mittal contributed significantly to
shaping and implementing the business strategyitttMsteel and subsequently ArcelorMittal.
Mr Lakshmi strategic/global vision was essentiatteate the largest steel group and erasing its
position and“charismatic influence” could have a material adverse impact, with lack of
belonging feeling in some subsidiaries.

7.9. ArcelorMittal distribution process risk

ArcelorMittal flow chart can be described on thédwing graph:

Downstream Operations

ArcelorMittal Production Other Suppliers

) 4
Transformation Process

ArcellorMittal

\ 4

Diverse Manufacturers

A 4

Final Costumer

Graph 22 —ArcelorMittal flow chart

Source: Author

%3 Owning by himself 44% of the total outstandingirgtrights

64



M&A Causes and consequences
Search for market dominance

Bruno Alexandre Lopes dos Santos

Major external manufacturers are engaged to selide range of end products. In addition,
ArcelorMittal’s products are used in certain safetyical applications. If ArcelorMittal products

were sold on an inconsistent specification relateth the order or the requirements of the
application, significant disruptions to the custoismigroduction lines could result. There may

also result some significant damages resulting fileeruse of such products.

Due to the ArcelorMittal limited amount of produ@bility insurance coverage, a major claim
for damages related to products sold could leaweelarMittal on an uncomfortable position.
Uninsured against a portion or the entire awardchssituation can compromise its financial

condition and future operating results.

7.10. Political risk

7.10.1. Associated with sales

Being a global firm with operations and sales stiiibugh the world, ArcelorMittal is
highly exposed to trade actions and the settleroémtew barriers. As any kind of restriction
related with International market trade, actionsr@gulations or trade legal proceedings will

affect organizational potential to sell its product

7.10.2. Associated with resources requirements

With the merger process both companies tried tuge its dependency over the
commodity demand strongly controlled by Chineseygis, although the dependency was
reduced, becoming a stronger player brought aneaser in supply needs and the market

dependency problem was not solved as it was exgbecte

Political risks become more relevant due to thisufficiency at upstream operations.

ArcelorMittal’s stability may be affected by anystactions or trade union imposed by the major
steel producer§see annex 2 — top steel producers by outfrty trade actions may produce a
materially adverse effect on ArcelorMittal’'s bussseby reducing or eliminating its access to

steel markets and by this way retrench producteels.
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7.11. Efficient integration risk

As their predecessors ArcelorMittal growth metHodyg (through acquisitions or
mergers) promoted a centralization of several aatgoand management functihat its
corporate headquarters in Luxembourg.

Although this seems to be an easy and obviousepsotend, if ArcelorMittal is not able
to centralize its functions successfully, the calization process and required changes in its

operational model may have a strong impact on ¢ipee and financial efficiency.

ArcelorMittal cannot fail to integrate newly acgesrnot only in terms of managing their assets,
but also through managing liabilities integratiddeing also relevant to manage the future
expected growth, which failure could significantigrm ArcelorMittal’s future results and require

significant expenditures to address the additiopalrational control requirements of this growth.

By this way operational control needs to be inoedaa order to control all the subsidiaries.

7.12. Assets held for sale

Looking carefully to the balance sheet and anaty#ive annual report, can be seen that
ArcelorMittal has some assets held for sale (pagArcelorMittal Annual report).

If the company is not able to sell them at leasthatr book value, it would negatively

impact the Cash Flow generation process.

7.13. Steel industry

Expectations of a recession in the United Statéde@ to an uncertainty increase in the
credit markets strongly impacted Europe and othmuntries, made consumer confidence

decrease, situation which worsen with the conaigbn of the expected economic downturn.

Such problems added to a highly cyclical industrgrggly affected by economic conditions and
other factors such as production capacity, fluobmatin steel imports and exports can put at risk

ArcelorMittal’s future.

® Such as central sale of raw materials, purchadseg$éinished products, R&D functions between othe

66



M&A Causes and consequences
Search for market dominance
Bruno Alexandre Lopes dos Santos

About sales of finish steel products, the markedtisngly sensitive to trends imposed by
the related industries such as construction, machitransportation, which are some of the most

important markets for the products of ArcelorMittal

If the macroeconomic conditions worsen, maintaining steel demand on a low level, steel

transformers performance will be strongly affected.

The global markets in which steel players are platad become highly competitive. Although
being competition positive to the final costumey,ibfluencing the market to reduce prices or
increasing quality. If ArcelorMittal is unable t@de this competition threat it could have an
adverse financial impact.

On the other hand input costs, strongly manipdlayethe Chinese emergency explained
in the topic 2.1, in addition to the rising costkaly inputs like other metallic, energy and some

transportation costs brought recently an increashaienge for steel producers.

The historic of the steel industry shows the existeof some over-capacity problems. Excess
capacity tends to intensify price competition, tmay require a price reduction on ArcelorMittal
products and, consequently, may have an adverset eiffifluencing its financial condition, as its

products contain a high value added.
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8. Conclusions

The present thesis has the main purpose of igemif describing and commenting the
main issues around mergers and acquisitions agtiliitking such issues with a remarkable
process which promoted a significant industrialngea The author selected ArcelorMittal case,
an uncommon and unexpected deal, as a way to stwityation where the market leader of a
highly dispersed industry (alownstreamand upstreamlevels) acquired its nearest competitor,
achieving arhegemoni@nd stable position on the market which startdaetstrongly dominated

by Chinese and Indian players.

The thesis development was not only focused onfitiencial perspective but also assessed
general management issues, describing the defenspasures and how they impacted on the
Mittal’s bid on Arcelor, in addition to some recormandations for the future of the merged

company.

To reduce this dependency a strong player was deadée on a dispersed industry just a
merger, or an acquisition, involving the two madm, more, industry players would create an

effectivecompetitive advantage

In 2005, looking into players competitive advamsgMittal was seen as the main
industry player in terms of output, while Arceloasvthe company with a higher value added in is
steel products and Severstal was a the major Russel company with a strong impact on

Eastern markets.

The market was requesting for a change, and Ardedfir end production fitted well either with
Mittal's or Severstal’s production, both with highitputs but with low value added. At that time
and being Mittal the main player in terms of outghe combination Arcelor-Mittal emerged as

the solution and a takeover was launched by M@tahpany.

Although the growth strategy of the two companieaswsimilar (mainly based on
acquisitions and some mergers - Mittal creatiomnsexample) they are completely different
companies according to Arcelor CEO (Mr Guy Doll@rgpective“from different planets”.
While Arcelor's major shareholder just owned 5.6Pt0bal shares, Mittal family was responsible
for 98% of voting right of Mittal Steel.

68



M&A Causes and consequences
Search for market dominance
Bruno Alexandre Lopes dos Santos

In this situation Arcelor Board of Directors, defiex that, as a way to enter in Eastern market,

the major Russian steel producer Severstal‘tiasfriendliest merger’
Arcelor combined either with Severstal or with Mittvould create the largest steelmaker:
» Severstal offer would create a player with a préidanccapacity around 70 million tons

« Mittal offer would make a player with a producticapacity of more than 115 million
tons (more than three times the production of #&sd largest steelmaker — Nippon
Steel)

Although Mittal was the better option the differesdetween these two companies delayed the

deal consummation.

To all those differences was added a main issuMittal deal Arcelor was the acquired

company while on Severstal business Arcelor wastiogirer.

After all the defensive measures executed by Arcglich compromised its financial stability,
the combination with Mittal ended up as being cdesed by Arcelor’'s Board of Directors as the

“better solution”.

After the merger acceptance at"25une of 2006, the author projected the future cash
flows generated by the merged company, based oartheal reports of ArcelorMittal Company
of 2007 and 2008, arriving at the enterprise valueSD 672,739 million.

At that time another question arises. Is the meegbetter solution for both companies

instead of continuing to have independent ownessai management activities?

To answer this question the author created a “Suimooenpany”, considering the sum of the
future cash flows of both companies if they stilecated independently one from another, in

order to calculate the enterprise value.

The author developed an incremental analysis irerotd assess the value of the synergies
generated by the merger, deducting the value ofShenmed Companyfrom the value of the

future cash flows of themerged companychieving a value around USD 423,521 million.

Such value, in the author opinion can be disaggeelgento the sources where it was created:
growth synergies (Sales synergies), operationatrgyes (cost savings synergies) and financial
synergies (promoted by the decreasing on the dmdaator).

Such synergies were estimated as:
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» 57.8% growth synergies
* 4.9% operational synergies
» 37.4% financial synergies

The author concluded that the main source of syeeiame from an increasing volume of sales
promoted by the merger, as Arcelor's high end pectgleéntered on the market dominated by
Mittal Steel.

But ArcelorMittal future synergies are not assurém economic and politic instability
linked with external factors such as the increasisgs (promoted by increasing operations) at
upstreamlevel can strongly impact the operational activgyomoting a strong financial impact
within the organization. Financial risks may alsis@ from future downgrades which may

strongly compromise the future of ArcelorMittal.

Having their main sales based on USD (United StBtatars) and holding activities placed on
several countries, ArcelorMittal is also highly espd to exchange rate risks, on the valuation
executed by the author a constant rate between &HsiDother currencies was assumed, but due

to the market fluctuation such assumption shallo@overified.

However the main issue which can compromise Ardéitbal’s future is the dominance
exerted by one person over organizational decisiBesnoving Mr Mittal from thé‘decision
positions” may lead to a employees belonging loss, his doromamay also compromise the

organizational ability to generasgnergies

Some synergies where already achieved and bothaiuegwere successfully integrated, but the
future is not clear and issues such as corporatergance, environmental change, exchange

rates, must be closely followed.
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1. Exhbith regulations
1.1. Clayton’'s Act

The Clayton Antitrust Act is comprised of 12, 13:19, 20, 21, 22-27 of Title 15.
Some sections have been edited or eliminated becdispace concerns.

Note also that 13a, 13b, and 21la comprise the 'tRobrPatman Price Discrimination Act"
(1936). Sections 15c-15h, and 18a compromise pharthe "Hart-Scott-Rodino Antitrust

Improvements Act of 1976."

Sec. 13. Discrimination in price, services, or falies (2 of the Clayton Act)
(a) Price; selection of customers

It shall be unlawful for any person engaged in carue, in the course of such commerce, either
directly or indirectly, to discriminate in pricetiaeeen different purchasers of commodities of like
grade and quality, where either or any of the pasel involved in such discrimination are in
commerce, where such commodities are sold for em@sumption, or resale within the United
States or any Territory thereof or the DistricGulumbia or any insular possession or other place
under the jurisdiction of the United States, anderhthe effect of such discrimination may be
substantially to lessen competition or tend to tereamonopoly in any line of commerce, or to
injure, destroy, or prevent competition with anyso® who either grants or knowingly receives
the benefit of such discrimination, or with custemef either of them: Provided, That nothing
herein contained shall prevent differentials whicake only due allowance for differences in the
cost of manufacture, sale, or delivery resultirggrfrthe differing methods or quantities in which
such commodities are to such purchasers sold oredet: Provided, however, That the Federal
Trade Commission may, after due investigation aedrihg to all interested parties, fix and
establish quantity limits, and revise the same fisds necessary, as to particular commodities or
classes of commodities, where it finds that avélgdurchasers in greater quantities are so few as
to render differentials on account thereof unjudiscriminatory or primitive of monopoly in any

line of commerce; and the foregoing shall thenb®tonstrued to permit differentials based on
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differences in quantities greater than those sedfiand established: And provided further, That
nothing herein contained shall prevent persons gaayan selling goods, wares, or merchandise
in commerce from selecting their own customersdnabfide transactions and not in restraint of
trade: And provided further, That nothing hereimtained shall prevent price changes from time
to time where in response to changing conditiofsciihg the market for or the marketability of

the goods concerned, such as but not limited toahar imminent deterioration of perishable

goods, obsolescence of seasonal goods, distressgader court process, or sales in good faith

in discontinuance of business in the goods conderne

(b) Burden of rebutting prima-facie case of discrimioiat

Upon proof being made, at any hearing on a comiplander this section, that there has been
discrimination in price or services or facilitiagished, the burden of rebutting the prima-facie
case thus made by showing justification shall benuihe person charged with a violation of this
section, and unless justification shall be affinvely shown, the Commission is authorized to
issue an order terminating the discrimination: Rted, however, That nothing herein contained
shall prevent a seller rebutting the prima-facisectnus made by showing that his lower price or
the furnishing of services or facilities to any ghaser or purchasers was made in good faith to

meet an equally low price of a competitor, or theviges or facilities furnished by a competitor.

(c) Payment or acceptance of commission, brokeragether compensation

It shall be unlawful for any person engaged in carus, in the course of such commerce, to pay
or grant, or to receive or accept, anything of gams a commission, brokerage, or other
compensation, or any allowance or discount in lieereof, except for services rendered in
connection with the sale or purchase of goods, syamemerchandise, either to the other party to
such transaction or to an agent, representativeptber intermediary therein where such
intermediary is acting in fact for or in behalf,isrsubject to the direct or indirect control, ofya
party to such transaction other than the persontiym such compensation is so granted or paid.
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(d) Payment for services or facilities for processingale

It shall be unlawful for any person engaged in caroe to pay or contact for the payment of
anything of value to or for the benefit of a cusewnof such person in the course of such
commerce as compensation or in consideration fgr samvices or facilities furnished by or
through such customer in connection with the prsiogs handling, sale, or offering for sale of
any products or commodities manufactured, solayfi@red for sale by such person, unless such
payment or consideration is available on propodilpnequal terms to all other customers

competing in the distribution of such products emenodities.

(e) Furnishing services or facilities for processingndling, etc.

It shall be unlawful for any person to discriminatefavor of one purchaser against another
purchaser or purchasers of a commodity bought ésale, with or without processing, by
contracting to furnish or furnishing, or by contrilmg to the furnishing of, any services or
facilities connected with the processing, handlsaje, or offering for sale of such commodity so

purchased upon terms not accorded to all purchasepsoportionally equal terms.

() Knowingly inducing or receiving discriminatory peic

It shall be unlawful for any person engaged in carue, in the course of such commerce,

knowingly to induce or receive discrimination ingarwhich is prohibited by this section.

Secl3a. Discrimination in rebates, discounts, oredtsing service charges; underselling in
particular localities; penalties It shall be unlalwfor any person engaged in commerce, in the
course of such commerce, to be a party to, ortassiany transaction of sale, or contract to sell,
which discriminates to his knowledge against corbqest of the purchaser, in that, any discount,
rebate, allowance, or advertising service charggasted to the purchaser over and above any
discount, rebate, allowance, or advertising sergi@rge available at the time of such transaction
to said competitors in respect of a sale of goddske grade, quality, and quantity; to sell, or
contract to sell, goods in any part of the Unité¢até&s at prices lower than those exacted by said

person elsewhere in the United States for the serpd destroying competition, or eliminating a
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competitor in such part of the United States; @iséll, or contract to sell, goods at unreasonably
low prices for the purpose of destroying competitoo eliminating a competitor.

Any person violating any of the provisions of teection shall, upon conviction thereof, be fined

not more than USD 5,000 or imprisoned not more thamyear, or both.
Sec 13b. Cooperative association; return of netiegs or surplus

Nothing in this Act shall prevent a cooperative casgtion from returning to its members,
producers, or consumers the whole, or any parthefnet earnings or surplus resulting from its

trading operations, in proportion to their purclsasesales from, to, or through the association.
Sec 13c Exemption of non-profit institutions fromce discrimination provisions

Nothing in the Act approved June 19, 1936, knowthasRobinson-Patman Antidiscrimination
Act, shall apply to purchases of their suppliestfair own use by schools, colleges, universities,

public libraries, churches, hospitals, and chalétafstitutions not operated for profit.
Sec 14 Sale, etc., on agreement not to use goamsrgdetitor (8 3 of the Clayton Act)

It shall be unlawful for any person engaged in carueg, in the course of such commerce, to
lease or make a sale or contract for sale of gowdsgs, merchandise, machinery, supplies, or
other commodities, whether patented or unpateriteédse, consumption, or resale within the
United States or any Territory thereof or the Destof Columbia or any insular possession or
other place under the jurisdiction of the Unitedt8¢, or fix a price charged therefor, or discount
from, or rebate upon, such price, on the conditegreement, or understanding that the lessee or
purchaser thereof shall not use or deal in the gjoedres, merchandise, machinery, supplies, or
other commaodities of a competitor or competitorshef lessor or seller, where the effect of such
lease, sale, or contract for sale or such conditemreement, or understanding may be to
substantially lessen competition or tend to createonopoly in any line of commerce.
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Sec 15. Suits by persons injured (4 of the Claytofct)

(a) Amount of recovery; prejudgment interest

Except as provided in subsection (b) of this sectny person who shall be injured in his
business or property by reason of anything forlbiddethe antitrust laws may sue therefor in any
district court of the United States in the distiictwhich the defendant resides or is found or has
an agent, without respect to the amount in contsyyeand shall recover threefold the damages
by him sustained, and the cost of suit, includingasonable attorney's fee. The court may award
under this section, pursuant to a motion by sucbguepromptly made, simple interest on actual
damages for the period beginning on the date eicepf such person's pleading setting forth a
claim under the antitrust laws and ending on thie ad judgment, or for any shorter period
therein, if the court finds that the award of sudterest for such period is just in the
circumstances. In determining whether an awarchtarést under this section for any period is

just in the circumstances, the court shall consiady:

(1) whether such person or the opposing partyjtbeeparty's representative, made motions or
asserted claims or defenses so lacking in metib ahow that such party or representative acted

intentionally for delay, or otherwise acted in Waith

(2) whether, in the course of the action involved¢ch person or the opposing party, or either
party's representative, violated any applicable,rstatute, or court order providing for sanctions

for dilatory behavior or otherwise providing forpeditious proceedings and

(3) whether such person or the opposing party, ithrere party's representative, engaged in

conduct primarily for the purpose of delaying thigétion or increasing the cost thereof.
(b) Amount of damages payable to foreign statesistdumentalities of foreign states

(1) Except as provided in paragraph (2), any pevgon is a foreign state may not recover under
subsection (a) of this section an amount in exoéske actual damages sustained by it and the

cost of suit, including a reasonable attorney's fee

(2) Paragraph (1) shall not apply to a foreignesiiat
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(A) such foreign state would be denied, under sact605(a)(2) of title 28, immunity in a case in
which the action is based upon a commercial agfiat an act, that is the subject matter of its

claim under this section;

(B) such foreign state waives all defences based @p arising out of its status as a foreign state,

to any claims brought against it in the same action
(C) such foreign state engages primarily in commésctivities; and

(D) such foreign state does not function, with eg$fo the commercial activity, or the act, that is
the subject matter of its claim under this sectisra procurement entity for itself or for another

foreign state.

Sec 15a Suits by United States; amount of recoyasjudgment interest (8 4a of the Clayton
Act)

Whenever the United States is hereafter injureitsibusiness or property by reason of anything
forbidden in the antitrust laws it may sue therefiothe United States district court for the distri

in which the defendant resides or is found or hasagent, without respect to the amount in
controversy, and shall recover threefold the damdneit sustained and the cost of suit. The
court may award under this section, pursuant tooiom by the United States promptly made,
simple interest on actual damages for the perigihbéng on the date of service of the pleading
of the United States setting forth a claim undex #mtitrust laws and ending on the date of
judgment, or for any shorter period therein, if toaurt finds that the award of such interest for
such period is just in the circumstances. In deit@ng whether an award of interest under this

section for any period is just in the circumstantes court shall consider only -

(1) whether the United States or the opposing pastyeither party's representative, made
motions or asserted claims or defenses so lackingnherit as to show that such party or

representative acted intentionally for delay orotfise acted in bad faith;

(2) whether, in the course of the action involvibe, United States or the opposing party, or either
party's representative, violated any applicable,rstatute, or court order providing for sanctions
for dilatory behaviour or otherwise providing forpeditious proceedings;

(3) whether the United States or the opposing pantyeither party's representative, engaged in

conduct primarily for the purpose of delaying thigtion or increasing the cost thereof; and

81



M&A Causes and consequences
Search for market dominance

Bruno Alexandre Lopes dos Santos

(4) Whether the award of such interest is necesgsacpmpensate the United States adequately

for the injury sustained by the United States.

Sec. 15b. Limitation of actions (4b of the Claytor\ct)

Any action to enforce any cause of action undeti@ecl5, 15a, or 15c of this title shall be
forever barred unless commenced within four yeties the cause of action accrued. No cause of

action barred under existing law on the effectisgedf this Act shall be revived by this Act.
Sec. 15c. Actions by State attorneys general (@& 4lce Clayton Act)

(a) Parents patria; monetary relief, damages; goggnent interest

(1) Any attorney general of a State may bring al @etion in the name of such State, as parens
patriae on behalf of natural persons residing ichs8tate, in any district court of the United
States having jurisdiction of the defendant, touseenonetary relief as provided in this section
for injury sustained by such natural persons tartpeoperty by reason of any violation of

sections 1 to 7 of this title. ...

(2) The court shall award the State as monetaigfriéireefold the total damage sustained as
described in paragraph (1) of this subsection, #red cost of suit, including a reasonable
attorney's fee. The court may award under thisguaphn, pursuant to a motion by such State
promptly made, simple interest on the total damégethe period beginning on the date of
service of such State's pleading setting forthaantlunder the antitrust laws and ending on the
date of judgment, or for any shorter period therdirthe court finds that the award of such
interest for such period is just in the circumstmdn determining whether an award of interest

under this paragraph for any period is just indineumstances, the court shall consider only -

(A) whether such State or the opposing party, treeiparty's representative, made motions or
asserted claims or defenses so lacking in metib ahow that such party or representative acted

intentionally for delay or otherwise acted in badH;
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(B) whether, in the course of the action involvedch State or the opposing party, or either
party's representative, violated any applicable,rstatute, or court order providing for sanctions

for dilatory behaviour or other wise providing Expeditious proceedings; and

(C) whether such State or the opposing party, theeparty's representative, engaged in conduct

primarily for the purpose of delaying the litigatior increasing the cost thereof.

Sec 15d Measurement of damages (4d of the Claytorcth

In any action under section 15c(a)(1) of this tittewhich there has been a determination that a
defendant agreed to fix prices in violation of &t 1 to 7 of this title, damages may be proved
and assessed in the aggregate by statistical golisggmmethods, by the computation of illegal
overcharges, or by such other reasonable systagtioiating aggregate damages as the court in
its discretion may permit without the necessityseparately proving the individual claim of, or

amount of damage to, persons on whose behalf thevas brought.

Sec 17 Antitrust laws not applicable to labour orgaizations (6 of the Clayton Act)

The labour of a human being is not a commodityrticla of commerce. Nothing contained in

the antitrust laws shall be construed to forbidgkistence and operation of labor, agricultural, or
horticultural organizations, instituted for the poses of mutual help, and not having capital
stock or conducted for profit, or to forbid or maéh individual members of such organizations
from lawfully carrying out the legitimate objectisereof; nor shall such organizations, or the
members thereof, be held or construed to be illegaibinations or conspiracies in restraint of

trade, under the antitrust laws.

Sec 18 Acquisition by one corporation of stock ofreother (7 of the Clayton Act)

No person engaged in commerce or in any activitgcihg commerce shall acquire, directly or
indirectly, the whole or any part of the stock ¢iher share capital and no person subject to the
jurisdiction of the Federal Trade Commission shatjuire the whole or any part of the assets of

another person engaged also in commerce or in etnyita affecting commerce, where in any
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line of commerce or in any activity affecting cormeein any section of the country, the effect
of such acquisition may be substantially to lessampetition, or to tend to create a monopoly.

No person shall acquire, directly or indirectlye ttwhole or any part of the stock or other share
capital and no person subject to the jurisdictibthe Federal Trade Commission shall acquire
the whole or any part of the assets of one or mpersons engaged in commerce or in any activity
affecting commerce, where in any line of commencem@ny activity affecting commerce in any
section of the country, the effect of such acquisjtof such stocks or assets, or of the use df suc
stock by the voting or granting of proxies or othise, may be substantially to lessen

competition, or to tend to create a monopoly.

This section shall not apply to persons purchasuh stock solely for investment and not using
the same by voting or otherwise to bring aboutinoattempting to bring about, the substantial
lessening of competition. Nor shall anything com¢ai in this section prevent a corporation
engaged in commerce or in any activity affectingnowerce from causing the formation of
subsidiary corporations for the actual carrying aintheir immediate lawful business, or the
natural and legitimate branches or extensions t¢iieoe from owning and holding all or a part of
the stock of such subsidiary corporations, whereffect of such formation is not to substantially

lessen competition.

Nor shall anything herein contained be construedraiibit any common carrier subject to the
laws to regulate commerce from aiding in the camc$ton of branches or short lines so located as
to become feeders to the main line of the companyiding in such construction or from
acquiring or owning all or any part of the stocksnich branch lines, nor to prevent any such
common carrier from acquiring and owning all or grayt of the stock of a branch or short line
constructed by an independent company where tsen® isubstantial competition between the
company owning the branch line so constructed haddmpany owning the main line acquiring
the property or an interest therein, nor to prewerhh common carrier from extending any of its
lines through the medium of the acquisition of ktoc otherwise of any other common carrier
where there is no substantial competition betwden dompany extending its lines and the

company whose stock, property, or an interest théseso acquired.
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Sec 25 Restraining violations; procedure (15 of th€layton Act)

The several district courts of the United States iavested with jurisdiction to prevent and
restrain violations of this Act, and it shall bestuty of the several United States attorneys, in
their respective districts, under the directiorttid Attorney General, to institute proceedings in
equity to prevent and restrain such violations. lSpooceedings may be by way of petition
setting forth the case and praying that such vmtashall be enjoined or otherwise prohibited.
When the parties complained of shall have been datified of such petition, the court shall
proceed, as soon as may be, to the hearing andiled¢ion of the case; and pending such
petition, and before final decree, the court magrattime make such temporary restraining order
or prohibition as shall be deemed just in the psesi Whenever it shall appear to the court
before which any such proceeding may be pendingttteaends of justice require that other
parties should be brought before the court, thetamay cause them to be summoned whether
they reside in the district in which the court isldhor not, and subpoenas to that end may be

served in any district by the marshal thereof.

Sec. 26. Injunctive relief for private parties; exeption; costs (16 of the Clayton Act)

Any person, firm, corporation, or association shml entitled to sue for and have injunctive
relief, in any court of the United States havinggdiction over the parties, against threatened
loss or damage by a violation of the antitrust lawsluding sections 13, 14, 18, and 19 of this
title, when and under the same conditions and pleE as injunctive relief against threatened
conduct that will cause loss or damage is grantedooirts of equity, under the rules governing
such proceedings, and upon the execution of prbped against damages for an injunction
improvidently granted and a showing that the damdemreparable loss or damage is immediate,
a preliminary injunction may issue: Provided, Thathing herein contained shall be construed to
entitle any person, firm, corporation, or assooiatiexcept the United States, to bring suit in
equity for injunctive relief against any commonregar subject to the provisions of subtitle IV of

title 49, in respect of any matter subject to thgutation, supervision, or other jurisdiction oéth

Interstate Commerce Commission. In any action urttdes section in which the plaintiff
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substantially prevails, the court shall award thst ©f suit, including a reasonable attorney's fee,
to such plaintiff.

Source: http://www.stolaf.edu/people/becker/ansitfstatutes/clayton.html

1.2. Rule No 4064/89 of 21 December 1989

Council Regulation (EEC) No 4064/89 of 21 Decentt#89 on the control of concentrations between ualegs

Official Journal L 395, 30/12/1989 P. 0001 - 0012
Finnish special edition: P. 0082
Swedish special edition: P. 0016

COUNCIL REGULATION (EEC) No 4064/89 of 21 Decemb&B89 on the control of

concentrations between undertakings
THE COUNCIL OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the EuaopEconomic Community, and in particular
Articles 87 and 235 thereof,

Having regard to the proposal from the Commissign (

Having regard to the opinion of the European Paudiat (2),

Having regard to the opinion of the Economic andidacCommittee (3),
Whereas, for the achievement of the aims of the

Treaty establishing the European Economic Community

Article 3

() Gives the Community the objective of institigifa system ensuring that competition in the

common market is not distorted";
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Whereas this system is essential for the achievemwiethe internal market by 1992 and its
further development;

Whereas the dismantling of internal frontiers isuteng and will continue to result in major

corporate re-organizations in the Community, paléidy in the form of concentrations;

Whereas such a development must be welcomed ag hbeifine with the requirements of
dynamic competition and capable of increasing thenpetitiveness of European industry,

improving the conditions of growth and raising gtandard of living in the Community;

Whereas, however, it must be ensured that the gsamfere-organization does not result in lasting

damage to

competition; whereas Community law must therefonelude provisions governing those
concentrations which may significantly impede eifeeccompetition in the common market or in

a substantial part of it;

Whereas Articles 85 and 86, while applicable, adicwy to the case-law of the Court of Justice,
to certain concentrations, are not, however, gefiitcto cover all operations which may prove to

be incompatible with the system of undistorted cetitipn envisaged in the Treaty;

Whereas a new legal instrument should thereforeréeted in the form of a Regulation to permit
effective monitoring of all concentrations from gheint of view of their effect on the structure of

competition in the Community and to be the onlyrsent applicable to such concentrations;

Whereas this Regulation should therefore be baseédmy on Article 87 but, principally, on
Article 235 of the Treaty, under which the Communitay give itself the additional powers of
action necessary for the attainment of its objestiand also with regard to concentrations on the

markets for agricultural products listed in Annéxolthe Treaty;

Whereas the provisions to be adopted in this Régulahould apply to significant structural
changes the impact of which on the market goesrukttoe national borders of any one Member
State;

Whereas the scope of application of this Regulagioould therefore be defined according to the
geographical area of activity of the undertakingmaerned and be limited by quantitative

thresholds in order to cover those concentrationglwhave a Community dimension; whereas,
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at the end of an initial phase of the implementabbthis Regulation, these thresholds should be

reviewed in the light of the experience gained;

Whereas a concentration with a Community dimensiasts where the aggregate turnover of the

undertakings concerned exceeds given levels wadiehand throughout

the Community and where at least two of the un#lergs concerned have their sole or main
fields of activities in different Member Statesvanere, although the undertakings in question act
mainly in one and the same Member State, at le@stod them has substantial operations in at
least one other Member State; whereas that istlasoase where the concentrations are effected
by undertakings which do not have their principalds of activities in the Community but which
have substantial operations there;

Whereas the arrangements to be introduced for dinéral of concentrations should, without
prejudice to Article 90 (2) of the Treaty, respdwt principle of non-discrimination between the
public and the private sectors; whereas, in thdipwector, calculation of the turnover of an
undertaking concerned in a concentration needsgeftive, to take account of undertakings
making up an economic unit with an independent pavfalecision, irrespective of the way in

which their capital is held or of the rules of adisirative supervision applicable to them;

Whereas it is necessary to establish whether ctratiems with a Community dimension are
compatible or not with the common market from tloénp of view of the need to preserve and
develop effective competition in the common markétereas, in so doing, the Commission must
place its appraisal within the general framework tbé achievement of the fundamental
objectives referred to in Article 2 of the Treaitygluding that of strengthening the Community's

economic and social cohesion, referred to in Aatit30a;

Whereas this Regulation should establish the gledhat a concentration with a Community
dimension which creates or strengthens a positsoresult of which effective competition in the
common market or in a substantial part of it isngigantly impeded is to be declared

incompatible with the common market;

Whereas concentrations which, by reason of thetdomnimarket share of the undertakings
concerned, are not liable to impede effective cditipe may be presumed to be compatible with

the common market; whereas, without prejudice ticcks 85 and 86 of the Treaty, an indication
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to this effect exists, in particular, where the kedrshare of the undertakings concerned does not
exceed 25 % either in the common market or in atamial part of it;

Whereas the Commission should have the task ofigail the decisions necessary to establish
whether or not concentrations of a Community din@mnsare compatible with the common

market, as well as decisions designed to restbeetafe competition;

Whereas to ensure effective control undertakingsilshbe obliged to give prior notification of
concentrations with a Community dimension and miovi should be made for the suspension of
concentrations for a limited period, and for thesgbility of extending or waiving a suspension
where necessary; whereas in the interests of legiaainty the validity of transactions must
nevertheless be protected as much as necessary;,

Whereas a period within which the Commission muisiaite a proceeding in respect of a notified
concentration and a period within which it mustegia final decision on the compatibility or

incompatibility with the common market of a notdieoncentration should be laid down;

Whereas the undertakings concerned must be acctirdatght to be heard by the Commission
as soon as a proceeding has been initiated; whéreasembers of management and supervisory
organs and recognized workers' representativdsinndertakings concerned, together with third

parties showing a legitimate interest, must alsgilsen the opportunity to be heard;

Whereas the Commission should act in close andt@ankaison with the competent authorities
of the Member States from which it obtains commemnis information;

Whereas, for the purposes of this Regulation, aratcordance with the case-law of the Court of
Justice, the Commission must be afforded the assistof the Member States and must also be
empowered to require information to be given andday out the necessary investigations in

order to appraise concentrations;

Whereas compliance with this Regulation must be@resfible by means of fines and periodic
penalty payments; whereas the Court of Justiceldho@ given unlimited jurisdiction in that

regard pursuant to Article 172 of the Treaty;

Whereas it is appropriate to define the concegbotentration in such a manner as to cover only
operations bringing about a durable change in thectsire of the undertakings concerned;

whereas it is therefore necessary to exclude fitvenstope of this Regulation those operations
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which have as their object or effect the coordoratf the competitive behaviour of independent
undertakings, since such operations fall to be é@xednunder the appropriate provisions of
Regulations implementing Article 85 or Article 86 the Treaty; whereas it is appropriate to
make this distinction specifically in the caselud treation of joint ventures; Whereas there is no
coordination of competitive behaviour within theaneng of this Regulation where two or more
undertakings agree to acquire jointly control o @r more other undertakings with the object

and effect of sharing amongst themselves such taidiegs or their assets;

Whereas the application of this Regulation is natlwled where the undertakings concerned

accept restrictions directly related and necesatlye implementation of the concentration;

Whereas the Commission should be given exclusiuvgpetence to apply this Regulation, subject

to review by the Court of Justice;

Whereas the Member States may not apply their matidegislation on competition to
concentrations with a Community dimension, unldss Regulation makes provision therefor;
whereas the relevant powers of national authorsiesuld be limited to cases where, failing
intervention by the Commission, effective competitiis likely to be significantly impeded
within the territory of a Member State and where tompetition interests of that Member State
cannot be sufficiently protected otherwise thantliig Regulation; whereas the Member States
concerned must act promptly in such cases; whdreasRegulation cannot, because of the
diversity of national law, fix a single deadline the adoption of remedies;

Whereas, furthermore, the exclusive applicationtto§ Regulation to concentrations with a
Community dimension is without prejudice to Artid23 of the Treaty, and does not prevent the
Member States' taking appropriate measures to girdégitimate interests other than those
pursued by this Regulation, provided that such nomessare compatible with the general

principles and other provisions of Community law;

Whereas concentrations not referred to in this Rdigmm come, in principle, within the
jurisdiction of the Member States; whereas, howether Commission should have the power to
act, at the request of a Member State concernechsas where effective competition would be

significantly impeded within that Member Stateisitery;
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Whereas the conditions in which concentrations Iviig Community undertakings are carried
out in non-member countries should be observed, @mdision should be made for the
possibility of the Council's giving the Commissian appropriate mandate for negotiation with a

view to obtaining non-discriminatory treatment @ommunity undertakings;

Whereas this Regulation in no way detracts fromctiikective rights of workers as recognized in
the undertakings concerned,

HAS ADOPTED THIS REGULATION:

Article 1
Scope

1. Without prejudice to Article 22 this Regulati@imall apply to all concentrations with a

Community dimension as defined in paragraph 2.
2. For the purposes of this Regulation, a concgairdnas a Community dimension where;

(a) the aggregate worldwide turnover of all theentakings concerned is more than ECU 5 000

million, and

(b) the aggregate Community-wide turnover of edcht ¢east two of the undertakings concerned
is more than ECU 250 million,

Unless each of the undertakings concerned achiewa® than two-thirds of its aggregate
Community-wide turnover within one and the same MenState.

3. The thresholds laid down in paragraph 2 willrbeiewed before the end of the fourth year
following that of the adoption of this Regulation the Council acting by a qualified majority on

a proposal from the Commission.
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Article 2
Appraisal of concentrations

1. Concentrations within the scope of this Regatashall be appraised in accordance with the
following provisions with a view to establishing ®ther or not they are compatible with the

common market.
In making this appraisal, the Commission shall take account:

(a) the need to preserve and develop effective etitgn within the common market in view of,
among other things, the structure of all the markaincerned and the actual or potential

competition from undertakings located either witbimwithout the Community;

(b) the market position of the undertakings conedrand their economic and financial power,
the opportunities available to suppliers and usbesy access to supplies or markets, any legal or
other barriers to entry, supply and demand tread#hke relevant goods and services, the interests
of the intermediate and ultimate consumers, anddiwelopment of technical and economic
progress provided that it is to consumers' advantagd does not form an obstacle to

competition.

2. A concentration which does not create or stiggia dominant position as a result of which
effective competition would be significantly impeda the common market or in a substantial

part of it shall be declared compatible with thencoon market.

3. A concentration which creates or strengthensmaignt position as a result of which effective
competition would be significantly impeded in themamon market or in a substantial part of it

shall be declared incompatible with the common rmiark

Article 3
Definition of concentration
1. A concentration shall be deemed to arise where:

(a) two or more previously independent undertakimgsge, or
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(b) one or more persons already controlling attleas undertaking, or one or more undertakings
acquire, whether by purchase of securities or asbgtcontract or by any other means, direct or

indirect control of the whole or parts of one orrmother undertakings.

2. An operation, including the creation of a joienture, which has as its object or effect the
coordination of the competitive behaviour of undkimgs which remain independent shall not

constitute a concentration within the meaning oageaph 1 (b).

The creation of a joint venture performing on aitesbasis all the functions of an autonomous
economic entity, which does not give rise to caoation of the competitive behaviour of the
parties amongst themselves or between them andjdiné¢ venture, shall constitute a

concentration within the meaning of paragraph 1 (b)

3. For the purposes of this Regulation, controllldbe constituted by rights, contracts or any
other means which, either separately or jointly hading regard to the considerations of fact or
law involved, confer the possibility of exercisirdgcisive influence on an undertaking, in

particular by:
(a) ownership or the right to use all or part @& #ssets of an undertaking;

(b) rights or contracts which confer decisive iefice on the composition, voting or decisions of

the organs of an undertaking.
4. Control is acquired by persons or undertakingkn
(a) are holders of the rights or entitled to rigimsler the contracts concerned, or

(b) while not being holders of such rights or detitto rights under such contracts, have the

power to exercise the rights deriving therefrom.
5. A concentration shall not be deemed to arise@he

(a) credit institutions or other financial instituts or insurance companies, the normal activities
of which include transactions and dealing in sé@sifor their own account or for the account of
others, hold on a temporary basis securities wthely have acquired in an undertaking with a
view to reselling them, provided that they do ngereise voting rights in respect of those
securities with a view to determining the compegitbehaviour of that undertaking or provided

that they exercise such voting rights only withiewto preparing the sale of all or part of that
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undertaking or of its assets or the sale of thesergties and that any such sale takes place within
one year of the date of acquisition; that period/ina extended by the Commission on request
where such institutions or companies justify thet fdnat the sale was not reasonably possible

within the period set;

(b) control is acquired by an office holder accogdto the law of a Member State relating to
liquidation, winding up, insolvency, cessation olyments, compositions or analogous

proceedings;

(c) the operations referred to in paragraph 1 ()carried out by the financial holding companies
referred to in Article 5 (3) of the Fourth CounBirective 78/660/EEC of 25 July 1978 on the
annual accounts of certain types of companiesa@)ast amended by Directive 84/569/EEC (5),
provided however that the voting rights in respafcthe holding are exercised, in particular in
relation to the appointment of members of the mamsmnt and supervisory bodies of the
undertakings in which they have holdings, only taimtain the full value of those investments

and not to determine directly or indirectly the qutitive conduct of those undertakings.

Article 4
Prior notification of concentrations

1. Concentrations with a Community dimension asrrefl to by this Regulation shall be notified
to the Commission not more than one week after dbeclusion of the agreement, or the
announcement of the public bid, or the acquisitba controlling interest. That week shall begin

when the first of those events occurs.

2. A concentration which consists of a merger wittiie meaning of Article 3 (1) (a) or in the
acquisition of joint control within the meaning Afticle 3 (1) (b) shall be notified jointly by the

parties to the merger or by those acquiring joorttml as the case may be. In all other cases,

the notification shall be effected by the persomudertaking acquiring control of the whole or

parts of one or more undertakings.

3. Where the Commission finds that a notified com@ion falls within the scope of this

Regulation, it shall publish the fact of the nat#iion, at the same time indicating the names of
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the parties, the nature of the concentration apdettonomic sectors involved. The Commission
shall take account of the legitimate interest oflantekings in the protection of their business

secrets.

Article 5
Calculation of turnover

1. Aggregate turnover within the meaning of Artitl€2) shall comprise the amounts derived by
the undertakings concerned in the preceding fimn@ar from the sale of products and the
provision of services falling within the undertaggg ordinary activities after deduction of sales
rebates and of value added tax and other taxestlgiirelated to turnover. The aggregate turnover
of an undertaking concerned shall not include thle sf products or the provision of services

between any of the undertakings referred to ingragzh 4.

Turnover, in the Community or in a Member Stategllsbhomprise products sold and services
provided to undertakings or consumers, in the Comiywor in that Member State as the case
may be.

2. By way of derogation from paragraph 1, wheredbecentration consists in the acquisition of
parts, whether or not constituted as legal entité®ne or more undertakings, only the turnover
relating to the parts which are the subject of tlamsaction shall be taken into account with
regard to the seller or sellers.

However, two or more transactions within the megrihthe first subparagraph which take place
within a two-year period between the same personsdertakings shall be treated as one and

the same concentration arising on the date ofa$ietlansaction.
3. In place of turnover the following shall be used

(a) for credit institutions and other financialtibgions, as regards Article 1 (2) (a), one-teoth

their total assets.

As regards Article 1 (2) (b) and the final partAaticle
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1 (2), total Community-wide turnover shall be rejgld by one-tenth of total assets multiplied by
the ratio between loans and advances to creditutishs and customers in transactions with

Community residents and the total sum of thosed@ant advances.

As regards the final part of Article 1 (2), totathover within one Member State shall be replaced

by one-tenth of total assets multiplied by theaagtween loans and

advances to credit institutions and customersansactions with residents of that Member State

and the total sum of those loans and advances;

(b) for insurance undertakings, the value of gmpsmiums written which shall comprise all
amounts received and receivable in respect of ama@ contracts issued by or on behalf of the
insurance undertakings, including also outgoingigeiance premiums, and after deduction of
taxes and par fiscal contributions or levies chdrgg reference to the amounts of individual
premiums or the total volume of premiums; as regakdicle 1 (2) (b) and the final part of
Article 1 (2), gross premiums received from Comntymesidents and from residents of one

Member State respectively shall be taken into agtou

4. Without prejudice to paragraph 2, the turnovéran undertaking concerned within the
meaning of Article 1 (2) shall be calculated by iaddtogether the respective turnover of the

following:

(a) the undertaking concerned;

(b) those undertakings in which the undertakingceomed, directly or indirectly;
- owns more than half the capital or business aseet

- has the power to exercise more than half thengaights, or

- has the power to appoint more than half the memlw# the supervisory board, the
administrative board or bodies legally representiregundertakings, or

- has the right to manage the undertakings' affairs
(c) those undertakings which have in an undertakorgerned the rights or powers listed in (b);

(d) those undertakings in which an undertakingefesrred to in (c) has the rights or powers listed
in (b);
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(e) those undertakings in which two or more undemntgs as referred to in (a) to (d) jointly have
the rights or powers listed in (b).

5. Where undertakings concerned by the concentrgiatly have the rights or powers listed in
paragraph 4 (b), in calculating the turnover of timelertakings concerned for the purposes of
Article 1 (2);

(a) no account shall be taken of the turnover tegufrom the sale of products or the provision
of services between the joint undertaking and eddie undertakings concerned or any other

undertaking connected with any one of them, assein paragraph 4 (b) to (e);

(b) account shall be taken of the turnover resglfrom the sale of products and the provision of

services between

the joint undertaking and any third undertakingbisTturnover shall be apportioned equally

amongst the undertakings concerned.

Article 6
Examination of the notification and initiation ofgeeedings
1. The Commission shall examine the naotificatios@sn as it is received.

(&) Where it concludes that the concentration matiidoes not fall within the scope of this

Regulation, it shall record that finding by meahga aecision.

(b) Where it finds that the concentration notifiedthough falling within the scope of this
Regulation, does not raise serious doubts as twitgpatibility with the common market, it shall

decide not to oppose it and shall declare thatébmpatible with the common market.

(c) If, on the other hand, it finds that the cortcation notified falls within the scope of this
Regulation and raises serious doubts as to its abbilgy with the common market, it shall

decide to initiate proceedings.

2. The Commission shall notify its decision to tnedertakings concerned and the competent

authorities of the Member States without delay.
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Article 7
Suspension of concentrations

1. For the purposes of paragraph 2 a concentrasodefined in Article 1 shall not be put into

effect either before its notification or within thest three weeks following its notification.

2. Where the Commission, following a preliminaryasination of the notification within the

period provided for in paragraph 1, finds it neeegsn order to ensure the full effectiveness of
any decision taken later pursuant to Article 848Y) (4), it may decide on its own initiative to
continue the suspension of a concentration in whole part until it takes a final decision, or to

take other interim measures to that effect.

3. Paragraphs 1 and 2 shall not impede the implatien of a public bid which has been

notified to the Commission in accordance with Adid (1) by the date of its announcement,
provided that the acquirer does not exercise thiegoights attached to the securities in question
or does so only to maintain the full value of thaseestments and on the basis of a derogation

granted by the Commission pursuant to paragraph 4.

4. The Commission may, on request, grant a demgydtiom the obligations imposed in

paragraphs 1, 2 or 3 in order

to prevent serious damage to one or more undegskioncerned by a concentration or to a third
party. That derogation may be made subject to ¢@ndi and obligations in order to ensure
conditions of effective competition. A derogatioraynbe applied for and granted at any time,

even before naotification or after the transaction.

5. The validity of any transaction carried out ientravention of paragraph 1 or 2 shall be
dependent on a decision pursuant to Article 6 (@) dr 8 (2) or (3) or by virtue of the
presumption established by Article 10 (6).

This Article shall, however, have no effect on tadidity of transactions in securities including

those convertible into other securities admittedrémling on a market which is regulated and
supervised by authorities recognized by public esdioperates regularly and is accessible
directly or indirectly to the public, unless theyleu and seller knew or ought to have known that

the transaction was carried out in contraventiopavhgraph 1 or 2.
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Article 8
Powers of decision of the Commission

1. Without prejudice to Article 9, each proceedingiated pursuant to Article 6 (1) (c) shall be

closed by means of a decision as provided for ragraphs 2 to 5.

2. Where the Commission finds that, following mezifion by the undertakings concerned if
necessary, a notified concentration fulfils theerion laid down in Article 2 (2), it shall issue a

decision declaring the concentration compatibléthe common market.

It may attach to its decision conditions and olilay#s intended to ensure that the undertakings
concerned comply with the commitments they haveredtinto vis-a-vis the Commission with a
view to modifying the original concentration plafhe decision declaring the concentration
compatible shall also cover restrictions direc#ated and necessary to the implementation of

the concentration.

3. Where the Commission finds that a concentrafiiils the criterion laid down in Article 2
(3), it shall issue a decision declaring that tbecentration is incompatible with the common

market.

4. Where a concentration has already been impledetihe Commission may, in a decision
pursuant to paragraph 3 or by a separate decistguijre the undertakings or assets brought
together to be separated or the cessation of jomtrol or any other action that may be
appropriate in order to restore conditions of dff@ccompetition.

5. The Commission may revoke the decision it hiasrtgoursuant to paragraph 2 where:

() the declaration of compatibility is based owmoimect information for which one of the

undertakings concerned is responsible or wherastideen obtained by deceit, or
(b) the undertakings concerned commit a breacim aldigation attached to the decision.

6. In the case referred to in paragraph 5, the Cigsian may take a decision pursuant to
paragraph 3, without being bound by the deadlifermed to in Article 10 (3).
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Article 9
Referral to the competent authorities of the Mengtates

1. The Commission may, by means of a decision iedtivithout delay to the undertakings
concerned and the competent authorities of the rotlember States, refer a notified
concentration to the competent authorities of thentder State concerned in the following

circumstances.

2. Within three weeks of the date of receipt of they of the notification a Member State may
inform the Commission which shall inform the und&mgs concerned that a concentration
threatens to create or to strengthen a dominartigooss a result of which effective competition
would be significantly impeded on a market, withivat Member State, which presents all the

characteristics of a distinct market, be it a sasal part of the common market or not.

3. If the Commission considers that, having regarthe market for the products or services in
question and the geographical reference marketrwitie meaning of paragraph 7, there is such a

distinct market and that such a threat exists eithe

(a) it shall itself deal with the case in ordernbaintain or restore effective competition on the

market concerned, or

(b) it shall refer the case to the competent aitieerof the Member State concerned with a view

to the application of that State's national contjmetilaw.

If, however, the Commission considers that suckstndt market or threat does not exist it shall

adopt a decision to that effect which it shall @s$drto the Member State concerned.
4. A decision to refer or not to refer pursuanpaoagraph 3 shall be taken where:

(@) as a general rule within the six-week periodvgted for in Article 10 (1), second
subparagraph, where the

Commission has not initiated proceedings pursuaArticle 6 (1) (b), or

(b) within three months at most of the notificatioh the concentration concerned where the
Commission has initiated proceedings under Artc(@) (c), without taking the preparatory steps
in order to adopt the necessary measures pursuémtitle 8 (2), second subparagraph, (3) or (4)

to maintain or restore effective competition on iine@rket concerned.
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5. If within the three months referred to in paeyr 4 (b) the Commission, despite a reminder
from the Member State concerned, has taken no idecisn referral in accordance with

paragraph 3 or taken the preparatory steps reféoréa paragraph 4 (b), it shall be deemed to
have taken a decision to refer the case to the Merfbate concerned in accordance with

paragraph 3 (b).

6. The publication of any report or the announcdaneérthe findings of the examination of the
concentration by the competent authority of the MemState concerned shall be effected not

more than four months after the Commission's raferr

7. The geographical reference market shall consisthe area in which the undertakings
concerned are involved in the supply of productsservices, in which the conditions of
competition are sufficiently homogeneous and whieim be distinguished from neighboring
areas because, in particular, conditions of cortipetare appreciably different in those areas.
This assessment should take account in partic@ildreanature and characteristics of the products
or services concerned, of the existence of entmyidsa or of consumer preferences, of
appreciable differences of the undertakings' madtetres between neighboring areas or of

substantial price differences.

8. In applying the provisions of this Article, thdember State concerned may take only the
measures strictly necessary to safeguard or resffextive competition on the market

concerned.

9. In accordance with the relevant provisions ef Tneaty, any Member State may appeal to the
Court of Justice, and in particular request theliegipon of Article 186, for the purpose of

applying its national competition law.

10. This Article will be reviewed before the endtbé fourth year following that of the adoption

of this Regulation.
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Article 10
Time limits for initiating proceedings and for dgicins

1. The decisions referred to in Article 6 (1) mbettaken within one month at most. That period
shall begin on the day following the receipt ofdification or, if the information to be supplied

with the notification is incomplete, on the dayléeling the receipt of the complete information.

That period shall be increased to six weeks if@eenmission receives a request from a Member

State in accordance with Article 9 (2).

2. Decisions taken pursuant to Article 8 (2) conoeg notified concentrations must be taken as
soon as it appears that the serious doubts refeéoreal Article 6 (1) (c) have been removed,
particularly as a result of modifications made bg tindertakings concerned, and at the latest by

the deadline laid down in paragraph 3.

3. Without prejudice to Article 8 (6), decision&éa pursuant to Article 8 (3) concerning notified
concentrations must be taken within not more thauwr fmonths of the date on which the

proceeding is initiated.

4. The period set by paragraph 3 shall exceptiphelsuspended where, owing to circumstances
for which one of the undertakings involved in tlmncentration is responsible, the Commission
has had to request information by decision purst@#trticle 11 or to order an investigation by

decision pursuant to Article 13.

5. Where the Court of Justice gives a judgment whiecnuls the whole or part of a Commission
decision taken under this Regulation, the peri@is dlown in this Regulation shall start again

from the date of the judgment.

6. Where the Commission has not taken a decisi@t@ordance with Article 6 (1) (b) or (c) or
Article 8 (2) or (3) within the deadlines set inrpgraphs 1 and 3 respectively, the concentration

shall be deemed declared compatible with the commmanket, without prejudice to Article 9.
Article 11
Requests for information

1. In carrying out the duties assigned to it by tRiegulation, the Commission may obtain all

necessary information from the Governments and ebemp authorities of the Member States,
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from the persons referred to in Article 3 (1) (Bpd from undertakings and associations of
undertakings.

2. When sending a request for information to a geran undertaking or an association of
undertakings, the Commission shall at the same siemel a copy of the request to the competent
authority of the Member State within the territafywhich the residence of the person or the seat
of the undertaking or association of undertakirsgsituated.

3. In its request the Commission shall state thallbasis and the purpose of the request and also

the penalties provided for in Article 14 (1) (by supplying incorrect information.

4. The information requested shall be providedthm case of undertakings, by their owners or
their representatives and, in the case of legadgues; companies or firms, or of associations
having no legal personality, by the persons autledrito represent them by law or by their

statutes.

5. Where a person, an undertaking or an associatfoandertakings does not provide the
information requested within the period fixed bye tiommission or provides incomplete
information, the Commission shall by decision reguihe information to be provided. The
decision shall specify what information is requiréd an appropriate period within which it is to
be supplied and state the penalties provided fériicles 14 (1) (b) and 15 (1) (a) and the right
to have the decision reviewed by the Court of dasti

6. The Commission shall at the same time send g @bjts decision to the competent authority
of the Member State within the territory of whidietresidence of the person or the seat of the

undertaking or association of undertakings is s#ta

Article 12
Investigations by the authorities of the Membert&ta

1. At the request of the Commission, the compegarhorities of the Member States shall
undertake the investigations which the Commissmmsitlers to be necessary pursuant to Article
13 (1), or which it has ordered by decision pursuanArticle 13 (3). The officials of the

competent authorities of the Member States resptan&r conducting those investigations shall
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exercise their powers upon production of an autation in writing issued by the competent

authority of the Member State within the territafywhich the investigation is to be carried out.

Such authorization shall specify the subject maitet purpose of the investigation.

2. If so requested by the Commission or by the e authority of the Member State within
the territory of which the investigation is to bered out, officials of the Commission may assist
the officials of that authority in carrying out thduties.

Article 13
Investigative powers of the Commission

1. In carrying out the duties assigned to it by tRegulation, the Commission may undertake all

necessary investigations into undertakings andcastsans of undertakings.

To that end the officials authorized by the Comimisshall be empowered:

(a) to examine the books and other business records

(b) to take or demand copies of or extracts froenltboks and business records;
(c) to ask for oral explanations on the spot;

(d) to enter any premises, land and means of toahepundertakings.

2. The officials of the Commission authorized torgaut the investigations shall exercise their
powers on production of an authorization in writspecifying the subject matter and purpose of
the investigation and the penalties provided foArticle 14 (1) (c) in cases where production of
the required books or other business records mmpéete. In good time before the investigation,
the Commission shall inform, in writing, the comgratauthority of the Member State within the
territory of which the investigation is to be cadiout of the investigation and of the identitiés o

the authorized officials.

3. Undertakings and associations of undertakingdl submit to investigations ordered by
decision of the Commission. The decision shall gpdbe subject matter and purpose of the

investigation, appoint the date on which it shabin and state the penalties provided for in
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Articles 14 (1) (c) and 15 (1) (b) and the righthtave the decision reviewed by the Court of
Justice.

4. The Commission shall in good time and in writimgorm the competent authority of the
Member State within the territory of which the istigation is to be carried out of its intention of
taking a decision pursuant to paragraph 3. It ghedir the competent authority before taking its

decision.

5. Officials of the competent authority of the MesnltState within the territory of which the
investigation is to be carried out may, at the esfjf that authority or of the Commission, assist

the officials of the Commission in carrying out ithduties.

6. Where an undertaking or association of undergEkiopposes an investigation ordered
pursuant to this Article, the Member State concersigall afford the necessary assistance to the
officials authorized by the Commission to enablenthto carry out their investigation. To this

end the Member States shall, after consulting tben@ission, take the necessary measures

within one year of the entry into force of this Ré&gion.

Article 14
Fines

1. The Commission may by decision impose on thequeyr referred to in Article 3 (1) (b),
undertakings or associations of undertakings fioéesfrom ECU 1 000 to 50 000 where

intentionally or negligently:
(a) they omit to notify a concentration in accorcamith Article 4;
(b) they supply incorrect or misleading informatiara notification pursuant to Article 4;

(c) they supply incorrect information in respongatrequest made pursuant to Article 11 or falil

to supply information within the period fixed bydacision taken pursuant to Article 11,

(d) they produce the required books or other bwgsinecords in incomplete form during
investigations pursuant to Article 12 or 13, oruse to submit to an investigation ordered by
decision taken pursuant to Article 13.
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2. The Commission may by decision impose finesexokeeding 10 % of the aggregate turnover
of the undertakings concerned within the meanind\iticle 5 on the persons or undertakings

concerned where, either intentionally or negliggertiey;

(a) fail to comply with an obligation imposed bycdgon pursuant to Article 7 (4) or 8 (2),

second subparagraph;

(b) put into effect a concentration in breach ofiéde 7 (1) or disregard a decision taken pursuant
to Article 7 (2);

(c) put into effect a concentration declared incatiigpe with the common market by decision

pursuant to Article 8 (3) or do not take the measwrdered by decision pursuant to Article 8 (4).

3. In setting the amount of a fine, regard shall Ha®l to the nature and gravity of the

infringement.

4. Decisions taken pursuant to paragraphs 1 ahdlRreot be of a criminal law nature.

Article 15
Periodic penalty payments

1. The Commission may by decision impose on theqrer referred to in Article 3 (1) (b),
undertakings or associations of undertakings cowckperiodic penalty payments of up to ECU
25 000 for each day of the delay calculated fromdhte set in the decision, in order to compel
them:

(a) to supply complete and correct information wihic has requested by decision pursuant to
Article 11,

(b) to submit to an investigation which it has oeteby decision pursuant to Article 13.

2. The Commission may by decision impose on thequer referred to in Article 3 (1) (b) or on
undertakings periodic penalty payments of up to EOM 000 for each day of the delay

calculated from the date set in the decision, deoto compel them:

(a) to comply with an obligation imposed by deamsjmursuant to Article 7 (4) or 8 (2), second
subparagraph, or
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(b) to apply the measures ordered by decision pmitso Article 8 (4).

3. Where the persons referred to in Article 3 @) (ndertakings or associations of undertakings
have satisfied the obligation which it was the jsgpof the periodic penalty payment to enforce,
the Commission may set the total amount of theodéripenalty payments at a lower figure than

that which would arise under the original decision.

Article 16
Review by the Court of Justice

The Court of Justice shall have unlimited jurisdictwithin the meaning of Article 172 of the
Treaty to review decisions whereby the Commissi@s fixed a fine or periodic penalty

payments; it may cancel, reduce or increase tleedirperiodic penalty payment imposed.

Article 17
Professional secrecy

1. Information acquired as a result of the applcadf Articles 11, 12, 13 and 18 shall be used

only for the purposes of the relevant request,stigation or hearing.

2. Without prejudice to Articles 4 (3), 18 and 2% Commission and the competent authorities
of the Member States, their officials and othewaets shall not disclose information they have
acquired through the application of this Regulatainthe kind covered by the obligation of

professional secrecy.

3. Paragraphs 1 and 2 shall not prevent publicatiayeneral information or of surveys which do

not contain information relating to particular untd&ings or associations of undertakings.

Article 18

Hearing of the parties and of third persons
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1. Before taking any decision provided for in Alti& (2) and (4), 8 (2), second subparagraph,
and (3) to (5), 14 and 15, the Commission shak d¢ine persons, undertakings and associations of

undertakings concerned the opportunity, at

every stage of the procedure up to the consultatiaghe Advisory Committee, of making known

their views on the objections against them.

2. By way of derogation from paragraph 1, a denisto continue the suspension of a
concentration or to grant a derogation from suspenas referred to in Article 7 (2) or (4) may
be taken provisionally, without the persons, uralengs or associations of undertakings
concerned being given the opportunity to make kntveir views beforehand, provided that the

Commission gives them that opportunity as soonoasiple after having taken its decision.

3. The Commission shall base its decision only lgeaions on which the parties have been able
to submit their observations. The rights of theedeg shall be fully respected in the proceedings.
Access to the file shall be open at least to théggadirectly involved, subject to the legitimate

interest of undertakings in the protection of thrisiness secrets.

4. Insofar as the Commission and the competentoatids of the Member States deem it

necessary, they may also hear other natural ol pEyaons. Natural or legal persons showing a
legitimate interest and especially members of ttheinistrative or management organs of the
undertakings concerned or recognized workers' septatives of those undertakings shall be
entitled, upon application, to be heard.

Article 19
Liaison with the authorities of the Member States

1. The Commission shall transmit to the competethaities of the Member States copies of
notifications within three working days and, asrs@s possible, copies of the most important

documents lodged with or issued by the Commissiosyant to this Regulation.

2. The Commission shall carry out the proceduréssiein this Regulation in close and constant
liaison with the competent authorities of the Mem®tates, which may express their views upon

those procedures. For the purposes of Article ¢hall obtain information from the competent
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authority of the Member State as referred to inageaph 2 of that Article and give it the
opportunity to make known its views at every stafjghe procedure up to the adoption of a

decision pursuant to paragraph 3 of that Artiadethiat end it shall give it access to the file.

3. An Advisory Committee on concentrations shalldomsulted before any decision is taken

pursuant to Articles
8 (2) to (5), 14 or 15, or any provisions are addgiursuant to Article 23.

4. The Advisory Committee shall consist of reprégeves of the authorities of the Member

States. Each Member State shall appoint one orém@sentatives; if

unable to attend, they may be replaced by othereseptatives. At least one of the
representatives of a Member State shall be compatematters of restrictive practices and

dominant positions.

5. Consultation shall take place at a joint meetiogvened at the invitation of and chaired by the
Commission. A summary of the facts, together wille most important documents and a
preliminary draft of the decision to be taken farcle case considered, shall be sent with the
invitation. The meeting shall take place not ldemnt14 days after the invitation has been sent.
The Commission may in exceptional cases shortenpir@od as appropriate in order to avoid

serious harm to one or more of the undertakings@med by a concentration.

6. The Advisory Committee shall deliver an opinion the Commission's draft decision, if
necessary by taking a vote. The Advisory Committeeey deliver an opinion even if some
members are absent and unrepresented. The ophadirbe delivered in writing and appended to
the draft decision. The Commission shall take ttmeagt account of the opinion delivered by the
Committee. It shall inform the Committee of the manin which its opinion has been taken into

account.

7. The Advisory Committee may recommend publicatdrthe opinion. The Commission may
carry out such publication. The decision to publgfall take due account of the legitimate
interest of undertakings in the protection of thieirsiness secrets and of the interest of the
undertakings concerned in such publication takiage
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Article 20
Publication of decisions

1. The Commission shall publish the decisions wihidiakes pursuant to Article 8 (2), where
conditions and obligations are attached to therd,tarArticle 8 (2) to (5) in the Official Journal

of the European Communities.

2. The publication shall state the names of théigsaand the main content of the decision; it
shall have regard to the legitimate interest ofantakings in the protection of their business

secrets.

Article 21 Jurisdiction

1. Subject to review by the Court of Justice, tlenGission shall have sole competence to take

the decisions provided for in this Regulation.

2. No Member State shall apply its national legisfaon competition to any concentration that

has a Community dimension.

The first subparagraph shall be without prejud@arny Member State's power to carry out any

enquiries necessary for the application of ArtIE) or after referral, pursuant

to Article 9 (3), first subparagraph, indent (b),(6), to take the measures strictly necessary for

the application of Article
9 (8).

3. Notwithstanding paragraphs 1 and 2, Member Stat&y take appropriate measures to protect
legitimate interests other than those taken intesicieration by this Regulation and compatible

with the general principles and other provision€ommunity law.

Public security, plurality of the media and prudantules shall be regarded as legitimate

interests within the meaning of the first subpaapt

Any other public interest must be communicated te Commission by the Member State
concerned and shall be recognized by the Commissien an assessment of its compatibility

with the general principles and other provision&Community law before the measures referred
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to above may be taken. The Commission shall infimeMember State concerned of its decision

within one month of that communication.

Article 22
Application of the Regulation
1. This Regulation alone shall apply to concerdratias defined in Article 3.

2. Regulations No 17 (6), (EEC) No 1017/68 (7), (§Bo 4056/86 (8) and (EEC) No 3975/87

(9) shall not apply to concentrations as definedriiicle 3.

3. If the Commission finds, at the request of a MemState, that a concentration as defined in
Article 3 that has no Community dimension withine ttmeaning of Article 1 creates or
strengthens a dominant position as a result of waftective competition would be significantly
impeded within the territory of the Member Stat@@erned it may, insofar as the concentration
affects trade between Member States, adopt thesidesiprovided for in Article 8 (2), second

subparagraph, (3) and (4).

4. Articles 2 (1) (a) and (b), 5, 6, 8 and 10 to stall apply. The period within which the
proceedings defined in Article 10 (1) may be in@dshall begin on the date of the receipt of the
request from the Member State. The request mustdzke within one month at most of the date
on which the concentration was made known to thenber State or effected. This period shall
begin on the date of the first of those events.

5. Pursuant to paragraph 3 the Commission shadl taly the measures strictly necessary to
maintain or restore effective competition withire tterritory of the Member State at the request

of which it intervenes.

6. Paragraphs 3 to 5 shall continue to apply thélthresholds referred to in Article 1 (2) have

been reviewed.
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Article 23
Implementing provisions

The Commission shall have the power to adopt implging provisions concerning the form,
content and other details of notifications pursuanrticle 4, time limits pursuant to Article 10,

and hearings pursuant to Article 18.

Article 24
Relations with non-member countries

1. The Member States shall inform the Commissiomrof general difficulties encountered by
their undertakings with concentrations as defimedrticle 3 in a non-member country.

2. Initially not more than one year after the entrio force of this Regulation and thereafter
periodically the Commission shall draw up a repexamining the treatment accorded to
Community undertakings, in the terms referred to paragraphs 3 and 4, as regards
concentrations in non-member countries. The Comamsshall submit those reports to the

Council, together with any recommendations.

3. Whenever it appears to the Commission, eithethenbasis of the reports referred to in
paragraph 2 or on the basis of other informatitwat 2 non-member country does not grant
Community undertakings treatment comparable to tgeanted by the Community to
undertakings from that non-member country, the Casion may submit proposals to the
Council for the appropriate mandate for negotiatisith a view to obtaining comparable

treatment for Community undertakings.

4. Measures taken pursuant to this Article shalhgly with the obligations of the Community or
of the Member States, without prejudice to Artid84 of the Treaty, under international

agreements, whether bilateral or multilateral.
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Article 25
Entry into force
1. This Regulation shall enter into force on 21t8eyber 1990.

2. This Regulation shall not apply to any concdmnrawhich was the subject of an agreement or

announcement or where control was acquired withegneaning of Article

4 (1) before the date of this Regulation's entity #orce and it shall not in any circumstances
apply to any concentration in respect of which pestngs were initiated before that date by a

Member State's authority with responsibility fongaetition.

This Regulation shall be binding in its entiretyatrectly applicable in all Member States.
Done at Brussels, 21 December 1989.

For the Council

The President

E. CRESSON

Note: The statements entered in the Council minieging to this Regulation will be published
later in the Official Journal of the European Conmities.

Source: http://eur-
lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX989R4064:EN:HTML
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2.

Exhibit top steel transformers by output

Milion metric tons of crude steel output

Arcelor

Mittal
ArceloMittal
Nippon Steel
Baosteel Group
Posco

Hebei Steel Group

JFE

Wuhan Steel Group
Tata Steel

Jiangsu Shagang Group
U.S Steel

2005

2007 2008

Source: www.wikipedia.com and www.scribd.com
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3.  Exhibit main steel transformers financial data (20®)

Arcelor (31-12-2005) | Mittal (31-12-2005) |Nippon Steel (31-03-2006) |JFE Holdings (31-03-2006) |POSCO (31-12-2005) |US Steel (31-12-2005)|Corus (31-12-2005) [Severstal (31-12-2005)

Willions of USD'| Revenues
Millions of USD EBITDA
Millions of USD EBIT
Millions of USD.| Net Profit
Millions of USD | Net Profit (Before Minority Interests)
Millions of UsD [Total Debt 7.851
Millions of UsD |Net Debt 4.992 6.353
Millions of USD |(EqQUity E 11 5.811
Millions of UsD [Total Assets 38.672 9.822 13.662
Millions of USD | Fixed Assets (Long Term Assets) .. 25.863 . 4.991 7.051
Millions of USD | Market capitalization 24.067 5.450 NA
Millions of USD. NWC Needs (*) . 1.039 - 852 2.567
Millions of USD |PFe tax Income 4.815 1.312 998
Medium Tax Rate = (Tax/Pre Tax Income)(**) 39,47% 27,82% 31,03%
EBITDA margin 19,44% 12,39% 10,16%
Operating Margin 14,75% 16,69% 10,25% ,71%
Total Debt/EBITDA 3,63 3,30 3,72 4,43
Net Debt/EBITDA 3,42 3,25 2,87 3,59
Debt to equity 159,03% 154,92% 169,31% 192,67% 135,11%
Gearing(***) 61,39% 60,77% 62,87% 65,83% 57,47%
Millions Number of shares - Shares outstanding 712,89 6.731,18 587,24 113,38 NA
g (net profit) per share $4,72 $0,43 $4,73 $8,03 NA
ends per share $0,40 $0,08 $0,88 $0,40 $0,09
gs (EBITDA) per share $7,82 $0,96 $10,03 $15,35 Group
Shares price (dec 31th, 2005) $24,69 $26,33 $3,58 $33,71 $200,00 $48,07 $5,07
P/E multiple 3,48 8,22 7,13 3,99 5,99 NA
P/E Multiple(EBITDA) 2,38 3,72 3,36 2,08 3,13 NA
ROIC 17,41% 11,04% 13,43% 19,69% 17,78%
ROA 12,18% 12,69% 14,25% 22,12% 14,65%
EV/EBITDA 4,79 7,14 6,61 2,99 6,00

NA - Not Available

(*) NWC needs = (Current Assets - Cash and Cash Equivalents) - (Current Liabilities -Short Term Debt)

(**) Defered Taxes and Minority Interests considered
(***) Gearing = Total Debt/(Equity+Total Debt)

Sources:

Annual Report of all the companies in 2005 and 2006 1USD - JPY 117,47 31-03-2006
www.bloomberg.com 1USD - JPY 117,87 31-12-2005
http://investing.busi 1USD - KRW 1010,00 31-12-2005
www.google.com/finance 1USD - EUR 0,8484 31-12-2005
www.vahoofinance.com 1USD - GBP 0,5813 31-12-2005

www.arcelormittal.com

Notes:

In POSCO Minority Interests are Summed
In Severstal there are also loss from Di Op (c )
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4.  Exhibit Arcelor financial data (2003-2005)

Arcelor (31-12-2003) Arcelor (31-12-2004) Arcelor (31-12-2005)
Millions of USD | Revenues 30.555 35.568 38.438
Millions of USD | EBITDA 2.626 5.258 6.649
Millions of USD | EBIT 870 3.906 5.158
Millions of USD | Net Profit 303 2.699 4.533
Millions of USD | Net Profit (Before Minority Interests) 490 3.174 5.042
Millions of USD |Total Debt 21.069 21.550 21.550
Millions of USD |Net Debt 18.841 16.785 16.075
Millions of USD | Equity 7.936 14.412 20.784
Millions of USD |Total Assets 29.005 35.962 42.334
Millions of USD | Fixed Assets (Long Term Assets) 14.840 17.993 21.447
Millions of USD | Market capitalization 9.142 14.651 15.642
Millions of USD| NWC Needs (*) 8.197 6.578 5.537
Millions of USD |Invested Capital (Fixed Assets + NWC) 23.036 24.571 26.985
WACC 7,56% 7,93% 8,09%
Pre tax Income 657 3.779 5.232
Defered Taxes -112 -180 277
Medium Tax Rate = (Tax/Pre Tax Income) (**) 8,26% 11,23% 8,92%
Millions of USD |Number of Shares outstanding 533,04 639,77 639,77
UsD Shares price (dec 31th, 2005) YA $22,90 $24,45
ROIC 3,46% 14,11% 17,41%
ROA 3,00% 10,86% 12,18%

(*) NWC needs = (Current Assets - Cash and Cash Equivalents) - (Current Liabilities -Short Term Debt)

(**) Defered Taxes and Minority Interests considered
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5.  Exhbit Mittal financial data (2003-2005)

Mittal (31-12-2003) Mittal (31-12-2004) Mittal (31-12-2005)

Millions of USD Revenues 9.567 22.197 28.132
Millions of USD EBITDA 1.630 6.969 5.575
Millions of USD | EBIT 1.299 6.416 4.746
Millions of USD | Net Profit 1.182 4,701 3.365
Millions of USD | Net Profit (Before Minority Interests) 1.217 5.316 3.885

Millions of USD |Total Debt 7.315 11.564 19.058

Millions of USD [Nt Debt 6.415 8.930 16.909

Millions of USD |EQUity 2.822 7.589 11.984

Millions of UsD | Total Assets: 10.137 19.153 31.042

Millions of USD | Fixed Assets (Long Term Assets) 6.454 9.528 19.330

Millions of USD | Market capitalization 5.737 24.843 18.773
Millions of USD'| NWC Needs (*) 944 1.102 4.282

Millions of USD |Invested Capital (Fixed Assets + NWC) 7.398 10.630 23.612
WACC 7,70% 7,62% 7,98%

Pre tax Income 1.400 6.133 4.703
DEELREVEY -141 -86 -155

Medium Tax Rate = (Tax/Pre Tax Income) (**) 3,00% 11,92% 14,10%

Millions of USD |Number of Shares outstanding 646,74 642,77 712,98
Usb Shares price (dec 31th, 2005) 8,87 38,65 26,33

{o][ 17,03% 53,16% 17,27%

ROA 12,81% 33,50% 15,29%

(*) NWC needs = (Current Assets - Cash and Cash Equivalents) - (Current Liabilities -Short Term Debt)
(**) Defered Taxes and Minority Interests considered
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6.  Exhibit Arcelor + Mittal financial data (2003-2005)

Arcelor + Mittal (31-12-2003) | Arcelor + Mittal (31-12-2004) | Arcelor + Mittal (31-12-2005)
Millions of USD | Revenues 40.122 57.765 66.570
Millions of USD | EBITDA 4.256 12.227 12.224
Millions of USD | EBIT 2.169 10.322 9.904
Millions of USD.| Net Profit 1.485 7.400 7.898
Millions of USD | Net Profit (Before Minority Interests) 1.707 8.490 8.927
Millions of USD |Total Debt 28.384 33.114 40.608
Millions of USD |Net Debt 25.256 25.715 32.984
Millions of USD |Equity 10.758 22.001 32.768
Millions of USD |Total Assets 39.142 55.115 73.376
Millions of USD | Fixed Assets (Long Term Assets) 21.294 27.521 40.777
Millions of USD | Market capitalization 14.878 39.494 34.415
Millions of USD | NWC Needs (*) 9.141 7.680 9.819
Millions of USD |Invested Capital (Fixed Assets + NWC) 30.434 35.201 50.597
WACC 7,61% 7,77% 8,03%
Pre tax Income 2.057 9.912 9.935
DISE L REVE -253 -266 122
Medium Tax Rate = (Tax/Pre Tax Income) (**) 29,28% 17,03% 8,92%
Millions of UsD |Number of Shares outstanding (***) 1.385 1.385 1.385
usD Shares price (dec 31th, 2005) 10,74 28,51 24,84
ROIC 5,04% 24,33% 17,83%
ROA 5,54% 18,73% 13,50%

(*) NWC Needs = (Current Assets - Cash and Cash Equivalents) - (Current Liabilities -Short Term Debt)
(**) Defered Taxes and Minority Interests considered
(***) Number of Shares After the Merger (2006)

Sources:
Annual Report of Arcelor SA and Mittal Steel in 2003, 2004 and 2005

www.bloomberg.com
www.google.com/finance
www.yahoofinance.com
www.arcelormittal.com

1USD - JPY 117,47 31-03-2006
1USD - JPY 117,87 31-12-2005
1USD - KRW 1020,73 31-12-2005
1USD - EUR 0,8484 31-12-2005
1USD - GBP 0,5813 31-12-2005
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7. Exhibit Mittal offer evolution

Initial offer January 27", 2006:

Mittal Steel be offering to acquire all outstandiAgcelor ordinary shares and arecelor
Convertible Bonds (2017 OCEANES), as follow:

* 4 Mittal Steel shares and €35.25 for each 5 Arcetharres
* 4 new Mittal Steel shares and €40 for every 5 Anc€lonvertible Bond

Or, instead of this cash and share offer, holdeay mlect the following combination
provided that 75% of the tender Arcelor shareseaohanged for new Mittal Steel shares and

25% are exchanged for cash:

o £28.21 per Arcelor share, or

* 16 new Mittal shares for every 15 Arcelor shares

The completion of the offer will be subject to fielowing conditions:

* Number of Arcelor shares tendered to the offergmtssmore than 50% of the total
share capital and voting rights

» Shares of Mittal Steel approve the acquisition ofefor

» During the offer period, no exceptional events o@nd Arcelor does not take any

actions that alter Arcelor’s substance

Additionally to this offer, Mittal Steel agrees:

* Reduce class B share’s voting rights from 10 to 2
* Maintain a majority of independent directors orBtsard of Directors
» Sell Dofasco to ThyssenKrupp for € 3.8 billions

* Launch a takeover bid for Arcelor Brasil and Acasit
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Improved offer, May 19", 2006

Under the improved offer, Mitall Steel will be offieg to acquire outstanding Arcelor

ordinary shares and Arcelor Convertible Bonds (20CEANES), as follows:

» 1 Mitall Steel share and €11.1 for each Arcelonmady share (the amount of cash
being reduced to €10.05 upon a payment by Arcdlttedannounced €1.85 in
dividend)

» 1 Mitall Steel shares and €12.12 (to be increage€dlB0 upon distribution by

Arcelor of its announced ordinary dividend) for le@acelor Convertible Bond

Or, instead of this cash and share offer, holdeay mlect the following combination
provided that 70.6% of the tender Arcelor sharesemcchanged for new Mittal Steel shares
and 29.4% are exchanged for cash:

» 17 new Mittal Steel shares for 12 Arcelor sharesl{gatio should become 1.3773
new Mittal Steel shares for each Arcelor share ymyment by Arcelor of the
announced €1.85 dividends, or

» €37.74 in cash for each Arcelor share (the amolicash being reduced to €36.69
upon payment by Arcelor of the announced €1.8%ddivils

Additionally to the initial offer, Mittal Steel ages to further reduce in voting rights to one
share — one vote structure and the Board of Direatomposition will be made of equal

number of Arcelor and Mittal elements

Final offer, June 25", 2006

Under the improved offer, Mitall Steel will be offieg to acquire outstanding Arcelor
ordinary shares and Arcelor Convertible Bonds (20CEANES), as follows:

« 13 Mittal Steel shares and €150.60 for each 12lA8rchares
+ 13 new Mittal Steel shares and €188.42 for 12 Arc€bnvertible Bond
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This offer valued Arcelor shares at €40.40 andli@areholders will have the rights to receive
a cash stock mix in any proportion the elect, med that 31% pf the aggregate
consideration paid is paid in cash and 69% in stbblke maximum amount of cash to be paid
by Mittal Steel will be approximately €8.5 billions
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8. Exhibit premiums

Premiums
Arcelor price (€) |Initial offer [Improved offer |Final offer

Self tender offer

Offer per share price
Last closing price (26th January)
3 months prior avg.

1 year prior avg.
All times high

Source: www.mittalsttel.com

122



M&A Causes and consequences
Search for market dominance

Bruno Alexandre Lopes dos Santos

9.  Exhibit mining risks associated with ArcelorMittal

Mining operations are subject to hazards and ristisnally associated with the

exploration, development and production of natuesburces, any of which could result in

production shortfalls or damage to persons or ptgpén particular, hazards associated with

open-pit mining operations include, among others:

flooding of the open pit
collapse of the open-pit wall

accidents associated with the operation of largengpt mining and rock
transportation equipment

accidents associated with the preparation andiagndf large-scale open-pit blasting
operations

production disruptions due to weather and

Hazards associated with the disposal of mineralzaste water, such as groundwater

and waterway contamination.

Hazards associated with underground mining opersiitaclude, among others:

underground fires and explosions, including thaagsed by flammable gas
cave-ins or falls of ground

discharges of gases and toxic chemicals

flooding

sinkhole formation and ground subsidence

other accidents and conditions resulting from idiglland

Blasting and removing, and processing material framunderground mine.
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ArcelorMittal is at risk of experiencing any or aiff these hazards. For example, in
September 2006, a methane gas explosion at Arcdtallsl Lenina mine in Kazakhstan
resulted in 41 fatalities and a production shutdavintwo days to fully investigate the
incident and in January 2008, a methane gas expl@di ArcelorMittal’s Abaiskaya mine in
Kazakhstan resulted in 30 fatalities. It is estimdathat it will take approximately six months
before another unit is ready for production at thme. The occurrence of any of these
hazards could delay production, increase produatmsts and result in death or injury to
persons, damage to property and liability for Aoc®littal, some or all of which may not be

covered by insurance.

Source: www.arcelormittal.com [adapted by the adtho
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10. Exhibit number of employees by segment

2005 2006 2007
Flat Carbon Americas 21.046 36.700 35.491
Flat Carbon Europe 29.811 67.238 68.000

Long Carbon Americas and Europe 20.050 40.893 56.462
AACIS 153.235 148.291 123.526

Stainless Steel - 11.542 11.570
AM3S - 11.560 13.086
Other activities 144 3.354 3.331

Total 224.286 319.578 311.466

Source: www.arcelormittal.com
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11. Exhibit ArcelorMittal financial data (2006* - 2008)

ArcelorMittal (31-12-2006)(*)[ ArcelorMittal (31-12-2007) | ArcelorMittal (31-12-2008)
Millions of USD | Revenues 58.870 105.216 124.936
Millions of USD | EBITDA 9.856 19.400 18.336
Millions of USD | EBIT 7.532 14.830 12.236
Millions of USD | Net Profit 5.247 10.368 9.399
Millions of USD | Net Profit (Before Minority Interests) 6.106 11.850 10.439
Millions of USD |Total Debt 62.453 72.090 73.858
Millions of USD |Net Debt 56.307 63.985 66.280
Millions of USD |EqUity: 50.228 61.535 59.230
Millions of USD |Total Assets 112.681 133.625 133.088
Millions of USD | Fixed Assets (Long Term Assets) 73.268 88.297 88.674
Millions of USD | Market capitalization 58.431 109.958 33.590
Millions of USD | NWC Needs (**) 13.629 13.556 14.476
Millions of UsD |Invested Capital (Fixed Assets + NWC) 86.897 101.853 103.150
WACC 10,38% 12,22% 10,19%
Pre tax Income 7.228 14.888 11.537
Defered Taxes -145 494 -1.396
Medium Tax Rate = (Tax/Pre Tax Income) (***) 17,53% 17,09% 21,62%
Millions of USD [Number of Shares outstanding 1.385 1.422 1.366
usD Shares price (dec 31th, 2005) 42,18 77,35 24,59
ROIC 7,15% 12,07% 9,30%
ROA 6,68% 11,10% 9,19%

(*) Half year (Values After the Merger)
(**) NWC needs = (Current Assets - Cash and Cash Equivalents) - (Current Liabilities -Short Term Debt)
(***) Defered Taxes and Minority Interests considered

Sources:

Annual Report of ArcelorMittal in 2006,2007 and 2008
www.bloomberg.com

www.google.com/finance

www.yahoofinance.com

www.arcelormittal.com
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Millions of USD
Millions of USD

Millions of USD
Millions of USD

Millions of USD
Millions of USD

Millions of USD
Millions of USD

Millions of USD

Millions of USD

12.

Exhibit Wacc assumptions

Interest expense

Net Debt

Medium Tax Rate = (Tax/Pre Tax Income)
RD

Net Debt (Debt)

Market Capitalization (Equity)

Rf (Risk Free) (*)

Rm-Rf (**)

Bu (***)

Arcelor (31-12-2005)
569
16.075
8,92%
4,39%
16.075
15.642
4,39%
5,50%
0,91
1,76
14,08%
9,17%

Arcelor (31-12-2003)
605
18.841
8,26%
4,25%
18.841
9.142
4,25%
5,50%
0,63
1,82
14,27%
7,52%

Arcelor (31-12-2004)
845
16.785
11,23%
4,47%
16.785
14.651
4,22%
5,50%
0,74
1,49
12,43%
8,18%

Interest expense

Net Debt

Medium Tax Rate = (Tax/Pre Tax Income)
RD

Net Debt (Debt)

Market Capitalization (Equity)

Rf (Risk Free) (*)

Rm-Rf (**)

Bu (**¥)

Mittal (31-12-2005)
299
16.909
14,10%
4,39%
16.909
18.773
4,39%
5,50%
0,91
1,61
13,27%
9,06%

Mittal (31-12-2003)
156
6.415
3,00%
4,25%
6.415
5.737
4,25%
5,50%
0,63
1,31
11,47%
7,66%

Mittal (31-12-2004)
285
8.930
11,92%
4,22%
8.930
24.843
4,22%
5,50%
0,74
0,97
9,58%
8,16%

Arcelor WACC

Arcelor Entreprise Value
Mittal WACC

Mittal Entreprise Value
Arcelor + Mittal WACC

Arcelor + Mittal (31-12-2003) | Arcelor + Mittal (31-12-2004) | Arcelor + Mittal (31-12-2005)

9,17%
31.717
9,06%
35.682
9,11%

7,52%
27.983
7,66%
12.152
7,56%

8,18%
31.435
8,16%
33.773
8,17%
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ArcelorMittal (31-12-2006) ArcelorMittal (31-12-2007) ArcelorMittal (31-12-2008)
Millions of USD | Interest expense 905 1.504 2.849
Millions of USD.| Net Debt 56.307 63.985 66.280
Medium Tax Rate = (Tax/Pre Tax Income) 17,53% 17,09% 21,62%
RD 4,70% 4,02% 3,37%
Millions of USD |Net Debt (Debt) 56.307 63.985 66.280
Millions of USD {Miarket Capitalization (Equity) 58.431 109.958 33.590
Rf (Risk Free) (*) 4,70% 4,02% 2,21%
Rm-Rf (**) 5,50% 5,50% 5,50%
Bu (***) 1,13 1,59 1,53
2,03 2,36 3,90
15,85% 16,98% 23,64%
10,38% 12,22% 10,19%
Adjusted Bu (****) 0,76 0,76 0,76
Adjusted BL 1,36 1,13 1,94
Adjusted Re 12,20% 10,22% 12,85%
Adjusted WACC 8,52% 7,94% 6,56%

(*) US Treasury Bonds, 10 Y

(**) Rm-Rf Damodaran assumption =5,5%

(***) Bu = Beta Steel(general)

(****) Adjusted Beta due to the instability years which promoted a exponential growth

Sources:

Annual Report of Arcelor SA and Mittal Steel in 2005 and 2006
Annual Report of ArcelorMittal in 2006, 2007 and 2008
www.bloomberg.com

www.google.com/finance

www.yahoofinance.com

www.arcelormittal.com

www.damodaran.com

1USD - JPY 117,47 31-03-2006
1USD - JPY 117,87 31-12-2005
1USD - KRW 1020,73 31-12-2005
1USD - EUR 0,8484 31-12-2005
1USD - GBP 0,5813 31-12-2005
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13. Exhibit Wacc calculation

Index: Annual
1982-84=100 growth rate
2000 (actual) 172,2 3,37%
2001 (actual) 177,1 2,85%
2002 (actual) 179,9 1,58%

2003 (actual) 184,0 2,28%
2004 (actual) 188,9 2,66%
2005 (actual) 195,3 3,39%

2006 (actual) 201,6 3,23%
2007 (actual) 207,342 2,85%
2008 (actual) 215,303 3,84%
214,050 -0,58%
218,050 1,87%
222,629 2,10%
227,750 2,30%
233,216 2,40%
239,046 2,50%
245,022 2,50%
251,148 2,50%
257,426 2,50% 8,09% 5,45%
263,862 2,50% 8,09% 5,45%
Source: U.S. Bureau of Labor Statistics; The Puget Sound Economic Forecaster, prepared by Conway Pedersen Economics, Inc (assumed a constant growth after 2015)

Arcelor +Mittal

Nominal Wacc

ArcelorMittal

Real Wacc
8,17% 5,36%
9,11% 5,54%
8,85% 5,45% Nominal Wacc Real Wacc
8,45% 5,45% 7,94% 4,95%
9,50% 5,45% 6,56% 2,62%
4,84% 5,45% 3,18% 3,78%
7,42% 5,45% 5,72% 3,78%
7,66% 5,45% 5,96% 3,78%
7,88% 5,45% 6,17% 3,78%
7,98% 5,45%
8,09% 5,45%
8,09% 5,45%
8,09% 5,45%

6,27% 3,78%
6,38% 3,78%
6,38% 3,78%
6,38% 3,78%
6,38% 3,78%
6,38% 3,78%
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ARCELOR + MITTAL WACC

Arcelor +Mittal (2004) | Arcelor +Mittal (2005) | Arcelor +Mittal (2006) | Arcelor +Mittal (2007) | Arcelor +Mittal (2008) | Arcelor +Mittal (2009)

Arcelor + Mittal WACC

Arcelor +Mittal (2010) | Arcelor +Mittal (2011) | Arcelor +Mittal (2012) | Arcelor +Mittal (2013) | Arcelor +Mittal (2014) | Arcelor +Mittal (2015)

Arcelor + Mittal WACC

Arcelor +Mittal (2016) | Arcelor +Mittal (2017) | Arcelor +Mittal (2018)
Arcelor + Mittal WACC 8,09% 8,09% 8,09%

ARCELORMITTAL WACC

ArcelorMittal (2007) | ArcelorMittal (2008) | ArcelorMittal (2009) | ArcelorMittal (2010) | ArcelorMittal (2011) | ArcelorMittal (2012)

ArcelorMittal WACC

ArcelorMittal (2013) ArcelorMittal (2014) ArcelorMittal (2015) ArcelorMittal (2016) ArcelorMittal (2017) ArcelorMittal (2018)

ArcelorMittal WACC

Sources:

Annual Report of Arcelor SA and Mittal Steel in 2003, 2004 and 2005
Annual Report of ArcelorMittal in 2006,2007 and 2008

U.S. Bureau of Labor Statistics

www.bloomberg.com
www.google.com/finance

www.yahoofinance.com

www.arcelormittal.com
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14. Exhibit Arcelor + Mittal future cash flows (projection)

2004 2005 2006(*) 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Sales 64.697
Cost of Sales 49.016
Gross Margin 15.681
Other Operational Costs 1.987
EBITDA 13.694

Amortizations and deperciations 2.134
EBIT 11.561 16.483
EBIT (1-t) 9.061 B 9.613 9.902 B 4 b 11.144 11.479 d . 12.543 12.919
2.624 2.703 . d 2.953 3.042

Amortizations and depreciations 2.134 : 2.264 2.331

Invested Capital (**) 52.115 J 55.289 56.947 58.656 60.415 62.228 64.095 66.017 67.998 70.038 72.139 74.303
1.518 o 1.610 1.659 1.708 1.760 1.812 1.867 1.923 1.981 2.040 2.101 2.164

7.543 : 8.003 8.243 8.490 8.745 9.007 9.277 9.556 9.842 10.138 10.442 10.755
211.449

Change in Invested Capital
FCFF

Continuing Value
WACC Summed company 8,85% 9,50% 4,84% 7,42% 7,66% 7,88% 7,98% 8,09% 8,09% 8,09% 8,09% 8,09%

Discount factor (***) 100,00% 91,33% 87,11% 81,09% 75,32% 69,82% 64,66% 59,82% 55,35% 51,21% 47,38% 43,83%

7.770 7.309 7.181 6.885 6.587 6.289 5.999 5.717 5.448 5.191 4.947 4.714

Discounted FCFF
92.683

PV of Continuing Value

Enterprise Value 166.718
(*) Projections assumed a growth of 12% due to high investements in the previous years

(**) Constant growth at 3% rate

(***) Assuming a constante D/E ratio since 2005

GROWTH BETWEEN YEAR 2004 AND 2005:

Revenue g 15,24%
COSg 20,73% CONSTANT TAX RATE:
EBITg -4,05%, |Tax rate 21,62%|
Amort g 21,78%

1USD - JPY 117,47 31-03-2006

1USD - JPY 117,87 31-12-2005

1USD - KRW 1020,73 31-12-2005

1USD - EUR 0,8484 31-12-2005

1USD - GBP 0,5813 31-12-2005
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15. Exhibit ArcelorMittal future cash flows (projection )

Sales 105.216 124.936 149.923 172.412 185.343 194.610 200.448 206.461 212.655 219.035 225.606 232.374
Cost of Sales (*) 80.383 100.010 115.012 126.513 132.838 136.823 140.928 145.156 149.511 153.996 158.616 163.374
Gross Margin 24.833 24.926 34.912 45.899 52.504 57.786 59.520 61.305 63.145 65.039 66.990 69.000
Other Operational Costs 5.433 6.590 7 8 9.094 9.776 10.265 10.573 10.890 11.217 11.553 11.900 12.257
EBITDA 19.400 18.336 27.004 36.805 42.728 47.521 48.947 50.415 51.928 53.486 55.090 56.743
Amortizations and deperciations 4.570 6.100 7.320 8.418 9.049 9.502 9.787 10.080 10.383 10.694 11.015 11.346
EBIT 14.830 12.236 19.684 28.387 33.679 38.019 39.160 40.335 41.545 42.791 44.075 45.397
EBIT (1-t) - 9.591 15.428 22.250 26.397 29.800 30.694 31.614 32.563 33.540 34.546 35.582
Amortizations and depreciations 6.100 7.320 8.418 9.049 9.502 9.787 10.080 10.383 10.694 11.015 11.346
Invested Capital (**) 101.853 103.150 106.245 109.432 112.715 116.096 119.579 123.166 126.861 130.667 134.587 138.625

Change in Invested Capital 14.956 1.297 3.095 3.187 3.283 3.381 3.483 3.587 3.695 3.806 3.920 4.038

FCFF -3.332 8.294 12.334 19.062 23.114 26.418 27.211 28.027 28.868 29.734 30.626 31.545
Continuing Value 933.713
WACC 7,94% 6,56% 3,18% 5,72% 5,96% 6,17% 6,27% 6,38% 6,38% 6,38% 6,38% 6,38%

Discount Factor (***) 100,00% 93,84% 90,95% 86,03% 81,19% 76,47% 71,95% 67,64% 63,58% 59,77% 56,19% 52,82%

Discounted FCFF -3.332 7.783 11.218 16.399 18.766 20.201 19.579 18.957 18.355 17.772 17.208 16.661
PV of Continuing Value 493.171

Enterprise Value 672.739

Market Value of Cash and equivalents 8.105
Firm Value 680.844
Debt (Market value) 63.985
Equity value 616.859

(*) COGS growth at alow level than Sales - due to decrease in market dependency
(**) Constant growth at 3% rate
(***) Assuming a constante ratio D/E since 2005

GROWTH BETWEEN YEAR 2007 AND 2008:

Revenue g 18,74%

cosg 21,30% CONSTANT TAX RATE:
EBITg 21,20% | Tax rate 21,62% |
Amortg 33,48%
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16.

Exhibit ArcelorMittal incremental cash flows (proje ction)

Sales

Cost of Sales (*)

Gross Margin

Other Operational Costs

EBITDA

Amortizations and deperciations
EBIT

EBIT (1-t)

Amortizations and depreciations
Invested Capital (**)

Change in Invested Capital

FCFF

Continuing Value

WACC ArcelorMittal

Discount Factor (***)
Discounted FCFF

PV of Continuing Value
Enterprise Value

2007
38.578
29.897

8.681

3.386

5.295

2.372

2.922

2.291

2.372
48.175
13.393

-11.102

100,00%
-11.102

423.521

2008
56.299
48.009

8.290

4.482

3.808

3.836

6,56%
93,84%
273

2009
79.227
61.451
17.776

5.737
12.040

4.989

7.051

5.527

4.989
49.297

1.436

4.091

3,18%
90,95%
3.721

(*) COGS growth at a low level than Sales - due to decrease in market dependency

(**) Constant growth at 3% rate
(***) Assuming a constante ratio D/E since 2005

GROWTH BETWEEN YEAR 2007 AND 2008:

Revenue g

45,93%

2010
99.595
71.345
28.250

6.858
21.392

6.017
15.375
12.051

6.017
50.776

1.479
10.572

5,72%
86,03%
9.095

COSg 60,58% CONSTANT TAX RATE:
EBITg -100,98% [Tax rate | 21,62%]
Amort g 61,71%

1USD - JPY 117,47 31-03-2006

1USD - JPY 117,87 31-12-2005

1USD - KRW 1020,73 31-12-2005

1USD - EUR 0,8484 31-12-2005

1USD - GBP 0,5813 31-12-2005

2011
110.341
76.016
34.325
7.473
26.853
6.576
20.277
15.893
6.576
52.299
1.523
14.370

5,96%
81,19%
11.666

2012
117.358
78.296
39.062
7.893
31.169
6.954
24.215
18.980
6.954
53.868
1.569
17.411

6,17%
76,47%
13.314

2013
120.879
80.645
40.234
8.129
32.105
7.163
24.942
19.549
7.163
55.484
1.616
17.933

6,27%
71,95%
12.904

133 |

2014
124.505
83.064
41.441
8.373
33.068
7.378
25.690
20.136
7.378
57.149
1.665
18.471

2015
128.240
85.556
42.684
8.624
34.060
7.599
26.461
20.740
7.599
58.863
1.714
19.025

2016
132.088
88.123
43.965
8.883
35.081
7.827
27.254
21.362
7.827
60.629
1.766
19.596

2017
136.050
90.767
45.284
9.150
36.134
8.062
28.072
22.003
8.062
62.448
1.819
20.184

2018
140.132
93.490
46.642
9.424
37.218
8.304
28.914
22.663
8.304
64.322
1.873
20.790
615.366
6,38%
52,82%
10.981
325.026

6,38%
67,64%
12.494

6,38%
63,58%
12.097

6,38%
59,77%
11.713

6,38%
56,19%
11.341
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17.

Exhibit Synergies

A Sales

Operating margin of Summed company
Tax rate

EBIT (1-t) (Summed company)

Sales synergy = A Sales * [(EBIT(1-t)/Sales)]
Sales synergies terminal value

Discounted sales synergies

PV of sales synergies

Sales (ArcelorMittal)

EBIT(1-t)/Sales (Summed company)

EBIT(1-t)/Sales (ArcelorMittal)

Cost synergies = Sales total * [EBIT(1-t)/Sales (historical) - EBIT(1-t)/Sales (projected)]
Cost synergies termial value

Discounted cost synergies

PV of cost synergies

Sales synergies + cost synergies

Change in Invested Capital (ArcelorMittal)

Change in Invested Capital (Summed company)
Incremental Change in Invested Capital

Invested capital terminal value

Discounted Incremental Change in Invested Capital
Total PV of Incremental Change in Invested Capital

INCREMENTAL CASH FLOWS
Terminal Value
TOTAL INCREMENTAL CASH FLOWS

2007
38.578
17,87%
21,62%
14,01%

5.403

5.403
284.256

105.216
14,01%
11,05%
-3.113

-3.113
20.587

2008

124.936
14,01%
7,68%
-7.908

-7.222

2009

149.923
14,01%
10,29%
-5.570

-4.852

2010
99.595
17,87%
21,62%
14,01%
13.949

11.312

172.412
14,01%
12,90%

-1.898

-1.539

2011
110.341
17,87%
21,62%
14,01%
15.454

11.640

185.343
14,01%
14,24%

439

330
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2012
117.358
17,87%
21,62%
14,01%
16.437

11.477

194.610
14,01%
15,31%

2.543

1.776

2013
120.879
17,87%
21,62%
14,01%
16.930

10.947
200.448
14,01%
15,31%

2.619

1.694

2014
124.505
17,87%
21,62%
14,01%
17.438

10.432
206.461
14,01%
15,31%

2.698

1.614

2015
128.240
17,87%
21,62%
14,01%
17.961

9.941
212.655
14,01%
15,31%

2.779

1.538

2016
132.088
17,87%
21,62%
14,01%
18.500

9.473
219.035
14,01%
15,31%

2.862

1.466

2017
136.050
17,87%
21,62%
14,01%
19.055

9.028
225.606
14,01%
15,31%

2.948

1.397

2018
140.132
17,87%

21,62%

14,01%
19.626
385.865
177.736

232.374
14,01%
15,31%

3.037
59.699
27.498

22.663
670.819

20.790
408.732
429.521
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WACC (Summed company) 8,45% 9,50% 4,84% 7,42% 7,66% 7,88% 7,98% 8,09% 8,09% 8,09% 8,09% 8,09%
Discount factor (Summed company) 100,00% 91,33% 87,11% 81,09% 75,32% 69,82% 64,66% 59,82% 55,35% 51,21% 47,38% 43,83%
Incremental cash flows discounted at expected WACC -11.102 266 3.564 8.573 | 10.823 | 12.157 11.596 11.050 10.530 10.035 9.563  188.269
PV @ WACC Summed company 265.323

Incremental cash flows -11.102 291 4.091 | 10.572 | 14.370 17.411 17.933 18.471 19.025 19.596 20.184 636.155
Terminal Value new WACC 615.366

Projected WACC discounted rate 7,94% 6,56% 3,18% 5,72% 5,96% 6,17% 6,27% 6,38% 6,38% 6,38% 6,38% 6,38%
Discount rate 100,00% 93,84% 90,95% 86,03% 81,19% 76,47% 71,95% 67,64% 63,58% 59,77% 56,19% 52,82%
Incremental cash flows discounted at expected WACC -11.102 273 3.721 9.095 | 11.666 13.314 12.904 12.494 12.097 11.713  11.341 336.006
PV @ WACC ArcelorMittal 423.521

Differences (1] 843 147.738
PV Difference in WACC 158.198
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