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1 Introduction

In the last thirty years, the European aviation market has undergone significant changes which
have considerably reshaped the industry. The key drivers for this development were deregulation
and liberalisation which took place in the aviation market in the 1990s. These processes have
encouraged the foundation and the successful entry of low cost carriers (henceforth LCCs) which
have taken advantage of the new market conditions. As a result of the numerous entries of LCCs
and a resulting increased competition intensity, incumbent airlines have been challenged and
placed under pressure to adapt their business strategies to the new competitive environment and
to develop innovative strategies (Gilroy et al., 2005, p. 203ff). Mergers have therefore become an
increasingly attractive possibility to expand route networks and to achieve synergies and effi-
ciencies while reducing the cost base. Such a transaction would thus enable the merged airline to
respond to changes in customer demand and/ or economic environment more quickly (Iatrou and
Oretti, 2007, p. 21).

Since 2004, 15 mergers in the airline industry have been subject to regulatory clearance under
the EU Merger Regulation Guidelines (henceforth EUMR) by the European Commission (Euro-
pean Commission, 2013a. On 27 June 2007, the Commission prohibited the merger between
Ryanair and Aer Lingus (European Commission v Ryanair/ Aer Lingus, 2007, p. 16, 345). This
case was the first decision to deal with a transaction that should have taken place between two
point-to-point, low frills carriers and the first attempt of a low cost carrier, here Ryanair, to ac-
quire a former national carrier, here Aer Lingus (O'Connell and Williams, 2011, p. 123). The
Commission’s 2007 Ryanair/ Aer Lingus decision can therefore be considered an important
judgement which will influence future decisions regarding mergers between LCCs since the EU
Courts and the European Commission make their decisions based on case law (Whish & Bailey,
2012, p. 18). The aim of this thesis is to analyse the Ryanair/ Aer Lingus merger case using the
EUMR approach and to focus especially on the economic approaches used by the Commission in
its 2007 decision to clear a merger between two LCCs.

This thesis is organised as follows. In chapter two, the principles of mergers will be intro-
duced which comprises the economic theory on mergers (section 2.1) on the one hand and the
EUMR for horizontal mergers (section 2.2) on the other. Thereafter, in chapter three, the Euro-
pean airline industry will be analysed by taking a closer look at the different airline types (sec-
tion 3.1) and the market situation (section 3.2). Moreover, emphasis will be laid on the role of
LCCs in the European aviation market (section 3.3). In chapter four, the Ryanair/ Aer Lingus
merger case will be analysed on the basis of the European Commission’s 2007 decision. This

analysis includes a brief introduction of the involved parties (section 4.1), the case’s Community
1
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dimension (section 4.2) and the relevant markets (section 4.3) before the competitive assessment
follows (section 4.4). In this assessment, market shares and concentration (section 4.4.1), the
degree of competition (section 4.4.2), buyer power and the possibility to switch supplier (section
4.4.3) as well as barriers to entry (section 4.4.4) and efficiencies (section 4.4.5) will be consid-
ered. At the end of this chapter, the Commission’s decision will be discussed following the Gen-
eral Courts judgment (section 4.5). The last chapter deals with cases that are related to the Com-
mission’s Ryanair/ Aer Lingus decision. This part therefore comprises Ryanair’s second and
third attempt to acquire Aer Lingus (section 5.1) and the recent takeover of Aer Lingus by Inter-

national Consolidated Airline Group (henceforth IAG) (section 5.2). Chapter six concludes.

2 Principles of Mergers

This chapter begins by introducing the economic theory on mergers (section 2.1) which com-
prises a differentiation between the different merger types and an explanation for the occurrence
of mergers. Thereafter, the EUMR for horizontal mergers will be introduced (section 2.2) which

will serve as the tool for the analysis of the Ryanair/ Aer Lingus merger case in section four.

2.1 Economic Theory on Mergers

Mergers are an amalgamation between two or more companies who have been independent
entities before the transaction (Crede, 2010, p. 287). Mergers can be categorised into horizontal,
vertical and conglomerate mergers (ibid, p. 389). In a horizontal merger, the merging entities
operate in the same relevant market and can often be referred to as close competitors who are
offering the same product or service (ibid, p. 407). An example for a successful horizontal mer-
ger is the transaction between Disney and Pixar. Here, both firms have been active in the movie
production industry and were considered rivals pre-merger (Barnes, 2008). Subject to vertical
mergers are companies who are operating on different stages of an industry’s supply chain and
who cannot be considered competitors (Crede, 2010, p. 425). The merger between E.ON and
Ruhrgas falls into this merger category. In this case, the roles of the companies before the trans-
action can be summarized as follows: Ruhrgas was a gas supply company, buying gas directly
from producers such as Russia and selling it to bulk buyers such as E.ON. The latter is an energy
provider who delivers gas to end consumers (Sinn, 2002, p. 2). In a conglomerate merger, com-
panies who are producing different products or services are merging (Crede, 2010, p. 430). The

merger between Procter & Gamble and Gillette is an example for a conglomerate merger. Here,
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the transaction combined two large sellers of a wide range of consumer goods (Monti, 2007, p.
294).

Companies decide to merge in order to achieve a certain outcome. This outcome depends on
the type of the merger. While vertical mergers can lead to lower transaction costs as they enable
the producing company to secure access to either raw materials or distribution channels, con-
glomerate mergers can achieve cost savings through economies of scope, the reduction of uncer-
tainty and diversification (Lipczynski et al., 2005, p. 258, 596f). A horizontal merger may lead to
a cost reduction through rationalisation, economies of scale, research and development (hence-
forth R&D) or purchasing economies on the one hand and an enhanced market power on the
other (ibid, p. 258ff). In more detail, rationalisation allows the merging entities to realise the
same level of marginal costs in all production plants by shifting production from high marginal
cost to low marginal cost plants. With the effects that are brought about by the economies of
scale, an improved operating efficiency can be achieved as the total average costs for producing
a single product tend to decrease when the scale of operations increases. When the R&D depart-
ments of two former independent entities are combined, further cost savings can be achieved if
the newly created unit is able to achieve better and more efficient outcomes than the separated
units. Moreover, horizontal mergers lead to improved purchasing economies that are encouraged
by an increased bargaining power that allows the merged entity e.g. to extract lower prices from
suppliers or to raise funds from capital markets more easily. Since mergers combine the market
shares of two former independent companies such a transaction may lead to increased market
power, especially if the merger leads to the elimination of a close rival' (ibid, p. 259ff).

However, economists argue that the economies of scale advantage achieved through horizon-
tal mergers cannot be considered as an entirely merger-specific gain. They claim that economies
of scale can likewise be achieved through internal expansion. Thus, they refer to so-called syner-
gies which are gains that can wholly be associated with the merger. These merger-specific gains
include the coordination of joint operations, sharing of complementary skills, improved inter-

operability and network configuration (ibid, p. 260).

! This aspect will be further discussed in section 2.2.
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2.2 EU Merger Regulation Guidelines for Horizontal Mergers

In 1989, the European Union introduced a merger regulation based on a system of pre-
notification which came into force in 1990 (El-Agraa, 2011, p. 203). Thereafter, the guidelines
have been extensively revised and extended until 2004 when the latest amendment came into
force (Crede, 2010, p. 269). Based on the EUMR? the European Commission scrutinises mergers
before the actual transaction takes place. On the contrary, in cases of the abuse of a dominant
position or the existence of cartels, the Commission interferes only after the exposure of the in-
fringement (El-Agraa, 2011, p. 203). Since the amendment of the EUMR in 2004, the number of
mergers that have been notified to the European Commission increased from 247 in 2004 to 402
in 2007 back to 259 in 2009 which can be associated with the eruption of the financial crisis in
2008 (Whish and Bailey, 2012, p. 811). However, with the recovery of the world economy, mer-
ger activity has augmented again to 309 notified mergers in 2011. Thus, it can be assumed that
the level of merger activity is subject to economic fluctuation. In total, 5.726 mergers have fallen
into the jurisdiction of the Commission since the introduction of the EUMR in 1990 and 3.376
since the 2004 amendment from which 120/ 61 have been withdrawn in phase I and 37/ 16 in

phase II (European Commission, 2015a).

phase I decision

- cleared
merger - cleared with remedies
announcement - raise serious doubts
‘ ‘ 25 working days ‘ 90 working days ‘
merger phase II decision

notification - cleared
- cleared with remedies
- blocked

Figure 1: The EU Merger Control — A Timeline (Ghosal and Stennek, 2007, p. 314)

Figure I shows the different stages of the EU merger control, starting with the announcement
of the merger and its notification to the Commission. Thereafter, the Commission has to decide
whether the transaction can be considered to be compatible with the common market (phase I)
within 25 working days. If the merger cannot be cleared after this stage, the Commission con-
ducts a more in-depth analysis (phase II) within 90 working days. Afterwards, it has to be de-

cided whether the merger can be declared to be cleared, whether remedies are necessary in order

? Regulation 139/2004
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to approve the transaction or whether the merger brings about serious anti-competitive effects
which cannot be outweighed and therefore has to be blocked (Ghosal & Stennek, 2007, p. 314).

The successful implementation of the EUMR empowered the Commission to interfere in
planned mergers that could lead to dominance in the market before the actual transaction takes
place. This procedure is a more cost and time effective approach considering the resources need-
ed in order to break off a merger that has already created a dominant position. Moreover, an ear-
ly interference is beneficial for the merging entities since a prohibition of a merger that has al-
ready led to dominance after the transaction and the integration process have already taken place,
would be of the disadvantage of the merging parties. Furthermore, anti-competitive transactions
do not only have an effect on the merging entities but also on the entire market including actual
and potential competitors as well as consumers which makes an ex-ante merger control even
more essential (Monti, 2007, p. 246).

According to the EUMR, mergers are subject to approval if they have a Community dimen-
sion and if they may lead to a concentration that aims to “significantly impede effective competi-
tion in the common market or in a substantial part of it, in particular as a result of the creation or
strengthening of a dominant position” (European Commission, 2004). As a transaction must
have a Community dimension in order to fall into the jurisdiction of the European Commission,
the merging entities have to meet a certain turnover threshold (Harvey et al., 2008, p. 9). The
turnover-based threshold is a reliable tool for examining the strength of the merging enterprises
(European Commission v Ryanair/ Aer Lingus, 2007, p. 5). Figure 2 outlines the circumstances
under which a merger either has or does not have a Community dimension making the EUMR
applicable or inapplicable. Transactions that do not have a Community dimension fall into the
jurisdiction of the affected member state’s competition authority (Ivaldi & Verboven, 2005, p.
672). Above a certain size, mergers cannot take place without the Commission’s approval (El-
Agraa, 2011, p. 203). Moreover, the relevant market has to be identified and defined before the
competitive assessment can be conducted. This step is necessary in order to identify the competi-
tive constraints an enterprise faces in its operating market (Whish & Bailey, 2012, p. 27).

In the competitive assessment, market shares and concentration levels are reasonable indica-
tors for measuring dominance in a market. With the aid of these tools a decent insight into the
market structure and the competitive importance of the merging parties for the market on the one
hand and their competitors on the other can be gained. According to a statement made by the
General Court, former Court of First Instance, “market shares of 50 per cent or above may them-
selves be an indicator for a dominant position” (European Commission v Ryanair/ Aer Lingus,

2007, p. 85).
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yes
Each of the companies concerned achieves more than two-thirds of its aggregate Community-wide turnover within |
one and the same Member State
a5 e
- 2 no
no The combined aggregate worldwide turnover of all of the
The combined E> companies concerned is > €2.5 billion.
aggregate worldwide
turnover of all of the G o
companies concerned
is > €5 billion. s '
The aggregate Community-wide turnover of at least two of the -
ﬂyﬁ companies concerned is > €100 million. v
. -
no G yes
The aggregate
Community-wide turnover ' 4 D no EUMR inapplicable
at least two of the The combined aggregate turnover of all of the companies @
companies concerned is > concerned is > €100 million in each of at least three Member
€250 million. States.
. J
& -
l’ N
yes In each of at least three Member States, the aggregate turnover of no
each of at least two of the companies concerned is > €25 million.
Y o

EUMR applicable <
yes

Figure 2: Examination of a Merger’s Community Dimension (based on Crede, 2010, p. 343)

For the examination of the concentration levels of a market, the Commission uses the Her-
findahl-Hirschman-Index (henceforth HHI). The HHI can be calculated by adding up the squared
individual market share of each company that is operating in the concerned market. In order to
compare the market concentration pre- and post-merger, the Commission furthermore calculates
the so-called delta which represents the difference between the pre- and the post-merger HHI.
The delta can be derived by firstly multiplying the market shares of the merging entities before
multiplying the derived product with the factor two or by simply calculating the subtraction. The
calculated HHI can be interpreted as follows: the higher the concentration in a market, the higher
the HHI and vice versa. According to the European Commission a merger does not raise anti-
competitive concerns if the post-merger HHI is either below 1.000, between 1.000 and 2.000
with a delta below 250 or above 2.000 with a delta below 150 (Crede, 2010, p. 394).

Although the Commission generally takes a positive view of mergers as corporate reorganisa-
tion strengthens the EU’s position in the global market and therefore surges the competitiveness
of the European Union, there are cases when a merger has to be blocked (Harvey et al., 2008, p.

7). Especially horizontal mergers can raise concerns about their anti-competitive effects as they

6
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combine two former competitors which can therefore easily lead to the creation or the strength-
ening of a dominant position (Monti, 2007, p. 246). Therefore, mergers will meet with disap-
proval when they have the potential to create monopoly power. Monopoly power can be obtained
when the transaction either eliminates the remaining competition or when the combination of
two or more enterprises leads to the creation of a high market share. Companies who enjoy mo-
nopoly power or a sufficiently high market share tend to increase prices. Therefore, the lack of
competition and substitutes imposes a restriction on consumers to switch suppliers (Crede, 2010,
p. 408). However, mergers can be approved although concerns about its compatibility with the
common market exist. This is the case if the economic benefits resulting from the transaction
considerably outweigh the potential costs. Therefore, the merger has to bring about so-called
efficiencies that will result in higher welfare on the one hand and have the dimension to counter-
act the anti-competitive effects of the transaction on the other. Nevertheless, efficiency gains can
only be achieved if the merger forces the involved parties to rationalise their business activities
and therefore leads to more efficient operations and lower unit costs. Consequently, if the effi-
ciency gains outweigh the transaction’s anti-competitive effects, the merged entity is more likely
to decrease sales prices instead to increase them. The latter would occur, if the transaction leads
to the creation of sustainable market power which cannot be outset by efficiencies. As a conse-
quence, the merger is likely to decrease the overall consumer surplus as well as the total welfare.
In these cases, the Commission would not approve the transaction (Motta, 2007, p. 238).
According to the EUMR, the merging entities have to provide evidence that the merger will
bring about the crucial efficiency gains (European Commission v Ryanair/ Aer Lingus, 2007, p.
310). Moreover, the efficiencies generated by the merger need to be to the benefit of the con-
sumers in order to counteract the anti-competitive effects the transaction would have otherwise.
However, the precondition for efficiency gains to be effectively passed to the consumers is the
existence of competitive pressure exerted by the remaining firms in the market on the one hand
and potential entrants on the other. It is furthermore unlikely that a merger that leads to increased
market power approaching the level of monopoly will create efficiencies that can effectively
counteract the adverse effects on competition. In addition, efficiency gains need to be merger-
specific and verifiable (European Commission v Ryanair/ Aer Lingus, 2007, p. 310f).
Furthermore, entry must be likely, timely and sufficiently and pose an immediate, actual
threat in order to exert a sufficient competitive constraint on any anti-competitive behaviour on
the part of the merged entitiy. According to the General Court, barriers to entry can be defined
as either economic, commercial or financial features of the market or an established position of

the incumbent firms which make it difficult for potential competitors to enter the market. The

7
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deterrence can be associated with the high risks and costs of entrance (ibid, p. 137, 146). These
costs are caused by a large number of investments that have to be made in order to win a suffi-
cient number of customers (ibid, p. 149f). Moreover, the uncertainty of whether the entry will be
successful brings about a high level of sunk costs that will occur in case of an unsuccessful entry.
Sunk costs include marketing and potential start-up costs (ibid, p. 153). In addition, countervail-
ing buyer power exercised by the customers can only exert competitive pressure on the merged
entity if it remains effective post-merger and if the transaction does not lead to the elimination of
a credible alternative. The customers can utilise their buyer power to off-set the potential nega-
tive effects of the merger, if they have the possibility to switch suppliers easily, to integrate into
the upstream market on a vertical level or to sponsor upstream expansion (European Commis-
sion, 2004, p. 12).

Furthermore, it is possible that the Commission demands the parties to modify the transaction
in order to eliminate the anti-competitive risks the merger brings about instead of blocking the
transaction immediately. These remedies can either be structural or behavioural. Structural rem-
edies demand the affected enterprises to divest parts of their business units which will lead to a
reduction of their combined market share and therefore might encourage another competitor to
enter the market. This type of remedy depicts a solution that successfully reduces the anti-
competitive risks coming from the merged entity (Monti, 2007, p. 283). Behavioural remedies
require the parties to cooperate with their competitors, for example by granting licences of intel-
lectual property rights in order to keep them in the market post-merger (ibid, p. 286).

In summary, once a horizontal merger falls into the jurisdiction of the European Commission,
the authority analyses (1) the relevant market, (2) market share and concentration, (3) possible
anti-competitive effects which are likely to result when (3.1) the new entity will have a high
combined market share, (3.2) the merging entities are each other’s closest competitors, (3.3) cus-
tomers have no or only limited possibilities to switch suppliers, (3.4) the merged entity does not
respond to an price increase with an extension in supply, (3.5) the new entity has the ability to
hinder expansion by competitors, (3.6) the merger leads to the elimination of an important com-
petitive force and (3.7) the competitors are able to monitor each other’s behaviour. Moreover, the
Commission examines (4) countervailing factors such as (4.1.) possible entry into the market by
a new competitor and (4.2.) the consumers’ buyer power and their possibility to switch suppliers

(4.3) as well as (5) the pro-competitive benefits of the transaction (Harvey et al., 2008, p. 417).
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3 The European Airline Industry

This chapter firstly introduces the existing airline types (section 3.1) before it gives an over-
view of how the European airline industry has developed over the years and discusses the events
that shaped the current market structure (section 3.2) which will give an explanation for the oc-
currence of LCCs. Accordingly, the role LCCs in the European Union will be discussed further
(section 3.3) as their business model is crucial for the analysis of the Ryanair/ Aer Lingus merger

case where both airlines are operating this model.

3.1 Airline Types

A large heterogeneous group of airlines is currently serving the European aviation market of-
fering scheduled passenger air transport services. These airlines mainly differ from each other
regarding their operating model and the level of service they are offering to their passengers
(European Commission v Ryanair/ Aer Lingus, 2007, p. 11f). According to this differentiation,
airlines can be categorised in two key groups: network and point-to-point carriers. While net-
work carriers that operate a so-called hub-and-spoke system are mostly former national flag car-
riers or full-service airlines such as British Airways and Lufthansa, point-to-point networks are
mainly adopted by low cost, no-frills airlines such as Ryanair and easyJet. Network carriers are
operating from one or more hub airports where they concentrate their traffic at, by directing
flights into their network. From these hubs, passengers are dispersed to their destinations. More-
over, these airlines are mostly offering world-wide or at least trans-continental and therefore
long-haul services (Burghouwt, 2007, p. 2). Furthermore, full-service airlines provide their cus-
tomers with a number of complimentary services such as drinks, food, seat reservation, different
cabin classes, luggage transport or newspapers (European Commission v Ryanair/ Aer Lingus,
2007, p. 14).

On the contrary, point-to-point carriers are serving routes on either regional, national or Euro-
pean-wide basis which are operated independently from other routes in their network. This air-
line type operates from a so-called base where it stores a number of aircrafts overnight and con-
centrates its operations at, by offering several routes from that airport (ibid, p. 93f). This strategy
brings about flexibility of assets on the one hand that further encourages economies of scale and
scope and provides the carrier with the possibility to spread fixed costs over many routes on the
other. Furthermore, the flexibility of a base operation allows airlines that concentrate large op-
erations at one airport to react on changes in demand or in the market place immediately. This
leaves them with an advantage over carriers with no base at that airport (ibid, p. 139). Their no-

9
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frills model indicates that these airlines have reduced their level of complimentary services in
order to be able to offer cheaper fares. Additionally to the full-service and low frills airline types,
an intermediate model, the so called some-fills model, exists, such as operated by Aer Lingus,
which combines the features of network carriers with those of point-to-point airlines. Here, the
point-to-point carriers offer some complimentary services to distinguish themselves from other

airlines in the sector (ibid, p. 13f).

3.2 Market Situation

The European aviation market achieved market liberalisation in 1993 as a cause of progres-
sive deregulation which began with the approval of the first out of three “liberalisation pack-
ages” by the European Council of Ministers in 1987. Deregulation brings about greater efficien-
cy, decreasing air fares, higher flight frequency and wider customer choice and therefore aims to
make air travel more affordable and available for a broader customer group (Gilroy et al., 2005,
p. 204; Iatrou and Oretti, 2007, p. 14, 18). These outcomes have resulted in increased consumer
welfare (Burghouwt et al., 2014, p. 42). Moreover, deregulation has not only increased the de-
gree of competition in the European aviation market but has also encouraged low cost airlines to
gain a foothold in this market. The deregulation process has allowed airlines to enter any route
within the European Community, leaving them with full traffic rights, no limitations on fare
zones, multiple designation and no capacity restrictions (Gilroy et al., 2007, p. 203f). In 1997,
the last remaining restrictions in terms of cabotage limitations were abolished, making the Euro-
pean airline industry a fully liberalised market (ibid, p. 205).

Furthermore, deregulation has effectively encouraged the privatisation of former state-owned
flag carriers such as Lufthansa (1997) and Iberia (2001) (Iatrou and Oretti, 2007, p. 33;
lufthansagroup.com). Regarding the success of privatised airlines, other state-owned carriers
have followed their example in the course of time. Air France for example was state-owned until
2003 when the airline merged with KLM Royal Dutch Airlines which turned the new created
entity Air France KLM into a private enterprise (airfranceklm.com). Another example is Aer
Lingus who was turned into a fully privatised company by merging with IAG in 2015 after the
Irish government ushered the privatisation process in 2006 (McDonald, 2015). Finally, deregula-
tion and liberalisation can be seen as the drivers for the continuing expansion of the European
airline network which grew significantly with 2070 routes existing in 1995 compared to 3254
routes in 2012. 51 per cent of these routes were launched by LCCs compared to 41 per cent that

were established by traditional airlines (Dobruszkes, 2013, p. 81f).

10
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3.3 The Role of Low Cost Carriers in the European Union

The deregulation process led to an increased appearance of LCCs in the European aviation
market which started with Ryanair’s adaption of the Southwest low cost model® in 1995 (Gilroy
et al., 2005, p. 209). The same year easyJet, who is currently Ryanair’s closest competitor on the
majority of intra-Europe routes, entered the market (Dobruszkes, 2013, p. 75). The German Aer-
ospace Centre (2014) identified 28 LCCs that are currently operating in the European air trans-
portation market (p. 14). Thus, the European low cost market is highly concentrated with Ryan-
air and easylJet accounting for 64 per cent of all low cost seats (Dobruszkes, 2013, p. 77). More-
over, the present market situation provides a decent insight into how the presence of LCCs has
affected the European air transportation industry. Table I shows that the market share of low
cost carriers on intra-Europe routes has increased between 2005 and 2012. In fact, their market
share augmented from 27.8 per cent in 2005 to 56.6 per cent in 2015 compared to the poor de-
velopment of full-service carriers who faced a gradual decrease from 45.8 per cent in 2005 to

27.8 per cent in 2012 (European Commission, 2013b, p. 3).

Full-Service 45.8 40.2 34.4 30.8 29.6 29.8 27.7 27.8
Low Cost 27.8 34.5 37.5 44.3 50.5 50.0 52.0 56.6
Regional 14.5 14.8 11.8 13.6 12.1 12.2 12.1 6.4
Leisure 12.0 10.5 16.2 11.3 7.7 7.9 8.1 9.2

Table 1: Market Share in % by Carrier Type on Intra-EU Routes (European Commission, 2013b, p.3)

Moreover, LCCs can be considered more risk-seeking compared to traditional airlines. The
former carrier type launched 721 new routes between 2004 and 2012 where they enjoyed a first-
mover advantage. Airlines benefit from this first-mover advantage especially in so-called niche
markets which are mostly small or thin routes that generate profit only to a certain degree due to
limited traffic. This market currently represents 35 per cent of all low cost seats. Moreover, it is
more difficult for a competitor to successfully enter a niche market where a first-mover is al-
ready operating as the late entrant will face restrictions in terms of profitability (European
Commission v Ryanair/ Aer Lingus, 2007, p. 121). This situation explains why LCCs enjoy mo-
nopoly power in 61 per cent of all routes in their network. However, 42 per cent of these newly
established routes were unsuccessful as a high share of LCCs left the market again shortly after

their entrance (Dobruszkes, 2013, p. 82, 86).

3 This model will be further described in section 4.1.1.
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Nowadays, LCCs who initially targeted non-time sensitive or leisure travellers are even at-
tracting time-sensitive travellers such as business travellers who were considered to be “totally
price indifferent”. This development challenges the incumbent traditional airlines who are now
in need to adapt to the new market situation in order to stay competitive (Iatrou and Oretti, 2007,
p. 18f; Dobruszkes, 2013, p. 77). Time-sensitive passengers are neither flexible concerning
the duration of the flight nor the time of departure or arrival. They require the aircraft to
be on time and to use the fastest route to the destination airport. Moreover, the airline has
to offer the possibility to change reservations at short notice to attract time-sensitive pas-
sengers (European Commission v Ryanair/ Aer Lingus, 2007, p. 74). On the contrary, non-
time sensitive passengers are more likely to use secondary instead of primary airports and
can often even, although not always, be referred to be “destination insensitive”. Most cus-
tomers who fall in this passenger category are leisure travellers who might be looking for a
short holiday somewhere in Europe without having a specific destination in mind (ibid, p.
17,75).

According to Dobruszkes (2013), the drivers for this shift in demand have not been identified
so far. He claims that (a) travel and (b) journey attributes can be seen as the key aspects that in-
fluence one’s airline choice. This means that customers take (a) the travel purpose, destination
and duration as well as (b) fares, airport type served (primary or secondary airport) and the oper-
ating model (point-to-point or connecting service) of the respective airline into account before
purchasing a ticket (p. 77). Especially, business travellers who are flying intra-Europe are look-
ing for non-stop, point-to-point services that are offered at a high-frequency.

However, even LCCs are forced to re-implement some full-service features in order to distin-
guish themselves from the numerous competitors (Iatrou and Oretti, p. 17). Additionally, when
low cost carriers entered the market, they initially focused on serving niche markets and regional
airports. Nowadays, they predominantly offer services to the main European cities and tourist
destinations, serving no longer only secondary but also some primary airports. The latter even
started offering terminals for LCCs such as Madrid Airport or Airport Milan (Dobruszkes, 2013,
p. 78f). LCCs have also begun to serve long-haul routes which allow them to expand their busi-
nesses. This adaption is necessary especially considering that the main short-haul routes connect-
ing large cities and the profitable niche routes are already served. Nevertheless, it seems to be
difficult to realise this new strategy as cost reductions can barely be achieved since long distance
flights still require full-service operations (ibid, p. 80).

Since, globalisation, deregulation and liberalisation have changed the way airlines operate,
both airline types, traditional as well as low cost carriers, seek to be “fast, efficient, profitable,

12



Miriam Ettel ~ An Economic Analysis of the Ryanair/ Aer Lingus Merger Case |

flexible, adaptable and future-ready” in order to improve or remain their market position. One
solution for efficiently responding to market changes are mergers. They bring about synergies
and efficiencies which can be achieved by reducing the cost base, thus expanding the route-
network. Another solution are alliances which aim to achieve the same objectives as mergers
(Iatrou and Oretti, 2007, p. 21). However, reality shows that alliances have indeed increased traf-
fic and improved networks, but nevertheless have neither delivered the desired cost reduction nor
synergies. An explanation for this situation can be found in the fear of smaller airlines to lose
control which would make them more vulnerable in case of changes in the business environment

(ibid, p. 20).

4 Analysis of the Ryanair/Aer Lingus Merger Case

Ryanair’s attempt to acquire Aer Lingus by way of a public bid was notified to the European
Commission on 30 October 2006. The proposed transaction was subject to an in-depth investi-
gation within the EUMR as the merger raised concerns about its compatibility with the EEA
Agreement on the one hand and the common market on the other. Ryanair had already acquired
19.16 per cent of Aer Lingus shares before the Commission received the notification of the
planned transaction which would have led to sole control of Aer Lingus by Ryanair. On 28 No-
vember 2006, the share capital Ryanair held in Aer Lingus added further up to 25.17 per cent
(European Commission v Ryanair/ Aer Lingus, 2007, p. 2f). The Commission’s investigation
revealed that the merger, which would have combined the two leading Irish airlines, would have
significantly impeded competition in the common market. As a result of the transaction, the
combined entity would have obtained either a dominant or a monopoly position on 35 routes.
Consequently, the merger would have harmed consumers due to the concomitant reduction in
choice and price increase. Therefore, the merger was prohibited on 27 June 2007 (ibid, p. 345).
Ryanair appealed against the Commission’s decision in November 2007 but was rejected by the
General Court in July 2010 (Nourry et al., 2013, p. 1).

After having introduced the economic theory on mergers with a focus on horizontal mergers
(section 2) and having highlighted the role of LCCs in the European aviation industry over time
(section 3), this chapter analyses the Ryanair/ Aer Lingus merger case based on the European
Commission’s decision that was promulgated in 2007. Therefore, the EUMR for horizontal mer-

gers that have been introduced in section 2.2 will be used as the tool for the analysis.” This chap-

* The following analysis is solely based on the market situation pre-2007.

13



Miriam Ettel ~ An Economic Analysis of the Ryanair/ Aer Lingus Merger Case |

ter ends with a discussion of the Commission’s decision which will be based on the General

Court’s 2010 judgement (section 4.5).

4.1 The Parties

Ryanair and Aer Lingus are holding about 80 per cent of all scheduled European traffic at
their base airport in Dublin, making them the two largest airlines serving the Irish aviation mar-
ket. Although the degree of substitutability might differ between some of the services offered by
these two airlines, they can nevertheless be considered close substitutes for one another
(European Commission v Ryanair/ Aer Lingus, 2007, p. 87). Being two well-established Irish
airlines, Ryanair and Aer Lingus enjoy a considerable brand recognition in their country of
origin which gives them a competitive advantage over other, especially non-Irish, airlines (ibid,
p. 16).° The following two sections will give a brief overview of Ryanair’s (section 4.1.1) and

Aer Lingus’ (section 4.1.2) history and the development of their business models.

4.1.1 Ryanair

Ryanair is an Irish airline founded in 1985 that initially started its operations as a traditional
airline that was specialising in low fares in order to dissolve the predominant duopoly market
power of Aer Lingus and British Airways which existed at that point of time (Gilroy et al., 2005,
p. 209). Since this business strategy did not have the desired effect, the company started to imi-
tate the promising business model operated by the US LCC Southwest Airlines in 1991. There-
fore, Ryanair’s business model was restructured by implementing low costs, low fares, no-frills,
high-frequency, short-haul, point-to-point services and services to secondary airports instead to
highly congested primary airports (Knorr and Arndt, 2005, p. 148). Moreover, the airline aban-
doned inflight services such as complimentary food or newspapers, seat allocation and business
class seating, making Ryanair a wholly no-frills airline after the restructuring process (Barrett,
2004, p. 90). The foundation of Ryanair can be seen as the beginning of the low cost carrier suc-
cess story that reshaped the European airline industry fundamentally (Gilroy et al., 2005, p. 209).
Nowadays, Ryanair is the cost leader in the European aviation industry (European Commission v

Ryanair/ Aer Lingus, 2007, p. 92).

> This aspect will be discussed further in section 4.4.4.
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4.1.2 Aer Lingus

When the Irish airline Aer Lingus was founded in 1936, the company was characterised as a
state-owned, traditional full-service scheduled airline which aimed to connect Ireland with the
world and vice versa. With increasing competition, especially from Ryanair, Aer Lingus was
forced to transform its former full-service operating model into a low cost model in 2002. There-
fore, Aer Lingus changed its operations by starting to sell flight tickets mainly through the Inter-
net, focusing on point-to-point services, reducing its fleet size and staff numbers and therefore
lowering fares (Wallace et al., 2006, p. 338). Unlike Ryanair, Aer Lingus retained some of its
full-service features such as services to primary airports, frequent flyer programmes, direct links
into other airline networks through an international alliance membership and enhanced product
features, including seat assignment, boarding cards, and limited complimentary snacks on Euro-
pean flights (ibid, p. 339f). Therefore, Aer Lingus’ business model cannot be solely associated
with the no-frills but rather with the some-frills model. Moreover, the airline continued to oper-
ate long-haul services to the United States. On these routes, the company retained its full-service
operations as the low cost model currently still faces restrictions on long-haul flights due to the
remaining demand for high level services such as offered by full-service carriers (Wallace et al.,

2006, p. 338; European Commission v Ryanair/ Aer Lingus, 2007, p. 13f).

4.2 Community Dimension

Although, Ryanair and Aer Lingus neither achieve more than two-thirds of their aggregate
Community-wide turnover within one and the same Member State nor does their combined ag-
gregate worldwide turnover exceed €5 billion, the merger falls within the jurisdiction of the Eu-
ropean Commission since the other turnover-based thresholds that indicate Community dimen-
sion are surpassed (see Figure 3). In this case, the geographical allocation of turnover has to be
identified in order to decide whether the relevant thresholds are exceeded in at least three Mem-
ber States. The geographical allocation of turnover can either be associated with the point of sale
or the so-called 50/50 ratio. The latter takes the crucial cross border character of Ryanair’s and
Aer Lingus’ routes into account that are subject to this investigation by allocating the turnover to
both, the country of origin and the country of destination (European Commission v Ryanair/ Aer

Lingus, 2007, p. 41).
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Ryanair and Aer Lingus both achieve more than two-thirds of their aggregate Community-wide turnover
within one and the same Member State
g

The combined
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Lingus is > €2.5 billion.
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The combined aggregate turnover of Ryanair and Aer Lingus is >
€100 million in each of at least three Member States.

b N N—

o~

yes
<: [ In each of at least three Member States, the aggregate turnover of both ]
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EUMR applicable

The Commission concluded that it is difficult to apply the point of sale methodology to the

Figure 3: Examination of the Community Dimension in the Ryanair/ Aer Lingus Case
(based on Crede, 2010, p. 343 ; European Commission v Ryanair/ Aer Lingus, 2007, p. 4f)

business model of LCCs as the majority of tickets are sold via the Internet. Consequently, reve-
nues cannot be reliably allocated to a specific location at the point of sale since tickets can liter-
ally be purchased from any place in the world. Another method for geographically allocating
turnover is the place of departure methodology. This approach is most likely to identify the ac-
tual location of the customer best. The, from this method, derived information can furthermore
be an indicator for an airline’s presence and therefore its strength in a specific Member State
(ibid, p. 6f). However, the Commission decided that this method can only be applied if tradition-
al return tickets, which do not exist as such in this case since airlines compete for both the out-
bound and inbound flight, are treated as two one-way flights instead of a round trip. This deci-
sion is based on the bargaining power exerted by the customers which is reflected in their ability
to easily compare fares via the Internet. They are therefore able to choose the more favourable
flight for each leg of their journey (ibid, p. 9).

Finally, the Commission concluded that Ryanair and Aer Lingus exceed the turnover thresh-
olds of €25 million and €100 million in at least three Member States, here Ireland, the United

Kingdom and Spain, under both the place of departure and the 50/50 methodology. Both compa-
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nies’ sole aggregated turnover exceeds €25 million on the one hand while their combined turno-
ver surpasses €100 million in these three Member States on the other. Accordingly, this merger
case has a Community dimension and therefore falls within the jurisdiction of the European

Commission (ibid, p. 9).

4.3 Relevant Markets

The Commission has based its market analysis on the “Origin & Destination - Approach”
(henceforth O&D - Approach). The O&D - Approach implies that separate markets exist for
each route between a point of origin and a point of destination. Customers are more likely to
purchase tickets to a specific origin and a specific destination instead of randomly choosing a
route (European Commission v Ryanair/ Aer Lingus, 2007, p. 15f). Therefore, one intra-Europe
route cannot be a substitute for an entirely different intra-Europe route. As part of the O&D -
Approach, the Commission has moreover assessed the effects of the proposed merger on specific
passenger groups on certain flights. Firstly, it was considered whether connecting flights and
passengers are part of the same market. The Commission concluded that passengers flying from
Ireland to a transnational destination via a connecting airport are not affected by the proposed
transaction since Ryanair and Aer Lingus do not compete with each other for this type of pas-
sengers. In addition, connecting passengers might face price discrimination in comparison to
point-to-point customers. The former usually have to purchase a ticket for the entire route and
can therefore neither identify nor compare the prices for each limb of this route. Moreover, only
Aer Lingus partly provides connecting services, but does however not adapt its flights to other
airline’s schedules. Consequently, it is assumed that passengers booking a connecting flight with
a different airline and therefore separately from the other limb of the route, will be furthermore
referred to as point-to-point passengers in order to observe the overall effects of the proposed
merger on intra-Europe routes (ibid, p. 18f).

Secondly, it is necessary to examine the substitutability of alternative airports or secondary
airports to direct flights from the demand side. Alternative airports can be considered substituta-
ble if they belong to the same catchment area as the primary airport from the consumers’ point
of view. These airports are typically located in more or less remote to the primary city airports
and are normally smaller, often former regional or military, airports. In order to identify substi-
tutable airport pairs, the Commission analysed whether consumers consider services to a second-
ary airport as a reasonable alternative to the primary airport (ibid. p. 19f). Therefore, passengers

were asked about the main factors that influence their air transport service choice. The investiga-
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tion revealed that customers take travel time and total travel costs, flight times, schedules and
frequencies as well as the quality of service into account when choosing an airline service. Most
certainly, customers aim to minimize the travel time and costs while flight times, schedules, fre-
quencies and quality of service are dependent on individual preferences. It can be concluded, that
customers generally seek to maximise their personal utility which is restricted by their personal
financial constraints. Moreover, passengers are willed to accept a longer travel time from their
starting point to the secondary airport and from the secondary airport to their actual destination
only, if the total travel costs are reasonably lower compared to the alternative primary airport
(ibid, p. 211).

In order to develop a suitable proxy, the Commission used the view of airports as well as
available customer and competitor opinions to decide whether an alternative airport belongs to
the same catchment area as the primary airport or not. The relevant customer information was
obtained by way of a customer survey which was conducted at Dublin airport. For the identifica-
tion of the travelling times, the /00km/I hour proxy was taken into account using the city centre
criterion. This, however, does not necessarily mean that all passengers start or end their journey
in the city centre. Nevertheless, this criterion is the most suitable benchmark for determining
whether customers consider a secondary airport as a substitute (ibid, p. 23f). Moreover, the
Commission looked at marketing practices such as Ryanair presenting its services to secondary
airports as services to the relevant larger city in the vicinity, for example Frankfurt (Hahn) or
Hamburg (Liibeck). Other relevant aspects which contributed to the analysis were existing
transport services from and to the airports such as bus or train connections, especially when these
services were offered by Ryanair, the results of a price correlation analysis conducted by the
Commission and the proportion of leisure passengers on a route (ibid, p. 25).°

It is important to stress out that although a route is considered substitutable from the demand
side, it does not necessarily imply supply side substitutability due to divergent operational effi-
ciencies and airline services (ibid, p. 66). Moreover, the Commission decided that some routes
can be considered substitutes despite the fact that the /00km/ 1 hour methodology does not ap-
ply. In these cases, the Commission laid stress on other criteria which were considered more
suitable measurements for identifying the relevant city pairs such as Ryanair’s marketing prac-
tices. Moreover, the evaluation of the customer and competitor surveys has revealed that both
consulted groups agreed to the decision that routes are substitutes for one another when the

Commission took that point of view (ibid, p. 68).’

% For a detailed analysis of the substitutability of primary and secondary airports see Table 2 in the appendix.
7 Therefore, the results of these surveys are not listed separately in Table 2 of the appendix
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Furthermore, the Commission has considered whether there is a joint market for direct and
indirect flights, scheduled and charter flights and non-time and time-sensitive passengers. It was
concluded that indirect flights cannot be seen as substitutes for direct flights especially with re-
gard to Ryanair’s and Aer Lingus’ point-to-point and mainly short-haul operations. Only the
latter offers a limited number of connecting flights. Therefore, indirect flights are not part of the
same market as direct flights on the identified O&D pairs (ibid, p. 68). Moreover, the Commis-
sion has rejected Ryanair’s claim that charter flights belong to the same market as scheduled
flights. A charter flight can be defined as a special air transport service which is not operated on
a regular basis (ibid, p. 69). These flights are mostly part of package holiday sales and seats are
therefore primarily sold by tour operators (ibid, p. 74). Although charter airlines are sometimes
selling available seats, so-called dry seats, to end customers, this share does not have the dimen-
sion to significantly pose a sufficient competitive constraint on the affected routes served by the
merging entity (ibid, p. 70). The Commission decided that it is not relevant in this case to decide
whether dry seat sales should be included in the relevant market due to its limited presence and
will hence not be discussed further (ibid, p. 72). Finally, the authority scrutinised a possible dif-
ferentiation between non-time and time-sensitive passengers. It was concluded that a distinction
between the two passenger groups cannot be made as Ryanair and Aer Lingus both sell tickets
under the same terms for every passenger group. Therefore, both airlines do not price discrimi-
nate between non-time and time-sensitive passengers. Consequently, both passenger groups be-
long to the low cost customer sector and are thus not a market of their own (ibid, p. 78).

The Commission’s market investigation has identified the market for "direct scheduled pas-
senger air transport services between a given point (or region) of origin and a given point (or
region) of destination” as the relevant market in this case (ibid, p. 84). Consequently, the pro-
posed merger would lead to a significant number of overlap routes, all from or to Ireland. Over-
all, the overlap of Ryanair’s and Aer Lingus’ services concerns 32 routes from and to Dublin,
two from and to Cork and one from and to Shannon. On 16 of these 35 overlap routes, the over-
lap regards direct airport-to-airport routes where both airlines serve the same O&D pair while 19
further routes concern city-to-city routes where Ryanair and Aer Lingus fly from the same air-
port in Ireland but however serve different airports at the destination (ibid, p. 84). Moreover, the
proposed transaction might raise concerns on further 53 routes from and to Dublin, 24 from and
to Shannon, and 15 from and to Cork where currently only one of the merging parties is operat-

ing (ibid, p. 78f).
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4.4 Competitive Assessment

This chapter analyses Ryanair’s and Aer Lingus’ market shares and the market concentration
on the actual overlap routes which are subject to this investigation (section 4.4.1), the degree of
competition between Ryanair and Aer Lingus on the one hand and other competitors that are
active on the affected routes on the other (section 4.4.2), as well as whether countervailing fac-
tors can exert a competitive constraint on the anti-competitive behaviour of the merged entity
post-merger. Therefore, the consumers’ buyer power, their possibility to switch suppliers (sec-
tion 4.4.3) and the existing barriers to entry will be examined (section 4.4.4). Finally, it will be
discussed whether the proposed transaction brings about efficiency gains which can outweigh the

adverse effects of the merger on competition (4.4.5).

4.4.1 Market Shares and Concentration

Ryanair and Aer Lingus are by far the two largest airlines serving the Irish aviation market.
They account for 80 per cent of all intra-Europe traffic from and to Ireland and the largest share
of passenger traffic at Dublin, Shannon and Cork airport. At the latter two airports, the proposed
transaction would create the largest short-haul airline which is operating at these two sites. The
merger would therefore affect more than 14 million passengers (European Commission v
Ryanair/ Aer Lingus, 2007, p. 81, 84). The Commission’s analysis revealed that the transaction
would create a monopoly on 22 of the 35 overlap routes, while the merged entity would have a
very high combined market share above 60 per cent on further 13 routes. Moreover, the lack of a
sufficient number of competitors with a reasonable market share on almost all of the affected
routes leads to a significantly increased concentration level which can be measured with the aid
of the Herfindahl-Hirschman Index. The HHI level post-merger on e.g. the Dublin — Warsaw
route would reach approximately 5400 compared to a pre-merger HHI of approximately 3000
with a delta of 2400.* Thus, the HHI would even reach a considerably high level on a route
where two other competitors are active. This situation indicates that the overall concentration
level on each of the 35 overlap routes would be very high especially with regard to the large
share of monopoly routes which would be created by the transaction. Furthermore, the merged
entity would not only obtain a high combined market share on thin routes, but also on eight out

of the ten most important routes from and to Dublin. This concerns flights from Dublin to Lon-

¥ The HHI levels are based on assumptions as the European Commission only published market share ranges in
its decision due to confidentiality reasons (p. 82). The ranges are based on the planned weakly seat capacity for
summer 2007. A detailed calculation can be found in the appendix.
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don Heathrow, London Stansted, London Gatwick, Manchester, Paris Charles de Gaulle, Mala-
ga, Birmingham, Amsterdam and Faro. Consequently, the merger would significantly affect
competition due to the negative competitive effects which are brought about by a large market

share and a considerably raised concentration level (ibid, p. 83f).

4.4.2 Degree of Competition

Ryanair and Aer Lingus do not only operate a similar business model with a related cost
structure but are also about the same size and enjoy a comparable market position in Ireland
(European Commission v Ryanair/ Aer Lingus, 2007, p. 86). The Commission’s price correlation
analysis shows that although price differences between Ryanair’s and Aer Lingus’ average fares
still exists and amounted to €30 in 2006, it can be observed that their fares have steadily moved
together over time. However, it should also be taken into account that this price difference main-
ly refers to the somewhat higher service level offered by Aer Lingus (ibid, p. 90f). Although,
Ryanair is by far the cost leader in the European airline industry, Aer Lingus is ranked second
before easyJet and Virgin Express according to the operating costs per available seat kilometre in
2004, making Aer Lingus Ryanair’s closest competitor even in terms of unit costs (ibid, p. 92f).

Moreover, both airlines have a base in Dublin and are viewed as close competitors by their
customers and other market players (ibid, p. 86). In the survey carried out by the Commission,
customers were asked which airline they considered when flying on routes from and to Dublin.
The investigation revealed that customers generally consider Ryanair and Aer Lingus when
planning a route that is served by both parties (ibid, p. 103, 106). In fact, 66.1 per cent of Ryan-
air’s and 32.5 per cent of Aer Lingus’ passengers who do not solely fly with Ryanair or Aer
Lingus have answered that they had considered flying with the other party while only 24.5 per
cent and 15.7 per cent had considered flying with another airline (ibid, p. 105). The survey’s
results which are based on unweighted data, support the assumption that the degree of competi-
tion between Ryanair and Aer Lingus is significantly higher compared to other competitors as
customers refer to the services offered by both parties from and to Ireland as closest substitutes
(ibid, p. 104).

Another factor indicating the closeness of competition between Ryanair and Aer Lingus is
that both airlines are the only active parties on 24 of the 35 routes that are affected by the pro-
posed merger. In such a duopoly market, the operating entities are inevitably each other’s closest
competitors. Although, a small number of other market players exist on the other eleven routes,

their insignificant market share does not pose any competitive restraints on Ryanair’s or Aer
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Lingus’ business activities. Moreover, these competitors are mainly network carriers and also
charter airlines who are offering different services than the merging entities. In fact, Ryanair and
Aer Lingus only face a competitor with a considerable market share on three out of the 35 routes.
However, in two of these three cases that market player is mainly offering connecting services
and therefore does not have the dimension to challenge the merged entity post-merger (ibid, p.
86f).

It is a common practice in the airline industry to track the pricing policy of competing air-
lines. This can especially be observed when airlines are close competitors and changes in the
pricing behaviour of one airline leads to a price adaption by the other. Accordingly, the players
in the market exert competitive constraints on each other, indicating a high degree of competition
between the concerned parties. The Commission observed that airlines monitor each other’s pric-
ing behaviour with the aid of specialised price comparison software. This software enables air-
lines to follow their competitors’ pricing behaviour as information about price changes can be
accessed via the Internet where the majority of tickets are sold, making prices transparent. In
fact, Ryanair and Aer Lingus observe each other’s pricing behaviour on a daily basis and simul-
taneously adapt their fares in reaction to the competitive performance of the other party (ibid, p.
107f). Moreover, the Commission’s investigation revealed that Ryanair reacts on promotions
offered by Aer Lingus in such a way that it reduces its fares only until the latter’s promotion
ends. Consequently, it can be concluded that Ryanair and Aer Lingus take each other’s behav-
iour into account when making a decision about their own pricing strategy (ibid, p. 110).

Furthermore, the Commission’s regression analysis revealed that Ryanair is inclined to enter
or exit a route on which Aer Lingus is already operating which shows that the former adapts its
strategy to the latter (ibid, p. 119). Finally, the Commission concluded that Ryanair and Aer Lin-
gus are inevitably each other’s closest competitors on the affected routes. Consequently, the pro-
posed transaction would lead to the elimination of the most important competitive force on al-
most 70 per cent of all routes and would therefore encourage the creation of a monopoly or a

dominant position (ibid, p.107).

4.4.3 Buyer Power and the Possibility to Switch Suppliers

As the proposed transaction would lead to the elimination of the closest competitor on the ma-
jority of the affected routes on the one hand and effective competition on the other, the merged
entity would gain a significant market power which is most likely to bring about increased fares

(European Commission v Ryanair/ Aer Lingus, 2007, p. 120). According to the EUMR, an in-
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crease in prices will particularly be the consequence of high market power when customers are
not able to switch suppliers due to the lack of alternative services. In this case, the proposed
merger would eliminate the alternative supplier. This would leave consumers with no, or a very
limited ability to switch suppliers post-merger. Consequently, the customers would be especially
vulnerable to anti-competitive behaviour when the merger causes a price increase. Moreover, the
affected customer group does not have the necessary countervailing buyer power in order to off-
set such a price increase. This can be put down to the lack of possibilities to switch suppliers as
well as to the commercially insignificance of the value of an individual ticket for the merged
entity (ibid, p. 136f).

Other consequences of the elimination of the main competitor could furthermore not only be a
reduction in the number of flights but also in the quantity of new routes since competition sets
the incentives for airlines to enter new routes in order to secure the first-mover advantage. In
fact, the Commission has observed that when Aer Lingus had significantly expanded its route
network, Ryanair responded by increasing its own number of destinations and vice versa. There-
fore, it can be argued that effective competition in terms of an equally strong competitor, who
ideally operates from the same base, stimulates the rapid development of new routes to the bene-
fit of the consumers. Consequently, the proposed merger would eliminate the incentives to dis-
cover new viable routes (ibid, p. 120f). Therefore, the transaction would reduce the benefits of
effective competition which are low prices, high quality services, a wide selection of services
and innovation. These benefits that come along with effective competitive would no longer exist
as the merger would eliminate actual competition on all overlap routes. This would lead to the
creation of a significantly high market power that could be used by the merged party to the de-
trimental of the consumers (ibid, p. 120ff). Consequently, neither the possibility to switch sup-

pliers nor existing buyer power can counteract the transaction’s anti-competitive effects.

4.4.4 Barriers to Entry

The Irish aviation market is characterised by high barriers to entry that are faced especially by
non-Irish carriers who do not have a base at an Irish airport. Carriers without a base neither bene-
fit from the cost advantages a substantial operation at one airport brings about nor the flexibility
which allows airlines with a base to timely respond to changes in demand or the market structure
(European Commission v Ryanair/ Aer Lingus, 2007, p. 139). Ryanair and Aer Lingus both have
a strong presence not only at Dublin airport, where both airlines concentrate their traffic at by

way of their base, but also at Cork and Shannon airport (ibid, p. 80, 138). There are only two
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other carriers who are operating from a base in Dublin. These airlines are CityJet and Aer Arann.
However, CityJet’s and Aer Arann’s business models as well as their size mainly differ from
Ryanair’s and Aer Lingus’. Therefore, they are unlikely to replace the anti-competitive con-
straint that might be exerted by the merged entity (ibid, p. 139f). Moreover, the Commission’s
investigation exposed that it is doubtful that any other airline would set up a base at any of the
three concerned airports. This concerns especially Dublin airport which is highly congested,
making the airport an unattractive choice as building up a base that brings about flexibility in
supply requires massive investments on the one hand and a sizeable fleet of large, modern and
fuel efficient jets on the other (ibid, p. 141).

Furthermore, Ryanair and Aer Lingus enjoy a strong brand recognition in the Irish market due
to their respectable reputation as two well-established Irish airlines. This significant position
makes it more difficult for other airlines to win a sufficient amount of the crucial Irish customers
for their routes from and to Ireland (ibid, p. 16f). Both, Ryanair and Aer Lingus have built up a
sustainable customer and market knowledge base over the years. Therefore, they enjoy a compet-
itive advantage over other potential, especially non-Irish, entrants. Since the target customers
mainly originate in Ireland, it is significantly easier for Ryanair and Aer Lingus to win customers
for their routes through their well-organised marketing and distribution system (ibid, p. 147).

Although the Internet has become an increasingly popular distribution channel, which could
easily be used for reaching their target customers, competitors still need to attract passengers to
visit their website. In fact, Ryanair’s Internet presence is ranked 44th and Aer Lingus’ 64th in the
group of the most visited Irish websites. This observation seems to indicate that customers origi-
nating in Ireland automatically turn to either Ryanair or Aer Lingus when looking for flights
from or to Ireland. Therefore they tend to compare fares solely between these two airlines. These
circumstances further increase the barriers to entry for potential entrants, making entry increas-
ingly unlikely. It can be concluded, that a new entrant has to invest excessively in marketing,
advertising and promotional campaigns in order to build a similar level of brand-awareness com-
pared to the merging entities and to win a sufficient number of customers. However, these attri-
butes can only be developed over time and do not, in case of a successful entry, immediately
affect the merged entity (ibid, p. 149f). Consequently, the level of sunk costs that occur in case
of an unsuccessful entry is exceptionally high and can be associated with the incurring marketing
and potential start-up costs such as the installation of ground service operations at the new air-
port or the purchase or leasing of new aircrafts for the new routes (ibid, p. 153).

Another barrier to entry is Ryanair’s aggressive entry deterrence strategy in order to prevent

any competitor from entering an Irish route. In case of a successful entry, Ryanair tries to drive
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the new entrant out of the market by temporarily reducing prices and increasing frequencies
(ibid, p. 141). After having successfully forced the new entrant to exit the market by using its
base-advantage, the airline has in recent cases reduced its frequencies and raised its prices back
to the pre-entry level (ibid, p. 155). The Commission’s investigation supports the assumption
that Ryanair engages in aggressive competition by using inter alia an example where Ryanair
successfully used its entry deterrence strategy to drive out easyJet from the Gatwick-Cork route
only one year after its entry (ibid, p.154). Therefore, the Commission assumes that the merged
entity would deter entry even more aggressively due to its strong market position (ibid, p. 164).
Furthermore, the continuing congestion problems at Dublin airport, especially regarding the
availability of runaway capacity, currently deters new entrants (ibid, p. 168f). The merged entity
might also use its increased size and strong position for influencing the decision-making process
of the regulator at Dublin airport to their advantage which further threatens potential market
players (ibid, p. 175). Finally, the Commission’s competitor survey revealed that most airlines do
not even consider entering a route where they would have to engage in direct competition with
either Ryanair or Aer Lingus (ibid, p. 190). Therefore, the Commission concluded that entry by
another airline is unlikely on almost all overlap routes which hinders the establishment of effec-
tive competition. Consequently, competition cannot reverse the anti-competitive impact of the
merger as the transaction brings about an extensive loss of competition between the merging

parties and an extension of the already existing barriers to entry (ibid, p. 138).

4.4.5 Efficiency Gains

Finally, the Commission has investigated whether substantial efficiencies brought about by
the proposed merger would have the dimension to outweigh the significant impediment of the
transaction on competition. Therefore, potential efficiency gains have to be verifiable, merger-
specific and to the benefit of the consumers. Since the proposed merger leads to the creation of a
monopoly on 22 of the 35 overlap routes, it is unlikely that the transaction will bring about effi-
ciencies that can effectively counteract the anti-competitive effects of the merger (European
Commission v Ryanair/ Aer Lingus, 2007, p. 311). Moreover, it is assumed that companies aim
to maximise their profits. The Commission’s investigation has revealed that Ryanair has in the
past increased its prices in order to raise its own profit margin. Therefore, it is unlikely that
Ryanair would use its improved market position and power to the benefit of the consumers (ibid,

p. 317).
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In the notification, Ryanair claims that the merger would bring about cost savings which will
be realised in form of staff, aircraft ownership, ground operational and maintenance costs as well
as airport charges and ancillary sales. These reductions are based on the improved bargaining
position of the merged entity which allows them to negotiate better discounts and contracts.
Moreover, Ryanair argues that a reduction in distribution and advertising costs can be achieved.
These cost savings should mainly be realised by implementing Ryanair’s business model into
Aer Lingus’ business structure (ibid, p. 311). The Commission questions whether Ryanair could
fully maintain Aer Lingus’ brand and quality differentiation when applying its own business
model to Aer Lingus. There is no evidence that the planned cost reductions in Aer Lingus would
not lead to a significantly lower service quality. Furthermore, it does not seem appropriate to
assume that Ryanair’s unique business model could successfully be replicated in Aer Lingus
(ibid, p. 318). The other efficiency claims do likewise not respond to Aer Lingus’ business mod-
el as, for example, a reduction in airport charges seems more difficult to achieve at primary air-
ports compared to the secondary airports Ryanair serves. Additionally, it was decided that the
efficiency claims brought forward by Ryanair cannot be associated with the merger but are more
a result of the airline’s already existing buyer power (ibid, p. 314).

Conversely, Aer Lingus argues that efficiency gains claimed by Ryanair in terms of cost sav-
ings do not relate to the airline’s short-haul business which is subject to the Commission’s inves-
tigation, but rather to Aer Lingus’ long-haul services. Since Aer Lingus has already achieved
significant cost savings on its own in the past, it is more likely that the proposed merger would
lead to either lower or even no cost savings. Therefore, the efficiency gains that were put for-
ward are neither verifiable nor merger-specific (ibid, p. 314f).

Ryanair moreover claims that the stated efficiency gains will naturally be passed on to the
consumers in terms of reduced fares, higher frequencies, an improved route network and better
quality (ibid, p. 313). The Commission argued that the fix-cost efficiencies would not affect
Ryanair’s price setting decisions on existing routes and would therefore not have an immediate
effect in favour of the consumers. Furthermore, it was pointed out that customers would only
benefit from cost savings on thin routes which are currently not viable (ibid, p. 320). Since Ryan-
air has not been able to provide the Commission with any supporting evidence, it is concluded
that the proposed efficiencies are neither verifiable, merger-specific nor to the benefit of the con-
sumers. Consequently, the merger does not bring about efficiencies that would offset the anti-

competitive effects of the transaction (ibid, p. 321).
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4.5 Discussion of the Commission’s Decision

Ryanair lodged an objection against the Commission’s decision only five months after the
verdict was delivered. Ryanair argued that the prohibition of its merger with Aer Lingus was not
justified. The LCC claimed that mistakes have been made in the Commission’s analysis concern-
ing the competitive relationship between the merging entities, existing barriers to entry, the
route-to-route analysis, efficiencies and submitted commitments. Initially, the emphasis of the
analysis had to be laid on efficiency gains and econometric data. The Commission’s judgement
was verified by the General Court on 6 July 2010 (Koch, 2010, p. 41).

The purpose of the re-examination carried out by the General Court was to scrutinise whether
the Commission had based its decision on valid and logical arguments, whether any important
argument by the concerned parties were disregarded or whether their procedural rights had been
dishonoured during the legal proceedings. Therefore, each argument put forward by Ryanair was
carefully examined. Firstly, the Court investigated Ryanair’s claim that the Commission had
deduced an impediment of competition from the high market share that would have been created
by the merger. It was concluded that the Commission had in fact carried out an in-depth analysis
according to the assessment structure set out in EUMR. Thereby not only market shares but also
the concentration level in the market, the actual competition between Ryanair and Aer Lingus,
available customer and competitor opinions as well as the actual situation on each affected route
were taken into account (ibid, p. 42).

Secondly, the Court supported the Commission’s judgment on closeness of competition. Here,
the Commission had decided that competitors have to share major business elements and that a
mere threat of entry has to exist in order to counterweight the anti-competitive effects of the
merger (ibid, p. 42). Thirdly, the Court extensively examined whether the efficiency claims put
forward by Ryanair had correctly been addressed by the Commission. However, it did not fall
into the jurisdiction of the Court to decide whether efficiencies actual existed in the case. The re-
examination revealed that the arguments put forward by the Commission, which led to the rejec-
tion of Ryanair’s efficiency claims, have been assessed correctly. Moreover, the Court empha-
sised on the importance of meeting the formal requirements by denying Ryanair’s statement that
the Commission had made significant mistakes rejecting the proposed remedies since Ryanair

did not meet the deadline for handing in remedies (ibid, p. 43).
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Additionally, the Court confirmed that the approaches utilized by the Commission such as the
route-by-route analysis9 which was used to examine the effects of the mergers on the basis of
individual routes as well as the framework developed by the Commission for deciding whether
airports are substitutes for one another, were conducted in an appropriate manner. The Court also
welcomed the differentiation between mergers that concern airlines operating from different air-
ports and mergers that affect carriers operating from the same airport, their so-called base, due to
the advantages that come along with this strategy. Furthermore, the Court investigated whether
the data that was obtained through the passenger survey carried out at Dublin airport by an inde-
pendent consultancy was accurate regarding its gathering, scale, use and presentation. The
Court’s analysis supported the accuracy of the survey data used by the Commission as well as
the selective analysis of the data in terms of its relevance (ibid, p. 43). Moreover, Ryanair’s
claim that technical evidence derived from econometric studies should have been the tool for
analysing the anti-competitive effects of the merger was dismissed. The Court decided that the
use of quantitative and econometric studies in the Commission’s investigation have been reason-
able (ibid, p. 44). Finally, the General Court announced that the Commission’s decision can be
fully endorsed and can furthermore be seen as a prime example for the accurate use of economic

approaches within the EUMR. Consequently, Ryanair’s appeal was rejected (ibid, p. 42).

5 Related Cases

This chapter briefly discusses the cases that are related to the European Commission’s 2007
decision. Ryanair was the first firm to try to resurrect a transaction that has been prohibited by
the European Commission before. In fact, Ryanair tried to acquire Aer Lingus twice after the
initial prohibition in 2007. However, in 2015, Ryanair finally agreed to the acquisition of Aer
Lingus by IAG (Parker et al., 2012). The following two sections will give an overview of Ryan-
air’s second and third attempt to acquire Aer Lingus (section 5.1) and the recent takeover of Aer

Lingus by IAG (section 5.2).

? Due to the limited scale of this thesis, the detailed route-by-route analysis could not be discussed further in the
competitive assessment. However, it is necessary to highlight its importance for analysing mergers in the airline
industry. For the individual route analysis, the Commission takes into account the same criteria as already discussed
in section 4.4. In the Ryanair/ Aer Lingus merger case, the results of the route-by-route analysis supported the
Commission’s assumption that the transaction would lead to a significant impediment of effective competition as a
result of very high market shares on the majority of the overlap routes which would have been created by the merger
(see European Commission v Ryanair/ Aer Lingus, 2007, p. 191 — 310).
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5.1 Ryanair/ Aer Lingus II and III

In December 2008, Ryanair announced a second takeover bid for Aer Lingus. At this point of
time, Ryanair already held 29.8 per cent of share capital in Aer Lingus. However, this time, the
offer was already turned down in January 2009 by Aer Lingus itself. This decision was especial-
ly pushed through by the Irish government who then owned 25.1 per cent of the company and
Aer Lingus’ employees who held 14.2 per cent of shares in the airline (O'Connell and Williams,
2011, p. 121).

On 24 July 2012, the Commission was informed about Ryanair’s intention to acquire Aer
Lingus by way of a public bid similar to its unsuccessful initial attempt in 2006. On 27 February
2013 the Commission prohibited the proposed transaction once again after having conducted an
in-depth investigation under the EUMR. In this re-examination, the Commission especially took
the changes in the market since 2007 into account. Almost six years after the Commission’s first
prohibition, the merger would even have led to the creation of a monopoly on 28 routes com-
pared to 22 in 2007 and a dominant position on further 19 compared to 13 routes in 2007 where
Ryanair and Aer Lingus compete with each other. Moreover, both parties’ positions in Ireland
have even become stronger with a combined market share of 87 per cent in 2012 compared to 80
per cent in 2007 in the market for short-haul flights from and to Dublin. This situation has fur-
thermore increased the already existing high barriers to entry. Consequently, it has become in-
creasingly unlikely that any airlines would enter the market post-merger and could therefore ex-
ert a sufficient competitive constraint on the even more powerful merged entity (European
Commission, 2013a).

Consequently, the proposed transaction would have brought about less choice and increased
prices to the detrimental to the consumers by eliminating the closest competitor on 46 routes.
Moreover, the Commission decided that additionally to Dublin, Cork and Shannon airport, which
have already been subject to concern in the 2007 decision, customers travelling from and to
Knock would now also be affected by the merger. The Commission has furthermore rejected the
remedies claimed by Ryanair as they were insufficient to effectively counteract the anti-

competitive effects of the transaction and therefore could not guarantee that customers would not

be harmed (ibid).

5.2 Aer Lingus/ IAG

When IAG, the parent company of British Airways, Iberia and Vueling declared its interest in

merging with Aer Lingus, the largest shareholders in Aer Lingus were the Irish government with
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25.1 per cent and Ryanair with 29.9 per cent (Hollinger and Thomas, 2015). According to the
Forbes 2000 Index of 2015, IAG is currently the third largest airline in the world. The airline
group owns its favourable position mainly to a large number of mergers that took place after the
turn of the century. IAG’s proposal to acquire Aer Lingus was subject to approval by three par-
ties: the Irish government, the shareholders, especially Ryanair due to its large shares in Aer
Lingus and the European Commission due to the case’s Community dimension and the concern
that the transaction might impede effective competition in the EU (Chari, 2015). IAG stated that
it would only proceed with its proposal if it meets with general approval from all involved par-
ties.

The Irish government made its approval conditional on a guarantee from IAG to keep Aer
Lingus’ valuable London-Heathrow slots for Irish routes for the next ten years, which was then
reduced to seven years by mutual agreement. Additionally, IAG claimed that it will continue to
serve routes between London-Heathrow and Irish regional airports such as Shannon and Cork on
the one hand and that it will maintain jobs and create further vacancies on the other. Moreover,
IAG aims to continue the expansion of Aer Lingus’ long-haul network. On 26 May 2015, the
Irish government approved IAG’s proposal to acquire Aer Lingus and therefore agreed to sell its
share (McDonald, 2015). However, Ryanair was at that point of time still fighting the British
Competition and Market Authority’s decision to sell its share in Aer Lingus and therefore
seemed to be reluctant to approval (Hollinger and Thomas, 2015). Finally, on 10 July 2015,
Ryanair officially accepted IAG’s offer after the deal was unanimously accepted by the board
(Newenham, 2015).

On 14 July 2015, the European Commission approved the acquisition of Aer Lingus by IAG
after having conducted an in-depth investigation under the EUMR. Before, the transaction had
raised concerns about the creation of high market shares on the following three routes: Dublin —
London, Belfast — London and Dublin — Chicago. On these affected routes the remaining com-
petitors would not have been able to exert a competitive constraint on the merged entity which
would therefore have led to a price increase to the detrimental of the consumers. Moreover, the
Commission questioned whether Aer Lingus could continue to transport passengers to connect-
ing long-haul flights of competing airlines post-merger (European Commission, 2015b).

Consequently, the Commission declared its approval to be conditional upon two commit-
ments. Firstly, IAG would have to release five pairs of its daily landing slots at London-Gatwick
airport in order to encourage entry on routes from London to Dublin and Belfast. Secondly, Aer
Lingus would have to continue to provide traffic to long-haul flights of competing airlines out of

London-Heathrow, London-Gatwick, Manchester, Amsterdam, Shannon and Dublin (ibid).
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Therefore, IAG would have to enter into agreements with its long-haul competitors. Moreover,
the Commission added, that the airline buying the slots, would have to continue to provide traffic
from London-Gatwick to Dublin and Belfast (Paul, 2015). Accordingly, IAG submitted suffi-
cient commitments which satisfactorily addressed the Commission’s concerns. Therefore, the
company made the requested slots available and entered into agreements with competing airlines
in order to ensure the continuation of Aer Lingus’ long-haul connecting services. Consequently,
the Commission decided that the proposed merger would not significantly impede effective
competition with regard to the commitments that have been made (European Commission,

2015b). Finally, IAG took sole control over Aer Lingus on 2 September 2015 (Zeit, 2015).

6 Conclusion

The Ryanair/ Aer Lingus merger case fell into the jurisdiction of the European Commission as
the proposed transaction did not only exceed the relevant turnover thresholds which gives a mer-
ger the necessary Community dimension but also raised concerns about its compatibility with the
common market and the EEA Agreement (European Commission v Ryanair/ Aer Lingus, 2007,
p. 2f, 4f). In its in-depth analysis, the European Commission comprehensively used economic
analysis models to investigate the proposed merger. This method has simultaneously been
adapted in this thesis for analysing the case. The analysis has revealed that the proposed trans-
action would not only have combined the two leading Irish airlines but would also have been a
significant impediment on competition due to the large number of overlap routes. In fact, the
merged entity would have obtained a monopoly position on 22 of the 35 overlap routes and a
very high combined market share above 60 per cent on the remaining 13 routes. Furthermore,
Ryanair and Aer Lingus are the only active airlines on 24 of the affected routes. Therefore, the
transaction would have led to the elimination of the closest competitor on the majority of overlap
routes.

Moreover, neither countervailing factors nor efficiencies would have outweighed the negative
anti-competitive effects of the transaction. In addition, a large number of barriers such as the
strong brand recognition of the merging entities in Ireland, aggressive entrance deterrence strate-
gies exercised by Ryanair and the congestion problem at Dublin airport, successfully deter entry
by potential competitors which made effective competition post-merger increasingly unlikely.
Consequently, the merger would have harmed consumers due to the concomitant reduction in

choice and increase in prices and could therefore not be approved.
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Accordingly, the European Commission prohibited the merger. Its decision was fully en-
dorsed by the General Court in 2010. The latter especially highlighted the exemplary use of eco-
nomic analysis tools within the EUMR and its accurate adaption to mergers between LCCs
(Koch, 2010, p. 42). After Ryanair had tried to take over Aer Lingus twice after the initial prohi-
bition, the case was closed when Ryanair agreed to sell its shares in Aer Lingus to IAG and
therefore enabled the merger between the latter two (Parker et al., 2012). Differently to the mer-
ger between Ryanair and Aer Lingus, the Commission approved the acquisition of Aer Lingus by
IAG after sufficient commitments have made. Here, it was concluded that the proposed trans-
action does not impede effective competition and will be to the benefit of the consumers (Euro-

pean Commission, 2015b).
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Appendix

A1l. HHI Calculation for the Dublin-Warsaw Route

Market players Ryanair | Aer Lingus | LOT | Norwegian Airline Shuttle
Market share in % pre-merger | 40 30 10 20
Market share in % post-merger 70 10 20

Table 2: Market Players with Market Shares on the Warsaw-Dublin Route
(based on European Commission v Ryanair/ Aer Lingus, 2007, p. 82)

HHI pre merger = (40)° + (30)> + (10)* + (20)* = 3000
HHI postmerger = (70)° + (10)* + (20)* = 5400

Delta = 5400 — 3000 or 40 x 30 x 2 = 2400

A2. Analysis of the Substitutability of Primary and Secondary Airports

City

: : Private Public Ryanair's marketing ~ Substi-
Airports | Centre X o
s Car Transport practices tutes
Criterion
London Stansted (STN) 59 km 85 min bu.S: 73 min Londop (Standst?d)
rail: 45 min Ryanair bus service
Heathrow (LHR) | 28 km | 65 min bu.sf 65 min Not served by Ryanair
rail: 55 min
ous: 90 mi Yes
Gatwick (LGW) | 46km [85min| oo 2 ™0 London (Gatwick)
rail: 60 min
Luton (LTN) | 54km |44 min| 0UuS*60min London (Luton)
rail: 25 min Ryanair bus service
London City (LCY) 14km |20 min rail: 22 min Not served by Ryanair
Manchester Manchester (MAN) 16 km 15 min rail: 20 min Manchester
Liverpool (LPL) 52km |41 min rail: 67 min L;Verpool . Yes
Ryanair bus service
Leeds-Bradford (LBA) 72 km 55 min rail: 80 min Leeds Bradford
Birmingham Birmingham International (BHX) 13 km 15 min bu.s‘: 20-25 i Birmingham
rail: 11-17 min Yes
East Midlands (EMA) 64 km 52 min N/a East Midlands
Newcastle Newecastle NCL) 11 km 10 min | metro: 23 min Newecastle
in: Yes
Durham Tees Valley (MME) 63 km 52 min bl;SO-:tlrl?Illn' Durham (Tees Valley)
Glasgo Glasgow International (GLA) 15 km 14 min bus: 25 min Not served by Ryanair
gowW 580 ¢ 0 rail: 40 min ot served by By v
- - es
Prestwick (PIK) 51km |45 min bqs: 45 min Glasgoyv (Prestw1.ck)
rail: 44 min Ryanair bus service
Paris Paris Charles de Gaulle (CDG) 23 km 31 min bqs: 3 i Not served by Ryanair
rail: 35 min
bus: : : : Yes
Beauvais-Tillé (BVA) | 80km |60min| 0US*7>min Paris (Beauvais)
rail: 70 min Ryanair bus service
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Lyon Lyon St Exupéry (LYS) | 25km |28 min bus: 30 min Not served by Ryanair
Yes
Grenoble (GNB) 85 km 50 min bus: 50 min Grel?oble Lyoq
Ryanair bus service
Toulouse Toulouse Blagnac (TLS) 8 km 17 min bus: 20 min Not served by Ryanair v
es
Carcassonne (CCF) 90 km 60 min rail: 60 min Carcassonne
Nantes / Rennes Rennes (RNS) 8 km 13 min bus: 35 min Not served by Ryanair N
0
Nantes Atlantique (NTE) | 119km | 79 min rail: 75 min Nantes (Brittany)
Brussels Brussels (BRU) 15 km 16 min bqs: 18 i Not served by Ryanair
rail: 17 min .
- - es
Charleroi Brussels South (CRL) | 46km |45 min| US43 min | Brusscls (Charleroi)
rail: 50 min Ryanair bus service
Amsterdam Amsterdam-Schiphol (AMS) 16 km |21 min rail: 17 min Not served by Ryanair N
0
Eindhoven (EIN) | 115km | 90 min rail: 86 min Eindhoven
Frankfurt Frankfurt International (FRA) 12 km 20 min rail: 12 min Not served by Ryanair
Yes
Hahn (HHN) | 124km |85min| bus: 105 min Frankfurt (Hahn)
Ryanair bus service
. bus: 25 min .
Hamburg Hamburg (HAM) 9 km 35 min rail: 23 min Not served by Ryanair y
- - es
Liibeck Blankensee (LBC) | 75km |60 min | 0uS 7> min | Hamburg (Libeck)
rail: 50 min Ryanair bus service
Vienna / Bratisla- Vienna Schwechat International 18km | 21 min bu_s: 20 min Not served by Ryanair
va (VIE) rail: 24 min v
- - es
Bratislava (BTS)| 93km |73 min| bus: 95 min Bratislava (Vienna)
Ryanair bus service
Barcelona Barcelona (BCN) 13km |26 min| rail: 17-30 min | Not served by Ryanair
Girona-Costa Brava (GRO) | 100 km | 80 min bus: 70 min Barcelp na (Glror}a)
Ryanair bus service Yes
Reus (REU)| 80km |70 min| bus: 80 min Barcelona (Reus)
Ryanair bus service
Alicante Alicante (ALC) 9 km 19 min | bus: 35-40 min Alicante v
es
Murcia San Javier (FCO) 71 km 52 min N/a Murcia (Alicante)
Bilbao Bilbao Sondica (BIO) 13 km 17 min bus: 60 min Not served by Ryanair v
es
Vitoria (VIT) 67km |45 min N/a Vitoria (Bilbao)
Tenerife Tenerife Norte Los Rodeos (TFN) 11 km 12 min N/a Tenerife North v
es
Tenerife Sur Reina Sofia (TFS) 60 km |47 min N/a Not served by Ryanair
Rome Rome Ciampino (CIA) 15km |26 min bus: 40 min Rome' (Clamplng)
Ryanair bus service Yes
Rome Fiumicino (FCO) 32 km 32 min rail: 31 min Not served by Ryanair
Milan Milan Linate (LIN) 7 km 45 min bus: 20 min Not served by Ryanair
. bus: 50 min .
Malpensa (MXP) 50 km 56 min rail: 40 min Not served by Ryanair Yes
Bergamo (Orio al Serio) (BGY) 45 km 50 min bus: 60 min Milan (ero al Se.rlo)
Ryanair bus service
water bus: 75
Venice Venice (VCE) 16 km 51 min min Not served by Ryanair
bus: 20 min Yes
Treviso (TSF) 20km | 45 min bus: 45 min Venlge (TreVlsq)
Ryanair bus service
Bologna Bologna Guglielmo Marconi (BLQ) 6 km 24 min bus: 20 min Not served by Ryanair
i Yes
Forli (FRL) 84 km 60 min bus: 85 min Bolqgna (Forh)
Ryanair bus service

Table 3: Analysis of the Substitutability of Primary and Secondary Airports
(based on European Commission v Ryanair/ Aer Lingus, 2007, p. 82)
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In an open world, where competition is growing and getting
fiercer (the « open skies » agreement between France and the
United States took place in 2001), airlines needed to offer an
increasing number of destinations and services. Air France further
beefed up its structure by integrating, in 2000, Regional Airlines,
Flandre Air, Proteus, BritAir and CityJet to create its regional
centre. However, action was presently required on an
international scale
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The first solution has been to team up with complementary
airlines and pool networks to offer the customers of each airline
easy and transparent access to the destinations served by the
partners. This is the principle of the SkyTeam alliances, for
passenger transport, and SkyTeam Cargo, for cargo operations,
launched in 2000 by Air France, Aeromexico, Delta Airlines and
Korean Air. SkyTeam has continued to expand ever since. Alitalia
and CSA Czech Airlines joined SkyTeam in 2001, followed by
KLM and its American partners Northwest Airlines and
Continental in 2004, and the Russian carrier Aeroflot in 2006. The
following year, China Southern Airlines joined SkyTeam, the first
alliance to welcome an airline from Mainland China. Air Europa,
Kenya Airways, the Romanian airline TAROM and Vietnam
Airlines also added their networks to SkyTeam, which has
doubled its flights and destinations on offer over the past ten
years.

A second, complementary solution has been to combine
strengths in 2 more close-knit fashion; this is what Air France and
KLM decided to do in 2003. On 30 September, the two airlines
r intended merger via Air France's international

announced

public offering (IPO) for KLM shares. The IPO was launched on 5
April 2004 on the Paris Euronext and Amsterdam markets as well
as on the New York Stock Exchange. This operation which
transferred the majority of Air France's stock to the private sector
by dilution of the French States' stake resulted in the French
company'’s privatization
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Disney and Pixar: The Power of the Prenup
By BROOKS BARNES
Los Angeles

IN April, the Walt Disney Company summoned movie theater executives for a rare audience before its reigning king of animation, John Lasseter. A co-founder of Pixar and director of “Toy
Story,” Mr. Lasseter was unveiling the roster of films that an aligned Pixar and Walt Disney Animation Studios planned to release over the next four years.

‘Walking onstage wearing one of his trademark Hawaiian shirts — this one with yellow and green palm trees — Mr. Lasseter was greeted by giggles and pointing from a smattering of
audience members.

“What did you think I'd wear?” he asked amid the titters. A business suit and a pair of mouse ears, most likely.

‘When Disney bought its rival, Pixar, in 2006 for $7.4 billion, many people assumed the deal would play out like most big media takeovers: abysmally. The worries were twofold: that either
Disney would trample Pixar’s esprit de corps (turning Mr. Lasseter into a drone, chanting “Hi Ho” en route to Mickey's animation mines) or that Pixar animators would act like spoiled
brats and rebuke their new owner.

Both companies had a history of acrimony, and Robert A. Iger, the new chief executive of Disney, was a mystery. Could he manage the megawatt personalities Pixar would bring into
Disney’s fold? Some analysts, investors and media pundits also questioned the hefty price Disney paid for a small studio that released only one movie a year.

But two years into the integration of Pixar — and as the company rolls out “Wall-E,” a risky love story about robots that is estimated to cost at least $180 million — the merger is notable for
how well it’s faring. Indeed, in an industry where corporate marriages often create internal warfare (Paramount and DreamWorks SKG are the most prominent example) Disney and Pixar
have found a way to make it work.

“Most acquisitions, particularly i

dia, are value-destroyin; osed to value-

eating, and that certainly has not turned out to be the case here,” said David A. Price, author of a newly
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“Most acquisitions, particularly in media, are value-destroying as opposed to value-creating, and that certainly has not turned out to be the case here,” said David A. Price, author of a newly
published book from Knopf, “The Pixar Touch: The Making of a Company.”

The smooth ride — so far, at least — also seems to be pleasing Wall Street, where grumbling about Pixar’s price tag has died down. Disney’s stock has climbed 28 percent since its 52-week
low on Jan. 22, in large part because of investor confidence that the company can overcome a difficult economy by leveraging Pixar’s computer-generated characters across its vast empire.
In recent months, Disney’s shares have significantly outperformed those of most of its competitors.

“Cars” tells the story. The film was regarded by some critics as one of Pixar’s weaker storytelling efforts, and it generated soft foreign sales when compared with hits like “Finding Nemo.”
But “Cars” has pumped billions in profit into Disney via a wide range of ancillary businesses.

The film racked up over $460 million in global ticket sales and has sold 27 million DVDs. Related retail products have generated $5 billion in sales. A “Cars” virtual world is opening on the
Internet, a “Cars” ice-skating show will begin touring the nation in September, and work is under way to bring an entire “Cars” experience to the Disnevland Resort in California.

“You can accomplish a lot more as one company than you can as part of a joint venture,” Mr. Iger said in an interview. “It makes a big difference when everyone is working for the same set
of shareholders.”

IN a subtle but important shift, Pixar has matured, allowing its strategic thinking to evolve inside a sprawling corporation. For instance, some of the studio’s executives once resisted sequels
and direct-to-DVD efforts, arguing that quality and the brand could suffer. While sequels were not out of the question, they said Pixar’s hot streak hinged on pushing boundaries with
original material.

But at Mr. Lasseter’s presentation in April, Disney’s first such event in 10 years, he announced “Cars 2,” a 2012 sequel that will take Lightning MeQueen and his pals on a tour of foreign
countries. Also in the works are four direct-to-DVD movies built around Tinker Bell.

“We are definitely planning on doing more sequels, just as we are more originals,” Mr. Lasseter said in an interview. “We talk with Bob Iger about which ones make sense to do from a
business perspective. But each movie has to be absolutely great or you will snuff out a franchise.”

And the Pixar team, which also has oversight of Walt Disney Animation Studios and the DVD-focused DisneyToon Studios, decided that it was O.K. to outsource some direct-to-DVD
animation to an Indian company, a departure from its rigid stance that outside animators could not deliver the necessary quality. (Mr. Lasseter will still closely monitor the efforts,
however.)
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For the first time, Pixar is also scheduled to deliver two movies in a single year: “Newt,” the story of a salamander’s search for love, and “The Bear and the Bow,” an action-adventure
starring an imperious Scottish princess; both films will arrive in multiplexes in 2011.

How Disney and Pixar are making the integration work holds lessons for other executives faced with the delicate task of uniting two cultures. Tactics that have served the companies well

include the obvious, like effectively icating changes to employees. Other decisions, including drawing up an explicit map of what elements of Pixar would not change, have been

more unusual.
“None of this has been easy,” said Richard Cook, chairman of Walt Disney Studios, “but it helps when everyone has tremendous respect both professionally and personally for one another.”
Mutual respect was scarce at the two companies just three years ago.

Pixar, based in Emeryville, Calif., and Disney, with its headquarters in Burbank, Calif., had a notoriously strained relationship. Pixar’s chairman and chief executive, Steven P. Jobs.
abruptly called off talks to continue a lucrative partnership with Disney, which had helped to finance and distributed such Pixar films as “Monsters, Inc.”

Mr. Jobs, also the chief executive of Apple, had bitterly clashed with Michael D. Fisner, who was then running Disney. The rift encompassed many issues, not the least of which was basic
trust. In one incident, Mr. Eisner disparaged an Apple advertising slogan before a Congressional committee and then claimed that he hadn’t — even though his testimony had been
transcribed.

The end result was that Mr. Jobs and others at Pixar didn’t place much faith in what their Disney counterparts told them.

After Mr. Iger took the reins at Disney, he restarted acquisition talks and won some early support at Pixar by talking candidly and clearly about the lessons he learned when his previous
employer, the ABC television network, endured two takeovers. Pixar executives recall Mr. Iger joking that if he ever decided to write a book, it would be titled “I've Been Bought,” because
the two merger experiences were go formative for him.

Edwin Catmull, the president of Pixar who was also put in charge of Walt Disney Animation Studios, said, “It became very clear to us that Bob Iger had been through mergers before, both

positive and negative.”™

Mr. Iger also agreed to an explicit list of guidelines for protecting Pixar’s creative culture. For instance, Pixar employees were able to keep their relatively plentiful health benefits and
weren't forced to sign employment contracts. Mr. Iger even stipulated that the sign on Pixar’s front gate would remain unchanged.
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Still, Mr. Catmull concedes that trust didn’t come easily, especially in an age when some companies promise one thing before a merger and then seem to do another once the deal is done. "
“It took about a year before there was a collective letting down the guard,” he said. “Initially people were thinking, ‘Is something going to happen?’ ”

Regarding Disney’s list of promises, Mr. Catmull said: “We’ve never had to go back and look at it. Everything they've said they would do they have lived up to.”

Mr. Jobs, who became Disney’s largest shareholder and a board member as a result of the transaction, did not respond to interview requests.

In most acquisitions, the conqueror typically reigns supreme. When NBC bought Universal Studios, executives at the movie studio in Los Angeles were — overnight — required to start
commuting to New York for grueling financial planning meetings at the behest of NBC’s owner, General Electric.

Employees were also startled to wake up on the morning after the acquisition announcement to find that their e-mail addresses had already been altered to “nbeuni.”

An NBC Universal spokeswoman declined to comment. Although analysts generally think that Universal Pictures has been well served by the G.E. takeover, they cited the company’s
aggressive handling of the merger as one reason the studio’s respected chairwoman, Stacey Snider, quit the company.

But in the Pixar acquisition, Disney, despite its legendary corporate identity and strong will, held back. Pixar kept its e-mail system. Nobody was shipped to Walt Disney World in Florida to
work a shift, part of the initiation that other executives must endure. No switchboard operators at Pixar were asked to end telephone calls with the words “Have a magical day,” as they do

elsewhere in the company.
And, of course, Mr. Lasseter continued to wear whatever he wanted, Hawaiian shirts and all.

In fact, a deep Disney “introduction and visit” didn’t come until this spring, when a random selection of 200 of Pixar’s 800 employees spent the day in Burbank touring the live-action
studio and consumer products division.

“There is an assumption in the corporate world that you need to integrate swiftly,” Mr. Iger said. “My philosophy is exactly the opposite. You need to be respectful and patient.”

Key to the successful integration, analysts say, has been Mr. Iger’s decision to give incoming talent added duties. Instead of just buying Pixar and moving on, Mr. Iger understood what
made the acquisition valuable, said Mr. Price, the author. “If you are acquiring expertise,” he said, “then dispatch your newly purchased experts into other parts of the company and let them
stretch their muscles.”
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In Disney’s case, Pixar was assigned the difficult task of turning around a storied animation department that had fallen into disrepair as it struggled to find its footing in a new world of
computer-generated pictures. At a low point, the 2002 film “Treasure Planet” flopped so badly that Disney was forced to take a $98 million write-down.

A window into how the rebuilding effort is going will come on Nov. 26, with the release of “Bolt,” the tale of a Hollywood dog star who becomes lost in New York and has to make his way
back to California. Mr. Lasseter and his team have heavily reworked the project, including playing up a wickedly funny side character, a hamster.

Although some bloodletting has been involved in Pixar’s efforts to rebuild the studio — the original director of “Bolt” was replaced, resulting in some hurt feelings — Mr. Lasseter said he
was pleased with the way the transformation was progressing. “We were very nervous coming in, but to see the change has been amazing,” he said. “Disney has become a filmmaker-led
studio and not an executive-led studio. We are very proud of that.”

The relationship could still sour, of course, and big tests loom.
Still very much a work in progress is the turnaround of Walt Disney Animation Studios, where it has taken Mr. Catmull and Mr. Lasseter longer than investors anticipated to sort through
the pipeline of existing projects and begin green-lighting new ones.

Disney’s plans for hand-drawn animation are unclear, with only one project currently announced: “The Princess and the Frog,” a musical set in New Orleans that is scheduled to have its
premiere in December 2009. A Disney spokeswoman said animators were deeply immersed in marrying older hand-drawn techniques with new technology for future movies, adding that

plans for a new headquarters for Disney’s Burbank animators were slowly progressing.

PIXAR’S list of coming movies includes some with 1| that might not lend themselves to the kind of merchandising tie-ins that have made “Cars” a juggernaut. “Up,” the next

big Pixar film after “Wall-E,” is a comedy about a cranky, cane-wielding 78-year-old who transports his home to exotic locales by attaching hundreds of helium-filled balloons.

‘With the exception of “Up,” which is being directed by Pete Docter (“Monsters, Ine.”), Pixar is placing some of its biggest new projects in relatively untested hands. Brenda Chapman, the
director of Pixar’s first fairy tale, “The Bear and the Bow,” served as a story supervisor on modern classics like “The Lion King” but has only one previous directing job under her belt, for

“The Prince of Egypt.”

Of course, Mr. Lasseter will be helping to guide the way, but he must cope with extreme demands for his time. Aside from overseeing an ambitious slate of movies, Mr. Lasseter, who now
shuttles between Burbank, near Los Angeles, and Emeryville, outside San Francisco, is involved in everything from approving special effects for the coming “Cars” ice tour to helping design

theme-park attractions.
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He also has new corporate responsibilities, from schmoozing with important investors to helping to push Disney’s efforts with high-definition Blu-ray DVDs. All of this juggling, some
people say, has made him somewhat inaceessible. One Pixar insider, who requested anonymity because he was not authorized by the company to speak, joked that scheduling a meeting
with Mr. Lasseter has become harder than “lining up a chat with the pope.”

Mr. Lasseter, speaking by cellphone during a commute home, said: “The toughest part of my job is probably just managing my schedule. But I think everything is going pretty well.” He
added that there have been times in the past — such as when he was directing “Cars” — that his walk — around time at Pixar was limited. “It ebbs and flows,” he said.

FOR now, attention is focused on “Wall-E.” Directed and written by Andrew Stanton, the creative force behind “Finding Nemo,” the picture tells the story of a cuddly trash-compacting
robot who lives on an abandoned, heavily polluted Earth 700 years in the future. His sidekick is a perky cockroach named Hal.

“Wall-E,” which features long sequences without dialogue, is under extra pressure to perform at the box office because of soft initial receipts for a recent Disney film, “The Chronicles of
Narnia: Prince Caspian.” Adding to the weight are Pixar’s last three films; though all were blockb they have gradually trended do at the domestic box office. A reversal would
quiet eritics who say the studio’s best days are behind it. (Disney notes that an increase in foreign box office sales has offset the slide.)

As with “Cars,” Disney is counting on “Wall-E,” set for release on June 27, to take off with a tough crowd: little boys. It has prepared a collection of 300 robot-themed consumer products
that will arrive on store shelves over the next month.

“There are some great toys, and we are working on a variety of potential applications for our parks,” said Mr. Iger in a conference call with analysts on May 6. “So we are poised to take

advantage of broad and deep success when it comes.”
(He added that he has particularly high hopes for a “Wall-E” remote-controlled robot. “Having played with it, I think it’s going to be a hot seller for Christmas,” he said.)

‘Wall Street, which closely monitors major animated movies because of their huge cost, is not yet sold on the robot, which was been criticized by some as looking too much like the star of the

corny 1986 film “Short Circuit.”
“I can see how it could work and be huge and I can see how it could not,” said Richard Greenfield, an analyst at Pali Research.

By contrast, the competing DreamWorks Animation has received applause for its coming “Kung Fu Panda,” featuring the vocal talents of Jack Black and Angelina Jolie. Ingrid Chung, a
media analyst at Goldman Sachs, said recently that she found the film’s concept and execution “strong enough to create a franchise.” When it came to Pixar, Ms. Chung declined to

comment.
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“Wall-E,” which features long sequences without dialogue, is under extra pressure to perform at the box office because of soft initial receipts for a recent Disney film, “The Chronicles of 2
Narnia: Prince Caspian.” Adding to the weight are Pixar’s last three films; though all were blockb they have gradually trended downward at the domestic box office. A reversal would

quiet critics who say the studio’s best days are behind it. (Disney notes that an increase in foreign box office sales has offset the slide.)

As with “Cars,” Disney is counting on “Wall-E,” set for release on June 27, to take off with a tough crowd: little boys. It has prepared a collection of 300 robot-themed consumer products
that will arrive on store shelves over the next month.

“There are some great toys, and we are working on a variety of potential applications for our parks,” said Mr. Iger in a conference call with analysts on May 6. “So we are poised to take

advantage of broad and deep success when it comes.”
(He added that he has particularly high hopes for a “Wall-E” remote-controlled robot. “Having played with it, I think it’s going to be a hot seller for Christmas,” he said.)

‘Wall Street, which closely monitors major animated movies because of their huge cost, is not yet sold on the robot, which was been criticized by some as looking too much like the star of the
corny 1986 film “Short Circuit.”

“I can see how it could work and be huge and I can see how it could not,” said Richard Greenfield, an analyst at Pali Research.

By contrast, the competing DreamWorks Animation has received applause for its coming “Kung Fu Panda,” featuring the vocal talents of Jack Black and Angelina Jolie. Ingrid Chung, a
media analyst at Goldman Sachs, said recently that she found the film’s concept and execution “strong enough to create a franchise.” When it came to Pixar, Ms. Chung declined to
comment.

Detractors might recall that Road Runner and Wile E. Coyote, two of the most beloved cartoon characters of all time, never uttered a word to each other. And movie theater executives,
typically tough to please, reacted with robust laughter and applause during a 30-minute peek at “Wall-E” in April.

“It's some of the best work I've ever seen,” said Mr. Catmull, standing in the aisle of the theater afterward as confetti sprinkled from the ceiling. “I am confident it will be the next success
story for Disney and Pixar.”

Copyright 2008 The New York Times Compan:
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Let’s fly away: IAG and Aer Lingus

BY RAJ CHARI JULY 19TH 2015

ews has erupted of another potential merger and acgquisition (M&A) in the Airline sector — the
acquisition of Irish airline Aer Lingus by the International Airlines Group, IAG.

IAG, the product of the merger in the early 2010s between ex-state-owned enterprises British Airways and
Spain’s lberia, has become one of the world's global giants, ranked in the latest Forbes 2000 index of 2015
as the third largest airline in the world. 1AG's formation took place in the wake of other ex-state-owned
European airlines merging in the 2000s in the context of EU liberalization initiatives that changed the rules p PlvnlenTl O”
of the game, facilitating M&A. This was seen in the deals between Air France and KLM (which later took

over an important stake in Alitalia, only to later sell this later) and Lufthansa' and Swiss.
Life After Privatization

As the Aer Lingus/IAG deal draws out, how can we better predict the outcome? Surely, airline
consolidation, as has taken place in other sectors such as automobiles, electricity, petroleum, and banks
across the world, almost suggests an inevitable path where firms ‘eat up’ other firms and become global

BUY NOW

giants.

In order to understand the creation of world champions that merge and acquire, should one look less at v
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In order to understand the creation of world champions that merge and acquire, should one look less at o

what goes on in business and more at the ‘politics’ firms face in global markets?

Let's consider developments in Aer Lingus between 2006 and 2013. Privatized in
20086, the state nevertheless retained a 25% stake. Since the privatization,
Dublin-based Ryanair, led by Michael O'Leary and which now has several other
bases throughout the liberalized European economy, made 3 unsuccessful bids for
full takeover of Aer Lingus (the last of which was in 2013). The main explanation of
Ryanair's failed takeover bids lies in the role of the Irish state, which wanted the
acquisition blocked. It also lies in the role of European Commission's regulatory
authorities in DG Competition that blocked the proposed deals, despite the various
remedies proposed by Ryanair. Politics — at the domestic level and at the
supranational level in Europe — ultimately mattered.

Now, let's fast forward to 2015 where IAG is trying to takeover Aer Lingus. With the
recent green light indicated by the Irish government on May 26, this deal appears to
be set. Why? Beyond the price offered, the Irish state is happy that IAG has given a

commitment to the slots in Heathrow and offered a guarantee for smaller airports -
9 p Aer Lingus A320-214 EI-DVN “ST Caimin" by happyrelm. CC

beyond Dublin that Aer Lingus flies out of (Cork and Shannon). At this stage, the BY-NC-ND 2.0 via Flickr.

deal is still subject to both other shareholder approval (including Ryanair which

owns close to 30% of Aer Lingus) and, perhaps more importantly, regulatory approval of the European
Commission. But considering that the Commission has never rejected a deal involving BA/Iberia/lAG as
examined in the book, it is likely to approve the deal of the ‘trusted friend’ it has in IAG.
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To be fair, talented operators who lead firms — such as willie Walsh of IAG — are important, if not crucial, in
explaining firms' vision for global expansion.

But such leaders who envisage having their firms enter into other parts of Europe or the world by merging
and acquiring only have to ask three essential questions that have less to do with business and more to do
with politics. Do the rules allow for it? Will states facilitate it? And will regulators ultimately approve it?

If the answer to these is ‘yes,” then it is smooth flying going forward. If the answer is ‘no’ to any of them,
expect significant turbulence.

When it comes to IAG’s takeover of Aer Lingus, sit back and relax: it's unlikely to be a bumpy flight.

Featured image credit: Aerlingus.a320-200, Bristol, 2005, by Adrian Pingstone. Public domain via

Wikimedia Commons.
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European Commission (2013b) Mergers: Commission prohibits Ryanair's proposed takeover
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EUROPEAN COMMISSION
PRESS RELEASE

Brussels, 27 February 2013

Mergers: Commission prohibits Ryanair's proposed takeover of Aer Lingus

The European Commission has prohibited, on the basis of the EU Merger Regulation, the proposed takeover of the Irish flag carrier Aer Lingus by the
low-cost airline Ryanair. The acquisition would have combined the two leading airlines operating from Ireland. The Commission concluded that the
merger would have harmed consumers by creating 3 monopoly or a dominant position on 46 routes where, currently, Aer Lingus and Ryanair compete
vigorously against each other. This would have reduced choice and, most likely, would have led to price increases for consumers travelling on these
routes. During the investigation, Ryanair offered remedies. The Commission assessed them thoroughly and carried out several market tests. However
the remedies proposed fell short of addressing the competition concerns raised by the Commission.

Commission Vice President in charge of competition policy Joaguin Almunia said: "The Commission's decision protects maore than 11 milfion Irish and
European passengers wha travel each year to and from Dublin, Cork, Knock and Shannon. For them, the acquisition of Aer Lingus by Ryanair would have most
likely led to higher fares. During the procedure, Ryanair had many opportunities to offer remedies and to improve them. However, those propesals were simply
inadeguate to solve the very serious competition problems which this acquisition would have created on no less than 46 routes.”

Ryanair and Aer Lingus are by far the most important carriers operating out of Ireland. They compete directly on 46 routes. It was the third time that
the proposed acquisition of Aer Lingus by Ryanair was notified to the Commission. In 2007 the Commission prohibited Ryanair's first attempt to acquire
Aer Lingus (see 1P/07/893) and this dedsion was upheld by the EU General Court (MEMO/10/300). In 2009, the second notification by Ryanair was
withdrawn,

The Commission took into account the changes in market circumstances since 2007, for example the fact that the market positions of Ryanair and Aer %
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The Commission took into account the changes in market circumstances since 2007, for example the fact that the market positions of Ryanair and Aer
Lingus have become even stronger, with their combined market shares going up from 80% in 2007 to 87% in 2012 for short-haul flights out of Dublin.
The number of routes to and from Ireland operated in competition by Ryanair and Aer Lingus has increased from 35 in 2007 to 46 in 2012,

The combination of Ryanair and Aer Lingus would have led to very high market shares on all of these 46 routes:

= On 28 routes the proposed merger would have created an outright monopoly.

= On 11 further routes, the only alleged competitive constraint to the merged entity would have come from charter airlines. However, this constraint
would have remained weak because charter airlines have a very different business model.

= Finally, on 7 routes Ryanair and Aer Lingus operate alongside other scheduled carriers. In addition to their very high market shares Ryanair and Aer
Lingus are very close competitors - if not each other's closest competitors - on these routes. The reasen is that the business model of competing
scheduled operators tends to focus on bringing connecting passengers to their own network hubs - typical examples are British Airways (to London
Heathrow), Lufthansa (to Frankfurt) and Air France (to Paris Charles de Gaulle) - as opposed to the point-to-point connectiens that Ryanair and Aer
Lingus offer.

The proposed merger would therefore have removed the currently vibrant competition between Ryanair and Aer Lingus on all these routes where their
activities overlap.

Moreover, the Commission's investigation confirmed the existence of high barriers to entry stemming, in particular, from Ryanair's and Aer Lingus' strong
market positions in Ireland. The market investigation showed that there was no prospect that any new carrier would enter the Irish market after the
merger, in particular by the creation of a base at the relevant Irish airports, and challenge the new entity on a sufficient scale.

In short, customers’ travelling options would have been substantially reduced and it is unlikely that competitors would have been able to sufficiently
constrain the merged entity in its market behaviour. Higher prices for passengers would have been the likely outcome.

Remedies propoesed by Ryanair

Ryanair offered several sets of remedies during the procedure. The final remedy package consisted mainly of the divestiture of Aer Lingus' operations
on 43 overlap routes to Flybe and the cession of take-off and landing slots to IAG/British Airways at London airports, so that IAG/British Airways would
operate on 3 routes (Dublin-London, Shannon-London, and Cork-London). Flybe and IAG committed to operate the routes for 3 years. Additional slot
divestitures on London-Ireland routes were also offered.

However, the Commission's investigation demonstrated that these remedies were insufficient to ensure that customers would not be harmed, taking v
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However, the Commission’s investigation demonstrated that these remedies were insufficient te ensure that customers would not be harmed, taking ~
inte account the scope and magnitude of the competition concerns raised by the propesed transaction on the 46 routes. In particular, the Commission
found that Flybe was not a suitable purchaser capable of competing sufficiently with the Ryanair/aer Lingus merged entity. The investigation also
showed that IAG/British Airways would not constrain the merged entity to a sufficient degree and would have little incentive to stay on the routes
beyond a 3 year period. In addition, the Commission could not conclude with the requisite degree of certainty that the proposed commitments could
actually be put in place in a timely manner. Nor was it certain that they would work in practice and for a sustained period of time.

€ europa.ey,

During the investigation, the Commission gathered views from a large number of market participants in Ireland and internationally, including
competitors, customers, travel agents, consumer associations, public authorities and airport operators. The Commission carried out such market tests
on Ryanair's successive remedy proposals three times.

Background

The deal was notified to the Commission for regulatory clearance under the European Union's Merger Regulation on 24 July 2012, On 29 August 2012,
the Commission started an in-depth investigation (see 1P/12/921). The deadline for a decision was extended to assess the remedies submitted on 7
December 2012. The parties were warned in the Statement of Objections sent in November 2012 that the merger raised serious concerns and could be
prohibited.

Since 2004, the Commission has examined 15 mergers and several alliances in the air transport sector. This decision is the third prohibition. The first
prohibition related to the initial attempt by Ryanair to acquire Aer Lingus in 2007. The second prohibition decision was about the proposed acquisition
by Olympic Air of Aegean Airlines in 2011 (see 1P/11/68). All the prohibition decisions were related to transactions involving two airlines having large
bases at the same "home” airport.

When assessing airline mergers, the Commission first analyses the effects of the proposed transaction on the routes on which both companies
operate. In addition, the Commission takes into account whether the merger would affect the possibility of one airline to discipline the other one by
entering a certain route at any given moment. Both guestions require particular attention when the merging airlines have large bases at the same
"home" airport.

Companies and products
Ryanair is a low-fares carrier operating point-to-point scheduled air services essentially in Europe. The company has a fleet of 305 aircraft and 51

bases across Europe, with the most important bases being London Stansted, Brussels Charleroi, Milan Bergamao, and Dublin. In the IATA summer
season 2012, Ryanair operated in particular 62 short-haul routes ex Dublin.

Aer Lingus is an Irish-based carrier. It offers essentially point-to-point scheduled air transport services. Aer Lingus is based principally at Dublin Airport v
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Ryanair is a low-fares carrier operating point-to-point scheduled air services essentially in Europe. The company has a fleet of 305 aircraft and 51
bases across Europe, with the most important bases being London Stansted, Brussels Charleroi, Milan Bergamao, and Dublin. In the IATA summer
season 2012, Ryanair operated in particular 62 shert-haul routes ex Dublin.

Aer Lingus is an Irish-based carrier. It offers essentially point-to-point scheduled air transport services. Aer Lingus is based principally at Dublin Airport
wherefrom it operates a substantial portion of its scheduled flights. In the summer season 2012, Air Lingus (including Aer Arann) operated 66
short-haul routes ex Dublin. Aer Lingus is not a member of any airline alliance and develops a concept of "open network architecture”, whereby its
neutrality allows it to partner across alliances and offer connectivity through major hubs to worldwide destinations in addition to carrying point-to-point
traffic.

Ryanair's minority sharehaolding in Aer Lingus represents 29.8% of Aer Lingus’ total issued share capital and makes Ryanair the largest sharehaolder in
Aer Lingus. This sharehalding is currently under review by the UK Competition Commission. The Irish Government is the next largest shareholder with a
stake of around 25.1%.

Merger control rules and procedures

The Commission has the duty to assess mergers and acquisitions involving companies with a turnover above certain thresholds (see Article 1 of the
Merger Regulation) and to prevent concentrations that would significantly impede effective competition in the EEA or any substantial part of it.

The vast majority of notified mergers do not pose competition problems and are cleared after 2 routine review. From the moment a transaction is
notified, the Commission generally has a total of 25 working days to decide whether to grant approval (Phase 1) or to start an in-depth investigation
(Phase II). There are currently two other on-going phase II investigations. The first one examines the proposed combination of Munksjé and the
European label and processing business of Ahlstrom, in the paper industry (see_1P/12/1338), with a deadline on 16 May 2013. The second phase II
investigation concerns Syniverse's project to acquire rival Mach in the data house clearing sector (see 1P/12/1439), with a deadline on 30 May 2013.
More information on the case is available at:

http://ec.europa.eu/competition/elojade/isef/case_details.cfm?proc_code=2_M_6663

See also MEMO/13/144
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15:08
07.11.2015

R 33w B oy




Miriam Ettel An Economic Analysis of the Ryanair/Aer Lingus Merger Case ]

European Commission (2015b) Mergers: Commission approves acquisition of Aer Lingus by
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European Commission - Press release

Mergers: Commission approves acquisition of Aer Lingus by IAG, subject to conditions
Brussels, 14 July 2015

The European Commission has cleared under the EU Merger Regulation the proposed acquisition of Irish airline Aer Lingus by International
Consolidated Airlines Group (IAG). IAG is the holding company of British Airways, Iberia and Vueling. The clearance is conditional upon
commitments offered by the parties to address the Commission’s concerns regarding the transaction as notified.

The Commission had concerns that the merged entity would have faced insufficient competition on several routes. The Commission also found
that the merged entity would have prevented Aer Lingus from centinuing to provide traffic to the long-haul flights of competing airlines on
several routes.

European Commissioner in charge of competition policy Margrethe Vestager said: "By obtaining significant concessions from the airlines the
Cemmission has ensured that air passengers will continue to have a choice of airlines at competitive prices after IAG's takeover of Aer Lingus.
The five million passengers travelling each year from Dubiin and Belfast to London will be able to choose among several strong carriers. And
we are also protecting passengers travelling on connecting flights between Ireland and the rest of the world."

The clearance decision is conditional upon the following commitments, which address the Commission’s concerns:

= the release of five daily slot pairs at London-Gatwick airport to facilitate the entry of competing airlines on routes from London to both Dublin
and Belfast ; and

= Aer Lingus continuing to carry connecting passengers to use the long-haul flights of competing airlines out of London-Heathrow, London-
Gatwick, Manchester, Amsterdam, Shannon and Dublin .

The Commission's investigation

The Commission’s investigation found that the transaction, as initially notified, would have led to high market shares on the Dublin-London,
Belfast-London and Dublin-Chicago routes. The merged entity would have faced insufficient competitive constraints from the remaining players
which could ultimately lead to higher prices.

The Commission also analysed whether there was a risk that IAG would prevent passengers flying on Aer Lingus' short-haul flights, from Dublin,
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The Commission also analysed whether there was a risk that IAG would prevent passengers flying on Aer Lingus' short-haul flights, from Dublin,
Cork, Shannon, Knock and Belfast, from connecting with long-haul flights operated by competing airlines out of other European airports,
including Heathrow, Gatwick, Manchester, Dublin and Amsterdam.
IAG submitted commitments to release five daily slot pairs at London Gatwick which can be used on the specific routes of concern, namely
Dublin-London and Belfast-London. The availability of these slots, and other incentives such as the acquisition of grandfathering rights after a
certain period of time, facilitate the entry of competing airlines.
Furthermore, IAG made a commitment to enter into agreements with competing airlines which operate long-haul flights out of London Heathrow,
London Gatwick, Manchester, Amsterdam, Shannen and Dublin so that Aer Lingus will continue to provide these airlines with connecting
passengers. Passengers will therefore continue to have a choice to use other airlines than IAG when connecting at these airports, for instance
on Heathrow-New York, Gatwick-Las Vegas, Manchester-Orlando, Amsterdam-Singapore, Shannon-Chicago, and Dublin-Chicago.
These commitments adequately address all competition concerns identified by the Commission. The Commission therefore concluded that the
proposed transaction would not significantly impede effective competition in the European Economic Area (EEA) or a substantial part of it.
The transaction was notified to the Commission on 27 May, 2015.
Companies and products
International Consolidated Airlines Group ("IAG" ) of the United Kingdom, is the holding company of British Airways, Iberia Lineas Aéreas de
Espafia 5.A. and Vueling Airlines 5.A.
Aer Lingus of Ireland is currently mainly owned by the Republic of Ireland and Ryanair, a competing carrier. Other significant shareholders include
Etihad Airways.
Both IAG and Aer Lingus provide air transport for passengers, air transport for cargo, airport ground handling services and landside cargo
handling services.
Merger control rules and procedures
The Commission has the duty to assess mergers and acquisitions involving companies with a turnover above certain thresholds (see Article 1 of
the Merger Regulation) and to prevent concentrations that would significantly impede effective competition in the EEA or any substantial part
of it.

-
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The transaction was notified to the Commission on 27 May, 2015.
Companies and products

International Censoclidated Airlines Group ("IAG" ) of the United Kingdom, is the holding company of British Airways, Iberia Lineas Aéreas de
Espafia S.A. and Vueling Airlines S.A.

Aer Lingus of Ireland is currently mainly owned by the Republic of Ireland and Ryanair, a competing carrier. Other significant shareholders include
Etihad Airways

Both IAG and Aer Lingus provide air transport for passengers, air transport for cargo, airport ground handling services and landside cargo

handling services
Merger control rules and procedures

The Commission has the duty to assess mergers and acquisitions involving companies with a turnover above certain thresholds (see Article 1 of
the Merger Regulation) and to prevent concentrations that would significantly impede effective competition in the EEA or any substantial part
of it.

The vast majority of mergers do not pose competition problems and are cleared after a routine review. From the moment a transaction is
notified, the Commission generally has a total of 25 working days to decide whether to grant approval (Phase I) or to start an in-depth
investigation (Phase II).

The commitments offered by the Parties will be made available as of 16 July under the case number M.7541. More information is available in the
Commission's public case registry on the competition website.

1P/15/5371
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IAG proposal to buy Aer Lingus set to be

resolved

Peggy Hollinger and Nathalie Thomas in London
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UK based airline’s €1.4bn bid for Ireland’s national
carrier.

Willie Walsh, TAG chief executive, said discussions
with the Irish government over Dublin’s 25.1 per cent
stake in Aer Lingus had been “generally constructive™.
He hoped “they will be in a position to make a decision
in the next couple of weeks”.

IAG has made its bid conditional on acceptance by the
government, as well as Aer Lingus’s largest
shareholder, Ryanair, which has a 29.9 per cent stake.

The two sides are understood to have reached a
compromise on guarantees over Aer Lingus’s 23
valuable take-off and landing slots at Heathrow. IAG
had offered to keep the slots for Irish routes for the
next five years, while Dublin has insisted on a 10-year
guarantee. They are now discussing a pledge of about
seven years, subject to certain commercial concerns
which could include airport charges and traffic
volumes.

TAG will also offer reassurances on maintaining routes
between Heathrow and regional airports such as
Shannon and Cork, people close to the situation said.
Clarity will also be given on jobs and on Aer Lingus’s
transatlantic expansion.
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Fuel costs were 4.5 per cent lower during the first quarter, but Mr Walsh said these
were likely to go up in the second quarter due to hedging and currency effects.

IAG shares closed down 2.7 per cent at 545p.
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Germany’s reunification and Lufthansa’s return to Berlin: The new decade got off to a most
promising start

Butthen came a major crisis in the early 1990s, a dramatic phase that threatened the airline’s
very survival. Lufthansa sought alliances and cooperations, and eventually found its way with

By, other airlines into the *Star Alliance,” which was rapidly to become the industry leader. A"new;
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Airline industry IAG given clearance by Irish government
for Aer Lingus takeover

British Airways owner offers extended guarantees about routes to Ireland from
Heathrow in deal that values Dublin-based flag carrier at €1.4bn

Henry McDonald Ireland
correspondent

Tuesday 26 May 2015 21.17 BST
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theguardi

e Irish governmen o sell its 25% stake in Aer Lingus to Briti rways owner tional Airlines Group.
Photograph: Paul Faithy) Getty Images

Sharm el-Sheikh flight
from Stansted dodged

The owner of British Airways is set to take over Aer Lingus in a deal that values missile last August

the Dublin-based flag carrier at €1.4bn after the Irish government agreed to sell its
stake to International Airlines Group.

Egypt plane crash:
intelligence has not been
shared with us, Cairo
says

Paschal Donohue, Ireland’s transport minister, confirmed that the sale of the
former Irish state carrier to IAG can now go ahead.

The Dublin government owns 25% of the airline but its agreement, after six
months of consideration, was critical for the deal to progress.

Following a Cabinet meeting on Tuesday evening, Donohue said: “IAG has
provided additional information and certain commitments in relation to its
proposal. Following detailed consideration of this and all of the issues
surrounding a potential disposal of the state’s shareholding in Aer Lingus, the
government has decided that it will support IAG’s proposal”

IAG has further extended guarantees about routes to Ireland from Heathrow, from
five to seven years, although they remain some way short of the decade-long
commitment Dublin had sought. The guarantees also are dependent on airport
charges being limited to inflation.

Donohue added: “This proposed offer has been the subject of very detailed
discussions and negotiations with IAG since the board of Aer Lingus indicated on
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27 January that it was prepared to recommend the offer. The government has
secured important guarantees in respect of Ireland’s future connectivity,
particularly to London Heathrow, and on the maintenance of Aer Lingus’ iconic
brand and of its head office in Ireland.

“IAG has set out ambitious growth plans for the company and the government is
confident that supporting IAG’s offer for Aer Lingus is the best way of securing Aer
Lingus’ future in an increasingly-competitive global airline market and of
enhancing Ireland’s connectivity with the rest of the world and our potential for
growth and development into the future.”

Earlier on Tuesday, Aer Lingus chief executive officer Stephen Kavanagh wrote to
the minister with some assurances over protecting existing Irish jobs at the airline
in the event of the takeover. Kavanagh and the Aer Lingus board had backed IAG’s
plans once it took control of the carrier.

Kavanagh told the minister that “the airline’s preference is to continue to use Irish
crew bases - provided it continues to be as competitive and efficient as at present
- and to only restructure its business when required.”

Later on Tuesday evening, an IAG spokesman confirmed that the takeover was
going ahead.

A spokesman for Ryanair, which owns 29% of the shares - but has been told by
competition authorities that it must sell down its stake after its own takeover bids
were blocked - said the its position remained unchanged. “The board of Ryanair v
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were blocked - said the its position remained unchanged. “The board of Ryanair
has not received an offer and will consider any offer on its merits, if and when an
offer is made”

The sale of the Irish state’s 25% share in Aer Lingus has been opposed by the two
main opposition parties - Fianna Fail and Sinn Féin - along with a host of leftwing
deputies in the Dail.

Reports in the Irish media earlier on Tuesday suggested that IAG gave the Fine
Gael-Labour coalition commitments about routes, regional airports and jobs in its
takeover bid. The commitments also include the continued use of Cork and
Shannon airports for routes principally to the UK.

There were further claims that IAG had promised to introduce four new
transatlantic routes from Ireland creating a further 635 jobs by 2020. SIPTU, the
largest trade union at Aer Lingus, had, alongside the Labour party, sought these
concessions if it was going to accept the takeover deal.

The 24 landing slots Aer Lingus controls at Heathrow are among the most
lucrative for Willie Walsh, IAG chief executive, to capture in the takeover with the
Dublin-to-London route the busiest intercity air connection in Europe.

The Dublin route is highly profitable, with a projected 28 million passengers
expected to pass through Ireland’s premier airport by 2022.

The takeover would see Walsh again at the helm of the airline where he made his
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lucrative for Willie Walsh, IAG chief executive, to capture in the takeover with the
Dublin-to-London route the busiest intercity air connection in Europe.

The Dublin route is highly profitable, with a projected 28 million passengers
expected to pass through Ireland’s premier airport by 2022.

The takeover would see Walsh again at the helm of the airline where he made his
name as chief executive - and started his aviation career as a pilot. He has
championed consolidation in the European airline market, and created IAG with
the union of British Airways and Iberia in 2011 - with the latter finally turning a
profit on the back of a savage cost-cutting and redundancy regime this year.
Walsh has since added Vueling, a Spanish low-cost carrier, to the group.

More news  Topics  Airlineindustry  Airtransport  Travel & leisure  Ireland  Europe
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EU approval of IAG offer for Aer Lingus
due next week - sources

Reports of EU approval comes as Ryanair announced it plans to accept IAG offer for its

stake in Aer Lingus
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according to informed sources.

The airline is set to get European Union antitrust approval for the bid, after improving

concessions to ease competition worries, a person familiar with the matter said on

Friday.

The concessions include giving up some airport slots in London and special prorate
agreements with rivals,” the source said.
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UK regulator says
Ryanair must still
reduce Aer Lingus
stake

EU watchdog raises
concems over |AG/Aer
Lingus deal

European Union approval for the deal is the only remaining
hurdle to IAG’s plan to buy Aer Lingus and build a new
transatlantic hub at Dublin airport.

Earlier today Ryanair said it will accept IAG's offer for its stake in
Aer Lingus, paving the way for the British Airways-owner’s €1.3
billion takeover of the Irish carrier to go ahead.

According to a statement issued on Friday, the board of Ryanair
has voted unanimously to accept the IAG offer for its 29.8 per
cent shareholding in Aer Lingus .

“We believe the IAG offer for Aer Lingus is a reasonable one in
the current market and we plan to accept it, in the best interests
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Arthur Beesley Karlin Lillington

IAG’s bid for Aer Lingus had been conditional on agreement from Europe’s biggest
budget airline Ryanair, which holds a 30 per cent stake in Aer Lingus.

“Removing the uncertainty of Ryanair playing kingmaker should be taken positively for
IAG shares today. Also positive for Ryanair stock given likelihood over cash return to
shareholders of up to €400 million,” said Jefferies analyst Mark Irvine-Fortescue.

Arthur Beesley: Time is of the
Shares in IAG climbed 2.8 per cent to 529 pence in early trade, making the company, Brexit warning adds essence at Web
which also owns the Iberia and Vueling airlines, one of the top risers on Britain’s j.?;:ffmmyﬁ 4 Summit panels

bluechip index. Shares in Ryanair were 1.8 per cent higher. Aer Lingus’s were up 1.7 per
cent.

Opinion & Analysis »

Ryanair had fully written down the value of its Aer Lingus stake, built up during several
failed takeover attempts of its own dating back to 2006. That means the proceeds,
slightly more than Ryanair spent accumulating its stake, will boost its finances.

Cantillon: Election
‘weighs down
prospect of ATB
flotation

GO UNLIMITED

Minister for Transport Paschal Donohoe welcomed Ryanair’s decision. He said it
marked an important development for Aer Lingus that would help secure its future

Cantillon: Risks built
into compromise
‘housing plan

Meanwhile, Ryanair on Friday confirmed it will shift its Copenhagen staffing to
Lithuania next week in response to planned industrial action by Danish trade unions T Cantillon: Life after
over working conditions. = milk quotas turns
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Ryanair, which deployed one aircraft in Copenhagen in March to fly to cities such as
London and Cologne, has said previously that its pilots and cabin crew in Denmark

enjoy hlgh pa}’andjub sef.urity. ISEQ Overall 6,600.29 68.83 1.05%

06/11/2015 17:00

6,700

The airline has said it would continue to fly out of Copenhagen, but with the aircraft 6,650

and staff based in Lithuania. 6600
(=] 6,550
w
= Reuters 6,500
z 8:00am? 10 1112pm 1 2 3 4
=z 4 Yo
2 Fri, Jul 10,2015, 13110 = @R{6 & ISEQ 20 1,091.32 149 0.14%
o i ISEQ ESM 2,105.25 1226 0.59%
© Unavailable - - %

Never miss a money move. Subscribe.

Facebook

Economy Economy Rugby Ireland

m Q

18



Miriam Ettel An Economic Analysis of the Ryanair/Aer Lingus Merger Case ]

Nourry, A., Worrall, C. and Ghosh, C. (2013) Ryanair/Aer Lingus: yet more turbulence. PLC
Magazine, 26 September. [Online]. Available from: http://uk.practicallaw.com/9-542-
27457q=Ryanair/Aer+ Lingus:+yet+more+turbulence# [ Accessed: 07 November 2015].

PLC - Ryanait/Aer Lingus: .. 3 = = X
€« v uk.practicallaw.com/3-5: E3 @ Q -next-week-sources-1.2280218 * Yr B ¥ & O & =

™ Login EWE Telekomm... & Google §:] Google Scholar @) PONS - Das kostenlose... % Let me google that for... "% htps://pbwiZb.uni-pa...

LA e Business Crime & Investigations. a3

Login | Contact us |EE US j+f Canada @& Global

ATHOMSON REUTERS LEGAL SOLUTION UK practice areas ¥ Resources ¥ Countries v My Practical Law ¥

Search in I S for

Ryanair/Aer Lingus: yet more turbulence

Resource type: Article  Status: Published on 26-Sep-2013  Jurisdiction: United Kingdom E Show resource details

©On 28 August 2013, the Competition Commission published its final report on the acquisition by Ryanair Holdings plc of a i L

minority shareholding in Aer Lingus Group plc. The CC found that its competition concerns could be addressed by requiring a & Print

partial divestment of Ryanair's shareholding from 29.8% down to just 5%.
lated content

Alex Nourry, Chris Worrall and Chandralekha Ghosh, Ciifford Chance LLP

On 28 August 2013, the Competition Commission (CC) published its final report on the acquisition by Ryanair Holdings pic of

a minority shareholding in Aer Lingus Group pic. The CC found that its compedition concerns could be addressed by requiring Topics

a partial divestment of Ryanair's shareholding from 29 8% (the minority shareholding) down to just 5%. General Procedure and Enforcement:
The CC's findings are the latest in a long series of developments since the acquisiion of the minority shareholding took place Competion

in 2006, involving the European Commission (the Commission), the Office of Fair Trading (OFT) and the CC_ Merger Control

First EU investigation

In October 2006, Ryanair announced a takeover bid for the entire shareholding of Aer Lingus (the proposed takeover).
Following an in-depth merger investigation, the Commission prohibited the proposed takeover in June 2007 (2007

Keyword finder
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takeover (see News brief "Battle for the skies: Ryanair grounded").

In July 2010, the EU General Court rejected Ryanair's appeal against the 2007 prohibition and, separately, also rejected Aer
Lingus's appeal against the Commission's decision not to require divestment of the minority shareholding. on the basis that
the Commission did not have the ability to require a divestment of minority shareholdings that do not confer "decisive
influence” on the acquiring parties under the EU Merger Regulation (139/2004/EC) (EUMR) (see box "Decisive vs material
influence tests").

UK authorities' review

In October 2010, the OFT announced that it was opening a UK merger investigation into the acquisition of the minority
shareholding (www.practicallaw com/Q-504-0406). Ryanair appealed to the Competition Appeal Tribunal (CAT) challenging
whether the OFT was able to investigate on the basis that its investigation was out of time under the Enterprise Act 2002
(2002 Act). Ryanair argued that the OFT should have decided whether or not to investigate the acquisition within four months
of the Commission's decision.

In July 2011, the CAT held that the OFT was not out of time when it attempted to open the investigation, as the OFT was
unable to apply its national merger control legislation while appeals were ongoing in the EU courts

(www practicallaw com/5-507-8128). Ryanair was also unsuccessful before the Court of Appeal and, in June 2012, the
Supreme Court denied Ryanair permission to appeal the Court of Appeal judgment.

After Ryanair's appeals against the OFT's jurisdiction had been exhausted, the OFT completed its investigation and. on 15
June 2012, referred the acquisition to the CC for an in-depth investigation (www practicaliaw com/5-520-5032). The OFT was
of the view that the acquisition of the minority shareholding may give Ryanair the ability to materially influence Aer Lingus's
commercial policy.

Round two at the EU

Following the reference to the CC, Ryanair announced its renewed intention to acquire all of Aer Lingus. The renewed
acquisition was nofified to the Commission on 24 July 2012.

The CC's investigation was extended while Ryanair sought to challenge the CC's jurisdiction in view of the Commission's
investigation of the renewed acquisition. The CAT (in August 2012) and the Court of Appeal (in December 2012) both

[T]Top Keyword finder
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investigation of the renewed acquisition. The CAT (in August 2012) and the Court of Appeal (in December 201 2) botn
dismissed Ryanair's challenges and the Supreme Court refused it permission to appeal further in April 2013.

Following an in-depth investigation, the Commission prohibited the second proposed acquisition on 27 February 2013
(www practicallaw. com/0-525-3723). The CC then restarted its investigation.

CC findings

In its final report, the CC considered that Ryanair's minority shareholding of 29.8% had led or may be expected to lead to a
substantial lessening of competition between the two airlines on routes between Great Britain and Ireland.

The CC considered that, in light of the importance of scale to airlines, Aer Lingus's commercial policy and strategy were likely
to be affected by Ryanair's minority shareholding, in particular because it was likely to impede or prevent Aer Lingus from
being acquired by, or combining with, another airline.

The CC was also concemned that the minority shareholding might affect Aer Lingus in various other ways, including by giving
Ryanair the power to block special resolutions, to restrict Aer Lingus's ability fo issue shares and raise capital, and to limit Aer
Lingus's ability o manage effectively its portfolio of Heathrow slots.

The CC considered that the minority shareholding also increased the likelinood of Ryanair mounting further takeover bids for
Aer Lingus, which could disrupt Aer Lingus's ability to implement its commercial strategy.

According to the CC, Ryanair and Aer Lingus compete intensely for passengers travelling between Great Britain and Ireland,
and there was a tension between Ryanair's position as a competitor and its position as Aer Lingus's largest shareholder. So
Ryanair had an incentive to weaken its rival's effectiveness as a competitor.

The CC considered that the effective and proporfionate remedy that would address these concerns was to require a partial
divestment of the Ryanair minority shareholding from 29.8% fo 5%, facilitated by the appoiniment of a divestiure trustee.

Consistent with its previous approach in this case, Ryanair has announced that it intends to appeal the CC's findings.

Implications of the decision

The CC's findings, and the path that Ryanair has travelled to reach this stage, highlight the difference between the "material
influence" test used by the UK competition authorities under the 2002 Act and the "decisive influence” test used by the
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influence” test used by the UK compellllon authorities under the 2002 Act and the "decisive influence” test used by the £
Commission under the EUMR.

While it is relatively rare for minority interests fo give rise to material competition concerns, the UK material influence test may
be satisfied by a lower level of control than "decisive influence” and therefore allows the assessment of such interests by the
UK competition authorities.

The CC's decision also comes at a time when the Commission is consulting on options for the possible widening of its
jurisdiction under the EUMR to allow the review of certain non-controlling minority shareholdings

(www. practicallaw com/6-534-9346). This is based on the Commission's view that, in some specific instances, the acquisition of
a non-controlling stake can harm competition and consumers; for example, by reducing the acquirer's incentives to compete
because it shares in the target's profits.

Alex Nourry is a pariner, Chris Worrall Is a senior associale, and Chandralekha Ghosh is an associate, at Clifford Chance
LLP

Decisive vs material influence tests

Under the EU Merger Regulation (139/2004/EC) (EUMR). the European Commission has the power to review
transactions that lead to the acquisition of direct or indirect "control” over an undertaking. For control, it is sufficient that
one party acquires the possibility of exercising "decisive influence” over the other undertaking concerned (Articles 1 and
3, EUMR). This may arise by the ownership of all or the majority of the company's voting rights or assets, or of rights
that confer decisive influence on the strategic decision-making process of the company such as veto rights over the
budget or business plan.

In contrast, under the UK material influence test, the authorities focus on the acquirer's ability materially to influence
policy relevant to the behaviour of the target in the marketplace. This includes the management and strategic direction
of the business, and its ability to define and achieve its commercial objectives. Material influence can arise, for example,
through minority board representation or a voting interest as low as 10% to 15%.
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Third time lucky? Michael O'Leary,
Ryanair’s outspoken chief executive, is
hoping his third takeover bid in six years for
Aer Lingus, Ireland’s flag carrier, will be
successful.

But Ryanair has a mountain to climb with
European competition authorities, which
rejected its first takeover proposal in 2006.
Apart from Ryanair, no company has ever

tried to resurrect a transaction previously banned by the European Commission.
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Some analysts conclude Ryanair’s new offer of €1.3 per
Aer Lingus share, valuing the airline’s equity at
£604m, may be an attempt to flush out other bidders.
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But European carriers are struggling with the eurozone
crisis and Gulf airlines with sufficient financial
firepower to launch a rival takeover offer would almost
certainly be unable to do so because of foreign
ownership restrictions.

Aer Lingus’s board said on Wednesday that it believed
Ryanair’s offer undervalued the carrier and questioned
whether the proposed transaction could be completed,
partly because of the Commission’s rejection of the
2006 bid. The board advised shareholders to take no
action in response to the offer.

Mr O’'Leary’s takeover quest has proved expensive.
Since 2006, Ryanair has spent €407.2m amassing a
20.8 per cent stake in Aer Lingus but the
shareholding’s value was written down to €79.7m in
2009 as the economic downturn took its toll on results.

Mr O’Leary argues the industry landscape has changed
dramatically since Europe’s largest low-cost carrier by
revenue launched its first takeover bid for Aer Lingus.

He highlights industry consolidation that is leaving
Europe with five big airline groups — Air France-KLM,
EasylJet, International Airlines Group, Lufthansa and
Ryanair.

Moreover, Ryanair’s new takeover proposal, by
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creating a bigger Irish airline group with significant
investment and employment plans, could go down well
. - with some people in recession-battered Ireland.
FirstFT is our new essential

daily email briefing of the best
stories from across the web Air Lingus has some obvious attractions to Ryanair.
Christoph Mueller has made progress with the carrier’s
turnround since he became chief executive in 2009,
when it was loss-making. Last year Aer Lingus reported pre-tax profit of €84.4m and

at March 31 had a net cash position of €445.0m.

But while Aer Lingus is profitable, it looks subscale in the context of industry
consolidation. By combining with Ryanair, Aer Lingus would secure its long-term
future, with the budget airline able to apply its cost-cutting expertise across the
enlarged group.

Mr O’Leary says Ryanair and Aer Lingus would operate as two separate brands. Aer
Lingus would focus on short-haul routes to large European airports that Ryanair
does not fly to, such as London’s Heathrow.

There are risks for Ryanair. Some of Aer Lingus’s cash may be needed to fix large
deficits in two pension schemes that the carrier’s current and former employees are
members of.

Of more immediate concern will be the attitude of the Irish government and the
competition authorities.

Ryanair’s new bid might have some appeal in Dublin, given it was priced at a 38.3
per cent premium to Aer Lingus’s undisturbed share price on June 19.
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The government has a 25 per cent stake in Aer Lingus, which it is planning to sell
under the terms of the Irish bailout agreed with the European Union and the
International Monetary Fund.

But Enda Kenny, the Irish prime minister, on Wednesday expressed concerns about
the anti-trust issues raised by Ryanair’s bid, although he stressed the government
did not have a veto.

Ryanair has notoriously poor relations with the Commission, which mainly assesses
airline mergers on a route by route basis to see if competition will be diminished.

Andrew Lobbenberg, analyst at HSBC, highlights how Ryanair and Aer Lingus
together operate 79 per cent of flight departures from Dublin airport.

Gerald Khoo, analyst at Espirito Santo, says Ryanair’s offer may have reduced the
risk that it is forced to make a distressed sale of its stake in Aer Lingus; the UK
Competition Commission could delay its new investigation into the shareholding
following the bid.

He adds that even if the bid fails, Ryanair may well get a better exit from Aer Lingus
if it flushes out an alternative bidder.

But apart from Ryanair, it is difficult to see who would pursue a takeover of Aer
Lingus. Air France-KLM, TAG and Lufthansa are seen as unlikely suitors.

Etihad, the fast-growing Abu Dhabi-based carrier that announced last month it had
bought a 3 per cent stake in Aer Lingus, has held talks about buying the Irish
government’s shareholding. But foreign ownership rules are likely to prevent Etihad
from having a controlling stake in Aer Lingus
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following the bid. "~

He adds that even if the bid fails, Ryanair may well get a better exit from Aer Lingus
if it flushes out an alternative bidder.

But apart from Ryanair, it is difficult to see who would pursue a takeover of Aer
Lingus. Air France-KLM, TAG and Lufthansa are seen as unlikely suitors.

Etihad, the fast-growing Abu Dhabi-based carrier that announced last month it had
bought a 3 per cent stake in Aer Lingus, has held talks about buying the Irish
government’s shareholding. But foreign ownership rules are likely to prevent Etihad
from having a controlling stake in Aer Lingus.

So a potentially unstable shareholder structure could emerge at Aer Lingus, led by
Ryanair and Etihad, and with Mr O’Leary unable to realise his takeover ambition.
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The proposed €1.36 billion takeover of Aer Lingus by IAG, the parent company of

British Airways and Iberia, has cleared its last major obstacle after the European US jobs surge triggers growing expectation of

Commission conditionally approved the deal yesterday evening,. interest rate hike
13 hours
TAG has committed to offering for sale five pairs of landing slots at London Gatwick,
specifically for flights to Dublin and Belfast, to get the deal over the line. IAG has also News - direct to your inbox
promised the commission it will enter into agreements with IAG’s long-haul rivals to Which Daily Digest would you like?
maintain route link-ups with Aer Lingus’s network.
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Under the terms of the approval, the merged IAG-Aer Lingus will have to offer for sale i
the five Gatwick slot pairs, although it is understood these will not necessarily be Columnists »
existing Aer Lingus slots. Iberia and British Airways, both owned by IAG, also own

Gatwick slots. The commission has stipulated that whoever buys the slots will have to
commit to use them for flights to Dublin and Belfast.

Arthur Beesley
u

Aer Lingus and TAG confirmed to the stock market last night that at least two of the slot
pairs must be used for flights to Dublin, while one must be used for Belfast. Aer Lingus
shareholders are to vote tomorrow to approve measures designed to facilitate a
commitment to the Government that connectivity will be maintained between Dublin
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Mehr als 98 Prozent von Aer
Lingus gehen an IAG

2. September 2015,15:22 Uhr / Quelle: afp

London (AFP) Der Luftfahrtkonzern International Airlines Group (IAG)

hat die Ubernahme der irischen Fluggesellschaft Aer Lingus nahezu

abgeschlossen. Die Aktionire von Aer Lingus verkauften bis Ende der
Angebotsfrist am Dienstag 98,05 Prozent ihrer Anteile, wie IAG am
Mittwoch in London mitteilte. Die restlichen Minderheitsaktionire will
IAG zwangsweise ausschlieffen und so 100 Prozent erreichen.
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