CPC DECISION No. 362/2009
TRANSITION FORM JOINT TO SOLE CONTROL
The Commission for Protection of Competition (CPC) has instituted legal proceedings in relation to a notification by Vienna Insurance Group (VIG), Austria of its intention to implement a concentration by acquiring sole control over TBI Bulgaria AD (TBI Bulgaria) and respectively indirect control over the group of companies controlled by TBI Bulgaria. As of the present moment VIG and Kardan Financial Services B. V. exercise joint control over TBI Bulgaria. 
1. Undertakings involved in the concentration (affected undertakings), in the case of acquiring sole control the affected undertakings are the person acquiring control and the undertaking which the concentration is aimed at
. In this case the affected undertakings are VIG and TBI Bulgaria. 

1.1. Undertaking acquiring control - VIG is a public joint-stock company based in Austria with the following scope of activity: insurance and reinsurance activities in the territory of the country and abroad. 
1.2. Undertaking over which control will be acquired – TBI Bulgaria is a Bulgarian joint-stock holding company. 
2. Undertakings and persons exerting direct or indirect control over the undertakings involved in the concentration

2.1. Persons exerting control over the undertaking acquiring control 

WIENER STÄDTISCHE Versicherung, Austira is a majority shareholder, owning approximately 70% of the capital of VIG.

2.2. Persons exerting control over the acquired undertaking 
TBI Bulgaria is owned by TBIH Financial Services Group Н.В. (owning 51 % of the capital) and VIG (49 %)

2.2. 1. TBIH Financial Services Group N. V., Holland (TBIH) is a Dutch company.

VIG – 60 % and Kardan Financial Services B. V. – 40 %
 exercise joint control over TBIH. 
2.2.1.2. Kardan Financial Services (KFS) is a Dutch company, the majority shareholder (89,50 %) of the company is Kardan B. V., Holland. 
2.2.2. VIG 

3. Undertakings over which the participants in the concentration exert control 
3.1. VIG is a leading insurance group which, through its subsidiary companies or branches, carries out activities in the countries of Central and Eastern Europe – Austria, Albania, Bulgaria, Belarus, Bulgaria, Croatia, Czhech Republic, Estonia, Georgia, Germany, Hungary, Italy, Latvia, Lichtenstein, Lithuania, Macedonia, Poland, Romania, Russia, Serbia, Slovakia, Slovenia, Turkey and Ukraine. 
In Bulgaria VIG exercises direct control over ZK Bulgarian Properties AD (owning 99,8% of its capital) and ZZK Bulgarian Properties AD (99,9%) and indirect control (via ZK Bulgarian properties AD) on Bulgarian Properties Assistance EOOD.

3.2. Persons controlled by the undertakings over which is acquired control – TBI Bulgaria:
3.2.1. TBI EAD – holding company
3.2.2.TBI Info EOOD –consultations on specific software products related to the activities of the companies within the group
3.2.3. Tikshuv Contract Centre Bulgaria AD provides call centre services. 

3.2.4. BIP GROUP EAD - holding
3.2.5. Pension insurance company DOVERIS AD 
3.2.6. ZAD Bulstrad AD – general insurance and reinsurance in the country and abroad
3.2.7. ZAD Bulstrad Life AD 
3.2.8. Bulstrad Services and Consulting EOOD maintains the archive of ZAD Bulsrad AD 

3.2.9.  ZOD Bulstrad Zdrave AD 
3.2.10.Bulstrad Labour Medicine EOOD 
3.2.11. Dispensary for out-of-hospital medical help – Medical Centre Bulstrad Zdrave OOD
4. Character, legal form and objective of the concentration
The concentration is implemented in the form of a reorganization of the group of companies which up to that moment have been controlled jointly by VIG and KFC in terms of exercising direct control on TBIH. The aim of the reorganization is to establish sole control on the part of VIG on the insurance business of TBIH subsidiary companies in Bulgaria. 
In accordance with the Contract of 22 December 2008 the joint control of the parties shall be terminated with regard to the participation of TBIH in the capital of Bulgarian insurance companies. 

After the finalization of the transaction TBIH shall lose its right of control over TBI Bulgaria and the undertakings controlled by it. VIG shall exercise direct control over TBI Bulgaria EAD, TBI EAD, TBI Info EOOD, Contact Centre AD, BIP Group EAD, ZAD Bulstrad AD, Bulstrad Life AD, ZOD Bulstrad Zdrave and the persons controlled by them. 
5. Relevant market 
5.1. Product and geographic markets: market of property (general) insurance; market of life insurance; market of reinsurance; market of consultancy services; market of contact/ call centre services; market of voluntary health insurance services; market of services provided by labour medicine offices; market of services of out-of-hospital specialized medical help in the territory of the country. 
5.2 Markets on which the concentration will exert influence 
On the markets of property insurance and life insurance there is an overlap between the activities of the companies in which VIG exerts sole control- ZK Bulgarian Properties AD and ZZK Bulgarian Properties AD as well as of the companies on which VIG and KFS exert joint control –ZAD Bulstrad AD and ZAD Bulstrad Life AD. 
The undertakings in the concentration do not take part in vertically related markets (even though such effects cannot be totally excluded) 

No serious changes shall occur in the other markets since no horizontal, vertical or conglomerate relations between undertakings have been observed on the relevant markets. The positions of the undertakings on the relevant markets shall remain unchanged and the concentration shall not lead to creation or strengthening of dominant position or to impeding effective competition. 
Insurance activities have to do with signing insurance policies on the strength of which the insurer is obliged to take certain risk against the payment of a premium and in the occurrence of the insured event to pay to the insured party or to a third person an insurance indemnity or a sum of money. 
The Insurance Code does not allow a person to buy general (property) insurance and life insurance by one and the same insurer and forbids insurers/ re-insurers to carry out other economic activities. In this way, the fact that specialized general insurance companies and life insurance companies exist separately can be justified, some of which can be registered to provide reinsurance activities.

The presence of these administrative conditions for implementing insurance activities presupposes the existence of three product markets: of general insurance, of life insurance and of reinsurance. 
Form the point of view of demand, the product markets can be additionally segmented depending on the risks covered such as illness, accident, types of vehicles, fire and natural calamites, etc. as far as general insurance is concerned and life, life annuity, marriage and child insurance, permanent life insurance, etc. as far as life insurance is concerned. 
At the same time, from the point of view of supply, the conditions for signing policies and respectively for administrating insurance activities and maintaining reserves under the different types of risks covered by the companies, are similar for each insurance company, and shall not be further segmented thus forming additional and autonomous product markets. 
In this sense, the CPC has stable practices in ruling on concentrations on the insurance market in the country.  

5.3.1 Market of property (general) insurance 
In 2008 a total of 20 insurance companies operate in the territory of the country. 
Product market: In property insurance the subject of the insurance contract shall be any right of the insured person that is valued at a certain price. 
Geographic market 
After 2007 a uniform passport for insurers was introduced. In accordance with the principle, “freedom for provision of services within the EU”, insurers may carry out activities in the territory of a Member State or another country within the European Economic Area (EEA). The same applies to participants whose head offices are located in a Member State or in a country within the EEA and who are potential participants in the markets in those country. 
This fact, under specific circumstances, may provide certain grounds for expanding the geographic scope of the market outside the national borders. In this specific case, however, to the extent to which the activities of Bulstrad and Bulgarian Properties are carried out in the territory of Republic of Bulgaria, on the basis of the licenses for property (general) insurance that they have been granted, the geographic marked has to be defined as a national market. 
Barriers to entering the market – legal, administrative and financial restrictions (legal and organizational form, a license provided by the Financial Supervision Commission, obligatory notification of the FSC for transfer of shares and investing financial reserves exceeding certain limits, minimum amount of the registered capital, declaring the origin of funds deposited in the capital of the company, observing the rules related to capital adequacy, etc.).

Market shares of participants in the market of general (property) insurance
ZAD Bulstrad AD - 14,51%
ZK Bulgarian Properties AD -3,41% 

Total market share of ZAD Bulstrad and ZK Bulgarian Properties on the market of general insurance for equaled to 18,01%. A slight decrease can be observed in 2008 when the total market share equaled to 17,92%. 

Indicators and coefficients for market concentration 

HHI for 2007. (945) and 2008 (924) – normal competitive market with low level of concentration (HHI below 1000).

After the concentration the level of HHI is 1023. The increase in the values of HHI (the so called delta) is 99 – this means that no negative changes will take place after the implementation of the concentration leading to negative consequences for the competition on the market. 
On the basis of the market shares for 2008- CR 3 (38) and CR 4 (48) – normal level of competition on the market. 
5.3.2 Market of life insurance 
· ZAD Bulstrad Life AD
· ZZK Bulgarian Properties AD 
At present a total of 17 life insurance companies operate on the Bulgarian market. 
Product market: life insurance policies (Life and Accident insurance, etc.) are signed against events related to the life, health or physical integrity of a person as a life insurance policy can be covered in case of death or in case of living to a certain age, it can be of mixed coverage. 
Geographic market – life insurance companies carry out activities only in the territory of Republic of Bulgaria.
Barriers to entering the market – the same as the barriers to entering the market of general insurance. 
Market shares of the participants in the market of life insurance
ZAD Bulstrad Life AD -8,75%
ZZK Bulgarian Properties AD -1,49%
Total market share for 2008 – up to 10,24%. 

Indicators and coefficients for market concentration 
HHI 2007 - 1497 and HHI 2008 -1300. The market of life insurance can be defined as a comparatively competitive market with an average level of concentration (HHI=1000-2000). After the concentration, on the basis of the market shares for 2008, HHI amounts to 1326, and the delta (the increase) is only 26. In view of these values, a conclusion similar to the conclusion drawn for the market of general insurance can be drawn that the concentration will not have a negative impact on the market. 
The values of the indicator CR (CR 3 = 52 and CR 4 = 63 on the basis of the data for 2008) characterize the market of life insurance as a relatively competitive market, exhibiting an average level of concentration. 

7. Conclusions
The notified concentration does not have a community dimension and falls within the jurisdiction of Bulgaria. 

In accordance with the LPC a concentration shall be deemed to arise where one or several persons, already controlling an undertaking, acquire by purchase of securities, shares or assets, by contract or by any other means, direct or indirect control over other undertakings or over parts thereof.

The intention of VIG, through purchasing shares (100%), to acquire sole control over TBI Bulgaria and the companies controlled by it, shall be considered a concentration. VIG exerts control over other undertakings both in Bulgaria and in a number of other countries from Central and Eastern Europe. In view of the activities performed by the participants in the concentration, it shall be defined as horizontal, with conglomerate effects. 
The CPC shall authorize a concentration between undertakings in the cases in which it does not lead to creation or strengthening of dominant position that would significantly impede effective competition on the relevant market. 
Horizontal concentrations are concentrations that might lead to damaging competition since they are implemented between undertakings carrying out activities on one and the same relevant market. The elimination of an existing or a potential competitor is one of the most dangerous consequences of the implementation of such concentrations which explains the serious attention that has been given to their analysis and more specifically to establishing whether or not such operations might lead to creation or strengthening of dominant position. 
The LPC does not set a size of a market share that might be considered indicative of dominant position. In accordance with the Methodology for conducting and investigation and determining the market position of undertakings on the relevant market share of 70 % for a reasonably long period of time shall be considered a sufficient proof for the existence of dominant position. When the market share of the relevant is in the range 20% - 70%, there is a chance for a given undertaking to enjoy dominant position. In accordance with the practice of the EC, the concentrations whose market share of participants does not exceed 25% of the common market or on a considerable part of it are not in the position to impede competition and are compatible with the common market. Therefore if the market share after the concentration exceeds 20-25 %, dominant position might be observed. 
As it was already established, the concentration will lead to a change (strengthening) in the positions of the participants in the relevant markets of general insurance and life insurance. 
Market of general insurance – before the implementation of the concentration Bulstrad holds the first position with a shares of 14,51%, and Bulgarian Properties ranks 11th with a share of 3,41%. Therefore, after the implementation of the concentration, VIG would occupy a leading position with a share of 17,9%, followed by DZI General Insurance (13,2%) and ZAD Allianz Bulgaria (10,8%). In the course of the investigation DZI General Insurance presented an opinion statement on the transaction, and Allianz supported its implementation with the argument that it might not lead to the creation or strengthening of dominant position on the relevant market. 
The CPC holds that the planned concentration will not lead to the creation or strengthening of dominant position as well as to considerable obstacles to effective competition taking into account the level of HHI after the concentration (1023). In case of horizontal concentrations at HHI levels below 1000 the concentration may not exert a negative influence on the effective competition on the market. As a result, the practice in Europe shows that no in-depth analysis shall be conducted in relation to such markets. The same conclusion can be drawn at HHI levels between 1000 and 2000 and delta — under 250, and in this case the level is below 99.

In the market of life insurance the shares of Bulstrad life (8,7% for 2008) and ZZK Bulgarian Properties (1,5%) are considerably lower and far behind the shares of the leaders – Allianz Bulgaria Life (23,6%), DZI (15,1%) and Uniqa Life (13,5%). The cumulated market share after the concentration would bring VIG out to the fifth position. The HHI values (1303 after the concentration) characterize the market as comparatively competitive, with an average level of concentration, and the value of increase (∆26) shows that no significant changes will take place in the structure of the market after the concentration and that this operation will not have a negative influence on effective competition. 
On the basis of the analysis the CPC has unconditionally authorized the concentration. 
*
� Т.134 of the Consolidated jurisdiction notification of the CPC in accordance with Council Regulation (EC) No. 139/2004 on the control over concentrations between undertakings (2008/C 95/01)


� See CPC Decision № 62/2006
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