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We have recently attended a CanTech conference for industry participants in the canmaking industry. In the following report, we review the most important aspects of the deal,
reflecting the information we obtained from the participants at the conference, building on
the information that we stated in our previous reports (dated 10 & 19 Feb, see Appendix).
Deal rationale: We note that the cos. believe that the combined entity will be able to
achieve net annual cost synergies of approximately $300 million (from 3 rd year). Synergies
are to be achieved from lower G&A expenses, optimized global sourcing, etc.
 We understood from most participants that such number might be overstated. We have
an impression that the synergy potential does not reflect the full rationale of the deal.
 By our conversation with suppliers, some of them see a driver for the transaction in
BLL’s interest in REX’s expertise in 2-piece aluminum beverage can-making. We were told
that REX has done in past years significant progress in 2-piece beverage canmanufacturing, while BLL has advanced mostly in the field of steel cans.
o
In light of our new finding, one might argue that BLL’s commitment to the deal is
stronger. We base our view also on a strong signal that divestiture cap is high
(~40% of REX’s revenue in 2014).
Contract losses: It is important to understand that most of the customers (fillers) operate a
“model of 50/50” contracts, meaning that they source 50% of the cans from one supplier
and 50% from another supplier.
 There are some examples of exclusive contracts (such as Rexam/Red Bull in Europe),
however, as per our understanding, most of the fillers prefer a 50/50 model, so that they can
foster competition among their can suppliers.
o
We note that in most regions, the number of can-makers is limited; therefore there
is a significant chance that a number of customers have 50/50 contracts with
REX/BLL.
 Given their sourcing model, there is a significant risk that customers might
post-merger replace one of the contracts in favour of a third party.
By divesting assets, the company also divests their production capacity.
 We were told that it takes up to 12 months to install a new production line.
 We understand that most of production lines work close to their maximum capacity, and
there is no room to significantly expand capacity of the lines above their current volumes.
o
If we look at the “divestiture clause” from a different perspective, we can interpret
it that BLL is willing to lose ~40% of current REX’s contracts.
 We believe that contract losses above such threshold represent a significant
risk that could result in BLL walking away from the transaction.
Divestitures and potential buyers: We are positive on feasibility of divestitures so that
such divestitures would not reach MAE threshold. In our previous report we stated that
the biggest risk to effecting divestitures we identify to be finding buyers for the plants. We
see three options in regards to the potential buyers:
 Private equity: BLL spins out all of the assets that are to be divested to a PE company.
o
We consider it inconceivable that only a part of the assets would be operated by
PE group in a profitable way (scale is crucial for profitability of factories).
o
It is likely that a PE co. would significantly cut costs, which would put less
pressure on BLL in regards to R&D. We believe that BLL will be pushing for this.
o
We understand that there is skepticism in terms of feasibility of such scenario
from the point of view of regulators. We believe that fillers are likely to be a
complaining party.
 Crown acquires assets that are to be divested. Effectively, such scenario would create
duopoly in the U.S., and Europe. We believe that fillers would be pushing against such sale.
 A smaller beverage can-maker or a can-maker not present in beverage space: We
see a strong rationale for such player to be interested in acquiring the assets.
o
Most likely, BLL will have to divest assets at depressed prices. As we discussed,
given procurement model of fillers, there is a significant chance that some of the
existing contracts with REX/BLL will be replaced in favour of the third party.
Risk/reward: REX currently trades at ~7% discount to the offer terms. Given the long
timeline and risks to the deal we believe that the spread is tight. We identify possible
negative customer feedback (through contract replacements) to be one of the main risks
to the deal. Similarly, we see risk in possible clashes in interests of the involved parties in
relation to asset sales. We do not see any strong catalyst in short term, however, we
believe that the spread might widen on customer or regulatory adverse announcement.

Please read the important disclosures and disclaimers at the end of this report
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Recently, we have attended a CanTech conference for industry participants in the can-making industry. Participants of the
conference included can suppliers, can makers, and fillers.

Primarily, we wanted to get a better understanding of the industry, and to seek the view of market participants on ongoing consolidation in the market, particularly in case of Rexam/Ball.
o
In the following report, we review the most important aspects of the transaction, reflecting the information we have
obtained from conference participants.

We note that in this report we build on the information that we have stated in our previous reports (date 10
February and 19 February, see Appendix).
Geographic and product market definition
In our previous reports, we stated that we believe that the relevant product market will be defined as “beverage cans”.

We have stated that we believe that beverage cans form a separate market from other types of beverage packaging,
such as glass and plastic bottles.
o
Based on the conversations, we confirmed such definition of the relevant product market.
o
We further learnt the vast majority of the beverage cans are two-piece cans. Only in Japan, or some Asian
countries, cos. produce 3-piece beverage cans.

Technically, one piece is a “body” part of the can, and the second is a can-end.

We were told that all can-makers produce both parts; therefore they do not outsource production of one
part, such as can-ends. There are factories specifically producing cans “body” parts, and can-ends.
Further, we have previously stated that we believe that the geographic market will be defined as regional.

Given different factors, such as customer’s location relative to beverage can plants, transportation costs, etc., we still
believe that the relevant geographic market will be defined as regional.
o
However, from a point of view of the customers (fillers) we note that there might be tendency towards global
procurement contracts.
Deal rationale
We note that the cos. believe that the combined entity will be able to achieve net annual cost synergies of approximately $300
rd
million (in the 3 financial year).

Synergies are to be achieved from G&A expenses (44%); reduced costs due to optimizing global sourcing (32%), lower
freight, logistics and warehousing costs (22%), and others (2%).
o
We understand from more participants that such synergy value might be overstated. We have an impression that
the synergy potential does not reflect the full rationale of the deal.

By our conversation with suppliers, some of them see a driver for the transaction in BLL’s interest in REX’s expertise in 2piece aluminium beverage can-making. We were told that REX has done in past years significant progress in 2-piece
beverage can-manufacturing, while BLL has advanced mostly in the field of steel cans.
o
In light of our new finding, one might argue that BLL’s commitment to the deal is stronger. We base our view also
on a strong signal that divestiture cap is high (~40% of REX’s revenue in 2014).
Contract losses
It is important to understand that most of the customers (fillers) have a “model of 50/50 contracts”, meaning that they source
50% of the cans from one supplier and 50% from another supplier.
o
We note that there is no single pattern; some contracts are being made on local, regional, or even global level. As
we have already mentioned, there might be tendency towards global procurement contracts.
o
There are some examples of exclusive contracts (we understand that Rexam has an exclusive contract with Red
Bull in Europe), however, as per our understanding, most of the fillers prefer a 50/50 model, so that they can
foster competition among their can suppliers.

We note that in most of the regions, the number of can-makers is limited, and therefore there is a
significant chance that a number of customers have 50/50 contracts with Rexam/Ball.

Given their sourcing model, there is a significant risk that customers might post-merger replace one of
the contracts in favor of a third party.

By divesting assets, the company also divests its production capacity.
o
We were told that it takes up to 12 months to install a new production line, if you already have space for such line.
o
We understand that most of the lines currently run close to their maximum production level.

We were told that a manufacturing line is at profitable levels if it produces 900 million to 1 billion cans a
year. We understand that such profitability threshold is valid if the co. already has a greater scale (meaning
optimized global sourcing, greater purchasing volume, etc.).

Normally, a line produces 2,000 cans per minute.

Based on such assumptions (we note that we obtained such information based on conversation with
conference participants), we evaluate that the line would have to run 20.5 hours a days (365 days a
year) in order to be profitable.
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o

o

Given our limited technical knowledge in the field, we cannot judge if the number is correct,
however, we understand that most of the production lines work close to their maximum
capacity, and there is no room to significantly expand capacity of the lines above their current
volumes.
o
Further, based on such information, we do not see a profitable model which would consist only
of a small number or a small network of factories.
As per the merger agreement, the co. is willing to divest assets, which in aggregate generated revenue up to
$1.58 billion (in FY14). We note that, as per our computations, such threshold represents ~40% of total REX’s
revenue (in 2014).

As per our arguments above, by divesting assets in such value, companies are also significantly
constraining their production capacity.

If we look at the “divestiture clause” from a different perspective, we can interpret it that BLL is willing to
lose ~40% of current REX’s contracts.

We believe that contract losses above such threshold represent a significant risk that could result in
BLL walking away from the transaction.

Divestitures and potential buyers
In our previous report, we have stated that we consider unlikely that required divestitures would be of sufficient size to
trigger MAE. We are positive on feasibility of divestitures so that such divestitures would not reach MAE threshold.

As per the conversations, we understand that it is expected that more divestitures will be required in the U.S., compared
to Europe.

In our previous report we have stated that the biggest risk to effecting divestitures we identify to be finding buyers for the
plants.
o
In order to clarify, we note that there are two different types of facilities: facilities that produce can “body” parts,
and facilities that produce can-ends.

We believe that cos. will be required to divest such factories proportionally, meaning that divested assets
combined would be able to produce an end-product, consisting of a “body” part, and can-end.

As per our knowledge, the ratio of factories producing “body” parts to factories producing can-ends is
between 4:1 and 5:1.

We see different options in regards to the potential buyers:
o
Private equity: One option is that BLL spins out all of the assets that are to be divested to a PE company.

We previously argued that the scale is very important, and we consider it inconceivable that only a part of
the assets would be operated by PE group in a profitable way.

We believe that this option would be preferred by BLL, and we believe that the co. will be pushing for it. It is
likely that a PE company would significantly cut costs, which would probably put less pressure on BLL in
regards to R&D.
o
However, we note that BLL would probably prefer to divest former BLL plants and to retain
REX plants (as we understand that BLL’s incentive is to acquire REX’s technical knowledge).

We note that we understand that the co. would have to operate the plants without any pause given that can
supply cannot be substituted by other plants.
o
We have previously argued that most of the can plants currently operate close to their
maximum production and there is no room to significantly expand capacity of the lines above
their current volumes.

As per the conversations with the suppliers to the can-manufacturing industry, they are rather skeptical in
terms of the feasibility of such a scenario from the point of view of the regulator.
o
We believe that fillers are likely to be a complaining party.

Crown acquires assets that are to be divested. Effectively, such scenario would create a duopoly in the
U.S., and Europe.
o
We note that MCC Packaging is present in the U.S., but as we understand, they act as an
exclusive supplier to AB InBev.
o
We note that as per the latest information Can-Pack has ~13% market share in Europe.

Similarly, as it was the case in scenario 1, we believe that fillers will be pushing against such a
transaction.

A smaller beverage can-maker or a can-maker not present in beverage space: We see a strong
rationale for such player to be interested in acquiring assets that are to be divested.

Most likely, the seller will have to divest assets at a significant discount.
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As we have discussed, given the procurement model of fillers, there is a significant chance that some
of the existing contracts with REX/BLL will be divested in favor of the third party, benefitting Crown
and/or the company buying such divested assets.
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Appendix – 19 February report

Transaction Details
Announcement Date

19 February 2015

Offer terms

1 [REX LN] = GBp407 + 0.04568 [BLL]

■ Based on BLLs closing share price on 17 February 2015, the Offer represents
an indicative value of GBp628 per REX share.

■ BLL will provide a Mix and Match Facility, which will allow REX Ordinary
Shareholders to elect, subject to offsetting elections, to vary the proportions in
which they receive New BLL Shares and cash.
o However, the total number of New BLL Shares to be issued and the
maximum amount of cash to be paid under the Offer will not be varied as a
result of elections under the Mix and Match Facility.

o Accordingly, elections made by REX Ordinary Shareholders under the Mix
and Match Facility will be satisfied only to the extent that other REX
Ordinary Shareholders make off-setting elections. To the extent that
elections cannot be satisfied in full, they will be scaled down on a pro rata
basis.

■ In the event that a REX Ordinary Shareholder does not make an election under
the Mix and Match Facility it will receive 407 pence in cash and 0.04568 of a
New BLL Share for each REX Ordinary Share it holds .
% owned by current BLL shareholders in
the combined entity
Deal Size

~81%

Offer structure

■ Scheme of Arrangement
o Once the Pre-Conditions have been satisfied or waived, as applicable, the

~ £4.4bn market value

Offer will be effected by a court-sanctioned Scheme of Arrangement
between BLL and REX.

o As per our understanding, BLL may switch to a takeover offer structure with
the consent of the Panel only having received the prior written consent of
Rexam or if the REX Directors withdraw, modify or qualify their
recommendation of the Offer.
Target’s Board Recommendation

Yes

■ All REX Directors who hold REX Ordinary Shares have irrevocably undertaken

Target Incorporation

to vote in in favour of the resolutions relating to the Offer in respect of their
entire aggregate holdings of 876,458 REX Ordinary Shares, representing
approximately 0.12 per cent of the ordinary share capital of REX.
United Kingdom

Offer announcement

Click here for the Offer announcement

Synergies

■ The combination is also expected to yield significant synergy benefits through
increased efficiency of supply, optimised operations, benefits of scale and
eliminated duplication.
o The cos. believe that the Combined Group, comprising both Ball and
Rexam in their entirety, will be able to achieve net annual cost synergies
of approximately US$300 million in the 3rd financial year of operations
of the Combined Group.

o Synergies are to be achieved from lower G&A expenses (44% of total
synergies), reduced costs due to optimizing global sourcing via
standardization and greater purchasing volume (32%), lower freight,
logistics and warehousing costs (22%), and others (2%).
Capital Structure

■ REX equity
■ REX debt

There are 704,816,154 shares outstanding (February 19, 2014)

Source: REX & IGR

Pro forma leverage will be approximately 4.5 times net debt to EBITDA following this
transaction (excluding the impact of synergies). Ball has a target of reducing its
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leverage to levels in the range of 3.0 times net debt to EBITDA in 2018, at which point
it intends to re-initiate its share repurchase program.
Deal rationale

■ REX Board believes that the proposed combination with BLL is compelling and will offer its stakeholders a stronger and more
sustainable long-term future. The combined business will have a significantly enhanced global footprint. The combination is also
expected to yield significant synergy benefits through increased efficiency of supply, optimised operations, benefits of scale
and eliminated duplication.

■ As per the BLL’s statement, The Combined Group would achieve higher standard and specialty unit volumes creating production
efficiencies and diverse distribution capabilities in the highly-competitive packaging sector, and would be able to take
advantage of greater efficiency and a broader and balanced production facility footprint in mo st regions, which would
enable it to reduce critical manufacturing and supply chain costs across its combined operations.
o As a result of its increased size, the Combined Group would be able to benefit from lower costs as a result of improved asset
utilisation and more efficient sourcing from its metals and other direct and indirect material suppliers, as demonstrated by the
significant cost savings achieved after similar combinations in 1998 (Reynolds), 2002 (Schmalbach -Lubeca) and 2009
(ABInBev plants).
Indicated Closing Date
The Offer is expected to close in the first half of 2016.
Dividends

■ REC Ordinary Shareholders will be entitled to the 2014 Final Dividend of 11.9 pence announced by Rexam on 19
February, subject to shareholder approval, and to any other dividends declared or paid by Rexam in respect of any completed
six-month period ended 30 June or 31 December between the date of this announcement and the date of the day before the
Effective Date consistent with Rexam's past practice, provided that such dividends do not exceed the corresponding interim or
final dividend paid or declared in respect of 2014.

■ During the Offer Period, Ball and the members of the Ball Group will not authorize or pay any dividends, save for those paid: (i) in
the ordinary course and consistent with its past practice over the last 18 months and, where applicable, its published dividend
policy, and (ii) with reference to a record date after the Effective Date such that, if the Scheme is completed, the New Ball Shares
rank for participation rateably and equally with all other Ball Shares then in issue.
o We note that historically BLL pays a quarterly dividend of amount $0.13 per BLL share.
Financing

■ The cash consideration payable under the terms of the Offer (together with part of the costs and expenses payable in connection
with the Offer) will be funded from the proceeds of a £3,300,000,000 bridge term loan facility.
Timetable

■
■
■
■
■
■
■
■
■
■
■
■

Date of Confidentiality Agreement

January 19, 2015

Date of the Offer announcement

February 19, 2015

Filing under HSR (IGR est.)

By March 18, 2015

FTC second request (IGR est.)

Mid-April 2015

Filing with EU DG Comp (IGR est.)

By end-May 2015

EU Phase 1 expires (IGR est.)

By early July 2015

EU extended Phase 1 (IGR est.)

By end-July 2015

EU Phase 2 expires (IGR est.)

By end-October 2015

FTC filings made (IGR est.)

Mid-October 2015

FTC approval granted (IGR est.)

Mid-November 2015

EU extended Phase 2 (IGR est.)

By mid-December 2015

Scheme document despatched (IGR
est.)

By mid-January 2016

■ Shareholders meeting (IGR est.)
■ Additional regulatory approvals (IGR

By mid-February 2016
By mid-March 2016

est.)

■ Outside Date
■ Long Stop Date

July 22, 2015
August 19, 2015

We note that there are different approaches that can be followed in relation to the EU antitrust scrutiny: The co. might take longer
time (approximately 5 months) to file with EU authorities, targeting to agree to divestitures in Phase 1.

■ As per the complexity of the transaction in relation to the antitrust scrutiny (such as definition of the relevant product market,
etc.), we believe that cos. will proceed with Phase 2 review approach.
Pre-conditions to the Offer
The making of the Offer by the posting of the Scheme Document will take place following the satisfaction of, or (to the extent
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permitted by the Panel), waiver of, the Pre-Condition. BLL shall be entitled to waive the following Pre-Condition in whole or in part:

■ European Commission and HSR

■ The European Commission having issued a decision allowing the Offer to

clearance

proceed under Article 6(1)(b), Article 6(2), Article 8(1) or Article 8(2) of the
Regulation (or being deemed to have done so under Article 10(6) of the
Regulation); and

■ If any aspect of the Offer is referred to a competent authority of an E.U. or
EFTA state or more than one such competent authority under Article 9 of the
Regulation, confirmation having been received from each such competent
authority that the Offer may proceed; and

■ All necessary notifications and filings having been made and all applicable
waiting periods (including any extensions thereof) under the HSR Act and the
rules and regulations made thereunder having expired or been terminated in
each case in respect of the Offer and the acquisition or the proposed
acquisition of any shares or other securities in, or control of, Rexam by any
member of the Ball Group;
Key conditions to the Merger

■ Shareholder approvals

Yes, REX

■ The resolution must be approved by a majority in number representing not less
■ Issuance of new BLL Shares

than three-quarters of the voting rights of the holders of the Scheme Shares
present and voting, either in person or by proxy, at the Court Meeting.
Yes.

■ Regulatory approvals

BLL has committed to hold a meeting of its shareholders to approve the Offer
within six months of the date of this announcement.
Yes

■ The issuance of New BLL Shares requires the consent of BLL Shareholders.

■ In the event that the Pre-Condition set out in previous part (pre-conditions to
the Offer) is waived:
o The European Commission having issued a decision allowing the Offer
to proceed under Article 6(1)(b), Article 6(2), Article 8(1) or Article 8(2) of
the Regulation (or being deemed to have done so under Article 10(6) of the
Regulation); and

o If any aspect of the Offer is referred to a competent authority of an E.U. or
EFTA state or more than one such competent authority under Article 9 of
the Regulation, confirmation having been received from each such
competent authority that the Offer may proceed;

■ In the event that the Pre-Condition set out in previous part (pre-conditions to
the Offer) is waived:
o All necessary notifications and filings having been made and all
applicable waiting periods (including any extensions thereof) under the
HSR Act and the rules and regulations made thereunder having expired
or been terminated in each case in respect of the Offer and the acquisition

■ Brazil's Council for Economic Defence ("CADE") having approved the
consummation of the Offer unconditionally or, if approved with conditions, on
such conditions as are reasonably satisfactory to Ball

■ General anti-trust and regulatory
o All clearance decisions having been received or waiting periods (including
any extensions thereof) having expired or been terminated under any antitrust laws in jurisdictions where Ball and Rexam agree that an anti-trust
filing should be made in each case in respect of the Offer and the
acquisition or the proposed acquisition of any shares or other securities in,
or control of, Rexam by any member of the Ball Group;

■
■
■
■

NYSE listing
No Company MAC
No litigation
No material adverse information

■
■
■
■

Yes.
Yes.
Yes.
Yes.

Antitrust related clauses
Jurisdictions
Divestiture obligation

■ U.S. (HSR), EU, Brazil
■ Yes.
o BLL share take or cause to be taken all steps necessary in order to satisfy
the Pre-Conditions and obtain the other Clearances as promptly as
practicable, including by making divestments, unless doing so would, in
relation to the merger control proceedings in the E.U. and the United States
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(but not elsewhere in the world), give rise to an Anti-trust Material Adverse
Effect.
Anti-trust Material Adverse Effect

■ Anti-trust Material Adverse Effect is defined as divestitures (excluding
enhancements or reconfigurations) of cans production facilities or, with
respect to ends, production assets, which in aggregate generated revenue in
excess of US$1,580,000,000 during the twelve months ended 31 December
2014.

Break fees
Reverse break fee

As per the Co-operation Agreement:

■ Yes.
■ BLL will pay or procure the payment to REX of an amount in cash in pounds as
follows:

o £302 million (7% of deal value at GBp610 per REX share) in the event that on
or prior to the Long Stop Date
(i)
the Pre-Condition or any Regulatory Condition shall not have been
satisfied or waived by BLL or Bidco,
(ii)
BLL or Bidco invoke and are permitted by the Panel to invoke the
Pre-Condition or any Regulatory Condition, or
(iii)
the BLL Board has withdrawn, modified or qualified its
recommendation in favour of the Offer citing as a reason any
divestitures requested by a competent authority in order for the PreCondition or any Regulatory Condition to be satisfied;

o £129 million (3% of deal value at GBp610 per REX share) in the event that on
or prior to the date falling 180 days after the date hereof either
i)
he BLL Board has withdrawn, modified or qualified its
recommendation in favour of the resolutions to approve the issuance
of New BLL Shares at the Ball Shareholders' meeting (citing a reason
other than the reason referred to in (a)(iii) above) and such issuance
has not been approved, or
ii)
the Ball Shareholders' meeting referred to in (i) has not occurred;

o £43 million (1% of deal value at GBp610 per REX share) in the event that on
or prior to the date falling 180 days after the date hereof both
i)
the Ball Board has not withdrawn, modified or qualified its
recommendation in favour of the resolutions to approve the issuance
of New Ball Shares at the Ball Shareholders' meeting and (ii) the Ball
Shareholders have not approved the issuance of New Ball Shares;
Governing Law

■ The Scheme will be governed by English law and will be subject to the exclusive jurisdiction of the English courts.
Key REX Shareholders

■
■
■
■
■
■
■
■
■
■

%

Lazard Ltd

10.44%

Franklin Resources

6.40%

Blackrock

5.58%

Legal & General Group

3.08%

Capital Research Global Investor

2.92%

Vanguard Group

2.77%

Marathon Asset Management

2.54%

Norges Bank

2.52%

Cuaseway Capital Management

2.47%

Others

61.3%

Key BLL Shareholders

■
■
■
■
■
■
■
■
■
■

%

Vanguard Group

9.24%

Blackrock

5.79%

State Street Corp

4.50%

JPMorgan Chase & Co

3.86%

T Rowe Price Associates

3.78%

Janus Capital Management

3.70%

Wellington Management

2.84%

Bank of New York Mellon Corp

2.53%

Alliance Bernstein

2.36%

Others

61.4%

Antitrust analysis
Based on the offer document, BLL is committed to making divestitures, unless doin g so would, in relation to the merger
proceedings in the E.U. and the United States (but not elsewhere in the world), give rise to an Anti -trust Material Adverse
Effect.

Anti-trust Material Adverse Effect is defined as divestitures of cans production faci lities, which in aggregate
generated revenue in excess of US$1,580,000,000 during the twelve months ended 31 December 2014.

As per our reading, we understand that the MAE threshold refers to divestitures in the U.S. and EU. However, we
note that on the conference call in regards to the transaction it was said that the MAE threshold refers to overall level
of divestitures.
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In our further analysis, we analyze how the number of divestitures (as estimated in our report dated 10 February, see
Appendix) compares to MAE threshold of $1,580 million.

We compare the MAE threshold to the amount of potential divestitures in the U.S. and Europe (assuming that MAE
threshold refers to the divestitures only in the U.S. and EU).
o
Apart from the U.S. and Europe, we believe that certain divestitures are possible in Brazil. As per the size of
the market, we believe that divestitures in Brazil will not be higher than $200 million.

Combined BLL and REX have 16 plants in Brazil, while, as per our analysis, we believe that the
regulator might require divestitures of up to 3 can factories (~19%).

Historically, REX’s Brazilian revenue represents ~15% of total revenue (~$700 million). In Brazil, BLL
has 5 factories, while REX has 11. Assuming similar levels of revenues across facto ries, we estimate
BLL’s revenues from Brazil to equal ~$300 million.
o
If the MAE threshold applies to overall level of divestitures, as per our computations, we believe that it
translates to divestiture threshold in the U.S. and EU of $1,380 million.

In our further analysis, we compare such adjusted MAE threshold to the amount of potential divestitures
in the U.S. and Europe.
As per the available data, BLL’s overall revenue in FY14 was US$8,570 million.

Revenue of metal beverage packaging unit in Americas & Asia represented $4,246.8 million.
o
As per the available information, there are 12 beverage can factories in the U.S., while the total number of can
factories in the Americas region is 18 (BLL has 5 operations in Brazil and 1 in Ontario, Canada). In addition,
we could locate 2 can factories in China.

Therefore, number of U.S. can operations represents 60% of BLL’s total number of operations in the
Americas & APAC.

There is no available revenue data on factory level. Assuming that revenues are simila r across factories,
we estimate revenue from U.S. operations to be in range $2,200 million - $2,700 million.

Revenue of metal beverage packaging unit in Europe represented $1,896.3 million.
o
Therefore, we estimate revenues from BLL’s U.S. and European operations to be in range $4,100 million $4,600 million.
As per the available data, REX’s overall revenue in FY14 was US$3,832 million.

REX has 16 can plants in the U.S. (including 2 end plants) and 18 plants in Europe (including 4 can end plants).

In addition, the company 13 plants in the South America, and other plants in Russia (4), Mexico (2), Turkey, Egypt,
and India.
o
As per our computations, U.S. and European operations represent ~60% of total number of operations.
o
Assuming that revenues are similar across factories, we estimate revenue from U.S. and European operations
to be in range $2,050 million – $2,550 million.
Therefore, as per our computations, we estimate BLL’s and REX’s combined revenue for FY14 from U.S. and European
operations to be in range $6,150 million - $7,150 million.

Divestiture threshold of $1,580 million represents ~22% - 25% of our revenue estimate of the combined entity from
the U.S. and European operations.
o
Adjusted divestiture threshold of $1,380 million represents ~19% - 22% of our revenue estimate of the
combined entity from the U.S. and Europe.

In our report dated 10 February, we estimated the number of required divestitures in the U.S. and Europe to be in
range 7 – 13 factories. Combined number of BLL’s and REX’s can factories in the U.S. and Europe is 57. (see
antitrust analysis from 10 February in Appendix)
o
Such number of required divestitures would represent 12% - 22% of total number of U.S. and European
operation of the combined entity.
As per our antitrust analysis, we note that the upper end of the range of potential divestitures should be perceived as the
worst case scenario that can arise as a result of the antitrust scrutiny.

Consequently, we consider such scenario (and number of divestitures in the upper en d of our range) very unlikely.
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Antitrust review – 10 February 2015 report
We analyse precedent cases in the industry of can makers. We identify a precedent case of American National Can /
Rexam.
As per the European Commission’s review:
Product market
The merging parties are both involved in the manufacturing of beverage cans.

Although parties have claimed that beverage cans and other types of beverage packaging (glass and plastic bottles) may
be competing materials, the investigation has not supported this view.
o
This is in particular because bottlers and fillers would not shift their demand to plastic (PET) or glass in case of a
small but significant non transitory increase in the price of beverage cans.
o
According to bottlers/fillers, such a shift would not be motivated by a change in the relative price of the various
packaging solutions, but would have to consider other non-price factors, in particular marketing and product
image, varying consumer preferences, etc.
o
Beverage cans form a separate product market from other beverage packaging solutions.

Two-piece beverage cans produced in the EEA are of different sizes. The main distinction is made between slim cans
and standard cans.
o
The sizes are 15, 25, 27.5, 33, 44, 45, and 50 cl (15cl and 25 cl cans are almost all slim cans).

EC considers that, because of demand and supply-side considerations, all these cans, with the exception of
slim cans, form a single product market.

On the demand size (bottlers/fillers), filling lines can easily be changed to accommodate different-sized cans
provided these are of standard-body diameter – that is, not slim cans.

Moreover, the investigation did not reveal any instance whereby the final consumer would have a
strong preference for any particular size of cans that could impact the switching possibilities of bottlers
and fillers.

On the supply side (can manufacturers), most can manufacturing lines, designed as “swing lines”, facilitate
such switching at a reasonable timing and at a reasonable cost.

The question, whether aluminum and steel beverage cans are substitutable products varies form one geographic market
to another.
o
In the Nordic counties and in Greece, only aluminum cans are made available. In these countries, as well as to a
great extent in the UK, aluminum and steel cans do not compete with each other.
o
In the remaining geographic areas, demand and supply-side considerations suggest that aluminum and steel cans
form a single product market.

This is supported by high price correlation; almost identical end-users’ and consumers’ perceptions; a cost
difference of producing aluminum and steel cans is inferior to 2%.
o
There exists a limited number of situations where steel and aluminum may not be good substitutes for one
another. For instance, for some decorations and printing aluminum can may offer advantages over steel.
However, these situations appear to be limited in volume and appear to occur randomly.

In this sense, they do not appear to procure a basis for price discrimination by can manufacturers.
Geographic market
The Commission has found the geographic market to be regional.

Thus, different factors such as customers’ location relative to beverage cans plants, transport costs, national legislation,
and the demand-side structure, do influence the geographic scope of competition.
o
In the merger case of American National Can/Rexam, the market investigation has identified the following relevant
geographic markets for beverage cans: i) Greece; ii) The Nordic countries; iii) the UK; iv) Southern Europe
(including Spain/Portugal/Italy/Southern France); v) Northern Europe (including Germany/Austria/Northern
France/Benelux).

Among these countries, the Nordic countries and Greece are “all aluminum” countries.

The location of the customers relative to the plants limits the number of plants which can economically supply day given
customers.
o
Just-in-time deliveries and the security of supply may be compromised if a supplier is located far away.
o
Close customer liaison may be needed because of possible quick and late modifications in shape, size and
decoration of beverage cans.

The above geographic market definition is also supported by transport costs considerations. Because empty beverage
cans have only a small value, take up a great deal of space and therefore cannot economically support transport costs over a
long distance.
o
Thus, the average transport cost is 5% of the total beverage can price for a distance up to 500 km, and about 10%
or more for a distance up to or above 1,000 km.
We note that Commission’s decision that the European packaging industry does not constitute one market but is divided is
divided in several markets is also supported by precedent cases: PLM/Rexam, Viag/Continental Can, and others.
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As per PLX/Rexam merger review, the transport costs are a significant cost item (3% to 10%) for food packaging
products. For bulk products, such as yoghurt or vending cups, the economical transportation distance is max. 1,000 km within
Western Europe.
Bargaining power
The EC market investigation in American National Can/Rexam case showed that many of the big customers, for the reason
of security of supply, have developed a strategy of dual-sourcing (sophisticated customer).

However, [50%-60%] of REX’s main customers had as single source of supply (non-sophisticated customer).
o
This means that the merged firm can price-discriminate between the sophisticated customers and the nonsophisticated ones.
o
Discrimination can be easily achieved with the non-sophisticated customers as they cannot exercise arbitrage.
o
By using an appropriate pricing schedule, the merged firm will be able to extract a large part of its profits from the
non-sophisticated customers while letting a substantial rent to the sophisticated ones.
The product
The product is generally identified as a homogeneous product whereas this industry is not characterised by any high level
of technical change. As a result, competition takes place at the level of price.

The market is relatively transparent. Contracts are signed as a result of bidding process.

As the majority of customers proceed by way of tenders and as the contracts are usually signed for a period of one year,
there may be several tens of tenders throughout a year.
Barriers to entry
The industry is characterised by high barriers to entry with scale economies afforded by numerous production plants
favouring the major players.

Freight costs are substantial and in large regions a key driver of competitive advantage is an optimized network of plants
in close proximity to customer filling locations.
Following the approach in precedent cases we provide analysis on the operations of Ball/REX.
European operations
As per the information on the cos.’s websites, we located beverage can manufacturing plants in Europe (Ball – blue; Rexam
– green).

For every location, we depict a circle with a semi-diameter of approximately 500 km. A circle represents an area that a
manufacturing plant is able to economically supply.
o
Location of the customers relative to the plants making the supplies limits the number of plants which can
economically supply day given customers.

Just-in-time deliveries and the security of supply may be compromised if a supplier is located far away from
its customer.

Secondly, close customer liaison may be needed in order to be able to make quick or late modifications in
shape, size and decoration of beverage cans.
o
We note that such boundaries are not rigid.
o
We note that the average transport cost is 5% of the total beverage can price for a distance up to 500 km, and
about 10% or more for a distance up to or above 1,000 km.

Further (not shown in the picture), there are REX’s operations in Numminen, Vsevolozhsk, Naro-Fominsk, Moscow, and
Argayash.

In Europe, REX has 18 can plants and 4 plants that manufacture can ends.
o
Both companies have a beverage packaging plant in Oss, Netherlands.
o
In Luton, REX has European Had Office, not a manufacturing plant.

As per the available information, Ball has 13 beverage packing plants in Europe.
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REX/Ball European operations

Source: IGR

As per the precedent transactions, European packaging industry was divided into several markets. In case of American
National Can / Rexam merger, the market investigation identified the following geographic markets for beverage cans: i)
Greece; ii) the Nordic countries; iii) the UK; iv) Southern Europe; and v) Northern Europe.

Greece and Nordic countries were identified as separate markets as only aluminium cans are available in these
countries.
We note that in our further review of can plants, we consider only Ball, REX, and Crown operations. We note that these
companies make more than 80% of the market in Europe, North America, and South America.

Other competitors include Can-Pack UK, and MCC Packaging.
Can market

Source: Rexam presentation
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Greece
We do not identify any Ball/REX plants that are located in Greece. We identify the closest plants to be located in Belgrade,
Serbia (Ball), and Manisa, Turkey (REX).

We note that there are Crown’s plants in Custines and Korinthos, Greece.
Nordic countries
In Nordic countries, we identify plants in Numminen, Malmo, and Frederica. These plans are all currently operated by REX.

We do not expect any divestiture requirements in this region.
UK Market
UK market

Source: IGR

As per the available information, in addition to can plants, the cos. have can end plants: Rexam in Waterford, Crown in
Carlisle, and Ball in Deeside.

Given the number of the plants of can makers in the UK, in case of Ball/REX merger, we believe that the antitrust
regulator would require the cos. to divest one of their aluminum plants. Consequently, Ball/REX would control 3 beverage can
plants out of total 6 in the UK.
o
In the worst case scenario, we believe that the antitrust regulator would ask the cos. to divest two of their plants in
the UK.
Southern Europe
As per the precedent transactions, Southern Europe was defined as: Spain, Portugal, Italy, and Southern France.

As per the available data, we identify plants of Ball/REX in: Madrid, Tarragona, San Marino, Nogara (all REX), and La
Ciotat (Ball).
o
We identify Crown’s beverage packaging plants in Agoncillo (Spain), Alcohete (Portugal), and Sevilla (Spain).
o
Given the number of operations of Ball/REX and Crown and the distance of the plants, we believe that there won’t
be any divestiture requirements in Southern European region.

In the worst case scenario, we believe that the regulator would ask the cos. to divest one of their plants in the
Southern European region.
Northern Europe
As per the precedent transactions, Northern European region included: Germany, Austria, Northern France, and Benelux).

By including also Switzerland and Czech Republic, we identify in the “enlarged Northern European” region 6 plants of
REX (Bauer, Berlin, Enzesfeld, Dysina, and Oss), and 7 plants of Ball (Oss, Braunschweig, Haslach, Hassloch, Hermsdorf,
Weissenthurm, and Bierne).
o
We identify Crown’s beverage packaging plants in Custines, France.

As per the relative number of Ball/REX’s plants and Crowns operation in the Northern Europe region, we believe that
significant antitrust issues can arise in this region.
o
As per the relative number of the operations of Ball/REX and Crown, we believe that Ball/REX might be required
to divest 4 to 6 of their operations in the region.
We note that there are further Ball/REX’s plants in Radomska (Poland), Belgrade (Serbia), and Manisa (Turkey). For the
purpose of our analysis, we did not include them into any of above described regions.

We believe that all of the locations are too distant from any of five regions in order to be included into such region.
o
Similarly, there is a Crown plant in Kosice (Slovakia).
As per our analysis, overall, we believe that the cos. would have to divest 5 – 9 plants in Europe.

We note that 4 out of 22 of REX’s operation in Europe manufacture can ends. We believe that such operations do not
compete with plants that produce cans.

However, we could not locate 3 of those can end plants (one is located in Waterford, Ireland). If the can end plants are
located in the Northern European region, we believe that the overlap of can plants in that region is lower, and therefore also
divestiture requirements might be lower than 4 – 6 operations.
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U.S. operations
We note that REX entered the U.S. can market in 2000, when acquiring American National Can company. We note that the
merger of REX/American National Can did not require a scrutiny by FTC. At the time, REX was not implemented in the U.S.
As we have done in Europe, we identify cos.’ operations in the U.S. (Ball – blue; Rexam – green).

We note that REX has currently 14 can plants and 2 end plants in the U.S.

Ball has 12 beverage can plants in the U.S.
REX/Ball U.S. operations

Source: IGR

Following the approach of the EC to the definition of the geographic market, we b elieve that also the U.S. antitrust regulator
will evaluate the relevant geographic market to be regional.

Following the arguments of the EC, different factors such as customers’ location relative to beverage can plants,
transport costs do influence the geographic scope of competition.

We have not found any U.S. precedent merger review in can market, therefore we will not attempt to divide the U.S. into
regions, but we will look into overlapping areas of the two cos.
o
Both companies have a plant in Fairfield, California. We haven’t identified any Crown operation in CA, therefore
we believe that FTC will require the cos. to divest one of their plants in Fairfield, CA.
o
In Texas, Ball has operation in Forth Worth and Conroe, and REX has a plant in Longview. Simultaneously, we
have identified Crown operation in Ft.Bend, TX and Conroe, TX.

In the neighboring states, REX has operations in Olive Branch, MS and Crown has operations in Batesville,
MS.

As per the review of the cos.’ plants in TX and neighboring states, we believe that the regulator might require
at most a divestiture of 1 plant in TX.
o
In the area of South Carolina, North Carolina, Virginia, REX has two operations (Winston – Salem, and
Bishopville), while Ball has 3 beverage packaging operations (Williamsburg, Bristol, and Reidsville).

Crown has operations in Winchester, Virginia, and Cheraw, South Carolina.

We believe that divestitures of 1 to 2 plants might be required in this area.
o
In the area of Illinois, Indiana, and Ohio, Ball has operations in Monticello and Findley, REX has operations in Elk
Grove, Fremont, Whitehouse, Chicago, and Valparaiso. In the neighboring states, Ball has operation in Fort
Atkinson, Wisconsin and the closest operation of REX is in Saint Paul, Minnesota.

Crown has operations in Kankakee, IL.

We believe that divestitures of 1 to 2 plants might be required in this area. In the worst case scenario, 3
plants would be required to be divested.
o
Both Ball and REX have plants also in other parts of the U.S., however, such operations are not overlapping,
therefore we do not anticipate any antitrust issues in such areas.
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As per our analysis, overall, we believe that the cos. would have to divest 3 – 7 plants in the U.S.

Similarly, as we have discussed in the case of Europe, there are 2 REX end plants in the U.S. If such plants are located
in the area of North Carolina/South Carolina/Virginia or Illinois/India/Ohio, we believe that the actual overlap of can plants
might be lower and also the required number of divestitures might be lower.
South America
Ball/REX Brazilian operations

Source: IGR

In South America, REX has 13 plants (9 can and 2 can end plants in Brazil, and one can plants in each Argentina and Chile).
Ball has 5 operations in Brazil.
Following the merger review in Europe, we believe that the relevant geographic market will be defined as regional.

Based on our analysis of the plants of the two companies, the cos. overlap in the operation around the cities of Rio de
Janeiro and Sao Paolo.
o
In Brazil, we have identified Crown’s plants in Cabreuva (Sao Paolo), Estancia, Manaus, Ponta Grossa, and
Teresina.

We believe that the regulator might require a divestiture of 1 to 2 plants in Brazil, in the area of major cities of
Rio de Janeiro and Sao Paolo.

In the worst case scenario, we believe that 3 plants might be required to be divested.

Out of 11 plants, 2 are end plants. As per the previous argument, if the end plants are located in the
overlapping areas, we believe that actual divestitures might be lower.
REX further has operations in Chile, Argentina, Mexico, Guatemala, India, U.A.E, and Egypt.

As per the number of plants in these locations (mostly 1), we do not except any antitrust issues in these counties.
In total, based on our analysis, in order to make the merger viable from the antitrust point of view, we believe that the cos.
would have to divest 9 -19 of their plants.

Currently, REX has 57 plants (including 8 can end plants). Ball has 33 beverage can manufacturing plants. We note that
in addition, Ball has 12 food & household packaging plants.
o
As per precedent transactions, we did not include food & household packaging plants into the relevant product
market.

We believe that divestitures of such number of plants would not lower the incentives of the cos. to proceed with the
merger.
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o

From the point of view of the merging parties (and can makers in general), we believe that it is not the number of
operations that matters, but rather their location and area coverage of such operations.
o
We have located most of the plants that would be likely required to be divested in the areas where the operations
of the two companies overlap. If the cos. are required to divest plants in regions where they have significant
overlap (e.g. Northern Europe, UK, Illinois/Indiana/Ohio, Sao Paolo/Rio de Janeiro, etc.), we believe that it will not
have significant impact in regards to the area (coverage) that they are able to economically supply.

Post-divestitures, the cos. might have to increase the capacity of the remaining plants by introducing new
lines (if they are not constrained by the agreed remedies with regulators to do so) to meet the requirements
of the customers, but we would not see it as an impediment to proceed with the merger from the point of
view of the merging parties.

Based on precedent cases, we consider remedies impacting the remaining plants unlikely.

As per the market structure, companies are constrained to increase the price of their products by the distance of the can
factory of a competitor.
o
In other words, a can maker can increase the price only by the amount that would not be higher than additional
transportation costs from a customer (e.g. filling factory) to the competitor’s closest can making factory. If a can
maker increases its price by more than transportation costs of such closest factory, we would expect the customer
to change the can supplier.

At this point, it is important to emphasize, that the product that we are considering, beverage cans, is a
homogenous product. Therefore, the industry is not characterized by any high level of technological change
and competition takes place only at the level of price.
o
We analyze the impact of the merger in two different pre-merger situations: i) a customer can choose from more
suppliers (there are more can makers that can economically supply given customer); ii) there is only 1 can maker
that can supply given customer.
i)
In our analysis, we have identified certain area (e.g. Northern Europe, UK, Sao Paolo/Rio de Janeiro,
Illinois/Indian/Ohio) where there is a significant overlap in the operation of Ball, REX, and also Crown. By
merging Ball and REX and effecting divestitures as we have outlined them, the layout of the can making factories
would stay the same.

As density of the can making factories in these areas is relatively high, distance of a customer to the closest
competing can-making factory would not significantly change as a result of the merger. As per the locations
of can-making plants, we believe that a customer would not be post-merger limited to a choice of only 1
supplier company, but would retain his ability to choose from more than 1 can-making company.

At the end, the ability to switch between suppliers is essential and it limits the can maker to increase the
price by maximum of transportation costs to the closest competing factory.
ii)
As per our review of cos.’ plants, pre-merger there are more places that can be economically supplied only by 1
supplier. Post-merger, available options for customers to choose suppliers in such areas would not change;
therefore we do not see a negative impact of the merger on the prices in these areas.

It might be the case that one customer has filling factories in more places across different continents. In such
case, the ability of a supplier to increase the price in such “lower-density” areas might be constrained by the
ability of a customer to switch between suppliers in other “higher-density” areas.

We note that we have identified the product as a homogenous product, and therefore any increase in price
(without any technological change) can be easily tracked.
o
We highlight that if the divestitures are structured the way that the merger does not limit the ability of a customer
(e.g. a filling factory) to choose from more supplier companies pre-merger to only 1 single choice post-merger, we
believe that the ability of a supplier to increase price is very limited. More precisely, we believe that a can maker
would be able to increase the price only by the amount that would not be higher than transportation costs from the
competitor’s closes factory.

Based on precedent cases, it was estimated that the average transport cost is 5% of the total beverage can
price for a distance up to 500 km, and about 10% or more for a distance up to or above 1,000 km.
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