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SUMMARY

1. On 31 August2021, CHC Group LLC (CHC) purchased the entire issued
share capital of Offshore Helicopter Services UK Limited' (Babcock Offshore
UK), Offshore Services Australasia Pty Ltd2 (Babcock Offshore Australia)
and Offshore Helicopter Services Denmark A/S3 (Babcock Offshore
Denmark), (together, the Fisher Business) from Babcock International
Group plc (Babcock) (the Merger). CHC and the Fisher Business are
referred to as the Parties and, for statements referring to the future, as the
Merged Entity.

2. The Competition and Markets Authority (CMA) believes that it is or may be
the case that each of CHC and the FisherBusiness is an enterprise; that
these enterprises have ceased to be distinctas a result of the Merger; and

" Company number04278474; previously named Babcock Mission Critical Services Offshore Limited and
renamed on 16 September2021.

2 Australian company number 141024606; previously named Babcock Offshore Services Australasia Pty and
renamed on 22 September2021.

3 CVR number41526211; previously named Babcock Denmark A/S and renamed on 1 September2021.
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that the turnovertest is met. The four-month period for a decision has notyet
expired. The CMA therefore believes that it is or may be the case that a
relevant merger situation has been created.

The Parties overlap in the supply of helicopter services to transport crews to
and from offshore oil and gas (O&G) platforms (O&G Offshore
Transportation Services) in the UK.

As part of its counterfactual assessment, the CMA investigated whetherthe
Fisher Business would have exited the market absentthe Merger. Whilst
Babcock has given serious consideration to closing the Fisher Business since
2017, the available evidence indicates that exit was only one of several
differentoptions being considered by Babcock at the time when CHC
approached it about a possible acquisition of the Fisher Business. As such,
the CMA has not seen compelling evidence thatthe Fisher Business would
have exited the market absent the Merger.

As part of its counterfactual assessment, the CMA also considered whether
the Fisher Businessis a diminished competitive force because of a ‘manage
for value’ strategy that was implemented following a strategic review of the
business by Babcock. However, the CMA found thatthe evidence on whether
the manage for value strategy had a significantimpact on competition
between the Parties in the UK is mixed: while the Fisher Business soughtto
focus on contribution to cost rather than operating profit and limiting additional
investment, the CMA has also seen evidence from a variety of sources
indicating thatthe Fisher Business is continuing to compete in the market and
is still an important constrainton CHC and other competitors. As such, given
the counterfactual focuses only on significantchanges (notrelated to the
Merger) affecting competition between the merging firms, the CMA assessed
the Merger againstthe pre-Merger conditions of competition and has taken
accountof the impact of the manage for value strategy in its competitive
assessment.

The Parties overlap in the supply of O&G Offshore Transportation Services in
the UK. The CMA found thatsuppliers capable of providing Search and
Rescue (SAR) services should notform part of the frame of reference for the
competitive assessment based on a lack of supply-side and demand-side
substitutability. The CMA considered that the product scope should notbe
segmented by helicopter type, as the majority of customers told the CMA they
could use more than one helicopter type for their requirements and all
suppliersin the UK operate a range of helicoptertypes. The CMA also found
that all current UK suppliers are able to bid and win contracts across the UK
with their respective helicopter offerings. The CMA therefore assessed the



impact of the Merger in the supply of O&G Offshore Transportation Services
in the UK.

In order to assess the likelihood of the Merger resulting in horizontal unilateral
effects, the CMA considered evidence relating to the current market structure,
tender data, the impact of Babcock’s manage for value strategy, the
competitive constraint provided by other UK suppliers and the prospect of
potential entry. The CMA found the Merger raises significant competition
concerns as a result of horizontal unilateral effects in the UK supply of O&G
Offshore Transportation Services, in particular for the following reasons:

(@) The supply of UK O&G Offshore Transportation Services is relatively
undifferentiated and concentrated, with only four suppliers (the Parties,
Bristow and NHV) (the incumbents). The Parties’ combined share of
supply post-Merger is high, indicating thatthe Parties are likely to pose an
important competitive constrainton one another.

(b) Tender data shows significant competitive interaction between all four
incumbents, including the Parties. Babcock Offshore UKand CHC
frequently bid against each other; CHC has lost a number of contracts to
Babcock Offshore UK; and where Babcock Offshore UK wins, CHC often
comes second. The tender data, the Parties’ internal documents and
evidence from third parties show that the Parties pose an important
competitive constrainton one another, and the majority of customers have
expressed concerns in relation to the Merger.

(c) The evidence available to the CMA indicates that Babcock Offshore UK is
continuing to bid for contracts, despite adopting a ‘manage for value’
strategy.! Although the evidence suggests that Babcock Offshore UK is
cautious aboutinvestments and selective about what contracts it bids for,
the otherincumbents also do not bid for all contracts. The CMA considers
that Babcock Offshore UK’s internal strategic documents refer to
increasing market share and growing the UK business, suggesting that it
is an active competitor. The majority of third parties have notidentified
Babcock Offshore UK as a weak competitor because of its current
strategy, norhave they generally identified a change in Babcock Offshore
UK’s strength as a competitor.

(d) Whilstboth Bristow and NHV provide a constrainton the Parties, thisis
not sufficientto prevent a realistic prospect of a substantial lessening of
competition given the level of concentration in the market. There are only
foursuppliers bidding for contracts and not every supplier bids for every
opportunity. On average, there are only three bidders per tender as a
result of all suppliers bidding somewhat selectively.



(e) The evidence gatheredto date indicates thatthe threat of entry does not
act as a material competitive constrainton the currentincumbent UK
suppliers of O&G Offshore Transportation Services.

8. The CMA believes barriers to entry are high in the supply of O&G Offshore
Transportation Services. The CMA has not seen evidence of entry that would
be timely, likely and sufficientin response to the Merger. As such,the CMA
believes that entry or expansion would notbe sufficientto prevent a realistic
prospect of a substantial lessening of competition (SLC)as a result of the
Merger.

9. The CMA therefore believes that the Merger gives rise to a realistic prospect
of a SLC as a result of horizontal unilateral effects in the supply of O&G
Offshore Transportation Services in the UK.

10. The CMA is therefore considering whetherto accept undertakings under
section 73 of the Enterprise Act 2002 (the Act). CHC has until 25 November
2021 to offeran undertaking to the CMA that might be accepted by the CMA.
If no such undertaking is offered, then the CMA will refer the Merger pursuant
to sections 22(1) and 34ZA(2) of the Act.

ASSESSMENT

Parties

11.  CHC s alimited liability company incorporated in the Cayman Islands,
headquartered in Texas (USA), and operates helicopter services in various
countries, including O&G Offshore Transportation Services in the UK. CHC
has a number of shareholders, referred to as ‘common unitholders’. CHC’s
worldwide turnoverin 2020 was approximately £608 million, of which
approximately £118 million was generated the UK.5

12. The FisherBusiness was owned by Babcock prior to completion of the
Merger. The Fisher Business operates O&G Offshore Transportation Services
internationally, with Babcock Offshore UK acting as its UK arm. Babcock is
listed on the London Stock Exchange, and its principal activities relate to the
supply of critical and complex engineering services in the defence, emergency
services and civil nuclear sectors.®

4 Final Merger Notice submitted to the CMA on 22 September2021 (FMN), paragraph 2.1.
5FMN, paragraph 6.1.
6 FMN, paragraph 2.5.



13.  Theturnoverof the Fisher Business in 2020 was approximately £147 million
worldwide, of which approximately £102 million was generated by Babcock
Offshore UK in the UK.”

Transaction

14. Pursuanttoa share purchase agreementdated 27 February 2021, CHC has
acquired Babcock’s O&G Offshore Transportation Services businessin the
UK, Australia and Denmark, through the acquisition of the entire issued share
capital of Babcock Offshore UK, Babcock Offshore Australia and Babcock
Offshore Denmark.8 The transaction completed on 31 August2021.

15.  The Parties informed the CMA that the Merger was also notified to the
Australian Competition and Consumer Commission.

Procedure

16. The Merger was considered at a Case Review Meeting.?

Jurisdiction

17.  In relation to completed mergers, the Act requires the CMA to assess whether
itis or may be the case that two or more enterprises have ceased to be
distinctand either the UK turnover of the target exceeds £70 million (the
turnovertest) or the merger results in a combined share of supply or
acquisition of goods or services of any description of 25% or more (the share
of supply test).°

Enterprises Ceasing to be distinct
18. Each of CHC and the FisherBusiness is an enterprise.

19. The FisherBusiness comprises Babcock Offshore UK, Babcock Offshore
Denmark and Babcock Offshore Australia. CHC acquired Babcock Offshore
Australia via a wholly owned subsidiary (LIoyd Helicopter Services Pty Ltd).
CHC acquired Babcock Offshore UK (and, indirectly, Babcock Offshore
Denmark) via EEA Helicopter Operations B.V. (EHOB)."" EHOB is jointly

"FMN, paragraph 6.2.1,6.2.2 and Babcock Offshore UK’s Accounts for year ended 31 March 2020.

8 FMN, paragraph 2.2 and 2.8.

9 See Mergers: Guidance onthe CMA’s jurisdiction and procedure (CMA2), December 2020, p.46 and from
paragraph 9.28.

10 Sections 22 and 23 of the Act.

"EHOB has directly acquired Babcock Offshore UK and has indirectly acquired Babcock Offshore Denmark via
CHC Denmark ApS (a wholly owned subsidiary of EHOB).
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owned by Mr Levy and CHC, with Mr Levy owning [¢<]% of EHOB’s shares
and CHC owning [<]%.'? CHC explained that Mr Levy has a majority
shareholding in EHOB for regulatory reasons.'3

20. Forthe purposes of decidingwhether CHC and the FisherBusiness have
been broughtunder common ownership or control and therefore ceased to be
distinctunder section 26 of the Act, the CMA believes it appropriate to treat
CHC and Mr Levy as a single person.' This is by virtue of them being
associated with one another by acting together to exercise control of EHOB
and to secure control of an enterprise and its assets by acquiring Babcock
Offshore UK and Babcock Offshore Denmark via EHOB.'® The CMA therefore
believes it is appropriate for the purposes of its assessment of the Merger, to
treat CHC as including Mr Levy and EHOB. The CMA believes that the
Merger may therefore have resulted in CHC (as a single person)and the
Fisher Business ceasing to be distinct.

21.  Two common unitholders of CHC, namely Bain Capital Credit, LP (Bain) and
Cross Ocean Partners ManagementLP (Cross Ocean), have arightto
appoint[¢<] voting member to CHC’s board and have a current shareholding
(or the prospect of obtaining a shareholding upon the exercise of warrants
already held'®) of over 15%.""- ' They are also [<]. The CMA therefore
considers that these two common unitholders have, at least on a ‘may be the
case’ basis, the ability to exercise material influence over CHC and therefore
have also acquired material influence overthe Fisher Business as a result of

2 The CMA believes Mr Levy has legal control over EHOB while CHC has at leastmaterial influence as a result
of inter aliaits significantminority shareholding, rightto appoint[é<] board memberoutof [(<], involvementin the
developmentof EHOB’s business plan and budget ([¢<]), and the [¢<] arrangements between CHC and MrLevy
(namely [¢<] described in footnote 14 below).

8 Email from CHC to CMA, 9 September 2021, which confirms thatMr Levy’s controlling interestin EHOB is for
regulatory purposes, namely the European air safety regulatory framework which required any aviation licence
holderto be majority owned and controlled by an EU national. This is further corroborated by [¢<], which provides
that [¢<] (Annex 104 to the FMN, [<]. Mr Levy’s role is [¢<] (Annex 105 to the FMN, [<]. This is part of a [<]
(Annex 107 to the FMN, [].

4 Pursuant to section 127(1)(a)and 127(4)(d) of the Act.

5 The CMA notes that it is only treating CHC and Mr Levy as associated persons forthe purposes of its
assessmentof the Merger,and the CMA does not dispute that Mr Levy haslegal control over EHOB and,
indirectly, each of Babcock Offshore UK and Babcock Offshore Denmark for any regulatory purposes. The CMA
also understands that neither lvan Levy nor [é<] provide any other services to any suppliers of helicopter services
in the UK (Schedule 2 paragraph 23 to the FMN), nor is [<].

'8 In connection with the Mergerand in light of its existing credit facility [5<], CHC has entered into refinancing
arrangements [5<] (the Refinancing Arrangements). As part of these Refinancing Arrangements, [<].

7 As at completion of the Merger, Bain owned [¢<]% of CHC’s common units and Cross Ocean owned [¢<]%,
but this could increase to around [¢<]% and [¢<]% respectively if [(<]. The CMA notes thatit is possible that
differentshareholdings could resultfor Bain and Cross Ocean and for a number of other common unitholders
depending on the extent to which [<]. As such, itis possible that other common unitholders could acquire
differentlevels of influence over CHC and therefore the Fisher Business at different points. However, this is not
possible to predictin advance.



the Merger.'® As such, the CMA believes that Bain and Cross Ocean have
also ceased to be distinctwith the Fisher Business.

22. However, the CMA notes that these common unitholders are not [<] if they
hold any equity interest in a competitor of CHC,'® and CHC has confirmed
that, to the best of its knowledge, Bain and Cross Ocean do not hold any such
interests.20 As the CMA does not believe the acquisition of material influence
by these common unitholders over the Fisher Business impacts its
competitive assessment of the Merger, this is not considered furtherin this
decision.

The turnover test

23. The UK turnover of the Fisher Business exceeds £70 million, so the turnover
test in section 23(1)(b) of the Act is satisfied.

Conclusion

24. Forthe reasons set out above, the CMA believes that itis or may be the case
that a relevant merger situation has been created.

25. The Merger completed on 31 August2021. The four-month deadline fora
decision under section 24 of the Act is 31 December 2021.

26. Theinitial period for consideration of the Merger under section 34ZA(3) of the
Act started on 24 September 2021 and the statutory 40 working day deadline
for a decision is therefore 18 November 2021.

Counterfactual

27. The CMA assesses a merger’s impact relative to the situation that would
prevail absentthe merger (ie the counterfactual). The CMA will generally
conclude on the counterfactual conditions of competition broadly — that is pre-
merger conditions of competition (in the case of completed transactions),
conditions of stronger competition or conditions of weaker competition .2’

28. Babcock submitted that the relevant counterfactual is thatit would have
soughtto find anotherbuyerfor the Fisher Business and, in the absence of

'8 Applying the guidance in Mergers: Guidance on the CMA's jurisdiction and procedure (2020 - revised
guidance). In particular,the CMA is placing weighton these common unitholders’ ability to exercise [¢<] to
obtain further shares, theirboard membership and their [¢<] arrangements with CHC through [¢<] which may
conferadditional influence on these common unitholders.

9 FMN, footnote 157.

2 Parties internal document, Annex 97 to the FMN, 2021.07.30 CHC_Babcock RFI1 response, paragraph 12.1.
2! Merger Assessment Guidelines, paragraph 3.9.
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https://www.gov.uk/government/publications/merger-assessment-guidelines

29.

such a buyer, would have ultimately closed it.22 Babcock submitted that
[]_23

Babcock submitted that in the interim period, it would have soughtto minimise
losses by continuing to pursue a ‘manage for value’ strategy, which would
have limited the Fisher Business’ participation in future tenders.?

Exiting Firm

30.

31.

32.

In lightof Babcock’s submissions, the CMA has assessed whether, absentthe
Merger, the Fisher Business would have exited the market. Where a merger
firm may exit for strategic rather than financial reasons (as has been
submitted by Babcock here), the CMA must be satisfied that the business
would have ultimately exited for strategic reasons unrelated to the transaction
in question.2®In forming a view on an exiting firm scenario, the CMA uses the
following framework of cumulative conditions:

(a) the firmis likely to have exited (through failure or otherwise) (Limb 1);
and, if so

(b) there would nothave been an alternative, less anti-competitive
purchaser for the firm or its assets to the acquirerin question (Limb 2).26

For the CMA to accept an exiting firm argumentat Phase 1, it must see
compelling evidence thatit was inevitable thatthese conditions would be
met.27

In relation to Limb 1, Babcock submitted that it has wished for some time to
end its exposure to a sector that has been in serious decline for several years,
with ‘no real prospect of improvementin the foreseeable future’.?8 The Parties
submitted that there was ‘little doubt’ that Babcock was determined to exit the
O&G Offshore Transportation Services market and noted that Babcock had
publicly confirmed its intention to withdraw from the market on several
occasions.?? Although the Parties recognised that Babcock had considered
various options for the Fisher Business alongside exit, the Parties submitted

2 FMN, paragraph 7, Introduction and executive summary.

% Parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 1.6.1.

2 FMN, paragraph 7, Introduction and executive summary. More details of the ‘manage for value’ strategy are
set out at paragraph 11 and ff.

% Merger Assessment Guidelines, paragraph 3.29.

% Merger Assessment Guidelines, paragraph 3.21.

27 Merger Assessment Guidelines, paragraph 3.23.

2 FMN, paragraph 7, Introduction and executive summary.

2 Parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 2.4.
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that Babcock dismissed these other options and that a decision was made to
pull out of the market (either through sale or closure).3°

33. The Parties submitted that at the time that CHC approached Babcock abouta
possible acquisition of the Fisher Business, [¢<].3! They referred to a number
of Babcock’s internal strategic documents to supporttheir submissions,
including a documentthat calculated that continuing to run the business ‘as is’
would [<] per year, whereas an orderly and complete exit would cost £[¢<] in
total .32

34. The CMA notes that several of the public statements and internal strategic
documents referred to by the Parties in support of their exiting firm
submissions were made or prepared after the Merger was already in
contemplation, and therefore are of limited weightin considering whetherthe
Fisher Business would have exited the market absentthe Merger.33 CHC
initially expressed an interest in the Fisher Businessin November 2019, and
first submitted a non-binding offer for the Fisher Business in March 2020.34
Examples relied on by Babcock in support of its submissions include, butare
not limited to, public statements made by Babcock in May, Augustand
September 2021.35

35.  Moreover, contrary to the Parties’ submissions,3 none of the internal strategic
documents provided to the CMA demonstrate that a decision to exit had
actually been taken by Babcock at the time when CHC approached Babcock
about a potential acquisition, or that the Fisher Business was [<]. Although
the CMA accepts that serious consideration had been given to exit, the
internal strategic documents show that exit was only one of several different
options being considered by Babcock at the time.3” For example, in an
internal strategic documentdated [<], exiting the O&G Offshore
Transportation Services market is explored alongside three other strategic
options, [6<].38

% parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 2.5.

3! Parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 2.5

%2 parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 1.6.1; Counterfactual Submission,
paragraph 2.6. Babcock’s internal document, Annex 071 to the FMN, [<] and Annex 62 to the FMN [<], slides
6-7.

3 Merger Assessment Guidelines, paragraph 3.24.

34 Babcock’s response to the CMA section 109 Notice of 22 July 2021. Counterfactual Submission, paragraph
2.6.

35 Babcock’s Counterfactual Submission, paragraph 4.3.

% Parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 2.5 and Babcock’s Counterfactual
Submission, paragraph 2.6.

%7 See Babcock’s internal documents, Annex 071 to the FMN, [¢<], page 2 and Annex 62 to the FMN [5<], slide
7.

% Babcock’s internal document, Annex 71 to the FMN, [¢<], page 2, dated 20 November2019. See also Annex
62 to the FMN [$<], slide 7 dated 18 December2019 which refers to four ‘options to consider’ including [<].
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36.

37.

38.

The internal documents do not indicate thatthese other options had been
dismissed. The only reference to a possible closure of the businessin [<] in
the internal documents received by the CMA is in a documentfrom 2019 that
lists exit as one of a number of options ‘to consider’, and which states that [<]
would be the ‘optimum implementation’ date for that option.3?

Therefore, considering the evidence in the round, the CMA believes that Limb
1 of the exiting firm framework is not met. The CMA has not seen compelling
evidence that the Fisher Business would have inevitably exited the market
absent the Merger.

As discussed in paragraph 30 above, the conditions for satisfying an exiting
firm counterfactual are cumulative. It is therefore not necessary for the CMA
to conclude on Limb 2, as the requirements for Limb 1 are not met.

Manage for value strategy

39.

40.

41.

Babcock told the CMA that it decided to ‘manage the Fisher Business for
value’ (the manage for value strategy) in ‘anticipation of exit'. Babcock
submitted that the Fisher Businessis a diminished competitive force because
Babcock had decided to no longerinvestin it.4°

According to the Parties, Babcock did not prepare a ‘concise definition’ of
whatthe manage for value strategy would mean in practice. Nevertheless,
Babcock submitted that a number of internal documents and public
statements shed lighton this. It submitted that manage for value
encompassed a right-sizing exercise to reduce the size of the fleetand/or
repurpose aircraft, focusing on contribution to cost rather than operating profit,
reducing costs and limiting additional investment, ensuring full utilisation of
existing assets, and modifying bidding conduct to reflect these objectives.*! It
submitted that, in the UK, the Fisher Business would nothave participated in
any new tenders requiring new leases of aircraft and would only have
participated in tenders if winning those tenders would [<].42

In lightof these submissions, the CMA considered whether Babcock’s
manage for value strategy should have an impacton the relevant
counterfactual.

39 Annex 62 to the FMN [¥<].

“FMN, paragraph 7.

41See FMN, paragraphs 11.6and 11.7.

42 Babcock’s submission of 16 September 2021 in relation to counterfactuals, Babcock’s Counterfactual
submission, section 5.
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42. The counterfactual is notintended to be a detailed description of the
conditions of competition that would prevail absentthe merger.*3 The
counterfactual assessmentwill often focus on significant changes affecting
competition between merger firms, such as entry into new markets in
competition with each other, significant expansion by the merger firms in
markets where they are both present, or exit by one of the merger firms.44
Moreover, the CMA is likely to only focus on significantchanges where there
are reasons to believe that those changes would make a material difference
to its competitive assessment.45

43. As discussed in more detail below in the competitive assessment, the CMA
considers that the available evidence provides no clear picture of whatthe
‘manage for value’ strategy meant for the Fisher Business in practice,
including in particularits UK bidding strategy. The evidence on the impact of
the manage for value strategy on competition between the Parties in the UK is
also mixed.*8 Internal strategic documents refer to the Fisher Business’
ambition to maintain its position as an excellent O&G Offshore Transportation
Services provider, and to expanding Babcock’s contractual base, increasing
North Sea market share and growing the UK business, indicating that
Babcock Offshore UK continued to be an active competitor, despite the
manage for value strategy.*’

44. Considering this mixed evidence, and that the counterfactual generally
focuses only on significant changes such as market entry or exit, the CMA
does not consider it appropriate to adopt an alternative counterfactual to the
pre-Merger conditions of competition on accountof Babcock’s manage for
value strategy. Rather,the CMA has assessed the impact of Babcock’s
manage for value strategy in its competitive assessment (see paragraphs 68
to 156).

Conclusion

45. In this case, the CMA does notbelieve the evidence supports an alternative
counterfactual to the pre-Merger conditions of competition. Therefore, the
CMA believes the pre-Merger conditions of competition to be the relevant
counterfactual. The CMA considers the impact of Babcock’s ‘manage for

43 Merger Assessment Guidelines, paragraphs 3.7.

4 Merger Assessment Guidelines, paragraphs 3.8.

4 Merger Assessment Guidelines, paragraphs 3.9.

46 See paragraphs 105 and ff.

47 Babcock’s internal documents, Annex 83 to the FMN, [<], slide 17. See also Babcock’s internal document,
Annex 245 to the FMN, [K].
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value’ strategy when assessing the constraintexerted by the Fisher Business
in the competitive assessment.

Frame of reference

46. Market definition provides a framework for assessing the competitive effects
of a merger and involves an element of judgement. The boundaries of the
market do notdetermine the outcome of the analysis of the competitive
effects of the merger, as it is recognised thatthere can be constraints on
merging parties from outside the relevantmarket, segmentation within the
relevant market, or other ways in which some constraints are more important
than others. The CMA will take these factors into accountin its competitive
assessment.4®

47. The Parties overlap in the supply of O&G Offshore Transportation Services in
the UK. O&G Offshore Transportation Services are purchased by oil and
gas companies involved in the extraction of oil and gas from submarine
locations. The Parties provide O&G Offshore Transportation Services to
customers in the North Sea.*®

48. There are four categories of helicopters operated by UK O&G Offshore
Transportation Services providers, namely: (i) light;®° (i) medium;5" (iii) super-
medium;%2 and (iv) heavy®3 helicopters. The main differences between these
helicoptertypes include the distance they can travel (for example, heavy
helicopters are used for longerflights in the Northern North Sea (Northern
Zone) whereas medium helicopters are used for short flightsin the Southern
North Sea (Southern Zone)), the number of passengers they can carry (for
example, light helicopters are configured for eight seats whereas heavy
helicopters are configured for between 19 and 24 seats) and whetherthey can
operate in certain weather conditions (only heavy helicopters have de-icing

48 Merger Assessment Guidelines, paragraph 9.4

49 Babcock Offshore UK currently operates from bases Aberdeen and Sumburgh,and CHC currently operates
from basesin Aberdeen, Humberside and Norwich.

%0 Small aircrafts configured for eight seats with limited range and carrying capacity. Models include AW169.

51 Medium aircrafts configured for twelve seats and generally used for short flights in the Southern North Sea.
Modelsinclude AW139.

52 These have been recently introduced in the UK. According to the Parties, super-medium helicopters can be
used in both the Northern North Sea and the Southern North Sea ie above 56N and below 56N. They have
sufficientsize and range to access the oil platformsin the Northern North Sea, whilst being sufficiently small to
land on the gasfield decks in the Southern North Sea (exceptBlackpool which is more restrictive on aircraftsize
due to the age of the rigs) which have restrictions on weightload and the D-value of the helicopters that can land.
According to third parties, these aircrafts are configured for 16/17 seats and have limited icing capabilities.
Modelsinclude H175, AW179 and AW189.

53 These are used in the Northern North Sea due to their large seating capacity (19/24 seats) and ability to fly
longerdistances. A third party emphasised their ability to fly in challenging weather conditions. Models include
S92.
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properties that enable themto operate in the most extreme weather
conditions encountered in the North Sea).

49. The Parties operate medium, super-medium and heavy helicopters, but
neither operates lighthelicopters. The Parties supply a variety of these
helicoptertypes (including ‘heavy’ (S92), ‘super medium’ (H175 and AW189)
and ‘medium’ (AW139) model helicopters).%

Product scope

50. The CMA hastaken the Parties’ core overlap in the supply of O&G Offshore
Transportation Services as the starting point for its assessment of the product
frame of reference and considered whetherthis should be widened to include
search and rescue (SAR) operations, or segmented by helicopter type.

51. The Competition Commission (CC) considered the supply of O&G Offshore
Transportation Servicesin CHC Helicopter Corporation and Helicopter
Services Group ASA: a report on the merger situation (January 2000) (the
CHC/HSG decision).%® In this decision, the CC adopted the supply of
helicopter services for transportation to offshore rigs as its product frame of
reference.®® The CC acknowledged thatthere are a variety of helicopters
used by suppliers and that helicopter work may be classified according to
customer requirements for heavier or medium sized aircraft.5” However, the
CC did not segment the market by helicoptertype and did not consider
including SAR operations in the product frame of reference. %

% CHC has 15 aircraftin the UK:

(a) [<] of these aircraftare based in Norwich, including [¢<] AW139 (medium)and [$<] EC175 (super
medium). [¢<] of these are used for Shell and [¢<] for Neptune.

(b) [<] of these aircraftare based in Aberdeen, including [¢<]S92s (heavy), [¢<] AW189 (super medium),and
[.<] EC175s (also a super medium). These aircraftare used for Shell, Equinor, Total, Fairfield,and
Chrysaor.

Babcock Offshore UK currently has 18 aircraftin the UK:

(a) [<] of these aircraftare S92s (heavy) based in Sumburgh. [é<] of these serve the IAC consortium and [6<]
serves EnQuest.

(b) [¢<] of these aircraftare based in Aberdeen,including [¢<]S92s (heavy), [¢<] EC175s (super medium),and
[.<] AW139s (medium) ([8<] of which are used for O&G SAR). [(<] of the S92s [¢<] used for Total and [¢<]
split between Ineos and Serica. For the EC175s, [¢<] are used for Total, [¢<] for CNOOC, and [<] split
between Ineos and Serica. The remaining [¢<]aircraftare either unallocated, undergoing repairor
maintenance, or are back-up capacity.

% Competition Commission, CHC Helicopter Corporation and Helicopter Services Group ASA: a reporton the
merger situation. 19 January 2020.

%6 Competition Commission, CHC Helicopter Corporation and Helicopter Services Group ASA: a reporton the
merger situation. 19 January 2020, paragraph 2.18.

57 Competition Commission, CHC Helicopter Corporation and Helicopter Services Group ASA: a reporton the
merger situation. 19 January 2020, paragraph4.10 and Table 4.1.

% Competition Commission, CHC Helicopter Corporation and Helicopter Services Group ASA: a reporton the
merger situation. 19 January 2020, paragraph 4.2.
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SAR

52.

53.

54.

95.

The Parties submitted that the narrowest frame of reference where they
overlap is the supply of O&G Offshore Transportation Services, although they
submitted that suppliers capable of providing SAR services should be treated
as competing in the same market on the basis they are capable of providing
O&G Offshore Transportation Services.

From a demand-side perspective, a number of customers told the CMA that
SAR aircrafts have specific features designed for search and rescue
operations and cannotbe used for O&G crew changes because, for example,
they are generally notconfigured to transport O&G crews (as they do not
have seats).%9

From a supply-side perspective, one third party stated that SAR aircraft would
require ‘significant modifications’ to be used to supply O&G Offshore
Transportation Services. The CMA has not seen any evidence of SAR
helicopters being offered to fulfil O&G contracts, or more generally of SAR
operators that are not already active in the supply of O&G Offshore
Transportation Services in the UK bidding for such contracts, indicating a lack
of supply-side substitutability.

Therefore, the CMA believes the product frame of reference should notbe
widenedto include SAR operations. The CMA considers that any constraint
from SAR providers not already active in O&G Offshore Transportation
Services can be considered in its assessment of potential entry.°

Possible segmentation by helicopter type

56.

57.

The Parties submitted that it would notbe appropriate to segment the market
by helicoptertype.6'. 62

The majority of customers told the CMA they could use more than one
helicoptertype for theirrequirements, with one customer noting, for example,
that AW189 (super-medium), H175 (super-medium) or S92 (heavy) aircrafts
are ‘all capable of the range and service required’.%3 There is also evidence of
the same routes being served by differenttypes of helicopterin practice,

% Note of call [(<], Note of call [<].
80 The CMA understands that the only SAR provider currently active in the UK is Bristow. Any entry into UK O&G
Offshore Transportation Services by SAR providers would therefore come from SAR providers based outside the

UK.

6' FMN, paragraph 13.1.

62 Given the lack of overlap between the Partiesin lighthelicopters, the CMA has not considered those in any
detail. Therefore, this assessmentof the possible segmentation by helicopter type only focuses on heavy, super-
medium and medium models.

63 Customerresponsesto the CMA’s questionnaire.
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58.

59.

suggesting some degree of demand side substitutability.®* However, the CMA
has seen evidence that in certain circumstances differenttypes of helicopter
are notdemand-side substitutes, given differences in the distances they can
travel, crew capacity and their ability to operate in more extreme weather
conditions.®® In particular, a small number of customers told the CMA they
require ‘heavy’ helicopters for their operations.%°

As regards supply side substitutability, all suppliers active in the UK operate a
range of helicoptertypes. One third party stated that all fourincumbents could
bid for all tenders, noting that contracts move around and the same aircraft
types are (generally) used by all competitors. Another third party stated thata
supplierthat does not currently operate a particular type of helicopter can
acquire or lease this type and add it to its UK Air Operators Certificates
(AOC).5” However, some third parties suggested that it is not necessarily
straightforward to begin to operate a new type of aircraft, nor are suppliers
always willing to add an entirely new type of aircraft to their fleet.8 The CMA
also received some evidence that not all competitors can currently offer
services for all routes given that they may not operate suitable aircraft. For
example, NHV does not offer heavy helicopters and [<].

Considering the evidence in the round, the CMA believes the product frame of
reference should notbe segmented by helicoptertype, as there appears to be
a degree of demand-side and supply-side substitutability, with all suppliers
active in the UK operating a range of helicopter types.®® However, to the
extent that certain suppliers have strengths in bidding for certain contracts
relative to other suppliers (for example, because a heavy helicopteris
required), the CMA considers such differences in the competitive assessment.

Geographic scope

60.

The CC, inits CHC/HSG decision, considered thatthe UK market should be
dividedinto a Southern Zone and Northern Zone as, generally, there was an
economic division between these regions, given that Southern Zone gas fields

6 Customerresponsesto the CMA’s questionnaire. Some customers stated that they preferred to have more
than one type of helicopteravailable toimprove resilience if there is a maintenance issue with one airframe.
65 Customerresponses to the CMA’s questionnaire.

% These customers tended to have longerflightdistances than customers that stated they did not require a
heavy helicopter.

67 Note of call [<].

68 Responses to the CMA'’s questionnaire.

89 Suppliers propose and lease differentairframes depending on the suitability for the customertender. The
majority of customers told the CMA that they could use more than one helicopter type for theirrequirements.
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61.

62.

63.

were nearer to the shore, with fewer personnel, and therefore cost less to
provide transportation services to and from.”°

The Parties submitted that the geographic frame of reference should be
national (UK) for the following reasons: (a) aircraft operators can serve
customers from differentbases within the UK; (b) there is a large degree of
supply-side substitution and assets can easily be relocated; and (c) the
division of the UK market into the Southern Zone and Northern Zone has lost
its relevance since the CHC/HSG decision, particularly given the introduction
of super-medium aircraft types which can be deployed as effectively in the
Northern Zone as in the Southern Zone.""

The CMA considers there is strong evidence of supply-side substitutability
across the UK, and the tender data supplied by the Parties and third parties
(as discussed further below) shows that all current UK suppliers are active in
bidding and winning contracts across the whole of the UK (regardless of
whetherthey have a currentbase at the relevantlocation).”2 For example,
there have been instances in the tender data received by the CMA where all
fourincumbents have bid for contracts, despite not all of them operating
bases at the relevantlocations at the time of the tender.”® There is also
evidence that UK suppliers move aircraft, lease new aircraft and set-up new
bases to fulfil contractual obligations. For example, Bristow ‘re-entered’
Sumburgh afterwinning the BP contract that commenced in September 2019
and NHV set up a new base in Blackpool in November 2020, to fulfilanew
contract.”

The evidence available to the CMA also indicates thatthe geographic frame
of reference should notbe widened beyond the UK. Customers have
indicated that the distance from bases outside the UK to O&G rigs in UK
waters likely renders it uneconomic to supply services originating from a base
outside the UK.”® Furthermore, customers have also indicated thatthe crews
being transported are based in the UK, meaning it would be impractical to fly
to and from a base outside the UK.”6 From a supply-side perspective,
transporting crews to and from O&G rigs in UK waters requiresa UK AOC
and UK licensed pilots.”” Suppliers based outside the UK are not typically
invited to bid for UK contracts, and no suppliers based outside the UK bid for

70 Competition Commission, CHC Helicopter Corporation and Helicopter Services Group ASA: a reporton the
merger situation. 19 January 2020, paragraph 4.3.

™ FMN, paragraph 13.6 and ff.

2 This is true of the Parties despite only overlapping in Aberdeen.

3 Including tender run by [¢<] and tenderrun by [$]).

™ FMN, paragraph 13.11.4 and ff.

5 Customerresponses to the CMA’s questionnaire.

76 Customerresponsesto the CMA’s questionnaire.

" Note of call [(<]. FMN, paragraph 13.11.4.1.
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64.

any contracts in the tender data received by the CMA. Customers have
indicated that it is difficultfor suppliers from non-UK bases to start servicing
UK based contracts.”®

The CMA therefore considers that the appropriate geographic frame of
reference is the UK. However, to the extent that certain suppliers have
particular strengths in bidding for contracts from particular bases within the
UK relative to other suppliers, the CMA considers such differences in the
competitive assessment. The CMA also considers potential entry from
suppliers based outside the UK in its competitive assessment.

Conclusion on frame of reference

65.

For the reasons set out above, the CMA has considered the impact of the
Merger in the following frame of reference: O&G Offshore Transportation
Services in the UK.

Competitive assessment

Horizontal unilateral effects

66.

67.

68.

Horizontal unilateral effects may arise when one firm merges with a
competitor that previously provided a competitive constraint, allowing the
merged firm profitably to raise prices or to degrade quality on its own and
without needing to coordinate with its rivals.”®: 80

The CMA’s main consideration is whetherthere are sufficient remaining good
alternatives to constrain the merged entity post-merger. Where there are few
existing suppliers, the merger firms enjoy a strong position or exert a strong
constrainton each other, or the remaining constraints on the merger firms are
weak, competition concerns are likely. Furthermore, in markets with a limited
likelihood of entry or expansion, any given lessening of competition will give
rise to greater competition concerns.8’

The CMA assessed whetheritis or may be the case that the Merger has
resulted, or may be expected to result, in an SLC in relation to horizontal
unilateral effects in the UK supply of O&G Offshore Transportation Services.

8 Customer responses to the CMA’s questionnaire.

 For instance, a competitor may reduce the back-up provision, stock of spares, or servicing levels to save costs
rather than increasing price. However, such changes could stillimpact customers through a reduction in reliability
and thus increased costs to their business.

8 Merger Assessment Guidelines, paragraph 4.1.

81 Merger Assessment Guidelines, paragraph 4.3.
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69.

This includes the importance of the constraint pre-Merger that each of the
Parties was providing on the other.8?

In order to assess the likelihood of the Merger resulting in unilateral effects,
the CMA considered evidence relating to:

(a) the currentmarket structure and shares of supply;
(b) tender data and competition between the Parties;

(c) the impact of Babcock’s manage for value strategy on its
competitiveness;

(d) the competitive constraint provided by other UK suppliers; and

(e) potential entry.

Current market structure and shares of supply

70.

71.

72.

The CMA considered evidence relating to the market structure and shares of
supply. To the extent that the supply of UK O&G Offshore Transportation
Services is relatively concentrated, post-Merger price rises may be more
likely.83 Furthermore, to the extent that the services supplied are
undifferentiated, a firm with a high share of supply is more likely to be a close
competitor to its rivals. A merger removing such a competitive constraint
would be more likely to raise competition concerns.84

The Parties stated that the supply of O&G Offshore Transportation services is
‘largely commoditized, with limited scope for product innovation’,25and
identified each other, as well as Bristow and NHV, as the currentsuppliers
active in the supply of O&G Offshore Transportation Services in the UK.

The CMA agrees that there are four suppliers of O&G Offshore Transportation
Services currently active in the UK, as identified by the Parties (ie the
incumbents). These are:

(a) The Parties: both CHC and Babcock Offshore UK supply UK O&G
Offshore Transportation Services. CHC’s turnoverin the financial year

82 The CMA also notes that Heli-One, a subsidiary of CHC, provides general helicopter maintenance, repairand
overhaul services (MRO) to the Fisher Business and there is no horizontal overlap with the Fisher Business in
these services. The CMA considered whetherthe Merger could lead to vertical effects. As Heli-One does not
provide any MRO services to the Parties’ competitorsin the UK O&G Offshore Transportation Services market
and the Parties estimate that Heli-One’s share of MRO is around [5-10]% in the UK, the CMA believes thereis no
realistic prospectof an SLC as a result of vertical effects.

8 Merger Assessment Guidelines, paragraph 4.38.

8 Merger Assessment Guidelines, paragraph 4.14.

8 FMN, paragraph 15.6.
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2020 for its UK O&G Offshore Transportation Services business was
£[¢<] and Babcock Offshore UK’s turnover was £102m.86

(b) Bristow: has been operating in the UK for many years and supplies O&G
Offshore Transportation Services and SAR.8 Bristow’s turnover in the
financial year 2020 for its UK O&G Offshore Transportation Services
business was approximately £[6<];88 and

(c) NHV:is based in Belgium. It operates mainly in Europe and West Africa
with its business splitbetween O&G Offshore Transportation Services
(at [¢<]%) and SAR ([¢<]%). It obtained UK regulatory approval in
October 2019,8 and now has bases in Norwich, Blackpool and
Aberdeen.% Its expected 2021 turnover for its UK O&G Offshore
Transportation Services is approximately £[6<].9

73. The evidence from customers and the other incumbents supports the Parties’
submissions thatthe supply of O&G Offshore Transportation Services is
relatively commoditized, with the majority of third parties noting thatall four
incumbents have similar capabilities and can bid for all opportunities. Internal
documents also supportthis, with one document stating that ‘technical content
is binary, and inputdriven with no differentiation’.%2

74.  The Parties provided estimated shares of supply based on flighthoursin the
UK for the period July 2015-July 2021.93 This is set out in Figure 1.

Figure 1: Share of UK flight hours across all bases, July 2015 to July 2021
[+<]
Source: FMN, Figure 14.4. (Note these graphs are smooth because shares are averaged over 6 months)

75. The CMA also calculated shares of supply on a revenue basis for 2020.
These are includedin Table 1 below.

8 FMN, paragraph 15.6. CHC provided its revenue in USD [$<]) which has been converted at the average
exchange rate for 2020 (£1:$1.28). For furtherinformation on the Parties’ helicopter fleetplease see footnote 54
above.

87 [K]

B[],

8 See: NHV granted UK Air Operator Certificate - News - About - NHV.

% See: Presence - NHV.

91 [K]

2 Babcock’s internal document, Annex 281 to the FMN, [<].

% Parties’ internal document, Annex 51 to the FMN, [6<]. The data captures all UK O&G flying hours. The CMA
notes that these share of supply figures are broadly in line with evidence supplied to the CMA by third parties.
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Table 1: Shares of UK O&G Offshore transportation revenue, 20209

Supplier Revenue share
Babcock Offshore UK [20-30]1%
CHC [20-30]%
Parties Combined [50-60]%
Bristow [30-40]1%
NHV [10-20]%

76. The CMA notes, based on the share of supply data, that:

(a) Post-Merger, the Merged Entity would be the largest supplier with a
share of supply by flighthours of [40-50]% (increment[20-30]%) based
on monthly data for July 2021. In the same time period, Bristow’s share
of supply was [30-40]%, and NHV’s share of supply was [10-20]%. On a
revenue basis, the Parties had a slightly higher combined share of
supply of [50-60]% in 2020 (increment[20-30]%).%°

(b) Since 2015, NHV has grown its share of supply by flighthours. Babcock
Offshore UK’s share has remained broadly stable over this period, but
after a decline startingin 2018 it has grown since 2020 (despite the
adoption of its manage for value strategy around this time).%

(c) Although NHV has grown, itremains smaller in revenue terms than the
other three incumbents.%”

77. The CMA considers that the nature of demand (large contracts are tendered
infrequently) may mean that shares of supply at any particular pointin time
are notparticularly probative of a supplier's competitive strength (given that
the loss of a single contractcould have a material impact on shares of
supply). The shares of supply also reflect the outcome of historic competition,
with some customers having notheld a competitive tender for many years.?8
Nevertheless, the CMA considers that the supply of UK O&G Offshore
Transportation Services is relatively undifferentiated and concentrated, with
only foursuppliers. The Parties’ shares of supply are both significant,
indicating thatthe Parties are likely to pose an important competitive

“ <]

% Bristow had a share of supply of [30-40]% and NHV a share of supply of [10-20]%.

% Babcock Offshore UK bid for two large contracts in 2019 that it started to supply in July and October 2020.

97 [K]

% Each large customermay tender one contract every five years or so. The CMA is aware of several customers
(including some of the Parties’ largest customers) that have not run a competitive tender comparing detailed
proposals from more than one biddersince 2017.
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constrainton one another. The CMA considers that the Parties’ shares of
supply are at a level (on both a flighthourand revenue basis) that raise prima
facie competition concerns.9

Tender data and competition between the Parties

78.  Each helicopter operator typically competes to win customer contracts by
taking part in tenders. 100

79. The CMA therefore considers that a key source of evidence on the
competitive interaction between suppliers is tender data. Tender data is
important in establishing the strength of competition between the Parties and
whether sufficient competitive constraints will remain in the market post-
Merger.

80. The Parties supplied bidding data covering 2017 to April 2021, and the CMA
also collected tender data from customers for the same period.

Parties’ tender data

81. The Parties supplied bidding data for the period January 2017 to April 2021.
The data includes details of [¢<] bids from CHC and details of [¢<] bids from
Babcock Offshore UK. The Parties matched up the two data sets to give
[¢<] tenders in total.

82.  Accordingto the Parties, this bidding data shows that:

(a) Babcock Offshore UK has been a weaker competitor in recent years,
having only bid forone contract in 2020 and one contract in 2021;102

(b) the Parties compete with Bristow and NHV in tender processes and
suppliers from outside the UK are also invited to bid for UK tenders;193

% The CMA has not assessed in detail the Parties’ submission thatthe transaction will deliver synergies which
willimprove CHC’s competitiveness. However, the evidence available to the CMA (discussed in paragraphs 81 -
131131)indicates CHC is already a strong competitor.

100 FMN, paragraph 15.6. The CMA notes that customers often choose to renew or extend their contracts with
their currentsupplier withoutrunning a competitive process. This may happen multiple times. This means that
customers may only hold a formal competitive tender process after many years.

%" There were also [$<] tenders listed where Babcock Offshore UK had not bid.

102 FMN, paragraph 16.3.1.

103 FMN, paragraph 16.3.3.
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(c) the Parties were no closer competitors to each other than they were to
Bristow or NHV; 1% and

(d) there were [<] occasions where one of the Parties lost an existing
contract (out of [¢<] of their existing contracts that were retendered). The
Parties submitted that this shows that switching costs for customers are
low.105

83. The CMA considers that the Parties’ bidding data and analysis has some
limitations. In particular:

(a) The Parties are not necessarily aware of who bid for each contract, their
relative ranking, or who won. This means that there are significantgaps
in the tenderdata provided. The Parties’ data also misidentifies the
identity of other bidders in some cases (for example, rivals are identified
as bidders for certain contracts when in factthey did notbid).1%

(b) A large proportion of the [¢<] tenders identified by the Parties do not
appear to be competitive processes in which the Parties faced a rival (for
example, contract renewals or extensions bilaterally negotiated between
one of the Parties and a customer).'%” By including non-competitive
opportunities (such as renewals or extensions in which otherbidders are
notinvited to bid) the Parties’ data will overstate the number of
opportunities and therefore understate the proportion of competitive
tenders where the Parties bid againsteach other. Furthermore, the
Parties’ data contains a number of relatively low value opportunities
where competitive conditions may notbe representative of those for
highervalue contracts. 108

84. Notwithstanding the limitations described above, the CMA considers that the
Parties’ tender data indicates that the Parties pose an important competitive
constrainton one another:

104 FMN, paragraph 16.3.4. The Parties submitted that CHC and Babcock have been unsuccessful in tenders,
losing to Bristow and NHV as well as each other. By value, the overlap between the Parties is greater: Babcock
bid on [¢<]% of the tenders for new business on which CHC bid (by value)and CHC bid on [<]% of the tenders
fornew business on which Babcock bid (by value) (FMN, figure 16.2). By numberthe overlap was [¢<]% and
[¥<]% respectively.

105 FMN, paragraph 16.3.2. FMN, paragraph 16.3.5.On [¢<] occasions the Parties lost the contract to the other
Party (on [¢<] occasions CHC lost to Babcock Offshore UK). The Parties state that in all the significantbids
where they competed againsteach other, both Bristow and NHV were also present (FMN, figure 16.3).

106 For example, [<].

107 Of the [$<] tender entries provided by CHC, there are only [¢<] tenders where CHC provided information on
who else (if anyone)bid. Of the [¢<] tender bids provided by Babcock Offshore UK, there are only [¢<] tenders
where Babcock Offshore UK bid and there is information on who else (if anyone) bid.

108 Of the [$<] tendersin which CHC identified a rival bidder, only [<] of these were valued at more than £2m. Of
the [<] tendersin which Babcock Offshore UK identified a rival bidder, only [¢<] of these were valued at more
than £2m.
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(a) The data indicates thatBabcock Offshore UK was the winnerin around
half ([2<]%) (by value)of the tenders in which CHC participated butlost,
and that CHC was the winnerin around a fifth ([¢<]%) (by value) of the
tenders in which Babcock Offshore UK participated butlost. 09

(b) When focussing on tenders for contracts with a value of more than £2
million:110

(i) Babcock Offshore UK’s data indicates that CHC bid on a large
majority ([¢<]) of the opportunities in which Babcock Offshore UK
participated;

(i) CHC’sdata indicates that Babcock Offshore UK bid on a large
maijority ([¢<]) of the opportunities in which CHC participated;

(iii) CHC’s data indicates that it lost a number of tenders ([¢<]) when it
was the incumbent supplier.’! Half ([<]) of these tenders were lost
to Babcock Offshore UK.

Customer tender data

85. Given the limitations of the Parties’ data described above, the CMA gathered
additional bidding data directly from customers. The CMA identified potential
bidding opportunities during the period 2017-2021 by contacting all the
customers in the Parties’ bidding data, as well as attempting to identify any
opportunities in which the Parties did not participate.

86. In total, the CMA was provided with details of 52 recent tenders by customers.
However:

(a) fourteen of these opportunities were duplicates or were not otherwise
relevant; 12

199 FMN, figure 16.4. The Parties state the [¢<]% value of CHC's lost bids is mainly due to the loss of two large

contacts in 2019. FMN, figure 16.4 and paragraph 16.12.

0 Looking at the Parties’ tender data, the CMA identified for each Party the tenders where the Party considered
that they bid againstotherfirms for that tenderand each tender opportunity was valued at more than £2m. This is
consistentwith the criteria used by the CMA in analysing the customertender data (described at paragraph 121).
1 Babcock Offshore UK’s data indicates that it lost [¢<] tenders when it was the incumbent. None of these
tenders were lost to CHC.""? For instance, they were for ad-hoc or framework contracts where no winnerwas
determined, and the customerentered into a contract with all bidders. This left 38 contracts.

"2 For instance, they were for ad-hoc or framework contracts where no winnerwas determined, and the
customerentered into a contract with all bidders. This left 38 contracts.
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(b) nine of the remaining opportunities were non-competitive contracts that
involved bilateral negotiation with a preferred supplierand no information
was provided that indicated that other bidders had been considered;!"3

(c) ten of the remaining contracts were very small, (for instance shortterm
exploration opportunities), or were awarded before 2017.114

87. Assuch,the CMA focused its assessmenton 19 competitive tender
processes over the period 2017-2021 for higher value/longer term
opportunities. At least one of the Parties participated in all of these tenders.
The CMA considers that the relatively small number of tenders for which data
has been gathered is most probably due to the infrequent nature of tender
processes in the industry.'® Despite the relatively small number of tenders,
CMA believes that this data is representative of competitive interaction in the
supply of O&G Offshore Transportation Services in the UK. In particular,
these 19 tenders accountfor99% of UK contracts (by value)awarded through
a competitive tender process over the relevant period that the CMA is aware
of 116

88. The CMA’s analysis of customer tender data also allowed for more granular
analysis given the more complete nature of the data (addressing the
limitations described in paragraph 83).

89. The CMA notes that the analysis of customer tender data (in paragraphs 85 to
94) provides broadly similar results to the Parties’ data set. For example, the
CMA'’s analysis of customer tender data finds a win rate for CHC and
Babcock Offshore UK of [¢<]% and [<]% respectively, whilstthe Parties’
tender data indicates win rates of [¢<]% and [6<]%. 1"

3 This left 29 contracts.

4 These included tenders for contracts with a total value of less than £2m. This left 19 contracts. The 19 tenders
are for contracts with an average value of over£40m. Removing tenders for contracts valued at less than £2m
removes lessthan 1% of the tenders by value from the total sample.

5 Each large customer may tender one contract every five years or so. The CMA is aware of several customers
(including some of the Parties’ largest) that have not run a competitive tender comparing detailed proposals from
more than one biddersince 2017 (and so are not captured in the tenderdata).

18 When focusing on the opportunities in which CHC and Babcock Offshore UK stated that they faced rivals, and
which were worth more than £2 million, the number of tendersin the CMA’s sample is similar ([2<] for CHC and
[¢<] Babcock Offshore UK). The [¢<] opportunities analyzed by the CMA do not overlap fully with the [6<]
opportunities identified by CHC, but do include the [¢<] opportunities identified by Babcock Offshore UK. The
CMA’s analysis also includes some tenders that the Parties had not identified as competitive butthat some
customers considered were competitive. One tender that was a contract extension where there was only one
bidderhas also been excluded from the [¢<] despite the customerinviting other suppliers to bid for that tender.
17 Based on the [$<] opportunities in which CHC identified rivals and were worth more than £2 million (and [$<]
opportunities over £2m that Babcock Offshore UK identified rivals and bid in). CHC won [¢<] out of [¢<] of these
opportunities and Babcock Offshore UK won [8<] out of [<] of these opportunities.
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e Results of customer tender data analysis

90. The CMA considersthat this tender data provides evidence on closeness of
competition between the Parties and other UK incumbents, in particular:

(a) how often the Parties and other incumbents bid againsteach other; and

(b) how often the Parties and other incumbents win contracts from one
another, or come first and second in tenders.

91. The CMA considers that this assessment provides evidence on the strength of
rivalry between the Parties that may be lost due to the Merger and the
strength of the constraints that will remain on the Merged Entity post-Merger.

92. Table 2 below sets out overall participation and win rates for the four

incumbents across the 19 tenders.

Table 2: Participation and win rates for four incumbents

(number  of
wins/number
of times
participated)

CHC, % Babcock Bristow, % NHV, %
Offshore UK,
%
Participation [<] [<] [<] [<]
rate
Win rate [<] [<] [<] [<]

93. Table 2 shows that:

(a) None of the four UK incumbents bid on all of the 19 tenders.'"® CHC and
Bristow have the highest participation rates, with CHC participating in

[¢<]% of opportunities and Bristow participating in over [¢<]% of

opportunities. Babcock Offshore UK participated [¢<] of all opportunities,
and NHV in roughly two-thirds of opportunities.

(b) Although Babcock Offshore UK and NHV bid on fewer tenders than the
other UK incumbents, they won a higher proportion of the tenders in which

8 CHC bid on the vast majority of tenders [¢<], whereas Bristow and NHV bid on the majority of tenders. Seven
tendersinvolved all fourincumbents, six tenders involved three, and six tenders involved justtwo. On average
there were three participants pertender.
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94.

95.

96.

they participated ([¢<]% and [<]% of the tenders that they participated in,
respectively).

The customer tender data showed that, apart from the four UK incumbents,
no other (potential) suppliers [¢<] won any contracts.1?

The 19 customer tenders provide the following information in relation to
closeness of competition between the Parties and other UK incumbents:

(a) Tenders in which at least one Party participated:

(i) Of the [<] tenders in which Babcock Offshore UK participated, CHC
and Bristow participated in the vast majority [¢<], and NHV
participated in most [<].

(ii) Of the [<] tenders in which CHC participated, Bristow participated in
nearly all [¢<], NHV participated in around two-thirds [¢<] and
Babcock Offshore UK participated in over half [¢<].

(iii) Of the [<] tenders where both Parties participated, Bristow was the
only other bidder in around a third [6<].120

(b) Tenders won by one of the Parties:

(i) In the majority of tenders won by Babcock Offshore UK ([¢<]), CHC
was the second placed bidder. [¢<].121

(i) NHV was the second placed bidderin [¢<] tenders won by CHC, and
Bristow was the second placed bidder in [¢<]. Babcock Offshore UK
bid on one of these tenders.

(c) Tenders lost by one of the Parties (ie where the Party was the
incumbent before the contract was retendered):

(i) Babcock Offshore UK won the majority of contracts lost by CHC
([5<1). [<].

(i) CHC won ([¢<]) of the contracts lost by Babcock Offshore UK. [<].

The CMA considers that both the customer and the Parties’ tender data
indicate that the market is concentrated (with only four suppliers) and that
there is significant competitive interaction between the four UK incumbents.

9 There was no [&].

20 |n the othertenders all fourincumbents bid.

121 Babcock Offshore UK did not come second in any of the tenders won by CHC. Bristow and NHV were each
second in half of these tenders.
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Babcock Offshore UK is an important constrainton CHC and vice versa. A
number of customers running these tenders also told the CMA that they were
concerned aboutthe Merger and expected that it would lead to higher prices.

97. The Parties stated that the bidding data shows that:
(a) all operators in the market are winning tenders,
(b) there is volatility in win rates over time; and

(c) the Parties have a high customer/contract churn rate and are not relatively
close competitors to each other.122

98. The Parties’ comments that there is high volatility and churn in the industry
with all four UK incumbents able to win contracts does not demonstrate that
the Parties have not constrained one another’s bidding activity. The CMA
believes that the market is sufficiently concentrated and there is significant
interaction between the Parties (and the other two UK incumbents) such that
this loss in constraint caused by the Merger is substantial.

Recent bidding by Babcock Offshore UK

99. The Parties submitted that the absence of Babcock Offshore UK from
significanttenders from mid-2020 to early 2021 provides a natural experiment
to considerwhetherthe loss of Babcock as a competitor will have an impact
on competition, given that CHC considers it was ‘common knowledge’ in the
industry that Babcock was looking to exit and therefore was not expected to
bid on contracts requiring new capacity.'23 The Parties submitted a pricing
analysis by CRA which they submitted showed that there is no evidence that
CHC has[<].124

100. The CMA does not considerthat this period can be used as a ‘natural
experiment’ to assess the effects of the Merger. In particular, CHC’s
submission that ‘it was common knowledge’ that Babcock Offshore UK was
not planning to bid for those tenders is not supported by the evidence as set
outin paragraph 124 below, which indicates that CHC actually assumed that
Babcock Offshore UK was bidding forthese tenders.

22 Parties’ response to the CMA Issues Letter, 28 October 2021, Annex, page 2.
123 Parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 4.9.1 and Annex section 2.4.
24 Parties’ response to the CMA Issues Letter, 28 October 2021, Annex section 2.4.
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102.

103.

104.

Other evidence on competitive interaction

The CMA considers that the other evidence available to the CMA is consistent
with the findings from the tender data.

The Parties’ internal documents indicate thatthey regularly monitor each
other both as part of ‘business as usual’ activity and in relation to specific up-
coming tenders. These documents focus on the other incumbents (including
the other Party) and any references to any other (potential) bidders (for
example potential bidders based outside the UK) suggestthese bidders are
unlikely to be competitive.'?5 The Parties’ internal documents relating to up-
coming tenders often discuss how aggressively the Party expects other UK
incumbents to bid for that tender having regard to factors such as their current
spare capacity and recent contract losses or wins.126

Evidence from third parties also indicates the Parties compete with each other
as well as Bristow and NHV.

(a) A maijority of customers and competitors indicated that all fourincumbents
have similar capabilities. For example, one customer stated: ‘[ijn the UK,
the 4 main players provide the same helicopters, maybe differenttypes
or a differentmix, but they all provide the size that the industry is looking
for.”127 In addition, [¢<] stated that all fourincumbents could bid for all
tenders, noting that contracts move around; the same aircraft types are
(generally) used by all competitors; and the operational features and real
estates are similarfor all four competitors.’?8 [5<] noted that [5<].12°

(b) Customers rated CHC and Babcock the second and third strongest
suppliers with average scores of 3.9 and 3.6 respectively (Bristow scored
4, and NHV scored 3.5). The majority of the customers expressed
concerns regarding the Merger, with many raising concerns thatthe
Merger could lead to price increases.

The CMA considers that the Parties’ internal documents and the views of third
parties reflect that the market is concentrated, and indicate that the Parties
each represent an important competitive constrainton one another.

25Babcock’s internal document, Annex 77 to the FMN, [$<]. CHC’s internal document, Annex 45 to the FMN,
[$<], slide 47.
6 CHC’s internal document Annex 39 to the FMN, [8<]. Babcock’s internal document, Annex 76 to the FMN,

[<]

27 Note of call [5<].
128 Note of call [5<].
129 [3<] response to the CMA’s questionnaire.

28


https://competitionandmarkets.sharepoint.com/:b:/r/sites/MRG1-51028/Shared%20Documents/Parties/Draft%20Merger%20Notice/Babcock%20Documents/Annex%20077%20-%20LoB%20Gate%204%20%E2%80%93%20Neptune%20Energy.PDF?csf=1&web=1&e=DzkQAb
https://competitionandmarkets.sharepoint.com/sites/MRG1-51028/Shared%20Documents/Forms/Documents.aspx
https://competitionandmarkets.sharepoint.com/:p:/r/sites/MRG1-51028/Shared%20Documents/Parties/Draft%20Merger%20Notice/CHC%20Documents/Annex%20045%20-%20OPP%2088631%20Master%20TOTAL%20Bid%20Review%20deck%20-%20SB06.pptx?d=w1fcc4667f99b41149df3130e593b8f5d&csf=1&web=1&e=EnAcch
https://competitionandmarkets.sharepoint.com/sites/MRG1-51028/Shared%20Documents/Forms/Documents.aspx
https://competitionandmarkets.sharepoint.com/:p:/r/sites/MRG1-51028/Shared%20Documents/Parties/Draft%20Merger%20Notice/CHC%20Documents/Annex%20039%20-%20Repsol%20Bid%20Review%20deck%20090620%20-%20SB10.pptx?d=wfeeeea37bd8449b6a9101e2bef12f087&csf=1&web=1&e=029skw
https://competitionandmarkets.sharepoint.com/sites/MRG1-51028/Shared%20Documents/Forms/Documents.aspx
https://competitionandmarkets.sharepoint.com/:b:/r/sites/MRG1-51028/Shared%20Documents/Parties/Draft%20Merger%20Notice/Babcock%20Documents/Annex%20076%20-%20TAQA%20Harding%20%26%20Brae%20ITT%20%E2%80%93%20UKA%20Gate%204%20%E2%80%93%20Approval%20to%20submit%20tender.PDF?csf=1&web=1&e=NhNSaU
https://competitionandmarkets.sharepoint.com/sites/MRG1-51028/Shared%20Documents/Forms/Documents.aspx

Impact of the manage for value strategy

105.

106.

107.

108.

109.

The CMA has considered the evidence relating to the impact that Babcock
Offshore UK’s manage for value strategy may have had on the constraintit
exerts on CHC and the otherincumbents. The CMA considered a range of
evidence including internal documents, recenttender processes, and third
party views.

The Parties’ submissions

Babcock submitted that the manage for value strategy was introducedin 2019
in ‘anticipation of exit’, and that the Fisher Business is a ‘diminished
competitive force’ because Babcock has decided to no longerinvestin it.130

Overall, Babcock submitted that, while itdid not prepare a ‘concise definition’
of what manage for value would mean in practice, itis clear that the strategy
had a material impact on the Fisher Business’ operations and strategy, with
significantreductions in the size of the fleet and changes to its tendering
strategy.’3! As explained above, Babcock submitted that the manage for
value strategy encompassed a right-sizing exercise to reduce the size of the
fleet and/or repurpose aircraft, focusing on contribution to cost rather than
operating profit, reducing costs and limiting additional investment, and
ensuring full utilisation of existing assets. 32

Babcock submitted that, while it bid aggressively for, and won, the [<] and
[¢<] tenders in 2019, this was part of Babcock’s manage for value strategy
and Babcock bid aggressively to fill capacity ‘to achieve some contributions to
its unavoidable costs’.'33 Babcock submitted that at the time that Babcock bid
for the [¢<] contract it was incurring monthly lease rates for aircraft of more
than $[5<] which was placing a significant strain on the Fisher Business’ cash
outflows and meantthat the Fisher Business needed to take steps to minimise
unutilised capacity. Babcock submitted that this ‘resulted in Babcock adopting
an approach to bidding thatit would nothave adopted absent the manage for
value strategy’ and meant that ‘Babcock was prepared to bid at very low and
sometimes negative margins’.'34

Babcock submitted that the manage for value strategy means that the Fisher
Business would nothave competed for new tenders in the UK requiring new

30 Babcock’s Counterfactual submission, paragraph 5.1. FMN, paragraph 7, Introduction and executive
summary.

3" Babcock’s Counterfactual submission, paragraph 5.1.

82 Paragraphs 39 and ff.

138 Parties’ response to the CMA Issues Letter, 28 October 2021, section 3.3 and Annex, section 2.1.

134 Parties’ response to the CMA Issues Letter, 28 October 2021, section 3, in particular paragraph 3.3.
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111.

112.

113.

capacity absent the Merger, and would only bid on tenders if and when ithad

appropriate spare capacity ([¢<]).3° Babcock explained that the [<] and [<]

tenders had achieved the goal of improving utilization and provided examples
of a number of subsequenttenders where it suggested Babcock Offshore UK
has not participated in an opportunity due to the manage for value strategy.'36
These are the [<] tender for [<] in 2019, the [¢<] tender for [¢<] in 2020 and
the [<] tender for [¢<] in 2021.

Internal documents

As a preliminary point, and as referenced in paragraph 43 above, Babcock
Offshore UK had no clear definition of whatthe manage for value strategy
would mean in practice. 3"

The CMA does not considerthat Babcock’s internal documents show that
Babcock Offshore UK has diminished as a competitor, in advance of a
potential exit or sale as a resultof the ‘manage for value’ strategy.

Although internal strategy documents note that ‘[¢<], they also'38 refer to [<],
increasing [¢<] market share and growing the UK business indicating that
Babcock Offshore UK continued to be an active competitor, despite adopting
its manage for value strategy. For example,

(a) [¥<], states that Babcock has ‘[¢<] and [¢<].13° It also states thatthe
business will ‘[$<]'.140

(b) The [<] from May 2020, states that a top ‘[<] is to ‘[e<] and that
Babcock’s ‘[<] and ‘[5<] 141

(c) [¥<] notesunderthe heading ‘[¢<] that ‘[5<] and that ‘[¢<] "#2 It lists as a
[5<] underthe heading ‘[5<]'.143

Although the CMA recognises thata component of the manage for value
strategy has been to limitinvestment, the CMA considers that internal
documents also indicate that additional investment (including in new aircraft)

8 FMN, paragraph 11.10 and 7. Parties’ response to the CMA Issues Letter, 28 October 2021 section 3.11.
1% Babcock’s Counterfactual submission, paragraph 5.18 and Parties’ response to the CMA Issues Letter, 28
October 2021, paragraph 3.8.

87 Babcock’s Counterfactual submission, section 5.

38 Babcock’s internal document, Annex 83 to the FMN, [<], slide 17.

139 Babcock's internal document, Annex 290 to the FMN, [<], page 8 and 13.

140 Babcock's internal document, Annex 290 to the FMN, [<], page 13.

1 Babcock’s internal document, Annex 281 to the FMN, [<], slide 3 and slide 10.

42 Babcock's internal document, Annex 68 to the FMN, [5<], slide 8.

43 |bid, slide 16.
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could be considered when costs were taken into consideration. For example,
[5<] states that ‘[<]." 44 The [<] also states underthe heading ‘[<] ‘[6<] .14

114. Babcock Offshore UK has also recently taken on new aircraft leases to fulfil
contracts despite its manage for value strategy, demonstrating that itis willing
to make investments and expand its fleet for the right opportunities. Babcock
explained thatwinning the [¢<] and [¢<] tenders in 2019 led it to lease
additional helicopters (ie [¢.<] new H175 helicopters for the [¢<] contractin
Aberdeen and move helicopters between countries./i Babcock explained that
it had notanticipated that it would win both tenders. However, Babcock
submitted that it decided to go ahead with both contracts as they provided a
positive financial contribution to the existing business costs despite the
procurement of additional obligations.146

115. Even after Babcock Offshore UK was awarded the [¢<] and [¢<] 2019 tenders
and, according to the Parties, had therefore largely achieved its objective of
utilising spare capacity, 47 Babcock Offshore UK continued to carry outa
detailed assessment of opportunities even where it would be clear from the
outset that these tenders would require additional fleet to fulfil the contract. 48
This includes the three tenders ([<], [<] and [¢<] in 2020 and 2021) that
Babcock submitted were not pursued due to the manage for value strategy. '4°
Although the internal documents suggestthat the need to take on new aircraft
was a factor in the decision notto bid for some of these contracts, they do not
suggest that this was always determinative, but rather that the overall
‘financials’ of the contract meant that it was notworth submitting a bid.1%0

116. The CMA therefore considers that these internal documents indicate that
Babcock Offshore UK continued to decide whetherto bid on a tenderon a
case by case basis in a similar way as the other three incumbents, even
where those tenders would require new investmentin capacity. 1%’

144 Babcock’s internal document, Annex 67 to the FMN, [<], page 10.

45 Babcock’s internal document, Annex 68 to the FMN, [$<].

46 Annex 098 to the FMN, paragraph 17.1, RFI2 Response. Parties’ response to the CMA Issues Letter, 28
October 2021 section 3.7.

147 Parties’ response to the CMA Issues Letter, 28 October 2021 section 3.8.

48 The CMA considers that Babcock’s submission made during the Issues Meeting that senior management
would [¢<], is not supported by evidence available to the CMA and is at odds with the detailed analysis of several
tenderopportunities.

49 These are the [<] tenderfor[$<] 2019, the [¢<] 2020 tender and the [¢<] tenderin 2021 from Babcock’s
counterfactual submission. Annex 076 to the FMN, [¢<], Annex 080 to the FMN, [<].

%0 See forexample Annex 303 to the FMN, [<] relating to the [<] tender: ‘[5<T. In relation to the [5<] tender,
earlier discussions noted that [¢<] [see Annex 305to the FMN, [&<]]; however,in Annex306 to the FMN, [¢<],
the final view referenced the difficulty getting approval to take on new aircraftfollowing the [¢<] tender: ‘[<]". In
relation to [6<] See Annex 307 to the FMN, [<], where [<] ([¢<]) confirmed thatBabcock [<].

51 The CMA notes that the other three incumbents also do not bid on all tenders and third party competitors told
the CMA that they could be selective in deciding which tenders to submita bid for.

31


https://competitionandmarkets.sharepoint.com/sites/MRG1-51028/Shared%20Documents/Forms/Documents.aspx

117.

118.

119.

120.

More generally, the Parties’ internal documents show that competition for
tenders can have a cyclical elementwhere suppliers that have recently lost
large contracts (particularly those where they were the incumbent) are
expected to bid more aggressively in the next tender than those suppliers that
have won recent tenders-152 153 For example, one bid review document noted
that Bristow was expected to be ‘[¢<] noting ‘[¢<]’, while Babcock was
‘[]’_154

Therefore, while the manage for value strategy might representa changein
Babcock’s internal strategy with regard to its increased caution around making
investments and ensuring that contracts contribute to costs or deliver
appropriate returns, it is notclear from the evidence available to the CMA that
this strategy — either Babcock Offshore UK’s aggressive bidding in 2019 or its
more limited participation in tenders in 2020-2021 in absolute terms — is a
significant departure from Babcock Offshore UK’s competitive behaviour
before it introduced the strategy, or the behaviour observed in the market
more generally. In particular,the CMA does not considerthat the internal
documents support the Parties’ submissions thatfollowing the award of the
[¢<] and [¢<] contracts Babcock Offshore UK would only have bid for
contracts that did not require new capacity.

Tender data

Babcock Offshore UK bid for more than half ([¢<]%) of the 19 competitive
opportunities customers identified with a value of more than £2 million
between 2017 and 2021, and won more than a third ([¢<]%) of the
opportunities in which it bid. %% Furthermore, Babcock Offshore UK
participated in over half the opportunities in which CHC bid and, of the bids
that CHC lost (as an incumbent), CHC lost the majority ([¢<]) of these tenders
to Babcock Offshore UK.

The CMA considers that this evidence indicates that Babcock Offshore UK is
an important constrainton CHC notwithstanding its manage for value
strategy. Whilstthe CMA notes the Parties’ submissions that Babcock
Offshore UK has bid for, and won, fewer contracts since 2019,'% the CMA

82 CHC internal documents Annex 037 to the FMN, [¢<], Annex 039 to the FMN, [$<], Annex 040 to the FMN,

[+<]

88 The Parties also submitted that termination for convenience clauses are standard in the industry and allow
customers to terminate a contract with a helicopter operator for any reason. Parties’ response to the CMA Issues
Letter, 28 October 2021, paragraph 5.7. The CMA notes that this may mean further of Babcock's assets could
become available forfuture tenders.

% Annex 039 to the FMN, [<].

155 Notable contracts for which Babcock Offshore UK bid included [8<] starting [<], [$<] starting [5<], and [$<]
starting [<].

156 FMN, figure 16.1
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notes that the same analysisindicates that CHC has also bid for, and won,
fewer contracts since 2019, even though CHC is not adopting a manage for
value strategy. There have been fewer tenders overall between 2020 and
April 2021 and Babcock Offshore UK has not participated in a significantly
lower proportion of these than it did in other years. %’

121. Although Babcock Offshore UK may have been selective in which
opportunities to bid for, the CMA considers that it is often the case that the UK
incumbents are selective and do not participate in all bidding processes. As
stated above, none of the four UK incumbents bid on all 19 of the bids in the
customer tender data'%® and third party competitors told the CMA that they
could be selective in deciding which tenders to submita bid for.

122. The CMA also notes that the Parties have indicated that Babcock Offshore
UK has identified [¢<] upcoming opportunities, [¢<] of which itis likely to bid
for and [5<] which it may bid for.15® While these opportunities relate to existing
contracts held by Babcock Offshore UK, and Babcock has submitted this is
therefore consistentwith its manage for value strategy, 6% the CMA
nevertheless considers this indicates that Babcock will continue to participate
in the market despite the manage for value strategy. In addition, although
Babcock submitted that Babcock Offshore UK’s fleetis now [6<],16" the CMA
notes that capacity could have freed up following the termination of existing
contracts (including following any early termination for convenience). 162

Perception of Babcock Offshore UK in the market

123. The Parties submitted that it was common knowledge in the industry that
Babcock was looking to exit and therefore was not expected to bid on
contracts requiring new capacity. 163

124. The tender data supplied by CHC records Babcock Offshore UK as bidding on
fourtenders between 2019 to 2021 that Babcock Offshore UK did not bid on,
indicating that CHC believed that Babcock Offshore UK was continuing to bid

57 For example, Babcock Offshore UK only participated in [<] of the [¢<] tenders for contracts startingin 2018,
while Babcock Offshore UK also participated in [¢<] of the [¢<] tenders for contracts that commenced in 2021. It
is therefore notclear from the customertender data that Babcock Offshore UK had reduced its tender
participation over the period 2017 to 2021.

%8 As noted at paragraph 92, seven tenders involved all fourincumbents, six tenders involved three, and six
tendersinvolved just two.

%9 FMN, paragraph 16.23. The [¢<] opportunities are contracts in which Babcock Offshore UK is the incumbent
(<)).

160 Parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 3.10.

161 Parties’ response to the CMA Issues Letter, 28 October 2021, Annex, page 2.

162 See footnote 153. The CMA also notes that Babcock Offshore UK currently has [$<] helicopters thatare either
unallocated, undergoing repair or maintenance, or are back-up capacity. See footnote 54. It is unclear to what
extent these could be used to service contracts in the future.

63 Parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 4.9.1.
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for opportunities.®* In addition, CHC’s internal documents discussing these
tenders describe Babcock Offshore UK as a ‘[¢<] bidder because it had [<]
won some large tenders. %% They do notsuggest that CHC expected Babcock
Offshore UK notto bid for those tenders. For the [¢<] tender CHC stated that
the bid position of Babcock Offshore UK was ‘[¢<]. More generally the CMA
has seen no evidence that CHC expected that Babcock Offshore would not
bid on any future tenders requiring new capacity.

The CMA therefore considers that the evidence shows that CHC continued to
regard Babcock Offshore UK as an active competitor even following the Total
and IAC tenders.

The CMA has also considered submissions from competitors and customers
in relation to Babcock Offshore UK’s competitiveness since 2017 in order to
assess the impact of Babcock Offshore UK adopting a ‘manage for value’
strategy:

(a) As noted above, customers typically rate Babcock Offshore UK as
marginally weakerthan CHC or Bristow butstronger than NHV (see
paragraph 103(b)). When explaining this relative weaker score,
customers did not tend to reference Babcock Offshore UK'’s future
strategy. Only one customer scored Babcock Offshore UK lower due to
Babcock not participating in recenttender processes. Reasons given for
a lower score by other customers included a [<].

(b) Customers provided theirviews as to how the competitive strength of
Babcock Offshore UK had changed overthe last five years. A small
number of customers identified a weakening of Babcock Offshore UK’s
competitiveness over time. A similar number of customers perceived a
decline in other competitors’ competitiveness such as Bristow or NHV
over this period.

(c) Competitors felt that Babcock Offshore UK was not competing less
currently than it had been over the previous five years.

The CMA considers that CHC and third parties continued to treat and view
Babcock Offshore UK as an important competitor/supplier up to the Merger,
despite the manage for value strategy.

84 These tendersinclude [<] in Blackpool as well as [¢<] and [¢<] in Aberdeen, and an [<] contract
commencing in January 2021. All would have required Babcock Offshore UK to take on new capacity.

165 CHC’s tender documents with regards to the three bids: [<] (Annex 052 to the FMN, [<]), [,<] (slide 9 of
Annex 039 to the FMN, [¥]), and [¥<] (slide 6 of Annex 040 to the FMN, [$<]).

34



128.

129.

130.

131.

Levels of investment

The Parties submitted that Babcock Offshore UK had soughtto limit
investmentin the Fisher Business. This included minimising its costs by
reducing fleet size and cancelling orders for further aircraft. 166

However, the CMA considers that demand and the overall size of the market
has also fallen.'®” The reduction in Babcock Offshore UK’s fleet size has not
led to Babcock Offshore UK being a significantly smaller operator in the UK
than Bristow or CHC, as shown by the share of supply data. The CMA notes
that Babcock Offshore UK’s total fleet size (at 18 helicopters)is larger than
CHC’s (at 15) and NHV’s (at 14) and is only slightly smaller than Bristow’s
(19). The CMA considers that fleetadjustments to keep in line with market
developments do not necessarily imply a change in the nature and extent of
competition . 168

The CMA also notes there is an economic incentive to return any aircraft that
are notbeing used where this is possible to save unnecessary lease costs.
Babcock Offshore UK is leasing several aircraft at [¢<] so any returned aircraft
can be replaced more efficiently if required.'89 Returning aircraftin these
circumstances could still be consistentwith bidding for new contracts, even if
these contracts require additional fleet. The CMA notes in this respect that a
number of Babcock Offshore UK’s internal strategy documents refer to
refocusing the cost base and challenging lease rates to position the business
to win contracts.170

Conclusion on manage for value

Despite the manage for value strategy, the CMA has seen evidence that
Babcock Offshore UK is still an important constrainton CHC and the other
incumbents. This is reflected in a range of evidence including internal
documents, recent tender processes, and third party views. The small number
of bids that Babcock Offshore UK has not pursued since reducingits spare
capacity in 2020 is insufficientforthe CMA to identify a fundamental shiftin its
bidding strategy or to considerthat Babcock Offshore UK no longer
constitutes an important constrainton CHC.

166 Parties’ Issues meeting presentation, slide 4.

67 FMN, Figure 2.1 shows the total UK flighthours falling from 20,000 in 2015 to 15,000 in 2021.

68 See paragraph 105.

169 The Parties submitted that at the time Babcock bid for the [§<] contract, Babcock was incurring monthly lease
rates for S92 aircraftthat [5<] $[6<] (compared to an average marketlease rate for the S92s of around $[<]
(Parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 3.3). Further, the Parties submitted that
the purchase and lease prices for aircraftcurrently available in the marketare [¢<] than in previous years
(Parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 5.11).

170 See paragraph 108.
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Competitive constraint provided by other UK suppliers

132. As set outin paragraph 58, there are currently two other suppliersin the UK
market aside from the Parties: Bristow and NHV.

133. The Parties submitted that there will be sufficient competition following the
Merger as there will remain three competitors and the threat of entry. They
submitted that reducing the number of helicopter operators in the market from
fourto three would simply restore the industry to the market conditions which
have historically prevailed in the UK for a considerable period of time and
during which customers demonstrably benefitted from effective competition. "

134. The Parties submitted that NHV is a much more powerful constraintthan
Babcock Offshore UK (and even Bristow) as it has a large fleet of helicopters
specially developed for the O&G Offshore Transportation Services market,
and any perceived gaps in its range of aircraft (due to its lack of a heavy S92
aircraft) is misconceived and can easily be remedied, given that S92
helicopters are readily available for leasing or purchase on extremely
competitive terms.72 The Parties submitted that NHV has taken particular
advantage of advancements over the last 20 years which makes it a strong
competitor, such as: purpose-builtand cost efficient facilities; latest
technological solutions on helicopters and for maintenance; digitisation; lean
organisational structure and limited history with employee unions; and
increased fuel efficiency and lower carbon emission. 173

135. The Parties submitted that NHV and Bristow have no competitive
disadvantage when itcomes to access to helicopters and are able to compete
on an equal footing.174

136. As a preliminary point, the CMA’s assessment of the effect of the Merger is
not made by reference to whetherthe presence of a certain number of
competitors means the market is ‘competitive enough’. Instead, the CMA'’s
assessment involves a comparison of the prospects for competition with the
Merger againstthe competitive situation withoutthe Merger.'”®> When levels of
rivalry are reduced, firms’ competitive incentives may be dulled, to the
detriment of customers.'”® The CMA does notapply any thresholds relating to

7 Parties’ response to the CMA Issues Letter, 28 October 2021, paragraphs 4.1to 4.6.
72 Parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 1.6.3.

73 Parties’ Issues meeting presentation, slide 9.

"Parties’ response to the CMA Issues Letter, paragraph 5.3.2.

75 Merger Assessment Guidelines, paragraph 3.1.

76 Merger Assessment Guidelines, paragraph 2.6.
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137.

138.

139.

140.

market share, number of remaining competitors or any other measure to
determine whetheraloss of competition is substantial.’””

This section describes the evidence gathered in relation to the competitive
constraint provided by Bristow and NHV, including information on their current
UK presence and offering, tender data, the Parties’ internal documents and
third party views.

Bristow

The CMA understands thatBristow currently has 19 helicopters serving O&G
customers in the UK, with a mixture of S92s (heavy), AW139s (medium) and
AW189s (super medium).'”® Bristow uses different helicopters for different
operations, namely the S92 in the Northern Zone and the AW139 for the
Southern Zone. It also operates the AW189.

Bristow currently operates out of Sumburgh, Norwich, and Aberdeen. The
CMA understands that Bristow may have certain limitations which dissuaded it
from bidding for one particular contract: [$<].179

Based on the evidence available, the CMA considers that Bristow provides a
competitive constrainton the Parties:

(a) Of the fourincumbents, Bristow has the [¢<] participation rate, butthe [<]
win rate.'8 Qverall, the tender data demonstrates that the Parties
regularly bid against Bristow (as discussed further at paragraph 95).

(b) The Parties’ internal documents demonstrate that Babcock Offshore UK
and CHC regularly monitor Bristow as one of the current UK incumbents,
in relation to both ‘business as usual’ monitoring of the competitive
landscape '8! and Bristow’s competitiveness and the likelihood that it will
bid for specific tenders. 182

(c) As noted in paragraph 103(a) above, a majority of customers stated that
all fourincumbents (including Bristow) had similar capabilities, and were
able to meet their needs/fulfil theirrequirements. Customers rated each of
the fourincumbents out of five. On average, Bristow was scored the

7 Merger Assessment Guidelines, paragraph 2.8.
178 [<] of these are S92s (heavy), [(<] are AW139s (medium)and [6<] AW189 (super medium).

179 []

180 Bristow participated in over [8<]% of opportunities and won [5<]% of the timesiit participated.

'8! For example, a recruitmentdocument produced by CHC (July 2019) states that it ‘[¢<].” CHC's internal
document, Annex 50 to the FMN, [<].

8 Babcock’s internal document, Annex 79 to the FMN, [$<]. Babcock’s internal document, Annex 77 to the FMN,
[¢<]. Babcock’sinternal document, Annex 76 to the FMN, [2<]. CHC’s internal document, Annex45 to the FMN,
[<], slide 47.
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strongest, with 4 (marginally more than CHC which scored 3.9, and
Babcock Offshore UK which scored 3.6).

(@) [:<].188

NHV

141. The CMA understands thatNHV currently has 14 helicopters serving O&G
customers in the UK, with a mixture of AW139s, AW169s (both medium) and
H175s (super medium).'8 NHV operates from three bases in the UK
(Norwich, Aberdeen, and Blackpool with a satellite hangarin Wick). 18

142. The CMA understands that NHV does not currently operate any S92 (heavy)
helicopters. In addition, the CMA has not seen any evidence [6<]. [6<].186

143. Evidence from customers indicates that super medium helicopters are not
necessarily always an alternative to heavy helicopters.'®” Furthermore, the
CMA notes some customers have indicated a preference to use a range of
differenthelicoptertypes for resilience reasons (for example, should a
maintenance issue be identified with a specific type of helicopter).

144. However, [¢<].188

145. Based on the evidence available, the CMA considers that NHV provides a
competitive constrainton the Parties, albeit that this is stronger where a heavy
helicopteris not required/preferred:

(a) The tender data demonstrates that, of the fourincumbents, NHV has the
[¢<] participation rate, participating in roughly two thirds of bids, [¢<] win
rate.'® It has bid [¢<] in relation to contracts from Sumburgh in the
Shetland islands, where a heavy helicopteris more likely to be required
(as the installations are further from land and icing capabilities are
required due to weather conditions). 190 191 However, the CMA considers
that these accountfora relatively small number of the tenders in its
dataset ([¢<] bids outof the 19 included services from Sumburgh).

183 [g,(]

184 [3<] of these are either AW139s or AW169s (both medium)and [¢<]are H175s (super medium).

18 See: Presence - NHV.

186 [<].

87 One customer noted that whilsttwo smaller helicopters could be used instead of one heavy one, this
increases the number of flights required and increases the safety risk. Note of the call with [¢<].

188 [3<].

89 NHV participated in [¢<] of opportunities and won [¢<] of the opportunities in which it participated.

0 NHV participated in [8<] out of [<] bids which included services from Sumburgh.

191 Although NHV won a long-term contractwith Dana Petroleum to provide helicopter services to their central
and north North Sea assets, the CMA understands this service is being run from Aberdeen ratherthan
Sumburgh. See NHV awarded offshore contractby Dana Petroleum - News - About- NHV.
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146.

147.

Overall, the tender data indicates that NHV is an active competitor against
the Parties (as discussed further at paragraph 95).

(b) Compared with Bristow and each other, the Parties appear to monitor
NHV less frequently, butdo still monitor NHV as a competitor. For
example, during the [<] tender (January 2020), Babcock Offshore UK
considered each of NHV, Bristow and CHC. Babcock Offshore UK stated
‘[a]ll 4 would be capable and competent of delivering this work.” In relation
to NHV, Babcock Offshore UK noted that NHV would ‘likely offer
competitive pricing on H175’.192 Some of the Parties’ internal documents
make reference to the fact that NHV may be a weaker competitor for
opportunities requiring a S92 heavy helicopter.193

(c) As noted in paragraph 95(b) above, the majority of customers stated that
all fourincumbent suppliers (including NHV) had similar capabilities, and
were able to meet their needs/fulfil theirrequirements. However, a small
number of customers noted that NHV could not meet their requirements
due to not offering heavy helicopters.'%* As noted above, customers were
asked by the CMA to rate each of the fourincumbent suppliers out of five.
NHYV scored the lowest, with an average score of 3.5 (Bristow scored 4,
CHC scored 3.9, and Babcock Offshore UK scored 3.6). The majority of
customers who rated NHV as a weaker competitor than its rivals
explained thatthis was because it could not offer a heavy helicopter.

(d) [<]. [5<].7%°

Conclusion on competitive constraint provided by other UK suppliers

The CMA considers that both Bristow and NHV provide a constrainton the
Parties. While NHV in particular may have some limitations in the type of
helicopters that it operates which may limit its competitiveness for certain
types of contract (in particular, contracts operating out of Sumburgh and
Aberdeen where a heavy aircraft may be required or preferred), this does not
appear to significantly affectits ability to compete againstthe Parties.

However, the CMA considers that the constraintthat will remain from Bristow
and NHV is not sufficientto conclude thatthere is no potential for a
substantial lessening of competition. The CMA set out in paragraphs 101 -
131 that there is significant competitive interaction between the Parties,

%2 Babcock’s internal document, Annex 76 to the FMN, [$<].

98 Babcock’s internal document, Annex 86 to the FMN, [¢<]. Babcock’s internal document, Annex 79 to the FMN,
[<]. [<]. Babcock’sinternal document, Annex 77 to the FMN, [<].

% These customers tended to have longerflightdistances than customers that stated they did not require a S92.
195 [8<] responses to the CMA’s questionnaire.
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notwithstanding Babcock’s ‘manage for value’ strategy. The loss of
competition between the Parties is likely to be significant given the existing
concentration in the market. The CMA has found thaton average, there are
only three bidders per tender as a resultof all suppliers bidding somewhat
selectively. Contrary to the Parties’ submissions this average is not solely
explained by lower participation by Babcock Offshore UK.1% If the CMA
assumes that Babcock Offshore UK bid on all contracts, the average would be
3.5.

Competitive constraint provided by potential entrants

148.

149.

150.

In its competitive assessment, the CMA may take into accountentry plans of
rivals who will enter or expand irrespective of whether a merger proceeds. %7
Firms that currently do not supply significant volumes, but could rapidly and
profitably begin doing so if prices were to rise, may act as a constrainton
prices.'9® Where new entry or expansion by rivals is unlikely, forexample
because barriers to entry are high, or because the chance of successful and
profitable entry is low, any given lessening of competition is likely to be longer
lasting, and is more likely to resultin an SLC, given the lower likelihood that it
will be diminished by the emergence of new entry or expansion in the long
run.19°

The Parties submitted that they will be significantly constrained by the risk of
entry.290 They submitted that customers can readily sponsor new entry and
expansion, and submitted that the only reason why customers have not done
so since NHV started operating in the UK is because the market has
remained highly competitive.2°' The Parties submitted that this entry threat
should be viewed againsta background of the negotiating strength of
customers.?92 The Parties referenced the use of termination for convenience
clausesin customers’ favour, joint tendering and increasingly short-term
contracts as examples of the leveraging power of customers.

The Parties also submitted that customers can start or use their own internal
helicopter service.203

% Parties’ response to the CMA Issues Letter, 28 October 2021 Annex section 2.2.

97 This is by contrast to entry which may be triggered by the merger, which would be considered asa
countervailing constraint. Merger Assessment Guidelines, paragraph 4.16.

198 Merger Assessment Guidelines, paragraph 4.38.

99 Merger Assessment Guidelines, paragraph 4.17.

20 FMN, paragraph 21.1.

21 parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 5.9

22 parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 1.6.4. Parties’ Issues meeting
presentation, slide 12.

203 Parties’ response to the CMA Issues Letter, 28 October 2021, footnote 30. Parties’ Issues meeting
presentation, slide 12.
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151. The Parties submitted, in terms of potential entrants, that there are several
competitors from other geographic markets that are capable of meeting the
UK regulatory requirements and the financial costs to enter.204

CMA assessment

152. The CMA has considered the extent to which potential entrants such as those
identified by the Parties may act as a competitive constraintin the UK supply
of O&G Offshore Transportation Services. The CMA considers the evidence
on barriers to entry at paragraphs 157-169. The CMA considers that most
forms of buyer power that do not resultin new entry — for example, buyer
power based on a customer’s size, sophistication, or ability to switch easily —
are unlikely to prevent an SLC that would otherwise arise from the elimination
of competition between the merger firms. This is because a customer’s buyer
power depends on the availability of good alternatives they can switch to,
which in the context of an SLC will have been reduced.?%

153. As set outin more detail in paragraph 162, the O&G Offshore Transportation
Services industryisin decline and appears to attract low margins, which is
likely to affectthe incentive to investin the market. Consistentwith this
position, the evidence available to the CMA does notsuggest potential
entrants pose a competitive constraintor that self-supply is a credible option:

(@) The CMA has not seen any evidence of any potential entrants having
won any contracts in the UK. The CMA has also seen no evidence that
[<].

(b) The majority of customers that responded to the CMA’s Merger
investigation stated that they would notinvite potential entrants to
compete for contracts in the UK North Sea. Customers also did not
mention the potential for self-supply or sponsoring new entry.

(c) Although potential entrants were approached by a small number of
customers and encouraged to bid for contracts,2% no customer told the
CMA that it had been successful in getting entrants to bid, with some
suggesting thiswas due the investmentrequired to enter.

(d) A majority of the potential entrants identified by the Parties and
contacted by the CMA had no interest in entry, for example with one
referring to it as ‘nota viable proposition’. Another potential entrant
identified by the Parties told the CMA that it has no plans at all to enter

24 FMN, paragraph 21.38. These include Bel Air, Heliconia, Unifly and Weststar.
205 Merger Assessment Guidelines, paragraph 4.20.
206 [g,(]
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the UK O&G Offshore Transportation Services industry or to bid for UK
contracts in the next two to three years. Only one potential entrant
indicated it would have an interest in bidding fora contractin the UK in
future. The CMA understands this potential entrant [¢<].

(e) [<] stated that they do not consider potential entrants provide a
competitive constraint, with one noting this was because they do not
hold a UK AOC and cannotoperate in the UK withoutone.

() The Parties’ internal documents discussing potential competitors for
upcoming tenders do not generally referto potential entrants and, when
they do, they highlighttheir weaknesses. For example, a Babcock
internal documentrelating to the tender run by [<] in 20192%7 notes that
Bel Air was likely to bid for the Danish lot of the tender, but did not have
a UK AOC and had ‘AW189 on Danish AOC’. Similarly, a Babcock
internal documentrelating to a tender run by [<] in 2017 notes that (i)
BIH has a ‘weak track record and does not have access to cheap a/c
[aircrafts] deals’, (ii)) Westar does ‘notoperate in the UK’, does ‘nothave
a current UKAOC’, ‘no UK operational experience’ and ‘no existing UK
facilities’ and (iii) Bel Air ‘does not have PLC type purchasing powerfor
competitive A/C [aircrafts] rates’.?% In relation to the same tender CHC
observed that2%® Belair ‘does not meet Perenco’s requirements’.

Conclusion on constraint from potential entry

154. On the basis of the above evidence, the CMA believes that the threat of entry
does not act as a material competitive constrainton the incumbent UK
suppliers of O&G Offshore Transportation Services, including the Parties. This
is consistentwith the evidence of high barriers to entry, which are considered
further at paragraphs 157-169.

Conclusion on competitive assessment

155. Based on the evidence set out above, the CMA believes that the Merger
raises significant competition concerns as a result of horizontal unilateral
effects in the UK supply of O&G Offshore Transportation Services:

(a) The supply of UK O&G Offshore Transportation Services is relatively
undifferentiated and concentrated, with only four suppliers. The Parties’

27 Babcock’s internal document, Annex 65 to the FMN, [$<].
208 Babcock’s internal document, Annex 48 to the FMN, [5<].
29 CHC’sinternal document, Annex 47 to the FMN, [¥<].
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(b)

(c)

(d)

combined share of supply post-Merger is high, indicating thatthe Parties
are likely to pose an important competitive constrainton one another.

Tender data shows significant competitive interaction between all four
incumbents, including the Parties. Babcock Offshore UKand CHC
frequently bid against each other; CHC has lost a number of contracts to
Babcock Offshore UK; and where Babcock Offshore UK wins CHC often
comes second. The tender data, the Parties’ internal documents and
evidence from third parties show that the Parties pose an important
competitive constrainton one another, and the majority of customers have
expressed concerns in relation to the Merger.

The evidence gathered by the CMA indicates that Babcock Offshore UK is
continuing to bid for contracts, despite adopting a ‘manage for value’
strategy. Although the internal documents suggestthat Babcock is
cautious aboutinvestments and selective about what contracts it bids for,
the other incumbents also do not bid for all contracts. Babcock Offshore
UK’sinternal strategic documents refer to expanding its contractual base,
increasing market share in the North Sea, and growing the UK business,
suggesting thatitis an active competitor. CHC’s internal documents and
the majority of third parties have not identified Babcock Offshore UK as a
weak competitor due to its current strategy, norhave they generally
identified achange in Babcock Offshore UK’s strength as a competitor.
Whilst both Bristow and NHV provide a constrainton the Parties, thisis
not sufficientto prevent a realistic prospect of a substantial lessening of
competition given the level of concentration in the market and the
significance of the constraintthat would be eliminated by the Merger.
There are only four suppliers bidding for contracts and not every supplier
bids for every opportunity. On average, there are only three bidders per
tender as a result of all suppliers bidding somewhat selectively.

The evidence received by the CMA indicates thatthe threat of entry does
not act as a material competitive constrainton the incumbent UK suppliers
of O&G Offshore Transportation Services.

Conclusion on horizontal unilateral effects

156.

For the reasons set out above, the CMA believes that the market is
concentrated, and the Parties represent an important competitive constraint
on one another. Accordingly, the CMA found thatthe Merger raises significant
competition concerns as a result of horizontal unilateral effects in relation to
0O&G Offshore Transportation Services.
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Barriers to entry and expansion

157.

158.

159.

Entry, or expansion of existing firms, can mitigate the initial effectof a merger
on competition, and in some cases may mean that there is no SLC.2'0 In this
respect, the CMA will consider whetherentry triggered by the merger might
replace the constrainteliminated by the merger.2'! In assessing whetherentry
or expansion might preventan SLC, the CMA considers whethersuch entry or
expansion would be timely, likely and sufficient.212

Parties’ submissions

The

Parties submitted that there are no material barriers to entry. They

submitted that CHC and the Fisher Busines will be significantly constrained by
the risk of entry into the O&G Offshore Transportation Services market.2'3

The

Parties submitted that barriers to entry are not significantgiven that:

(a) There are many aircraft available for purchase or lease in the open market

on highly competitive terms. The purchase and lease prices for aircraft are
significantly lowerthan in previous years, since several helicopters are

bank distressed assets following the restructuring of a number of
helicopter operators.2'4 Helicopters can also be moved between bases

and countries in order to set up operations where needed.21%

(b) New entrants can hire from the available pool of trained pilots and

(c)

engineers. On many occasions pilots continue to fly the same routes for
a differenthelicopter operator when contracts move between
operators.216

Facilities at bases (including hangars for maintenance and storage of
helicopters) can be leased or built. The sunk costs of acquiring such
facilities do notrepresent a barrier to entry, particularly when the costs
can be spread over the life of a contract or multiple contracts.?'” In
relation to Aberdeen specifically, the Parties submitted that although
space constraints have been a feature of Aberdeen airport for at least 30
years, the Competition Commission’s conclusion in its CHC/HSG
decision thatthe availability of facilities at Aberdeen Airport is nota

210 Merger Assessment Guidelines, from paragraph 8.40.

2" Merger Assessment Guidelines, paragraph 4.16.

212 Merger Assessment Guidelines, from paragraph 8.40.

23 The Parties also mentioned the threat of expansion from incumbents (ie NHV and Bristow), howeverthe
constraintfrom these incumbents has been considered above already.

214 parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 5.11.

215 Parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 5.14

216 FMN, paragraph 21.11.

27 FMN, paragraphs 21.12.
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160.

161.

162.

major barrier remains relevanttoday, and noted that NHV was able to
enter the UK market and set-up operationsin Aberdeen in ¢.2016.218

(d) Overseas providers of O&G Offshore Transportation Services are able to
meet the relevant UK regulatory requirements by leveraging expertise
acquired in other jurisdictions.2'? In particular,a UK AOC is nota pre-
requisite for a helicopter operator to be able to bid for and win a contract
in the UK. The Parties gave the example of NHV operating on a Belgian
AOC for several years following its entry in the UK and Wiking which
currently flies renewable energy contracts undera German AOC while
working with the UK CAA to obtain a UK AOC. In addition, any helicopter
operator can partner with another provider on its AOC to facilitate rapid
entry into the market.220 Further, the Parties stated it takes approximately
a maximum of six to 12 months to obtain a UK AOC and the lead time for
setting up flight operations following the award of a tender is
approximately six to eight months so these processes can be run
concurrently.22!

The Parties submitted that customers can readily sponsor entry or expansion
and adapt theirtender requirements accordingly, including the lead time to get
to market after the award of a tender.?22 The Parties submitted that, should
customers not be contentwith the level of competition in the market, they
have the option to sponsorentry, citing Airbus’ sponsoring of NHV in 2016,223
and BP’s sponsoring of Bond’s re-entry in 2004 in support.22*

The Parties also highlighted that customers regularly threaten to bring
services in-house if helicopter operators are not able to provide them with the
services they wantat the right price.?25 They submitted that this threat is
credible as most customers have their own aviation departments, understand
the regulatory requirements and, in many cases, are ex-helicopter operators
themselves in some global markets.226

CMA assessment

As acknowledged by the Parties and in third party reports, the O&G Offshore
Transportation Services industry is in decline, precipitated by a ‘dramatic

218 FMN, paragraphs21.15-21.17.

29 FMN, paragraphs21.28 —21.29.

20 parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 5.15.
21 parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 5.16.
22 parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 5.9.
23 parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 4.8.
24 FMN, paragraph 21.34,21.35t0 21.36.

25 parties’ response to the CMA Issues Letter, 28 October 2021, footnote 30.

2% parties’ response to the CMA Issues Letter, 28 October 2021, paragraph 5.9.
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163.

164.

declinein oil prices since 2014 and general uncertainty in the energy
market'.?22” The CMA considers other available evidence is consistent with
this. For example, Babcock’s internal documents suggestthatthe O&G
Offshore Transportation Services market is expected to be in ‘severe cost
control mode’ despite oil price recovery in recent years, with the market's
future being described as ‘uncertain’.228 Third party suppliers have also told
the CMA that margins are low in this sector, and this is also reflected in the
Parties’ internal documents.22°The CMA considers thatthese factors are likely
to increase therisk that any investments required to enter into the UK would
not be recouped by a new entrantand therefore reduce the incentives to
enter.

Contrary to the Parties’ submissions, the CMA considers that the costs to set-
up a full new UK infrastructure, including acquiring, leasing or transporting
helicopters to the UK from overseas, hiring pilots and engineers and leasing
facilities are significant. For example, an internal document considering
Babcock Offshore UK’s strength relative to its competitors refers to passenger
terminals and hangars in Aberdeen and leased fleetas ‘key infrastructure and
asset ownership’ and to North Sea crew change management, operation, and
technical personnel as ‘key skills/people’.?3? As explained above, the Parties’
internal documents discussing the possibility of potential entrants bidding for
particular contracts sometimes refer to theirlack of UK assets as
weaknesses.?3! A third party supplier noted that to start operatingin the UK a
new entrantwould need to lease or purchase aircrafts, hire pilots and crews
and have a UK structure in place.232 Finally, third party customers told the
CMA that the O&G Offshore Transportation Services market has high or
significant barriers to entry.233

In terms of regulatory requirements, suppliers are required to obtain a UK
AOC in order to charge to fly passengers to and from O&G platforms. In
particular, itis nolonger possible for a supplierto fly in the UK on a European
AOC, as was the case when NHV entered the UK market. One customer
confirmed that one of the main barriers for EU operators to enter the UK
market is the acquisition of a UK AOC licence.?3* The customer suggested
that obtaining a UK AOC takes significantly longerthan suggested by the

227 FMN, paragraph 2.23. Annex 213 to the FMN, [<], slide 6.

28 Babcock’s internal documents, Annexes 264 to the FMN, [5<] and Annex 273 to the FMN, [5<].

29 See forexample Babcock’s internal documents Annex 073 to the FMN, [$<], which notes that ‘[¢<]." and
CHC/Babcock 51028 - Annex 064 to the FMN, [¢<] stating that ‘[¢<]. See also Babcock’s internal document,
Annex201 to the FMN, [<], page 1) which notes that: ‘[¢<]’

20 See Babcock’s internal document, Annex 281 to the FMN, [¢<], slide 6.

21 See paragraph 153(f).

22 See note of the call [<].

233 Customerresponses to the CMA'’s questionnaire.

24 See note of the call [&<].
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165.

166.

167.

168.

169.

parties (12-24 months), which itfelt could eliminate prospective operators and
noted that the European Aviation Safety Agency’s AOC is not sufficient.

Furthermore, some third parties confirmed that sponsoring a new entrantwas
challenging, with one customer noting that ‘entry barriers are high forthese
services’ (see further paragraph 153(c) above — among those customers that
have soughtto encourage potential entrants to bid for contracts none have
been successful). The majority?3° of customers contacted by the CMA stated
they would notinvite new entrants to compete for contracts in the UK North
Sea.

Moreover, the CMA considers that NHV’s entry arose from a fairly unique set
of circumstances as the Parties themselves acknowledge.?3¢ NHV’s entry was
not sponsored by a customer but by a manufacturer following a series of
incidents involving a particular aircraft type, which ultimately resulted in the
aircraft being grounded. Airbus was therefore keen to rebuild its reputation. It
seems unlikely thatthese circumstances will be replicated.

The CMA also considers that the sponsored re-entry of Bond by BP in
Aberdeen 2004 is also unlikely to be indicative of the likelihood of sponsored
entry in response to the Merger given the decline in demand for O&G over the
last decade.

The CMA also has received no evidence that customers would be willing to
bring O&G Offshore Transportation Services in-house in response to the
Merger.

Therefore, when considering all the assets and regulatory requirements
required to enter the UK, the CMA believes that barriers to entry are high in
the O&G Offshore Transportation Services market. The CMA has not seen
sufficientevidence of entry that would be timely, likely and sufficientin
response to the Merger. As such, the CMA believes that entry or expansion
would notbe sufficientto preventa realistic prospect of an SLC as a result of
the Merger.

Third party views

170.

The CMA contacted customers, competitors (ie the other incumbentsuppliers
and potential entrants) of the Parties. A majority?3” of customers raised

2513 ] responsesto the CMA'’s questionnaire.
26 Parties’ response to the CMA Issues Letter, 28 October 2021, paragraphs 4.7 and 4.8.
27 <] responses to the CMA questionnaire.

47



171.

172.

173.

concerns regarding the Merger. A few customers specifically raised the
potential for price increases post-Merger.

Other third parties have notraised concerns. Some customers and suppliers
were either agnostic238 or welcomed the Merger. More specifically, a third
party supplier submitted that consolidation is required to tackle financial
pressure on service providers. A customer also stated its preference for
having fewer butfinancially stronger providers that can focus on safety,23°
whereas another customer?4? submitted that it was indifferent about a Merger
that will make the remaining competitors financially healthier.

Some customers raised non-merger specific concerns, mentioning the lack of
resilience of existing operators during maintenance, technical faults or
adverse weather conditions?*' and an increase in Brexit related technical
restrictions.242

Third party comments have been taken into accountwhere appropriate in the
competitive assessment above.

Conclusion on substantial lessening of competition

174.

Based on the evidence set out above, the CMA believes that it is or may be
the case that the Merger has resulted, or may be expected to result, in an
SLC as aresult of horizontal unilateral effects in relation to O&G Offshore
Transportation Services market in the UK.

Decision

175.

176.

Consequently,the CMA believes that it is or may be the case that (i) a
relevantmerger situation has been created; and (ii) the creation of that
situation has resulted, or may be expected to result, in an SLC within a market
or markets in the United Kingdom.

The CMA therefore believes thatitis undera duty to refer under section 22(1)
of the Act. However, the duty to refer is not exercised whilstthe CMA is
considering whetherto accept undertakings under section 73 of the Act
instead of making such a reference.2*3 CHC has until 25 November 2021244 to

28[3<] response to the CMA questionnaire.

29 [5<] response to the CMA questionnaire.

20 [3<] response to the CMA questionnaire and note of the call.
21[8<] response to the CMA questionnaire.

2213<] response to the CMA questionnaire.

23 Section 22(3)(b) of the Act.

24 Section 73A(1) of the Act.
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offeran undertaking to the CMA.?45 The CMA will refer the Merger for a phase
2 investigation 246 if CHC does not offer an undertaking by this date; if CHC
indicates before this date that it does not wish to offer an undertaking; orif the
CMA decides?*” by 2 December 2021 that there are no reasonable grounds
for believing thatit might accept the undertaking offered by CHC, or a
modified version of it.

177. The statutory four-month period mentioned in section 24 of the Act in which
the CMA must reach a decision on reference in this case expires on 31
December 2021. For the avoidance of doubt, the CMA hereby gives CHC
notice pursuantto section 25(4) of the Act that it is extending the four-month
period mentioned in section 24 of the Act. This extension comes into force on
the date of receipt of this notice by CHC and will end with the earliest of the
following events: the giving of the undertakings concerned; the expiry of the
period of 10 working days beginning with the first day after the receipt by the
CMA of a notice from CHC stating that it does notintend to give the
undertakings; orthe cancellation by the CMA of the extension.

Colin Raftery

Senior Director, Mergers
Competition and Markets Authority
18 November 2021

i This sentence should read: ‘the evidence available to the CMA indicates that Babcock Offshore UK
was continuing to bid for contracts, despite adopting a ‘manage for value’ strategy [...].’

i This sentence should read: ‘[tlwo common unit holders of CHC, namely Bain Capital Credit, LP
(Bain) and funds and accounts advised by or affiliated with Cross Ocean Partners Management LP or
Cross Ocean Adviser LLP (Cross Ocean), [...].

i This sentence should read: [...] (ie five new H175 helicopters for the Total contract in Aberdeen and
Denmark) [...].

25 Section 73(2) of the Act.
26 Sections 22(1) and 34ZA(2) of the Act.
27 Section 73A(2) of the Act.
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