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COMMISSION DECISION (EU) 2016/644
of 16 January 2015

on the State aid No SA 31855 (11/C, ex N 503/10) which Cyprus is planning to grant for the
restructuring of the Central Slaughterhouse of Kofinos

(notified under document C(2015) 58)

(Only the Greek text is authentic)

THE EUROPEAN COMMISSION,

Having regard to the Treaty on the Functioning of the European Union, and in particular the first subparagraph of
Article 108(2) thereof,

Having called on interested parties to submit their comments pursuant to the provision cited above ('), and having
regard to their comments,

Whereas:

[. PROCEDURE

(1)  On 6 May 2010, the Commission approved a rescue aid for the Central Slaughterhouse of Kofinos (‘CSK)) in the
form of a state guarantee backing a EUR 1,6 million loan (3.

(2) By letter of 3 November 2010, Cyprus notified according to Article 108(3) of the TFEU a restructuring plan for
CSK.

(3) By letter of 7 December 2010, the Commission asked for supplementary information which the Cypriot
authorities provided on 10 January 2011. On 20 January 2011 the Commission received a complaint from the
company Cypra Ltd (‘Cypra’), a competitor of CSK.

(4)  On 7 February 2011, the Commission addressed a letter to Cyprus, inviting it to provide its comments on the
complainant’s allegations, and requesting additional information on the restructuring plan. Cyprus provided its
comments on 4 March 2011.

(50  On 16 February 2011, the Commission addressed a request for additional information to the complainant. Cypra
responded on 2 March 2011.

(6) By letter dated 26 April 2011, the Commission informed Cyprus that it had decided on 20 April 2011 to initiate
the procedure laid down in Article 108(2) TFEU in respect of the restructuring aid. It also informed Cyprus that
it had decided to investigate a number of aids allegedly granted to the beneficiary. Those aids were: (i) the
continuous state tolerance for delays in the payment of amounts due; (ii) the loan of EUR 512 850 by the Munici-
palities Union; (iii) the alleged aid in connection with government-backed bonds; and (iv) the takeover of existing
employees and the relating pension liabilities by the municipalities.

(7)  The Commission Decision to initiate the procedure was published in the Official Journal of the European Union (*).
The Commission invited interested parties to submit their comments on the aid.

(8) By letter of 25 May 2011, the Cypriot authorities asked for a delay extension of one month for the submission of
their comments. This delay extension was granted by a letter from the Commission dated 7 June 2011.

() 0JC165,7.6.2011,p.12.
(*) Commission Decision of 6 May 2010 in State aid N 60/10 (O] C 233, 28.8.2010, p. 2).
() Seefootnote 1.
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(9)  The Cypriot authorities submitted their comments on the Commission’s decision by letter dated 24 June 2011.

(10) The Commission also received comments from interested parties, namely Cypra, A&A Sfagia Ltd, the Cyprus Pig
Farmers Association and a fourth interested party that asked for confidential treatment of its submission. The
Commission forwarded the comments received from interested parties to the Cypriot authorities giving them the
opportunity to react; Cyprus submitted comments by letter dated 8 November 2011.

(11) By letter dated 1 March 2012, the Commission asked for supplementary information which the Cypriot
authorities provided by letter dated 30 March 2012.

(12) By letter of 24 October 2012, the Commission asked for further clarifications and updated information. The
Cypriot authorities submitted a reply on 26 November 2012.

(13) On 14 May 2013, the Cypriot authorities submitted further information and clarifications.

II. DETAILED DESCRIPTION OF THE AID
II.1. TITLE

(14)  The notification concerned the restructuring aid to CSK. However, the subject matter of the Commission’s investi-
gation was extended to also include other aids allegedly granted to the beneficiary.

I.2. DURATION AND BUDGET

(15) According to the Cypriot authorities, the restructuring aid would only be granted to the beneficiary upon its
approval by the Commission. The initial aid amount as notified in November 2010 was EUR 15 million.
However, in their submission of 14 May 2013 the Cypriot authorities indicated an aid amount of EUR 17,8
million, in view of the increased restructuring costs.

II.3. BENEFICIARY

(16)  The beneficiary of this aid is CSK. CSK was established in 1981 as a state-owned public utility company, aiming
at serving the needs of certain municipalities of Lefkosia, Lemesos and Larnaka Districts. In 2003, the relevant
regulatory regime was liberalised through the adoption of Law 26(I) of 2003 (). That law regulates the structure,
organisation and functions of central slaughterhouses, such as CSK. According to the same law, the movable and
immovable property of such organisations cannot be the subject of normal enforcement or seizure proceedings,
nor of any other procedure following an action against them. In 2010 (i.e. at the time of notification of the
restructuring aid) CSK had a market share of approximately 30,7 % in the Cypriot market (°). As of November
2012 the share had decreased to some 26,5 %. The Cypriot authorities have confirmed that CSK operates in an
assisted area for regional aid purposes under the derogation of Article 107(3)(c) of the TFEU.

(17) Under Cypriot law, only private-law companies can be subject to bankruptcy proceedings, as the relevant
provisions of company law only apply to private-law companies. As a consequence, it would appear that state-
owned public utility companies cannot be subject to bankruptcy proceedings.

(18)  According to the financial statements submitted, at the end of 2009 CSK had short-term liabilities of some
EUR 19,4 million and had accumulated losses of some EUR 28,6 million. By the end of 2012, the-short term
liabilities exceeded EUR 30 million and the accumulated losses had increased to almost EUR 40 million.

(*) Official Gazette Annex I(I), No 3679, 31 January 2003.
() Calculated as livestock units within the meaning of Article 4(A) of Council Directive 64/433/EEC of 26 June 1964 on health conditions
for the production and marketing of fresh meat (O] 121, 29.7.1964, p. 1977/64).
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(19) At the time of the restructuring notification CSK had 110 employees, of whom 22 were employees with a civil
servant status, whereas the remaining were day-labourers. The turnover of the company for the year 2009 was
approximately EUR 5 million. The turnover had dropped to some EUR 3,6 million in 2012. Despite its low
turnover, the company cannot be regarded as an SME pursuant to the Commission’s recommendation concerning
the definition of micro, small and medium-sized enterprises (°) because more than 25 % of its voting rights
(within the meaning of Article 3(4) of the Annex to that recommendation) is controlled by a public body. CSK is
entirely state-owned, and all the members of its Board of Directors are appointed by the participating local
authorities.

(20)  As explained in the Commission Decision of 6 May 2010 relating to the rescue aid to CSK (Case No N 60/10),
CSK received rescue aid because it could no longer function under its current form. The Cypriot authorities have
indicated as the main reason that led CSK to its financial situation the fact that, unlike its main competitors, CSK
was a state-owned public utility company. This resulted in inflexibility (as regards decision-making and personnel
relations), as well as high labour costs and lack of company culture. This, given the liberalisation of the market
and the entry of new privately-owned slaughterhouses into the market, led to the erosion of CSK’s market shares
and the subsequent accumulation of debts.

(21)  The Commission acknowledged in its Decision in Case No N 60/10 that CSK was a firm in difficulty. The annual
accounts of the company for the years 2006-2009 confirmed this finding. They showed that the company’s
income could not cover current expenditures, mainly due to high labour costs. As a result, the company could
not pay back loan instalments and other liabilities. CSK showed the following signs of a firm in difficulty:
increasing losses, diminishing turnover, increasing excess capacity, declining cash flow, increasing debt and
decreasing net asset value. The Commission also found in its Decision of 6 May 2010 that CSK could not recover
through its own resources, since its funds and assets were rapidly declining and that it could not obtain funds
from market sources.

(22)  The negative trend in the economic development of CSK has continued since. Turnover plummeted to some
EUR 3,6 million in 2012 when accumulated losses, and at the same time negative equity, amounted to almost
EUR 40 million.

(23) By 31 December 2011, CSK had accumulated overdue debt towards the Cypriot Loan Commissioner of some
EUR 11 million, overdue payments towards social security and tax authorities of some EUR 8,7 million and
veterinary expenses of some EUR 1,3 million.

II.4. LEGAL BASIS

(24)  The legal basis of the restructuring aid is Decision No 71.196 dated 2 November 2010 adopted by the Ministerial
Council of Cyprus.

II.5. DESCRIPTION OF THE MEASURE

(25)  The initially notified restructuring aid that was to be granted to the beneficiary amounted to EUR 15 million.
This corresponded to 55,6 % of the total cost of restructuring of EUR 26,85 million. The remaining 44,4 % was
to be financed through contributions by CSK itself (cf. recital 26 below). However, in their submission of 14 May
2013, the Cypriot authorities indicated that the restructuring costs had meanwhile increased and that,
consequently, the amount of the restructuring aid would also be increased to EUR 17,772 million. The
breakdown of the restructuring costs according to the Cypriot authorities is as follows:

Restructurine Meastre Cost as of November 2010 Cost as of May 2013 (EUR
5 (EUR million) million)
Personnel Compensation 3,5 3,340
Payment of debts towards Social Security Organisms 4,891 6,140

() OJL124,20.5.2003, p. 36.
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(26)

Cost as of November 2010 Cost as of May 2013 (EUR

Restructuring Measure (EUR million) million)

Payment of debts towards Section of Internal Income 2,361 3,646

Personnel Pension Payments and other one-off pay- 4,9 3,340
ments to staff

Loan Repayments 11,1 13,306

Consultancy Services 0,1

Total 26,852 29,772

According to the Cypriot authorities CSK intended to finance its own contribution by the contraction of a new
loan of EUR 5 million and by the sale of property amounting to EUR 7 million. The beneficiary’s own
contribution of EUR 12 million would therefore correspond to 40,3 % of the total updated restructuring costs.
The Cypriot authorities have submitted a valuation of the immovable property of CSK of April 2013 that
estimates the value of the slaughterhouse’s immovable assets (land, buildings and lease) at some EUR 8,2 million.
However, as regards the contraction of a new loan the Cypriot authorities indicated in their submission of
14 May 2013 that under the current economic environment obtaining such a loan must be considered doubtful.

II.6. RESTRUCTURING PLAN

The restructuring plan had been prepared in October 2010 and sent to the Commission as part of the
notification submitted on 3 November 2010. The reply Cyprus provided on 26 November 2012 included an
update as regards relevant financial projections and market data. The original restructuring plan includes the
following sections:

11.6.1. Market analysis

This section of the restructuring plan begins by explaining the functioning of slaughterhouses in Cyprus. Private
slaughterhouses were permitted as of 2003, in view of the imminent entry of Cyprus into the European Union.

The plan goes on presenting the meat production market (production per meat type — pork, beef and ovine/
caprine, prices, quality, employment, imports/exports, competitors) as well as the meat consumption in Cyprus
(consumption per capita, consumption of imported products, consumption per selling points — hypermarkets|
butcheries/Horeca/prepared meat products industries, branding, meat quality). The plan further provides estimates
on the future prospects for supply and demand on the markets concerned.

Concerning the slaughter market, there are five companies active in Cyprus. The market share of the beneficiary
according to the plan was around 31 % in 2010. If the market is broken down by meat category, the market
shares were as follows for 2009 and the first eight months of 2010:

(%)
Animal Type Sheep/goats Cattle Swine Total (1)
Year 2009 2010 2009 2010 2009 2010 2009 2010
Cypra Ltd 20,39 | 22,37 — — 63,34 | 70,40 | 50,79 | 56,79

Kofinou Central Slaughterhouse | 34,24 30,53 100 100 27,26 21,96 34,84 30,72
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(%)
Animal Type Sheep/goats Cattle Swine Total (1)
Year 2009 2010 2009 2010 2009 2010 2009 2010
Agioi Trimithias 18,97 17,15 — — 4,74 2,46 6,71 4,26
A&A Slaughterhouses Ltd 14,52 | 18,37 — — 4,66 518 5,87 6,62
Polis Chrysochous Municipal | 11,89 | 11,58 — — — — 1,73 1,61
Slaughterhouse

(') Calculated as livestock units, Article 4(A) of Directive 64/433/EEC.
Source: Veterinary Department, Ministry of Agriculture, Natural Resources and Environment.

(31) From the information submitted by the Cypriot authorities on 26 November 2012 it emerges that CSK’s total
market share has further dropped to 29,3 % in 2011 and to 26,5 % in 2012. It also lost its monopoly of cattle
slaughtering, following the market entry of Cypra, but still held over 92 % of market share in this segment.
Overall, the Cypriot market for animal slaughter shows a general downward trend with a stagnation in 2010, a
contraction of 2 % in 2011 and a further contraction of 3,8 % in 2012.

(32) At the end of 2012, the five slaughterhouses active on the Cypriot market had the following daily slaughter

capacity:
Daily slaughter capacity
No Name of slaughterhouse
Cattle Swine Sheep/goats

1 Kofinou Central Slaughterhouse 200 3 040 960

2 | CypraLtd 104 1920 1200

3 A + A Slaughterhouses Ltd — 1200 880

4 Agioi Trimithias — 700 700

5 Polis Chrysochous Municipal Slaughterhouse — — 500

(33) The figures provided show indeed the considerable fall of CSK’s market share in the last few years. Back in 2005,
CSK’s overall market share was still as high as 68 %. This figure had dropped to 41 % in 2008 and to 26,5 % in
2012. This development is largely due to the liberalisation of the market in 2003 and the subsequent entry of
privately owned undertakings.

(34) Concerning cattle slaughter, the restructuring plan was based on the assumption that at least two current
competitors (Cypra and Ayioi Trimithias) intended to enter into the market. Further, it is argued that another
company (Pan-Cypriot Organisation of Cattle Breeders) intends to enter the market. That organisation controls
75 % of the cattle production market in Cyprus. Cypra eventually entered this segment in 2012 and also
acknowledges that Agioi Trimithias and the Pan-Cypriot Organisation of Cattle Breeders are also planning to
enter the market for cattle slaughter.

11.6.2. Presentation of the Beneficiary

(35) CSK was created by Ministerial Decree as a Public Service organisation, aiming at serving several municipalities,
including the major cities in Cyprus that had to maintain slaughterhouse facilities. The Board of Directors is
composed of 15 members (6 mayors, 5 municipal counsellors and 4 representatives by the Community Union).
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(36)  As explained before, the competitive position of the company has begun to deteriorate as of the liberalisation of
the market in 2003. According to the Cypriot authorities, the main factors that have contributed to its situation
include the following:

(a) functioning of the company and composition of its Board of Directors (municipal officials that have other
priorities and therefore do not necessarily focus on the company’s problems);

(b) initial equity base;
(c) liberalisation of the market, without a strategic plan to face relevant challenges;

(d) heavy labour costs (superfluous personnel, lack of motivation, low productivity, lack of flexibility in
terminating contracts, no service-oriented culture, etc.);

() low productivity.

(37) The management of the company tried to tackle some of these problems, with some positive results. However,
the fall of the company’s market shares resulted in increasing losses over the years.

(38) The plan provides a SWOT analysis (strengths — weaknesses — opportunities and threats) for CSK. It is argued
that its strengths include a significant production capacity, know-how and tradition and compliance with EU
regulations. The weaknesses include high production costs, dependence on a single activity, lack of service-
oriented culture and loss of customers’ trust as regards slaughter schedules. Further, the company lacks flexibility
as regards its functioning, as well as employment. If the company was functioning as a private company, with a
participation of private investors, then the relevant decisions would be adopted by the Board of Directors and its
general assembly. Finally, the employees of the company have a civil servant status, which makes their dismissal
extremely difficult and costly.

(39) The threats include the entry of new players into the market, the expected increase in imports of meat from other
EU Member States, due to lower prices and better quality of imported products, which would lead to a reduction
in slaughters in Cyprus, the fall of animal-breeding activities in Cyprus and the high production costs. As oppor-
tunities, the plan recognises the possibility to lease production lines to third companies, the improvement of the
company’s financial situation through the sale of real estate, as well as the collaboration with big players in the
market.

I1.6.3. Restructuring measures

(40)  The total cost for the restructuring of the company amounted initially to approximately EUR 27 million. 55,6 %
of that amount would have been provided by the state, whereas the company’s participation would have
represented the remaining 44,4 % (EUR 12 million). However, as explained in recital 25 above, the Cypriot
authorities indicated in their submission of 14 May 2013 that the restructuring costs had meanwhile increased to
some EUR 29,8 million while CSK’s contribution will stay the same.

(41) CSK's own contribution will be collected from (i) the sale of immovable property (EUR 7 million), which,
according to the Cypriot authorities, would be devoid of a State aid element, since the price will be calculated at
the market value by an independent valuator; and (ii) the contraction of a new loan agreement (EUR 5 million).
The Cypriot authorities however also acknowledged in their submission of 14 May 2013 that under the current
economic environment obtaining such a loan must be considered doubtful.

(42)  The plan foresees the following restructuring measures:

11.6.3.1. Flexibility — Change of legal status

(43)  For the improvement of its flexibility in all fields, the restructuring plan proposes the transformation of CSK into
a company under private law. It is expected that this will improve the company’s flexibility as regards its
decision-making. This should also stimulate interest by private investors, who could enter into the shareholding
of the company. Finally, the change in the employees’ status will make hiring and laying-off of staff easier.
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11.6.3.2. Reduction of the company’s liabilities

(44)  The restructuring plan foresees the full payment of the company’s debts to the Social Securities Fund (EUR
6,14 million as of end 2012) and to the Section for Internal Income (EUR 3,646 million as of end 2012).
Further, the company will pay off mature debts amounting to EUR 13,306 million (including the already
approved rescue loan of EUR 1,6 million). The overall cost of this measure is calculated at approximately
EUR 23,1 million. Furthermore, the Cypriot authorities confirmed in their submission of 14 May 2013 that
outstanding liabilities towards the Veterinary Service will be paid off gradually after the restructuring.

11.6.3.3. Personnel

(45) The plan foresees the migration of all employees with civil servants status to municipalities and the laying-off of
the remaining personnel. The company under its new status will then replace its personnel with new employees.
New employees will be engaged under new salary conditions and pension schemes. The company will also have
recourse to outsourcing services whenever needed. It is foreseen that following the restructuring of the company,
the personnel will be comprised by only 9 management posts and 67 employees/workers. The cost of all the
relevant measures for CSK will amount to EUR 6,68 million, broken down between costs for personnel
compensation (EUR 3,34 million) and payment of pension rights (EUR 3,34 million). It is foreseen that once the
plan is put into effect, the salary costs will be drastically reduced.

11.6.4. Compensatory measures
(46)  The plan proposes the following compensatory measures:

— commitment by CSK not to extend its activities to other associated markets (meat trade, creation of facilities
for meat slicing) for a period of three years,

— commitment by CSK not to upgrade its technology for the slaughter of pigs, with the purchase of a line for
the stunning of pigs with the use of carbon dioxide, for a period of three years,

— commitment by CSK, for a period of three years, not to have recourse to aggressive actions for increasing its
market shares to the levels above the ones that it held in 2009. As aggressive actions the Cypriot authorities
have identified the following: (i) active advertisement campaigns; (ii) aggressive price reductions; (iii) techno-
logical upgrades in order to improve quality; and (iv) takeover of competitors.

(47)  According to the Cypriot authorities it would not be possible for CSK to reduce its capacity. The reason is that
CSK has only one production line for every animal type. The Cypriot authorities argue that divesting relevant
machines in order to reduce the capacity would be tantamount to CSK exiting the relevant market segment.

II.7. STANDSTILL OBLIGATION

(48) According to the Cypriot authorities, the restructuring aid can only be granted after its approval by the
Commission.

II.8. ANNUAL REPORTS

(49) The Cypriot authorities have committed to submit regular detailed reports on the implementation of the restruc-
turing plan.

[IIl. COMPLAINT

(50) On 20 January 2011, Cypra, a competitor of CSK submitted a complaint. Cypra is a privately owned company
that began operating in the Cypriot slaughter market in 2006. At the time of launching the complaint, Cypra had
the largest market share in the pig slaughter market (71 %), as well as in the overall Cypriot slaughter market
(57 %).
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(51)  The complaint alleged that the beneficiary has in the recent past benefited from numerous aids. More specifically,
it is argued that CSK has received the following aids:

(a) aid in the form of continuous state tolerance for delays in the payment of amounts due of approximately
EUR 29 million such as tax and social security liabilities, loans granted by the Loan Commissioners, relevant
interests as well as amounts representing slaughter fees. In support of its claim, the complainant submitted a
reasoned opinion issued by the Cypriot State aid Commissioner on 9 July 2007, published in the Official
Gazette of the Cypriot Republic on 20 July 2007. The opinion acknowledges indeed that the Cypriot
authorities, by omitting to take all necessary steps in order to collect CSK’s debts, are in reality granting State
aid;

(b) change of the housing and planning zone of CSK’s plot from agriculture to industrial zone in March 2007;
(c) the grant of a loan amounting to EUR 512 850 by the Municipalities Union implemented in December 2007;

(d) the rescue aid of EUR 1,6 million approved by the European Commission in May 2010, which according to
the complainant would not have been approved had Cyprus not failed to disclose material facts, most notably
the previous granting of State aid.

(52) The complaint concludes that the grant of the restructuring aid will distort competition, since the beneficiary has
constantly enjoyed in the past years aids granted by the Cypriot state.

(53) The Commission considered that the change of the housing and planning zone of CSK’s plot did not seem to
involve the transfer of state resources, while the rescue aid had already been the subject of the Commission’s
scrutiny. The Commission offered therefore to the Cypriot authorities the opportunity to provide their comments
on the allegations about the grant of the aids referred to under recital 51(a) and (c) above.

(54)  The Cypriot authorities, in their reply of 4 March 2011, did not provide adequate information showing that the
continuous tolerance for delays in the payment of amounts due does not constitute State aid. Concerning the
EUR 512 850 loan, the Cypriot authorities indicated that following a negative opinion by the Cypriot State aid
Commissioner, CSK paid back the loan to the Municipalities Union with interest, through the transfer of land
ownership.

IV. COMMISSION DECISION OF 20 APRIL 2011

(55) By the Decision of 20 April 2011, the Commission decided to initiate the procedure laid down in Article 108(2)
of the TFEU. More specifically, it concluded that as regards the restructuring aid, all conditions of Article 107(1)
are, prima facie, fulfilled. It was also found that there were indications that other aid might have been granted in
the form of: (i) the continuous state tolerance for delays in the payment of amounts due; (i) the loan of
EUR 512 850 by the Municipalities Union; (iii) the alleged aid in connection with government-backed bonds;
and (iv) the takeover of existing employees and the relating pension liabilities by the municipalities.

IV.1. COMMENTS FROM CYPRUS TO COMMISSION DECISION OF 20 APRIL 2011

(56) The Cypriot authorities provided their comments on the Commission Decision of 20 April 2011 by letter dated
24 June 2011. The arguments of the Cypriot authorities are presented in the following points.

IV.1.1. State tolerance for delays in the payment of amounts due

(57) In their reply, the Cypriot authorities argue that several public authorities, such as the Internal Income
Department and the Social Security Department, have in the past obtained court rulings ordering CSK to pay
back its debts to the relevant authorities. However, on the basis of Article 18 of Law 26(I) of 2003, the movable
and immovable property of public slaughterhouses cannot be the subject of normal enforcement or seizure
proceedings, nor of any other procedure following an action against them. Therefore, under the current
regulatory regime, the court orders issued against CSK cannot be enforced.
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(58) It is further argued that given the inability to enforce court decisions against CSK and given the ongoing restruc-
turing process, no further measures will be undertaken by the authorities until the conclusion of the restructuring
process. It is also noted that any different course of action for the collection of the debts in question would not
result in the recovery of any amounts. The Cypriot authorities conclude that their decision to grant the restruc-
turing aid to CSK constitutes a proof of the governments intention to settle CSK's debts to government
departments.

IV.1.2. Grant of a loan of EUR 512 850 by the Municipalities Union

(59) The Cypriot authorities acknowledge that the Municipalities Union granted a loan of EUR 512 850 to CSK in
December 2007. Following the submission of a complaint, the Cypriot State aid Commissioner ruled that the
grant of this sum should be considered as illegal operating aid which has been granted without prior notification
to the European Commission. The Cypriot authorities add that CSK paid back this amount on 15 January 2010
to the Municipalities Union with interest, through the transfer of land ownership of a value of EUR 580 000. The
valuation of the land was effected by the Department of Land Register and Surveying, which is considered the
official valuator of the state. The Cypriot authorities argue that the interest of EUR 67 150 corresponds to an
annual interest rate of 6,12 %, if the annual capitalisation is also taken into account. According to the Cypriot
authorities, this interest rate is not lower than the market interest rates with immovable collateral during the
period in question.

IV.1.3. Alleged new aid in connection with state-backed bonds

(60)  The Cypriot authorities reiterate that the bonds in question were issued in 1985 with a guarantee of the state and
they were re-issued in 1992 and 1999 on the basis of a Law approved by the Parliament. On 9 July 2007, the
Regional Court of Lefkosia ordered the payment of the debt by the state as the guarantor to one of the bond
owners. Following this Court decision, the government had to repay the relevant sums, including interest. The
state did not have any counter-claims against the CSK, and for that reason, no cancelling of claims took place.

IV.1.4. Transfer of personnel to municipalities

(61)  Concerning the transfer of personnel to the municipalities, the Cypriot authorities argue that this concerned only
19 employees. The pension benefits for these people have already been taken into account in the restructuring
costs, and would amount according to the restructuring plan to EUR 1,4 million. 13 municipalities agreed to hire
15 out of the 19 permanent members of CSK’s staff, covering this way their own needs in personnel. Following
this understanding, the Ministry of Interior and the Ministry of Finance would not authorise the creation of new
or additional jobs in the municipalities involved.

(62) Following the above, it was agreed that every permanent employee of the CSK would be transferred under the
same position and under the same salary as the one previously held in CSK. For this reason, it has been agreed
that the municipalities that will take over CSK’s former employees will pay the part of the salary that corresponds
to the initial salary scale of a newly hired employee, and the state would pay the salary difference. The amounts
paid by the state would concern the period from the transfer until the end of each employee’s career. This sum
for the 15 employees of CSK has been estimated at approximately EUR 3,4 million. According to the Cypriot
authorities, this sum does not concern expenditure that should have been borne by the CSK, and for this reason
it is not included in the restructuring costs. This is a standard practice in similar circumstances. The Cypriot
authorities conclude that for this reason the measure does not have a selective character and therefore does not
fulfil one of the conditions for the existence of State aid. However, the Cypriot authorities argue that even if it
should be considered as State aid, it constitutes aid of social character going beyond the interests of the
beneficiary. For such aids, the Guidelines state that the Commission takes a positive approach.

IV.1.5. Efficiency of restructuring plan measures

(63) Concerning the prediction of the restructuring plan for an increase of the slaughterhouse market of 2 % in all
three scenarios (best-case, worst-case and intermediate), the Cypriot authorities note that this percentage was the
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average annual increase of slaughters in Cyprus during the period 1998-2008. This has also been the prediction
made by CSK's management for the following 5-year period. A reduction in the growth rate of 0,5 % would
translate in a reduction in CSK's profits by EUR 500 000, however, the beneficiary would still be profitable after
the restructuring period.

(64) Concerning the costs for the transfer of personnel to the municipalities, the Cypriot authorities reiterate that only
19 persons would be transferred, and that the majority of the redundant personnel will be laid off.

(65) The Commission in its decision of 20 April 2011 raises doubts as to the ability of CSK to contract loan
agreements with financial institutions. The Cypriot authorities argue in this respect that CSK has contracted loans
with commercial banks, which are being repaid normally and without delays. Given the fact that as explained
above, according to relevant legislation CSK’s property cannot be the subject of normal enforcement and seizure
proceedings, the loans contracted with the banks are covered by state guarantees. The Cypriot authorities add
that this will change with the company’s restructuring and the change of its legal status. Future loans on market
conditions will be able to be obtained thanks to the company’s property, among which immovable property of a
value of approximately EUR 7 million. As regards the value of CSK’s immovable property, the Cypriot authorities
specify that such value has been calculated by the Department of Land Register and Surveying of the Ministry of
Interior.

(66)  Finally, the Cypriot authorities reiterate that CSK’s problems lay on the following facts: (a) lack of flexibility as
regards its structure and its functioning; (b) high labour costs; and (c) high debts. The restructuring plan manages
to confront these causes by changing the legal status of the company, reducing labour costs and reducing the
company’s debts.

IV.1.6. Efficiency of compensatory measures

(67) Concerning the compensatory measures, the Cypriot authorities first reiterate their concern about the possibility
that Cypra might gain a monopoly position on the market. According to the Cypriot authorities, Cypra has
addressed a letter to the Cypriot Ministers of Interior, Commerce and Finance where it is mentioned that the
company has a market share of 71 % in the pig-slaughter market, that its prices are 20 % higher and that the
customers’ preference lays among others on the fact that it offers better quality of meat. This, in the view of the
Cypriot authorities constitutes proof of the fact that Cypra has a dominant position and that if CSK stops
operating prices will increase. The Cypriot authorities add that even if Cypra had indicated its intention to enter
the cattle-slaughter market within six months, it hasn't done so yet. Further, the Cypriot authorities argue that
Cypra does not yet have all necessary spatial planning licences and licences of other nature, which makes its
entry into the cattle-slaughter segment unlikely in the set time frame. According to the information in the
possession of the Cypriot authorities, no other company has the intention to enter into this segment either.

(68)  As regards the issue of overcapacity, the Cypriot authorities note that overcapacity in the pig-slaughter segment
reaches 39 % and that capacity in this segment has increased by 32 % since Cypra entered into the market in
2006, while for ovine/caprine slaughters overcapacity reaches 51 %, having increased by 17 % since Cypra’s
entry. This, according to the Cypriot authorities, points to the conclusion that overcapacity in the market was
created by the entry of Cypra. The Cypriot authorities conclude that given the financial situation of CSK, any
additional constraint on CSK’s operations would negatively affect its viability.

IV.2. COMMENTS FROM THIRD PARTIES

[V.2.1. Comments of complainant to Commission Decision of 20 April 2011

(69) The complainant submitted its comments on the Commission’s Decision of 20 April 2011 by letter dated 4 July
2011. In its letter Cypra reiterates that there is the intention by the Pan-Cypriot Organisation of Cattle Breeders
to create a slaughterhouse.
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(70)  As regards the compensatory measures, Cypra notes that if the restructuring aid is cleared and if the pig breeders
are involved in CSK, given in addition the construction of A&A’s new slaughterhouse, its viability will be
jeopardised. The reason is that the number of pig slaughters that it will perform will decrease by a significant
extent. Cypra also reminds that it has recently invested important sums for the increase of its capacity. It is also
added that the Cyprus Pig Farmers Association (representing 100 % of the island’s pig breeders) is involved in the
restructuring process. Apparently, the government is offering to this association stakes in the new company that
will be created following the restructuring. This by itself, according to Cypra, goes against the commitment not to
have recourse to aggressive actions in order to increase market shares for three years. Concerning capacity, the
three companies Cypra, A&A and Trimithias, have a capacity exceeding 20 000 pig slaughters a week, while the
relevant production is around 14 000.

(71)  Cypra argues that before the aid is approved, the Cypriot authorities should prove that it would be possible for
CSK to contract a loan of EUR 5 million. In any case, the best solution according to the complainant is the
closing down of the pig-slaughter production line. This would not create any shortage in the market since the
remaining companies can cover the needs of the country. Cypra also makes allegations on the close relationship
between current and previous members of the Cypriot government with the management of CSK, which, if
continued, would be tantamount to further unjust behaviour against privately owned slaughterhouses.

(72)  As regards state claims against CSK, Cypra claims that CSK has collected veterinary fees amounting to
EUR 900 000, that have not been given back to the state. As concerns the transfer of personnel, the state has
agreed to subsidise the cost of transfer of the employees, by paying the difference between the salary of a newly
appointed employee (to the municipalities) and the current salary of the workers, for all employees that will be
transferred. Further, for the employees that will remain in the new company the state will subsidise 40 % of the
previous salary, until the end of their service, while the new company will pay 60 %.

(73) Concerning the company’s own contribution, Cypra claims that the sale of CSK’s immovable property should be
made on the free market. Cypra suspects that the value of the land in question, as shown by the rent the state
charges to another company (Sigan Management Limited) in the same area, is much lower than the one indicated
in the restructuring plan. As regards the grant of the EUR 512 850 loan by the Municipalities Union, Cypra
doubts that the loan has been repaid through the transfer of land ownership.

(74)  Finally, the complainant proposes that any future restructuring of CSK should include the temporary lease of the
cattle-slaughter line to the Pan-Cypriot Organisation of Cattle Breeders, the temporary lease of the ovine/caprine
production line to whomever is interested, and the closing down of the pig-slaughter line. When the Pan-Cypriot
Organisation of Cattle Breeders creates its own slaughterhouse, CSK slaughterhouse should close down, and the
government should sell the land involved to third parties.

IV.2.2. Comments of other interested parties to Commission Decision of 20 April 2011

(75) A number of other third parties submitted comments on the Commission Decision of 20 April 2011.

(76)  One competitor (A&A Slaughterhouses) maintains that it has just finished updating its production site, and that
currently it has the possibility to handle 35-40 % of the country’s needs in pig slaughtering, and 30 % of the
country’s ovine/caprine slaughtering. The company argues further that the restructuring plan for CSK did not
take into account developments, such as the update of the production line of CSK’s competitors, such as A&A’s
or the company Agioi Trimithias. As a result, it is argued that the situation of the beneficiary is much worse than
that portrayed in the restructuring plan, even if one takes into account the worst-case scenario. In addition, A&A
claims that the argument of the Cypriot authorities that Cypra might gain a monopolistic position if CSK stops
one of its production lines is not a valid one, given the update of A&A’s and Agioi Trimithias’ production lines
and the capacity of those companies. In A&A’s view, the compensatory measures proposed cannot be accepted.
The only credible compensatory measure that could be accepted would be for CSK to stop offering pig-slaughter
services. At the same time, the management of CSK should be assigned to a management team with market
experience, and only a small number of employees should remain in the company for the functioning of the
cattle and ovine/caprine-slaughter lines.
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(77)  One party, that asked for confidential treatment of its submission, argued that CSK duly fulfils its obligations
under EU directives concerning waste. Its competitors however have been abusing the inadequate implementation
and control by local authorities of the relevant EU directives, causing direct and indirect unfair competition to
CSK, which in its turn is one of the reasons for the current financial situation of the company, since CSK, unlike
its competitors, pays fees to treat its wastes, unlike its competitors.

(78)  One party, the Cyprus Pig Farmers Association, expressed concerns as regards the ‘aggressiveness of the dominant
company in the pig slaughtering segment’, i.e. Cypra. It is argued that if CSK stops operating, then Cypra would
acquire a monopoly position at least in the pig-slaughter segment. Further, it is argued that entry in the cattle-
slaughter segment is not probable. The association also notes that pig breeders have recently created a company
which currently controls 60 % of the country’s production. At the moment, the choice of the slaughterhouse is
made by the client (meat retailer or wholesaler). However, the association notes that in the future that company
could base its choice of slaughterhouse on considerations of the viability of a slaughterhouse, e.g. by requiring
offers for slaughtering its animals. Therefore, given the market structure in Cyprus, the viability of no company
should be taken for granted.

IV.3. COMMENTS OF CYPRUS TO THIRD PARTY SUBMISSIONS

(79) By letter dated 8 November 2011, the Cypriot authorities provided their comments on the third party
submissions.

(80)  As regards the comments made by A&A, the Cypriot authorities argued that the restructuring plan was based on
the situation of the market at the time of its elaboration. The plan took indeed into account the functioning of
the Agioi Trimithias and Cypra slaughterhouses. As regards the opening of A&A’s new facility, CSK believes that
it will not affect the conditions on the market to a significant extent. It is noted that A&A’s comments are based
on the fact that this company would benefit from a potential exit of CSK from the market. However, if that
happens, CSK would be dissolved, and its assets would not suffice to cover its debts. In this case, the state will
take over CSK’s liabilities, and another private operator might reopen the slaughterhouse. On the other hand, the
restructuring plan gives the opportunity to CSK to cover itself its liabilities, and at the same time there is the
possibility of entry of private investors. As regards the compensatory measures, the Cypriot authorities argue that
A&A does not substantiate its suggestions, which in addition are arbitrary, do not make economic sense and in
any case would not lead to the company’s viability. The Cypriot authorities argue further that A&A’s submission
gives the impression that the restructuring plan has not been drafted carefully. However, A&A seems to ignore
basic elements of the relevant legislation and of the restructuring plan itself.

(81)  As regards the comments made by Cypra, the Cypriot authorities argue that concerning the risks of monopoly, it
is not clear at the moment whether new slaughterhouses will open. In any case the authorities would favour
measures that will permit CSK to continue operating and that will deter the creation of monopolies or
oligopolies. CSK’s restructuring serves this purpose, especially if CSK continues operating in the pig-slaughter
segment. Cypra’s concerns about its own viability seem to relate more to the re-opening of A&A slaughterhouse
together with the further functioning of CSK. As concerns the identity of the private investors, the Cypriot
authorities note that one of the possible investors could indeed be members of the Cyprus Pig Farmers
Association. However, this would not mean that one of the conditions for such participation would be that the
numbers of pig slaughters of CSK should increase, or that the pig breeders should be the clients of CSK.

(82) The Cypriot authorities reject the claim of close relationship between past and current members of the
government with CSK and argue that such claims are unfounded. As regards the veterinary fees, it is argued that
they are paid back gradually. As an example, the Cypriot authorities note that in the period 2008-2011 CSK paid
fees of EUR 479 000. Concerning the sale of CSK’s immovable property, the Cypriot authorities mention that the
valuation of the land has been conducted by an independent valuator (Department of Land Register and
Surveying) and that the claims of Cypra are equally unfounded. The Cypriot authorities submitted a letter by the
Department of Land Register and Surveying of the State, justifying the price difference between the rent paid by
Sigan Management Limited and the evaluation of CSK’s land. Finally, the Cypriot authorities argue that Cypra’s
proposals cannot be accepted. Even in case the restructuring of CSK is not completed, the state or CSK’s
liquidator will have the obligation and the right to sell or rent out its assets to private investors or undertakings.
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IV.4. ADDITIONAL INFORMATION SUBMITTED BY THE CYPRIOT AUTHORITIES

(83) On request by the Commission the Cypriot authorities provided further clarifications and updated information by
letters of 30 March 2012 and 26 November 2012. They supplemented their submission with additional elements
on 14 May 2013.

(84)  As regards CSK’s outstanding liabilities, Cyprus provided a breakdown with the letter of 30 March 2012 and
further specified the nature of those liabilities and their actual due dates in the letter of 26 November 2012. The
Cypriot authorities also drew the Commission’s attention to the fact that Law 26(I) of 2003, which regulates the
structure, organisation and operation of central slaughterhouses, such as CSK and according to which the
movable and immovable property of such organisations cannot be the subject of normal enforcement or seizure
proceedings, nor of any other procedure following an action against them, merely replaced Law 69 of 1981 on
Slaughterhouses, which contained exactly the same provision in its Article 22. The Cypriot authorities therefore
urge the Commission to examine to what extent that provision of the 2003 Law constitutes existing aid by virtue
of the relevant Accession Treaty and point to a similar case examined by the Commission (E 12/2005 — Poland
— Unlimited state guarantee in favour of Poczta Polska) where the Commission considered that although the
current legislative provision preventing the undertaking in question from going bankrupt is contained in a 2003
Law, it was a case of an existing aid because the substance of that provision originated in a Law dating back
to 1934.

(85) The Cypriot authorities furthermore confirmed in their submission of 14 May 2013 that the amounts to be
settled in the context of the restructuring include nominal amounts plus interest arrears. They furthermore
confirmed that the outstanding debt towards the Veterinary Services will be paid off gradually by CSK following
the restructuring.

(86)  As regards the transfer of employees to municipalities the Cypriot authorities specified in their letter of 30 March
2012 that on the date of the letter eight employees had already been transferred at the request of the municipal-
ities themselves who had additional staff needs and where, in the prevailing economic climate, the Ministry of
Interior and the Ministry of Finance were unable to approve the creation of new/additional posts in the munici-
palities. The restructuring plan foresees the transfer of 15 employees in total and includes a provision for pension
rights for those 15 employees. It is foreseen that the municipalities will pay those employees a sum corresponding
to the first step of the scale as if they were recruiting a new appointee to the same position and that the state will
cover the difference up to the employees’ actual salary. The total amount required to cover the salary difference
of 15 employees was estimated by the Cypriot authorities at EUR 3 342 450, from the date of transfer until the
retirement of each of the employees. In the same context the Cypriot authorities stressed that under the
Termination of Employment Law (N.24/1976) the minimum cost for privately owned slaughterhouses to lay off
15 employees corresponds to a compulsory notice period of eight weeks. According to the Cypriot authorities, a
private slaughterhouse is not obliged to pay in addition any compensation for the laying-off of workers, unless
there are specific collective agreements with trade unions. The same authorities furthermore indicated that the
main competitor of CSK does not appear to have any collective union agreements.

(87)  The Cypriot authorities furthermore submitted an updated business plan based on recent developments as well as
market data. They also provided an updated breakdown of the actual restructuring costs and their financing and
in this context submitted a valuation of the immovable property of CSK of 24 April 2013 carried out by the
Land and Survey Department of the Ministry of the Interior, which estimates the market value of the land and
buildings belonging to CSK at some EUR 8,16 million.

(88)  The same authorities also acknowledged in their submission of 14 May 2013 that, as regards the contraction of a
new loan, obtaining such a loan must be considered doubtful under the current economic environment.

V. ASSESSMENT OF THE AID
V.1. APPLICABILITY OF STATE AID RULES

is active in the slaughter of animals, namely sheep/goats, swine and cattle. Article of Council Regulation
89) CSK s active in the slaughter of animal ly sheep/g i d cattle. Article 180 of C il Regulati
(EC) No 1234/2007 (’), which was in force at the time of notification of the restructuring aid for CSK, states that

() Council Regulation (EC) No 1234/2007 of 22 October 2007 establishing a common organisation of agricultural markets and on specific
provisions for certain agricultural products (Single CMO Regulation) (OJ L 299, 16.11.2007, p. 1).
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Articles 87, 88 and 89 of the Treaty (now Articles 107, 108 and 109 TFEU) shall apply to the production of and
trade in beef and veal, pigmeat, sheepmeat and goatmeat. Therefore, the measures in question have to be
examined in the light of State aid rules.

V.2. PRESENCE OF AID

(90)  Pursuant to Article 107(1) of the TFEU, aid granted by a Member State or through state resources in any form
whatsoever that distorts or threatens to distort competition by favouring certain undertakings or the production
of certain goods is prohibited, insofar as it affects trade between Member States.

(91)  The restructuring aid is granted by the Cyprus state and it confers a selective advantage on its recipient, since it is
only granted to CSK. According to the case law of the Court of Justice, the mere fact that the competitive
position of an undertaking is strengthened compared to other competing undertakings, by giving it an economic
benefit which it would not otherwise have received in the normal course of its business, points to a possible
distortion of competition (¥). CSK is active in a market where trade between Member States takes place, and
therefore the aid distorts or threatens to distort competition and affects trade between Member States since an
advantage is conferred on CSK as compared to its competitors, and cross-border transport of animals for
slaughtering purposes is allowed. Furthermore, foreign investors may invest into slaughterhouses in Cyprus. Thus,
the measure in question constitutes aid within the meaning of Article 107(1) of the TFEU.

(92)  The present decision, apart from the restructuring aid, also covers several other possible aids that might have
been granted or will be granted to the CSK. These aids are (i) the continuous state tolerance for delays in the
payment of amounts due; (i) the loan of EUR 512 850 by the Municipalities Union; (iii) the alleged aid in
connection with government-backed bonds; and (iv) the takeover of existing employees and the relating pension
liabilities by the municipalities.

V.2.1. State tolerance for delays in the payment of amounts due

(93)  The continuous state tolerance for delays in the payment of amounts due could normally fall under the definition
of a State aid under Article 107(1) of the TFEU: it is well established case-law that the favourable treatment of a
company by the state as regards the recovery of debts can be regarded as State aid. According to EU case-law (°),
a reduction by the state as creditor of payments on indebtedness or its omission to collect outstanding debt may
comprise aid so long as a private creditor under the same or comparable circumstances would not have acted in
the same manner. Indeed, in the present case it appears that the aid is granted through state resources, since the
state forgoes income which would derive from the repayment of CSK’s debts. As stated in recital 23 above, CSK
had by 31 December 2011 accumulated overdue debt towards the Loan Commissioner of some EUR 11 million,
overdue payments towards social security and tax authorities of some EUR 8,7 million and veterinary expenses of
some EUR 1,3 million. Further, it would appear that the measure confers a selective advantage on CSK, since it is
granted to this undertaking specifically. The same considerations as above in recital 91 are pertinent as to the
condition of distortion of competition and effect on trade. The state’s tolerance for delays in the payment of
amounts due by CSK therefore constitutes aid within the meaning of Article 107(1) of the TFEU.

V.2.2. Loan of EUR 512 850

(94) Concerning the loan of EUR 512 850 by the Municipalities Union, the Cypriot authorities have indicated that
this amount was granted in December 2007. Following a negative opinion by the Cypriot State aid
Commissioner, CSK paid back this amount to the Municipalities Union with interest on 15 January 2010,
through the transfer of land of a value of EUR 580 000. The evaluation of the land was effected by the
Department of Land Register and Surveying, which is considered the official evaluator of the state.

(95) The Cypriot authorities argue that the interest of EUR 67 150, corresponds to an annual interest rate of 6,12 %,
including annual capitalisation. According to the Cypriot authorities, this interest rate is not lower than the
market interest rates with immovable collateral during the period in question. The Commission notes that the

() Judgment of the Court of 17 September 1980 in Case 730/79 Philip Morris Holland BV v Commission of the European Communities [1980]
ECR 2671, para. 11.
() See for instance CFI Case T-152/99, HAMSA/Commission, ECR 2002, II-3049, paras 156 et. seq.
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base interest rates for Cyprus in the reference period range from 4,99 % (December 2007) to 1,24 % (January
2010). Under the previous Commission notice on the method for setting the reference and discount rates (*°),
75 basis points had to be added to the base rate in order to determine the relevant reference rate. According to
the new Communication from the Commission on the revision of the method for setting the reference and
discount rates (!!), applicable as of 1 July 2008, on average a margin of 220 basis points has to be added
(corresponding to normal collateral and a satisfactory rating or to high collateral and a weak financial rating).
The interest of 6,12 % p.a. paid by CSK to the Municipalities Union was on average higher than the applicable
reference rate for the period December 2007 to January 2010. Therefore, the Commission could in principle
accept that as concerns the loan of EUR 512 850 to CSK by the Municipalities Union, any possible State aid
involved has been paid back to the Municipalities Union.

(96) However, the reference rates stated above, do not apply to companies in difficulty. As already indicated in
recital 21, the Commission acknowledged in its decision approving the rescue aid to CSK that the latter was a
firm in difficulty. This had been further the argument of the authorities of Cyprus prior to the adoption of that
decision, as supported by the accounts of the company for the years 2006-2009. Besides, the fact that the
company defaulted on its bonds in July 2007 and consequently the Cypriot state as guarantor had to step in (cf.
recital 60), solidifies this finding as well. During 2007, CSK seems to have had the usual signs of a firm in
difficulty such as increasing losses, diminishing turnover, excess capacity, declining cash flow and falling net asset
value, as described in point 11 of the then applicable Guidelines on State aid for rescuing and restructuring firms
in difficulty ('?). Both, the previous Commission notice on the method for setting the reference and discount rates
and the new Communication from the Commission on the revision of the method for setting the reference and
discount rates foresee a risk margin of at least 400 bps to be applied to companies in difficulty. Since CSK
fulfilled already in December 2007 the conditions to be classified as company in difficulty, the difference between
the interest actually paid and the interest it would have had to pay taking into account a risk margin of 400 bps
is State aid within the meaning of Article 107(1) of the TFEU.

V.2.3. Bonds with state guarantee

(97) In 1985, CSK had issued bonds with a guarantee of the state, which were re-issued in 1992 and 1999. Cyprus
adopted a law to that effect. Thus, it appears that the aid was granted before the accession of Cyprus to the
European Union. In fact, pursuant to point 2.1 of the Commission notice on the application of Articles 87
and 88 of the EC Treaty (now Articles 107 and 108 of the TFEU) to State aid in the form of guarantees (**), an
aid in the form of a guarantee is granted at the moment when the guarantee is given, not when the guarantee is
invoked, nor when payments are made under the terms of the guarantee. The Commission therefore
acknowledges that no State aid was granted when the guarantee was invoked in 2007.

V.2.4. Aid related to the transfer of personnel

(98)  Finally, as indicated in the restructuring plan, a part of the personnel will be transferred to municipalities. As
explained by the Cypriot authorities in their letter of 20 April 2011, the pension rights of the employees that
will be transferred to the municipalities have been included in the restructuring costs, and they amount to
EUR 1,4 million. The social costs that have not been included in the restructuring plan relate to the part of the
employees’ salary above the salary level of a newly hired employee at a municipality, up to the salary that each
employee had in CSK. This amount is estimated at EUR 3,4 million.

(99) Any measure exempting an undertaking from charges which are normally included in its budget constitutes State
aid. This includes also costs linked to employee pay. The Court of Justice has in this context considered that the
fact that state measures aim to compensate for additional costs cannot constitute grounds for disqualifying them
from the definition of aid (*4).

() 0JC273,9.9.1997,p. 3.

(") 0JC14,19.1.2008, p. 6.

(') O] C244,1.10.2004, p. 2.

() 0JC155,20.6.2008, p. 10.

(") Case 30/59 Gezamenlijke Steenkolenmijnen in Limburg v High Authority [1961] ECR 3, paragraphs 29 and 30; Case C-251/97 France v
Commission [1999] ECR [-6639, paragraphs 40, 46 and 47; and Joined Cases C-71/09 P, C-73/09 P and C-76/09 P Comitato Venezia vuole
vivere v Commission [2011] ECR I-4727, paragraphs 90 to 96.



23.4.2016 Official Journal of the European Union L 108/51

(100) The Commission therefore considers that the EUR 3,4 million salary difference for employees who are being
transferred to municipalities constitutes State aid in favour of CSK.

V.3. COMPATIBILITY OF AID

(101) The ban on State aid under Article 107(1) TFEU does not exclude that some categories of aid can be declared
compatible with the internal market on the basis of exceptions provided for in paragraphs 2 and 3 of that
Article.

(102) In application of the derogations in Article 107(3)(c) of the TFEU, the Commission may consider aid to be
compatible with the internal market if it is found to facilitate the development of certain economic activities or of
certain economic areas, where such aid does not adversely affect trading conditions to an extent contrary to the
common interest. However, it must be noted that, in principle, State aid to a firm in difficulty can only be
declared compatible under the Guidelines on State aid for rescuing and restructuring firms in difficulty (**), since
aid to a firm in difficulty is normally inappropriate for attaining a legitimate objective of compatibility as long as
the viability of the firm as such remains doubtful.

V.3.1. State tolerance for delays in the payment of amounts due

(103) Pursuant to paragraphs 66 and 67 of the European Union Guidelines for State aid in the agricultural and forestry
sectors and in rural areas 2014 to 2020 ('), aid measures must contain some incentive element. An incentive
effect is present when the aid changes the behaviour of an undertaking in such a way that it engages in additional
activity contributing to the development of the sector which it would not have engaged in without the aid or in
which it would only have engaged in a restricted or different manner. Unilateral State aid measures which are
simply intended to improve the financial situation of an undertaking but which in no way contribute to the
development of the sector are considered to constitute operating aids which are incompatible with the internal
market.

(104) The continuous tolerance for delays in the payment of amounts due by CSK was neither linked to investment,
training, job creation or any counterpart required from the beneficiary. The aid was simply intended to
strengthen the financial position of the beneficiary. The Commission therefore considers that this aid constitutes
operating aid, which is incompatible with the internal market.

(105) In the case at hand it also has to be examined whether this measure could qualify as existing aid.

(106) Pursuant to Annex IV.4 point 4 of the Cypriot Accession Treaty, aid schemes and individual aid granted to
activities linked to the production, processing and marketing of agricultural products, put into effect in a new
Member State before the date of accession and still applicable after that date, shall be regarded as existing aid
within the meaning of Article 88(1) of the EC Treaty (now Article 108(1) TFEU) if the aid measure is
communicated to the Commission within four months of the date of accession. The list communicated by
Cyprus after its accession on 1 May 2004 and published by the Commission (”’) did not contain any aid granted
in favour of CSK. The measure at hand can therefore not be regarded as existing aid within the meaning of
Annex IV.4 point 4 of the Accession Treaty.

(107) The restructuring plan however foresees, amongst others, the transformation of CSK into a company under
private law. This transformation will end the current legal status of CSK which will, in the future, also be subject
of normal bankruptcy proceedings.

(108) The restructuring plan furthermore foresees the full payment of the company’s debts to the Social Securities Fund
and the Section for Internal Income as well as the settlement of mature debts towards the Loan Commissioner

(") The 2004 Guidelines on State aid for rescuing and restructuring firms in difficulty are applicable as explained in recitals 117-118 below.

(") OJC204,1.7.2014,p. 1.

(") Communication from the Commission — State aid — Publication of existing State aid measures in the new Member States in the sector
of agriculture (O] C 147, 17.6.2005, p. 2).
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(cf. recital 44). The Cypriot authorities moreover have confirmed that outstanding liabilities towards the
Veterinary Service will be paid off gradually after the restructuring. They argue that their decision to grant the
restructuring aid to CSK constitutes a proof of the government’s intention to implement an arrangement with
regard to CSK’s debts to government departments.

(109) Since a firm in difficulty, like CSK, can in principle only enjoy compatible State aid on the basis of an approved
rescue and restructuring plan, the settlement of outstanding liabilities will therefore be dealt with directly under
the assessment of compatibility of the restructuring aid.

V.3.2. Loan of EUR 512 850

(110) As was shown in recital 96 above it cannot be excluded that there has been an additional aid element in
connection with the loan of EUR 512 850 by the Municipalities Union which has not yet been paid back by CSK.
Such additional aid would have neither been linked to investment, training, job creation or any counterpart
required from the beneficiary. The aid would have been simply intended to strengthen the financial position of
the beneficiary. Such aid would therefore constitute operating aid, which is incompatible with the internal
market. Such additional aid element would still need to be paid back to the Municipalities Union and would
increase the outstanding liabilities of CSK, the settlement of which will be dealt with under the debt to be settled
as part of the restructuring (cf. recital 109 above).

V.3.3. Aid to personnel

(111) The Commission has constantly held that compensation for so-called stranded costs (i.e. costs arising from
commitments entered into prior to the beginning of market opening which can no longer be honoured under the
same conditions in a competitive market environment) can, under certain circumstances, be considered
compatible with the internal market.

(112) In this context it has recognised that the gradual transition from a situation of largely restricted competition to
one of genuine competition at Union level must take place under acceptable economic conditions. Therefore, it
has accepted in a number of decisions that Member States grant State aid to relief the historic operator of a part
of its legacy’ liabilities. The Commission has considered in its decisional practice that the relief has to be limited
to what is necessary to equalise the rate of social liabilities that the historic operator bears as a cost with the rate
of social liabilities born by its competitors (**).

(113) In the instant case it is considered that CSK, due to its nature as a public service organisation, is placed at a
structural disadvantage as compared to its competitors since it has to bear high labour costs stemming from the
pre-liberalisation period of the Cypriot slaughterhouse market prior to Cyprus’ accession to the EU in 2004
(cf. recitals 35 and 36).

(114) In their reply of 30 March 2012 the Cypriot authorities argue that under the Termination of Employment Law
(N.24/1976) the minimum cost for privately owned slaughterhouses to lay off employees is a compulsory notice
period of eight weeks (cf. recital 86 above). According to the Cypriot authorities, a private slaughterhouse is not
obliged to pay in addition any compensation for the laying-off of workers, unless there are specific collective
agreements with Trade Unions which, according to the same authorities, is not the case for the main competitor
of CSK.

(115) The Commission therefore considers that the EUR 3,4 million salary difference for employees who are being
transferred to municipalities could be considered compatible with the internal market but, given that CSK is a
firm in difficulty, it should have been included by Cyprus in the respective restructuring costs. The compatibility
assessment will therefore be dealt with directly under the assessment of compatibility of the restructuring aid.

(") Commission Decision 2008/204/EC of 10 October 2007 on the State aid implemented by France in connection with the reform of the
arrangements for financing the retirement pensions of civil servants working for La Poste (O] L 63, 7.3.2008, p. 16).
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V.3.4. Restructuring aid

(116) In order to assess whether the aid at hand can be considered compatible on the basis of Article 107(3)(c) TFEU, it
has to be examined against the conditions laid down in the applicable Guidelines on State aid for rescuing and
restructuring firms in difficulty.

(117) The Commission adopted on 9 July 2014 new Guidelines on State aid for rescuing and restructuring non-
financial undertakings in difficulty (**). According to point 136 of those new Guidelines, notifications registered
by the Commission prior to 1 August 2014 will be examined in the light of the criteria in force at the time of
notification.

(118) At the time of notification of the restructuring aid in favour of CSK (3 November 2010), the Community
Guidelines on State aid for rescuing and restructuring firms in difficulty (‘Guidelines’) were in force. The aid at
hand has therefore to be examined against the provisions contained in those Guidelines.

V.3.4.1. Eligibility of the beneficiary

(119) As a starting point, it has to be examined whether the beneficiary is a firm in difficulty within the meaning of
points 10 and 11 of the Guidelines. The Cypriot authorities have already demonstrated in the framework of Case
N 60/10 that CSK was a firm in difficulty since the usual signs of a firm in difficulty were present (such as
increasing losses, diminishing turnover, increasing excess capacity, declining cash flow, increasing debt and
decreasing net asset value) and that it could not recover through its own resources or with funds it could obtain
from its owners/shareholders or from market resources (cf. recital 21).The negative trend in the economic
development of CSK has continued since (cf. recitals 22 and 23). CSK can therefore be regarded as a firm in
difficulty within the meaning of point 11 of the Guidelines.

(120) The condition of point 12 of the Guidelines is also fulfilled since CSK is not a newly created company, having
been created in 1981. Finally, the Cypriot authorities confirmed in the framework of Case N 60/10 that CSK
does not form part of a larger business group.

(121) Chapter 5 of the Guidelines contains specific provisions applicable to aid for restructuring in the agricultural
sector. Aid measures in favour of enterprises processing and marketing agricultural products are, however, not
covered by that Chapter. Since CSK is active in the processing and marketing of agricultural products, the specific
provisions of the Guidelines applicable to aid for restructuring in the agricultural sector do not apply.

V.3.4.2. Restoration of long-term viability

(122) According to point 34 of the Guidelines, the grant of restructuring aid must be conditional on the implemen-
tation of a restructuring plan which must be endorsed by the Commission in all cases of individual aid.
According to point 35 of the Guidelines, the restructuring plan must restore the long-term viability of the firm
within a reasonable timescale.

(123) In the present case, Cyprus has indeed approved a restructuring plan and it also communicated it to the
Commission in the context of the notification submitted on 3 November 2010. As required by the Guidelines,
the plan is comprehensive and includes a detailed market survey of the Cypriot slaughterhouse market. On
request by the Commission the Cypriot authorities submitted an update to the business plan as regards financial
projections and market data on 26 November 2012.

(124) The original plan describes in detail the problems that CSK faced and that have affected its viability. The main
reasons were the lack of flexibility of CSK as a public undertaking, the heavy debts as well as the personnel costs.
The restructuring measures as described above in recitals 43 to 45 (change of legal status, reduction of the
company’s liabilities, and reduction of personnel) could contribute to the company’s return to viability. The
original restructuring plan is based on the actual results of the year 2009 and the first eight months of 2010 and
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an assumed market growth of 2 % p.a. The Cypriot authorities argue that this percentage was the average annual
increase of slaughters in Cyprus during the period 1998-2008 and this has also been the prediction made by
CSK’s management for the 5-year projection period in the original restructuring plan (cf. recital 63). Data and

projections for the company’s development are presented until 2017.

The financial results foreseen in the original plan for all three scenarios (expected, best-case and worst-case) and
highlighted by the Cypriot authorities are presented in the tables below (figures in thousand euros).

Expected Scenario

Year 2011 2012 2013 2014 2015 2016 2017
Production Costs 3029 3 006 3083 3121 3196 3 255 3 403
Administration Costs 451 458 466 476 485 495 504
Operational Income 4 867 5041 515 5341 5459 5666 5791
Non-Operational Sums 3277 | -1494 | -1167 | -1178 | -1123 | -962 - 893
Surplus 4 833 275 547 660 687 958 993

Best-case Scenario

Year 2011 2012 2013 2014 2015 2016 2017
Production Costs 3369 3343 3429 3 470 3555 3620 3686
Administration Costs 457 463 472 481 491 500 510
Operational Income 5426 5620 5750 5955 6 086 6 317 6 456
Non-Operational Sums 3277 | -1494|-1164|-1161 |-1087 | —-925 - 855
Surplus 5 081 604 831 979 1091 1417 1577

Worst-case Scenario

Year 2011 2012 2013 2014 2015 2016 2017
Production Costs 2734 2710 2781 2 813 2 881 2932 2 986
Administration Costs 444 451 459 469 478 487 497
Operational Income 4303 4 457 4560 4723 4827 5011 5121
Non-Operational Sums 3277 | -1494|-1279 | -1332|-1322|-1205| -182
Surplus 4535 - 82 147 215 254 497 568

All three scenarios show a clear reduction of production and administrative costs (which still amounted to some
EUR 4,5 million and EUR 1,5 million respectively in 2009) which would allow CSK to produce a net profit as of
2011 onwards (except for a net loss of some EUR 80 000 in 2012 in the worst-case scenario).
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(127) However, those results have to be seen against the background of the overall financial position of CSK and in
connection with the expected cash flows. Accumulated losses had led to a negative equity of CSK of some
28,6 million by the end of 2009. Even under the best-case scenario of the original business plan CSK would not
have gotten back to a positive equity base (negative equity of some 3 million still projected for the end of the
forecast period in 2017). Furthermore, the expected scenario still projects negative net cash flows for the period
2012-2016. In this context it also has to be noted that no capital expenditure is budgeted until and including
2012 and then is only taken into account at EUR 200 000 for the years 2013 and 2014 and at EUR 100 000
for the period 2015-2017. Given a projected level of depreciation ranging between EUR 595 000 in 2011 and
EUR 346 000 in 2017 in all three scenarios this would seem imprudent.

(128) In November 2012, on request by the Commission the Cypriot authorities submitted updated financial
projections for the expected and worst-case scenarios covering the period 2013-2020. Both scenarios use the
financial position, personnel numbers and remuneration, market size and market share of CSK as of 31 August
2012 as a starting point. According to the Cypriot authorities it is assumed that CSK will return to the market
shares as used in the original restructuring plan (in the respective scenario). Their main argument to underline
this assumption is that many clients have stopped working with CSK even though they have stated that they wish
to work with CSK, due to the fact that its continued operation is uncertain and they wish to secure a service
provider for the slaughtering of their animals.

(129) The updated business plan shows the following projections:

Updated Expected Scenario

Year 2013 2014 2015 2016 2017 2018 2019 2020
Production Costs 3058 3151 3070 3117 3192 3248 3 305 3363
Administration Costs 604 470 468 478 486 496 504 514
Operational Income 4472 4 495 4495 4596 4762 4 868 5053 5164
Non-Operational Sums | 2303 | -1253|-1107 |-1078 | —1068 | -919 - 764 - 724
Surplus 3568 76 305 374 432 610 867 950

Updated Worst-case Scenario

Year 2013 2014 2015 2016 2017 2018 2019 2020
Production Costs 2 981 3 015 2918 2938 2993 3027 3072 3123
Administration Costs 604 470 468 478 486 496 504 514
Operational Income 3922 3935 3 823 3 852 3933 3959 4110 4201

Non-Operational Sums 2303 |-1291|-1207|-1240|-1307 |-1243|-1185| -1 251

Surplus 3095 - 386 - 315 - 340 - 389 - 334 - 168 - 194

(130) Due to the later entry into profitability the equity situation of CSK is even worse in the updated business plan,
showing in the updated expected scenario still a negative equity of some EUR 10,4 million at the end of the
projection period (2020) and no positive net cash flow for the period 2015-2020.
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(131) The Commission notes that the original business plan is based on an assumed market growth of 2 % p.a. (cf.
recital 124). However, according to the information provided by the Cypriot authorities on 26 November 2012
the Cypriot market for animal slaughter showed a general downward trend with stagnation in 2010, a
contraction of 2 % in 2011 and a further contraction of 3,8 % in 2012 (cf. recital 31). Furthermore, Cypra had
meanwhile entered the cattle-slaughter segment and overcapacity had in general increased in the market. Against
this background, it is surprising that the Cypriot authorities assume in relation to the updated business plan
(submitted in November 2012) that CSK would return to the market shares as used in the original restructuring
plan (cf. recital 128 above).

(132) The Commission therefore considers that in view of CSK’s general weak financial position (negative equity at the
end of the projection period even in the best-case scenario of the original business plan, cf. recital 127 above)
and the tight cash flow situation of the company combined with the unfavourable market conditions, the
envisaged restructuring plan will not allow the company to regain long term viability.

V.3.4.3. Avoidance of undue distortions of competition

(133) Pursuant to point 38 of the Guidelines, compensatory measures must be taken, in order to ensure that the
adverse effects on trading conditions are minimised as much as possible, so that the positive effects pursued
outweigh the adverse ones.

(134) According to point 39 of the Guidelines, such measures may include divestment of assets, reductions in capacity
or market presence and reductions of entry barriers on the markets concerned. Such measures must not lead to a
deterioration in the structure of the market, for example by having the indirect effect of creating a monopoly or a
tight oligopoly situation. According to point 40 of the Guidelines, the measures must be in proportion to the
distortive effects of the aid and in particular to the size and the relative importance of the firm on its market or
markets. It should be noted that pursuant to point 56 of the Guidelines, the conditions for authorising restruc-
turing aid may be less stringent as regards the implementation of compensatory measures for a company
located in an assisted area. As mentioned above, CSK is indeed located in an assisted area within the meaning of
Article 107(3)(c) of the TFEU.

(135) The compensatory measures proposed in the restructuring plan (recital 46 of the decision) are purely of
behavioural nature and do not consist in any divestment of assets or reduction in capacity or market presence.
The arguments raised by the Cypriot authorities in this respect are the following:

(136) The restructuring plan argues that CSK’s market share in the European market is minimal, and that its market
share in Cyprus has steadily dropped during the last years. This was due to strong competition that it faced from
other market players, and most notably Cypra. The argument concerning the low market share of CSK at a
European scale seems not to be relevant. Although cross-border transport of animals for slaughter purposes is
allowed (cf. recital 91) in practice customers of slaughterhouses in Cyprus do not seem to have recourse to
slaughter services outside Cyprus. Furthermore, the Commission is of the opinion that, although CSKs share in
the Cypriot slaughter market has seen a considerable drop from 68 % back in 2005 to some 31 % in 2010 and
26,5 % in 2012 (cf. recitals 30 to 33), its market share is still important.

(137) The initial plan argued further that if CSK stopped operating, this would cause serious market disruptions as well
as competition problems. For one, seasonal demand for meat would probably not be satisfied because of reduced
capacity by other market operators. Further, since CSK was the only undertaking active in cattle slaughtering, no
other undertaking would be able to provide relevant services. Also, it was argued that Cypra would have a quasi-
monopoly in the market for pig slaughtering and a very high share in the ovine/caprine-slaughter market. Finally,
even if there were indications that market entry was being envisaged, the Cypriot authorities invoked that there
was no other company active in the cattle-slaughter market at the time of the restructuring notification. More
recent data however showed that by the end of 2012 Cypra had actually entered the cattle-slaughter market, with
an additional daily slaughter capacity of 104 animals as compared to the existing capacity of CSK of 200 animals
(cf. recital 32).

(138) The Commission therefore cannot accept the arguments put forward by the Cypriot authorities. It is possible that
in the absence of the aid CSK would be insolvent, and that another company might acquire its assets, therefore
continuing to operate. If this was to happen, overall market capacity would not be reduced, and Cypra would not
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reach a situation of quasi-monopoly. Even if Cypra was to acquire CSK's assets, it appears that there is a high
degree of buying power in both segments of pig slaughtering and cattle slaughtering that would make the
creation of a tight oligopolistic market and rise of prices if not impossible, at least highly improbable. For
instance, the Cyprus Pig Farmers Association noted that they have recently created a company controlling 60 %
of the country’s production. They recognise further that in the future that company could base its choice of
slaughterhouse on viability considerations. The same happens with cattle breeders. Their association collectively
represents 75 % of the country’s production, and it is hard to imagine how the slaughterhouses could impose
extra-competitive prices.

(139) Further, it is clear that the market is suffering from overcapacity. The Cypriot authorities recognise this in their
submissions. CSK’s exit from the market would not create any shortages in the different slaughtering segments.

(140) Concerning the proposed compensatory measures, the plan argues that the divestment of production capacity or
reduction in market presence is simply not possible in the case of CSK. CSK is a small company that does not
have any other activity apart from animal slaughtering. Its production line differs only to a very small degree
according to animal type. Every type of slaughter is performed by the same personnel, whereas a number of
services (e.g. charging) are common for all production lines. For these reasons, the plan argues that a reduction in
capacity would simply make CSK not viable.

(141) It is true that since CSK is active in an assisted area, the Commission may be able to accept limited compensatory
measures. However, they still would have to comply with the rescue and restructuring guidelines, and include
divestment of assets, reductions in capacity or market presence and reductions of entry barriers on the markets
concerned, and result in a reduction of the market presence of CSK compared to the situation prior to the
restructuring. The precise extent of the necessary compensatory measures depends on the market structure and
the impact of the aid on competition.

(142) The Commission concludes that the Cypriot authorities have not provided evidence that undue distortions of
competition will be avoided. Therefore, the Commission finds the compensatory measures proposed by Cyprus
insufficient.

V.3.4.4. Aid limited to the minimum: real contribution, free of aid

(143) The Guidelines (point 43) provide that the amount and intensity of the aid must be limited to the strict
minimum of the restructuring costs necessary to enable restructuring to be undertaken in the light of the existing
financial resources of the company, its shareholders or the business group to which it belongs.

(144) Point 44 of the Guidelines stipulates that the Commission will normally consider a contribution to the restruc-
turing in the case of a large enterprise (as CSK in the present case) of at least 50 % to be appropriate. However,
according to points 55 and 56 of the Guidelines, the conditions for authorising the aid may be less stringent as
regards the size of the beneficiary’s contribution, if the beneficiary is located in an assisted area.

(145) According to the initial restructuring plan the total cost for the restructuring of CSK amounted to approximately
EUR 27 million, out of which EUR 15 million were to be granted by the state as restructuring aid and the
remaining EUR 12 would have been financed by CSK’s own contribution (sale of immovable property worth
EUR 7 million and contraction of a new loan of EUR 5 million). According to this initial restructuring plan the
company’s participation would have represented 44,4 % of the total restructuring costs (cf. recitals 25 and 26).
The Cypriot authorities have confirmed that the amount of the aid will be solely used for CSK to pay off its
liabilities. Therefore, it will only be used for the implementation of the restructuring plan and it will not provide
the company with surplus cash that could be used for activities not linked to the restructuring process.

(146) In their submission of 14 May 2013, the Cypriot authorities indicated that the restructuring costs had meanwhile
increased to some EUR 29,8 million. Moreover, as was shown in recital 115 above, the EUR 3,4 million salary
difference for employees who are being transferred to municipalities have also to be included in the restructuring
costs, raising their total level to some EUR 33,2 million. CSK’s contribution stays the same and would thus
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represent just some 36 % taking into account the total increased restructuring costs. Furthermore, the Cypriot
authorities acknowledged in the same submission that under the current economic environment, obtaining the
envisaged loan must be considered doubtful. Taking only the proceeds from the sale of land worth some EUR 7
million into account, CSK’'s own contribution would only amount to some 21 % which the Commission
considers as far too low, even taking into account the fact that the beneficiary is located in an assisted area (*°).

V.3.4.5. Full implementation of the plan

(147) The grant of restructuring aid is conditional on the implementation of the restructuring plan. In fact, the Cypriot
authorities have confirmed that a lack of implementation (fully or partly) of the restructuring plan by the
beneficiary, within the specified time frame would lead to the cancellation of the grant of the aid, as well as the
obligation for the repayment of the amounts already granted.

V.3.4.6. Monitoring and annual report

(148) The Cypriot authorities have committed to supply on an annual basis a report containing the information
required by point 51 of the Guidelines.

V.3.4.7. ‘One time, last time’
(149) According to the Guidelines, restructuring aid should be granted only once every 10 years.

(150) The Cypriot authorities confirmed in the context of the rescue aid decision that CSK had not received any rescue
or restructuring aid before.

V.3.5. Rescue aid

(151) The authorities of Cyprus undertook in paragraph 28 of the rescue aid Decision to communicate to the
Commission no later than six months after the rescue aid measure had been authorised, of a restructuring plan
or a liquidation plan or proof that the loan had been reimbursed in full and/or that the guarantee had been
terminated (*'). To date, the Commission has received no such communication from the authorities of Cyprus.

VI. CONCLUSION

(152) The Commission finds that, in the light of the considerations in recitals 132, 142 and 146, the restructuring aid
notified by Cyprus on 3 November 2010 is incompatible with the internal market.

(153) The Commission asks Cyprus to submit with regard to the rescue aid of EUR 1,6 million for CSK approved by
Commission Decision of 6 May 2010 either evidence that the aid has been paid back or a liquidation plan of
CSK, pursuant to point 27 of the Guidelines.

(154) The Commission orders Cyprus to recover any aid already granted to CSK in relation to the state’s tolerance for
delays in the payment of amounts due, in connection with the transfer of personnel to municipalities and any
possible aid not yet paid back to the Municipalities Union in relation to the loan of EUR 512 850,

HAS ADOPTED THIS DECISION:

Article 1

The State aid which Cyprus is planning to grant for the restructuring of the Central Slaughterhouse of Kofinos (‘CSK) is
incompatible with the internal market.

This aid shall accordingly not be implemented.

(*) Should there have been an additional aid element in connection with the loan by the Municipalities Union (cf. recital 112) which would
have to be added to the restructuring costs, then CSK’s own contribution would account for even less.
(*') Supra footnote No 1.
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Article 2

Cyprus shall inform the Commission, within two months of notification of this Decision, of the measures taken to
comply with Article 1.

Article 3

The rescue aid of EUR 1,6 million for CSK approved by Commission Decision of 6 May 2010, as well as the aid in
relation to the state’s tolerance for delays in the payment of amounts due, in connection with the transfer of personnel
to municipalities and in relation to the loan of EUR 512 850 constitute State aid incompatible with the internal market.

Article 4
1. Cyprus shall recover the aid referred to in Article 3 from the beneficiary, CSK.

2. The sums to be recovered shall bear interest from the date on which they were put at the disposal of the
beneficiary until their actual recovery.

3. The interest shall be calculated on a compound basis in accordance with Chapter V of Commission Regulation (EC)
No 794/2004 (**) and to Commission Regulation (EC) No 271/2008 (*)) amending Regulation (EC) No 794/2004.

4. Cyprus shall cancel all outstanding payments of the aid referred to in Article 3 with effect from the date of
adoption of this decision.

Article 5
1. Recovery of the aid referred to in Article 3 shall be immediate and effective.

2. Cyprus shall ensure that this decision is implemented within four months following the date of notification of this
Decision.

Article 6

1. Within two months following notification of this Decision, Cyprus shall submit the following information to the
Commission:

(a) the total amount (principal and recovery interests) to be recovered from the beneficiary;
(b) a detailed description of the measures already taken or planned to comply with this Decision;
(c) documents demonstrating that the beneficiary has been ordered to repay the aid.

2. Cyprus shall keep the Commission informed of the progress of the national measures taken to implement this
Decision until recovery of the aid referred to in Article 3 has been completed. It shall immediately submit, on simple
request by the Commission, information on the measures already taken and planned to comply with this Decision. It
shall also provide detailed information concerning the amounts of aid and recovery interest already recovered from the
beneficiary.

(*) Commission Regulation (EC) No 794/2004 of 21 April 2004 implementing Council Regulation (EU) 2015/1589 laying down detailed
rules for the application of Article 108 of the Treaty on the Functioning of the European Union (OJ L 140, 30.4.2004, p. 1).

(*) Commission Regulation (EC) No 271/2008 of 30 January 2008 amending Regulation (EC) No 794/2004 implementing Council
Regulation (EC) No 659/1999 laying down detailed rules for the application of Article 93 of the EC Treaty (OJ L 82, 25.3.2008, p. 1).
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Article 7

This Decision is addressed to the Republic of Cyprus.

Done at Brussels, 16 January 2015.

For the Commission
Phil HOGAN

Member of the Commission
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