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[TPOLEYPU, CBbP3AHUN C MBITBIIHEHMETO HA TIOJIMTUKATA B OBJTACTTA
HA KOHKYPEHLIMSTA

EBPOIIEVICKA KOMMCUA

ObPKABHA IIOMOLI — ABCTPUA
IepxasHa nomows C 16/09 — Hypo Group Alpe Adria (HGAA)

IlokaHa 3a mpencTaBsiHe Ha MHeHMsI cbrilacHo wien 108, maparpad 2 ot [loroBopa 3a ¢pyHKIMOHMPaHETO
Ha Espomnerickus cpio3 (IPEC)

(rekcr or 3Hauenue 3a EMII)

(2010/C 266/05)

C muemo or 22 1ouu 2010 1., BH3IPOM3BENEHO HA €3MKA, UMIATO TEKCT € aBTEHTMYEH, Ha CTPaHMLMTE CIlell TOBA
pestome, Komucusara ysemomm ABCTpus 3a pelIEHMETO CYM [1a NMPOIBIIKM Pa3pellaBaHeTo Ha MOMOIITA, BPEMEHHO
IpyeTa 3a ChbBMECTMMA C BBTPEUIHMSA 11a3ap, M 3a IONBIHMUTEIIHO PasiiMpsBaHe Ha NPOLENypara, MOCOYEHA B UileH
108, maparpad 2 or [loroopa 3a QyHKUMOHMPaHETO Ha EBpOMeiicKms Chbio3.

3aI/IHTepeCOBaHI/[TC CTpaHy MOraT Ja IHpeacTaBAT MHEHMATA CM OTHOCHO MEPKUTE, I10 OTHOLIEHME Ha KOUTO
Komucusita pasmmmpsBa mpouenypara, B CpPOK OT MOBE€ CEOMMUM OT pHaraTa Ha Hy6HI/IKyBaHC Ha HaCTOAIIOTO
pe3roMe 1 Ha MNCMOTO, KOETO ClleBa, Ha CIIegHMs afpec:

European Commission
Directorate-General for Competition
State aid Greffe

Office: J-70, 03/219

1049 Bruxelles/Brussel
BELGIQUE/BELGIE

(Dakc +32 22961242

Tesu MHeHust e GbOAT MpemameHu Ha ABCTpWs. 3ala3BaHETO B TalfHA HA CaMOMMYHOCTTA HA 3aMHTEPECOBAHATA
CTPaHa, KOSITO IPEIICTaBsk MHCHUETO, MOXKe 1a ObIe MOMCKAHO MICMEHO, KAaTo Ce II0COYaT NPUUYMHNUTE 3a TOBA MCKAHE.

1. IPOLEOYPA

C pemrerve or 18 mexempu 2008 r. mo meno N 615/08 Espo-
nejickata KoMucyst onoGpy CIiellHa TbpXKaBHa IoMoll oT IepMaHus
3a MmaxopurapHms coOcteenmk Ha HGAA — BayernlB, mon
dopmara Ha puckosa rapaHums B pasmep Ha 4,8 mnpn. EUR n
karuranopa yHxekuus ot 10 mnpn. EUR, cermacHo unen 107,
maparpad 3 m Gyksa 6) or I(QEC 3a mepuom oT mect Meceua Uy
[I0 NPEICTABSHETO HA PealucTiyeH M 0OOCHOBAH IUIAH 3a HPECTPyK-
Typupane Ha Oankara. Tasu nomom mossomu Ha BayernlB ma
mnxektipa 700 M. EUR B mbuieproTo cu npennpuste HGAA.
Ilpes coums Mecelm ABCTpUA NPENOCTaBY KalMTaoBa MHXEKLMS 32
HGAA B pasmep Ha 900 mnn. EUR cwmacHo MexaHmsma 3a
GaHKMTE B ABCTpHSL.

Ha 29 ampun 2009 r. Tepmanus ysegomu Komucusta OTHOCHO IitaH
3a mpecTpyKkrypupaHe Ha BayernLB, BxmoumtenHo Ha HGAA. Ha
ChlATA JaTa ABCTPMSI IPEICTABM IUIAH 33 3KM3HECIIOCOOHOCT 3a
HGAA, xoitto e Heobxommm 3a 6aHKM, KOMTO KATO IsUIO ca
CTaGWITHM, CBITIACHO MeXaHM3Ma 3a GaHKuTe B ABCTPUSL

B cBoero pemenne or 12 mait 2009 r. mo menmo N 254/09
(.pelweHne 3a OTKpMBaHE Ha OUIMAIHA IPOLEYpa 1O Pa3cIieBaHe")
Kommcusata u3pasu cbMHEHMS OTHOCHO ChbBMECTMMOCTTA C BHTPEIHMS
nasap Ha ormycHatata Ha BayernLB momom, oTHOCHO TOBa manm
HGAA e 6aHka, KOSTO KaTo ISUI0 ¢ CTaOMIIHA, KAKTO ¥ OTHOCHO
coBMecTMOcTTa ¢ wieH 107, maparpad 3, Gyksa 6) or HQEC Ha
npegocraseHaTa Ha HGAA nomor ot ABcTpus.

Ha 18 pexemspu 2009 1. ABcTpus yBemomy 3a MepKM 3a JIOIbII-
HUTENIHA TIOMOIIL.

B pewennero cu or 23 pekempu 2009 r. mo mena C 16/09 u
N 698/09 Komucusita oruere Meprute B momsa Ha HGAA, omucann
B maparpag 2, Karo BPeMEHHO CHBMECTUMM C BBTPCLIHMS I1a3ap
cornacHo unen 107, naparpad 3, 6yksa 6) or HOEC no npencra-
BSHETO HA pealyCTMYeH INIAH 3a IPECTPyKTypMpaHe M Heropara
oueHka or Kommcusara, HO Hali-MHOTO 3a CpOK OT IuecT Meceua. B
CBIIOTO BpeMe MpoLeIypara, mocoyeHa B uner 108, maparpad 2 or
IOQEC, Gewe paswmpeHa MO OTHOLIEHME HA Te3W MOMbIHUTENHU
MEpPKI.
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ITpe3 anpun 2010 r. ABCTpuA npencTasy IUIaH 33 HPECTPYKTypuUpaHe
Ha HGAA.

C ornen Ha TeKyliaTa OliEHKa Ha IUIaHa 3a NPECTPYKTypupaHe M Ha
IIOMOIITA OT CTpaHa Ha Komucysata ABCTpus MOMCKA IIPOIBIKaBaHe
Ha BPEMEHHOTO OnoGpeHMe Ha MepKuTe.

2. MEPKMTE B IIOJ/I3A HA HGAA

HGAA mnonyun 700 mnn. EUR ot BayernLB u 900 min. EUR 3a
yBeMuaBaHe Ha Kamutana or mbpsu pen (Partizipationskapital), ot
PentyOrmka ABCTpySI, KaKTO ¥ TApaHLMM 33 IVKBUIHOCT B pa3mep Ha
1,35 mapn. EUR 3a nsnasane Ha oOnuraumMM ChITIaCHO MEXaHM3Ma 3a
CIIELIHO TTONNOMAaraHe Ha OaHKuTe B ABCTpHSL.

Ocsen ToBa HGAA momyum criemHuTe MepKy 3a IOMOLL, Pa3peiieHn
BPEMEHHO C peuleHnero or nexemspu 2009 1.

— BpeMeHHa rapanuus B pasmep Ha 100 mna. EUR or Ascrpus,
CBINIACHO YCIOBMATA, NPWIOXKUMM 33 OaHKM B 3aTPyHHEHO
TOTIOKEHNME CBITIACHO MEXaHM3Ma 3a CIIEIIHO IOfIIOMaraHe Ha
OaHkuTe B ABCTpHS,

— pekanmmTanmusauys B pasmep Ha 200 mnn. EUR or npouHLms
Carinthia ¢ musumeHT or 6 %, 4meto bPBO  M3IUIAIAHE €
IIBIKMMO 32 QuHaHcoata 2013 rommHa,

— HONBIHMTEIHA — PEeKANMTalM3auus  OT  ABCTPUS,  CBITIACHO
YCIOBIATA, IPUWIOKMMU 3a GAaHKM B 3aTPYHHEHO IMOJIOXEHMUE
CBINIACHO MEXaHM3Ma 3a CIICWIHO MONNOMaraHe Ha OaHKuTE B
Asctpus, ¢ MakcumaneH pasmep or 350 mnH. EUR,

— MepKM 33 JIMKBMIHOCT B pasMep Ha mpubmusutenso 200 miH.
EUR, mpemocrasenyt or mposuHuust Carinthia B KoHTekcTa Ha
CBUIECTBYBALMTE OM3HEC OTHOLICHMS.

3. OLEHKA

B cBoure pemennsa or 12 mait 2009 r. n or 23 nexemspu 2009 r.
Kommcusara seue ycranosn, ye mepkure B nonsa Ha HGAA, npen-
CTaBIISIBAT [IbPKaBHA MOMOIIL.

[IpenocTaBsiHeTo Ha MiaHa 3a NMPECTPYKTypUpaHe He pascest IIbpBO-
HayajiHUTEe CbMHEHMS OTHOCHO CBbBMECTMMOCTTA Ha MepKMTe 3a
TIOMONII, M3Pa3eH) B JBETe IPEMIIHM PElIeHNs.

[lo oOTHOLIEHMe Ha BBH3CTAHOBSBAHETO Ha }KI/ISHCCHOC06HOCTT8,
Komucnsara uma cbMHEHMSI, ue ISUTOCTHMSIT GusHec MOIECII Ha
0aHKara e TOOXOHsI 3a Bb3CTAaHOBSBAHE Ha JKM3HECIOCOOHOCTTA.

OcseH ToBa, mpemun Huckusr peiitnar Ha HGAA m Obpeure
BUCOKM PAa3Xomy 3a QUHAHCHMPAHE, NMOPOIEHM OT M3TUYAHETO Ha
CpOKa Ha rapaHuymre, npencraeHy ot nposusuyst Carinthia u Ha
CpOKa Ha IOJKpemara 3a (UHAHCHPAHE OT OMBLIMS COOCTBEHMK
BayernLB, Kommcusra nocrasst Bbnpoca mamu HGAA He tpsiOBa
1d TPEOPUEHTHPA CBOS OM3HEC MONEN MO-LSUTOCTHO, KOETO MOXKe
NO-CICLMANIHO [d IOBJMsie BBPXY HeiHWTE QUHAHCOBM YCIYTU B
IyOnMUHNST CEKTOP, KOMTO Ce XapaKTepy3MpaT C HYUCKM MapKOBe.

Ocsen ToBa Kommcmsira cumta, e HGAA TpsiGsa ma ce crpasu Cbe
3HAUMTENIHM MPOONIeMM, CBbP3aHM C KAuecTBOTO HA aKTUBHTE,
IpeIBMI HUCKOTO KAuecTBO HA CBOS KpemUTCH NOPTQeiln, KoeTo
nponbiKaBa [a ce Bromasa. Td CbUIO TaKa Ce CbMHABA, Ye
OCHOBHMTE IIPOOJIeMY IO OTHOUICHME Ha IPOLECUTe HA B3eMaHe Ha
pellleHust M ympaBieHMe Ha PUCKA ILe MoraT ja ObaT OTCTpaHeHM
CBOEBPEMEHHO.

Ocsen TtoBa Kommcusra ce cbMHsBa, ue OaHKara uie MOXe @A
BB3HAIPAM CBOSI COOCTBEH KalWTal, KAKTO € IMOCOYEHO B ChOO-
LICHNETO 33 MPECTPYKTYPUPAHETO, KOETO MBMCKBA AIICKBATHA BH3BPb-
AeMOCT Ha COOCTBEHMs KAmuTalm B CHOTBETCTBUME C PUCKOBHS
npodun Ha Gankara. Ts ChUIO TaKa ce ChbMHsBA, ue OaHKaTa € B
CbCTOSIHME [a TMpeIOCTaBM  aJeKBATHO  Bb3HATPAXKIEHME IIPU
HOpPMalHY [1a3apPHM YCIOBMSL WM CBOCBPEMEHHO M4 M3IUIATH
KaIUTasa, MPENOCTaBeH OT IbPXKABATA.

Ocsen ToBa KoMumcysra nocrass Bpipoca namy Blnoxenusat B HGAA
KAIUTaJl OT CTPaHAa Ha ABCTPUS, CBITIACHO MEXaHM3Ma 3a GaHKuTe B
ABCTpusi, € Bb3HArpajeH MO MONXOMSNI HAYMH, mopamy ¢akTa, ue
KbM MOMEHTa Ha VMHXEKTMPAHETO HA KAaluTana Ipe3 IeKeMBPU
2008 r. Asctpust cumuta OaHKata 3a CTaOMIIHA KaTO ISUIO U IO
To3n HaumH HGAA ce Bp3nonspa oT mo-HucKyu Jmxsu. Kommcusara
IpUNOMHA, 4e B cBoeTo pewenue or Mmaim 2009 r. e uspasuia
ChMHEHMSI OTHOCHO OLCHKaTa Ha ABCTpus, 4e OaHKara e Karo
1SUI0 CcTabuITHa.

[lo oTHOLIeHNMe HA MepKUTe 32 M30srBaHe Ha HApyLICHNS HA KOHKY-
penuysaTa, Komucusara npumomMHsi CBOMTE ChbMHEHMS OTHOCHO TOBa
a7 NpeioKeHuTe MepKM ca NIOCTaThuHM 3a aleKBaTHO OTPaHM-
YapaHe Ha HapylIEHMATa, Bb3HMKHAIM B Pe3ynTaT Ha IOMOILTA.
[lo-KOHKpeTHO, TOBEYeTO OT TpennpuaATMaATa, Komto HGAA
IIaHMpa J1a Mpofale, M3INEXKNA Ca ChCPEIOTOUCHN B HEPEHTAOMITHNU
[eITHOCTH, U 3aTOBa Ca HeOOXONVMMM 3a BB3CTAHOBSIBAHE Ha KM3HE-
criocobHocrra. C gpyrn mymu Kommcusra ce CbMHSIBA, Ye HAMA [Ia ca
HeOOXOIMMI MOBeYe MEPKM 3a CIPABSIHE C HAPYLICHMSTA HA KOHKY-
peHuMsATa, Bb3HUKHAIIM B PE3yINTaT Ha MOMOLITA.

TEKCT HA IIMCMOTO

,The Commission wishes to inform your authorities that it has
further extended the procedure laid down in Article 108(2) of
the Treaty on the Functioning of the European Union (TFEU)
initiated on 12 May 2009 with its decision C(2009) 3811 final.
The Commission also prolongs the authorisation of the aid it
has temporarily found compatible with the internal market until
it has concluded its examination of the restructuring plan.

1. PROCEDURE

(1) By decision of 18 December 2008 the European
Commission approved in case N 615/08 emergency State
aid from Germany to BayernLB in form of a risk shield of
EUR 4,8 billion and a capital injection of EUR 10 billion on
the basis of Article 107(3)(b) TFEU for a period of six
months or until the submission of a credible and substan-
tiated restructuring plan for the bank (!).

(") Commission Decision of 18 December 2008 in case N 615/08
BayernLB, O] C 80/4 of 3 April 2009.



1.10.2010 .

OdnimaneH BecTHNK Ha EBponeiickns cpo3

C 266(7

)

In the same month, BayernLB’s subsidiary Hypo Group
Alpe Adria (HGAA) received EUR 700 million from
BayernLB following large write-downs and losses. In
addition, HGAA received EUR 900 million in Tier 1 Parti-
zipationskapital (') from the Republic of Austria on the
basis of the Austrian emergency bank support scheme (?).

On 29 April 2009, Germany notified a restructuring plan
for BayernLB (including HGAA) to the Commission. At the
same date Austria provided a viability plan for HGAA.

In its decision of 12 May 2009 in case N 254/09 (%) the
Commission opened the formal investigation procedure,
raising doubts about the compatibility of the restructuring
aid to BayernLB with the internal market, in particular
whether the restructuring plan was apt to restore the
viability of BayernLB (‘the opening decision”). In the
same decision, the Commission questioned whether
HGAA was fundamentally sound and it expressed doubts
regarding the compatibility with Article 87(3)(b) of the EC
Treaty, now Article 107(3)(b) TFEU, of the aid granted to
HGAA by Austria.

Austria notified additional aid measures on 18 December
2009, including a temporary asset guarantee under the
Austrian scheme, a capital injection and a provision of
liquidity, see below point 19.

In its decision of 23 December 2009 in cases C 16/09 and
N 698/09 () (“the rescue decision”) the Commission
extended the procedure in relation to the following
measures in favour of HGAA which it at the same time
found temporarily compatible with the internal market on
the basis of Article 107(3)(b) TFEU until the submission of
a credible restructuring plan and its assessment by the
Commission, but at most for a period of six months: a
temporary guarantee of EUR 100 million, a recapitalisation
of EUR 200 million by Land Carinthia, a further recapita-
lisation for a maximum amount of EUR 350 million and
the liquidity provided by the Land of Carinthia. The
measures are described in detail in paragraph 19.

In view of the ongoing assessment of the restructuring
plan and aid by the Commission, by letter dated
15 June 2010 Austria asked for a prolongation of the
temporary approval of the measures.

Given the urgency to obtain a Commission Decision
before the expiry of the authorisation of the measures,
both Germany and Austria have exceptionally agreed
that the authentic language for this decision should be
English.

2. DESCRIPTION

For a detailed description of the beneficiary and the aid
measures, reference is made to the opening decision and
the rescue decision.

(") Partizipationskapital has no voting rights.

() Commission Decision of 9 December 2008 in case N 557/08,
O] C 3, 8.1.2009, p. 2, Mafinahmen nach dem Finanzmarktstabi-
litits- und dem Interbankmarktstarkungsgesetz fiir Kreditinstitute
und Versicherungsunternehmen in Osterreich, last prolonged by
Commission Decision of 16 December 2009 in case N 663/09.

() OJ C 134, 13.6.2009, p. 31.

(% O] C 85, 31.3.2010, p. 21.

(10)

(11)

(12)

(14)

(16)

(17)

(18)

2.1. The beneficiary

HGAA is the sixth largest Austrian bank with a balance
sheet of EUR 41 billion as of 31 December 2009, corres-
ponding to roughly 15 % of Austrian GDP.

HGAA is fully owned by the Austrian State after the
nationalisation of 23 December 2009.

HGAA is active in 12 countries (Austria, Italy, Slovenia,
Croatia, Bosnia and Herzegovina, Serbia, Montenegro,
Germany, Liechtenstein (in  liquidation), Hungary,
Bulgaria, the Former Yugoslav Republic of Macedonia
and Ukraine). The business in Liechtenstein is in liqui-
dation. The bank is active in both banking and leasing,
but does not pursue both activities in all the countries
mentioned above.

HGAA had pursued an aggressive growth strategy, in
particular aimed at taking advantage of the rapidly
growing markets in South-Eastern Europe. In the past
decade, HGAA entered Bosnia-Herzegovina, Serbia,
Montenegro, Bulgaria, the Former Yugoslav Republic of
Macedonia and Ukraine. In addition to those markets,
the group also entered Hungary and Germany during
that period.

The bank has a substantial market shares in some of the
South-Eastern European countries in which it is active: its
market share in banking amounts to [>10 %] (*) in
Montenegro and [> 8 %] in Croatia, and its market share
in leasing amounts to over [>15%] in Croatia and
Slovenia, [> 20 %] in FYRoM and [> 30 %] in Montenegro.
The expansion strategy of the bank was facilitated by the
liability guarantees of the Land (federal State) Carinthia
amounting to about EUR 19 billion at the end of 2009,
which has enabled the bank to borrow money at
favourable conditions (°).

Following the prospect of large losses and write-downs,
Austria acquired from each of the previous owners all
shares by contract for the symbolic price of one Euro
per owner in December 2009.

HGAA has a rating below investment grade from Moody’s
(Baa2[P2[E) with a negative outlook.

2.2. The measures

In December 2008, HGAA received EUR 700 million from
its majority owner at the time, BayernLB, which itself had
received State aid in the same month from the Free State
of Bavaria.

HGAA received EUR 900 million in Tier 1 Partizipation-
skapital from the Republic of Austria and liquidity
guarantees of EUR 1,35 billion for bond issues on the
basis of the Austrian emergency bank support scheme.

(*) Confidential information.

() This stems from the previously prevailing State guarantees for new
debt (“Ausfallshaftung”) from the Land Carinthia which was
abolished with a transitional period and a grandfathering clause in
2003.
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(19) In addition, HGAA received the following aid measures reduction of the risk weighted assets by [>50] %

(20)

(22)

temporarily authorised by the Commission’s December
2009 decision:

— a temporary guarantee of EUR 100 million by Austria
under the conditions for distressed banks under the
Austrian emergency bank support scheme,

— a recapitalisation of EUR 200 million by the Land
Carinthia with a dividend of 6 %, which will be due
for the first time for the business year 2013,

— a further recapitalisation by Austria under the
conditions for distressed banks under the Austrian
emergency bank support scheme for a maximum
amount of EUR 350 million,

— liquidity measures amounting to approximately EUR
200 million provided by the Land Carinthia in the
context of existing business relationships.

3. THE RESTRUCTURING PLAN

According to the submitted restructuring plan the
problems of HGAA are largely due to its aggressive
growth strategy pursued in recent years which in particular
aimed at taking advantage of the rapidly growing markets
in South-Eastern Europe. The economic conditions of
these countries have deteriorated significantly as a
prolonged period of strong economic growth has given
way to significant declines of real and nominal GDP.
Moreover, losses and in particular the increasingly large
share of non-performing loans were to a significant
extent caused by a lack of [...] proper control mechanisms

[.].

The submitted restructuring plan states that HGAA will
continue doing business in Austria, with a strong focus
on Carinthia, where it intends to pursue business in the
areas of retail clients, SMEs and selective corporate and
public finance. The bank envisages maintaining both
banking and leasing activities in [most countries of the
former Federal Republic of Yugoslavia]. However, it
intends to terminate its leasing activities in [...]. Leasing
and banking activities will be ended in [...]. In Austria, the
bank also plans to discontinue its cross-border financing
business and the financing of big ticket projects. HGAA
moreover plans to cease its risky project finance activities
and tourism projects as well as large tourism-based
financing activities. Leasing activities will focus on small
vehicle and other mobile assets. The new business for real
estate is planned to focus on selective opportunities only.

The overall aim of the restructuring plan is to focus on
small/retail business with less risk than before, which,
according to the bank, will enable it to rely on historically
grown competences, in which the bank has made profits
in the past, including during the financial crisis. The plan
provides for a balance sheet reduction amounting to
[>35] % by the end of the restructuring period and a

(23)

(27)

compared to the 2008 balance sheet. The reduction is
achieved mainly through putting some banks and leasing
activities in a run off mode or divesting them as explained
in paragraph 20.

The bank also plans to overhaul many of its procedures as
regards credit and leasing decisions as well as its overall
risk management framework. It intends to start an annual
risk review, to assess the risks inherent to any new product
it launches and has already started to apply a reworked
method of calculating its risk absorption quality on a
group level since June 2009. As a result of this process,
HGAA claims having already identified its major risk types.

According to the plan the economic problems of HGAA
were significantly influenced by the current financial crisis
which affected markets in South-Eastern Europe parti-
cularly strongly. HGAA admits in that respect that
quality of its assets has deteriorated significantly, with
only [<40]% of its gross exposure having an internal
investment grade rating and with the share of problem
loans (1) when compared to gross exposure increasing
steadily since the beginning of 2008, reaching almost
[>15] % of the bank’s gross exposure. In 2009, the
amount of risk provisions of HGAA reached almost
[>150] % of the bank’s net interest revenues of that
year. It has to be noted that the leasing activities were
to a significant degree responsible for the encountered
asset problems.

The plan is based on the assumption of a significant
turnaround in the markets in which the bank is active,
forecasting a return to robust rates of growth in the
South-Eastern European countries.

4. ASSESSMENT OF THE AID
4.1. Existence of aid

As stated in Article 107(1) TFEU, any aid granted by a
Member State or through State resources in any form
whatsoever which distorts or threatens to distort
competition by favouring certain undertakings or the
production of certain goods shall, in so far as it affects
trade between Member States, be incompatible with the
internal market, save as otherwise provided in the Treaty.

The Commission recalls that is has already established that
the measures granted to HGAA constitute State aid with
its Decisions of 12 May 2009 and 23 December 2009.

4.2. Compatibility of the Aid

The Commission must assess the continuation of all
emergency aid measures as restructuring aid, on the
basis of the submitted restructuring plan and against the
conditions of the Restructuring Communication (?).

(") Defined as a high likelihood that the borrower cannot repay the

loan, or if the payments are more then 90 days overdue. Taking
into account the lower payment morale in some of the markets
where HGAA operates, the bank has replaced the 90 days
criterion with a 180 days criterion in some countries.

() Commission Communication on the return to viability and the
assessment of restructuring measures in the financial sector in the
current crisis under the State aid rules (O] C 195, 19.8.2009, p. 9).



1.10.2010 r. Oduunmarnen BecTHUK Ha EBpomerickis chio3 C 266/9
(29) A restructuring plan needs to ensure that the bank is able previously projected potential losses could well increase

(1)

(32)

(34)

(35)

(36)

to restore long-term viability without continued State aid.
The restructuring plan also needs to provide for adequate
burden sharing, and limit the aid to the minimum
necessary. Finally, proportionate measures need to be

taken to limit the distortions of competition caused by
the aid.

The original doubts expressed in decision of 23 December
2009 have not yet been allayed by the submission of the
restructuring  plan  described above. Therefore the
Commission continues to have doubts as regards the
compatibility of the aid.

As regards the restoration of viability the Commission
firstly has doubts as regards the overall business model
of the bank, i.e. whether the presented plan of maintaining
some parts of the business in South-Eastern Europe (while
divesting or winding down others) combined with the
Austrian activities will enable the bank to create sufficient
profits to ensure long-term viability.

Importantly, the plan does not show in a satisfactory
manner that HGAA will indeed, as claimed, concentrate
on activities where it has also made profits in the past,
including during the financial crisis.

The Commission furthermore questions whether the
largely unregulated leasing activities would not need to
be scaled down further, given that they seem to have
been one of the main sources of HGAA’s problems in
the past.

In addition, given HGAA'’s low rating and prospective high
funding costs in light of the expiration of the guarantees
from the Land Carinthia and funding support from its
former owner BayernlB, the Commission questions
whether HGAA will not have to reorient its business
model more profoundly, which might in particular affect
its public finance business, which is characterised by rela-
tively low margins.

Furthermore, the Commission considers that HGAA has to
cope with significant problems given the low and still
deteriorating quality of its asset portfolio. In that regard
it can be considered as a difficult task to overhaul many of
the basic decision-making processes and its overall risk
management processes. The Commission doubts whether
such a large task can be implemented timely, given the
complexity of HGAA in many countries while avoiding
further problem exposures. The Commission also
considers that a significant part of the problems enco-
untered by HGAA were not mainly the result of the dete-
rioration of the economic situation in South-Eastern
Europe but rather of deep-rooted management problems.

The Commission recalls that it noted in the rescue decision
of 23 December 2009 that the external report commis-
sioned by HGAA and BayernlB has found serious
problems in the credit monitoring procedures of HGAA
as well as in its collateral valuation. As a result the

(37)

(39)

(41)

still further, in particular if the benign view concerning
loss-given-default ratios were not to materialise.
Moreover, the Commission doubts that the scenarios
applied by the external consultants at that time were suffi-
ciently prudent in relation to “a protracted global
recession” as specified in point 13 of the Restructuring
Communication. Therefore, the Commission continues to
have these doubts in relation to the return to long-term
viability of the rescued HGAA.

In addition to these previously expressed doubts the
Commission is concerned about the seemingly [...] dete-
rioration of asset quality and considers that this could
constitute a major threat to HGAA’s viability, which is
not addressed by the restructuring plan.

Moreover, the Commission questions whether the unsatis-
factory rating of HGAA can be improved sufficiently over
the course of the restructuring period in order to enable
the bank to raise both capital and funding on the markets,
which is a crucial prerequisite for the proposed business
model of the bank. The Commission notes in this respect
that the expiry of the liability guarantees of the Land
Carinthia entails the risk of rising long-term funding
costs for the bank. Furthermore, the Commission has to
examine whether the submitted underlying economic
assumptions included in the plan are prudent enough.

In addition, the Commission doubts that the bank would
be able to remunerate its own capital as required under
points 13 and 14 of the Restructuring Communication
which requires an appropriate return given the risk
profile of the bank and a remuneration at normal
market conditions or the repayment of capital over time.

As regards burden sharing, the Commission recalls its
doubts as to whether the burden sharing of the owners
(in particular BayernLB, Land Carinthia, GRAWE) has been
appropriate.

In addition, the Commission questions whether the
injected capital into HGAA by Austria under the
Austrian bank scheme is appropriately remunerated as
the bank had been considered as fundamentally sound
by Austria and benefitted therefore from cheaper remune-
ration rates. The Commission recalls that it has questioned
that assessment at the time Austria submitted its viability
report for the bank and in the opening decision.

As  regards measures for addressing competition
distortions, the Commission recalls its doubts that the
proposed measures are sufficient to adequately limit the
distortions created by the aid. In particular, most of
business HGAA plans to divest seems to concern loss-
making activities and be necessary for restoring viability.
In other words, the Commission doubts whether not more
measures are needed to address the distortions of
competition caused by the aid.
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5. CONCLUSION 6. DECISION
(43) All measures in favour of HGAA constitute State aid. The In view of the above, the Commission has decided:

(44)

(46)

Commission still doubts the compatibility of the aid
measures as regards the restoration of long-term viability,
burden sharing and measures to limit distortions of
competition.

In light of the doubts regarding the compatibility of the
aid with the Restructuring Communication, in particular
the failure of the current revised restructuring plan to
demonstrate the restoration of viability, proper burden
sharing and a sufficient degree of mitigation of
competition distortions, the Commission needs to further
investigate the measures and thus to extend the formal
investigation procedure pursuant to Article 108(2) TFEU.

However, the Commission has established that it can
authorise emergency measures temporarily if needed for
reasons of financial stability (*), when it cannot take a
final decision due to doubts on compatibility of the
measures as restructuring aid. In light of the ongoing
fragile situation of the financial markets the Commission
bases its assessment on Article 107(3)(b) TFEU as the
breakdown of a systematically relevant bank can directly
affect the financial markets and indirectly the entire
economy of a Member State.

The Austrian Central Bank has confirmed that HGAA is a
bank with systemic relevance for the financial market in
Austria but also in certain countries in South Eastern
Europe. Therefore the Commission prolongs the authori-
sation of the aid it has temporarily found compatible with
the internal market until it has concluded its examination
of the restructuring plan.

(') Commission Decision of 13 November in case C 15/08, Hypo
RealEstate, not yet published, and Commission Decision of
31 March 2009 in case C 10/09 ING (O] C 158, 11.7.2009, p. 13).

— to further extend the procedure as laid down in Article
108(2) TFEU initiated with its decision C(2009) 3811
final of 12 May 2009 and extended with its decision
C(2009) 10672 final of 23 December 2009, and

— to prolong the authorisation of the aid it has tempo-
rarily found compatible with the internal market by
Decision C(2009) 10672 final until it has concluded
the examination of the restructuring plan for Hypo
Group Alpe Adria.

The Commission requests Austria to provide all infor-
mation necessary for the Commission to assess the compa-
tibility of the aid measures. Austria is requested to forward
a copy of this letter to HGAA immediately.

The Commission warns Austria that it will inform inte-
rested parties by publishing this letter and a meaningful
summary of it in the Official Journal of the European Union.
It will also inform interested parties in the EFTA countries
which are signatories to the EEA Agreement, by publishing
a notice in the EEA Supplement to the Official Journal of the
European Union, and will inform the EFTA Surveillance
Authority by sending a copy of this letter. All such inte-
rested parties will be invited to submit their comments
within one month of the date of such publication.



