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(Ovrige meddelelser)

PROCEDURER VEDRORENDE GENNEMFORELSEN AF
KONKURRENCEPOLITIKKEN

EUROPA-KOMMISSIONEN

STATSSTOTTESAG — UNGARN
Statsstottesag SA.48556 (2019/C) (ex 2018/N) — Regional investeringsstotte til Samsung SDI

Opfordring til at fremsaette bemarkninger efter artikel 108, stk. 2, i traktaten om Den Europaiske
Unions funktionsmade

(E@S-relevant tekst)

(2020/C 112/02)

Ved brev af 14. oktober 2019, der er gengivet pa engelsk efter dette resumé, meddelte Kommissionen Ungarn,
at den havde besluttet at indlede proceduren efter artikel 108, stk. 2, i traktaten om Den Europiske Unions
funktionsmade med hensyn til ovennzvnte stotteforanstaltning.

Interesserede parter kan senest en maned efter offentliggerelsen af naervarende resumé og det efterfolgende
brev sende eventuelle bemaerkninger til den stotteforanstaltning, over for hvilken Kommissionen indleder
proceduren, til:

European Commission
Directorate-General Competition
State Aid Greffe

1049 Bruxelles/Brussel
BELGIEN

Fax + 32 22961242
Stateaidgreffe@ec.europa.cu

Bemarkningerne vil blive videresendt til Ungarn. Interesserede parter, der fremsatter bemarkninger til sagen,
kan skriftligt anmode om at fi deres navn hemmeligholdt. Anmodningen skal vere begrundet.

RUSUME

Beskrivelse af foranstaltningen og investeringsprojektet

Den 16. maj 2018 anmeldte Ungarn en regional investeringsstotteordning pd 108 mia. EUR, som landet agter at yde til
fordel for Samsung SDI Magyarorszdg Zrt (»Samsung SDI«) til investering i en kapacitetsudvidelse af et eksisterende anleg
opfort i 2016 i God (ferste investering«) til produktion af batterier til elbiler. Genstanden for den anmeldte investering
(anden investering«) er beliggende i det centrale Ungarn, som er et regionalstatteberettiget omrade i henhold til artikel 107,
stk. 3, litra ¢), i TEUF med et regionalt stotteloft pa 35 % ifelge det ungarske regionalstattekort for perioden juli 2017 til
2020 (*). Stettemodtageren er et fuldt ud ejet datterselskab til Samsung SDI Co. Ltd., som har hovedsade i Sydkorea og er
kvalificeret som en stor virksomhed.

() SA.46346 (2016/N) (EUT C 4 af 6.1.2017, s. 7).
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Ifelge de ungarske myndigheder vedrarer investeringsprojektet »nye processer« som omhandlet i regionalstotteretnings-
linjernes punkt 15, idet Samsung SDI har til hensigt at foretage betydelige a@ndringer i teknik, udstyr og software med
henblik pé at udvikle og masseproducere battericeller til elbiler.

Vurdering af stotteforanstaltningernes forenelighed

— Det anmeldte projekts stotteberettigelse

Efter en forelgbig gennemgang finder Kommissionen, at investeringsprojektet, som gennemferes af en stor virksomhed i et
c-omréde, undtagelsesvist er berettiget til regionalstatte, fordi projektet vedrarer »nye processere, der indebzrer et betydeligt
loft af teknologiniveauet for de relevante produktionsprocesser, har stor indvirkning p& den overordnede produktions-
proces, som Samsung SDI i Ungarn anvender, og anvendes for forste gang i sektoren inden for E@S.

— Stotteforanstaltningens forenelighed

Ifolge de falles vurderingsprincipper, som er fastsat i afsnit 3.1 i regionalstetteretningslinjerne, kan regionalstotte kun
godkendes, hvis 1) visse minimumskrav, defineret i forhold til projektets bidrag til den regionale udvikling, stettens
egnethed og den valgte statteform, stottens formelle og materielle tilskyndelsesvirkning og dens forenelighed, er opfyldt,
hvis 2) stetten ikke medferer dbenlyst negative virkninger for konkurrencen og samhandelen, og hvis 3) stettens positive
virkninger klart opvejer dens negative virkninger.

I henhold til punkt 61 i regionalstetteretningslinjerne er det muligt at pavise en (vasentlig) tilskyndelsesvirkning ud fra to
scenarier: enten at investeringen uden stotten slet ikke ville vaere tilstrackkeligt rentabel noget sted (scenarie 1), eller at
investeringen uden stotten ville blive gennemfort et andet sted (scenarie 2). Ungarn pdkalder sig situationen i scenarie 2 og
fremforer, at stotten er berettiget som folge af behovet for at opveje for en nettoulempe pa 173 mio. EUR pd grund af
placeringen i Ungarn sammenlignet med en alternativ investering i Xi'an i Kina, hvor Samsung SDI via et joint venture
kontrollerer en anden produktionsfacilitet for batterier til elbiler.

Kommissionen kan pd nuvarende tidspunkt ikke fastsld, om stetten vil have den pakravede tilskyndelsesvirkning.
Kommissionen bemerker navnlig, at rentabilitetsforskellen pd 173 mio. EUR primert skyldes en betydelig forskel i
investeringsomkostningerne mellem de to investeringsscenarier, idet investeringsudgifterne til maskiner og udstyr er
[35-50] % hgjere i Ungarn end i Kina. Denne vaesentlige forskel begrunder de ungarske myndigheder med Samsung SDI's
politik om lokal sourcing, ifelge hvilken selskabet skal kebe udstyr og maskiner samt andet input, der er nedvendigt i
forbindelse med investeringen, fra lokale kilder. Pd grundlag af de foreliggende oplysninger finder Kommissionen, at denne
pastand er urealistisk og allerede var urealistisk pa det tidspunkt, hvor stettemodtageren traf den endelige beslutning om at
investere i Ungarn. Det skyldes det forhold, som ogsé fremhaves af de ungarske myndigheder, at Samsung SDI's s@gen efter
lokale leveranderer af udstyr og maskiner — som gik forud for den endelige investeringsbeslutning — bade i Det
Europziske @konomiske Samarbejdsomride og i Kina var forgaves, da der ikke kunne findes egnede leveranderer til at
gennemfore Samsungs nye processer. Kommissionen bemarker endvidere, at de ungarske myndigheder og Samsung SDI
har bekreftet, at stottemodtageren, fra arbejdet med det anmeldte projekt blev indledt i september 2017 og frem til maj
2019, ikke havde fulgt sin pdstdede politik om lokal sourcing i praksis, men i stedet udelukkende havde kebt udstyr og
maskiner fra sydkoreanske leveranderer. Det lader desuden til, at Samsung ogsd fraveg sin pastdede politik om lokal
sourcing i forbindelse med gennemforelsen af den forste (ikkestottede) investering i Ungarn.

I lyset af ovenstdende finder Kommissionen, at en mere realistisk hypotese bestdr i, at Samsung SDI, uanet
investeringsscenariet, allerede pd tidspunktet for investeringsbeslutningen havde til hensigt at kebe det pdgazldende udstyr
og de pagzldende maskiner fra sine eksisterende leverandgrer beliggende i Sydkorea, i hvilket tilfelde forskellen i
investeringsomkostninger pa [35-50] % forekommer ubegrundet. En genberegning af rentabilitetsforskellen mellem Ungarn
og Kina pd grundlag af denne hypotese viser, at rentabilitetsforskellen pa 173 mio. EUR i forhold til Kina helt vil forsvinde
eller méske oven i kebet blive vendt og faktisk medfere en mindre samlet nettofordel for det ungarske investeringsscenarie.

Kommissionen bemarker endvidere, at stgttemodtageren ikke kobte de maskiner og det udstyr, der er erhvervet frem til maj
2019 i forbindelse med det anmeldte investeringsprojekt, direkte fra de faktiske sydkoreanske leveranderer. I stedet har
Samsung SDI-koncernen baseret i Sydkorea fungeret som mellemled ved at kebe udstyret og maskinerne i Sydkorea og
derefter salge det til Samsung SDI-enheden i Ungarn, efter at have lagt en avance pa [18-22] % oven i det underliggende
beleb. Pd grundlag af de forhandenvaerende oplysninger kan Kommissionen pa nuvearende tidspunkt ikke bekrefte, at disse
koncerninterne transaktioner er foregdet pd markedsvilkdr, og at omkostningerne i forbindelse med investeringen i Ungarn
ikke er blevet pustet kunstigt op.
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Kommissionen finder endvidere, at tre yderligere elementer er med til at satte spergsmalstegn ved trovaerdigheden af det
kinesiske investeringsscenarie. For det forste, som bekraftet ved Kommissionens sagsindbringelser for Verdenshandel-
sorganisationen, har Kina en systematisk praksis for at tvinge udenlandske virksomheder til at udlevere folsom teknologi og
knowhow som en forudsatning for at drive virksomhed i Kina. For det andet lader det til at sydkoreanske producenter af
batterier til elbiler i Kina pa tidspunktet for investeringsbeslutningen befandt sig i en sarlig ugzstfri politisk situation, som i
praksis betad, at de var forhindret i at levere deres produkter til det kinesiske marked, fordi de kinesiske myndigheder havde
fjernet subsidierne til elbiler, som var udstyret med batterier fra sydkoreanske producenter. For det tredje forekommer det
usandsynligt, at stottemodtageren ville have etableret et mindre battericelleproduktionsanleg uden stotte i God (forste
investering), hvis den ikke havde haft udsigt til hgjere investeringer pa et senere tidspunkt.

I lyset af ovenstdende kan Kommissionen pa nuvarende tidspunkt ikke udelukke, at de strategiske overvejelser i forbindelse
med investeringen i Ungarn kombineret med risikoen for tvungen teknologioverforsel og det ugunstige politiske klima i
Kina over for sydkoreanske producenter af batterier til elbiler ville have faet virksomheden til ikke at investere i Ungarn, selv
hvis der skulle vare en péstet rentabilitetsforskel.

Vurderingen af stottebelabets proportionalitet, jf. punkt 3.6 i regionalstetteretningslinjerne, kan kun gennemfores, nr det
er bekreftet, at stotten har tilskyndelsesvirkning. Pa nuverende tidspunkt lader stotten ikke til at have vaeret udslagsgivende
for beslutningen om at placere investeringen i Ungarn, idet dette ville vere sket under alle omstendigheder, eftersom den
genberegnede rentabilitetsforskel tyder pa, at det ungarske investeringsscenarie indebzrer en mindre omkostningsmaessig
nettofordel sammenlignet med det kinesiske scenarie samt betydelige (men ikke kvantificerbare) strategiske fordele som
beskrevet ovenfor.

Kommissionen rejser 0ogsa tvivl om investeringsprojektets bidrag til den regionale udvikling i den pagaldende region, og
den har ikke kunnet fastsld stottens egnethed og planlagte stotteform (direkte tilskud), eller hvordan stetten har skullet
bidrage til at athjelpe den pdgzldende regions specifikke regionale problemer.

[ regionalstetteretningslinjernes afsnit 3.7.2 er opfert en liste med situationer, hvor de abenlyst negative virkninger for
samhandelen og/eller konkurrencen klart overgar eventuelle positive virkninger, og hvor regionalstette derfor er forbudt.
Det er imidlertid kun relevant at analysere de abenlyst negative virkninger og det overordnede forhold mellem positive og
negative virkninger, hvis Kommissionen finder, at de tidligere neevnte mindstekrav er opfyldt.

Pd nuverende tidspunkt har Kommissionen i lyset af visse presseforlydender (?) ikke desto mindre vanskeligt ved at
udelukke, at der ikke er en drsagssammenhang mellem den ydede stotte og nedlaegningen af samme eller lignende aktivitet i
et andet omrdde i E®S — nemlig nedlagningen af batterienhedsproduktionen i Samsung SDI's datterselskab i @strig og det
deraf folgende tab af 100 arbejdspladser i den pagaldende ostrigske region — og relokaliseringen til det valgte omrdde i
Ungarn, hvilket ifolge punkt 122 i regionalstatteretningslinjerne betragtes som en negativ konsekvens, der normalt ikke vil
kunne opvejes af noget positivt element.

Af ovenstdende drsager tvivler Kommissionen pa stettens forenelighed.

Interesserede parter opfordres til at fremsaette bemarkninger til stotten og iser til de naermere detaljer i vedlagte brev til de
ungarske myndigheder.

() https:/[www.kleinezeitung.at/wirtschaft/5591081 Batterieproduktion_Samsung-SDI_Trotz-Millioneninvestition-werden#
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BREVETS ORDLYD

The Commission wishes to inform Hungary that, having examined the information supplied by your authorities on the aid
measure referred to above, it has decided to initiate the procedure laid down in Article 108(2) of the Treaty on the
Functioning of the European Union (‘TFEU’).

1. PROCEDURE

(1) By electronic notification registered on 16 May 2018, the Hungarian authorities notified to the Commission their
intention to grant regional investment aid in favour of Samsung SDI Magyarorszdg Zrt (hereinafter ‘Samsung SDI).

(2) By letters of 13 July 2018, 12 September 2018, 13 November 2018, 6 February 2019, and 1 April 2019 the
Commission requested supplementary information which was submitted by letters registered at the Commission on
7 September 2018, 14 September 2018, 11 December 2018, 20 December 2018, 8 March 2019, and 31 May 2019.
Substantial information was also provided by the Hungarian authorities during a meeting in G6d, Hungary, on 2 July
2018 at the beneficiary’s premises. Further information was provided via emails on 25 and 28 January 2019. By
letter of 7 December 2018, the Hungarian authorities agreed to have the present decision adopted and notified in the
English language and by letter of 7 May 2019, the Hungarian authorities agreed to an extension of the deadline for
the adoption of the present decision until 15 October 2019.

2. DETAILED DESCRIPTION OF THE AID MEASURE
2.1. Objective of the aid measure

(3)  The Hungarian authorities intend to promote regional development by providing regional aid for the extension of
the capacity of an existing establishment of Samsung SDI which is producing batteries cells for electric vehicles
(hereinafter ‘EV’) in G6d in Central Hungary. God is located in an area eligible for regional aid under Art. 107(3)(c)
TFEU, with a standard regional aid ceiling of 35 % under the Hungarian regional aid map for the period from 2017
to 2020 (") (hereinafter ‘Regional Aid Map’).

2.2. The beneficiary

(4)  The recipient of the aid is Samsung SDI, a fully owned subsidiary of Samsung SDI Co. Ltd. (hereinafter ‘Samsung SDI
Group’) which is headquartered in South Korea. The Samsung SDI group is a large undertaking with almost
19 000 employees globally and a turnover of about EUR 4 billion in 2016.

(5)  The Samsung SDI Group is involved in the manufacturing of rechargeable batteries used in the IT industry, EVs, and
energy storage systems (ESS). The group is organized in three divisions: the automotive/ESS division, the battery
division, and the electronic materials division.

(6)  Apart from Samsung SDI in Hungary, the Samsung SDI Group has three other subsidiaries in the EEA: Samsung SDI
Battery Systems GmbH in Austria which is involved in the production and sale of EV battery packs, Samsung SDI
Europe GmbH in Germany which offers sales and purchase support for the Samsung SDI Group in Europe, and
Novaled GmbH in Germany, which manufactures and sells electronic materials.

(7)  In 2016, Samsung SDI set up in G6d, Hungary an EV battery plant (hereinafter ‘Investment 1’) with a maximum
capacity of [100 000 — 400 000] (*) EV battery cells per month which is equivalent to an annual capacity of
[0,1-0,5] GWh. This manufacturing facility started trial production in the second quarter of 2017 and mass
production in May 2018. No State aid was granted for this investment.

(8)  The Hungarian authorities confirmed that the beneficiary is not a company in difficulty within the meaning of the
Guidelines on State aid for rescuing and restructuring non-financial undertakings in difficulty (%).

2.3. The investment project
2.3.1. The notified project

(9)  The investment project concerns the extention of the capacity of the EV battery cell production facility of an existing
establishment owned by the beneficiary in God (hereinafter ‘Investment 2’). With the envisaged extension, Samsung
SDI's production capacity in Hungary is planned to reach [3,5-8] million battery cells per month in [...], which is
equivalent to an annual capacity of [17-20] GWh. Samsung SDI intends to use [50-90] % of this capacity to serve the
EEA market and [10-40] % for [...].

() SA.46346 (2016/N), O] C 4 of 06.01.2017.
() Confidential information
() O] C 249, 31.7.2014, p. 1-28.
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(12)

(13)

(14)

The notified project consists of investments into equipment and machinery relating to the production of battery cells
as well as the necessary facilities. Samsung SDI intends to complement the investment into cell production by
additional investments into battery modules and battery packs (}) production for which no aid will be requested. The
investment will be implemented in two phases as described in table 1 below.

Works on the investment project started on 1 December 2017, after the beneficiary had submitted the relevant aid
application to the Hungarian authorities on 13 September 2017. Production started in [...] 2019 and full
production should be reached in [...].

The project is expected to create 1 200 new direct jobs.

The Hungarian authorities consider that the project qualifies as new process innovation in the meaning of
paragraph 15 of the Guidelines on regional State aid for 2014-2020 (hereinafter ‘RAG)) (*) because Samsung SDI
intends to develop and manufacture in mass production EV battery cells using significant changes in techniques,
equipment and software.

The aim of Samsung’s new process innovations is to decrease the time and costs for manufacturing battery cells. The
produced battery cells and some of the input materials used in the production process will be modified as a result of
the implementation of the process innovations during both phases of Investment 2.

In a first phase of the investment, Samsung SDI will produce large metal can prismatic cells with [...] electrodes,
similar to the cells produced via the unaided Investment 1 in Hungary. However, changes in the production process
steps and to the electrode materials will lead to a significantly improved performance in terms of driving range,
speed to charge, and cost per kWh (please see table 1).

In the second phase of the investment, Samsung will implement a significant innovation in the large format metal
can prismatic battery cell structure approach (i.e. stacking electrodes instead of winding) which, together with further
changes in process steps and input materials, will result in further improvements of the performance of the battery
cells (please see table 1).

Table 1

Comparison of the main elements of Samsung’s investment 1 & 2 in Hungary

Investment 2 Investment 2
(phase 1) (phase 2)

Investment 1

Start of mass production May 2018 2019 [..]

Capacity in GWh [0,2-0,5] [17-20] by [...]

Product characteristics Large format metal can Large format metal can Large format metal can
prismatic battery cells with | prismatic battery cells with | prismatic battery cells with
wound electrodes [...] electrodes stacked electrodes

— cathode material [...]. [...] [...]

— anode material [...] [...] [...]

— separator [...] [...] [...]

— driving range (for a large [200-300] km [450-600] km [600-750] km
car)

The Hungarian authorities further explained that on the EV battery cells market there are three basic distinct cell
structures (i.e. prismatic — as the ones produced by Samsung SDI in G6d under Investment 1 -, pouch and
cylindrical) and that their underlying production processes are significantly different.

In general, a module consists of multiple cells connected in series and/or parallel, encased in a mechanical structure. A battery pack
is assembled by connecting multiple modules together in series or parallel with sensors and controllers including battery
management systems and thermal management systems, and then encased in a housing structure as a final battery product designed
specifically for each vehicle model.

O] C 209, 23.7.2013, p. 1-45.
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(18) In general, the battery cell production process consists of three steps:

— In a first step (electrode process), the battery anode and cathode are manufactured. In this process, electrode
materials are mixed with a binder material to form a slurry which is then coated on both sides of metallic foils.
After coating, the active electrode materials are pressed and dried on the foil. The coated foils are reeled up again
after knife slitting.

— In a second step (cell assembly), the battery cell is assembled by putting together the electrodes and the other
components into the cell can.

— The third and last step (cell formation) consists essentially in at least one complete charge-discharge cycle to
transform the working materials into an usable form; it includes also extensive inspection and testing activities.

(19) For the new production process implemented by Samsung SDI in G6d, the individual process innovations listed
below — which cover all three steps described in recital (18) of this decision — are according to Hungary the most
relevant ones:

— Electrode process integration integrates [...] core chemical engineering processes into [...] process. This process
saves machine costs, reduces processing time and allows a more balanced and uniform mixing of active material.

— Next-generation electrode coating relates to improvements in [...]. New features allow the achievement of a [...].
This coating technique will simultaneously [...] of Samsung SDI Group’s batteries.

— The ‘stacking’ process replaces the winding technology at the heart of the battery with a much more advanced
‘stacked’ assembly method. Fundamentally revising the cell structure has required the Samsung SDI Group to
invent a [...] system and [...] technology to create the stacked structure. This technology reduces [...] and
therefore increases [...].

— Optimizing the [...] process refers to the development of new equipment to allow][...], and to [...] the cell during
the [...] process. These techniques will [...] and will control [...].

— [...] logistics introduces the delivery of materials through a [...] delivery system. This novel design shortens the
time necessary to [...], reduces manpower needs, and, most critically, [...] in the factory.

— A new [...]software and sensors increase the operating efficiency of the whole process, and provide the real time
generation of [...]. These [...] enable rapid problem analysis and provide guidance on the [...] to solve arising
problems.

(20) Hungary explained that some of these novel elements will be protected by patents, but essentially the Samsung SDI
Group will protect most of the new production process through blackboxing (°). The Samsung SDI Group holds one
international patent covering a specific item of manufacturing equipment (°) and has filed a second one (). The
‘stacking’ of electrodes, to be introduced by Investment 2, is still under development and testing in [...], but is
planned to be applied in mass production in [...] .

(21)  The Hungarian authorities consider that the mentioned innovative processes and equipments will be introduced in
the EV battery and accumulator production sector for the first time. They advance that the elements of the new
process constitute the first-time implementation of the innovations world-wide. The Hungarian authorities have
provided an expert report signed by [J.C.] [...] the UNIST Future Batteries Research Center (). The report confirms
the innovativeness of the production process to be introduced under Investment 2. Hungary considers that [J.C.]
qualifies as an independent expert, despite it's links with the Samsung SDI Group.

() Blackboxing is an IP protection stategy which prevents disclosure of secret by limiting access to the full information regarding the
potential innovation to only a few trusted employees. No patents applications are filed because already the publication of the subject
of the invention to be patented is likely to provide ideas to the competitors; furthermore, it is very difficult to prove violations of
patent rights regarding process innovations as this requires access to the competitors production lines. Blackboxing means in
practice that specific security measures need to be applied, such as prohibiting any recording within the manufacturing facilities,
blocking mobile reception within the production facilities, enforcing strict entrance and exit rules, etc.

Mixer freezing equipment for manufacturing slurry.

Secondary battery assembly equipment structure optimization (filed on 12 July 2017).

The Hungarian authorities explained that the UNIST Future Batteries Research Center, which opened in March 2017, is an
industry-academia battery research institute belonging to the Ulsan National Institute for Science and Technology, which is a
state-run university. The UNIST Future Batteries Research Center carries out joint research activities together with Samsung SDI.

—_—
=S
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(22) In conclusion, Hungary considers that the new production process qualifies as a ‘new process innovation’ in the
meaning of paragraph 15 of the RAG, as the manufacturing process and equipment are the first time
implementation of innovations in the EV cell production.

2.3.2. Eligible investment costs

(23)  The notified total eligible investment costs amount to HUF 380,628 billion, rounded (EUR 1,2 billion (*)) in nominal
value, which is HUF 376,540 billion, rounded (EUR 1,187 billion, rounded) in present value (*°). The eligible costs
result from the cost of buildings, machinery, and equipment.

Table 2

Breakdown of eligible investment costs (nominal and disounted in million HUF, rounded)

million HUF dli‘l?dﬁiﬁ 2017 2018 2019 2020 2021 Total
Nominal [.] [.] [.] [.] [..] [.]
Buildings
Discounted [...] [...] [...] [...] [...] [...]
Plangmachiney| Nominal [.] [.] [.] [.] [.] [.]
cquipment Discounted ] [.] [.] ] L] L]
Nominal [...] [...] [...] [...] [.]| 380628
Total
Discounted [...] [...] [...] [...] [.]| 376540
Table 3
Breakdown of eligible investment costs (nominal and discounted in million EUR, rounded)
million EUR dlioc?dﬁi/d 2017 2018 2019 2020 2021 Total
Nominal [...] [...] [...] [...] [...] [...]
Buildings
Discounted [...] [...] [...] [...] [...] [...]
Plangmachiney| Nominal [.] [.] [.] [..] [.] [..]
cquipment Discounted L] [.] L] [.] L] [.]
Nominal [...] [...] [...] [...] [...] 1200
Total
Discounted [...] [...] [...] [...] [...] 1187

(24) The Hungarian authorities confirmed that only new assets are accepted as eligible expenditure.
2.4. Form of aid, aid granting authority, and the national legal basis for granting the aid

(25) The notified financial support is to be given in the form of a non-refundable cash grant and constitutes individually
notifiable ad hoc aid which falls outside the scope of exemption of an aid scheme which was put into effect under
Commission Regulation (EU) No 651/2014 of 17 June 2014 declaring certain categories of aid compatible with the
internal market in application of Articles 107 and 108 of the Treaty (*') (General Block Exemption Regulation,
hereinafter ‘GBER’). Its national legal basis is the Governmental Decree 210/2014 on the use of the earmarked
scheme for investment promotion. The aid granting authority is the Hungarian Ministry of Foreign Affairs and Trade.

(°)  Figures expressed in EUR are given in this decision on the basis of an exchange rate of 317,19 EUR/HUF, applicable on 16 May
2018, which is the date of the notification of the investment project to the Commission.

(") The present values in this decision are calculated on the basis of a discounting rate of 1,09 % applicable at the time of the
notification. Present values are discounted to the year 2018 which represents the year of the notification.

(") OJ L 187, 26.6.2014, p. 1-78.
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2.5. Aid amount

(26) The notified aid is to be awarded in the form of a direct grant and amounts to HUF 34,891 billion, rounded
(EUR 110 million, rounded) in nominal value and HUF 34,304 billion, rounded (EUR 108 million, rounded) in
present value. The aid was planned to be paid out in annual intallments over 2019-2022 according to the following
schedule.

Table 4

Breakdown of aid amount (nominal and discounted in million HUF, rounded)

million HUF dli‘égﬁﬁi/d 2019 2020 2021 2022 Total
Nominal [...] [...] [...] [...] [...]
Grant
Discounted [...] [...] [...] [...] [...]
Nominal [...] [..] [...] [...] 34 891
Total
Discounted [...] [...] [...] [...] 34 304
Table 5

Breakdown of aid amount (nominal and discounted in million EUR, rounded)

million EUR dli‘é‘gﬁﬁi/d 2019 2020 2021 2022 Total
Nominal [...] [...] [...] [...] [...]
Grant
Discounted [...] [...] [...] [...] [...]
Nominal [..] [...] [...] [..] 110
Total
Discounted [...] [...] [...] [...] 108

2.6. Aid intensity and cumulation with other investment aid

(27)  On the basis of the total eligible costs of HUF 380,628 billion, rounded (EUR 1,2 billion, rounded) in nominal value,
and the expenditure breakdown per year, the Commission has established that the discounted value of the total
eligible expenditure is HUF 376,540 billion, rounded (EUR 1,187 billion, rounded). By applying the 35 % standard
regional aid ceiling for large undertakings in God and the scaling-down rules (*?) of paragraph 86 and 20(c) of the
RAG, the Commission has calculated that the corresponding maximum total aid for the investment project is HUF
49,360 billion, roudned (EUR 155,616 million, rounded) in discounted value, equivalent to a maximum aid intensity
of 13,11 %.

(28)  The envisaged aid of HUF 34,304 billion, rounded (EUR 108 million, rounded) in present value for proposed eligible
expenditure of HUF 376,540 billion, rounded (EUR 1,187 billion, rounded) in present value corresponds to an aid
intensity of 9,11 %, calculated on the basis of the proposed eligible expenditure.

(29) The Hungarian authorities declare that the financial support for the notified project will not be combined with any
other financial support that would be disbursed for the same eligible costs from any other local, regional, national or
European Union source.

(30) The Hungarian authorities confirm that neither the approved maximum aid amount in present value nor the
approved aid intensity will be exceeded if the amount of eligible expenditure deviates from the estimated amount.

(') The adjusted aid amount means the maximum permissible aid amount for a large investment project, calculated according to the
following formula: maximum aid amount = R x (50 + 0,50 x B + 0,34 x C), where R is the maximum aid intensity applicable in the
area concerned, excluding the increased aid intensity for SMEs, B is the part of eligible costs between EUR 50 million and
EUR 100 million and C is the part of eligible costs above EUR 100 million.
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2.7. Own contribution

(31) Hungary confirmed that the aid beneficiary will provide a financial contribution of at least 25 % of the eligible costs,
through its own resources or by external financing, in a form that is exempted of any public financial support.

2.8. Maintenance of the assisted activity

(32) The direct grant is awarded under the condition that the beneficiary will maintain the investment in the assisted
region for a minimum period of five years after its completion.

2.9. Closure of other plants in the EEA and possible relocation

(33) The beneficiary has confirmed that it has not closed down (at group level) the same or similar activity in the EEA in
the two years preceding the aid application and that it does not intend to close down the same or similar activity
elsewhere in the EEA in the two years after the completion of the investment.

2.10. Hungarian arguments why the aid contributes to regional development (cohesion) objective

(34) The Hungarian authorities explained that the investment will contribute to the regional development of the
Central-Hungary region. The Pest county, where G6d is located, had in 2016 a GDP per capita of 54 % of the EU28
average.

(35) Hungary claims that the contribution to the development of this region is due to the following:

— The investment creates 1200 direct jobs in an assisted area under Art. 107(3)(c) TFEU, located in the
Central-Hungary region. Due to its geographical position, it is likely to attract commuters from neighbouring
regions that are assisted areas under Art 107(3)(a) TFEU.

— The investment will also lead to the creation of indirect jobs: the Hungarian authorities estimate the number of
indirect jobs that will be created to exceed 200 in Hungary and additional 300 at the EU level (mainly in the
chemical sector, building and civil engineering, machining). Several possible suppliers of materials and
equipments are expected to also locate their investments in Hungary. The construction works will also attract
more than [30-60] different construction companies and more than [800-1 100] workers are expected to work
on the investment project throughout the construction phase.

— The beneficiary plans to offer comprehensive training to improve both the general and specific skills of its
workforce. Possible future traineeships and apprenticeships are envisaged as well.

— The beneficiary plans to cooperate with Hungarian higher education institutes, e.g. the Technical University of
Budapest and Szent Istvin University of Go6doll6 so that knowledge spillover and technology transfers
complement the investment project.

— The planned period of economic exploitation of the notified investment exceeds the required minimum 5 years
maintenance period; follow-on investments and a considerable R&D&I activity are envisaged in the region
concerned.

2.11. Hungarian arguments why the aid is appropriate

(36) The Hungarian authorities explain that the neediness of the area concerned is confirmed by its status as assisted area
under Art. 107(3)(c) TFEU. The Central-Hungary region has benefitted in the past of a multitude of non-aid and
horizontal measures which alone proved insufficient to address the regional handicaps of the area. The Pest County,
where God is located, has remained particularly under-developed compared to the rest of the Central-Hungary region
as most foreign direct investments in the region were attracted by the capital, Budapest, which is located 25 km away.
In addition, because the maximum allowable aid intensity in the Pest county (at 35 %) is lower than in the
neighbouring counties (50 %), the area of God has encountered difficulties in attracting foreign direct investments
and in benefitting from EU structural funds. The Hungarian authorities have provided statistical data which show
that the GDP of the Central Hungary region has been declining in recent years, relative to the EU-average (i.e. it
decreased from 108 % of the EU-average in 2013 to 105 % in 2015). Furthermore, the GDP of the Pest county in
2016 represented only 80 % of the national average and 54 % of the EU average. Finally, it is estimated that the
contribution of the EU structural funds to GDP growth in the Central-Hungary region is of only 1,4 % while the
equivalent figure for the other Hungarian regions is 5 %.

(37) The Hungarian authorities remind that according to the Commission’s decision practice a direct grant constitutes an
appropriate aid instrument to achieve the desired objective, which is to attract the investment to God (Hungary).
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2.12. Hungarian information as to justification of incentive effect/counterfactual scenario
2.12.1. Formal incentive effect requirement

(38) Samsung SDI submitted the formal application for aid on 13 September 2017. Works on the investment project
started on 1 December 2017, i.e. after the application for aid had been introduced.

2.12.2. Counterfactual scenario

(39) In the notification, the Hungarian authorities invoke a scenario 2 situation in the meaning of paragraph 61 of the
RAG, arguing that without aid, the investment project would have been implemented in X'ian (China), where
Samsung SDI Group co-owns in a joint venture (hereinafter JV’) (**) another EV battery cell production facility and
sufficient free land to host an extension of the plant. Samsung SDI Group’s battery cell plant in Ulsan (South Korea)
was excluded as an alternative investment location early in the decision making process due to its — compared to
Hungary or China — high labour costs. A greenfield investment was also excluded due to time constraints. In line
with the RAG, Hungary provided documents comparing the costs and benefits of locating the investment in
Hungary and China. The comparison is done on the basis of the net present value (NPV) of the project, calculated as
the difference between the positive and negative cash flows over the lifetime of the investment, discounted to their
currernt value in 2017 using the cost of capital.

(40)  On the basis of these calculations, the Hungarian authorities claim that the God site has a net disadvantage of
EUR 173 million measured in net present value (NPV) compared to the Xi'an site.

Differences in investment costs

41) While in Hungary Samsung SDI would have to bear the full investment costs and would enjoy the benefits of the
gary g Joy
project entirely, in China, the Samsung SDI Group would share the costs and benefits in proportion to its share
(50 %) in the ownership of its JV.

(42) The two counterfactual scenarios presented in the notification documents include similar investments in terms of
buildings, machinery, and equipment. In particular, the Hungarian authorities confirmed that the type, capacity, and
number of machinery and equipment would be identical in both investment scenarios. Despite this fact, in Hungary,
the total capital investment expenditure would be significantly higher than in China (+EUR 215,3 million in present
value). While the costs of buildings are slightly lower in Hungary compared to China (-EUR 22,2 million in present
value) due to the fact that Samsung could use an existing building for its investment project in God, the costs of
machinery and equipment would be significantly higher in Hungary compared to China (+EUR 237,5 million) due to
a local sourcing policy invoked by Samsung SDI. Hungary claims that this local sourcing policy applies to both
investment scenarios and clarifies that machinery and equipment would be bought in the EEA for the Hungarian
investment and in China for the Chinese alternative investment. Beyond the initial investment costs, after some years
of operation additional capital expenditures are required in order for the machinery and equipment to remain
operational. These expenditures are also higher in Hungary compared to China as they are calculated as a percentage
of the initial investment costs.

(43)  The Hungarian authorities further explained the methodology for estimating the above-mentioned investment costs.
More specifically, Hungary claims that, at the planning stage, Samsung SDI Group did not ask the EEA and Chinese
suppliers of machinery and equipment for detailed quotes or price offers because of the risk that confidential
information — such as the specifications of the respective equipment — could be disclosed to third parties in the
process. Therefore, Samsung SDI Group based its estimations of investment costs for both investment scenarios on
market reports which provided country specific unit prices for labour and material costs. The investment costs were
calculated relative to the equivalent costs in South Korea, with the result that the machinery and equipment costs in
Hungary were estimated to be almost on par with South Korea ([97-102] %) while in China they were much lower
than in South Korea ([70-75] %).

(44) During the course of its preliminary examination, at which time the implementation of the investment project was
already well advanced, the Commission asked Hungary to provide proof of the application of Samsung’s local
sourcing policy in practice, in particular with reference to the suppliers of machinery and equipment. On 7 March
and 31 May 2019, the Hungarian authorities confirmed that up to that date — when about [35-50] % of Samsung
SDI's investment was ordered with suppliers — Samsung SDI was using no EEA suppliers. Instead, the vast majority
of the equipment and machinery aquired for the investment project originated, according to the Hungarian
authorities, from South Korea.

(") Samsung SDI-ARN Power Battery Co. Ltd (SAPB) was established in 2014 and is a three-party joint venture of Samsung SDI Group,
Anging Ring New Group (a Chinese automotive parts supplier) and Xi'an Gaoke Group (a Chinese state-owned company). Samsung
SDI Group owns a 50 % equity share in the JV.
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(46)

(50)

(1)

(52)

(53)

Hungary also explained that in most cases, the machinery/equipment was first purchased from the South Korean
producers by the Samsung SDI Group headquartered in South Korea and then the respective equipment was sold to
Samsung SDI in Hungary, after applying a [18-22] % markup to the underlying costs basis (which consists of the
acquisition price and all other costs incurred by the Group in relation to the purchase, delivery and setting up of the
machinery/equipment at the Hungarian investment site). The Hungarian authorities claim that these intra-group
transactions resulted in a market price and consider that the [18-22] % markup is justified by market data (*4).

The Hungarian authorities further explained that Samsung SDI Group had to resort to using South Korean
suppliers — and disregard its original plans presented in the notification documents — because their search for
appropriate local suppliers did not yield the expected results.

Outcome of the search for appropriate local suppliers of machinery and equipment in the Hungarian counterfactual scenario

According to Hungary, Samsung’s search for EEA suppliers started as early as 2015 and was in May 2019 still
on-going. Except for bilateral contacts with two EEA producers of equipment in 2015-2016, the search materialized
essentially in a conference organized jointly by the Samsung SDI Group and the [...] ("), which was held on
24 February 2017 in [...] (i.e. 8 months before Samsung’s investment decision). According to Hungary, out of 24
conference participants (and 5 other companies which were contacted bilaterally by the Samsung SDI group after the
conference), a majority (23) of potential EEA suppliers were dismissed on various grounds (*°) before the final
decision to invest in Hungary was made on 27 November 2017 (please see paragraph (62) of the present decision).
After the investment decision, discussions continued with only 6 potential EEA suppliers which could only provide
equipment for a small portion of Samsung’s investment in Hungary.

Hungary further confirmed that for Samsung’s first investment (please see paragraph (7) of the present decision), the
company had not applied its local sourcing policy either. As the investment concerned a small cell manufacturing
line, in order to minimize risks, Samsung decided to depart from its local sourcing policy and to rely instead on
experienced South Korean suppliers of machinery and equipment.

Outcome of the search for appropriate local suppliers of machinery and equipment in the Chinese counterfactual scenario

According to Hungary, in China, the Samsung SDI Group had sufficient experience (/) and contacts with local
suppliers and therefore there was no need — in the planning phase of the notified investment — to take specific
actions to gather information on their technical capabilities and pricing of standard equipment.

Hungary also explained that, for the equipment and machinery used to implement the new process innovation,
Samsung SDI Group did conduct technical reviews in China from 8 until 12 January 2017, when Samsung SDI
Group’s engineers visited 5 local equipment manufacturers and held technical meetings with them. The conclusions
of these technical reviews was that, while the Chinese producers had made significant technological improvements
compared to the situation that existed 2-3 years before and had in the meantime achieved price competitiveness (as
they were [5-30] % cheaper than the South Korean suppliers), they did not meet Samsung SDI Group’s requirements
as regards to [...] .

Revenues from the investment

Hungary argues that the same customers would be served irrespective of whether the EV battery cells are produced
in China or in Hungary. The expected revenues are therefore the same for both locations, as equal volumes would be
produced and sold for the same prices, to supply the same geographical markets (i.e. the EEA and [...] (*¥)).

Other economic viability calculations

The economic viability calculations provided by the Hungarian authorities show that the overall production costs
(calculated over a nine year period) would be higher in Hungary than in China.

The cost disadvantage of Hungary is mainly due to the higher cost of input materials (core materials and
components), which is about [5-10] % higher in Hungary compared to China. While core materials are to be sourced
from global suppliers at the same price for both locations, the remaining components are expected to be purchased
locally, at higher prices in Hungary as compared to China. Inbound transport costs for core materials to Hungary
would be higher than to the Chinese location as the core materials are expected to be sourced in China.

To support these claims, the Hungarian authorities provided a short bechnmarking study analysing the financial data of other
companies active in the sector, which concludes that the [18-22] % markup applied by the Samsung SDI Group falls within the
markup range applied by these other comparable firms.

[...]

Uncompetitive prices and delivery times compared to the Korean suppliers, incompatible or uncompetitive technology, lack of
alignment with Samsung SDI Group’s procurement strategy, etc.

Given its existing EV battery manufacturing facility in Xi'an (built in 2015 to produce EV batteries).

Samsung’s new plant is expected to use [60-90 %] of the production capacity to serve the demand of EEA clients whereas [10-40 %]
is planned to be used to serve the [...] market.
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(54) In the first years of operation, the Xi'an plant is assumed to yield superior efficiency due to its longer experience (*’)
in producing EV batteries. Therefore scrap costs will also be higher in Hungary. In the long run however, these
advantages of the Xi'an scenario are expected to diminish.

(55) Utility costs comprise the cost of electricity, gas, nitrogen and water consumed during the production of EV batteries,
with electricity far outweighing the other utility costs. They are about [1-5] % higher in Hungary compared to China.

(56) Finally, while headcount figures are identical for both locations, the estimated labour costs are about [25-40] %
higher in Hungary than in China. The estimated wages are based on actual internal Samsung SDI data from the
existing plants in China and Hungary.

(57) Nevertheless, in certain cost categories, the Hungarian location has substantial quantifiable advantages relative to the
Chinese location. In particular, outbound logistic costs in Hungary are about [45-60] % lower than in China due to
the proximity of the European customers. Furthermore, in the Chinese counterfactual, the customs tariffs to be paid
for final products delivered to the EEA and [...] would be significantly higher than in the Hungarian counterfactual.
This is because in the latter case, no import customs would be perceived for deliveries within the EEA.

(58) A terminal value at the end of the nine-year forecast period was calculated for both locations on the basis of the
projected future cash-flows of the projects over a period of [10-20] years. The terminal value estimated in the
notification documents is higher in Hungary than in China.

(59) Finally, a major advantage of the Hungarian scenario consists in the corporate income tax payable in Hungary which
is significantly lower than the amount of corporate income tax due in China. This is due to the fact that while
Hungary applies a 9 % corporate income tax rate, the equivalent in China is 25 %. This advantage () is large enough
to offset the net production costs disadvantages described in paragraphs (53) to (56) above, as well as part of the
claimed investment costs disadvantages of the Hungarian scenario described in paragraph (42).

(60) On the basis of the above assumptions and a discount rate of [7,7-8,2] % for China and [7,3-7,8] % for Hungary
(reflecting slightly different country risks), the Hungarian authorities claim that the God site has a total cost
disadvantage of EUR 173 million measured in net present value (NPV) compared to the Xi'an site.

(61) The Hungarian authorities confirmed that an appropriate plot of land suitable for the investment was available in
each location.

2.12.3. Hungarian arguments as to the proportionality of the aid

(62) Hungary explains that the notified aid is to compensate — partially — the claimed cost disadvantage of
EUR 173 million in order to attract the investment to the assisted region. The Hungarian authorities confirmed that
the Samsung SDI Group is prepared to bear the remaining cost disadvantage of EUR 65 million, as it considers that it
will benefit from certain qualitative and strategic factors, such as:

— The geographical proximity of the Hungarian plant to the prospective clients, allowing for just-in-time delivery
which will provide Samsung SDI with more flexibility in serving its customers;

— Easier communication with customers due to time-zone proximity;

— Membership of Hungary to the European Union which reduces considerably the administrative burden associated
with the delivery of EV batteries to clients;

— Better sustainability of the Hungarian plant due to the availability of green energy for running the manufacturing
facility and the higher transparency as regards the source of energy which increasingly constitutes a demand of
the clients.

2.12.4. The decision-making process

(63) The Hungarian authorities explained that investment opportunities in China are analysed by the Samsung SDI Group
jointly with their two partners in the JV, but the Samsung SDI Group, which owns 50 % of the equity share, has the
right to make the final investment decision in the JV.

(") Samsung SDI Group’s Xi'an plant started manufacturing operations in October 2015.
(*)  Combined with the higher depreciation costs and terminal value of the investment in Hungary compared to China.
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(65)

(66)

(67)

(69)

(77)

(78)

Hungary further noted that, according to Samsung SDI Group’s decision making policy, investment decisions over
EUR [...] million start with an investment initiative from the relevant [...] team”. The decision making process with
respect to the notified investment project involved several steps:

In a first step, in May 2017, Samsung SDIs [...] team analysed the dynamics in the market for all types of electric
vehicles and forecasted global and regional market demand.

The process continued in a second step in June 2017, when Samsung SDI [...] team analysed the short-term and
long-term sales demand and, together with [...] team, set up sales targets for the EU and [...] markets, based on the
existing and expected orders.

In a third step, in July 2017, Samsung SDI’s [...] team checked the company’s production capacity against the sales
target and concluded that the company’s production capacity was falling [...] short of the sales target for the EU and
[...] markets. Therefore, the [...] team calculated the investment amount necessary to add sufficient production
capacity to meet the sales target.

In a forth step, Samsung’s [...] committee, supervised by [...], reviewed in a meeting held on 26 October 2017 the
prepared materials, including the counterfactual analysis, comparing the two costs and benefits of the possible
locations of the investment (X'ian and God), where the company already had existing EV batteries manufacturing
activities.

In a final step, [...] of the Samsung SDI Group analyzed the proposal during a meeting held on 27 November 2017
and decided that the investment project should take place in God, Hungary on condition that the project would
receive the State aid of EUR 108 million.

2.13. General provisions

The Hungarian authorities confirmed that they will publish on a central website, or on a single website retrieving
information from several websites at least the following information on the notified measure: granting authority,
individual beneficiary, aid amount, and aid intensity. The information will be published after the granting decision
has been taken, will be kept for at least 10 years and will be available for the general public without restrictions.

3. ASSESSMENT OF THE AID MEASURE AND COMPATIBILITY
3.1. Existence of aid

The financial support will be awarded in the form of a direct grant from the State budget. The support will thus be
given by a Member State and through State resources within the meaning of Article 107(1) TFEU.

As the support is to be granted to a single company, Samsung SDI, the measure is selective.

The financial support will relieve Samsung SDI from costs which it would normally have to bear itself. Therefore, the
company will benefit from an economic advantage over its competitors.

The measure is likely to affect trade between Member States as it applies to the EV batteries manufacturing sector,
where trade between Member States exists.

As the measure favours Samsung SDI, competition is distorted or threatened to be distorted.

Consequently, the Commission considers that the measure constitutes State aid within the meaning of Article 107(1)
of the TFEU.

3.2. Legality of the aid measure

If the regional investment aid amount to be granted exceeds the notification threshold laid down in Article 4(1)(a) of
the GBER, the aid is not covered by the exemption provided by the same GBER, and has thus to be notified
individually to the Commission. In the God area, the applicable threshold is EUR 26,25 million. Therefore, the
planned aid measure of EUR 108 million cannot be exempted from notification.

In addition, according to paragraph 15 of the RAG, regional aid to investments of large undertakings in c-areas is
considered compatible only if it is granted for initial investments that create new economic activities in these areas,
or for the diversification of existing establishments into new products or new process innovations. Aid for these
activities is individually notifiable unless it supports initial investments that create new economic activities in these
areas. The resulting individual notification obligation for ‘new products’ and ‘new process innovation’ cases applies
independently from the aid amount envisaged.
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(79) By notifying the awarding of the aid subject to Commission approval, the Hungarian authorities have respected their
obligations under Article 108(3) TFEU.

(80)  The Hungarian authorities confirmed that aid to Samsung SDI will be granted only after the Commission’s approval.
3.3. Assessment of the aid measure

(81) Having established that the notified measure constitutes State aid within the meaning of Article 107(1) TFEU, it is
necessary to examine whether the investment project is eligible for aid and whether the measure can be found
compatible with the internal market.

(82) As the objective of the measure is to promote regional development in an area designated in accordance with
Article 107(3)(c) TFEU, and the aid is to be granted in the period between 1 July 2014 and 31 December 2020, the
basis for its assessment are the RAG.

(83) In line with the provisions of the RAG, the Commission will first establish whether this investment project, which is
to be undertaken by a large undertaking in a c-area (*!), and which does not concern an initial investment in favour of
new economic activity in the meaning of paragraph 20(i) of the RAG, can be found eligible for regional aid, as its
production process is based on a new process innovation. The Commission will then verify the compatibility of the
notified aid in application of the Common Assessment Principles (hereinafter ‘CAP’) laid down in the RAG.

3.3.1. Eligibility of the notified project

(84) The Hungarian authorities intend to grant aid to an initial investment in the form of an extension of the capacity of
an existing establishment of Samsung SDI, a large undertaking, in God, an area eligible for regional aid pursuant to
Article 107(3)(c) TFEU.

(85) Paragraph 15 of the RAG reads as follows: ‘Since regional aid to large undertakings for their investments is unlikely
to have an incentive effect, it cannot be regarded to be compatible with the internal market under Article 107(3)(c) of
the Treaty, unless it is granted for initial investments that create new economic activities in these areas, or for the
diversification of existing establishments into new products or new process innovations.

(86) The extension of the capacity of an existing establishment of Samsung SDI constitutes an initial investment in the
meaning of the RAG. In fact, an initial investment is defined in paragraph 20(h) RAG as an investment in tangible
and intangible assets related to (i) the setting-up of a new establishment, (i) the extension of the capacity of an
existing establishment, (iii) the diversification of the output of an establishment into products not previously
produced in the establishment, or (iv) a fundamental change in the overall production process of an existing
establishment (*%). The expenditure for the capacity extension initial investment is thus, according to paragraph 20(e)
of the RAG, and within the limits defined in this paragraph, in principle eligible for regional aid (**).

(87) However, an initial investment in the form of an extension of the capacity of an existing establishment does not
qualify as an initial investment which creates new economic activities. In fact, the notion of initial investment that
creates new economic activities is defined according to paragraph 20(i) as follows: (a) an investment in tangible and
intangible assets related to (i) the setting up of a new establishment, or (i) the diversification of the activity of an
establishment, under the condition that the new activity is not the same or a similar activity to the activity previously
performed in the establishment; or (b) the acquisition of the assets belonging to an establishment that has closed or
would have closed if it had not been purchased, and is bought by an investor unrelated to the seller, under the
condition that the new activity to be performed using the acquired assets is not a same or similar activity to the
activity performed in the establishment prior to the acquisition. The notion of same or similar activity is defined
according to paragraph 20(s) as an activity falling under the same class (four-digit numerical code) of the NACE Rev.
2 statistical classification of economic activities.

(88) Therefore, an extension of the capacity of an existing establishment by a large company in a c-area can only be
eligible for regional investment aid if the investment is based on a new process innovation or if it is related to the
diversification of existing establishments into a new product. However, the ‘new product’ window is not applicable
for the notified project as the plant is already producing EV battery cells, and as EV batteries cells are a well
established product. In the present case the extension of the capacity of an existing establishment can only be
considered eligible for regional investment aid if it is based on a new process innovation in the meaning of
paragraph 15 of the RAG.

(*')  ‘c’ areas are areas eligible for regional aid under Article 107(3)(c) TFEU. These are considered disadvantaged areas within the
European Union, but to a lesser extent than the ‘a’ areas, which are eligible for regional aid under Article 107(3)(a) TFEU.

(*®  According to paragraph 20(h)(b) of the RAG, an initial investment can also be ‘an acquisition of assets directly linked to an
establishment provided the establishment has closed or would have closed if it had not been purchased, and is bought by an investor
unrelated to the seller. The sole acquisition of shares of an undertaking does not qualify as an initial investment'.

() Paragraph 20(e) of the RAG: ‘eligible costs’ means, for the purpose of investment aid, tangible and intagible assets related to an initial
investment or wage costs.
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(92)

(93)

(*)

Therefore, the Commission has to establish whether the envisaged production process which Samsung SDI is
introducing in its existing establishment located in the G6d, Hungary qualifies as ‘new process innovation’ in the
meaning of paragraph 15 of the RAG.

The RAG do not provide a definition of the concept of ‘new process innovations’, nor do they lay down precise
criteria for the assessment of such types of initial investment cases. The Research and Development and Innovation
(RDI) chapter of the GBER sets out a definition for ‘process innovation’ (*4), which could provide some guidance as to
the scope of the concept. This GBER definition is based on the third edition of the Oslo Manual (**), developed jointly
by Eurostat and the OECD in 2005, which provides guidelines for the collection and interpretation of data on
innovation and also offers a widely accepted standard for the definition of innovation, and amongst others, of
‘process innovation’.

The Oslo Manual and the GBER define a process innovation as ‘the implementation of a “new” or “significantly
improved” production or delivery method. This includes significant change in techniques, equipment and/or
software. The GBER definition excludes minor changes or improvements, increases in production or service
capabilities through the addition of manufacturing or logistical systems which are very similar to those already in
use, ceasing to use a process, simple capital replacement or extension, changes resulting purely from changes in
factor prices, customisation, localisation, regular, seasonal and other cyclical changes and trading of new or
significantly improved products.

As the RAG require that the eligible investment should not only rely on a ‘process innovation’, but on a ‘new process
innovation’ , the Commission considers that only those ‘process innovations’ which have a high degree of novelty

should be considered eligible.

Based on the above, and in line with the precedent decision in the Hamburger Rieger case (*%), the Commission
decides that for an envisaged production process to qualify as a ‘new process innovation’ in the meaning of
paragraph 15 of the RAG, it has to represent a substantial (fundamental) change to the state of the art of the relevant
production process, and not an incremetal or routine improvement. The Commission also takes the view that the
eligibility of an investment can only be confirmed if the innovative element is not limited to introducing a punctual
improvement, with relevance only for a minor part of the production process, but that the change which the new
process innovation introduces to the state of the art, shall have a significant impact on the overall production
process. Furthermore the Commission considers that the required novelty of the process innovation is only ensured
if the new innovative production process is applied for the first time in the given sector in the EEA.

The Commission considers that these conditions are met in the notified case for the reasons described below.

The Commission notes that some of the innovative elements described by the beneficiary will be patent-protected,
while most of the remaining elements will be protected by blackboxing.

In order to assess whether the notified investment project introduces the required high degree of novelty in the
respective manufacturing process, the Commission has consulted its own specialised services with expert knowledge
in the field of EV batteries, who have confirmed that overall, the changes in the production process to be introduced
in the notified project represent a substantial change to the state of the art of the relevant production process, and
not an incremental or routine improvement (). More specifically, the Commission considers that the information
provided by the beneficiary on the process innovations introduced by Investment 2 shows that significant changes in
a number of production steps will be introduced in both phases of the investment, and that these changes qualify as
‘new process innovation’:

As regards the condition that the envisaged production process should have a significant impact on the overall
production process, the Commission considers that this condition is met as the notified investment project carries
innovative elements in all three steps of the battery cell production process, as described in recital (18) and (19)(19)
of the present decision.

According to Article 2(97) of the GBER ‘process innovation’ means the implementation of a new or significantly improved
production or delivery method (including significant changes in techniques, equipment or software), excluding minor changes or
improvements, increases in production or service capabilities through the addition of manufacturing or logistical systems which are
very similar to those already in use, ceasing to use a process, simple capital replacement or extension, changes resulting purely from
changes in factor prices, customisation, localisation, regular, seasonal and other cyclical changes and trading of new or significantly
improved products.

http:/[www.oecd-ilibrary.org/science-and-technology/oslo-manual_9789264013100-en

Commission Decision of 13 June 2016 on the aid which Germany is planning to implement for Hamburger Rieger O C 323 of
2.9.2016, p. 1.

The Commission considers that it would be inadequate to base its assessment on the provided expert report due to close ties
between the expert and Samsung SDI Group.
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(98)  As regards the ‘given sector’ in which the innovation needs to be established and applied for the first time in the EEA,
the Commission notes that, as described in recital (17) of the present decision, on the market for EV Li-ion battery
cells there are currently three basic cell structures — prismatic, pouch, and cylindrical cells — and multiple
chemistries. Each cell design has its advantages and disadvantages and specific cost structure compared to the others.
Because cells of different formats have a different internal structure and require a different assembly approach, also
the processes used to manufacture them can be considered as inherently different, with several steps of the
manufacturing process being specific to the cell format being manufactured. The Commission also considers that a
production process implemented at mass scale differs significantly from a production process implemented at small
scale or in trial tests. Therefore, the Commission considers that the ‘given sector’ in the present case is the Li-ion large
metal can prismatic battery cells implemented in a mass-scale production process.

(99) Concerning the requirement that the envisaged process innovation has to be applied for the first time in the given
sector in the EEA, the Commission considers that this condition is met as at the end of 2017, i.e. at the time when
the application for aid was submitted and investment/location decision was made by the beneficiary. To the
knowledge of the Commission, at that time there existed no mass production of Li-ion prismatic batteries, and
therefore no application of similar production processes at mass scale, in the EEA. Consequently, the Commission
considers that Samsung’s Investment 2 (both phases) relies on a production process which constitutes the first time
application for mass production in the given segment in the EEA, and thus defines the state of the art in the mass
production of large metal can prismatic EV battery cells.

(100) Taking into account the above, as the new process of the notified investment project (i) represents a substantial
change to the state of the art of the relevant production processes, (i) has a significant impact on the overall
production processes and (iii) is a first-time application in the sector within the EEA, the Commission considers that
the the notified investment project is based on a ‘new process innovation’.

(101) In conclusion, as the notified investment project qualifies as ‘new process innovation’ and an initial investment in the
meaning of RAG, the Commission considers that it is eligible for regional aid, provided all compatibility criteria of
the RAG are met.

3.4. Compatibility of the aid measure

(102) The Commission communication on state aid modernisation (*) of 8 May 2012 called for the identification and
definition of common principles (hereinafter ‘CAP’) applicable to the assessment of the compatibility of all aid
measures. In their section 3, the RAG define and operationalize these CAP for the purposes of regional aid.

(103) The assessment under the CAP of the RAG takes place in three steps:

— in a first step, it is checked whether minimum requirements regarding credibility of counterfactual scenario,
appropriateness, incentive effect, and proportionality of the aid and its contribution to regional development are
met (see RAG, sections 3.2-3.6);

— inasecond step, it is verified, that the aid does not lead to manifest negative effects (blacklist) that would prohibit
the granting of aid, e.g. aid exceeds the allowable maximum aid intensity ceiling, creates overcapacity in a sector
in absolute decline, attracts an investment that would have gone without the aid to another region with a similar
or worse off socio-economic situation, or is causal for the closure of activities elsewhere in the EEA (see RAG,
section 3.7.2);

— in a third step, for not blacklisted aid projects meeting the minimum requirements, a balancing is carried out to
ensure that the contribution to regional development outweighs the negative effects on trade and competition
(see RAG, sections 3.7.1 and 3.7.4) .

3.4.1. Minimum requirements
3.4.1.1. Contribution to the regional development objective

(104) The RAG require the Member State to prove in concrete terms the real and sustained contribution of the aided
investment to the regional development of the target region. To help Member States in this task, Section 3.2.2. of the
RAG lists a number of indicators that Member States may use in order to demonstrate the regional contribution of
individual investment aid notified to the Commission.

(*®)  Communication from the Commission to the European Parliament, the Council, the European Economic and Social Committee and
the Committee of Regions on EU State Aid Modernisation (SAM), COM/2012/0209 final.
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(105) The God area is eligible for regional aid pursuant to Article 107(3)(c) of the TFEU. The Commission takes note that
Hungary invokes positive regional effects of the investment (see section 2.10 of this decision). At this stage, the
Commission does not exclude that the investment contributes to regional development, but is not convinced that
this contribution would not take place in any event, even without the aid. In addition, the Commission doubts that
the investment will have all the beneficial effects as described in the notification documents as the local sourcing
policy announced there does not seem to materialize, at least not for the acquisition of machinery and equipment
used in the investment project.

(106) To prove the real and sustained contribution, the Member State also has to show that the viability of the project is
demonstrated by a financial contribution of the aid beneficiary of at least 25 % of the eligible costs (**), provided
through its own resources or by external financing, in a form that is free of any public financial support. In addition,
the investment (the aided assets) has to be maintained in the area concerned for a minimum period of five years
(three years for SMEs) after completion of the investment (**). The Commission notes that the beneficiary will
contribute at least 25 % of the eligible costs, and commits to keep the investment for five years after completion of
the project in the area concerned (see paragraphs (31) and (32) of this decision).

(107) Based on paragraph (105) of this decision, the Commission has doubts, at this stage of the assessment, as to the
contribution of the aid to regional development of the target region and thus to the achievement of a common
objective.

3.4.1.2. Need for State intervention

(108) According to Section 3.3 of the RAG, in order to assess whether State aid is necessary to achieve the objective of
common interest, it is necessary to first diagnose the problem to be addressed. State aid should be targeted towards
situations where aid can bring about a material improvement that the market cannot deliver itself.

(109) As established in paragraph 49 of the RAG, State intervention is considered justified for the development of the areas
included in the regional aid map. The Commission notes that God is eligible for regional aid pursuant to Article 107
(3)(c) TFEU, which is in line with Section 3.3. of the RAG.

3.4.1.3. Appropriateness of regional aid/the aid instrument

(110) According to paragraph 50 of the RAG, the notified aid measure must be an appropriate policy instrument to
address the policy objective concerned; the paragraph underlines that an aid measure will not be considered
compatible if other less distortive policy instruments or other less distortive types of aid instruments are available.
Section 3.4 of the RAG therefore introduces a double appropriateness test. Under the first appropriateness test, the
Member State has in particular to identify the bottlenecks to regional development and the specific handicaps of
firms operating in the target region, and to clarify to what extent bottlenecks to regional development could also
successfully be targeted by non-aid measures. Under the second appropriateness test, the Member State has to
indicate why — in view of the individual merits of the case — the chosen form of regional investment aid is the best
instrument to influence the investment or location decision.

(111) The Hungarian authorities justify (see section 2.11 of this decision) the appropriateness of the aid with the economic
situation in the Pest county.

(112) The Commission notes that the neediness of the God area in general is confirmed by its status as a region eligible for
regional aid in accordance with Article 107(3)(c) TFEU. The Commission also notes that the concerned area has
benefited in the past from the implementation of non-aid and horizontal aid measures and that these have proven to
be insufficient to address the regional handicaps, in particular in the Pest county. The Hungarian authorities point
out that, as described in paragraph (36) of this decision, in particular the Pest County where G6d is located has
remained under-developed, having reached in 2016 a GDP per capita which represented only 80 % of the national
average and 54 % of the EU average. This situation appears to be due, among other factors, to difficulties in attracting
investments in the area. In such an economic situation, State aid has been acknowledged by the Commission’s case
practice as an appropriate means to address the economic shortcomings (e.g. in the Hamburger Rieger GmbH
decision (*') and in the MOL Petrolkémia Zrt decision (**) under the RAG).

(113) Therefore, the Commission accepts that State aid, and regional investment aid in particular, is an appropriate form of
support to achieve the cohesion objective for God area.

(*)  See paragraph 38 of the RAG.
() See paragraph 36 of the RAG.
() 0] C 323, 02.09.2016.

() 0] C 80, 02.03.2018.
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(114) The aid is granted in the form of a direct grant. The Commission considers that a direct grant constitutes in principle
an appropriate aid instrument to bridge viability gaps. However, the Commission has doubts as to the existence of a
real viability gap between the two alternative investment locations (please see paragraph (142) of this decision).
Furthermore, the Commission is not convinced that aid in the form of a grant which results in a prima facie limited
additional contribution to regional development represents an appropriate form of aid to further regional
development. Therefore, the Commission raises doubts whether this aid can be declared compatible as it considers
that a similar contribution to regional development could possibly be achieved by other more efficient means.

3.4.1.4. Incentive effect

(115) According to section 3.5 of the RAG, regional aid can only be found compatible with the internal market if it has an
incentive effect. An incentive effect is present when the aid changes the behaviour of an undertaking in a way that it
engages in additional activity contributing to the development of an area which it would not have engaged in
without the aid or would only have engaged in such activity in a restricted or different manner or in another
location. The aid must not subsidise the costs of an activity that an undertaking would have incurred in any event
and must not compensate for the normal business risk of an economic activity.

(116) Paragraphs 64-65 of the RAG set out the formal incentive effect requirements, i.e. works on an individual investment
can start only after submitting the application form for aid. As the beneficiary applied for aid on 13 September
2017, i.e. before start of works on the investment on 1 December 2017, this condition has been respected.

(117) As there are many valid reasons for a company to locate its investment in a certain region, even without any aid
being granted, the RAG requires the Commission to verify in detail that the aid is necessary to provide a substantive
incentive effect for the investment. In this context — as set out in section 3.5.2 of the RAG — the Member State is
required to provide a comprehensive description of the counterfactual scenario in which no aid would be granted to
the beneficiary. The Commission has to verify that these scenarios are realistic and credible. According to
paragraph 68 of the RAG, a counterfactual scenario is credible if it is genuine and relates to the decision-making
factors at the time of the decision.

(118) The RAG (see paragraph 69) requires the Member State to demonstrate to the Commission the existence of the
incentive effect of the aid and to provide clear evidence that the aid effectively had an impact on the investment
choice or the location choice. It thus places the burden of proof regarding the existence of an incentive effect on the
Member State.

(119) Paragraph 61 of the RAG stipulates that the (substantive) incentive effect can be proven in two possible scenarios: in
the absence of aid the investment would not be sufficiently profitable in any location (scenario 1); in the absence of
aid the investment would take place in another location (scenario 2).

(120) The Commission notes that Hungary presents the incentive effect in the context of a scenario 2 situation. The
Hungarian authorities justify the aid by invoking a net present value (NPV) viability gap of EUR 173 million
compared to an alternative investment location in Xi'an, China where Samsung SDI controls via a joint venture
another EV battery production facility. Therefore, it is claimed that the aid of EUR 108 million partly compensates
for the net disadvantages and costs of EUR 173 million linked to the decision to locate the investment in Hungary as
compared to China.

(121) Paragraph 62 of the RAG clarifies that aid that does not ‘stimulate (additional) investment in the region concerned,
... lacks incentive effect to achieve the regional objective and cannot be approved as compatible with the internal
market’.

(122) Paragraph 71 of the RAG indicates that for scenario 2 — which is invoked by the Hungarian authorities in the
present case — the Member State could provide the required proof of the incentive effect of the aid by providing
contemporary company documents that show that a comparison has been made between the costs and benefits of
locating the investment in the assisted region selected with alternative locations. For that purpose, the Member State
is invited by paragraph 72 of the RAG to rely on official board documents, risk assessments, financial reports,
internal business plans, expert opinions, other studies and documents that elaborate on various investment
scenarios.

(123) To verify the viability in a scenario 2 context, all relevant costs and revenues (**) have to be taken into account, with
the exception of possible subsidies available in the alternative location, where this alternative location is in the EEA.

() See paragraph 80 of the RAG: The revenues can be neglected if they are the same in both locations.
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(124) The Commission notes that the Hungarian authorities submitted the required information documenting the
decision-making process of the beneficiary (at the level of the Samsung SDI Group) concerning the investment and
location decision (see section 2.12.4 of this decision). The submitted documents explain the counterfactual scenario
which involves two comparable investments and two locations, God in Hungary and X'ian in China (located outside
of the EEA) (**). The documents also show that the investment and location decision was taken after the aid
application was submitted to the relevant national authorities.

(125) At the same time, the Commission notes that the claimed NPV gap of EUR 173 million is explained essentially by a
significant difference in planned investment costs of the project in the two alternative locations: whilst the aid
beneficiary would invest EUR 1,2 billion in nominal value (EUR 982 million in present value (*)) into buildings,
equipment, and machinery in Hungary, the equivalent costs in China amount to only EUR [...] million in nominal
value (EUR 766,7 million in present value). The difference of EUR 215,3 million (in present value) is due exclusively
to the cost of machinery and equipment, which is presented in the notification to be almost [35-50] % higher in
Hungary compared to China. At the same time, Hungary has a slight advantage compared to China as regards the
cost of the buildings due to the availability of the building on the construction site in God.

(in preselrrlltv\e/;Tee,rilrtl ;)isl;ison EUR) China Hungary Difference (Hungary-China)
Buildings [185-225] [165-205] -22
Machinery and equipment [540-580] [775-815] 2375

TOTAL 766,7 982,0 215,3

Source: notification documents

(126) The Commission notes that the EUR 215,3 million difference in investment costs is partially offset by the remaining
net advantages of the Hungarian investment (EUR 42,3 million), resulting in a final net viability gap of
EUR 173 million between China and Hungary.

(127) The advantages of the Hungarian scenario consist in a higher terminal value of the investment and a significantly
lower payable corporate income tax in Hungary compared to China (9 % versus 25 %). Furthermore, Hungary has
lower outbound logistic costs due to the proximity to the customers and significantly lower custom tarrifs paid on
the final products delivered to the EEA and [...]. The disadvantages of the Hungarian scenario are represented
essentially certain (lower) operating costs in China (in particular raw materials, logistics, and labour). Aside the
investment costs, the advantages of the Hungarian scenario outweigh its disadvantages.

(128) Since the difference in estimated investment costs is substantial and decisive for the claimed NPV gap in favour of the
Chinese investment scenario, the Commission considers that its credibility is essential for proving the incentive effect
of the aid, i.e. by showing that the aid is necessary to compensate for the net disadvantages and costs of locating the
investment in Hungary instead of China.

(129) In this context, the Commission reminds that it is required — by paragraph 71 of the RAG — to verify that the
comparisons of the costs and benefits of the alternative investment scenarios have a realistic basis. Paragraph 68 of
the RAG further clarifies that ‘a counterfactual is credible if it is genuine and relates to the decision-making factors
prevalent at the time of the decision by the beneficiary regarding the investment’.

(130) The Commission notes that the Hungarian authorities justified in the notification documents the significant
difference in investment costs for equipment and machinery by invoking Samsung SDI’s local sourcing policy which
requires the company to buy from local sources the equipment and machinery and the other inputs necessary for the
investment (please see paragraph (42) of the present decision). At the same time, the Commission notes that
Samsung SDI has not applied this policy in practice during the time passed from the beginning of the investment
project on 1 December 2017 and until 31 May 2019, at least in what concerns the acquisition of equipment and
machinery for the investment project under discussion (see paragraph (44) of this decision). Instead, as confirmed by
the Hungarian authorities on 8 March and 31 May 2019, Samsung SDI used exclusively South Korean suppliers of
machinery and equipment for its investment in Hungary. The Hungarian authorities further confirmed that the local
sourcing policy was also not applied for Samsung’s first investment in Hungary (see paragraph (46) of this decision).

(*) Due to time constraints, the Samsung SDI Group only considered locations where it already had operational EV batteries
manufacturing facilities. The only other possible location — Samsung’s battery cell plant in Ulsan, South Korea — was excluded
early in the decision making process due to its high labour costs when compared to Hungary or China.

() The present values are discounted to the year 2018 which is the year when the aid was notified to the Commission.
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(131) On the basis of the information provided by the Hungarian authorities on 8 March and 31 May 2019 concerning the
efforts, outcomes, and timeline of the search for appropriate local suppliers for both counterfactual investment
scenarios, the Commission considers at this stage that the claims of local sourcing are unrealistic, and were
unrealistic already at the time of the investment decision in November 2017 and the subsequent notification of the
investment project to the Commission in May 2018. In particular, the timeline of key events reproduced below
indicates that Samsung SDI Group’s decision making actors should have been aware, at the time of the final
investment decision, that the assumption of local sourcing of equipment/machinery was not realistic, in view of the
negative conclusions of the company’s search for potential local suppliers in both investment scenarios (please see
paragraph (47) to (50) of this decision), which preceeded the final investment decision. The Commission considers
that a more realistic assumption — for both scenarios — would have been that Samsung would buy the respective
equipment and machinery from its experienced and trusted existing suppliers from South Korea, in line with its
black-boxing strategy (see footnote 5).

Technical reviews with

Samsung SDI's first 5 potential suppliers in China N
EV battery investment -> conclusion that they do not meet Fma(lj;rsl\i/;ztr:nem Notification
in China technical requirements

Feb Dec

2016 2017 2017

@ ® ® ® I
Jan Nov May

2015
l 2017 l 2017 2018
Samsung's first Conference with
EV battery investment potential EEAsuppliers notisﬁt:;t izz:;zz;n trect
in Hungary ->» most candidates P

dismissed after conference

(132) In such a situation, where machinery and equipment is not sourced locally in either investment scenario but from
South Korea for both, the Commission considers that the claimed investment costs differential between Hungary and
China of EUR 237,5 million (in present value) — where the costs of machinery and equipment in Hungary are about
[35-45] % higher than in China — cannot be justified. Instead, it appears more realistic that the investment cost
difference between the two scenarios should be limited to the difference in transport costs for shipping the respective
equipment from South Korea to Hungary as compared to China. The Hungarian authorities have estimated, in their
submission of 8 March 2019, the shipping costs from South Korea to Hungary at approximately [3-8] % of the
respective costs of machinery and equipment, which represents about EUR [35-45] million. Therefore, at this stage
of the assessment, and based on the information available to it, the Commission considers that the investment cost
difference between Hungary and China cannot be higher than EUR [35-45] million.

(133) The Commission considers therefore that the viability gap presented by the Hungarian authorities in the notification
documents should be recalculated on the basis of the more realistic hypothesis described above. In such a situation,
the calculations in the table below show that the viability gap between the alternative investment locations would be
completely wiped out and even reversed, resulting in a small net overall advantage in favour of the Hungarian
investment scenario.

Main factors affecting the viability gap D?fference . Rec.onstructed
(in present value, in million EUR) (Hungary-China) as presented in difference
p ’ the notification documents (Hungary-China)

Investment costs for buildings -22 -22
Investment costs for machinery and equipment 237,5 [35-45] (maximum)
TOTAL investment costs 2153 [13-23] (maximum)
Net effect of other factors on Hungary-China 42,3 42,3
viability gap
TOTAL viability gap -173 [20-30]

Note: the Total viability gap is calculated by subtracting the Total investment costs from the Net effect of other factors
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(134) Based on the analysis above, the Commission raises doubts on the credibility of the Tocal sourcing policy’, the
invoked investment costs difference, and the claimed NPV gap of EUR 173 million between China and Hungary, and
thus on the incentive effect of the aid of EUR 108 million that the Hungarian authorities intend to grant to Samsung
SDIL

(135) The Commission notes that (as described in paragraph (45) of the present decision) the machinery and equipment
used so far for the notified investment project was not purchased directly by the recipient of aid from the actual
South Korean suppliers. Instead, the Samsung SDI Group headquartered in South Korea has acted an an intermediary
by buying this equipment/machinery in South Korea and selling it to Samsung SDI entity in Hungary, after applying
a [18-22] % markup to the underlying costs basis.

(136) At this stage, on the basis of the information available to it, the Commission cannot confirm that this intragroup
transactions results in a market conform price and do not artificially inflate the eligible costs of the Hungarian
investment.

(137) The Commission considers that two further elements might raise doubts as to the credibility of the Chinese
investment scenario, namely the potential risk of forced transfer of technology in China and the existing hostile
political environment in China towards South Korean investors, at the time of the investment decision.

(138) With regards to the first factor, the Commission notes that Samsung SDI Group claims that in the absence of aid in
Hungary, it would develop a battery cell production plant for EV based on a completely new technological concept
allowing production of improved generations of cells, addressing the EEA and [...] markets in a Joint Venture with a
Chinese undertaking. The beneficiary explained [...] in China (*). At the same time, it has to be noted that given the
particular environment foreign companies have to operate in when producing in China, the risk of forced technology
transfer through legal or illegal means cannot be completely ruled out.

(139) With regards to the second factor, the Commission considers that the state of the political relations between China
and South Korea at the time of Samsung’s investment decision are also relevant for the assessment of the credibility
of the alternative investment scenario. According to various press reports (¥'), it appears that at the time of the
investment decision, South Korean EV battery producers in China were facing a particularly hostile economic
environment due to political considerations, with the result that they were in practice largely prevented from
supplying the Chinese market with their products because the Chinese authorities withdrew subsidies for EV
equipped with batteries provided by the South Korean producers.

(140) In view of the above, at this stage the Commission cannot exclude that the strategic considerations for investing in
Hungary (please see paragraph (62) of this decision) combined with the potential risks of forced transfer of
technology and the hostile investment climate in China towards South Korean EV battery producers would not have
led the company to invest in Hungary even in the presence of the claimed viability gap. A further argument that
raises questions as to the credibility of the Chinese counterfactual investment scenario is that it is unlikely that the aid
beneficiary would have started a small cell production facility without aid in God (Investment 1), if it had not
considered ramping up the investment at a later stage. This would imply that the intention to invest and ramp up
capacity in Hungary existed already at the time when Investment 1 was pursued in 2016.

(141) Considering all the factors presented above, the Commission is therefore of the preliminary view that the regional aid
was not crucial for a positive location decision in favour of Hungary.

(142) Therefore, at this stage, the Commission raises has doubts on the credibility of the local sourcing policy’, the invoked
investment costs difference, and the claimed NPV gap of EUR 173 million between China and Hungary, and thus on
the incentive effect of the aid of EUR 108 million that the Hungarian authorities intend to grant to Samsung SDIL

(143) In addition, the Commission raises doubts on the credibility of the Chinese counterfactual investment scenario, as it
cannot exclude that a combination of factors such as the quickly expanding European market, the proximity to
European customers, the risk of forced transfer of technology and the hostile political and economic climate in
China, would not have constituted overriding strategic considerations that would have led the company to locate its
investment in Hungary in any event, even in the absence of aid. This conclusion is supported also by the fact that
Samsung SDI’s first small unaided investment in Hungary in 2016 suggests an intention to ramp up capacity later.

9 [
() https:/[www.upi.com/Top_News/World-News/2018/05/23/Chinese-cars-with-South-Korean-batteries-turned-down-for-subsidies/
3141527092277
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(144) The Commission calls upon interested parties to comment on the doubts raised on the substantive incentive effect,
the credibility of the calculations of the investment costs, the NPV viability gap and on the credibility of the
counterfactual investment scenario.

3.4.1.5. Proportionality of the aid amount (*%)

(145) According to section 3.6 of the RAG, the aid amount must be limited to the minimum needed to induce the
additional investment or activity in the area concerned. Therefore the assessment of the proportionality of the aid
amount can only be carried out once the incentive effect of the aid is confirmed. As a general rule, notified individual
aid will be considered to be limited to the minimum, if the aid amount corresponds to the net extra costs of
implementing the investment in the area concerned, compared to the counterfactual in the absence of aid.

(146) For scenario 2 situations, according to paragraph 106 of the RAG, the Member State must demonstrate the
proportionality on the basis of documentation such as that referred to in paragraph 72 of the RAG.

(147) Pursuant to paragraph 80 of the RAG, in scenario 2 situations (location incentives), the notified aid will be
considered to be limited to the minimum, if the aid amount does not exceed the difference between the net present
value of the investment in the target area and the net present value in the alternative location, while taking into
account all relevant costs and benefits in the NPV calculations.

(148) The Commission reminds that it had expressed doubts on the credibility of the information submitted for scenario 2
and considers that the NPV gap between the two alternative investment locations is unrealistic, as it is based on
the — prima facie — unrealistic hypothesis of local sourcing of machinery and equipment. Furthermore, as described
in paragraph (133) of this decision, a reconstruction of the viability gap on the basis of the more realistic hypothesis
of equipment/machinery being sourced from South Korea for both investment scenarios would result in the viability
gap in favour of China being totally wiped and even reversed suggesting a small net overall advantage in favour of the
Hungarian investment scenario.

(149) Therefore, at this stage, the Commission takes the view that the aid would not be proportional as it doubts that the
aid is limited to the minimum necessary to trigger the investment location in favour of Hungary. In fact, on the basis
of the NPV corrections described in paragraph (133) of this decision, it appears that no aid would be required to
attract the investment project to Hungary.

3.4.1.6. Conclusion as to the respect of the minimum requirements

(150) Based on its assessment, reflect in recitals (104) to (149) of this decision, the Commission is at this stage unable to
confirm that all minimum requirements laid down in sections 3.2 to 3.6 of the RAG, in particular those relating to
the contribution to a common objective, appropriateness, incentive effect, and proportionality of the aid are met.
The Commission therefore raises doubts as to the compatibility of the aid, in particular with regards to its
contribution to a common objective, its appropriateness, its incentive effect, and its proportionality.

3.4.2. Manifest negative effects on competition and trade

(151) The Commission reminds that the analysis of manifest negative effects is relevant only if Commission finds that the
minimum requirements described in paragraph (103) of the present decision are fulfilled. Even if an aid met all
minimum requirements, its compatibility could be affected by manifest negative effects on competition and trade, or
an insufficient compensation of its negative effects by its positive effects.

(152) Section 3.7.2 of the RAG explicitly lists a series of situations where the negative effects on trade and/or competition
manifestly outweigh any positive effects, and where regional aid is prohibited.

3.4.2.1. Manifest negative effect on trade: The (adjusted) aid intensity ceiling is exceeded

(153) A manifest negative effect would exist according to paragraph 119 of the RAG where the proposed aid amount
exceeds, compared to the eligible (standardised) investment expenditure (**), the maximum (adjusted) aid intensity
ceiling that applies for a project of the given size, taking into account the required ‘progressive scaling down’ (*°).

() See the following section of this decision regarding conformity with the applicable aid intensity ceiling (see paragraph 81 to 86 and
paragraph 107 of the RAG).

(*)  The standardised eligible expenditure for investment projects by large firms is described in detail in section 3.6.1.1 and 3.6.1.2 of the
RAG 2014-20.

(*)  See paragraph 86 and 20(c) of the RAG.
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(154) The applicable regional aid ceiling in the God area is 35 %. In view of the expected higher distortion of competition
and trade, the maximum aid intensity for large investment projects must be scaled down using the mechanism as per
paragraph 20(c) of the RAG. The planned total eligible expenditure in present value for the notified investment
project is HUF 376 540 billion, rounded (EUR 1187 billion, rounded). In application of the scaling down
mechanism of paragraph 20(c), this leads to a maximum allowable aid intensity of 13,11 % Gross Grant Equivalent
(GGE) for the project. The notified aid intensity of 9,11 % in this case is thus not higher than the regional aid ceilings
corrected by the scaling-down mechanism.

(155) Sections 3.6.1.1 and 3.6.1.2 of the RAG explain which investment costs can be taken into account as eligible
costs (). In the present case, section 3.6.1.1 applies as the eligible costs for the proposed investment aid are
calculated on the basis of investment costs. The Commision notes that the eligible costs are established in line with
the provisions of this section as the acquired assets will be new (*}), the investment concerns an initial investment in
the form of a capacity extension (**), and no leasing costs (*) and no immaterial assets (*) are taken into account.

(156) Thus, the Commission notes that the eligible costs are established in accordance with the RAG.

(157) As the aid intensity does not exceed the maximum allowable and is applied to eligible expenditure established in line
with the relevant rules, and as the notification excludes the combination of the notified aid with other aid, the basic
requirement indentified in paragraphs 107 and 119 of the RAG that the maximum aid intensities are not exceeded, is
met.

3.4.2.2. Manifest negative effect on competition: The aid creates overcapacity in a market in absolute decline

(158) According to paragraph 120 of the RAG, a manifest negative effect arises also where the investment aid creates
capacity in a market in absolute decline, as such aid is likely to crowd out competitors, or to prevent low cost firms
from entering, and risks weakening incentives for competitors to innovate. This results in inefficient market
structures which are also harmful to consumers in the long run.

(159) Prima facie, the Commission has doubts as to whether the aid has incentive effect at all. I the aid has no incentive
effect, it cannot lead to overcapacity, as the investment would have happened in any event.

(160) If the aid had incentive effect and was limited to the minimum necessary, this verification stipulated in
paragraph 120 of the RAG would be necessary only where additional capacity is created on the relevant geographic
market by the aid. Where the investment would have happened in any event (‘scenario 2’) in the same geographical
market, the aid — provided it is limited to the minimum necessary to change the location decision — influences
only the location decision, and additional capacity would have come on the relevant geographic market independent
of it. Therefore, this verification will normally be required only in Scenario 1 situations (*) or in those Scenario 2
situations where the alternative locations (i.e. the target region and the more viable region for the implementation of
the project) are located in different geographic markets.

(161) In order to determine whether this verification is necessary in the case at hand, the Commission has to assess and
establish whether the two alternative locations are situated in different geographical markets. If the locations under
consideration are in fact situated in different geographical markets, or if the Commission leaves the question open
whether the two locations are situated on the same or different geographical markets, the ‘overcapacity in a declining
market’ test needs to be carried out.

(162) To verify whether the investment addresses a market in absolute decline — if the test is necessary — the relevant
product and geographic market needs to be defined. A market is in absolute decline (*) if it shows over an
appropriate reference period a negative growth rate. The average growth rate of the market concerned (apparent
consumption data or sales data) is normally measured over the last three years before the start of the project or on
the basis of projected growth rate in the coming three to five years.

() Pursuant to paragraph 20(e) of the RAG, eligible costs means for the purpose of investment aid, tangible and intangible assets related
to an initial investment or wage costs.

(*)  See RAG, paragraph 94.

(¥)  Therefore the specific conditons applicable for initial investments in the form of a fundamental change of the production process of
an existing establishment (see paragraph 96 of the RAG), of the diversification of an existing establishment (see paragraph 97 of the
RAG), or the takeover of the assets of a establishment (see paragraph 99 of the RAG) do not apply.

(*y  See paragraph 98 of the RAG.

(*)  See paragraph 100 of the RAG.

(*)  See paragraph 120 of the RAG.

(*) It might also be necessary to verify whether an absolute decline is not hidden behind the effects of business cycle effects on the

product market concerned, or caused by other exceptional effects that would bias the results of the standard approach. Constantly

sinking product prices might be an indicator for a situation of absolute decline, or simply the result of substantial and continuous
technical progress allowing to reduce per unit production costs.
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Product concerned

(163) The product concerned is normally the product covered by the investment project. However, when the project
concerns an intermediate product and a significant part of the output is not sold on the market, the product
concerned may be the downstream product.

(164) In the case at hand, the Commission considers that the product covered by the investment project are the battery
cells. These can be either sold directly to car makers, or be first assembled into battery modules and possibly also
battery packs, and then sold to the car makers.

(165) Given that it is the customers who decide whether Samsung SDI should supply them with battery cells or modules or
packs, and given that battery cell production constitutes the most substantial part of the value added of the final
product, it appears reasonable to focus on the market of battery cells only. In any event, the market for battery cells is
an appropriate proxy for the downstream products of battery modules and battery packs that follow the same
market trends.

(166) Therefore, the Commission considers that the battery cells represent the product concerned by the investment, and
will assess the competition effects of the aid at the level of the market for battery cells. The Commission adopted the
same approach also in its decision on SA.47662 in the LG CHEM case.

Relevant product market

(167) The Hungarian authorities explained that besides the application in the automotive industry (for electric vehicles),
Li-ion battery cells can find other uses, most notably in battery energy storage systems (ESS). Battery cells for energy
storage systems (ESS) can be generally manufactured, at little additional costs, in the same facility as the cells for the
automotive segment, thus the capacity Samsung SDI intends to install in Hungary could be used to supply cells for
the ESS market as well. However, the Hungarian authorities explained that Samsung SDI has no specific plans to this
effect. The Commission notes that Samsung SDI has provided a commitment to sell a minimum of [93-96] % of the
cells (that will be manufactured using the new capacities installed as a result of the implementation of the notified
investment project) for automotive use exclusively, during a period of minimum 5 years after the completion of the
investment project. Therefore, the Commission considers for the purpose of the state aid assessment for this decision
that the relevant product market is the market for battery cells for electric vehicles (measured in GWh).

(168) On this basis, the Commission verified whether the aid creates overcapacity in a market in absolute decline in this
particular market.

Relevant geographic market

(169) The Hungarian authorities submit that the relevant geographic market is global. Although Samsung SDI had, at the
moment of the investment decision, orders only from European car makers, the beneficiary’s goal was to serve also
the [...] market. Furthermore, the products can be easily shipped, which constitutes an additional argument
militating in favour of a global geographical market.

(170) For the purpose of the present decision, the Commission decided to leave the question of the exact definition of the
geographic market open, and to proceed with the assessment of two plausible markets, the EEA market and the
global market (**). Thus, the Commission has to verify whether the aid creates overcapacity in a market in absolute
decline at the level of the market for EV battery cells of the EEA, and at global level.

Testing whether the aid creates overcapacity in a market in absolute decline

(171) The Hungarian authorities submit that the project will be carried out in a highly innovative and rapidly growing
market, both in the EEA and globally.

(172) On the basis of a report by the IHS (**), the Hungarian authorities argue that the global demand for EV batteries
(measured in terms of total battery capacity) will increase almost threefold from 2019 to 2023. The same report
presents similar exponential growth prospects for the EU market, which is expected to grow fourfold during the
same period.

(**)  In fact, a definite definition of the geographic market is not necessary in the given case in view of the general evolution of the global
and the EEA market for battery cells for EV use.
(*)  Information Handling Services (IHS) light vehicle production database and forecast
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(173) Therefore, the Commission concludes that — whatever the definition of the geographic market — the aid does not
contribute to or reinforces the creation of overcapacity in a market in absolute decline, thus it does not have a
manifest negative effect on competition (*°).

3.4.2.3. Manifest negative effect on trade: Counter-cohesion effect

(174) Paragraph 121 of the RAG prohibits an EEA region with a lower project-specific viability to participate in ‘subsidy
races’ to the detriment of equally weak or worse-oft regions (*!).

(175) The Hungarian authorities consider that the aid beneficiary considered only one other alternative location for the
investment project, namely X'ian in China, which is not in the EEA. Since the existence of an operational EV battery
cells manufacturing facility represented a pre-condition for the investment site selection, and given that Samsung
does not have any other EV battery cells manufacturing sites in the EEA, no other area in the EEA was considered as a
feasible location (see also recital (39) of the present decision).

(176) Therefore, the Commission accepts that the aid does not risk to have a counter-cohesion effect.
3.4.2.4. Manifest negative effect on trade: Closure of activities elsewhere/relocation

(177) Pursuant to paragraph 122 of the RAG, where the beneficiary has concrete plans to close down or actually closes
down the same or a similar activity in another area in the EEA and relocates that activity to the target area, if there is
a causal link between the aid and the relocation, this will constitute a negative effect that is unlikely to be
compensated by any positive elements.

(178) The Hungarian authorities and the aid beneficiary declared (please see paragraph (33) of the present decision) that
the beneficiary at group level has not closed down the same or similar activity in the EEA in the two years preceding
the application for aid, and does not have any concrete plans to do so within two years after completion of the
investment.

(179) At the same time, the Commission notes that this commitment appears to be put into question by press reports (*%)
which suggest that the Samsung Group is reorganizing its activities in the EU, resulting — among others — in the
relocation of the battery packs production activities of Samsung’s subsidiary located in Austria to Hungary, and a
loss of 100 jobs in the respective Austrian subsidiary.

(180) In view of the above, the Commission cannot exclude at this stage that the aid for investments into EV cell
production in God (which is accompanied by additional not-aided downstream investments into battery modules
and battery packs (see paragraph (10) of this decision) is not at least indirectly causal for any closure or relocation of
the same or similar activity within the EEA and therefore may have a manifest negative effect on trade within the
meaning of paragraph 122 of the RAG.

3.4.2.5. Conclusion as to the existence of manifest negative effects on competion and trade

(181) In light ot the assessment in recitals (151) to (180) of this decision, the Commission concludes at this stage that it
cannot exclude that the aid has no manifest negative effect on competition or trade in the meaning of section 3.7.2
of the RAG as the Commission could not exclude that the measure may have a manifest negative effect on trade
between Member States.

3.4.3. Balancing of positive and negative effects of the aid

(182) Paragraph 112 of the RAG lays down the following: ‘For the aid to be compatible, the negative effects of the measure
in terms of distortion of competition and impact on trade between Member states must be limited and outweighed
by the positive effects in terms of contribution to the objective of common interest. Certain situations can be
identified where the negative effects manifestly outweigh any positive effects, meaning that aid cannot be found
compatible with the internal market.’

(% The market for battery cells for ESS shows also substantive growth, both at EEA and global level, both in value and in terms of
installed ESS capacity. Therefore, a wider definition of the product market, to include cells for EV and ESS, would lead to the same
result that the market is not in absolute or relative decline, and thus that the aid — independent of the definition of the geographic
market as EEA or global market, has no undue negative effect on competition.

(') According to paragraph 121 of the RAG, the counter-cohesion effect resulting from aid to the detriment of a weaker or similarly
weak EEA region would constitute a negative element in the overall balancing test that is unlikely to be compensated by any positive
elements, because it runs counter the very rationale of regional aid.

(3 https:/[www.kleinezeitung.at/wirtschaft/5591081 Batterieproduktion_Samsung-SDI_Trotz-Millioneninvestition-werden#
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(183) As explained in recital (150), the Commission cannot conclude at this point that the notified regional aid measure
satisfies the minimum requirements of the RAG in view of the doubts expressed in connection with the contribution
to regional development, appropriateness of the aid, the incentive effect and proportionality.

(184) Furthermore, even if the measure was to meet these minimum requirements of the RAG, if the measure has manifest
negative effect on competition and trade as pointed out in paragraph (181), the aid cannot be found compatible with
the internal market.

(185) In light of these considerations, the Commission raises doubts as to whether the positive effects of the aid outweigh
their negative effects.

3.4.4. Transparency

(186) In view of para.ll.2 of the Transparency Communication from the Commission (°**) Member States must ensure the
publication on a comprehensive State aid website, at national or regional level, of a full text of the approved aid
scheme or the individual aid granting decision and its implementing provisions, or a link to it; the identity of the
granting authority or authorities; the identity of the individual beneficiaries, the form and amount of aid granted to
each beneficiary, the date of granting, the type of undertaking (SME[large company), the region in which the
beneficiary is located (at NUTS level II) and the principal economic sector in which the beneficiary has its activities
(at NACE group level). Such information must be published after the decision to grant the aid has been taken, must
be kept for at least ten years and must be available to the general public without restrictions. Member States are not
required to publish the above-mentioned information before 1 July 2016.

(187) The Commission notes that the Hungarian authorities confirmed that all requirements concerning transparency set
out in para.ll.2 of the Transparency Communication will be respected.

3.5. Doubts and grounds for opening

(188) For the reasons set out above (see paragraphs (104) to (185) of this decision), the Commission, after a preliminary
assessment of the measure, has doubts as to the conformity of the measure with the provisions of the RAG
concerning the appropriateness, the incentive effect, and the proportionality of the aid, as well as its contribution to
a common objective. In addition, the Commission notes that it cannot be excluded that the aid is causal for the
relocation of activities from another Member State, which would constitute a manifest negative effect on trade. For
all these reason, the Commission raises doubts as to the compatibility of the notified aid measure with the internal
market.

(189) Consequently, the Commisson is under duty to carry out all the required consultations and, therefore, to initiate the
procedure under Article 108(2) of the TFEU. This will give the opportunity to third parties whose interests may be
affected by the granting of aid to comment on the measure. In light of both the information submitted by the
member State concerned and that provided by third parties, the Commission will assess the measure and will take its
final decision.

(190) The Member State and interested parties are invited to provide their comments to the opening decision all
information necessary to carry out this formal investigation.

(191) On the basis of the information submitted concerning the above mentioned factors, the Commission will perform a
balancing exercise of the positive and the negative effects of the aid. The overall assessment of the impact of the aid
will allow the Commission to take a final decision and close the formal investigation procedure.

(192) In the light of the foregoing considerations, the Commission, acting under the procedure laid down in Article 108(2)
of the Treaty on the Functioning of the European Union, requests Hungary to submit its comments and to provide all
such information as may help to assess the aid, within one month from the date of receipt of this letter. It requests
your authorities to forward a copy of this letter to the potential recipient of the aid immediately.

(193) The Commission wishes to remind Hungary that Article 108(3) of the Treaty on the Functioning of the Eropean
Union has suspensory effect, and would draw your attention to Article 14 of the Council Regulation (EC)
No 659/1999, which provides that all unlawful aid may be recovered from the recipient.

(®)  Communication from the Commission amending the Communications from the Commission on EU Guidelines for the application
of State aid rules in relation to the rapid deployment of broadband networks, on Guidelines on regional State aid for 2014-2020, on
State aid for films and other audiovisual works, on Guidelines on State aid to promote risk finance investments and on Guidelines on
State aid to airports and airlines, O] C 198, 27.6.2014, p. 30.
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(194) The Commission warns Hungary that it will inform interested 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 publication of 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 interested parties will be invited to submit their comments within one month of the date of such
publication.

(195) Finally, the Commission notes that Hungary exceptionally agreed to have the present decision adopted in the English
language.
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