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IV

(Notices)

NOTICES FROM EUROPEAN UNION INSTITUTIONS AND BODIES

COMMISSION

Euro exchange rates (')
5 October 2009
(2009/C 239/01)

1 euro =

Currency Exchange rate Currency Exchange rate
USD US dollar 1,4616 AUD Australian dollar 1,6713
JPY Japanese yen 131,41 CAD  Canadian dollar 1,5693
DKK Danish krone 7,4443 HKD Hong Kong dollar 11,3275
GBP Pound sterling 0,91710 NZD New Zealand dollar 2,0255
SEK Swedish krona 10,3030 SGD Singapore dollar 2,0625
CHF Swiss franc 1,5102 KRW South Korean won 1715,37
ISK Iceland kréna ZAR South African rand 11,1130
NOK Norwegian krone 8,4460 CNY Chinese yuan renminbi 9,9773
BGN Bulgarian lev 1,9558 HRK  Croatian kuna 7,2550
CZK Czech koruna 25,462 IDR Indonesian rupiah 13 957,02
EEK Estonian kroon 15,6466 MYR  Malaysian ringgit 5,0579
HUF Hungarian forint 267,24 PHP Philippine peso 68,257
LTL Lithuanian litas 3,4528 RUB Russian rouble 43,9550
LVL Latvian lats 0,7084 THB Thai baht 48,912
PLN Polish zloty 4,2076 BRL Brazilian real 2,5887
RON Romanian leu 4,2640 MXN Mexican peso 19,8997
TRY Turkish lira 2,1720 INR Indian rupee 69,4550

(") Source: reference exchange rate published by the ECB.
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NOTICES FROM MEMBER STATES

Update of the list of residence permits referred to in Article 2(15) of Regulation (EC) No 562/2006

of the European Parliament and of the Council establishing a Community Code on the rules

governing the movement of persons across borders (Schengen Borders Code) (O] C 247,

13.10.2006, p. 1; OJ C 153, 6.7.2007, p. 5; O] C 192, 18.8.2007, p. 11; O] C 271, 14.11.2007,

p. 14; O] C 57, 1.3.2008, p. 31; O] C 134, 31.5.2008, p. 14; O] C 207, 14.8.2008, p. 12; O] C
331, 21.12.2008, p. 13; OJ C 3, 8.1.2009, p. 5; O] C 64, 19.3.2009, p. 15)

(2009/C 239/02)

The publication of the list of residence permits referred to in Article 2(15) of Regulation (EC) No 562/2006
of the European Parliament and of the Council of 15 March 2006 establishing a Community Code on the
rules governing the movement of persons across borders (Schengen Borders Code) (') is based on the
information communicated by the Member States to the Commission in conformity with Article 34 of
the Schengen Borders Code.

In addition to publication in the OJ, a monthly update is available on the website of Directorate-General for
Justice, Freedom and Security.

GREECE
Replacement of points 1-7 of the list published in O] C 247, 13.10.2006

— Adei mapapoviig alodamou (eviaiou tumou oupguva pe tov um (EK) apw. 1030/2002 Kavoviepo tou
Suppouliov g E.E. ¢ 13ng louviou 2002)

(Alien’s residence permit (uniform format in accordance with Council Regulation (EC) No 1030/2002 of
13 June 2002 — issued to all aliens legally in Greece)

— Aektio Awapovig Méhoug Owoyevelag TTolitn g Evworg

(Residence card of a member of the family of an EU citizen — it is issued to third country nationals
who are members of the family of a Greek citizen or a citizen of the European Union and to parents of
under-age children)

— Awapoviic Movipng Awapoviis Méhoug Orwkoyéverag TTohit e Evaong

(Permanent residence permit of a member of the family of an EU citizen — issued to third country
nationals who are members of the family of a Greek citizen or a citizen of the European Union and to
parents of under-age children)

— Abeaa dapoviic opoyevav AAPaviag (eviaiou tomou)

(Residence permit of Albanian nationals of Greek descent (uniform format) — valid for up to ten (10)
years and granted to citizens of Albania of Greek descent and members of their families for residence
and work in Greece)

() O] L 105, 13.4.2006, p. 1.
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Adewa mapapoviig ahodarov (fifAapio ypopatog Aevkov) (1)
(Alien’s residence permit (white booklet) — issued to:
(a) persons recognised as refugees under the 1951 Geneva Convention 1951,

(b) aliens of Greek descent (except Albanian nationals))

— Aektio tautottag aAhodanol (ypopa mpdotvo)

(Alien’s identity card (green) — issued only to aliens of Greek descent. It may be valid for either two or
five years)

Ewdco Aehtio Tautottag Opoyevoug (xpopa pmed) (%)

(Special identity card for aliens of Greek descent (beige) — issued to Albanian nationals of Greek
descent. It is valid for three years. The card is also issued to their spouses and descendants of Greek
origin, regardless of nationality, provided there is official documentation of some kind to prove their
family ties)

Ewdco Aehtio Tautottag Opoyevoug (xpoua pol)

(Special identity card for aliens of Greek descent (pink) — issued to aliens of Greek descent from the
former USSR. It is valid indefinitely)

Ediko Aektio Tavtotrag Opoyevoug

(Special identity card for aliens of Greek descent — is valid for ten (10) years and is issued to Albanian
nationals of Greek descent and members of their families).

AUSTRIA
Replacement of the list published in O] C 64, 19.3.2009

— Unbefristeter Aufenthaltstitel — erteilt eines gewohnlicher Sichtvermerk geméf im Sinne des § 6 Abs. 1

Z. 1 FrG 1992 (von Inlandsbehorden sowie Vertretungsbehorden bis 31.12.1992 in Form eines
Stempels ausgestellt)

(indefinite residence permit — issued in the form of an ordinary visa within the meaning of § 6(1),
line 1 of the Aliens Act 1992 (issued until 31.12.1992 by the Austrian authorities and by representing
authorities in the form of a stamp))

Aufenthaltstitel in Form einer griinen Vignette bis Nr. 790.000

(Residence permit in the form of a green sticker up to No 790.000)
Aufenthaltstitel in Form einer griin-weilen Vignette ab Nr. 790.001

(Residence permit in the form of a green and white sticker as from No 790.001)

Aufenthaltstite] in Form der Vignette entsprechend der Gemeinsamen Mafinahme 97/11/JI des Rates
vom 16. Dezember 1996, Amtsblatt L 7 vom 10.1.1997 zur einheitlichen Gestaltung der Aufenthalt-
stitel (in Osterreich ausgegeben im Zeitraum 1.1.1998 bis 31.12.2004)

(Residence permit in the form of a sticker in accordance with the EU Joint Action (97/11/JHA) of
16 December 1996, Official Journal L 7 of 10 January 1997, concerning a uniform format for residence
permits — issued in Austria between 1 January 1998 and 31 December 2004)

(") It is planned to replace this type of residence permit by the ‘stand-alone’ document provided for in Council Regulation

(EC) No 1030/2002. Immediately after this change Member States will be notified accordingly.

(3) Since May 2005, this document has no longer been issued. Those already issued are valid until their expiry date. It has

been replaced by the identity card referred to in point 9.
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— Aufenthaltstite] ,Niederlassungsnachweis“ im Kartenformat ID1 entsprechend den Gemeinsamen

Mafénahmen aufgrund der Verordnung (EG) Nr. 1030/2002 des Rates vom 13. Juni 2002 zur einheit-
lichen Gestaltung des Aufenthaltstitels fiir Drittstaatsangehérige (in Osterreich ausgegeben im Zeitraum
1.1.2003 bis 31.12.2005)

(Residence permit ‘proof of establishment’ in the form of the ID1 card in accordance with the joint
actions based on Council Regulation (EC) No 1030/2002 of 13 June 2002 laying down a uniform
format for residence permits for third-country nationals — issued in Austria between 1 January 2003
and 31 December 2005)

Aufenthaltstitel in Form der Vignette entsprechend den Gemeinsamen Mafnahmen aufgrund der
Verordnung (EG) Nr. 1030/2002 des Rates vom 13. Juni 2002 zur einheitlichen Gestaltung des Aufen-
thaltstitels fur Drittstaatsangehorige (in Osterreich ausgegeben im Zeitraum 1.1.2005 bis 31.12.2005)

(Residence permit in form of a sticker in accordance with the joint actions based on Council Regulation
(EC) No 1030/2002 of 13 June 2002 laying down a uniform format for residence permits for third-
country nationals — issued in Austria between 1 January 2005 and 31 December 2005)

Aufenthaltstitel ,Niederlassungsbewilligung®, ,Familienangehoriger”, ,Daueraufenthalt-EG“, ,Dauerau-
fenthalt-Familienangehoriger” und ,Aufenthaltsbewilligung® im Kartenformat ID1 entsprechend den
Gemeinsamen Maflnahmen aufgrund der Verordnung (EG) Nr. 1030/2002 des Rates vom 13. Juni
2002 zur einheitlichen Gestaltung des Aufenthaltstitels fiir Drittstaatsangehérige (in  Osterreich
ausgegeben seit 1.1.2006)

(Residence permit ‘authorisation of establishment, ‘family member’, ‘permanent residence — EC,
‘permanent residence — family member’ and ‘authorisation of residence’ in the form of the ID1 card
in accordance with the joint actions based on Council Regulation (EC) No 1030/2002 of 13 June 2002
laying down a uniform format for residence permits for third-country nationals — issued in Austria
since 1 January 2006)

Der Bezeichnung der Aufenthaltstitel ,Niederlassungsbewilligung” und ,Aufenthaltsbewilligung” sind der
jeweilige Aufenthaltszweck beigefiigt.

Eine ,Niederlassungsbewilligung” kann nur fiir folgende Zwecke erteilt werden: ,Schliisselkraft®, ,ausge-
nommen Erwerbstatigkeit”, ,unbeschrankt®, ,beschriankt“ sowie ,Angehoriger”.

(The ‘Niederlassungsbewilligung’ (authorisation of establishment) and ‘Aufenthaltsbewilligung’ (au-
thorisation of residence) permits indicate the purpose for which they were issued.

A ‘Niederlassungsbewilligung’ can be issued only for the following purposes: ‘Schliisselkraft’ (key
worker), ‘ausgenommen Erwerbstitigkeit’ (no gainful activity), ‘unbeschrankt’ (unlimited), ‘beschrankt’
(limited) and ‘Angehériger’ (dependant)).

Eine ,Aufenthaltsbewilligung” kann fir folgende Zwecke erteilt werden: ,Rotationsarbeitskraft®, ,Betrieb-
sentsandter”, ,Selbstindiger”, ,Kiinstler*, ,Sonderfille unselbstindiger Erwerbstitigkeit, ,Schiiler,
,Studierender, ,Sozialdienstleistender”, ,Forscher, ,Familiengemeinschaft‘ sowie ,Humanitdre Griinde*.

(An ‘Aufenthaltsbewilligung’ (authorisation of residence) can be issued for the following purposes:
‘Rotationsarbeitskraft’ (job-rotation worker), ‘Betricbsentsandter’ (posted worker), ‘Selbstindiger’ (self-
employed), Kiinstler (artist), ‘Sonderfille unselbstindiger Erwerbstitigkeit’ (special cases of employment),
‘Schiiler’ (school pupil), ‘Studierender’ (student), ‘Sozialdienstleistender’ (social service provider), ‘Forscher’
(researcher), ‘Familiengemeinschaft (family reunification) and ‘Humanitire Griinde’ (humanitarian

grounds)).

,Daueraufenthaltskarte“ zur Dokumentation des gemeinschaftsrechtlichen Aufenthalts- und Niederl-
assungsrechtes fur Angehorige von freiziigigkeitsberechtigten EWR-Biirgern gemify § 54 NAG 2005

(Permanent residence card’ to document a Community right of residence and establishment for family
members of EEA nationals entitled to freedom of movement under Section 54 of the Establishment and
Residence Act (NAG) 2005)
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— ,Bestitigung iiber den Antrag auf Verlingerung des Aufenthaltstitels“ in Form einer Vignette aufgrund §

24/1 NAG 2005

(‘Confirmation of application for extension of residence permit’ in the form of a sticker under Section
24(1) of the Establishment and Residence Act (NAG) 2005)

Lichtbildausweis fiir Trager von Privilegien und Immunititen in den Farben rot, gelb und blau, ausgestellt
vom Bundesministerium europdische und internationale Angelegenheiten

(Identity card with photograph for persons entitled to privileges and immunities in red, yellow and blue,
issued by the Ministry of European and International Affairs)

Lichtbildausweis im Kartenformat fiir Trager von Privilegien und Immunititen in den Farben rot, gelb,
blau, griin, braun, grau und orange, ausgestellt vom Bundesministerium fiir europiische und inter-
nationale Angelegenheiten

(Identity card with photo for persons entitled to privileges and immunities, in red, yellow, blue, green,
brown, grey and orange, issued by the Ministry of European and International Affairs)

,Status des Asylberechtigten” gemifs § 7 AsylG 1997 in der Fassung BGBL. I Nr. 101/2003 (zuerkannt
bis 31. Dezember 2005) — in der Regel dokumentiert durch einen Konventionsreisepass in Buchform
im Format ID 3 (in Osterreich ausgegeben im Zeitraum 1.1.1996 bis 27.8.2006)

(Person entitled to asylum status’ pursuant to § 7 of the 1997 Asylum Act as set out in Federal Law
Gazette I No 101/2003 (granted until 31 December 2005) — usually documented by a travel document
in ID 3 book format (issued in Austria from 1.1.1996 to 27.8.2006))

,Status des Asylberechtigten” gemaf § 3 AsylG 2005 (zuerkannt seit 1. Janner 2006) — in der Regel
dokumentiert durch einen Fremdenpass in Buchform im Format ID 3 (in Osterreich ausgegeben seit
28.8.2006)

(Person entitled to asylum status’ pursuant to § 3 of the 2005 Asylum Act (granted since
1 January 2006) — usually documented by an alien’s passport in ID 3 book format (issued in
Austria since 28.8.2006))

LStatus des subsididr Schutzberechtigten* gemaf$ § 8 AsylG 1997 in der Fassung BGBL. I Nr. 101/2003
(zuerkannt bis 31. Dezember 2005) — in der Regel dokumentiert durch Konventionsreisepass in
Buchform im Format ID 3 mit integriertem elektronischen Mikrochip (in Osterreich ausgegeben im
Zeitraum 1.1.1996 bis 27.8.2006)

(Persons holding ‘subsidiary protection status’ pursuant to § 8 of the 1997 Asylum Act as set out in
Federal Law Gazette I No 101/2003 (granted until 31 December 2005) — usually documented by a
travel document in ID 3 book format with an integrated electronic microchip (issued in Austria from
1.1.1996 to 27.8.2006))

,Status des subsididr Schutzberechtigten” gemaff § 8 AsylG 2005 (zuerkannt seit 1. Janner 2006) — in
der Regel dokumentiert durch Fremdenpass in Buchform im Format ID 3 mit integriertem elektro-
nischen Mikrochip (in Osterreich ausgegeben seit 28.8.2006)

(Persons holding ‘subsidiary protection status’ pursuant to § 8 of the 2005 Asylum Act (granted since
1 January 2006) — usually documented by an alien’s passport in ID 3 book format with an integrated
electronic microchip (issued in Austria since 28.8.2006))
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Other documents entitling the holder to reside in Austria or to re-enter Austria:

— Liste der Reisenden fiir Schiilerreisen innerhalb der Europiischen Union im Sinne des Beschlusses des
Rates vom 30. November 1994 iiber die gemeinsame Mafinahme tiber Reiseerleichterungen fiir Schiiler
von Drittstaaten mit Wohnsitz in einem Mitgliedstaat

(List of participants in a school trip within the European Union within the meaning of the Council
Decision of 30 November 1994 on a joint action concerning travel facilities for school pupils from third
countries resident in a Member State)

— ,Beschiftigungsbewilligung” nach § 5 Auslinderbeschiftigungsgesetz mit einer Giiltigkeit bis zu sechs
Monaten in Verbindung mit einem giiltigen Reisedokument fiir Fremde, die nach der Verordnung (EG)
Nr. 539/2001 id.g.F. zur sichtvermerksfreien Einreise berechtigt sind.

(Employments permit pursuant to § 5 of the Aliens Employment Act, valid for up to six months, in
conjunction with a valid travel document for aliens entitled under Regulation (EC) No 539/2001, as
amended, to enter the country without a visa).
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Update of model cards issued by the Ministries of Foreign Affairs of Member States to accredited

members of diplomatic missions and consular representations and members of their families, as

referred to in Article 19(2) of Regulation (EC) No 562/2006 of the European Parliament and of the

Council establishing a Community Code on the rules governing the movement of persons across

borders (Schengen Borders Code) (O] C 247, 13.10.2006, p. 85, O] C 153, 6.7.2007, p. 15, O] C 64,
19.3.2009, p. 18)

(2009/C 239/03)

The publication of the list of residence permits referred to in Article 2(15) of Regulation (EC) No 562/2006
of the European Parliament and of the Council of 15 March 2006 establishing a Community Code on the
rules governing the movement of persons across borders (Schengen Borders Code) (') is based on the
information communicated by the Member States to the Commission in conformity with Article 34 of
the Schengen Borders Code.

In addition to publication in the O], a monthly update is available on the website of Directorate-General for
Justice, Freedom and Security.

ICELAND
Replacement of the information published in O] C 247, 13.10.2006

As of 1 January 2009 the Ministry for Foreign Affairs issues new identity cards for members of the staff of
diplomatic missions and career consular posts in Iceland.

Personuskilriki/Blue identity card (see specimen)

This ID card is issued to administrative, technical and service staff of diplomatic missions and career
consular posts in Iceland and members of their families forming part of their households.

The ID card is a white laminated plastic card (8,6 cm x 5,4 cm) with blue bands across the top of both
sides. On the front, it bears a serial number in the blue band, a photograph of the holder, his/her name,
signature and title and the name of the sending State. On the back, in the blue band it is stated that it is a
Personuskilriki (Identity card) issued by the Ministry for Foreign Affairs/Utanrikisrdduneytio. The Seal of the
Republic is reproduced on the card. It is signed by the Chief of Protocol and indicates the dates of issuance
and expiry. It states in Icelandic that the card must be returned to the Ministry for Foreign Affairs upon the
holder’s departure from Iceland.

Front Back

2 UTANRIKISRAPUNEYTID
. =)
Kort nr: 00-2009 Personuskilriki
Nafhn: (Identity card)
Jane Smith Fsnden Gudlaugsson
Titill: Hérdur Gudlaugsson
Starfsmadur Protokollsstjori
Sendirdid: Utgafudagur Gildir til
Tsland | 1.JAN.2009  2.JAN.2009
Iceland Undirskrift

Skirteini pessu ber ad skila til Utanrikisriduneytisins vid
brottfor fré fslandi

() OJ L 105, 13.4.2006, p. 1.
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Diplématiskt personuskilriki/Red diplomatic identity card (see specimen)

This ID card is issued to Heads of Missions and Consular Posts, members of the diplomatic staff and
consular officers and to members of their families forming part of their houscholds.

The ID card is a white laminated plastic card (8,6 cm x 5,4 cm) with red bands across the top of both sides.
On the front, it bears a serial number in the red band, a photograph of the holder, his/her name, signature
and title and the name of the sending State. On the back, in the red band it is stated that it is a Diplématiskt
persénuskilriki (Diplomatic identity card) issued by the Ministry for Foreign Affairs/Utanrikisrdduneytid. The
Seal of the Republic is reproduced on the card. It is signed by the Chief of Protocol and indicates the dates
of issuance and expiry. It states in Icelandic that the holder enjoys diplomatic privileges and immunities
under international law and that it is therefore prohibited to restrict his/her freedom of movement.

Front Back

UTANRIKISRADUNEYTID

Kort nr: 00-2009

Diplomatiskt personuskilriki
(Diplomatic identity card)

Nafn:

Jane Smith Hinden Gudl

Titill: Hi')rbl'lr Guﬂlssug.ason

Sendiherra Pratokellsstjori
Utgifudagur Gildir til

§elldiré6: 1. JAN. 2009 2. JAN. 2009

Island Handhafi pessa skirteinis njtur diplématiskra
forréttinda og fridhelgi a8 alpjoBalogum og er

Iceland Undirskrift | b Gheimilt a3 hftafor hans
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(Announcements)

\%

PROCEDURES RELATING TO THE IMPLEMENTATION OF THE COMPETITION
POLICY

COMMISSION

Notice published pursuant to Article 27(4) of Council Regulation (EC) No 1/2003 in Case COMP/B-
1/39.351 — Swedish Interconnectors

(Text with EEA relevance)

(2009/C 239/04)

1. INTRODUCTION

According to Article 9 of the Council Regulation (EC) No
1/2003 (), the Commission may decide — in cases where
it intends to adopt a decision requiring that an
infringement is brought to an end and the parties
concerned offer commitments to meet the concerns
expressed to them by the Commission in its preliminary
assessment — to make those commitments binding on the
undertakings. Such a decision may be adopted for a
specified period and shall conclude that there are no
longer grounds for action by the Commission. According
to Article 27(4) of the same Regulation, the Commission
shall publish a concise summary of the case and the main
content of the commitments. Interested parties may
submit their observations within the time limit fixed by
the Commission.

2. SUMMARY OF THE CASE

On 25 June 2009 the Commission adopted a preliminary
assessment pursuant to Article 9 (1) of Regulation (EC) No
1/2003 concerning alleged infringements of the Swedish
transmission system operator Svenska Kraftnit (‘SvK’) on
the Swedish electricity transmission market.

According to the preliminary assessment SvK is dominant
on the Swedish electricity transmission market. The
preliminary assessment expressed the concern that SvK
may have abused its dominant position according to
Article 82 of the EC Treaty and Article 54 of the EEA
Agreement: SvK may have done so notably when it
anticipated internal congestion within the Swedish trans-
mission system by reducing interconnection capacity for
trade between Sweden and neighbouring Member States of
the EU and the EEA thereby discriminating between
domestic and export electricity transmission services and
segmenting the internal market without objective justifi-
cation.

() O L 1, 41.2003, p. 1.

(4)

3. THE MAIN CONTENT OF

COMMITMENTS

THE  OFFERED

SvK does not agree with the Commission’s preliminary
assessment. It has nevertheless offered commitments
pursuant to Article 9 of Regulation (EC) No 1/2003, to
meet the Commission’s competition concerns. The key
elements of the commitments can be summarised as
follows:

SvK will subdivide the Swedish transmission system into
two or more bidding zones and operate the Swedish trans-
mission system on this basis by 1 July 2011 at the latest.
The configuration of the bidding zones will be flexible
enough so that it can be modified sufficiently fast to
adapt to foreseen and unforeseen changes in the future
flow patterns on the Swedish transmission system. From
the date the bidding zones are operative, SvK will manage
congestion in the Swedish transmission system without
limiting trading capacity on interconnectors.

There will be one exception to this principle of
management of internal congestion: that is congestion in
the West Coast corridor. However, SvK commits to
reinforce the West Coast Corridor section by building
and operating a new 400 kV transmission line between
Stenkullen and Stromma-Lindome by 30 November 2011.

During the interim period, ie. the period between the
notification of the commitment decision and the date on
which the bidding zones become operative, SVK commits
to manage any congestion that it would anticipate in the
Swedish transmission system, with the exception of the
West Coast Corridor, by taking into account regulating
resources suitable for countertrade to address congestion.
In practice, in the planning phase, once it has anticipated a
congestion and thus identified a corresponding curtailment
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need (MW), SvK commits to identify all regulating
resources suitable for countertrade which it can expect
to be available in the operational phase to address such
congestion. SvK will subsequently rank up these resources
in merit order and select the cheaper ones which add up
to the amount of curtailment identified. Out of these
selected resources SvK will select further those located in
Sweden and add them up to obtain an amount (MW). SvyK
commits to deduce this amount from the curtailment need
initially anticipated. If as a result of this deduction, there
still remains an amount of curtailment, SvK commits to
apply this reduced curtailment amount on relevant inter-
connector trading capacities. In the operational phase, SvK
commits to use any available regulating resource suitable
to address congestion in order to guarantee the intercon-
nector trading capacities that it will have given to the
market. The actual countertrade volume needed may be
larger or smaller than the expected volume identified in
the planning phase.

The commitments are published in full in English on the
website of the Directorate-General for Competition at:
http://ec.europa.eu/comm/competition/index_en.html

4. INVITATION TO MAKE COMMENTS

The Commission intends, subject to market testing, to
adopt a decision under Article 9(1) of Regulation (EC)

(10)

No 1/2003 declaring commitments summarised above and
published on the Internet, on the website of the
Directorate-General for Competition, to be binding.

In accordance with Article 27(4) of Regulation (EC) No
1/2003, the Commission invites interested third parties
to submit their observations on the proposed
commitments. In this context, the Commission asks
interested parties to comment in particular on the
exclusion of the West-Coast-Corridor from  the
commitment to introduce bidding zones. All observations
must reach the Commission not later than one month
following the date of this publication. Interested third
parties are also asked to submit a non-confidential
version of their comments, in which commercial secrets
and other confidential passages are deleted and are
replaced as required by a non-confidential summary or
by the words ‘commercial secrets’ or ‘confidential’
Legitimate requests will be respected.

Observations can be sent to the Commission under
reference number COMP/B-1/39.351 — Swedish Intercon-
nectors either by e-mail (COMP-GREFFE-ANTITRUST
@ec.europa.eu), by fax (+32 22950128) or by post, to
the following address:

European Commission
Directorate-General for Competition
Antitrust Registry

1049 Bruxelles/Brussel
BELGIQUE/BELGIE


http://ec.europa.eu/comm/competition/index_en.html
mailto:COMP-GREFFE-ANTITRUST<brok aus=y>@ec.europa.eu
mailto:COMP-GREFFE-ANTITRUST<brok aus=y>@ec.europa.eu

6.10.2009

Official Journal of the European Union

C 23911

1

STATE AID — LATVIA
State aid C 26/09 (ex N 289/09) — Restructuring aid to JSC Parex Banka

Invitation to submit comments pursuant to Article 88(2) of the EC Treaty

(Text with EEA relevance)

(2009/C 239/05)

By means of the letter dated 29 July 2009 reproduced in the authentic language on the pages following this
summary, the Commission notified Latvia of its decision to initiate the procedure laid down in Article 88(2)
of the EC Treaty concerning the above-mentioned measure.

Interested parties may submit their comments on the measures in respect of which the Commission is
initiating the procedure within one month of the date of publication of this summary and the following

letter, to:

European Commission
Directorate-General for Competition
State aid Greffe

1049 Brussels

BELGIUM

Fax +32 22961242

These comments will be communicated to the Latvian authorities. Confidential treatment of the identity of
the interested party submitting the comments may be requested in writing, stating the reasons for the

request.

SUMMARY
[. PROCEDURE

On 24 November 2008 the Commission approved a
package of rescue measures in favour of JSC Parex
Banka (hereinafter ‘Parex’ or the bank). Changes to the
rescue measures were approved by the Commission on
11 February 2009 and 11 May 2009. Latvia notified a
restructuring plan for Parex on its due date of 11 May
2009.

II. FACTS

The beneficiary of the aid, Parex, is the second largest bank
in Latvia in terms of assets. It is a universal bank offering
the full range of banking products directly and through
specialised subsidiaries. The bank was founded in 1992
and was majority owned by two individuals, before the
Latvian State took over their shares. Parex has branches
in Stockholm, Tallinn, Hamburg and Berlin and 11 repre-
sentative offices in 9 other countries. Parex’ loan portfolio
grew at a compound annual growth rate (CAGR) of 28 %
during Latvian economy’s boom in 2004-2008.

Parex ran into difficulties in October 2008 when the
financial environment deteriorated dramatically. Being the
largest Latvian bank without a strong foreign parent, Parex
suffered most from the lack of trust in the Latvian
financial sector with a loss of depositor confidence. The
run on deposits peaked at a daily outflow of EUR 100
million which resulted in a fall in deposits of 36 %
compared to end 2007 (mostly due to a run by
corporate depositors and individual residents). The
resulting shortfall in funding was replaced by State
liquidity measures.

(4)

When the current global financial and economic crisis
unfolded, Parex was more exposed than other banks. It
had a recent history of relatively risky banking embodied
by rapidly growing balance sheet relying to a significant
extent on lending expansion concentrated in real estate
sector, large loans and lending in CIS countries. This
resulted in higher overall riskiness of the bank’s loan
portfolio.

Following a due diligence exercise, the bank booked losses
amounting to LVL 131 million (EUR 185 million) in 2008
on group level compared to a profit of LVL 40 million
(EUR 58 million) in 2007. As of YE 08 total shareholder’s
equity fell by 65 % to LVL 77 million mainly because of
increased loan loss provisions and losses on the securities
portfolio.

Against this background, the Latvian authorities decided to
intervene in Parex in the interest of financial stability.

Before providing the liquidity and other support, the
Latvian State took over an initial 51 % stake in the
bank. However, trust was not restored and the deposit
run continued. The government therefore acquired the
remaining 34 % held by the bank’s founders. On
11 November 2008 the State Treasury deposited
LVL 200 million with Parex in order to ensure sufficient
liquidity. Thereafter, the overall maximum amount of the
liquidity facility that could be made available to the bank
was increased to LVL 1,5 billion. In March 2009 the total
amount of the short-term liquidity support reached
LVL 873 million.
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(®)

(10)

(11)

(12)

(13)

Latvia also provided State guarantees for existing
syndicated loans. A recapitalisation measure, allowing
Parex to reach and maintain a Capital Adequacy Ratio
(CAR) of 11 % during the rescue phase consisting of a
capital injection by the State through a purchase of
newly issued ordinary shares and granting of a subor-
dinated loan was approved under the Commission
Decision of 11 May 2009.

As regards the restructuring plan submitted, it foresees the
implementation of a new strategy with the bank’s
operations being organised in the three main business
segments:  corporate, retail and private capital
management, deemed to be the future core segments of
Parex. The plan foresees a number of restructuring aid
measures such as the possibility to provide additional
liquidity support, further State guarantees as well as addi-
tional recapitalisation measures.

III. ASSESSMENT

The Commission proposes to initiate an investigation into
the restructuring plan of Parex. It considers that the
current plan is not sufficient in the areas of restoration
of long-term viability, own contribution by the beneficiary
and measures to limit the distortion of competition. It
invites interested parties to submit their comments on
this decision.

As regards viability, the restructuring plan lacks detailed
information for the Commission to ascertain the resto-
ration of long-term viability. In addition, it does not
outline sufficiently how the proposed restructuring
measures remedy the bank’s underlying problems.

As regards own contribution, the Commission questions
whether Parex is contributing sufficiently to the costs of its
restructuring. In particular, the use of disposals or asset
sales to raise funding seems to be limited at this stage.
Finally, there is no clear plan and date for the end of the
State aid measures and State’s majority ownership of the
bank.

As regards distortions of competition, the Commission
notes that Parex was the second largest bank in Latvia
and pursued a relatively aggressive business strategy
when the liquidity crisis emerged. The Commission
doubts at this stage that sufficient measures are taken to
offset the negative effects of the aid. Under the plan, the
bank will receive significant amounts of aid and envisages
a rapid regaining of its lost market shares in different
market segments, whilst also entering new market
segments. The Commission considers that a non-price
leadership clause and possible growth limitations in core
market segments, the further shrinkage of the bank’s
lending activities and hence a reduction of its currently
envisaged funding needs through deposits might be
needed to mitigate competition distortions.

TEXT OF LETTER

‘The Commission wishes to inform Latvia that, having examined
the information supplied by your authorities on the measure
referred to above, it has decided to initiate the procedure laid
down in Article 88(2) of the EC Treaty.

1. PROCEDURE

(1) On 10 November 2008 Latvia notified to the Commission
a package of measures in favour of JSC Parex Banka (here-
inafter “Parex” or “the bank”), designed to support the
stability of the financial system, which was approved on
24 November 2008 (1) (hereinafter “first Parex decision”).
On 26 January 2009, Latvia informed the Commission
about several changes to the public support measures to
JSC Parex Banka, which were approved on 11 February
2009 () (hereinafter “second Parex decision”). On
29 March 2009, Latvia notified to the Commission the
need for further changes to the recapitalisation measure,
which was approved by Commission Decision of 11 May
2009 (®) (hereinafter “third Parex decision”).

(2) On the final date of the rescue period, which ended on
11 May 2009 (¥, Latvia notified a restructuring plan for
Parex. On 5 June 2009 a request for information was sent
to the Latvian authorities. On 15 June 2009 a meeting was
held between the Latvian authorities and the Commission.
The documents provided by the Latvian authorities during
the meeting were registered on 16 June 2009. Latvia
replied partially to the above request for information by
letter of 7 July 2009, registered on the same day.

2. DESCRIPTION
2.1. The beneficiary

(3) The beneficiary, Parex, is a financial institution based in
Latvia. It is a universal bank offering the full range of
banking products directly and through specialised
subsidiaries. Parex is the second largest bank in Latvia in
terms of assets () and considered to be of systemic
importance for the Latvian financial system. The bank
was particularly active in business with non-resident (and
non-OECD, mostly CIS) clients, particularly in the deposits
segment.

(") See Commission Decision of 24 November 2008 in Case NN 68/08

Public Support Measures to JSC Parex Banka (O] C 147, 27.6.2009, p.

1).

(?) See Commission Decision of 11 February 2009 in Case NN 3/09
Modifications to the public support measures to JSC Parex Banka, 11 (O]
C 147, 27.6.2009, p. 2).

(}) See Commission Decision of 11 May 2009 in Case N 189/09

Modifications to the public support measures to JSC Parex Banka —

not yet published.

The Latvian authorities had committed to submit to the Commission

either a restructuring or liquidation plan within 6 months of the

granting of the first State aid rescue measure to Parex (see the first

Parex decision). Since this had occurred on 11 November 2008,

when the State Treasury had deposited LVL 200 million with

Parex in order to ensure sufficient liquidity, the end of the 6-

month rescue period (and due date for the submission of the restruc-

turing plan) was on 11 May 2009.

(®) In 2008 the bank had a consolidated balance sheet total of LVL 3,5
billion (EUR 4,9 billion).

<=



6.10.2009 Official Journal of the European Union C 239/13

)

The bank was founded in 1992 and was majority owned
by two individuals until the current financial crisis, when
due to the bank’s difficulties the Latvian authorities decided
to partly nationalise the bank and to provide public
support measures in favour of Parex. Parex was
nationalised through acquisition of a 84,83 % stake by
the Government of Latvia in November and December
2008. After the recapitalization measure approved as
rescue aid, the Latvian State increased its participation in
Parex up to about 95 %. The rest of Parex’ shares are
owned by institutional investors.

Parex is the parent company of the Parex Group and it
accounts for 98 % of the group’s assets. The Parex Group
is currently present in 15 countries through operating
subsidiaries or, in certain cases, representative offices.
The bank has branches in Stockholm, Tallinn, Hamburg
and Berlin and 11 representative offices in 9 other
countries. Operations in Sweden and Germany are
limited to taking of deposits. The bank owns leasing
companies in all three Baltic States since 2003. It has
acquired six leasing companies in CIS countries (°)
(Russia, Ukraine, Belarus and Azerbaijan) to offer both
operating and financial leases to its clients. The group’s
asset and pension fund management activities are
principally carried out through IPAS Parex Asset
Management  (‘PAM”), which provides investment
management and advisory services to local and foreign
high net worth individuals, corporations, mutual funds,
pension funds, insurance companies, foundations and
endowments. The Swiss private banking subsidiary AP
Anlage & Privatbank AG provides specialised private
banking services to Latvian and other international
customers.

Parex’ loan portfolio grew at a compound annual growth
rate (CAGR) of 28 % during Latvia’s credit boom (2004-
2008). While historically the bank focused on corporate
lending, over the last three years it has been expanding the
retail book, particularly mortgages. The loan portfolio of
the bank is relatively concentrated with the real estate
sector representing 26 % of the gross loan portfolio as
of year end 2008 (YE 08). In addition, more than half
of the retail loans, which amount to 33 % of the portfolio,
are mortgage loans. Parex’ real estate exposure is in line
with the Latvian market where lending growth over the
last two years has been in parallel to the real estate boom.

2.2. Financial difficulties of the bank

Parex ran into difficulties in October 2008, when the
financial environment deteriorated dramatically. Parex, as
the largest Latvian bank without a strong foreign parent,
suffered most from the lack of trust in the Latvian
financial sector with a loss in depositor confidence.
However, it must be noted that even when the liquidity
tensions emerged, the bank continued the dynamic growth
of the loan portfolio assuming easy access to wholesale
funding. Overall, in the absence of significant long-term
funding, the bank’s maturity mismatch between assets and
liabilities was very significant, as the funds collected on

(°) Commonwealth of Independent States.

very short-term deposits were lent for mostly real estate
related projects. The run on deposits peaked at a daily
outflow of EUR 100 million, which resulted in a fall in
deposits of 36 % compared to end 2007 (mostly due to a
run by corporate depositors and individual residents). The
resulting shortfall in funding was replaced by State
liquidity measures (').

(8) Parex sought government assistance in early November
2008 when it faced a severe liquidity crisis. Before
providing liquidity and other measures, the Latvian State
took over an initial 51 % stake in the bank. However, trust
was not restored and the deposit run continued. This
forced the government to acquire the remaining 34 %
held by the bank’s founders. In total, the Latvian State
acquired the bank’s shares, which represent 84,83 % of
the bank’s paid-up share capital, at a symbolic total
purchase price of LVL 2 (EUR 3). Due to unstopping
bank run, limits on deposit withdrawals (partial deposit
freeze) were imposed and, as the Commission was
initially informed, these restrictions should have been
withdrawn by mid 2009. However, from the last
submission of 7 July 2009, it can be inferred that they
are still in place.

(9) The [...] (*) report prepared by an external consultant on
26 January 2009, which was submitted with the restruc-
turing plan, identified the following issues that need to be
addressed by the bank:

(a) a risk that customer deposits continue to decline,
notably when withdrawal limits, put in place by the
regulator, are lifted;

(b) expected further increase in non-performing loans
(NPL) due to continuing economic downturn and
stress in the real estate markets (NPL percentage has
increased from 0,9 % as at year end (YE) 2006 to
4,4 % as at November 2008);

(c) significant level of real estate exposure (44 % of the
bank’s gross loan portfolio was for lending on real
estate projects) combined with past practice of the
bank to lend [...] (®) as opposed to borrowers’
financial fundamentals. The real estate market is still
expected to decline. In addition, the consultant noted
that a substantial part of the real estate related loans
had [...] (). This is indicative of the substantial risk
within the portfolio with respect to real estate, both in
terms of [...];

() In addition, by the end of 2008 the bank had in its accounts

significant balances payable to central banks. The Commission
lacks further information on this facility.

(*) Parts of this text have been deleted so as not to divulge confidential
information; they are indicated by a series of dots between square
brackets or a range providing for a non-confidential approximation
of the figure.

(®) The consultant has also noted [...].

(°) Moreover, up to December 2008 Parex considered the restructured
loans as non-impaired and did not allocate any provisions.
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(d) exposure to non-OECD borrowers — 36 % of loans () interest margin may be put under significant pressure
and 44 % of deposits are from non-OECD in a near term, since market interest rates are

customers (19). Certain of these markets (e.g. Ukraine)
have been particularly hard hit by the recent economic
crisis;

(e) concentration of loan portfolio. In addition to the real
estate exposure, large loans (> LVL 1 million) comprise
65 % of the bank’s total portfolio. As a result, the
default of any borrower can have a significant effect
on loan provisioning. Besides, more than half of Top
50 loans were provided to non-residents, including
[between 10 and 18] % in Russia, [between 7 and
12] % in Azerbaijan. Volatility of markets and unpre-
dictability of overall business development in the
above countries may result in a higher credit risk
attributable to the respective loans. The majority of
large loans have maturities of longer than one year
([between 60 and 90] %). Only [between 15 and
20] % have amortising repayment patterns. The
remainder have balloon payments at maturity or are
linked to specific project completions. Particularly
considering that many loans have deferred or capi-
talised interest periods, there is a limited payment
history on which to base a historical default analysis;

(f) potential impairment on held-to-maturity (HTM)
portfolio. Similarly to many banks, Parex retroactively
transferred a significant amount of the portfolio from
available-for-sale (AFS) to HTM in order to avoid the
fair market valuation adjustments downward. In spite
of the bank managements intention to hold the
portfolio to maturity, the consultant considers that it
is uncertain whether the bank will be able to hold
these securities to maturity. It has to be noted that
most of the securities are debt securities since most
equity investments (except for the investments in the
bank’s subsidiaries) have been already sold to avoid
further losses;

(g) additional adjustments might be necessary with regard
to real estate funds (held-for-trading (HFT) or available-
for-sale (AFS)). In addition, until March 2008, the bank
was a market-maker for some relatively high-risk CIS
securities. A number of those securities were very
rarely traded and, as a result of the lack of liquidity,
the bank was left with those instruments once the
markets dried up. Currently, those securities are part
of the investment portfolio. The majority of them are,
however, completely illiquid;

>

exposure to movements in exchange rates (many loans
are in foreign currencies and thus a significant
weakening of local currencies to EUR or USD may
increase distress on borrowers);

(i) depositor concentration. The Top-50 depositors
comprise one-third of all non-State deposits.

('%) Part of customers residing in CIS countries are high net worth

individuals (HNWI) [...].

decreasing whilst the bank’s liquidity concerns do
not allow it to reduce interest rate on deposits to a
similar extent. Additionally, State deposits as well as
the Bank of Latvia Lombard loan bear relatively high
interest.

(10) Following a due diligence exercise, the bank booked losses

(12

—

-

amounting to LVL 131 million (EUR 185 million) in 2008
on group level compared to a profit of LVL 40 million
(EUR 58 million) in 2007. As of YE 08 total shareholder’s
equity fell by 65 % to LVL 77 million mainly because of
increased loan loss provisions and losses on the securities
portfolio. As of YE 08, Parex’ Capital Adequacy Ratio
(hereinafter “CAR”) and Parex’ Group CAR was only
41% and 3,1 % respectively. Therefore, the bank was
not fulfilling its regulatory obligations for several months
before seeking an amended recapitalisation measure by the
State. Provisions as of YE 08 amounted to 6,4 % of gross
loan portfolio (GLP), well above the Latvian banking
market provisioning of 2,1 % reported by the regulatory
authority ('!). The bank has breached a number of
prudential requirements. Whilst some of the breaches
were remedied following the recapitalisation by the State,
some will still need to be remedied in the restructuring
phase, notably, with regard to the foreign currency open
positions limits, the liquidity ratio and the mandatory
reserve requirements. Due to non-compliance with
mandatory reserve requirement, the bank suffers penalty
fines which will substantially impact the current year’s
result.

It has to be noted that the bank had relatively high oper-
ational costs. Parex’ management historically focused on
business expansion and to this end expanded the bank’s
cost base substantially. This is illustrated by its cost-
income ratio when compared to the sector (65 % vs.
sector average of 43 % in 2007). Furthermore, high oper-
ational costs also resulted from excessive allowances to
shareholder managers.

2.3. The emergency aid measures

The previously approved rescue aid measures for Parex are
the following:

(@ on 11 November 2008 the State Treasury deposited
LVL 200 million with Parex in order to ensure
sufficient liquidity. Thereafter, the overall maximum
amount of the liquidity facility was increased to
LVL 1,5 billion. As a result, the bank was provided
with funds to acquire government debt securities, i.e.
liquid collateral to use in operations with the central
bank, which it did not have at the time. The remu-
neration and the initially set amount were revised in
the second Parex decision. In March 2009 the total
amount of the short-term liquidity support reached
LVL 873 million;

(") The figures are based on management, ie. prior to audited,

accounts for 2008.
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(b) subordinated loans up to LVL 200 million to address
capital needs (the measure was not carried out until
the third Parex decision, which restated the recapitali-
sation measure, see also point (d) below);
(c) guarantees covering two existing syndicated loans in Retai Canoats Private Capital e
the amount of EUR 775 million and new loans issued LA e
to refinance one of the above-mentioned syndicated
loans in the amount of EUR 275 million;
(d) a recapitalisation measure, allowing Parex to reach and [ Estona |

(14)

(15)

(13

maintain a Capital Adequacy Ratio (CAR) of 11 %
during the rescue phase consisting of a capital
injection by the State through a purchase of newly
issued ordinary shares and granting of a subordinated
loan (12).

2.4. Restructuring plan
2.4.1. Business strategy

The submitted restructuring plan covers a period from
2009 to 2013. It foresees the implementation of a new
strategy with the bank aiming to become a leading pan-
Baltic bank. Its operations will be organised in the three
main business segments: corporate, retail and private
capital management, deemed to be the future core
segments of Parex.

The bank defines the three Baltic markets as its domestic
market places and plans to take advantage of their simi-
larities, in spite of limited market presence to date, in
particular in Estonia, where it only held a 0,5 % share in
terms of total assets. In the Baltic market, Parex aims to be
the nearest, most easily accessible, local bank, focusing on
the retail business with private and corporate clients,
especially targeting the SME sector. The bank will use its
existing branch network to implement its strategy of
localness. Attractive rates and [...] marketing strategy (%)
shall support the growth path of Parex.

The bank’s future core business activities are shown in the
figure below.

(?) The amounts estimated at the time: LVL 140,75 million in the form

of ordinary shares, qualifying as Tier 1 capital, and LVL 50,27
million in the form of subordinated term debt, qualifying as Tier
2 capital. If further capital injections are necessary to preserve CAR
of 11 % during the rescue phase due to the currently unexpected
further provisioning, the same proportion between both capital
forms maximising the amount of Tier 2 capital in respect of Tier
1 will have to be preserved.

As regards the private capital management segment, the bank is
clearly positioning itself against [...] competitors ([...]), which are
said to be its closest competitors for non-resident clients. These
banks seem to have been benefitting from some clients that fled
Parex and Parex, according to the notified plan, aims to quickly
regain its previous position as the preferred Baltic financial insti-
tution for CIS-based clients. As regards lending more generally,
Parex aims at “cherry-picking of assets in an environment of
restrictive lending by competitors” throughout the period of
economic downturn, [...] (see p. 35 of the notified restructuring
plan as of 11 May 2009).

(16)

(18)

(19)

("9

However, by letter of 7 July 2009 Latvia informed the
Commission of the planned change in Parex’ business
strategy that consists in focusing of Parex lending activities
to the strategic sectors of the Latvian economy, State and
government institutions as well as companies that would
be co-financed by the European structural funds. It is
envisaged that Latvia would issue State guarantees to the
bank, providing financing for implementation of the State
aid loan programmes.

Parex considers all other international activities, such as its
Western European operations, the private capital
management in CIS and the leasing subsidiaries in CIS
as non-core activities. Parex is currently in the process of
identifying assets that can be segregated as non-core or
legacy and eventually run-off (') or sold (see section
2.4.6. below). Given the current market environment,
wherein the bank does not see possibilities for imminent
sale of assets, the restructuring plan foresees sustaining the
value of these operations in order for them to be spun off
at a later, yet unspecified, date. Before that, these inter-
national activities are stated to be necessary for a
successful restructuring of the bank mainly due to the
funding gap resulting from the run on the bank.

In this regard, the Latvian authorities consider that in the
near term the bank could not dispose of any deposit
taking operation. Notably, some of the current exposure
to Russia and other CIS lending markets should be
retained for loan portfolio diversification reasons. The
bank also seeks opportunities to attract retail funding
from the Western European subsidiaries by offering
competitive interest rates. As regards CIS clients’ retail
deposits, they are regarded as vital for the bank in the
short to medium term to achieve the funding targets of
the restructuring plan. In the long run, however, the bank
will implement a new business model as regards CIS
clients based on targeting higher value-added customers
to whom products and services with a higher profit
margin can be sold. Moreover, new loans to CIS based
customers [...].

To focus on its new core business, Parex plans to retain its
current footprint in the loans market but to restrict its
new lending to its core client segments. Loan books to
the sectors or geographies where the bank is over-exposed

A significant part of the loans is expected to be run-off based on

their maturities.
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(20)

(21)

(22)

(23)

*)

are planned to be decreased, notably in the real estate and
construction sectors and CIS (according to the latest
submission, it is planned to reduce CIS loans and leasing
portfolio by LVL [between 150 and 250] million and LVL
[between 100 and 200] million respectively by 2013).
However pursuant to the notified restructuring plan,
under the base scenario, the bank is planning to achieve
a larger net volume of loans both in total and in each of
the three above-mentioned segments by 2013. The balance
sheet would contract slightly only due to a decrease in the
securities’ portfolio. Under a negative scenario, the bank
would slightly contract its retail and corporate loans’
portfolio by 2013. Moreover, maintaining and improving
the liquidity and reducing the bank’s over-reliance on short
term funding, as well as a reduction of operating costs and
an improvement of risk management are said to be a top
priority for the bank during the restructuring phase. To
regain the lost deposit base the bank envisages pursuing
[...] pricing strategy, especially in relation to the top
corporate clients who are a substantial source of the
bank’s funds. Under the base scenario Parex plans to
achieve in 2013 a larger deposits volume than in the
pre-crisis year of 2007.

Nonetheless, the future private capital management activity
will have no geographical focus, even if in the long term
the Latvian home market is regarded as priority area. The
restructuring strategy of this business segment foresees the
broadening of the existing product range to increase the
fee generation [...]. Initially, Parex will offer its Private
Capital Management services for [...] low prices [...] (**).

Another corner stone of the restructuring process is [...]
and notably to achieve the goals that are set by the retail
segment. [...] aim to keep existing customers and to
attract new customers to widen the bank’s deposit base.
The bank thus intends to signal to the market a funda-
mental change of Parex. Nevertheless, in this regard no
clear decision seems to have been taken yet and the
work seems only to be starting.

Finally, the bank’s operational processes are to be
evaluated and optimized to utilise possible synergies.

2.4.2. Restructuring aid measures

Taking into account the risk of negative developments, the
Latvian authorities consider that liquidity support up to
LVL 1,5 billion may need to be provided to the bank.
Under the base scenario, the expected outstanding amount
at the end of the forecast period in 2013 is planned at
LVL 305 million. On the basis of the provided information
it is not clear when this support would be entirely repaid.
In the negative scenario, it is assumed that the repayment of
the funding could be delayed or the bank would require

“Initial pricing of Private Capital Management products will be [...]

low aiming to [...]." (see paragraph 3 on p. 44 of the notified
restructuring plan as of 11 May 2009).

(26)

(')

")

additional funding. Nonetheless, the Latvian authorities
envisage that under the negative scenario the State
liquidity measures would amount to a smaller amount of
LVL 217 million in YE 2013. In the alternative, i.e. optimistic
scenario (hereinafter “optimistic”), the liquidity support will
end in 2012.

The Latvian authorities plan to roll over the liquidity
support in the form of short-term deposits which have
been provided in the rescue phase (indicatively, the
maturity will be in the range of three months to one
year). In order to reflect normal market conditions and
the bank’s risk profile, the Latvian authorities intend to
adjust the remuneration mechanism for renewed
deposits. In this regard, the Latvian authorities use as a
benchmark the interest rate obtained under the
renegotiated syndicated loan agreements, which are State
guaranteed. The interest rate is a sum of a short-term
floating base rate (currently 1 month EURIBOR) and 3 %
fixed spread.

The interest rate for liquidity measures in EUR will be set,
by analogy to the abovementioned interest rate, as the
sum of the following components: (i) short term floating
base rate EURIBOR ('¢); (i) 3 % fixed spread; (iii) 44,8 bps
(the same as for A-rated fundamentally sound banks) and
(iv) 50 bps add-on fee. As a result, the remuneration as set
in the rescue phase increases by around 180 bps, since the
previous element of remuneration representing credit
spread for Latvia over EUR mid-swaps, then at 120 bps,
is replaced by the above-mentioned fixed spread of 3 %.
However, if the fixed spread of 3 % is eventually lower
than the credit risk spread over benchmark
EURIBOR/mid-swap rate for further public borrowings,
the fixed spread will be accordingly adjusted upward to
the higher credit risk spread in order to reflect the Latvian
government’s actual funding costs. In any case, the interest
rate for deposits will not fall below the interest rate
applied for the last received tranche of the loan to Latvia
under the Economic Stabilisation and Growth Programme.

The interest rate for liquidity measures in LVL will remain
unchanged as set in the rescue phase. It amounts to the
sum of: (i) an annual yield of the most recently issued
domestic T-bills; (i) 44.8 bps; and (iii) 50 bps add-on fee.

All State liquidity measures in Parex are guaranteed by
good quality loans, i.e. standard loans paid back without
any delay as well as supervised loans repayment of which
can be delayed in principle no more than 30 days (90
days, if the secondary source of loan repayment is reliable).
The proportion between a pledge and deposits should not
be less than [...] (V). In case of some impairment,
amendments in the pledge agreement are to be made.

The EURIBOR maturity used for establishing the interest rate is

aligned to the maturity of the State short-term liquidity measures,
which are rolled over in the medium-term.

E.g., as on 1 July 2009 the total amount of liquidity measures of
LVL 646,3 million were secured by the pledged assets amounting to
LVL [...] million.
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(28) As regards State guarantees, in both the base and the negative scenario they are envisaged to be
terminated by YE 2011. Based on the base scenario of the notified restructuring plan, the bank
may, however, require additional State guarantees in respect of the outstanding Eurobonds,
amounting to LVL 89 million. Moreover, in the optimistic scenario, the restructuring plan envisages
more significant State guarantees to be provided in respect of funding to be obtained from inter-
national financial institutions including, amongst others, the European Investment Bank. In this
scenario it is planned that the State guarantees would remain beyond the end of the forecast
period and at YE 2013 the State guarantees would amount to LVL 200 million.

(29) The remuneration for new or renewed guarantees has not been specified explicitly. As for existing
guarantees, no adjustment of the pricing methodology applied under the rescue phase is foreseen ('8).

Table 1

State liquidity measures and guaranteed loans (the balances at the year end)

LVL’000 2009 2010 2011 2012 2013

Base Scenario

State liquidity measures 600 814 575 814 525 814 472 475 305121

State guaranteed loans 470 271 252 402 — — —

Negative Scenario

State liquidity measures 625 814 625 814 625 814 489 334 216 702

State guaranteed loans 381271 163 402 — — —

Optimistic Scenario

State liquidity measures 600 814 575 814 384 439 203 397 —

State guaranteed loans 381 271 263 402 200 000 200 000 200 000

(30) As regards additional recapitalisation measures, the restructuring plan envisages that by the end of
2009 Parex will receive additional LVL 24 million of share capital. According to the negative scenario,
the bank may need additional share capital in the amount of up to LVL 25 million to ensure a Capital
Adequacy Ratio (CAR) of 9 % for the bank and additional LVL 32 million to ensure a CAR of 11 %.
This is, however, not in line with the stress testing exercise of the supervisory authority, as orally
presented in the meeting with the Latvian authorities of 15 June 2009, which shows higher capital
needs (19).

(31) Furthermore, the restructuring plan assumes that Parex will receive also additional LVL 12 million in
subordinated loans (*°). To date the remuneration for the additional capital has not been specified.

('8) The restructuring plan refers to the guarantee scheme for banks in Latvia approved by Commission Decision of
22 December 2008 in State aid case N 638/08 (O] C 46, 25.2.2009), the prolongation of which until 31 December
2009 was subsequently approved by Commission Decision of 30 June 2009 in State aid case N 326/09 — not yet
published. However, the scheme excludes the possibility of guarantees being granted to Parex.

(") Under the restructuring plan the overall amount of the capital to be injected into Parex is not clear. The restructuring
plan (part 2) suggests that in the negative scenario Parex will receive LVL 49 million (LVL 24 million plus LVL 25
million) in total. The descriptive part of the financial projections for the base scenario indicates that Parex will be
provided with LVL 42 million of the share capital. The summary of the financial projections states that depending on
the scenario, additional share capital in the range of LVL 27-57 million could be necessary. However, the tables on
solvency included in the financial projections show that the expected capital injection would sum up only to around
LVL 24 million.

(2%) The descriptive part of the financial projections for the base scenario indicates that Parex will be provided with
LVL 17 million of subordinated loans.
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The financial projections comprise bottom-up forecasts of
business volumes by customer segments (the latest
submission refers to volumes for the following business
segments: retail banking, corporate banking and private
capital management, split according to geographical
segments, currencies, standard vs. credit card loans). The
Latvian authorities state that business managers of
respective units have forecasted loans and deposits in
these segments under three different scenarios based on
the bank’s strategy of restoring lost market share (*1).

C 239/18
2.4.3. Financial projections

(32)

(33)

On the basis of the information provided by Latvia, the
base scenario relies on the following assumption:

— increase to a pre-crisis level of the current base of
customer deposits by [...] (implying a compound
annual growth rate (CAGR) of [between 11 and
17] %),

— net loans and receivables’ growth at CAGR of [between
2 and 5] %,

— running-off the securities portfolio from (between
800 000 and 1000 000) at YE 2008 to (between
170 000 and 220 000) by YE 2013,

— sale of assets is not included, except for the disposal of
several corporate loans in 2009 (amounting to in total
LVL (between 40 and 50) million),

— net interest income volume growth at CAGR of
[between 20 and 30] %,

— limited growth in funding from other financial insti-
tutions up to LVL (between 40 and 70) million until
2013,

— syndicated loans and Eurobond repaid on their
maturity by year end 2011 and 2011 respectively.

(34) As provided by Latvia, the negative scenario and the opti-

mistic scenario rely on the following assumptions as
compared to the base case:

The negative case

— provisioning level is increased by 30 % vs. current
level,

— deposit growth is reduced by 30 % if compared to a
growth level in the base case,

— [between — 1 and 2] % loan growth post 2009 (except
for corporate CIS loan portfolio which is reduced in
line with base case (2)),

— Eurobond repaid by year end [...].
The optimistic scenario

— raising LVL [between 170 and 220] million financing
from international financial organizations (with a State
guarantee though, see above),

— increase in inter-bank balances to LVL [between 50
and 90] million (in line with [...] levels),

— net loans at YE [...] and YE [...] are comparable.

(35) According to the base scenario and negative scenario the

main indicators of Parex will develop as shown in the table
below.

Financial Projections

LVL'000 Base case
2008 2009 2010 2011 2012 2013
Total Balance sheet 3418039 [2 600 000- [2 600 000- [2 000 000- [2 000 000- [2 100 000-
3100 000] 2 900 000] 2 800 000] 2 800 000] 3 000 000]
Net loans and receivables 1680051 [1 400 000- [1 200 000- [1 000 000- [1 100 000- [1 200 000-
1700 000] 1500 000] 1 600 000] 1700 000] 1 800 000]
Net profit/loss (124 008) [loss] [loss] [profit] [profit] [profit]
Net interest margin 2,6 % [0,9-1,4] % [0,2-1,4] % [0,5-2,7] % [2,0-3,3] % [3,0-3,9] %

(®!) The provided financial projections are unconsolidated and in

principle do not include the Parex’ Group.

(??) The plan does not provide explanation on the means by which the
CIS loan portfolio is decreasing as information provided is not

detailed enough (see the assessment part)).
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LVL'000 Base case
2008 2009 2010 2011 2012 2013
Return on average equity nm nm nm [...] % [> 15] % [> 20] %
(ROAE)
Cost/income ratio 85,7 % [80,0-85,0] % | [70,0-78,0] % [50,0-57,0] % [43,0-51,0] % [37,0-45,0] %
Loans growth rate (3,4 %) [negative] [negative] [- 6,0-5,0] % [>1] % [>5] %
Customer deposits growth | (36,2 %) [negative] % [>10] % [>9] % [> 10] % [>10] %
rate
CAR (1) 410% [>= 8] % [> 9] % [> 11] % [> 12] % [>11] %
(1) The ratio provided is on a standalone basis.
LVL'000 Negative case
2008 2009 2010 2011 2012 2013

Total Balance sheet 3418039 [2 600 000- [2 350 000- [2 000 000- [2 000 000- [2 100 000-

2 800 000] 2 700 000] 2 500 000] 2 500 000] 2500 000]
Net loans and receivables | 1680 051 [1 300 000- [1 200 000- [1 300 000- [1 200 000- [1 100 000-

1700 000] 1 600 000] 1 600 000] 1 500 000] 1500 000]
Net profit/loss (124 008) [loss] [loss] [...] [profit] [profit]
Net interest margin 2,6 % [1-1,4] % [0,1-1,2] % [0,2-2,5] % [1,8-3] % [2,5-3,71 %
Return on average equity nm nm nm [...] % [> 10] % [> 20] %
(ROAE)
Cost/income ratio 85,7 % [82,8-94] % [79-99] % [59-78] % [47,1-57,3] % [40-50] %
Loans growth rate (3,4%) [..]% [..1% [...]% [...] % [...]%
Customer deposits (36,2 %) [<-4] % [> 6] % [> 8] % [> 10] % [> 8] %
growth rate
CAR 410% [> 8] % [..]% [> 9] % [> 10] % [> 15] %

(37
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The restructuring plan does not include a stress test carried
out by the supervisory authority, which would reflect, in
particular, all exposures, macroeconomic risks, the exit of
the State aid and other market risks for the whole length
of the restructuring period (»3).

Parex’ business strategy is not based upon market studies
developed by an independent expert. According to Latvia,
in the current economic circumstances, it is highly unlikely
that any reliable institution will publish forecasts for more
than the next two years. The same stands for the more
detailed projections related to the banking sector. Since
Parex’ operations in other countries are not significant
and are irrelevant in terms of market shares, Latvia states
that it is unreasonable to commission external studies.

(*%) In this context, it should be noted that the Latvian State is subject

to a balance of payment financial assistance facility which is condi-
tional on the implementation of a strict programme of economic
and budgetary adjustment (see Commission press release IP/09/323
of 25 February 2009).

=

Instead, the Latvian authorities intend, in cooperation
with an investment bank (acting as Parex’ consultant) to
build a reasonable set of independent projections and,
using Parex’ historic data on market shares, develop
future market shares forecasts.

2.4.4. Exit strategy

In April 2009, the Latvian authorities signed an agreement
to sell 25 % plus one share of the bank’s equity to the
EBRD. The EBRD intends to be a long-term investor and
participate in the development of the Bank and ultimately
return it to the private sector. Based on the information
provided, the deal has not yet been completed (24).

(**) Subject to the conclusion of legal documentation, the EBRD

package would include the acquisition of 25 percent plus 1 of
ordinary shares of Parex Bank for LVL 59,5 million (EUR 84,2
million) and a subordinated loan of EUR 22 million qualifying as
Tier 2 capital. Following its capital injection the EBRD will be
represented at Parex Bank’s supervisory board with a nominee
director.
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(39) In the context of the third Parex decision, the Latvian

authorities stated that it is their intention that the State
would sell Parex’ shares as soon as possible once the exit
price is reasonable and achievable, but not later than after
a period of three years since the first rescue measures were
provided to Parex. To this end, an investment bank has
been entrusted to support this process. The Latvian
authorities and the investment bank declare that they
will use best efforts to run an efficient process that
should allow the closing of the transaction by the end
of 2009. The investment bank will contact a wide list of
potential investors. This will include Western European
banks who have a presence in Eastern Europe, Eastern
European banks looking to expand in the region, the
larger Russian banks as well as private equity investors
who are targeting financial services. Ahead of the
process the investment bank will remain open to
receiving pro-active approaches and determine jointly
with the Latvian authorities whether to consider initiating
any bilateral discussions before September. However, in its
latest submission of 7 July 2009, Latvia expressed certain
doubts as for the possibility of Parex' quick privatisation
related, among others, to Latvia’s and the world economic
situation and short term challenges such as potential
deposit outflows [...] and closing of the EBRD’s
investment.

2.4.5. Burden sharing

The restructuring plan does not identify restructuring costs
and does not explain in detail how these costs are to be
covered. It assumes the EBRD’s capital investment in Parex
and ultimately also its return to the private sector. The
potential private buyer will supposedly replace the
granted State aid with its own funds. However,
according to the Latvian authorities, it cannot be
excluded that some State aid measures will be retained
even after the privatisation.

2.4.6. Measures to limit the distortions of competition

As mentioned above, Parex is currently in the process of
identifying assets that can be segregated as non-core or
legacy and eventually run-off or sold. According to the
latest submission of the Latvian authorities of 7 July
2009, the legacy and non-core assets initially intended
for the run-off or sale amount to LVL [between 650 and
950] million. According to the Latvian authorities,
however, the restructuring plan does not provide any
reserves for spin-offs that decrease capital, therefore any
spin-off under that plan should be done in a “capital-
neutral” manner. None of the buyers approached to date
were willing to continue negotiating based on the terms
offered by the bank and expressed the need for [...], which
was considered not feasible by the bank taking into
account its capital position. Among the assets Parex
plans to include are c. LVL [between 150 and 250]
million of CIS loans in addition to the complete CIS
leasing portfolio (LVL [between 100 and 200] million)
and a significant proportion of the securities portfolio
(LVL [between 90 and 400] million). LVL [between 650
and 900] million represents ~ [...] % of Parex’ assets as of
March 2009. The timeline for this disposal was not
specified by the Latvian authorities to date.

=

=

~

=

(47)

=

(42) In addition, it has to be noted that the notified restruc-

turing plan submitted by the Latvian authorities provides
that the business synergies between private capital
management and other divisions are [...]. Therefore,
according to the Latvian authorities, the spin-off of the
private capital management division could be potentially
envisaged. The Latvian authorities also noted that this
business segment does not constitute part of the future
activities of Parex as envisaged by the EBRD.

As for the behavioural constraints Latvia undertakes that
Parex will not invoke State support as a source of
competitive advantage when marketing its financial offer.

Latvia also indicates in the latest submission of 7 July
2009 that Parex will not be an overall price leader in its
core markets. Latvia submits that this does not exclude the
bank providing attractive terms to its customers for a
limited period of time and for specific products increasing
overall profitability of the specific client or client group.
This statement, however, would seem to be in contra-
diction to the basic assumption of Parex’s restructuring
plan and its current operation (*°).

Regarding an adequate remuneration, the Latvian
authorities propose the adjusted methodology for pricing
the liquidity support. However, the Latvian position on the
remuneration of other State measures envisaged in the
restructuring plan is not clear (see section 2.4.2 above).

3. ASSESSMENT OF THE AID
3.1. Existence of aid

As stated in Article 87(1) EC, any aid granted by a
Member State or through State resources in any form
whatsoever which distorts or threatens to distort
competition by favouring certain undertakings or the
production of certain goods shall, in so far as it affects
trade between Member States, be incompatible with the
common market, save as otherwise provided in the Treaty.

The Commission notes that Parex is involved in cross-
border and international activities, so that any advantage
from State resources would affect competition in the
banking sector and have an impact on intra-Community
trade.

In line with the assessment of the rescue measures granted
to Parex (see decision of 24 November 2008 (2°)), which
are to be maintained during the restructuring phase, the
Commission agrees with the position of Latvia that the
State measures provided and to be provided to Parex in

(*%) The currently offered interest rates by Parex seem to be much

higher than those of its main competitors in all three Baltic
States for most of the maturities and currencies.

(*%) As amended by the second Parex decision and the third Parex

decision).
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(52)

the context of its restructuring in the form of State
guarantee, liquidity measures and capital injection
constitute State aid pursuant to Article 87(1) EC.

3.2. Compatibility of aid

As regards the consideration of the Latvian authorities that
all additional State guarantees for Parex will be provided
under the State guarantee scheme approved by the
Commission on 22 December 2008 (%), the Commission
considers that this is not covered by the approved Latvian
guarantee scheme. The Latvian guarantee scheme applies
to emergency aid measures. However, further State guar-
antees as well as the maintenance of the State guarantees
granted in the rescue phase are beyond the initial 6
months’ rescue period, which ended with the submission
of the restructuring plan for Parex by the Latvian
authorities on 11 May 2009. Thus, these measures do
not constitute an emergency measure but a measure that
is part of the restructuring. The State guarantees therefore
have to be assessed as ad hoc aid in the context of the
present restructuring.

3.2.1. Application of Article 87(3)(b) EC

Latvia claims that the aid should be assessed on the basis
of Article (87)(3)(b) EC. Latvia considers that Parex is a
bank with systemic relevance since it is the second largest
bank in Latvia in terms of assets. In addition, the Latvian
authorities underline that Parex is the main bank involved
in non-resident deposit business, which is of significant
importance for the Latvian economy (40 % of total
deposits are non-domestic, mostly from CIS). The
support measures were necessary in order to remedy a
serious disturbance of the Latvian economy.

Article 87(3)(b) EC enables the Commission to declare aid
compatible with the Common market, if it is aimed at
remedying “a serious disturbance in the economy of a
Member State”. The Commission recalls that the Court
of First Instance has stressed that Article 87(3)(b) EC
needs to be applied restrictively and must tackle a
disturbance in the entire economy of a Member State (%9).

On 13 October 2008 the Commission adopted a
Communication on the application of State aid rules to
measures taken in relation to financial institutions in the

See reference in footnote 18.

()
(*9)

Cf. See, in principle, Joined Cases T-132/96 and T-143/96 Freistaat
Sachsen and Volkswagen AG Commission [1999] ECR 11-3663,
paragraph 167. Followed in Commission Decision in Case C
47/96, Crédit Lyonnais, point 10.1 (O] L 221, 8.8.1998, p. 28),
Commission Decision in Case C 28/02 Bankgesellschaft Berlin,
points 153 et seq.,, (O] L 116, 4.5.2005, p. 1), and Commission
Decision in Case C 50/06 BAWAG, not yet published, point 166.
See Commission Decision of 5 December 2007 in Case NN 70/07,
Northern Rock (O] C 43, 16.2.2008, p. 1), Commission Decision of
30 April 2008 in Case NN 25/08, Rescue aid to WestLB (O] C 189,
26.7.2008, p. 3), Commission Decision of 4 June 2008 in Case C
9/08 SachsenLB, not yet published.

(55)

)

N

context of the current global financial crisis (“Banking
Communication”) (*%). In the Banking Communication
the Commission acknowledges that, in light of the
severity of the current crisis in the financial markets and
of its possible impact on the overall economy of Member
States, Article 87(3)(b) EC is, in the present circumstances,
available as a legal basis for aid measures undertaken to
address this systemic crisis.

In addition, in its decisions approving the Latvian
guarantee scheme and the rescue aid in favour of Parex
the Commission considered that Article 87(3)(b) applies.

The Commission assumes therefore, due to the systemic
relevance of Parex, that not granting State aid to Parex
would have led to a serious disturbance in the Latvian
economy. On the basis of the above, the Commission
concludes that Article 87(3)(b) EC can be applied in the
case at stake and that the notified aid measures should be
assessed on this basis.

3.2.2. Compatibility under Article 87(3)(b) EC

As the Commission has set out in the three Communi-
cations adopted in the context of the current financial
crisis (%), aid measures granted to banks in the context
of the ongoing financial crisis should be assessed in line
with the principles of the rescue and restructuring aid
Guidelines, while taking into consideration the particular
features of the systemic crisis in the financial markets (3!).
That means that the principles of the rescue and restruc-
turing aid Guidelines may have to be adapted when
applied to the restructuring of Parex in the present crisis,
which is assessed on the basis of Article 87(3)(b) EC.
Within this context attention should be given to the
rules set out in the rescue and restructuring aid Guidelines
for own contribution. Given the fact that the external
financing for Parex has dried up and that the 50 %
requirement set in rescue and restructuring aid Guidelines
appears unfeasible in the current economic setting, the
Commission accepts that during the crisis in the
financial markets it may not be appropriate to request
that the own contribution represents a predefined

(?) Commission Communication on “The application of State aid rules

to measures taken in relation to financial institutions in the context
of the current global financial crisis”, adopted on 13 October 2008
(O] C 270, 25.10.2008, p. 8).

Communication from the Commission — Application of the State
aid rules to measures taken in relation to financial institutions in
the context of the current global financial crisis, points 10, 32, 42
(O] C 270, 25.10.2008, p. 8); Communication from the
Commission — Recapitalisation of financial institutions in the
current financial crisis: limitation of aid to the minimum
necessary and safeguards against undue distortions of competition,
point 44 (O] C 10, 15.1.2009, p. 2). Communication from the
Commission on the Treatment of Impaired Assets in the
Community banking sector, point 17 and 58 et seq. (O] C 72,
26.3.2009, p. 1).

See explicitly the Banking Communication — Application of the
State aid rules to measures taken in relation to financial institutions
in the context of the current global financial crisis, point 42 (O] C
270, 25.10.2008, p. 8).
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proportion of the costs of restructuring. Furthermore, the
design and implementation of measures to limit distortion
of competition may also need to be reconsidered in so far
as Parex may need more time for their implementation
due to the current market circumstances.

As the Commission has indicated in previous guidance, the
depth of restructuring required to return to viability is
likely to be in direct proportion, on the one hand, to
the scope and volume of the aid provided to Parex and,
on the other, to the fragility of its business model (2.

3.2.3. Restoration of long-term viability

The restructuring plan must provide a credible basis on
which it can be expected that the viability of the company
will be restored within a reasonable time span. In other
words, it must enable the bank to “stand on its own feet”,
without continued State support. At this stage the
Commission is unable to conclude that it is likely that
this will be ascertained.

More specifically, the Commission’s doubts on the resto-
ration of viability are based on the following elements.

First, the Commission invites the Latvian authorities to
clarify how and when the bank would re-establish
compliance with relevant regulatory requirements (see
paragraph (10) above).

Second, the Commission considers that the restructuring
plan needs to address more thoroughly the risk factors
identified in the [...] report drawn up by the external
consultant (see paragraph (9) above). The notified restruc-
turing plan does not seem to clarify how these issues will
be addressed during the restructuring phase. Hence, the
Commission invites the Latvian authorities to compre-
hensively address all the above-mentioned risk factors.
Notably, with respect to non-OECD loans, large loans
and real estate related loans, the Commission would like
to obtain from the Latvian authorities further information
on performance of these sub-segments of loans to date as
well as their forecasted net growth, repayment and provi-
sioning levels during the restructuring period. At this stage,
the Commission agrees with the external consultant’s
considerations that the Probability of default (PD) and
Loss-given-default (LGD) ratios should not be more opti-
mistic than the respective average ratios in the banking
sector in Central and Eastern Europe.

See paragraph 44 of the Communication from the Commission —

Recapitalisation of financial institutions in the current financial
crisis: limitation of aid to the minimum necessary and safeguards
against undue distortions of competition.

(61) Third, the Commission has doubts on how the bank will

-

=

manage the lifting of deposit withdrawal restrictions. It
observes that the previously estimated end date for such
restrictions seems to be postponed and invites the Latvian
authorities to provide a strategy in this regard.

Fourth, the notified restructuring plan does not have a
clear focus and in the base scenario seems to be built on
an expanding business strategy for all lending segments
with the exception of [...] as illustrated by the financial
projections with regard to the net loans and receivables
over the restructuring period. At this stage the
Commission observes that the restructuring plan does
not provide for abandoning or significant reduction of
all more risky activities, such as lending to high net
worth individuals in CIS countries, either. Due to the
lack of detailed projections, the Commission cannot
assess at this stage whether the exposure to the
mortgage lending business or lending to other sectors
currently experiencing particular difficulties will be
decreased during the restructuring exercise (see paragraphs
(66) et seq. below). For instance, the bottom-up financial
projections provided as on 7 July 2009 show a growth in
lending to CIS clients in the private capital management
segment in spite of the general indication in the restruc-
turing plan that [...]. Furthermore, the Commission doubts
that the liquidity constraints are duly reflected in the
bank’s restructuring strategy with regard to new lending.
Notably, given the fact that the restructuring plan aims to
restore the previous size of the gross loan portfolio, Parex
needs significant funds, which could only be achieved
through a slower reduction of the State funding and/or
by assuming a rapid restoration of lost deposit volumes.
As a result, the Commission at this stage considers that a
smaller scale and more focused bank might provide a less
costly andfor less distortive alternative solution whilst
preserving financial stability.

To address funding concerns, the deposits volumes are
forecasted to increase for all sub-segments. In particular,
a twofold increase is envisaged for the largest private
capital management deposits sub-segment by YE 2013
as compared to YE 2009. The Commission doubts
whether this is realistic and whether this can be achieved
only through “service and innovation”. Furthermore, the
Commission observes that the bank seems to expand all
deposit raising activities, including through its Western
European subsidiaries. At this stage, the Commission
doubts whether this is cost efficient. Therefore, the plan
seems to be depending on rather optimistic assumptions
as to future operating conditions. As a consequence, the
Commission invites the Latvian authorities to reconsider
the restructuring plan for the bank in this regard and to
justify all substantial increases of assets and funding
categories.

In relation to the above, the Commission has doubts on
the assumptions on the bank’s penetration in different
market segments and would seek further information on
this aspect.
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(65) Fifth, given the significant maturity mismatch of the bank’s

(68
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assets and liabilities to date, the Commission doubts
whether the reliance on deposits alone can provide for a
sustainable long-term solution for the bank. It seems that
the bank would also need more long-term and stable
means of financing. In this context, the Commission
considers that the restructured bank should be able to
compete in the marketplace for capital and/or long-term
debt funding on its own merits.

Finally, the financial projections comprise bottom-up
forecasts of business volumes by customer segments.
Due to the use of such approach, it is unclear to the
Commission what underlying assumptions were used
with regard to gross and net new lending, provisioning
levels, and macroeconomic assumptions, notably with
regard to real estate market developments. The separation
between previously dominating large loans and currently
targeted SME loans is not visible either. The impact of the
interest rate margin on net income and the assumptions
related to the increase of commission income are not
comprehensible either. In other words, the Commission
does not see the link between the assumptions provided
in the notified plan and the resulting financial forecasts for
the whole bank during the restructuring period.
Furthermore, some of the assumptions, ie. concerning
the interest rates on different loans and deposits, provide
for swings over the restructuring period, which are not
explained in the plan.

In the light of the above, the Commission is not able at
this stage to ascertain how the increases in different
segments of loans and income may be explained.
Notably, the Commission has not been made aware of
how the significant exposure to the real estate sector in
the context of the ongoing economic crisis, the projected
low price strategy and relatively expensive funding costs
would impact the financial projections of the bank. In this
respect, the Commission notes that a high price strategy in
funding is likely to have a negative effect on the bank’s
margin and has doubts whether this has been duly
reflected in the bank’s restructuring strategy.

In addition, the Commission has not been provided with
the results of the stress testing by the Regulator. The
Commission has not been provided with the full list of
assumptions underlying the base case, the negative case
and the optimistic case either (notably, macroeconomic
assumptions on projected development of the real estate
sector, loss provisions by subcategory of loans, other
factors explaining substantial increases in fee income or
substantial decreases in expenses). In this regard, in view
of the severe nature of the present economic crisis in
Latvia with a contraction of the economy of 4,6 % in
2008 and a predicted contraction of 15 % in 2009 (*3),
the Commission needs to underline the importance of
adequate stress testing. The Commission’s assessment will
take into account the uncertainties of the underlying

(**) The forecasted GDP is taken as from the notified restructuring plan

(p. 24).
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assumptions about the further macroeconomic devel-
opment in general, including the real estate sector. The
Commission invites the Latvian authorities to clarify why
the negative case provides for less State aid than the base
case (see table 1 above which shows that: (a) for the whole
period, the amount of State guaranteed loans is less in the
negative scenario than in the base one; and (b) for 2013,
the amount of State liquidity measures is lower in the
negative scenario than in the base one).

As regards the portfolio of securities, which is envisaged to
decrease substantially under all three scenarios, the
Commission observes that the majority were reclassified
to held-to-maturity (HTM). Therefore, it is not clear
whether securities are projected to mature or to be sold
and invites the Latvian authorities to provide information
on this issue.

At this stage, the Commission has therefore not been able
to assess in sufficient detail the restructuring plan and to
verify whether it was made on the basis of realistic
assumptions as to future operating conditions. The
Commission observes that even the partially revised and
more segregated financial projections submitted by the
Latvian authorities on 7 July 2009 are not detailed
enough. Therefore, the Commission invites the Latvian
authorities to submit the financial projections wherein all
the relevant and significant segments would be visible also
including deposits from institutional customers (munici-
palities, public sector enterprises and State institutions).

3.2.4. Avoidance of undue distortions of competition

Measures to limit distortions of competition in banking
restructuring cases must be in proportion to the distortive
effects of the aid. In particular, the nature and form of
these measures need to reflect the amount of the aid and
the conditions and circumstances under which it was
granted and, second, the characteristics of the market or
markets on which the beneficiary bank will operate,
including the bank’s relative importance on these markets.

In this regard, the Commission observes that the bank was
the second largest bank in Latvia. In contrast to other
major banks (*¥) operating in the Baltic States, Parex is
not owned by larger banks of other Member States or
third countries. Parex continued the growth of the loan
portfolio when the liquidity crisis emerged (**). In the light
of the envisaged business expansion strategy, the
Commission needs to investigate in more detail whether
the implementation of the envisaged restructuring, as
notified on 11 May 2009, may not lead to undue
distortions ~ of  competition. In  particular, the

(**) It has to be noted though that there are smaller players in the

market, which are also “domestic” (e.g. Rietumu banka and
Aizkraukles banka in Latvia, see p. 35 of the plan).

(*%) See paragraph (7).
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Commission observes that the plan seems to rely on an
[...] pricing and marketing policy (%), e.g. Parex might use
its competitive advantage due to the secured refinancing
by the State to the detriment of competitors. Moreover,
under the plan the bank will receive significant amounts of
aid and envisages a rapid regaining of its lost market
shares in different market segments, whilst also entering
a new market segment of lending to [...].

The Commission doubts that sufficient measures are taken
to offset the negative effects of the aid. As regards the
envisaged spin-offs or divestitures, they seem, at least
partly, necessary for the restoration of viability. The
Commission has doubts whether these measures offset
specific market distortions. Furthermore, it is not clear
how the disposals will be achieved given the aim to
execute them only in a “capital friendly manner”. The
Commission preliminarily considers that it cannot be
excluded that at least for part of the disposable assets
the underlying economic value may prove to be below
book value and hence in the medium term perspective
the bank may need to provide some further discount in
order to be able to sell them. As regards the behavioural
commitments provided by the Latvian authorities, at this
stage the Commission considers them to be insufficient.
Indeed, they should be designed in a way as to prevent the
bank from using [...] pricing to regain lost market shares
which would unduly distort competition.

In view of the above, the Commission at this stage
considers that the currently envisaged measures to limit
distortions of competition are insufficient. In particular, a
non-price leadership clause and possible growth limi-
tations in core market segments, the further shrinkage of
the bank’s lending activities and hence reduction of its
currently envisaged funding needs through deposits
might be needed to mitigate competition distortions.

As regards the apparent reliance of Parex on operating
State aid schemes (as referred to in point 16) in its
future business, the Commission at this stage doubts
whether the direct entrustment of Parex does not include
further aid elements to the bank. Furthermore, the
Commission recalls that the bank’s viability should derive
mainly from internal measures as opposed to future
reliance on the State. It needs to be noted that it seems,
at this stage, open whether and how this task should be
assigned to Parex and how the remuneration for this
potential assignment should be fixed. At this stage, it is
also unclear how the separation between Parex’ purely
commercial activities and the State assigned ones, in
terms of financial and organizational structure, would be
ensured. In this regard, the Latvian authorities are invited
to clarify to what extent the bank would lend on the basis
of a State guarantee in relation to, inter alia, SME State aid
schemes.

Settlement cards electronic funds transfer point of sale (EFTPOS)

terminal [...] (see paragraphs 3 and 4 on p. 40 of the notified
restructuring plan as of 11 May 2009).

Initial pricing of Private Capital Management products will be [...]
low aiming to [...] (see paragraph 3 on p. 44 of the plan). In
addition, see also footnotes 13 and 15 above.

(76)

(78)

(81)

The Commission invites the interested parties to comment
on all the above issues and to indicate what other
measures might be needed to prevent undue distortions
of competition caused by the aid at issue.

3.2.5. Aid limited to the minimum necessary/own contribution

The Commission does not yet have clear information on
the whole amount of own contribution. On this basis the
Commission has no indication that the own contribution
to the restructuring would be sufficient.

In the case at hand, the Commission doubts whether the
restructuring plan is focussed so as to provide the bank
with the minimum State aid necessary to enable it to
restore its long-term viability and to be able to compete
on its own merits in a medium term. In this context, the
Commission invites the Latvian authorities to specify in
detail the State measures envisaged for the bank’s restruc-
turing under all three scenarios. Notably the Latvian
authorities are requested to clarify the maximum
amounts that they intend to provide to Parex.

As regard the aid being limited to the minimum necessary,
little information has been submitted so far by the Latvian
authorities.

First, the Commission observes that under all three
scenarios even by the “end” of the restructuring period,
ie. by YE 2013, the bank remains dependent on the
State liquidity facilities or State guarantees (see table 1
above). In this regard, the Commission considers that the
bank should be able to obtain funding and to refinance its
operations without State support in the form of State
guarantees or loans in order to be considered viable on
a standalone basis. The Commission preliminarily
considers that this should be possible within a maximum
period of 5 years. To this end, the Commission observes
that the negative case, which assumes [between - 1 and
2] % loan growth post 2009, provides for less State
support as at YE 2013 than the base case. By analogy,
the Commission preliminarily considers that lower
growth of the loan portfolio could reduce the outstanding
State aid amounts in the form of liquidity measures.

Furthermore, the Commission needs to investigate to what
extent Parex’ funding needs could be reduced by a greater
focus on core activities and an overall further reduction of
the bank’s size. As regards the optimistic scenario, the
Commission observes that attracting funds from inter-
national financial institutions would require additional
State guarantees. However, a viable business should be
able to finance itself in the medium term without any
State guarantees. The fact that it is not projected even in
a more optimistic scenario to attract funding from the
markets without State guarantee raises further doubts on
whether the envisaged restructuring plan is capable of
restoring the bank’s long-term viability. Therefore, the
Commission invites the Latvian authorities to reconsider
the minimum aid necessary to restore the viability of the
bank.
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(82) Second, the Commission doubts whether the currently
envisaged remuneration for the State measures liquidity
measures can be considered as sufficient even when
taking into account the collateral provided by the bank.
Thus, at this stage it cannot exclude that the remuneration
may need to be revised upward to adequately reflect the
risk profile of the bank. In addition, it invites the Latvian
authorities to clarify the remuneration of all aid measures
and to possibly envisage step up clauses that would
incentivise the bank to repay the aid as soon as possible.

—
oo
)

~

Third, the Commission recalls that a clear and timed exit
commitment by the Latvian State and its implementation
would be a strong signal for the belief of the market in the
long-term viability of Parex.

(84) Fourth, the Commission cannot exclude at this stage that
Parex may use the State aid to pursue [...] price
strategy (*’) negatively reflecting on its margins. In the
Commission’s view this seems to indicate that the aid
might not be limited to the minimum necessary. The
Latvian authorities are thus invited to reconsider the
overall amounts of aid in connection with the revised
business strategy for the bank in light of viability
concerns and limiting the aid to the minimum. Third
parties are also invited to comment on the above issues.

3.3. Conclusion

(85) On the basis of the above the Commission comes to the
preliminary conclusion that the notified restructuring
measures consisting of the prolongation of State guar-
antees, potential new State guarantees to ensure further
funding needs of the bank, liquidity measures and capital
injections constitute State aid. The Commission has at this

(®7) See footnotes 13, 15 and 36 above.

stage doubts that such aid can be found to be compatible
with the common market.

4. DECISION

In the light of the foregoing considerations, the Commission
has decided to initiate the procedure laid down in Article 88(2)
of the EC Treaty and requires Latvia to provide in addition to all
documents already received, information and data needed for
the assessment of the compatibility of the aid within one month
of the date of receipt of this letter.

In particular, the Commission would wish to receive comments
on the points on which it raised doubts.

Latvia is requested to forward a copy of this letter to the
recipient of the aid immediately.

The Commission wishes to remind Latvia that Article 88(3) of
the EC Treaty has suspensory effect, and would draw your
attention to Article 14 of Council Regulation (EC) No
659/1999, which provides that all unlawful aid may be
recovered from the recipient.

The Commission warns Latvia 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 publishing a notice in the EEA
Supplement to the Official Journal of the European Union, and
will inform the EFTA Surveillance Authority by sending a
copy of this letter. All such interested parties will be invited
to submit their comments within one month of the date of
such publication.”
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Prior notification of a concentration
(Case COMP/M.5591 — CEZB[JAVYS/JESS JV)
(Text with EEA relevance)

(2009/C 239/06)

1. On 29 September 2009, the Commission received a notification of a proposed concentration pursuant
to Article 4 and following a referral pursuant to Article 4(5) of Council Regulation (EC) No 139/2004 (') by
which the undertakings CEZ BOHUNICE a.s. (‘CEZB, Czech Republic), belonging to the group CEZ as.
(‘CEZ’, Czech Republic), and Jadrovd a vyradovacia spolocnost, a.s. (JAVYS, Slovak Republic) acquire within
the meaning of Article 3(1)(b) of the Regulation control of the whole of the undertaking Jadrova energetickd
spolocnost Slovenska, a.s. (JESS’, Slovak Republic) by way of purchase of shares in a newly created company
constituting a joint venture.

2. The business activities of the undertakings concerned are:
— for CEZ: generation, distribution and sale of electricity,
— for JAVYS: treatment of nuclear waste and decommissioning of nuclear facilities.

3. The joint venture, JESS, will be a new nuclear power plant active in the generation and sale of
electricity in the Slovak Republic.

4. On preliminary examination, the Commission finds that the notified transaction could fall within the
scope of Regulation (EC) No 139/2004. However, the final decision on this point is reserved.

5. The Commission invites interested third parties to submit their possible observations on the proposed
operation to the Commission.

Observations must reach the Commission not later than 10 days following the date of this publication.
Observations can be sent to the Commission by fax (+32 22964301 or 22967244) or by post, under
reference number COMP/M.5591 — CEZB[JAVYS/JESS ]V, to the following address:

European Commission
Directorate-General for Competition
Merger Registry

1049 Bruxelles/Brussel
BELGIQUE/BELGIE

() O] L 24, 29.1.2004, p. 1.
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CORRIGENDA

Corrigendum to notices concerning the European Economic Area
(Official Journal of the European Union C 138 of 18 June 2009)
(2009/C 239/07)

On page 2 of the cover and page 5 of the text, main headings for documents 2009/C 138/07 and 2009/C 138/08

for: ‘NOTICES CONCERNING THE EUROPEAN ECONOMIC AREA

Commission’,
read: ‘NOTICES CONCERNING THE EUROPEAN ECONOMIC AREA

EFTA Surveillance Authority’;
on page 2 of the cover and page 8 of the text, delete main headings for document 2009/C 138/09.
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