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STATE AID CONTROL AND REGENERATION OF DEPRIVED URBAN AREAS

1. The importance of urban regeneration

The urban question is an increasing political priority in the European Union. A large
number of the population of Member States live in cities. Cities and other urban
areas play a decisive role in economic growth, employment and competitiveness.

The enlargement of the European Union welcomed 10 new Member States and
added 75 milion people to the Union. In the European Union over 60% of the
population lives in urban areas of over 50 000 inhabitants, a figure that is expected to
rise in future years as economic development increases. The importance of an
integrated approach to urban regeneration becomes even more apparent in this
context.

The public policy discussion in the regeneration domain is predominantly focused on
the specific needs of urban areas. Sustainable cifies today must simulfaneously
accomplish economic competitiveness and social and environmental progress
amidst major socio-economic transformations, illustrated by the remodelling of the
industrial structure and the fransition to service economies. These transformations
have frequently engendered significant challenges for cities such as a lack of job
opportunities, poverty, labour force migration, housing decline, derelict land, default
of local business and commerce, poor quality of natural and built environments and
increases of crime and vandalism. These challenges are generally interrelated and
intertwined and threaten to precipitate the decay of whole urban neighbourhoods.
As a result many cities in the EU, including the most prosperous ones, contain
‘oockets of deprivation’, i.e. areas that are characterised by a lack of social
inclusion and poor physical environment in terms of infrastructure, housing and local
amenities.

It is widely recognised that deprived urban areas suffer from several market failures!
or socially undesirable results of functioning markets and that market forces alone will
not redress the downward spiral that occurs once a certain level of deprivation has
been reached. Public intervention is therefore considered necessary, including the
use of public funds, to start a regeneration process. Redressing the market failures or
socially undesirable outcome that have been perceived to characterise cities and
rural areas requires new and innovative thinking, alternative policy vehicles and
more transparent information flows regarding performance of regeneration areas. In
view of the magnitude of the negative, inter-linked factors that must be overcome,
any successful strategy for the regeneration of deprived urban areas must of
necessity be holistic. Such a broad strategy, targeted at efficiency? or equity3
objectives related to regeneration, will necessitate public spending, some of which
may constitute state aid within the meaning of Article 87(1) EC Treaty.

"' A ‘market failure’ is consequently a situation where the market on its own fails to deliver an economically
efficient outcome, for instance, due to externalities. Market failures have different origins. For further
information please see the Commission’s consultation document of 7 June 2005 “State aid action plan - less and
better targeted state aid: a roadmap for state aid reform 2005-2009”:
http://www.europa.eu.int/comm/competition/state_aid/others/action_plan/saap_en.pdf

? “Efficiency’ here means correction of market failures.

3“Equity’ here means regional and social cohesion.
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This Vademecum on regeneration seeks to provide some clarity and awareness of
the links between regeneration and state aid rules and describe the possibilities
which Member States currently have to promote regeneration through state aids.

2. What is exactly meant by ‘regeneration’?

The concept of regeneration evades precise definition and leaves ample room for
ambiguities and different interpretations. Regeneration typically designates a
renewal process, i.e. some form of repair or improvement. In the context of public
policy, the term is used to describe courses of action to transform some set of
physical and socioeconomic variables. A regeneration process is therefore
commonly targeted at revitalizing problem areas - namely by addressing
shortcomings in natural and built environments, heritage conservation, social
integration and employment and economic activities — in cities and their
surroundings, but also in rural settings.

3. The call for a formal regeneration framework

It is widely recognized that deprived urban areas are often small pockets of extreme
poverty, poor quality environment and high unemployment located within wealthier
regions. It would not be possible to include such small areas of deprivation in the
natfional regional map of assisted areas on its current basis and hence it has been
suggested that the Commission should allow for investment aid to be granted to
undertakings in deprived urban areas under conditions different than those laid
down in the Guidelines for national regional aid* and Commission Regulation (EC) N°
70/2001 on the application of Article 87 and 88 of the EC Treaty to state aid to small
and medium-sized enterprises (SMEs)>. Furthermore, it is argued that a special set of
rules or a specific framework should apply in the regeneration domain.

Frameworks and guidelines typically specify the Commission’s position on a certain
policy issue. For the purpose of state aid control, a framework would outline the
conditions that would have to be met in a specified policy area in order for an aid
measure to be declared compatible. Frameworks and guidelines have proven to be
important and successful instruments, promoting predictability and transparency.
Unfortunately, they can also fall short of their potential if the subject area is not
sufficiently defined.

Regeneration guidelines were infroduced by the Commission in 1996 (‘Guidelines on
state aid for undertakings in deprived urban areas’). These guidelines identified
deprived urban areas eligible for state aid. However, in the past years, no Member
State has made use of these guidelines as they were apparently found to be too
restrictive and inflexible. The Commission has therefore decided that they should not
apply in the future’.

Although infroduced with best intentions, the experience gained with these
guidelines demonstrates the complexity of implementing an effective regeneration

tolc 74,10.3.1998, p. 9-31.

>OJ L 10, 13.1.2001, p. 33-42, as amended by Commission Regulation (EC) No 364/2004 OJ L 63, 28.2.2004, p.
22.

% QI C 146, 14.5.1997, p. 6.

7 0JC119,22.5.2002, p. 21.



framework. A regeneration process is multi-facetted. The Commission appreciates
that different Member States tackle regeneration problems in different ways: they
may wish either to invest directly in regeneration schemes or decide to also involve
the private sector. The approach to regeneration from a state aid point of view must
therefore bear this in mind and allow room for manoeuvre.

A formal regeneration framework based upon limited experience can quickly turn
out to restrict choices and options. Therefore, for the time being, the current state aid
rules — applied by and enriched through extensive cooperation between Member
States and the Commission — deliver the necessary flexibility to accommodate all
differing and innovative measures in a field that is constantly evolving.

Based on the experience gained with actual and future regeneration cases, the
Commission will however continue to assess whether there is a need for an
additional, specific instrument on state aid for undertakings in deprived urban areas.

The Commission’s regeneration track record demonstrates that the state aid regime
is prepared to deal with challenges in regeneration field. Presently, there are a
number of possibilities to support regeneration either through a direct application of
Article 87, in particular 87(3)(c) of the EC Treaty, or though horizontal state aid rules,
i.e. Block exemptions, Guidelines for environmental protection, Guidelines for risk
capital, etc.

The sections below give an overview of state aid rules that are relevant for the
assessment of regeneration measures.

4. Overview of state aid rules applicable in the field of regeneration
4.1 Basic substantive rules

The basic substantive rules on the control of state aid in the EU are set out in Article
87 of the EC Treaty. This arficle provides that state aid is in principle incompatible with
the common market. Article 87(1) of the EC Treaty can be broken down into four
tests to establish if a measure within an urban regeneration scheme constitutes state
aid. A state aid will only be present if all four tests are met:

— Is the measure granted by the state or through state resources?

— Does the measure favour certain undertakings or the production of certain
goodss?

— Does the measure distort or have the potential to distort competition by
selectively? favouring certain beneficiaries?

— Does the measure produce an effect on intra-Community frade?

The principle of incompatibility of state aid with the Treaty is not, however, absolute.
Article 87(2) and Article 87(3) contain a number of exemptions under which state aid
shall or may be considered compatible by the Commission. In exercising its wide

¥ The latter also covers provision of services.
? Selectivity could be with respect of the type of firms (e.g. small or medium size enterprises), their location (e.g.
a specific region) or their sector of activity. In the extreme case, aid could be addressed to one specific firm.
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discretionary powers for the application in particular of Arficle 87(3) exemption, the
Commission balances the importance and the necessity of the aid measure in
achieving a Community objective versus the distortion of competition brought about
by it. To publicise its approach and the actual criteria used in this assessment, the
Commission has issued a number of documents based on Article 87(3)(c) in the form
of regulations, communications, notices, frameworks, guidelines, and letters to
Member States with regard to various categories of aid based on its form, its purpose,
the size of the undertakings, their location, or the sector of the economy'0. Thus the
yardsticks used to assess aid to promote physical, social and economic regeneration
can further be found in these documents.

4.2 Regeneration measures which do not involve state aid

In order to put matters in perspective, it should be emphasised that a successful
regeneration strategy will contain many elements that do not necessarily constitute
state aid within the meaning of the EC Treaty. As seen above, a measure constitutes
state aid only if it meets the cumulative criteria laid down in Article 87(1) EC Treaty.
The following are examples of measures devised by Member State which do not
involve state aid and which are (also) relevant in the field of regeneration.

In order to improve the physical environment, public authorities may wish to carry out
investment in infrastructure: streets, renovating public spaces, water-ways, schools,
improvement of public fransport infrastructure or road networks, public amenities,
waste freatment facilities, sewage collection. If such expenditure is either not
awarded as aid to specific undertakings, or if it has no effect on trade between
Member States'!, it falls outside the scope of Article 87(1) EC Treaty'2.

Similarly, investment with public funds in the renewal or upgrading of residential areas
or properties will usually fall outside the scope of Article 87(1) EC Treaty. Where the
funding is made available to individual residents, who are the owner/occupiers of
the new or renewed dwellings in question, no aid to undertakings is awarded.

Legislation and regulation to assist the market function will not necessarily entail any
transfer of state resources. Such rules could concern city planning and restrictions on
the use of natural resources, notably land. Public authorities can thus make the re-
use of brownfield sites more attractive compared with investment on greenfield sites.
Expropriations and the obligation to either put derelict sites at use, or else to sell,
would also usually fall outside the scope of Article 87(1) EC Treaty.

From the social perspective of a regeneration strategy, efforts to promote education,
to support families, to provide leisure and to fight crime are not likely to constitute
state aid. Either no aid is given to undertakings, or there is no effect on competition
or frade between Member States. Training aid given directly to unemployed persons,
in order to enhance their situation on the labour market and to promote their

"For further information on these documents, some of which are summarised below in the text and in Annex 2,
please see http://europa.eu.int/comm/competition/state_aid/legislation

" However, the concept of effect on trade in Article 87(1) of the EC Treaty is extremely broad in scope. The fact
that aid is granted in respect of purely local activities does not in itself preclude the possibility of an effect on
trade between Member States. See, for example, judgment of 24 July 2003 in Case C-280/00, Altmark Trans
GmbH and Regierungsprasidium Magdeburg v Nahverkehrsgesellschaft Altmark GmbH, ECR 2003 p. 1-07747,
paragraphs 77 and 78.

2 However, other rules of the EC Treaty and secondary legislation must be respected, such as, for example,
public procurement rules.
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integration, will also normally not favour certain undertakings or the production of
certain goods and will hence not fall under Article 87(1) EC Treaty!3.

Finally, even measures designed to promote economic activities in deprived urban
areas need not constitute state aid in the meaning of Article 87(1) EC Treaty. In line
with the former Guidelines on state aid for undertakings in deprived urban areas, aid
to individual shops and enterprises in such areas that carry on a purely local activity
will normally'4 not affect frade between Member States. Further, where the activity of
the beneficiaries is the subject of infra-Community trade, and therefore competition
with other enterprises might be distorted by state aid, aid up to a maximum of EUR
100,000 over a three-year period may nevertheless be granted without prior
Commission approval (the ‘de minimis’ rule). The de minimis rule is set out in
Commission Regulation (EC) N° 69/2001 on the application of Articles 87 and 88 of
the EC Treaty to de minimis aid's. If all the conditions on the application of the de
minims rule specified in the above-mentioned Regulation are met, such aid does not
fulfil the requirements in terms of effects on competition and trade and hence does
not fall under Article 87(1) EC Treaty!é.

4.3 Regeneration measures which involve compatible state aid

Exemption regulations, guidelines and frameworks lay down the policy the
Commission has adopted regarding various types of aid. Many of these will be
relevant for a holistic regeneration strategy that integrates and reconciliates diverse
sectoral policies.

The Commission’s notice on the expiry of the guidelines on state aid for undertakings
in deprived urban areas!’” emphasises that the non-prolongation of the guidelines
does not imply that state aid for deprived urban areas is no longer possible. Such aid
may be found compatible under the existing rules applicable to state aid, or,
depending on the circumstances, directly under Article 87(3)(c) of the EC Treaty.

Article 87(3)(c) states that aid to facilitate the development of certain economic
activities or of certain economic areas can be considered to be compatible with the
common market, provided that such aid does not adversely affect trading
conditions to an extent contrary to the common interest. When examining whether
aid is compatible directly under Article 87(3)(c) the Commission, firstly, will take into
account the Community’s objectives (which may also include regeneration of
deprived urban areas) and, secondly, will analyse whether the proposed aid
measure is appropriate and proportionate to its targeted objectives and does not
have disproportionate effects on competition and frade. In other words, the
compatibility of state aid depends on balancing its negative effects with its positive
effects. In this regard it is up to the Member State to demonstrate the existence of
clearly defined market failures'® or of the situations when markets do not lead fo

' Commission Regulation (EC) No. 2204/2002 on the application of Articles 87 and 88 of the EC Treaty to state
aid for employment, OJ L 337, 13.12.2002, p. 3-14, recital 6.

'* The exception would be an enterprise located sufficiently close to the border that clients might be tempted to
cross the border for their purchases or for the services provided.

S OJL 10, 13.1.2001, p. 30-32.

' Note that this Regulation is not applicable to the transport sector or activities linked to the production,
processing or marketing of products listed in Annex I to the EC Treaty. For the latter sector Commission
Regulation (EC) No. 1860/2004 of 6 October 2004 on the application of Articles 87 and 88 of the EC treaty to
"de minimis" aid in the agricultural and fisheries sectors (OJ L 325 of 28.10.2004) applies.

705 C 119, 22.5.2002, p. 21.

'8 For example, market failures in land and property development, enterprise development, etc.
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socially desirable resulis'?, which are directly responsible for problems of urban
deprivation. The Member States have to show that the proposed measure is well-
designed, proportional (i.e. minimum necessary to reach the objective but not going
beyond) and well targeted to address these identified efficiency or equity
objectives. The Commission, on its turn, and in line with the State aid action plan?,
will apply a refined economic approach in its assessment to ensure a proper and
more transparent evaluation of the benefits and distortions to competition
associated with the regeneration state aid measure.

The Commission has indeed approved schemes directly under article 87(3)(c) in the
field of regeneration, for example, housing schemes for England and Scotland?' and
a scheme to remediate derelict and contaminated land in the United Kingdom?22,
The schemes were found compatible (at least in part) in the former case on the basis
of the need for more affordable housing and in the latter under the Community
objectives of environmental protection and sustainable development.

In order to improve the physical environment, measures may be called for to deal
with contaminated former industrial sites. In line with Section E.1.8 of the Community
Guidelines on state aid for environmental protection? the person responsible for the
pollution must finance the rehabilitation of the site in accordance with the ‘polluter
pays principle'?4. However, where the person responsible for the pollution is not
identified or cannot be made to bear the cost, aid for the rehabilitation of polluted
industrial sites may amount to up to 100% of the eligible costs (the cost of the work
less the increase of the value of the site), plus 15% of the cost of the work. The UK’s
Land Remediation? scheme is not confined solely to polluted sites and allows public
authorities to provide state aid to bring land suffering from differing states of pollution
or disrepair back into productive use to help avoid use of greenfield sites and urban
sprawl?s,

Article 87(3)(d) of the EC Treaty allows for aid to promote culture and heritage
conservation where such aid does not affect tfrading conditions and competition in
the Community to an extent contrary to the common interest. This derogation has
not been expanded upon in secondary legislation. The Commission, for example, has
approved several heritage schemes? in England directly under this article. The
purpose of these schemes is to protect, repair and renovate assets of a heritage

' For example, when markets do not lead to a sufficient level of regional and social cohesion.

* Commission consultation document of 7 June 2005 State aid action plan - less and better targeted state aid: a
roadmap for state aid reform 2005-2009’:
http://www.europa.eu.int/comm/competition/state_aid/others/action_plan/saap_en.pdf

2! Grants for Owner Occupation — see Annex 1 below.

?2 Land Remediation Scheme — see Annex 1 below.

2 0J C37,3.2.2001, p. 3-15.

By “person responsible for the pollution’ is meant the person liable under the law applicable in each Member
State, without prejudice to the adoption of Community rules in the matter. Community rules have been adopted
in the field of environmental responsibility: Directive 2004/35/CE of the European Parliament and of the Council
of 21 April 2004 on environmental liability with regard to the prevention and remedying of environmental
damage, OJ L 143, 30.4.2004, p. 56. According to Article 17, this Directive shall not apply to damage caused by
an emission, event or incident that took place before 30 April 2007.

* Land Remediation Scheme — see Annex 1 below.

%<Urban sprawl’ is usually defined as an unstructured expansion of urban areas into the surrounding
countryside.

27 Individual cases of application based on the English Heritage, Individual cases of application based on the
National Heritage Memorial Fund and Individual cases of application based on the Historical Environment
Regeneration Scheme — see Annex 1 below.
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nature. In these schemes the Commission allows Member States to cover all
additional heritage related costs in regeneration projects by aid.

To promote social integration and employment, adequate fraining is of utmost
importance. Commission Regulation (EC) No. 68/2001 on the application of Articles
87 and 88 of the EC Treaty to training aid?® provides for a block exemption of such
aid given to undertakings. This means that training aid, both for general and specific
training, which meets the conditions of the Regulation, does not need to be notified
to the Commission (subject to the need to submit summary information). Similarly,
Commission Regulation (EC) No. 2204/2002 on the application of Articles 87 and 88
of the EC Treaty to state aid for employment?’ provides for a block exemption for the
creation of employment by small and medium-sized enterprises (SMEs), and by larger
firms in an assisted area within the meaning of the regional aid map 2000-2006 (see
below). This means that aid for the creation of employment, which meets the
conditions of the Regulation, does not need to be noftified to the Commission
(subject to the need to submit summary information).

A number of aid measures to promote economic activities in deprived urban areas
may also be considered compatible with the common market. This is the case with
aid to small and medium-sized enterprises which fulfils the conditions of Commission
Regulation 70/2001 for aid to SMEs. Such aid does not have to be nofified to the
Commission (again subject to the need to submit summary information). Aid for initial
investment carried out by larger companies may also be considered compatible
with the common market, if the investment takes place in an assisted area within the
meaning of the regional aid map 2000-2006, the aid respects the limits approved by
the Commission for this period and complies with the provisions laid down in the
Guidelines on national regional aid®. A number of urban regeneration schemes
have been approved upon this basis.

Regarding aid for SMES, the new Commission Regional aid guidelines for the period
2007-20133%" foresee additional flexibility which will help to tackle the most pressing
needs of urban and local pockets of deprivation, below the NUTS-III level, provided
they have a minimum population of 20,000. Regional aid will be allowed in these
areas for SMEs only32. In addition, the Guidelines on national regional aid 2007-2013
also infroduce a new form of aid in order to provide incentives to support business
start-ups and the early stage development of small enterprises in the assisted areas?3.

The Commission’s Communication on state aid and risk capital3 sets out the criteria
applied by the Commission to assess the compatibility of measures to provide risk

BoJL 10, 13.1.2001, p. 20-29, as amended by Commission Regulation (EC) No 363/2004 OJ L 63, 28.2.2004,
p. 20.

¥ 0J L 337, 13.12.2002, p. 3-14.

3°0J C 74, 10.3.1998, p. 9-31, as modified by OJ C 285, 9.9.2000, p. 5.

3! The new Regional aid guidelines 2007-2013 were adopted by the Commission on 21 December 2005. The
provisional text of these guidelines can be found at:
http://www.europa.cu.int/comm/competition/state_aid/regional/rag_en.pdf

The final text will be published in the Official Journal of the EU after translation into all official languages.

32 Pursuant to the new Regional aid guidelines 2007-2013, because of the potential distortion of competition
resulting from the spill-over effect into the more prosperous surrounding regions, the Commission will not
approve aids for investments by large companies in these areas or aids for investments with eligible expenses
exceeding EUR 25 million.

3 According to the new Regional aid guidelines 2007-2013, this new form of aid should be limited to small
enterprises, should be limited in amount and degressive and shall not be cumulated with other public support
(including de minimis support) in order to circumvent the maximum aid intensities or amounts laid down.

*0J € 235,21.8.2001, p. 3-11.
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capital or to promote venture capital funds. Without public intervention the capital
market will be particularly reluctant to invest in start-up enterprises in deprived urban
areas. It will hence be possible to demonstrate market failure as set out in the
Communication. Venture capital fund schemes that have the broad aim of urban
regeneration? have been approved by the Commission.

Aid exceeding the limits of the regulations, frameworks, communications and
guidelines referred to above will raise doubts regarding its compatibility with the
common market. Such aid must in any case be nofified to the Commission pursuant
to Article 88(3) EC Treaty and a full examination pursuant to Article 88(2) EC Treaty
may have to take place.

4.4 Public-Private Partnerships: Regeneration measures that might or might not
involve state aid

In order to engage the private sector to participate in regeneration activities,
Member States and the Commission recognise the importance of public-private-
partnerships (PPPs).

In assessing state aid implications in PPPs, the Commission generally considers the
following to be essential:

— The arrangements for financing the PPP may or may not result in a transfer of state
aid to one or more of the private partners. State aid could be involved if there is
over-compensation of the costs of the private partners.

— For all types of PPPs, private partners must be chosen in accordance with EC rules
on public procurement, where these rules apply. A properly conducted tender
procedure will provide reasonable assurance that private partners will be
remunerated in line with market conditions. In the absence of a tender procedure,
the Commission will look at the detailed arrangements of the PPP and the
safeguards put in place to avoid overcompensation in order to determine if state
aid is involved.

— The confractual arrangements between the parties must be compatible with
Community anti-trust rules (i.e. conditions in a PPP as regards the prices to be
charged to consumers).

4.5 Compensation for services of general economic interest (‘SGEIs’)

According to Article 16 of the EC Treaty, services of general economic interest play a
significant role in promoting social and territorial cohesion within the European Union.
The Community and Member States, each within their respective powers and within
the scope of application of the Treaty, shall take care that such services operate on
the basis of principles and conditions which enable them to fulfil their missions.

Member States have a wide margin of discrefion regarding the nature of services
that could be classified as being services of general economic interest. In the
absence of Community legislation governing the matter, the Commission’s task is to
ensure that these provisions are applied with no manifest error.

3% Community Investment Tax Credit and Community Development Venture Fund -see Annex 1 below.
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In cases where market forces alone do nof result to a satisfactory provision of such
services, financial support from the State intended to cover some or all of the
specific costs resulting from the public service obligations may prove necessary, so
that the undertakings entrusted with SEIG can operate under conditions that enable
them to fulfil their missions.

In the judgement of the case Altmark Trans GmbH?3¢ the Court of Justice of the
European Communities held that public service compensation does not constitute
state aid within the meaning of Article 87 EC Treaty provided that four criteria are
met:

— The recipient undertaking is actually required to discharge public service
obligations, and those obligations must be clearly defined.

— The parameters on the basis of which the compensation is calculated must be
established in advance in an objective and transparent manner.

— The compensation cannot exceed what is necessary to cover all or part of the
costs incurred in the discharge of public service obligations, taking info account
the relevant receipts and a reasonable profit.

— Where the undertaking, which is to discharge public service obligations, is not
chosen pursuant to a public procurement procedure which would allow for the
selection of the tenderer capable of providing those services at the least cost to
the community, the level of compensation must be determined by a comparison
with an analysis of the costs which a typical well run and adequately equipped
undertaking would incur in discharging these obligations, taking info account the
relevant receipts and a reasonable profit for discharging the obligations.

Where these four criteria are met, public service compensation does not constitute
state aid, and therefore Articles 87 and 88 of the EC Treaty do not apply. However, if
these criteria are not respected and if the general criteria for the applicability of
Article 87(1) EC Treaty are met, public service compensation constitutes state aid
that is subject to Articles 73, 86, 87 and 88 of the EC Treaty. Such state aid may be
declared compatible with the EC Treaty under Arficle 86(2) if it is necessary to the
operation of the SGEIs and does not affect the development of frade to such an
extent as would be contrary to the interests of the Community.

The Commission’s Decision’” (based on Arficle 86(3) of the EC Treaty) specifies the
conditions under which compensation fo companies for the provision of public
services is compatible with state aid rules (a clearly defined public service mandate
and no over-compensation) and does not have to be nofified to the Commission in
advance. The Decision is applicable to compensation of less than EUR 30 million per
year provided its beneficiaries have an annual turnover of less than EUR 100 million.
Compensation granted to social housing for services of general economic interest
also benefits from the Decision irrespective of the amounts involved: this will enable

¥ Case C-280/00, Altmark Trans GmbH and Regierungsprasidium Magdeburg v Nahverkehrsgesellschaft
Altmark GmbH, ECR 2003 p. I-07747.

37 Commission Decision of 28 November2005 on the application of Article 86(2) of the Treaty to State aid in the
form of public service compensation granted to certain undertakings entrusted with the operation of services of
general economic interest, OJ L 312, 29.11.2005, p. 67-73:
http://www.europa.cu.int/eur-lex/lex/LexUriServ/site/en/0j/2005/1_312/1 31220051129en00670073.pdf
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specific and targeted support for social housing, which is essential for urban
regeneration, without the need for a separate notification to the Commission3.

The Commission’s Framework® specifies the conditions under which compensation
not covered by the above-mentioned Decision is compatible with state aid rules.
Such compensation will have to be nofified to the Commission due to the higher risk
of distortion of competition. Compensation that exceeds the costs of the public
service, or is used by companies on other markets open to competition, is not
justified, and is incompatible with the Treaty’s state aid rules.

Companies receiving compensation and operating on both public service and other
markets must have separate accounts for their different activities, so that the
absence of over-compensation can be checked4.

5. How does the EU support urban regeneration?

Council Regulation (EC) No 1260/1999 of 21 June 1999 laying down general
provisions on the Structural Funds#! provides that Community initiatives in the field of
social cohesion should encompass ‘economic and social regeneration of cities and
of urban neighbourhoods in crisis with a view to promoting a sustainable urban
development’#2, The principal instrument of EU support for urban regeneration is the
Commission’s URBAN Community Initiative*3, developed on the basis of the above-
mentioned Structural Funds Regulation, which, for the period 2001 to 2006, helps to
finance 70 area-based urban regeneration programmes throughout the EU (EU15).
The areas selected for the programmes exhibit a range of problems, including high
levels of social and economic exclusion and a rundown environment. The main
priorities for URBAN include the physical re-development of brownfield sites,
enfrepreneurship and employment pacts, the development of anti-exclusion and
anti-discrimination strategies, the improvement of local transport systems, waste
minimisation and treatment and energy improvements and the application of
information society technologies. The URBAN programmes are focused on an
integrated approach to addressing economic, social and environmental problems
and they are intended to adopt an innovative approach. Support for urban
regeneration may also be available through the mainstream structural fund
programmes, though this will usually be on a wider scale than under the URBAN
Community Initiative.

Networking and the dissemination of best urban regeneration practice is supported
through the URBACT programme which promotes the formation of thematic
networks of European cities to address different aspects of urban regeneration,
including social inclusion, citizens' participation, public-private partnerships,

¥ compensation for hospitals, and for air and sea transport to islands as well as airports and ports below specific
thresholds defined in passenger volumes, are also exempted from prior notification.

3% Community Framework (adopted on 13 July 2005) for State Aid in the form of public service compensation,
0J C297,29.11.2005, p. 4-7:
http://www.europa.cu.int/eur-lex/lex/LexUriServ/site/en/0j/2005/c_297/c_29720051129en00040007.pdf

* Commission Directive 2005/81/EC of 28 November 2005 amending Directive 80/723/EEC on the
transparency of financial relations between Member States and public undertakings as well as on financial
transparency within certain undertakings, OJ L 312, 29.11.2005, p. 47-48.
http://www.europa.eu.int/eur-lex/lex/LexUriServ/site/en/0j/2005/1_312/1 31220051129en00470048.pdf

“TOJL 161, 26.6.1999, p. 1.

“2 Article 20 of Council Regulation No. 1260/1999.

“ Communication from the Commission to the Member States of 28 April 2000 laying down guidelines for a
Community Initiative concerning economic and social regeneration of cities and of neighbourhoods in crisis in
order to promote sustainable urban development URBAN II, OJ C 141, 19.5.2000, p.8.
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integration of approaches, immigration, participation of young people, the
information society, security issues and physical regeneration. These networks were
extended in 2004 and now include cities from the new Member States as fully
integrated partners44,

There are other EU programmes, which may be considered relevant in the field of
regeneration of urban areas, for example:

e The CIVITAS Initiative, launched by the Commission in the year 2000, supports
ambitious cities in infroducing and testing bold and innovative measures to
radically improve urban transport. The aim is to achieve a significant change
in the modal split fowards sustainable transport modes, and to increase the
use of clean vehicles and alternative fuels*.

e The LIFE Illl programme (the Financial Instrument for the Environment) has
demonstration projects in urban areas?.

e On 11 January 2006 the Commission adopted the Thematic Strategy on the
Urban Environment that builds on existing European policy initiatives for
improving the quality of the urban environment. It sets out new measures to
support and facilitate the adoption of integrated approaches to the
management of the urban environment by national, regional and local
authorities?.

Measures targeted towards assisting deprived urban areas

Annex1 aftached provides short summaries of the most important measures
approved by the Commission in the field of urban regeneration since 1996. In
addition to it some of the current state aid guidelines/communications are
summarized in Annex 2. The Annexes will be updated periodically.

Enquiries

For further information concerning this guidance, please contact:

COMP-G1@cec.eu.int

* Further information on the urban aspects of EU cohesion policy is accessible on the InfoRegio (DG Regional
Policy) website at: http://europa.eu.int/comm/regional_policy/index_en.htm

* Further information on CIVITAS I is accessible on the Commission’s Energy and Transport DG’s website at:
http://www.europa.eu.int/comm/energy_transport/en/cut_en.html

%6 Further information on LIFE III can be found on the Commission’s Environment DG website at:
http://www.europa.eu.int/comm/environment/life/life/index.htm

4" Further information on the Thematic Strategy on the Urban Environment at:
http://www.europa.eu.int/comm/environment/urban/thematic_strategy.htm
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Annex 1

LIST OF CURRENT COMMISSION APPROVED REGENERATION
MEASURES

INDEX

Direct Property Development:

e N657/1999(UK) Business Infrastructure Development
e C13/1999(D) Thiiringer Landesentwicklungsgesellschaft M.B.H. (LEG)

Bespoke and Speculative Property Development Measures:

e N655/1999(UK) Property for Business (Bespoke)

e N656/1999(UK) Partnership Development (Speculative)

e N747/A/1999(UK) Partnership Support for Regeneration (Speculative)

e N747/B/1999(UK) Partnership Support for Regeneration (Bespoke)

e N546/B/2000(UK) Partnership support for regeneration (5):
Community/voluntary (neighbourhood) regeneration

e N82/2001(UK) English Cities Fund

e N680/2001(UK) Property Support Scheme

e NN78/2001(UK) Urban Development Grant Scheme — Northern Ireland

e N317/2002(UK) Scottish Property Support — Bespoke Development Scheme

e (C33/2005(NL) Aid to the Marktpassageplan project

Provision of Social Housing:

e N209/2001(IRL) Guarantee for Borrowings of the Housing Finance Agency

e N497/2001(UK) Grants for Owner Occupation

e N239/2002(UK) Partnership Support for Regeneration

e N40/2003(S) Measures to Promote Certain House Building

e N89/2004(IRL) Guarantee in favour of the Housing Finance Agency Social
Housing Schemes funded by the HFA

e N179/2004(SF) Finnish Municipal Guarantees

e N343/2005(CZ) Support for the revalorisation of prefabs

Remediation of Land and Rehabilitation of Polluted Sites:

e N546/A/2000(UK) Partnership support for regeneration (4): support for
environmental regeneration

e N385/2002(UK) Support for Land Remediation

e N494/B/2002(F) Rehabilitation of polluted sites

e N24/2003(GR) Improvement of industrial estates

e N207/2003(I) Rehabilitation of polluted industrial sites - Tuscany Region

e N85/2005(NL) Soil rehabilitation of polluted industrial sites
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Preservation of Heritage:

NN114/2000(UK)

N560/2001(UK)
NN11/2002(UK)

NN95/2002(UK)
N430/2002(D)

NN55/2005(PL)
N106/2005(PL)
N123/2005(HU)
N200/2006(NL)

Venture Capital:

N606/2001(UK)
N711/2001 (UK)

Tax Exemption:

N159/1996(F)
N270/2002(IRL)

N271/2002(IRL)
N766/2002(F)
C13/2002(UK)

N211/2003(F)
N70/A/2006(F)

R&D:

N712/1999(D)

Individual cases of application based on the English
Heritage Scheme

Brighton West Pier

Individual cases of application based on the National
Heritage Memorial Fund

Individual cases of application based on the Historic
Environment Regeneration

Subsidies for the Improvement of the Image of the
“Handelshiifen” area (Bremen)

Heritage conservation

Hala Ludowa in Wroclaw

Cultural heritage scheme to promote tourism

Aid scheme in favour of urban conservation agencies

Community Development Venture Fund
Community Investment Tax Credit

Urban Renewal Pact

Urban renewal scheme (Ex N 563/1998)

Rural renewal scheme (Ex N 564/1998)

Free Urban Zones

Stamp Duty Exemption for Non-residential Property in
Disadvantaged Areas

New Free Urban Zones

Prolongation and Extension of Free Urban Zones

R&D Programme “Building and Living”
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N657/1999 Business Infrastructure Development

The purpose of this scheme is to carry out business property developments which are not
otherwise economically viable. It is a means for increasing investment in business premises in
Wales by “providing a lead to demonstrate economic viability and provide evidence of market
demand in order to encourage private sector provision in the future.” This scheme allows
public authorities to intervene directly in the provision of new business premises development
and avoid any state aid implications at the same time.

The Business Infrastructure Development Scheme constructs business premises as well
as providing land for development. The scheme operates exclusively through direct
investment by the Welsh Authorities in development projects. Once completed, the
land/premises will either be sold or leased for the market value to end
purchasers/occupiers.

There are a number of measures available to be used singly or in combination:

(1) Acquiring, developing and selling land;

(i1) Acquiring or developing buildings for sale or lease;

(ii1)) Providing general infrastructure and services which enable land to be developed
subsequently by another party.

The Commission’s decision on the Business Development Infrastructure scheme was that
state aid was not in fact present. The Welsh authorities commit to the purchase or acquisition
of land/buildings at no more than the market price.

All construction/development works undertaken throughout the project will be in line with the
EC rules for public procurement. Finally, the sale or lease of the completed project will be
achieved through a competitive process or independently valued. The Commission’s view
was that such property development projects carried out directly by public bodies, does not
confer state aid on the ultimate purchaser/occupier of the property as the latter is not acquiring
or occupying them on terms more advantageous than those available under normal market
conditions. Again, there is no special advantage to the end-user as the final price paid is not
lower than the market price and the sale or lease was subject to an open competition or an
independent valuation.
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C13/1999 Thiiringer Landesentwicklungsgesellschaft
M.B.H. (LEG)

This measure promotes structural development, in particular building, infrastructure and
economic development in the Land of Thuringia (Germany). The measure aims to tackle
problems in industrial sites in Thuringia, which are in danger of decaying into wastelands of
abandoned buildings and environmental hazards after 40 years in a socialist planned
economy.

Under this measure LEG Thiiringen (GmbH) was set up by the Government of the
Land of Thuringia which was given power to carry on infrastructure development
work in the interests and on behalf of Thuringia Land.

LEG Thiiringen dismantles plant that is no longer needed, demolishes buildings that
are not worth maintaining, renovates buildings that can usefully be kept and put to
use, plans and develops sites, and then sells, rents or leases the property. It operates as
in this respect as a property developer, which handles the entire process from purchase
to utilisation. LEG Thiiringen received funding towards these activities from the
budget of Thuringia.

There is no aid programme covering LEG Thiiringen’s activities. Therefore the
measures taken by it may concern any firm, regardless of its size, business, or financial
situation.

The Commission had to investigate more than 100 individual cases, due to the lack of the aid

programme covering LEG Thiiringen’s activities in relation to industrial plan, and to examine
whether those cases would fall under any Commission’s guidelines or communications in the
state aid area. The Commission decided that Germany in the majority of the cases followed
the rules as laid down in the Commission’s communication concerning State aid elements in
sales of land and buildings by public authorities.

For those cases where the rules of the communication have not been followed, the
Commission investigated if the undertakings in question received an economic advantage. In
this regard the Commission did not accept the transaction prices as fixed by an ex-post
analysis of the market, because the market price was influenced by LEG Thiiringen as a result
of its specific market behaviour. Therefore, the Commission decided that it was necessary to
take a specific year as the reference on which the interventions of LEG Thiiringen on the
market have had no repercussions yet. As the purchase prices actually paid were higher than
the undistorted market price of that specific reference year, the Commission came to the
conclusion that there was no economic advantage to any of those undertakings in question.
Thus the Commission found that the measure did not contain any state aid element and did
not constitute aid within the meaning of Article 87(1) of the EC Treaty.

For Further Information:

Decision:
http://europa.eu.int/eur-lex/pri/en/oj/dat/2003/1_066/1_06620030311en00360040.pdf

Commission Communication on State aid elements in sales of land and buildings by public
authorities (Annex 2 — Fiche VIII):
http://europa.eu.int/comm/competition/state_aid/legislation/97¢209_en.html

16



N655/1999 Property for Business (Bespoke)

This scheme supports business property development projects that are not otherwise
economically viable through “bespoke” development projects. Bespoke development projects
are where the occupiers have already been identified. The scheme aims to tackle problems
said to have been caused by historically low demand creating low market values for
commercial property in Wales. It is hoped that such public intervention will eventually lead to
a self-sustaining market where public support is no longer needed.

The Property for Business scheme allows the Welsh authorities to encourage identified
owners of business premises to develop their sites with the provision of “gap-funding”
support (the difference between the estimated development costs and the estimated
final value of the developed site). A number of the development costs of the investment
can be supported by the public sector. Additionally, services which support the
property development can also be funded by the public authorities.

The scheme consists of 3 tools which can be used solely or in combination:

(1) Business Development Grant supports the construction of standard buildings suitable
for a wide range of uses;

(i1) Business Premises Improvement Grant which complements the above allowing for
the improvement/adaptation of property for individualised initial investments;

(ii1)) Development Services where the Welsh authorities will support or manage property
developments for free or for less than the market rate.

In its assessment of this scheme, the Commission found that state aid was present to the
identified occupiers of these developments who undertake these projects which they would
not undertake without the public sector assistance. Whilst this scheme does involve state aid,
the Commission found it compatible with the guidelines on national regional aid and block
exemption for SMEs.

For Further Information:

Decision:
http://ec.europa.eu/community_law/state_aids/comp-1999/n655-99.pdf

Regional Aid Guidelines (Annex 2 — Fiche III):
http://europa.eu.int/comm/competition/state aid/legislation/aid3.html#F

SMESs Block Exemption (Annex 2 — Fiche II):
http://www.europa.cu.int/comm/competition/state aid/legislation/aid3.html#sme
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N656/1999 Partnership Development (Speculative)

The Partnership Development scheme was launched to support property development
projects that are not otherwise economically viable. The scheme supports “speculative”
(where the eventual occupier is unknown so the site does not have a determined use at the
beginning of the project) development projects and works alongside the earlier mentioned
Property for Business scheme (N655/99). Both schemes aim to tackle problems said to have
been caused by historically low demand creating low market values for commercial property
in Wales. It is hoped that such public intervention will eventually lead to a self-sustaining
market where property support is no longer needed.

This scheme allows the Welsh authorities to support speculative property development

projects either by providing “gap funding” (the difference between the estimated
development costs and the estimated final value of the developed site) to developers or
by entering into joint partnerships with developers and investors. A number of the
development costs of the investment can be supported by the public sector as can other
services which support the property development.

The scheme allows the public authorities to provide support either through “gap-funding”
support to developers or by entering into joint partnerships with developers and investors.
4 tools are available:

(i) Development Grant allows for “gap-funding” to be granted to support the construction
of speculative development premises;

(i) Joint projects where the public authority and the private sector undertake joint,
speculative development projects. The public authorities will either share the risk or will
accept a higher share of the risk which is disproportionate to the investment;

(ii1)) Development Financing Aid which supports the cost of financing business property
development projects;

(iv) Development Services where the public authorities will support or manage the property
developments for free or for less than market price.

The Commission stated in its decision that state aid was present as the public authorities
provide incentives to property owners, developers, investors and occupiers to undertake these
speculative development projects which they would not otherwise do so. The scheme,
however, was compatible with both the guidelines on national regional aid and SMEs block
exemption.
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N747/A/1999 Partnership Support for Regeneration (1):
(Speculative Developments)

The objectives of this scheme are to promote regional development and SMEs by
contributing to sustainable and balanced economic growth across England and also enhancing
and improving the physical environment in areas where the standard of living is abnormally
low or where there is serious unemployment. The scheme aims to tackle problems said to
have been caused by historically low demand creating low market values for commercial
property by providing public support to “speculative” (where the eventual occupier is
unknown) development projects.

Under this scheme the UK authorities can support speculative property development
either by providing “gap-funding” (the difference between the estimated development
costs and the estimated final value of the developed site) support to property
developers or by entering into joint partnerships with property developers and
investors.

The scheme consists of 4 tools which can be used solely or in combination:

(1) Regeneration Grant is a “gap-funding” grant which supports physical regeneration in
speculative development projects;

(i1) Joint Regeneration Body/Private Sector Projects where partnerships will be formed
between the regeneration body and private firms. The regeneration body will either act
purely as a market investor and accept the risk and rewards equally in proportion to the
investment or it will accept a non-proportionate share of the risk and rewards for the levels
of investment undertaken;

(iii)) Regeneration Financing Aid will support the cost of financing speculative
development projects which otherwise would not be economically viable. Only the
financing costs of the development undertaken will be considered;

(iv) Regeneration Services where the UK authorities will undertake services to support or
manage a physical regeneration project without cost or at less than cost price.

In its assessment of this scheme, the Commission found that state aid could be present to
property developers, investment companies, financial undertakings and any other
undertakings who participate in speculative property development projects. However, whilst
state aid was present, the Commission in its decision concluded that the scheme was
compatible with the guidelines on national regional aid and block exemption for SMEs.
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N747/B/1999 Partnership Support for Regeneration
(2): (Bespoke Developments)

The objectives of this scheme are to promote regional development and SMEs by
contributing to sustainable and balanced economic growth across England and also enhancing
and improving the physical environment in areas where the standard of living is abnormally
low or where there is serious unemployment. The scheme aims to tackle problems said to
have been caused by historically low demand creating low market values for commercial
property by providing public support to “bespoke” (where the eventual occupier has been
identified) development projects.

This scheme will support bespoke development projects by encouraging identified
occupiers of business premises to develop sites through “gap funding” (the difference
between the estimated development costs and the estimated final value of the
developed site) as the development costs will be greater than the actual market cost of
the completed development.

The scheme consists of 3 tools which can be used solely or in combination:

(i) Area Regeneration — Provision of Land and Commercial Property is a “gap-funding”
grant which will cover either in whole or part of the gap between development costs and the
market value within the project;

(i1)) Area Regeneration - Business & Commercial Premises Improvement complements
the first tool. Again it is a “gap funding” grant, in this instance to support the improvement
or adaptation of business premises;

(ii1) Regeneration Services 2 where the UK authorities will undertake services to support or
manage a physical regeneration project without cost or at less than cost price.

In its assessment of this scheme, the Commission found that state aid could be present to
property developers, investment companies, financial undertakings and any other
undertakings that participate in bespoke property development projects. However, whilst state
aid was present, the Commission in its decision concluded that the scheme was compatible
with the guidelines on national regional aid and block exemption for SMEs.
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N546/B/2000 Partnership support for regeneration (5):
community/voluntary (neighbourhood regeneration)

The scheme stems from the fact that it is often difficult for the local communities to access
capital and funding. Thus the scheme is designed to offer support to local communities by
enabling them to participate more effectively in local regeneration.

In the majority of cases the types of activities eligible for support are:

e provision or conversion of buildings for community use by local non-profit making
groups;

e training, for example, job interview techniques and Information Technology skills;

e teaching English to immigrant communities;

e provision of creéches.

Exclusively non-profit bodies working only in the voluntary or community sectors can
apply for assistance. These organisations are small, local communities operating in areas
such as education and youth work.

No profit distributing commercial company can be a beneficiary of the scheme. Any
party being owned or associated with any undertakings operating economic activities,
which are subject of intra-Community trade, cannot be eligible for support under the
scheme.

The scheme includes the following forms of support:

e Support for the acquisition of land/buildings by the applicant, provided that the
acquisition is at or below market value;

e Support for the development/refurbishment of buildings including professional
fees;

e Project management services;

e Support for start-up staffing to ensure project viability for up to a maximum of three
years;

e Support for irrecoverable VAT on any of the above expenditures incurred by the
applicant;

e Support for interest or similar financing costs.

All works will be procured in accordance with the rules for public procurement. The full
amount corresponding to the assistance granted or the market value of the asset will be
repayable if the initial investment, which the scheme supported, is not maintained for its
original purposes for a minimum period of five years.

The Commission has noted that although the immediate beneficiaries of the scheme might be

undertakings within the meaning of Article 87(1) of the EC Treaty, they are rather small,
voluntary and community bodies and they are not deploying activities of an international
nature but activities of local interest only. As the scheme specifically excludes the possibility
that the financial assistance benefiting this kind of undertakings may affect trade between
Member States, it does not involve any aid in the meaning of Article 87(1) of the EC Treaty.

For Further Information:

Decision:
http://ec.europa.eu/community law/state_aids/comp-2000/n546b-00.pdf
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N82/2001 English Cities Fund

This scheme creates a pilot public-private investment vehicle aimed at attracting institutional
and other private sector investors into town and city locations in priority regeneration areas.
This vehicle is intended to provide a model for regeneration by demonstrating the potential
commercial viability and attractiveness of urban regeneration to private sector funds. Such
investors, generally, will not participate in such regeneration projects due to the high level of
risk involved. The result is that development projects in regeneration areas suffer from a lack
of finance, therefore public support is needed.

The UK authorities’ investment will take the form of an equity stake in the Fund.

The Fund once private participation has been secured will then make equity investments in
a series of urban regeneration property development projects, mainly of a “speculative”
nature (where the eventual occupier of the development is unknown).

In its decision, the Commission stated that state aid was present within the English Cities
Fund scheme. As the UK authorities invest in the Fund on terms less favourable than those of
the private investors, state aid is present to these private investors. However, whilst state aid is
present, it was approved as compatible with the guidelines on national regional aid.

For Further Information:

Decision:
http://ec.europa.eu/community law/state aids/industrie/n082-01.pdf

Regional Aid Guidelines (Annex 2 — Fiche III):
http://europa.eu.int/comm/competition/state_aid/legislation/aid3.html#F
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N680/2001 Property Support Scheme

The Property Support Scheme supports the development of premises and buildings for
commercial purposes by the private sector, construction of new buildings and/or renovation of
existing buildings for both “bespoke” (where then end user of the development has already
been identified) and “speculative” (where the end user is unknown at the time the application
for support is submitted) developments. The scheme will be used in situations where the UK
authorities feel that market failure exists. Examples of market failure are situations where the
development costs of the project exceed its estimated end market value or where risk aversion
and uncertainty in forecasting project outcomes prevents property development.

This scheme supports both speculative and bespoke property development projects
and the support is paid directly to the developer undertaking the work in a number of
different forms.

The scheme consists of 6 instruments which may be used singly or in combination:

(1) Development Grants are “gap-funding” grants where the gap will be the difference
between eligible costs and the estimated market value;

(i1) Subsidised Loans and Interest Rebates to fund the development project;

(ii1)) Development Financing Aid is in the form of a conditional grant or guarantee,
provided in situation where financing for a project is not available;

(iv) Loan Guarantees are available to the borrower who will be undertaking the
development project;

(v) Joint Venture Finance where the granting authorities will enter into partnership with
the private sector and will accept a share of the return relative to its investment that is lower
than a market investor would accept;

(vi) Development Services where the UK authorities may procure services to support a

In its assessment of this scheme, the Commission found that state aid was involved and could

benefit identified owners, investors, developers and occupiers of business property. However,
whilst state aid was present, the Commission in its decision concluded that the scheme was
compatible with the guidelines on national regional aid and block exemption regulation for
SMEs.

The Commission concluded that in the case of bespoke development projects, the subsidised
project is designed to fit the needs of an identified end-user, who therefore must be considered
as a beneficiary of the aid. However, since, under this scheme, the aid is initially paid out to
the developer undertaking for the works, it is possible that part of the aid will remain with the
developer. The Commission added that it was not necessary to precisely identify which of the
parties, end-user or property developer, was the aid beneficiary if, in either case, the rules on
regional aid or aid to SMEs are respected.
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NN78/2001 Urban Development Grant Scheme — Northern
Ireland

The scheme’s objective is to stimulate economic regeneration and attract significant private
sector investment into specific urban areas of Belfast and Londonderry. The scheme focuses
on derelict buildings and sites within objectively defined inner city areas of high economic
and social deprivation.

The Urban Development Grant Scheme - NI provides public financial assistance in
order to encourage property development of projects that are not otherwise
economically viable. Beneficiaries of the scheme are developers of property.
Applications which are exclusively for construction or building work that in itself
would not bring about urban regeneration and that would normally be part of an
owner’s general maintenance responsibility are not eligible.

The scheme distinguishes between two situations in which a building and/or site may be
given a grant:

1) Speculative developments (where the developer does not know the end user) which
foresee “gap-funding” support (the difference between the eligible development costs and
the estimated market value upon completion, subject to a maximum percentage of the
eligible development costs);

i1) Developer-occupier-developments (where the developer is the end-user).

In its assessment of this scheme the Commission found that state aid was present regarding
the property developers. However, whilst state aid was present, the Commission found it
compatible with the guidelines on regional aid. As far as the end-users of speculative
development projects are concerned, it is excluded that the end-users are aid beneficiaries
provided that independent experts verify that the developer asks for market prices when
putting the aided project on the market. Otherwise, if a speculative developer exploits the
aided project by charging prices that lie below the normal market rate, the end-users are also
to be considered as aid beneficiaries in the meaning of Article 87(1) of the EC Treaty, because
it is to be assumed that part of the aid as given to the developer is passed on to the end-user as
well.

For Further Information:

Decision:
http://ec.europa.eu/community law/state_aids/comp-2001/nn078-01.pdf

Regional Aid Guidelines (Annex 2 — Fiche III):
http://europa.eu.int/comm/competition/state aid/legislation/aid3.html#F
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N317/2002 Scottish  Property  Support —  Bespoke
Development Scheme

This scheme is an amendment to the Property Support Scheme numbered N 680/2001 (the
summary of this case is provided above). In its notification the UK authorities proposed to
modify the application of the Property Support Scheme to bespoke development projects in
non-assisted areas even when the developer is a large firm.

The UK authorities limit the aid to the gap between the development cost and the
final value of the building. This gap, it is argued, results from the specialised nature
of the building, designed to fit the need of a specific end-user. Apart from this
exception, the conditions of application of the present case N 317/2002 are identical
to those of the case N 680/2001. In particular, in non-assisted areas, aid will be
granted only to bespoke development projects in which the occupier of the building
is an SME, and the aid intensity will be limited to 15 % when the occupier is a small
firm and 7.5% when it is a medium-sized firm.

Under this scheme state aid to property development projects can take the form of
development grants, subsidised loans and interest rebates, loan guarantees, joint venture
finance or development services.

In its assessment part concerning the identification of the beneficiaries of state aid, the
Commission stated that, as this case concerns bespoke development projects in non assisted
areas where the developer is a large firm, it is important to determine whether the property
developer is an actual beneficiary of the aid (in case he is, the amended scheme is not then in
conformity with either SMEs regulation or the guidelines on national regional aid). Further it
noted that the subsidy is limited to the gap funding resulting from the specialised nature of the
building, of which the occupier is the only beneficiary. The amount necessary to fund the gap
is established by an independent Chartered Surveyor. The Commission accepted that the
assessment made by the Chartered Surveyor of the development costs of the building and its
final value is in line with market levels. Although the established amount is paid out directly
to the developer, this system guarantees that the exact amount of this subsidy is passed on to
the occupier. Where the proposed amount of aid exceeds the gap funding amount established
by the Chartered Surveyor, the Commission found that both the developer and end-user must
be considered as possible beneficiaries of the aid and therefore both of them have to be SMEs
when the bespoke development project takes place in non-assisted areas. Furthermore, the
developer cannot receive any other form of aid with respect to the same eligible costs.

Thus the Commission concluded that, in bespoke development projects, the beneficiary of the
aid is the occupier of the building. Since the aid to the occupier fulfils all the criteria of
application of block exemption regulation for SMEs, the Commission found it to be
compatible with the EU state aid rules.

For Further Information:

Decision:
http://ec.europa.eu/community law/state aids/comp-2002/n317-02.pdf

SMEs Block Exemption (Annex 2 — Fiche II):
http://www.europa.eu.int/comm/competition/state aid/legislation/aid3.html#sme
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C33/2005 Aid to the Marktpassageplan project

The objective of this project is to revitalise the neglected centre of the small town of
Haaksbergen (the Netherlands) by making the centre more attractive and therefore avoiding
further impoverishment and decrease in the occupancy rate of the existing retail shop
locations.

The project concerns the construction of 58 apartments and 11 retail shops, which are
destined to be sold or leased to private investors. However, the calculations showed that
the project would not be profitable.

The beneficiaries are building companies involved in the project. The first direct
beneficiary is responsible for 25% of the project. The second one has been created by five
building companies in the framework of the realisation of this project and each of them is
in charge of 15% of the project.

The local authorities agreed to support the project by the following measures:

1) A grant representing the expected loss of the project calculated on the basis of the
anticipated costs and revenues. The “partial reimbursement provision” means that,
at the end of the project, an independent expert will calculate the realised costs and
revenues and the companies can keep 50% of the part of the grant which does not
cover a realised loss. If the realised loss is larger than the expected one, the grant of
the local Council is not increased.

2) The transfer for free some plots of land belonging to the local authority to the
building companies. Conversely, at the end of the project, the local authority will
receive for free some plots of land, which are planned to become public space.

3) A partial guarantee, as the local authority will take responsibility for 35% of the
costs that could follow from claims for damages consecutive to the project.

4) The sale of a building and another plot of land belonging to the local authorities to
the building companies.

In its assessment of the aid, the Commission stated that only the measures 1 and 3 represent
an advantage for the building companies and constitute State aid within the meaning of
Article 87(1) of the EC Treaty. The Commission found that the additional supply of the
corresponding number of apartments and retail shop locations on the market is a direct
distortion of competition. An additional distortion could exist with the application of the
“partial reimbursement provision”. Furthermore, trade conditions are at least potentially
affected as some German building companies are present on these markets and certain
recipients are active at an international level.

When examining whether aid is compatible directly under Article 87(3)(c) of the EC Treaty,
the Commission noted that the project is positive for the common interest and such a local and
restricted project has a limited effect on competition and intra- Community trade.

The Commission concluded that the part of the aid that covers the effective loss of the project
calculated ex-post by an independent expert is compatible with the common market on the basis
of Article 87(3)(c) of the EC Treaty. However, the part of the aid that is exceeding the effective
loss of the project calculated ex-post is incompatible with the common market, as it is not
necessary for the realisation of the project and might adversely affect trading conditions to an
extent contrary to the common interest.

For Further Information:
Decision:
http://ec.europa.eu/comm/competition/state aid/decisions/c33 2005/en.pdf




N209/2001 Guarantee for Borrowings of the Housing
Finance Agency - Ireland

This measure aims at the provision of housing for the most socially disadvantaged
households, and in particular for those households which due to their economic circumstances
are unable to fund their own housing requirement at socially acceptable conditions through
recourse to commercial lenders.

The Irish Minister for Finance provides the guarantee to support the Housing Finance

Agency (HFA) in its borrowing and fundraising activity. The funding is then advanced
to local municipalities to be used by them for public service purposes, namely the
funding of the statutory social housing obligations of local authorities. The HFA a
company limited by shares promoted by the Minister for the Environment and Local
Government and regulated by public law with its Board being appointed by the
Ministers.

The local municipalities establish eligibility for social housing loan finance by reference to
the following considerations:

* Need must be established.

* Households are eligible when they are subject to income and loan limit ceilings.

» Households are eligible which seek to avail of schemes unavailable in the private sector.
* Households are eligible when they are included in local authority housing lists.

In its assessment of the measure the Commission considered the HFA as an instrument of the
state that fulfils practically “in-house” activities. Thus the guarantee granted by the state for
its fundraising was regarded as a transfer within the state not coming under the competition
rules of the EC Treaty. On the other hand, the Commission found the local municipalities to
be in competition with other operators in the housing market as they are offering cheaper
housing conditions, through rents and construction loans, to certain consumers. As this
activity is supported by the state through the cheap guaranteed funding from the HFA, state
resources are involved. Furthermore, as only certain municipalities are allowed to transfer this
advantage of cheap funding to consumers, they are favoured in the sense of Article 87(1) of
the EC Treaty and thus competition is distorted with respect to the other operators in the
market. In the Commission’s view, the state aid measure could not have been exempted under
Article 87(2) or Article 87(3) of the EC Treaty, because the conditions mentioned in these
paragraphs were not fulfilled. However, the aid measure was found compatible with the
common market pursuant to Article 86(2) of the EC Treaty as the conditions for applying this
provision were fulfilled.

For Further Information:

Decision:
http://ec.europa.eu/community law/state aids/comp-2001/n209-01.pdf




N497/2001 Grants for Owner Occupation

The purpose of this scheme is to provide more affordable owner occupation housing in single
tenure housing estates and older urban neighbourhoods or in pressured market areas. The UK
authorities believe that the presence of owner occupiers stimulates the demand for
improvements as well as the local environment and such householders will act as role models
thus playing an important part in developing their communities and tackling regeneration and
social inclusion issues.

The scheme provides housing for designated client groups, notably local residents who
aspire to home ownership and wish to remain in the neighbourhood but are denied the
opportunity because the level of house prices exceeds their capacity to purchase. After
a certain time any houses not sold to these priority groups, will be offered on the open
market.

The Grants for Owner Occupation scheme provides “gap funding” in the form of grants to
private developers to meet the difference (wholly or in part) between the costs of the
production of social housing and the price which the completed house will be sold to the
owner occupier.

The Commission in its decision stated that whilst the main beneficiaries of the aid will be the
eventual owner occupiers of the housing, the applicants for aid are not the prospective owner
occupiers but private suppliers of housing and housing trusts. The scheme does provide for
the possibility that not all houses will be sold to owner occupiers, therefore will be sold on the
open market. Due to this and other factors the Commission could not exclude aid to certain
private housing suppliers. However, the Commission agreed with the UK authorities point
V.6.c) of the Commission’s communication on state aid and risk capital that the scheme
contains provisions to ensure that the housing suppliers who apply for the grant, only receive
the minimum incentive necessary for them to realise the housing in question at their own risk.

For Further Information:

Decision:
http://ec.europa.eu/community law/state aids/industrie/n497-01.pdf

Risk Capital Guidelines (Annex 2 — Fiche IV):
http://europa.eu.int/eur-lex/pri/en/oj/dat/2001/c_235/c_23520010821en00030011.pdf
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N239/2002 Partnership Support for Regeneration

This scheme’s purpose is to increase the stock of housing available for owner occupation in
areas where this is useful from a social and regeneration perspective. It is hoped that the
supply of owner occupation housing in these areas will lead to improvements in local public
services and the local environment.

Under this scheme the projects supported will widen the choice of housing available to
those who wish to become owner-occupiers, either in areas dominated by public sector

housing or in areas where individuals on low incomes are excluded from owner
occupation.

The Partnership Support for Regeneration scheme provides “gap funding” grants to the
property developers undertaking the developments. The purpose of these grants is to bridge

the gap, wholly or in part, between the cost of the development project and the sale value of
the houses upon completion.

The Commission in its decision of the Partnership Support for Regeneration scheme stated
that grants provided to individuals wishing to become owner-occupiers did not involve state
aid. However, under this scheme the public support is not granted to the potential owner-
occupier but to private housing suppliers carrying out the development projects. As these
bodies are undertakings, state aid could be involved. However, the Commission’s view is that
the principle contained within point V.6 of the Commission communication on state aid and
risk capital could be applied to this scheme as it contains provisions to ensure that any support
granted will be the minimum incentive necessary for them to realise the housing in question,
at their own risk.

For Further Information:

Decision:
http://ec.europa.eu/community law/state aids/industrie/n239-02.pdf

Risk Capital Guidelines (Annex 2 — Fiche IV):
http://europa.eu.int/eur-lex/pri/en/oj/dat/2001/c_235/c_23520010821en00030011.pdf

33




N40/2003 Measures to Promote Certain House Building -
Sweden

The scheme aims at stimulating the construction of smaller rented dwellings in Sweden’s
growth regions and of student accommodation by temporarily reducing the construction costs
of the property owner.

In Sweden a certain amount of construction costs consists of the value added tax (VAT)
property owners have to pay either to entrepreneurs or, if they erect dwellings on their own
account, for the purchase of goods and services.

The aid shall be granted in the form of a reimbursement of the paid VAT amounting to
the difference between the VAT the property owner has paid per eligible dwelling and
the VAT he would have paid if the VAT-rate had been 6 % instead of the current rate
of 25%. The aid shall be paid by crediting the property owner’s tax account.

Any property owner shall apply for and obtain the aid regardless of whether they are
counted among State, public utilities or the private sector. The subsidy shall be granted
only to residential properties but not to commercial ones. Thus building firms or other
entrepreneurs operating with this sector are not entitled at all.

In its assessment of the scheme the Commission found that State aid was present. Whilst the
measure does involve State aid, the Commission found it compatible with Article 87(3)(c) of
the EC Treaty as aid to facilitate the development of certain economic activities or of certain
economic areas without adversely affecting trading conditions to an extent contrary to the
common interest.

For Further Information:

Decision:
http://ec.europa.eu/community law/state aids/comp-2003/n040-03.pdf
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N89/2004 Guarantee in favour of the Housing Finance Agency
Social Housing Schemes funded by the HFA - Ireland

The main aim of this measure is the same as in the case N 209/2001 (see its summary above):

provision of a good dwelling in a good housing environment to the most socially
disadvantaged households. Since the positive Commission’s decision in July 2001, where the
aid granted to the Housing Finance Agency (HFA) was held being compatible with the EC
Treaty, the Housing Act 2002 has been enacted. That Act includes, among its provisions,
Section 17, the subject of the notification at hand, which increases the range and scope of
HFA'’s activities and responsibilities.

Section 17 of the Act 2002 provides that the HFA will:

1) be given increased borrowing powers;

2) be able to lend directly to approved voluntary housing bodies engaged in the
provision of social housing. The provision of cheap funding by the HFA is strictly
limited to the statutory functions of the voluntary housing bodies and requires the
approval of the Department of Environment and Local Government.

The HFA uses state guarantees in order to raise funds on the capital market at preferential
terms, which are then advanced to (a) municipalities as well as (b) voluntary housing
bodies, to be used by both of them for the provision of social housing.

The Commission distinguished between two different levels of assessment: 1) the effect of
the state guarantee in favour of HFA; and 2) the effect of provision of cheap financing by the
HFA to (a) municipalities as well as (b) voluntary housing bodies for social housing activities.

Regarding the effect of the guarantee vis a vis the HFA, the Commission noted that the HFA
is a legal entity closely connected to the public authorities, which is restricted by the
applicable legislation and by its own internal statutes to the performance of the activity of
fundraising for the social housing activities of the local authorities and voluntary housing
bodies. Thus the advantage accruing to the HFA as a credit institution by virtue of the state
guarantees cannot be exploited by the HFA to allow it to compete with commercial banks in
lending money to third parties. The Commission therefore considered that the guarantees
granted by the state remain within the sphere of financing of the state. As the HFA is
therefore not an undertaking within the meaning of Article 87(1) of the EC Treaty but a
special credit institution, the state guarantees granted to the HFA for the purpose of enhancing
its ability to raise finance thus were not found to constitute state aid within the meaning of
Article 87(1) of the EC Treaty.

Regarding the effect of provision of cheap financing by the HFA to municipalities and
voluntary housing bodies, the Commission found that state aid within the meaning of Article
87(1) EC Treaty is present, as it cannot be excluded that municipalities and voluntary housing
bodies enjoy a real financial advantage, which has the effect of putting them in a more
favourable competitive position than the undertakings competing with them. However, the
Commission found that the social housing activities constitute compatible state aid pursuant
to Article 86(2) of the EC Treaty, as the conditions for applying this provision has been
fulfilled, namely, that (a) the recipient undertaking must actually have a public service
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obligation to discharge, and the obligation must be clearly defined; (b) the undertaking must
have been entrusted with the public service task; (c) the compensation must not exceed what
is necessary to cover the costs incurred in discharging the public service obligation; and (d)
the development of trade must not be affected contrary to the interests of the Community.

For Further Information:

Decision:
http://ec.europa.eu/community law/state aids/comp-2004/n089-04.pdf
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N179/2004 Finnish Municipal Guarantees

The main purpose of this measure, by which the Municipal Guarantee Board (MGB) gives
state guarantees to a special credit institution Municipality Finance Plc’s (MFL) funding, is to
safeguard and develop the joint funding of the Finnish municipalities. The activities of the
MFL aim at supporting structural, economic and social policies and certain public tasks of the
Finnish municipalities, for instance, renting or production and maintenance of social housing.

The MBG is an institution under public law designated to grant guarantees to the
MFL, which is a special credit institution owned by Finnish municipalities and the
Local Government Pension Institution. The MGB and MFL are responsible for the
execution and administration of the joint funding system of the Finnish
municipalities. The MFL can only and exclusively grant loans to entities stipulated
in the Regulations of the MGB, which comprise municipalities, municipal
federations and other municipality-controlled entities and non-profit entities. The
MFL is controlled by the MGB. The operations of the MGB are monitored by a
Guarantee Board Auditor appointed by the Finnish Ministry of Interior.

In its assessment of the measure, the Commission stated that the application of the
established principles on special credit institutions is without prejudice to the examination of
their activities under the EU state aid rules vis-a-vis the beneficiaries. It is also without
prejudice to the application of other provisions of the Treaty and to the international
obligations of the EU concerning state aid and other subsidies. Special credit institutions may
use state guarantees for public (service) tasks, for instance, firstly, to finance entities of the
state sphere (e.g. municipalities) without restrictions (so-called “closed-cycle” approach) or,
secondly, to generate and distribute subsidies at the request of the public authorities but only
if this is in line with the state aid rules vis-a-vis the final beneficiaries. The Commission
concluded that on that basis also the Finnish special credit institution MFL may benefit from
state guarantees.

The Commission regarded favourably that the Finnish government has changed the
Regulations of the MGB so that any financing provided to entities owned or controlled by
municipalities or corporations, which are designated by state authorities and engaged in the
provision of (municipal) public services or social housing, must be given at preferential terms
in accordance with the state aid rules. This ensures that MFL can only generate/distribute
state aid (financing at preferential terms) to publicly owned or public service undertakings
which is in line with the state aid rules governing public services and social housing. It will
not be allowed to provide “normal” financing at market terms, which can be provided by any
other financial institution.

Only financing to municipalities, which are part of the public sphere and internal organisation
of the Member State’s authorities, can be granted either at market terms or at preferential
terms without restrictions under the state aid rules (“closed-cycle” approach).

Because of its compliance with the established principles on special credit institutions, the
Commission found that the measure constitutes no state aid under the EC Treaty.

For Further Information:

Decision:
http://ec.europa.eu/community law/state_aids/comp-2004/n179-04-fi.pdf
http://ec.europa.eu/community law/state_aids/comp-2004/n179-04-sv.pdf
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N343/2005 Support for the revalorisation of prefabs

The scheme’s purpose is to stimulate private investment in the revalorisation of defective
prefabricated buildings (hereinafter “prefabs™). The scheme aims at the improvement of the
population’s health, safety and living conditions, the enhancement of the environmental
friendliness of the buildings and preventing the creation of social ghettos.

This scheme will provide funding support covering part of the costs incurred by the
owners for repair works required to mend substantial defects affecting residential flats in
prefabs across the Czech Republic. To be eligible for assistance prefabs are should feature
a combination of defects consisting inter alia of statical problems, defective internal
infrastructure and poor thermal insulation.

The beneficiaries are resident owners of the defective prefabs, and the estimated number
of beneficiaries is in excess of 1 000.

The support will be granted by the State Housing Development Fund (SHDF), which is an
instrument of the State for the promotion of housing. The support will be coordinated by
the bank CMZRB, which was selected by the SHDF. CMZRB’s role is to manage the
administration of the scheme and process the flow of funds and documents between the
applicants and the SHDF.

The scheme includes the following forms of support:

o Interest subsidy on the interest payable by the beneficiaries on the bank loans they
contracted to cover the eligible repair costs of the prefabs;

e Guarantee granted by CMZRB, upon approval by the SHDF, to the lending bank
chosen by the beneficiary, in case of lack of security entrustment of the latter;

o Paid technical expert consultancy services.

In its assessment of the scheme, the Commission considered that, to the extent that the
support is granted to beneficiaries performing an economic activity, such an activity may have
an effect on competition and intra-EU trade. Further, resources and decisions of the SHDF are
directly imputable to the State. Thus, the measure in question constitutes state aid within the
meaning of article 87(1) of the EC Treaty.

When examining whether state aid is compatible directly under Article 87(3)(c) of the EC
Treaty, the Commission found that the measure is necessary and proportionate to the
realisation of Community objectives, i.e. consumer protection and economic and social
cohesion. Moreover, it will have a limited effect on competition and intra-EU trade, as it will
not lead to a direct increase in production, it contains safeguards preventing resident owners
from discrimination on the basis of nationality and the average support per beneficiary will be
of limited importance. Finally, although the measure is not designed to be authorised under
EC Regional aid and SME guidelines, it appears to be broadly in line with the requirements of
these guidelines.

The Commission thus concluded that the aid is compatible with the common market pursuant
to Article 87(3)(c) of the EC Treaty.

For Further Information:

Decision:
http://ec.europa.cu/community law/state aids/comp-2005/n343-05.pdf
http://ec.europa.eu/comm/competition/state aid/decisions/n343 2005/en.pdf
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N546/A/2000 Partnership support for regeneration (4): support for
environmental regeneration

The objectives of the scheme are the sustainable and balanced economic growth across the
English Regions and the improvement of the physical environment. It offers support for the
reclamation of derelict or potentially derelict land for “soft end use” aimed at providing a
public amenity. Soft end use is designed primarily to improve the environment, often by
providing a cover of vegetation. Examples include public open space, nature conservation,
and sport and recreation (for instance playing fields, but not sports centres). Any non-green
development like small ancillary buildings and access roads will only be incidental to the
main purpose of the scheme. In any event if reclamation is being taken forward with the aim
of redeveloping the land for “hard end use” such as offices, industrial buildings, commercial
leisure or housing this scheme may not be used.

The scheme may be used for both publicly and privately owned land. The circumstances
where environmental regeneration works are carried out on privately owned land may
include situations where the local authority or regeneration body wishes to apply funding
for preliminary works such as site investigation or where it wishes to acquire the land. If
a project carried out under the scheme results or might result in any but a minimal
increase in the value of private land, the owner must agree to pay an equivalent amount to
the local authority or regeneration body as appropriate. All valuations will be exclusively
undertaken by Independent Chartered Surveyors.

All works to publicly owned land will be subject to competitive tender in compliance
with the Commission’s rules on public procurement. The same principle will be applied
to privately owned land, with the sole exception of the owner of the land being also a
developer. Also in such cases, all valuations will be undertaken exclusively by
Independent Chartered Surveyors.

Where the person responsible for pollution is clearly identified, that person must finance
the remediation or the rehabilitation in accordance with the “polluter pays” principle. No
gap funding will be provided under this scheme. It is assured under the scheme that in
neither case will an undertaking receive any benefit, given the soft end-use of the land
concerned.

The scheme will include the following forms of support (all valuations will be
undertaken by Independent Chartered Surveyors):

e acquisition of land/buildings where it is necessary to acquire small parcels of land
to provide a viable site for instance for public open space;

e preparation of land, including demolition, clearance, treatment of contamination,
installation of services and drainage, landscaping, fencing, lighting, etc.;

e provision of basic infrastructure (it will only be provided in cases where its absence
would preclude the site from being used for its intended purpose);

e development/refurbishment of ancillary buildings like site huts, visitor centres;

e sale or lease of land/buildings;

e administration expenses necessarily incurred by a local authority or private
landowner in designing, supervising and managing a reclamation project.

The activities listed above can either be carried out by a local authority, regeneration
body by itself, with other public bodies, or with private sector commercial organisations,
the latter only after securing agreement to any uplift in value created by the works to be
paid to the regeneration body. Applicants must notify the regeneration body of any
changes in the use of reclaimed land within a ten year period following completion of the
works. If such a change in use creates uplift in land value, this amount becomes
repayable to the regeneration body.




The Commission has found that in those cases where only publicly owned land is concerned,
it is not possible to identify as beneficiaries of the scheme undertakings within the meaning of
Article 87(1) of the EC Treaty. Therefore, there cannot be any benefit for any undertakings
nor thereby any intra-Community trade being affected.

In those limited cases where privately owned land is concerned, although in some instances
the beneficiaries of the scheme might be undertakings within the meaning of Article 87(1), no
undertakings are favoured, given that support is exclusively aimed at providing public spaces,
by definition accessible to and used by anybody. The fact that, whenever such public use of
the site is not maintained for at least ten years, the grant is fully repayable makes it difficult
for any undertakings to make any gains in purely economic terms. So does the clause
concerning the possible increase of the land value further to a change in its use.

Thus the Commission has decided that the scheme does not involve any aid in the meaning of
Article 87(1) of the EC Treaty.

For Further Information:

Decision:
http://ec.europa.eu/community law/state _aids/comp-2000/n546-a-00.pdf
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N385/2002 Support for land remediation scheme

The objective of the scheme is to bring contaminated land, brownfield land and derelict land

back into productive use by addressing the detrimental effects of previous usage. Once
remediated, this scheme will allow the UK authorities to increase the supply of land available
for subsequent developments whilst at the same time reducing the pressure for development
on greenfield land.

The scheme has two different aid instruments:

(1) Dereliction Aid Grant is available for the remediation of contaminated land, brownfield
land and derelict land. The grant will be directed towards an identified and approved
remediation programme in order to make the land suitable for a new use. The grant will be
the cost of the work less the increase in the value of the land.

(i1) Relocation Aid Grant is complementary to the Dereliction Aid Grant. It supports the
relocation of businesses established in an urban area or in a Natura 2000 designated area
which lawfully carry out an activity that creates major pollution and must move from their
actual place of establishment to a more suitable area. This grant will free up the vacated land
for new uses better suited to environmental, economic and social regeneration aims.

The Commission in its appraisal of this scheme assessed both instruments separately. In its
decision, it stated that the Relocation Aid Grant whilst involving state aid is compatible with
Article 87(3)(c) of the EC Treaty as this measure satisfies the condition outlined under point
39 of the Community guidelines on state aid for environmental protection. Concerning the
Dereliction Aid Grant, the Commission also found that state aid was present, but given the
different types of works that could be undertaken, the Commission found different types of
compatibility. For works on polluted industrial sites, the Commission stated that this form of
aid was compatible with point 38 of the Community guidelines on state aid for environmental
protection. For the remaining works under the Dereliction Aid Grant i.e., to remediate land
which is derelict or suffering from subsidence, the Commission found that both of these
measures were not compatible with the Community guidelines on state aid for environmental
protection or any of the other state aid guidelines, frameworks or regulations. However, given
the clear environmental objective of this scheme and the benefits to the physical environment,
the Commission concluded that the remaining two sub measures of the Dereliction Aid Grant
were compatible with Article 87(3)(c) of the EC Treaty as aid to facilitate the development of
certain economic activities or of certain economic areas without adversely affecting trading
conditions to an extent contrary to the common interest.
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N494/B/2002 Rehabilitation of polluted sites

The objective of the scheme is to promote the rehabilitation of polluted industrial sites in
France by means of financing interventions made by private undertakings in order to repair
environmental damage to the quality of the soil or of surface water or groundwater. The
measure only concerns cases where the person responsible for the pollution is not identified.
The French Water Agencies will grant the aid for the rehabilitation of the sites where the
pollution would risk contaminating the sites, from which potable water is extracted, if they
were left without intervention. The aid aims at the destruction of the pollution cause or its
limitation in or ex Situ.

The aid instruments are grants and low interest loans. The eligible costs will be equal to
the cost of the rehabilitation work, detracting the increase in the value of the land following
the rehabilitation. The maximal aid intensity will be attained only in exceptional cases, with
the medium aid intensity being included between 30 % and 50 % of the eligible costs. The
amounts covered by insurance companies will be excluded from the eligible costs.

The Commission has found that such measure constitutes state aid within the meaning of
Article 87(1) EC Treaty. The Water Agencies are public agencies and the resources granted
by them constitute state resources. The measure is selective and it confers its beneficiaries an
economic advantage in terms of minor costs incurred compared to competitors and, as such, is
apt at affecting trade between Member States. The Commission has however reached the
conclusion that such aid satisfies the conditions outlined in the Community guidelines on state
aid for environmental protection. In particular, the aid scheme complies with the provisions
outlined under point 38 of the environmental aid guidelines. Thus, the Commission has
authorised the aid as it is compatible pursuant to Article 87(3)(c) of the EC Treaty.

For Further Information:

Decision:
http://ec.europa.eu/community law/state_aids/comp-2002/1494-b-02.pdf

Community Guidelines on State Aid for Environmental Protection (Annex 2 — Fiche VII):
http://europa.eu.int/eur-lex/pri/en/oj/dat/2001/c_037/c_03720010203en00030015.pdf
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N24/2003 Improvement of industrial estates

The objective of the scheme is to provide incentives in the form of aid for initial investment
for the upgrading, improvement and expansion of existing industrial estates. The scheme
covers the whole territory of Greece and it is co-financed by the Structural Funds.

The aid takes the form of a grant. The beneficiaries of the aid are public and private
undertakings, with the main beneficiaries being agencies responsible for the designation,
development and management of Industrial and Business areas.

Eligible expenditure includes acquisition of land, construction of buildings and
infrastructure projects to serve the Industry and Business areas.

The Commission in its assessment has stated that such measure fulfils the criteria to be
considered as state aid within the meaning of Article 87(1) of the EC Treaty. The grant is
awarded through state resources to certain undertakings and, for the part of the eligible
expenditures constituted by investment costs which the undertakings in the sites in question
should be expected to bear themselves, it confers the beneficiaries an economic advantage
that may affect trade between Member States. Nevertheless, the Commission has noted that
the scheme complies with all the conditions set forth in the Guidelines on national regional
aid. Furthermore, the Greek authorities undertake to respect the provisions of the 2002
Multisectorial framework on regional aid for large investment projects. In consideration of the
above, the Commission has concluded that the aid is compatible with the common market
pursuant to Article 87(3)(a) of the EC Treaty.

For Further Information:

Decision:
http://ec.europa.eu/community law/state aids/comp-2003/n024-03.pdf

Regional Aid Guidelines (Annex 2 — Fiche III):
http://europa.eu.int/comm/competition/state_aid/legislation/aid3.html#F
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N207/2003 Rehabilitation of polluted industrial sites -
Tuscany Region

The objective of the scheme is to promote the rehabilitation of polluted industrial sites by
means of financing interventions made by private undertakings to repair environmental
damage to the quality of the soil or of surface water or groundwater in Tuscany region.

The aid instrument is a non-refundable grant. The beneficiaries of the aid are less than
ten between small and medium-sized enterprises (“SMEs”) and large enterprises. The
responsible for the pollution, if clearly identified, will be excluded from the granting of
such aid in accordance with the “polluter pays” principle. The length of the scheme is 10
years and runs from the day of the Commission’s approval decision.

The eligible costs will be equal to the costs of the rehabilitation work, detracting the
increase in the value of the land. The cost for the investments in land and existing
buildings, those related to the plan needed to determine the pollution of the site and those
concerning urban facilities expenditures, restoration and refurbishment, are excluded. The
maximum aid intensity amounts to 50% gross of the eligible costs effectively incurred by
the firm.

Whilst assessing that such measure constitutes state aid within the meaning of Article 87(1)
EC Treaty, the Commission has reached the conclusion that such aid is compatible with the
common market, as it satisfies the conditions outlined in the Community guidelines on state
aid for environmental protection. In particular, the aid scheme complies with the provisions
outlined under point 38 of the environmental guidelines in terms of beneficiaries, eligible
costs, aid intensity and total aid amount. In consideration of the above, the Commission has
authorised the aid as it is compatible pursuant to Article 87(3)(c) of the EC Treaty.

For Further Information:

Decision:
http://ec.europa.eu/community law/state_aids/comp-2003/n207-03.pdf

Community Guidelines on State Aid for Environmental Protection (Annex 2 — Fiche VII):
http://europa.eu.int/eur-lex/pri/en/oj/dat/2001/c 037/c 03720010203en00030015.pdf
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N85/2005 Soil rehabilitation of polluted industrial sites

The notification concerns the prolongation and modification of the scheme approved under
the state aid No. N 520/2001. The existing scheme partially subsidizes the costs of
rehabilitation of polluted industrial sites in The Netherlands, for those cases where no private
party can be held liable for the pollution.

The aid takes the form of a grant. The eligible costs are equal to the cost of work less the
increase of the value of the land. The Dutch authorities compensate the undertakings by
15% to 70% of the eligible costs. It is estimated that the contribution to the rehabilitation
projects on average is at 25%. Cumulation of state aid for the rehabilitation is explicitly
prohibited in the scheme.

The Dutch authorities have classified the possible beneficiaries of the measure into three
categories, in order to distinguish various aid intensities. The three categories are:

1. The current owner or long-lease tenant of the industrial site has caused the pollution
of the site before 1 January 1975.

2. The current owner or long-lease tenant of the industrial site has had a direct or
indirect involvement in the pollution or a long term legal contract with the polluter
or polluters.

3. The current owner or long-lease tenant of the industrial site has not polluted the site
themselves and have no involvement with the pollution. The Dutch authorities have
classified the undertakings of this third category in wvarious sub-categories,
depending on the date of acquiring the site.

The Commission has carried out the same assessment of scheme N 520/2001 in order to
reach the conclusion that such measure falls within the definition of state aid of Article 87(1)
of the EC Treaty. The Commission has assessed the prolongation and modification of the
scheme under the conditions laid down in the Community guidelines on State aid for
environmental protection. As a result of the application of definition of liability for pollution
under Dutch national law (according to which undertakings could not be held liable if the
pollution took place before 1 January 1975, even if they had polluted the sites themselves),
the Commission has found that the measure falls within the range of point 38 of the
environmental aid guidelines. It has noted that, although the repartition between the categories
of beneficiaries has changed and the relative different aid intensities have been simplified, the
overall aid intensity of the measure stays between 15 % and 70 % of the eligible rehabilitation
costs, which is below the environmental aid guidelines maxima. Thus the Commission has
concluded that the notified modifications comply with the criteria set forth in the
environmental aid guidelines and has therefore authorised the scheme under Article 87(3)(c)
of the EC Treaty.

For Further Information:

Decision:
http://ec.europa.eu/comm/competition/state_aid/decisions/n85_2005/en.pdf

Community Guidelines on State Aid for Environmental Protection (Annex 2 — Fiche VII):
http://europa.eu.int/eur-lex/pri/en/oj/dat/2001/c 037/c 03720010203en00030015.pdf
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NN114/2000 Individual cases of application based
on the English Heritage Scheme

The scheme is usually known as the Historic Buildings, Monuments, Parks and Gardens
Grant Scheme and as its title suggests, the scheme targets the repair of England’s most
important historic buildings, monuments, parks and gardens. Having received a grant, these
heritage attractions must then be open to the general public during certain days of the year.

Projects that can be targeted under this scheme are secular monuments, parks,
gardens and buildings. These assets must either be listed or registered at a specific
heritage grade for the repair works to proceed under this scheme.

This scheme provides support in the form of a grant for the costs of immediate repairs that
are necessary to prevent loss or damage to important architectural, archaeological or
landscape features. In addition to the costs for immediate repairs, incidental costs arising
from these repairs are also classed as eligible for support.

The Commission had difficulty in assessing this case as this scheme was not able to
distinguish between the various situations that may require support. For many of the projects
supported under this scheme, the Commission agreed with the UK authorities that not all of
the conditions of Article 87(1) of the EC Treaty were fulfilled so state aid was not involved.
However, there were some cases where the Commission could not exclude the fact that this
support may advantage undertakings active in sectors in which there is trade between Member
States. Further investigation into this scheme led the Commission to note that the eligible
projects are selected by using standards based on heritage conservation. As the aid awarded
under this scheme is limited to covering the additional heritage related costs, the Commission
found that such aid promotes heritage conservation without affecting trade and competition to
an extent contrary to the common interest in the meaning of Article 87(3)(d) of the EC Treaty.
Therefore, the Commission found the English Heritage Scheme to be compatible with Article
87(3)(d) of the EC Treaty.

For Further Information:

Decision:
http://ec.europa.eu/community law/state_aids/comp-2000/nn114-00-corr.pdf
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N560/2001 Brighton West Pier — United Kingdom
NN17/2002

The aim of this measure is to finance the restoration and ensure the maintenance of a pier
with a cultural value in Brighton (Brighton West Pier). The Brighton West Pier is a historic
pier, listed in Grade 1 for its cultural value as a heritage asset (cultural objective).

A public body, the National Heritage Memorial Fund intends to finance the restoration
of a pier belonging to a registered charity (Brighton West Pier Trust). The balance of the
funding will be provided by a private sector partner (St Modwen). According to the grant
contract between the National Heritage Memorial Fund, the Brighton West Pier Trust
and S Modwen, St Modwen will also finance the maintenance of the pier and it will
receive in return a long lease for a nominal rent of the restored pier (about 125 years).

The Local Authority (Brighton and Hove City Council) will lease two parcels of land on
either side of the pier to Brighton West Pier Trust on a symbolic rent. The Brighton West
Pier Trust will sublease it to & Modwen on a symbolic rent.

The National Heritage Memorial Fund has already granted some funds to the Brighton
West Pier Trust, mainly for emergency works.

Two series of measure are at stake:

(i) the grants by the National Heritage Memorial Fund to the Brighton West Pier Trust
and St Modwen with regard to the restoration of the pier; and

(ii) the lease of land on either side of the Pier by the Local Authority to the Brighton
West Pier Trust (and by the Brighton West Pier Trust to St Modwen) on a symbolic
rent.

The Commission noted that measures in question involve selective advantages given by
public bodies (National Heritage Memorial Fund and the Local Authority) to private
undertakings (Brighton West Pier Trust and S Modwen). However, the Commission
considered that the project at issue involves no state aid in the sense of Article 87(1) of the EC
Treaty, because the distortion of competition and intra Community trade criteria are not met.
Even if the measures at issue constituted state aid in the sense of the EC Treaty, they would be
compatible with the common market under Article 87(3)(d) of the EC Treaty, because they
pursue a genuine cultural objective and they do not affect trading conditions and competition
to an extent that is contrary to the common interest.

For Further Information:

Decision:
http://ec.europa.eu/community law/state aids/comp-2001/n560-01.pdf
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NN11/2002 Individual cases of application based on the
National Heritage Memorial Fund

The National Heritage Memorial Fund scheme provides financial assistance to projects of
importance to National Heritage within the UK. These could be things of any kind which are
of scenic, historic, archaeological, aesthetic, architectural, engineering, artistic or scientific
interest. The aim of the scheme is to safeguard and enhance the heritage of buildings, objects
and the environment so that they can be enjoyed by the general public and handed on to future
generations.

Any type of project is eligible for support under this scheme as long as it is important
for the national heritage and there is a benefit for the public. Examples include
buildings, historic townscapes, historic parks, monuments, projects based on language
heritage, archives and exhibitions.

In the majority of cases support will be in the form of a grant, however, loans or other
methods such as a voucher system are also available. Given the variety of projects funded
under this scheme, the support may be granted for a number of reasons. The construction of
buildings, conservation, repair and restoration, improving the housing and storing of
collections, education, exhibiting and maintaining archives are some examples.

As this scheme involves a large variety of projects that can be supported, the Commission
had difficulty analysing its compatibility with the state aid rules. The Commission agreed
with the UK authorities that a number of the projects did not meet all of the conditions under
Article 87(1) EC Treaty, hence state aid was not involved. However, the Commission stated
that it could not exclude the fact that these funds may advantage undertakings active in sectors
where there was trade and competition between Member States. Therefore, the Commission
examined this scheme under Article 87(3)(d) of the EC Treaty.

Given the various types of projects supported, the Commission split the eligible projects into
two categories, the renovation of buildings and other physically built heritage objects and the
conservation of intangible heritage assets, intangible conservation for heritage assets and
tangible objects other than physically built. For the renovation of buildings and other
physically built heritage objects, the Commission found that as the costs were limited to the
additional heritage related costs for retention or appropriate repair, this aid promoted heritage
conservation without affecting trade and competition to an extent contrary to the common
interest in the meaning of Article 87(3)(d) of the EC Treaty. Concerning the second category,
the Commission decided that there was a strong beneficial aspect for various areas of life and
these benefits for the public could not be measured in financial terms. Additionally, the
Commission stated that the conservation of cultural heritage is a recognised mutual benefit for
all European citizens. Therefore, the Commission decided it was appropriate to fund up to the
entire project costs, if the project provides free access for the public. Where the project leads
to a cost for the public, funding may be justified in order to cover those project costs that can
not reasonably be expected to be covered by other incoming finances. To conclude, the
Commission found this National Heritage Memorial Fund scheme to be compatible with
Article 87(3)(d) of the EC Treaty given that it promotes culture and preserves heritage.
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NN95/2002 Individual cases of application based
on the Historic Environment Regeneration
Scheme

The purpose of the Historic Environment Regeneration Scheme is to provide regeneration
support to objects of a heritage nature.

The objects that are eligible for support are ancient scheduled monuments, registered
historic parks and gardens, listed historic buildings and designated conservation areas
(areas of special architectural or historic interest) in England.

Support is provided in the form of a direct grant for the repair, restoration and
rehabilitation of the eligible objects listed above.

When approving the Historic Environment Regeneration Scheme the Commission found that
not all of the projects supported fulfilled all of the conditions of Article 87(1) EC Treaty,
hence state aid was not always involved. However, the Commission could not exclude the
fact that these public funds may provide an advantage to undertakings active in sectors in
which there is trade and competition between the Member States. In its decision, the
Commission did take into account the needs of historic conservation in the case of retention or
appropriate repair of heritage assets does entail additional costs. As this scheme is limited to
supporting these additional heritage related costs, the Commission found that such aid
promotes heritage conservation without affecting trading conditions and competition in the
Community to an extent contrary to the common interest in the meaning of Article 87(3)(d)
EC Treaty. In addition, it stated that such support for heritage conservation is a recognised
area of mutual benefit for all European citizens under the EC Treaty. Therefore, this scheme is
compatible with Article 87(3)(d) of the EC Treaty.

For Further Information:

Decision:
http://ec.europa.eu/community law/state aids/industrie/nn95-02.pdf
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N430/2002 Subsidies for the Improvement of the Image of the
“Handelshifen” area (Bremen)

This scheme promotes investments by small and medium-sized undertakings (SMEs) for the
renovation of the “Handelshédfen” area, a partly abandoned port area nearby the centre of
Bremen with decreasing economic activity.

The programme operates with state resources from the budget of the City of Bremen.
It is limited to SMEs in order to help them to carry out investments in the
improvement of the exterior appearance of their real estate situated in the target area.
Those investments should clearly and sustainably improve the object’s appearance and
blend easily into the surroundings. Eligible costs are the costs of tangible investments
in the renovation and redecoration of the buildings and properties concerned.

The following types of investment are assisted under the measure:

(i) Rehabilitation of exterior real estate: demolition of buildings and/or accessory
buildings without any or without any considerable commercial function, strengthening of
the interior land surface (yard), renewal of fencing, planting of green areas and installation
of lighting;

(ii) Rehabilitation of facades: rchabilitation of the historical appearance of fagades and
improvement of a building’s appearance, including repainting and in some cases also the
renewal of the windows.

In its assessment of the scheme, the Commission found that for most of the undertakings
concerned, the measures in question could not be expected to have an impact on trade
between Member States and, therefore, they were not state aid within the meaning of Article
87(1) of the EC Treaty. For the rest of the undertakings concerned by the scheme, the
Commission found that the measures might have an impact on trade between Member States
and, therefore, they involved state aid within the meaning of Article 87(1) of the EC Treaty.
However, whilst state aid was present, the Commission in its decision concluded that the
measures could benefit from the derogation of Article 87(3)(c) of the EC Treaty as trade
conditions were not affected to an extent contrary to the common interest. Furthermore, the
Commission found that some of the measures to be supported, such as the renovation of
historic fagades, were also likely to fulfil the conditions of Article 87(3)(d) of the EC Treaty,
so that they could benefit from the exemption for aid to promote culture and heritage
conservation.

For Further Information:

Decision:
http://ec.europa.eu/community law/state_aids/comp-2002/n430-02.pdf
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NN55/2005 Heritage conservation - Poland

The aim of the scheme is the protection of national cultural heritage. The measure foresees
financial support for conservation, restoration and other construction works on monuments,
requiring renovation, which are classified as objects of a significant historical, artistic,
scientific or archaeological value and are listed in the Register of Historical Monuments.

The aid can be granted by the Minister of Culture or the monument conservator at the
level of voivodship. The beneficiaries of the aid are individuals, businesses and
institutions (e.g. churches, territorial self-government units) in all sectors that are owners
or occupiers of monuments listed in the Register of Historical Monuments and which,
in the case of aid granted ex post, do not receive state funds for their operation.
Businesses will receive only a small percentage of the total financial support and most
beneficiaries are natural persons, churches and religious organisations. An entity can be
supported from public sources on the basis of this measure only once every 10 years.
Foreign entities owing eligible objects of national heritage may also apply for the subsidy
under the same conditions as Polish applicants.

The aid is granted in the form of direct grants. The subsidy can be granted ex ante for
future costs necessary to carry out the conservation works calculated in advance and
approved by the Monument Conservator, or ex post for costs of conservation works
occurred in the previous three years on the basis of the receipts. The subsidy cannot
exceed 100% of eligible costs.

The Commission has found that the majority of projects being supported under the scheme
for renovation, conservation and construction works on the monuments classified as Polish
national heritage are considered not to constitute state aid within the meaning of Article 87(1)
of the EC Treaty. Most beneficiaries are private individuals, churches and religious
organisations. Aid to private individuals does not qualify as state aid in the meaning of Article
87(1) of the EC Treaty, whereas the above mentioned institutions are not mainly involved in
economic activity.

The Commission has concluded that in the cases when the measure could involve state aid, it
preserves national cultural heritage. Considering the local nature and interest of the activities
to be supported by the scheme and the fact that the renovation works are limited to the
heritage related elements of the object and do not expand to the operational activity of the
beneficiary, the measure does not affect trading conditions and competition in the Community
to an extent that is contrary to the common interest in the meaning of Article 87(3)(d) of the
EC Treaty.

For Further Information:

Decision:
http://www.europa.eu.int/comm/competition/state aid/decisions/nn55 2005/en.pdf
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N106/2005 Hala Ludowa in Wroclaw

The aim of the measure is the protection of national cultural heritage. Hala Ludowa building
with its surroundings is a historical monument facility classified as a significant object of
national cultural and historical heritage. Hala Ludowa is a modern sport and performance
facility in Poland hosting sport events (frequently of international importance), congresses,
conferences, scientific symposia, fairs, exhibitions, concerts, music and stage spectacles. The
aid is granted for conservation, restoration and construction works of the building and
its surrounding area (park and recreation area).

The Municipality of Wroctaw and WP Hala Ludowa Sp. z 0.0. will conclude a civil law

contract determining the details of granting the aid (rules of transferring, etc.). WP
Hala Ludowa Sp. z o.0. is the company managing the building Hala Ludowa. Both the
beneficiary and the building are wholly owned by the State. The beneficiary is also
active in the field of recreational, cultural and sporting activities.

The subsidy, amounting to around EUR 0.95 million (PLN 3.9 million), will be
transferred to the beneficiary’s accounts successively on the basis of submitted invoices
defining the amount and the scope of works performed at a given stage. Only the most
necessary renovation works which are essential for the proper functioning and
maintenance of the building will be covered. The project does not benefit from any other
forms of public support. The own contribution of the beneficiary constitutes 13 % of the
entire budget of the construction works.

The Commission has found that the measure in the form of a direct grant for renovation,
conservation and construction works of Hala Ludowa is considered to constitute state aid
within the meaning of Article 87(1) of the EC Treaty. However, the Commission has
concluded that the measure promotes culture and preserves national cultural heritage without
adversely affecting trading conditions and competition in the Community to an extent
contrary to the common interest in the meaning of Article 87 (3)(d) of the EC Treaty, as the
aid is limited to the minimum necessary to achieve cultural heritage objectives and will not
expand to the operational activity of the beneficiary.

For Further Information:

Decision:
http://www.europa.eu.int/comm/competition/state aid/decisions/n106 2005/en.pdf
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N123/2005 Cultural heritage scheme to promote tourism

The scheme aims at promoting tourism by conserving and displaying Hungarian national
heritage. The aid will be granted by the Hungarian Tourism Office for a) the conservation of
buildings that are classified as monuments under the law concerning the preservation of
national heritage and, at the same time, are tourist attractions (castles, palaces and historic
thermal bath); b) the organisation of and participation at events of national and international
significance that display and promote Hungarian national cultural heritage (Hungarian
folklore, gastronomy and traditions).

The beneficiaries under the scheme are legal persons such as businesses, associations
without a legal personality and individual entrepreneurs in possession of eligible objects
of national heritage. The beneficiaries of support for the organisation of events under are
expected to be mainly local authorities, while the main beneficiaries of the support given
for participation at events will be organisations and associations that represent the
tourism industry as whole.

The support will be given in the form of direct non-repayable grants, which can cover
up to 100% of eligible costs. Eligible costs for the subsidies to be awarded for the
conservation of buildings will cover restoration works, but not the normal maintenance of
costs of these buildings.

The Commission has found that the funding in a significant part of projects being supported
under the scheme is considered not to constitute state aid within the meaning of Article 87(1)
of the EC Treaty since the beneficiaries are considered not to constitute undertakings
performing an economic activity. However, in the case of some projects, the funding by the
scheme constitutes state aid in the meaning of Article 87(1) of the EC Treaty (for example,
hotel providers operating historic baths). However, the Commission has concluded that, in the
limited number of cases when the measure at hand involves state aid, it preserves national
cultural heritage without adversely affecting trading conditions and competition in the
Community to an extent contrary to the common interest in the meaning of Article 87 (3) (d)
of the EC Treaty, as the aid is limited to the minimum necessary to achieve cultural heritage
objectives and will not expand to the operational activity of the beneficiary.

For Further Information:

Decision:
http://www.europa.eu.int/comm/competition/state aid/decisions/n123 2005/en.pdf
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N200/2006 Aid scheme in favour of urban conservation agencies

The scheme is a modification of an existing aid scheme in favour of Urban Conservation
Agencies (hereinafter “UCAs”). The alteration concerns a relaxation of the conditions for the
exemption from corporation tax for UCAs. The objective is to allow the current beneficiaries
of the scheme to extend their activities of cultural heritage conservation to the restoration of
economically less attractive historical non-residential buildings, usually in poor condition,
offering low profit expectations and earmarked on a list established by independent experts.

The original aid scheme exempted UCAs from a corporation tax on the condition that at least
90% of their portfolio consists of historical residential properties. With this new scheme it can
be less than 90% as most of them have already been restored by UCAs. They intend to focus
their activities more on non-residential properties, like churches, pumping stations, warehouses,
mills, industrial estates.

The current beneficiaries are 14 UCAs, which acquire, restore and maintain threatened
historic buildings and monuments. They are SMEs and operate at either national or
regional level. While some of them operate as private or public limited companies, UCAs
are generally non-profit organisations.

The aid instrument is an exemption from a corporation tax.

In its assessment of the scheme, the Commission found that the measure constitutes state aid

within the meaning of Article 87(1) EC Treaty as it involves state resources, is selective and
gives a fiscal advantage to the UCAs. Moreover, distortions of competition and an effect on
trade between Member States cannot be ruled out when they rent out or occasionally sell
restored buildings. The Commission considered that the relaxation to allow more than 10%
non-residential buildings in the portfolio of the UCAs is a substantial alteration of the initial
scheme and, therefore, constitutes new aid.

The Commission reached the conclusion that the measure is compatible with the common
market on the basis of Article 87(3)(d) of the EC Treaty. Firstly, the tax exemption is a suitable
instrument to preserve the cultural heritage of the Netherlands, considering that Article 151 of
the EC Treaty recognizes culture as an objective of common interest. Secondly, the measure is
justified as those buildings and monuments would undergo further deterioration and would
eventually collapse or be destroyed. Thirdly, the effects of the measure on competition and on
intra-EU trade would appear limited, since UCAs operate in a small specific segment of the
Dutch real estate market. Finally, as the budget for the tax exemption will remain unchanged
after the relaxation, the effects on competition and trade would therefore seem further reduced
by the shift of the activities of the UCAs towards less economically attractive buildings.

The Commission thus decided to consider the altered aid scheme to be compatible with
Article 87(3)(d) of the EC Treaty until 31 December 2014.

For Further Information:

Decision:
http://ec.europa.eu/community law/state_aids/comp-2006/n200-06.pdf
http://ec.curopa.eu/comm/competition/state _aid/decisions/n200 2006/en.pdf
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N606/2001 Community Development Venture Fund

The purpose of the Community Development Venture Fund Scheme is to address the UK
wide market failure in the supply of risk capital to SMEs but more particularly in this case,
targeted at disadvantaged communities/areas. The scheme is aimed at developing what is said
to be a latent demand to establish businesses within deprived communities.

The CDVF is essentially a private sector initiative supported by the UK authorities
which is set up to redress the market failure in the supply of risk capital in the most
deprived areas.

The UK Government will invest in the CDVF. A substantial amount of the UK
Government’s contribution will be subordinated whilst the remainder will be invested on
pari passu terms with the private investors. The subordinated Government capital will be
drawn down into the CDVF before private capital.

The CDVF will then only make investments in SMEs located in areas suffering from
extreme deprivation.

The Commission’s decision of the Community Development Venture Fund considered the
scheme at 3 different levels (Investors, CDVF and the targeted SMEs) to determine if state aid
was involved. The Commission found that state aid was present to both the investors and the
SMEs invested in by the CDVF. However, the Commission did find these two levels of the
CDVF to be compatible with the Commission communication on state aid and risk capital.

For Further Information:

Decision:
http://ec.curopa.cu/community law/state aids/industrie/n606-01.pdf
Communication on State Aid and Risk Capital (Annex 2 — Fiche IV):
http://europa.eu.int/eur-lex/pri/en/oj/dat/2001/c 235/c 23520010821en00030011.pdf
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N711/2001 Community Investment Tax Credit

The Community Investment Tax Credit is a scheme that aims to improve access to capital for
small businesses, potential business start-ups and community projects in disadvantaged
regions. These target companies are currently suffering from a shortage of finance
opportunities due to market failure. This scheme will complement other schemes all aimed at
regenerating deprived communities.

The scheme awards tax relief to corporations and individuals willing to put their
money into specialised intermediaries, Community Development Finance Institutions
(CDFlIs), that in turn invest in SMEs and charitable projects in disadvantaged
communities who are suffering from a shortage of finance opportunities due to market
failure.

CDFIs are economically sustainable organisations specialised in providing business advice
and finance to enterprises in disadvantaged communities. CDFIs will provide different
forms of support to both investors and SMEs:

At investor level, CDFIs will grant a tax relief to both private and corporate investors
who chose to invest in CDFIs.

At the target enterprise level, CDFIs will offer the following support to these enterprises in
disadvantaged areas:

(i) Loans to SMEs

(i1)) Loans to community projects

(ii1)) Equity investments in community projects

The Commission’s decision of the Community Investment Tax Credit Scheme considered the
scheme at 3 different levels (investors, CDFIs and target enterprises) to determine if state aid
was involved. The Commission found that state aid was only present at the level of CDFIs
acting as intermediary vehicles. However, in line with point V.6 of the communication on
state aid and risk capital, the Commission agreed with the UK authorities that the minimum
incentive is provided at the level of investors as the system is open and non-discriminatory.
Therefore, the Commission concluded that this scheme was compatible with the common
market pursuant to Article 87(3)(c) of the EC Treaty.
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N159/1996 Urban Renewal Pact - France
(Pacte De Relance Pour La Ville)

The measure targets 3 types of zones, which represent different levels of deprivation. Each
zone is chosen according to socio-economic criteria. The objective is to target particular
handicaps by encouraging investments in the deprived areas.

There are 700 Sensitive Urban Zones (SUZ), which include 350 Renewal Urban Zones
(RUZ), 30 of them will be selected as Free Urban Zones (FUZ).

Aid instruments under the scheme:
(1) SUZ: contribute to job creation for the young people from 18 to 25 years old and to the
restoration of commercial premises;
(1) RUZ: exemption from professional tax for companies which provide loans for the
expansion/development of other companies;
(ii1) FUZ: exemption from income tax for companies;

exemption from professional tax and land tax;

exemption from social security contributions.

The Commission stated that the measures for SUZ and RUZ comply with the conditions of
the de minimis rule. For the FUZ, the exemption from income tax is also in line with the de
minimis rule. The exemptions from professional tax and land tax and the exemption from
social security contributions were considered as state aid. However, the Commission found
the aid compatible with Article 87(3)(c) of the EC Treaty.

For Further Information:
Decision: OJ C 215, 25.07.1996.
Commission Regulation (EC) No 69/2001 of 12 January 2001 on the application of Articles

87 and 88 of the EC Treaty to de minimis aid (Annex 2 — Fiche I):
http://europa.eu.int/eur-lex/pri/en/oj/dat/2001/1_010/1_01020010113en00300032.pdf
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N270/2002 Urban renewal scheme

The scheme aims at promoting regional development in the designated urban areas
Ireland.

The scheme provides for the incentive of capital allowances (accelerated depreciation)
to the investors in industrial and commercial buildings in the designated urban areas. The
beneficiaries must have committed expenditure in the construction or refurbishment of
buildings and have thus made an initial investment as defined in the Guidelines on
national regional aid. Beneficiary companies may occupy the buildings themselves or
lease them to other companies. Beneficiaries will not include property developers. The
financial service sector is also excluded under the scheme.

The beneficiaries will be entitled to 50% capital allowances in year 1 with the remaining
50% applying at 4% per annum for the next 13 years until a 100% write-off is achieved.
The capital allowances relate to the value of the construction expenditure exclusive of
site cost. If the building is sold before the end of the 14-year writing-down period for
capital allowances purposes and if the sale price is greater than the written-down value,
then the capital allowances granted up to the sale date will be clawed back.

In its assessment of this scheme, the Commission has found that state aid was present to
undertakings investing in the designated urban zones due to the economic advantage in the
form of tax saved through accelerated depreciation. Whilst this scheme does involve state aid,
the Commission found it compatible with the guidelines on national regional aid and SMEs

block exemption.

For Further Information:

Decision:
http://ec.europa.eu/community law/state_aids/comp-2002/n270-02.pdf

Regional Aid Guidelines (Annex 2 — Fiche III):
http://europa.eu.int/comm/competition/state aid/legislation/aid3.html#F

SMEs Block Exemption (Annex 2 — Fiche II):
http://www.europa.eu.int/comm/competition/state _aid/legislation/aid3.html#sme
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N271/2002 Rural renewal scheme

The scheme aims at promoting regional development in the designated rural areas, which are
among the poorest and most underdeveloped in Ireland.

The scheme provides for the incentive of capital allowances (accelerated depreciation)
to the investors in industrial and commercial buildings in the designated rural areas. The
beneficiaries must have committed expenditure in the construction or refurbishment of
buildings and have thus made an initial investment as defined in the Guidelines on
national regional aid. Beneficiary companies may occupy the buildings themselves or
lease them to other companies. Beneficiaries will not include property developers. The
financial service sector is also excluded under the scheme.

The beneficiaries will be entitled to 50% capital allowances in year 1 with the remaining
50% applying at 4% per annum for the next 13 years until a 100% write-off is achieved.
The capital allowances relate to the value of the construction expenditure exclusive of
site cost. If the building is sold before the end of the 14-year writing-down period for
capital allowances purposes and if the sale price is greater than the written-down value,
then the capital allowances granted up to the sale date will be clawed back.

In its assessment of this scheme, the Commission has found that state aid was present to
undertakings investing in the designated rural zones due to the economic advantage in the
form of tax saved through accelerated depreciation. Whilst this scheme does involve state aid,
the Commission found it compatible with the guidelines on national regional aid and SMEs
block exemption.

For Further Information:

Decision:
http://ec.europa.eu/community law/state_aids/comp-2002/n271-02.pdf

Regional Aid Guidelines (Annex 2 — Fiche III):
http://europa.eu.int/comm/competition/state aid/legislation/aid3.html#F

SMEs Block Exemption (Annex 2 — Fiche II):
http://www.europa.eu.int/comm/competition/state aid/legislation/aid3.html#sme
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N766/2002 Free Urban Zones (Zones Franches Urbaines)

The objective is to stimulate new establishments and investments in depressed urban areas
via incentives in the form of specific tax exemptions and exemptions from social security
contributions that will help to promote employment.

Free urban zones comprise 44 areas, each of which has more than 10,000 inhabitants
and are considered as particularly deprived according to the criteria set up by French
Law No 96-987 of 14 November 1996.

Incentives are in the form of a tax relief and exemption from social security
contributions. The aid instruments are:

(1) Exemption from income tax for companies;

(i1)) Exemption from social charges;

(ii1) Exemption from health care social contributions of craftsmen and salesmen;

(iv) Exemption from land tax and professional tax.

In its assessment of the scheme the Commission noted that the measures under examination
are financed from the state budget. They are selective as they are targeted at small businesses
located in designated geographical areas - free urban zones. The aid thus falls under Article
87 of the EC Treaty.

Article 87(3)(c) of the EC Treaty allows to authorize state aid measures intended to facilitate
the development of certain economic activities or of certain economic areas, where such aid
does not adversely affect trading conditions to an extent contrary to the common interest.
Therefore, the Commission found the above-mentioned aid measures compatible with Article
87(3)(c) of the EC Treaty.

For Further Information:
Decision:
http://ec.europa.eu/community_law/state_aids/industrie/n766-02.pdf
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C13/2002 Stamp Duty Exemption for Non-residential
Property in Disadvantaged Areas

The aim of this scheme is to contribute to the physical, economic and social regeneration of
designated disadvantaged areas by way of reducing the cost of acquiring non-residential
property in these areas. In turn, it is hoped that this measure will encourage business
establishment and property development in these disadvantaged areas.

This stamp duty exemption applies to sales and new leases of non-residential
properties located in designated disadvantaged areas in the UK. The UK authorities
selected these disadvantaged areas based on the most recent Indices of Multiple
Deprivation. These are based on areas such as employment, health, education etc.

The support will be given in the form of an exemption from stamp duty obligations (taxes
levied on documents relating to sales and leases of buildings and transfers of shares). Stamp
duty is a transaction tax imposed on the purchaser or leaser of land or property.

The Commission in its approval process found that there was no framework, guidelines or
regulations that applied to this scheme. However, the Commission did examine the scheme
directly on the basis of Article 87(3)(c) of the EC Treaty and it concluded that whilst state aid
was granted to purchasers or leasers of non-residential property, the scheme did fall within the
Community objectives of economic cohesion and sustainable development and would not
adversely affect trading conditions to an extent contrary to the common interest. Therefore,
the scheme, with certain restrictions, is compatible with Article 87(3)(c) of the EC Treaty.

For Further Information:

Decision:
http://europa.eu.int/eur-lex/pri/en/oj/dat/2003/1_149/1 14920030617en00180029.pdf
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N211/2003 New Free Urban Zones (Nouvelles
Zones Franches Urbaines) - France

As in the above-mentioned case N 766/2002, the scheme is designed to underpin economic
activity in depressed urban areas by strengthening the local economic fabric, comprising for
the most part small businesses, via incentives in the form of specific tax exemptions and
exemptions from social security contributions that will help promote employment. The
notified scheme aims at the extension of the urban tax-free zones scheme to include 41 new
depressed urban areas, thus adding to the 44 such areas already existing in France.

The list of the 41 new FUZ was drawn up on the basis of socio-economic criteria which

were considered objective in the Commission decision N 159/1996. A combination of
these criteria leads to an aggregative index in function, according to which the districts
are classified. The indicators used for the calculation were updated on the basis of the
population census of 1999 for the socio-demographic data and for the tax resources of
the municipalities concerned.

Incentives are in the form of a tax relief and exemption from social security
contributions. The aid instruments are:

(1) Exemption from land tax and the professional tax;

(ii)) Exemption from income tax;

(i11)) Exemption from social charges for employers for employment;

(iv) Exemption from social security contributions for craftsmen and salesmen.

In its assessment of the scheme the Commission noted that the measures under examination
are financed from the state budget. They are selective as they are targeted at small businesses
located in designated geographical areas - free urban zones. The aid thus falls under Article
87 of the EC Treaty.

Article 87(3)(c) of the EC Treaty allows to authorize state aid measures intended to facilitate
the development of certain economic activities or of certain economic areas, where such aid
does not adversely affect trading conditions to an extent contrary to the common interest. As
in its decision taken in the case N 766/02, the Commission thus has decided to consider the
aid compatible with the EC Treaty on the basis of Article 87(3)(c).

The Commission has also considered that that there is no affect on trade between Member
States in case of small companies which were already established in the FUZ on 1 January
2004 and which activities were limited to the following sectors: local services or local
employment initiatives, social economy companies and reintegration companies.

For Further Information:
Decision:
http://ec.europa.eu/community law/state aids/comp-2003/n211-03.pdf
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N70/A/2006 Prolongation and extension of Free Urban Zones
(Zones Franches Urbaines)

As in the above-mentioned cases N 766/2002 and N 211/2003 on Free Urban Zones (hereinafter
“FUZs”), the scheme aims at promoting and developing depressed urban areas designated on a
geographical basis by strengthening the local economic fabric, comprising for the most part
small businesses. The measures are incentives in the form of specific tax exemptions and
exemptions from social charges for employers that will help to promote employment.

The scheme concerns:

o the prolongation of the 85 existing FUZs’ scheme (until end of 2011 for the 44 first
generation FUZs),

« the geographical extension of 29 existing FUZs,

« the creation of 15 new FUZs (the third generation of FUZs),

o the harmonization of the tax relief and the exemption from social security
contributions for the new creations or establishments of undertakings in the existing or
future FUZs (thus the differences between the scheme of the first generation of FUZs and
the scheme of the second generation of FUZs will be removed).

The geographical scope of this scheme is 100 areas. Each of the third generation FUZs
notified in this scheme is limited to 8,500 inhabitants, instead of 10,000 inhabitants for
each previous FUZ. The global population concerned represents more than 2.6% of the
French total population.

The beneficiaries are micro and small enterprises pursuant to the Commission definition
in Recommendation of 6 May 2003 concerning the definition of micro, small and
medium-sized enterprises.

The aid instruments are:
o Tax relief:
> exemption from income tax for companies,
> exemption from land and professional tax,
o Exemption from social charges for employers
All the exemptions are limited to de minimis for the existing firms at January 1% 2006 in
the 15 new FUJ7s or in the 29 extended F1]7s.

In its assessment of the scheme, the Commission stated that the measures are financed from the
state budget and are selective as they are targeted at small businesses located in designated
geographical areas: Free Urban Zones. The measures constitute thus State aid pursuant to Article
87(1) of the EC Treaty, except the aids to existing enterprises subject to de minimis Regulation.
The Commission found that the measures aim at pursuing the Community objective of
economic and social Cohesion. Furthermore, they are necessary and proportionate, as the aid
is limited geographically, in time and to small businesses (half of the recipients are active in
the educational, health and social sectors). They do not distort competition and trading
conditions to an extent that is contrary to the common interest. Finally, the Commission noted
that the previous FUZs’schemes have had positive but still insufficient results on employment
and on economic and social Cohesion, justifying that they could be prolonged and extended.

In consideration of the above, the Commission reached the conclusion that the scheme is
compatible with the EC Treaty pursuant to Article 87(3)(c).

For Further Information:
Decision:
http://ec.europa.eu/community law/state aids/comp-2006/n070-a-06.pdf




N712/1999 R&D Programme “Building and Living”

The scheme aims at supporting research projects for the generation of new knowledge and
developing and testing of new ways, concepts and models to meet the challenges of building
and living in the 21* century, such as increasing urbanisation; the consequences for housing
policy and territorial planning of global economic, technological and social changes; social
decline of many city districts and village neighbourhoods; population loss, etc. The leading
objectives of the programme are social integration, preservation of resources and
sustainability, sustainable employment and qualification, provision of housing for everybody
and local identity and identification.

The projects to be aided fall under the R&D stages of basic research, industrial research
and pre-competitive development. Basic research will be carried out by public research
institutions.

The beneficiaries are enterprises, the vast majority of which will be SMEs, as well as
public research institutions and universities.

The aid is given in the form of outright grants. The eligible R&D costs are personnel
costs, costs of instruments and equipment, costs of external services (incl. know-how and
patents), additional overheads and other operating expenses. All costs must be necessary
for and result from the research activities. Costs for purchase of land and buildings are
excluded.

The Commission has found that aid given to public institutions is not state aid, as it is public
financing of R&D activities by public non-profit-making higher education or research
establishments not covered by Article 87(1) of the EC Treaty. Aid given to undertakings is
state aid under Article 87(1), as it might strengthen their position compared to other
undertakings competing in the common market. Whilst the scheme does involve state aid, the
Commission has found it compatible with the conditions of the R&D framework.

For Further Information:

Decision:
http://ec.europa.eu/community law/state aids/comp-1999/n712-99.pdf

Community framework for state aid for research and development (Annex 2 — Fiche 1X):
http://www.europa.eu.int/smartapi/cgi/sga_doc?smartapi!celexapi!prod! CELEXnumdoc
&lg=en&numdoc=31996Y0217(01)&model=guichett
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Annex 2

STATE AID FICHES ON THE MAIN RULES RELEVANT IN THE
FIELD OF REGENERATION

FICHE I — Amounts de minimis

Legal basis

This fiche summarises the Commission Regulation (EC) No 69/2001 of 12 January 2001 on
the application of Articles 87 and 88 of the EC Treaty to de minimis aid (Official
Journal No L 10, 13.1.2001, p. 30).

Scope

The Regulation covers small amounts of State aid (de minimis aid) which do not constitute
State aid in the sense of Article 87(1) EC and which are therefore not subject to the
notification requirement.

This de minimis rule does not apply to the transport sector and a specific de minimis rule
apply in the field of production, processing or marketing of agricultural and fisheries products
listed in Annex I to the EC Treaty.

Concept

The de mimimis rule sets a threshold figure for aid below which Article 87(1) can be said not
to apply, so that the measure need no longer be notified in advance to the Commission. The
rule is based on the assumption that, in the vast majority of cases, small amounts of aid do not
have an effect on trade and competition between Member States.

Criteria

To benefit from the de minimisrule, aid has to satisfy the following criteria:

e The ceiling for the aid covered by the de minimis rule is € 100,000 (cash grant
equivalent) over any three year period. The relevant period of three years has a mobile
character, so that for each new grant of de minimis, the total amount of de minimis aid
granted during the previous three years needs to be determined.

e  The ceiling will apply to the total of all public assistance considered to be de minimis aid.
It will not affect the possibility of the recipient obtaining other State aid under schemes
approved by the Commission;

e The ceiling applies to aid of all kinds, irrespective of the form it takes or the objective
pursued. The only type of aid which is excluded from the benefit of the de minimis rule
is export aid.

Cumulation

The above ceiling (€ 100,000 of de minimis aid over a three year period) applies to the total

amount of de minimis aid granted to a single company.

When granting a de minimis aid to a particular undertaking, the Member State

concerned must check whether the new aid will not raise the total amount of de minimis aid

received by that undertaking during the relevant three year period above the € 100,000

ceiling.

The Member State is responsible for establishing the instruments needed to ensure an

effective control of the respect of the de minimis cumulation ceiling. This can be done in two

ways:

e  Either the Member State sets up a central register of de minimis aid containing complete
information on all de minimisaid granted by any authority within the Member State.

e Alternatively, the Member State explicitly informs the enterprise about the de
minimis character of the aid and obtains from the enterprise concerned full
information about other de minimis aid received during the previous three years. Under
all conditions, the Member State remains responsible for ensuring the respect of the
cumulation ceiling.
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Fiche II — Aid for small and medium-sized enterprises

Legal basis

Commission Regulation (EC) No 70/2001 of 12 January 2001 on the application of Articles
87 and 88 of the EC Treaty on State aid to Small and Medium-Sized Enterprises (OJ L 10,
31.1.2001, p. 33) and Commission Regulation (EC) No 364/2004 of 25 February 2004
amending Regulation (EC) No 70/2001 as regards the extension of its scope to include aid for
research and development (OJ L 63, 28.2.2004, p. 22)

Concepts

Definition of SMEs:

Regulation No. 70/2001 refers to the definition of SMEs, as contained in the Commission
Recommendation 96/280/EC of 3 April 1996. It is important to note that on 6 May 2003 the
Commission has adopted a new definition which as of 1 January 2005 has replaced the
previous one. Since the reference contained in the regulation is not of a dynamic character,
the regulation has to be amended accordingly. Thus the current SME definition is contained
in Commission Recommendation 2003/361/EC of 6 May 2003 concerning the definition of
micro, small and medium-sized enterprises (OJ L 124, p. 36-41 of 20.5.2003).

According to the latter Commission Recommendation:

Enterprise category Headcount Turnover or Balance sheet total
Medium-sized <250 <50 mill € <43 mill €

Small <50 <10 mill € <10 mill €

Micro <10 <2 mill € <2 mill €

Eligible costs

Aid can be provided in relation to the following categories of expenditure:

e Investment in tangible assets (land, buildings, plant/machinery) and in intangible assets
(expenditure entailed by technology transfer). Expenditure on transport equipment in the
transport sector is not eligible.

e The costs of services provided by outside consultants and the costs of the first
participation of an enterprise in a particular fair or exhibition.

Aid intensities

Non-assisted Art. 87(3)(a) Art. 87(3)(c)

regions regions regions
Investment Regional Regional
Small firms 15% aid ceiling  aid ceiling
Medium-sized firms 7.5% +15% +10%
Services by outside consultants: up to 50%  up to 50% up to 50%

Important: The maximum intensity of investment aid should never be allowed to exceed
30% net in the case of Article 87(3)(c) regions, nor 75% net in the case of Article 87(3)(a)
regions.

Special
conditions

e  Aid measures satisfying the conditions laid down in the Regulation are exempted from
the ex ante notification requirement. However, large projects satisfying the following
thresholds are not exempted from individual notification:
- the total eligible costs of the whole project are at least € 25,000,000 and the gross aid
intensity is at least Y% of the applicable aid intensity ceiling or
- the total gross aid amount is at least €15,000,000.

e  Within 20 working days following the implementation of the exempted aid scheme or the
granting of the exempted individual aid, the Member State must submit to the
Commission a summary description of the aid measure.

e Asregards aid for research and development, please refer to the specific fiche on aid for
research and development.
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Fiche III — Regional aid

Legal basis Guidelines on National Regional Aid (OJ C 74, 10.3.1998, p. 9 and OJ C 258, 9.9. 2000, p. 5)
and the 2002 Multisectoral framework on regional aid for large investment projects (OJ C 70,
19.3.2002, p. 8), the latter replacing the 1998 Multisectoral Framework on regional aid for
large investment projects (OJ C 107, 7.4.1998, p. 7)
Aim The guidelines aim at promoting the development of less-favored regions
e mainly by supporting initial investment or
e in exceptional cases, by providing operating aid to establishments located in regions
eligible for regional aid.
Concepts Two categories of eligible regions can be distinguished:
e Article 87(3)(a) regions: These regions where the standard of living is abnormally low or
where there is serious underemployment (NUTS II regions with a GDP/cap lower than
75% of the EU average).
o Article 87(3)(c) areas: These are problem areas defined on the basis of (national
indicators proposed by the Member States.
Initial Investment: investment on fixed capital relating to the setting up of a new
establishment, the extension of an existing establishment, or the starting up of an activity
involving a fundamental change in the product or production process of an existing
establishment.
Operating aid: Aid aimed at reducing a firm’s current expenditure (e.g. salary costs, transport
costs, rents, etc.).
Large investment projects are initial investment project with eligible investment costs that are
at least € 50 million.
Under the regional aid guidelines, the aid intensity is calculated as Net grant equivalent,
which represents the final benefit which the firm is deemed to derive from an aid after
corporate taxes payable on this aid have been deducted.
Eligible costs Aid for initial investment :

Aid can be provided in relation to the following categories of expenditure:

e Investment in tangible assets (land, buildings, plant/machinery) and in intangible assets
(expenditure entailed by technology transfer). Expenditure on transport equipment in the
transport sector is not eligible.

e Gross wage-cost, calculated over a period of two years multiplied by the number of jobs
created (net job creation in the establishment concerned).

Aid intensities

Standard  Outermost Low population

regions regions density
(NGE) (NGE) (NGE)
Article 87(3)(a) regions:
e  GDP/cap<60% of EU average: 50% 65% 50%
e  GDP/cap>60% of EU average: 40% 50% 40%
Article 87(3)(c) areas:
e Standard: 20% 30% 30%
e  Prosperous: 10% (20%) 20% 20%

SMEs may receive a bonus of 15% in Article 87(3)(a) areas and of 10% in Article 87(3)(c)
regions, but the maximum intensity of investment aid should never be allowed to exceed 30%
net in the case of Article 87(3)(c) regions, nor 75% net in the case of Article 87(3)(a) regions.

In any case, aid must be made conditional on the maintenance of the investment or of the
employment created for at least 5 years. Cumulation rules have to be respected.
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For large investment projects, the aid intensity ceiling is reduced:

For the part of the eligible costs between € 50 million to € 100 million, the intensity is
reduced to 50% of the applicable regional aid ceiling

For the part of the eligible cost exceeding €100 million, the intensity is reduced to 34%
of the applicable regional aid ceiling.

Member States are required to notify every case of regional investment aid if the aid
proposed is more than the maximum allowable aid that an investment of €100 million
can obtain under the scale and the rules laid down in paragraph 21 of the MSF. Specific
tests laid down in point 24 letters (a) and (b) of the MSF (2002) have to be carried out in
order to assess whether individually notifiable projects will be eligible for investment
aid.

Operating aid

Operating aid may be granted in Article 87(3)(a) regions, and only if all of the following
conditions are satisfied:

It is justified in terms of its contribution to regional development;

Its level is proportional to the handicaps it seeks to alleviate;

It is limited in time and progressively reduced;

Any operating aid intended to promote exports between Member States is ruled out.

Member States must demonstrate the existence and importance of any handicaps.

Aid to offset additional transport costs can be provided only in the outermost regions and in
low population density areas qualifying for regional aid.
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Fiche IV - Risk capital aid

Legal basis Commission Communication on State aid and risk capital (OJ C 235, 21.8.2001, p.3)
Presence of | When assessing risk capital funds, the Commission examines whether State aid is present at
State aid each of the following levels:

Aid to the investors: Where a measure allows investors to participate in a risk capital fund on
terms more favourable than if they had undertaken this investment in absence of the measure,
then those investors may receive State aid. The same applies where the investors participate
in a fund on terms more favourable than public investors.

Aid to an intermediary vehicle or fund: Normally, the fund is merely a vehicle for the transfer
of aid, rather than being an aid beneficiary itself. However, in certain cases (notably existing
funds with several investors), the fund may have the character of an independent enterprise.

Aid to the enterprises invested in: The main test is whether investment in the enterprise has
been made on terms acceptable to a normal economic operator in a market economy.
Investors whose risks have been reduced, or whose rewards have been increased by a
measure, may be said no longer to be such operators.

Existence of
market failure

Market failure will normally be assumed in cases where each tranche of finance to an
individual enterprise will be below € 500,000 in non-assisted regions or € 750,000 in Art.
87(3)(c) areas or € 1,000,000 in Art. 87(3)(a) areas. In cases where these ceilings would be
exceeded, clear evidence should be provided of the existence of market failure.

Compatibility
assessment
under Article
87(3)(0)

Assessment of risk capital measures on the basis of existing State aid regulations, frameworks
or guidelines:

In a few cases, risk capital investments can be approved under existing regulations,
frameworks or guidelines. This would be the case if the equity capital invested in a company
is provided in conformity with the provisions laid down in one of these regulations,
frameworks or guidelines (e.g. the de minimis or SME aid regulation). In most cases, this will
not be possible for a number of reasons (e.g. the difficulty of establishing a grant equivalent
of equity capital provided to companies, the difficulty of establishing a link with eligible
costs, the fact that no State aid regulation, framework or guideline provides any basis for
measures providing aid at the level of the investors).

In cases where risk capital measures can not be cleared on the basis of existing State aid
regulations, frameworks or guidelines, the Commission will assess the compatibility of State
aid measures, taking into account the following elements:

The Commission will regard the following characteristics as positive elements in its

evaluation :

e Investments are restricted to small enterprises and/or to medium-sized enterprises in their
start-up or other early stages or in assisted areas.

e The measure focuses on provision of risk capital rather than on provision of other forms
of finance (e.g. loan capital).

e Decisions to invest are profit-driven. This would be the case if there is a link between the
financial performance of the fund and the remuneration of those responsible for the
investment decisions. This would also be the case if there is significant involvement of
market economy investors. capital being invested on a commercial basis in the equity of
the target enterprises (.significant involvement: at least 50% of the fund’s capital, or 30%
in the case of measures operating in assisted areas).

e The level of distortion of competition between investors and between investment funds is
minimised. This could be achieved as a result of an open call for tender for the
establishment of any preferential terms given to investors. Alternatively, the preferential
terms could be established at the launch of the investment fund and could be made
availability to all interested investors.

e Investments by the fund take place on the basis of a business plan.

e The measure provides for a clear .exit mechanism;

e  There are limits to the cumulation of aid measures to a single enterprise.
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Fiche V - Employment aid

Legal basis Commission Regulation (EC) No 2204/2002 of 12 December 2002 on the application of
Articles 87 and 88 of the EC Treaty to State aid for employment (OJ L337, 13.12.2002,
p-3)
Notification Obligation to notify aid to single enterprise exceeding gross amount of EUR 15 million
obligation over three years.
Scope The BER covers only schemes (i.e. not individual aids) which are selective (limited to
certain regions or certain sectors).
The BER applies to the agricultural sector but not to the coal, shipbuilding, and
transport sector.
The BER does not apply to certain employment policy measures as they are not
considered state aid (i.e. general measures or measures granted directly to the
unemployed individuals themselves).
Aid for job | ¢ For SMEs in non-assisted areas: 15% (small enterprises) or 7.5% (medium
creation enterprises)
e In Art. 87(3)(a) areas: regional aid ceiling + 15% (maximum 75%)
e In Art. 87(3)(c) areas: regional aid ceiling + 10% (maximum 30%)
The above ceilings apply under the following conditions:
e Employment must represent a net increase in the number of employees
¢ Employment must be maintained for at least 3 years (2 years for SMEs)
e New employees must have never had a job or must have lost their previous job
e The higher regional ceilings apply only if the beneficiary’s contribution to
financing new employment is at least 25% and if the employment is maintained in
the qualifying region.
Aid for | For disadvantaged people, percentage of wage costs over a period of one year following
recruitment of | recruitment: 50%
disadvantaged
and disabled | Disadvantaged people include: young persons below 25 years or within 2 years from
people completing full-time education; migrant workers moving within the EU; members of

ethnic minorities and requiring development of linguistic, vocational training or
working experience; persons absent from working life and education for 2 years due to
family reasons; single adults looking after children; unemployed persons without
secondary qualification; unemployed persons above 50 years; long-term unemployed
persons; people convicted and imprisoned for criminal charges.

For disabled people, percentage of wage costs over a period of one year following
recruitment: 60%

Disabled people include: handicapped due to serious physical, mental, or psychological
impediment.

The BER allows aid for additional costs linked to the employment of disabled people,
including costs of adapting premises, of employing staff to assist the disabled worker(s),
and of adapting or acquiring equipment for disabled worker(s).

Necessity of aid

Application to the Member State has to be submitted before the employment is created.
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FICHE VI — Training Aid

Legal basis

Commission Regulation (EC) No 68/2001 of 12.01.2001 on the application of Articles 87 and
88 of the EC Treaty to training aid (OJ L 10, 13.1.2001, p.20) and Commission Regulation
(EC) No 363/2004 of 25 February 2004 amending Regulation (EC) No 68/2001 on the
application of Articles 87 and 88 of the EC Treaty to training aid (OJ L 63, 28.2.2004, p. 20)

Concepts

Specific training: Training involving tuition directly and principally applicable to the
employees present or future position in the assisted firm and providing qualifications which
are not or only to a limited extent transferable to other firms or fields of work.

General training: Training involving tuition which is not applicable only or principally to the
employees present or future position in the assisted firm, but which provides qualifications
which are largely transferable to other firms or fields of work and thereby substantially
improve the employability of the employee. Training is considered general if, e.g. it is jointly
organised by different independent enterprises, or if employees of different enterprises may
avail themselves of the training. It is also considered general if it is recognised, certified or
validated by public authorities or bodies on which the Member State or the Community
conferred the necessary powers.

Eligible cost

Trainers personnel costs;

Trainers and trainees travel expenses;

Other current expenses (materials, supplies, etc.);

Depreciation of tools and equipment, to the extent that they are used exclusively for the
Training scheme in question;

Cost of guidance and counselling services with regard to the training project;

Trainees’ personnel costs up to the amount of the total of the above eligible costs.

Aid intensities

Maximum aid (gross percentages)

Specific General
training training
Standard rate (large firms outside assisted areas) 25% 50%
Top-ups on standard rate:
e SMEs +10% +20%
e Art. 87(3)(a) region +10% +10%
e Art. 87(3)(c) region + 5% + 5%
e Beneficiaries: categories of disadvantaged workers +10% +10%
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Fiche VII — Aid for environmental protection measures

Legal basis

Community Guidelines on State aid for environmental protection (OJ C 37, 3.2.2001, p. 3)

Scope

The Guidelines cover aid for actions designed to remedy or prevent damage to our

physical surroundings or natural resources or to encourage the efficient use of these

resources.

The Guidelines do not apply to:

- Aid for R&D and training in the environmental field (R&D framework and training aid
regulation apply).

- The production, processing and marketing of agricultural products listed in Annex I of the
Treaty (Community guidelines for State aid in the agricultural sector apply).

- Sectors for which special rules apply: steel.

Eligible
activities and
costs

Investment aid & aid for advisory services

1) Aid for investment to adapt to new compulsory EU environmental standards or to improve

on such standards

e Eligible costs: limited to extra costs of investments in land, buildings, equipment and
intangible assets necessary to achieve compulsory standards and/or meet the
environmental objectives.

e Aid for investment to adapt to new compulsory EU standards: to SMEs only for a period
of three years from the adoption of these new standards.

2) Aid for investment in energy saving, in renewable sources of energy and in combined heat

and power installations (CHP)

e Eligible costs: limited to the extra costs of the investments in land, buildings, equipment
and intangible assets necessary for environmental objectives.

e In case of renewables or CHP, the extra costs are defined as the extra costs compared to
the costs of a comparable conventional power plant.

3) Aid for the rehabilitation of polluted industrial sites

e FEligible costs are the cost of the work to repair the environmental damage less the
increase in the value of the land.

e If the person responsible for the pollution is not identified or cannot be made to bear the
cost, the person responsible for the rehabilitation of the land may receive aid.

4) Aid for the relocation of firms

e Aid for the relocation of companies can be granted only if the change of location is
dictated on environmental protection grounds and if it is ordered by administrative or
judicial decision, and the strictest standards are complied with.

e The eligible costs should be limited to the net costs of the relocation.

5) Aid for advisory services

e  Conditions of the SME Regulation apply.

Operating aid is allowed in cases where it contributes significantly to the protection of the

environment. The following types of operating aid may be authorized:

e Operating aid to promote environmentally-friendly forms of waste management and
to promote energy saving

e Operating aid in the form of reductions of or exemptions from taxes levied on
certain activities for reasons of environmental protection (e.g. CO2 levy)

e  Operating aid to promote renewable energy sources

e  Operating aid for the combined production of electric power and heat

Specific conditions to be respected when granting operating aid in the environmental field are

set out in detail in points 42 to 67 of the Guidelines.

The eligible costs are strictly limited to the extra production costs by comparison with the
market prices of the relevant products or services.

Operating aid

Operating aid is in principle limited to a duration of 5 years. Where the aid is digressive, its
intensity may amount to 100% of the eligible costs. Where the aid is non-digressive, the
intensity must be limited to 50% of the eligible costs.
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For operating aid in the form of tax reductions or exemptions and for operating aid for
renewable energy sources and Combined Heat and Power, specific criteria apply.

Maximum aid
for investment
aid

Maximum aid intensities as a
percentage of eligible costs

(a) Investment to adapt to
compulsory EU
standards (SMEs only)

(b) Investment to improve on
compulsory EU standards and
relocation of firms
(c) Investment in energy saving
and in CHP

(d) Investment in renewable
sources of energy (°) 40% 40% or
Regional aid ceiling + 10%

(e) Rehabilitation of polluted
industrial sites

Outside assisted areas In assisted areas
(GGE) (GGE)
15% 15%
30% 40% or
Regional aid ceiling +
10%
40% 40% or
Regional aid ceiling +
10%
40% 40% or
Regional aid ceiling +
10%

100% of eligible costs +
15% of the cost of the work
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Fiche VIII — Aid elements in the sale of land and buildings by public authorities

Legal basis Commission Communication on State aid elements in sale of land and buildings by public
authorities (OJ C 209, 10.7.2997, p. 3)
Aim The aim of the Communication is:
e to outline a simple procedure that allows Member States to handle the sale of land
and buildings in a way that automatically precludes the existence of State aid;
e to specify cases of sales of land and buildings that should be notified to the
Commission.
Principle The Commission presumes that the sale of land or buildings by a public authority does not

contain aid if either one of the two procedures below has been followed:

e The sale was concluded on the basis of a sufficiently well-publicised, open
and unconditional bidding procedure, accepting the best or only bid.
e The sale is conducted at the market value as established by independent valuers.

The price at which the land or buildings concerned are sold should conform at least to the
price indicated by an independent “asset valuer” in his expert evaluation.

If after a reasonable effort to sell at the value indicated in the expertise it is clear that the
land/building cannot be sold at that price, a divergence of up to 5% from the original value can
be deemed to be in line with market conditions.

Member States should notify to the Commission, without prejudice to the de minimis
rule (see Fiche I) any sale which was not concluded in conformity with either one of
the procedures described above.
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Fiche IX - Aid for research and development

Legal basis

Community framework for State aid for Research and Development (OJ C 45, 17.02.1996, p.
5), the Commission Communication amending the Community framework for State aid for
Research and Development (OJ C 48, 13.2.1998, p. 2) and Commission Regulation (EC) Bi
364/2004 of 25 February 2004 amending Regulation (EC) No 70/2001 as regards the
extension of its scope to include aid for research and development

Concepts

Fundamental research: Activity designed to broaden knowledge not linked to industrial or
commercial objectives;

Industrial research: Planned research aimed at the acquisition of new knowledge, the
objective being that such knowledge may be useful in developing new products, processes
or services or in bring about a significant improvement in existing products, processes or
services;

Pre-competitive research: The shaping of the results of industrial research into a plan,
arrangement or design for new, altered or improved products (including the creation of a
prototype which could not be used commercially).

Eligible costs

Personnel costs of staff employed solely on the research activity;

Costs of instruments, equipment and land premises used solely and on a continual basis
for the research activity (Normal investment excluded);

Cost of external consulting and equivalent services;

Additional overheads incurred directly as a result of the R&D;

Other operating expenses incurred directly as a result of the research activity.

Aid intensities

Type of R&D: Fundamental Industrial Pre-competitive

Standard rate 100% 50% 25%
(large firms outside assisted areas)

The following bonuses may apply:

SME -/- +10% +10%

Art. 87(3)(a) region -/- +10% +10%

Art. 87(3)(c) region -/- +5% +5%

Project linked to EU R&D

framework programme -/- +15% +15%
Project involving cross-border co-operation -/- +10% +10%

Important: Cumulation of the standard rate and the above bonuses is subject to an absolute
limit of 75% for industrial research and 50% of pre-competitive development.

Special
conditions

In case where schemes apply to large companies, aid must be shown to have an incentive
effect on company R&D (quantifiable indicators, demonstration of market failures, etc.).
Aid for research and development, aid for technical feasibility studies and aid for
patenting costs to SMEs can be exempted under the aforementioned Commission
Regulation (EC) No 364/2004 if its conditions are met.

For each aid scheme, annual reports on implementation are required.
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