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First JeSSICA decisions: approach and implications
by Eglė Striungytė (1)

1. Introduction
The Commission has made increasing use of finan‑
cial engineering instruments (2) in the 2007‑2013 
programming period. These instruments comple‑
ment traditional grant funding and aim to make 
EU cohesion policy efficient and sustainable. The 
European Commission (Directorate‑General for 
Regional Policy) in co‑operation with the European 
Investment Bank (EIB) Group and the Council of 
Europe Development Bank have jointly developed 
a novel initiative, the Joint European Support for Sus‑
tainable Investment in City Areas ( JESSICA). JESSICA 
allows Member States to invest Structural Fund re‑
sources in revolving funds to support sustainable 
urban development and regeneration. (3)

The increasing use of financial engineering in‑
struments in EU cohesion policy explains the im‑
portance of two first Commission decisions on 
JESSICA cases. Both were adopted directly on 
the basis of Article 107(3)(c) TFEU. The first de‑
cision on The Northwest Urban Investment Fund (JES‑
SICA) was adopted on 13 June 2011, followed by 
the Andalucía Jessica Holding Fund decision of 19 Oc‑
tober 2011. (4) The Commission carried out an 
in‑depth assessment applying the balancing test to 
assess the positive effects against potential negative 
effects of the aid. 

On principle, State aid granted through revolving 
financial engineering instruments enables Member 
States to deliver policy objectives with less and bet‑
ter targeted State aid that focuses on enhanced fi‑
nancial leverage, investment risk mitigation and the 
involvement of financial intermediaries. However, 
State aid control also needs to address potential 
competition risks. In particular, there is a risk of 
crowding out other sources of funding and trans‑
ferring all the risks to the public investor instead 

(1) The content of this article does not necessarily ref lect 
the off icial posit ion of the European Commission. 
Responsi¬bility for the information and views expressed 
lies entirely with the author.

(2) Repayable instruments, such as equity, loans and 
guarantees.

(3) For more information, see: http://ec.europa.eu/region‑
al_policy/thefunds/instruments/jessica_en.cfm http://
www.eib.org/products/technical_assistance/jessica/back‑
ground/index.htm?lang=en 

(4) Case SA.32835/2011 Northwest Urban Investment Fund (OJ 
C 281 24.09.2011, p. 7‑8), case SA.32147/2011 Andalucía 
Jessica Holding Fund (the public version of this decision 
is not yet available). 

of mitigating them, thus creating inefficient market 
structures and potential competition distortions. 

2. Main facts of the cases

2.1. Common features 
Common characteristics of the cases, such as the 
funding architecture, the investment instruments 
and monitoring requirements, are defined in the 
Structural Fund Regulations governing financial 
engineering instruments (collectively referred to 
as the SF Regulations). (5) Under JESSICA, Struc‑
tural Funds must be deployed through Urban De‑
velopment Funds (UDFs) for equity, loans and/
or guarantees provided to projects included in an 
integrated plan for sustainable urban development 
(IPSUD). The UDFs are investment vehicles that 
channel funds to projects and do not carry out ac‑
tivities themselves. In addition to the Structural 
Fund resources, the UDFs may also attract private 
funding. Optionally, the Member States can use 
Holding Funds (HFs), which are funds set up to 
invest in several UDFs. 

The terms and conditions for public contributions 
are contractually defined and must comply with 
the relevant EU and national rules, including State 
aid rules. In both cases, funding agreements were 
signed at two levels: (i) the Funding Agreement 
between the Member State and the HF manager, 
which includes provisions for appraising and se‑
lecting UDFs, and (ii) the Operational Agreements 
between the HF manager and a number of UDF 
managers, whereby the HFs contractually oblige 
the UDFs to respect certain investment criteria and 
governance principles. The SF Regulations define 
the key elements to be included in the above fund‑
ing agreements. (6)

(5) Financial engineering instruments pursuant to Article 44 
of Regulation (EC) No 1083/2006, (the ‘General Regula‑
tion’), Articles 3(2)(c), 4(1), 5(1)(d) and 6(2)(a) of Regula‑
tion (EC) No 1080/2006, (the ‘ERDF Regulation’), Ar‑
ticle 11(1) of Regulation (EC) No 1081/2006, (the ‘ESF 
Regulation’) and Articles 43 to 46 of Regulation (EC) No 
1828/2006, (the ‘Implementing Regulation’). 

(6) Articles 43(3) and 44 of the Implementing Regulation set 
out provisions relating to investment policy and instru‑
ments, the investment process, governance rules, fund 
managers and fees, monitoring and reporting.

http://ec.europa.eu/regional_policy/thefunds/instruments/jessica_en.cfm
http://ec.europa.eu/regional_policy/thefunds/instruments/jessica_en.cfm
http://www.eib.org/products/technical_assistance/jessica/background/index.htm?lang=en
http://www.eib.org/products/technical_assistance/jessica/background/index.htm?lang=en
http://www.eib.org/products/technical_assistance/jessica/background/index.htm?lang=en


36 Number 3 — 2011

State AID

Both HFs and UDFs are managed by independent 
and professional fund managers who must have 
a track record and experience, and comply with 
regulatory and best practices. In both cases, the 
Member States appointed the EIB as a HF manager 
through a direct contract award, i.e. outside public 
procurement rules due to the special status of the 
EIB as an EU body. (7) In line with the SF Regula‑
tions, the EIB procured the UDFs through a trans‑
parent and competitive tender process by publish‑
ing a call for expressions of interest in the Official 
Journal of the EU and on the EIB’s website. 

The JESSICA investment approach essentially bal‑
ances two main considerations. It seeks to (i) pro‑
mote the policy objective of sustainable urban de‑
velopment by tackling “the high concentration of 
economic, environmental and social problems af‑
fecting urban areas” (8) and (ii) ensure financial self‑
sustainability so that the funds generate sufficient 
financial return to remain operationally viable. 
While not acting as a market economy investor (the 
funds will make sub‑commercial investments to 
maximise policy impact), the funds must generate 
positive returns to repay the initial public invest‑
ment, albeit below market rates.

2.2. Northwest Urban Investment Fund 
The UK authorities established the Northwest 
Urban Investment Fund (NWUIF) in Novem‑
ber 2009 in partnership with the EIB, appointed 
as NWUIF Manager, to support sustainable de‑
velopment in the urban areas of northwest Eng‑
land. GBP 100 million was contributed to the 
NWUIF ‑ GBP 50 million from the ERDF and 
equivalent national match funding of GBP 50 mil‑
lion (GBP 12 million in cash and GBP 38 million 
in land assets at market value). During the 10 year 
lifespan of the NWUIF, subsequent investments 
of up to GBP 200 million are expected from 
capital receipts and returns from the initial in‑
vestments. The NWUIF’s, and consequently the 
UDFs, investment strategy essentially focuses on 

(7) The EIB may be mandated by the EU to carry out special 
financial tasks in support of economic and social cohe‑
sion. Article 175 of the TFEU empowers the EU to sup‑
port the achievement of the objectives set out in Article 
174 through actions which it takes, inter alia, through the 
EIB. The EIB is the only international financial institu‑
tion over which the Commission exercises a de facto veto 
right in respect of proposed financing from own resources 
through the ex ante consultation procedure set out in Ar‑
ticle 19 of the EIB Statute.

(8) Art 8 of the ERDF Regulation. JESSICA could support‑
ing projects in the following areas: urban infrastructure 
(transport, water/waste water, energy), heritage or cultural 
sites (tourism or other sustainable uses), redevelopment of 
brownfield sites, creation of new commercial floor space 
for SMEs, IT and/or R&D sectors, energy efficiency 
improvements. 

property regeneration projects aimed at bringing 
back into commercial use derelict, contaminated, 
under‑used or vacant land or buildings in the 
identified strategic sites included in the relevant 
IPSUDs. 

Following a tendering procedure, the EIB selected 
two UDFs (Merseyside UDF and Evergreen UDF). 
Merseyside UDF, established and managed by Igloo 
Regeneration Limited, focuses on the Merseyside 
sub‑region. Evergreen UDF, established by several 
local authorities in the Northwest area and man‑
aged by CB Richard Ellis, focuses on the rest of the 
Northwest region. Each UDF received a GBP 30 
million contingent loan on sub‑commercial terms 
from the NWUIF (9), which the UDFs channelled 
together with an additional GBP 30 million of pub‑
lic/private match‑funding for equity and/or debt 
investments in urban projects. 

2.3. Andalucía Jessica Holding Fund
The Spanish authorities established the JESSICA 
Holding Fund Andalucía ( JHFA) of EUR 86 mil‑
lion in May 2009 in partnership with the EIB, 
appointed as JHFA Manager. The overall objec‑
tive of the JHFA is to facilitate sustainable urban 
development in Andalucía by supporting invest‑
ments in projects carried out in the assisted area of 
Andalucía. The investment strategy of the JHFA 
focuses on a range of activities seeking to improve 
social integration, mobility, energy management 
and energy efficiency, reconversion of industrial 
and degraded areas, development of infrastruc‑
ture, urban waste management, and social hous‑
ing by supporting urban projects included in local 
IPSUDs. The EIB has selected two UDFs (Banco 
Bilbao Vizcaya Argentaria (BBVA) and Ahorro 
Corporación Financiera) following a tendering 
procedure and provided a sub‑commercial contin‑
gent loan to finance equity and loan investments 
in urban projects. 

3. Assessment

3.1.  Private investors ‑ State aid 
recipients

The Commission assessed State aid within the 
meaning of Article 107(1) TFEU at each level of 
the funding architecture. It considered that State re‑
sources were involved even if deployed via a num‑
ber of investment intermediaries. Even though the 
HFs/UDFs operate independently of direct state in‑
terference and apply sound investment management 

(9) The loan is to be repaid by 2031 with a minimum return 
expectation of not less than zero return net of manage‑
ment fees. 
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principles, their investment decisions remain imput‑
able to the State. They must adhere to the invest‑
ment conditions set out by the state in the funding 
agreements; thus the state exercises indirect control 
over its resources through contractual relationships 
with fund managers.

In its decisions, the Commission considered that 
the UDF managers were not State aid recipients, 
as their remuneration was determined in an open 
and non‑discriminatory tendering process and so 
considered to be market‑conform. Separation of 
accounts avoids any spill‑over from economic ac‑
tivities possibly carried out by the UDF managers. 
The Commission considered that the UDFs, where 
they have a separate legal structure, were not State 
aid recipients either, as they are investment vehicles 
for transferring the public funds to urban projects 
and do not undertake any development activities 
themselves. 

The Commission found that the preferential treat‑
ment of private investors at both the UDF and pro‑
ject levels constituted State aid. Notably, by anal‑
ogy to the Risk Capital Guidelines (RCG) (10), the 
contingent loans provided by the HFs to the UDFs 
confer an economic advantage on the private inves‑
tors in the UDFs, as it allows their investments to 
be made on more favourable terms than the public 
investment. Likewise, the UDF sub‑commercial 
loans (11) and/or non‑pari passu equity/quasi‑equity 
invested in urban projects confer an economic ad‑
vantage on project promoters, such as project devel‑
oper and other investors, as it enhances their invest‑
ment performance and favour their investments.

3.2. Compatibility approach 
The Commission noted that the Member States 
correctly invoked Article 107(3)(c) TFEU as the 
basis for a compatibility assessment, as no specific 
secondary EU legislation appeared directly applica‑
ble to the cases. (12) While urban projects by their 
nature are diverse and, taken in isolation would 

(10) OJ C 194, 18.8.2006, p. 2. By analogy to point 3.2. of the 
RCG, advantage could be excluded where investments are 
effected pari passu between public and private investors 
and public and private investors share exactly the same 
upside and downside risks and rewards and hold the same 
level of subordination, and normally where at least 50 per‑
cent of the funding is provided by private investors that 
are independent from the companies in which they invest.

(11) According to its decision practice, in order to determine 
whether loans will be granted on favourable conditions, 
the Commission must verify if the interest rate on the 
loans in question complies with the Commission’s refer‑
ence rate set out in the Reference Rate Communication 
(OJ C 14, 19.1.2008, p. 6.).

(12) This, however, does not rule out the possibility for Mem‑
ber States to devise measures that are in compliance with 
existing rules, when this suits their needs. 

fall under diverse legal frameworks, the JESSICA 
funds pursue a distinct policy objective of integrat‑
ed urban development. This means that projects are 
inter‑related and form part of an integrated plan. 
Moreover, to be effective, the funds need to op‑
erate under a coherent set of operating principles, 
which would not be possible if different rules were 
applied. 

Extensive pre‑notification discussions took place 
between the Com mission, the Member States and 
the EIB throughout 2010‑2011. As a result, a num‑
ber of important principles were introduced to the 
measures to address competition concerns raised 
by the Commission. The developed compatibility 
approach sought to reflect business practice and 
rely on sound investment management principles, 
which would be suitable for diverse funding struc‑
tures and instruments used under the JESSICA 
framework.

To assess the aid under Article 107(3)(c) TFEU, the 
Commission had to verify that the aid was: (i) well 
targeted to achieve an objective of common inter‑
est, (ii) well‑structured (appropriate, necessary and 
limited to the minimum necessary), and (iii) did not 
result in undue and/or disproportionate distortions 
of competition or have a detrimental effect on in‑
tra‑EU trade. 

3.2.1. Targeting objectives of common interest

Promoting sustainable urban development is a com‑
mon interest objective under Articles 4, 14 and 174 
TFEU. The Commission noted that the HFs and 
the UDFs operate in line with the policy objectives 
set out in their investment strategies, which focus 
on supporting “the development of participative, 
integrated and sustainable strategies to tackle the 
high concentration of economic, environmental 
and social problems affecting urban areas”. (13) It 
also noted that the EIB had assessed the invest‑
ment strategies of potential UDFs in light of the 
HF Investment Strategies to ensure alignment with 
the HF policy objectives. 

In particular, the Commission observed that the 
HFs/UDFs are designed to operate in line with 
the policy objectives set out in the applicable Na‑
tional Strategic Reference Frameworks and the 
priorities established in the relevant Operational 
Programmes. Moreover, each UDF’s investment 
strategy was aligned to the relevant IPSUD, which 
sets out key priorities for the UDF according to the 

(13) In line with Article 8 of the ERDF Regulation.
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criteria set out in the Community Strategic Guide‑
lines on Cohesion 2007‑2013. (14) 

The Commission considered that the investment 
strategies of the HFs/UDFs were properly designed 
to facilitate economic efficiency by addressing iden‑
tified market failures and to enhance socio‑eco‑
nomic cohesion by promoting investments in de‑
prived urban areas. The underlying business case 
for the HFs was developed based on the findings 
of ex ante assessment, notably JESSICA Evaluation 
Studies and other relevant studies submitted to the 
Commission. These established the rationale of the 
HF operations in light of existing market failures 
specific to the target areas.

The Commission noted that project eligibility re‑
quirements and restrictions set out in the HF In‑
vestment Strategies are well aligned with the iden‑
tified market failures. The HFs’ resources will be 
provided to support investments in new activities 
and exclude the re‑financing of acquisitions or 
participation in completed projects. Investments 
should seek to address risks in the development and 
construction phase, thus excluding projects that are 
in the operating phase. Finally, investments in com‑
panies in difficulty within the meaning of the Com‑
munity Guidelines on State aid for rescuing and re‑
structuring firms in difficulty (15) are excluded.

3.2.2. Appropriateness

The Commission found the measures to be appro‑
priate. The management of public funds is delegat‑
ed to independent and professional intermediaries 
that are contractually required to take sound in‑
vestment decisions while seeking to achieve policy 
objectives. The involvement of the intermediaries 
allows additional funding to be leveraged at fund 
level and mitigates investment risks through the 
‘portfolio effect’. In addition, there is a minimum 
requirement for private co‑investment in each pro‑
ject to share investment risks. Finally, the revolv‑
ing funds could be ‘recycled’ and made available for 
further reinvestments. While achieving the policy 
objectives, the funds capture the value created from 
investments and produce financial returns.

(14) Article 8 of the ERDF Regulation and Section 2.1 of 
the Annex to Council Decision 2006/702/EC of 6 Oc‑
tober 2006 on Community strategic guidelines on cohe‑
sion, OJ L 291, 21.10.2006. According to the Strategic 
Guidelines, the following aspects should be included in 
an integrated urban development plan: a definition of the 
target urban areas and the geographic focus of projects, 
an analysis of urban socio‑economic and environmental 
needs, the demand for assets/services and a coherent de‑
velopment plan (a multi‑purpose, multi‑sector approach, 
including the elements of a land‑use plan).

(15) OJ C 244, 01.10.2004, p. 2.

3.2.3. Necessity and incentive effect 

As a general principle, the Commission considers 
that public intervention may be justified to address 
a financial viability gap. Such sub‑optimal investment 
situations should not be due to poorly structured un‑
derlying investments, but rather due to market fail‑
ures and/or location characteristics of underdevel‑
oped areas. Therefore, any public investments must 
be justified by a robust business plan demonstrating 
that the investment would not have been carried out 
by the market without public support. 

The Commission first verified whether any safe‑
guards were in place ensuring that the public funds 
would be invested only in viable projects (or a pro‑
ject portfolio at UDF level) with the capacity to 
repay the investment, and also ensuring the op‑
erational viability of the HFs/UDFs. Investments 
should be repaid from project activities ‑ grants 
may not be used for the repayment. The HF/UDF 
managers are to carry out an ex ante investment ap‑
praisal for each transaction using sound investment 
appraisal principles in line with best investment 
management practices. In this way they verify that 
each project’s (or a project portfolio at UDF level) 
underlying business plan is feasible from the eco‑
nomic and technical points of view.

In this regard, the EIB carried out investment due 
diligence of potential UDFs based on their busi‑
ness plans. It verified the expected financial perfor‑
mance of potential UDFs, since repayment of HF 
resources ultimately depends on the performance 
of the underlying UDF project portfolio. (16) Moreo‑
ver, since the EIB delegates individual investment 
decisions to the selected UDFs, it relies on their ap‑
praisal, risk management and monitoring standards. 
Therefore, the EIB also assessed the governance 
structure, investment process, exit policy, manage‑
ment capacity and structure as well as management 
remuneration of the potential UDFs.

Likewise, in line with their respective UDF invest‑
ment strategies, the UDFs target viable urban pro‑
jects with the capacity to generate positive invest‑
ment returns and repay the UDF investments (albeit 
below market rates) based on realistic business plans 
and ex ante defined exit strategies. The assessment 
is carried out by professional and independent UDF 
managers who are contractually obliged to exercise 
due care. They also have an economic incentive to 
invest in viable businesses as their remuneration is 
linked to investment performance.

In the next step, the Commission assessed the 
safeguards for ensuring the necessity of aid. The 

(16) Due diligence based on an indicative portfolio only means 
a list of projects for subsequent investment appraisal by 
the UDFs.
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Commission noted that the funds should support 
only those projects (or a project portfolio at UDF 
level) that are not sufficiently viable from a com‑
mercial point of view and therefore would not be 
funded by the market on its own. In this respect, 
the HFs should select UDFs with an investment 
strategy that is intrinsically less profitable, as the 
indicative project portfolio would be perceived to 
be too risky and not generating sufficient returns to 
attract commercial funding to the UDFs. Likewise, 
before receiving sub‑commercial funding from 
UDFs each project should demonstrate a viability 
gap by generating below market returns. (17) 

The Commission considered that the HF/UDF 
sub‑commercial investments had an incentive effect 
as they enhanced expected investment performance 
for private investors. The nature and mix of the 
UDF investment instruments are project‑specific 
depending on its financing needs. (18) The UDFs 
may offer a combination of subsidised loans and 
subordinated loans as well as non‑pari passu eq‑
uity. Essentially, the investment approach is based 
on project financing techniques that estimate and 
rank future investment returns in order of senior‑
ity, where senior debt is served before subordinated 
debt and equity claims come at the investment exit. 
This allows for various asymmetric profit and risk 
sharing arrangements between equity holders. (19)

3.2.4. Proportionality 

The Commission’s decisions established a number 
of operational safeguards that limit the aid to pri‑
vate investors to the minimum necessary.

3.2.4.1. Private investment

To share investment risks and avoid market crowd‑
ing‑out, the Commission noted that the public 
funds are to be co‑invested with private market‑ori‑
ented investors, which must be free of any public 

(17) Any State aid, such as grant funding, received prior to the 
UDF investment reduces overall investment costs, which 
will be reflected in a reduced viability gap. 

(18) Under a project finance model, a project company typi‑
cally raises equity and debt to finance the construction 
of the project and pays off the financing from the rev‑
enues that the project generates. The equity is provided 
by project promoters, which could be project developers 
and third‑party financial investors that are responsible for 
project activities and provide investments in order to gen‑
erate returns, while debt is normally raised by promoters 
in the market, especially when the project is in an opera‑
tion phase and starts yielding returns.

(19) A combination of non‑pari passu equity investments 
could offered through a shared return structure (prefer‑
ential returns, priority returns and/or different investment 
timing) and/or public investments being in a capped ‘first 
loss’ position. Preference, however, is given to the up‑
side risk sharing instruments instead of just covering the 
downside risks. 

support. (20) Firstly, the total private investment in 
any form in each deal must cover at least 30% of 
each project’s costs in the Andalucía Jessica Holding 
Fund case, which takes into account that invest‑
ments will be made in the assisted area, and at least 
50% in the Northwest Urban Investment Fund case. Sec‑
ondly, private investors in each deal must provide 
significant capital contribution (technically equity 
or equity‑like investments) to each project where 
‘significant’ is not defined in percentage terms, 
but will be determined on a case‑by‑case basis 
by the UDFs. Private investment may be made at 
UDF or project level, as long as the total private 
investment in each project complies with the above 
requirements. 

3.2.4.2. Limiting advantage to private investors 

The Commission considered that the aid was lim‑
ited to the minimum necessary to close the viabil‑
ity gap, including generating a reasonable profit for 
private investors. The public funds provided on 
sub‑commercial terms may improve expected in‑
vestment performance for private investors at the 
UDF or project level up to a so‑called Fair Rate of 
Return (FRR), which is a risk adjusted rate of re‑
turn that is comparable with other opportunities in 
the market for this type of investment. (21) Any in‑
vestment gains above the FRR shall be shared pro 
rata among public and private investors. Once the 
funding package is completed, no additional incen‑
tives which would exceed the FRR may be provided 
in relation to the same transaction.

The Commission found that the FRR would be 
determined objectively for each transaction involv‑
ing public funds in one of two ways. The first is 
a competitive process, such as a public procurement 
process, where applicable, or competitive market 
testing addressed to several investors with at least 
two funding offers received, which allows selecting 
potential investors whose expected rate of return 
is the closest to the market and therefore consid‑
ered to be the FRR. Where a competitive process 
is non‑existent or limited (e. g. only one poten‑
tial investor is offering funding and already owns 
a project asset), the FRR shall be determined by an 
Independent Expert, who determines the FRR by 
professional analysis of industrial benchmarks and 

(20) The term ‘private investor’ means any investor, whether 
private or public, that invests its money in a profit‑ori‑
ented way, following market economy logic in a way de‑
fined by the Court for meeting the requirements of the 
Market Economy Investor Principle. See for example case 
T163/05, Bundesverband deutscher Banken/Commission, OJ 
C 100 17.4.2010, page 37. 

(21) A risk adjusted hurdle rate essentially refers to the op‑
portunity cost of capital, that is, the rate of return that 
the investor would accept in the capital markets for other 
investments of a similar risk profile.
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market risk. Provisions are in place for the selec‑
tion process, verification scope and methodology, 
independence and competence requirements for 
Independent Experts.

3.2.4.3.  Professional and independent fund 
managers 

The Commission took note that investment deci‑
sions at any level of the funding architecture are 
made by professional and independent fund man‑
agers. They are contractually obliged to operate 
within defined investment parameters and apply 
sound investment management principles. The 
management of the HFs and UDFs is overseen by 
investment boards made up of appointed represent‑
atives from key stakeholders, which will ensure the 
investments are made according to the Investment 
Strategies. The Commission also noted that if the 
UDF manager does not perform its tasks, the UDF 
will receive reduced management fees. The EIB has 
the right in the event of non‑performance to ter‑
minate the Operational Agreement. In addition to 
contractual duties, the Commission noted that the 
UDF management fee includes a component linked 
to investment performance, which will incentivise 
the UDFs to take sound investment decisions and 
limit the aid to the minimum necessary. 

3.2.4.4. Further requirements

In its decisions, the Commission introduced the 
requirement for Member States to submit a stand‑
ardized information sheet (SIS) for each sub‑com‑
mercial UDF investment exceeding EUR 5 million 
in a single project. This will allow the Commission 
to monitor compliance with the conditions of the 
decisions. To enhance the transparency of State aid, 
the Commission introduced an individual notifica‑
tion requirement for projects larger than EUR 50 
million, irrespective of what proportion of these 
costs is financed by the UDFs. Finally, Member 
States must provide annual reports on State aid 
compliance to the Commission. State aid approvals 
are limited in time (5‑10 years). 

3.2.5.  Avoiding distortions of competition 
and trade

In its assessment the Commission took into ac‑
count the aid granting process, the characteristics 
of the relevant markets and the type and amount 
of aid. Overall, it found that distortions of compe‑
tition and trade were limited as the aid is granted 
to efficient companies and is limited to what is 
necessary to close the viability gap and address 
market failures and socio‑economic deprivation 
in urban areas. The UDFs were procured accord‑
ing to the principles of equal treatment, propor‑
tionality, non‑discrimination and transparency. 

Urban projects will be selected in an open and 
non‑discriminatory process. 

On this basis, the Commission found that the posi‑
tive effects outweigh the potentially negative effects 
of the aid and considered the aid was compatible 
with the TFEU on the basis of Article 107(3)(c). 

4.  Beyond the JeSSICA decisions - 
financial instruments and State aid 
control

The first JESSICA decisions are a good example 
of how the Commission has dealt with financial 
engineering measures in the context of the JES‑
SICA initiative, a novel EU cohesion policy instru‑
ment. The decisions could provide a blueprint for 
other Member States on how to design JESSICA 
State aid measures. These are important decisions 
also be cause the compatibility approach could be 
transposed across a broad range of policy deploy‑
ing public funds through financial engineering 
instruments.

The Commission placed financial instruments at 
the heart of the Europe 2020 Strategy. Financial 
instruments are expected to play an important role 
in the new financial framework 2014‑2020 as an 
alternative to non‑reimbursable grants. The Com‑
mission has proposed common rules and guidance 
for innovative financial instruments – the so‑called 
Equity and Debt Platforms. (22) The Commission’s pro‑
posals for post‑2013 cohesion policy also envisage 
strengthening the role of financial instruments, as 
effective tools to support Member States’ efforts in 
delivering Europe 2020 targets and to promote so‑
cial, economic and regional cohesion.  

In this regard, the JESSICA decisions should pro‑
vide an important input for the modernisation of 
future State aid policy and financial. The decisions 
set out operational safeguards based on well‑es‑
tablished project finance techniques that focus on 
sound financial management principles and invest‑
ment performance indicators that should be suita‑
ble to any forms of revolving financial instruments, 
deployed in any policy area. 

(22) The Communication of 19 October 2011 on “A new 
framework for the next generation of innovative finan‑
cial instruments – the EU equity and debt platforms” 
(COM(2011)622 final).


