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Subject: State aid SA.35900 (2013/NN) – Poland - Rescue Aid for LOT Polish Airlines  
 
Sir, 

I. PROCEDURE 

(1) On 14 December 2012 Poland notified to the Commission rescue aid in favour of Polskie 
Linie Lotnicze LOT S.A. (LOT Polish Airlines) (hereinafter: "LOT" or "the Company"). 
The aid had been paid to the Company on 20 December 2012 before the Commission has 
taken a decision authorising it. The case has been therefore considered as a non-notified 
aid. The Polish authorities were duly informed about this change on 8 January 2013. 

(2) The Commission requested additional information on 19 December 2012, 4 February 
2013 and 7 February 2013, to which Poland replied on 18 January 2013, 7 February 2013 
and 21 March 2013. The Commission met the Polish authorities on 23 January 2013 and 6 
March 2013. On 21 March 2013 Poland submitted a modified notification in which the 
amount of aid was reduced from originally notified PLN 1 billion to PLN 400 million. 

II. DESCRIPTION  

2.1 Beneficiary 

(3) LOT is the Polish national flag carrier established in 1929. The Company is located in the 
region of Mazowieckie, which is eligible for regional aid under Article 107(3)(a) of the 
Treaty on the Functioning of the European Union1 ("TFEU"). The Company is owned by: 

                                                 
1 OJ L 115, 09.5.2008, p. 92. 
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the State Treasury (68%), the State-owned financial fund Silesia (25%) and its own 
employees (7%). 

(4) LOT is the parent company of the LOT Group (hereinafter: "the Group") that, according 
to the notification, is composed of 9 subsidiaries and associates active in the markets of 
flight services, airport and handling services, aircraft maintenance and others. The 
structure of the Group has in recent years undergone significant changes as LOT decided 
to focus on its core business and sold some of its subsidiaries. 

(5) LOT is a member of Star Alliance, operates a fleet of 47 planes and provides direct 
connections to destinations in Europe, North America, Middle East and Asia. The Polish 
authorities estimate that LOT's share in the EU passenger air transport market does not 
exceed [1-5]* %. 

(6) As of 30 September 2012 the Company employed 2 196 people and is classified as a large 
enterprise. 

(7) In recent years LOT has experienced severe financial difficulties, marked by increasing 
losses, diminishing net assets, mounting debt, rising interest charges and decreasing cash 
flows. It has reported losses in each financial year since 2008. Selected financial data of 
the Company are presented in Table 1 below. 

Tab. 1 Selected financial data of LOT in 2010-2012 (in PLN million) 
 2012 2011 2010 
Sales revenue 3,305.7 3,156.8 2,958.8 
Net loss -157.1 -145.7 -56.2 
Inventories 221.1 230.8 252.1 
Net assets -44.8 324.5 500.1 
Debt  2,700.7 2,016.7 1,606.9 
Interest charges 87.4 81.4 60.2 
Cash flows from operations -241.0 -63.9 -13.8 

Source: Financial statements for the years: 2012 (unaudited), 2011, 2010 

2.2 The aid measure 

(8) The notified measure constitutes a loan from the Ministry of State Treasury with an 
amount of PLN 400 million (c. EUR 100 million). The loan was disbursed to the 
beneficiary on 20 December 2012. 

(9) The interest rate on the loan is equal to the reference rate, i.e. the base rate adopted by the 
Commission, increased by a margin of […] basis points, corresponding to […] rating and 
[…] collateralisation2 (the interest rate thus established amounts to […] %). The loan is 

                                                 
* Business secret 

2 In line with the Communication from the Commission on the revision of the method for setting the reference and 
discount rates, OJ C 14 of 19.1.2008, p. 6 (hereinafter: "the reference rate communication"). 
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secured by an "in blanco" bill of exchange and a declaration of submission to execution 
up to the amount of PLN 600 million. 

III. ASSESSMENT 

3.1 Existence of State aid 

(10) Article 107(1) TFEU provides that any aid granted by a Member State or through State 
resources in any form whatsoever, which distorts or threatens to distort competition by 
favouring certain undertakings or the production of certain goods and affects trade among 
Member States, is incompatible with the internal market. 

(11) The loan was granted by the Ministry of State Treasury, therefore it is clear that it 
involves State resources and is imputable to the State.  

(12) The loan was granted to one specific undertaking only, i.e. LOT, on terms that the 
Company would not have been able to obtain on the market, given its financial condition. 
This is confirmed by the Polish authorities who have stated in the notification that the 
rescue aid is the only source of financing that will enable the Company to continue 
operations. Therefore the Commission concludes that the measure provides the 
beneficiary with a selective advantage.  

(13) Furthermore, the aid is apt to improve the competitive position of LOT on the air transport 
market which is open to competition from other Member States. Therefore, it distorts or 
threatens to distort competition and affects trade between Member States.  

(14) On the basis of the above, the Commission concludes that the notified measure constitutes 
State aid pursuant to Article 107(1) TFEU. The Polish authorities do not dispute the 
classification of the measure as State aid. 

3.2 Eligibility for rescue aid 

(15) According to points 12(a) and 14 of the Community guidelines on State aid for rescuing 
and restructuring firms in difficulty3 (“the Guidelines”) only firms in difficulty are eligible 
for rescue aid. In order to qualify as a firm in difficulty the company must fulfil the 
criteria listed in point 10 or point 11 of the Guidelines. 

(16) Under point 10, a firm is considered to be in difficulty when: 

(a) in the case of a limited liability company, more than half of its registered capital has 
disappeared and more than one quarter of that capital has been lost over the preceding 12 
months; 

(b) in the case of a company where at least some members have unlimited liability for the 
debt of the company, more than half of its capital as shown in the company accounts has 

                                                 
3 Community guidelines on State aid for rescuing and restructuring firms in difficulty, OJ C 244, 1.10.2004, p.2. 

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:52004XC1001(01):EN:NOT
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:52004XC1001(01):EN:NOT
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disappeared and more than one quarter of that capital has been lost over the preceding 12 
months; 

(c) whatever type of company concerned, it fulfils the criteria under its domestic law for 
being the subject of collective insolvency proceedings. 

(17) The Commission observes that LOT, being a limited liability company, fulfils the criteria 
listed in point 10(a) of the Guidelines since, as of 31 December 2012, it has lost more than 
half of its registered capital (120.4%) and more than one quarter thereof over the 
preceding 12 months (35.1%)4.  

(18) The Commission notes that according to Poland's own calculation, made as of October 
2012, LOT did not reach the thresholds of point 10(a) of the Guidelines5. Therefore, in 
order to avoid doubts, the Commission has also examined whether LOT fulfils the criteria 
of point 11 of the Guidelines. 

(19) Point 11 of the Guidelines provides that even when none of the circumstances set out in 
point 10 is present, a firm may still be considered as being in difficulty if it shows the 
usual signs indicating this to be the case, such as: increasing losses, declining cash flow, 
mounting debt, rising interest charges and falling or nil net asset value. 

(20) The financial statements of the Company show the following signs of a firm being in 
difficulty (see recital (7) above): 

− Increasing losses: the Company reported net losses amounting to PLN 56.2 million 
in 2010, PLN 145.7 million in 2011 and PLN 157.1 million in 2012. The 
Company recorded profit for the last time in 2007. 

− Declining cash flow: cash flows from operations declined from PLN -13.8 million 
in 2010 to PLN -241.0 million in 2012. 

− Mounting debt: short-term and long-term liabilities totalled PLN 1,606.9 million 
in 2010, PLN 2,016.7 million in 2011 and PLN 2,700.7 million in 2012.  

− Rising interest charges: interest charges increased from PLN 60.2 million in 2010 
to PLN 87.4 million in 2012. 

− Falling net asset value6: the value of net assets fell from PLN 500.1 million in 
2010 to PLN -44.8 million in 2012. 

Additionally, according to the auditor's opinion on the financial statements for the years 
2011, 2010 and 2009 there was a risk that the Company might not be able to sustain its 
operations due to significant net losses and a negative working capital. 

                                                 
4 Based on the preliminary financial statements for the year 2012 (unaudited). Also based on the financial statements 

for the year 2011 (latest audited) LOT meets the criteria of point 10(a) of the Guidelines. As of 31 December 2011 
it had lost 61.6% of its registered capital and 32.5% thereof over the preceding 12 months. 

5 The calculation was based on a different understanding of registered capital (including i.a. revaluation reserve). 
According to this calculation method, as of October 2012, LOT lost 48% of its registered capital and 40% thereof 
over the preceding 12 months.  

6 Total assets less liabilities and provisions. 
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(21) In light of the above the Commission considers that LOT qualifies as a firm in difficulty. 

(22) According to point 12 of the Guidelines, newly created firms are not eligible for rescue 
aid. A firm is in principle considered as newly created for the first three years following 
the start of operations in the relevant field of activities. LOT was created in 1929 
(registered in its present form in 2001) and has been operating in the air passenger 
transport ever since, therefore it cannot be considered as a newly created firm. 

(23) Point 13 of the Guidelines establishes that a firm belonging to or being taken over by a 
larger business group is not normally eligible for rescue or restructuring aid, except where 
it can be demonstrated that the firm's difficulties are intrinsic and are not the result of an 
arbitrary allocation of costs within the group, and that the difficulties are too serious to be 
dealt with by the group itself.  

(24) According to the Polish authorities, even if LOT is the parent company of a business 
group, its difficulties are intrinsic and do not result from an arbitrary allocation of costs 
within the Group. The difficult financial situation of LOT has been caused predominantly 
by the accumulation of the following negative factors: decreasing yields due to increased 
competition (i.a. from a domestic low-fare carrier), an increase of deposits demanded by 
processors to secure credit card transactions, a loss from the pre-mature termination of a 
leasing contract related to an aircraft damaged in November 2011, depreciation of PLN 
against USD, excessive employment and oversized fleet.  

(25) The subsidiaries and associates of the Group are too small in comparison with LOT and 
are thus unable to generate enough cash surpluses to rescue the parent company. 
Additionally, LOT Group itself appears to be in difficulty as it reported a net loss of PLN 
164 million for the year ended 31 December 2011 and accumulated losses of PLN 270 
million as of that date. Therefore the difficulties of the Company are considered too 
serious to be dealt with by the Group itself. 

(26) On the basis of the above, the Commission concludes that LOT is a firm in difficulty and 
is eligible for rescue aid. 

3.3 Legality of rescue aid 

(27) In accordance with Article 3 of Council Regulation No 659/1999 of 22 March 1999 laying 
down detailed rules for the application of Article 93 of the EC Treaty7, aid shall not be put 
into effect before the Commission has taken, or is deemed to have taken, a decision 
authorising such aid. In the present case, Poland did not fulfil the stand-still obligation as 
the loan was already disbursed on 20 December 2012.  

3.4 Compatibility of rescue aid 

(28) Rescue aid must meet the conditions set out in point 25 of the Guidelines in order to be 
declared compatible with the internal market.  

                                                 
7 OJ L 83, 27.3.1999, p.1 with further amendments. 

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:31999R0659:EN:NOT
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(29) According to point 25(a) of the Guidelines, rescue aid must consist of liquidity support in 
the form of a loan or a loan guarantee; in both cases the loan must be granted at an interest 
rate at least comparable to that observed for loans for healthy firms, and in particular the 
reference rates adopted by the Commission. Any loan must be reimbursed and any 
guarantee must come to an end within a period of not more than six months after the 
disbursement of the first instalment to the firm. 

(30) In the case at hand, the notified aid consists of a liquidity support in the form of a loan. 
The Polish authorities confirmed that the loan was granted at an interest rate at least 
comparable to that observed for loans for healthy firms. Indeed, the interest rate on the 
loan is much above the reference rate applicable to firms in healthy financial condition 
provided for in the reference rate communication (the detailed terms of the loan are 
described in recital (8) above). Poland undertook in the notification that the loan is to be 
reimbursed within six months from the disbursement. It follows that the notified aid 
satisfies the compatibility conditions laid down in point 25(a) of the Guidelines. 

(31) According to point 25(b) of the Guidelines rescue aid must be warranted on the grounds 
of serious social difficulties and have no undue spill over effects on the other Member 
States. LOT is located in an assisted region, eligible for regional aid under Article 107(3) 
(a) TFEU. According to the Polish authorities in the absence of aid the Company would 
have gone bankrupt in the short term. This would have led to a significant increase of 
unemployment: 2 196 jobs would have been lost directly in LOT and tens of thousands – 
indirectly - among the suppliers and other business partners of the Company. The 
bankruptcy of LOT was also expected to reduce social mobility and have an adverse 
impact on foreign investments and tourism. Poland estimates that in such a scenario the 
Polish GDP would suffer a loss of PLN 4.6 billion. Whereas the estimated increase of 
unemployment may be somewhat inflated, as it does not appear to take into account the 
jobs that would likely be created by competitors in the longer term, the Commission 
considers that the bankruptcy of LOT would overall entail serious social consequences, at 
least in the short term.  

(32) The aid is not expected to have significant adverse effects on other Member States due to 
relatively small importance of LOT on the EU market. Depending on the measure used, 
Poland estimates that LOT's share in the EU market ranged from [1-5] % (in terms of 
passengers carried) to [1-5] % (in terms of available seat kilometres) and that Poland 
accounted for only 2.26% of EU air transport market. The sole aim of aid, according to 
Poland, is to rescue the Company, not to strengthen its market position. 

(33) For the reasons stated above the Commission accepts that the aid is warranted on the 
grounds of the serious social difficulties and will not create undue adverse spill over 
effects on other Member States and therefore is in line with point 25(b) of the Guidelines. 

(34) Point 25(c) of the Guidelines stipulates that the rescue aid must be accompanied by the 
undertaking of the Member State that, not later than six months after the unlawful rescue 
aid is implemented, a restructuring or liquidation plan or a proof that the loan has been 
reimbursed in full and/or that the guarantee has been terminated is to be communicated to 
the Commission. Poland undertook to communicate to the Commission a restructuring 
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plan within six months from the disbursement of the loan. Consequently, the rescue aid is 
in line with point 25(c) of the Guidelines. 

(35) According to point 25(d) of the Guidelines, rescue aid must be restricted to the amount 
needed to keep the firm in business for the period during which the aid is authorised. The 
amount necessary should be based on the liquidity needs of the company stemming from 
its losses. In determining this amount, the Commission has regard to the outcome of the 
application of the formula set out in the Annex to the Guidelines. Any amount exceeding 
the result of that calculation would have to be duly explained.  

(36) The above-mentioned formula takes into account the beneficiary's EBIT (earnings before 
interest and taxes) and depreciation in the year preceding the notification and the change 
in working capital over the latest two accounting periods. The sum of all these elements is 
then divided by 2, so as to approximate the liquidity needs of the company over a six-
month period – i.e. the duration of the rescue aid. 

(37) Based on the financial statements of the Company for the years 2011 and 2012, the 
Commission has calculated that the application of the formula would result in the amount 
of PLN -90.1 million. This figure includes the effects of aid which was disbursed before 
the end of the financial year 2012. According to Poland's own calculation, if these effects 
were eliminated, the formula would give a value of PLN [>-150] million. The 
Commission notes that, in any case, the notified aid of PLN 400 million is higher than the 
outcome of the formula. 

(38) The Polish authorities provided an explanation for the higher aid amount. According to 
the Polish authorities the outcome of the formula does not adequately reflect the liquidity 
needs of the Company in the rescue period. Firstly, it is based on the historical results 
which cover one-off events (such as the sale of assets) that are not expected to recur in the 
future. Poland estimates that due to these non-recurring events EBIT in 2011 and 2012 
was artificially overstated by a total of PLN […] million. Secondly, it approximates the 
current, not the future liquidity needs. The Company envisages that negative market 
trends observed so far will continue or worsen in 2013 leading to a higher liquidity need 
than determined by the formula. Most importantly, the formula does not account for the 
fact that certain liabilities of the Company had to be repaid immediately in order to avoid 
bankruptcy (see below). Taking that into account Poland estimated that the real liquidity 
needs of LOT amounted to PLN 400 million and consisted of: 

(a) Repayment of overdue liabilities PLN 318 million

(b) Coverage of operating losses PLN 82 million

(39) Due to its financial difficulties the Company was unable to timely settle its accounts 
payable and, consequently, accumulated overdue liabilities which amounted to PLN 301 
million as of 10 December 2012 (see table below) and were forecasted to reach PLN 318 
million by the end of the month.  

Tab. 2 The overdue liabilities to be repaid from the rescue aid 
Creditor: Balance as of 10 December 2012, 
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PLN million

Airports […]

Fuel suppliers […]

Maintenance services […]

Other carriers […]

Other liabilities (handling and catering services, 
Polish Air Navigation Services Agency) 

[…]

Total  300.8

Source: Notification. 

As shown in the table above the liabilities in question were owed to creditors who provide 
essential services which are indispensable for any airline to continue operations. Poland 
claims that non-repayment of these liabilities would have triggered forced execution of 
debt and ultimately would have led to a bankruptcy of the Company.  

(40) LOT did not generate enough cash to repay the debt from the internal sources of funding. 
As shown in the chart below, the Company was forecasted to lose liquidity within days 
unless external financing was provided. 

Fig. 1 LOT's cash balance at the end of the day (after 12 December 2012 - forecast) 

[…] 

Therefore an immediate repayment of the liabilities from rescue aid was considered 
necessary to keep the Company in business. 

(41) Apart from the repayment of the debt, LOT envisaged that it would need an additional 
funding of PLN 82 million to cover the expected cash deficit resulting from operating 
activities. Poland explained in this respect that the sources of funding used so far to cover 
negative cash flows from operations, such as the sale of assets or the increase of 
liabilities, have been exhausted.  

(42) The Commission considers that Poland has duly justified why the amount of the rescue 
aid exceeds the limit resulting from the application of the formula. The Commission 
recognises that repayment of overdue liabilities amounting to PLN 318 million from the 
rescue aid was necessary to keep the Company in business, given the importance of the 
creditors for sustaining operations and the lack of own sources of funding. The remaining 
amount of PLN 82 million related to cash deficit from operating activities is justified as it 
is below the amount of negative cash flows forecasted in the rescue period. 

(43) For the reasons stated above, the Commission concludes that the loan of PLN 400 million 
can be regarded as being restricted to the amount needed to keep the firm in business for 
the period during which the aid is authorized, in accordance with point 25(d) of the 
Guidelines. 
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(44) According to point 25(e) of the Guidelines the aid must be granted in compliance with the 
'one time, last time' principle as stipulated in point 72 et seq. of the Guidelines. Poland 
confirmed that neither the Company nor the business group it belongs to have previously 
received rescue or restructuring aid. Therefore, the notified aid complies with point 25(e) 
of the Guidelines.  

(45) In the light of the findings above, the Commission concludes that the notified measure 
meets the compatibility conditions of point 25 of the Guidelines. 

IV. CONCLUSION 

(46) The Commission concludes that the notified measure constitutes a State aid within the 
meaning of Article 107(1) TFEU, which is compatible with the internal market in 
accordance with Article 107(3)(c) TFEU read in conjunction with the Guidelines. 

V. DECISION 

(47) The Commission has accordingly decided not to raise objections to the notified rescue aid 
to LOT, on the grounds that it is compatible with the internal market pursuant to Article 
107(3)(c) TFEU read in conjunction with the Guidelines. 

In accordance to the commitment it has given to the Commission, Poland shall submit to the 
Commission a restructuring or a liquidation plan of LOT or a proof that the loan has been 
reimbursed by 20 June 2013. 

If this letter contains confidential information, which should not be disclosed to third parties, 
please inform the Commission within fifteen working days of receipt. If the Commission does not 
receive a reasoned request within that deadline, you will be deemed to agree to the disclosure to 
third parties and to the publication of the full text of the letter in the authentic language on the 
Internet site http: http://ec.europa.eu/competition/elojade/isef/index.cfm. 

Your request should be sent by registered letter or fax to: 

European Commission 
Directorate-General for Competition 
Directorate for State Aid  
State Aid Greffe  
B - 1049 Brussels 
Fax No: +32 2 296 12 42 

We would ask you to state the case name and number in all correspondence. 

 
Yours faithfully, 

For the Commission 

http://ec.europa.eu/competition/elojade/isef/index.cfm
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    Joaquín ALMUNIA 

Vice-president of the Commission 
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