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Subject: State aid SA.36874 (2013/C) (ex 2013/N) – Poland - Restructuring aid for 

LOT Polish Airlines S.A. 
 
Sir, 
 
The Commission wishes to inform Poland that, having examined the information supplied by 
your authorities on the measure referred to above, it has decided to initiate the procedure laid 
down in Article 108(2) of the Treaty on the Functioning of the European Union. 

I. PROCEDURE 

(1) On 20 June 2013, Poland notified a restructuring aid for LOT Polish Airlines S.A. 
(“LOT”, “the Company”) in the amount of PLN 804.29 million (ca. EUR 200 million). 
The notification was preceded by the granting of a rescue loan in the amount of PLN 400 
million on 20 December 2012 which the Commission approved on 15 May 20131. 

(2) The Commission asked for additional information on 9 August 2013. On 27 August 2013 
Poland requested an extension of the submission deadline until 20 September 2013. The 
request was accepted by the Commission on 28 August 2013. On 20 September 2013 
Poland provided a partial answer and on 24 September 2013 submitted a final reply. 

II. DESCRIPTION  

2.1 Beneficiary 

                                                 
1 Decision C(2013) 2747 final from 15.05.2013 concerning the case SA.35900, OJ C/204/2013. 
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(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 Union2 ("TFEU"). The Company is owned by 
the State Treasury (67.97%), the State-owned investment fund Silesia (25.1%) and LOT's 
own employees (6.93%). 

(4) LOT is the parent company of the LOT Group which is composed of 4 subsidiaries active 
in the markets of tourism (LOT Travel Sp. z o.o.), airport and handling services (GLT-
LOT Uslugi Lotniskowe Sp. z o.o., WRO- LOT Uslugi Lotniskowe Sp. z o.o.) and 
aircraft maintenance (Central European Engine Services Sp. z o.o.). 

(5) In recent years the structure of the LOT Group has significantly changed as LOT sold a 
number of subsidiaries and associates in order to focus on its core business and to 
generate cash. In 2012 the Commission investigated and cleared from the State aid point 
of view the sales in 2010-2012 of three LOT subsidiaries: LOT Services Sp. z o.o., LOT 
Catering Sp. z o.o. and LOT Aircraft Maintenance Services Sp. z o.o.3. Most recently, in 
2012-2013 LOT sold all its shares in Petrolot Sp. z o.o., Eurolot Sp. z o.o. and Casinos 
Poland Sp. z o.o. 

(6) As of 15 May 2013 LOT employed 1,841 people (down from 2,166 employees as of 1 
November 2012) and is classified as a large enterprise. 

(7) LOT is a member of Star Alliance and operates a fleet of 45 aircraft4. Prior to the 
restructuring (between November 2011 and October 2012) the Company provided 
scheduled connections to 70 destinations in Europe, North America, Middle East and 
Asia, including 51 connections to European destinations, 11 connections outside Europe 
and 8 domestic connections.  

(8) Poland estimates that in 2012 LOT's share of the European passenger air transport 
business was below 1%. As the national flag carrier LOT historically had a strong 
position in Poland. In recent years however it has faced growing competition from the 
low-cost carriers (“LCC”) and traditional airlines. In effect its share of the passenger air 
transport business in Poland decreased from 55% in 2000 to 28% in 2012. This decrease 
occurred despite a growing number of passengers. In 2012 LOT carried ca. 5 million 
passengers, an increase from ca. 4.1. million in 2009.  

(9) The main competitors of LOT include Ryanair, Wizzair and Lufthansa. LOT's hub and 
home base is the Warsaw Chopin Airport. It also provides international connections from 
5 regional airports in Poland. 

(10) LOT’s main areas of activity are the following: 

                                                 
2 OJ L 115, 09.5.2008, p. 92. 

3 Decision C(2012) 8212 final of 20.11.2012 concerning the case SA.33337, OJ C/81/2013. 
4 As of 15 May 2013. 



3 
 

• Domestic and international air transport of passengers, luggage, mail and cargo 

• Aircraft rental 

• Rendering of services related to air transport 

LOT's core activity is regular passenger air transport. The largest number of passengers is 
transported on short haul flights, which also generate the largest part of revenue from 
sales. 

(11) In recent years LOT has experienced severe financial difficulties due to inefficient 
operations, a deteriorating competitive environment and the global economic and financial 
crisis. The Company has reported losses in every financial year since 2008. Despite the 
gradual sales of subsidiaries and other assets (generating PLN 1,313 million since 2009) 
LOT has faced continuing cash flow problems which culminated in December 2012 when 
the Company found itself at the verge of illiquidity and was forced to ask for a rescue aid 
in order to avoid bankruptcy. 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 3,303.3 3,156.8 2,958.8 
Loss from core activity -146.5 -124.6 -5.8 
Net loss -399.9 -118.0 -56.2 
Inventories 198.5 230.8 252.1 
Net assets -265.5 186.8 500.1 
Debt  2,683.2 2,016.7 1,606.9 
Interest charges 87.4 81.4 60.2 
Cash flows from operations -240.9 -63.9 -13.8 
Source: Financial statements for the years: 2012, 2011 and 2010 

(12) In 2012 the Company reported a record-level net loss of PLN 400 million, significant 
negative cash flows from operations, increasing debt and negative equity. The financial 
situation of LOT continues to be difficult in 2013. Based on the preliminary data, in the 
first 4 months of this year LOT recorded a net loss of PLN [>150]* million (comparing to 
a net loss of PLN 66 million in the same period of 2012) and negative cash flows from 
operations of PLN […] million. According to the financial projection contained in the 
restructuring plan, LOT would, in the absence of the restructuring aid, run short of cash in 
August 2013. While this forecast has not materialised, the liquidity situation remains 
fragile. LOT has almost entirely exhausted its internal sources of funding following 
divestments made in the previous years and does not have access to external financing 
(apart from the leasing of planes) in the current financial condition. 

                                                 
* Business secret. 
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(13) In the past LOT had already made restructuring attempts financed from own resources 
(sale of subsidiaries, land, buildings, real estate and financial assets). Most recently, in 
2009-2012 the Company implemented a restructuring programme which provided i.a. for 
a reduction of employment and fleet, other cost reduction measures, the sale of non-core 
assets and debt restructuring. Although the restructuring programme resulted in a certain 
improvement of LOT's financial result and cash flows, it turned out to be insufficient, 
particularly in reducing costs, and did not restore profitability. On the negative side, 
liquidity reserves have been considerably depleted due to the sale of assets and the value 
of assets that might still be used to finance the current restructuring programme is 
estimated at only PLN […] million. 

(14) As acknowledged in the restructuring plan the previous restructuring attempts were made 
in a much more positive market context than today. The second, longer and deeper phase 
of the macroeconomic crisis continues to have an adverse effect on the airline business. In 
addition, there have been negative tendencies concerning fuel prices and currency 
exchange rates. The growing market consolidation and increasing power of low-cost 
carriers and non-European carriers have made it even more difficult for a small traditional 
airline, such as LOT, to operate successfully on a stand-alone basis. The restructuring 
plan recognizes that LOT may have little time left to avoid a further deterioration of its 
market position.  

(15) A new strategy for LOT has been developed to address this changed market context. It 
provides for an achievement of a financial stability, building of long term customer 
loyalty, becoming one of the most cost-efficient network carriers in Europe, restoration of 
growth and, finally, privatization. LOT is to focus on providing direct connections from 
Poland to main business destinations in Europe and in the world as well as the most 
important Polish community centres in North America. It also wants to attract customers 
from Central and Eastern Europe to offer them long haul connections from the Warsaw 
hub. The Company is not interested in point-to-point tourist routes serviced by LCCs.  

(16) LOT has identified growth potential on long haul routes to/from Poland and wants to 
expand on this market after the restructuring, using its new Boeing 787 Dreamliner 
(“B787”) which is considered to be a main pillar of restructuring and of the new strategy. 
LOT has been the first European airline to operate B787. The acquisition process was 
initiated in 2004, long before the current difficulties, but the delivery was significantly 
delayed by Boeing and the first machine was received only in November 2012. Due to the 
delay and subsequent technical problems (2 aircraft were grounded between January and 
June 2013) LOT has incurred significant extraordinary loss and is negotiating 
compensation from Boeing.  

(17) In addition, Poland recently amended legislation with the aim to facilitate privatization of 
the Company. According to the new law investors from the EU will be allowed to acquire 
a majority stake in LOT. 

2.2 The aid measure 

(18) The restructuring aid is to be granted by the Ministry of Treasury in the form of an equity 
investment. It will consist of the conversion of the rescue loan into equity in the amount 
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of PLN 423 million, including interest accrued until 20 June 2013 (the actual interest 
amount will be re-calculated as of the conversion date) and an additional increase of share 
capital by PLN 381.29 million. 

III. THE RESTRUCTURING PLAN 

(19) LOT has identified the following major reasons that led to its difficulties: delays in 
delivery and in the introduction of the B787 aircraft; the global economic crisis leading to 
travel cost reductions by corporate and institutional customers; the increasing power of 
LCCs and market consolidation; disruption of prices on the domestic market caused by 
the short-term activity of the local low-cost competitor OLT Express; decrease of demand 
on the cargo market; increase of the aircraft fuel price; fluctuations of currency exchange 
rates; strong bargaining power of suppliers; stricter settlement policy of credit card 
operators; legislative barriers limiting privatisation options; lack of a long-term strategy 
and of a stable management; non-optimized fleet and ineffective use of resources; strong 
trade unions and low labour efficiency; ineffective revenue management; uncompetitive 
product on the long haul routes and inability to attract high- priced traffic; small share of 
high-margin additional revenue; ineffective sales channels; insufficient capitalization, 
underinvestment and lack of financial stability; ineffective risk management. 

(20) In order to address the above reasons for difficulties, in the last quarter of 2012 LOT 
began implementing a restructuring plan which aims to restore long term viability by the 
end of 2015.  

3.1 Restructuring measures 

(21) The restructuring plan provides for the implementation of a number of restructuring 
measures, which can be divided into the following main areas: (i) flight network and fleet 
modernisation; (ii) revenue management; (iii) product, distribution and additional 
revenue; (iv) organizational efficiency and internal optimisation; (v) optimization of 
external commercial relations; (vi) additional supporting initiatives. Each of the areas of 
restructuring is described in detail below. 

3.1.1 Flight network and fleet modernisation 

Fleet modernisation 

(22) Fleet modernization is a cornerstone of the restructuring plan and is expected to lead to a 
significant reduction of the operating costs. The current fleet structure of LOT is 
considered to be overly diversified, obsolete and costly. The most important change is the 
replacement of the currently used B767 aircraft by the new B787 on the long haul routes. 
In addition, LOT plans to restructure the remaining fleet with the aim to limit the number 
of types and subtypes of airplanes and to ensure their efficient use. Fleet modernisation 
will not increase the number of seats offered and the Company's capacity. The size of fleet 
is planned to be reduced in the restructuring period from 45 to 31 aircraft. 

Boeing 787 
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(23) LOT has ordered eight B787 aircraft, five of which had been delivered by July 2013 and 
the sixth one is expected in March 2014. The Company negotiates postponing the delivery 
of the last two aircraft until […] and […]. Four B787 are envisaged to be used during the 
restructuring period while the remaining two are planned to be sub-leased at a price […]. 

(24) The Company is obliged to purchase the B787 aircraft. Earlier termination of the contract 
with Boeing would result in a penalty of approximately PLN […] million per aircraft. It 
would also trigger a revision of the purchase price […]. The contract with Boeing also 
prohibits LOT from reselling the aircraft and spare parts thereof. 

(25) LOT considers the introduction of the new B787 to be a main driver of restoring viability. 
According to LOT, the B787 offers significant cost advantages in comparison to the 
currently used B767 aircraft. These advantages include: 

• Lower fuel consumption per block hour and per available seat kilometre (“ASK”) of 
approximately 8-11%  which, combined with a shorter time of travel, results in 
approximately 15% lower fuel consumption per flight; 

• Higher cruise speed resulting in a shorter time of travel (by on average 5% over 
LOT's network of long haul connections) which creates the possibility to optimize the 
work time of crews5; 

• Lower technical maintenance costs by about 30%;  

• Higher efficiency of cargo transport, translating into a revenue advantage of about 
15%; 

• Standardization of the fleet, in contrast to the currently used diversified fleet of B767 
which were differently configured and equipped. 

(26) It is estimated that the introduction of the B787 will improve the financial result of LOT 
by about PLN [135-165] million per year (from 2015 onwards) as compared to the result 
generated by the fleet of B767.  

Boeing 737-400 

(27) The number of B737-400 aircraft will be reduced from nine units in 2012 to […] units in 
2014. The B737-400 is the oldest medium-distance aircraft in LOT's fleet with over 16 
years of exploitation. Their standard and operational reliability are falling while their 
costs of maintenance are growing. Considering that the lease contracts for these aircraft 
will expire in the late 2014/early 2015, the Company will not have to bear additional 
charges in relation to premature termination of these contracts. As from […] it is planned 
to replace the B737-400 with three units of a newer generation aircraft of approximately 
150-200 seats (the B737NG and A319/A320 families of aircraft are being considered) 
which is expected to bring additional cost savings to the Company.  

Embraer 170 

                                                 
5  E.g. reduction of travel time from New York to Warsaw to below 8 hours will make it possible to reduce the 

required number of pilots from 3 to 2, subject to certain other conditions being fulfilled. 
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(28) The Company plans to withdraw all ten currently used Embraer 170 (“E170”) aircraft 
from its fleet. The number of E170 will be gradually reduced: by […] from […] season of 
[…] and by additional […] from […] season […]. The unit operating cost of the E170 
aircraft is the highest in LOT's medium-distance fleet as they offer a relatively low 
number of seats and generate higher cost.  

Embraer 175 

(29) LOT plans to withdraw […] out of fourteen Embraer 175 (“E175”) aircraft from its fleet 
as of the winter season 2014. Both E175 and E170 will be partially replaced by additional 
Bombardier Q400 (“DH4”) turboprop aircraft. The operating cost of DH4 is lower 
relative to a jet aircraft, it offers similar flight times as the latter (particularly over shorter 
routes) and a higher number of seats than E170. 

Flight network 

(30) The Company plans to close five connections that did not meet its profitability criteria: 
[…].  

(31) LOT estimates that the closure of the unprofitable routes will improve the financial result 
by ca. PLN [2.2-2.6] million per year. 

3.1.2 Revenue management 

(32) The restructuring measures in the area of the revenue management will focus on the 
changes to the tariff structure.  

(33) According to the restructuring plan, for flights with a load factor higher than [76-94]%, 
LOT plans to increase the share of higher-class passengers by [9-11]% in the class which 
is one tariff above the current level and by [4-6]% in the class which is two tariffs above 
the current level. Additionally, the tariff definition of business customers on short haul 
routes will be changed6. LOT's revenue is also expected to increase through the 
establishment of more aggressive tariffs on selected long haul routes. The expected 
benefits from the implementation of this measure are estimated at PLN […] million in 
2015. 

(34) The load factor analysis in business class showed that […] seats remained empty in 2012. 
The Company will therefore introduce a possibility of purchasing a paid upgrade to a 
higher class before the flight. The measure is expected to fill 10% of seats that would 
have remained empty and will improve the financial result by about PLN […] million in 
2015. 

(35) The tariff structure under the promotion programme called "First Minute" which is 
currently offered by LOT will be changed in order to eliminate excessively low prices 

                                                 
6  Until now, a different tariff was applicable to passengers if their return flight took place earlier than 3 days after 

departure and in the new tariff, a passenger is considered to be a business passenger if his return takes place 
earlier than by the first Sunday after arrival. 
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which were charged in the past without an economic justification. This should contribute 
to an additional growth of revenue.  

(36) The business class will be eliminated on domestic routes. This measure aims at improving 
the effectiveness of the seat use in an aircraft. At present 3 seats in the DH4 aircraft are 
reserved for business class passengers, although no extra service is offered to them. 
Freeing up these seats is estimated to improve the financial result by about PLN […] 
million in 2015. 

(37) The internal audit of LOT revealed that, due to a weakness in the internal control system, 
favourable tariffs were offered in the past without justification. This practice will be 
prohibited. The expected benefit of this measure is estimated at PLN […] million in 2015. 

(38) In total as a result of the revenue management measures, the Company expects to improve 
the result from sales by about PLN [62-76] million in 2015. 

3.1.3 Product, distribution and additional revenue 

(39) The main aim of this area of restructuring is to increase revenue from additional high-
margin services that are not directly linked to ticket sales. The share of additional revenue 
in LOT’s total revenue is currently equal to […] %, which is considerably below the level 
of peer companies, particularly LCCs, where it exceeds 20%. LOT has identified a growth 
potential in this area. 

(40) Key initiatives in this group include the introduction of a “SkyBar” (paid catering) on 
short haul routes, reduced on-board services for the economy class passengers and the 
introduction of a number of additional paid services, e.g. duty free, extra luggage, 
increased leg space, selection of seat, priority boarding, insurance, car rental and hotel 
reservation. 

(41) Another target of this area of restructuring is a reduction of sales costs. The share of sales 
costs in the total costs of LOT amounts to […] % and is significantly higher than in other 
traditional airlines analysed by the Company.  

(42) Currently, LOT generates only about […] % of total sales through the website LOT.com. 
This can be compared with an average online sale at the level of 40% among other 
conventional carriers and 80% in the case of LCC’s. Nearly […] % of the value of all 
tickets sold by LOT is generated by a network of sales agents. The online sales channel 
has been identified as having a large potential for future growth due to its relatively low 
costs and high control over the sales process. The Company is going to further develop its 
online sales with the target estimated growth rate of online sales compared to the total 
sales of at least […] % per year.   

(43) With reference to the network of LOT's sales agents a new motivational program will be 
implemented, […]. LOT will also reorganise its own domestic and foreign networks of 
sales offices located in airports and city centres. Considering the high costs of such 
activities the Company decided to reduce this distribution channel to the necessary 
minimum.  
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(44) LOT plans to develop its potential for generating revenue in the area of marketing 
through, for example, offering advertising space (in the aircraft or outside of it) for third-
party advertising campaigns. 

(45) The Company also plans to increase sales to corporate clients. To this end it will 
participate in tenders for providing travel services for large institutions and companies 
through the LOT Travel subsidiary (IATA agent), offering not only its own services but 
also the services of other airlines, sales of electronic insurance, hotel services and train 
tickets. In addition, the Company hopes to attract more business traffic thanks to 
promotion of the “LOT for Business” program, addressed to the SME sector. 

(46) In total the above described restructuring measures are expected to improve the financial 
result of LOT by nearly PLN [76-94] million in 2015. 

3.1.4 Organizational efficiency and internal optimization 

(47) The most important measures within this area of restructuring include (i) the reduction of 
fuel cost, (ii) reduction of employment cost and (iii) the sale of fixed assets. 

(48) Fuel cost constitutes […] % of the Company's total cost. LOT plans to implement a new 
software with the aim to optimize the flight profile. The flight profile will be also linked 
to the introduction of a dynamic Cost Index, which makes it possible to choose between 
the minimization of fuel consumption and the realization of the scheduled flight time. The 
entire program is supposed to bring over PLN […] million of improvement to the 
financial result in 2015. 

(49) The restructuring plan provides for a reduction of employment by 833 FTE (full time 
equivalents), i.e. by 39% as compared to the level of employment as of 31 October 2012. 
The reduction will affect all types of the employees: the ground personnel (reduction by 
[…] FTE) as well as the cockpit and cabin personnel (reduction by […] FTE). The aim of 
reduction is to adapt the level of employment to the reduced flight network and fleet size 
as well as to increase labour efficiency. The planned reduction of the ground personnel is 
to be completed in 2014 and is expected to decrease costs by PLN […] million in the 
whole restructuring period, i.e. by […] % in comparison to the pre-restructuring level. 
Likewise, the reduction of the cockpit and cabin personnel will be completed in 2015 and 
is planned to bring savings of PLN […] million, i.e. […] % in comparison to the pre-
restructuring level. The annual savings from the employment reduction after the 
restructuring period are estimated at ca. PLN […] million. 

(50) The Company intends to sell fixed assets (land, buildings and real estate) which are 
expected to generate one-off proceeds in the amount of PLN […] million as well as 
annual savings of PLN […] million.  

(51) Other measures to be implemented within this area of restructuring (e.g. reduction of cost 
of marketing, business trips, de-icing, training, stationery, cleaning, etc.) have a smaller 
financial potential. In total, all the measures envisaged within this area of restructuring are 
forecasted to improve the financial result of LOT by more than PLN [156-190] million in 
2015. 
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3.1.5 Optimization of external commercial relations 

(52) The Company plans to renegotiate the commercial contracts with all its key suppliers with 
the aim to reduce costs and to optimize the scope of rendered services.  

(53) First, LOT plans to renegotiate its commercial relations with "Przedsiębiorstwo 
Państwowe Porty Lotnicze" (Polish Airports State Enterprise) which manages the 
Warsaw Chopin Airport. As the official rates at the Warsaw Chopin Airport are deemed 
to be higher than the average7 at comparable airports, the Company intends to renegotiate 
airport charges taking into account the high number of operations performed by LOT at its 
base airport.  

(54) Secondly, LOT intends to renegotiate its commercial relations with “Polska Agencja 
Żeglugi Powietrznej” (Polish Air Navigation Services Agency). […] 

(55) Thirdly, LOT wants to renegotiate the contracts with LOT Aircraft Maintenance Services 
Sp. z o.o. which provides repair and technical services. The renegotiating will concern 
mostly the establishment of methods for optimizing the process of servicing, repairs, and 
settlements. 

(56) Finally, LOT intends to renegotiate its relationship with Eurolot Sp. z o.o. with the aim to 
optimise […]. 

(57) As a result of the optimization of external commercial relations, the Company expects to 
improve financial result by over PLN [54-66] million in 2015. 

3.1.6 Additional supporting initiatives 

(58) Additional supporting initiatives envisaged in the restructuring plan include, e.g. (i) 
change of the organisational culture and the management system; (ii) improvement of 
cash flow management; (iii) the implementation of a new risk management policy 
securing the Company against sudden fluctuations of fuel prices and (iv) improvement of 
the purchasing process including introduction of new IT support tools. The effects of 
these measures are difficult to quantify and have not been taken into account in the 
financial projections. 

3.1.7 Summary of the restructuring measures 

(59) The expected financial impact of the implementation of all the restructuring measures in 
the year 2015 (the last year of the restructuring period) is summarised in the table below: 

Tab. 2 The estimated financial impact of the restructuring measures in 2015 
Restructuring area PLN million 

                                                 
7  According to the Company, the Warsaw Chopin Airport charges from 2% to 47% higher fees (including fees for 

landing and possibly for take-off, environmental fees, fees for using passenger platforms, or jet bridges, fees for 
parking and other infrastructural fees related to the performed aviation operation) than comparable EU airports. 
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Flight network and fleet modernisation [132,8-167,6]8

Revenue management [62-76]
Product, distribution and additional revenue [76-94]
Organisational efficiency and internal optimisation [156-190]
Optimisation of external commercial relations [54-66]
Additional supporting initiatives -

 Source: Restructuring plan 

3.2 Overview of the restructuring costs and sources of financing 

(60) The total restructuring costs of LOT amount to PLN [2,000-2,400] million and consist of: 
(i) the acquisition of five B787 aircraft – PLN […] million; (ii) the cost of withdrawal of 
B737-400 and Embraer aircraft – PLN […] million; (iii) the partial coverage of operating 
losses and financing gap – PLN […] million; (iv) the cost of employment restructuring - 
PLN […] million and (v) the repayment of the rescue loan (with interest accrued) – PLN 
423 million. 

(61) The restructuring costs are planned to be covered from: (i) an own contribution amounting 
to PLN [1,200-1,600] million and consisting of the finance lease of five B787 aircraft and 
the sale of fixed assets; (ii) State aid in the amount of PLN 804 million. The own 
contribution accounts for [60-67] % of the restructuring costs. The restructuring costs and 
the sources of financing are summarised in the table below. 
 
Tab. 3 Restructuring costs and sources of financing (in PLN million) 

Restructuring costs [2,000-2,400]

Acquisition of 5 B787 aircraft […]
Withdrawal of B737-400 and Embraer aircraft  […]
Partial coverage of operating losses and financing gap […]
Employment restructuring […]
Repayment of rescue loan (with interest accrued)  423

Sources of financing [2,000-2,400]

Finance lease of 5 B787 aircraft […]
Sale of fixed assets […]
Total own contribution [1,200-1,600]
State aid 804
Source: Restructuring plan 

Restructuring costs 

                                                 
8 The implementation of the flight network and fleet modernisation measures has a positive influence on the other 

restructuring areas and part of its financial impact is included in the financial potential of the latter. Therefore the 
impact of the flight network and fleet modernisation measures should not be aggregated with the impact of the 
remaining restructuring measures. 
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(62) LOT has signed a contract with Boeing to acquire a total of eight B787 aircraft. 
According to the restructuring plan, in the process of restructuring the Company will incur 
expenditure in relation to the purchase of the first five units in the amount of PLN […] 
million.  

(63) As part of the fleet modernisation measures the Company plans to withdraw […] B737-
400, […] E170 and […] E175 aircraft. It will bear the cost of lease obligations and 
maintenance during the withdrawal period before the aircraft is returned, sold or sub-
leased. The total cost of withdrawal is estimated at PLN […] million. 

(64) At the beginning of the restructuring period the Company is forecasted to generate losses 
and negative cash flows. In order to cover these losses and maintain liquidity it will need 
an estimated PLN […] million. 

(65) The restructuring plan provides for a reduction of employment by 833 FTE. LOT 
estimates that the total cost of employment reduction will amount to ca. PLN […] million 
and will consist of the following components: (i) a voluntary redundancy programme 
(PLN […] million); (ii) the collective redundancy process (PLN […] million); (iii) 
allowances for employees based abroad and subject to local law (PLN […] million) and 
(iv) other redundancies, e.g. early retirement (PLN […] million). 

Sources of financing 

(66) In the autumn of 2012 the Company obtained financing in the form of a finance lease 
from the US commercial bank […] for the acquisition of five B787 aircraft. LOT chose 
the offer of […] out of 24 commercial offers obtained from the market. The choice was 
made on the basis of an analysis of the net present value and weighted average interest 
rate. 

(67) The period of repayment is 12 years from the date of the aircraft delivery. The company is 
obliged to pay an initial fee on the aircraft delivery date and the quarterly lease payments 
payable in advance at the interest rate of 3-month LIBOR + […] %, in the case of the first 
aircraft, and fixed rates of between […] % and […] %, in the case of the next four aircraft. 
The finance lease structure is based on a special purpose vehicle ("SPV"), a company 
incorporated in the United States that serves as an intermediary between […] and LOT.  

(68) The lease is secured by the following collateral: (i) an export guarantee from the Export 
Import Bank of the United States ("Ex-Im Bank”) provided in accordance with the Large 
Aircraft Sector Understanding (“LASU”)9 rules; (ii) a pledge on the aircraft; (iii) the 
transfer of rights from insurance contracts and (iv) a pledge on the shares of the SPV.  

(69) The Ex-Im Bank guarantee is limited in duration and in amount, i.e. it concerns the 
purchase of five B787 in the form of a finance lease with a duration of 12 years. The 

                                                 
9 The guidelines on aircraft financing commonly used in the airline industry until 2007 when they were replaced by 

the Aircraft Sector Understanding, agreed under the auspices of OECD. Since LOT initiated the acquisition of 
B787 before 2007 the LASU rules were still applicable. 
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guarantee covers a part of the purchase price of an aircraft ([75-90] %). The rest must be 
covered by LOT. The provision of the guarantee by Ex-Im Bank was based on a due 
diligence of LOT, assessing its financial condition and the ability to service lease 
obligations. 

(70) According to Poland the finance lease of a new aircraft, on terms similar as described 
above (including the type of collateral used), is a standard form of financing in the airline 
industry and has been recently used by many other European airlines, e.g. Ryanair, KLM, 
Norwegian Air, Czech Airlines, Austrian Airlines and Alitalia. 

(71) The only other source of own contribution, apart from the lease, is the sale of fixed assets 
which is expected to generate proceeds of PLN […] million.  

(72) The aid consists of the conversion of the rescue loan into equity in the amount of PLN 
423 million and an additional equity investment of PLN 381.29 million, as described in 
recital 18. 

3.3 Restoration of long term viability 

(73) The restructuring plan provides for the restoration of long term viability in 2015. 
Financial projections covering the period 2013-2018 have been prepared under a worst-
case, base-case and best-case scenario. The Company is forecasted to turn profitable (in 
terms of the result from core activity) and to generate positive cash flows from operations 
from 2014. The return on capital employed (ROCE) is forecasted to turn positive in 2014 
and return on equity (ROE) in 2015. The table below presents selected projected financial 
data under the base-case scenario. 
Tab. 4 Selected projected financial data under the base-case scenario (numbers in PLN 
million) 
 2013 2014 2015 2016 2017 2018

Sales revenue 
[2 900-
3 400]

[2 900-
3 400]

[2 650 – 
3 150]

[3 300-3 
800]

[4 050-4 
550] 

[4 300-4 
800]

Profit/loss from core 
activity 

[-157 to 
-130] [64-78]

[113-
137]

[200-
240]

[210-
250] 

[175-
215]

Net profit/loss  
[-220 to 

-180]
[-20 to 

-16] [67-80]
[155-
190]

[180-
220] 

[140-
170]

Cash flows from 
operations 

[-175 to 
-145]

[170-
206]

[300-
360]

[360-
440]

[370-
450] 

[335-
415]

ROCE 
[-4,4 to 
-3,6] %

[2,7-
3,3] % [5-6] % [9-11] %

[10-12] 
% [8-10] %

ROE 
[-62 to 
-52] %

[-5,5 to 
-4,5] %

[16-20] 
%

[27-33] 
%

[23-28] 
% 

[15-18,5] 
%

Source: Restructuring plan. 

(74) The financial projection is based on a number of assumptions concerning the fleet, flight 
network, internal organisation, operating and financial parameters, macroeconomic 
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indicators, fuel price and the level of implementation of the restructuring measures. Major 
assumptions are summarised below: 

• Implementation of the restructuring measures (in terms of the potential financial 
impact): employment reduction – 100% of the potential; optimisation of external 
commercial relations – 50% of the potential; all other measures – 85% of the 
potential; 

• Fuel price: USD 1,153/t in the whole projection horizon; 

• PLN/USD: 3.22; PLN/EUR: 3.85 (from January 2015 onwards; earlier projections are 
based on the current forward exchange rate contracts); 

• Load factor: below [67-83] % in the winter seasons and ca. [76-94] % in the summer 
seasons; 

• Number of passengers carried (‘000): 2012/2013 – 4,766; 2013/2014: [4,300-5,300]; 
2014/2015 – [3,800-4,600]; 2015/2016 – [4,200-5,100]; 2016/2017 – [4,800-5,900]; 
2017/2018 – [5,100-6,300]; 

• Growth of the unit income per passenger on the scale of LOT's entire network of 
flight connections: on average 2.5% p.a. (taking into account the effect of the 
increase of the number of flight operations on long-distance routes in the years 2016-
2018 as well as of the growing load factor in business and premium economy class). 

3.4 Compensatory measures 

(75) As a compensatory measure LOT proposes to close 19 connections and to reduce 
frequency on 5 connections10. The proposed measure corresponds to a reduction of 
capacity by [13.5-16.5] % in terms of ASK as compared to the pre-restructuring period 
November 2011 – October 2012. According to LOT none of the above connections was 
loss-making prior to restructuring, as required by point 40 of the Community guidelines 
on State aid for rescuing and restructuring firms in difficulty11 (“the Guidelines”). The 
compensatory measures are scheduled to be implemented starting from the summer 
season 2013. However, the majority of them will be implemented in the winter season 
2014/2015. 

(76) In addition, LOT plans to close 5 connections12, representing a further reduction of 
capacity by [1.4-1.7] %, but does not consider them as compensatory measures since they 
were assessed by LOT as loss-making prior to restructuring. 

(77) There is no intention to increase the capacity on the long haul routes in the restructuring 
period although LOT, whose new strategy is based on the new B787 aircraft, envisages an 
increase in this segment after the restructuring. 

                                                 
10 Connections to be closed: […]; connections subject to a reduction of frequency: […]. 
11 Community guidelines on State aid for rescuing and restructuring firms in difficulty, OJ C 244, 1.10.2004, p.2. 
12 […]. 

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=CELEX:52004XC1001(01):EN:NOT
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(78) As a result of the changes introduced to LOT's network, the Company will also release a 
number of slots.  

IV. ASSESSMENT OF THE AID 

4.1 Existence of State aid 

(79) 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. 

(80) The aid is to be granted by the Ministry of State Treasury, therefore it is clear that it 
involves State resources and is imputable to the State.  

(81) The aid is to be 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. 
Poland confirms this in the restructuring plan which states that State aid is the only 
possible source of financing that will allow the Company to continue operations and to 
implement the restructuring measures. Therefore the Commission concludes that the 
measure provides the beneficiary with a selective advantage.  

(82) Furthermore, the aid is apt to improve the competitive position of LOT on the air transport 
business. Undertakings from different Member States are competing in the air transport 
business in the EU. Therefore, the aid distorts or threatens to distort competition and 
affects trade between Member States.  

(83) 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. 

Legal basis for the assessment of the compatibility of aid 

(84) Article 107 (3) (c) TFEU provides that state aid can be authorised where it is granted to 
promote the development of certain economic sectors and where this aid does not 
adversely affect trading conditions to an extent contrary to the common interest. 

(85) The Commission considers the present measure to constitute a restructuring aid which 
must be assessed in the light of the criteria under the Guidelines, in order to establish 
whether it may be compatible with the internal market pursuant to Article 107 (3) TFEU. 

4.3 Legality of restructuring aid 

(86) 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 Treaty13, aid shall not be 

                                                 
13 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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put into effect before the Commission has taken, or is deemed to have taken, a decision 
authorising such aid ("standstill obligation").  

(87) According to the liquidity forecast contained in the restructuring plan LOT was predicted 
to run short of cash in August 2013. While this forecast has not materialised Poland 
indicated that if the Company indeed loses liquidity it considers granting the restructuring 
aid. To the Commission's knowledge to date however no restructuring aid has been 
granted to LOT. Therefore, it would appear that so far Poland is complying with the 
standstill obligation.  

4.2 Compatibility of the restructuring aid 

Company in difficulty 

(88) According to points 12(a) and 14 of the Guidelines only firms in difficulty are eligible for 
restructuring 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. 

(89) 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 
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. 

(90) 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 (169.7%) and more than one quarter thereof over the 
preceding 12 months (89.3%)14. 

(91) In light of the above the Commission considers that LOT clearly qualifies as a firm in 
difficulty. 

(92) According to point 12 of the Guidelines, newly created firms are not eligible for 
restructuring 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 

                                                 
14 According to LOT's financial statements for the year 2012, the Company's registered capital on 31.12.2012 

amounted to PLN 447.7 million, of which LOT lost PLN 759.8 million by 31.12.2012 of which PLN 400 million 
were lost in 2012 alone. 
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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. 

(93) 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 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.  

(94) According to Poland, 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 
LOT Group. The reasons for the Company's difficulties are described in recital 19 above.  

(95) The subsidiaries of the LOT Group are too small in comparison with LOT and are thus 
unable to generate enough cash surpluses to rescue the parent company. Their combined 
revenue for the year 2012 accounted for only ca. 3% of LOT's revenue and they recorded 
a combined net loss of PLN 12.4 million. Additionally, LOT Group itself appears to be in 
difficulty as it reported a consolidated net loss of PLN 164 million for the year ended 31 
December 2011 (due to immateriality of the subsidiaries LOT was not obliged to prepare 
consolidated financial statements for the year 2012) 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. 

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

The 'one time, last time' principle 

(97) According to point 73 of the Guidelines, if the firm concerned has already received rescue 
or restructuring aid in the past, including any un-notified aid, and where less than 10 years 
have elapsed since the rescue aid was granted or the restructuring period came to an end 
or implementation of the restructuring plan has been halted (whichever is the latest), the 
Commission will not allow further rescue or restructuring aid. 

(98) Poland claims that the Company did not receive any rescue or restructuring aid in the last 
ten years, apart from the notified rescue aid approved by the Commission (see recital 1).  

(99) The Commission has received a complaint from Ryanair alleging that LOT has been 
granted an indefinite credit line against airport charges at the state-owned airports, to the 
detriment of all other airlines. The Commission registered the complaint under the case 
number SA.36752. The Commission will assess this complaint in the framework of the 
present investigation as it may have impact on compliance with the "one time, last time" 
principle. 

(100) Poland confirms that LOT's liabilities related to the airport charges were deferred by the 
state-owned airports but argues that it did not constitute State aid as the deferral 
agreements were concluded on market terms. In particular, the agreements provided for 
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penalty interest and collateral and were similar to agreements concluded with other 
airlines.  

(101) In addition, Poland argues that the decisions taken by the airports in question are not 
imputable to the State as the ability of the State to control the entities involved in granting 
the measures does not justify automatically the presumption that the entities' actions are 
imputable to the State. In this context Poland refers to the Stardust Marine judgment15 
that set out a set of indicators to determine whether the State actually exercised influence 
over an undertaking in a particular case. These indicators include the integration of an 
undertaking into the structures of the public administration, the nature of its activities and 
the exercise of the latter on the market in normal conditions of competition with private 
operators, the legal status of an undertaking (in the sense of it being subject to public law 
or ordinary company law), the intensity of the supervision exercised by the public 
authorities over the management of an undertaking and whether an undertaking could 
autonomously take a decision in question. Poland argues that the above indicators were 
not met in the case of the airports. 

(102) As regards the market conformity of the transactions, the Commission has doubts whether 
the deferrals indeed did not involve State aid. Since 2009 the state-owned airports have 
signed 23 agreements with LOT to defer payment of ca. PLN [320-390] million at what 
appears to be rather generous conditions. The deferral periods were long (48-396 days), 
the penalty interest was often low (in most cases below the statutory rate of the Polish law 
and in the case of 3 agreements no interest was charged at all) and the collateral was often 
weak (e.g. in blanco  bill of exchange and in the case of 6 agreements no collateral was 
applied at all). In addition, it seems that not all of the deferred liabilities have been finally 
repaid. The terms of the deferral agreements are summarised in the table below. 

Tab. 5 The summary of deferral agreements signed by LOT with the Polish state-owned 
airports 

 Date of 
deferral 

agreement 

Amount deferred, 
PLN million 

Average period of 
deferral in days 

Interest rate Collateral 

 Agreements signed with "Polish Airports" State Enterprise16 
1 22.05.2009 […] […] […] […] 
2 19.11.2009 […] […] […]17[…] […] 
3 27.07.2010 […] […] […] […]
4 31.12.2010 […] […] […] […]
5 27.07.2011 […]18 […] […] […]
6 10.11.2011 […] […] […] […]
7 05.03.2012 […] […] […] […]
8 17.05.2012 […] […] […] […]
9 10.08.2012 […] […] […] […]
 Agreements signed with the Gdansk Airport 

                                                 
15  Case C-482/99 French Republic/Commission (Stardust Marine) [2002] ECR I-4397. 
16 The entity operating the Warsaw Chopin Airport and having stakes in the regional airports. 
17 Warsaw Interbank Offered Rate 
18 According to Poland the liability was repaid in the amount of PLN […] million and "expired due to non-provision 

of the collateral". 
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10 01.12.2009 […] […] […] […]
11 30.11.2011 […] […] […] […]
12 29.03.2013 […] […] […] […]

 Agreements signed with the Krakow Airport 
13 12.02.2010 […] […] […] […]
14 18.01.2012 […] […] […] […]
15 20.11.2012 […] […] […] […]

 Agreements signed with the Poznan Airport 
16 18.12.2009 […] […] […] […]
17 08.11.2011 […] […] […] […]
18 10.04.2013 […] […] […] […]

 Agreements signed with the Katowice Airport 
19 01.03.2010 […] […] […] […]
20 24.11.2011 […] […] […] […]
21 27.03.2013 […] […] […] […]

 Agreements signed with the Wroclaw Airport 
22 11.06.2010 […] […] […] […]
23 14.02.2012 […] […] […] […]

Total [320-390] 
Source: The letter of Polish authorities from 13.08.2013 (ref. DDO-561-30(24)/13/GP) 

(103) The fact that similar deferral agreements were concluded with other airlines19 does not 
seem to constitute a good proof of market-conformity of the transactions undertaken with 
LOT as all these other airlines could have as well received State aid. In order to prove 
market-conformity Poland would have to demonstrate that private airports have or would 
have granted similar deferrals.  

(104) Concerning the imputability of the airports' actions to the State, the Commission notes the 
arguments brought forward by Poland. In particular, Poland argues that the airports are 
not part of the public administration and are not owned by the State directly, that they run 
commercial activities on the competitive market and that most of their activities are 
subject to ordinary company law. However, the Commission also has to examine the 
intensity of the supervision exercised by the public authorities over the management of 
the airports, whether the decisions taken by the airports were autonomous as well as 
whether there are any other indicators showing an involvement by the public authorities in 
granting deferrals or the unlikelihood of their not being involved, having regard to the 
compass of the measure, its content or the conditions which it contains. 

(105) In view of the state-ownership of the airports concerned, be it direct or indirect, and in 
view of the doubts as regards the market conformity of the transactions, the Commission 
has doubts whether their decisions to defer the airport charges were indeed autonomous 
and therefore it cannot exclude that State aid was involved. The Commission invites 
Poland to clarify how the decisions were taken and to provide any evidence useful to 
clarify whether or not public authorities were involved in granting those deferrals. In 
particular, the Polish authorities are invited to submit to the Commission the minutes of 
the airports' management board meetings in which the deferral decisions were taken. The 
interested parties are also invited to comment on this issue. 

                                                 
19 According to Poland 4 other airlines were also granted deferrals (including […]). The total amount of deferred 

liabilities amounted to ca. PLN 5 million. 
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(106) In the light of the above, the Commission has doubts whether the deferrals indeed did not 
involve State aid and has at its disposal no information that may be relevant for assessing 
the compatibility of those measures. As a result, the Commission also doubts that the one 
time last time principle is met in the present case. 

Restoration of long term viability 

(107) For a measure to be considered compatible with the internal market under points 34-37 of 
the Guidelines, the restructuring plan must restore the long term viability of the firm on 
the basis of realistic assumptions as to future operating conditions. The Commission has 
identified the following issues that cast doubts on the restoration of long term viability of 
LOT. 

(108) In the past LOT had already made several restructuring attempts but they failed to restore 
profitability although the business environment was more favorable than today. Most 
recently, in 2009-2012 LOT implemented a number of restructuring measures (financed 
from own resources), some of them similar to the currently envisaged ones. Yet, instead 
of improving its financial condition, in 2012 the Company reported a record-level net 
loss, negative equity and cash flows from operations and was forced to ask for rescue aid. 
Meanwhile the business environment has become even less conducive to the successful 
implementation of the restructuring plan than in 2009 as the macroeconomic situation 
remains unfavorable, competition has grown stronger and LOT has exhausted its internal 
sources of funding after having sold almost all of its assets. Therefore the Commission 
views with skepticism the claim that the current restructuring plan will restore long term 
viability. 

(109) The ability of LOT to finance the implementation of the restructuring measures raises 
concern. Having lost liquidity in December 2012, the Company was forecasted in the 
restructuring plan to be short of cash again in August 2013. Whereas to date this forecast 
has not materialised, the liquidity perspective remains fragile. The internal sources of 
funding have been exhausted after the divestments made in the previous years and the 
Company has no access to external financing (except for the leasing of planes) in its 
current financial condition. The restructuring plan itself states that the cash balance at the 
end of 2014 will be below what the Company considers to be its "safety threshold". 
Poland claims that LOT has some potential liquidity reserves (e.g. potential release of 
deposits held by credit card operators, potential compensation from Boeing for losses 
incurred due to the grounding of B787 and proceeds from sales of airplanes) but they 
appear not to be certain and, in any event, may not be sufficient. Therefore there is a risk 
that the Company will lose liquidity again even if the restructuring aid is granted. 

(110) A significant part of the estimated financial potential of the restructuring measures (ca. 
30%) should come from the introduction of the B787 aircraft which was ordered before 
the Company was in current difficulties and is now considered to be a main pillar of the 
restructuring. The assumption that LOT's long-standing structural problems will be 
largely solved by the introduction of a new aircraft appears doubtful. Firstly, it will have a 
direct impact on only one of the market segments, the long haul, which in 2012 accounted 
for only [<25] % of LOT's revenue from scheduled flights. Secondly, it is far from 
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certain, given present difficult market environment, that there will be sufficient demand in 
the future to ensure efficient utilisation of 8 new aircraft. LOT already plans to sub-lease 
two B787 […] in the restructuring period and to postpone delivery of the last two 
machines. In addition, apart from the expected benefits, the new aircraft will generate 
significant costs related to the lease obligations, depreciation and operating activities. 
LOT has already incurred an extraordinary loss due to the grounding of two B787 caused 
by the technical problems between January and June 2013. In view of the above the 
planned benefits from the introduction of the new aircraft could be overestimated. 

(111) The restructuring plan assumes that the effects of the revenue-related measures (revenue 
management, product, distribution and additional revenue) will account for more than 
30% of the total restructuring benefits. The examples of such measures include the 
introduction of paid catering and other paid services, an increase of revenue from tickets 
in higher classes or from corporate clients. The effectiveness of the revenue-related 
measures depends largely on external factors on which the Company has no great 
influence (e.g. readiness of the customers to accept the increased prices, increase of 
demand, change of customer behaviour). In addition, the introduction of paid services and 
extra fees may conflict with LOT's strategy to remain a traditional carrier and may 
discourage certain groups of customers. Therefore it is doubtful that the planned benefits 
will be actually achieved. 

(112) The financial projection contained in the restructuring plan appears to be overly 
optimistic. The result from core activity is forecasted (under the base-case scenario) to 
improve by PLN [194-235] million within 12 months (from a loss of PLN [130-157] 
million in 2013 to a profit of PLN [64-78] million in 2014). Considering that LOT has not 
reported profit in a single financial year since 2008 and that the preliminary loss from 
core activity in the first 4 months of 2013 amounted to PLN [>150] million such a 
significant improvement seems questionable. It is worth noting that in mid-2012 LOT 
forecasted profit at year-end, yet the actual result was a significant loss (PLN 147 
million). In addition, most of the forecasted improvement is to be achieved thanks to the 
introduction of B787 and the implementation of the revenue-related measures whose 
impact may be over-estimated, as argued in the previous recitals. Therefore the profit 
forecast for the year 2014 does not appear to be realistic. 

(113) The sensitivity analysis of the financial projection assumes relatively small deviations of 
the key parameters from the baseline, e.g.: average unit revenue per passenger - by +/-1%, 
the number of passengers - by +/-1%, exchange rate PLN/USD - by +/-10%. Already at 
these low levels of deviation the potential impact on the financial performance of LOT is 
significant. Poland estimates that a decrease of the average level of unit income and the 
number of passengers by 1% as compared to the baseline would reduce profit from core 
activity by PLN […] million and PLN […] million, respectively, over the whole 
forecasting period 2013-2018 and would create a threat to the Company's liquidity. A 
depreciation of PLN against USD by 10% (according to Poland in 2012 alone PLN 
depreciated against USD by 14%) would bring the cash balance below what the Company 
considers to be its "safety threshold". The assumption of the fixed fuel price in the 6-year 
projection horizon seems unrealistic judging from the historically high volatility of prices. 
Poland is invited to submit a sensitivity analysis assuming wider deviations from the 
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baseline and incorporating a possible increase of the fuel price in combination with a 
negative change of other key parameters.  

(114) The financial projection assumes that LOT will generate PLN [450-550] million in the 
period 2013-2018 from the sub-lease of 13 aircraft ([…] B787, […] E170 and […] E175) 
and the sale of […] E145. Poland claims that this planned revenue is possible to be 
achieved as the assumed lease payments oscillate around the lower end of the current 
market values. In addition, Poland informed that LOT concluded preliminary agreements 
with 2 tour operators on the sub-lease of […] B787 (without providing details on the 
terms) and a preliminary agreement with a potential buyer on the sale of […] E145 and 
[…] E170 (the sale of the aircraft is LOT’s preferred option) for USD […] million. 
Poland acknowledges however that the finalisation of the latter is still uncertain. Based on 
the evidence currently at its disposal the Commission considers that there is a risk that the 
revenue from sub-lease will not be achieved in the assumed amount. The Commission 
notes that there was a public tender for the sale of […] E145 and […] E170 in June 2013 
but no bids were submitted and that three E145 have been grounded since 2011. 

(115) The base-case scenario of the financial projection assumes the achievement of 85% of the 
total expected financial potential of all the restructuring measures (except for the 
employment reduction where it assumes achievement of 100% of the potential and the 
optimisation of external commercial relations – 50% of the potential). The restructuring 
plan admits that if the actual implementation falls below 70%, as envisaged in the worst-
case scenario, the Company could lose liquidity. Such high targets appear to be very 
ambitious and leave a thin margin of safety. Poland is invited to justify why it considers 
such a high implementation ratio to be realistic and to inform about the most recent 
implementation ratio. 

(116) In view of the above, based on the information currently at its disposal, the Commission 
has doubts that the restructuring plan will be capable of restoring long term viability of 
LOT. The Commission invites Poland and other interested parties to provide comments in 
this matter. 

Avoidance of undue distortions of competition 

(117) Pursuant to points 38-42 of the Guidelines, measures must be taken to ensure that the aid's 
adverse effects on trading conditions are mitigated as far as possible. The aid shall not 
unduly distort competition. This usually means a limitation of the presence which the 
company can enjoy on its markets at the end of the restructuring period. The 
compensatory measures should be in proportion to the distortive effects of the aid and, in 
particular, to the size and relative importance of the firm on its market or markets. The 
closure of loss-making activities cannot be considered as valid compensatory measures. 
The degree of compensatory measures must be established on a case-by-case basis and 
with regard to the objective of restoring the long-term-viability of the firm. Moreover, 
according to point 7 of the Guidelines the Commission will request compensatory 
measures which minimise the effect on competitors. 

(118) According to point 56 of the Guidelines, the conditions for authorising aid are less 
stringent as regards the implementation of compensatory measures in assisted areas. To 
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this extent the Commission notes that LOT is located in an assisted area according to 
Article 107 (3) (a) of the TFEU. 

(119) The Commission notes that LOT is a relatively small company, facing competition from 
legacy carriers and LCC. Its share in the overall European passenger air transport business 
is estimated at below 1%. On the other hand, it has a relatively stronger (though 
weakening) position on the international routes to/from Poland with a share of the 
business estimated by Poland at ca.28%. Therefore, the Commission considers that 
compensatory measures are necessary and that they should be appropriate to mitigate the 
adverse effects of the aid. 

(120) As mentioned before, LOT proposes to close 19 connections and to reduce frequency on 5 
connections. The proposed compensatory measures correspond to a reduction of capacity 
by [13.5-16.5] % in terms of ASK as compared to the pre-restructuring period November 
2011 – October 2012. LOT claims that none of the above connections was loss-making 
prior to restructuring. 

(121) LOT calculates profitability of the routes using 2 measures: "Margin 1" and "Margin 2". 
Margin 1 takes into account revenue and variable costs of a connection, such as, e.g. 
sales, passenger and flight costs. Margin 2 takes into account revenue with contribution 
(see below) and total direct operating costs which consist of variable costs and indirect 
costs attributable to a connection, such as, e.g. cost of the aircraft (operating lease, 
depreciation, etc.), fixed cost of the personnel, marketing and advertising.  

(122) When taking a decision about an opening or closing of an individual route LOT takes into 
account an additional measure, the so called "contribution", which represents the financial 
impact of a given route on the entire flight network of LOT. The rationale behind this 
approach is that, whereas some of the routes would be unprofitable if assessed on a stand-
alone basis, they may still be worth keeping as they provide additional transit passengers 
and additional revenue for other routes and therefore are beneficial for the Company as a 
whole.  

(123) The Commission notes that all of the connections proposed as a compensatory measure 
were profitable on the basis of Margin 1 (i.e. taking into account variable costs). In 
addition, 15 connections were profitable on the basis of Margin 2 (i.e. taking into account 
contribution and indirect costs) and 4 connections20 were not profitable on the basis of 
Margin 2. According to LOT's methodology however the latter should be assessed on the 
basis of Margin 1 since, in case of LOT, they are night and midday connections and the 
methodology of their assessment in LOT's network of flight connections focuses mainly 
on improvement of the use of resources (planes/crews), contrary to the methodology used 
in case of the key morning and afternoon connections. 

(124) The Commission notes that whereas most of the routes, as assessed by LOT, were 
profitable, the Company has incurred losses for a long period of time. In addition, the 
concept of "contribution" has never been assessed before. Therefore the Commission 

                                                 
20 […]. 
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invites the interested parties to comment on the methodology of the profitability 
calculation as well as on any other aspects of the proposed compensatory measure. 

Aid limited to the minimum, own contribution 

(125) According to points 43-45 of the Guidelines, the aid must be limited to the strict 
minimum, necessary to enable the restructuring. The beneficiary is expected to make a 
significant contribution to the restructuring plan from its own resources, including the sale 
of assets not essential to the company’s survival, or from external financing at market 
conditions. Such contribution must be real, i.e. actual, excluding all future profits such as 
cash flow and is a sign that the markets believe in the feasibility of the return to viability 
of the company. For a large enterprises, such as LOT, the share of own contribution must 
be at least 50% of restructuring cost. 

(126) LOT's notified own contribution accounts for [60-67] % of the restructuring cost and 
consists almost entirely of the finance lease provided by the US commercial […] to 
finance the acquisition of five B787 aircraft. The only other source of own contribution, 
sale of fixed assets, is much smaller and does not influence the achievement of the 
required 50% threshold for large enterprises. 

(127) The finance lease is secured by i.a. a guarantee of the US state-controlled export-
promoting Ex-Im Bank and pledges on the aircraft. 

(128) In view of the Commission, it is questionable whether the lease should be accepted as an 
own contribution under the Guidelines. On the one hand, the lease appears to meet the 
condition in point 43 of the Guidelines that the own contribution should come from 
"external financing at market conditions". The finance lease of aircraft appears to be a 
standard form of financing (including the type of collateral used) in the airline industry 
and the finance provider was chosen from 24 commercial offers submitted to LOT. The 
Commission has already accepted a finance lease as a source of own contribution (albeit 
on a lower scale) in the Czech Airlines restructuring case21. In addition, Poland claims 
that similar terms of financing have been recently granted to LOT's competitors. 

(129) On the other hand, the Guidelines also stipulate in point 43 that the own contribution "…is 
a sign that the markets believe in the feasibility of the return to viability". Such a 
conclusion is doubtful in this case. Given the very high quality of the collateral, […] 
seems to bear little or no risk with respect to this transaction. If LOT defaults on the lease 
obligations, the bank is entitled not only to seize the new aircraft but also to claim the 
guarantee backed by the US government. Therefore the bank is very likely to recover the 
full amount of debt. For those reasons it is arguable that the lease may not be regarded as 
a proof that market believes in the restoration of LOT's long term viability. 

(130) As regards the second source of the notified own contribution, namely the sale of fixed 
assets, Poland informed that proceeds in the amount of PLN […] have been achieved so 
far. In addition, Poland provided independent expert valuations confirming the market 
value of the real estate in the amount of PLN […]. The Commission analysed these 

                                                 
21 Decision C(2012) 6352 final of 19.09.2012 concerning the case SA.30908, OJ L/92/2013. 
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valuations and did not find any errors. The valuations use accepted methodologies and are 
based on credible assumptions. Therefore, the Commission considers that the results of 
the valuations are an appropriate approximation for the market prices of the assets to be 
sold. The value of the remaining assets22 envisaged as own contribution has either not 
been confirmed by an independent valuation or any other reliable evidence or the 
valuations are not up to date. Therefore, at this stage, the Commission considers an own 
contribution amounting to PLN 30,650,928 as acceptable in relation to the sale of these 
assets. 

(131) Finally, in relation to the possible own contribution of LOT to the restructuring costs, the 
Commission also notes that between June 2009 and April 2013 the Company already sold 
a number of assets for which it generated proceeds in the amount of PLN [1,200-1,400] 
million. The assets were sold according to the schedule presented in the table below.  
Tab. 6 Main divestments of the Company in the last 3 years 

Asset sold Date of transaction Proceeds 
(PLN 

million) 
1. Shares of Bank Pekao S.A. 09.06.2009 – 

06.10.2009 
[…]

2. LOT Services Sp. z o.o.  28.12.2010 […]
3. LOT Catering Sp. z o.o. 03.01.2011 […]
4. Real estate located at ul. 17 Stycznia 10.05.2011 […]
5. Cargo terminal 25.11.2011 […]
6. Catering terminal 08.12.2011 […]
7. LOT Aircraft Maintenance Services Sp. z o.o. 20.03.2012 […]
8. Land in Gdansk 26.06.2012 […]
9. Land located at ul. 17 Stycznia 31.07.2012 […]
10. Petrolot Sp. z o.o. 21.12.2012*  […]
11. Eurolot Sp. z o.o. 27.02.2013* […]
12. Casinos Poland Sp. z o.o. 08.04.2013* […]
Total  [1,200-

1,400]
Source: Restructuring plan. 
* Date of closure of the transactions. Preliminary agreements were signed on: 20.07.2012 (Petrolot Sp. z 
o.o.), 05.09.2012 (Eurolot Sp. z o.o.) and 21.09.2012 (Casinos Poland Sp. z o.o.) 

(132) In the view of the Commission, proceeds from the sale of assets, to the extent that their 
sale does not constitute State aid and that it is related to the restructuring process, could in 
principle be considered as an own contribution.  

(133) In this regard the Commission notes that the sale of 3 subsidiaries in 2010-2012 (LOT 
Services Sp. z o.o., LOT Catering Sp. z o.o. and LOT Aircraft Maintenance Services Sp. z 
o.o.) was investigated by the Commission and cleared as no-aid (see recital 5). The sale of 

                                                 
22 These are: the real estate located in Bledzewo k/Sierpca woj. mazowieckie; the real estate in Warsaw located at ul. 

Plocka 47 and 2 garages located at the Krakow Airport. 
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the other assets, if they were to be considered for the purpose of an own contribution, 
would have to be assessed by the Commission for compliance with the State aid rules. 

(134) The Commission also notes that most of the assets were sold before the current 
restructuring process was initiated in the last quarter of 2012. The Commission doubts 
that those transactions can be considered as own contribution because it is not clear that 
they were related to the current restructuring process.  

(135) For the reasons stated above, the Commission has doubts whether LOT has provided a 
sufficient own contribution to the restructuring costs as required in point 44 of the 
Guidelines. It invites the interested third parties to provide comments in this regards, 
notably as regards the question whether the finance lease should be accepted as a valid 
own contribution and whether the sale of assets, in view of the considerations described 
above, should be considered as own contribution in this case.  

V. CONCLUSION 

(136) For the reasons stated above, at this stage of the investigation, the Commission has doubts 
about the compatibility of the notified measure with the internal market and invites 
Poland and all interested parties to submit their comments. The Commission also invites 
Poland and interested parties to submit comments as regards the State aid classification 
and the possible compatibility with the internal market of the airport charges deferrals 
listed in table 5 above. 

In the light of the foregoing considerations, the Commission, acting under the procedure laid 
down in Article 108(2) of the TFEU, requests Poland to submit its comments and to provide all 
such information as may help to assess the compatibility with State aid rules of the measures at 
stake, within one month of the date of receipt of this letter. It requests your authorities to forward 
a copy of this letter to the potential recipient of the aid immediately. 
The Commission wishes to remind Poland that Article 108(3) of the TFEU has suspensive effect, 
and would draw your attention to Article 14 of Council Regulation (EC) No 659/1999, which 
provides that all unlawful aid may be recovered from the recipient.  
The Commission warns Poland that it will inform interested parties by publishing this letter and a 
meaningful summary of it in the Official Journal of the European Union. It will also inform 
interested parties in the EFTA countries that are signatories to the EEA Agreement, 
by publication of a notice in the EEA Supplement to the Official Journal of the European Union 
and will inform the EFTA Surveillance Authority by sending a copy of this letter. All such 
interested parties will be invited to submit their comments within one month of the date of such 
publication. 
If this letter contains confidential information that should not be published, please inform the 
Commission within fifteen working days of the date of receipt. If the Commission does not 
receive a reasoned request by that deadline, you will be deemed to agree to publication of the full 
text of the letter.  

Your request should be sent by registered letter or fax to: 
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European Commission 
Directorate-General for Competition 
B-1049 Brussels  

Fax No: +0032 (0) 2 2961242 

Yours faithfully, 
For the Commission 

 

 

Joaquín ALMUNIA 
Vice-President of the Commission 
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