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in the United Kingdom  

Sir, 

I. PROCEDURE 

(1) On 1 October 2009 the UK notified a prolongation of its support measures to the 
banking industry.  

(2) The original measures, designed to ensure the stability of the financial system, 
were notified on 12 October 2008 and approved on 13 October 20081. On 18 
December 2008, the UK notified amendments of the measures which were 
approved on 23 December 20082. On 27 March 2009, the UK notified a 
prolongation until 13 October 2009 which was approved on 15 April 20093.  

II. DESCRIPTION 

2.1 The original support measures 

(3) In response to the exceptional turbulence in world financial markets, the UK has 
brought forward a package of measures designed to restore stability to the 
financial system and to remedy a serious disturbance to the economy of the UK. 
The purpose of these measures is to restore confidence and encourage healthy 
inter-bank lending, through the provision of liquidity, the recapitalisation of the 
financial sector and provision of a State guarantee to new debt issuance. 
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(4) The measures comprise the Bank Recapitalisation Scheme ("the Recapitalisation 
Scheme") and the Wholesale Funding Guarantee Scheme ("Credit Guarantee 
Scheme" or "CGS"). Details on the measures are provided in the Commission's 
earlier decisions. The Recapitalisation Scheme and CGS are referred to jointly in 
this decision as "the Schemes". 

2.2 Reports on the operation of the Schemes 

(5) The UK has undertaken to report every six months on the operation of the 
Schemes. Such reports have been submitted with the notification. 

2.2.1 The Credit Guarantee Scheme 

(6) The UK has provided a report on the operation of the CGS in the period from 13 
April 2009 to 10 September 2009. This report demonstrates that the Government-
guaranteed debt of approximately […]* was issued in the market as at 10 
September 2009.   

(7) The UK reports that since the last prolongation of the CGS there have been 
encouraging signs of renewed activity in the wholesale markets. Consequently 
there has been both a slowing of new issuance and a modest re-emergence in 
unguaranteed lending. However, this recovery, where it exists, remains fragile, 
and while markets have recovered somewhat in qualitative terms, they have not 
yet recovered in the quantity necessary to service all of wholesale funding 
requirements. Larger institutions still struggle to find all the funding they need. 
Smaller banks and building societies are reporting difficulties in accessing the 
markets  […].  

(8) The UK also submits that the ceiling on guaranteed issue of £250 billion (approx. 
€274.12 billion) remains appropriate. £132 billion (approx. €144.74 billion) of 
guaranteed debt is currently issued and according to the UK it is appropriate to 
retain a buffer against the likelihood of increased use of credit guarantees by 
smaller banks and building societies. The UK submits that the buffer also presents 
an appropriate and proportionate contingency against unanticipated events 
requiring major institutions that do not yet issue guaranteed debt to participate in 
the CGS. 

2.2.2 The Recapitalisation Scheme 

(9) The Recapitalisation Scheme provides a cash facility of up to £50 billion (approx. 
€54,82 billion) to support eligible institutions in the form of preference shares, 
permanent interest-bearing shares or to assist in raising ordinary equity. 

(10) As of 13 April 2009 the UK had made available £37 billion (approx. €40.57 
billion) of new Tier 1 capital for eligible banks and building societies. During the 
last reporting period the UK Government’s participation in the capital of Lloyds 
Banking Group plc ("LBG") was reduced from £17 billion ( approx. €18.64  
billion) at 13 April 2008 to £14.7 billion (approx. €16.12 billion) on 8 June 2009. 
On that day the £4 billion (approx. €4.39 billion) of preference shares issued by 

                                                 

 



3 

the LBG and subscribed to by the UK Government in accordance with the 
Recapitalisation Scheme were repaid, with LBG successfully raising £4 billion of 
ordinary share capital from the markets. The UK Government chose to participate 
in 43% of this capital raising (that is to the extent of its rights as an ordinary 
shareholder) and did so on the same terms as private investors. 

2.3 The notified measure 

(11) The UK reports that the recovery in the wholesale markets remains fragile and 
patchy. The UK thus submits that the State guarantees which have as their 
objectives the maintenance of market confidence and the encouragement of 
healthy inter-bank lending will need to continue until 31 December 2009.  

(12) The UK consequently wishes to extend the drawdown window of the Credit 
Guarantee and Recapitalisation Schemes from 13 October 2009 to 31 December 
20094. 

(13) The UK has also made the following express commitments that would apply to 
the extended Recapitalisation Scheme: 

(a) The UK commits to scrutinizing ex ante whether the banks to be 
recapitalised are fundamentally sound and to provide all the relevant 
information (along with a list of beneficiary banks) to the Commission 
prior to the capital injection to allow it to take an informed view. If the 
Commission is of the view that the beneficiary institution cannot be 
considered as fundamentally sound, the UK commits to notifying a 
restructuring plan no later than six months after the injection of the 
capital.  

(b) If the UK decides to inject further capital into a bank which has already 
been recapitalised under the CGS, it will submit an individual notification 
(except where the recapitalisation is urgently required and is the minimum 
necessary to comply with the prudential legislation in force) in respect of 
that second capitalisation, pursuant to Article 88 of the EC Treaty. In the 
case of a capital injection that is urgently required and is the minimum 
necessary to comply with the prudential legislation, the UK will 
nevertheless, prior to the capital injection, provide the Commission with 
the information necessary to allow the Commission to take an informed 
view whether the bank is fundamentally sound or not. If the Commission 
is of the view that the bank cannot be considered fundamentally sound, the 
UK authorities commit themselves to notifying a restructuring plan no 
later than six months after the injection of capital. 

(14) All other commitments and terms and conditions of the Schemes remain 
unchanged. 

                                                 
4  The UK stress that this extension is without prejudice to the a further extension, the necessity of which 

is currently under review. 
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III. POSITION OF THE UK 

(15) The UK authorities have notified the extension of the drawdown window of the 
Schemes as State aid within the meaning of Article 87(1) of the EC Treaty. 

(16) The UK authorities consider that in view of the fragility of the emerging recovery 
in the financial markets it is necessary to prolong the schemes until the end of 
December 2009. The UK consequently considers that that the notified extension 
of the Schemes remains compatible with the common market pursuant to Article 
87(3)(b) of the EC Treaty as aid to remedy the continuing serious disturbance in 
the economy of the United Kingdom. The UK argues that the extension strikes 
the correct balance between maximising the impact of the Schemes on financial 
and wider economic stability while ensuring they do not crowd out market-based 
lending now or when better market conditions return. 

IV. ASSESSMENT 

4.1 Existence of state aid 

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

(18) For the reasons indicated in its decisions in the above-mentioned cases N 
507/2008, N 650/2008 and N 193/2009, the Commission considers that the 
Schemes constitute State aid. The notified prolongation and additional 
commitments do not affect that finding. The Schemes, with the notified changes, 
remain State aid within the meaning of Article 87(1) of the EC Treaty. 

4.2 Compatibility of the Schemes 

(19) For reasons indicated in the original decision5 and reiterated in the subsequent 
decisions, the Commission found the Schemes to be compatible with the common 
market under Article 87(3)(b) of the EC Treaty, as they met the relevant criteria 
of appropriateness, necessity and proportionality.  

(20) Given that the notified extension and additional commitments make no change to 
the substance of the Schemes, it is only necessary to assess whether the finding of 
compatibility holds true also of in view of the extension of the Schemes’ validity 
and the additional commitments provided by the UK.  

(21) The Commission acknowledges that the global financial crisis is still ongoing and 
accepts that the functioning of the UK financial system remains seriously 
affected. The Commission further accepts that this is liable to cause a serious 
disturbance to the UK economy and that the Schemes are necessary to remedy 
this. As markets are unlikely to have returned to normal before the end of the 
year, the Commission considers that the contemplated prolongation from 13 

                                                 
5  N 507/2008, mentioned above. 
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October 2009 to 31 December 2009 is appropriate and necessary to remedy this 
situation.  

(22) The notified additional commitments set out in point 13 provide welcome 
additional safeguards that the Schemes will be limited to fundamentally sound 
banks and that any distressed banks will be subject to restructuring subject to the 
Commission’s State aid control. 

(23) Furthermore, the Commission notes that the extension is limited in time to two 
and half months which will limit the potential distortion of competition. Any 
further extension will require the Commission’s approval and will have to be 
based on a review of the developments in financial markets and the Schemes’ 
effectiveness. This change is therefore proportionate to the purpose of the 
Schemes. 

(24) The Commission consequently finds that the notified changes to the Schemes are 
compatible with the common market under Article 87(3)(b) of the EC Treaty. 

V.  CONCLUSION 

The Commission finds that the Schemes constitute State aid within the meaning of 
Article 87(1) of the EC Treaty. 

Since the Schemes satisfy the conditions for aid under Article 87(3)(b) of the EC Treaty, 
they are compatible with the common market. The Commission has accordingly decided 
not to raise any objections to the prolongation of the Schemes until 31 December 2009 
included.  

If this letter contains confidential information which 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 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://ec.europa.eu/community_law/state_aids/state_aids_texts_en.htm. 

Your request specifying the relevant information should be sent by registered letter or fax 
to: 

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

 
 

Yours faithfully, 
For the Commission 

 
 
 
 

Neelie KROES 
Member of the Commission 


