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Subject:  State Aid N 664/2009 – Latvia 
Second prolongation of the Latvian bank support scheme  

 

Sir, 
 

I. PROCEDURE 

1. On 16 December 2008 Latvia notified a guarantee scheme to support the banks in 
Latvia (hereafter "the Scheme"), which was approved by Commission decision of 22 
December 2008 in State aid case N 638/2008 (hereinafter "the Original decision")1. 

2. On 29 May 2009 the Latvian authorities notified a request to prolong the Scheme, 
which was approved on 30 June 2009 in State aid case N 326/20092.  

3. On 1 December 2009 Latvia notified the Commission a further request to prolong 
the Scheme for an additional period of six months.  

II. DESCRIPTION 

1. The objective of the Scheme 

4. In response to the ongoing exceptional turbulence in global financial markets, Latvia 
brought forward a guarantee scheme for banks in Latvia, designed to preserve the 
stability of the financial system and to remedy a serious disturbance to the Latvian 
economy. In particular, the Scheme aimed at restoring confidence and encouraging 
interbank lending through the granting of State guarantees to existing short- and 
medium-term debt issuance. 

                                                 
1 OJ C 46, 25.2.2009, p. 3. 
2  OJ C 177, 30.7.2009, p. 2 
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2.  Description of the original Scheme notified in December 2008 

5. The institutions eligible for the Scheme are solvent and adequately capitalized banks 
incorporated in Latvia, including the Latvian subsidiaries of foreign banks, which 
are considered of importance for the financial stability of Latvia.  

6. Latvia makes available a State guarantee to new debt issuance as well as to existing 
loans. New debt instruments to be guaranteed under the Scheme are new short- and 
medium-term liabilities with maturity between six months and three years apart from 
inter-bank deposits, subordinated liabilities and collateralized liabilities such as 
covered bonds. 

7. Guarantees on existing loans may be issued only in exceptional cases, i.e. when a 
bank applies for a guarantee because its creditors can validly claim a major default 
event, which would lead to the bank’s immediate bankruptcy without a State 
guarantee.3 If such a guarantee is granted, a restructuring or liquidation plan must be 
submitted within six months. As regards guarantees on existing loans, instruments 
with a maximum maturity of three years can be covered. 

8. The beneficiary must pay a fee on the guarantee based on the recommendations of 
the European Central Bank4. 

9. Originally, the Scheme provided for State guarantees covering new issuance of debt 
of up to 10% of GDP, which could be increased to up to 20% of GDP without 
additional notification. 

 
3. The notified second prolongation of the Scheme  

3.1 The continued necessity of the Scheme  

10. According to the notification of the latest prolongation (see point 3 above) no 
guarantee has been issued under the Scheme so far.5 However, the Latvian 
authorities consider that this does not undermine the necessity of the Scheme for the 
following reasons: 

11. The international financial crisis has affected the banking sector in Latvia, 
impending access to liquidity by Latvian banks. Although globally there are signs of 
recovery, confidence in the Latvian banking sector has not been fully restored. The 
considerable outflows of both resident and non-resident deposits at the end of year 
2008 and in 2009 have receded lately, however, anxiety among depositors remains 
high. This further deteriorates the liquidity position of the banking system and 
threatens the financial stability in Latvia. 

12. Moreover, some banks have significantly relied on syndicated loans in their funding 
structure. According to the Latvian authorities LVL 215 million of syndicated loans 
are due in the year 2010. The Latvian banks' ability to refinance syndicated loans 

                                                 
3  See Commission decision of 24 November 2008, State aid case NN 68/2008 Public Support Measures 

to JSC Parex Banka. 
4 Recommendations on Government Guarantees on Bank Debt of the European Central Bank of 

20 October 2008. 
5  Latvia issued guarantees covering JSC Parex Banka syndicated loans in principle on the terms of the 

Scheme. However, this measure was approved individually by the Commission.  
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maturing next year is seriously threatened due to still scarce liquidity in the longer 
term market segments and elevated risk aversion. Furthermore, in many of the loan 
agreements there is a clause that lenders can request repayment of the loan in full 
even before the loan is due if the rating of the bank falls below investment grade, 
which causes additional risk.  

13. Taking into account the potential impact of funding outflows from the banking 
sector and the large exposure to syndicated loans the Latvian authorities 
acknowledge that an intervention in the form of state guarantee might still be 
required to minimize the negative impact of the global financial crisis and to 
safeguard confidence in the banking system in order to prevent harmful spill-over 
effects on the entire Latvian financial system and on the economy as a whole. 

14. Although at present no guarantees are issued under the Scheme, the Latvian 
authorities consider that the measure contributes to maintaining stability of the 
financial system. The Scheme helps to reassure financial markets and the termination 
of the Scheme could put additional stress on the Latvian banks. 

3.2 Prolongation of the Scheme 

15. The Latvian authorities are planning to extend the window for issuing debt 
instruments under the Scheme for a further six-months period as from 1 January 
2010. In addition Latvia confirms that the total amount guaranteed under the 
prolonged Scheme will not exceed 20% of GDP and therefore remains in line with 
the Original decision.  

16. Latvia confirms that all other conditions as defined by Commission decision of 22 
December 2008 remain unchanged and all the commitments made in relation to the 
Scheme continue to apply. In particular, the authorities undertake to present every 
six months reports on the operation of the Scheme. The reports will include a list of 
all beneficiary companies indicating for each of them the necessary data to 
understand the scope of the support measures. 

III. POSITION OF LATVIA 

17. In line with the previous Decisions, the Latvian authorities accept that the Scheme 
contains State aid elements within the meaning of Article 107(1) TFEU6. 

18. The letter submitted by the Minister of finance, The Financial and Capital Market 
Commission and The Bank of Latvia, dated 30 November 2009, acknowledges that 
an intervention in the form of State guarantee still is required to minimize the 
negative impact of the global financial crisis and to safeguard confidence in the 
banking system in order to prevent harmful spill-over effects on the entire Latvian 
financial system and on the economy as a whole. 

19. The Latvian authorities claim that the main elements contained in the Scheme 
represent a necessary and proportionate package to restore financial stability in 
Latvia. Hence, taking into account the severe stress in global and domestic financial 

                                                 
6  With effect from 1 December 2009, Articles 87 and 88 of the EC Treaty have become Articles 107 and 

108, respectively, of the TFEU. The two sets of provisions are, in substance, identical. For the purposes 
of this Decision, references to Articles 107 and 108 of the TFEU should be understood as references to 
Articles 87 and 88, respectively, of the EC Treaty where appropriate. 
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markets it is imperative that the measure is extended without interruption until 30 
June 2010. 

20. Furthermore, Latvia considers that the Scheme does not involve unduly adverse 
spill-over effects on the Member states or undue distortions of competition since the 
notified measures are open to any bank with significant business in Latvia and need 
for support, regardless the ownership and the structure. 

21. Finally Latvia commits that all possible actions will be taken in order to ensure that 
the Scheme will not allow the banks to expand their business in a disproportioned 
manner. 

IV. ASSESSMENT 

1. State aid character of the prolonged Guarantee Scheme  

22. As set out in Article 107(1) TFEU, 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 
internal market. 

23. For the reasons indicated in the Original decision, the Commission considers that the 
Scheme constitutes State aid within the meaning of Article 107(1) TFEU. Latvia 
shares this position.  

2. Compatibility of the Prolonged Guarantee Scheme 

24. In its decision of 22 December 2008 the Commission considered the notified 
measures compatible with the internal market under Article 107(3)(b) TFEU.  

25. Since the Scheme has as its objective restoring confidence and encouraging 
interbank lending it is important to ensure its availability as long as the global 
imbalances remain. The Commission considers that the exceptional circumstances at 
the origin of those notified measures still persist and therefore recognises the need 
for the prolongation of the Scheme. This is confirmed by the letter from the Minister 
of Finance, the Financial and Capital Market Commission and the Bank of Latvia, 
dated 30 November 2009 (see point 19 above). Therefore the Commission considers 
that the prolongation of the validity of the Scheme until 30 June 2010 is appropriate 
and necessary to remedy the disturbance of the Latvian economy. 

26. The prolongation of the Original Scheme does not contain any modification of the 
measures already approved. The Commission notes that Latvia confirms that all the 
commitments made in relation to the Original Scheme will continue to apply, in 
particular those related to presenting every six months a report on the operation of 
the Scheme and submitting individual restructuring or liquidation plans within six 
months for banks that default on their liabilities and for banks for which existing 
liabilities are guaranteed (see paragraph 7 above).  

27. Furthermore, the Commission notes that the extension is limited in time to six 
months which will limit the potential distortion of competition. Accordingly, debt 
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instruments guaranteed under this Scheme may be issued during an entry window 
from 1 January 2010 to 30 June 20107.  

28. The Commission therefore does not object to the prolongation of the measures under 
the Scheme for a period of six months until 30 June 2010.  

29. As indicated in Annex 1 to the Restructuring Communication, the restructuring plan 
should contain all State aid received as individual aid or under a scheme during the 
restructuring period and all such aid needs to be justified as satisfying all criteria 
prescribed by the Restructuring Communication (i.e. return to viability, own 
contribution by the beneficiary and limitation of competition distortion). This means 
that, as soon as a Member State is under an obligation to submit a restructuring plan 
for a certain aid beneficiary, the Commission needs to take a view in its final 
decision as to whether any aid granted during the restructuring period satisfies the 
criteria required for the authorisation of restructuring aid. To this end an individual 
ex ante notification is necessary. Furthermore, the Commission recalls that, based on 
paragraph 16 of the Restructuring Communication, should further aid not initially 
foreseen in a notified restructuring plan be necessary for the restoration of viability, 
this cannot be granted under an approved scheme but needs to be subject to 
individual ex ante notification and any such further aid will be taken into account in 
the Commission’s final decision on that bank.8 

V. DECISION 

The Commission concludes that the second prolongation of the Scheme until 30 June 
2010 does not alter its previous assessment in the Original decision of 22 December 2008 
(State aid case N 638/2008) and decision on the first prolongation of 30 June 2009 (State 
aid case N 326/2009) that the measures under the Scheme are compatible with the 
internal market. Furthermore, since it fulfils the conditions to be considered compatible 
with the Treaty on the Functioning of the European Union the Commission has decided 
not to raise objections. 

The Commission notes that for reason of urgency Latvia accepts the adoption of the 
decision in the English language. 

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 

                                                 
7 In assessing the request for the prolongation of this guarantee scheme, the Commission has to balance 

its positive effects for financial stability with the distortions of competition and the delay in the return 
to a normal functioning of the financial markets that the prolongation entails. Guarantee schemes 
should contain minimum exit incentives, and a gradual alignment to market conditions should take 
place in order to minimise negative spill-over effects on competitors and other Member States.  
The evolution of the market situation and the reduction of the risk premia for unguaranteed debt has 
brought about a first step towards an alignment with market conditions, whilst providing an exit 
incentive for the sounder institutions. While more convergence towards market conditions may be 
necessary to further reduce distortions across banks in the internal market and avoid the risk of state aid 
dependence, the still fragile recovery suggests that banks should retain for the time being the possibility 
of accessing government guarantees schemes at the present conditions.  
On balance, the Commission considers that the prolongation until mid 2010 of the state guarantee 
scheme at the present conditions is compatible with the Internal Market. 

8  This also applies to State aid in favour of JSC Parex Banka. 
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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_lv.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 
Rue Joseph II 70 
B-1049 Brussels 
Fax No: +32-2-296 12 42 
 
 
 

Yours faithfully, 
For the Commission 

 
 
 
 

Neelie KROES 
Member of the Commission 

 


