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Background 

UN A : MONITORING OF ARTICLE 95 ECSC DECISION 

...... ,.. 
Under the ~~cturing plan approved by the Council, the ILV A Group should tie privatised 
by the end ofY~94. In addition, the plan includes a number ofrestructuring measures intended 
to assure the vi~lity of the privatisation. 

'<~. 
The core business o~ILV A will be split into two companies : 

ILP (IL ~- Laminati Pi ani) and 
AST (Accitlf-Speciali Temi 

\f• y ,_ 
"7 

all activities not part of thes't;, two companies will remain in the so-called "ILVA in 
Liquidazione" and liquidated or /rfL.psferred to private operators . 

...... 

· As a condition of the authorisation of~ w1der Article 95 ECSC, the Italian Government will 
:,' 

ensure that : '<t.·. 
'-/. r.-. 

- the hot-rolling mill at Bagnoli is completefy and definitively closed, 
I 

0 
- there is a reduction in the capacity of Taranto'S hot rolled :.inished products 

of 1.2 million tonnes per year by June. 1994 throyph the demolition of two reheating 
furnaces, one belonging to the N° I hot wide-strip {!Jill and one belonging to the plate 
mill · ··t ·. -

' ·:-'_ 

0 
-the new owner of ILP will further reduce capacity of hot-rolled finished products 

'r 
by 0.5 million tonnes per year either at Taranto or at any_,9ther facility belonging 
to the new owner within 6 mohths from privatisation. 

'.._.·, 

The financing of the plan includes aid elements that are incompati~le with Article 4 (c) ofthe 
ECSC Treaty and the Steel Aids Code. These aids, totalling LIT 4 790 pillion, were authorised 
under Article 95 ECSC and were of the following nature : \.,.:;_ 

~ 
~.,., 

- write-off of residual debt up to a maximum of LIT 2943 billion after s'aie of assets ; 

/ 
-capital injection of LT 650 billion by IRI into the group; <'~. 

? 
- coverage by IRI of restructuring and liquidation expenditure up to a maximur£1~, 
• of LIT 1197 billion. ~-

·.;;-...,. 
In addition to the above conditions, the following principles also had to be respected : 

«'"v 
- The acquisition of the undertakings by private investors shall not be financed by /;

0 
State aid. It must be open to all interested parties and must not be subject to discriminatory?,:-

·?;-
J ·;; 



conditions. 

- The income obtained through the sales of the companies in the IL VA group shall be 
used in full to reduce the indebtedness of the group. 

0-"' 
. ( ~ - The debts taken over by the new companies ILP and AST) must at the outset_ ~~the 

levels of their net financing costs at 3.5% and 3.2% respectively of annual tu~ver. 

~ 
-The undertakings ILP and AST shall not receive any tax credits on past ~~~s of 

the IL VA group to be covered by State aid. 
p 

s 
. ..L' In accordance with the monitoring arrangements agreed by the Co~Cil, Member States are 

required to supply the Commission twice a year and not later than$I"arch 15 and September 
15 respectively, with reports on the beneficiary company and its w~cturing in order that the 
Commission can assess whether the conditions attached to the 'iibthorisation of aid are met. 

The Commission, b; letter dated 1st of March 1994, remirfcl1d the Italian Goverment of the 
requirement to supply reports containing full information..,_"tfaccordance with the Annex ofthe 
Decision,as agreed by the Council during its meeting__.~n the 17th of December 1993. The 
Commission recalled that the first monitoring report~lowing the agreement of the Council, 
fell due on the 15th of March 1994 and was inteqd,ed to reflect the position of the company 
as of the 31st of December 199). 

0 
After several exchanges of letters and other ~)9ateral contacts, most of the required data and 
information were obtained in spite of the f~ that, since ILV A, prior to being privatized, has 
been put into liquidation (a process no4)t terminated), the liquidators, who are a separate 
entity from ILV A and have a legal responsability for their actions, were reductant to disclose 
data before the end of the liquida'tf6'n process and the final approval of the company 
documents. ~ 

~ . . 
(')..,• 

The Commission has, howeve~een able to obtain most of the required data. The following 
assessment is based on that il\[o'rmation. The financial information could, however, be changed 
by the liquidators and shouhi therefore be regarded as provisional at this stage. 

~ ,:::;. 

1) Privatisation 

~ 
0 

~"'\;' 
::-.-

By the en~l' 1994, it is firm intention of the Italian Govemement to privatise the core 
business~ILVA. For this purpose ILYA has been put into liquidation and a company 
called,~LVA in liquidazione" has been created along with the two new companies ILP 
and ~'ST that will be sold to the private sector. 

~ 
The piivatisation process for the two newly formed companies was launched in December 

d"'993 and firm offers have been subsequentely received by the 12th of May 1994 ( two 
. .:t' for ILP and three for AST). 

·':-..rY These offers are currently under examination by IRI and so far no decisions have been 
.;:;,.· d ry rna e . 

. , -....... 



/.t- Among the other companies controlled by "~LVA in liquidazione",Cogne Acciai Speciali 
U srl (1 00% subsidiary of "Cogne Spa in liquidazione") was sold following an open bid 
~ procedure to GEVAL (Gestioni Valdostane sri) of the private Marzorati Group on 1/1/94 

~....: for 7 billions LIT which have been used to decrease the indebtedness of "Cogne Spa in . 
1---C,iquidazione". 

Gbgne A.S. has a workforce of 802 people. 

Ne~iations are under way for the disposal of other companies of the group. 
~ . . 

2) Capacity Jiductions 
..... 0 

Q; 
As at the daYe..-Af this first report no reductions have been implemented by the companies 
concerned. Tf?py have, however, reported that all capacity reductions will take place 
according to the schedule agreed. 
The strict a~pli_cafi6p of the ~ouncil's Decision will be matter of investigation for the 
second momtonng report due m September 1994. · 

IS• 
~ 

3) Investments ~ 
Q;. 
IY. 

No investments were foresee~der the plan. However i~v.estments are fore~een in 1994 
both at ILP and AST at the level of 571 and 46.8 billions LIT respectively. These 
investments are only aimed tow~environmerital or technological improvements with no 
impact on the production capacit)<qf the plants. 

'l.-o, 
·~ . n. 

Out of the forecasted investments, onlY ..)he revamping of Blast Furnace r~~ "5 at Tm-arrtu 
has been launched and it has started -~th preliminary clearing and cleaning of the 
surrounding area. Investment cost in 1994)for this project is expected to amount to 185 
billions LIT. 

-"';_ 

4) World"orce Reduction ·~ . r-
·:r 
~ 

At the end of 1993, 38.613 people were on the books~of ILV A with a reduction of 1.849 
comparetl with 1992 and 8J4 less than fdreseen in the'ylan. 
t'listribution of workforce between the three newly formed companies at 01/01/94 was : 

0 . .1 ..... 

ILP AST IL VA in.-Liguidazione 
·-r. 

'?;. 
18219 4455 1593~ 

~ 
Over the 1994 - 1996 period the ILV A group will shed 11500 emp\oyees. 

On 01/01/94 with the sale of COGNE AS. 802 workers were transfurred to the new 
~-company. -Q 

/-

At IL VA in Liquidazione. during 1994, a total of 5464 people will be made refuf)>!ant, out 
of these, 2460 due to capacity closures. ~,. 

By letter dated 22 February 1994 the Italian Government informed the Commission 'OJ)ts 
intention to cover the redundancy costs ofiLV A group, which are due to capacity closufe~ 
Their costs equal LIT 435 billion. A part of this will be covered under Article 56 § 2~ 

·/ 
·7_ 

0 
•;-> 

'-/ 



b) ofthe ECSC Treaty. The remaining part (~stimated at LIT 92 billion) may be approved 0-
under Article 4 (I) of Decision 3855/91 ECSC and under the Article 95 ECSC decision. ~ 
The Commission is currently awaiting additional information from the Italian Government.

0
-b-y 

A decision will be adopted as soon as all necessary information is available. ~"-'. 

~ 
Production & sales 

Production 

1993 ('000 tonnes) 

ILP ACTUAL FORECAST ~ 1992 
s 
~ 

Liquid Steel 8252 8600 /'.;. 
7843 -:y'7 

Hot Rolled Coils 5878 5900 ~ 5993 
Cold Rolled Sheets 2128 2850 ~· 3051 ~ 
Coated Sheet 545 1040 0 1056 

These levels of production are in line with the ones r&icasted in the restructuring plan . ...... 
The increase in crude steel production over 1992 is 4:Ue to the fact that in 1992 the n°2 
mill at Taranto was stopped for revamping . (:)0 

Liquid Steel 
Hot Rolled Coils 
Cold Rolled Sheets 

~ ,-..... -....... 
1993 ('000 tonnes) 

.;:;;. 
<:-;· 

·v 
·~ ,-:-..; 

~-

ACTUAL.~· 

811 ::... -..: 
86qP-' 
463" -' ·, 

..... , 

0 

FORECAST 

827 
855 
471 

.;; 
Production levels are.:i.h line with the ones forecasted in the restructuring plan. 

,_y 

Sales 
.'\' 

~') 
ILP ~· 

a--

775 
1.042 

448 

0 

1993 ~~fs offinished products totalled 7.395 millions tons 5.9% up from 1992 and 7.4% 
abov$'-plan. The split by market was as follows : 

,~ 

~ 

'l o· 
~ ·._,;) Italy 

.-$' Rest of EEC '*. Others .,. 

68.5% 
13.0% 
18.5% 

71.8% 
13.9% 
14.3% 

~ 

.5 



.... ~ 
'() The Italian authorities have also provided prices for 1993. The Commission has examined 
~~ this information and concludes that the prices are within the normal range. 

Q 
(Y. 
~t6ST 

0 
199~sales of finished products were 683.2 thousand tons . 

.,--. .... .) 
Split by.>1narket for total sales were 

'7, . 

~ 
or? 

'<'~ 
Italy '? 
C.E.E. (+ AELE) 
Others 

60.8% 
15.8% 

o£.23.4% 
I;,.: 
~ . 

The largest single prod~ct category was cold rolled stainless steel with sales of 281,600 
tons (41.2% of total) wh6;h was 2% under 1992 sales and 6.6% under plan. 
In comparison with 1992, l%j. sales by markets were : 

Italy 
C.£.E. {+AELE~ 
Others 

~ 
1993 1992 

58.6% 
27.6% 
14.4% 

.). 
VI' 
~ 59.4% '1·. 

<Y-. 3.1.,.3% 
'1-,. 9.4% 

·I· 
qJ 

Prices for 1993 sales by major product category)?ave been provided. The Commission has 
examined this information and concludes thai the prices are within the normal range. 

'<(', ·{/, 
·~ v 

{,:.-: 
Financial performance ·f· 

C?..) 
The financial results at the end of 1993 for lL VA in Liquidazione take into account all 
the activities of the group including the ones that will bf'~ransferred to the two new 
companies ILP and AST. ~-t 

..)-

These results have continued to deteriorate during 1993 mainl/~ue to the steady high , 
level of financial costs (9£;6 billion LIT) and extra01d.inary provi~ionsf.?r 2363 billion LIT 
due to foreseen write-off of assets (approx. 180iJ billions) and amlfunts set aside for 
restructuring costs. However the total losses were lower than foreseen Jl!lder the plan. 

~..) 
;,;. 

Total losses were in billions LIT : ?· 
.;./-

1993 1993 PLAN 1992 %. 
4352 4830 2310 

·;; ., 
·~, 
f-;~ 

Operating results have continued the decline started in 1991 in spite of increased turno;ef_:, 
(15% more over 1992). 't. 

7. 
0 ., 
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. ~ 
The balance sheet of n.. VA has been split among the three companies that will result !!9m 
the liquidation process with a view to taking into account the condition set .i.Q'Jthe 
Commission's decision authorising aid about the minimum ratios between financia't costs 
and turnover (3.5% for ILP and 3.2 for AST). . · 'i 

"::" 
The balance sheets at the 01101/94 of the three companies compared w;~ the ones 
proposed in the plan are as follows: . .:t..~'y 

"c:::-
~ 

ASSETS (BilliondiT) 

Fixed Assets 2664 2466 
Curr. Assets 1060 884 
Other items (560) (514) 

Total Assets 3164 · 2836 

l,.JABII JTIES 

Equity 
Financial 
debts 

1462 

1702 

1524 

1312 

653 587 
396 476 

(139) (137) 0 
-----.:::.0 

910 92~'>' 
~ .:::.-

4~ 
~ ~ 

'/ ,, -,, 
452 

s-· 437 474 
.~ 
'-• 

Total 
liabilities 

.s ,. 
·") 

2836 ...... 910 926 3164 

~~ ! . 

XLV.A~n Liquidazione 
$' ,_ 

~ctual 
"\'·: 

"y 
0~ 2141 

(980) 
(414) 

747 

(5345) 

6092 

747 

1284 
(601) 
(399) 

284 

(5477) 

5761** 

284 

• The plan figures f.] 1L VA in 1 iquidazione refers only to IL VA Spa since the 
consolidated figur~or the group were not available at that time. 

-~· . 

""" This figure wa1. revised to 5343 billions LIT fn. december 1993. 
0' 

·")~ 

Indebtedft"ts of ILVA in Liqujdazione oc 
~ 

. ~ ' 

T_g_i~ indebtedness of TIN A foreseen in the plan as approved by the Council was 10067 
b~lions LIT at the 31/12/1993. 
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The information obtained by the 20th of May .1994 on the current estimation of total ILV A 
indebtedness as at 01/01/94 allows the following comparison 

~ 1---
~ih billion LIT) 

Current estimates of the 
situation at 0 I /01/94 

Totaf·:n .. v A 
indebte-aness 

7 Q 
Transfers Ot. 
debts to: '<"o-.. 

ILP 
AST 

v _, 

Other companies 

10067 

(1298) 
0~ (474) 
~~292) 

y 
1-
-/ 

Total residual ILVA 7 ·i>; 
indebtedness 

Expected revenues 
from sale of ILP. 
AST -a..rW .othe.r.s 

Foreseen aids 

6003'~ o-

.(3060) 

(2943) 

/, 

10251 

( 1701) 
(436) 

(1362) 

6752 

•;,; y 
1·­dn.a.) v· 
~ (n:ft) 

\.) 

Total residual debts ofiL VA in Liquidazione- will be covered in part by the sale of ILP. 
AST and other companies. To date only Co{r{e has heen sold (price 7 billions LIT), as 
reported before. Also no aids have been gi-anfup_ in the form of debts write-off. It is 
therefore difficult at this stage to draw any firm 'bpnclusion from this comparison. . / 

The actual total indebtedness LIT 6752 billion as reported compares well with the one 
estimated in the plan if we ccimsider that tdrifers of de~Jo other companies are less than 
planned since all the debts that are going to be transferred are not included in the exercice 
at this stage (only Cogne having already been sold). ~ · 

. y 
Variations from the plan in the levels of debts to be ti:ansferred;to ILP and AST are due 
to adjustments made with the aim of complying with the conditib'~that the ratio between 
fin:~1·cial charges and turnover should not be loweMhan 3.5% and 3.2% 
respectively. ·~ 
The Commission is seeking clarification on the breakdown of respective turnovers in order 
to establish whether the finacial charges/turnover condition will be me{0 

. ;.;. ,._ 
More definitive information is to be provided on the total indebtedness G~"ILVA in 
Liquidazione" at the 31/12/93. including loans or aids obtained as soon ~~e final 
accounts are approved by the liquidators. ·~/ 



Monitoring of Article 95 ECSC steel cases 

Siderurgia Nacional 

I. Background 

1. The decisions ~ 
~ 

On 30 July 1993, the Portugese Government notifiedl~he Comission of 
its intention to grant aid to Siderurgia Nacionar: the only steel 
undertaking in Portugal with a significant ind~'strial weight. The 
aid is part of a restructuring plan aiming at~he privatization of 
the company.. 0 

on 10 November 1993, the Commission decideq)~o submit to the Council 
of Ministers a communication putting f#ward a proposal for its 
unanimous assent under Article 95 EC:tC Treaty, to approve aids 
connected with the restructuring plan ~at are incompatible with the 
ECSC Treaty and Commission Decision l~SS/91/ECSC (Steel Aids Code)l 

('. 

The Portugese Government also notified the Commisison of its 
intention to grant social aid) of up to 17.09 bn Esc and 
environmental aid of up to ~bn Esc in the framework of the 
restructuring of the company.,~hese measures will be subject of a 
separate decision of the Co~~sion under the Steel Aids Code. 

;;.-

'~ 
. .~· 

The Council of Ministers·~~ve its unanimous assent under Article 95 
ECSC Treaty on 22 Dece~er 1993. '* j·. 
The Commission adop~) its final '·d.ecision, approving a total amount 
of 60.12 bn Esc (203 MECU), of which 38 bn Esc (191.5 MECU) are 
earmarked for a .(apital injection and 22.12 bn Esc (111 MECU) for 
debt write-off, j(nder Article 95 ECSC Treaty, on 12 April 19942. 

~-
~ 

0 
2. The restructuring plan 

t7"' 
The rest~~turing plan provides for the creation of three different 
companief\ specialised in long products (SN longos), flat products 
(SN p~nos) and services (SN Services). Siderurgia Nacional S.A. 
will,':-.be transformed into a SGPS (a corporate form especially for 
ho~~ings), under which the new three companies will be held until 
th~~r privatization. 

,.-., 
o· ;;. 

·....:.'/ 
.~1 Document SEC (93) 1747 final ,_ 
~ 2 Document SEC (94) 420 final ,, -" 
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;-t.. 
-0 ~~ The plan further provides for the replacement of the existing blast 
. ';;0: furnace of the Seixal plant for long products by an electric arc 

(~ furnace with a maximum capacity of 900 ktfy. The light and medium 
'1---0 section mills of this plant are to be closed by the end of 1995, 
~hus reducing the hot-rolling capoacity by 140 ktfy. 

Th~ capacity reduction will be accompanied by a reduction of the 
wo~orce from 3,208 at the end of 1992 down to 1,410 in 1997, i.e. 
a re~ction of 1,798 employees. 

0 
0~ 

II. First MO'lV:toring report 

~ 
1. Precedents 

0 
The Commission~~y letter dated 1 March 1994, reminded the Portugese 
Government that\f~he final decision under Article 95 ECSC Treaty 
would also cont(~ the obligation of Portugal to supply the 
Commission twice ··P. year, and not later than 15 March and 
15 September resepedt}.vely, with reports containing full information 
in accordance with aft Annex of the decision, as adopted by the 
Council during its m~eting on 17 December 1993. The Commission 
requested the first monit~ing report, that, following the agreement 
of the Council, fell du'o/ on 15 March 1994 and was intended to 
reflect the position of the~p9mpany as at 31 December 1993. 

·;?r:. 
The reply of the Portugese Go,;e"~nment was received on 15 March 1994. 
After a preliminary examination~the Commission, by letter dated 7 
April 1994, asked for some addit-ional information in line with its 
request dated 1 March 1994. The reply of the Portugese Authorities 
·has been received on 20 April 1994 • ..--,_ 

·.,; 

Th P t A h . . t '<'..d~t_. .. t . 1 . f . b e or ugese ut or~t~es sen a 1.1): ~ona ~n ormat~on y a 
communication dated 2 May 1994. The Cbfiunission requested further 
information by letter dated 11 May 1994 ·~nd imposed a deadline of 

:. •r 
16 May 1994. The reply of the Portugese Goqernment was received on 

1 \J 
time. 

0....(.. 
'{-. 

2. The situation of Siderurgia Nacional as at 31 December 1993 
\y 

'<£>: a) New corporate structure / v 
~. 

The creation of three independent companies (SN Longos, SN Planos 
and SN Services), which will be held by Siderurgia Nacional SGPS 
will soon be finished, so that separate privatization'$") will be 
possible. ;..;~ 

0 I-
~ ·/ 

b) Capacity reduction ·~-
'Y 
~/ 

The production of the light section mill and the continuous casting 
installation were stopped on 31 October 1993. The facilities hav(J 

. been removed from the plant and cannot be used for production any;...) 
more. The company is in contact with several possible purchasers 0~ 

;;--
outside Europe but no concrete negotiations have been started yet. ·<~ -;;.. v 

'Y' 

{0 
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-~ 
c) Investments .;:/ 0-,;; 

'" In 1993 the company spent 621.1 Mia Esc on routine investments an~f 
maintenance as part of the everyday business to keep the company in 
operation. Investments concerning environmental protection totalled 
50.4 Mia Esc. All these investments are not a part 'of~~he 
restructuring as provided for in the restructuring plan. They~ave 

~-been financed by the company itself. ·~-,;; 

t-.,r:::-
0' 

d) Reduction of workforce ~ 

In 1993 the company released 193 workers of which ~8 went 
early retirement. The redundancies were financed as~ollows: 

t'::: 
company 
state 
ECSC 

8.3 Mio Esc 
69.8 Mio Esc 
69.8 Mio Esc 

y-' 
¢ 

~'I 
o· 

into 

e) Production in 1993 00 
~ 
~--1$' Annual production (in kt/y) 

total 1992 

crude steel 

finished 
long _products 

flat products 

.~ 
~-

.4:...:::7 total 1993 

"' 
745.3 

709.9 

209.7 

average 
prod.jmonth 
2nd half 93 

60.45 

56.2 

16.5 

f) Sales 

The company sold .c;...:iJ. kt finished products ~n 1993, of which 70% were "" . sold in Portugal-.· 12% were sold to other EU Member States and 18% ,. 
were sold to t~ird Countries. 

0 
The Por~uge~e Government also provided detailed information covering 
the prici~g·. The Commission examined the infc.rmation given and 
concludea~hat the prices are within the normal range. 

0-,;; 
s 

g) Financial Performance 
<'-.·· ,, 

:.;.~ 

The company had a turnover of 52.7 bEsc (265.5 MECU) in 1993 and 
c)Euffered losses of 24 bEsc (120 MECU). 

' ·:-:.~ u 
.~ 

.;;;.· 
)" ,, -·' 

11 
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;..l­
-0 '1--- The Portugese Government presented a full range· of key financial 

'~ ratios. On 20 April 1994, the Portugese Authorities provided also 
~,..-: a series of ratios based on the estimates of the restructuring plan 1o in order to allow a comparison with the financial ratios presented 

~n their communication dated 15 March 1994. All the figures 
indicate a deterioration of the financial situation of the company. 
Th~ deterioration should, according to the Portugese Authorities, 
not:-"~ause concern because it is due to the very weak ma:rket all 
stee~companies had to suffer during 1993. The Portugese Government 
does ~t intend to take any additional measures at this stage 
becauseO~he financial ratios presented in the restructuring plan are 
based on~~e assumption that the privatization has been carried out 
and the re~ructuring measures has been implemented in line with the 
time table, which is not the case as yet. 

0 
According to ~~ Portugese Authorities, no aid has been granted so 
far except the S39ial aids referred to above. 

~ 
The Portugese Go~jnment, by communication received 16 May 1994, 
provided detailed ~formation concerning long, medium and short 
terms loans of the coljlg_any. _The total loans amounts to 330 MECU of 
which 140 MECU ( 42.41:1 were granted by the ECSC. Private banks 
granted loans of 164 MEGU ( 49.7%) of which 41% are covered by a 

./-Carta de conferta of the ~te. Public banks granted 26 MECU {7.9%) 
of which 48.4% are coverec!f,~Y a Carta de Conforto. The Carta de 
Conforto is explained as an~dertaking of the state to pay the aid 
intended once it is approv~ by the Commission. The "loans are 
granted on the basis of market~8terest rates, which reach very high 
levels (19% max.). Other outstabPing liabilities, mainly vis-a-vis 
suppliers, add up to 68 MECU. No Carta de Conferta and no state 
guarantee have been granted to_ cove?,t..these debts. 

h) Privatization 

y 
1---
·~ 
~ 

'V. _, __ 

The Portugese Government startep negotiations with a number of 
interested companies qoncerning the privati~ation of SN Planas, the 

.flat products branch. 



Monitoring of Article 95 ECSC steel cases 

Sachsische Edelstahlwerke Freital GmbH, Freital/Sachsen 

I. Background 
.~ ..... 

1. The decisions "" ~ t:> 
On 18 January 1993, the German Government notified:~he Commission of 
its intention to grant aid to Sachsische Edelstahl~erke GmbH Freital 
(hereinafter referred to as "SEW Freital"), ..:2_';;/ steel undertaking 
located in the territory of the former GDR. "-The company had been 
held by Treuhandanstalt since 1990 .-.... and was sold to 
Boschgotthardshlitte 0. Breyer GmbH, Siege~(Xhereinafte~ referred to 
as "BGH"), by contract concluded 23 Decem~~r 1992. s-·· 
The privatization 
incompatible with 
3855./.9.1/.EC'.SC .{Stee.l 

that are 
Decision 

provisions inclu~~ aid elements 
the ECSC Trea~ and Commission 

Aids Code) as wfu .a.s those that may be d..eamed 
compatible with the orderly fonctioning of the Common Market in line 
with Article 5 indent 3 of the Steel Aids code. 

""'\" .I,; 
_:. 

On 28 April 1993, the Comrnis!;io'n' decided to submit to the Council of 
Ministers a communication .R~tting forward a proposal, for its 
unanimous assent under Ar~.cle 95 ECSC Treaty, to approve aids 
associated with the privacization of the company that cannot be 
approved under the prb"v--isions of the Steel Aids Codel. On 
28 July 1993 it approved aids ~o be granted under general regional 
aid schemes in line wi~ Article ? Steel Aids Code2. 

_.:.:,Y 
The Council of Ministers gave its unanimous assent under Article 95 -ECSC Treaty on 22_~ecember 1993. 

0'-") 
The Commission~'aopted its final decision, approving a total amount 
of 274 Mio DM0of aid under Article 95 ECSC Treaty, on 12 April 
19943. ,.... 

"' ~-
'v 

2. The res~cturing plan 

<::" 
The ~~tructuring plan of the purchaser provides for a reduction of 
the.zbot-rolling capac-ity of the company by at least 160 kt/y and a 
red~ction of the crude steel capacity by 100 kt/y. The company 
will close down all existing hot-rolling facilities and replace 

~~hem by a merchant bar mill with a capacity of 180 ktjy of which 
.:}· 

;:f.:-· Document SEC (93) 637 final 
-~·2 State Aid No. N 54/93, SG (93) D/14183 , . 

. ~""7" 3 Document SEC (94) 451 final 
.::,."'; ,, 
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'f.-.. some parts will be provided by BGH at .no ch.arge. · The company will 
~ close down all its remaining crude steel facilities and replace them 
~ by an electric arc furnace with a capacity of 200 kt/y. The total 
-~investment planned during the restructuring period amounts to 
~SO Mia DM, of which 210 Mia DM relate to ECSC activities. 

T~ capacity reduction will be accompanied by a reduction in the 
wo~yorce from 2,150 at the beginning of 1993 down to 1,100 by the 
end ~ the restructuring period in 1996·. 

~ 
0~ 

II. First Mo~toring report 
•;) 

1. Precedents "7 

0 
The Commission, 1Py letter dated 1 March 1994, reminded the German 
Government that thefj.final decision under Article 95 ECSC Treaty would 
also contain the obl~ation of Germany to supply the Commission twice a 
year, and not later tkpn 15 March and 15 September resepectively, with 
reports containing fulr.r~nformation in accordance with an Annex of the 
decision, as adopted I..S~y the Council during its meeting on 
11 December 1993. The c8"rnrnission requested the first monitoring 
report, that, following th'?. agreement of the Council, fell due on 
15 March 1994 and was intended to reflect the position of the company 
as at 31 December 1993. "<t-. 

•_% 
(/ 

The reply of the German c·overrunent was received on 25 March 1994. 
After a preliminary exarnination;10the Commission, by letter dated 
6 April 1994, asked for some addit~pnal information in line with its 
request dated 1 March 1994. No reply o~ the German Government had been 
received until 21.4.1994, when the drafting of the monitoring report, 
as adopted by the Commission on 28 April;~994 was completed. 

·-t. 
By letter dated 11 May 1994, the Cornrnissidri~eiterated its request for 
the outstanding information, setting a deadline of 16 May 1994. By 

• I,-

COmmUnicatiOn received 1~ May 1994, the German' Government provided the 
requested information. 

2. The situation of SEW Freital as at 31 December 1993 

a) Capacity reductions 
·v:~ ·,;\. 

-:;.. 
~--

By 31 December 1993, the company had closed down rfour of five 
electric arc furnaces, thus reducing the total crude steel capacity 
from 300 kt/y down to 145 ktjy. The installations~ave been 
scrapped. · ~-

'Q 
;. 

It is intended to close down the remaining electric arc furnace 
during the first half of 1996. The hot-rolling mill for \~·edium 
sizes is planned to be closed during the second half of 1994f~the 
mill for fine sizes will be closed down by the end of 1995. 

•-(', 

These installations will be scrapped or sold outside Europe. l\~­
Chinese company is interested in buying the hot-rolling mill for /~ 
medium sizes. ;;::,. 

·,.I_ 
;;-;_:; 

•;/ 

/~ 
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b) Investments ~~ 

.~ 
The implementation of the investment plan as contained in th~'-
privatization contract could only be started in August 1993, after 
the Commission's approval of investments aids under regional aid 
schemes compatible with the Steel Aids Code. The first trancl"t¢ of 
investments covers 53.2 Mia OM, of which 36.2 Mia OM had bee~pent 
by 31 December 1993. The company received 21.1 Mia OM irt~~tment 
aids under the Joint Task Improvement of the regional ....... ~conomic 
structure on 28 December 1993. The German Government ari)lounced a 
detailed investment plan covering the period up until e~ of 1996, 
which is to be drafted by the end of May 1994. The plan will be 
submitted in June 1994. '~ 

~ 
.$7 
~ 

A "o,. ;' 

c) Reduction of workforce ·~" 
~-

:"'>· 
In 1993 the company released 990 workers,~'reducing the total 
workforce from 2, 066 down to 1, 076 persons P The total costs of 
these measures amounted to 8. 78 Mio OM of,) which 7. 57 Mia OM were 
covered by Treuhandanstalt, 1.16 Mia DM Qeire covered by measures 
under Article 56 ECSC and the remaining Q~4 Mio DM were covered by 
the company itself. <$'' 

.::;'5 
.v'~ 

.:.\~ .P..rDd• 11't ion ~ ~3 {~ 

crude steel 

finished products 

whereof: 
hot-rolled semi­
finished products 
ingots 

-~ 
'-" 

-:::.">i -.: 
.::..."" 

0 tjmonth 
.;::.0 

...;.'/ 1, 990 
0 

.~ .::.:.· 
:"'>'~ 
~ 

•'-' 

1,635 

675 
960 

average total kt/y 

23.88 

19.62 -

8.1 kt/y 
11.52 kt/y 

The average 
were given 
within the 
Germany. 

price_~':· for hot- ro 11 ed 
in ~e report. The , •. 
no~al range. 10% of 

semi-finished products and ingots 
Commission considers the~ to be 
the production were sold outside 

-,")...;· ,. 
e) Sales -.:-

0 

~· 
The co~J?any sold 89.6% of its production in Germany; 9.5% to other ..... 
Memb17~ States of the Community; and the remaining 0. 9% to third 
Cou,~tties. 
~~ 

f)O~inancial performance 
.::;; 

-...;.")' The company reduced its annual turnover from 105.5 Mio DM 
0 ,~ down to 71.1 Mio OM {figure corrected by communication 

in 1992 
received 

-~ 
..:.:..'· ,, 

15 
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-0 'v, 18 May 1994) in 1993. At the same time it reduced its annual losses 

14 Mio OM · (figure corrected by 
in 1993. 

•Y. from 124 Mio OM in 1992 down to 
~ communication received 18 May 1994) 

·'(/ 
0
vrhe German Government, by communication received 18 May 1994, 

provided a full range of financial ratios in line with the 
C~ission's request. It also provided a provisional balance sheet 
an~~ provisional profit and loss account covering the year'1993. 

~ . ?' . 
The n~ financial charges of the company reached 0.16% of annual 
turnove~in 1993, because the management hesistated obtain in loans 
before t~_aid intended had been approved by the Commission. In its 
decision d~fed 12 April 1994, the Commission pointed out that the 
financial charges should be set at 3.5% of annual turnover at the 
outset of thl\:[) new company, i.e. immediately after privatization. 
The privatiza~~n entered into force on 22 December 1993. The 
commission willS~immediately start discussions with the German 
Government on ho~~t intends to comply with Article 3 ( 1) of the 
Commission's decis~9~ under Article 95 ECSC. 

~ J'• 
~ g) Privatization 

The purchase price of 2 
January 1993. 

;;, 
~o DM was paid during the first week of 

'<f._ 
v.-_ 
v 

The new sole shareholder of ~chsische Edelstahlwerke GmbH Freital 
.l.s SEW Edelstahl GmbH & Co Hoi/c:H.ng (limited partnership) of which 
BoschgotthardtshUtte o. Breye;'u GmbH is limited partner. SEW 
Edelstahl Verwaltungs-GmbH is the personal liable partner. 

~-· - - . / 
Debts accumulated as at ember 1992 we~f. covered by Treuhandanstalt. 
It paid 92 Mio OM loans which were tak~A on to maintain liquidity, 
plus loans totalling a further 55 ~io OM to cover other debts. It 

•7, 
also wrote off 53 Mia DM shar~holder's ·~pans. Consequently, THA 
covered 200 Mio DM pebts origfnating frdrc<_;; the operations of the 
company .before privatization. The Commission approved a maximum 
amount of 189 Mio DM to cover debts accumulate~~~ntil privatization. 
The Commission will immediately enter into d,i:scussions with the 
German Government concerning the additional amou[~_of 11 Mia DM. 

•Y 
'(~ 

The term·s;.: and conditions 
of these loans will be examined thoroughly so as to~ssess whether 
they contain any state aid elements. \> 

New bank loans will be obtained in 1994. 



Monitoring of Article 95 ECSC Treaty steel cases 

EKO Stahl AG, Eisenhuttenstadt/Brandenburg 

~~ 
I. Background .:$7 

q 
1. The decisions ~ 

h -~~d h . ·.. 'f On 4 November 1993, t e German Government notJ. :e t e comm1ss·J.on o 
the intention of Treuhandanstalt to privatize~ he East-German steel 
company EKO Stahl AG and of the intend~d state aid connected 
therewith. It asked the Commission to app~ve the aid that may not 
be deemed compatible with Commission D~~sion 3855/91/ECSC (Steel 
Aids Code) applying Article 95 ECSC Tre~'y. It submitted a modified . . . ,-:-.;: 
notJ.fJ.catJ.on on 12 November 1993. ~-

,.::_,· 
On 17 l'l'ovember 19931 the Conutoiss{On decided to submit to the 
Council of Ministers a communicatior .. putting forward a proposal, for 
its unanimous assent under Artiefie 95 ECSC Treaty, to approve aids 
associated with the privatizat~~ and restructuring of the company. ,_ 
The Council of Ministers~O adopted its unanimous assent on 
22 December 1993. .:}"' 

.":>-, ,,. 
The Commission gave its final decision, approving the aid intended 
under Article 95 ECSC ~eaty, on 12 April 19942. 

~'-' 
V') ' 

·~· ! 
~I 

2. The privatization ana restructuring plan v: . 
The privatizati~~and restructuring plan submitted provided for the 
change of co~orate form of EKO Stahl from a public company 
(Aktiengesell~haft) into a private limited company (Gesellschaft 
mit be~<":~:t-~kter Haf~_ung), 100% held by Treuhandanstalt, and the 
purchase of .. ,;GO% of th~ shares by the Italian Riva group. ::-..· 

~ 
The res~ucturing plan envisaged the modernization of the existing 
pig i~~ facilities (investment 280 Mia DH), crude steel facilities 
(inv~~ment 150 Mia OM) and cold-rolling and re-treatment facilities 
( ill\:_)stment 270 Mia OM) without changing their current capacities 
~~ 

1~ Document SEC ( 93) 1803 final ,. 
~~ Document SEC (94) 418 final 

~~ 
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Q 
~ and the installation of a new hot-wide-strip mill with a capacity of 

1.---
0 

900 kt/y (investment 400 Mia DM). The total investment intended 
~ounted to 1,100 Mia DM. 

Th~.restructuring plan envisaged employment reductions of some 1,600 
pe.r-"~ns from 3, 500 in 1993 to 1, 900 in 1996. It was designed to 
achi\r?e viability of the company by 1998. 

Q 
The Co~ssion identified total aids of 813 Mio DM ( 163 Mia OM to 
cover a~~art of the losses accumulated until privatization, 
300 Mio DM? to cover losses during the restructuring after 
privatization, 350 Mia DM investment aid to contribute to the total 
investment ofO 1,100 Mia DM), connected with the privatization and 
restructuring "PJ.an, that are incompatible with the ECSC Teaty and 
Commission Decis~n 3855/91/ECSC (Steel Aids Code). These aids have 
been approved undPr Article 95 ECSC Treaty. 300 Mia OM investment 
aid may be deemed.1.j:;ompatible with the orderly functioning of the 
Common Market unde#,~rticle 5 indent 3 of the Steel Aids Code. 
These aids will be suB)ect of a separate decision of the Commission. 

. ($-

/, 
II. First Monitoring report ~ 

'<t-. 
~.. .P.r~eate ·:L 

~ 
. ~ 

The Commission, by letter date~l March 1994, reminded the German 
Government that the final decition under Article 95 ECSC Treaty 
would also contain the obligati~n of Germany to supply the 
Commission twice a year, and notj_later than 15 March and 15 
September respectively, with reports~~ontaining full information in 
accordance with an Annex of the decis'i0n, as adopted by the Council ., 
during its meeting on 17 December 199~ The Commission requested 
the first monitoring report that, follo(:;ing the agreement of the 
Council, fell due on 15 March 1994 and w~0.intended to reflect the 
position of the company in question as at 3i~oecember 1993. 

0 
The reply of the German Government was receiv.~d on 15 March 1994. 
It pointed out that the privatization of EKO S~~l would come into 
force only by 1 May 1994 and that therefore it was~ not possible to 
report on the implementation of the restructuring~~)an. The German 
Government informed the Commission about· the finf'~ privatization 
contract and submitted a copy of it. ~ 

The Commission recalled that the first monitoring report~hould show 
the situation of the company, notwithstanding its privati~ation and 
the commencement of the restructuring as provided for by (~e plan, 
as at 31 December 1993 and requested the information needeafto be 
submitted as soon as possible. '<"7 .. 

The German Government 
14 April 1994. 

submitted its additional 

\;,' ...,. 
report on 



?> 
.fJ .::;; 

~: 0-.; 
on 28 April 1994, the Commission adopted its monitoring report to b~ 
submitted to the Council on the basis of the information theg 
available. Still outstanding at that time was the information on 
the terms and conditions of the loans granted to the company. ~~ 

~ 
By letter dated 11 May 1994, the Commission repeated its·.;!~quest 
concerning the outstanding outstanding information, ~~ing a 
deadline of 16 May 1994. By communication received 18 May~994, the 
German Government informed the Commission about the inte~st rate to 
be paid by EKO, but not about the other terms and conditions of the 
loans received. By letter dated 19 may 1994, t·~ Commission 

.. ' '"" requested the outstanding information to be forwar~~d immediately. 
The reply of the German Government was received onaD May 1994. v . 

~ 
~ 2. Developments since April 1994 O~ 

On 14 May 1994, it became known that the R~a group had decided not 
to take over EKO Stahl AG. ~0 

On 15 May 1994, according to 
continue normal operations of 
investor. In the meantime, THA 
to cover operating losseB. 

-:-.; 
press ~'ports, it was decided to 

EKO Stahl and to search for . a new 
woul~rovide the finance necessary 

~ 
.. ..... 

By letter dated 18 May 1994, ~he Commission asked the German 
Government to provide detail~ information about the intended 
financial measures of THA att.,)!r the failure of the privatization 
concept connected with the.~iva group. A reply is expected by 
9 June 1994. .$'' 

~-,-. .. ; 
2. The situation of EKO S~hl as at 31 December 1993 

-~ 
a) Capacity reductions ~~ 

-.;I 
,'\" -(n 1993 the co~gany did not carry out capacity reductions. No 

capacity reducttBns were intended under the restructuring plan, 
except the dis~~ntling of a hot-rolling mi.ll of another East-German 
steel undertaking, which was to take place on 30 June 1994 at the 
latest, to provide the necessary counterpart for aid in line with 
the •;ommis.~:t'on's decision of 12 April 1994. 

::-.· 
~ ~ . 0 

b) Investments 
_, 

{~~ 
Th7-_"Company invested 103.6 Mio DM during 1993 to modernize the 
exi:stiilg cold-rolling facilit~es in line with the restructuring 
plan. The investment was financed by investment aid granted by THA, 

~which will be treated as part of the total aid of 813 Mio DM 
~u approved by the Commission . 

. -:-..· s-· 
·~ 
~-

-')' 
.:.:...' ,, 
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~~) ReductLon of workforce 
~ 

O\,)I'he number of employees actually working in the EKO steelworks was 
decreased in 1993 from 3,475 down to 3,041, i.e. a total reduction 
o~~34 employees. The number of persons under special contracts and 
arrr~gements (permanent not active, job creation measures, re­
educil:'~ion and qualification measures, trainees) was reduced from 
1,909~own to 1,150, i.e. a reduction of 759 persons. 

0 
The redt~_ancies resulted in costs for social plan allowances of 
1. 55 Mio Dl§/. These costs were .covered by the company and are part 
of the total losses outlined under f). 

0 .,z 
d) Production in 193~ 

y 
The production of fpe company in 1993 was as follows: 

Q;, 
~~ kt/month average total ktfyear 

pig iron 

crude steel 

semi finished 
products 

flat steel 
(cold-rolled products) 

e) Sales 

86.9 
./-
·~ 
g~,c; 

f:) 
0. ., 
'r 

94.2 ·t0 _ 
v 

82.2 ""~­
<-­··f.·. 

'/ 

~ ·;r 

1,042.8 

1,170.0 

1,130.4 

986.4 

·f-· 
Of its annual turnover in 1993 ( 1,,011. 6 MiOfDM) the company achieved 
641.2 Mio DM (63%) on the German market, ~9.2 Mia DM (9.3%) were 

I 
achieved on the markets of other Member StatesCP.f the Community, the 
remaining 271.2 Mio DM were achieved on third sountry's market (60% 
of these sales were delivered to Eastern Europe '{p~luding CIS). 

·. 'Y 
The average prices for the different product grou~ were given in 
the report. The Commission compared these prices w.i,'th the average , .. 
prices and considers them to be within the normal rang~\ 

f) Financial Performance 
~­
·~-

/. . 
Qt.-

The German Government provided a full range of financial ra~os in 
line with the Corr~issicn request. The figures given show th~~weak 
financial situation of the company at the outset of '-;-its 
restructuring. The losses suffered in 1993 amount to 158.8 Mia DM 
net, i.e. 15.7% of annual turnover. The total 
until the end of 1993 were mainly covered 

losses accumulate~) 

by the total of~~ 
. . 0 

?/ 
·,yo 

V' 
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379. 5 Mio DM loans granted the sole current shareholder THA. ThD'-
interest rate charged by THA was 6.1%. Loans of totallirtg 
121.8 Mio DM were granted by Kreditanstalt fUr .wiederaufbau (a 
public bank) on preferential terms. In addition, the ioans;-,;"':are 

- ::-.. : covered by a deficiency guarantee of THA. ~ 
~-
~ 

The discussions to be conducted with the German q~yernment 
concerning the financial measures to bridge the period ~il a new 
investor is found will also cover the question of p<:t'ssible aid 
elements chat are included in these loans. 

0 
.;:;,~ 

g) Privatization I~ 
~'Y 

According to press releases, THA has chargedy~a former Federal ,. 
minister to conduct negotiations with several(}·nterested parties to 
find a new purchaser for the company. 

'Lf 




