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A VERSENYPOLITIKA VEGREHAJTASARA VONATKOZO ELJARASOK

BIZOTTSAG

ALLAMI TAMOGATAS - BELGIUM
C 18/09 (ex N 360/09) szdmd édllami tdmogatis — A KBC feltGkésitése és kockdzatmentesitése
Felhivds észrevételek benyujtisira az EK-Szerz8dés 88. cikkének (2) bekezdése értelmében

(EGT-vonatkozdsii szoveg)

(2009/C 216/08)

2009. janius 30-an kelt levelével, amelynek hiteles nyelvi véltozata megtaldlhaté ezen Gsszefoglalé végén, a
Bizottsdg értesitette a belga hatésdgokat arrdl, hogy a fent emlitett tdmogatdssal kapcsolatosan az EK-
SzerzGdés 88. cikkének (2) bekezdése szerinti eljdrds meginditdsardl hatarozott.

Az érdekeltek a bizottsagi eljdrds targydt képezd tdmogatdsra vonatkozd észrevételeiket az aldbbi osszefog-
lal6 és az annak végén taldlhat6 levél kozzétételét kovetGen egy honapon beliil tehetik meg az aldbbi cimen:

European Commission (Eurdpai Bizottsag)

Directorate-General for Competition (Versenypolitikai Féigazgatdsag)

State aid Greffe (Allami Tamogatisok Hivatala)
1049 Bruxelles/Brussel
BELGIQUE/BELGIE

Fax +32 22961242

Az észrevételeket a Bizottsdg tovabbitja a belga hatésdgoknak. Az észrevételek benyujtoi kérésiiket megin-

dokolva, irdsban kérhetik adataik bizalmas kezelését.

AZ OSSZEFOGLALO SZOVEGE
I. AZ ELJARAS

A KBC 3,5 millidrd EUR t8keinjekciot kapott a belga szovet-
ségi hatdsagoktdl (1. intézkedés), amelyet a Bizottsdg 2008.
december 18-dn jovdhagyott (!). A KBC 2009. junius 18-dn
ezen els§ feltSkésités tekintetében szerkezetdtalakitasi tervet
nydjtott be. 2009. februar 6-dn a Flamand régié a KBC-nek
nydjtandd, tovabbi 3,5 millidrd EUR t8keinjekciérol (2.
intézkedés) mutatott be bejelentéstervezetet. Februdr 27-én
és egy madrcius 9-i iilésen tovdbbi tdjékoztatds érkezett. A
Bizottsdg 2009. jinius 10-én még tovabbi tdjékoztatdst
kapott. 2009. mdjus 14-én sor keriilt a KBC szdmdra nydj-
tand6 kockdzatmentesités (3. intézkedés) kozzétételére. A
Bizottsdg ezen intézkedésr6l 2009. mdjus 19-én és 2009.
jinius 10-én kapott tdjékoztatdst. A 2. és 3. intézkedést
egyarant 2009. janius 18-an jelentették be hivatalosan a
Bizottsdgnak.

II. A TENYEK

A tdmogatds kedvezményezettje a KBC integralt bankbizto-
sitd csoport, amelynek tgyfélkore f6ként kis- és kozépval-

(") N 602/08, a KBC feltdkésitése, HL C 109., 2009.5.13., 4. o.

lalkozdsokbdl (kkv-k), kiskereskedelmi, valamint magén-
banki tigyfelekbdl all. A KBC a harmadik legnagyobb pénz-
tigyi intézmény Belgiumban, de sok iroddval rendelkezik
Kozép- és Kelet-Eurdpdban is. A KBC jelen van tovdbba
Oroszorszdgban, Romdnidban, Szerbidban, szdmos nyugat-
eurépai orszdgban és kevesebb iroddval az Egyesilt Alla-
mokban és Délkelet-Azsidban is.

A KBC nehézségei leginkdbb a CDO (Collateralised Debt
Obligations, adéssagfedezetti kotelezettségek) portf6lié hitel-
besoroldsdnak romldsabol fakadt. A KBC-nél 27 milliard
EUR szintetikus CDO keletkezett. A zavar, amely a pénziigyi
piacokat 2007 éta sujtja, htrdnyosan érintette a KBC CDO-
portfolidjat. A hitelmindsitd intézetek dramaian novelték a
hitel-nemteljesitésre vonatkozd becsléseiket, ami miatt a
KBC-nek e CDO-kon jelentds leirdsokat kellett végrehajtania.
Ezek a leirdsok hdtrdnyosan érintették a KBC tSkeszerke-
zetét. A KBC tovabbi veszteségeket volt kénytelen elkony-
velni a CDO-portfélidban, amikor a CDO-kockdzatok tekin-
tetében 14,4 millidrd EUR értékben fedezeti iigyletet kot
MBIA maganbiztositondl szerkezetdtalakitast hajtottak végre,
majd ezt kovetSen a hitelmindsitd intézetek alacsonyabb
mindségi osztilyba soroltdk, jelentds aggodalmakat okozva
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a biztositd vallalkozds értékét, és ennélfogva a KBC struktu-
rlt finanszirozdsi termékekért felel6s dgazatat tekintve.

Erre tekintettel a belga hatdsigok a beavatkozds mellett
dontottek feltSkésités, valamint az értékvesztett eszko-
z6khoz nytjtott eszkozdtvételi intézkedés formdjaban. Az
intézkedés korébe tartozik:

i. a flamand hat6sdgok éltal mdsodszor, 3,5 millidrd EUR
értékben, lejarat nélkiili, szavazati jogot nem biztositd
hibrid értékpapirok formdjdban nydjtott, elsGdleges
t6kével torténd feltGkésités (2. intézkedés), amely Ossze-
hasonlithat6 a Bizottsdg dltal a KBC tekintetében madr
jovahagyott feltGkésitéssel (1. intézkedés). A feltGkésités
hibridtSke-injekcié6 formdjaban valdsult meg, amely
els6dleges t6kének mindsiil. A kibocsdtott értékpapirok
nem vélthatok 4t rendes részvényekké, és csak a kibocsa-
tasi dr 150 %-dn vdsdrolhatok vissza. Az értékpapirokhoz
szavazati jog nem tarsul. A 3,5 millidrd EUR t6keinjekeid
oly médon oszlik majd meg a KBC Bank és a KBC
Biztosité kozott, hogy [0-1] millidrd EUR keriil a KBC
Biztosit6 t6kéjébe, [...] (%) %-rdl [...] %-ra novelve annak
szolvenciamutat6jat; a fennmaradé Osszeg
([2,5-3,5] millidrd EUR) a KBC Bank elsédleges tSkéjébe
folyik majd be;

ii. a belga szovetségi hatésdgok altal 15 CDO-ra Osszesen
20 millidrd EUR névértékben nytjtott garancia (3. intéz-
kedés). A garancia egyardnt lefedi az azon értékpapi-
rokhoz kapcsol6dé kockdzatot, amelyek vonatkozdsiban
az MBIA fedezeti tigyleteket kotott (14,4 millidrd EUR),

és a KBC dltal megtartott értékpapirokhoz
(5,5 millidrd EUR) kapcsolé kockdzatot. A 3. intézkedés
hiarom részletben valosul meg. A  veszteségek

3,2 millidrd EUR Osszegi els6 részletét teljes mértékben
a KBC viseli (a tovdbbiakban: els§ veszteség). Az els§
veszteségen  feluli ~ mdsodik  szinten  keletkezd
2 millidrd EUR veszteséget a KBC kérésére az dallam
90 %-ban (azaz 1,8 millidrd EUR értékben, a kockazat
tovabbi 10 %-dnak viselését a KBC-re hagyva) kompen-
zdlja 4j rendes KBC-részvények vagy hibrid értékpapirok
piaci értéken torténd jegyzése révén (a tovdbbiakban:
részvénypakett). A részvénypakett feletti teljes veszteség
(maximum 14,8 millidrd EUR) 90 %-dt az allam kész-
pénzben kompenzdlja, mig a kockdzat fennmaradd
10 %-a a KBC-nél marad (a tovdbbiakban: készpénzpa-
kett). Az els§ veszteség, a részvénypakett és a készpénz-
pakett, valamint a garancia hatdridejének meghatdrozasa
értékpapironként egyenként torténik. A részvénypakett
tekintetében a KBC évi 650 bazispont (azaz évi
120 millié EUR) jegyzési dijat fizet. A készpénzpakett
tekintetében a KBC annyi garanciadijat fizet, amely
megfelel a CDO-portfélié  varhaté  veszteségeinek
(1,13 millidrd EUR).

Uzleti titok, ahol lehetséges, az adatokat [z4r6jelben] megadott tarto-

ményokkal helyettesitik.
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A 2. és 3. intézkedés egylittesen az elsGdleges téke aranya-
nak 11 %-ra és az elsddleges alaptSke ardnyénak [...] %-ra
modosuldsdt eredményezték. A garancia 6,3 millidrd EUR-
val tovabb csokkenti a kockdzattal sdlyozott eszkozoket.

1. ERTEKELES

A Bizottsdg agy hatdrozott, hogy hat hénapra ideiglenesen
jovahagyja a 2. és a 3. intézkedést azzal a feltétellel, hogy a
belga hatésdgok mélyrehaté szerkezetdtalakitdsi tervet nydj-
tanak be, mig a 3. intézkedés egyes vonatkozdsai kapcsin
elinditja a hivatalos vizsgélati eljarast.

A 3. intézkedést illetGen a Bizottsdg ugy véli, hogy az intéz-
kedésre az értékvesztett eszkozokrdl széld kozlemény ()
egyes pontjai vonatkoznak, mégpedig a tdmogathatd
eszkozok tekintetében [...]. Mdsrészrdl a hozzaférhetd
informdcidk alapjdn a Bizottsdgnak kétségei vannak afeldl,
hogy a CDO-portfdlié gazdasagi redlértékének értékelése és
meghatdrozdsa — amely a belga hatésigok szerint [...]
millidrd EUR, helyes-e. A Bizottsagnak konkrétan a hipoté-
zisek és a mddszertan, a portfélié alapjaul szolgdlé véllalati
adossagokat és ABS-eket érintS korreldcids feltételezések,
valamint a modellben haszndlt ingatlandr-hipotézisek és a
csédbe mend vallalatok ardnyanak helytdllosdga tekintetében
vannak kétségei. Mivel az értékelést illetGen fenndlld
kétségek a Bizottsdg a terhek megosztdsira és a dijazdsra
vonatkozd értékelését is érintik, a Bizottsdg ezen elvekkel
kapcsolatban nem tud kovetkeztetést levonni. Ezenfelil a
Bizottsig nem kapott elegendd tdjékoztatist annak
értékeléséhez, hogy tiszteletben tartottdk-e az atldthatdsdg
és a nyilvanossdgra hozatal elvét.

A KBC az eredeti t6keinjekci6 tekintetében 2009. junius 18-
an mdr nytjtott be szerkezetdtalakitdsi tervet. Az intézke-
dések méretét és ismétl6dé jellegét tekintve azonban a
Bizottsag tgy véli, hogy mélyrehaté szerkezetdtalakitdsi
tervre van szitkség. Ennélfogva a Bizottsdg felkéri a belga
hatésagokat, hogy harom hénapon belil nydjtsanak be
olyan mélyrehat6 szerkezetdtalakitdsi tervet, amely figye-
lembe veszi a KBC-nek a 2. és 3. intézkedés formdjiban
nyQjtott timogatdst is.

A LEVEL SZOVEGE

,The Commission wishes to inform the Belgian authorities that,
having examined the information supplied by your authorities
on the measures referred to above, it has decided to raise no
objections to both measures and temporarily approves them for
six months. However, at the same time it will initiate the
procedure laid down in Article 88(2) of the EC Treaty with
regard to the asset relief measure since the Commission has
doubts as to the compatibility of certain aspects of the
measure when assessed in the light of the Commission’s

Communication on the treatment of impaired assets.

C)

A Bizottsdg 2009.2.25-én elfogadott kozleménye az értékvesztett

eszkozok kozosségi bankszektorban torténd kezelésérdl.
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1. PROCEDURE

In December 2008, KBC received a capital injection by
the Belgian authorities of EUR 3,5 billion (hereafter
“measure 17), which was approved by the Commission
on 18 December 2008 for a period of six months (¥. On
6 February 2009, the Belgian authorities submitted a
draft notification of its intention to inject another
EUR 3,5 billion of capital into KBC in two tranches of
EUR 2 billion and EUR 1,5 billion (“measure 2”). The
Commission received further information regarding this
measure on 27 February and met with the Belgian
authorities on 9 March. The Commission received addi-
tional information on 10 June 2009.

On 14 May 2009, KBC announced that it had reached an
agreement with the Belgian authorities on an asset relief
measure (“measure 3”). The Commission received further
information on this measure on 19 May 2009 and
10 June 2009. Measures 2 and 3 were notified to the
Commission on 18 June 2009. Both measures will be
implemented upon Commission approval.

In conformity with the Commission’s decision in Case N
602/08 regarding measure 1 the Belgian authorities
submitted a plan for KBC on 18 June 2009.

2. DESCRIPTION OF THE MEASURES
2.1. The beneficiary

The KBC Group NV is the holding company of KBC
Bank, KBC Insurance and KBL European Private Bankers
(i.e. KBL EPB). KBC is an integrated bank insurance
group, catering mainly for retail customers, small and
medium enterprises (SMEs) and private banking clientele.
KBC is one of the main financial institutions in Belgium.
Besides its activities in Belgium, central and eastern
Europe, KBC is present in Russia, Romania, Serbia,
several Western European countries and to a lesser
extent in the US and Southeast Asia.

KBC is publicly quoted. As of 31 December 2008, the
majority of the shares (54,3 %) were held by a number of
large shareholders: KBC Ancora (23 % of the ordinary
shares), Cera (7 %), MRBB (12 %), and other core share-
holders (11 %). KBC group companies hold 5% of the
ordinary shares and the free float constitutes 42 %.

For 2008, total assets on the balance sheet of KBC
amounted to (non-audited) EUR 355,596 billion. The
market value of KBC has fallen significantly, from
EUR 23 billion on 1 August 2008 to EUR 5 billion on
15 June 2009. KBC employs 56 716 people worldwide,
19 196 of whom are in Belgium and 31 947 of whom
are in Central and Eastern Europe and Russia. KBC has
8,2 million customers in Central and Eastern Europe and
Russia (estimates 2007).

KBC’s management structure consists of the following
five main business units:

(*) See footnote 1.

(10)

(i) Belgium Business Unit: it groups all the banking and
insurance activities in Belgium. This includes the
retail and private banking activities of the KBC
Bank in Belgium, the activities of KBC Insurance in
Belgium and a number of Belgian subsidiaries.

(i) The Central & Eastern Europe and Russia (CEER)
Business Unit: it comprises all group banking and
insurance activities (i.e. retail bancassurance and
merchant banking) pursued in Central and Eastern
Europe and in Russia.

(iii) Merchant Banking Business Unit: it groups the
services provided to bigger SMEs and corporate
customers, and all market activities worldwide
(including Belgium, but not Central and Eastern
Europe and Russia).

(iv) European Private Banking Business Unit: it comprises
the activities of both the KBL European Private
Bankers group (KBL EPB) and the insurance
company, VITIS Life.

(v) Shared Services & Operation Business Unit: it
provides support to and serves as a product factory
for the other business units. It encompasses a
number of divisions that deliver products to the
group’s other business units.

Profit contribution of the five business units is as follows
(LH2008): Belgium Business Unit: 52 %, CEER Business
Unit: 32 %, Merchant Banking Business Unit: 14 %,
European Private Banking Business Unit: 8 %, Shared
Service & Operations Business Unit: 6 %.

KBC has a strong position in the Belgium financial sector,
more specifically on the following submarkets (market
shares 2007): funds [...] (%), home loans [...], commercial
credit to companies [...], commercial credit to natural
persons [...], credit cards [...], current accounts [...],
deposit accounts [...], bank cards [...], Branch (Tak) 23
[...] and damage insurance [...].

2.2. Events triggering the measures

In December 2008, KBC benefited from a capital
injection of EUR 3,5 billion into the Group (measure
1). At the time, the intervention was needed as KBC
had announced 3rd quarter losses of EUR 906 million,
which were a consequence of provisions it was forced to
make because of the downward revaluation of its Collat-
eralized Debt Obligations (“CDOs”). The revaluation lead
to a loss in confidence on the market as regards KBC that
was reflected in the share price and CDS spreads. Also, in
view of the financial crisis, markets started to expect
higher capital ratios for banks. As a result of the
Belgian State’s intervention as approved by the
Commission (°), KBC’s ratios were restored in line with
market requirements.

(°) See footnote 2.
(%) See footnote 1.
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Measure 2 — The capital injection by the Flemish authorities encing increased volatility in its P&L account due to the

latility i dit ds that directly i ti
(11) In January 2009, Moody’s announced that it was going e e o CECtY ITPactis

(7

to change the models used to value CDOs. This had the
effect of further lowering the ratings of a large majority
of corporate synthetic CDOs (7). Reason for this was a
strong increase in the likelihood of default for all
corporate credits in synthetic CDOs as well as an
increase in the default correlation Moody’s applies to
corporate portfolios. As a consequence, investors in
KBC were uncertain as to the consequences of this
announcement for the value of KBC's CDO portfolio,
causing its share price to drop by more than 20 % in a
day.

(12) Upon Moody’s announcement, KBC took a number of
measures, the most important of which is the write-
down of all non-super senior CDO notes in its
portfolio to zero, resulting in markdowns of EUR 2,6
billion in the fourth quarter of 2008. These write-
downs negatively affected KBC’s capital ratios. The core
Tier-1 ratio dropped to 7,2 % and the Tier 1 ratio to
9,7 %. [...]

(13

=

Because of the decrease of its capital ratios, KBC needed
strengthening of its capital base. Against this background,
on 22 January 2009, the Flemish government announced
that it was prepared to strengthen the capital base of KBC
by up to EUR 3,5 billion.

Measure 3 — The asset relief measures by the Federal
government

(14) On 18 February 2009, MBIA Inc., headquartered in
Armonk, New York, a private insurer hedging
EUR 14,4 billion of KBC's CDO exposures, announced
its decision to split its operating business into two
sister companies. One would continue the municipal
bond insurance business of MBIA, and the other would
be structured as an entity for the run-off of the
CDOJRMBS and structured finance business. Following
this restructuring, the entity containing MBIA’s obligation
concerning CDO/RMBS and structured products was
downgraded by Moody’s from Baal to B3. This led to
a considerable decrease in the value of the insurance KBC
had bought from MBIA to absorb losses on its CDO
portfolio. The deterioration of KBCs credit profile of
corporate CDOs made it necessary for KBC to increase
the counterparty risk associated with MBIA through a
provision increase booked as a Credit Value Adjustment
(“CVA”) (8). KBC's CVA on MBIA was increased from
40 % at the end of 2008 to 60 % in May 2009. Total
provisions taken by KBC for counterparty risk associated
with MBIA amount to EUR 2,5 billion.

(15) Apart from the adverse changes in the CDO portfolio
resulting from MBIA’s restructuring, KBC was also experi-

) CDOs are a type of asset-backed security and a structured finance

product in which a distinct legal entity, a special purpose vehicle
(SPV), issues bonds or notes against an investment in an underlying
asset pool. Pools may differ with regard to the nature of their
underlying assets and can be collateralised either by a portfolio of
bonds, loans and other debt obligations, or be backed by synthetic
credit exposures through use of credit derivatives and credit-linked
notes.

The CVA percentage reflects the probability that MBIA would not be
able to perform and is calculated as a % of the mark to market value
of the insured Super Senior positions.

=

the market valuation of KBC's CDO portfolio. The
widening of the credit spreads and the worsening
economic conditions resulted in a negative mark-to-
market value adjustment of KBC's super senior holding
of EUR 1,3 billion.

(16) Combined, the evolution of the credit spreads and the
restructuring of MBIA’s business resulted in a negative
value adjustment of EUR 3,8 billion at the end of the
first quarter of 2009. This also negatively influenced
KBC's capital ratios, which dropped to 5,3 % core Tier-
1 and 7,1 % Tier-1, while the solvency ratio for the
insurance business was reduced to 93 %. Following
these events, KBC reached an agreement with the
Belgian authorities on an asset relief measures.

2.3. The measures
Measure 2 — The capital injection by the Flemish authorities

(17) The recapitalisation will take the form of an injection of
hybrid capital which qualifies as core Tier 1 capital. The
terms of the deal are practically identical to the previous
capital injection approved by the Commission on
18 December 2008 for a period of six months, except
that the securities are not convertible into ordinary
shares, and are only redeemable at 150 % of the issue
price.

(18) According to KBC's initial plan, the capital injection
measure would consist of two tranches. Tranche 1 was
to be issued, subscribed to, and paid in full on the issue
date, at the rate of EUR 29,50 per security. The total
value of tranche 1 would amount to EUR 2 billion and
would be used to strengthen KBC's core Tier 1 capital
immediately. Tranche 2, amounting to EUR 1,5 billion,
would be called upon if and when KBC Group’s capital
basis required it. However, as a consequence of the
deterioration of its capital position since the first
quarter, KBC announced on 14 May that it will take
up the second tranche immediately after the
Commission’s approval of the measure.

(19) The EUR 3,5 billion securities issued under the two
tranches, will produce an annual interest equal to the

higher of:

(i) EUR 2,51 per security (equivalent to interest of
8,5 %), mnon-cumulative, payable annually in
arrears (°);

110 % of the dividend paid on ordinary shares for
the fiscal year 2008 (for interest due in respect of the
year 2009);

=

(ii

(iii) 120 % of the dividend paid on ordinary shares for
the fiscal year 2009 (for interest due in respect of the
year 2010); or

(iv) 125 % of the dividend paid on ordinary shares for
the fiscal year 2010 and onwards (for interest due in
respect of the year 2011 and onwards).

(°) Exceptionally for the year 2009: if the issuer decides to pay an

interim dividend in 2009, then KBC will pay to the securities
holder an interest equal to EUR 1,25 per security, payable on the
payment date of the interim dividend but no later than
31 December 2009, the remainder being due and payable on the
tenth banking day following the Annual General Meeting in 2010.
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(20) The interest will only be paid if a dividend is paid on the 6. filing of a petition for bankruptcy or moratorium for
ordinary shares and will be paid in cash. Furthermore, the Issuer;
interest on the securities will only be due and payable on . ) )
a non-cumulative basis, if and when a dividend is 7. proposal for split-off, dissolution of the Issuer;

(21)

(22)

(23)

(24)

approved, provided that the KBC's capital adequacy
position is and remains satisfactory both before and
after the payment in the opinion of the Belgian
Banking Finance and Insurance Commission (“CBFA”).

With respect to the tranche 1 securities, interest will
commence to accrue on the issue date. For tranche 2
securities, interest will commence to accrue as from the
day on which the issue price for such tranche 2 securities
is paid. Since both tranches are supposed to be issued as
soon as the European Commission approves the capital
injection measure, the interest for both tranches will start
to accrue on the same day. The securities rank pari passu
with ordinary shares in KBC and with the securities held
by the Belgian State. No voting rights are attached to
securities.

The proceeds of the EUR 3,5 billion capital injection will
be split between KBC Bank and KBC Insurance in such a
way that EUR [0-1] billion will add to KBC Insurance
capital; the remaining proceeds ([EUR 2,5-3,5] billion)
will flow to KBC Bank Core Tier-1 capital.

There is one redemption scenario for these securities,
which is at the initiative of KBC. KBC has a call
option, giving it the right to redeem all or some of the
issued securities at a price of EUR 44,25 per security
(being 150 % of the issue price), plus payment of any
accrued interest, any time after the issue date. This option
is conditional on the agreement of the CBFA.

Subject to applicable law and to corporate governance
practices, generally accepted under applicable stock
listing regimes, the Belgian authorities will have the
right to recommend two Board members at the next
general shareholders’ meeting (this in addition to the
two nominees from the previous measure). The Super-
visory Board approval items listed below require approval
by one of the investor's nominees:

1. the issue or acquisition of its own shares by the
Issuer (other than related to the Securities and
other than as part of regular hedging operations
and the issuing of shares according to employment
schemes);

2. [...];

3. acquisition by the Issuer or any of its subsidiaries of
a participating interest in the capital of another
company amounting to one-quarter or more of the
Issuer’s consolidated capital and reserves as disclosed
in its consolidated balance sheet of the previous
quarter or a material increase or decrease of such
participating interest;

4. investments involving an amount equal to one-
quarter or more of the Issuer’s consolidated capital
and reserves as disclosed in its consolidated balance
sheet of the previous quarter;

5. a proposal to wind up the Issuer;

(28)

(29)

(30)

8. [...];
9. a change of the remuneration policy [...]; and
10. [...].

One of the nominees will also have a seat on the KBC
Group’s (including KBC Bank NV and KBC Verzekeringen
NV) Audit Committee, Remuneration Committee and
Nomination Committee.

As part of the transaction, KBC commits to develop a
sustainable remuneration policy for the Executive
Committee and Senior Management. KBC's Executive
Committee and senior management incentive schemes
will be linked to long-term value creation taking
account of risk and restricting the potential for
“rewards for failure”. KBC's Executive Committee limits
exit schemes or statutory compensation for dismissal to
twelve months’ fixed salary.

KBC has also provided undertakings with regard to main-
taining lending to the real economy. A control
mechanism (“opvolgingscomite”) will be put in place to
follow up on these undertakings.

Measure 3 — The asset relief measures by the Federal
government
In order to shield KBC from further write-downs on its

CDO portfolio, as well as to boost its capital ratios, the
Belgian Federal authorities decided to grant protection on
KBC’s synthetic CDO portfolio, usually held through its
subsidiary KBC Financial Products but sometimes through
other structures.

The Belgian State has granted protection on KBC's CDO
portfolio amounting to EUR 20 billion ('%). The EUR 20
billion notional exposure to 15 CDOs is made up of
EUR 14,4 billion of super senior and class A notes
hedged with MBIA, and EUR 5,5 billion of super
senior, super mezzanine and class A notes retained by
KBC (EUR 4 billion through Assurisk and EUR 1,5 billion
through KBC FP).

The EUR 20 billion transaction is structured in three
tranches. The first tranche is constituted by a first loss
amounting to EUR 3,2 billion which is borne by KBC.
This loss was entirely provisioned for as at 31 March
20009.

The second part of the transaction deals with the next
EUR 2 billion of losses, which are also provisioned for as
of 31 March 2009. For any losses within this range
(Equity Range), the Belgian State undertakes to
subscribe for 90 % of the losses to new KBC shares or
hybrid securities at market value ('!). Effectively, the
Belgian State has committed to providing a standby
equity facility to KBC that can be triggered by specific
loss making events on KBC's CDO portfolio.

(%) KBC originally retained a greater exposure to its CDO portfolio.

However, all exposure above EUR 20 billion has been written off,
while the portion with Lloyds TSB (EUR 1,6 billion) is not covered
by the measure.

(") Average share price in 30 days preceding transaction.
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(32) The Equity Range is subject to several conditions. Firstly,

KBC maintains the option to not call the guarantee and,
therefore, to opt out from the equity issuance to the
State. Secondly, if at the moment when the State
bought KBC shares, it would acquire more than 30 %
voting rights, which could require it to launch a
mandatory takeover bid, it will have the option to
subscribe to hybrid capital instead. Thirdly, in the event
that the State decides to sell its shares to a third party,
KBC has the right to first refusal in relation to this sale.

(33) The attachment point (i.e. starting point) for the Equity

Range was fixed, taking as a reference parameters which
would enable KBC Bank to maintain a core tier 1 ratio
above [6-9] % and KBC Insurance solvency ratio above
[120-160 %]. Therefore the parameters were not based
on a valuation of the portfolio.

(34) Finally, the third tranche amounts to EUR 14,8 billion

(Cash Range). Any losses exceeding EUR 5,2 billion
(EUR 3,2 billion first loss and EUR 2 billion Equity
Range) will be split between the State (90 %, i.c.
EUR 13,3 billion) and KBC (10 %, i.e. EUR 1,5 billion).
The State will compensate KBC in cash for any losses
suffered in the cash range. For the third tranche, the
attachment point is based on the midpoint between
expected losses in Scenario 2 and 3, based on the
CDO valuation report of the Belgian State’s independent
expert [...] (April 2009) (*?).

(35) The Guarantee will apply on a transaction basis. As there

(")

)

are covered instruments relating to 15 CDOs (each a
transaction), there are thus effectively 15 guarantees (13).
As a result, each of the 15 synthetic CDOs has a different
attachment point and, therefore, a different expected loss.
Consequently, the CDOs would need to be assessed indi-
vidually and the guarantee provided will be individual for
each CDOs (ie. there will not be a single guarantee on

the aggregated portfolio).

[...] have provided 4 scenarios which they use to estimate losses

under certain conditions. The underlying variables are future house
prices (Case-Shiller House Price Appreciation — HPA), corporate
default rates and the rate of recovery from MBIA in the case of
default. They also provide an estimate of market implied losses,
using observable market data to plug into a mark-to-model
approach. However [...] have not clarified which scenario they
regard as the base case, which would correspond with the Real
Economic Value in the Commission’s Impaired Asset Communi-
cation (IAC). To set the total potential exposure of KBC, [...]
considers what the losses would be on the total covered portfolio
in the event that MBIA were to partially default on its obligations,
with only 32,5 % recovery. In this case, the market implied losses
would be EUR 8,5 bilion. The midpoint between [...] Scenarios 2
and 3 are used to set the attachment point for the Cash Range and
the guarantee fee. Under Scenario 2, house prices follow the base
HPA projection while corporate default rates are assumed to
double. Under Scenario 3, the HPA projection is stressed by one
standard deviation, while historical corporate default rates are
assumed to triple.

KBC submits that according to IFRS accounting rules, both the
guaranteed CDO portfolio and the guarantee must be measured
at fair value. This means that the guarantee must cover one-for-
one any changes in the fair value of the guaranteed instruments. If
this was not the case, there would be a significant risk that changes
in the fair value of the CDOs would continue to affect KBC's P&L,
defeating the purpose of the measure. This means that the
guarantee must be constructed instrument per instrument and
not on the portfolio as a whole.

(36) MBIA has provided insurance on 11 out of the 15 CDOs.

In relation to these instruments, the Belgian Federal
authorities shall compensate KBC for losses in case
there has been a credit event triggering this insurance
and MBIA subsequently fails to perform its obligation.
In line with the design of the measure overall, MBIAs
obligations are defined on a CDO by CDO basis.
Should MBIA later fulfil its obligation, KBC will be
required to reimburse any amount already paid out by
the State, subject to reasonable expenses.

(37) The State shall be remunerated in two ways. Firstly, KBC

must pay for having the right to an equity injection on
standby, which is common in investment banking. The
equity commitment fee is set at 650 bp per annum.
Therefore, as the equity guarantee amounts to EUR 1,8
billion, the fee will cost KBC approximately EUR 120
million for each year that it is not exercised.

(38) The aggregate cost of the cash guarantee will amount to

approximately EUR 1,13 billion, to be paid in 12 semi-
annual instalments. This fee will be equal the expected
loss on the third tranche (%), in the event that the
outcome of portfolio corresponds to the average
between Scenario 2 and Scenario 3 and a MBIA Credit
Valuation Adjustment of 67,5 %.

(39) The overall impact of both measures as from 31 March

2009 will be the following: increase of KBC Bank Core
Tier-1 capital (Pro forma capital ratio) from [...] % to
[...] %; or from EUR [...] billion to EUR [...] billion. This
is comprised of EUR [2,5-3,5] billion from the 2nd
measure by the Flemish government, the recognition by
the CBFA of the EUR 1,8 billion equity guarantee as
capital, less the insurance premium of EUR 1,2 billion.
The Tier-1 ratio rises to 11 %. The guarantee will further
reduce Risk Weighed Assets by EUR 6,3 billion.
Therefore, the combined effect of both measures will
raise KBC Banks capital ratio by 2,47 %. Furthermore,
EUR [0-1] billion of the 2nd measure will be used to
increase the solvency ratio of KBC Insurance (Pro forma
capital ratio) from [...] % to [...] %.

2.4. The initial restructuring plan

(40) On 18 June 2009 a restructuring plan for KBC has been

submitted by the Belgian authorities as a follow-up to
measure 1 which was approved by the Commission on
18 December 2008 for a period of six months. The plan
contains a preliminary analysis of KBC's Group’s business,
proposed future strategy, measures proposed to restore
viability and repayment of the State resources.

(") The expected losses in this context have a particular meaning in the

analyses done by [...].The expected losses in the third tranche
amount to EUR [...] billion, but this does not mean the expected
losses in the first loss and equity tranche are equal to the sum of
these two tranches. Indeed the expected losses are the output of
stochastic models where a large number of scenarios are run and
averaged. To illustrate the methodology used by the experts, if one
assumes a portfolio of 10, split in two tranches of 5, and if you run
10 scenarios, 5 of which yield a loss of 2,5 and 5 of which yield a
loss of 7,5, the expected loss on the total portfolio is 5. However
the expected loss on the first tranche will be 3,75 (5 x 2,5 and 5 x
5, the 7,5 being capped to the maximum loss within the first loss
of 5) and on the second tranche will be 1,25 (5 x 0 and 5 x 2,5).
The total loss reconciling with the average loss of 5 (3,75 + 1,25).
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(41) The Belgian authorities inform the Commission that KBC 49) [...]
has put in place a taskforce to further develop, optimize
and finalise this plan in the coming months and commit (50) [..]
to fma.hs.e this plan. within the timeframe set by the 4. ASSESSMENT
Commission, takmg into account measure 2 and 3.

3. POSITION OF THE BELGIAN AUTHORITIES 41 Existence of aid

(42) The Belgian authorities do not contest that the notified (51) The COH’II’;ISSIOE ?m nefzds t(; asses. dwhe.t}ﬁ.er tEe
measures constitute State aid within the meaning of measures ¢ a; il cgl;s{ltut;c ta[t: a di within th.e
Article 87(1) EC. However, they request the Commission meaning g rt.xg e 87(1) d o ccdorbmg It\/(l) tb 'S
to declare the notified measures compatible with the ;S)r0V1510nh tateh ad 15 any al 'grantef Y ah ember
Common Market on the basis of Article 87(3)(b) of the tate or through State resources in any form whatsoever
EC Treaty, as the interventions are required to remedy a Wthh. distorts or threaten§ to dlstort competition, by
serious disturbance in the cconomy of a Member State favouring certain undertakings, in so far as it affects

’ trade between Member States.

(43) KBC, according to the Belgian authorities, is a .
systemically relevant bank as it is the third largest in (52) h 1 ev1deqt that for bf)th measures, State resources are
Belgium and plays a pivotal role within the Belgian myolved, since the Bel.gmm au.thon-tu.es are providing KBC
financial system and the Belgian economy as a whole. Wlth. a EUR 3,5 bllhon. Fapltal injection through the
The Belgian authorities recall that KBC’s crucial role was acquisition of the securities and a substantial amount
recognised by the Commission in its earlier decision. of asset relief through the guarantee arrangement.

(44) According to the Belgian authorities, the measures are (53) Since both measures have been taken for the sole benefit
necessary to improve KBC's capital position (measure 2) of KBC, the measure is selective. Given that KBC is active
after substantial mark-downs as result of the negative in the financial sector, which is open to intense inter-
revaluation by the market of CDOs and to eliminate national competition, any advantage from State resources
the potential negative impact of KBC's exposure to the to KBC would have the potential to affect intra-
impaired assets in its CDO portfolio on future earnings Community trade and to distort competition.
and solvency. (54) Finally, it has to be examined whether the measures lead

(45) The Belgian authorities regard the measures as fulfilling to an advantage to KBC for it to constitute State aid.
the requirements of the Recapitalisation Communication ] o
(measure 2) and the IAC (measure 3). The Belgian (55) With regard to measure 2, the Commission notes that
authorities contend that a first estimation of the real the securities acquired by the Belgian authorities have the
economic value of the aggregate CDO portfolio same characteristics as the recapitalisation of KBC it
amounts to [...]. approved on 18 December 2008 ('°). In that decision,

the Commission concluded that KBC had received a

(46) The Belgian authorities commit to submit to the selective advantage since its core Tier 1 capital has
Commission an in-depth restructuring plan regarding been strengthened under conditions that it would not
KBC as referred to in paragraph 55 and Annex 5 of have obtained on the market. Its shareholders’ stakes or
the Commission’s Communication of 25 February 2009 operational control were not diluted, although certain
on the Treatment of Impaired Assets in the Community decisions will require approval by the State’s nominees.
Banking Sector. That restructuring plan will take account KBC would not be considered in default if it does not pay
of the measures granted or envisaged to be granted in the annual coupon since it only has to pay interest in the
favour of KBC by the Belgian authorities in the context of event that it decides to pay dividends and it can
both Case N 602/08 (Commission decision dated repurchase the securities at a time of its choosing.
18 December 2008) and the present case. The Belgian Without the State intervention, KBC could not have
authorities reiterated that they submitted a restructuring raised such financing in such a short time frame at
plan on 18 June 2009 that aims at achieving an in-depth comparable conditions, especially taking into account
restructuring. the very volatile market circumstances.

(47) The Belgian authorities have also undertaken to renotify (56) As regards measure 3, the Commission notes that this
the measure upder A.rticle 88(3) EC .if eithejr of the measure releases capital as it reduces the RWA of KBC
following situations arise which make it less likely that Bank by EUR 6,3 billion. This measure improves the
the overall return in excess of 10 % p.a. is achieved: position of KBC by increasing its capital ratios and by
(i) if KBC does not pay a dividend for a period of two removing a source of volatility on its balance sheet.

consecutive years, or for three years in the next five Given that the market value of the portfolio is less
years. than the point where the guarantee arrangement starts
to operate, it is evident that no market operator would

(48) Unless it can be shown that either of the above scenarios provide such an arrangement under similar conditions.
is caused by normal market events or that the overall This was confirmed by the Belgian authorities in their
return will nevertheless be in excess of 10 % per annum, submissions.
the Belgian authorities will renotify the measure to the
European Commission. The European Commission, (57) In sum the Commission agrees with the Belgian

without calling into question the capital injection,
which has been declared compatible with the common
market, can in particular require additional behavioural
constraints.

authorities that the measures in favour of KBC constitute
aid in the sense of Article 87(1) of the EC Treaty.

(%) See footnote 1.
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4.2. Compatibility of the aid

(58) Article 87(3)(b) EC empowers the Commission to declare

aid compatible with the common market if it is intended
“to remedy a serious disturbance in the economy of a
Member State”. The Commission would point out that
the Court of First Instance has expressly stated that
Article 87(3)(b) EC is to be applied restrictively so that
the aid may not benefit only one firm or one sector of
the economy, but must serve to remedy a disturbance in
the whole economy of a Member State (1°).

(59) Given the present circumstances in the financial markets,

(60) The Commission considers that market

the Commission considers that the measures may be
examined directly under the Treaty rules and in particular
under Article 87(3)(b) EC.

conditions
deteriorated all over the world since the last quarter of
2008 and certain assets classes are no longer frequently
traded. This is problematic for financial institutions
because accounting provisions (IFRS  accounting
standards) might require them to write down these
illiquid assets (on the basis of their fair value) to a
greater extent than is warranted by their economic
value. The uncertainty in the market about the
exposure of KBC to further losses emanating from its
CDO portfolio, the quality of its hedges, the scale of
the write-downs, the fluctuating market value of these
assets resulting in P&L volatility and the high leverage
ratios have also had an impact on the financial insti-
tutions’ overall risk perceptions. The present measures
are designed to address these problems. Therefore it
finds that the scheme aims at remedying a serious
disturbance in the Belgian economy.

(61) In line with the Commission Communication on “The

application of State aid rules to measures taken in
relation to financial institutions in the context of the
current global financial crisis” (“the Banking Communi-
cation” ) (7), in order for an aid or aid scheme to be
compatible under Article 87(3)(b) of the EC Treaty, it
must comply with general criteria for compatibility
under that Article. These criteria require that the aid
has to be well-targeted in order to be able to effectively
achieve the objective of remedying a serious disturbance
in the economy; necessary, meaning that it must be of the
minimum amount necessary to reach the objective,
limiting negative spill-over effects for competitors that
have not received aid. The fourth chapter of the

('%) See in principle Joined Cases T-132/96 and T-143/96 Freistaat

Sachsen and Volkswagen AG v Commission [1999] ECR 11-3663,
paragraph 167. Confirmed in the Commission’s decisions in Case
C 47/96 Crédit Lyonnais (O] L 221, 8.8.1998, p. 28, point 10.1),
Case C 28/02 Bankgesellschaft Berlin (O] L 116, 4.5.2005, p. 1,
paragraphs 153 et seq) and Case C 50/06 BAWAG, not yet
published, paragraph 166. See Commission Decision of
5 December 2007 in Case NN 70/07 Northern Rock (O] C 43,
16.2.2008, p. 1), Commission Decision of 30 April 2008 in Case
NN 25/08 Rescue aid for WestLB (O] C 189, 26.7.2008, p. 3), and
Commission Decision of 4 June 2008 in Case C 9/08 Sachsen LB,
not yet published.

Commission Communication on “The application of State aid rules
to measures taken in relation to financial institutions in the context
of the current global financial crisis”, adopted on 13 October 2008
(O] C 270, 25.10.2008, p. 8).

(62) The

Banking Communication, the Recapitalisation Communi-
cation (') and the Impaired Assets Communication (*%),
then translate these general principles into conditions
specific for recapitalisations and impaired asset relief.

Commission considers that the appropriate
framework for assessing the compatibility of measure 2
are the Banking Communication and the Recapitalisation
Communication.

(63) With regard to measure 3, the Commission notes that it

has 2 aspects, the first being a commitment from the
Belgian authorities to provide an equity recapitalisation
if certain losses occur, and the second being a
commitment to compensate further losses on these port-
folios through cash. The IAC defines impaired asset relief
as all measures whereby a bank is dispensed from the
need for severe downward value adjustments of certain
asset classes. This is also the case for the present measure.
Therefore the present measure must fulfil the conditions
for the compatibility of asset relief as spelled out in the
IAC (29). Because of the inextricable links between both
parts of the arrangement, the Commission will assess the
whole transaction under the IAC.

Systemic importance of KBC

(64) KBC is the third largest Belgian bank-insurance company.

As confirmed by the letter of the National Bank of
Belgium (“NBB”), it plays a pivotal role within the
Belgian financial system and the Belgian economy as a
whole.

(65) Furthermore, KBC holds a particular importance for the

lending to the real economy. Indeed, KBC plays an
important role in providing mortgage backed loans to
households, consumer loans, and loans to small and
medium-sized companies. This crucial role is also
evidenced by a condition imposed by the Flemish
Region in the term sheet, according to which KBC will
continue to provide lending to business and consumers
applying its historical credit scoring criteria on a
reasonable basis.

(66) Consequently, KBC is a bank with systemic importance

to the Belgian economy and the economies of several
Central and Eastern European countries. This has been
confirmed by the Commission in its decision of
18 December 2008.

Measure 2 — The capital injection by the Flemish authorities

(67) As regards limitation of the aid to the minimum

necessary, the Commission notes that the market has
being demanding significantly higher capital ratios since
the beginning of the crisis. Because of the downward
revaluation of KBC's synthetic CDOs, the relevant
capital ratios of KBC decreased leading to concerns
about its ability to absorb further losses. The injection
of EUR [2,5-3,5] billion into KBC Bank, which represents
2 % of the pro forma RWA as of 31 March 2009, would
increase its Core Tier 1 ratio to [...] % (combined with

() Commission Communication on “The recapitalisation of financial

institutions in the current financial crisis: limitation of aid to the
minimum necessary and safeguards against undue distortions of
competition”, adopted on 5 December 2008 (O] C 20, 15.1.2009).

(*) Commission Communication on “Treatment of Impaired Assets in

the Community Banking sector”, adopted on 25 February 2009.

(*%) For a first application: Cf Commission Decision of 13 March 2009

in case C 9/09 Dexia, not yet published.
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(69)

(70)

(72)

the asset relief scheme, this ratio would improve to [...]
%). The EUR [0-1] billion that is directed to KBC
Insurance will increase its solvency ratio from [...] %
to [...] %. The Commission notes that these ratios,
excluding the effect of the asset relief measures, are
similar to those that pertained after the first recapitali-
sation, which was approved by the Commission. The
Commission therefore considers that this capital
injection of EUR 3,5 billion is the minimum necessary
to remedy concerns about the stability of KBC and
thus the Belgian financial system.

As regards the remuneration of the measure, the
Commission is of the opinion that the return on this
security can best be compared to a hybrid form of
capital, given that the securities also have features
similar to hybrid capital, like remuneration through a
coupon and the fact that they are non-dilutive, which
has a positive effect on the shareholders stake in the
company. However, given the additional equity-alike
elements of the security and its therefore more
uncertain return, its expected return should normally be
higher than that expected from other forms of capital
under the applicable solvency regulations.

Following the methodology laid out in the Recapitali-
sation Communication, the Commission in several
cases, including KBC’s first recapitalisation, has accepted
an expected overall return of 10 %, via mechanisms that
are very similar to those used in the case of KBC (2!), as a
sufficient safe harbour return. Conform to this
methodology, and in view of the prevailing market
conditions, a return on tier 1 capital instruments for a
Belgian bank in excess of 10 % would currently be
acceptable (22).

Belgium considers that there is a high likelihood that an
overall return in excess of 10 % will materialise through a
combination of the interest payments at 8,5 % (possibly
more depending on the level of dividends paid out), and
the repurchase option by KBC at a level at EUR 44,25
per security, being 150 % of the issue price. Indeed,
Belgium has submitted various scenarios showing that
the possible return will be considerable above 10 %.

It follows from the scenarios submitted by the Belgian
authorities that the IRR on the Securities can be
estimated at between 14,1 % and 18,7 %. According to
the Flemish government, this estimation was made on
the basis of a number of conservative assumptions,
such as that the required Core Tier 1 ratio will remain
at approximately 8 %, that no dividend or moderate
dividend will be paid in the next years, and that the
underlying profit growth in the next years will be 10
percentage points below profit growth for 2001-2007.

Taking the above scenario analyses into account, the
Commission considers that the expected return on the
State’s investment is likely to be in excess of 10 %. It
recalls that it is the nature of deeply subordinated

(1) N 602/08, recapitalisation of KBC (O] C 109, 13.5.2009, p. 4), N
528/08, participatie in het kernkapitaal van ING (O] C 328,
23.12.2008, p. 7), N 569/08, investment in the capital of Aegon
NV (0] C 9, 14.1.2009, p. 3).

(22) As per footnote 22 of the Communication “The recapitalization of
financial institutions in the current financial crisis: limitation of aid
to the minimum necessary and safeguards against undue distortion
of competition”.

(73)

(75)

(77)

(78)

capital that some uncertainty to the return remains and it
is exactly for this reason as well as in view of the type of
instrument that the expected return should be above
10 %.

In addition, as provided for by the Banking Communi-
cation, the aid must be well-targeted in order to be able
to effectively achieve the objective of remedying a serious
disturbance in the economy; it must, in its amount and
form, be necessary to achieve the objective, meaning that
the aid measure must be of the minimum amount
necessary to remedy the disturbance; also, any positive
effects of the measures must be properly balanced against
the distortions of competition, in order for the
distortions to be limited to the minimum necessary to
reach the measures’ objectives. Consequently, the
Commission positively views the fact that the capital
injection is limited to what is necessary to reinforce
KBC's capital position and the overall remuneration of
the measure. In addition, the Commission notes
positively the commitments of KBC concerning the
continuation of lending to the real economy.

Finally the Commission notes that this recapitalisation is
the second such measure that KBC has benefitted from
since the beginning of the crisis. Given the scale and
repeated nature of the State interventions in favour of
KBC, the Commission concludes that an in-depth restruc-
turing plan is required.

Measure 3 — The asset relief measures by the Belgian Federal
authorities

L. Eligibility of assets

As regards the eligibility of the assets, the IAC indicates
in section 5.4 that asset relief requires a clear identifi-
cation of impaired assets and that certain limits apply in
relation to eligibility to ensure compatibility. In Annex 3
to the IAC, the definition of eligible assets is further
elaborated on. In this Annex, CDOs are mentioned as
examples of impaired assets which can be included in
relief operations without doubts as to their eligibility.
The Commission notes in this respect that all assets in
the portfolio are CDOs. The impaired assets are therefore
sufficiently identified and do not raise issues of eligibility.

II. Transparency and disclosure

The Commission notes that the IAC demands in section
5.1 full ex-ante transparency and disclosure of
impairments by eligible banks on the assets which will
be covered by the relief measures, based on adequate
valuation, certified by recognised independent experts
and validated by the relevant supervisory authority.

The Commission notes that the Belgian authorities have
engaged an independent expert which has valuated the
portfolio  before  government intervention.  The
Commission also observes that the Belgian supervisory
authorities have stated, pursuant to point 20 IAC, that
they agree with the methodology underpinning the
valuation.

Finally, the Commission notes that the requirements
concerning transparency and disclosure concerning the
asset portfolio covered by the relief measure are met in
principle, with the exception of the issue of proper
valuation dealt with separately below.
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(81)

(82)

(83)

(84)

(85)

[Il. Management of assets

The Belgian authorities have indicated that they are in
discussions with KBC concerning the management rights
of the portfolio. The Commission notes that KBC is in
the process of ensuring that the Belgian authorities will
obtain the customary and necessary rights to safeguard
its interests and to ensure full compliance with the
requirements laid down in the IAC.

The Commission recalls that the IAC stipulates that, irre-
spective of the model chosen, it is necessary to ensure
clear functional and organisational separation between
the beneficiary bank and its impaired assets, notably as
to their management, staff and clientele. The Commission
expects any future arrangement between the Belgian State
and KBC to fulfil these requirements.

The Commission also observes that KBC will, after taking
the first loss, take a loss of 10 % on the whole portfolio.
This seems to be in line with point 45 of the IAC, which
stipulates that the overall financing mechanism of the
asset management should ensure that the bank will
have to assume a proportion of the losses. This will
incentivise KBC to ensure that the portfolio is managed
as efficiently as possible.

On the whole, the Commission cannot yet conclude
whether this condition has been fulfilled.

V. Valuation

The IAC notes in section 5.5 that a correct and
consistent approach to valuation is of key importance
to prevent undue distortions of competition. The
Commission has to carefully scrutinize the valuation
and in particular the underlying general methodology
in order to ensure a consistent approach at Community
level. For that purpose the Commission has called on the
technical assistance provided by its own experts. The
Commission notes that the technical experts consider
more information is needed.

The Commission observes that the independent experts
hired by the Belgian authorities [...] have determined the
market implied loss and the estimated loss per CDO
across four different fundamental scenarios. The Belgian
authorities have also submitted that according to their
preliminary calculations, the real economic value of the
aggregate CDO portfolio amounts to EUR [...].

Although the Commission does not question the qualifi-
cation of the independent expert and its general
approach, it so far has been unable to verify the
methodology used to determine the real economic
value and to assess whether the conclusions reached in
the wvaluation by [...] is fair. At this stage, the
Commission does not have all the information needed,
including fundamental assumptions, to conduct a proper
assessment (see confirmation by the Commission’s
technical experts above in point (81)). In particular, the
Commission has significant doubts regarding the
underlying valuation, including but not exclusively as
regards the following issues:

(a) the accuracy andfor reasonableness of the underlying
assumptions and methodology used by the experts of
the Belgian authorities to value the CDO portfolio;

(86)

(88)

(89)

(b) the degree of correlation between the underlying
corporate and ABS securities, more specifically how
this correlation has been established and subsequently
applied to the portfolio. [...] takes a flat correlation
of [...] %, without detailed justification. However,
given that many of the reference securities appear
in more that one CDO, it is important that this
figure is substantiated because a higher degree of
correlation increases the risk of losses in the senior
tranches of CDOs, such as are protected in this
measure. Without clearer reasoning as to why the
correlation figure chosen by [...] is valid, their
valuation is open to question;

(c) the house price assumptions for the US housing
market used in the various stress scenarios. It
appears that some of the price data for individual
states do not correspond with wider market
consensus as to the likely extent of the price
declines. Also, the average price increase after 2013,
seems at first glance to be too optimistic when taking
into account the effect of the steep declines in some
states will have on the average house price;

(d) the corporate default levels, [...], used for some
corporates used in the model. The data available to
the Commission seems to indicate that the market
implied default levels are higher than those used in
the valuation model.

Further doubts as to the appropriateness of valuation
cannot be excluded at this stage in view of the fact
that the Commission has not yet received full
information both on the valuation methodology and
on its application to the individual assets covered. A
full assessment of the Commission can only be carried
out once the Commission is in possession of this
information.

In sum, the Commission at this point cannot determine
whether the real economic value and the valuation
methodology are fair and cannot exclude that the
estimated losses are higher than calculated by the inde-
pendent expert and intends to assess this in-depth.

V. Burden sharing

As regards burden sharing, the IAC states in section 5.2
the general principle that banks ought to bear the losses
associated with impaired assets to the maximum extent.
That implies first that the bank should bear the difference
between the nominal value and the real economic value
of the impaired assets.

The Commission notes that KBC will take a first loss of
EUR 3,2 billion and also retains 10 % of the risk
associated with the portfolio. Furthermore, in case KBC
decides to use its call option as regards the underwriting
commitment in the Equity Range, the Belgian authorities
will obtain ordinary shares, meaning that the holdings of
the other shareholders will be diluted. The Commission
notes favourably that the existence of this equity range
ensures that the State will at least gain some ownership
of KBC in return for compensating its losses on the CDO
portfolio.
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On the other hand, the Commission observes that
according to the Belgian authorities the real economic
value of the CDO portfolio is below the attachment
point for the Equity Range, the first being EUR [...]
billion and the latter EUR 16,8 billion. Whether this
will have consequences on the amount of aid resulting
from the impaired asset relief, the Commission will only
be able to determine after receiving the necessary
information in the course of the in-depth investigation.

Furthermore, as discussed above, the valuation of the
portfolio has yet to be verified by the Commission and
the real economic value still needs to be assessed. Given
that the Commission has doubts as regards the correct
valuation of the assets prior to government intervention,
there are also doubts as regards the necessary degree of
burden sharing included in this measure.

VI. Remuneration

The remuneration paid by KBC to the Belgian authorities
is also an important element of burden sharing. The
Commission recalls that, as noted in Annex 4 to the
IAC, it is necessary for Member States to ensure that
“any pricing of asset relief must include remuneration
for the State that adequately takes account of the risks
of future losses exceeding those that are projected in the

)

determination of the ‘real economic value ”.

The remuneration associated with the asset relief measure
is structured as a combination of an underwriting
commitment fee and a guarantee fee. The underwriting
commitment fee covers the Equity Range of all the losses
on the CDOs. The guarantee fee covers the Cash Range
of the losses on the CDOs (calculated per CDO).

The underwriting fee is calculated by reference to the fee
levels investment banks charge for stand-by equity under-
writings. The customary fee for this type of underwriting
commitment, according to the Belgian authorities, varies
between 10 and 15 bps per week. The midpoint of this
range (12.5 bps) has been applied to KBC. This amounts
to 650 bps per year on the principal amount of EUR 1,8
billion maximum. Furthermore, in the event that KBC
does call upon the State to provide an equity investment,
the State will subscribe to the newly issued equity at
market terms, as per point (31). In case the Belgian
authorities, when buying KBC shares, will acquire more
than 30 % voting rights, which could require it to launch
a mandatory takeover bid, it will have the option to
subscribe to hybrid capital instead. The conditions
attached to these hybrids have not been communicated
to the Commission. Consequently, it has not been able to
verify whether adequate remuneration would be paid for
them and whether this remuneration amounts to
sufficient burden sharing (*3).

The guarantee fee was calculated on the basis of several
elements including the notional amount of the CDO
portfolio and its parts, either hedged with MBIA or

(?%) Taking into account current market volatility, it is not unlikely that
a switch to hybrids could occur. For example, in case KBC would
have called on the underwriting commitment on 17 June 2009 (at
a share price of EUR 13,62), the Belgian authorities would have
obtained 28 % of the outstanding ordinary shares. In case KBC's
share price would decrease, as happened in the days following 17
June, a potential share of more than 30 % becomes increasingly

likely.

97)

retained by KBC, a credit value adjustment of 67,5 %, a
first loss of EUR 3,2 billion and a valuation of the assets
on the basis of a midpoint between Scenarios 2 and 3 as
developed by [...]. However, the fee paid for the
protection adequately compensates the State for
providing capital relief. The measure reduces KBC's
RWA by EUR 6,3 billion. This relieves capital of
EUR 504 million for KBC, which would usually cost it
EUR 35 million (*#), considerably less than the annual
guarantee fee of EUR 221 million.

The Commission notes however that the amount of the
guarantee fee is also dependent on the valuation of the
CDO portfolio. As the Commission has expressed doubts
on the valuation, it also doubts whether the guarantee fee
amounts to sufficient burden sharing. The Commission
especially doubts whether the chosen mid-point between
Scenarios 2 and 3 is appropriate (see footnote 8).

In sum, the Commission has doubts whether the
condition of the IAC as regards adequate remuneration
are met and invites the Belgian authorities to provide
more information on this matter.

VIL. Temporary compatibility of the measure for six
months

The Commission has been informed by the Belgian
authorities that the transaction has to be booked [...],
as otherwise the object of the measures, the increase of
KBC's solvency ratios in line with market expectations
and the reduction of P&L volatility will not be reached.
Given that the CDO portfolio has been the source of
KBC's difficulties, it is important for the asset relief
measures to be implemented in order to address the
root cause of the problem and thus avoid further
write-downs through P&L. Delaying this measure could
result in a further deterioration of the capital base and
further uncertainty about KBC. Timely approval will
allow sending a clear signal of confidence and stability
to the markets. Given the systemic importance of KBC
for the financial markets and economy in Belgium and a
number of Central European countries, such a signal will
also support confidence in the banking sector and
financial stability in these countries in times of uncer-
tainty and recession. The need for a timely Commission
decision concerning these measures has been confirmed
by the Belgian financial supervisor, the CBFA.

However, the Commission finds that, at this stage, the
conditions of the IAC on valuation, burden sharing,
remuneration and management of assets are not
fulfilled and an in-depth investigation of the portfolio
valuation is needed, which the Commission is not in a
position to complete in the necessary time frame and on
the basis of available information. Nevertheless, in view
of the fact that the measure complies with the criteria for
eligibility of assets and transparency and disclosure, the
Commission can consider approving the asset relief
measure as a temporary measure for six months. The
Commission considers that any approval should in any
event be limited to six months on the basis of Annex 5
to the IAC.

(**) EUR 6,3 billion x Tier 1 ratio of 8 % = EUR 504 million x 7 %

(safe harbour capital remuneration less funding costs) = EUR 35
million
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(100) The Commission finally notes that in conformity with its

decision regarding measure 1, an initial restructuring plan
has been submitted by the Belgian authorities on 18 June
2009. The Commission, in line with the principles of the
Rescue and Restructuring Guidelines (*°), therefore
considers it justified that the approval of this measure
is extended until the Commission reaches its decision
on the restructuring plan.

4.3. Viability review and restructuring plan

(101) As regards the need for an assessment of the banks

balance sheet and activities, the IAC states that an appli-
cation for aid by an individual bank should be followed
by a full review of that bank’s activities and balance
sheet, with a view of assessing the bank’s capital
adequacy and its prospects for future viability. The
Commission recalls that paragraph 55 of the IAC states
that where the bank has already received State aid in
whatever form that either contributes to the coverage
or avoidance of losses, or altogether exceeds 2 % of the
banks RWA, in-depth restructuring would be required.
The Commission considers this to be the case for KBC.

(102) The Commission notes that in line with the

18 December 2008 decision regarding measure 1, the
Belgian authorities have submitted a plan for KBC on
18 June 2009. After a preliminary assessment of the
plan the Commission agrees with the Belgian authorities
that the plan has to be further developed in order to
comply with the conditions set out in the IAC. The
Commission notes that this plan should cover all three
measures and include in-depth restructuring of KBC. The
plan should include commitments regarding the
reduction of market risk, in particular the reduction of
risk weighted assets. Such a reduction could be achieved
by divestments, both in core and non-core activities.

(103) The Belgian authorities have provided the necessary

commitment to submit a complete in-depth restructuring
plan within 3 months following the present decision.
Therefore, the Commission will assess the restructuring
plan, which will take into account all aid measures
granted to KBC including the present ones, at that stage.

5. CONCLUSION

(104) The Commission finds that measure 2 complies with the

conditions of the Banking and Recapitalisation
Communications as an emergency measure and
therefore can approve it for a period of six months.
However, the Commission notes that this recapitalisation
is the second such measure that KBC has benefitted from
since the beginning of the crisis. Given the scale and
repeated nature of the State interventions in favour of
KBC an in-depth restructuring plan has to be submitted
for KBC.

(105) With regard to measure 3, the Commission finds that the

measure complies with the conditions on eligibility of
assets and transparency and disclosure as stipulated in
the IAC and in view of the serious threat to financial
stability approves the measure for six months. At the

(*%) Commission Guidelines on State aid for rescuing and restructuring

firms in difficulty (O] C 244, 1.10.2004, p. 2), point 26.

same time, the Commission has doubts at this stage
whether that the measure complies with the conditions
relating to, valuation, remuneration and burden sharing
and asset management arrangements and opens a
detailed investigation.

(106) Concerning measure 1, the Commission is of the view

that it is justified to extend the approval of this measure
until a decision is reached on the restructuring plan.

DECISION

— The Commission has accordingly decided not to raise

objections to measure 2, being the capital injection by the
Flemish authorities, on grounds that it is compatible with
the EC Treaty, and approves it temporarily as rescue aid for
6 months.

The Commission finds that measure 3, being the asset relief
measure, in favour of KBC is temporarily compatible with
the common market as it complies with a number of
conditions of the IAC, and with due considerations for the
need to preserve financial stability, measure 3 in favour of
KBC is accordingly approved for six months.

However, in the light of the foregoing considerations, the
Commission has also decided to initiate the procedure laid
down in Article 88(2) of the EC Treaty to verify the
conditions of the IAC regarding, valuation (including the
valuation methodology) burden sharing, remuneration and
asset management arrangements of the measure.

The Commission requires the Belgian authorities to provide,
in addition to all documents already received, information
and data needed for the assessment of the compatibility of
the aid, including but not exclusively additional information
with regard to the methodology report, the correlation
between the underlying corporate securities and ABS, the
stress scenarios used, the calculation of the guarantee fee
and conditions of the hybrids in the Equity Range and the
asset management arrangements.

The Commission requires the Belgian authorities to submit
an in-depth restructuring plan, in addition to the initial
restructuring plan submitted to the Commission on
18 June 2009, within three months that takes into
account the aid granted to KBC through all 3 measures,
which the Commission will assess in order to decide
about a prolongation of the aid after six months.

The Belgian authorities are requested to forward a copy of
this letter to the potential recipient of the aid immediately.

The Commission informs the Belgian authorities that it will
inform interested parties by publishing this letter and a
meaningful summary of it in the Official Journal of the
European Communities. It will also inform interested parties
in the EFTA countries which are signatories to the EEA
Agreement, by publishing a notice in the EEA Supplement
to the Official Journal of the European Communities, 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.”



