
ISSN 0378-6978

L 88Official Journal
of the European Communities

Volume 39

5 April 1996

English edition Legislation

Contents I Acts whose publication is obligatory

* Commission Regulation (EC) No 617/96 of 3 April 1996 concerning the
classification of certain goods in the combined nomenclature 1

* Commission Regulation (EC) No 618/96 of 3 April 1996 concerning the
classification of certain goods in the combined nomenclature 3

* Council Directive 96/21/EC of 29 March 1996 amending Commission Direc­
tive 94/54/EC concerning the compulsory indication on the labelling of
certain foodstuffs of particulars other than those provided for in Directive
79/112/EEC 5

II Acts whose publication is not obligatory

Commission

96/257/EC:

* Commission Decision of 31 October 1995 concerning the aid granted by
Spain to Seat SA, a member of the Volkswagen group (') 7

(') Text with EEA relevance

1

EN
Acts whose titles are printed in light type are those relating to day-to-day management of agricultural matters , and are
generally valid for a limited period.
The titles of all other Acts are printed in bold type and preceded by an asterisk.



5. 4. 96 EN Official Journal of the European Communities No L 88/ 1

I

(Acts whose publication is obligatory)

COMMISSION REGULATION (EC) No 617/96
of 3 April 1996

concerning the classification of certain goods in the combined nomenclature

THE COMMISSION OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European
Community,

established by this Regulation, can continue to be
invoked, under the provisions in Article 12 (6) of Council
Regulation (EEC) No 2913/92 of 12 October 1992 estab­
lishing the Community Customs Code (3), for a period of
three months by the holder,

Whereas the measures provided for in this Regulation are
in accordance with the opinion of the Tariff and Statis­
tical Nomenclature Section of the Customs Code
Committee,

Having regard to Council Regulation (EEC) No 2658/87
of 23 July 1987 on the tariff and statistical nomenclature
and on the Common Customs Tariff ('), as last amended
by Commission Regulation (EC) No 586/96 (2), and in
particular Article 9 thereof,

HAS ADOPTED THIS REGULATION:Whereas in order to ensure uniform application of the
combined nomenclature annexed to the said Regulation,
it is necessary to adopt measures concerning the classifi­
cation of the goods referred to in the Annex to this Regu­
lation; Article 1

The goods described in column 1 of the annexed table are
now classified within the combined nomenclature under
the appropriate CN codes indicated in column 7 of the
said table .

Whereas Regulation (EEC) No 2658/87 has set down the
general rules for the interpretation of the combined
nomenclature and those rules also apply to any other
nomenclature which is wholly or partly based on it or
which adds any additional subdivision to it and which is
established by specific Community provisions, with a
view to the application of tariff and other measures
relating to trade in goods;

Article 2

Binding tariff information issued by the customs authori­
ties of Member States which do not conform to the rights
established by this Regulation can continue to be invoked
under the provisions of Article 1 2 (6) of Regulation (EEC)
No 2913/92 for a period of three months.

Whereas, pursuant to the said general rules, the goods
described in column 1 of the table annexed to the present
Regulation must be classified under the appropriate CN
codes indicated in column 2, by virtue of the reasons set
out in column 3;

Whereas it is accepted that binding tariff information
issued by the customs authorities of Member States in
respect of the classification of goods in the combined
nomenclature and which do not conform to the rights

Article 3

This Regulation shall enter into force on the 21st day
following its publication in the Official Journal of the
European Communities.

(') OJ No L 256, 7. 9. 1987, p. 1 .
h) OJ No L 84, 3 . 4. 1996, p. 18 . 0 OJ No L 302, 19. 10 . 1992, p. 1 .



No L 88/2 EN Official Journal of the European Communities 5 . 4. 96

This Regulation shall be binding in its entirety and directly applicable in all Member
States.

Done at Brussels, 3 April 1996.

For the Commission

Mario MONTI

Member of the Commission

ANNEX

Description of the goods Classification
(CN code) Reason

( 1 ) (2) (3)

Portable battery-powered electronic keyboard for children,
of coloured plastic, with 32 mini-sized keys, and controls
for orchestral instruments , rhythms, demonstration mode,
volume and power

9503 50 00 Classification is determined by the provisions of General
Rules 1 and 6 for the interpretation of the combined
nomenclature, by Note 1 (c) to Chapter 92 and the
wording of CN codes 9503 and 9503 50 00.
This article does not constitute a musical instrument in
the sense of Chapter 92, because of its design and limited
size
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COMMISSION REGULATION (EC) No 618/96
of 3 April 1996

concerning the classification of certain goods in the combined nomenclature

THE COMMISSION OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European
Community,

Having regard to Council Regulation (EEC) No 2658/87
of 23 July 1987 on the tariff and statistical nomenclature
and on the Common Customs Tariff ('), as last amended
by Commission Regulation (EC) No 586/96 (a), and in
particular Article 9 thereof,

Whereas in order to ensure uniform application of the
combined nomenclature annexed to the said Regulation,
it is necessary to adopt measures concerning the classifi­
cation of the goods referred to in the Annex to this Regu­
lation;

Whereas Regulation (EEC) No 2658/87 has set down the
general rules for the interpretation of the combined
nomenclature and those rules also apply to any other
nomenclature which is wholly or partly based on it or
which adds any additional subdivision to it and which is
established by specific Community provisions, with a
view to the application of tariff and other measures
relating to trade in goods;

Whereas, pursuant to the said general rules, the goods
described in column 1 of the table annexed to the present
Regulation must be classified under the appropriate CN
codes indicated in column 2, by virtue of the reasons set
out in column 3;

Whereas it is accepted that binding tariff information
issued by the customs authorities of Member States in
respect of the classification of goods in the combined

nomenclature and which do not conform to the rights
established by this Regulation, can continue to be
invoked, under the provisions in Article 1 2 (6) of Council
Regulation (EEC) No 2913/92 of 12 October 1992 estab­
lishing the Community Customs Code (3), for a period of
three months by the holder,

Whereas the measures provided for in this Regulation are
in accordance with the opinion of the tariff and statistical
nomenclature section of the Customs Code Committee,

HAS ADOPTED THIS REGULATION:

Article 1

The goods described in column 1 of the annexed table are
now classified within the combined nomenclature under
the appropriate CN codes indicated in column 2 of the
said table .

Article 2

Binding tariff information issued by the customs authori­
ties of Member States which does not conform to the
rights established by this Regulation can continue to be
invoked under the provisions of Article 12 (6) of Regula­
tion (EEC) No 2913/92 for a period of three months .

Article 3

This Regulation shall enter into force on the 21st day
following its publication in the Official Journal of the
European Communities.

This Regulation shall be binding in its entirety and directly applicable in all Member
States .

Done at Brussels, 3 April 1996.

For the Commission

Mario MONTI

Member of the Commission

(') OJ No L 256, 7. 9 . 1987, p. 1 .
b) OJ No L 84, 3 . 4. 1996, p. 18 . 0 OJ No L 302, 19 . 10 . 1992, p. 1 .
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ANNEX

Description of the goods
Classification
(CN code) Reason

0 ) (2) (3)

1 . Monthly astrology magazine consisting of a single,
rolled-up sheet of paper of 79 mm by 505 mm,
printed on both sides and containing horoscopes
(monthly and daily) and lucky numbers for games of
chance, whether or not illustrated.

4902 90 30 Classification is determined by the provisions of General
Rules 1 and 6 for the interpretation of the combined
nomenclature and by the wording of CN codes 4902,
4902 90 and 4902 90 30

The rolled-up magazine is protected by a tube of trans­
parent plastic. I
Every month four such magazines, identical in
wording, illustration and colour, are put on sale to­
gether in a colour printed and illustrated cardboard
presentation pack, on which the month is indicated.
The presentation pack is subdivided into 1 2 boxes, one
for each sign of the Zodiac

2. Children's picture book (30 cm x 40 cm) made up of
four thick cardboard pages and illustrated with pictures
on the Christmas theme.

The inside pages include coloured Christmas pictures
and musical and vocal scores on every double page.

4903 00 00 Classification is determined by the provisions of General
Rules 1 and 3 (b) for the interpretation of the combined
nomenclature, Note 6 to Chapter 49 and by the wording
of CN code 4903 00 00

The last page (which serves as cover), 1 cm thick, is
illustrated on recto with a Christmas tree, decorated
with multicolour baubles, each of which contains a
bulb.

This page contains a micro loudspeaker and an elec­
tronic module, which, when a key is pressed, triggers
off the tunes and flashes the bulbs

3 . Musical mobiles for babies, disassembled, comprising:
— a suspender with fastening devices of plastics;
— a musical box with a windable clock-spring motor,
— a mobile consisting of two crossed arms of plastic,

to the central crossing point and ends of which
figures of stuffed animals (rabbits , ducks, frogs),
made of textile materials and given human clothes ,
are attached by a thread.

9503 50 00 Classification is determined by the provisions of General
Rules 1 , 2 (a), 3 (b) and 6 for the interpretation of the
combined nomenclature and by the wording of CN codes
9503 and 9503 50 00.

The product is intended to keep babies amused, in par­
ticular due to the presence of the musical box

When wound, the musical box plays a tune and turns
the mobile I
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COUNCIL DIRECTIVE 96/21/EC

of 29 March 1996

amending Commission Directive 94/S4/EC concerning the compulsory
indication on the labelling of certain foodstuffs of particulars other than those

provided for in Directive 79/112/EEC

THE COUNCIL OF THE EUROPEAN UNION,

Having regard to the Treaty establishing the European Community,

Having regard to Council Directive 79/112/EEC of 18 December 1978 on the
approximation of the laws of the Member States relating to the labelling, presentation and
advertising of foodstuffs ('), and in particular Article 4 (2) thereof,

Having regard to European Parliament and Council Directive 94/35/EC of 30 June 1994
on sweeteners for use in foodstuffs, and in particular Article 6 thereof (2),

Having regard to the proposal from the Commission,

Whereas Commission Directive 94/54/EC of 18 November 1994 concerning the
compulsory indication on the labelling of certain foodstuffs of particulars other than those
provided for in Directive 79/ 1 12/EEC (3) contains a list of foodstuffs for which the
labelling must include one or more additional particulars;

Whereas the purpose of this Directive is to supplement the said Annex with regard to
foodstuffs containing sweeteners;

Whereas, having regard to the scope and effects of the proposed action, the Community
measures introduced by this Directive are not only necessary but essential if the objectives
set are to be attained; whereas those objectives cannot be attained by the Member States
acting individually, whereas, moreover, Directive 94/35/EC already provides for the
attainment of such objectives at Community level ;

Whereas, with a view to providing adequate consumer information, the labelling of
foodstuffs which contain sweeteners must bear details to that effect;

Whereas, moreover, warnings should also be given on the labelling of foodstuffs
containing certain categories of sweetener,

Whereas, in accordance with the procedure laid down in Article 17 of Directive
79/ 112/EEC and Article 7 of Directive 94/35/EC, a draft of this Directive was submitted
to the Standing Committee on Foodstuffs; whereas the latter was unable to deliver an
opinion; whereas in accordance with that same procedure the Commission has submitted
a proposal to the Council regarding the measures to be adopted,

HAS ADOPTED THIS DIRECTIVE:

Article 1

The Annex to Directive 94/54/EC is hereby supplemented as follows:

(') OJ No L 33, 8 . 2. 1979, p. 1 . Directive as last amended by Directive 93/102/EC (OJ No L 291 , 25.
11 . 1993, p. 14).

I1) OJ No L 237, 10 . 9. 1994, p. 3 .
(3) OJ No L 300 , 23 . 11 . 1994, p. 14.
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Type or category of foodstuff Particulars

Foodstuffs containing a sweetener or sweeteners
as authorized by Directive 94/35/ECf)

Foodstuffs containing both an added sugar or
sugars and a sweetener or sweeteners as
authorized by Directive 94/35/EC

Foodstuffs containing aspartame

Foodstuffs containing more than 10 % added
polyols

"with sweeteners)"
This particular shall accompany the name under
which the product is sold, as laid down in
Article 5 of Directive 79/112/EEC

"with sugar(s) and sweeteners)"
This particular shall accompany the name under
which the product is sold as laid down in Article
5 of Directive 79/112/EEC

"contains a source of phenylalanine"

"excessive consumption may produce laxative
effects"

0 OJ No L 237, 10 . 9. 1994, p. 3 .

Article 2

Member States shall , where necessary, amend their laws, regulations and administrative
provisions before 1 July 1996 so as to:
— allow trade in products complying with this Directive by 1 July 1996 at the latest;
— prohibit trade ip products not complying with this Directive from 1 July 1997.

However, products placed on the market or labelled before that date which do not
comply with this Directive may be marketed until stocks are exhausted.

They shall forthwith inform the Commission thereof.
When Member States adopt such provisions, they shall contain a reference to this
Directive or be accompanied by such reference on the occasion of their official
publication . The methods of making such reference shall be laid down by the Member
States .

Article 3

This Directive shall enter into force on the 20th day following its publication in the
Official Journal of the European Communities.

Article 4

This Directive is addressed to the Member States.

Done at Brussels, 29 March 1996.

For the Council

The President

T. TREU
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II

(Acts whose publication is not obligatory)

COMMISSION

COMMISSION DECISION

of 31 October 1995

concerning the aid granted by Spain to Seat SA, a member of the Volkswagen
group

(Only the Spanish text is authentic)
(Text with EEA relevance)

(96/257/EC)

THE COMMISSION OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European
Community, and in particular the first subparagraph of
Article 93 (2) thereof,

Having regard to the Agreement on the European
Economic Area, and in particular Article 62 ( 1 ) (a) thereof,

Having given the parties concerned the opportunity to
submit their comments, in accordance with the above­
mentioned Articles,

Whereas:

By initiating the procedure, the Commission was expres­
sing serious doubts about the compatibility of the aid
with Article 92 of the Treaty, for the following reasons:

— in 1994 the Spanish authorities concluded two aid
agreements, one on 11 July between the Spanish
central authorities and the Catalan regional authorities
and VW-Seat and the other on 29 July between the
Catalan regional authorities and VW-Seat, committing
Pta 46 billion in State aid to Seat, to be granted by the
Ministry of Industry and Energy (Pta 38 billion) and
the Generalitat de Catalunya (Pta 8 billion),

— as a result of these agreements, the ICO (Instituto de
Credito Oficial) and the ICF (Instituto Catalan de
Finanzas), which are publicly-owned credit institu­
tions, granted Volkswagen AG two loans, amounting
to Pta 30 billion and Pta 6 billion respectively, as an
advance on the future grants from the Spanish autho­
rities to Seat,

I

INITIATION OF THE PROCEDURE IN ARTICLE 93 (2)
OF THE TREATY

— having examined the aid agreements and the loan
contracts, the Commission concluded that State aid
had been granted to Seat illegally in the form of the
ICO and the ICF loans to the VW group,

— by letter dated 24 February 1995, the Spanish authori­
ties notified their proposal to grant State aid to Seat, in
accordance with approved programmes, in support of
the eligible costs incurred in 1994 in paying for 30
R&D projects under its multiannual investment plan
for 1994 to 1996 . Having examined the information
supplied, the Commission informed the Spanish
authorities that it could not adopt a position concer­

By letter dated 15 June 1995, the Commission informed
Spain of its decision (') of 7 June 1995 to initiate the
procedure provided for by Article 93 (2) of the Treaty with
regard to the State aid measures proposed by the Spanish
authorities for Seat SA (Seat), a motor vehicle manufac­
turer belonging to the Volkswagen group (the VW group).

(') OJ No C 237, 12. 9 . 1995, pp. 2 and 12.
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granted to Seat was communicated to the Spanish
Government by letter dated 1 August. In the letter the
Commission informed the Spanish authorities that, On
the basis of the notification submitted, it could not adopt
a position on the compatibility of restructuring aid with
the Community guidelines on State aid for rescuing and
restructuring firms in difficulty or with the Community
framework for State aid to the motor vehicle industry.
Consequently, the Commission communicated to the
Spanish authorities its decision to verify how far the noti­
fied plan still reflected the restructuring measures actually
adopted and whether the conditions of the guidelines on
restructuring aid in general and as regards the motor
vehicle industry were met.

The Commission requested the Spanish Government to
submit its observations in this respect within one month
of the date of the letter.

ning the notification received, since this referred only
to the aid which was to be granted in 1994 to 30 R&D
projects, in respect of which an entire State aid
package had already been agreed for 1994 to 1996.
The Commission also disagreed with the fact that
only the parts of the projects relating to expenditure
already paid were notified. In addition, the notifica­
tion was incomplete, since it did not include the
subsidies which the autonomous Government of Cata­
lonia was going to grant for the same purpose,

— similarly, the Commission expressed serious doubts
about the compatibility of the aid measures with the
various criteria laid down in the Community frame­
work for State aid to the motor vehicle industry. .

By means of the abovementioned letter of 15 June 1995,
the Commission requested the Spanish Government to
submit its observations within one month of the date of
the letter.

Ill

II

OBSERVATIONS OF THE SPANISH AUTHORITIES

MODIFICATION OF THE ARTICLE 93 2) PROCEDURE
The Spanish authorities replied to the Commission s
communication on the modification of the Article 93 (2)
procedure for examining the aid to Seat by letter dated 3
August 1995, which confirmed only that the additional
information about the Seat restructuring plan requested in
the Commission's letter of 28 July (see the second para­
graph of Section V) would be supplied at a later date.

That information was subsequently notified by the
Spanish authorities to the Commission by letter dated 24
August (registered by the Commission on 14 September)
and supplemented at two successive bilateral meetings.
Lastly, the Spanish authorities supplied new data and
offered further guarantees in their letters of 5 October and
20 October.

After the procedure had been initiated, the Spanish
Government, by letter dated 27 June 1995, informed the
Commission that the various aid measures being scruti­
nized under the procedure were to be regarded as restruc­
turing aid linked to a plan for restructuring Seat, which
was forthwith submitted to the Commission .

The Spanish authorities also informed the Commission
that this notification replaced the previous one, sent by
letter dated 24 February 1995, relating to the aid for 30
Seat technological and industrial innovation projects in
1994 (formerly Case N 222/95). In addition, they made it
clear that the restructuring aid measures now being noti­
fied consisted of State aid projects based on programmes
previously approved by the Commission and measures
promoting technological innovation, modernization,
rationalization, training, conversion of the workforce and
environmental projects.

In the light of these facts, and since the case involved a
company experiencing difficulties and operating in a
problematic sector regulated by a Community framework,
the Commission decided on 20 July 1995 to amend its
previous decision, adopted on 13 June, concerning the
initiation of the procedure provided for in Article 93 (2)
of the Treaty.

At the same time, the Commission's decision of 20 July
amending its previous decision to examine the aid

IV

OBSERVATIONS OF THIRD PARTIES

With the publication of the decision of 7 June 1995 initi­
ating the Article 93 (2) procedure with regard to the Seat
aid measures and that of 20 July 1995 amending the
previous decision, the Commission requested the other
Member States and interested third parties to send their
observations on the aid in question within one month .
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In response, the Commission received observations, by
letter dated 11 October 1995, from the German Govern­
ment only. The letter expressed support for the aid
granted by the Spanish authorities for the Seat restructu­
ring plan .

By 12 October the Commission had received no observa­
tions from other Member States or interested parties on
the aid proposed by the Spanish authorities for Seat.

V

ANALYSIS OF THE SEAT RESTRUCTURING PLAN

— the initial costs of the new plant at Martorell , which
came into service in 1993, and the uneconomic cost
of keeping on stream the old, under-used factory in
the free zone,

— the high cost of [...](') in the free zone factory: in
1993 the company announced the loss of 1 865 jobs,
and another 7 200 workers were affected by employ­
ment regulation measures;

— a fall of nearly 22 % in sales (Pta 493 532 million) in
1993 compared with the previous year, combined with
a decline in production of 18,2% (472978 units),
which resulted in an increase in stocks .

These facts made it necessary to adapt production capa­
city and the level of employment at the company to Seat's
real situation on the market, which, contrary to the
company's forecasts, was beginning to show a reduced
rate of growth.

In view of all these factors, Seat's survival as a company,
with its own capacity within the VW group, was threa­
tened by:

— excess production capacity of approximately 50 % on
account of the decline in its share of the Western
European market for motor vehicles and of the pros­
pective trend for that market,

— a surplus in the workforce of about 50 % , given the
forecast levels of automobile production and the rates
of productivity,

— sizeable financial and operating losses, which together
were pushing the company towards technical bank­
ruptcy.

As already mentioned, the Commission had to carry out
an examination to establish how far the notified plan still
reflected the reality of the restructuring measures adopted
and whether the conditions of the guidelines on restruc­
turing aid in general as well as those for the motor vehicle
industry were met.

This assessment was carried out with the help of an inde­
pendent consultancy, which, on 24 and 25 July 1995,
visited the Seat factories in the Barcelona free zone and at
Martorell in the company of Commission officials . The
object of the visit was to carry out a preliminary examina­
tion of the restructuring aspects of the plan submitted by
the Spanish authorities and to gather the data still needed
for the Commission to adopt a definitive position on the
aid measures as re-notified. After the visit, the Commis­
sion requested, by letter dated 28 July, further informa­
tion from the Spanish authorities on the Seat restructu­
ring plan .

The following description of the Seat restructuring plan is
based on the results of the visit and on the data supplied
by the Spanish authorities and, with the prior agreement
of the said authorities, by the VW group at the different
stages of the examination under the Article 93 (2) proce­
dure .

(b) The VW group's strategy with regard to the
restructuring of Seat SA

Faced with the critical situation of Seat in 1993 — the
company would have filed for bankruptcy without the
immediate capital contributions from its parent — the
supervisory board ('Aufsichtsrat') of Volkswagen AG
adopted a set of measures ('Sanierungskonzept Seat SA')
on 18 December 1993 with the object of re-establishing
the viability of the company, taking account both of its
current situation and of Seat's medium-term forecasts (in
accordance with VW's annual system of strategic plan­
ning, the plan in force in December 1993 was known as
'planning round PR 42' and ' was based on a probable
scenario covering the production volumes, sales, market
shares and financial assumptions of the different subsidia­
ries in the group).

(a) Reasons for the adoption of a restructuring plan
for Seat

Seat's financial situation deteriorated dramatically in 1993 ,
when the company accumulated losses of Pta 151 billion
for a variety of reasons, namely:

— the successive devaluations of the peseta, which adver­
sely affected the company's financial obligations,
given the considerable volume of external debt
contracted by Seat,

— a large increase in the company's depreciation costs as
a result of the VW group's policy for investment in
Seat since 1989,

(') Blanks between square brackets indicate business secrets dele­
ted in the published version of this Decision .
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Also on 18 December, the VW board considered the
worst-case version of PR 42 the '320 000 scenario' which
would have involved certain changes in the restructuring
measures. The decisive factor in this scenario was the
possibility of maintaining Seat's overall production at
320 000 units a year until 1997. These production and
sales targets were to be decisive for calculating the
maximum number of jobs which the board considered
superfluous (i.e. which would have to be axed) in the light
of Seat's real needs for the period 1994 to 1997.

(364 048 units). The sales targets for 1995 to 1997
corresponded to the assumptions in the earlier plan,

— the proportion of VW vehicles produced in Seat plant
(Martorell) was more than twice the estimated share in
PR 42,

— the forecast financial results for 1995 still revealed
losses estimated at Pta [ . . . ] million, whereas PR 42
envisaged a profit (i.e. the company moved into profit
later than forecast).

In short, the restructuring plan which Seat is applying
and which constitutes the real basis for the aid measures
for that company, corresponds with the PR 42 plan
adopted in December 1993 and subsequently updated in
plan PR 43 .

The '320 000 scenario reflected the industrial restructu­
ring required by Seat's critical situation, compared with
the target of 700 000 units a year in the group's previous
forecasts (particularly PR 39), which assumed that the
existing capacities at the two Seat factories would be kept
simultaneously in service : the free zone factory for small
automobiles in segment A (the Seat Marbella and its
successors) and medium-size vehicles in segment C (the
Seat Toledo), and the Martorell plant for the production of
medium-size automobiles in segment B (the Seat Cordoba
and Ibiza and their successors). In fact, for the greater part
of 1993, all this technical capacity was underutilized due
to the serious crisis affecting vehicle sales.

(c) Objectives of Seat's 1994 to 1997 restructuring

The restructuring plan notified by the Spanish authorities
had two central objectives:

1 . to ensure the viability and solvency of the company, in
the medium and long term, during the period 1994 to
1997, and

2. to ensure the competitiveness of Seat as a company
with its own vehicle design, manufacturing and marke­
ting capacity within the VW group.

In October 1995, the extent to which these objectives
have been achieved gives rise, in accordance with the
assessment by the Commission's departments and the
current commercial situation on the automobile markets
of Western Europe, to the following comments:

The concept of the restructuring plan notified by the
Spanish authorities by letter dated 27 June in order to
justify the aid measures for Seat, on the basis of which the
Commission adopted the Decision of 20 July and whose
principal elements were published in the abovementioned
Official Journal of the European Communities, was
consistent with the restructuring measures adopted in
December 1993 but the figures were based on the
assumptions in the worst-case scenario (the '320 000
scenario').

Moreover, the additional information supplied by the
Spanish authorities in their letters of 24 August (registered
on 14 September) and 5 October (registered on 6 October)
and the visits by Commission officials to the Seat factories
in the free zone and at Martorell revealed that the plan
implemented by the VW group in December 1993 corre­
sponded to the original assumptions in PR 42, as
explained above, which was updated by the VW board in
December 1994 when it adopted the new plan PR 43 .

Medium- and long-term viability of the company

The optimistic assumptions of PR 42, drawn up in
December 1993, which suggested that profits would be
obtained from 1995 on, had to be revised. In accordance
with the most recent forecasts, it is now hoped that the
company will move back into profit in 1997, the last year
to which the notified plan applies . Similarly, the results
for 1995 are worse than forecast, despite the fact that the
sales projections for this year are being fulfilled. At the
end of the first half of 1995 losses were recorded amoun­
ting to Pta 18,7 million . Still, for the first time since 1992,
the company made an operating profit during this same
period . For their part, the other viability indicators on
which the Commission requested information also
suggest that the company has made considerable progress.
From these data it is clear that, if sales can grow as fore­
cast in the plan, the company will become profitable in
1997; this will depend to a large extent on the strategy

The main differences between the plan actually applied
(PR 43) and that entertained previously (PR 42) can be
summarized as follows :

— the actual volume of Seat automobiles sold in 1994
(313 690 units) was less than forecast in PR 42
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planned for the other subsidiaries in the group, since Seat
would in future be making more VW models each time,
principally for sale outside the Community.

free zone and 1 500 vehicles a day (2) at Martorell .
The bottlenecks were due in the free zone to the
body shop for the three models (the Marbella, the
Toledo and the Terra) and at Martorell to the paint
shop. Seat's overall annual production capacity, given
the other manufacturing conditions, could stabilize,
therefore, at around 670 000 units a year.

The industrial measures adopted by the VW group
with a view to restoring Seat to viability provide for
the definitive closure of the free zone plant and the
concentration of all Seat vehicle production at Marto­
rell . However, the closure has turned out not to be
definitive, since Seat resumed production at the free
zone factory in October 1994 — with a reduced
assembly capacity of 280 units a day — of the old
Marbella model. In addition , so that the production
of the Seat Toledo and of a new van replacing the
Terra could be transferred to Martorell , the daily
production capacities were increased compared with
the original forecasts, attaining 2 125 units a day,
with two paint shops (for the last stages of produc­
tion) in operation .

Seat as a company with its own capacity within the VW
group

Seat's autonomy within the VW group is seriously affected
by the restructuring measures the group has adopted. As a
result of these plans, Seat will lose its individual position
within the group to a certain extent, since it will no
longer have its own platforms (internal structure of a
model) and dynamic assembly lines (engines and trans­
missions and other basic mechanical parts). Its purchasing
department is integrated into the structure of the group,
and the latter now selects the suppliers. The new design
centre at Sitges (near Barcelona) is shared with VW and
Audi, while the Seat development centre has to compete
with the other group centres. Some of its importers and
its leasing and personal loan company have been acquired
by VW, which also supervises the data centre . Seat models
will no longer be produced only in Seat factories . Never­
theless, maintaining a separate identity should not consti­
tute an objective, since the plan has to focus on making
Seat a viable and competitive company, capable of
competing on the motor vehicles market. Once the
restructuring measures have been applied, Seat will not
only be fully integrated into the VW group but will be
able to compete successfully both within and outside it.

Consequently, Seats maximum technically possible
production capacity in October 1995, following the
application of the 1994 and 1995 restructuring
measures, is 2 045 units a day. However, Volkswagen
has taken the decision to close the paint shop in the
free zone factory at the end of 1996, with the result
that the installed capacity of the Seat plants from
1995 will be 2 125 units a day. Accordingly, it is
planned that Seat's overall annual production capa­
city, following the restructuring operation and
assuming no change in the other conditions of
production, will be 480 000 units a year.

(d) Restructuring measures — explanation of the
restructuring plan

Now that the measures actually applied to date and Seat's
current plans (PR 43) have been verified, the restructuring
of the company can be presented as follows: The current level of production capacity cannot be

increased unless new, substantial investment is made
to remove the current production bottlenecks .

As regards the reduction of capacity, it can be stated
that the anticipated reduction in Seat's technical
daily capacity amounts to 29 % of the capacity
available at the start of the restructuring plan in
December 1993 .

Industrial measures

(i) Production capacity
At the end of 1993, when the restructuring plan was
adopted, Seat had three automobile plants operating
in Spain : the factory in Barcelona's free zone, the
recently constructed factory at Martorell (which
entered into service in 1993), which both produced
Seat models, and a plant at Landaben, Navarre,
which produced the VW Polo and would be sold to
the parent company under the restructuring
measures. The production capacities of the two
remaining Seat automobile plants having been veri­
fied, it can be inferred that at the end of 1993 Seat's
actual capacities were 1 500 vehicles a day (') in the

Capacity at VW group level

Taking the VW group s installed production capacity
— including all subsidiaries dependent on the group

(2) Although the manufacturing capacity of the S03 model,
launched at Martorell in 1993, should in fact be 1 500 units a
day, actual production at the end of that year was only 1 150
units a day.

(') The figure of 1 500 units a day can also be found in a table
sent by VW to the Commission in November 1993 showing
the capacities of all the group's plants in the Community.
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— at October 1995 and throughout the EEA ('), the
closure of the free zone factory and the operation of
the Martorell plant under the conditions described
would mean an overall capacity reduction of nearly
5 % , i.e. production capacity would decline from
12 420 units a day in December 1993 to 1 1 832 units
a day at the end of 1997 (2).

(ii) Modernization programme

The fact that the cost of investments actually carried
out in 1994 and 1995 turned out to be lower was
attributed by the company to the cancellation of
certain projects and to the savings which could be
made in projects at the implementation stage .

(iii) Social aspects

The planned targets for cuts in production capacity,
combined with the need to improve the company's
productivity rates, gave rise to a drastic reduction in
Seat's workforce in December 1993 and to changes
in the occupational situation of those who remained
employed by the company.

Reductions in the workforce

In accordance with the plan notified to the Commis­
sion, the company's objective is to adjust the work­
force, reducing the number of jobs from 1 8 469 in
September 1993 to a target of 9 330, which in 1995
is the number necessary to produce just 320 000
annual units.

The change in Seat's workforce between 1993 and
1997 (with the actual figures for the number of
persons employed in 1993 and 1995) is recorded in
the following table :

As was notified to the Commission, production capa­
city has been reduced in accordance with an R&D
plan, which is estimated to cost Pta 207 200 million
between 1994 and 1997 (including Pta 5 100 million
for training programmes) and which consists basi­
cally of industrial innovation and technological deve­
lopment projects and modernization measures. These
projects are particularly relevant to the activity of
Seat's technical centre at Martorell . Some of them
consist of investment by Gearbox del Prat SA, a
wholly-owned subsidiary of Seat.

The financial table showing the investment costs that
can be subsidized on an annual basis either by the
national authorities or by the Catalan regional autho­
rities, which was set out in the July 1994 aid agree­
ments, has been updated to reflect Seat's actual costs
in 1994 and its cost forecasts for 1995. As most
recently updated, the schedule is as follows (the
figures for 1996 and 1997 are tentative):

Human resources

(number of workers)

(Pta 1 000 million)

1993

(September]
1995

(August)
1997

(PR 43)

Administration, manage­
ment 3 186 2 842 [ ·· · ]

Free zone, Barcelona:

— indirect 3 229 1 088 [...]
— direct 5 563 1 714 [ ··· ]

Martorell :

— indirect 1 633 1 514 [...]
— direct 4 858 5 479 [ ··· ]

Total 18 469 12 777 [ ··· ]

I 1994 1995 1996 1997 Total

Development of new
models 14,3 25,7 27,0 20,6 87,6

Continuation of existing
models 18,2 10,8 6,2 0,0 35,2

Innovation and develop­
ment 1,7 1,8 2,4 2,1 8,0

Quality assurance projects 0,0 0,0 0,1 0,1 0,3

Information technology 1,7 1,5 2,5 0,1 5,8

Environment projects 2,5 2,6 0,1 0,0 5,2

Projects at the planning
stage 0 3,5 2,0 8,0 13,5

Total 38,4 45,9 40,3 30,9 155,7

Thus, the effective reduction in the workforce differs
considerably from that in the notified timetable .
However, the ultimate objective is nearly as ambi­
tious as that in the original plan .

Other social measures

The reduction of the workforce is to be supple­
mented by a set of measures designed to reduce the
company's personnel costs and increase current
productivity rates to the average level for the Euro­
pean automobile industry.

(') Excludes the production capacity of the Skoda subsidiary,
which is not located in the EEA.

(2) The only difference between the table supplied by Volkswa­
gen and that of the Commission concerns the capacity of
Martorell, which the Commission fixed at 2 125 units a day
instead of 2 100 .
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The measures, negotiated with the unions in the
form of annual collective agreements, comprise :

— a reduction in the company's payroll of 10 %
compared with the wage level for December
1993,

— an increase of 10 days in employees' annual
working time (involving a shift from 1 736 hours
a year per worker in 1993 to 1 816 hours in 1994
and thereafter: i.e. 1 736 hours plus 80 compul­
sory hours per worker, in case the market
requires high levels of production),

— compulsory flexibility of labour during holidays,
depending on production needs,

— the compulsory mobility (to other locations
and/or categories of job) of the workforce in
accordance with the new production planning,

— an early-retirement scheme for workers over 55,

— part-time working for a maximum of 1 829
workers for a period of two years, with a wage
equal to 70 % of that for a full-time job,

— existing temporary contracts to be cut to a
maximum of 300 jobs,

— cancellation of the agreements previously signed
with the unions.

(IV) Training measures

The training programmes in Seat's restructuring plan
are designed to give the current manual and non-ma­
nual workers the necessary skills to develop and
launch new models. Seat's requirements are concen­
trated in the following areas :

— training needed for the operation of the (highly
automated) Martorell plant,

— training in product R&D for the staff of the
Martorell technical centre,

— process engineering for manufacturing
programmes, focusing on the continuous impro­
vement of quality, together with training for
suppliers' workers and those of other companies
in the group,

— training to promote the conversion of the work­
force and the adaptation of Seat workers to part­
time jobs,

— training measures for the network of dealers on
national and international markets .

The anticipated cost of the Seat training plan in
1994 to 1997 is Pta 5,7 billion, of which Pta 3,38
billion will have been paid at the end of 1995 .

(v) Cost of closing the free zone factory

Apart from the social costs discussed above, Seat will
have to meet the restructuring costs associated with
the closure of the free zone factory. These costs have
been audited and will be considerably lower than
originally forecast (Pta 14,2 billion). They may be
broken down as follows:

(Pta 1 000 million)

Cost of the social measures

The reduction in jobs and the application of the
restructuring measures affecting working conditions,
which are being implemented through a set of
measures agreed or to be agreed with the unions, will
cost altogether, according to the provisions already
made in Seat's accounts for 1993 and the PR 43 fore­
casts, an estimated Pta 64,5 billion :

Asset depreciation 2,7

Transfer of the Toledo assembly capacity 2,3

Conversion of the workforce 0,4

Cost of relaunch 0,3

Abolition of part-time work 0,4

Total 6,1(Pta 1 000 million)

Early retirement 36,5

Job regulation 5,3

Incentives for stopping work 20,0

Incentives for changing location 2,7

Total 64,5

(vi) Financial restructuring measures

In its notification to the Commission, the Spanish
Government assessed the financial restructuring
measures at Pta 257,8 billion, to be entirely supplied
by contributions from VW. However, these contribu­
tions do not represent a cost to the company but
rather an income with which part of the restructu­
ring costs can be funded. The company is in fact
implementing two financial restructuring measures :
the reconstruction of its working capital , and the

The cost is considerable less than originally esti­
mated at the end of 1993
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reduction of its substantial financial debt. It is
expected that Seat will be able to reduce its debt by
Pta 55,6 billion between 1993 and 1997. In addition,
an increase in its working capital of Pta 136,6 billion
is required in the same period, since Seat had
exhausted nearly all that capital in 1993 to meet the
operating losses for that year, thus creating a serious
liquidity problem.

decline in the company s equity capital and to
increase it to the minimum level required by Spanish
law, so as to offset the accumulated losses of the
company in 1994. VW wrote off Pta 82,3 billion of
commercial debts contracted with the group by Seat.
In addition, to guarantee the survival of the core
business of Seat as an independent company within
the group, VW agreed to reduce the prices of the
parts and components (including engines) supplied
to its subsidiary from Germany and to purchase,
through cash contributions, the Seat automobile
plant at Lanbaden, Navarre and Seat's financial
subisidary, Fiseat.

(vii) Financing the restructuring plan

The total cost of all industrial, workforce and finan­
cial measures making up the Seat restructuring plan
for 1994 to 1997 amounts, according to the examina­
tion carried out by the Commission, to Pta 441,7
billion . It can be broken down as follows :

These measures, which represent 51,2 % of the total
cost of the restructuring and were adopted between
December 1993 and April 1994, are shown in the
following table :

(Pta 1 000 million)

(Pta 1 000 billion)Industrial investments and R&D projects 155,7

Training programmes 5,7

Financial investments 17,5

Redundancy costs 64,5

Closure costs 6,1

Increase in working capital 136,6

Reduction of financial debt 55,6

Total 441,7

Debt write-off and capital increase 82,3

Purchase of the Landaben factory 104,4

Purchase of Seat's financial subsidiary 17,6

Interest subsidy for VW (10,0)
Discounts on the prices of supplies 36,0

( x 4 years)(')

Total contribution from VW to Seat 203,0

( l ) The VW group will make a total contribution of DM 100 million
(about Pta 8,7 billion) a year between 1994 and 1997 in the form
of discounts on the invoices for supplies from the group to Seat.At the end of 1995 Seat will have already defrayed

67 % of the total cost of the plan, having carried out
nearly two thirds of the proposed activities .

The cost will be financed by the cash flow generated
by Seat during the period, through the capital contri­
butions from the VW group to its subsidiary, the sale
of assets and the financial aid granted by the Spanish
authorities.

Financial aid granted by the Spanish autho­
rities

The aid measures adopted in 1994 by the Spanish
authorities in support of the restructuring plan
amounted to Pta 36 billion, of which Pta 30 billion
was granted by the national authorities in the form
of a loan contract between the ICO and VW, and Pta
6 billion was granted by the autonomous Catalonian
authorities in the form of a loan contract between
the ICF and VW.

Resources generated by Seat itself

The The company's own resources, whether they
proceed from its commercial activity or from atypical
transactions (e.g. the sale of assets outside the VW
group, the reduction of items allocated to deprecia­
tion and other non-operational items), are calculated
to be Pta 1 65,4 billion, or approximately 37,4 % of
the total cost of the restructuring operation .

The aid agreements and loan contracts entered into
in 1994 between the Spanish authorities, VW and
Seat established inter alia the following:

Contributions from the VW group

The deterioration in Seat's financial situation in
December 1993 required urgent action to limit the

— VW would transfer immediately to Seat the
amounts received under the loans (Pta 36 billion).
The transfer has been completed, as shown in
Seat's annual accounts,
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Pta 30 billion from the ICO to VW, Seat's parent
compary, constituted an advance . The ICO loan was
paid to VW and was then cashed by Seat in July 1994,

— the grants, totalling Pta 8 billion including the Pta 2
billion part-financed by the Community's Structural
Funds), from the Generalitat de Catalunya to Seat, on
which the loan of Pta 6 bilion from the ICF to VW
constituted an advance . The ICF loan was paid to VW
and was then cashed by Seat in March 1995,

— the aid for 30 projects in support of Seat's 1994 invest­
ments amounting to Pta 7,2 billion and constituting
the first instalment of the abovementioned Pta 38
billion in grants from the Ministry of Industry and
Energy.

— VW had to pay interest on the loans received in
1994 to 1997. The interest at the end of 1997 on
the Pta 36 billion received under the loan agree­
ments was estimated at Pta 10 billion,

— the total grants from the Spanish authorities (i.e.
Pta 46 billion) would cover both amounts: the
principal, plus all the interest which VW would
normally have had to pay.

The Pta 46 billion which will be granted under the
various aid schemes between 1995 and 1998 will
consequently be used to repay the principal (Pta 36
billion) and the interest (Pta 10 billion) on the said
loans. Consequently, the interest will benefit Volk­
swagen AG and will reduce its contribution to the
financing of the restructuring plan . The total State
aid of Pta 46 billion represents 10,4 % of the total
restructuring cost.

Although the Spanish Government informed the
Commission , in its letter of 5 October 1995, that it
had no intention of altering the current aid agree­
ments and loan contracts, it added at the same time
that it wanted to consider the entire restructuring
cost as a basis for granting the subsidies to Volkswa­
gen/Seat. By letter dated 20 October, the Spanish
authorities agreed to use the total cost figure esta­
blished by the Community at Pta 441,7 billion .

In addition, the Commission decided subsequently to
amend its previous decision to initiate the said procedure,
so as to take account of the new notification, submitted
on 27 June 1995, in which the Spanish authorities
informed the Commission that the said aid measures were
to be regarded as aid for the restructuring of Seat.

VI

EXISTENCE OF STADE AID

Having examined the data supplied by the Spanish autho­
rities in this respect, the Commission confirms its
opinion that the aid committed by the Spanish authorities
for VW-Seat under the agreements of 11 and 29 July
1994 and the granting of the ICO and ICF loans to Volk­
swagen AG, subject to the explicit condition that the
loans constitute an advance on the future grants, consti­
tutes State aid within the meaning of Article 92 ( 1 ):

— first, because the aid agreements provided that, if the
projects are carried out in accordance with the
proposed timetable, the grants formally agreed by the
authorities will suffice to cover all the costs associated
with the loans . Consequently, VW will not in prin­
ciple repay the loans, the interest or any additional
cost unless it does not carry out the projects, as it noti­
fied the Spanish authorities, or cannot substitute equi­
valent projects for them,

— secondly, because the borrower (VW) has confirmed
that it has not paid or been required to pay the inte­
rest (including that for late payment) due on the first
maturity date stipulated in the loan contract enterd
into with the ICO,

Given the volume of trade in the European Economic
Area in the type of motor vehicles produced by Seat, any
State aid for the restructuring of the company could
distort competition and affect trade within the meaning
of Article 92 (1 ) of the EC Treaty and Article 61 ( 1 ) of the
EEA Agreement.

When initiating the Article 93 (2) procedure, the
Commission stated that it was necessary to analyze, in the
light of Article 92, the contributions from public funds
from the Spanish Ministry of Industry and Energy and the
Generalitat de Catalunya to VW-Seat, which are set out
below:

— the grants, totalling Pta 38 billion, from the Ministry
of Industry and Energy to Seat, under schemes already
approved (SBT, PATI, PITMA), on which the loan of

— thirdly, because both the ICO and the ICF loan
contracts explicitly lay down that:

(a) the loans will be granted as advances on the aid
payments,



No L 88/ 16 EN Official Journal of the European Communities 5. 4. 96

Spanish authorities did not notify the aid measures in
advance, the Commission could not present its observa­
tions on those measures before they were applied in 1994.
In short, because it was granted in breach of Article 93 (3),
the aid is illegal .

VIII

COMPATIBILITY OF THE AID

(b) if certain clauses in the agreement cannot be
complied with on account of legal or other
obstacles, the other clauses will remain valid and
the parties will have to find equivalent aid mecha­
nisms or similar advantages,

(c) Seat will have to assign the grants it receives to the
credit institutions as an advance on VW's payment
obligations arising from the two loans,

(d) VW will not be liable for the interest due as a
result of delays in the authorization and payment
of the grants,

(e) the timetable for repaying the debt will be flexible
as a result of the assignment of the aid items,

— fourthly, because the amounts of the loans granted by
the ICO (Pta 30 billion) and the ICF (Pta 6 billion) are
shown in Seat's audited accounts for 1994 and 1995
under the heading 'non-repayable grants',

— fifthly, because the grants from the Ministry of
Industry and Energy (Pta 38 billion) and the Genera­
litat de Catalunya (Pta 8 billion) were calculated in
such a way as to cover the net grant to be cashed by
Seat (Pta 36 billion, in the form of the two loans to
VW under market conditions) plus the bank interest
which VW would owe to the ICO and the ICF (Pta 8
billion) until the loans were finally converted into
grants to Seat,

— sixthly and lastly, the aid reduced the cost of finan­
cing the restructuring plan to Seat and Volkswagen,
who are actively engaged in the EEA market for
passenger and commercial vehicles, thus giving an
artificial financial advantage to Seat and its parent
company, Volkswagen .

Consequently, the grants of Pta 36 billion made to Seat
through Volkswagen by the national and autonomous
authorities and the grants of Pta 10 billion (to VW) to
cover the interest constitute State aid for the purposes of
Article 92 ( 1 ) of the EC Treaty and Article 61 ( 1 ) of the
EEA Agreement.

Article 92 ( 1 ) of the EC Treaty establishes the principle
that, except where otherwise allowable, aid which distorts
or threatens to distort competition by favouring certain
undertakings or the production of certain goods is, in so
far as it affects trade between Member States, incompa­
tible with the common market. However, Article 92 (2)
and (3) state the circumstances in which such aid is, or
may be allowed.

Article 92 (2) specifies certain types of aid which are
compatible with the common market. Given the nature,
location and purpose of the aid in this case, none of the
headings is applicable .

Article 92 (3) lists aid which may be compatible with the
common market. Compatibility must be determined in
the context of the Community as a whole and not of a
single Member State . In order to safeguard the proper
functioning of the common market and taking into
account the principle established in Article 3 (g) of the
Treaty, the exceptions to the principle of Article 92 ( 1 ) as
set out in Article 92 (3) must be construed narrowly when
an aid scheme or any individual aid award is scrutinized.

In particular, the Commission has adopted for the motor
vehicle industry a Community framework which lays
down the criteria for evaluating the compatibility of aid in
this sector with the common market, thereby limiting the
scope for discretion allowed by Article 92 (3).

The aid measures for Seat adopted by the Spanish autho­
rities in July 1994 constitute a notable example of State
aid to the motor vehicle industry.

In addition, the Spanish authorities notified the Commis­
sion on 27 June 1995 that the aid measures should be
regarded as aid for the restructuring of Seat. Having
examined these facts, the Commission agrees to regard
the aid to Seat as restructuring aid, given that the
company has carried out a major operation of this type, to
which the aid contributed substantially.

VII

STATE AID GRANTED ILLEGALLY

In addition, by not notifying the said aid measures
granted to Volkswagen and Seat, the Spanish Government
has infringed Article 93 (3) of the Treaty. Since the
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Having examined the Seat restructuring plan and its
application up to October 1995, the Commission has
reached the conclusion that the abovementioned general
and sectoral requirements are met.

In short, the aid to Seat should be analyzed in the light of
the Community framework for State aid to the motor
vehicle industry (') and of the Community guidelines on
State aid for rescuing and restructuring firms in diffi­
culty (2). The compatibility of the aid must be assessed at
the date when it was granted illegally, i.e. July 1994,
taking account as appropriate of the subsequent changes
to the restructuring plan .

1 . Re-establishing viability

Community framework for State aid to the motor
vehicle industry The principal objective of the restructuring plan was to

re-establish Seat's viability. The Commission agrees
that the plan enables the company to become viable
again within a reasonable period and notes that the
financial situation in October 1995 shows that, despite
a considerable reduction of the workforce, new invest­
ment, cancellation of the debt and the granting of the
aid, the company will not get back into profit until
1997. Even then, the profit will be limited (the pretax
profit will be some Pta 2 200 million). In accordance
with PR 43, the cash flow should be positive from
1995 and will make it possible to reduce the volume of
loans outstanding every year.

The framework lays down that, in principle, rescue and
restructuring aid should be approved only in exceptional
circumstances . The aid must be linked to a satisfactory
restructuring plan and only granted where it can be
demonstrated that the Community interest is best served
by keeping a manufacturer in business and re-establishing
its viability. It will be necessary to ensure that the aid will
not allow a beneficiary to increase its market share at the
expense of its unaided competitors. In cases where certain
companies still have excess capacity, for example, in the
commercial vehicle sector, the Commission may require
reductions in capacity in order to contribute to the overall
recovery of the sector.

Community guidelines on State aid for rescuing
and restructuring companies in difficulty

As regards the trend of the operating profit or loss (i.e.
the core activity of the company), the figures achieved
at the end of the first half of 1995 are still in accor­
dance with the proposed budget for that year, thus
reflecting the improvement in Seat's operational situa­
tion . Moreover, the budget anticipates that Seat's liqui­
dity will have improved by the end of that year, so that
the company should have no liquidity problems in the
short term. Nevertheless, not all the improvements
proposed in PR 43 (sales to third markets, asset sales,
introduction of new models) appear to have been
carried out in 1995. Since the company's weak capital
structure is still at a critical level, the need for fresh
capital contributions in 1996 or 1997 cannot be ruled
out. Given that the granting of the restructuring aid is
a one-off transaction, it is assumed that the sharehol­
ders will make up any deficit in the capital in the
coming years, as was confirmed in the last letter from
the Spanish authorities, dated 20 October 1995 .

The guidelines lay down the general principle that, irre­
spective of its form, restructuring aid will be authorized
only where it is in the Community interest and is linked
to a viable restructuring/recovery programme submitted
in all relevant detail to the Commission. A restructuring
plan will need to satisfy all the following conditions:

1 . it must restore the long-term viability and health of
the company within a reasonable timescale and on the
basis of realistic assumptions as to its future operating
conditions; it should therefore normally need to be
granted only once;

2. the plan must offset as far as possible any potential
adverse effects on competitors;

Similarly, Seat has made considerable progress in
improving its productivity and quality. The company's
objective is to achieve, by the end of 1997, an average
production volume of 42 vehicles per worker
compared with the average rate of 21,9 vehicles per
worker in 1993. The productivity rates set for the
Martorell plant in 1997 by the Seat restructuring plan
will make the factory one of the most productive in
Western Europe . The results of the quality audit at the
factory show a gradual improvement, the ultimate
objective being to attain the quality levels of the group.
A substantial improvement (40 %) is also expected in
the repairs covered by the vehicle warranty.

3 . the amount and intensity of the aid must be limited to
the strict minimum needed to enable restructuring to
be undertaken and must be related to the benefits anti­
cipated from the Commission's point of view.

(') OJ No C 123, 18 . 5. 1989, p. 3.
0 OJ No C 368, 23 . 12. 1994, p. 12.
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Furthermore, the Commission considers that the R&D
projects in the implementation or planning stages will
raise the company's products, production methods and
results to the level attained by the European automo­
bile industry.

Consequently, assuming that the restructuring plan is
applied in full and that there is no downturn on the
European automobile market, the Commission is
convinced that Seat's prospects of becoming viable in
the competitive automobile industry are good .

turing exercise . The intensity of the aid does not
exceed the reduction of capacity at Seat.

The beneficiares of the aid — Seat as regards the prin­
cipal of the loans, VW as regards the interest — will
make a substantial contribution to the financing of the
restructuring costs. In particular, the Commission has
been able to determine the capital contributions made
by Volkswagen (see Section V).

Similarly, the Commission has verified that the
measures on which the restructuring is based and for
whose implementation the aid will be granted are
necessary for the objectives pursued by the restructu­
ring operation as a whole . In the Commission's
opinion, the proposed volume of financing for the
restructuring and the investments which form part of it
is necessary. The amount has been structured logically
and represents a realistic effort with a view to
re-establishing Seat's viability in the competitive auto­
mobile industry.

Once the objective of re-establishing a minimum
margin of manoeuvre in which the company can
operate has been achieved, restructuring efforts will be
directed towards:

— reducing installed production capacities by concen­
trating vehicle production at the modern plant of
Martorell ,

— adjusting the company's workforce — under soci­
ally acceptable conditions — to the new capacity
levels and productivity objectives,

— training the remaining workforce in the use of new
technologies and systems,

— investing intensively in CAD-CAM systems, CIM
and just-in-time production,

— investing in engineering computing equipment
and capacity at Seat's technical centre,

— developing new products in synergy with the VW
group.

These efforts are regarded, in their entirety, as homoge­
neous, necessary and sufficient.

Although the restructuring plan provides for the reduc­
tion of Seat's financial debt, it must be pointed out that
the financial charges after 1997 will still be high and
will prevent Seat from surpassing the industry average
in terms of solvency.

2. Avoiding undue distortion of competition

In 1993 , the year when Seat's crisis began , new sales in
Western Europe fell dramatically by more than 15 %
(24,5% in Spain) to 11,45 million units, the worst
recession since the war. The resulting low level of
capacity utilization meant that nearly all automobile
manufacturers suffered losses that year.

The Commission takes the view that since 1993 the
automobile industry in the EEA has suffered from a
structural excess of production capacity and that it will
be several years before new registrations of private cars
break new records in Western Europe . At the same
time, automobile production capacity in Europe will
increase further due to the gradual build-up of Japa­
nese manufacturers and to other transfers of manufac­
turing plants.

In 1993 the company sold 290 155 Seat vehicles
producted at the Martorell and the free zone plants and
a total of 1 75 684 Volkswagen Polos built at the
Landaben factory in Navarre (still owned by Seat up to
the end of 1995). As already mentioned, the company's
accounts at the end of 1995 showed a loss of more
than Pta 150 billion . Seat's market share in 1993, i.e.
the starting point for the restructuring operation, was
2,73 % of the sales on the European market.

The examination of the Seat restructuring plan has
shown that the VW group is making a substantial
contribution to the restructuring of the automobile
industry in Europe . The definitive closure of the free
zone factory, offset only in part by the expansion of
capacity at other sites, will mean a reduction of 29 %
in Seat's capacity and of 5 % in that of the VW group.

Similarly, it is reckoned that Seat's current production
and sales plan (PR 43) will not increase the company's
market share in the EEA at the expense of its unaided
competitors. It is estimated that its market share will
not be greater than in 1993 (2,73 %).

3 . Aid proportional to the costs and benefits of restructu­
ring

In the Commission's opinion, the volume of the aid
(Pta 46 billion) and the intensity (10,4 % of the total
restructuring cost) are strictly necessary for the restruc­

CONCLUSIONS AND CONDITIONS

To sum up, the Commission considers that the aid
granted by the Spanish authorities for the Seat restructu­
ring plan satisfies the criteria laid down in the Commu­
nity guidelines on State aid for rescuing and restructuring
firms in difficulty and the Community framework for
State aid to the motor vehicle industry.
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In accordance with the Community guidelines on State
aid for rescuing and restructuring firms in difficulty and
with its practice in cases of restructuring aid in the motor
vehicle industry, the Commission must ensure that its
conclusions remain valid until the restructuring plan has
been fully implemented. To this end it must make its
final favourable decision conditional on the fulfilment of
a number of criteria designed to prevent the aid from
having adverse effects on the industry. The trade distor­
ting effect of the aid depends in part on whether the
future restructuring is carried out in accordance with the
plan and within the proposed time limit. In particular,
the Spanish authorities should ensure that the company
closes the paint shop at the free zone plant definitively
within the proposed time limit and that Seat's and VWs
technical capacities do not exceed 2 125 and 11 813 units
a day, respectively, at the end of 1997. In addition, the
restructuring plan as amended (PR 43) will have to be
applied in full and be monitored. Lastly, no new State aid
may be granted to Seat or its subsidiaries in Spain in
support of the plan . Similarly, it should be noted that, in
accordance with the Community guidelines on State aid
for rescuing and restructuring firms in difficulty, restruc­
turing aid must not normally be granted more than once,

HAS ADOPTED THIS DECISION:

Article 1

1 . The aid for the Seat restructuring plan which is set
out below is compatible with Article 92 (3) (c) of the EC
Treaty and with Article 61 (3) (c) of the EEA Agreement:
— aid totalling Pta 38 billion granted by the Ministry of
Industry and Energy to Seat, of which Pta 30 billion
was granted illegally,

— aid totalling Pta 8 billion (including Pta 2 billion from
the Community's Structural Funds) granted by the
Generalitat de Catalunya to VW-Seat, of which Pta 6
billion was granted illegally,

provided that the following conditions and obligations are
fulfilled:

(a) VW-Seat shall not alter the general contents of, or the
timetable for, the Seat restructuring plan (PR 42, as
amended by PR 43) and shall ensure in particular that:

— the paint shop at the free zone factory shall close
and be dismantled by 31 December 1996, as noti­
fied to the Commission,

— the current level of capacity at the Seat plants shall
not be increased before 1 January 1998,

— Seat's investment plan, which has been brought to
the Commission's knowledge, shall be fully carried
out;

(b) the aid shall be used exclusively for the restructuring
of Seat SA;

(c) no additional aid, whether in the form of a capital
contribution or of any form of discretionary aid, shall
be granted to Seat SA or to its subsidiaries in Spain in
support of the restructuring plan;

(d) the Volkswagen group shall not offset the reduction of
capacity at the end of 1997 with contributions that
have not been notified to the Commission; accor­
dingly, the group's technical capacity shall remain
limited to 11 813 units a day.

2. Spain shall send the Commission an annual report
on the application of the amended restructuring plan (PR
43), the evolution of the costs, the receipt of the aid by
the companies involved, the repayment of the two public
loans obtained and the fulfilment of the conditions laid
down. The report, together with the annual report of Seat
SA, should be forwarded by the end of May following the
report year.

Article 2

Spain shall inform the Commission, within one month of
the notification of this Decision, of the measures taken to
comply with it.

Article 3

This Decision is addressed to the Kingdom of Spain .

Done at Brussels, 31 October 1995.

For the Commission

Karel VAN MIERT

Member of the Commission
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