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SCHEME FOR THE FINANCIAL INSTRUMENT “AID FUND FOR BUSINESS”

	No
	Main elements
	Explanation

	1.
	Legal basis

	[bookmark: _GoBack]The Communication of the European Commission of 19 March 2020 on the Temporary Framework for State aid measures to support the economy in the current COVID-19 outbreak, with latest amendments of 3 April 2020, Communication of the European Commission on the Amendment to the Temporary Framework for State aid measures to support the economy in the current COVID-19 outbreak (hereinafter – Communication).
Decision No ... of the European Commission Directorate-General for Competition of ... April 2020.


	2.
	Goals of the financial incentive instrument
	Goals of the financial incentive instrument “Aid Fund for Business” (hereinafter – the Instrument) are as follows:

· Provision of investment to medium-sized and large enterprises, if termination of their activities is likely to cause a chain reaction and affect related entities and/or have significant socio-economic consequences;
· Preservation of the key economic sectors which will be better prepared for the recovery period;
· Stimulation of the capital market by prioritising capital market instruments;
· Attraction of private investors;
· Implementation of specific objectives (e.g. sustainable and green investment) set out in the Investor Agreement in certain economic sectors.

	 3.
	Amount of planned funding
	Up to €100 million (one hundred million euro) of the State budget of the Republic of Lithuania and up to €400 million (four hundred million euro) for government-guaranteed bonds issued by the private limited liability company established by the State.

	 4.
	Duration of the scheme
	Until 31 December 2030, but financing agreements are concluded during the period of the application of the Communication of the European Commission of 19 March 2020 on the Temporary Framework for State aid measures to support the economy in the current COVID-19 outbreak, i.e. until [30 June 2021], or if the period of application is extended – until the indicated date.

	 5.
	Management of the Instrument 

	Structure
· Instrument will be implemented by the State established Fund which is structured as a limited partnership (hereinafter – Fund). 
· The State participates as a Founding Limited Partner through a private limited liability company established by the State with the Ministry of Economy and Innovation of the Republic of Lithuania. This Founding Limited Partner shall provide the initial capital for the Fund (€100 million) and have a right to issue bonds (not exceeding €400 million) with a State guarantee.
· The Bank of Lithuania will also act as a Founding Limited Partner.
· The total target size of the Fund (€1 billion) shall be achieved with participation of private Limited Partners. Private investors shall be selected through an open, transparent and non-discriminatory call. International financial institutions will be also invited to invest.
· The General Partner (responsible for managing the Fund) shall be the subsidiary of the Ministry of Finance of the Republic of Lithuania. The General Partner will be remunerated through the investment management fee.

Open call for private investors
· The State will announce an ongoing public call to select private investors. All institutional investors of good repute may apply during the period for signing investment contracts.
· The selected private investors are subject to national security screening by the Commission for Coordination of Protection of Objects of Importance to Ensuring National Security.
· The discounted management fee would be offered for the first 3 investors in order to attract initial contenders to the open call.

Distribution Waterfall
1. Limited Partners share the cash flow from investments in the following waterfall:
o   Management fee (see in detail below)
o  Limited Partners up to their hurdle rate (derived from euro high yield bond index at the time of entry to the Fund) proportionate to their investment stakes except the initial anchor investment of the State (€100 million). In case of State only: initial investment of the State (€100 million) + hurdle rate of 4%.
2. Initial investment of the State (€100 million) + hurdle rate of 4%. 
3. General Partner and Limited Partners split: General Partner interest carry (X%) / (1-X%) to Limited Partners according to capital invested:
·   If annualized fund performance is > 10%, X = 10%
·   If annualized fund performance is > 50%, X = 20%

Management Fee
The Fund Manager shall be entitled to receive from the Fund, in respect of each Investor, a Management Fee (the “Management Fee”) calculated as follows:
(i)               until the end of the Investment Period:
(a)          2 % per annum of Invested capital up to 100 million euro
(b)           1 % per annum of Invested capital more than 100 million euro
(ii)              after expiration of the Investment Period:
(a)        1.0 % per annum of Invested Capital at the beginning of each respective quarter of the Accounting Period if the Invested Capital is up to 100 million euro
(b)          0.75 % per annum of Invested Capital at the beginning of each respective quarter of the Accounting Period if the Invested Capital is from 100 million euro to 200 million euro
(c)           0.5 % per annum of Invested Capital at the beginning of each respective quarter of the Accounting Period if the Invested Capital more than 200 million euro

	 6.
	Recipient of the funding


	The Fund will invest in medium-sized and large enterprises, which will be in accordance with the status of medium-sized and large enterprises, in accordance with the provisions of the Law on Small and Medium-Size Business Development. The companies which are receiving funding from the Fund (hereinafter – beneficiaries) will have to satisfy the following conditions:
· the beneficiary’s ( financial statements must be submitted to the State Enterprise Centre of Registers and audited, if required by law. If, on the day of submission of the application, a beneficiary’s financial statements for 2019 are not yet approved by the general meeting of shareholders, the application must be accompanied by provisional financial statements (if the beneficiary started its activities in 2019 or earlier); 
· the beneficiary is not included in the list of companies that do not meet the criteria of a reliable taxpayer published by the State Tax Inspectorate under the Ministry of Finance of the Republic of Lithuania.
· as of 31 December 2019, the beneficiary has not been considered to be in difficulty within the meaning established in Article 2(18) of the Commission Regulation (EU) No 651/2014 of 17 June 2014 declaring certain categories of aid compatible with the internal market in application of Articles 107 and 108, Article 2(18) of the Treaty;
· without the investments the beneficiary would go out of business or would face serious difficulties to maintain its operations In case of investments in equity securities and/or debt instruments that have or may have an equity component, such difficulties must be shown by the deterioration of, in particular, the beneficiary's debt to equity ratio or similar indicators;
· In case of investments in equity securities and/or debt instruments that have or may have an equity component, such an investment could be made only in companies whose failure would likely involve social hardship or market failure.
· Beneficiaries are prohibited from advertising the received investment for commercial purposes. They are also not allowed to acquire competitors or other operators in the same line of business, including upstream and downstream operations until repayment of [75%] of investment by the Fund is made. Investments shall not be used on dividends, non-mandatory coupon payments, bonuses or other shareholder or employee promotion payments, to repay shareholder loans or to grant loans to shareholders, including related companies, to finance the reduction of the company's authorised capital, to buy back shares (other than in relation to the Fund and the State), other actions that the company is not entitled to perform.
· In case any single beneficiary would apply for funding  above the threshold of [EUR 250] million in total, a separate State Aid notification process will be triggered.
· As long as equity resulting from recapitalisation by the Fund has not been redeemed the extent of [75%], the remuneration of the each member of the management of the beneficiaries must not go beyond the fixed part of his/her remuneration on 31 December 2019. For persons becoming members of the management on or after the recapitalisation, the applicable limit is the lowest fixed remuneration of any of the members of the management on 31 December 2019. Under no circumstances, bonuses, other variable or comparable remuneration elements shall be paid.
· Beneficiaries are prohibited from using the received investment to cross-subsidise other economic activities of integrated undertakings that were in economic difficulties on 31 December 2019. Clear account separation shall be put in place in integrated companies to demonstrate that the recapitalisation measure does not benefit those activities

The Fund will use indicative ranking system to assess the applications. The following information shall be included in the analysis:
· company’s ability to continue its operation and possibility to be profitable in the long term;
· company’s financial situation and liabilities (using ratios such as EBITDA/Debt, EBITDA-to-interest coverage ratio, etc.);
· restrictions or limitations imposed on the company’s assets;
· other criteria which could have a significant impact on the decision on a company’s financing.

The Fund shall prioritise beneficiaries on the basis of the following criteria:
· priority shall be given to beneficiaries affected by the COVID-19 crisis and included in the list of affected companies published by the State Tax Inspectorate under the Ministry of Finance of the Republic of Lithuania;
· taxes and wages paid by the beneficiary until 16 March 2020 shall be assessed.

	 7.
	Unsuitable investments
	It shall be prohibited for the Fund to invest in beneficiaries which:
· are directly engaged in the manufacture of weapons and ammunition; manufacture of tobacco and tobacco products, manufacture, processing and retail sale in specialised stores of distilled alcoholic beverages and related products (excluding manufacture of non-distilled alcoholic beverages);
· are engaged in gambling and betting activities;
· are engaged in the provision of financial services and insurance activities;
· if at least one of the company’s managers or shareholders: 
· has been convicted of a serious or grave crime provided for in the Criminal Code of the Republic of Lithuania or of a crime against property, property rights and property interests, economy and business practice, the financial system, public security, civil service and public interests or of corresponding criminal acts under criminal laws of foreign states, irrespective of whether or not the conviction has expired; or

· has been convicted of another crime not referred to in point 2.9.4.1, the Criminal Code of the Republic of Lithuania or laws of foreign states, and less than three years have passed since the sentence was served, suspended or waived.

The Fund shall not invest in state and municipal enterprises and companies where the state and/or municipality directly or indirectly (according to the voting agreement, agreement on the transfer of voting rights, authorisation, etc.) individually or jointly hold 25% or more of its equity securities, shares or other capital holdings, or 25% or more of its voting rights.


	 8.
	Financing form
	The Fund’s assets may be invested:
–	in debt securities newly issued by legal persons with a maturity up to 6 years; and/or
–	directly in loans to legal entities with a maturity up to 6 years;
–	in equity securities issued by legal persons; and/or
–	in debt instruments that have or may have an equity component with a maturity up to 6 years (convertible debt securities, mezzanine loans, subordinated debt, etc.).

	 9.
	Financing amount per beneficiary


	Investment in debt securities from €1 million;

Loans from €300 thousand to €2 million.

The amount of measures (loans, debt securities) per beneficiary may not exceed 25% of the beneficiary’s total turnover for 2019, with the exception set out in point 27(d)(iii) of the Communication. 

The amount of subordinated debt shall not exceed:
i. 40% of the annual wage bill of the beneficiary (i), or
ii. 5% of the beneficiary’s total turnover in 2019.

The cap for recapitalization will be set at the differential of the capital structure of beneficiary at 31 December 2019 and at the point of transaction. The amount of the COVID-19 recapitalisation must not exceed the minimum needed to ensure the viability of the beneficiary. In assessing the proportionality of the aid, State aid received or planned in the context of the COVID-19 outbreak shall be taken into account.

	10. 
	Funding cost (interest rate)
	Loans and debt securities
The total interest rate for loans and yield to maturity of debt securities of a certain beneficiary shall be calculated taking into account the size of the company, loan maturity (which may not exceed 72 months) and other criteria for determining the applicable risk premium. It will never be less than the base rate (1 year IBOR or equivalent as published by the Commission) applicable on 1 January 2020 plus: 
– for medium-sized enterprises, at least 25 bps in the first year; 50 bps in the second and third year; 100 bps in the fourth to sixth year of the loan or debt security. 
– for large enterprises, at least 50 bps in the first year; 100 bps in the second and third year; 200 bps in the fourth to sixth year of the loan or debt security.
– debt instruments which have a fixed coupon and which would be subordinated to ordinary senior unsecured creditors in case of insolvency proceedings may be granted only with an additional credit risk margin (at least equal to the abovementioned total interest rate plus [150] bps for medium-sized enterprises or [200] bps for large enterprises). 

Equity securities
In case of investment in equity securities, the value of exchange-traded equity securities shall be determined by the Theoretical Ex-Rights Price (hereinafter – TERP) method, which is based on the average share price of the beneficiary over the 60 days preceding the request for the capital injection.; the value of non-exchange traded equity securities shall be determined by independent valuation or other valuation methods.

The beneficiary shall have at any time the possibility to buy back the equity stake. To ensure that the Fund receives appropriate remuneration for the investment, the buy-back price should be the higher amount of the following options:
1. The nominal investment by the Fund increased by an annual interest rate which consists of variable rate defined below plus [200] basis points.
a. for medium-sized enterprises, the base rate (1-year IBOR or equivalent as published by the Commission) applicable on 1 January 2020, plus at least 225 bps for the first year; 350 bps for the 2nd and 3rd year; 450 bps for 4th and 5th year; 600 bps for 6th year and after.
b. for large enterprises, the base rate (1 year IBOR or equivalent as published by the Commission) applicable on 1 January 2020, plus at least 250 bps for the first year; 400 bps for the 2nd and 3rd year; 500 bps for 4th and 5th year; 700 bps for 6th year and after.
2. The market price at the moment of the buy-back.

Step-up mechanism: 
· If the Fund has not sold at least [40] percent of its equity participation four years after the equity injection (or five years if the entity is publicly listed), the Fund will receive an additional share of ownership of the beneficiary in addition to its remaining participation at no additional cost. This additional share of ownership will be at least [10] percent of the remaining participation resulting from the Fund's equity injection and will result in a corresponding dilution of the stakes of other shareholders. 
· If the Fund has not sold in full its equity participation six years after the equity injection (or seven years if the entity is publicly listed), the Fund at no additional cost will receive a second additional share of ownership of the beneficiary of [10] percent of the remaining participation resulting from the Fund’s equity injection.

Debt instruments with equity component
In case of investment in debt instruments that have or may have an equity component, independent valuation shall be carried out, taking into account the characteristics of the used instrument, the equity interest related to the instrument, the risks, the comparable interest rates, the level of subordination, all modalities of payment as well as built-in incentives for exit (such as step-up and redemption clauses). 

The minimum remuneration of these instruments will never be less than the base rate (1-year IBOR or equivalent as published by the Commission) applicable on 1 January 2020 plus: 
· for medium-sized enterprises, at least 225 bps until 31/12/2021, 350 bps until 31/12/2022, 450 bps until 31/12/2023, 600 bps until 31/12/2024, 700 bps in 2025 and later.
· for large enterprises, at least 250 bps until 31/12/2021, 400 bps until 31/12/2022, 500 bps until 31/12/2023, 700 bps until 31/12/2024, 800 bps in 2025 and later.
The conversion of hybrid capital instruments into equity shall be conducted at [5] percent or more below the TERP at the time of the conversion.

Step-up mechanism: 
· If the debt instrument is converted to equity, the step-up mechanism is activated. Two years after the conversion into equity, if the equity resulting from the Fund`s intervention is still owned by the Fund, the Fund at no additional cost (by a corresponding dilution of the stakes of other shareholders) shall receive an additional share of ownership of the beneficiary in addition to its remaining participation resulting from the abovementioned conversion. This additional share of ownership shall be at a minimum [10] percent of the remaining participation resulting from the Fund’s conversion of the instruments. 

	11.
	Request for investment
	Companies shall apply to the Fund for funding according to the published programme. The final decision on investment shall be taken by the Fund’s Investment Committee following the Fund’s Investment Strategy. The Investment Committee shall be composed of independent investment experts. 

Investments in equity securities and/or debt instruments that have or may have an equity component (convertible debt securities, mezzanine loans, subordinate debt, etc.) shall be made only following a written request for such instruments by the prospective beneficiary and having received the confirmation that the beneficiary does not have access to this type of investment in the market, while other instruments offered by the Fund are insufficient to ensure its operational continuity. The provision of additional capital may not exceed the amount necessary to ensure its operational continuity.

Large enterprises that have received a recapitalisation of more than [25] percent of equity at the moment of intervention have to demonstrate a credible exit strategy for the participation of the Fund, unless the Fund’s intervention is reduced below the level of [25] percent of equity within [12] months from the date of the investment. The exit strategy shall lay out:
(a) the plan of the beneficiary on the continuation of its activity and the use of the funds invested by the Fund, including a payment schedule of the remuneration and of the redemption of the Fund investment (together 'the repayment schedule’); and
(b) the measures that the beneficiary and the Fund will take to abide by the schedule.
The exit strategy should be prepared and submitted to the Fund within [12] months after the granting of the aid. The plan needs to be endorsed by the Fund.

	12.
	Restrictions on the Fund’s portfolio
	An undertaking seeks to have a diversified portfolio of the financed companies while providing financing from the Fund. The amount of financing for one company (the total remaining outstanding (unsold) value of instruments under signed investment agreements) may not exceed 10% of the total Fund’s assets. In exceptional cases, upon approval by the Fund's Advisory Committee, the amount of financing for one company may exceed the established limit.

Restrictions on portfolio composition:
· debt securities shall comprise at least 60% of the Fund’s portfolio;
· loans may comprise up to 30% of the Fund’s portfolio;
· equity securities and aforementioned instruments may comprise up to 30% of the Fund’s portfolio.
It shall be prohibited for the Fund to guarantee or secure its assets in exchange for liabilities of other persons, to provide charity or support to economic entities and to carry out other activities incompatible with the Fund’s Investment Strategy. 

	13.
	Completion of financing transaction (liquidation of investments)
	The investments shall be liquidated in accordance with the deadlines set out in point 2.2, but no later than the end of the Fund’s activities:

Debt securities (priority order):

·  listed and traded on the secondary market;
·  sold to other investors;
·  redeemed by the issuer at maturity.

Loans:

· returned by the entity who received the loan;
· credit liabilities are sold to other investors.

﻿Equity securities (in order of priority):

· redeemed by the issuer and existing shareholders (who will have priority right and redemption incentive). 
· As an alternative, the Fund may sell at any time its equity participation at market prices to purchasers other than the beneficiary. This in principle requires an open and non-discriminatory consultation of potential purchasers or a sale on the stock exchange
· listed and traded on the secondary market.

Debt instruments that have or may have equity components are liquidated taking into account their specific features.

In case of investments in equity securities and/or debt instruments that have or may have an equity component, if six years after the recapitalisation the Fund’s intervention has not been reduced below [15%] of equity, a restructuring plan in accordance with the Rescue and Restructuring Guidelines shall be notified to the Commission for approval. The Commission will assess whether the actions contemplated in the restructuring plan ensure the viability of the beneficiary, also with a view of EU and national obligations linked to the green and digital transformation, and the exit of the Fund without adversely affecting trade to an extent contrary to the common interest. If the beneficiary is not a publicly listed company, Member States may decide to notify a restructuring plan only if the Fund’s intervention has not been reduced below the level of 15% of equity seven years after the COVID-19 recapitalisation.

	14.

	State aid cumulation 
	Financing from the Fund may be provided under market conditions or as state aid granted in accordance with the provisions of the Communication and this Scheme. 
State aid granted under the Instrument may be cumulated with de minimis aid for the same eligible costs, provided that such cumulation does not result in exceeding the maximum aid intensity or amount.

State aid granted under the Instrument may not be cumulated with aid provided under section 3.2 of the Communication, as established in point 26 of the Communication.

	15.
	Monitoring
	The Fund manager shall ensure that investments in medium-sized and large enterprises subject to the requirements of the Communication comply with the provisions of the Communication and this Scheme, and shall be responsible for registering the provided state aid in the Register of State Aid and Immaterial (de minimis) Aid Granted, the provisions of which have been approved by Resolution No 35 of the Government of the Republic of Lithuania of 19 January 2005 on the approval of the provisions of the register of state aid and immaterial (de minimis) aid granted.

Beneficiaries will have to report to the Fund about the progress in the implementation of the repayment schedule within [12] months of the repayment schedule’s presentation, and thereafter periodically every [12] months. The Fund will collect information about the progress in the implementation of the repayment schedules of beneficiaries as well as their actions taken to prevent undue distortions of competition (in line with above-mentioned requirements). 

Annual reporting to the European Commission regarding the Fund activity and implementation of the repayment schedule shall be ensured. Where the beneficiary received a COVID-19 recapitalisation above EUR [250] million, the report shall include information on compliance with the conditions set in the paragraph regarding the [“Amount” of the Recap amendment of the TF].

Beneficiaries of a COVID-19 recapitalisation, other than SMEs, shall publish information on the use of the aid received. In particular, this should include information on how their use of the aid received supports their activities in line with EU and national obligations linked to the green and digital transformation

Following point 34 of the Communication and Annex III to the General Block Exemption Regulation, information on aid granted must be made available on the European Commission’s State Aid Transparency Award Module https://webgate.ec.europa.eu/competition/transparency/ within 12 months of the date of aid provision.

Investments in medium-sized and large enterprises that are not subject to the state aid requirements shall be made on a pari passu basis with the Fund’s private investors. The Fund manager shall ensure that investments in medium-sized and large enterprises that are not subject to the state aid requirements comply with market economy conditions and all requirements for a market economy operator as defined in the Commission Notice on the notion of state aid as referred to in Article 107(1) of the Treaty on the Functioning of the European Union.


	16.
	Storage of information and documents
	The information and documents related to the granting of the aid shall be stored for at least 10 years from the last date of aid provision.



_____________________________________________



