
On 8 May 2020, the European Commission again amended and extended its Temporary Framework 
for State aid measures to support the economy during the current COVID-19 outbreak (‘TF’). In its TF, 
the Commission sets out under which conditions it will approve certain State Aid measures.

The second amendment to the TF includes the following main changes:

• A new section regarding recapitalisation measures to non-financial undertakings (until 30 June 
2021);

• Specific rules for subordinated debt inserted in section 3.3 concerning aid in the form of subsidised 
interest rates for loans (until 31 December 2020).

COVID-19 and State Aid 

Recapitalisation measures and 
subordinated debt

The Commission aims to facilitate the implementation of recapitalisation measures and the 

granting of subordinated debt by Member States to companies facing challenges due to 

COVID-19. 

Which recapitalisation instruments 
are covered?

• Equity instruments (mainly issuance of 
new common or preferred shares)

• Hybrid capital instruments (in particular 
profit participation rights, silent 
participations and convertible secured or 
unsecured bonds)

• The amount may not go beyond the 
minimum needed to ensure the viability of 
the beneficiary (in any event limited to 
reinstating the beneficiary’s capital 
structure as it existed before the COVID-
19 outbreak, i.e. the situation on 31 
December 2019)

Aid in the form of subordinated 
debt

What? Debt instruments which are 
subordinated to ordinary senior 
creditors in the case of insolvency 
proceedings

Maximum amount of subordinated 
debt?  
• two-thirds of the annual wage bill of 

the beneficiary for large enterprises 
or the full wage bill for SMEs, or 

• 8.4% of the beneficiary’s total 
turnover for large enterprises and 
12.5% for SMEs in 2019

• If both limits are exceeded, 
compatibility is assessed according to 
rules on recapitalisation measures



Conditions for the implementation of recapitalisation measures

As the European Commission considers recapitalisation measures as a last resort, they are subject to a 
number of strict conditions.

• Without State intervention, 
the beneficiary would go 
out of business or would 
face serious difficulties to 
maintain its operations; 

• It is in the common interest 
to intervene;

• Beneficiary is not able to
find financing on the
markets at affordable
terms and horizontal
measures existing in the
Member State concerned
to cover liquidity needs are 
insufficient to ensure its
viability;

• Beneficiary is not an 
undertaking that was 
already in difficulty on 
31/12/2019;

• State can notify a 
recapitalisation scheme or 
individual aid. If individual 
aid under the scheme is 
above EUR 250 million, 
separate notification 
required.

Eligibility and entry

• Equity instruments: at price not exceeding average share price 

last 15 days or independent expert estimate;

• Hybrid capital instruments: overall remuneration must factor 

in (i) the characteristics of the instrument chosen, (ii) built-in 

incentives for exit, and (iii) an appropriate benchmark interest 

rate; minimum remuneration until conversion is set out in 

relation to base rate plus certain premiums; conversion shall 

be conducted at 5% or more below TERP;

• Incentive to exit via step-up for equity:

• Activated after 4 years of injection and if not at least

40% of participation sold: step-up of at least 10%.

• Six years after injections: if the State still owns

participation, re-activation step-up to dilute other

shareholders

• Extension to 5 and to 7 years if not a publicly listed

company

• Step-up for hybrid capital converted into equity:

• 2 years after conversion still owned by the State : 

minimum 10% step-up

• Beneficiary can at any time buy back State equity stake with

appropriate remuneration for the State.

• State can sell the equity at market prices or allow existing

shareholders to buy at price resulting from public consultation.

• For hybrid capital instruments step-up and payback clauses

should incentivize an early end to State recapitalization.

Remuneration and exit of the State

The Executive Summary:

Any intervention by the State to recapitalize companies via equity or hybrid equity instruments will be
subject to stringent conditions on eligibility and entry, and on remuneration and exit of the State. 

Until the State’s participation has been significantly reduced, or fully ended, strict rules on 
governance, prevention of undue distortions of competition , and remuneration apply. 

For certain companies an exit strategy is required. If exit is not timely, a restructuring plan must be
approved by the European Commission.



Conditions for the implementation of recapitalisation measures

Certain safeguards are required until redemption:

• No aggressive commercial expansion or taking 

excessive risks;

• If recapitalisation > EUR250 million in 

undertaking with significant market power, 

State must propose measures to preserve 

competition (in line with structural or 

behavioural commitments under merger 

control)

• Prohibition on advertising the recapitalisation;

• If not SME, beneficiary cannot buy stakes 

>10% in competitors, upstream or 

downstream business, unless Commission 

approval;

• No cross-subsidisation of activities of 

integrated undertakings in economic 

difficulties on 31 December 2019;

• As long as recapitalisation has not been fully 

redeemed: no dividend payments, nor non-

mandatory coupon payments, nor buy back 

shares other than in relation to the State;

• Limits on remuneration management if less 

than 75% recapitalisation measures redeemed

Governance and prevention of 
undue distortions of competition

Exit strategy of the State
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Recapitalisation is a measure of last resort. The stringent obligations notwithstanding, it is expected
that it will be used often to assist companies that are struggling in industries that are particularly hit by
COVID-19. It is a tool that can be used until 30 June 2021. However, its consequences will last much
further into the future. 

• Exit strategy required for non-SME, when more 

than 25% of equity via COVID-19 recapitalisation:

• Plan continuation activity, use funds, 

payment schedule or remuneration and 

of redemption (‘repayment schedule’); 

• Measures to abide by repayment 

schedule.

• Exit strategy prepared and submitted to the State 

within 12 months granting aid 

• Progress reports to the State

• If not SME, until full redemption: publish 

information on use of aid, in particular, use of aid 

to support activities in line with EU objectives and 

national obligations linked to the green deal and 

digital transformation, including the EU objective 

of climate neutrality by 2050.

• Restructuring plan if after 6 years State’s 

intervention not reduced below 15% of 

beneficiary’s equity. Must be approved by 

Commission. For non-publicly listed companies or 

SMEs, this occurs after 7 years.
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