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ANNEX 111

ON THE INTERPRETATION OF ARTICLE 17

STATEAID

The EFTA States and the Paestinian Authority agree that the gpplication of Article 17 shal be
guided by thefollowing criteria
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Only those measures can be classfied as date ad which result in a net trandfer of
funds from state sources to the recipient through direct subsidies or which result in tax
revenues foregone through tax concession; aid granted under schemes which are fully
paid for by the beneficiaries are not state aid in the sense of Article 17; when assessing
effects of gate ad, the cumulative effects of dl types of ad measures awarded to
recipients are to be taken into consideration.

Thefollowing measures, in generd, fal outside the scope of Article 17:

(0] credits and loans from state sources or agencies, if the interest and capitdl
repayments are in accordance with current market conditions,

@i guarantees given by States or state agencies, if the premiums cover the long-
term cost of the scheme;

(i)  equity injections by States or dtate agencies if the rate of return on such
investments can reasonably be expected to be a least equd to the cost of
State borrowing;

(iv)  tax measures including socia security charges that are part of the generd
nationd income norm for tax purposes, avalable to dl enterprises, and
uniformly applied in a country.

The following measures are examples of types of ad normaly consgtent with the
provisons of Article 17:

() ad to research, development and innovation, provided it is clearly intended for
the dimulation of such activities and that such activities are a a pre-
competitive level; the pre-competitive leve is understood to include applied
research and development up to and including the development of a first
prototype; such aid may be awarded up to arate of 50 per cent of project
codsor at differentiated tax rates of equivalent effect; basic research may be
aided to a greater extent; the closer to the market place a project is, the
lower the degree of subsidizations should be;
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ad given to sectors with problems of overcapacity to rationdize the Structure
of industry by ensuring an orderly downscaing of production and employmernt;
such measures should drictly be limited in duration and be accompanied by an
adjusment programme; when evaduating problems of overcgpacity the
internationd Stuation as a whole and not merely in the country in question isto
be taken into account;

genera aid to export promotion such as nationa weeks, store promoation,
indugtria fairs, provided that such aid is not company-specific;

regiona development aid to the extent thet it does not interfere with conditions
of far compstition; its purpose mugst be to put indudtries in regiond
development areas on an equa economic footing with industries in other parts
of the country and not to increase capacity in sectors dreaedy suffering from
problems of overcapecity; the definition of regiond development aress,
including aress in indudtrid decline, lies within the sole competence of the
Parties to this Agreement, which may be requested to furnish satistics detailing
the reasons for the designation of such aress;

the ad in form of genera public services to trade and industry on terms and
conditions not favouring certain sectors and enterprises,

generd ad for the creation of new employment opportunities provided such
jobs are not in sectors aready suffering from overcapacity;

environmenta aid, under the generd principle that the polluter-pays-principle
is obsarved; investment specificdly designated to reduce pollution may be
aided up to arate of 25 per cent or a differentiated tax rates of equivaent
effect; recognizing the existence of different qualities of legidation or sandards
in other countries and their potentia impact on trade and compstition, the
degree of subgdizations for specific indudtries shdl be kept under constant
review;,

ad to smdl and medium-szed enterprises if intended to offset disadvantages
directly linked to the sze of the firm in quedion, such enterprises being
understood as employing not more than 100 people and having an annud
turnover of less than 10 million ECUs.

The following messures are examples of types of ad normdly not consstent with
Article 17:
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ad to set againgt operating losses of enterprises, ether directly or through the
foregoing of payments due to public authorities;

the injection of equity capitd in firms if it has the same effect as to st aid
againg operating losses;
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ad to production in problem sectors suffering from structura overcapacity or
to enterprises in difficulties if not accompanied by an adjustment programme
and drictly limited in duration;

ad given as a rescue messure to specific firms if not given merdly to provide
time for the development of long-term solutions and to avoid acute socid
problems;

ad messures, including indirect taxes, that are applied in such away as to
discriminate in favour of domesticaly-produced goods and againgt like goods
produced in another Party to this Agreement;

the forms of ad to exports of goods to other Parties to this Agreement as
described in the Appendix.
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APPENDIX TO ANNEX l11

ILLUSTRATIVE LIST OF FORMS OF EXPORT AID REFERRED

TO IN ANNEX 11 (d) (vi)

Currency retention schemes or any similar practices which involve a bonus on exports
or re-exports.

The provison by governments of direct subsidies to exporters.

The remisson, cadculated in relation to exports, of direct taxes or socid welfare
charges on industrid or commercid enterprises.

The exemption, in respect of exported goods, from charges or taxes, other than
charges in connection with importation or indirect taxes levied a one or severd stages
on the same goods if sold for internal consumption, or the payment, in respect of
exported goods, of amounts exceeding those effectively levied at one or severa stages
on these goods in the form of indirect taxes or of charges in connection with
importation or in both forms,

In respect of deliveries by governments or governmental agencies of imported raw
materiads for export busness on different terms than for domestic busness, the
charging of prices below world prices.

In respect of government export credit guarantees, the charging of premiums at rates
which are manifestly inadequate to cover the long-term operating costs and losses of
the credit insurance indtitutions

The grant by governments (or specid indtitutions controlled by governments) of export
credits at rates below those which they have to pay in order to obtain the funds so
employed.

The government bearing al or part of the cogs incurred by exporters in obtaining
credit.




