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Dear Sir/lVladam,

Brussels, 19 July 2013
Case No: 71724
Event No: 664512

Subject: Public service compensation to Farice

The EFTA Surveillance Authority ("the Authority") refers to the public service contract
notified electronically by the Icelandic authorities on 9 May 2012, as well as to the
subsequent correspondence in the course of 2013 and the additional information sent by
the Icelandic authorities. This notification was withdrawn on 16 July 2013.

The Authority also refers to a previous notification of 22 December 2010, concerning a

Memorandum of Understanding ("MoU") thereby Farice was entrusted with the provision
of intemational connectivity to the territory of Iceland. That notification was withdrawn
on 28 July 201I and replaced by a rescue and restructuring notification of 9 March 2012
that was also withdrawn on 16 July 2013, and by the public contract notification as

mentioned above.

The Authority refers to the Commission Decision 20l2l2IlEU of 20 December 2011 on
the application of Article 106(2) of the Treaty on the Functioning of the European Union
to State aid in the form of public service compensation granted to certain undertakings
entrusted with the operation of services of general economic interest ("the SGEI
Decision")I, in force at the time the public contract was signed

The Authority notes that the MoU has been replaced by the public service contract as the
relevant entrustment act. The Icelandic authorities have informed the Authority that the
public service contract is concluded and entered into force with reference to the SGEI
Decision.

According to Article 3 of the SGEI Decision, State aid in the form of public service
compensation that meets the conditions laid down therein shall be compatible with the
functioning of the EEA Agreement and shall be exempt from the prior notification
obligation provided for in Article 1(3) of Part I of Protocol III to the Agreement between
the EFTA States on the Establishment of a Surveillance Authority and a Court of Justice.

' OJ L 7, ll.l .2012, p. 3, incorporated in Annex XV of the EEA Agreement, point lh,
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Further, Article 10(b) of the SGEI Decision states that "any aid put into effect before the
entry into force of this Decision that was not compatible with the internal market nor
exempted from the notification requirement in accordance with Decision 2005/842lEC but
fulfils the conditions laid down in this Decision shall be compatible with the intemal
market and exempt from the requirement of prior notification". In this context, the
Authority takes note of the information provided by the Icelandic authorities to define the
service as an SGEI and to control overcompensation.

Particularly, the MoU provided that the compensation for discharging the public service
obligation is a lump sum payment in the form of a capital injection amounting to EUR I I
million. This amount was based on a cost analysis showing that any payment of
overcompensation was avoided. The Icelandic authorities had based their cost analysis on
the anticipation that the company would raise additional capital in the private market, as a
result of an envisaged sale of assets. This sale was unsuccessful resulting in increased
equity participation in the amount of EUR 8 million by the Icelandic State.

This additional amount is not however explicitly mentioned in the MoU nor is reflected in
the cost analysis included therein, although it has been regarded by the Icelandic
authorities as compensation for the provision of the public service, covered by the MoU.
In this respect the Authority notes that the Icelandic authorities had considered the fact
that the lump sum of EUR l9 million would not be sufficient to ensure the provision of the
public service. Consequently, as mentioned above, a public service contract was signed,
which replaced the MoU as the relevant entrustment act of the service concerned.

In view of this, the Authority notes that despite any possible shortcomings resulting from
the application of the MoU, it appears, pursuant to Article l0(b) of the SGEI Decision,
that these are remedied by the subsequent public service contract that replaced the MoU,
which provides for clear compensation provisions and separation of accounts.

The Authority wishes to inform the Icelandic authorities of their obligation pursuant to
Articles 8 of the SGEI Decision, to keep available, during the period of entrustment and
for at least l0 years thereafter, all the information necessary to determine whether the
compensation granted is compatible with the SGEI Decision. The Icelandic authorities are
also required upon the written request by the Authority to provide it with all information
necessary for compatibility assessment.

Yours faithfully,

3"w
Director
Competition and State Aid Directorate


