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Research Update:

Spanish Strategic Oil Reserves Manager CORES
'A-/A-2' Ratings Affirmed; Outlook Remains
Positive

Overview

e Corporaci 6n de Reservas Estratégi cas de Productos Petroliferos (CORES)
the oil stockholding entity in Spain, benefits froma strong | egal status
that ensures its operating revenues cover its expenditures.

« W equalize our issuer credit ratings on CORES with our sovereign credit
rati ngs on Spain because, in our opinion, there is an alnost certain
l'ikelihood that CORES would receive tinmely and sufficient extraordi nary
support fromthe Spani sh government if needed.

« W are affirnmng our 'A-/A-2' ratings on CORES.

* The positive outlook on CORES mirrors that on Spain.

Rating Action

On July 19, 2018, S&P d obal Ratings affirmed its 'A-/A-2' long- and
short-termissuer credit ratings on Corporaci 6n de Reservas Estratégi cas de
Productos Petroliferos (CORES), the non-profit public corporation that nmanages
Spain's strategic oil reserves. The outl ook is positive.

Rationale

We equalize the ratings on CORES with those on Spain (unsolicited
A-/Positivel A-2). W consider CORES to be a governnent-related entity (GRE)
and that there is an alnost certain |ikelihood that the Spani sh governnent
woul d provide tinely and sufficient extraordi nary support to CORES in the
event of financial distress.

CORES operates under the supervision of the Spanish central government through
the Mnistry for the Ecol ogical Transition, but with a distinct |egal status
and under private law. W therefore consider CORES to be a GRE, and our

opi nion of an alnost certain likelihood of extraordinary governnment support

reflects our view of CORES:

e Integral link with the Spanish government. CORES is a public-law entity,
tightly controlled and supervi sed by the Spanish Mnistry of Ecol ogic
Transition. The mnistry appoints the chairnman, as well as four of the 11
menbers of its board of directors. Wiile the board makes agreenents by
simple majority, the mnistry nay exercise veto power through CORES
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chairman on any decision that it deens contrary to public interest.

e Critical role as an entity specifically forned to provide a strategic
public service on behalf of the Spanish governnent. CORES has an explicit
mandate to nonitor the level of Spain's oil reserves--virtually all of
whi ch are inported--and ensure that they are sufficient to cover the
country's oil consunption needs for a legally determ ned period of tine.
Foll owi ng the reform of Spain's hydrocarbon law in May 2015, CORES role
now al so i ncl udes nanagenent of strategic reserves of gas, although this
activity has yet to start. In our view, only the government itself would
be able to take on CORES' nandate.

CORES does not receive funds fromthe governnment, nor does it benefit from any
explicit guarantee of its liabilities. However, the government provides CORES
wi th what we see as strong ongoi ng support through a regul atory framework
under which oil and gas operators nust pay the necessary fees to fully cover
all of CORES' costs, including debt service. Mreover, the current |ega
framework all ows the governnent to demand extraordinary fees fromoperators if
necessary. Utimtely, we think that if CORES were to be dissol ved, the
central governnment would take over its obligations. CORES borrows fromloca
and international financial markets to finance its purchase of oil stocks. Its
debt totaled €2.09 billion on Dec. 31, 2017.

Because we equalize our long-termrating on CORES with that on the sovereign
our assessnment of the conpany's stand-alone credit profile is not a rating
driver. In our view, the |ikelihood of extraordi nary governnent support is
al nost certain and we do not believe this is subject to transition risk.
Furthernore, CORES executes strategic governnent policies.

Liquidity

W view CORES' liquidity as adequate, given that the entity factors in all of
its expenses, including debt service, when deternining the annual fees
applicable to its menbers (oil operators authorized to distribute oil products
and LPG and all natural gas operators). CORES collects fees nonthly, ensuring
regul ar access to liquidity inflows, and typically sets its fees based on very
conservative assunptions of expenditures. As a result, it normally generates
excess fees. Wen it becones clear that fees charged are likely to surpass
costs, CORES |lowers fees to ease the pressure on its nenbers. However, CORES
coul d choose to retain excess fees as reserves if necessary.

CORES' 2018 debt maturities of €500 million has already been covered with a
€400 mllion bond issued in Novenber 2017, three bilateral |oans amounting to
€70 mllion, and the proceeds from excess reserves sold in 2017. CORES
financial debt at end-2017 is higher than the previous years', because the
pre-fundi ng of 2018 debt maturities is included, which generated a
corresponding tenmporary liquidity position. CORES faces debt maturities of
€125 million in 2019 and currently has €200 mllion in liquidity backup
facilities expiring in 2019 and 2020.
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CORES coul d sell excess oil reserves, for which there is an active narket, to
neet all or part of its financing needs. CORES hol ds reserves exceeding the
legally established limts, which are set in days of consunption. As of My
31, 2018, CORES' reserves were about 6% higher than legally required. The

mar ket val ue of such reserves is about €185 mllion, although we note that the
val ue of excess reserves is subject to fluctuations arising fromchanges in
consunpti on and gl obal prices for petrol eum products.

CORES is legally required to have a detailed plan for sales of excess
reserves, and it has designed this plan such that these sal es woul d coincide
with the expiration of storage contracts, thereby avoiding inefficiencies in
operating costs. Neverthel ess, CORES' board retains full discretion on when to
sell reserves. In 2017, CORES sold part of its reserves for €30.3 mllion
generating a net gain of €17.7 million. It used the proceeds to reduce its
debt, as it is legally obliged to do.

Furthernore, CORES may request that the mnistry |levy extraordinary fees to
its menbers to cover all or part of its long-termdebt naturities. However, we
consider it unlikely that CORES would have to resort to this option

Outlook

The positive outl ook on CORES reflects than on Spain. |If we upgraded Spain, we
woul d raise our ratings on CORES, assuming its role for and link with the
soverei gn remni ned unchanged.

We coul d revise the outl ook on CORES to stable over the next 18-24 nonths if
we took the same action on Spain.

We coul d | ower our ratings on CORES over the next 18-24 nonths if we assessed
that its role for and Iink with the Spani sh government had weakened,
indicating a lower |ikelihood of extraordi nary government support. However, we
see this scenario as unlikely.
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Rati ngs Affirned

Cor poraci on de Reservas Estrategicas de Productos Petroliferos
| ssuer Credit Rating A-/ Positivel A-2
Seni or Unsecured A-

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of
RatingsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi ng S& d obal Ratings nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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