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Research Update:

Spanish Strategic Oil Reserves Manager CORES
'BBB/A-2' Ratings Affirmed; Outlook Stable

Overview

e Corporaci 6n de Reservas Estrategi cas de Productos Petroliferos (CORES)
whi ch manages Spain's strategic oil reserves, benefits froma strong
| egal status, ensuring that its operating revenues cover its expenses.

 CORES successfully tapped the capital nmarkets in 2014 and coul d sel
excess oil reserves in case of need.

* W& equalize our ratings on CORES with those on Spain, reflecting our
opi nion of an alnost certain likelihood of timely and sufficient
extraordi nary support if needed.

* W are affirmng our 'BBB/A-2' ratings on CORES.

« The stable outl ook on CORES reflects that on Spain.

Rating Action

On Cct. 17, 2014, Standard & Poor's Ratings Services affirmed its ' BBB/ A-2'
I ong- and short-termissuer credit ratings on Corporaci 6n de Reservas
Estrat egi cas de Productos Petroliferos (CORES), which manages Spain's
strategic oil reserves. The outl ook is stable.

Rationale

We consider CORES to be a government-related entity (GRE). In accordance with
our criteria for rating GREs, we believe there is an "al nbst certain"

i kelihood that the Spani sh governnent woul d provide tinely and sufficient
extraordi nary support to CORES in the event of financial distress. W
therefore equalize our ratings on CORES with those on Spain (BBB/ Stabl e/ A 2).

CORES is a corporation governed by public law, but with a distinct |ega
status and acting under private law. It conducts its activities under the
tutel age of the central governnent, exercised through the Mnistry of

I ndustry, Energy, and Tourism and therefore we consider it to be a GRE. Qur
opi nion of an alnost certain likelihood of support reflects our view of
CORES' :

e "Integral” link with the Spani sh governnent. CORES is a public-I|aw
entity, tightly controlled and supervised by the Spanish Mnistry of
I ndustry, Energy, and Tourism The Mnistry appoints the chairman of
CORES, and four of the 11 nenbers of its board of directors. Wile the
board nakes agreenents by sinple majority, the Mnistry nay exercise veto
power through CORES' chairnman on any decision that it deens contrary to
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public interest.

e "Critical" role as an entity specifically formed to provide a strategic
public service on behalf of the Spanish governnent. CORES has a specific
mandate to nonitor the level of Spain's oil reserves--virtually all of
whi ch cone frominports--and ensure that they are sufficient to cover the
country's oil consunption needs for a legally determ ned period of tine.
Only the governnent itself would, in our opinion, be able to undertake
CORES' nandat e.

CORES does not receive funds fromthe governnment, nor does it benefit from any
explicit guarantee on its liabilities. However, the government provi des CORES
wi th what we see as strong ongoi ng support in the formof a regul atory
framewor k under which oil and gas operators have the obligation to pay

what ever fees are necessary to fully cover all of CORES costs--including debt
service. Moreover, the current |egal framework all ows the governnment to demand
extraordinary fees fromoperators if necessary. Utimtely, we believe if
CORES were to be dissolved, the central governnent would take over its
obligations. CORES borrows fromlocal and international financial markets to
fi nance the purchase of oil stocks. Its total debt was €1.8 billion on Dec.

31, 2013

Liquidity

We view CORES' liquidity as adequate, given that CORES takes into

consi deration all of its expenses, including debt service, when deternining
the annual fees applicable to its nmenbers. Fees are cashed in nonthly,
ensuring regular access to liquidity inflows. CORES fees are typically set
with very conservative assunptions about expenditures. As a result, CORES
normal Iy returns excess fees to operators at the year-end. CORES coul d choose
to retain excess fees as reserves if necessary.

CORES issued a €250 million bond on October 2014, with which it financed its
2014 and 2015 maturities. The bond was oversubscribed by 2.6 tinmes, and
attracted buyers with a stable profile, such as insurance conpani es and
pension funds from Spain and the rest of Europe.

In the longer term CORES will have to refinance €380 nmillion in 2016, €750
mllion in 2018. The remaining maturities totaling €668 mllion are due in
2020 and beyond, including the €250 million in 2024 corresponding to the bond
i ssued earlier this nonth. We expect CORES to start prefinancing these
maturities well ahead of tinme, and to gradually snooth its maturity profile.
CORES al so has €140 million in fully available credit lines, expiring in 2017.

If necessary, CORES nmay al so sell excess oil reserves to neet its financing
needs. A drop in petrol eum product consunption due to the economc crisis in
Spain has | eft CORES hol ding reserves above the legally established limts
(which are set in days of consunption). As of Sept. 30, 2014, CORES held
reserves that were about 27% higher than legally required. W estinmate CORES
could receive up to €853 nillion for the sale of these reserves, for which
there is a liquid market.
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The val ue of excess reserves is subject to fluctuations arising from potenti al
changes in consunption and gl obal prices for petrol eum products. Nevert hel ess,
current excess reserves would confortably cover 2016 maturities, and we
estimate they would continue to do so up to a maxi mum of a 14%increase in
consunption or a 55% decrease in the weighted average narket price of CORES
reserves.

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

Outlook

The stable outl ook on CORES reflects that on Spain. If we |owered or raised
our sovereign ratings on Spain, we would take a similar action on CORES.
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www. gl obal creditportal.comand at spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press O fice (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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