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Fitch Affirms Cores at 'A-"; Outlook Stable

Fitch Ratings-Barcelona-22 May 2019: Fitch Ratings has affirmed Corporacion de Reservas Estrategicas de
Productos Petroliferos' (Cores) Long-Term Local- and Foreign-Currency Issuer Default Ratings (IDRs) at 'A-'
with Stable Outlooks and Short-Term Foreign-Currency IDR at 'F1'. The ratings on the senior unsecured

outstanding bond issues and EMTN programme have been affirmed at 'A-".

Under its Government-Related Entities (GRE) Rating Criteria, Fitch considers Cores' parent, the Spanish
government (A-/Stable/F1), has very high ability and willingness to provide support. Using a top-down
approach and our assessment of four factors under the strength of linkage and incentive to support by the

ultimate parent we have aligned Cores' IDRs with those of Spain.

Key Rating Drivers
Under the criteria we assess the strength of linkage in status, ownership and control, as well as support track
record and expectations; and the incentive to support, which covers the socio-political and financial

implications of a GRE's default.

Status, Ownership and Control- Assessed as Strong:
Cores was created in 1994 with the particular status of a non-profit public corporation without equity, tightly

controlled by the central government.

The central government's strong influence on and control of Cores' operations is demonstrated by the
supervision of the Ministry for Ecological Transition, through its veto right on any agreement on Cores that
could infringe the legality or public interest. However, it has never used this as there is usually a strong

consensus within the board of directors.

The strong influence and control is also reflected by the presence of the central government on Cores' board
of directors, as four of 11 members are appointed by the Minister for Ecological Transition. Cores' president is
also appointed by the Minister for Ecological Transition and has a five-year mandate, which can be renewed
for a further five years. The president's main function is to be the legal representative of Cores in all its acts

and contracts and manage the inspection of its activities.

Cores has no shareholder from the central government and in case of dissolution the central government
would not be involved, without liability transfer. However, Cores' accounts and debt are consolidated in
Spain's national accounts. Cores' budgets and borrowing are approved by its board of directors. However,
the Ministry for Ecological Transition approves the fees charged to operators through Cores' budget

elaboration process.

Support Track Record and Expectations- Assessed as Very Strong:

Fitch believes that the regulatory influence is strongly supportive of Cores' financial stability and viability, as
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the operators are obliged by law (according to the item 25.4, of the Royal Decree 1716/2004) to pay at any
time an increase of fees to guarantee Cores' creditworthiness for the coverage of total spending, including
debt servicing. The law also stipulates that Cores can at any time sell reserves storage that exceeds the
mandatory level to cover debt servicing. Excess reserves were estimated by Cores at EUR116 million at the

end of 2018, representing about 5% of total reserves at market value.

Socio-Political Implications of Default- Assessed as Very Strong:

Qil is crucial for the domestic energy supply, representing 44.9% of primary energy consumed in Spain in
2018. Spain is obliged to maintain 90 days of net imports of crude oil and petroleum according to the EU
requirement, a target that has been increased by the Spanish government to 92 days of sales or
consumption. Cores is the designated central stockholding entity for maintaining energy in Spain, obliging it
to maintain at least 42 numbers of days of reserves of the obligation and therefore the industry maintains 50
days. Cores' main mission also consists of controlling and inspecting the level of Spain's security reserves

held by operators to ensure the minimum stock of obligation.

This factor reflects the fact that Cores' financial default would materially endanger continued provision of its
activity, impacting its borrowing capacity, considering that Cores funds its purchase of reserves with debt
borrowing. This factor also reflects the fact of a lack of any immediate substitute to maintain Cores' obligation
of 42 days, given the complexity of necessary legal changes, the economic and financial difficulty for private
operators to assume Cores' obligation and the non-transferability of controlling and inspecting reserves held
by operators.

As a result, Cores' default would be seen as of significant importance for the Spanish government, as it
would fail its obligation of maintaining a minimum of 90 days as imposed by the EU. This would have a
significant international public reputational effect, economic sanctions, significant national vulnerability in

case of oil supply crisis and grave national economic repercussions, due to Spain's energy dependence.

Financial Implications of Default- Assessed as Strong:

This factor reflects the fact that the Spanish government would have a strong incentive to provide
extraordinary financial support to prevent a default of Cores as the default would have a significant impact on
Spain's credit international reputation in failing to meet the EU target. It would also have grave economic

repercussions and therefore affect its availability and cost borrowing.

The factor also reflects the fact that Cores' accounts are consolidated in Spain's debt in national public terms.
Cores' default would also have a significant impact on its availability of borrowing, as the corporate is mostly

financed in capital markets (61% of outstanding debt at end of 2018), risking failure to meet the EU target.

This assessment under the GRE criteria has resulted in 45 points, leading Fitch to align the ratings with the

sovereign's IDRs, irrespective of the standalone credit assessment.

As Cores maintained reserves above requirement in 2017, it decided to sell reserves. The sale, previously
authorised by the board of directors, generated EURS30 million in 2017, and the regulatory framework

imposes that the proceeds of reserve sales are first applied to debt reduction. Outstanding debt declined to
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EURA1.6 billion in 2018 (EUR2.1 billion in 2017), as a consequence of the EUR500 million bond maturing in
April 2018. Cash reserves amounted in 2018 to EUR51.7 million, with EUR170 million of available credit

lines.

Cores' profitability is not as high, since the corporation is non-profit. Typically, Cores reduces fees charged to
operators (fees collected from the operators more than covering operating spending), in the last quarter of
the year. For instance in October 2018, Cores decided to reduce fees for liquid hydrocarbon products by
15%, and reported a profit of EUR6.3 million in 2018 (EUR17.7 million in 2017).

RATING SENSITIVITIES
Changes to the state's IDRs will be mirrored in Cores' IDRs, assuming that the links between the sovereign
and the company remain strong. Looser links between Cores and the sovereign could also lead to a widening

of the notching differential.

Corporacion de Reservas Estrategicas de Productos Petroliferos (CORES); Long Term Issuer Default Rating;
Affirmed; A-; RO:Sta

----; Short Term Issuer Default Rating; Affirmed; F1

----; Local Currency Long Term Issuer Default Rating; Affirmed; A-; RO:Sta

----senior unsecured; Long Term Rating; Affirmed; A-
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and in making other reports (including forecast information), Fitch relies on factual information it receives
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reasonable investigation of the factual information relied upon by it in accordance with its ratings
methodology, and obtains reasonable verification of that information from independent sources, to the extent
such sources are available for a given security or in a given jurisdiction. The manner of Fitch's factual
investigation and the scope of the third-party verification it obtains will vary depending on the nature of the
rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is
offered and sold and/or the issuer is located, the availability and nature of relevant public information, access

to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such

https://app.fitchconnect.com/search/research/article/PR_10075431 4/6


https://app.fitchconnect.com/search/research/article/RPT_10047173
https://app.fitchconnect.com/search/research/article/RPT_10073011
https://app.fitchconnect.com/search/research/article/RPT_10067640
https://www.fitchratings.com/site/dodd-frank-disclosure/10075431
https://www.fitchratings.com/site/pr/10075431#solicitation
https://www.fitchratings.com/regulatory
https://www.fitchratings.com/UNDERSTANDINGCREDITRATINGS
https://www.fitchratings.com/site/home
https://www.fitchratings.com/site/regulatory

5/22/2019 Fitch Connect - Fitch Solutions
as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal
opinions and other reports provided by third parties, the availability of independent and competent third- party
verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a
variety of other factors. Users of Fitch's ratings and reports should understand that neither an enhanced
factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in
connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are
responsible for the accuracy of the information they provide to Fitch and to the market in offering documents
and other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including
independent auditors with respect to financial statements and attorneys with respect to legal and tax matters.
Further, ratings and forecasts of financial and other information are inherently forward-looking and embody
assumptions and predictions about future events that by their nature cannot be verified as facts. As a result,
despite any verification of current facts, ratings and forecasts can be affected by future events or conditions
that were not anticipated at the time a rating or forecast was issued or affirmed.
The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch
does not represent or warrant that the report or any of its contents will meet any of the requirements of a
recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and
reports made by Fitch are based on established criteria and methodologies that Fitch is continuously
evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no
individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address
the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not
engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in
a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals
are named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute
for the information assembled, verified and presented to investors by the issuer and its agents in connection
with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole
discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation
to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of
any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to
any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating
securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent)
per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from
US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or
dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in
connection with any registration statement filed under the United States securities laws, the Financial
Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction.
Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available to
electronic subscribers up to three days earlier than to print subscribers.
For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian
financial services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale
clients only. Credit ratings information published by Fitch is not intended to be used by persons who are retail
clients within the meaning of the Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally

https://app.fitchconnect.com/search/research/article/PR_10075431 5/6



5/22/2019 Fitch Connect - Fitch Solutions
Recognized Statistical Rating Organization (the "NRSRQO"). While certain of the NRSRO's credit rating
subsidiaries are listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf

of the NRSRO (see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed

on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not
issued on behalf of the NRSRO. However, non-NRSRO personnel may participate in determining credit
ratings issued by or on behalf of the NRSRO.

ENDORSEMENT POLICY - Fitch's approach to ratings endorsement so that ratings produced outside the EU

may be used by regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU

Regulation with respect to credit rating agencies, can be found on the EU Regulatory Disclosures page. The
endorsement status of all International ratings is provided within the entity summary page for each rated
entity and in the transaction detail pages for all structured finance transactions on the Fitch website. These

disclosures are updated on a daily basis.

https://app.fitchconnect.com/search/research/article/PR_10075431 6/6


https://www.fitchratings.com/site/regulatory
https://www.fitchratings.com/site/fitch-home/regulatory

