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Fitch Affirms Cores at 'A-'; Outlook Stable

Fitch Ratings-Barcelona-12 May 2020:

Fitch Ratings has affirmed Corporacion de Reservas Estrategicas de Productos Petroliferos' (Cores)

Long-Term Foreign- and Local-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 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. 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 regulatory influence is strongly supportive of Cores' financial stability and

viability, as the operators are obliged by law (according to 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 (principal debt and interest).

The law also stipulates that Cores can at any time sell reserves storage that exceeds the

mandatory level to cover debt servicing (principal debt and interest). Excess reserves were

estimated by Cores at EUR32.8 million at the end of 2019, representing about 1% of total reserves

at market value.

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

Oil 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

it is mostly financed in capital markets (62.8% of outstanding debt at end of 2019), risking failure in

meeting 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 2018, it decided to sell reserves. The sale,

previously authorised by the board of directors, generated EUR31.8 million in 2019, and the

regulatory framework imposes that the proceeds of reserve sales are first applied to debt

reduction. Consequently, outstanding debt declined to EUR1.606 billion in 2019 (EUR1.636 billion

in 2018). Cash reserves amounted in 2019 to EUR22.9 million, with EUR140 million of available

credit lines.

Cores' profitability is not 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 2019 Cores decided to reduce fees for

liquid hydrocarbon products by 6% , and reported a profit of EUR22.9 million in 2019 (EUR6.3

million in 2018). However, in May 2020, Cores expects to approve a rise of fees to operators with

effect from June 2020, to compensate the decline of oil consumption and contributions paid by

operators, due to the health crisis and lockdown in the country.

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to positive rating action/upgrade:

Positive rating action on the state's IDRs will be mirrored on Cores' IDRs, assuming that the links

between the sovereign and the company remain strong.



Factors that could, individually or collectively, lead to negative rating action/downgrade:

A downgrade could follow similar rating action on the sovereign, an adverse change in the legal

framework, which Fitch views as unlikely at present, or a weakening of expected support from the

state.

Best/Worst Case Rating Scenario

International scale credit ratings of Public Finance issuers have a best-case rating upgrade scenario

(defined as the 99th percentile of rating transitions, measured in a positive direction) of three

notches over a three-year rating horizon; and a worst-case rating downgrade scenario (defined as

the 99th percentile of rating transitions, measured in a negative direction) of three notches over

three years. The complete span of best- and worst-case scenario credit ratings for all rating

categories ranges from 'AAA' to 'D'. Best- and worst-case scenario credit ratings are based on

historical performance. For more information about the methodology used to determine

sector-specific best- and worst-case scenario credit ratings, visit https://www.fitchratings.com/site/

re/10111579.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF RATING

The principal sources of information used in the analysis are described in the Applicable Criteria.

ESG Considerations

The highest level of ESG credit relevance, if present, is a score of 3. This means ESG issues are

credit-neutral or have only a minimal credit impact on the entity(ies), either due to their nature or

to the way in which they are being managed by the entity(ies). For more information on Fitch's ESG

Relevance Scores, visit www.fitchratings.com/esg.
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FITCH'S RATING DEFINITIONS FOR EACH RATING SCALE AND RATING CATEGORIES, INCLUDING

DEFINITIONS RELATING TO DEFAULT. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE

AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY,

CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES

AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.

DIRECTORS AND SHAREHOLDERS RELEVANT INTERESTS ARE AVAILABLE AT

HTTPS://WWW.FITCHRATINGS.COM/SITE/REGULATORY. FITCH MAY HAVE PROVIDED ANOTHER

PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS

SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY

CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.
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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://www.fitchratings.com/site/fitch-home/regulatory
https://www.fitchratings.com/site/fitch-home/regulatory

