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Disclaimer

This presentation material has been prepared by the Spanish Treasury and is updated on a regular basis. We reserve all rights.

This document is for information purposes only. Nothing in this presentation material constitutes, or forms part of, any offer or
invitation to underwrite, subscribe or otherwise acquire or dispose of Spanish Government debt. It is provided for information
purposes only and it is not intended to provide the basis for any credit or any other third party evaluation of that debt. While the
Spanish Treasury applies its best efforts to include accurate information and the information herein is believed to be reliable, it makes
no representation or warranty as to the accuracy or completeness of such information.

Distribution of information contained in this presentation material may be forbidden or limited by legislation of some jurisdictions.
ACCESS IS DENIED TO PERSONS TO WHOM THESE RESTRICTIONS IN SUCH JURISDICTIONS APPLY AND GRANTED ONLY TO
JURISDICTIONS IN WHICH THE DISTRIBUTION OF THIS INFORMATION 1S NOT LEGALLY LIMITED.

The information contained on this website does not constitute an offer for sale in the United States of America. The securities
described have not been, and will not be, registered under the US Securities Act of 1933, as amended, or with any securities regulatory
authority of any state or other jurisdiction in the United States of America and may not be offered or sold, directly or indirectly, into
the United States of America unless the securities are so registered or an exemption from the registration requirements is available.

Each person is required to inform himself accordingly and to comply with applicable restrictions. The Treasury of the Kingdom of
Spain is by no means liable for any such infringement.

As a consequence of the previous information, you confirm that you are not a resident of the United States of America or of any
jurisdiction in which the distribution of this information is legally limited and that you will not distribute any of the information and
documents contained hereon to any person resident in the United States of America or in any jurisdiction in which the distribution of
this information is legally limited. None of the information displayed or in connection with the presentation material is an offer of
securities for sales in the United States of America.



Highlights: Correction of imbalances

Investment-Savings Gap

Unemployment Rate

Private Sector Debt-to-GDP Ratio
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The Treasury’s Funding Programme in 2017

» Net issuance of €35 bn in 2017, the same
asin 2016

» Total issuance up to February 28™: €48.5 bn
(22% of the funding programme), of which
€32.8 bn (26.6%) medium- and long-term
gross instruments, and €15.7 bn (16.2%) in
Letras del Tesoro

The Treasury’s Funding Programmes Since 2012

(In € bn)
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e (Gross ISsuance s M&L-Term Redemptions

= «A= F'cast Net Issuance (Jan.) e Final Net Issuance (Dec.)

o . . Forecast
(in millon euro and in effective terms) End 2016 January 2017
Total Net Issuance 35,043 35,000
Total gross issuance 221,364 220,017

Medium- and Long-Term*
Gross Issuance * 120,368 122,904
Amortisation 85,301 87,904
Net Issuance 35,067 35,000
Letras del Tesoro
Gross Issuance 100,996 97,113
Amortisation 101,020 97,113
Net Issuance -24 0

! Includes debts in other currencies, Bonos & Obligaciones, loans and assumed debts.

Funding Programme in 2017
(Gross issuance, € bn, February 28" 2017)
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Source: Secretaria General del Tesoro y Politica Financiera.  Link to Data


http://www.tesoro.es/doc/Presentacion/Excel/X5%20Funding%20Programme.xlsx
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Cost and life of debt: longer tenors at historically low rates

Cost of Debt Outstanding and Cost at Issuance
(*As of February 28" 2017, in percent)
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‘ Cost of Debt Outstanding e Cost at Issuance ‘

Marginal Life at Issuance of Bonos and Obligaciones
(*As of February 282017, in years)
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http://www.tesoro.es/deuda-publica/estad%C3%ADsticas-mensuales
http://www.tesoro.es/doc/Presentacion/Excel/X5%20Cost%20Life.xlsx

Publico
Recent trends in investor base (I)

Bank of Spain (%)

Issuance & Amortisation Flows and Changes in
Holdings of Bonos y Obligaciones del Estado

25,000 (€ mn)

12,500
0

-12,500

| |

-25,000
n m mn M M MmO O VW VW VW VW
R R R S R R R
§E 5 & 2 5 3 §E 3 & 2 & &5 8§
- = = w oz - = = vn oz -

Resident ® Non-resident ®BoS M®Issuance (+) M Amortisation (-)

o — Jan 2017
20%
% - (€143.6 bn)
16% -
14% - Jun 2012 Dec 2016
12% - 8.9% 16.8%
10% - (€51.6 bn) (€138.6 bn)
8%
6%
4%
2% -
0% T T T T T
N o <¥ n e} D~
— i — i — —
(=} (=) (=} (=) (=} (=}
N [9\} N [a\} [9\} N

«====Registered Holdings e Term Investment

Holdings of Unstripped Government Debt
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http://www.tesoro.es/doc/Presentacion/Excel/X5%20Investor%20Type.xlsx
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Syndicated issuance in 2016
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http://www.tesoro.es/doc/Presentacion/Excel/X5%20Syndication.xlsx
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Syndicated issuance in 2017

»In January 2017, the Spanish Treasury has
launched its first syndicated transaction of the
year. The new €9bn 10-year benchmark
issue (due 30 April 2027) has a 1.50%
coupon and was priced at a spread of 77 bps
over mid swaps, implying a reoffer yield of
1.575%. More than 220 orders were placed in
the transaction with a final book size of over
EUR 34 billion.

» In February a new benchmark in the 15-
year segment, its second syndicated nominal
Obligaciones del Estado in 2017 was priced
at a spread of 120 bps over mid swaps,
implying a reoffer yield of 2.392%.

»The new €5bn 15-year benchmark due 30
July 2033 pays an annual coupon of 2.35%
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http://www.tesoro.es/doc/Presentacion/Excel/X5%20Syndication.xlsx
http://www.tesoro.es/doc/Presentacion/Excel/X5_10Y_Jan_2017.pdf
http://www.tesoro.es/doc/Presentacion/Excel/X5_15Y_Feb_2017.pdf
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Spain’s Euro inflation-linked programme

Spanish Linker Supply, Auctions & Syndications
(As of February 28% 2017, € bn lhs and bps rhs)
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Outstanding Inflation-Linked Bonos and Obligaciones

(As of February 28" 2017, € mn)

Bonos and Obligaciones del Estado indexed to European inflation

Reference index Harmonized index of consumer prices
excluding tobacco for the Eurozone
. Maturity Outstanding

Referencia Date Years |[amount* (mn€)
SPGB €i 0.55% 11/30/2019 2.75 9,729.2
SPGB €i 0.30% 11/30/2021 4.75 3,006.9
SPGB €i 1.8% 11/30/2024 7.75 11,9711
SPGB €i 1% 11/30/2030 13.75 5,590.3
30,297.5

(*) Updated on the last day of the month with the corresponding indexation coefficient.

Share of Inflation-Linked Bonds in Total Outstanding
(As of February 28% 2017, € bn & percent )
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Prudent debt management

: : Monthly Maturity Struct in 2017
» Redemption dates of medium- and long- oS of February 280 2017
- - (€ bn)
term bonds (mainly January, April, July and . —— e — |
October) are accommodated to match the ax copection
. . 20 ~
dates of biggest inflows of tax revenues
15 +
» Excess liquidity is lent in the money market
. 10
each month through repo auctions
5 4
0 —
Relative Redemptions of Central Governments jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
(% of estimated 2016 GDP. March 2017 to February 2018) : —
250 ‘ T-Bills ®Bonos ™ Obligaciones ™ Other ‘ .
2079 includes FFPP & Source: Secretaria General del Tesoro y Politica Financiera. Link to Data
-1/ Regional & Local
20% - Liquidity
. Mechanisms Administrative Distribution of Tax Collection
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12.5% Personal Income Tax
Corporate Income Tax
10% ~ - VAT
% Excise Duties
504 = Other Taxes
’ Total Tax Collection - - - -
. Tax collection intensity
0% - ‘ Lowest Highest
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Sources: Secretaria General del Tesoro y Politica Financiera for Spain, ) ]
data for Italy (Feb17-Jan18), and Bloomberg for other countries. Link to Data Link to Data



http://www.tesoro.es/doc/Presentacion/Excel/X5%20Redemptions.xlsx
http://www.tesoro.es/doc/Presentacion/Excel/X5%20Redemptions.xlsx
http://www.tesoro.es/doc/Presentacion/Excel/X%20Taxes.xlsx
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Evolution of Ratings

Rating and Rating Actions vs.

(rating) Spread to 10Y Bunds (basis points)
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Announced Rating Dates in 2017
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http://www.tesoro.es/doc/Presentacion/Excel/X5%20Rating%20ES.xlsx
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Macroeconomic scenario 2017-2019

» Sustained and elevated growth consistent with a current account surplus
» Deleveraging, compatible with access to credit and openness of Spanish firms, drives investment
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Macroeconomic scenario (YoY growth rates in percent) 6% 1 Gross Domestic Product
5016 40 (Year-on-Year Growth Rates)
2015 Average! Q1 Q2 Q3 Q4 2017|2018(2019 0%
Private consumption expenditure 2.9 3.2 3.6 3.4 3.0 3.0 2.7 2.5 2.4 2% A 1.6%
General Government consumption expenditure 2.0 0.8 1.7 0.7 0.8 0.0 0.9 0.7 0.7 0% -
Gross Fixed Capital Formation 6.0 3.1 4.3 3.4 2.6 2.2 3.4 3.5 3.6
National Demand* 33 | 28 | 35 | 29 | 25 | 22 | 24 | 23 | 22 | 2% 1
Exports of goods and services 4.9 4.4 3.8 6.5 2.9 4.4 5.9 5.7 5.7 -49%, -
Imports of goods and services 5.6 3.3 4.5 5.4 1.0 2.3 5.9 5.8 5.8
External demand* -0.1 0.4 -0.1 | 0.5 0.7 0.8 0.1 0.1 0.2 -6% 1
Gross Domestic Product 3.2 3.2 3.4 3.4 3.2 3.0 2.5 2.4 2.4 -8% . . . . . . . . . . )
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Other macroeconomic variables -
2016 EA em==Spain e=ssFrance e=|taly
2015 \eragel Q1 | Q2 | @3 | qa |%017]|2018/2019 Source: Eurostat. Link to Data
Unemployment rate (in %) 221 19.6 | 21.0 | 20.0 { 189 | 186 | 17.6 | 156 | 13.8
Full-time Equiv. Employment (YoY Growth) 3.0 2 3.1 2.7 2.9 2.7 2.4 23 2.3 IMF GDP FOI'ecaStS fOI‘ 2 016 Since 2 014
Net lending(+) /borrowing(-) with RoW (% of GDP) 2.0 2.5 2.0 2.4 2.3 - 2.3 2.2 2.1
GDP deflator (YoY Growth) 0.6 0.3 00 | 04 | 02 ! 06 | 15 | 16 | 16 [Year on-Year Growth Rates] 3.5
Deficit Excl. Financial Sector One-Offs (in % of GDP)* | -5.08 4.6 -0.72 | -2.85 | -2.59 - 3.1 2.2 1.3 31 32 3(5)
Underlying assumptions 23 20 25 25 %7 26 26 %(5)
2015 2016 2017(20182019 teoe 1.0
Average:! Q1 Q2 Q3 Q4 0.5
USD /€ exchange rate 1.1 1.1 110 | 113 | 1.12 | 1.08 1.1 1.1 1.1 — T T — T T T T T + 0.0
Euro Area GDP growth (YoY growth) 16 | 17 | 16| 15| 17 17| 15| 17 | 18 S § § § 2 E E E E E B
0il prices (Brent, USD /barrel) 52.2 43.0 352 { 47.0 | 47.0 { 51.1 | 50.2 | 52.4 | 52.4 § g 3 .g RN E ’g g _":} .g‘:- 'g E
YT . , . e =2 & ) = e o 2 5 =) ~ 2
fource..Mm.zsterlo de E(:‘onomla, Industria y Competitividad. Link to Data Tz 8 ¢ 8 Tz 5 % 5 % 5 %
Contributions to GDP in p.p. - e & 5 & ¢ = & = = =2 5
- S 2 S S S
a 5 e 3
Source: IMF. Link to Data
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http://www.tesoro.es/doc/Presentacion/Excel/X%20Macroeconomic%20scenario%20table.xlsx
http://www.tesoro.es/doc/Presentacion/Excel/X%20Compare%20gdp.xls
http://www.tesoro.es/doc/Presentacion/Excel/X%20Macroeconomic%20scenario%20table.xlsx
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Growth is less vulnerable to volatility

2 Spain set to be one of the fastest growing Growth Forecasts for 2017. International Monetary Fund

(Year-on-Year Growth Rates)

z
2
2
large advanced economies in 2017 5 -
» Positive tailwinds shared across the Euro 25 1 23 :
. . : 1.5
Area (i.e., weaker exchange rate, low interest 15 1 i - . &
. . " 1.0 A — . - P
rates, improved credit conditions, neutral 05 | — I % g
. " _ =1 imi 1011 0 :
fiscal conditions) T s s s 2 s 2 = 2 ox
» s zE > < § 5 £ & &
» The positive effects of structural reforms = 22 £ g -
explain the differential improvement Source: IMF. Link to Data
Manufacturing PMI Economic Sentiment Indicator
(Index, >50 expansion) [Ilnzcgex, long-term average=100)
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Sources: Bloomberg & Eurostat. Link to Data
TRANSFORMATION OF SPAIN’S GROWTH MODEL 14



http://www.tesoro.es/doc/Presentacion/Excel/X%20Macroeconomic%20scenario%20table.xlsx
http://www.tesoro.es/doc/Presentacion/Excel/X%20PMI&Confidence.xlsm
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Labour market reform: a change in labour dynamics =
v, (¢”]
&
. . =
» Progressive correction of long-term unemployment £
Long-Term Unemployment =
Unemployment & Youth Unemployment (Unemployment pool by time unemployed, 5
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Piblico
Growth is widely distributed across sectors

Weighted Average Percentage of Branches of Economic
» Over the last three years employment has Activity with Positive QoQ Employment Growth

Increased by more than 1.3 million persons, in 100%

over 70% of all economic branches 80%
» In the last year employment growth has 60%
been widespread across sectors and 40%
especially intense in manufacturing and 20%

wholesale & retail trade

0% T T T T T T T T 1
2008 2009 2010 2011 2012 2013 2014 2015 2016

Labour Force Survey, 2016Q4 . ]
Breakdown by Branches of Economic Activity. Employment Growth in Manufacturing Branches

(Weights in Parenthesis) Since 2013Q4

Domestic Service (3.4%) (In Percen t)
Public Admin & Defence(;jSocial Sec. %6.9%% W Year-on-Year
Mining and quarrying (0.2%

International Organisations (0.0%) vs 2013Q4
Financial & insurance (2.5%)
Electricity, gas, steam & air cond. (0.5%)
Water supply; Waste & Remediation (0.7%)
Real estate activities (0.6%)
Other Services (2.4%)
Information & Communication (3.0%)
Agric,, forestry & fishing (4.2%)
Administrative & support service (5.1%)
Arts, entertainment & recreation (2.1%)
Construction (5.9%)
Transportation & storage (5.1%)
Education (6.9%)
Prof., Scien. & Tech. (5.0%)
Human health & social work (8 2%)

Wholesale & retgj ir motor 04)
turing %.; 0 | ¢
ccom. & food (8.7%)
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Paper

Rubber & Plastics
Textile

Tobacco
Furniture

(Thousands of Persons)

Beverages

Coke & Oil Refining

Chemicals
Non-Metallic Minerals

Leather & Shoes

Motor Vehicles

Iron & Steel

Food Industry

Install. of Mach. & Equip.
Graphic Arts
Dressmaking
Pharmaceuticals
Metallic Products

Wood & Cork

Other Manufacturing
Electric Mat. & Equip.

Other Machinery & Equip.
Informatics, Electr. & Opt.
Other Transport Material

Source: National Statistics Institute. Link to Data
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. - -
Changing employment patterns strengthen confidence =
= = — w
. - (=g
» Less reliance on temporary contracts, more Share of Temporary and Part-Time Contracts £
_ ! in Total Employment g
open-ended & part-time contracts 30 1281 Temporary (In %)y, Part-Time 5
(=g
- - - 25 - 25 - =
» Previously discouraged workers re-engaging | 5
i 20 A+ =)
154 S
the labour force 5 5 | o E
[l . . m
» Higher job security and lower unemployment 1 101 S
. . 5 - 5
boosts confidence and consumption . i =
- - =
ES EA EU DE IT IRE UK DE UK IRE EA EU IT ES i
| m2006 #2015Q3-2016Q2] | m2006 #2015Q3-2016Q2 | %
Source: National Statistics Institute and Eurostat. Link to Data §=
=
Consumer Confidence & Retail Sales Consumption & Transition from Employment to Unemploymen E’;r
(Levels and Year-on-Year Growth Rates) (YoY Growth Rates & Observed Rati ]
120 - 7.5% 50 - Frequencies*) - 550 16 - atio
100 o ;(5):;: ;}ZZ : - 5.0% 1.2 \‘
80 0.0% o F45% 08
60 L -2.5% 0% 1 o
L -5.0% 1% 1 o 041
40 -2% 7 0,
20 - -7.5% 30 - 3:5% 0.0
F -10.0% -49% A F 3.0% 04 4
0 - L -12.5% 5% - 0 0.4
S 8 8 8 8 8 8 8 38 8 8 o 2% 08 4
3 2 3 5\ E E ; z Ub—\_l ; : 2007 2009 2011 2013 2015
@ Household Consumption (YoY, LHS) -1.2 -
@ Consumer Confidence (LHS) e Retail Sales Index (RHS) Prob. of Employed to Unemployed (RHS) 2007 2009 2011 2013 2015
Source: Ministerio de Economia, Industria y Competitividad. Link to data Source: National Statistics Institute. Link to Data

* Frequency of becoming unemployed in a given quarter of a person
who was employed in the previous quarter.
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oPiblico
Positive core inflation and favourable inflation differential

» Positive core inflation, and favourable Core Inf(]latg/onyand Inflation Diff;;enti.—)u vs. EU
. . . . . . n %, rear-on-Year Growtn Rat
inflation differential vs. main trading partners, AT TEAT BrOWER T
support cost-competitiveness

-
(=]
®
=
(=9
(7]
ot
=]
—y
=
—
)
=
=)
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» Recent inflationary pressures linked to
impact from base effects in energy prices.
Expected to recede in 2017

PROOCORENNWWAN
tiolionowiotiotiown
1 1 1 1 1 1 1 J

b Inflation linked to administered prices to T = bt s o Ao ]

remain subdued due to the reforms

implemented in 2013 (“De-indexation Law”) Sub-Components in Spanish HICP
(In %, Year-on-Year Growth Rates)

4.5 - r 45
4.0 ~ - 40
3.5 A r 35
3.0 - 30
2.5 - 25
2.0 A 20
1.5 - 15
1.0 - - 10
0.5 5
0.0 0
0.5 -5
1.0 -10
1.5 T T -15

(3] N N (3] (3] N N (3] [y N N (3] [y N [ye] (3]

S © © ©9 ©9 © 9 © © © © © © © © o

S S & © S S S S B R, B & e =

N X R OO I ® O O Bk N W A U1 O N

e Core Inflation (Lhs) === Administered prices (Rhs) e====Energy [Rhs]|

Source: Ministerio de Economia, Industria y Competitividad. Link to Data
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TesoroPiiblico
Adjustment and recapitalisation of the financial system (1)

» Spain’s financial sector is now leaner, more Harmonised Non-Per(fgg/n}ing Exposure Ratios
0

efficient and better capitalised 25% 1

20% A

» Better prepared for NPLs: Coverage ratio of
doubtful loans to Households and Corporates
has increased from 29% in 2008Q3 to
approximately 46% by 2016Q3

FI GB DE NL DK BE FR EU ES AT BG IE IT

» Banks have cleaned up impaired assets by T ——
approx. €300 bn in 2012 Source: EBA Link to Data

15% -

10% A

5% A

0% -
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Adjustment in Deposit Taking Institutions Harmonised Non-Performing Coverage Ratio
(Number of Employees and Branches) (In %)
280,000 Employees 270,1]33§%nchesf 50,000 70% -
265,000 - L 45 000 60% 1
[ -
250,000 - 20%
r 40,000 40% A
235,000
- 35,000 30%
220,000 -
- 30,000 20% 1
205,000 - ’ 10% -
190,000 ” 25,000 0% -

FI GB DE NL DK BE FR EU ES AT BG IE IT
W sep-15 msep-16

7861

8002
10

910¢

o

*
‘ e Employees (Left hand side) e====Branches (Right hand side) ‘

Source: Bank of Spain. Link to Data
*September 2016
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Adjustment and recapitalisation of the financial system (II)

i i _ 0 Breakdown of Year-on-Year Growth Rate of NPL
_’ Nominal doubtful loans deClmmg 13.5% yoy Ratio (National Exposures) into its Components
In December 2016 >0% 1 * Decrease in Loans to ORS since

peak (2008Q4): €593.8bn

» Improving equity-to-asset ratio & funding gap 25% | " ecrease in NPL: €61.0bn
- 3.8%

» Positive feedback loops between 0%

unemployment reduction, bankruptcy | 135%

proceedings and NPLs 2010 2011 2012 2013 2014 2015 2016

mmmm Change in Doubtful loans (Numerator)

mmm Mixed Effects (Not Assignable to Numerator or Denominator)
mmmw Decrease in Total Loans (Denominator)

e===Y0oY Growth Rate NPL Ratio
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Source: Bank of Spain. Link to Data
Equity-to-Assets and Lending-to-Deposits Ratio NPLs, Unemployment & Bankruptcy Proceedings
(In %) (YoY Growth Rates)
180 ~ 173.7 - 9.0 300% - ~ 90%
8.5 250% -
160 1 8.0 200% A - 60%
7.5
140 H 150% . B 300
7.0 %
. 100% -
6.
120 ~ i
60 50% 11.3% 0%
100 5.5 0% 1 =i135%
_50% T T T T T T T T T T 930%
N N N N N N N N N N N
o o o o o o o o o o o
© 6 © © B Rr P R~ B A p
=== ending to ORS / ORS Deposits (LHS) @ N ® VW o B M W P, G O
e Equity / Assets (RHS) @ NPLs (€ mn, |hs) essss Bankruptcy Proceedings (lhs) emsss Unemployed (rhs)|
Source: Bank of Spain. Link to Data Sources: Bank of Spain and National Statistics Institute. Link to Data

TRANSFORMATION OF SPAIN’S GROWTH MODEL


http://www.tesoro.es/doc/Presentacion/Excel/X%20Breakdown%20Doubtful.xlsm
http://www.tesoro.es/doc/Presentacion/Excel/X%20Deposits%20Ratio.xlsm
http://www.tesoro.es/doc/Presentacion/Excel/X%20Breakdown%20Doubtful.xlsm
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Adjustment and recapitalisation of the financial system (lIl)

-
3
= - m
> Improvement in capitalisation, NPL coverage Tran ey B 5 Sample “g
I'a'[IOS3 cost-to-income & Ieverage ratlo, etc. In a \4 . Transparency exercise Stress Tests E
EU-wide context JEtE S
: . : S 10 1 =
» Higher degree of resiliency in case of stress g s =
-
=
(&) , E
Dec2014  Jun2015  Dec2015 Adverse g
Dec 2018
SSM: Gross Adjustments in the 2014 AQR by MEU | Span
Country of Residence
37 (% of RWA and % of total) Transparency exercise Stress Tests

M Provisions on
sampled files

[ Projection of
findings

M Collective
provisioning review

[ CVA & Fair Value
Review

Leverage Ratios
S B N W S~ U1 O

| Dec2014  Jun2015  Dec2015  Adverse
GRCY SI PT AT LV EE IT MTSK BE FI NL LT IE DELUF -< scenario
Dec 2018

Source: Bank of Spain. Source: European Banking Authority. Link to Data
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Increasing new loans to households & changes in corporate finance g
» Interest rates have Converged in the Euro Area Lending Rates of New Loans to Non-Financial Corporations 3
(%. Maturity 1-5 Years and up to €1 mn) =
» New loans to SMEs (less than €1 million) are 7 g
growing since mid-2013. New loan operations for ] 2
more than €1mn have been declining in 2016 vs. 4. §
2015 3 3
: - . 27 S
» Deleveraging has modified the composition of S 5
liabilities in the private sector: fewer loans, more s s g288cgge22g22Ez2 g
equr[y e (ermany essssFrance essms|tgly e Spain E
Source: ECB. Link to Data 53
=
New Loans to Households. By Type of Loan Liability Structure of Households & Non-financial =
(Smoothed. Year-on-Year Growth Rates) Corporations
(Households) (Corporations)
60% - 100% 100% I y
40% 98% 80%
96% N
20% 949 60% =
0% 92% 40% 1
-20% 90% o 1wl SRRRRR w
20% 88% 20% 3 = :
-40% 86% 0% +—r—r——r1—T1—
% TErEr
§ z g E E g : g‘ g Other (Mainly Commercial u Other
Credit & Accounts Payable) Ins. pensions & stand. guarantees

e==mHouse purchase e===(Consumption e====(Qther ® Equity and inv. Fund shares

Loans
, 5 m Debt Securities , .
Source: Ministerio de Economia, Industria y Competitividad. Link to Data Source: Banco de Espana. Link to Data
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Private sector deleveraging continues

% 4

» Corporate indebtedness has fallen below
Euro Area Average

» Since 2010Q2 the private sector has
deleveraged by €497.2 bn, of which firms by
€303.6 bn and Households by €193.6 bn

» Confidence and economic stability makes
private-sector deleveraging compatible with

growt
D

30

25 o

20

13 -

h in private consumption and investment

ebt Service Ratio. Non-Financial Private Sector
(In %)

24,9

ﬁ_—ﬂ_L\"_‘_.‘;tls,z

5 T T T T
2000 2004 2008 2012 20168
g ee—]ta]y es—(Germany essssFrance UK
Source: Bank for International Settlements. Link to Data
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Debt to GDP vs. Consumption & Investment
(Year-on-Year Growth Rates)
(Households) (Corporations)
6% A 10% -
4% A
0, _
2% - /;07 5%
0, .
0% 0% -
_2% .
-4% ~ 50 A
-6% .
-8% T T -10% + T
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Source: ECB, Bank of Spain and National Statistics Institute. Link to Data

Debt to GDP Ratios of Households and
Non-Financial Corporations
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Spain’s construction sector is beginning to recover

» Prices bottomed out around mid-2014, and
have shown a moderate upward trend “aoonas’

52016Q3 /
2013Q4

House Price Index
Growth Rates)

4.2% Extremadura

7.0% Andalucia

10.8% Melilla

Galicia

Canarias

Murcia, Region de
Asturias, Principado de
Ceuta

Balears, Illes

Castilla - La Mancha
Comunitat Valenciana
Castillay Le6n
National Total ]

» Gradual recovery in mortgages, new loans
and residential transactions since 2013

» Gross value added generated by the
construction sector is expanding since 2015
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Cantabria
Pais Vasco
18.6% Madrid, Comunidad de
Rioja, La
Aragén
Navarra, Comunidad Foral de
Cataluina
-50%-40%-30%-20%-10% 0% 10% 20% 30% .
Source: National Statistics Institute. Link to Data
Mortgages and Housing Transactions Gross Value Added in Construction
(In Thousands of Units) (Mortgage Deficit/Surplus) (YoY Growth Rates, LHS / Weight in Total GDP, RHS)
100 60% 5% 0 3.0%r 11%
90 10.5%
409
80 % 0% 10%
70 20% 9%
40 -20% -10% 7%
30 L 40
-40% 6%
20 -159
10 -60% % 5%
0 T T T T T T T T _80% -20% 40/0
N DN DN DN DN DN DN DNDN N N [y} N N N N [y N N [y*)
S o 0o o o o o o S © © © o © ©o o © o o
S 358G EH5  100% - 8§ 8 8 =28 82 8 2 %
e TS SRR —=
ortgages ouses 50 S22 EEREREAA mmm Weight in GDP (RHS) e Gross Value Added (LHS)
Source: National Statistics Institute. Link to Data Source: National Statistics Institute. Link to Data
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:i soroPiblico
External sector: from net borrower to net lender

' i ' Exports and I t
» The weight of exports of goods & services in xports ot ports

GDP has Increased from 21.9% in 2009Q1 to
32.6% by 2016Q3

O Exports of Goods +54.3%
L Exports of non-tourism services +34.7%
Q Tourism +33.5%
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» This trend has been feasible due to Spanish S8 s£s88882828¢28¢e-¢8
w S 62} (@)} ~ e} O o = N w L ui (o)}
. y - .
fII'mS InCl‘eased pl’OpenSIty tO eXpOr'[ e Exports of Goods & Services ====Imports of Goods & Services
Source: National Statistics Institute. Link to Data
Spanish Exporting Firms Exports of Goods & Services
(Index 2006=100) (Volume Index. 2008=100)
160 A 130 N Gods T T T TR T T T T
Goods: +54.3%
150 - +48.5% 120 - Non-Touristic Serv.: +34.7%
140 4 o Tourism: +33.5%
130 4 +28.5% 110 4 47.5%
120 - 100 /2=
110 ~
100 - 90 1 p
90 T T T T T T T T T T 1
[y [\ [\ [\ [\ [\ [\ [\ [\ N [y®] 80 T T T T T T
(=) (=) (=) (e} (e} (e} (e} o o o (=} N N N N N N [\ [\ [\
[e] [e=] (@] (@] = = = - - - - o o o o o o o () (e»)
(o)} ~ (o] O o = N w e ol [} (=} o [ (= [ [ [ [ =
* [0} NeJ (=) [l N w L €3] (o)}
e===sNumber of exporting firms e=sswRegularly Exporting firms | Germany ess==Spain France ——Italy UK|
Source: ICEX. Link to Data Source: Eurostat and National Statistics Institute. Link to Data

* Provisional up to December 2016
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Exports are more widely diversified
» Spain is diversifying its export base:

Change in Share in Spanish Merchandise Exports since 2005

2 0 1 6 4 countries

O Increasing market share in Africa &
Middle East, Asia, North & South
America

O Decreasing market share of EU,
Venezuela, Central America, parts of
southern Asia

JOPpuUI] J9U 0] J9MO.LIO( J9U UI0.14

» Despite the advance of exports by BRICs,
Spain is the single major EA Member to
maintain its share in world exports since the
1990s

Relative Changes in World Export Shares
130 - (Index 1990=100)

120 +
110 +
100 +
a0 +
80 +
70 4
60
50

Source: IMF. Link to Data  Source: Datacomex™ Link to Data
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Imports are now increasing for investment and for re-export activities

» Exports of consumption goods are
expanding in line with demand from Europe
and north America. Exports of capital &
consumption goods are recovering

» Increasing imports of capital and
intermediate  goods  (excluding energy
imports); motor vehicles, electric and
electronic products as well as machinery and
pharmaceutical products

TRANSFORMATION OF SPAIN’S GROWTH MODEL

Main Export and Import Products (YoY Growth)
(With Weight in Total 2013 Merchandise Exports >1%.
Smoothed data. In Brackets Share and % of Intermediate Goods)

REFINED OIL & COAL/COKE (4.5) // (85.2)
ANIMAL AND VEGETABLE OILS AND FATS (1.5) // (74.9)
AIRCRAFT AND SPACECRAFT (1.9) // (99.4)
MEAT AND MEAT PRODUCTS (2.4) // (13.4)
CLOTHING (4.4) //(0.3)
OTHER CHEMICAL PRODUCTS (3.7) // (61.5)
OTHER FOOD PRODUCTS (4.5) // (8.6)
MOTOR VEHICLES (16.7) // (7.8)
CERAMIC (1.1) // (93.9)
TEXTILE PRODUCTS (1.5) // (80.3)
AGRICULTURAL PRODUCTS (6) // (11.2)
PARTS AND FITTINGS OF MOTOR VEHICLES (3.7) // (98.1)
PLASTICS (1.7) // (94.9)

OTHER ELECTRONIC, OPTICAL AND ELECTRIC PROD. (1.7)...
PAPER, PULP, PAPERBOARD & GRAPH. ARTS (1.1) // (100)
ALCOHOLIC BEVERAGES (1.4) // (1.8)
METALLIC PRODUCTS EXCL. EQUIPMENT (3.3) // (71.2)
RUBBER PRODUCTS (1.2) // (98.6)
METALLURGIC & METALLIC PRODUCTS (5.2) // (100)

BASIC CHEM., FERTILIZERS, PLASTICS AND PESTICIDES...
OTHER MACHINERY AND EQUIP. (5.6) // (44.5)
BASIC PHARMACEUTICAL PRODUCTS (4.2) // (94.8)
ELECTRIC MATERIALS AND EQUIPMENT (3.3) // (69.7)
LEATHER AND FOOTWEAR (1.7) // (16.7)

5.5%

2

26.0%

22.4%
0.6%

syr0dxyqg

-30%  -20%  -10% 0% 10%

AIRCRAFT AND SPACECRAFT (1.7) // (99.1)

20%

30% 40%

OTHER MANUFACTURED GOODS (2.2) // (22.7) —

OTHER FOOD PRODUCTS (4.7) // (20) J— 8 6%

METALLIC PRODUCTS EXCL. EQUIPMENT (2.4) // (76.6)
MOTOR VEHICLES (8.8) // (18.3)
CLOTHING (5.7) //(0.9)
OTHER CHEMICAL PRODUCTS (3) // (69)
TEXTILE PRODUCTS (1.5) // (71.6)
OTHER MACHINERY AND EQUIP. (6.2) // (45.7)
LEATHER AND FOOTWEAR (1.8) // (12.5)
OFFICE MACHINES AND COMPUTERS (1.3) // (22.9)
METALLURGIC & METALLIC PRODUCTS (3.9) // (100)
FERROUS METALS (1.2) // (100)
PLASTICS (1.8)//(92.9)

OTHER ELECTRONIC, OPTICAL AND ELECTRIC PROD. (4.7)...
ELECTRIC MATERIALS AND EQUIPMENT (3) // (79.6)
RUBBER PRODUCTS (1) // (97.9)
PARTS AND FITTINGS OF MOTOR VEHICLES (5.8) // (98.3)
PAPER, PULP, PAPERBOARD & GRAPH. ARTS (1.2) // (100)
AGRICULTURAL PRODUCTS (3.4) // (60.2)
BASIC PHARMACEUTICAL PRODUCTS (4.9) // (94.8)

BASIC CHEM., FERTILIZERS, PLASTICS AND PESTICIDES...
REFINED OIL & COAL/COKE (2.3) // (95.9)
SEWERAGE SERVICES (0.7) // (100)
CRUDE OIL (6.3) // (100)
NATURAL GAS (2.2) // (100)

5.7%

14.7%  37.4%

(]

syrodug

-30% -20% -10% 0% 10%
Source: Ministerio de Economia, Industria y Competitividad.

20%

30% 40%

Link to Data
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Services exports expand the CA surplus

» Tourism services are reaching historical _ Quarterly Sg;’,i)“es Balance
highs i TERK
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» Most importantly, exports of services other & A
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Net International Investment Position in the context of growth & CA surplus

» GDP growth is not linked to current account Current & Capital Accounts

:

=

D . ‘- (% of GDP) c
deficits as in previous growth cycles 2 | 24 S
0 A <]

» The NIIP, once excluding valuation effects, 2] :
has declined by 15.1pp since 2013 6 - =
-8 - -+

» According to the European Commission, 10 g

assuming nominal GDP growth and current

— i Acc. ital Acc.
account balance at current |€V€|S, the N”P Goods & Services Current Acc Current+Capital Acc
Source: Bank of Spain. Link to Data
may fall to -50% of GDP by 2024 % -
©2013 ¢ 2014 & 2016
"y 0/ 1 ;&
. 20124 0
Breakdown of the Net International <§> /6} > ¢
mam A 0o, Q
Investment Position — A% 2
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1. The Funding Programme in 2016

2. Transformation of Spain’s growth model

2.1 Deficit reduction 2016-2019 Page 31
2.4 Budgetary Execution in 2016 Page 32
2.4 Reform Policies Page 33-40
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Fiscal Adjustment

» New deficit path for 2016 to 2019, with additional one-off and structural measures adopted on Dec 2" 2016:
J Total income adjustment by €7.5 bn in 2017:

o Corporate Income Tax (Limits on Negative Tax Bases, reversal of impairment losses, full exemption of negative capital gains)
0 Increase in Excise duties on tobacco and alcoholic beverages. Introduction of a tax on sugary drinks

0 Increased environmental taxation

0 New real-time VAT settlement system for firms with monthly settlement as from July 2017 (covering 80% of the VAT collection)
o Fight against tax fraud (Limit to cash payments to €1,000, tax deferments of unpaid VAT, etc.)

1 Reinforcement of CORA Measures for efficiency in public administration
 Maximum contributions to the Social Security to be discussed in Pacto de Toledo Forum

» Until the approval of a new budget law, the 2016 Budgets have been automatically extended into 2017. To
match 2016 execution, the Central Government has adopted non-availability agreements (budgetary
sequestration, preventing disbursements of approved budget appropriations)

Debt to GDP Ratio and Growth Rate

: ) - - S 0, _
Net Lending(+) /Borrowing. (% of GDP. Excl. Financial Sector One-Offs) 120 3380 (% of GDP) 40%
2009 2010 2011 2012 2013 2014 2015 | 2016 2017 2018 2019 28 1 sl 2 2 8 5 B < - 30%
Central Government 92 55 54 43 -45 36 26 { 22 -11 -07 -03 | 70 - = C 99 @ af 2%
Autonomous Regions 20 32 -34 -19 -16 -18 -17 | -07 -06 -03 0.0 28 ] - 10%
Local Governments 05 05 04 03 06 05 0500 00 00 00| 207 — [ 0%
30 / -0.6% W
Social Security Administrations | 07 -02 -01 -10 -11 -10 -12 } -1.7 -14 -12 -1.0 %8 . - -10%
General Government -110 95 93 68 67 -59 51} -46 -3.1 -22 -13 0 —_————— -20%
-, [y®] [y®] [y [y [y N no [y®] [y [y [y N N
Source: Ministerio de Hacienda y Funcién Publica. Link to data 2 2 822822282 ee-:x

*2010 & 2011 net of the effects of the Regional Settlement System

Debt/GDP (lhs)  emm==Growth rate (rhs) |
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Four years of structural reforms

2012: First Generation Reforms

Labour Market

[

] Budgetary Framework [

Financial Sector

2013: Second Generation Reforms

Labour Market Reform

Budgetary Plan

ST0Z-2102C S3PI[0d W10y

Services/Product Markets

Financial Sector Reform

Pension System Reform

Serv. Market Liberalisation

\

Strategic Plan for Exporters

Local Administrations

v

Single Market Law

ICO Mediation Credit Lines

De-indexation

Main Reforms 2014-2015

N

( ewtegat [ Messwresto
Activation Reform of the Llizuteeoil i Corporate
IMPLEMENTATION OF S el Active Labour Reform of Disintermediati Recovell)' & Debt Second
REFORMS ADOPTED IN Plan for Market Polic the Tax on and y . .
2012-2013 y System Promotion of I T LI LA
Youth Framework Capital Markets
Employment for SMEs Reform of the
\ Insolvency Regime

4

BB Economic Structural Reforms

D Public Sector Reforms

B Financial Sector Reforms

Single Market/Market Unity Law

Links to detailed presentations

Balance Reforms. Three years in

Government

OECD: CORA Reforms

describing the Reform Agenda



http://www.lamoncloa.gob.es/NR/rdonlyres/9716A9A8-C078-48DE-9D7D-370140CB4A64/0/Dosa%c3%b1osdeGobiernoIngl%c3%a9sCorregido.pdf
http://www.thespanisheconomy.com/stfls/tse/ficheros/2014/261214_Balance_diciembre_2014.pdf
http://www.thespanisheconomy.com/stfls/tse/ficheros/2014/261214_Balance_diciembre_2014.pdf
http://www.lamoncloa.gob.es/NR/rdonlyres/9716A9A8-C078-48DE-9D7D-370140CB4A64/0/Dosa%c3%b1osdeGobiernoIngl%c3%a9sCorregido.pdf
http://www.oecd.org/gov/eNGLISH%20SUMMARY%20WITH%20COVER.pdf
http://www.boe.es/boe/dias/2012/02/11/pdfs/BOE-A-2012-2076.pdf
http://www.minhap.gob.es/Documentacion/Publico/GabineteMinistro/Presentaciones/LEY%20ESTABILIDAD%20PRESUPUESTARIA/LOEPSF-WEB%20MINHAP%2030-4-12%20%20(4).pdf
http://www.bde.es/bde/en/secciones/prensa/infointeres/reestructuracion/marco_regul/
http://www.oecd.org/els/emp/SpainLabourMarketReform-Report.pdf
http://www.boe.es/boe/dias/2013/12/10/pdfs/BOE-A-2013-12888.pdf
http://www.femp.es/files/3580-825-fichero/Nota%20explicativa%20de%20la%20reforma%20local-2.pdf
http://www.minhap.gob.es/Documentacion/Publico/GabineteMinistro/Varios/Reforma%20Fiscal%20(en%20ingl%C3%A9s).pdf
http://www.bde.es/bde/en/secciones/prensa/infointeres/reestructuracion/marco_regul/
http://www.thespanisheconomy.com/stfls/tse/ficheros/2013/noviembre/CoM_implements_Growth_Competitiveness_Efficiency_Plan.pdf
http://www.congreso.es/portal/page/portal/Congreso/Congreso/Iniciativas?_piref73_2148295_73_1335437_1335437.next_page=/wc/servidorCGI&CMD=VERLST&BASE=IW10&FMT=INITXDSS.fmt&DOCS=1-1&DOCORDER=FIFO&QUERY=(121/000074*.NDOC.)
http://www.mineco.gob.es/stfls/mineco/comercio/140228_Plan_Internacionalizacion.pdf
http://www.ico.es/web/ico/instrumentos-de-apoyo-a-la-internacionalizacion
http://www.thespanisheconomy.com/stfls/tse/ficheros/2013/noviembre/140826_Balance_2014_Ingles.pdf
http://www.bde.es/bde/en/secciones/prensa/infointeres/reestructuracion/marco_regul/
http://prensa.empleo.gob.es/WebPrensa/downloadFile.do?tipo=documento&id=2306&idContenido=1501
https://www.boe.es/boe/dias/2015/02/28/pdfs/BOE-A-2015-2109.pdf
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The reform of the public administrations (I)

» The reform of the public sector builds on the structural reform process initiated in 2012

New Regulatory Framework

Budgetary

Sustainability Law,
Fiscal supervisory
rules

3 Fiscal discipline at all levels
of the Administration

Early-warning system,
—>  enforcement and sanction
procedures

3 Transparency: monthly and
quarterly execution

Assurance of compliance:
—> coercive measures and
enforced compliance

3 Law for Transpz.lrency in the
Public

Administrations:
—> .
accountability & governance

Reform of the Local
Authorities

Undue expenditures

Transfer of competences

Mergers & integrated
management

Changes at minor local
entities

Resizing of the local public
sector

Temporary and exclusive
staff of local governments

FFPP

v Provision of
liquidity to
suppliers of
Local &
Regional
Governments

v 2012: €27.4
bn
v 2013: €6.8bn
v 2014: €8.0 bn
v The
Programme has
been ended by
July 2014

AN NN NN NN NN EE NSNS NN NN NS NN EEE NN EEE NN EEEE NN NN EEE NN EEEEEEEE

FLA

v’ Enabling the
centralisation of
public debt
issuance in
Spain

v Providing
liquidity to
Autonomous
Regions

v Ensuring
fiscal and
financial
sustainability

v Strict
additional fiscal
compliance

ENHANCED
LIQUIDITY
MECHANISMS

Fund for the financing
of Local Governments:

«*Fondo de
Ordenacion
+*Fondo de Impulso
Econdomico

Fund for the financing

of Regional
Governments

«*Financial facility
<+FLA

Commission for the reform of the public administration

Liquidity Measures for Regions & Local Governments
2012-2014 2015

Embedded into
the Treasury’s
Funding
Programme
v 2012: €16.6 bn
v 2013: €23.0 bn
v 2014: €23.0 bn
v 2015: €39.9 bn
v 2016: €26.0 bn

Stricter fiscal
conditionality &
issuance caps

ST0Z-2102C S3PI[0d W10y

Sub-commission for administrative simplification

General measures
Sub-commission for management of common services and resources

Electronic Billing Law
De-indexation Law

Sub-commission on administrative overlap

Sub-commission for institutional administration

Independent Authority
for Kiscal Responsibility
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http://www.minhap.gob.es/Documentacion/Publico/GabineteMinistro/Presentaciones/LEY%20ESTABILIDAD%20PRESUPUESTARIA/LOEPSF-WEB%20MINHAP%2030-4-12%20%20(4).pdf
http://www.minhap.gob.es/Documentacion/Publico/GabineteMinistro/Notas%20Prensa/2013/S.E.%20ADMINISTRACIONES%20PUBLICAS/04-05-2013%20Plan%20Proveedores%20paga%20facturas%20a%20150.000%20contratistas.pdf
http://www.airef.es/?locale=en
http://www.thespanisheconomy.com/stfls/tse/ficheros/2014/140919_InformeAnualCORAResumenFINAL.pdf
http://www.minhap.gob.es/es-ES/Servicios/Paginas/Facturaelectronica.aspx
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The reform of the public administrations (l1)

» A highly devolved system of regional and local
competencies, more than elsewhere in Europe

» Together with the resources provided by the
Regional Financing System, regions have access to
region-specific taxes, transfers from the General
State Budgets, EU Funds etc

»Since 2012 two auxiliary Funds were established by
the Central Government > FLA and FFPP

» “Fund to Finance Supplier Payments” (FFPP)
aimed at paying the territorial administrations (both
regions and municipalities) for outstanding invoices
and, hence, regularising the arrears. This Fund was
extinguished in July 2014. The outstanding debt has
been assumed by the Spanish Treasury

» In 2016 the Treasury provided Regions and Local
Governments funding for up to €26.0 bn

ain Austria Germany Italy

w
=}

17 Autonomous
Communities

Education
Health
Transport
Economy
Justice
Universities
Police
Infrastructures
Environment
Housing

Local Entities
Culture
Tourism
Employment
Social Services
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France Belgium

3 Regions
2 Com. Ling

ANIAN

Autonomous
Community

Cataluiia
C. Valenciana
Andalucia
Cast. La Mancha
Balears (Illes)
Murcia
Canarias
Galicia
Madrid
Castilla y Leén
Aragén
Extremadura
Cantabria
Asturias
Rioja
Pais Vasco
Navarra

TOTAL € mn

GDP

62,952.4
47,853.0
30,416.1
12,888.1

8,448.7
8,201.6
6,029.3
4,913.5
4,728.8
4,394.9
3,705.4
2,795.0
2,432.6
2,341.8
685.6
0.0
0.0
202,786.8

Total Liquidity =~ % in total
(Weightin  Measures € mn Liquidity

23.6%
15.0%
6.4%
4.2%
4.0%
3.0%
2.4%
2.3%
2.2%
1.8%
1.4%
1.2%
1.2%
0.3%
0.0%
0.0%
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The 2015 tax reform: modernising the tax system

» The
draft

presented
20th 2014

» Aims at reducing
taxation on labour, to
strengthen
competitiveness, to
promote saving and
investment, and
modernise  Personal
and Corporate Income
tax

» Reinforcement of the
fight against tax fraud

Government’s
law was
on June

» Dec 2016 measures
have eliminated
inefficiencies

Spanish Economic Policy & Reforms

Changes to Personal Income
Tax

» Reduction in number of
tranches and rates in two years

Changes to Tax on Capital

» Lower rates in two years and
more progressive

Changes to Corporate Income Tax

» Reduced general rate: from 30% to
25% in two years (reduced rate for new
firms 15%)

» Modification of personal
income allowance:
- Higher personal income
minima
- Family tax deductions:
enabling negative tax rates for
large families and with
dependent persons with serious
disabilities

» Elimination of tax deduction
for dividends

» Capital gains generated in less
than 12 months no longer
penalised

P Limits to exemptions to
severance payments in case of
unjustified dismissal

» Tax deductions for house
rental:
- Elimination for new rentals
(Expenditure side)
- Lower tax deductions for
house rentals (Income side)

» New savings instrument:
savings or insurance schemes
maintained longer than five
years ('Cuenta Ahorro 5'):
exempt form capital gains tax

» In the case of the financial sector kept|
at 30% (out for credit cooperatives and
"Cajas Rurales)

» Health care products
VAT rate adapted to ECC
regulations:
-Intermediate products
for drug development,
medical instruments and
equipment, medical
devices and
pharmaceutical products

Fight Against Tax
Fraud

» Lists of defaulters to be|
published

» Annual publication of
tax havens

Tax audit process: New
deadlines and suspension
of Statutes of Limitation
in specific situations

R&D and cultural investment

» Extension of partial exemption (85%) of
the tax on electricity. Exemptions extended
to all productive processes in which the
costs of electricity exceeds 50% of
production costs

ST0Z-2102 S°PIjod WLI0J3Y

» Update and simplification of
depreciation tables

» Lower tax withholding for
professional and self-employed
workers with incomes below
€15,000

» Limit for deductible
contributions linked to pension
plans lowered to €8,000/year

» No deductibility of equity securities
impairments extended to fixed income
portfolios and fixed assets

» Limits to simplified method
("Modulos') to certain
professional activities

» Better fiscal treatment in case
of assets received in lieu of
payment if affected by
preference shares

» Limit to offset tax losses: 50%/25%
depending on revenue in 2015; 60% in
2016 and 70% from 2017 onwards.

» To maintain income from the CIT, in

2015 previous measures maintained

» New rules on the
localisation of assets;
taxing at destination of
electronic,
telecommunications and
radio-television services
when the addressee isa
private individual

» Administrative
assessment in evidence of]
tax fraud

» Tax assessment cases
are extended to
smuggling offenses

» Better precision in the

» Substitution of deductions in CIT
® Deductions eliminated:
- Environmental investments
- Expenses for vocational training
- Reinvestment of extraordinary benefits
® New deductions (favouring the
deleveraging process):

- Capitalisation reserves. 10% of corporate
income deducible if incorporated into
reserves.

- Equalisation reserve for SMEs
® Limits to the financial expenditure

indirect ;{ssessment deductions (favouring the deleveraging
regime process, reduced to 30% of gross operating
profit)
P Interruption of the

limitation period of
related tax obligations

» Incentives for cultural activities
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The Pension System reform reduces the impact of population ageing

» In December 2013, the Pension System
Reform was approved. It introduced two factors
to which pensions will be linked:

[ A yearly update factor which links pensions
to the financial situation of the pension
system, to the number of pensioners and to
the average pension

QA life expectancy factor as from 2019,
which will be evaluated every 5 years

» Projections towards 2030-2060 point towards
a stabilisation in gross expenditure in public
pensions

Gross Expenditure in Public Pensions

(% of GDP)

18 -

Before the

m 2020 =m2030

2050 m2060

16 - reform

14 - After the

reform

12 -

10 -

Spain B
Spain
France
Germany
Finland
Portugal

Luxembourg

Source: European Commission and
Ministerio de Economia, Industria y Competitividad

Italy

Greece

Austria
Belgium

Link to Data
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The labour market reform addresses Spain’s most important imbalance

» The labour market reform tackles the main shortcomings of the Spanish labour market: high structural
unemployment, high youth unemployment, duality, high employment volatility and wage indexation which
limit gains in competitiveness

Collective Bargaining Internal Flexibility of Firms External Flexibility of Firms

= Dynamic bargaining more
responsive to the needs of
businesses and workers

= Move beyond the model of
indexing salaries and wages

= Avoiding lay-offs: rigidity
fostered job cuts as a means of
adjusting to economic changes
= Lack of flexibility avoided
innovation and gains in
competitiveness

= Reduction of severance pay
for unfair dismissals

= Clear and objective
regulatory framework of fair
dismissals

= Balanced regulatory
framework in line with
economic circumstances

© Opting out from higher-level

O Classification of workers
based on skills not on
professional occupations

® Simplification of rules for
the reallocation of workers

© Streamlining the adoption of
significant changes in working

O Severance pay for unfair
dismissal down to 33days/Max
24months  of salary vs.
45days/Max 42 months

@ Clarification of fair dismissal
causes (20days/Max 12 Mo)

© Removal of administrative

© Crisis contract: new contract
for entrepreneurs aimed at
small businesses. It has a one-
year trial period. Tied to
employment tax breaks and
fiscal tax credit, specially for
hiring young workers. Breaks
and credits are designed to
limit the dead-weight effect

® Training and skill building:
deep regulatory modifications
to provide a structural change
and develop a dual training
system that allows a balance of

agreements diti authorisation for collective training and work
@ Priority of company-level CONdItions lavoffs ; :
: : y © Flexible regulation of
a O Furloughs/Time-reductions o
greements . i . . O Elimination of procedural telework
© Limiting  the  statutory if legitimate financial, lari :
: : productive or organisational || S arc> : O Part-time HI RIS
extension rule of expired © Fair dismissals for economic

agreements up to one year
(unlimited before)

reasons exist
O Distribution
time

of working-

causes of civil servants
@ Streamlining of dismissals
based on absenteeism

increased flexibility, allowing
overtime

Spanish Economic Policy & Reforms
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http://www.oecd.org/els/emp/SpainLabourMarketReform-Report.pdf
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Activation policies & fight against unemployment

» Activation policies complement the labor reform. Spain has reformed its public employment services
and launching new tools to fight against unemployment

ST0Z-2102C S3PI[0d W10y

Multi-annual . c biecti d
PLANNING Activation Strategy ommon _concepts, 0 ]ectlves_ an strategy_
* Result-oriented measures to increase efficiency
+ . .
* Funding linked to results
COORDINATION * Efficiency monitoring through common sets of indicators
REGIONAL A 1 Emol . » Sharing and implementation of best practices
GOVERNMENTS nnual tmproymen « Common IT system
Plans
. graining pri(;l."tijciestlink(id tto real. (rileeds Vocational
. * Open competition to select providers trainin
Training for the * Monitoring, supervision and transparency nationagl
employment e Onli .
ACTIVATION Pn lfne t.ralnllng i Strategy
. t t
POLICIES rofessional certificates
Labour * Private-public collaboration er:alt:)o;a:m
intermediation e Common rules to select providers p oyt
website
Hiring subsidies ¢ Improved d'e51g'n of hiring subsidies
¢ Better monitoring ex ante and ex post
Unemployment » Rationalization, better targeting, conditionality
benefits * Closer linkage to active labour policies
N
Youth guarantee Youth Employment and Entrepreneurship
Strategy



http://prensa.empleo.gob.es/WebPrensa/downloadFile.do?tipo=documento&id=2306&idContenido=1501
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A Single Market in Spain: the Law for the Guarantee of Market Unity

» The Market Unity Law establishes uniform principles and regulations in order to guarantee the single
market in Spain, via regulatory cooperation among public administrations & involving the private sector

» Establishing a more favourable regulatory framework in order to improve competitiveness and to foster

investment and economic growth. Main areas:

O Technical specifications & labelling of products
O Licences for self-employed in each region
O Public tender operations

ST0Z-2102C S3PI[0d W10y

O Commercial distribution: differences in licensing, opening hours, especial sales, etc.
b Initial impact estimates foresee an impact on long-term GDP (10 years) growth estimates of 1.52%

Regulatory Rationalisation
Economic Operators

National Competition Commission

Agency For the Evaluation of Public Policies

Spanish Economic Policy & Reforms

Market Unity Regulations
(Number of Cases. Up to February 28" 2017)

Education

Prof.,, Scientific & Technical activities
Wholesale & retail trade; repair of...

Information & Communication
Arts, entertainment and recreation m 2015
Transportation & storage 2016

Accommodation and food services

Public Sector 2017*

Other Services
Human health and social work...

Manufacturing

Administrative and support service
Electricity, gas, steam & air...

Mining and quarrying

w2014

Real estate activities
Financial and insurance activities

0 10 20 30 40 50
Source: Ministerio de Economia, Industria y Competitividad Link to Data
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Reform of the insolvency law

» The reform aims at increasing efficiency and legal certainty in insolvency procedures by ensuring that:

» Non-viable debts are resolved
» Viable debts are repaid and companies are able to continue with their activity

Enhancing out-of-court agreements

Second Opportunity/Fresh Start
Mechanism for individuals and firms

Promotion of refinancing agreements

Simplification of Collective Refinancing
Agreements

Specific measures

-Certainty while negotiating: interruption
of enforcement measures up to conclusion
of arrangements (4 months)

-Flexibility on the content of the
agreement and by extension of
agreements to dissenting creditors

INSOLVENCY LAW REFORM

Simplification of in-court
insolvency procedures

Facilitating the split and sale of
separated production units

Adjustment of real estate guarantees

Quorum requirement to pass the
draft agreement depends now on the
nature of the measures to be agreed

Liquidation phase: more capacities

attached to judges in order to sell a

productive unit, even if the offered
price is lower, as long as future
viability of the firm is ensured

Re-designing the judicial

administration

Classification and register of
insolvency administrators according
to their past experience

Designation of the insolvency
administration rests on automatic
process, instead of judicial
appointment

Creation of a list of functions that the
judicial administrator is able to
perform in order to provide more
clarity and legal certainty

ST0Z-2102C S3PI[0d W10y
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For spreadsheets click on ‘Link to Data’
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Thank you for your attention

Emma Navarro Aguilera - General Secretary of the Treasury and Financial Policy
SecretariaGeneral@tesoro.mineco.es

Carlos San Basilio Pardo - Director General of the Treasury
directortesoro@tesoro.mineco.es

Pablo de Ramon-Laca - Head of Funding and Debt Management
SecretariaDeuda@tesoro.mineco.es

Leandro Navarro
Inavarro@tesoro.mineco.es

José Miguel Ramos
jmramos@tesoro.mineco.es

Mercedes Abascal
mabascal@tesoro.mineco.es

Manuel Blanco
mblanco@tesoro.mineco.es

For more information please contact:

Phone: 34 91 209 95 29/30/31/32 - Fax:34 91 20997 10
Reuters: TESORO

Bloomberg: TESO

Internet: www.tesoro.es

For more information on recent developments:

www.thespanisheconomy.com
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