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Rating Action and Rationale
EthiFinance Ratings affirms the Kingdom of Spain’s unsolicited long-term rating at A, maintaining its Stable outlook.

The rating is supported by a favorable macroeconomic environment and a robust socioeconomic and external sector
profile. This strength is further bolstered by a strong ESG assessment, affirming the sovereign's capability and
commitment to fulfilling its payment obligations. Although significant challenges remain.

The Kingdom of Spain (hereinafter Spain) enjoys a generally favorable socioeconomic situation, with a relatively large
and diversified economy. It has shown resilience in the face of a recently deteriorating macroeconomic environment,
maintaining above eurozone average growth, even in 2024. The external sector, meanwhile, benefits from Spain's
inclusion in the eurozone, which provides the country with a globally recognized and stable currency. Moreover, Spain
has maintained current account surpluses. Nevertheless, these strengths are constrained by its international position
as a debtor.

However, Spain continues to face structural challenges such as high unemployment rates and an aging population.
Also, the situation of its public finances poses the main constraint on the credit rating. While there is a gradual
improvement, deficits and debt levels remain elevated, posing a persistent vulnerability.

The financial system is assessed to be adequate, characterized by controlled non-performing loans (NPL) rates and
high capitalization levels. However, the overall assessment of the financial and monetary policy situation is
unfavorable. This is due to the escalation of inflation experienced in recent years and the European Central Bank's
(ECB) response. Although inflation is moving closer to the 2% target, it remains high, continuing to limit households'
purchasing power and investment decisions.

Spain has a adequate ESG profile, particularly excelling in the realms of social and governance aspects. In terms of
social factors, the country benefits from prominent levels of human development and robust social well-being
indicators. Regarding governance, the quality of its institutions remains noteworthy. However, concerns persist over a
deterioration in certain institutional indicators and increased political uncertainty stemming from high parliamentary
fragmentation. This situation poses risks to political predictability and the effective implementation of policies.

Furthermore, the country confronts significant transition risks, stemming from high greenhouse gas emissions and a
still modest share of renewable energy in its consumption mix. Nonetheless, Spain is on track to meet the
environmental objectives established by the European Union (EU).

FIGURE 1: DERIVING THE CREDIT RATING
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Consequently, the country's credit rating is categorized as follows:

Spain’s credit rating of A is derived from the individual assessment of three pillars as outlined in our methodology: the
Macroeconomic Environment Pillar (adjusted anchor rating of A+), the Public Finances Pillar (adjusted anchor rating
of BB+), and the £SG Pillar (adjusted anchor rating of AA).

Starting with the Macroeconomic Environment Pillar, the assigned credit rating reflects Spain’s strong Socioeconomic
standards and robust External Sector. However, the Financial Sector & Monetary Policy is negatively impacted by the
surge in inflation and low profitability levels, while Public Finances are the main constraint due to the high level of
fiscal imbalances and public sector debt.

As a double materiality rating agency, we consider ESG factors to be crucial to obtain a complete understanding of a
country's credit quality from a medium-to-long term perspective.
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We assign to Spain a favorable ESG assessment, explained by the sovereign's high institutional and governance quality
(adjusted anchor rating of A+), complemented by a high level of social welfare (adjusted anchor rating of AAA).
Nonetheless, our ESG assessment is constrained by the environmental pillar (adjusted anchor rating of BBB-), albeit
with a positive trend.

Finally, the double-entry table has no impact on the rating, as our methodology determines that the macro fiscal and
ESG profiles are aligned.

FIGURE 2: ANCHOR RATING BY SUB-PILLAR. EURO ZONE PEER COMPARISON

Socioeconomic

Cccc
Governance B External
BB
BBB
A
AA

Sacial AAA Banking and monetary

Environment Budget
Spain

Peers

Debt

Modifiers

For this credit analysis, we have not applied any modifiers as no extraordinary situations with immediate impact on the
sovereign credit situation have been identified.
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World Governance Indicators *

2021

6.4%

26,094

3.1%

14.9%

51.6%

4.2%

0.9%

0.8%

-78.3%

-6.9%

118.3%

5.3

20.7%

0.9

33.0

744

2022

5.8%

28,748

8.4%

13.0%

51.6%

3.5%

0.9%

0.6%

-63.8%

-4.5%

113.2%

5.5

22.1%

0.9

32.0

73.2

2023

2.5%

30,968

3.4%

12.2%

50.9%

3.6%

1.0%

2.6%

-55.6%

-3.6%

107.7%

24.9%

74.0

2024E

3.0%

32,483

2.9%

11.4%

3.5%

2.9%

-3.1%

102.3%

SOVEREIGN
2025E  2026E
2.3% 2.1%
33,735 34,826
2.1% 2.0%
10.9% 10.7%
2.8% 4.4%
-2.9% -2.7%

101.3% 101.1%

* Average of the 6 main World Bank World Governance Indicators: rule of law, regulatory quality, voice & accounting,
government effectiveness, level of corruption, and political stability.
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Fundamentals
Strengths

e Relatively large and diversified economy, demonstrating resilience to shocks such as rising energy prices and
interest rates.

e Favorable external sector position due to eurozone membership and sustained current account surpluses,
contributing to an improving trend in the net international investment position as a debtor, though this is still
elevated.

e Strong social and governance profile, with high social welfare and human development, and a high-quality
institutional framework.

Weaknesses
e High dependency rate aggravated by an ageing population, which poses a future risk to public finances.

e Large fiscal deficit and public debt levels, which, although presenting a correction trend, primary deficits will
persist, resulting in a continuous growth of debt in absolute terms.

o High exposure to transition risks due to significant per capita greenhouse gas emissions, albeit on a decreasing
trend and in line with the trajectory set by the EU to meet environmental targets.

o High level of parliamentary fragmentation and reduced political predictability following the July 2023 general
election, with potential difficulties in the adoption of structural reforms.

Outlook

Our Stable outlook is based on our expectation that the fundamentals of the rating will remain broadly unchanged
over the next 12 months. Furthermore, the Stable outlook reflects a balanced risk profile for the country. While Spain
shows positive trends, particularly in the macroeconomic environment, driven by the resilience of its economy, these
are offset by still-elevated levels of debt and deficit, which pose a vulnerability to its credit quality. Additionally, the
high level of parliamentary fragmentation remains a risk, as it increases the difficulty of policy implementation.

Sensitivity Analysis
Detailed below are the factors that individually or collectively would impact Spain’s rating:

Positive factors ().

The credit rating and/or outlook could be upgraded if inflation maintains a decreasing trend and stabilizes around the
ECB’s 2% target. Likewise, a significant reduction in fiscal deficit, approaching budgetary balance, would be favorable.
While achieving a reduction in public sector debt to below the 60% threshold would have a positive impact, it is
considered unlikely due to the necessary adjustments. Finally, improvements in the political landscape that might
facilitate reform implementation could also positively affect the rating.

Negative factors (v ).

The credit rating and/or outlook could be downgraded if the risk factors -such as the rise in prices and the monetary
tightening- ultimately weigh on the economy and it registers below-potential growth, consequently impacting other
rating fundamentals such as the labor market and public finances. Furthermore, further deterioration in public
finances, characterized by persistent deficits exceeding the 3% threshold, could also prompt a negative rating action.
Moreover, a worsening in the quality of institutions and political stability could also have a negative impact on the
rating.

Rating Committee

Rating Committee has agreed to affirm the credit rating of the Kingdom of Spain at A with Stable Outlook. The main
issues discussed by the Committee included macroeconomic performance and our outlook for the coming year,
inflation and monetary policy developments, fiscal performance and debt evolution, and the governance situation,
among others.

Sovereign Rating Unsolicited
ES



EthifFinance

[Ratings

Sovereign Rating Unsolicited
ES

REINO DE ESPANA

ES SOVEREIGN

Macroeconomic Environment pillar

Anchor Qualitative A:;zit:f
rating adjustments 2
rating

A A

The Macroeconomic Environment Pillar, anchor rating (A-) assigned is based on the assessment of three sub-pillars as
defined in our methodology: Socioeconomic (anchor rating of AA), External Sector (anchor rating of BBB+), and
Financial Sector & Monetary Policy (anchor rating of BB+). Moreover, Macroeconomic Pillar shows an improvement
driven by the favorable evolution of the Socioeconomic sub-pillar.

Positive qualitative adjustments bring up the Macroeconomic Environment’s adjusted anchor rating to A+, as explained
below.

Regarding the first sub-pillar, Spain has a continuing favorable Socioeconomic profile characterized by: i.) a large and
diversified economy; and ii.) the economy's resilience in the face of a tougher macroeconomic landscape. Spain has
sustained robust growth levels, achieving 6.2% in 2022, 2.7% in 2023, and an expected 3.0% in 2024. This sustained
growth has driven an improvement in the Socioeconomic sub-pillar compared to our last review in July 2024.

The Spanish economy has maintained robust growth momentum in recent years, returning to pre-pandemic GDP levels
by the end of 2022. Despite a complex macroeconomic environment marked by uncertainty, rising inflation, and high
interest rates, the economy has progressed favorably. This resilience is attributed to Spain's service-oriented economy,
which is less exposed than others to commodity price increases and high interest rates. Additionally, a strong exports
performance has been supported by a resilient tourism sector, despite slowdowns observed in other parts of Europe,
while, robust employment levels, complemented by expansive fiscal policies, have bolstered household consumption.
Thus, the key drivers of Spanish growth have been both external and domestic demand, particularly from public and
household consumption, while the industrial sector continues to face challenges.

We anticipate that economic momentum will continue to strengthen through 2025 and 2026, with projections
indicating growth surpassing the potential rate of 1.7%. EthiFinance Ratings forecasts annual growth rates of 2.3% for
2025 and 2.1% for 2026, driven by strong domestic demand, ongoing labor market resilience, and the gradual easing
of financing conditions following initial interest rate cuts. Furthermore, the implementation of the Recovery and
Resilience Plan (RRP) is expected to stimulate substantial investment growth throughout the forecast period.

Nevertheless, Spain will continue to experience elevated unemployment rates, which, while showing a declining
trend, remain above 10%. The nation is estimated to conclude 2024 with an unemployment rate of 11.4%, down from
12.2% in 2023, with further decreases expected to 10.9% in 2025 and 10.7% in 2026, according to our forecasts.
Concurrently, employment has shown favorable progress, reaching a historical high of 21.3 million registered workers
by November 2024.

High dependency ratios also represent a negative factor. In 2023, Spain recorded a dependency ratio of 50.9%, which
puts downward pressure on its credit quality. An aging population could lead to heightened fiscal challenges, driven by
rising expenditure on pensions and healthcare, as well as reduced economic productivity. These factors have the
potential to impact the sovereign's long-term ability to fulfill its financial obligations.

Spain's External Sector—the second sub-pillar—receives a favorable rating, primarily attributed to its inclusion in the
eurozone, which provides it with a globally recognized and stable currency.

Spain consistently registers a current account surplus, despite experiencing declines during the pandemic due to
reduced tourism and global trade, and in 2022 due to an increased energy deficit (see Annex Figure 1). The surplus
rebounded in 2023, reaching 2.6% of GDP, driven by a strong recovery in tourism and improving external demand. This
positive momentum has been sustained in 2024, with the surplus estimated at 2.9%, supported by continued strength
in tourism and the gradual recovery of Spain's key trading partners. Looking ahead, the surplus is expected to remain



EthifFinance

[Ratings

Sovereign Rating Unsolicited

ES

REINO DE ESPANA

ES SOVEREIGN

favorable, reaching 2.8% in 2025, as further improvements in the international economic outlook bolster export
performance.

Nevertheless, Spain remains a significant international debtor, with a net international investment position (NIIP) of -
70.8% of GDP during the 2020-23 period, stemming from macroeconomic imbalances following the 2008 crisis. While
there is an improving trend, supported by both private and public deleveraging, robust growth in service exports and
nominal GDP advancement, Spain's high level of international indebtedness remains a concern.

Regarding the third sub-pillar, Financial and Monetary Policy, our assessment factors in both financial system and
monetary policy situation.

Spain’s banking sector remains in a sound position, with a robust level of capitalization with a CET1 ratio of 13.3% as of
June 2024, and a limited NPL ratio of 3.5% of total gross loans by September of the same year. Moreover, this ratio has
remained stable and even declined (from 4.2% in 2021) despite the rise in interest rates. However, one of the main
challenges has been the banks' limited profitability in an environment until recently of persistently low interest rates.
Nonetheless, they have benefited from the recent uptick in interest rates, with return on assets (ROA) stabilizing
around 1% in 2024 (first semester), up from 0.9% in 2022.

Regarding monetary policy, headline inflation in Spain surged to 8.4% in 2022, exceeding that of neighboring
countries. This spike was primarily due to the structure of its electricity market, where variable contracts are
predominant, rendering consumer bills highly sensitive to fluctuations in the energy market. Additionally, these price
pressures eventually spread to other goods and services, keeping prices elevated into 2023, with a rate of 3.4%. In
2024, inflation has continued to decline significantly, driven by lower global energy prices and the effects of the ECB’s
monetary tightening, closing 2024 at 2.4%.

Despite the stability of the financial system, the assessment of the financial system and monetary policy sub-pillar
faces challenges due to persistent inflationary pressures. Spanish inflation is expected to continue its downward
trajectory, influenced by moderating energy and food prices and easing core inflation pressures. EthiFinance Ratings
projects inflation to reach 2.1% in 2025 and 2.0% in 2026, driven by the stabilization of service sector inflation and
subdued energy contributions. However, downside risks to this outlook persist, including geopolitical tensions in the
Red Sea, which have disrupted global trade routes, increasing shipping costs and potentially exerting upward pressure
on import prices.

On the other hand, although we maintain the tightening of financing conditions in our risk profile, this is attributed
more to potential lagged effects, as the ECB is currently in a rate-cutting cycle. The latest reduction occurred during
the December 2024 meeting, bringing the rate down to 3.0%. Furthermore, we anticipate that this downward trend
will continue, with rates expected to stabilize in the 2.0-2.5% range, which is considered a neutral stance.

Finally, the Macroeconomic Environment’s anchor rating (A-) is positively adjusted by two notches (to an adjusted
anchor rating of A+) due to, among others, three key aspects: i) Spain’s large and diversified economy, with growth
expectations running above its estimated potential rate; ii) a flexible exchange rate regime, characterized by consistent
current account surpluses and a favorable export structure where no sector accounts for more than 25% of Spain’s
international trade; and iii) a stable financial system anchored by a credible central bank, while inflation is converging
to target over the next three years.

Public Finance Pillar

Adjusted
Anchor
rating

\ | J
The Public Finances Pillar’s, with an anchor rating of BB, reflects the most significant risk to the sovereign’s credit

quality, primarily due to the poor performance of both sub-pillars: i.) Budget (anchor rating of BB), characterized by
persistently high fiscal imbalances; and ii.) Public Debt (anchor rating of BB+), reflecting elevated debt levels.

Anchor Qualitative
rating adjustments
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However, both sub-pillars have shown improvement compared to our previous review in July 2024, supported by a
slight correction in deficit and debt levels.

Positive qualitative adjustments bring up the Public Finance’s adjusted anchor rating to BB+, as explained below.

The Budget sub-pillar is constrained by structurally high deficits and increased expenditure in recent years. While
Spanish public finances have benefited from the expiration of certain pandemic and energy-related measures, as well
as robust revenue growth driven by economic recovery and inflation, deficits have remained elevated. Consequently,
although the deficit has shown a declining trend (see Annex Figure 2), it remained high at 3.6% in 2023. This trend
continued in 2024, supported in part by the extension of the 2023 budget, which provided some expenditure
containment. As a result, we expect the deficit to reach 3.1% in 2024.

We anticipate the continuation of the correction trend in the coming years, with the deficit potentially falling below
the 3% threshold set by fiscal rules by 2025 (estimated at 2.9% for 2025 and 2.7% for 2026). This improvement could
be further supported by another extension of the 2023 budget, while revenues are expected to strengthen alongside
anticipated economic growth.

Thus, although fiscal rules are reinstated, they do not pose a serious risk to the sovereign rating in the short term, as
fiscal consolidation is expected to continue at a steady pace, closely aligned with adjustments outlined by the EU,
according to the Spanish government 2024 medium-term fiscal structural plan.

Assessment of the second sub-pillar, Public Sector Debt, reflects the persistently high levels, although there is also a
gradual correction trend in relative terms.

With the onset of the pandemic, the Spanish debt surged to 120.4% of GDP, driven by increased deficits and GDP
contraction. Since then, there has been some normalization, with the percentage declining to 107.7% in 2023. This
trend is expected to continue, albeit gradually despite strong nominal economic growth, with debt estimated by the
Commission to reach 102.3% in 2024, 101.3% in 2025 and 101.1% in 2026. This is primarily based on anticipated
nominal GDP growth, while volume growth is expected to persist due to ongoing primary deficits.

Although the country demonstrates elevated short-term debt issuance (5.1% in 2024), within the ranges defined in our
methodology, this risk is offset by sufficient market access and a lengthy average maturity of approximately 8 years.
Furthermore, despite increased expenditure due to the rise in interest rates, the sustainability ratio remains
manageable, and is expected to hover around 6% of current revenues for the 2024-26 period, buoyed by robust
revenues.

Lastly, our qualitative assessment underscores a 1 notch positive impact to an adjusted anchor rating of BB+,
supported by: i) the country's strong debt allocation capacity, with adequate market access and low foreign currency
debt issuance; ii.) adequate liquidity levels, with liquid assets exceeding 10% of GDP; and iii.) expectations for
sustained fiscal consolidation, with adherence to budgetary objectives anticipated over the next five years.

ESG Pillar

Anchor Qualitative A:"‘zit:rd
rating adjustments
rating

AA+ -1

N

Our Environmental, Social, and Governance (ESG) Pillar assessment (anchor rating of AA+) is supported by the
country’s robust social welfare system (anchor rating of AAA) and is enhanced by high-quality institutional and
governance standards (anchor rating of AA+). However, the ESG assessment is limited by the environmental pillar
(anchor rating of BBB-), due to significant transition risks associated with high levels of emissions, although it is
anticipated that Spain will meet the main EU environmental targets for 2030.

The £SG pillar overall anchor rating is negatively adjusted to an adjusted anchor rating of AA due to political
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uncertainty and parliamentary fragmentation, as we detail below.

The Environmental sub-pillar’s anchor rating (BBB-) reflects Spain's substantial transition risks due to high
greenhouse gas emissions, posing challenges to economic stability and public finances. Despite this, Spain's emission
reduction efforts and growing renewable energy consumption are promising, aligning with EU objectives. The country's
high levels of environmental protection and robust risk management capabilities further enhance its environmental
stability.

Spain’s greenhouse gas emissions were recorded at 5.5 metric tons per capita in 2022. This presents a potential
downside to its sovereign rating, stemming from economic impacts and public finance challenges linked to green
transition investments or the failure to meet environmental objectives outlined in international agreements such as
the Paris Accord and EU directives. Additionally, businesses are poised to encounter additional challenges as they will
cease to receive free emission allowances starting in 2026.

Nevertheless, the country’s trajectory in reducing emissions is on track, with a 19.7% reduction already achieved in
2022 (from 2005 levels) in the sectors involved under the Effort Sharing Regulation. Moreover, it is projected that with
current policy measures and additional actions outlined in its National Energy and Climate Plan, the nation will exceed
its target for reducing greenhouse gas emissions in these sectors, namely a reduction of 44.7% by 2030, surpassing the
initial target of 37.7%. However, reductions in Land Use, Land Use Change, and Forestry (LULUCF), measured as net
GHG removals in Mt. CO2 eq., are expected to fall short of the 43.6 removals target, currently estimated at 34. Overall,
the latest projections indicate that transition risks are expected to remain manageable, mitigating concerns over
potential deviations from set emission reduction targets.

Spain's current energy mix presents a moderate risk, with renewable energy accounting for 24.9% of total energy
consumption in 2023. Although the current figure may seem modest, the growth trajectory—from 17.8% in 2019—
demonstrates alignment with the EU’s long-term objectives for renewable energy adoption. Furthermore, it is
projected that Spain will not only meet but exceed its 2030 goal of 43% renewable energy, with estimates suggesting
it will reach 47.9%. Consequently, the trend for this indicator is considered to be positive.

TABLE 1: MAIN ENVIRONMENTAL ACTIONS

Measures including the PREE or CRECE  In progress
Transition risks

program, tax deductions, and regional but
subsidies have been put in place to challenges
improve building efficiency. remain

Various measures have been implemented to
reduce emissions in transportation, including
economic incentives such as the MOVES 11
Plan, low-emission zone laws for
municipalities with over 50,000 inhabitants, In progress but challenges remain
and a hydrogen investment strategy under the
RRP. Nevertheless, the country would benefit
from increased investments in public
transportation, particularly in rural areas.
Spain has made significant progress in the
development of renewable energies, with
wind power being the primary source. It is
Energy expected that renewable energy In progress
generation will reach 81% of total
electricity generation in the country by
2030.
The level of biodiversity protection is
adequate, although the country has
historically invested below its
environmental needs (with an estimated Some
Protected areas environmental gap of EUR 11.5 billion per challenges
year during the 2014-2020 period). This ~ remain
gap is expected to persist in the future,
with an estimated shortfall of EUR 11.7
billion per year for the 2021-2027 period.
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Spain is implementing several policies to
mitigate physical risks from climate
change, integrating mitigation,
adaptation, and nature restoration

In progress
) ) measures into its energy and climate but
Physical risks planning. These actions include green challenges
infrastructure projects, riverbed remain

expansions, and forest planning to
enhance resilience against extreme
weather events.

Environmental risks are partially mitigated by a high level of environmental protection. As of 2023, 28.1% of terrestrial
areas are protected, and there is an expected increase in protected marine areas from 12% to 21% in 2024, following
the latest expansion of marine spaces included in the Natura 2000 network—a European Union-wide network aimed at
conserving biodiversity. In addition, Spain boasts the largest terrestrial Natura 2000 network in the EU. These
proactive conservation measures contribute to sustainable environmental management, thereby enhancing the
country's environmental stability.

Likewise, Spain's exposure to physical risks from climate change is mitigated by the relatively low economic
significance of its primary sector, which accounted for an average of 2.5% of GDP between 2020 and 2023, as well as
by its strong capacity to manage such risks. However, physical risks remain significant.

Anincrease in the frequency of extreme weather events is anticipated, and Spain's geographic location renders it
particularly susceptible to phenomena such as rising temperatures, wildfires, droughts, and flooding, albeit these
factors are not considered significant short-term determinants of credit quality. This is due to Spain's limited reliance
on the primary sector and its robust risk management capabilities, as evidenced by the INFORM Risk Management
Index, one of the indicators considered in our assessment.

However, these risks are recognized as contingent liabilities in our credit rating framework. Spain's response
mechanisms include the Consorcio de Compensacion de Seguros (CCS), a public reinsurer that covers damage from
extreme natural events like wildfires or floods. Therefore, although the impacts of physical risks on the real economy
are contained, they may exert additional pressure on public finances, a concern given Spain's already limited fiscal
room to manoeuvre. Nevertheless, as evidenced by the catastrophic damage caused by the DANA storm in
southeastern Spain, physical risks can have tangible economic impacts. The Bank of Spain estimates this event will
reduce GDP growth in the fourth quarter by -0.1 to -0.2 percentage points and increase the deficit by 0.5% of GDP, to
be distributed between 2024 and 2025.

Regarding the Social sub-pillar, the anchor rating (AAA) is positioned in the top quintile according to our methodology.
This top-tier rating reflects the presence of an efficiently functioning welfare state and substantial economic
development, contributing to elevated social well-being and human development.

In terms of the Human Development Index (HDI), Spain ranks 27th among the 193 countries assessed by the United
Nations, classified within the "very high" category. This reflects a high life expectancy, which stood at 83.9 years in
2022. Additionally, there has been notable improvement in wealth levels, although they still trail behind other major
economies in the eurozone (see Annex Figure 3). Regarding education, the average expected years of schooling and
mean years of actual schooling are high (17.8 years and 10.6 years, respectively, in 2022), yet a significant disparity
between these figures is observed.

Likewise, the level of vulnerable unemployment is low, around 10.5% of employment in 2022, and has been on a
downward trend, albeit one temporarily disrupted by the pandemic—spiking to 11.5% in 2020. The decreasing trend in
unemployment has been supported by successive increases in the minimum wage, from €645.3 per month in 14
payments in 2014, to €1,134 in 2024, with a further increase expected in 2025 to €1,191.

However, income and gender inequality levels slightly weaken Spain's social profile, which is also reflected in the SDG
10 -reducing inequalities- assessment (see Table 2). In this regard, Spain recorded a Gini Index of 0.32 points (with 1
representing the highest level of inequality) during the period from 2020 to 2023, although the Index shows a
decreasing trend. Moreover, gender disparities continue to exist, with a gap of 16.4 percentage points between men
and women in employment during the same period.

In addition, we identify certain areas where improvements could be made:

Firstly, poverty risk levels are high relative to the country's development, exacerbated by the challenges in housing
accessibility. Spain had the highest AROPE rate in the eurozone in 2023, at 26.5%. These socioeconomic issues are
intensified by escalating living costs and the difficulties associated with housing access and high unemployment rates.
There is a significant loss of purchasing power, regular increases in rental prices, and higher mortgage payments, all of
which have worsened affordability issues, especially for vulnerable households.
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Moreover, regional disparities are pronounced, with significant variations in income, unemployment, and access to
services between regions (see Annex Figure 4). Regions such as Andalusia and Extremadura face higher poverty and
unemployment rates compared to more affluent regions like Madrid and Catalonia. These disparities contribute to
uneven economic development and social cohesion across the country.

Third, education remains a potential risk area. Spain has one of the highest school dropout rates in the EU, recorded at
13.7% in 2023, although this rate has decreased from 17.3% in 2019. Furthermore, the latest PISA report shows
Spanish students performing below the OECD average in mathematics and only close to average in reading,
highlighting the need for improvements in academic performance. Additionally, there is a mismatch between the labor
market's needs and educational outcomes, with the proportion of STEM graduates being below the EU average (19.5%
of university graduates compared to 26%).

Finally, the Governance sub-pillar assessment is generally favorable, with an assigned anchor rating of AA+. This is
primarily attributed to Spain's high score on the World Bank’s Governance Indicators, reflecting the country's strong
institutional quality and governmental standards, albeit in the context of broad international comparison. When
compared to European peers (see Annex International Comparison), Spain's assessment falls below average.

TABLE 2: SGD ACHIVEMENTS

® Major remain @& remain Challenges remain SDG achieved

5DG6 SDG7 SDG14 SDG1 SDGZ2 SDG3 SDG4 SDG5 SDG8 SDGI0 SDG9 SDG11 SDG16 SDG17
- 1 1 =» 1T 1T = T ee0 & oee T =» ¢t

‘ ; - ing P y improving tnnnrmsus e ee Information

achievment unavailable

Source: SDG report ranking.

Moreover, the deterioration observed in most indicators within this index in 2023 is notable, although the overall
average reflects an improvement due to the substantial progress in Voice and Accountability (rising from 80 to 87
points). However, Control of Corruption has declined by 3.3 points (from 75 to 71.7), and this downward trend is
expected to continue in light of recent corruption scandals. Similarly, Government Effectiveness decreased by 0.9
points (from 77.8 to 76.9), reflecting challenges in decision-making due to the legislative gridlock. At EthiFinance
Ratings, we also highlight Spain's high level of decentralization, which occasionally results in reduced government
effectiveness. This has been evidenced in the management of crises such as the DANA storm and the COVID-19
pandemic.

Furthermore, attention is drawn to the recent deterioration in the Political Stability indicator. While Spain typically
scores lowly in this area, averaging 55 in recent years, there was a temporary improvement post-2019, the score
surpassing 60, before declining to 55 in 2023. This decline correlates with our qualitative assessments, reflecting
Spain's trend towards political polarization, notably evident in the fragmented composition of the Congress of
Deputies.

Following the July 2023 elections, parliamentary fragmentation became even more pronounced, with no single bloc
securing a clear majority. This led to the continuation of Socialist President Pedro Sénchez's tenure, supported by the
far-left Sumar party, albeit reliant on ad-hoc alliances -sometimes with pro-independence parties- for investiture and
lacking guaranteed support. This political context has hindered the implementation of structural measures, such as
unemployment subsidy reforms and the approval of the 2024 budget, leading to an extension of the 2023 budget—a
scenario that appears likely to repeat with the 2025 budget due to the lack of agreement.

In light of these developments, the ESG Pillar anchor rating (AA+) is adjusted downward by one notch to an adjusted
anchor rating of AA following EthiFinance Ratings' qualitative analysis. This adjustment reflects diminished policy
predictability and effectiveness in the current political landscape following the 2023 general election.
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TABLE 3: MAIN FIGURES: INTERNATIONAL COMPARISON

Real GDP (% change)

GDP per capita (current, €)

HCPI (interannual change, %)

Unemployment rate (% labour force)

Dependency rate (% 20-64 yo population)

NPL

ROA

Current Account Balance (% GDP)

NIIP (% GDP)

Fiscal Balance (% GDP)

Gross Public Debt (% GDP)

CO2 emissions (metric tons per capita)

Consumption of Renewable Energy (% total final energy

consumption)

Human Development Index

Gini Index

World Governance Indicators

Year

SOVEREIGN

Spain Portugal France

2024E 3.0%

2023 33,308

2024E 3.4%

2024E 11.4%

2023

2022

2022

50.9%

3.5%

0.9%

2024E 2.9%

2023 -55.6% -75.9%

2024E -3.1%

2024E102.3%

2022

2023

2022

2023

2023

5.5

24.9%

74.0

1.9%

25,733

2.6%

6.3%

58.4%

3.3%

0.7%

0.9%

0.6%

95.7%

5.3

35.2%

1.1%

40,799

2.4%

7.4%

62.5%

2.3%

0.4%

-0.5%

-29.1%

-6.2%

Italy

0.7%

35,349

1.1%

6.8%

57.4%

2.8%

0.7%

1.1%

5.7%

-3.8%

112.7% 136.6%

5.7

22.3%

6.7

19.6%

il

Ireland
-0.5%
95,285
1.4%
4.4%
52.7%
2.3%
1.2%

13.6%

109_.1%
4.4%
41.6%
13.1
15.2%
0.95
27.4

91.9
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Figure 1. Evolution of Current Account, Energy Balance, and Tourism Balance (2014-2023, % of GDP)
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Figure 2. Public deficit evolution (2018-2026E, % of GDP)

11

(%3]

-

=
I
E—
=

=

—

-

-

2018 2019 2020 2021 2022 2023 2024E 2025E 2026E

Source: ameco & EthiFinance Ratings’ forecasts
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Figure 3. Gross national income per capita (2022, Current €)
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Figure 4. Socioeconomic Disparities in Spanish Regions 2022: Unemployment vs. Poverty (Bubble Size: GDP per
Capita)
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Sources of information

The credit rating issued in this report is unsolicited. The main sources of information used are the following:

1. Public information from public access sources, mainly official statistics institutes, central banks, and other
government sources, in addition to the OECD, Eurostat, World Bank, European Central Bank and International
Monetary Fund, among others.

2. Own information of EthiFinance Ratings.

The information was thoroughly reviewed to ensure that it is valid and consistent, and is considered satisfactory.
Nevertheless, EthiFinance Ratings assumes no responsibility for the accuracy of the information and the conclusions
drawn from it.

Level of the rated entity participation in the rating process

Unsolicited Credit Rating
With Rated Entity or Related Third Party Participation |NO
With Access to Internal Documents NO
With Access to Management NO

Additional information

e The rating was carried out in accordance with Regulation (EC) N°1060/2009 of the European Parliament and
the Council of 16 September 2009, on credit rating agencies. Principal methodology used in this research are :

o Sovereign Rating Methodology : https://files.givalio.net/documents/methodologies/CRA 157 V2
Sovereign-Rating-Methodology.pdf

e The rating scale used in this report is available at https://www.ethifinance.com/en/ratings/ratingScale.

e EthiFinance Ratings publishes data on the historical default rates of the rating categories, which are located in
the central statistics repository CEREP, of the European Securities and Markets Authority (ESMA).

e Inaccordance with Article 6 (2), in conjunction with Annex |, section B (4) of the Regulation (EC) No 1060/2009
of the European Parliament and of the Council of 16 September 2009, it is reported that during the last 12
months EthiFinance Ratings has not provided ancillary services to the rated entity or its related third parties.

e The issued credit rating has been notified to the rated entity, and has not been modified since.

Conditions of Use for this document and its content:

For all types of Ratings that ETHIFINANCE RATINGS, S.L. (the "AGENCY") issues, the User may not, either by themselves or via third parties,
transfer, sublease, sublicense, sell, extract, reuse, or dispose of in any other way the content of this Document to a third party, either for
free or for consideration.

For the purpose of these Conditions of Use, any client who might have subscribed for a product and/or a service that allows him to be
provided with the content of this Document as well as any privileged person who might access the content of this Document via
www.ethifinance.com shall be considered as a User.

Nor may they alter, transform or distort the information provided in any way. In addition, the User will also not be permitted to copy and/or
duplicate the information, nor create files which contain the information of the Document, either in its entirety or partially. The Document
and its source code, regardless of the type, will be considered as the elaboration, creation, or work of the AGENCY and subject to the
protection of intellectual property right regulation. For those uses of this Document which are permitted, the User is obliged to not allow
the removal of the copyright of the AGENCY, the date of the Document's issuance, the business name as established by the AGENCY, as well
as the logo, brands and any other distinctive symbol which is representative of the AGENCY and its rights over the Document. The User
agrees to the conditions of Use of this Document and is subject to these provisions since the first time they are provided with this Document
no matter how they are provided with the document. The Document and its content may not be used for any illicit purpose or any purpose
other than those authorised by the AGENCY. The User will inform the AGENCY about any unauthorised use of the Document and/or its
content that may become apparent. The User will be answerable to the AGENCY for itself and its employees and/or any other third party
which has been given or has had access to the Document and/or its content in the case of damages which arise from the breach of
obligations which the User declared to have read, accepted and understood upon receiving the Document, without prejudice to any other
legal actions that the AGENCY may exercise in defence of its lawful rights and interests. The Document is provided on the acceptance that
the AGENCY is not responsible for the interpretation that the User may make of the information contained. Credit analyses included in the
Document, as well as the ratings and statements, are to be deemed as opinions valid on the date of issuance of the reports and not as
statements of fact or recommendations to purchase, hold or sell any securities or to make any investment decision. The credit ratings and
credit rating prospects issued by the AGENCY are consider to be its own opinion, so it is recommended that the User take it as a limited basis
for any purpose that it intends to use the information for. The analyses do not address the suitability of any value. The AGENCY does not act
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as a fiduciary or an investment advisor, so the content of the Document should not be used as a substitute for knowledge, criteria,
judgement or experience of the User, its Management, employees, advisors and/or clients in order to make investment decisions. The
AGENCY will devote every effort to ensure that the information delivered is both accurate and reliable. Nonetheless, as the information is
elaborated based on data supplied by sources which may be beyond the control of the AGENCY, and whose verification and comparison is
not always possible, the AGENCY, its subsidiaries, and its directors, shareholders, employees, analysts and agents will not bare any
responsibility whatsoever (including, without any limitations, loss of revenue or income and opportunity costs, loss of business or
reputational damage or any other costs) for any inaccuracies, mistakes, noncorresponding information, incompleteness or omission of data
and information used in the elaboration of the Document or in relation to any use of its content even should it have been warned of potential
damages. The AGENCY does not make audits nor assume the obligation of verifying independent sources of information upon which the
ratings are elaborated. Information on natural persons that may appear in this document is solely and exclusively relevant to their business
or business activities without reference to the sphere of their private life and should thus be considered. We would like to inform that the
personal data that may appear in this document is treated in accordance with Regulation (EU) 679/2016, on the protection of natural
persons with regard to the processing of personal data and the free movement of such data and other applicable legislation. Those
interested parties who wish to exercise the rights that assist them can find more information in the link: https://www.ethifinance.com/ in the
Privacy Policy page or contact our Data Protection Officer in the mail dpo@ethifinance.com. Therefore the User agrees that information
provided by the AGENCY may be another element to consider when making business decisions, but decisions will not be made based solely
on it; that being the case the AGENCY will not be held responsible for the lack of suitability. In addition, the use of the information before
courts and/or tribunals, public administrations, or any other public body or private third party for any reason shall be solely the User's
responsibility and the AGENCY shall not be held responsible for any liabilities on the grounds of inappropriateness of the information's
contents. Copyright © 2023 ETHIFINANCE RATINGS, S.L. All Rights Reserved. C/ Benjamin Franklin S/N, Edificio Camt, 1° Izquierda, 18100,
Granada, Espafia C/ Veldzquez n°18, 3° derecha, 28001 - Madrid
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