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INTRODUCTION

The 2017 Draft Budgetary Plan for Spain is defined by the current government which, acting in a
caretaker capacity, does not have full powers and only addresses ordinary matters, excepting
emergencies or duly justified cases of general interest. The caretaker Government cannot pass the
General State Budget Act for the oncoming financial year, approve budgetary stability targets or submit

legislative initiatives to the Parliament, which has significant impact upon this Plan.

The 2017 Draft Budgetary Plan has been prepared based on a no-policy change scenario and applying
the latest macroeconomic assumptions available, as prescribed by the EU regulations for countries

where the Government lacks full budgetary powers.

The scenario taken into consideration to prepare the Draft Budgetary Plan includes all measures passed
by the Government up to the date of submission of the Plan. As opposed to 2016, these measures
include, among others, the reform of the Corporate Income Tax, enacted by virtue of Royal Decree-Act
2/2016, of 30 September, the management decisions to restrict budgetary provision, both with regard to
the State Budget by means of non-availability agreements, in an amount of 2 billion euros, and through
the early closing of the 2016 Budget period, as well as through the application of the enforcement
measures set forth in the Organic Act 2/2012 on Budgetary Stability and Financial Sustainability for the
first time to demand credit restriction measures for the same amount to Regional Administrations.
Among these measures, we could include the application of additional budgetary control measures set
forth in the aforementioned Organic Act 2/2012, such as withholding territorial funds in cases of serious
delays in the payment to suppliers by the Administrations or the application of fiscal conditions and the
new structural reforms for the transfer of liquidity by the Regional Liquidity Fund. Finally, significant
steps have been taken toward the implementation of mechanisms to improve transparency and

coordination capacity in public procurement to make it more efficient and competitive.

These measures are adopted as a result of the Decision adopted by the European Council on 8 August
2016 giving notice of measures to be taken to correct excessive deficit and to strengthen fiscal policy

management and public procurement.

Notwithstanding the above, these measures that ensure effective action by the Spanish Government in
2016 must under all circumstances be completed by the new administration so as to ensure compliance

with the Decision by the Council of the European Union from 2017 onwards.

As in previous occasions, the Plan includes an update of the macroeconomic scenario based on cautious
assumptions on the development of the economic cycle of 2017 which substantiates the path toward the

recovery of Spanish economy and job creation.

So as to extend of the State Budget, the replication of the initial revenue and credit forecasts for 2016 is
5
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required. Notwithstanding the above, for the preparation of the Draft Budgetary Plan in compliance with
EU regulations, a forecast of revenue and expenditure for 2017 has been conducted with the details set
forth below.

Revenue forecasts are updated according to the evolution of the economic cycle, issuing a new revenue
forecast based on the evolution of tax bases, in line with the macroeconomic scenario. As for
expenditure, a forecast is also issued on its main components based on the impact of the economic
cycle. This fiscal planning is therefore not included in the common practice of preparation of the State
General Budget, currently extended. So is established in Section 134.4 of the Spanish Constitution,
setting forth that should the General State Budget Act fail to be passed before the first day of a financial
year, the general state budget for the previous year would be extended until a new one is passed. The
extension affects both the State Budget and the Social Security Budget.

In regard to territorial administrations, the Draft Budgetary Plan main budgetary lines set out the basic
information submitted by them on their Budgets. Since the Central Government has not approved the
non-financial expenditure limit and in the absence of a Draft Budgetary Plan for the oncoming year,
some Administrations have chosen to act accordingly, while others have presented their Draft Budgetary

Plan before the legislative chambers.

Finally, it must also be pointed out that this report also includes the additional information required for
the compliance with the information requirements set out for Member States within the framework of
the excessive deficit procedure, as provided by Regulation 473/2013, of 21 May, on common provisions
for monitoring and assessing draft budgetary plans and ensuring the correction of excessive deficit of
the Member States in the euro area. Therefore, detailed additional information on budgetary
implementation is provided concerning national cash flows and accounting for the Spanish General

Government as a whole and for each sub-sector, also including information on contingent liabilities.
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1. MACROECONOMIC SCENARIO 2016-2017

The macroeconomic scenario herein described lays the foundations of the Draft Budgetary Plan for
2017 and has been endorsed by the Authority for Fiscal Responsibility (AIReF, for its Spanish
acronym), in whose opinion this overall macroeconomic scenario for the Government is likely and

realistic.

This macroeconomic scenario shows the consolidation of the recovery of Spanish economy, which
started midyear in 2013 and has gradually increased up to 3.2% in 2015 and even 3.3% in the first
quarter of 2016.

With an initial annual real GDP 3.6% drop in 2009, which brought serious trouble to the sustainability
of external debt, difficulty in market access and even problems to fund public Administrations, as well
as significant job destruction, we are now looking at a year-on-year GDP growth of over 3% (3.2% in
2015 and 3.3% in the first quarter of 2016), a stabilisation of external debt, a return to normality in
financial market access and rapid job creation (2.9% in the second quarter of 2016, which brings about
484,000 full-time jobs per year).

This growth mostly stems from domestic demand, final household consumption expenditure and gross
fixed capital formation which are the result of an improvement in credit access, the recovery of the job
market, the increase in household financial wealth and the recent tax reform. The momentum generated
by domestic demand has resulted in intense job creation in the labour market, avoiding, however, any
tensions regarding the evolution of prices or salaries thanks to the structural reforms conducted. As a
result, quarter-to-quarter data indicate that the GDP has been growing for the past twelve consecutive
quarters with 0.8 rates in the past four quarters up to the second quarter of 2016, showing differential

growth data much ahead of those in the euro area.

On the other hand, the contribution of the General Government to GDP growth through final
consumption expenditure has been very moderate. The containment of public consumption is consistent
with the reduction of funding needs by the General Government, which have seen a drop from 9.3% of
the GDP in 2011 to 5.1% in 2015 without any financial support. The reduction of deficit in the General
Government, alongside the alleviation of financial burden, has contributed to reduce the need for
borrowings. However, the magnitude of changes in financial assets resulting from the reorganisation of
the financial system and the funding operations of territorial Administrations to fund their deficit and
meet maturities have brought a net increase in public debt that only started to stabilise when public debt
peaked in 2015.

The increase in indebtedness by the General Government during this period came along an intense
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process of deleveraging of the private sector, stimulated by the tax reform. Both phenomena, the
increase in public debt and the deleveraging of the private sector, have offset each other so the external

debt of our economy has stabilised, avoiding further tensions that would have hindered market access.

The macroeconomic scenario set out alongside this Draft Budgetary Plan is based on external
hypotheses regarding the exchange rate, oil prices and interest rates which have been prepared taking
into account the recent evolution of these variables, as well as assumptions on the growth of Spanish
export market and global GDP, in line with the estimates of major international bodies.

Table 1.1 Basic assumptions of the Macroeconomic Scenario
year-on-year % change, unless otherwise specified

2015 2016 2017
Short terminterest rate (3-month Euribor) 00 -03 -03
Long term interest rate (10-year debt, Spain) 1.8 1,7 1.9
Exchange rate $/€ (annual average) 1.1 1.1 1.1
World GDP (excluding Eurozone) 3.2 3.1 35
Eurozone GDP 1.9 1.6 15
Oil prices (Brent, USD/barrel) 52,2 434 49,1
Sources: International Monetary Fund, European Central Bank, European Commission, Bank of
Spain and Ministry of Economy and Competitiveness.

As for the international context, the estimates of major international bodies indicate a moderate growth
in global economy for this year and the next one, slightly higher in 2017. Growth in global GDP,
excepting the euro area, is estimated at 3.1% in 2016, one tenth lower than that recorded in 2015, and
3.5% in 2017. In the euro area, a GDP deceleration of 0.3% is expected in 2016, down to 1.6% in
respect of the previous year, along with an additional 0.1% drop in 2017 up to 1.5%, mainly due to the
negative impact of Brexit that partially offsets the boost provided by external markets. With regard to
exchange rate hypotheses, it is expected to stay at 1.1 dollars per euro during the period under this
report. As for the price of raw materials, considering the evolution of oil prices and forward markets, an
average price of 43.4 dollars per Brent crude barrel is expected, 17% lower than 2015, and a slight
increase reaching 49.1 dollars per barrel is expected for 2017. With regard to interest rates, forecasts
point to a moderate stability in line with the monetary policy of the European Central Bank. Short-term
interest rates are expected to remain in slightly negative levels, whilst long-term rates are expected to be
in slight descent in 2016 up to 1.7%, and climb back up in 2017 up to 1.9%.

According to these hypotheses, considering recently published data, the macroeconomic scenario

included alongside the Draft Budgetary Plan constitutes an upward revision of Spanish economy in

2016, 0.2% higher than the latest Update of the Stability Programme, reaching 2.9% owing to activity in
8
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the second quarter being more favourable than expected, as well as to the improvement in the outlook
for the second semester. Moderate growth in 2017 is expected for Spanish economy, with a real GDP
growth of 2.3%.

Job creation will remain at a significant pace, mostly as a result of greater flexibility set forth by the
labour market reform undertaken in 2012 as well as adopted tax, Social Security and labour taxation
measures that have reduced the tax wedge. In 2016 and 2017, estimations point to a net accumulated
creation of 900,000 jobs and a decline in unemployment by one million people, the working population
reaching 19 million and the unemployment rate being under 17% of the labour force by the end of 2017.

Table 1.2 Macroeconomic Prospects

Chain-linked volume indexes
2010=100, unless otherwise specified

= 2015 2015 2016 2017
Level year-on-year % change
1. Real GDP B1*g 98,8 3,2 29 2,3
2. Potential GDP 0,2 0,5 0,8
contributions:
Labour -0,1 0,0 0,2
Capital 0,2 0,3 0,4
Total Factor Productivity 0,1 0,1 0,1
3. Nominal GDP (billions of euros) B1*g 1.075,6 3,7 3,6 3,8
Components del real GDP
4. Private final consumption expenditure P.3 95,4 2,9 3,3 2,6
5. Government final consumption expenditure P.3 94,5 2,0 1,0 0,9
6. Gross fixed capital formation P.51 90,4 6,0 54 4.2
7. Change in inventories and net acquisition of valuables (% of GDP) [ P.52 + P.53 65,7 0,1 0,0 0,0
8. Exports of goods and services P.6 123,7 4,9 54 5,7
9. Imports of goods and services P.7 103,9 5,6 7,0 6,7
Contributions to real GDP growth
10. Final domestic demand 3,3 3,2 25
11. Change in inventories P.52 + P.53 0,1 0,0 0,0
12. External balance of good and services B.11 -0,1 -0,3 -0,2
Sources: National Institute of Statistics and Ministry of Economy and Competitiveness.
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Table 1.3 Price developments

2015 2015 2016 2017
ESA Code
Level year-on-year % change
1. GDP deflactor 100,7 0,5 0,7 1,4
2. Private consumption deflactor (*) 105,9 -0,2 -0,2 1,3
3. Public consumption Deflactor 99,5 1,2 0,3 0,4
4. Gross fixed capital formation deflactor 94,3 0,8 1,0 1,1
5. Export price deflactor deflactor (good and services) 104,6 0,5 0,4 0,7
6. Import prices deflactor (good and services) 109,7 -0,3 -1,3 -0,5
(*) It includes househols and non-profit institutions serving households.
Sources: National Institute of Statistics and Ministry of Economy and Competitiveness.
Table 1.4 Labour Market developments (*)
2015 2015 2016 2017
ESA Code
Level % Change
1. Total employed people (full-time equivalent, thousand) 16.885,0 3,0 2,7 2,2
2. Unemployment rate (% of active population) 22,1 19,7 17,8
3. Labour productivity per employee (thousand euro) 63,3 0,2 0,2 0,1
4. Employees compensation (billion euro) D.1 510,3 3,8 3,6 3,6
5. Compensation per employee (thousand euro) (**) 35,1 0,4 0,8 1,2
(*) National Account data, except for unemployment rate.
(**) Compensation per employee, full-time equivalent.
Sources: National Institute of Statistics and Ministry of Economy and Competitiveness.
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2. ORIENTATION OF THE FISCAL POLICY
2.1 Review of stability targets

By virtue of Resolution by the Council of Ministers dated 10 July 2015, budgetary stability targets for
financial years 2016, 2017 and 2018 were established for the whole of the General Government and
each of its sub-sectors. These targets, in line with the path toward fiscal consolidation established by the

Council of the European Union in 2013, are detailed in Table 2.1.

Table 2.1 Deficit targets set by the Council of Ministers Agreement of July 10, 2015

% GDP 2016 2017 2018
Central Administration 2,2 -1,1 -0,2
Autonomous Communities -0,3 -0,1 0,0
Local Authorities 0,0 0,0 0,0
Social Security -0,3 -0,2 -0,1
General Government -2,8 -1,4 -0,3

Later on, the Ministry of Finance and Public Administrations submitted a target amendment proposal
for financial year 2016 and for the period 2017-2019 to the Council of Fiscal and Financial Policy of the
autonomous regions, which was the subject of approval during the meeting of said Council on 28 April
2016. For these purposes, the proposal had also been submitted to the National Committee of Local
Administration on 26 April 2016. These targets were included in the update of the Stability Programme
for the period 2016-2019 submitted to the EU.

Table 2.2 Deficit targets included in the Stability Programme 2016-2019

% GDP 2016 2017 2018 2019
Central Administration -1,8 -1,5 -1,1 -0,9
Autonomous Communities -0,7 -0,5 -0,3 0,0
Local Authorities 0,0 0,0 0,0 0,0
Social Security -1,1 -0,9 -0,8 -0,7
General Government -3,6 -2,9 -2,2 -1,6

11
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This target proposal failed to be passed by the Council of Ministers and was not submitted to the
Spanish Parliament pending the enactment of the expenditure ceiling under the new Draft Budgetary

Plan, which as per Organic Act 2/2012 must accompany stability targets.

In addition, on 8 August 2016, the Council of the European Union revised the path toward consolidation
established for Spain in the framework of the excessive deficit procedure, establishing overall deficit
targets for the General Government of 4.6%, 3.1% and 2.2% of GDP for years 2016, 2017 and 2018
respectively, therefore putting off the obligation to reduce deficit under 3%, as required by the Stability
and Growth Pact, until 2018.

Table 2.3 Deficit targets. Consolidation path approved by the EU Council (8 August

2016)
% GDP 2016 2017 2018
General Government -4,6 -3,1 -2,2

With a caretaker Government, it was not possible to pass the Resolution by the Council of Ministers set
forth in section 15.1 of Organic Act 2/2012, of 27 April, on Budgetary Stability and Financial
Sustainability (LOEPSF, for its Spanish acronym). The review of budgetary stability targets for the
whole of the General Government, as per said act, requires the proposal to include a non-financial
expenditure limit for the State Budget. There being a caretaker Government, the Draft Budgetary Plan
could not be prepared, nor was it possible to decide on a non-financial expenditure limit, which means
that the review of stability targets is not possible either.

So as to conduct the review of stability targets to adapt it to the decisions adopted by the Council of the
European Union in the event of there being a caretaker Government, a Draft Organic Act to reform the
LOEPSF has been recently submitted to the Congress of Deputies. This regulatory amendment would
allow a caretaker Government, when so required by the Council of the European Union, to amend the
distribution of stability targets under review among the Administrations as well as the public debt

targets of each sub-sector'.

'"The proposal for the Reform Draft of the Budgetary Stability and Financial Sustainability Act is available at the
Congress website
(http://www.congreso.es/portal/page/portal/Congreso/PopUpCGI?CMD=VERLST&BASE=pul 2&FMT=PUWTX
DTS.fmt&DOCS=1-1&DOCORDER=LIFO&QUERY=%28BOCG-12-B-47-1.CODI1.%29 (Page 1))

12
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2.2 Orientation of the fiscal policy

For the purpose of analysing the orientation of the fiscal policy, Table 2.a sets forth the real GDP
growth rates expected for the 2016-2017 period, as well as GDP potential growth and output gap
forecasts, according to the production function methodology used by the European Commission (EC)
and adopted by the Output Gaps Working Group (OGWG).

Potential GDP growth in 2016 and 2017 is expected to sustain the momentum built up during 2015 with
gradually increasing growth rates of approximately 1%. Potential GDP accumulated acceleration these
past two years, of 0.6%, can be explained by a greater contribution to the growth of the labour input
(0.4%) and, to a lesser extent, by an increasing positive capital contribution (0.2%). On the other hand,
the contribution of the Total Factor Productivity (TFP) remains mostly stable in 2016 and 2017 in
respect of 2015. As a result, the absolute output gap value (also known as GDP gap) will continue its
decreasing trend this year and the next one, although at a slower pace than in 2015.

Based on the output gap calculations, the path of the public-sector deficit has been split into both its
cyclical and its cyclically-adjusted components. When it comes to the cyclical component, the reduction
of the output gap is expected to generate a cyclical deficit correction of 1.2 and 0.8 GDP points in 2016
and 2017 respectively. As a result of the evolution of cyclical balance and expected trend in nominal
public balance, cyclically-adjusted deficit will drop by 0.1% in the oncoming year, reaching 2.8% of the
GDP, therefore resulting in no structural effort.

The fiscal adjustment measurement based on structural effort is complemented with the discretionary
effort indicator. In 2017, as detailed in Table 2.b, the expected discretionary effort is virtually non-
existent (0.2 percentage points without one-off measures), just as the structural effort worked out by the
common methodology of the EU.

13
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Table 2.a. General Government Budgetary Targets and subsectors

ESA Code 2016 2017
Net lending (+)/ borrowing (-) by subsector in % of GDP
1. General Government S.13 -4,6 -3,6
2. Central Administration S.1311
3. Autonomous Communities S.1312
4. Local Authorities S.1313
5. Social Security S.1314
General Government (5.13) (% GDP)
6. Interests D.41 2,8 2,7
7. Primary balance -1.8 -1.0
8. One-off and other temporary measures (*) -0.2 0.0
of which financial assistance -02 00
9. Real GDP (% change) 29 23
10. Potential GDP (% change) 0.5 0.8
Contributions:
Labour 00 0.2
Capital 03 04
Total factor productivity 0.1 0.1
11. Output gap -3.1 -1.6
12. Cyclical balance -1.7 -09
13. Cyclically-adjusted balance (1-12) 2,9 2.8
14. Cyclically-adjusted primary balance (13+6) -0,1 -0.1
15. Structural balance (13-8) 2.7 27

™) A positive sign corresponds to a deficit reduction measure. Measures corresponding to a

single exercise.
Sources: Ministry of Economy and Competitiveness and Ministry of Finance and Public

Administrations.

14
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Table 2.5 Discretionary Fiscal Effort Indicator

billion € (unless otherwise indicated)

2016 2017

Nominal GDP 1.114,7 1.157.2
Discretionary revenues -06 -14
Total expenditure 4730 477.8
Interest expenditure 30,9 30,7
Unemployment expenditure 18,8 16,6
Expenditure excluding interest and unemployment E 4234 4305
ChangeinE 6,5 7.1
Reference rate (%) 1.2 20
Financial assistance one-offs 2,2 -04
Change in € without financial assistance one-offs 8.0 5.3
Discretionary fiscal effort indicator (% GDP) -0,2 0,0
Discretionary fiscal effort indicator (1) (% GDP) -0,3 0,2
(1) Excluding financial assistance.

Sources: Ministry of Economy and Competitiveness and Ministry of Finance and Public Administrations.

Table 2.6 Public debt dynamics (S.13) and perspectives
% of GDP, unless otherwise specified

ESA Code 2016 2017
1. Gross debt® 99.8 99,7
2. Change in gross debt 00 00
Contribution to change of gross debt

3. Primary balance -1.8 -1.0
4. Interests D.41 28 2,7
5. Stock-flow adjustment -1.1 00
p.m.: Implicit exchange rate on debt 29 28
< As defined in EU Regulation 479/2009.

Source: Ministry of Economy and Competitiveness.
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2.3 Public revenue and expenditure forecasts

Table 2.7 details the main revenue and public expenditure headings for 2016 and 2017. These forecasts,
as mentioned before, have been produced considering a no-policy change scenario. The measures passed
by the Government in 2016 have been taken into consideration, including the credit non-availability
agreement for an amount of 2 billion euros in the General Government and 1.5 billion in autonomous
regions, the early closing of the General State Budgets in July, expecting savings of approximately 1
billion euros, and the recent reform of instalment payments of the Corporate Income Tax which will
increase tax revenue by 8.3 billion euros in 2016 with respect to a scenario where the minimum

instalment payment had not been extended.

According to fiscal forecasts, deficit will drop to 4.6% of the GDP in 2016, in line with the goal
established in the ECOFIN decision dated 8 August of this year. For 2017, revenue and expenditure
forecasts in a no-policy change scenario point to an estimated deficit of 3.6% of the GDP, above the
deficit target established in the framework of the Excessive Deficit Procedure. This is due to the fact
that 2017 forecasts did not contemplate measures that would allow the fulfilment of deficit targets

established by the Excessive Deficit Procedure, which are to be decided by the new Government.

The revenue ratio will reach 37.8% of the GDP in 2016, with an estimation of 37.7% for 2017. In spite
of the impact of the reduction of direct taxes, resulting from the tax reform (mainly the Personal Income
Tax and the Corporate Income Tax), the revenue-GDP ratio trend remains stable in 2015 and 2016 as a
result of the growth in indirect tax collection, slightly above the GDP growth, and of the growth of
taxable incomes both of direct and indirect taxes. On the other hand, the estimated Social Security
contributions are in line with the macroeconomic scenario that forecasts an employment growth of 2.7%
in 2016 and slight moderation in 2017 with a 2.2% growth. As a result, Social Security contributions
will amount to 12.2% of the GDP in 2016 and 12.1% in 2017. In this regard, Social Security
contributions remain on an upward trend, with a growth of approximately 3% in 2016 and 2.5% in 2017,
driven by the recovery of the labour market and the stabilisation of compensation of employees, which
is partially offset by the impact of the reforms undertaken that involve lower social contributions to
encourage job creation. As detailed in the next section, the reduction of Social Security contributions,
with a €500 exemption of the company’s contributions, has an impact on job creation, since it reduces
labour costs for employers. As a whole, the tax reform and the measures taken with regard to
contributions bring about a significant and differential reduction in the tax wedge for Spain, resulting

from one of the Specific Recommendations made to Spain in previous years.

With regard to expenditure, the ratio is reduced to 42.4% of the GDP in 2016 and to 41.3% in 2017.
This restraint is the result of the growth of nominal expenditure these past two years being below the
GDP growth.

16
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As for compensation of employees, it is estimated that the impact of the reimbursement of the extra pay
withheld in 2012 that has been undertaken in 2016 is similar to that in 2015 and therefore does not result
in increased expenditure with respect to the previous year. For the oncoming year, compensation of
employees is expected to include, to the relevant extent, an increase arising out of new hires resulting
from previous public employment offers. As a result of the above, the compensation of employees is
expected to drop from 11% in 2016 to 10.6% in 2017 with respect to the GDP.

As for intermediate consumptions, a year-to-year 1% drop is expected for 2016, since these data are
compared to those in 2015 as an extraordinary expenditure of over 1.2 billion was recorded to fund
Hepatitis C treatment, which is expected to be remarkably lower in 2016. This budget item is expected
to remain stable in nominal terms in 2017, therefore expecting a rate of change of 0% and a relative
decline from 5.1% to 4.9% of the GDP in 2017.

Interest expenditure will be one of the items that show the greatest decline in 2016, by over 7%, in a
framework of deficit reduction and economic recovery consolidation, ahead of other European
countries, contributing to good confidence and therefore to lower interest rates. For 2017, a conservative
forecast has been made considering that funding rates are already at a minimum and therefore the
reduction of interest expenditure in the oncoming year will not be as dramatic as that expected for 2016.
In terms of GDP, the interest expenditure of the General Government will keep decreasing in the
oncoming year from 2.8% to 2.7% of the GDP. The expenditure in social transfers is mainly determined
by the pension expenditure, which shows an upturn of approximately 3%, thanks to the expenditure
restraint resulting from the reforms undertaken since 2011, including the raise in the effective retirement
age and the pension revaluation index that ensure its sustainability in the future, as well as the
sustainability factor. To make the forecasts for this budget item, consideration has been given to the fact
that pensions will be updated next year as per its applicable regulations. The second component of this
heading is the expenditure in unemployment subsidies, which will be gradually reduced as employment
increases and the unemployment rate drops, down from 1.7% of the GDP in 2016 to 1.5% in 2017. As a
consequence of the above, social transfers will grow below the nominal GDP rate by 1.8% in 2016 and
2% in 2017, showing decreasing values until below 18% of the GDP next year.

Finally, with regard to the evolution of investment spending (gross capital formation) the comparison to
2015 will be influenced by the reclassifications of Public Administrations that increased the expense
under this heading by over 2 billion euros and were registered as one off expenses. From that year
onward, investment is estimated to grow again. This is why the expenditure on gross capital formation is
expected to remain stable at 2.1% of the GDP in 2016 and 2017.

17
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Table 2.7 General Government Expenditure and Revenue Targets (% GDP)

ESA Code 2016 2017
1. Total revenue target R 37,84 37,65
Of which
ilr.r:‘.):t);es on production and D.2 11.82 1181
:vzaﬁ:rreetr: taxes on income, D.5 957 961
1.3. Capital taxes D.91 0.59 0.62
1.4. Social contributions D.61 12,22 12,07
1.5. Property income D.4 0.77 0.73
1.6. Other 2,87 2,82
(DD 54D §14D.I1D.59) 40 39
2. Total expenditure target TE 42,43 41,29
Of which
2.1. Compensation of employees D.1 10,97 10,63
2.2. Intermediate consumption P.2 5,07 4,89
2.3. Social transfers D.62, D.63 18,34 17,96

CU)/:;Vrglglgymenfs benefits 169 1o

2.4. Interests expenditure D.41 2,77 2,66
2.5. Subsidies D.3 1.10 1.07
2.6. Gross fixed capital formation P.5 2,10 2,09
2.7. Capital transfers D.9 0.63 0.53
2.8. Others 1.44 1,47
2.°(r;rircv<ia:‘zl Government net BO 4.6 3.6
GDP used 1.114.716 1.157.156
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Taking the scenario in chart 2.7 above as reference, the scenario of possible budgetary balances for 2017

for all territorial Administrations would be at a -0.1% deficit. Furthermore, the need for State funding is

estimated at a -2.1% deficit and at -1.4% for the Social Security.

Table 2.7.bis Progress scenario, national accounting settlement

2016 (communicated to

Subsector Eurostat) 2017 (prospect)
Central administration -2,6% -2.1%
Social Security -1.7% -1.4%
Territorial administrations -0.3% -0.1%
Consolidated general goverment -4,6% -3.6%
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3. GENERAL GOVERNMENT AND SOCIAL SECURITY DRAFT BUDGETARY PLAN

As of the date of expected submission of the Draft Budgetary Plan for 2017, the current Government is
acting in a caretaker capacity and has been for the past months since the elections held on 20 December
2015. As a result, the Government cannot pass a Draft Budgetary Plan. As per section 134.4 of the
Spanish Constitution, should the General State Budget Draft Act not be passed before the first day of a
financial year, the general state budget for the previous year would be extended until new ones are

passed.

3.1 GENERAL GOVERNMENT BUDGET EXTENSION

Revenue forecasts

The General State Budget for 2016 will be extended to 2017. Considering the no-policy change
scenario, three measures with a positive impact on tax collection have been passed by the Government
and are to be developed. The first one is the result of the passing, on 30 September, by virtue of Royal
Decree-Act 2/2016, of the measure already announced in the Stability Programme for 2016 on the
increase of instalment payments of the Corporate Income Tax. This measure will be first applied to the
second instalment of 2016 financial year and the subsequent ones. A minimum value is set for
instalment payments calculated on the accounting results and with an increased tax rate for the
settlement of the second and third periods of instalment payments for the Corporate Income Tax. This
shall mean that the settlement scheme adopts a similar procedure to those applicable in 2015, in which
more instalment payments and less quota settlements are carried out. The regulations established for

instalment payments are:

e A minimum instalment payment of 23% on accounting profit for companies whose turnover

exceeds 10 million euros. This rate is increased to 25% for credit institutions.

e Increased rate of 19/20 of the nominal rate for calculation of tax payments as per the tax base.
Through this measure, it is expected that tax collection through instalment payments in 2016 grows by
8.3 billion euros, as opposed to the scenario that would apply if this measure had not been adopted. It is
important to point out that this measure does not have an expiration date and that it does not imply a

greater tax burden for companies, since the measure only turns tax quotas into instalment payments.

The second measure is to not apply the automatic tax relief on the tax on wealth, which from 2017 shall
have an impact on national accounting terms of 1.3 billion euros. This measure is applied every year
upon approval of the General State Budget Act, which cancels the 100% relief enacted in 2011.
However, in the absence of approved General State Budgets, said cancellation would disappear, even

though legal mechanisms have already been put in place to avoid this.

The third measure involves the possibility of applying increased coefficients upon the tax on ownership

of real property. Said coefficients are also established on a yearly basis for one-year periods as part of
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the General State Budget Act. Since there are no General State Budgets, coefficients would no longer
apply, even though the mechanisms put in place allow the application thereof and an increase in tax
collection by 24 million euros.

State expenditure budget extension

As for the extension of the expenditure draft budget, according to Section 38 of the General Budgetary
Act, the initial budgets for the previous financial year are extended, excepting those provisions for
expenses allocated to programmes or actions that expire in the financial year whose budget is extended.
The extension does not only affect the State Budget, but also its institutional framework, including all
companies, funds and state-owned public foundations.

Having extended the budget under the above terms, there are no restrictions for ordinary budget
management actions to be conducted, including budget amendments or the adoption of non-availability
agreements required to adapt extended credit to the undertaken stability targets. In this regard, it is
worth bearing in mind that during the budgetary implementation of 2016, so as to respond to the
independent recommendation by the Commission and to meet the established deficit target, the
Government adopted a credit non-availability agreement for an amount of 2 billion euros and agreed on
the early closing in July of the budget period, which will imply the saving of approximately 1,000
million euros. Through these measures, the budget credit implemented by the end of the year will be
dramatically lower than the initial credit in 2016.

As a result, in a no-policy change scenario, the State expenditure will drop by approximately 3 billion
euros in 2016 as a consequence of the non-availability agreement executed and the early closing of the
budget period. The items most severely affected by these measures are intermediate consumption and
capital expenditure. For 2017, the expenditure will be below the initial credit in 2016, which would
cause an automatic extension of the Budget since, for the purpose of meeting the public deficit reduction
targets set out by the new ECOFIN path, it has been estimated that the Council of Ministers shall adopt
the necessary measures for expenditure policies in 2017 to remain unchanged in respect of the budget
implementation in 2016.
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3.2 SOCIAL SECURITY BUDGET EXTENSION

During 2016, the recovery of Spanish economy and the multiple measures adopted with regard to the
labour market have continued to have a positive impact upon the evolution of the Spanish labour
market, more dynamic at present, showing significant job creation and progressing toward normal

conditions as opposed to its imbalances in the past.

GDP continues to grow, which in 2016 brought about job creation at a rapid pace. For the past year until
the second quarter of 2016, 434,500 jobs have been created (according to the Labour Force Survey, or
EPA for its Spanish acronym), which alongside the 513,500 jobs created in the four previous quarters
amount to 938,000 employed people. These results bear witness of a solid growth, already observed last
year, which according to the described macroeconomic scenario will continue in 2017, although at a
slower pace.

The recovery of the labour market has a positive impact on fiscal variables in the Social Security sub-
sector, increasing the revenue from social contributions and reducing expenditure on unemployment. As
a result, between early 2013 and September 2016 over one and a half million people liable to Social
Security payments have been back into the Social Security system, reaching a total of 17.7 million
which brings about a year-to-year growth of 3% in September. On the other hand, the amount of
recipients of unemployment benefits is gradually dropping from almost 3 million in 2012 to just over 2
million in August 2016.

Forecasts indicate that in 2017 this employment recovery context will continue, having a positive
impact both on revenue and on the expenditure of this sub-sector.

As previously described, the Social Security Budget for 2016 will be extended to 2017 as the current

Government is acting in a caretaker capacity and cannot submit General State Budget Drafts.

With regard to the Social Security revenues budget, this Draft Budgetary Plan comprises an updated
forecast of the evolution of social contributions for 2017, which is the main source of income of the
Social Security, in line with the new macroeconomic scenario presented and the regulation governing
this revenue. As a result, as set forth in chart 2.6 on budgetary forecasts, a year-to-year growth of social
contributions by 2.9% and 2.5% in 2016 and 2017 respectively is expected.

The budgetary forecasts for 2017 still apply the effects of the employment promotion measures adopted
in the past financial years (social flat rate and the exemption from contribution for the first €500 of
employer’s contribution).

In 2015, the €500 minimum exemption from contribution to the Social Security entered into force,
which means a temporal reduction of employers’ Social Security contributions for common
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contingencies for open-ended hiring to benefit those companies which increased the number of
indefinite term contracts, as well as the overall number of hirings within the company and which are
able to maintain such numbers for at least 36 months. It is applicable to all open-ended contracts
executed between 1 March 2015 and 31 August 2016 that meet the relevant requirements, and shall
apply for 24 months from the time of hiring. Once the 24-month period has elapsed, those companies
with fewer than 10 employees at the time of the contract will be eligible for an additional 12 months at a

reduced rate equal to 50 per cent of the benefit in the contribution.

This measure has led to an increase in open-ended hiring which in turn has meant greater revenue in
contributions on account of new hires that have been stimulated by it. This measure, as well as
improving open-ended hiring, complies with the target of reducing the fiscal gap of taxation on labour
by means of the reduction of social contributions, together with the tax reform which has been reducing
the Personal Income Tax (PIT) rate from 2015.

With regard to expenditure, the Social Security Budget for 2016 will be extended to 2017. However, in
the Social Security sub-sector, some budget items are particularly relevant owing to their volume, such
as pension expenditure or jobseeker's allowances, which are directly governed by substantive
regulations. As a result, expenditure in 2017 under these headings has been calculated bearing in mind
the provisions in its specific regulations and the evolution of the amount of recipients of said allowances

expected for the oncoming year.

So as to estimate pension expenditure, the increase in the amount of pensioners, the changes in the
average pension and the 0.25% uprating of pensions, as set forth in Act 23/2013 governing the
Sustainability Factor and the Uprating Index of the Social Security Pension System, have been taken
into consideration.

As for the amount of recipients of Social Security contributory pensions, forecasts have been made
bearing in mind the evolution of the amount of pensioners, which increased by 1.2% in September

compared to the recipients in September 2015.

As for jobseeker's allowances, expenditure in 2017 has been foreseen bearing in mind the estimated
evolution in the amount of recipients, in line with the submitted macroeconomic scenario. In light of the
recovery of the labour market expected for the oncoming year and the increase in the amount of
recipients, it is estimated that expenditure in unemployment benefits will drop by 7% in 2017. As a
result, the expenditure in unemployment benefits keeps a downward trend, which in August showed a

10.5% drop in year-to-year terms.
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4. AUTONOMOUS REGIONS DRAFT BUDGETARY PLAN

In a budget extension scenario, the payments on account of the funding system resources to be collected
by Autonomous Regions are the result of considering the revenue scenario foreseen in the General State
Budgets for 2016, applying the provisions under Act 22/2009 of the funding system in Autonomous
Regions. In the absence of an enacted General State Budget Draft, the revenue to be collected by
Autonomous Regions shall be that arising out of the enforcement of Act 22/2009 of the Autonomous
Region funding system, calculated based on the revenue forecasts in a period of budget extension. So as
to make the preparation process of Autonomous Region Budgets easier, the estimation of said amounts,
both with regard to payments on account in 2017 and the planned settlement of 2015 payable in 2017,
has been reported to Autonomous Regions by means of a letter from the Ministry of Finance and Public
Administrations on 7 October.

The amounts to be paid during the validity of the budget extension as per the description in the above
paragraph shall be considered payments on account of the amounts that are eventually payable to the

Autonomous Regions.

The temporary character of territorial funding, as well as the need to undertake a reform of the Budget
Stability and Financial Sustainability Act for the caretaker government to revise budgetary stability
targets, hinders the preparation of Budgets by Territorial Administrations. In this regard, as in previous
financial years, the Ministry of Finance and Public Administrations will monitor the general state
budget drafts presented and check their compatibility with budgetary stability goals and any difference
that could arise with regard to the budget estimation for the funding system to be paid on account and
settled.

As in the attached Table for period 2010-2015, the evolution of the funding system resources to be paid
on account and subsequently settled influence in a significant manner the response of public deficit of
the relevant financial year, without prejudice to the concurrence of other effects as in financial years
2012 and 2013 as a result of the fiscal consolidation measures applied or in 2015 resulting from the

impact of one-off, non-recurring operations.

Millions euro

Influence of the system resources variation in the net borrowing year on year change
CONCEPTS 2010 2011 2012 2013 2014 2015 2016

;&Js;e’“ resources without negative sefflements 2008 and | o, 043 06 | 85247,13 | 86.599.50 | 87.093.46 | 84.316.93 | 86.256.08 | 94.408.27

Chnage in system resources without negative settiements j 169593 | 135237 493.96 277650 193915 | 815219
2008 and 2009 1079, 1902, , /70, 939, 182,

Net borrowing -34.287,00 | -35.891.44 | -19.447,00 | -16.182,00 [ 18.518,00 | -18.722,00
Change in Net borrowing year on year N -1.60444 | 1644444 | 3.265,00 2.336,00 -204,00

*Amount of system resources included in the budgetary implementation statistics for the Autonomous Regions, including the contribution of provinces to the
resources of the systems in the regions of Asturias and Murcia.

24



2017 Draft Budgetary Plan
Effective Action Report

We must not fail to mention the role played by liquidity provided through additional funding
mechanisms. Indeed, between 2012 and 2016, the funding channelled through the instruments provided
in the first additional provision of the Organic Act on Budgetary Stability and Financial Sustainability
for Autonomous Regions amounted to 157,990 million euros®. Between 2012 and 2015, out of the total
of 131,072 million euros provided, 52,855 million were used to fund the repayment of public debt
maturities and interest, 74,128 million to pay suppliers and 4,088 million for other purposes. However,
26,917 million have been allocated so far in 2016. Out of said amount, 19,536 are used to fund the
repayment of public debt maturities; 768 million to fund the reimbursement of negative settlements in
the funding system for years 2008 and 2009, and 6,612 million to fund both the deficit target for 2016
(0.3% of the regional GDP) and to fund deviations from the deficit target for 2015 pending funding.

Savings in interest by Autonomous Regions in 2016 arising out of their accession to additional funding
mechanisms is estimated to reach 3,066 million euros. Along the validity term of said mechanisms,
estimated savings amount to 47,915 million euros.

? It includes the amounts paid to suppliers of the Autonomous Regions' creditor Local Entities that were settled by
means of tranches I and II of the third phase of the Fund to Finance Payments to Suppliers for a total amount of
298.94 million euros.
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5. LOCAL ENTITIES DRAFT BUDGETARY PLAN

As in Autonomous Regions, the General State Budget extension also applies to Local Entities and has
an impact on the transfers to these Administrations. With regard to payments on account, the same
credit recorded in the statement of expenditure in the General State Budget for 2016 and the same
amounts paid from the statement of revenue in the General State Budget for 2016 arising out of the
allocation of state taxation will be taken into consideration. When the General State Budget Act for

2017 is passed, the amounts collected by local entities will be settled.
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6. EFFECTIVE ACTION

The Decision of the Council adopted on 8 August 2016, warning Spain to adopt measures aimed to
reduce deficit as required to correct the current excessive deficit situation, sets forth that the effective
action report shall include the adopted measures, both with regard to revenue and expenditure, to meet
the established budgetary targets, as well as the measures adopted to strengthen the fiscal framework
and the measures adopted to improve the public procurement framework. Since the measures adopted to
meet budgetary targets have been explained in previous sections, this one will focus on the other two

kinds of measures.

6.1 MEASURES TO STRENGTHEN THE FISCAL FRAMEWORK
6.1.1 Measures within the scope of Autonomous Regions

This section elaborates on the different measures adopted to comply with the Autonomous European

Commission Recommendation, issued on 9 March 2016, which encouraged full application of the

measures set forth in the Spanish Stability Act to control deviations from deficit, debt or expenditure
rule targets. These measures have been passed by the caretaker Government and have been implemented

as a result of these being matters of urgency and of general interest.

In this regard, the main actions undertaken during the 2016 financial year and the current situation are

those detailed in the following sections, alongside the chart below:
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SITUATION STATE MEASURES LOEPSF
compLia | compuia lcompLian ACTIVATION MEASURES LOEPSF
NCEOF NCERULE| CEOF | por o, oup ADD"\"L"ON
STABILIT OF DEBT ADJUSTM
CC.AA. ADJUSTME COMPLIAN
Y TARGET| SPENDIN | TARGET |\t by AN ENT (PEF 2016- PREVENTICORRECTI] CORRECTT] oE CDGAE
17.3 G (17.3 (17.3 FOR PLAN 2017 | COMMUNI VE VE VE (April 2016)
LOEPSF) | LOEPSF) | LOEPSF) | poracy 2016 ;‘/;TI%NG MEASURE | MEASURE |MEASURES
" 7| SART. S ART. | ART. 20.6
Andalucia v v v v v v
Aragén v v v v v v v v v
P. de Asturias v v
lles Balears v v v v v v v
Canarias v v v
Cantabria v v v v
Castillay Leén v v v v
Castilla-La Mancha v v v v v
Catalufia v v v v v
Extremadura v v v v v v v v v
Galicia v v v v
Madrid v v v v
Regioén de Murcia v v v v v v v
C.F. de Navarra v v
Pais Vasco v v v
La Rioja v v
C. Valenciana v v v v v v v v

6.1.1.1 Measures regarding deficit and public debt targets and the expenditure rule
6.1.1.1.1 Adjustment plans

Organic Act 6/2015, of 12 June, amended the text under the First Additional Provision of the LOEPSF,
establishing that those Autonomous Regions that request access to extraordinary measures or additional
mechanisms to support liquidity in the central government must agree on an adjustment plan, when so
provided, with the Ministry of Finance and Public Administrations. This adjustment plan must be
consistent with compliance of the budget stability and public debt targets, and shall state that said
Ministry may also disclose information about them. The goal of adjustment plans is for the State to be
able to monitor, on a permanent basis, the capacity of Autonomous Regions, acting as borrowers, to
fulfil their financial obligations during the span of the operation”.

These instruments allow detailed monitoring of the economic and financial behaviour of Autonomous
Regions and of the measures aimed to achieve deficit targets. In addition, their content is more detailed

than that of Economic-Financial Plans (PEF, for its Spanish acronym), since it includes essential

*Detailed reference to the goal and the contents of the adjustment plan is made in the justification of the
Agreement of the Delegated Governmental Commission for Economic Matters, of 31 March 2016, published for
general knowledge in the BOE (Spanish State Gazette) on 13 May
(http://www.boe.es/boe/dias/2016/05/13/pdfs/BOE-A-2016-4559.pdf). However, the Autonomous Region of
Catalonia has some specific conditions, enacted by virtue of the Agreement by the Delegated Governmental
Commission for Economic Matters, on 20 November 2015, published in the BOE (Spanish State Gazette) on 21
November (http://www.boe.es/boe/dias/2015/11/21/pdfs/BOE-A-2015-12575.pdf).
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information such as the committed reduction of the average payment periods to suppliers (PMP, for its
Spanish acronym), the commitment to suppress certain public institutions or to undertake some

structural reforms or to meet specific conditions.

As a result, using data from the last financial year, the funding granted to the Autonomous Regions
through a range of funding mechanisms put in place in the period between 2012 and 2015 amounts to
over 130 billion euros, as per the attached chart, which shows the importance, both from a quantitative

and qualitative point of view, of said mechanisms during the period under analysis.

Millions euro
Financing mechanism to AACC
Financing Deficit financing and withholding Payment .
system negative settlements sto Extraordinar TOTAL
Debt . Rest LLEE y provider Financing
Autonomous .| negative es .
o amortizati| . =" . . through| TOTAL payment mechanism
Communities liquidatio Direct . .
ons Interests Suppliers the mechanism | 2012-2015
ns 2008 payments d oth Total Social
and 2009 * to AACc |2N¢ other Fund

Andalucia 5.766,19 805,08] 336,69 1.002,04] 7.101,59 8.103,63 82,72| 15.094,31 4.955,07 20.049,38
Aragén 517,60 35,38 33,17 207,14 675,84 882,98 14,25| 1.483,37| 512,75 1.996,12
P. de Asturias 417,05 102,35 31,46 134,55| 658,18 792,73 0,00 1.343,60 243,31 1.586,90
C. Valenciana 11.241,12 193,68 714,11 0,00] 9.496,93| 9.496,93] 120,34| 21.766,19 7.519,23 29.285,42
Canarias 1.186,04 432,72 54,52| 275,38] 1.620,58 1.895,96 0,00] 3.569,24 315,02 3.884,26
Cantabria 292,84 99,22 23,78 0,00] 828,58 828,58 0,00 1.244,42 326,62 1.571,04
Castillay Leén 756,39 73,87 55,10[ 335,86 832,03 1.167,89 0,00 2.053,25 1.052,41 3.105,66
Castilla-La Mancha 2.158,76| 62,29 295,74 0,00] 2.294,73] 2.294,73 22,90 4.834,42 3.956,52 8.790,94
Cataluia 23.152,02] 151,53 951,46 0,00] 12.429,31| 12.429,31] 397,28 37.081,60 6.465,62 43.547,23
Extremadura 296,42 39,79 17,72 100,58 480,60, 581,18 9,75 944,86 391,62 1.336,48
Galicia 1.140,66 84,81 0,00 279,33 62,61 341,94 0,00[ 1.567,40 0,00 1.567,40
lles Ballears 1.624,12 28,08 129,02 163,14 1.822,10] 1.985,23 34,64| 3.801,09 1.273,92 5.075,01
La Rioja 127,51 9,88 2,40 53,99 79,09 133,08 0,00 272,88 70,81 343,69
Madrid 0,00 0,00 0,00 0,00] 1.846,07[ 1.846,07 0,00 1.846,07 1.346,80 3.192,87
Regién de Murcia 1.394,73 67,81 139,01 0,00] 2.049,11| 2.049,11 1,35 3.652,01 1.789,47 5.441,48
Total 50.071,43| 2.186,51| 2.784,20| 2.552,02| 42.277,33| 44.829,36| 683,23 100.554,72 30.219,15 130.773,88

* The amount allocated to finance the return of negative liquidations 2008-2009, which was paid directly to CCAAs included in this column., Not having to allocate this amount to
EELL or suppliers. The remaining amount financed by the return of negative liquidations figure in payments to suppliers and others.

The need to agree with the Ministry of Finance and Public Administrations on the adequate adjustment
plan has become even more significant this financial year, in light of the existing difficulties to pass the
economic-financial plans for the 2015-2016 period and the deadlines to draft those for 2016-2017. As a
result, it was necessary to agree with the Ministry on the measures and actions in said plans to be

conducted during the financial year 2016 aimed to fulfil stability targets.

In this regard, it is worth mentioning that some of said measures were encouraged in the framework of
the Agreement entered into by the Delegated Governmental Commission on Economic Affairs on 31
March 2016 establishing additional conditions to be fulfilled by Autonomous Regions bound by the
Regional Financing Fund, under the 2016 Regional Liquidity Fund division. Said agreement set forth a
number of conditions to be fulfilled beforehand with regard to matters of relevance such as the
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accession to the instrument to support sustainability in pharmaceutical and healthcare expenditure, the
signing of the partnership protocol between the General State Administration and Farmaindustria
(National Trade Association of the Spanish based Pharmaceutical Industry), the connection of
accounting records with FACe (the Spanish electronic invoicing platform), special conditions with
regard to the non-availability agreement pursuant to section 25 of the LOEPSF, as well as the signing of
the agreement for the mutual supply of basic electronic administration solutions. At present, all the
above conditions have been fulfilled by bound Autonomous Regions, and in some specific cases by
other Regions that have adopted them voluntarily. These conditions are enabling progress in a number
of actions to improve efficiency of public expenditure at an Autonomous Region level, which brings
about positive impact upon sustainability of public finance and an effective response to the issued
Recommendation. The impact has been positive in terms of expenditure restraint of final consumption
by Public Administrations, as well as with regard to the improvement of services provided to citizens.
As a result, for example, progress has been made in joining efforts between Administrations and in the
information available to citizens online through tools such as the electronic invoicing platform, FACe,
working together for the Mutual Provision of Basic Electronic Administration Services or the use of the
Record Exchange System. Including the Intermediation Platform in the Regional Liquidity Fund
conditions, for example, has made Autonomous Regions include the Large Family Certificates and
Disability Certificates in the platform, making them available through said Platform. Below is a chart
showing the estimated total savings.

SISTEM TOTAL SAVINGS 2016 INDIVIDUAL POTENTIAL SAVING
SIR-ORVE- GEISER 67.989.654 € € 4.06 digitized registration entry
200,000 and 50,000 a year agency by agency.
REA uncalculated It is calculated savings of about 50 euros per
power.
INSIDE-ARCHIVE 6.025.000 € EN FLA2016 45€ por remision
PAG -CARPETA . € 200,000 per agency and 50,000 per year per
CIUDADANA Not available agency

CITIZEN-COMPANY: €
186,184,375 until September |data query cost € 0.1 to AA.PP, citizens 5 €
2016. each communication and change of address
€ 237,838,943 estimated for [save 33 €
December 2016
2016 citizen savings:
16.619.090,27 €.

BROKERAGE
PLATFORM DATA

Savings AA.PP 2016:
29,275,621.65 € more savings
generated by avoiding the It is saved € 4.95 per invoice. To date in 2016
development, maintenance or |have been received through bills 5914267 Face
hiring an own point:
2,212,000,000 € in 2015
(280,000 € per entry point by
7,900 AAPP)

FACE
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On the other hand, the aforementioned agreement did also establish a set of temporary conditions,
applicable until compliance by the concerned Autonomous Regions with the budgetary stability,
expenditure rule and public debt targets, which especially affected the conditions for budgetary
amendments applicable to each Autonomous Region, as well as to the issuing of reports for compliance

. 4
assessment of said targets".

In any case, we must point out that, as a result of the conditions set forth for adjustment plans, during
the financial year of 2016 the enforcement measures set forth in section 25.1 of the LOEPSF regarding
the compliance of adjustment plans in force have been implemented for the first time. As a result, on 6
April 2016, the Ministry of Finance and Public Administrations informed the Autonomous Regions (all
of them except for the Canary Islands, Castilla y Leon, Galicia, Navarra, the Basque Country and La
Rioja) that they had contravened the adjustment plan owing to their failure to fulfil the budgetary
stability target for 2015 and therefore enforcement measures set forth under section 25.1 of the LOEPSF
would be applied. In this regard, we take the opportunity to remind the relevant Autonomous Regions
that the non-availability of credit must be approved within the term established by law and the relevant

credit withholding to ensure the compliance of targets for 2016 must be performed’.

On 21 April of this year, the Autonomous Regions affected were informed that, in light of the new
scenario expected as a result of the fiscal consolidation strategy, it was necessary that the adjustment
plan to be submitted when subscribing to the Regional Liquidity Fund for 2016 included, when
applicable, a review of the economic-financial scenario considering the new deficit target for 2016 set
forth for Autonomous Regions in the Stability Programme communication submitted to them. Said
communications also indicated that said update required, when necessary, the inclusion of non-
availability agreements that ensured compliance with the new target, thus meeting the requirements set

forth in the communication conducted on 6 April.

Since the funding system resources subject to payment on account and subsequent settlement have
shown positive progress, and bearing in mind the new fiscal consolidation strategy, the Autonomous
Regions passed the relevant credit non-availability and withholding agreements, which were included in
the adjustment plans set out for adherence to the Regional Liquidity Fund for financial year 2016 that

*The reports issued by the financial comptrollers of the Autonomous Regions are available at the website of the
Information Portal of the Ministry of Finance and Public Administrations and are updated on a monthly basis
(http://www.minhap.gob.es/es-
ES/CDI/Paginas/EstabilidadPresupuestaria/InformacionCCAAs/CondicionalidadInformes.aspx).
>The activation of enforcement measures in the Budgetary Stability and Financial Sustainability Act is available at
the website of the Information Portal of the Ministry of Finance and Public Administrations
(http://www.minhap.gob.es/es-
ES/CDI/Paginas/EstabilidadPresupuestaria/InformacionCCA As/ComunicacionesCCAAOE.aspx).
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were executed in May. Said agreements, alongside the budgetary restrictions arising directly out of the

Budget Acts that have come into force, amounted to a total of approximately 1.5 billion euros.

As a result, the need to act on the European Commission Recommendation of 9 March 2016, the
absence of economic-financial plans approved beforehand -excepting that of Catalonia- for the financial
year 2016, the new strategy established for the Autonomous Regions for financial year 2016 and the
previous activation of enforcement measures set forth in the LOEPSF constituted factors that proved the
importance of agreeing upon the relevant adjustment plans. In addition, in light of these circumstances it
was also clear that it is important to have the relevant instruments in place to adequately guide fiscal
policy and which are sufficiently flexible in terms of implementation and monitoring, as is the case with

adjustment plans.

It is also worth mentioning that, on 8 July 2016, the Economic-Financial Information Portal of the
General Government first published the details of the agreed adjustment plans. Said adjustment plans in
force are updated by Autonomous Regions every year and are subject to quarterly monitoring by the

Ministry of Finance and Public Administrations which results, when necessary, in the relevant updates.

The periodic monitoring of adjustment plans has been carried out by means of several communications
and formal notices by the Ministry of Finance and Public Administrations, available at the Economic-
Financial Information Portal of the General Government. For the purpose of monitoring the execution of
said credit non-availability agreements and withholdings, as well as the relevant adjustment plans,
during the month of July and early August several bilateral actions have been undertaken so as to assess
the latest budgetary implementation data available and the potential risk of failing to meet stability
targets. So as to avoid said risks, communications have been submitted to the relevant Autonomous
Regions requesting, depending on the circumstances of each of them, additional information, including
the submission of basic budgetary lines regarding the order to close the budgetary period for 2016,
given that the General Government had decided to anticipate the effect thereof.

The actions or measures to develop as a consequence of the aforementioned monitoring and the update
of the closing scenarios submitted by Autonomous Regions are described in a document on the

monitoring of adjustment plans for the second quarter of financial year 2016°.

6.1.1.1.2 Economic-financial plans

During the plenary session of the Council of Fiscal and Financial Policy held on 15 April 2016, the
Autonomous Regions were informed about their level of compliance of budgetary stability, public debt

®The monitoring report of adjustment plans is available at the website of the Information Portal of the Ministry of
Finance and Public Administrations (http://www.minhap.gob.es/es-
ES/CDI/Paginas/EstabilidadPresupuestaria/InformacionCCA As/PlanesAjusteCCA A.aspXx).
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and expenditure rule targets for financial year 2015, in light of the data provided by the report according
to section 17.3 of the LOEPSF. In accordance with said report, the Autonomous Regions of Galicia, the
Canary Islands and the Basque Country fulfilled their deficit and expenditure rule targets. All the other
Autonomous Regions failed to fulfil both targets. Furthermore, the Autonomous Regions of Catalonia
and Asturias failed to fulfil the public debt target.

Pursuant to sections 21 and 23 of the LOEPSF, on 21 April 2016 the concerned Autonomous Regions
were required to submit an Economic-Financial Plan that would enable, in the current year and during
the oncoming year, the compliance with said targets or with the expenditure rule. Said communication
also established that the preparation of said Plan had to include the actions arising out of section 25.1 of
the LOEPSF, which had already been communicated by the Ministry of Finance and Public
Administrations on 6 April, and be consistent with the deficit target for 2016, established at 0.7%, as set
forth in the Stability Programme, as well as remain in line with the expenditure rule and the adjustment

plan adopted, where applicable, prior to access to funding mechanisms in 2016.

All Autonomous Regions required to meet these requirements have submitted their Economic-Financial

Plan, excepting Navarra which has only provided the general lines of its Plan.

6.1.1.1.3  Average period of payment to suppliers

As a result of the Organic Act 9/2013, of 20 December, on the Control of Commercial Debt in the
Public Sector, being passed and amending the LOEPSF, the control of commercial debt —defined in the
public sector as the volume of debt pending payment to suppliers of Public Administrations— is included

in the principle of financial sustainability.

On the other hand, Act 3/2004 and its subsequent amendment enacted by virtue of Act 15/2010
transposed to Spanish national law the Directives on late payment in commercial transactions, currently
governed by Directive 2011/7/EU of the European Parliament and of the Council of 16 February 2011
on combating late payment in commercial transactions, the latter being closely related to the provisions
set forth in the LOEPSF and to the data included in these statistics operation at an Autonomous Region

level.

The LOEPSF also includes tools for budgetary coordination, monitoring and control and entitles the
Ministry of Finance and Public Administrations to carry out monitoring and vigilance tasks. In this
regard, the challenge of controlling commercial debt and eradicating late payment in Public
Administration prompts the creation of an automatic, easily applicable monitoring instrument to allow
widespread and efficient control, which can be understood both by Public Administrations and citizens,
and which, more importantly, is open for public access. For this purpose, the concept of average period

of payment is used as an indicator of payment deadlines or late payments of commercial debt.
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The regulatory development of the Act was carried out by means of the passing of Royal Decree
635/2014, of 25 July, developing the calculation methodology for the average period of payment to
suppliers in Public Administrations and the conditions and the procedure to withhold funding system
resources set forth in Organic Act 2/2012, of 27 April, on Budgetary Stability and Financial

Sustainability. The aforementioned Royal Decree came into force on 31 July 2014.

All of the above, in line with the European Council Recommendation of 8 June 2014 on the National
Reform Programme 2014 of Spain and delivering a Council opinion on the Stability Programme of
Spain for 2014. Said Recommendation advised the Kingdom of Spain to, among other matters, adopt
measures during the period 2014-2015 to ensure a full implementation of the preventive, corrective and
enforcement measures set forth in the LOEPSF, including those on the elimination of public sector

commercial arrears, in a rigorous and transparent manner.

The Kingdom of Spain has been, ever since the first quarter of this financial year, submitting bimonthly
reports to the European Commission on the application of the European Directive on Late Payment, in
the framework of the case Pilot 2015/2049. Such reports depict the evolution of the average period of
payment to suppliers in all four benchmark sectors (Central Government, Autonomous Communities,
Local Entities and Social Security) as well as aggregated evolution. In the fourth bimonthly report we
can see that the latest data for the average period of payment to suppliers available, that for July 2016, is

the lowest value in all-time data series for Autonomous Regions.

The measures adopted in this field, pursuant to the LOEPSF, are detailed below’:

- INSTRUMENTATION OF THE FINANCIAL SUSTAINABILITY PRINCIPLE. Measures
adopted by virtue of section 13.6 of the LOEPSF. Self-imposed measures for the reduction of
expenditure and increase of revenue.

In light of the average payment period data, certain Autonomous Regions (Andalusia, Aragon,
Cantabria, Castilla y Leon, Catalonia, Extremadura, Galicia, Madrid, Murcia and Valencia) had
exceeded the maximum time limit set forth in late payment regulations, so between March and April
2016 they were given notice of the requirement to include the following items in the update of the
budgetary plan draft immediately further to such notice: 1) the amount of resources to be used on a
monthly basis to pay suppliers so as to reduce the average payment period to the maximum

established by late payment regulations, which at present is of thirty days; and ii) the commitment to

’On the website of the Information Portal of the Ministry of Finance and Public Administrations there is a
summary of the range of measures undertaken upon failure to comply with the average period of payment in
Autonomous Region Administrations (http://www.minhap.gob.es/es-
ES/CDI/Paginas/EstabilidadPresupuestaria/InformacionCCA As/ComunicacionesCCAAPMP.aspx).
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adopt quantified measures to reduce expenditure, increase revenue or other measures to manage
payments and collections that will prompt the generation of the cash needed to shorten the average

payment period to suppliers down to the maximum established by late payment regulations.

In addition, regulations establish that the concerned Autonomous Regions must submit the
information regarding detailed measures to be adopted as a result of the maximum average payment
periods being exceeded, as well as the impact of said measures upon the average payment period, as
frequently as set forth in section 11.bis of the Order HAP/2105/2012, of 1 October.

AUTOMATIC PREVENTIVE MEASURES. Warning notice pursuant to section 18.4 of the
LOEPSF.

This Ministry of Finance and Public Administrations has submitted a warning to the Autonomous
Regions whose average payment period to suppliers had exceeded the maximum 30-day term
established in late payment regulations for two consecutive months from the update of their
financial budgets, as per section 13.6. Alongside the recommendations on the use of additional sums
obtained from deficit deviations for the payment of suppliers in previous financial years, such being
authorised by the CDGAE or the Council of Ministers, the need for Autonomous Regions to adopt
quantified measures to reduce expenditure and increase revenue are also established, by
accelerating, where applicable, the enforcement of measures proposed in its Economic-Financial
Plan and/or the adjustment plan or other measures to manage payments and collections that will
prompt the generation of the necessary cash to shorten the average period of payment to suppliers
under the terms set forth in applicable regulations, as well as to predict in which month will the ratio
be equal to or shorter than the maximum 30-day payment period. Between March 2015 and October
2016, warning notices have been submitted to the Autonomous Regions of Aragoén, Baleares,
Castilla y Leon, Extremadura, Murcia and Valencia.

AUTOMATIC CORRECTIVE MEASURES. Measures regarding the control of indebtedness
operations adopted pursuant to section 20.1 of the LOEPSF

If the Government should find out, pursuant to the reports referred to under section 17 of said Act,
that an Autonomous Region has failed to fulfil the budgetary stability, public debt or expenditure
rule target, all indebtedness operations in said Autonomous Region shall require authorisation by
the General Government for as long as the non-compliance persists. Once the economic-financial
plan submitted by the Autonomous Region has been declared adequate by the Council of Fiscal and
Financial Policy, authorisation shall no longer be required for short-term operations other than
external funding.

Ever since the amendment of this section by the Organic Act 6/2015 of 12 June, the non-complying
autonomous regions shall also require authorisation to issue bank guarantees, supporting guarantees
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or other types of guarantees for credit operations conducted by natural or legal persons, whether
public or private.

Pursuant to the automatic corrective measures, during the financial year of 2016 and until 13
October, 38 indebtedness operations have been authorised for a total amount of 23,426 million
euros. Out of such operations, 22 are long-term operations for a total amount of 9,474 million euros
and 16 are indebtedness operations for a one-year or shorter term (short-term operations) for a total

amount of 13,952 million euros.

With regard to bank guarantees during 2016 and until 13 October, six authorisations have been

granted for a total amount of 117 million euros.

AUTOMATIC CORRECTIVE MEASURES. Measures regarding the control of budgetary
changes, indebtedness operations and financial budget adopted pursuant to section 20.5 of the
LOEPSF.

In September 2015, in the case of Aragdén and Extremadura, and in June and October 2016 for
Valencia and the Balearic Islands respectively, notices were revealing that their average payment
period had exceeded in more than 30 days the maximum deadline established by late payment
regulations for two consecutive months from the update of their financial budget as per the
provisions of section 18.4 of the LOEPSF. In light of said circumstances, the concerned
Autonomous Regions were given notice of the activation of the following automatic corrective
measures set forth in section 20.5 of the LOEPSF: i) all budgetary amendments that bring about a
net increase of non-financial expenditure in the Autonomous Region and which, pursuant to the
Regional regulations in force, are not funded by the contingency fund or offset with other credits,
shall require the adoption of a non-availability agreement for the same amount, which shall be
communicated to the Ministry of Finance and Public Administrations indicating the affected credit
amount, the expenditure measure supporting it and the budgetary amendment that has originated it;
ii) all of its long-term indebtedness operations shall require authorisation by the General
Government, which can be carried out gradually in tranches, and iii) the Autonomous Region must
include in its financial budget update immediately further to this notice the new measures to be

complied with and the maximum payment period set forth in late payment regulations.

It was also provided that all quantified measures for the reduction of expenditure and the increase of
revenue, as well as other payment and collection measures that allow to generate the cash needed to
reduce the average payment period to suppliers, must be included in the next financial budget to be
submitted by Autonomous Regions, alongside detailed information on the impact of the measures

applied.
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-  AUTOMATIC CORRECTIVE MEASURES. Withholding of funding system resources to pay
suppliers directly, pursuant to section 20.6 of the LOEPSF.

After the application of the measures contained in section 20.5 of the LOEPSF, the average period
of payment to suppliers in the Autonomous Regions of Aragon and Extremadura still exceeded the
maximum payment term established by late payment regulations by over 30 days for two
consecutive months from the update of their financial budget. As a result, both Autonomous
Regions were sent letters communicating the enforcement of section 20.6 of the LOEPSF, that is,
informing of the activation of the procedure to withhold the sums payable by the funding system
resources to pay suppliers directly. Later on, on 21 July of the same year, and as result of the
aforementioned communication, the Autonomous Regions were informed about the amount to be
paid monthly to suppliers and finally on 7 October they were given notice of the relevant
withholding agreement of the funding system resources, which in its first month of application, in

regard to the resources to be paid in November 2016, exclusively affects Aragon.

6.1.1.2 Disclosure of information®

Order HAP/2105/2012, of 1 October, developing the obligations to disclose information set forth in the
LOEPSF, sets forth that, without prejudice to the potential personal liability that may apply, the failure
to comply the obligations to disclose information set forth in said Order, both with regard to the
established terms and to the contents and suitability of the data required or the delivery method, shall
prompt a compliance requirement on the part of the Ministry of Finance and Public Administrations
that, if ignored or unfulfilled, shall be made public and automatic corrective measures set forth in
section 20 of the LOEPSF shall be enforced.

More precisely, on 1 April 2016, communications were submitted to the Autonomous Regions of
Andalusia, Cantabria, Castilla y Leén, Madrid and Valencia, establishing that, in light of the latest data
of the average period of payment to suppliers published, it fell within the scenario under section 13.6 of
the LOEPSF, as a result of which the Autonomous Regions were required to submit certain information
within the established terms as per Ministerial Order 2105/2012, of 1 October.

On 25 May, the Autonomous Region of Cantabria was submitted a formal request to fulfil its
obligations to disclose information on a monthly basis as set forth under section 112 of Act 14/1986, of
25 April, on General Healthcare, both with regard to its contents and to the suitability of the data and the
delivery method. Said requirement asked the concerned Autonomous Region, pursuant to section 19 of

the said Ministerial Order, and without prejudice to the potential personal liability that may arise, within

®0n the website of the Information Portal of the Ministry of Finance and Public Administrations, the
communications from the Ministry to the Regional Administrations are available (http://www.minhap.gob.es/es-
ES/CDI/Paginas/EstabilidadPresupuestaria/InformacionCCA As/ComunicacionesCCAASI.aspx)
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a maximum term of fifteen calendar days, to correct the non-compliances detected, being warned that if
said request were ignored or unfulfilled within such deadline, the Ministry could activate the automatic
corrective measures set forth in section 20 of the Organic Act 2/2012 of 27 April as per the provisions
under section 27.6 thereto. The aforementioned formal request was fulfilled in an adequate and timely

manncr.

On the other hand, with regard to the budgetary implementation observed during the month of May, a
communication was submitted on 3 August to the Autonomous Region of Navarra requesting, in
addition to the information regarding the Economic-Financial Plan for 2016-2017, some clarifications
and all the information required to detect potential risks of non-compliance of deficit, public debt and

expenditure rule targets.

6.1.1.3 Other actions

F