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Comunidad Autonoma de Madrid (Spain)
Update following assignment of ESG scores

Summary
The credit profile of Comunidad Autonoma de Madrid (Baa1 stable) reflects the region's
good fiscal performance. Madrid continues to benefit from a strong economic base, with the
highest GDP per capita among Spanish regions. The region's deficit is well controlled and
its debt/operating revenue is manageable and consistent with its rating level. Although the
coronavirus pandemic has led to increased healthcare costs and lower tax revenue, additional
government grants offset the negative impact of the pandemic on the region's finances in
2020. While Madrid's debt/operating revenue has been declining since 2016, we expect an
increase in the region's debt burden in 2021 and 2022; however, it will remain manageable
for the region. The credit profile is supported by a high likelihood of extraordinary support
from the Government of Spain (Baa1 stable).

Exhibit 1

Madrid's debt burden will remain manageable in 2021 and 2022
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F = Forecast. This represents Moody's forward view, not the view of the issuer.
Sources: Issuer and Moody's Investors Service

Credit strengths

» Good budgetary management, which has kept deficits under control

» Good access to capital markets

» Large and diversified economy

Credit challenges

» Increasing, but manageable, debt levels

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1326527
https://www.moodys.com/credit-ratings/Madrid-Comunidad-Autonoma-de-credit-rating-758950
https://www.moodys.com/credit-ratings/Spain-Government-of-credit-rating-704550
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Rating outlook
The outlook on Madrid's rating is stable. Although the pandemic will weaken the region's finances in 2021 compared with 2020, we
expect the impact to be mitigated by the additional government transfers to be paid during the year. The stable outlook reflects the
outlook on the Spanish government's rating.

Factors that could lead to an upgrade
Because Madrid's rating is on par with the sovereign, an upgrade of the region's rating would require an upgrade of Spain's sovereign
rating.

Factors that could lead to a downgrade
Large financing deficits resulting increase in debt could exert downward pressure on the region’s rating. Any downgrade of Spain's rating
would likely have implications for Madrid's rating.

Key indicators

Comunidad Autonoma de Madrid
2015 2016 2017 2018 2019 2020 2021F 2022F

Gross Operating Balance as a % of Operating Revenue -7.0 -4.3 -1.7 1.4 1.9 8.1 3.7 7.0

Capital Expenses as a % of Total Expenses 10.4 8.0 6.4 6.0 6.3 7.2 - -

Self Financing Ratio -0.4 -0.2 0.1 0.4 0.7 1.4 - -

Financing Surplus(Deficit) as % of Total Revenue -17.1 -10.3 -6.4 -3.5 -1.8 2.7 -0.6 4.8

Interest Expenses as a % of Operating Revenue 5.9 4.7 4.1 4.1 3.8 3.2 3.5 3.6

Gross Borrowing Need as a % of Total Revenue 37.1 21.3 17.3 16.0 15.5 14.9 - -

Net Direct and Indirect debt as a % of Operating Revenue 187.0 190.2 187.8 183.8 174.5 151.5 161.8 164.1

F = Forecast. This represents Moody's forward view, not the view of the issuer.
Sources: Issuer and Moody's Investors Service

Detailed credit considerations
The credit profile of Madrid, as expressed in its Baa1 stable rating, combines a Baseline Credit Assessment (BCA) of baa3, and a high
likelihood of extraordinary support from the national government in the event the region faces acute liquidity stress.

Baseline Credit Assessment
Good budgetary management, which has kept deficits under control
Despite the disruptions caused by the pandemic in 2020, Madrid reported a gross operating balance (GOB) surplus of €1.8 billion
or 8% of operating revenue in 2020, compared with a positive GOB of €373 million or 2% of operating revenue in 2019. This
improvement was mainly driven by a 19% year-on-year increase in operating revenue, which could offset the 12% increase in operating
expenditure. The increase in Madrid's operating revenue was because of the central government grants — paid through the COVID fund
of €16 billion — to the regional governments which offset the negative impact of the pandemic on their finances in 2020. Madrid was
the highest recipient of this fund with €3.3 billion in compensation for the increase in its spending because of the pandemic (mostly on
healthcare) and a reduction in its own-source tax revenue during the year.

The improved operating result and capital revenue were sufficient to offset the capital spending of €1.6 billion, which resulted in a
financing surplus for fist time since the beginning of the economic crisis of 2008. The region's financing surplus of €625 million was
equivalent to around 2.7% of Madrid's operating revenue compared with a financing deficit of €361 million or close to 2% of its
operating revenue in 2019.

Spain was one of the countries that were severely hurt by the pandemic. To ease the strain on the regional economies, the Spanish
government suspended the deficit limit targets for the regions for 2020 and 2021. Indicative deficits of 0.2% and 1.1% of regional GDP
were approved for 2020 and 2021, respectively. On a European System of Accounts basis, Madrid had a surplus of €43 million in 2020,
which is equivalent to around 0.02% of regional GDP (deficit of 0.24% of regional GDP in 2019), complying with the indicative regional
target of -0.2% of GDP in 2020.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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The central government will continue to provide additional support to the regions in 2021, and has announced additional transfers of
€13.5 billion for the year (of which €1,864 million will be transferred to the region) and maintained shared taxes at a level similar to
that of 2020. We believe these additional measures will help mitigate the decline in Madrid's operating revenue for 2021, resulting in
a financing surplus again (estimated at 0.32% of GDP). We expect the region to maintain a positive GOB of around 4% of operating
revenue in 2021 and around 7% in 2022.

The region's economic growth, which has remained above the national average for five consecutive years, has been instrumental in
the recovery of the regional finances, as illustrated by the 36% increase in tax revenue since 2015. While we expect a slowdown in the
region's economy caused by the coronavirus outbreak in 2020, we expect the region to face only moderate pressure, given its robust
economy, strong healthcare system and good budgetary management.

We also expect Spanish regions to receive €10 billion from the EU Recovery funds (REACT-EU) and around €10.8 billion in Next
Generation EU funding between 2021 and 2022, a large portion of which will be dedicated to the healthcare sector. We note that these
EU funds will be dedicated to fund high-quality investment projects with limited effects on the regions’ operating revenues.

Good access to capital markets
Because Madrid benefits from a strong demand from capital markets, the region was able to finance 56% of its funding needs in 2020
through bond issuances, totalling €2.7 billion during the year, including its first-time green bond issuance of €700 million in May 2020.
The region continues to benefit from improved market conditions, with its average funding cost at 1.9% in 2020, the lowest in the last
decade. Madrid increased the average maturity of its portfolio to 8.33 years as of year-end 2020 (7.67 years in 2019).

In 2021, Madrid's funding needs amounted to around €3.09 billion, which we expect to be covered to a large extent by bond issuances,
promoting sustainable finance. As of the end August 2021, the region had raised around €1.9 billion, including a sustainable bond
issuance of €1 billion in March 2021, on the back of good international demand for the region's sustainable securities.

Supported by the region's sophisticated debt management, Madrid was the first Spanish region to issue sustainable bonds, including
four public sustainable bonds since 2017, becoming the Spanish public entity with the highest volume of sustainable issuances totalling
€5.7 billion as of end of August 2021.

Large and diversified economy
Situated in the centre of Spain, Madrid is a densely populated autonomous region. The region's 6.6 million inhabitants accounted for
an estimated 14% of the Spanish population in 2020. It is also one of the country's most developed and wealthiest regions. Madrid had
the highest GDP per capita of any region in Spain, at €35,913 in 2019 (last available data at regional level), well above the national level
of €26,426. The region has the largest economy in the country, accounting for 19.3% of Spain's GDP.

Madrid's economy is concentrated in the services sector, mainly financial, commerce, healthcare and education. The region is also the
country's biggest recipient of foreign direct investment (FDI), together with the region of Catalonia, accounting for around 70% of the
total foreign companies in Spain.

In 2019, the region's economy grew 2.6%, above the national average growth rate of 2%. We expect Madrid to continue to outperform
its peers in years. According to the first estimations of Madrid's statistical institute, the region's GDP growth decreased to around
-10.3% as of year-end 2020 (-10.8% for Spain).

In line with the drop in the regional economy, Madrid's unemployment rate increased to 13.5% in December 2020 (10% in 2019).
However, it also remains below the national level of 16.1% (13.8% in 2019).

While there is high uncertainty around the impact of the pandemic on the region’s economy in 2021, because of weaker private
consumption and tourism, postponed investment decisions and lower trade, we consider Madrid’s economy to be stronger than the
national average, as demonstrated during the global financial crisis of 2008 (average GDP growth of -0.2% against a national average
of -0.9% over 2008-10). We also expect economic activity to pick up in the second half of 2021 and continue into 2022 (although this
will depend on the duration of the pandemic).
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Increasing, but manageable, debt levels
Madrid's direct debt stock grew 2.6% to €32.3 billion in 2020 from €31.5 billion a year earlier, compared with a 0.5% increase in 2019
from 2018. However, the region's net direct and indirect debt/operating revenue declined for the fourth consecutive year in 2020 to
152% (175% in 2019), down from the peak of 190% in 2016.

Although, we expect the region's debt burden to increase by year-end 2021, reflecting lower operating revenue and higher direct debt
to fund the expected deficit of around €140 millions for 2021, additional government transfers, significant EU funds and the gradual
economic recovery will mitigate the fiscal impact of the pandemic on its finances, thus limiting its debt accumulation. According to
our estimations, the region's debt burden will be around 162% by year-end 2021, increasing to around 164% in 2022 (better than
registered pre-pandemic ratios), a level that we consider manageable for the region given its low costs of funding.

Madrid's indirect debt as of year-end 2020 was close to €3.5 billion (€3.1 billion in 2019), or 10% of total net direct and indirect debt.
The region also guaranteed debt of €70 million in 2020, including two loans from the European Investment Bank (Aaa stable) to the
company that operates Madrid's metro.

Spanish regions are able to use several liquidity support mechanisms from the central government through cheap loans, to cover
budget deficits, finance debt redemptions (including bonds and bank loans from both Spanish and foreign banks) and repay commercial
debt. However, since 2013, Madrid has not requested any support from the central government, choosing instead to reinforce its
presence in financial markets.

Madrid usually has minimal cash on hand at the end of the year; however, in 2020, the region had €726 million, which represented
just 3.2% of its operating revenue, compared with €32 million or just 0.2% of operating revenue in 2019. The region increased standby
facilities with financial institutions to €2.3 billion to cover emergency needs in the event of a shortfall (€1.3 billion during six previous
years), of which 7% was used as of year-end 2020.

Extraordinary support considerations
Madrid has a high likelihood of extraordinary support from the national government, reflecting our assessment of the risk to the
Spanish government's reputation if the region were to default. The region's role in providing crucial services, such as healthcare and
education, and its presence in the capital markets are additional incentives for the central government to provide support, if necessary.
This assessment is corroborated by a consistent track record of government support for the region over the last few years, as illustrated
by the launch of the Fondo de Liquidez Autonomico in 2012 and the Facilidad Financiera fund in 2015. Therefore, we have incorporated
two notches of uplift, to final rating of Baa1 into Madrid's standalone credit assessment (BCA) of baa3.

ESG considerations
Comunidad Autonoma de Madrid's ESG Credit Impact Score is Neutral-to-Low CIS-2

Exhibit 3

ESG Credit Impact Score

Source: Moody's Investors Service

Madrid's ESG Credit Impact Score is neutral-to-low (CIS-2), reflecting mostly low exposure to environmental risks, low exposure to
social risks and neutral governance but in general with strong capacity to respond to shocks.
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Exhibit 4

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
Specifically, Madrid's exposure to environmental risks is low with some episodes of heat stress. Its overall environmental issuer profile
score is therefore neutral-to-low (E-2).

Social
We assess Madrid's social issuer profile score as neutral-to-low (S-2), reflecting low exposure to social risks across most categories
and with particularly strong scorings in health & safety. Like other Spanish regions, Madrid faces long term fiscal pressures from
ageing population, which will also affect social and healthcare expenditure. However, for Madrid, given the region's dynamic economy,
population growth and large tax base, expenditure pressure will likely be more manageable compared with other Spanish

Governance
Madrid's institutions and governance strength are reflected in a neutral-to-low profile score (G-2). Madrid has demonstrated strong
budget management by implementing budgetary control plans. The region also provides transparent and timely financial reports. The
region's strong financial strength supports a high degree of resilience.

ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.
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Rating methodology and scorecard factors
The assigned BCA of baa3 is in line with the scorecard-indicated BCA. The matrix-generated BCA of baa3 reflects an Idiosyncratic
Risk score of 3 (presented below) on a 1 to 9 scale, where 1 represents the strongest relative credit quality and 9 the weakest; and a
Systemic Risk score of Baa1, as reflected in the Baa1 stable sovereign bond rating for Spain.

For details about our rating approach, please refer to Rating Methodology: Regional and Local Governments, published on 16 January
2018.

Exhibit 5

Madrid, Comunidad Autonoma de
Regional & Local Governments

Baseline Credit Assessment – Scorecard Score Value Sub-factor Weighting Sub-factor Total Factor Weighting Total
Factor 1: Economic Fundamentals 1 20% 0.20

Economic Strength [1] 1 135.89% 70%
Economic Volatility 1 30%

Factor 2: Institutional Framework 5 20% 1.00
Legislative Background 5 50%
Financial Flexibility 5 50%

Factor 3: Financial Position 4.75 30% 1.43
Operating Margin [2] 3 5.37% 12.5%
Interest Burden [3] 5 3.52% 12.5%
Liquidity 5 25%
Debt Burden [4] 7 151.47% 25%
Debt Structure [5] 3 13.22% 25%

Factor 4: Governance and Management 1 30% 0.30
Risk Controls and Financial Management 1
Investment and Debt Management 1
Transparency and Disclosure 1

Idiosyncratic Risk Assessment 2.93 (3)
Systemic Risk Assessment Baa1
Scorecard-Indicated BCA Outcome baa3
Assigned BCA baa3

[1] Local GDP per capita as % of national GDP per capita
[2] Gross operating balance/operating revenues
[3] Interest payments/operating revenues
[4] Net direct and indirect debt/operating revenues
[5] Short-term direct debt/total direct debt
Source: Moody's Investors Service; Fiscal 2020.

Ratings

Exhibit 6

Category Moody's Rating
MADRID, COMUNIDAD AUTONOMA DE

Outlook Stable
Issuer Rating -Dom Curr Baa1

Source: Moody's Investors Service
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