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To the Shareholders of Naturgy Energy Group, S.A.:

Report on the consolidated financial statements

Opinion

We have audited the consolidated financial statements of Naturgy Energy Group, S.A. (the Parent)
and its subsidiaries (the Group), which comprise the consolidated balance sheet at December 31,
2019, the consolidated income statement, the consolidated statement of other comprehensive
income, the consolidated statement of changes in equity, the consolidated cash flow statement, and
the notes thereto, for the year then ended.

In our opinion, the accompanying consolidated financial statements give a true and fair view, in all
material respects, of consolidated equity and consolidated financial position of the Group at
December 31, 2019, and of its financial performance and its consolidated cash flows, for the year
then ended in accordance with International Financial Reporting Standards, as adopted by the
European Union (IFRS-EU), and other provisions in the regulatory framework applicable in Spain.

Basis for Opinion

We conducted our audit in accordance with prevailing audit regulations in Spain. Our responsibilities
under those standards are further described in the Auditor’s responsibilities for the audit of the
consolidated financial statements section of our report.

We are independent of the Group in accordance with the ethical requirements, including those
related to independence, that are relevant to our audit of the consolidated financial statements in
Spain as required by prevailing audit regulations. In this regard, we have not provided non-audit
services nor have any situations or circumstances arisen that might have compromised our
mandatory independence in a manner prohibited by the aforementioned requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our opinion.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the consolidated financial statements of the current period. These matters were
addressed in the context of our audit of the consolidated financial statements as a whole, and in
forming our audit opinion thereon, and we do not provide a separate opinion on these matters.



Commitments for the purchase of natural gas

Description

Our
response

As indicated in Notes 3.4.8.3 and 37 to the accompanying consolidated financial
statements, the Group has taken long-term contractual commitments for the
purchase of natural gas. In accordance with usual practices in the gas industry, said
contracts can be signed for a maximum period of 20 to 25 years, and establish a
minimum amount of gas to be purchased (take or pay clauses whereby the buyer
assumes the obligation to pay the amount of natural gas contracted regardless of
whether they receive it or not) and price review mechanisms linked to international
prices of natural gas and prices of natural gas in the countries of destination.

These agreements are executed and kept to meet the needs for receiving or
delivering the natural gas expected by the Group in accordance with periodical
purchase and sale estimates. Consequently, the Group classifies these contracts as
for ‘own use’, and they are thus excluded from the scope of IFRS 9 ‘Financial
instruments’. The natural gas purchase commitments under these contracts amount
to 59,045 million euros at December 31, 2019 (Note 37).

The assessment of the long-term natural gas procurement contracts requires Group
Management to exercise critical judgment regarding the short-, mid- and long-term
demand and supply estimates and compliance with the clauses included in the
contracts, in order to determine their classification as own-use contracts.
Consequently, we consider this area a key audit matter.

Our audit procedures for this area consisted, among others, in:

Understanding the accounting procedures and criteria applied by the Group
regarding future procurement contracts.

Reading and analyzing a significant sample of the natural gas procurement
contracts signed by the Group.

Analyzing, by involving our financial instruments experts, whether the analyzed
gas purchase and sale agreements meet the own-use definition by verifying the
requirements established for such classification in the applicable framework for
financial reporting.

Evaluating the amounts acquired during the year and checking that the minimum
contractual amounts are met.

Analyzing provisions and contingencies linked to price review arbitration
proceedings, through meetings to understand and validate the ongoing
arbitration proceedings, reading the corresponding contracts and obtaining the
litigation confirmation letter from the Group’s legal services.

Reviewing the information related to the gas purchase agreements disclosed in
the consolidated financial statements for the year.

Revenue recognition: Sale of unbilled energy

Description

As detailed in Note 11, at 2019 year end, the Group has recorded in the ‘Trade and
other receivables’ heading of the consolidated balance sheet 1,618 million euros
corresponding to sales of energy that has been supplied but not yet billed because
the usual meter reading period does not coincide with the closing of the consolidated
financial statements for the year. The measurement of these unbilled sales is based
on complex estimates that require Group Management to apply certain criteria,
judgments and assumptions.



Our
response

The main estimates on which Group Management apply criteria, judgments and
assumptions to determine these unbilled sales are the daily consumption derived
from seasonally adjusted historical customer profiles and other measurable factors
affecting consumption. The information regarding the Group’s revenue recognition
criterion is detailed in Note 3.4.24.g) to the accompanying consolidated financial
statements. Due to the foregoing, we consider this area a key audit matter.

Our audit procedures for this area consisted, among others, in:

Understanding the criteria and procedures applied by the Group for estimating
unbilled sales, also verifying the effectiveness of the relevant controls associated
with the revenue recognition process for unbilled energy supplied.

Analyzing the Group’s energy balances in physical units, by checking the
correlation between the consumption in the year and sales in the same period
(which include estimated unbilled energy). Additionally, verifying the
reasonableness of the assumptions applied (consumption and prices) in the
estimate of unbilled sales made by the Group.

Performing substantive analytical procedures on the historical evolution of
billing pending issue and the reasonableness of the sales volumes and margins of
the year.

Assessment of the recovery of the book value of certain Group assets

Description

As detailed in Notes 6 and 7 to the accompanying consolidated financial statements,
the Group shows intangible assets and property, plant and equipment amounting to
7,713 million euros and 19,647 million euros, respectively.

Additionally, as indicated in Note 9 to the accompanying consolidated financial
statements, the Group has an investment in Unién Fenosa Gas, S.A. accounted for
using the equity method, the net carrying amount of which at year end is 309 million
euros.

These assets are allocated to the cash generating units (CGUs) as indicated in Note
3.4.6 to the accompanying consolidated financial statements.

Additionally, as detailed in Note 10 to the accompanying consolidated financial
statements, the Group holds 85.4% of the share capital of Electrificadora del Caribe,
S.A. ESP (Electricaribe), which carries out the electricity distribution business in
Colombia, whose net carrying amount at year end is the best estimate of its fair value
and amounts to 28 million euros.

The recoverability of the book value of the indicated assets has been determined
based on the present value of the future cash flows generated by the CGUs or, where
appropriate, the best estimate of their recoverable amount. The cash flows are
calculated based on the business plans approved by Management. The key
assumptions about these cash flows are included in Note 3.4.6 to the accompanying
consolidated financial statements. Additionally, Management have made a sensitivity
analysis of the key assumptions that, based on historical experience, may reasonably
experience some variations.



Our
response

As a result of the aforementioned analyses, impairment losses and write-downs on
net assets have been recorded in the 2019 consolidated income statement for an
amount of 61 million euros and 225 million euros under the ‘Other accumulated
comprehensive income’ heading, as indicated in Notes 5 and 10 to the accompanying
consolidated financial statements.

We have considered this area a key audit matter due to the significance of the
amounts involved and the existence of significant estimates of the key assumptions
used in the calculations made by Management for assessing the recoverability of the
assets’ value.

Our audit procedures for this area consisted, among others, in:

Understanding the processes established by Group Management in the
determination of the impairment of the assets, including the assessment of the
design and implementation of relevant controls.

Analyzing the reasonableness of the allocation of the assets to the several cash
generating units (CGUS).

Reviewing the model used by Group Management, in collaboration with our
valuation specialists, covering, in particular, the mathematical consistency of the
model, the reasonableness of projected cash flows, discount rates and long-term
growth rates, and the results of the sensitivity analyses made by Group
Management. In the performance of our review we held meetings with the people
in charge of the businesses and used renowned external sources and other
available information to verify the data used by Group Management.

Reviewing the estimates made by Management and the financial information
projected in the strategic plan for each CGU by analyzing the historical financial
and budget information, the current market conditions, and the expectations on
their potential evolution.

Reviewing the information disclosed in the notes to the consolidated financial
statements in accordance with the applicable regulatory framework for financial
reporting.

Other information: Consolidated management report

Other information refers exclusively to the 2019 consolidated management report, the preparation
of which is the responsibility of the Parent Company’s directors and is not an integral part of the
consolidated financial statements.

Our audit opinion on the consolidated financial statements does not cover the consolidated
management report. Our responsibility for the information included in the consolidated management
report is defined in prevailing audit regulations, which distinguish two levels of responsibility:

a. A specific level applicable to the consolidated non-financial information statement, as well as
certain information included in the Corporate Governance Report, as defined in article 35.2.
b) of Audit Law 22/2015, which solely requires us to verify that said information has been
included in the management report and, if not, that the reference corresponding to the
separate report on non-financial information as provided for by the regulations has been
included therein, and if not, disclose this fact.



b. A general level applicable to the remaining information included in the consolidated
management report, which requires us to evaluate and report on the consistency of said
information in the consolidated financial statements, based on the knowledge of the Group
we obtained while auditing the consolidated financial statements, not including any
information not obtained as evidence during the course of the audit. In addition, our
responsibility is to assess and report on whether the content and presentation of this part of
the consolidated management report are in conformity with applicable regulations. If, based
on the work carried out, we conclude that there are material misstatements, we are required
to disclose them.

Based on the work performed, as described in the above paragraph, we have verified that the
information referred to in paragraph a) above is provided in the consolidated management report,
and that the remaining information contained therein is consistent with that provided in the 2019
consolidated financial statements and their content and presentation are in conformity with
applicable regulations.

Responsibility of the Parent Company’s Directors and the audit committee for the consolidated
financial statements

The directors of the Parent Company are responsible for the preparation of the accompanying
consolidated financial statements so that they give a true and fair view of the consolidated equity,
financial position and results of the Group, in accordance with IFRS-EU, and other provisions in the
regulatory framework applicable to the Group in Spain, and for such internal control as they
determine is necessary to enable the preparation of consolidated financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors of the Parent Company are
responsible for assessing the Group’s ability to continue as a going concern, disclosing, as applicable,
matters related to going concern and using the going concern basis of accounting unless the
directors either intend to liquidate the Group or to cease operations, or have no realistic alternative
but to do so.

The audit committee of the Parent Company is responsible for overseeing the Group's financial
reporting process.

Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with prevailing audit regulations in Spain will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if,
individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with prevailing audit regulations in Spain, we exercise professional
judgment and maintain professional skepticism throughout the audit. We also:



Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures responsive
to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinion. The risk of not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control.

Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Group’s internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Parent Company’s directors.

Conclude on the appropriateness of the Parent Company’s directors’ use of the going concern
basis of accounting and, based on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that may cast significant doubt on the
Group’s ability to continue as a going concern. If we conclude that a material uncertainty
exists, we are required to draw attention in our auditor’s report to the related disclosures in
the consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the Group to cease to
continue as a going concern.

Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair presentation.

Obtain sufficient appropriate evidence regarding the financial information of the entities or
business activities within the Group to express and opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group
audit. We remain solely responsible for our audit opinion.

We communicate with the audit committee of the Parent Company regarding, among other matters,
the planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

We also provide the audit committee of the Parent Company with a statement that we have complied
with relevant ethical requirements, including those related to independence, and communicate to
them all matters that may reasonably be thought to bear on our independence, and where applicable,
related safeguards.

From the matters communicated to the audit committee of the Parent Company, we determine those
matters that were of most significance in the audit of the consolidated financial statements of the
current period and are therefore the key audit matters.

We describe these matters in our auditor’s report unless law or regulation precludes public disclosure
about the matter.



Report on other legal and regulatory requirements

Additional report to the audit committee of the Parent Company

The opinion expressed in this audit report is consistent with the additional report we issued to the
audit committee of the Parent Company on February 6, 2020.

Term of engagement

The ordinary general shareholders’ meeting held on April 20, 2017 appointed us as Group auditors
for 3 years, commencing on December 31, 2018.

ERNST & YOUNG, S.L.

(Signature on the original in Spanish)

Alfredo Eguiagaray

February 6, 2020
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This 2019 Annual Report is a translation of a report originally issued in Spanish. In the event of a
discrepancy, the Spanish language version prevails.

All the documentation included in the 2019 Annual Report has been translated into English except
for the Annual Report on Corporate Governance which is included in Spanish.



Naturgy

Consolidated Balance Sheet

(million euro)

31.12.19 31.12.18
ASSETS
Intangible assets (Note 6) 7,713 7,845
Goodwill 3,202 3,215
Other intangible assets 4,511 4,630
Property, plant and equipment (Note 7) 19,647 20,707
Right-of-use assets (Note 8) 1,416 -
Investments recorded using the equity method (Note 9) 731 816
Non-current financial assets (Note 10) 738 910
Other non-current assets (Note 11) 581 334
Deferred tax assets (Note 22) 1,525 1,689
NON-CURRENT ASSETS 32,351 32,301
Non-current assets held for sale (Note 12) 73 202
Inventories (Note 13) 796 850
Trade and other receivables (Note 11) 4,900 5,134
Trade receivables for sales and services 3,911 4,415
Other receivables 708 534
Current tax assets 281 185
Other current financial assets (Note 10) 333 428
Cash and cash equivalents (Note 14) 2,685 1,716
CURRENT ASSETS 8,787 8,330
TOTAL ASSETS 41,138 40,631
EQUITY AND LIABILITIES
Capital 984 1,001
Share premium 3,808 3,808
Treasury shares (321) (325)
Reserves 6,687 11,290
Profit for the period attributed to the parent company 1,401 (2,822)
Interim dividend (754) (730)
Other equity items (1,254) (1,274)
Equity attributed to the parent company 10,551 10,948
Non-controlling interests 3,425 3,647
EQUITY (Note 15) 13,976 14,595
Deferred income (Note 16) 898 863
Non-current provisions (Note 17) 1,169 1,125
Non-current financial liabilities (Note 18) 15,701 13,352
Borrowings 14,252 13,352
Lease liabilities 1,446 -
Other financial liabilities 3 -
Deferred tax liabilities (Note 22) 2,249 2,149
Other non-current liabilities (Note 20) 492 1,540
NON-CURRENT LIABILITIES 20,509 19,029
Liabilities related to non-current assets held for sale (Note 12) 46 93
Current provisions (Note 17) 291 297
Current financial liabilities (Note 18) 2,286 2,079
Borrowings 2,081 2,068
Lease liabilities 198 -
Other financial liabilities 7 11
Trade and other payables (Note 21) 3,744 4,067
Trade payables 3,118 3,267
Other payables 593 767
Current tax liabilities 33 33
Other current liabilities (Note 20) 286 471
CURRENT LIABILITIES 6,653 7,007
TOTAL EQUITY AND LIABILITIES 41,138 40,631

The accompanying Notes 1 to 40 and Appendices are an integral part of the consolidated balance sheet

at 31 December 2019 and 2018.



Naturgy
Consolidated Income Statement

(million euro)

2019 2018
Revenue (Note 23) 23,035 24,339
Raw materials and consumables (Note 24) (16,311) (17,723)
Other operating income (Note 25) 164 166
Personnel expenses (Note 26) (924) (1,010)
Other operating expenses (Note 27) (1,476) (1,816)
Gain/(loss) on disposals of fixed assets (Nota 28) 28 21
Release of fixed asset grants to income and other (Note 16) 46 42
GROSS OPERATING RESULTS 4,562 4,019
Depreciation/amortisation and impairment losses (Notes 5, 6, 7, 8, 13 and 29) (1,658) (6,007)
Impairment due to credit losses (Note 11) (134) (179)
Other results (Note 30) 93 -
OPERATING PROFIT/(LOSS) 2,863 (2,167)
Financial income 80 122
Financial expenses (837) (802)
Variations in fair value of financial instruments 89 (5)
Net exchange differences 2 -
NET FINANCIAL INCOME (Note 31) (666) (685)
Profit/(loss) of entities recorded by equity method (Note 8) 75 (513)
PROFIT/(LOSS) BEFORE TAXES 2,272 (3,365)
Corporate income tax (Note 22) (476) 779
PROFIT/(LOSS) FOR THE YEAR FROM CONTINUING OPERATIONS 1,796  (2,586)
Profit for the year from discontinued operations, net of taxes (Note 12) - (10)
CONSOLIDATED PROFIT/(LOSS) FOR THE YEAR 1,796  (2,596)
Attributable to:
The parent company 1,401 (2,822)
From continuing operations 1,401 (2,853)
From discontinued operations - 31
Non-controlling interests (Note 15) 395 226
Basic and diluted earnings per share in euros from continuing operations attributable to the
equity holders of the parent company (Note 15) 1.43 (2.86)
Basic and diluted earnings per share in euros from discontinued operations attributable to the
equity holders of the parent company (Note 15) - 0.03
Basic and diluted earnings per share in euros attributable to the equity holders of the parent
company (Note 15) 143 (2.83)
The accompanying Notes 1 to 40 and Appendices are an integral part of the consolidated income

statement for the years ended 31 December 2019 and 2018.



Naturgy

Consolidated Statement of Comprehensive Income (million euro)
2019 2018
CONSOLIDATED PROFIT/(LOSS) FOR THE YEAR 1,796  (2,596)
OTHER COMPREHENSIVE INCOME RECOGNISED DIRECTLY IN EQUITY (143) (422)
Items that will not be transferred to profit/(loss):
Financial assets at fair value through other comprehensive income (Note 10) (225) (188)
Actuarial gains and losses and other adjustments (Note 17) (112) 15
Tax effect of actuarial gains and losses and other adjustments (Note 22) 24 ?3)
Items that will subsequently be transferred to profit/(loss):
Cash flow hedges 348 3
Tax effect cash flow hedges (Note 22) (35) (6)
Currency translation differences (158) (240)
Equity-consolidated companies (Note 9) 15 ?3)
Currency translation differences 15 3)
RELEASES TO INCOME STATEMENT 8 139
Cash flow hedges (27) 107
Tax effect cash flow hedges (Note 22) - (18)
Currency translation differences 35 50
OTHER COMPREHENSIVE INCOME FOR THE YEAR (135) (283)
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 1,661 (2,879)
Attributable to:
The parent company 1,309 (3,089)
From continuing operations 1,314 (3,136)
From discontinued operations (5) 47
Non-controlling interests 352 210

The accompanying Notes 1 to 40 and Appendices are an integral part of the consolidated statement of
comprehensive income for the years ended 31 December 2019 and 2018.



Naturgy

Statement of Changes in Consolidated Equity

Equity attributed to the parent company

(million euro)

Reserves Non-

Share Share Treasury and Currency Financial ~ Other equity controlling

capital premium shares retained Profit/(loss) translation Cashflow assets at items (Note interests (Note
(Note 15)  (Note 15)  (Note 15) earnings for the year differences hedges fair value 15) Subtotal 15) Equity
Balance at 31.12.17 1,001 3,808 (9) 9,574 1,360 (899) (54) (47) (1,000) 14,734 3,571 18,305
Impact of first application of new standards (Note 3.2) - - - 10 - - - (14) (14) (4) (13) (17)
Balance at 01.01.18 1,001 3,808 9 9,584 1,360 (899) (54) (61) (1,014) 14,730 3,558 18,288
Total comprehensive income for the year - - - 15 (2,822) (162) 63 (183) (282) (3,089) 210 (2,879)
Operations with shareholders or owners - - (316) 959 (1,360) - - 22 22 (695) (61) (756)
Dividend distribution (Note 15) - - - (40) (1,360) - - - - (1,400) (505) (1,905)
Transfer of subsidiary - - - (22) - - - 22 22 - 9) 9)
Trading in treasury shares (Note 15) - - (316) - - - - - - (316) (5) (321)
Share-based payments (Note 15) - - - 5 - - - - - 5 - 5
Other transactions with shareholders or owners - - - 1,016 - - - - - 1,016 458 1,474
Other changes in equity - - - 2 - - - - - 2 (60) (58)
Other changes - - - 2 - - - - - 2 (60) (58)
Balance at 31.12.18 1,001 3,808 (325) 10,560 (2,822) (1,061) 9 (222) (1,274) 10,948 3,647 14,595
Total comprehensive income for the year - - - (85) 1,401 @) 295 (225) @ 1,309 352 1,661
Operations with shareholders or owners an B 4 (4,546) 2,822 27 B - 27 (1,710) (511) (2,221)
Dividend distribution (Note 15) - - - (4,141) 2,822 - - - - (1319 (576) (1,895)
Capital reduction (Note 15) an . 400 (383) . - - - - - ” -
Trading in treasury shares (Note 15) B B (396) - B - - - - (396) S (400)
Share-based payments (Note 15) . - - 5 . - - - - 5 B 5
Other transactions with shareholders or owners . - - @ . 27 - 27 69 69
Other changes in equity . - - 4 ) - - - - 4 (63) (59)
Other changes 3 3 3 4 3 3 3 3 } 4 (63) (59)
Balance at 31.12.19 984 3,808 (321) 5,933 1,401 (1,111) 304 (447) (1,254) 10,551 3,425 13,976

The accompanying Notes 1 to 40 and Appendices are an integral part of the statement of changes in equity for the years ended 31 December 2019 and 2018.



Naturgy

Consolidated cash flow statement (million euro)
2019 2018
Profit/(loss) before tax 2,272 (3,365)
Adjustments to income (Note 32): 2,040 7,131
Depreciation/amortisation and impairment losses (Notes 6, 7, 8, 13 and 29) 1,658 6,007
Other adjustments to net profit (Note 32) 382 1,124
Changes in working capital (Note 32) 545 (208)
Other cash flow generated from operations (Note 32): (836) (677)
Interest paid (646) (621)
Interest collected 33 23
Dividends collected 170 184
Income tax paid (393) (263)
CASH FLOW GENERATED FROM OPERATING ACTIVITIES @ 4,021 2,881
Cash flows into investing activities: (1,888) (1,904)
Group companies, associates and business units (Note 32) (10) (27)
Property, plant and equipment and intangible assets (1,849) (1,808)
Other financial assets (29) (69)
Proceeds from divestitures: 354 1,230
Group companies, associates and business units (Note 32) 234 1,109
Property, plant and equipment and intangible assets 95 40
Other financial assets 25 81
Other cash flows from investing activities: 78 57
Other proceeds from investing activities (Note 16) 78 57
CASH FLOWS FROM INVESTING ACTIVITIES @ (1,456) (617)
Receipts/(payments) on equity instruments: (405) 1,189
Issue/disposal (Note 32) - 1,500
Acquisition (Note 32) (405) (311)
Receipts and payments on financial liability instruments: 728 (2,813)
Issue (Note 32) 8,251 8,343
Repayment and amortisation (Note 32) (7,523) (11,156)
Dividends paid (and remuneration on other
equity instruments) (Note 15) (1,901) (1,976)
Other cash flows from financing activities (22) (159)
CASH FLOW GENERATED FROM FINANCING ACTIVITIES ® (1,599) (3,759)
Other changes in cash and cash equivalents (Note 32) 13 (22)
Effect of fluctuations in exchange rates (10) 7
VARIATION IN CASH AND CASH EQUIVALENTS 969 (1,509)
Cash and cash equivalents at beginning of the year (Note 14) 1,716 3,225
Cash and cash equivalents at year end (Note 14) 2,685 1,716

@ Includes cash flows from continuing and discontinued operations (Note 11).

The accompanying Notes 1 to 40 and Appendices are an integral part of the consolidated cash flow

statement for the years ended 31 December 2019 and 2018.
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Notes to the consolidated annual accounts of Naturgy for 2019

Note 1. General information

Naturgy Energy Group, S.A. is a public limited company that was incorporated in 1843. Its registered
office is located at Avenida de San Luis 77, Madrid. On 27 June 2018, the shareholders, in general
meeting, agreed to change the company’s business name to Naturgy Energy Group, S.A., formerly Gas
Natural SDG, S.A.

Naturgy Energy Group, S.A. and subsidiaries (“Naturgy”) form a group that is mainly engaged in the
business of gas (supply, liquefaction, regasification, transport, storage, distribution and sale), electricity
(generation, transport, distribution and sale) and any other existing source of energy. It may also act as a
holding company and in this respect may incorporate or hold shares in other entities, no matter what their
corporate objects or nature, by subscribing, acquiring or holding shares, participation units or any other
securities deriving from the same.

Naturgy operates mainly in Spain and also outside Spain, particularly in Latin America and the rest of
Europe.

Note 4 includes financial information by operating segment.
Appendix | lists the investee companies of Naturgy at the reporting date.

The shares of Naturgy Energy Group, S.A. are listed on the four official Spanish stock exchanges, are
traded on the continuous market and form part of the 1bex35.

Note 2. Regulatory framework
European Regulatory Environment

Since 2018 a large part of European energy legislation has been revised and agreements have been
concluded that will define EU energy regulation within the 2030 and 2050 timeframes, with increasing
concern for environmental protection.

The legalisation covers, among other aspects, the reform of the emission allowance market, the
distribution of national efforts to reduce emissions in diffuse sectors, the development of renewable
energies and energy efficiency measures, the adoption of Integrated National Energy and Climate Plans,
internal electricity market regulations and CO2 emission standards for vehicle manufacturers:

— On 8 April 2018, the reform of Directive (EU) 2018/410 which amended Directive 2003/87/EC to
enhance cost-effective emission reductions came into force, and will be applicable for the period 2021-
2030. In the case of sectors subject to the emission allowance market, an emissions reduction of 43%
against 2005 emissions is assumed for 2030 and additional measures are established to reduce the
excess of emission allowances in the market, for the purpose of providing a COx. price signal.

— On 14 May 2018, Directive 2018/844 was approved, amending Directive 2010/31/EU on the energy
performance of buildings and Directive 2012/27/EU on energy efficiency, which aims, among other
objectives, to decarbonise the European building stock by 2050 with a view to achieving a zero
emission level.

— On 30 May 2018, Directive (EU) 2018/850 of the European Parliament and of the Council amending
Directive 1999/31/EC on the landfill of waste and Directive (EU) 2018/851 which amended Directive
2008/98/EC on waste. This legislation, which came into force in July 2018, sets out clear objectives for
waste reduction and establishes a long-term path for waste management and recycling. Some
highlights of the proposal are the setting of a European objective to recycle 65% of municipal waste by
2035, a 10% maximum limit on municipal waste in landfills by 2035 and the extension of separate
waste collection to bio-waste.



The following were published on 21 December 2018:

Directive (EU) 2018/2001 of the European Parliament and of the Council on the promotion of the use
of energy from renewable sources which sets a European target for renewable energy of 32% with
respect to final energy by 2030 and a target of a 14% share for renewable energy in domestic
transport demand, both revisable in 2023.

Regulation (EU) 2018/1999 of the European Parliament and of the Council on the Governance of the
Energy Union and Climate Action, directly applicable to the Member States. The Regulation defines
the content of the Integrated National Energy and Climate Plans (NECPs), as well as the process for
adopting them at European level.

In February 2019, Spain submitted its draft National Energy and Climate Plan 2021-2030 with
domestic targets for the 5 dimensions of the Energy Union (security, market, efficiency,
decarbonisation and R&D+i), with the corresponding policies and measures. On 18 June 2019 the
European Commission published its assessment of the NECPs submitted by the Member States to
achieve the Energy Union targets. The final versions of the NECPs were due to be submitted by 31
December 2019, although as of 13 January 2020 the Spanish plan has yet to be submitted.

Directive (EU) 2018/2002 of the European Parliament and of the Council amending Directive 2012/27
/EU on energy efficiency. The European Commission considers energy efficiency as an energy source
in itself and highlights its contribution to reducing the consumption of fossil fuels and dependence on
external suppliers, in addition to reducing consumer bills, improving air quality and protecting the
environment. According to the Directive, Member States must comply with a binding objective for
savings equivalent to 0.8% of annual final energy consumption during the period 2021-2030. Energy
distributors and retailers and transport fuel distributors and retailers are subject to this Directive.

On 3 May, Directive (EU) 2019/692 amending Directive 2009/73/EC concerning common rules for the
internal market in natural gas was published in the Official Journal of the European Union. The
amendments brought in by this Directive will ensure that the rules applicable to gas transmission
pipelines linking two or more Member States (such as third party access, tariff regulation, ownership
unbundling and transparency) will also apply within the Union (land and sea) to pipelines to and from third
countries.

On 14 June 2019, the following were published in the Official Journal of the European Union:

Directive 2019/944 concerning common rules for the internal market in electricity and amending
Directive 2012/27/EU, which must be transposed into Spanish law within a maximum period of 18
months. Key elements included in the Directive are the regulation of changes in supplier, the right to
smart meters, tools made available to consumers to compare prices and services, the possibility of
signing electricity contracts at dynamic prices and price regulation to help vulnerable households. It
also provides that regulated prices should be reviewed by the Commission in 2025.

Regulation 2019/943 concerning the internal market in electricity. Among other matters, the
Regulation lays down limits on capacity mechanisms, new rules on trading and balancing
responsibilities to ensure that variable electricity generation from renewable sources can be
accommodated without creating discriminatory provisions or market distortions, and provisions on
priority dispatching of electricity generated from renewable sources under certain conditions.

Regulation 2019/941 on risk preparedness in the electricity sector and repealing Directive
2005/89/EC. This Regulation establishes a common framework of rules for cooperation among
Member States to prevent, prepare for and manage electricity crisis situations by making the
preparation phase and action during an electricity crisis more transparent and ensuring that measures
are taken in a coordinated and effective manner.

Regulation 2019/942 establishing the recast version of the European Union Agency for the
Cooperation of Energy Regulators (ACER) which strengthens ACER's role in the regulatory
supervision of European entities, including the European Network of Transmission System Operators
(ENTSO-E), the EU entity for distribution system operators (EU DSO) and the newly established



Regional Coordination Centres. This includes action to settle disagreements between national
regulatory authorities.

On 11 December 2019 the European Commission published a Communication on the European Green
Deal which sets out how to make Europe the first climate-neutral continent by 2050, boosting the
economy, improving citizens’ health and well-being, protecting nature and leaving no-one behind. The
Communication sets out the European Commission's new growth strategy for the coming years, based on
sustainability and the fight against climate change. In line with this Strategy, the Commission will propose
in 2020 a plan to increase its emissions reduction target (currently 2030, it will be increased to at least
50%, with the aim of achieving a 55% reduction in 2030).

Regulation of the electricity industry in Spain

Main regulatory developments

In Spain, concern over the environment and energy prices is reflected in the announcement of a future
Climate Change Law that will be accompanied by two other packages of measures: the Integrated
National Energy and Climate Plan the final version of which was expected to be presented to the
European Union by 31 December 2019, and the Low Emissions Strategy 2050. These regulations will
contain the specific measures which the Government feels will allow the climate targets contained in the
Law to be achieved. Among other matters, they will define the energy mix for the coming years.

Among the measures taken, it is worth noting the approval during 2018 of two Royal Decree-Laws on
urgent measures that introduced major changes in the industry legislation:

— Royal Decree-Law 15/2018 on urgent measures for the energy transition and consumer protection
extends the coverage of the electricity social bond and creates a new thermal social bond as direct
assistance for certain vulnerable consumers to pay their heating, hot water or cooking expenses
irrespective of the fuel they use. It also temporarily suspends the generation tax and the exemption of
gas-based electricity generation from the excise duty on hydrocarbons, in order to urgently moderate
electricity prices and adopt other consumer protection measures. Finally, in order to boost self-
consumption, it eliminates the charges on self-consumed energy, allows shared self-consumption and
simplifies technical and administrative procedures.

— Royal Decree-Law 20/2018 of 7 December on urgent measures to foment economic competitiveness
in the industry and commerce sectors, has created the Electro-intensive Consumer Statute and the
closed electrical energy distribution network, as the main support measures for electro-intensive
companies

In addition, Royal Decree-Law 1/2019, published on 14 January 2019, has revised the allocation of
regulatory powers to the National Commission for Markets and Competition (CNMC) and the Ministry for
Ecological Transition (MITECO) to comply with European regulations. When carrying out its new
functions, the CNMC must take into consideration the strategic priorities established by the Government
and set out in its energy policy guidelines.

The relevant Departments of the Regional Governments have competence in both the development and
enforcement of legislation.

On 26 January 2019, Royal Decree 18/2019 of 25 January was published which regulates matters
concerning the application of the greenhouse gas emission allowance trading scheme for the period
2021-2030. The purpose of this Royal Decree is to prepare for the entry into force in Spain of the new
phase of the European Union Emission Trading Scheme (EU ETS), which will be applicable between
2021 and 2030. The EU ETS is one of the European Union's main instruments for achieving its
greenhouse gas (GHG) emission reduction target, set at least 40% by 2030 compared to 1990 levels, in
line with the commitments made by the European Council in 2014 and as part of the EU's contribution to
the Paris Agreement of 2015.

On 20 February 2019, the CNMC published the schedule of regulatory circulars that may affect energy
policy issues to be processed in 2019.



On 9 April 2019, Order TEC/406/2019 of 5 April was published, establishing energy policy guidelines for
the CNMC in which the recommendations of the Ministry for Ecological Transition in relation to the
circulars planned for 2019 are set out.

On 30 April 2019, Royal Decree 317/2019 of 26 April was published, defining the mitigation measure
equivalent to participation in the emissions trading scheme in the period 2021-2025 and regulating certain
matters related to the exclusion of low-emission facilities from the greenhouse gas emission trading
scheme.

On 5 April 2019, the MITECO approved the National Strategy against Energy Poverty 2019-2024 in
compliance with the mandate set out in Article 1 of Royal Decree-Law 15/2018 of 5 October on urgent
measures for the energy transition and consumer protection, which entrusted the Government with the
preparation of this Strategy.

On 4 November 2019 CNMC Communication 1/2019 of 23 October on the definition of ratios for
assessing the level of indebtedness and the economic and financial capacity of companies carrying out
regulated activities, and the recommended ranges of values for them, was published.

On 20 November 2019, CNMC Circular 2/2019 of 12 November 2019 was published which lays down the
methodology for calculating the financial yield for electricity transmission and distribution activities, and
regasification, transmission and distribution of natural gas. The main novelty of the Circular is the
implementation of an explicit methodology for calculating the financial yield, based on the WACC
(Weighted Average Cost of Capital) method.

2.1. Regulation of the natural gas industry in Spain

Main characteristics of the natural gas sector in Spain

The Spanish gas sector is regulated by Law 34/1998 of 7 October on the hydrocarbons sector, as
amended by Law 12/2007, Royal Decree-Law 13/2012, Law 18/2014 and Law 18/2015, Royal Decree-
Law 1/2019 and by their enabling regulations, the most relevant being Royal Decree 1434/2002 of 27
December, Royal Decree 949/2001 of 3 August and Royal Decree 984/2015 of 30 October.

In general, the Spanish gas sector is characterised by the following factors:

— ltis an industry in which regulated and unregulated activities coexist. The regulated activities consist
of transport, regasification, storage and distribution of natural gas. The non-regulated activities
comprise generation, supply and retailing of natural gas.

— The natural gas sector is almost entirely dependent on foreign supplies of natural gas, which represent
almost 99.9% of the natural gas supply in Spain.

— Under EU legislation (Directives 2003/55/EC of 26 June and 2009/73/EU), the supply of natural gas in
Spain is totally de-regulated, and all Spanish consumers have been free to choose their natural gas
provider as from 1 January 2003. The deregulation procedure for the industry has been reinforced
substantially by the disappearance as from 1 July 2008 of the bundled tariff of distribution companies
and the subsequent right of consumers to participate in the deregulated market (although as indicated
further below a tariff of last resort has been maintained for consumers of lower consumption).

Requlation of natural gas activities in Spain

2.1.1. Regulated activities
Regulated activities are characterised by:
— Need for prior government authorisation: The undertaking of regulated activities requires prior

administrative authorisation, which is regulated. In order to obtain this authorisation, the applicant
must basically demonstrate its legal, technical and economic capacity to exercise this activity.
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— Remuneration established by legislation: The general directives that set the remuneration for these
activities were governed by Law 18/2014 and Royal Decree 949/2001, while the specific remuneration
to be received was updated annually by ministerial order.

The economic framework of these activities therefore seeks to incentivise grid development and allow
the companies that undertake them to ensure the recovery of the investments made and the
operating costs incurred.

Royal Decree-Law 1/2019, which provides new functions for the CNMC, has modified this scheme
such that for the forthcoming regulatory period 2021-2026 it will be the CNMC that establishes the
methodology and remuneration for natural gas distribution, transmission and regasification activities.

The regulatory framework for the natural gas industry in Spain has a settlement procedure for the
redistribution among regulated companies in the sector of toll billings net of other costs, so that each
company receives the appropriate remuneration for its regulated activities.

- Subjection to specific obligations of third party access to the network and unbundling: The carrying
out of the regulated activities is subject to specific obligations to ensure the development of
competition in marketing. The two main obligations in this respect consist of permitting access by
third parties to the transmission (including regasification and storage) and distribution networks and
the obligation to keep the regulated and non-regulated activities separate.

Royal Decree 948/2015 regulated third-party access to the network, which is managed through a
single telematic platform, as well as the rights and obligations of each party involved in the system,
changing the capacity procurement regime established in 2001 under Royal Decree 949/2001. The
owners of transmission and distribution networks have the right to receive tolls and levies in
consideration for this access, which are revised annually by ministerial order.

On 23 December 2019 CNMC Circular 8/2019 of 12 December was published in the Official State
Gazette, in which the CNMC, exercising the functions assigned to it under Royal Decree-Law 1/2019,
established a new methodology and access and capacity allocation conditions in the natural gas
system. The purpose of this Circular is to determine the functioning of the gas system with regard to
regulated access to installations by third parties, including the definition of the services and capacity
products to be offered on the market, procedures for allocating capacity, general criteria for the
technical functioning of the system, the basis for defining guarantees relating to capacity procurement
and the mechanisms for congestion management.

The legislation establishes the duty of functional separation, which means the requirement of
independent operation of regulated subsidiaries in relation to the other companies in the group to
which they belong, as well as the separation of the brand and brand image.

2.1.1.1. Transmission

The transmission activity includes regasification, storage and transmission of gas in the strict sense
through the basic high pressure gas pipeline network:

— Regasification: Natural gas is imported to Spain through a pipeline network (in gas form) and by gas
tankers (in liquid form, referred to as liquefied natural gas). Regasification is the activity that involves
the conversion of liquid natural gas, stored in cryogenic tanks generally at regasification plants, into a
gaseous state and its introduction into the national gas pipeline network.

— Transmission: once the natural gas is imported or produced and, if necessary, regasified, it is injected
in gas form into the high pressure gas pipeline network. The transmission network crosses most
regions in Spain and transports the natural gas to the major consumers, such as electricity plants and
industrial customers, and to local distributors.

The transport network is owned mainly by Enagés, S.A., although other companies, including various
Naturgy investees, own a small proportion of it.

— Storage: facilities consist basically of underground tanks, which are necessary to ensure a constant
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supply of natural gas unaffected by seasonal changes and other demand peaks. These facilities also
serve to fulfil the obligation established by Royal Decree 1766/2007 of 28 December to maintain
minimum security reserves. Prevailing legislation allows unregulated underground storage facilities
with third-party access, negotiated and previously authorised by the Spanish Government, although
there are currently no such facilities.

2.1.1.2. Distribution

Natural gas is transported from the high pressure transport pipeline network to the final consumer through
the medium and lower pressure transmission pipeline network.

The distribution business is based on a system of administrative authorisations that carry no exclusive
use rights. A zone distributor has preference to obtain authorisations for adjoining zones.

A distributor's activity is restricted to the expansion and management of distribution networks; it cannot
market power because specifically authorised supply companies are entrusted with supplies, as
mentioned in point 2.1.2.2.

2.1.1.3. Economic regime applicable to regulated activities

Law 18/2014 of 17 October established certain principles and regulations designed mainly to guarantee
the gas system's economic and financial sustainability:

— The principle of the gas system's economic and financial sustainability is established, whereby any
regulation relating to the sector that entails an increase in costs for the gas system or a reduction in
revenue must also bring an equivalent reduction in other cost items or an equivalent increase in
revenue to ensure a balance in the system.

— As regards the gas system's accumulated deficit at 31 December 2014, it is being recognised. This
deficit will be financed by facility owners over a 15-year period; annual payments will be included as a
system cost and an interest rate will be recognised on similar terms to market rates.

— Annual mismatches between system costs and revenue are limited and may not exceed 10% of
revenue payable for the period; the sum of the annual mismatch and recognised outstanding yearly
payments may not exceed 15%. If this sum is exceeded, tolls will be automatically revised to cover
the portion that exceeds said limits. The portion of the mismatch which, without exceeding the limits,
is not offset by the rise in tolls and charges, will be financed by the parties subject to the settlement
system, in proportion to the remuneration applicable to them; they will be entitled to collect mismatch
contributions over the following five years and an interest rate will be applied on market terms.

— The remuneration methodologies regulated in the natural gas sector will take into consideration the
costs necessary for the activity to be performed by an efficient, well-managed company under the
principle whereby the activity must be performed at the lowest possible cost to the system.

— The remuneration system for transmission, regasification and storage facilities was based on
consistent principles: use of the asset's net value as a basis for calculating investment remuneration,
inclusion of variable remuneration based on gas transported, regasified or stored by asset type, and
elimination of all automatic review procedures for values and parameters based on price indices.

— With respect to the new secondary transmission facilities, remuneration was to be included in the
remuneration methodology for distribution facilities, linking remuneration to growth in customers and
to new demand generated.

— Concerning distribution facilities, remuneration is maintained for each distribution company and all its
facilities based on the number of customers connected and the volume of gas supplied. Automatic
reviews are eliminated, and the parametric remuneration formula is established to distinguish, in the
remuneration category for supplies at pressures equal to or below 4 bars, between consumers with
an annual consumption of less than 50 MWh and consumers with a higher consumption, so as to
guarantee the adequacy of system revenue at all consumption levels, taking into account toll revenue
in each case.
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— In order to incentivise network expansion to non-gasified zones and bring remuneration into line with
actual costs incurred by companies, different unit values are used depending on whether or not
customers are in recently-gasified municipalities.

Order TEC/1367/2018 of 24 December 2018 established the remuneration for regulated gas sector
activities for 2019.

However, following the approval of Royal Decree-Law 1/2019 on the adaptation of the CNMC's powers to
the requirements derived from European Community law, the CNMC's competence to approve
remuneration methodologies in the natural gas sector has been recognised, which will be applicable from
the end of the period ending 31 December 2020.

Based on these new powers, during the year the CNMC has approved:

- Circular 2/2019 of 12 November 2019 which lays down the methodology for calculating the financial
yield on natural gas regasification, transmission and distribution activities. It applies to the second
regulatory period, which runs from 1 January 2021 to 31 December 2026. According to the CNMC
methodology, a financial yield of 5.44% is obtained for natural gas transmission and regasification,
and 5.83% for gas distribution.

- Circular 8/2019 of 12 December 2019 which lays down the access and allocation methods and
conditions in the natural gas system which proposes a new joint management system for
regasification and storage capacity at LNG plants, with the aim of simplifying logistics and favouring
the movement of LNG among market players irrespective of the plant where the gas has been stored.
This will encourage competition and liquidity in the market and the appearance of an LNG hub in
Spain, in addition to seeking greater use of the plants while resolving current operational problems.

- Circular 9/2019 of 12 December 2019 which lays down the methodology for determining the
remuneration of natural gas transmission facilities and liquefied natural gas plants. It lays down the
methodology for setting the annual remuneration for the owners of natural gas transmission facilities
and liquefied natural gas plants, taking into account the investment and operating costs of such
facilities, financed using the revenues from the tolls and fees established for their use. The
methodology will be applied to the regulatory period 2021-2026. The remuneration model ensures the
recovery of investments made in facilities, while ensuring a reasonable return for a low-risk activity
and providing incentives for efficient management and improved productivity with respect to the
facilities’ operating costs. It also defines the facilities to be remunerated, the costs and revenues to be
taken into consideration, the eligibility criteria for necessary costs and the supervision of transmission
companies’ investment plans.

On 3 December 2019, the CNMC published a proposal to circulate that establishes the methodology for
determining the remuneration of gas. If finally approved, the current model would be maintained with a
reduction in income. The circular is expected to be approved in the first quarter of 2020.

On 30 December 2019, a CNMC Resolution was published which lays down the remuneration for 2020 of
companies engaging in regulated activities related to liquefied natural gas plants, transmission and
distribution.

2.1.1.4. LPG supply

As well as natural gas distribution, Naturgy carries out the supply of piped liquefied petroleum gas (LPG),
regulated by Law 34/1998 on the oil and gas industry. The MITECO establishes the selling rates for piped
LPG for end consumers and the assignment prices of LPG at which it is purchased by piped LPG
distributors, laying down the specific rates or a system for automatically calculating and updating them.
These prices are published under monthly resolutions.
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2.1.2. Unregulated activities
2.1.2.1. Supply

Taking into account the low volume of natural gas production in Spain, this section will centre on the
international supply of natural gas.

Natural gas is supplied in Spain mainly by gas operators such as Naturgy under long-term contracts with
gas producers. Although such supplies are not regulated, they are subject to two types of limit, basically
to assure supply diversification and competition in the market: 1) no country can supply more than 60% of
the gas imported into Spain; and 2) no business person or group can contribute as a whole natural gas
for consumption in Spain that is greater than 70% of national consumption, excluding self-consumption.

2.1.2.2. Sale

Pursuant to Law 12/2007 and its enabling regulations, natural gas is supplied exclusively by supply
companies, the former tariff supply operations previously performed by distribution companies having
been eliminated. The Law recognises that consumers connected at less than 4 bars who do not exceed a
certain consumption threshold (50 MWh/year) are entitled to be supplied at a maximum price referred to
as the social tariff or last-resort tariff (TUR).

Order TEC/1368/2018 of 20 December was published on 22 December 2018, amending Order
ITC/1660/2009 of 22 June, and lays down the method for calculating the TUR, updating the calculation
formula, which additionally incorporates raw materials costs, access tolls, supply costs and costs derived
from supply security. Specifically, the parameters of the base gas formula used to determine the cost of
the raw material are updated. The application of this new formula results in a reduction in the average
annual cost of gas, which will be applicable from 1 January 2019.

During 2019, the TUR has evolved as follows:

— On 28 December 2018, the DGPEM Ruling of 26 December 2018 was published which envisaged an
average 4.3% decrease in the TUR of 4.3% due mainly to a decrease in the recognised gas
acquisition cost derived from the application of Order TEC/1368/2018 referred to above and applicable
as from 1 January 2019.

— On 30 March 2019, the DGPEM Ruling of 22 March 2019 was published which entails a decrease in
the average TUR of 5.9% with respect to the first quarter of 2019, applicable as of 1 April 2019. This
tariff has been maintained in the third and fourth quarters of 2019 as there has been no change in the
commodity cost, since upward or downward fluctuations have remained under 2%.

— On 30 December 2019, the DGPEM Ruling of 23 December 2019 was published, entailing an average
4% reduction in the TUR applicable as from 1 January 2020.

Organised gas market

The organised gas market was set up under Law 8/2015 and was subsequently developed by Royal
Decree 984/2015 and other enabling regulations. The organised gas market managed by MIBGAS began
operating in December 2015 with an Iberian outlook, although until now only products with delivery on the
Spanish side have been negotiated.

In April 2018, MIBGAS Derivatives initiated futures trading in natural gas products with physical delivery
on a monthly (with due dates longer than the following month), quarterly, semi-annual and annual basis.
OMIClear acts as the clearing and settlement house for the transactions.

On 26 May 2018 Royal Decree 335/2018 was published, amending various Royal Decrees that regulated
the gas sector. The most salient aspects with regard to the supply activity are the following:

— Royal Decree 949/2001 is amended to include the definition of the structure of the tolls applied to
various services included in Royal Decree 984/2015, such as entrance at the virtual balancing point
(VBP) from the distribution network, exit from the VBP to the regasification plant or storage in the
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VBP, which currently did not have a defined toll structure. In addition, the toll structure for the
regasification plants has been adapted, including those applicable to ship unloading, LNG storage,
regasification, entry in the VBP from the transport network and ship reloading, including in the latter
case the supply to ships using LNG as fuel. This new structure will not be applicable until the relevant
figures are published.

— Royal Decree 1434/2002 is amended to regulate the procedure for disqualifying any supply company
that fails to fulfil its obligations and transferring its customers to the supply company of last resort.

— Royal Decree 984/2015 is amended in order to make contracts on exit from the VBP to the final
consumer indefinite, seeking to facilitate the processes for changing supply company.

Order TEC/1367/2018 of 20 December was published on 22 December 2018 and established the tolls
and fees associated with third party access to gas facilities and the remuneration of regulated activities
for 2019. The tolls for loading LNG onto ships have been changed, the structure of which was published
in Royal Decree 335/2018, reducing them considerably and making Spanish plants more competitive.
Ship unloading tolls have been equalised for all regasification plants, a VBP access toll from the
distribution network has been established which will be applicable to biogas at a zero rate and the other
current tolls are maintained. These figures will be applicable until the CNMC publishes the new ones; the
other tolls whose structure was modified by Royal Decree 335/2018 have yet to be published.

On 28 December 2019, Order TEC/1259/2019 of 20 December was published, laying down the
remuneration for the basic underground storage activity and the tolls and fees associated with third-party
access to LNG plant facilities and natural gas transmission and distribution facilities for 2020 until the
CNMC exercises its functions in this respect, once the methodology for calculating the tolls and fees for
access to the networks has been approved. This order also publishes reviews of the regulated
remuneration for 2018 and 2019 for distribution, transmission and LNG plant operation activities.

Concerning supply security, Regulation (EU) 2017/1938 on measures to guarantee the security of the gas
supply came into force on 1 November 2017. It lays down reporting requirements for Spanish and
European natural gas companies with respect to relevant gas contracts, for supply security reasons. This
Regulation also strengthens regional cooperation and lays down a solidarity mechanism which is
applicable in the event of a supply crisis in a Member State.

Vulnerability

Royal Decree-Law 15/2018 published on 6 October 2018 brought in the “Thermal Social Bond”,
consisting of a single annual payment as direct assistance in paying for heating, hot water and cooking, to
consumers that had availed themselves of the electricity social bond at 31 December the previous year,
irrespective of the fuel they use, or support for savings actions or improvements in energy efficiency. The
amount to be received will depend on the degree of vulnerability and the climate zone.

2.2. Regulation of the Electricity sector in Spain

Main characteristics of the electricity sector in Spain

The regulation of the electricity industry in Spain underwent a major reform process in 2013 through the
publication of Law 24/2013 of 26 December on the Electricity Sector, which adapted the previous law
(Law 54/1997 of 27 November) to the circumstances of both the economy and the electricity and energy
sector in Spain.

The main characteristics of the electricity sector are as follows:

— ltis a sector in which regulated and non-regulated activities coexist. The regulated activities consist of
electricity transmission and distribution (as well as the operation of the system). The non-regulated
activities comprise generation and sale of electricity.

— The principle of the electricity system's economic and financial sustainability is established, which

must be in line with the measures taken by the Administration and other relevant parties, whereby
any regulation relating to the sector that entails an increase in costs for the electricity system or a
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reduction in revenue must also bring an equivalent reduction in other cost items or an equivalent
increase in revenue to ensure a balance in the system.

Mismatches due to a shortfall in revenues are limited to the extent that they may not exceed 2% of
revenues estimated for the period in question and cumulative liabilities due to mismatches may not
exceed 5% of those revenues.

Revenues in the electricity sector derive from access tolls and other regulated prices, specific tax
measures and, exceptionally, from certain items in the National Budget.

In 2013, Law 15/2012, of December 27 on fiscal measures for energy sustainability was published, the
principal aspects of which were as follows:

A new tax on energy production by all generation facilities at a rate of 7% was introduced.

Two new taxes were regulated: the tax on production of spent nuclear fuel and radioactive residues
that are the result of the nuclear generation of electricity and the tax on the storage of spent nuclear
fuel and radioactive residue in central facilities, with the aim of compensating society for the charges
that it must bear as a result of this generation.

A positive rate was established for the use of natural gas in electricity generation and electricity and
heat cogeneration, previously regulated at a zero rate, and the tax rate on coal was increased. At the
same time, specific tax rates were created for fuels and gas-oils employed in the production of
electricity or in the cogeneration of electricity and usable heat.

A new royalty was applied to public domain assets for the use or exploitation of continental waters for
hydroelectric power generation, amounting to 22% of the economic value of hydro-electricity
generated. Royal Decree-Law 10/2017 published on 10 June 2017 increased the tax rate from 22%
to 25.5%.

Revenues from these taxes cover the regulated costs in the electricity system.

The principles to be taken into consideration in the remuneration methods for regulated activities are
established: transport, distribution, renewables, cogeneration and waste.

The remuneration calculation parameters will have a six-year term and will be reviewed prior to the
start of the regulatory period taking into account the economic cycle, demand for electricity and an
adequate return from these activities.

A distinction is made between transport and distribution network access tolls, for which the CNMC is
responsible following Royal Decree-Law 1/2019, and the charges that are necessary to cover other
costs of the relevant system activities, which will be determined using a method to be established by
the Government; in general, tolls and charges will be reviewed annually or in the event of
circumstances that have a material impact on regulated costs or on the calculation parameters
employed.

Small consumer voluntary prices (PVPC) are regulated and will be the same throughout Spain. In line
with the last-resort tariffs (TUR), these prices are defined as the maximum prices that the reference
supply companies may collect from consumers that avail themselves thereof. The last-resort tariff has
become the regulated price applicable to consumers classed as vulnerable and to consumers that do
not meet requirements to apply the voluntary price for small consumers but are temporarily without a
supply company in the free market.

The requlation of electricity sector activities in Spain

2.2.1. Regulated activities

Regulated electricity transmission and distribution activities are characterised by the fact that access is
subject to administrative authorisation, remuneration is stipulated in regulations and operations are
subject to a number of specific obligations:
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— Need for prior government authorisation: The undertaking of regulated activities requires prior
administrative authorisation, which is regulated. In order to obtain this authorisation, the applicant
must basically demonstrate its legal, technical and economic capacity to exercise this activity. The
abovementioned authorisation grants a legal monopoly for a given territory, which does not imply an
exclusive right of use because of the third-party network access obligation.

— Remuneration established by legislation: Royal Decree 1047/2013 December 27 and Royal Decree
1048/2013 December 27 brought in remuneration methods applicable to the transmission and
distribution activities, so as to ensure adequate remuneration for these activities and network
development. The remuneration receivable for these activities is updated annually by means of a
Ministerial Order. The financial yield on assets during the first regulatory period, to 31 December 2019,
is linked to the yield on government bonds plus a spread of 200 basis points.

Royal Decree-Law of 1/2019 which updates the CNMC's powers has changed the current
configuration. The CNMC is now responsible for establishing the methods for calculating remuneration
for electricity transmission and distribution activities, which were approved under Circulars 5/2019 and
6/2019 of December 2019 and which will be applicable as from the 2020-2025 regulatory period. In
addition, CNMC Circular 2/2019 of 12 November lays down the method for calculating the financial
yield on electricity transmission and distribution activities, based on the WACC method and in line with
most European regulators. The CNMC is also the competent body for setting the annual remuneration
for the above activities as from 2020.

The regulatory framework for Spain's electricity sector includes a settlement procedure to redistribute
among the sector companies the billings obtained, so that each company receives the remuneration
recognised for its regulated activities.

- Subjection to specific obligations of third party access to the network and unbundling: The carrying out
of the regulated activities is subject to specific obligations to ensure the development of competition in
marketing. The two main obligations consist of allowing third-party access to transmission and
distribution grids and keeping regulated activities separate from unregulated activities.

Royal Decree 1955/2000 regulates access by third parties to the grid, determining which persons will
have access rights, how the application is made, the deadlines for the same, the grounds for rejection
of access, as well as the rights and obligations of each party involved in the system.

The legislation establishes the duty of functional separation, which means not only accounting separation,
in order to avoid cross-subsidisation and increase the transparency of the calculation of rates and tolls,
and legal separation, through separate companies, but also the requirement of independent operation of
regulated subsidiaries in relation to the other companies in the group to which they belong, as well as the
separation of the brand and brand image, as in the case of the natural gas sector.

2.2.1.1. Transmission

Electricity transmission links the plants with the distribution networks and specific final customers. The
transmission grid is owned mainly by REE, although other companies, including Naturgy’'s subsidiary
UFD Distribucién de Electricidad, S.A., own a small proportion of the secondary transmission network.

The current remuneration framework is determined by Electricity Sector Law 24/2013 and, until the
transfer of competences to the CNMC under Royal Decree-Law 1/2019, by Royal Decree 1047/2013 of
27 December, which established the methodology for calculating electricity transmission remuneration,
and Order IET/2659/2015 of 11 December which approved standard installations and unitary values of
reference for investment, operation and maintenance by fixed asset, which will be used when calculating
the remuneration to be paid to the owners of electricity transmission facilities.

Transmission remuneration was laid down annually by the Ministry, recognising compensation for
investment, operation and maintenance, calculated on the basis of the regulatory unitary values of
investment, operation and maintenance plus an availability incentive. As already mentioned, Royal
Decree-Law 1/2019 transferred competence in this area to the CNMC.
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Therefore, the following were published on 19 December 2019:

- CNMC Circular 5/2019, providing the methodology for calculating electricity transmission
remuneration:

- It establishes the methodology for determining the amount to be paid to the owners of electricity
transmission facilities for their construction, operation and maintenance and will be applicable as
from the 2020-2025 regulatory period.

- The new methodology, which is consistent with that provided for in Royal Decree 1047/2013 for
the previous regulatory period, contains a number of improvements that clarify the rules and
encourage efficiency in transmission companies with respect to the construction, operation and
maintenance of infrastructures.

- CNMC Circular 7/2019 of 5 December, approving the standard installations and the unitary reference
values for operation and maintenance by fixed asset to be used in calculating the remuneration of
companies that own electricity transmission installations. That is, the remuneration of each asset that
makes up the transmission grid derived from its operation and maintenance. This regulation
complements Circular 5/2019 on the transmission remuneration methodology. In general, the new
values are lower than the current figures provided for in Order IET/2659/2015. The inclusion of new
types of facilities that may be considered by transport companies is envisaged, which will allow the
appropriate inclusion of renewable energies and the digitalisation of grids.

2.2.1.2. Distribution

The distribution of electricity includes all activities that bring electricity from the high tension grid to the
final consumer.

The current remuneration framework is determined by Electricity Sector Law 24/2013 and, until the
transfer of competences to the CNMC under Royal Decree-Law 1/2019, by Royal Decree 1048/2013 (27
December), providing the methodology for calculating electricity transmission remuneration, and Order
IET/2660/2015 of 11 December which approved standard installations and unitary values of reference for
investment, operation and maintenance by fixed asset and the unitary remuneration figures for other
regulated tasks which will be used when calculating the remuneration to be paid to electricity distribution
companies, establishing the definitions for natural growth and relevant power increase and compensation
for the use and reservation of facilities.

The remuneration was calculated annually by the Ministry and recognises compensation for investment
and operation and maintenance of the distribution facilities, as well as other regulated services calculated
on the basis of the unitary values approve by regulation, including incentives to reduce network losses,
detect fraud and improve service quality. From 2020 onwards, the CNMC will be responsible for this task
under Royal Decree-Law 1/2019.

On 19 December 2019, CNMC Circular 6/2019 was published, establishing the methodology for
calculating the remuneration of the electricity distribution activity, which is a continuation of the
methodology provided for the last regulatory period by Royal Decree 1048/2013 and which will be
applicable from 2020-2025:

- Among the changes introduced, the calculation of the remunerative investment relating to facilities
entering service from the first year of application of the Circular has been modified. In addition, a new
term - COMGES (componente gestionable, “manageable component”) - has been regulated which
encompasses remuneration for operation and maintenance and remuneration relating to other assets
necessary for the distribution activity for assets collected at the physical units.

- It also introduces efficiency incentives and in particular it encourages the extension of the useful life of
the facilities by obtaining the maximum benefit from the investments and expenditure that are required
to this end.

- Furthermore, it includes remuneration for other regulated tasks (ROTD) and changes to incentives for
quality improvement and loss reduction, including here the incentive to reduce fraud.
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- It envisages that distribution companies will make the new investments necessary for the inclusion of
renewable energies and grid digitisation.

Tolls

On 22 December 2018 Order TEC/1366/2018 of 20 December 2018 was published, laying down the
electricity access tolls for 2019. Under said Order, the access tolls remain unchanged.

On 28 December 2019, Order TEC/1258/2019 of 20 December 2019 was published, which lays down
various regulated costs for the electricity system for 2020 and extends electricity access tolls from 1
January 2020.

As part of its new powers, the CNMC will approve, by means of a Circular Letter, the new methodology
for calculating electricity transmission and distribution tolls, and the values of the tolls by means of a
Ruling.

2.2.2. Unregulated activities
2.2.2.1. Electricity generation

Law 24/2013 of 26 December on the Electricity Sector provides that the production of electrical energy is
to be subject to the rules of free competition, although the commissioning, modification, temporary
closure, transfer and final closure of facilities is subject to prior administrative authorisation. The
remuneration for this activity derives from its participation in the electricity production market, made up of
the forward, daily and intraday markets, unorganised markets and other services related to the security of
the electricity system, such as adjustment and balancing services.

The Law also provides for the possibility of establishing capacity mechanisms. These have been
governed by the provisions that provided for an investment incentive, an environmental investment
incentive and the availability service. Specifically, this latter service was provisionally regulated by Order
ITC/3127/2011 of 17 November and was extended annually until 2017. Order ETU/1133/2017 reduced
the extension period of this service to six months (June 2018), in view of the imminent reform of the
capacity mechanisms. In addition, it temporarily excluded hydroelectric plants from this service due to the
scarcity of resources, given the dry hydrological conditions. Subsequently, Order TEC/1366/2018 of 20
December, laying down the electricity access tolls for 2019, revoked the availability service on a definitive
basis.

As noted above, the capacity mechanisms to be implemented should be in line with the provisions of
Internal Market Regulation 2019/943. Among other requirements, they will require, prior to
implementation, the existence of system unsuitability in accordance with a European coverage analysis
that may be supplemented by a national analysis.

Renewable, high efficiency cogeneration and waste facilities

On an exception basis, the Electricity Sector Law provides for the implementation of a specific
remuneratory system by means of a competitive tender procedure to encourage production based on
renewable energy sources, high-efficiency cogeneration and waste, when there exists an obligation to
fulfil energy objectives derived from Directives or other European Union legislation, or when the
introduction thereof entails a reduction in energy costs and dependence on external energy sources.
Within this framework, during 2016 and 2017 the Ministry of Energy, Tourism and the Digital Agenda
arranged various auctions to grant the specific remuneration regime to new renewable generation
facilities.

For facilities existing prior to the publication of Royal Decree-Law 9/2013, the Law lays down a
remuneration system which is additional to the remuneration for the sale of electricity generated in the
production market, its objective being to cover the costs that cannot be recovered by the market plus a
reasonable yield, which allows these technologies to compete on an equal basis with other technologies.
Royal Decree 413/2014 of 6 June 2014 develops this system, stipulating the review of the remuneration
parameters in regulatory periods of two regulatory semi-periods of three years or semi-annually for the

19



parameters associated with the return on operations involving certain technologies. On 10 November
2017, the European Commission authorised this Spanish support scheme, concluding that it complies
with the EU rules on state aid.

The remuneration parameters applicable to 2018 are included in Order ETU/130/2017 of 17 February
2017 which updates the remuneration parameters for standard facilities for the purposes of their
application to the regulatory semi-period 2017-2019; in Order ETU/360/2018 of 6 April 2018 which lays
down the rates for remuneration on operations corresponding to the first half-year of 2018; and in Order
TEC/1174/2018 of 8 November 2018 which establishes the remuneration parameters for standard
facilities applicable to animal waste treatment and reduction facilities.

In addition, Royal Decree-Law 20/2018 of 7 December 2018, on urgent measures to foment economic
competitiveness in the industry and commerce sectors in Spain, extended for an additional two years the
term of remuneration for operating high efficiency cogeneration facilities that use renewable fuels or
natural gas and that have surpassed their regulatory useful life after 1 January 2018.

Order TEC/1380/2018 of 20 December 2018 established the regulatory bases for the granting of
investment aid in electricity production facilities using wind and photovoltaic technologies located in the
non-mainland territories, co-financed with FEDER Community Funds.

On 23 November 2019, Royal Decree-Law 17/2019 of 22 November 2019 was published, adopting
urgent measures for the necessary adaptation of remuneration parameters affecting the electricity system
and responding to the process for the discontinuance of activities in thermal power plants. The main
aspects of this Royal Decree-Law are described below:

- It establishes the reasonable return for renewables, cogeneration and waste and the financial yield for
production in non-mainland territories for the period 2020-2025. The relevant rate is updated to
7.09%, compared with 7.398% or 7.503% depending on the type of facility.

- It provides that the Government will approve, by 29 February 2020, the remaining remuneration
parameters that will be applicable between 2020 and 2025, which previously required the definition of
reasonable return provided for in the law.

- It incorporates a mechanism that will be available to facilities that were eligible for prioritised
remuneration when Royal Decree-Law 9/2013 came into force: it gives operators the option of
maintaining a reasonable return on their facilities of 7.398% until 2031. This measure will not apply
where there is a right to receive compensation as a result of a final judgment or arbitration award, or
when ongoing arbitral or judicial proceedings are still in progress, unless the waiver of the right to
receive such compensation or of the continuation or resumption of such proceedings can be duly
attested to. In addition, facilities that so wish may waive the remuneration framework regulated by this
Royal Decree-Law and avail themselves of the ordinary framework, subject to review every six years.

Generation in non-mainland territories

Electricity generation in the energy systems of the non-mainland territories may receive remuneration
which is additional to market revenues, which takes into account the particularities of these territories.

Contaminating emissions

The operation of fossil fuel plants is subject to the limits on contaminating emissions established by
Directive 2010/75/EU on industrial emissions and national regulations. These limits mainly affect the
operation of coal-fired plants that must restrict their operation to comply with the provisions of the
transitional national plan applicable during the period from 1 January 2016 to 30 June 2020. The
operation of these facilities after that date will require prior investment in desulphurisation and
denitrification facilities or, failing that, the closure of the facility.

European integration of markets

Regarding markets, the progress made in the integration of the Iberian market with the markets of other
European countries should be noted. Since 2014, the daily market has been integrated with the main
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European markets, and in April 2018 the Iberian continuous intraday market was integrated with the rest
of Europe, coexisting for the present with auctions in the Iberian area (Spain and Portugal). In addition,
work is being carried out to develop the regulations that will enable the integration of the balancing
markets, with milestones scheduled as from 2019.

On 2 December 2019 CNCM Circular 3/2019 of 20 November 2019 was published, laying down the
methodologies that regulate the operation of the wholesale electricity market and the management of the
system's operation.

2.2.2.2. Electricity supply

Supply is based on the principles of deregulated contracting and the customer’s choice of provider. As a
deregulated activity, supply is remunerated at a price freely agreed by the parties.

As mentioned above, as from 1 July 2009 consumers purchasing more than 10 Kw must be supplied by a
free market retailer, while those consuming power equal to or lower than 10 Kw have the option to
continue buying electricity under the regulated price (last-resort tariff). As from the new Law 24/2013, this
regulated tariff was referred to as the Small Consumer Voluntary Price (PVPC), the last-resort tariff (TUR)
being the regulated price applicable to consumers classed as vulnerable and to consumers that do not
meet requirements to apply the PVPC but are temporarily without a supply company in the free market.

The criteria for setting the last-resort tariff, now PVPC, have been regulated through successive legal
provisions. Under the relevant legislation it must incorporate all supply costs, including energy production
costs, access tolls and supply costs.

On 29 March 2014, Royal Decree 216/2014 of 28 March 2014 was published, providing the methodology
for calculating small consumer voluntary prices (PVPC) and the related legal regime for contracting. It
determines the structure of small consumer voluntary prices, which will apply to low-voltage consumers
with a contracted capacity of up to 10 kW. The Royal Decree also stipulates the procedure for calculating
the cost of power generation, which will include the small consumer voluntary price.

The cost of power generation is calculated based on the daily market hourly price during the billing
period. Billing is performed by the reference supply company based on actual readings and taking into
consideration consumption profiles, except for supplies using metering equipment capable of telemetering
and telemanagement, effectively integrated into the relevant systems, in which billing will be effected
using hourly consumption values.

Alternatively, a consumer may contract a fixed power price for one year with the reference supply
company.

Royal Decree 469/2016 of 18 November 2016 amended Royal Decree 216/2014 of 28 March 2014 and
introduced the method for calculating the supply cost to be included in the PVPC and a unitary
remuneration for the exercising of the activity, establishing a fixed term (€/kW) and variable term (€/kWh)
structure. The supply margin will be reviewed every three years, the first review pertaining to the three-
year period 2019-2021.

Vulnerability

Royal Decree-Law 7/2016 amended the wording of Article 45.4 of Law 24/2013 and implemented a new
social bond funding scheme under which this public services obligation is only to be funded by parties
engaging in electricity marketing, specifically the parent companies of corporate groups engaging in the
sale of electrical energy or the companies carrying out this activity that do not form part of any group. The
percentage distribution is calculated in proportion to the customers’ quotas and will be calculated annually
by the CNMC.

Accordingly, on 3 October 2017 and 27 December 2017 Order ETU/929/2017 and Order ETU/1288/2017
were published which ordered the reimbursement, by charge to the electricity system surplus, of the
amounts paid by Naturgy Energy Group, S.A., S.A. as social bond financing in 2014, 2015 and 2016, plus
legal interest calculated as from date on which payment was made until the date of its reimbursement.
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On 7 October 2017 Royal Decree 897/2017 was published which regulates vulnerable consumers, the
social bond and other protection measures for domestic electricity consumers, in compliance with the
provisions of Royal Decree-Law 7/2016. Order ETU/943/2017 under which said Royal Decree was
developed was published on 9 October. The most relevant aspects are:

— Three types of vulnerable consumer are defined according to the kind of income or other
circumstances unrelated to income levels: vulnerable consumer, severe vulnerable consumer and
severe vulnerable consumer at risk of social exclusion.

— The social bond provides a discount of 25% on the PVPC for vulnerable consumers and 40% for
severe vulnerable consumers, up to a consumption limit.

— Supplies to severe vulnerable consumers will not be interrupted in the event that the social services of
a public authority finance at least 50% of their bill. The remaining 10% must be co-financed by the
supply companies.

— The criteria and procedures for qualifying for the social bond are revised in terms of income, number
of minors in the home and other conditions. The supply company concerned is responsible for
processing the application and verifying the requirements.

— The social bond is granted for a period of two years, except for large families in which it lasts until
such status expires.

— The procedure for suspending supply in habitual residences is reviewed.

Royal Decree-Law 15/2018 of 5 October 2018 on urgent measures for the energy transition and
consumer protected amended Royal Decree-Law 7/2017. The most relevant aspects are:

— It mandates the Government to approve a "National Strategy against Energy Poverty" within six
months.

— The social bond coverage and the consumption limit are extended.
— It adds three new categories of essential supplies (to date, only consumers at risk of social exclusion).

— The social bond and the assumption of the cost of co-financing severely vulnerable customers’
expenses are considered a public service obligation, to which the non-payment of bills in the three
new essential categories is added.

— It reinforces the penalty regime for supply companies that unjustifiably hamper access to the
electricity social bond.

— As mentioned above, the thermal social bond is created which consists of direct assistance in paying
for heating, hot water and cooking, irrespective of the fuel used, which will be financed out of the
Central Government budget and whose beneficiaries will be consumers that already qualify for the
electricity social bond at 31 December.

Under Order TEC/1080/2019 of 23 October 2019, the final distribution percentages of the amounts to
finance the social bonus and the cost of co-financing severely vulnerable consumers and the non-
payment of bills under the essential vulnerable categories for 2019 is set at 15.82% for the Naturgy
Group.

Additionally, Royal Decree-Law 15/2018 introduced major changes that affect the supply activity, such as
the prohibition of "door-to-door" sales (also applicable to the gas sector), the introduction of the obligation
to include additional information in bills and the strengthening of the disqualification procedure for
fraudulent supply companies.

Additionally, this Royal Decree-Law repealed practically all existing regulations on electricity self-
consumption, enabling shared self-consumption, repealing the charges and tolls for self-consumed
energy and simplifying registration formalities. The relevant enabling regulations have yet to be
implemented.

On 6 April 2019, Royal Decree 244/2019 of 5 April 2019 was published, regulating administrative,
technical and economic conditions for electricity self-consumption. The Royal Decree classifies and
defines the different types of self-consumption. To date the only option has been individual self-
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consumption connected to an internal network while the new legislation provides for collective self-
consumption, where various consumers can associate themselves to a single generation plant.

On 22 December 2018 Order TEC/1366/2018 of 20 December 2018 was published, laying down the
electricity access tolls for 2019. The supply cost to be included in the calculation of the PVPC set for the
period 2016-2018 has been maintained until the Order determining the cost for 2019-2021 is approved.

On 28 December 2019, Order TEC/1258/2019 of 20 December was published, which lays down various
regulated costs for the electricity system for 2020 and extends electricity access tolls from 1 January
2020.

Energy efficiency

As regards energy efficiency in Spain, Royal Decree-Law 18/2014 stipulates the following:

— A national energy efficiency obligations system whereby gas and electricity supply companies, oil
product wholesalers and liquefied petroleum gas wholesalers will be allocated an annual energy-
saving quota (saving obligations). Aggregate saving obligations will be equal to the target allocated to
Spain in Directive 2012/27/EU.

— The National Energy Efficiency Fund concerns economic and financial support mechanisms, technical
assistance, training and information, or other measures to enhance energy efficiency in different
sectors, which are necessary to achieve the Energy Efficiency Directive's objectives.

— The financial equivalence of the saving obligations will be determined annually based on the average
cost of the support mechanisms, incentives and measures required to mobilise the investments
necessary to fulfil the annual saving target, through actions by the National Fund, based on the
findings of the technical analysis by the Institute for Energy Diversification and Saving.

— The Government is also authorised to establish and develop a final energy savings accreditation
system, by issuing Energy Saving Certificates (ESC). Once launched, this will allow companies to
progressively fulfil their saving obligations by directly promoting energy efficiency enhancement
actions that fulfil the necessary guarantees.

A ministerial order stipulates on an annual basis each liable party's obligations to make contributions to
the National Energy Efficiency Fund. Order ETU/257/2018 of 16 March laid down the obligations for 2018,
amounting to Euros 26 million for Naturgy.

On 26 March 2019, Order TEC/332/2019 of 20 March 2019 was published, laying down obligations to
contribute to the National Energy Efficiency Fund in 2019, the total amount to be contributed in 2019
being Euros 203 million.

2.3. Regulation of the natural gas industry in Latin America

In Brazil, Mexico, Argentina and Peru the rates and remuneration of natural gas distribution companies
are determined by the regulatory authorities. There are stable regulatory and tariff frameworks that lay
down the procedures and formalities necessary for the regular review of rates and distribution margins.
This tariff review is carried out every five years (except in Peru, where it is every four years) through the
filing of the respective reports with the regulators. In Chile, gas network distribution concessionaire
companies operate under a free tariff regime subject to a maximum rate of return for each concession
area. In the event that the average profitability for the preceding three years in a given concession area
exceeds said maximum rate, the regulatory authority will initiate a rate-setting process. The regulatory
framework that defines the supervision procedures are stable and annual.

In Mexico, all the geographical distribution areas developed by Naturgy (Monterrey, Nuevo Laredo,
Toluca, Saltillo, DF and Bajio) have tariffs approved for the 2016-2020 five-year period. In addition, tariffs
have been granted until 2020-21-22 for the Noroeste, Sinaloa and Valle de México zones, respectively.
For the new distribution permits for Tabasco, Campeche and Mérida, the period ends in 2023. The permit
for Peninsula is currently being processed. The regulatory framework in Mexico is being adapted to the
energy reform launched at the end of 2013, which has entailed the liberalisation of natural gas supply and
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marketing activities. For gas distribution, the remuneration methodology is expected to be simplified and
made more flexible.

On 25 January 2019, Mexican Regulation NOM-009-ASEA-2017 on the Administration of the Safety of
Pipelines for the Collection, Transportation and Distribution of Hydrocarbons, Petroleum Products and
Petrochemicals was published. The purpose of this regulation is to establish the requirements that must
be complied with for the administration of pipeline safety in order to maintain Industrial Safety,
Operational Safety and environmental protection.

On 11 April 2019, Resolution No. A/011/2019 of the Energy Regulatory Commission was published,
amending the Internal Regulations of the Energy Regulatory Commission in order to alter its structure, as
well as competences in the different areas.

On 23 October 2019 the Energy Regulatory Commission approved a resolution authorising the National
Natural Gas Control Centre to implement an exceptional regularisation programme for the collection of
amounts resulting from mismatches, consisting of offering users an additional option, for the period 1 April
to 31 August 2019.

In Brazil, on 30 December 2013, the regulator for Rio de Janeiro state approved the new rates applicable
from 1 January 2014 to the end of 2017. The tariff review process for the next five-year period (2018-
2022) commenced during the last quarter of 2017. The tariff review process was not concluded in 2019
and is expected to be completed in the first half of 2020. In Brazil, the Sao Paulo state regulator is
expected to approve new rates at the end of May 2020 for the period 2020-2025.

In Argentina, in 2015 and 2016 a tariff review process took place resulting in a resolution establishing new
natural gas and propane distribution prices which was published on 30 March 2017, urging the regulator,
ENARGAS, to publish the tariff lists resulting from the comprehensive tariff review. In addition, on 30
March 2017 ENARGAS resolution No. 1/4354-17 was published, which approved the distribution tariff lists
arising from the comprehensive tariff review of Gas Natural BAN, S.A. effective from 1 April 2017, and a
rise in the average tariff of 123% compared with the tariff in effect prior to that date. This increase will be
applied in stages over the first year of the five-year period (30% in April 2017, 40% in December 2017
and the remaining 30% in April 2018) together with a financial factor that complements it for the purposes
of maintaining equivalence between this staged increase and the direct increase in the tariff.

The publication and enforcement of these tariffs gave rise to a traditional regulatory framework in which
the tariff base is measured at restated accounting values that reasonably reflect fluctuations in prices
relative to the economy and the restatement in local currency of investment that had deteriorated during
the lapse in the licence. The determination of the required income has been reasonable. This includes the
cost of capital, using a WACC which has been reasonably quantified for the regulator by an external
consultant.

On 30 November 2017 ENARGAS approved Resolution No. 122, which lays down the tariff lists that will
be applicable as from 1 December 2017. Under this resolution the rates applied since April 2017 have
been updated for inflation for the period and the second agreed level, which entails an increase of
approximately 61% with respect to the tariff applied since April 2017.

On 27 March 2018, ENARGAS approved Resolution 301, which approved, with effect from 1 April 2018,
the tariff schedules that will be applicable as of said date. The approved tariff entails an increase of
approximately 42.5% with respect to the tariff applied since December 2017, which recognises the third
step of 30% of the tariff increase approved from 1 April 2017; inflation measured using the Domestic
Wholesale Price Index; and the financial compensation granted to distributors to correct the effect of the
staged increases during the first year of the five-year period. The new Tariff Table for the period April -
September 2018, considering an exchange rate of 20.345 ARS/USD to reflect gas acquisition costs in
tariffs.

Since April 2018 the Argentinian economy has undergone a number of changes in macroeconomic
conditions that caused a sharp alteration in parity between the Argentinian peso and the US dollar,
changing the economic circumstances taken into account in the Bases and Conditions and reflected in
contracts with gas producers. This increase in the exchange rate (not recognised in the current Tariff
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Table) meant that producers had to be paid a gas price that far exceeded the price that could be passed
on via tariffs.

In the context of the tariff adjustment as from October 2018 the Government Energy Secretariat issued
Resolution 20 of 4 October 2018 which provided, on a transitory and extraordinary basis, that the
differences between the gas price laid down in contacts and the gas price recognised in tariffs as from 1
April until 30 September 2018 should be recovered under a scheme of 24 quotas as from 1 January
2019, which must be arranged by ENARGAS. This measure was repealed Resolution 41 of the same
Government Energy Secretariat.

On 5 October 2018, Resolution ENRG 280/18 laid down the new tariff tables with effect from 8 October
that reflect the adjustment for inflation pertaining the preceding six-month period. The adjustment to the
distribution margin was 20%.

Finally, under Decree 1053/2018 of November 2018 the National Government assumed the payment, on
an exceptional basis, of the daily differences accumulated monthly between the value of gas bought by
the network natural gas distribution service provides and the value of natural gas included in the tariff
tables in effect between 1 April 2018 and 31 March 2019, generated solely by fluctuations in the
exchange rate and relating to volumes of natural gas delivered during that period, thereby clearing up the
doubts caused by the Government Energy Secretariat Resolution 41/2018.

On 1 April 2019, ENARGAS approved resolution 196/2019 which determines the tariff tables to be
applied in the April-October periods; taking into account the tariff scaling defined by RES 148, three tariff
tables were published, relating to April 2019, May 2019 and the period June-October 2019. The
cumulative increase amounts to 96% compared to April 2017.

Through Resolution 521/2019 of 3 September 2019, gas distributors were informed of the deferral of the
increase in transmission and distribution margins from 1 October 2019 to 1 January 2020, the date on
which an adjustment for the latest available domestic wholesale price index would be applied. The gas
price adjustment was also deferred to January 2020. In addition, the gas distribution companies were
urged to present an investment adjustment to compensate for the revenues not received due to the
deferral of the planned tariff increase.

Resolution 701 was issued on 31 October 2019, approving a new tariff table to be applied from 1
November 2019.

On 22 November 2019 Resolution 751/2019 was issued which amended Resolution 521, deferring the
agreed tariff increase from 1 January 2020 to 1 February 2020. The increase to be applied on this latter
date relates to the domestic wholesale price index accumulated between February 2019 and August
2019.

On 17 December 2019, under the law on social solidarity and productive reactivation in the framework of
the public emergency, a 180-day tariff freeze was defined.

On 5 November ENARGAS issued Resolution 713 approving new tariff tables for Gasnor S.A. and on 13
November issued Resolution 735 approving, for Gasnor S.A., the amounts to be recognised for
“accumulated daily differences” (DDA) with respect to exchange rates for the period April 2018 to March
2019, within the framework of Decree 1053/18.

In Chile there is a free tariff regime subject to control over profitability. Tariffs are therefore set by the
distributor, which is also the supply company. Annual profitability must be lower than a certain yield
established in the recent Industry Law. The yield consists of the discount rate that equals the present
value of the flows associated with the business margin (sales revenue less operating costs) with the value
of the assets. In the event that the yield exceeds the established rate, the Law would oblige the Regulator
to set mandatory rates for low consumption customers. In October 2019, the National Energy
Commission (CNE) published the preliminary results of the 2018 profitability check, determining the
profitability of the companies Metrogas, S.A. and Gas Sur, S.A., calculated in accordance with the new
Gas Law for each concession area. The results were below the permitted profitability threshold (the
average three-yearly limit established in the Law is 9%), and therefore the companies will continue
operating within the supervised free tariff system.
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In Peru, activity commenced during the last quarter of 2017. The applicable rates are defined in the
concession contract and will be valid for eight years from the start of the activity, with subsequent four-
yearly reviews.

2.4. Regulation of the international electricity sector
2.4.1. Generation

Naturgy, through its subsidiary Global Power Generation (GPG), is present as a generator in Mexico,
Panama, Costa Rica, the Dominican Republic, Puerto Rico and recently in Chile, Brazil and Australia.

In Costa Rica and Puerto Rico, the Group's generation operations are subject to the regime for Power
Purchase Agreement (PPA) with the sector's domestic companies, Costa Rica Electricity Institute (ICE)
and Puerto Rico Electric Power Authority (PREPA), respectively, these being public corporations that are
vertically integrated and exclusively responsible for transport, distribution and marketing.

Generation under the PPA regime also exists in Mexico, with energy being sold to the Federal
Commission for Electricity (CFE). Surplus energy is sold partly to end-customers under bilateral contracts
and partly on the market created under the energy reform carried out in 2015 and 2016. Additionally, the
Bii Hioxo wind farm became operational during 2014, selling the power generated under bilateral
contracts to final customers.

In Mexico, the energy sector is undergoing a process of redefinition following the publication of a new
energy policy promoted by the President of Mexico with the aim of strengthening the State productive
industries as provided in the National Development Plan 2019-2024.

Within this context, important measures have been announced in 2019 in the area of electricity
generation, such as the creation of a test programme for the emissions trading system for 2020-2022, the
cancellation of long and medium-term electricity auctions or the reintegration of its productive subsidiaries
into CFE.

In Panama, electricity generated is sold under bilateral contracts with the distributors and on the market,
and in the Dominican Republic it is sold on the market.

In Chile, GPG won a tender in August 2016 for generation under a long-term contract scheme (PPA) with
distributors (20 years). To meet this commitment, GPG expects to carry out two projects (wind and solar)
which will enter service in 2021 with a total installed capacity of approximately 330 MW.

In Australia, GPG has constructed and operated, since November 2018, a wind generation project
through a 20-year contract, with regulated tariffs for energy injected into the system with an installed
capacity of 91 MW. In 2018 GPG was awarded 180 MW of generation capacity in a wind project expected
to enter operation in the second half of 2020. In this case the contract consists of a 15-year bilateral
Power Purchase Agreement at a regulated tariff.

Finally, GPG is also present in Brazil through four photovoltaic generation plants with a total capacity of
152 MW involving 20-year contracts for the sale of reserve energy to the Chamber for Commercialising
Electrical Energy (CCEE) which entered service in 2017 and 2018. On 6 March 2019, Regulation No. 151
of 1 March 2019 was published, establishing the auction schedule for electricity generation for the period
2020-2021.

In all these countries, electricity sector regulations are well-established and stable; legislation is
developed and administered by independent regulators.

2.4.2. Distribution
In the countries in which Naturgy is present as a distributor, Argentina, Chile, Moldova and Panama, the
distribution activity is regulated. The distributors have the function of transporting electricity from the

transport network to the customer hook up points and also the function of supplying electricity at
regulated rates, to regulated customers, who, based on their consumption volumes, cannot choose to be
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supplied by another supplier. As for the unregulated customers that choose to purchase electricity from
another supplier, they must pay the regulated distribution toll for the use of the networks. In Moldova the
supply function at regulated tariffs is carried out through a company which is unrelated to the distributor,
in compliance with European Union requirements, as a member of the Energy Community.

The tariffs are revised periodically to reflect the variations in energy purchase prices and the transport
tariffs, as well as the variation in economic indicators.

There are regulatory and tariff frameworks in these countries that lay down the procedures and
paperwork necessary for the periodical revision of tariffs and distribution margins. The tariff review is
carried out every four or five years.

In Panama, the Resolution of the National Public Services Authority (AN) number 13040 was published
on 28 December 2018, approving the tariff conditions for Empresa de Distribucién Eléctrica de Chiriqui,
S.A. and Empresa de Distribucidon Eléctrica Metro Oeste, S.A. Previously, through resolutions AN No.
12959 of 27 November 2018 and AN No. 13004 of 12 December 2018, the Maximum Permitted Revenue
(IMP) for the period January 2019 - June 2022 was established.

Regarding electricity distribution in Chile, the power and capacity prices agreed in the contracts with the
generators as a result of bidding processes are passed on to regulated clients in the tariffs that are set as
average node prices.

In this context, Ministry of Energy decrees 7T-2018 (28 September 2018), 20T-2018 (6 May 2019) and
7T-2019 (5 October 2019) established average node prices applicable from 1 July 2018, 1 January 2019
and 1 July 2019, respectively.

Law 21.185 was published on 2 November, creating a transitional mechanism for stabilising electricity
prices for regulated customers. This law essentially lays down a limit on the generation prices that
distributors pass on to their customers and, consequently, the application of an adjustment factor to
prices in supply contracts with generation companies, in order to ensure consistency with the expected
billings to end-customers.

The National Energy Commission will calculate the differences in billing for each supply contact. This
balance in dollars will be incorporated in the semi-annual tariff decrees. From July 2023 or until a balance
of USD 1,350 million is accumulated, uncollected balances may not be increased. Uncollected balances
will not accrue interest, except as from 1 January 2026 (6-month Libor plus a spread for country risk at
the date of application).

This arrangement will only apply to contracts under which supplies are initiated before 2021.

Additionally, Law 21.194, published on 21 December 2019, revised the returns for distribution companies
and defined the tariff process for electricity distribution, modifying the regulatory framework that governs
the electricity distribution segment. That law provides for a transitional arrangement under which price
levels associated with the Distribution Added Value that were in force on the date of its publication will
remain constant until their pre-set expiration date, and any differences must be factored into the tariffs
resulting from subsequent tariff-setting processes for supplies to regulated customers.

Nevertheless, the differences arising from those decrees on average node prices and from the
regulations setting transmission tolls, whether due to publication after the prices came into force or due to
the stabilisation mechanisms described earlier, must be passed on to regulated customers, which makes
it necessary to reflect the impact this will have on end customers' accounts in the balance sheet and
income statement.

The transmission activity in Chile is regulated in accordance with a known and stable framework. The
existing transmission facilities are remunerated through a regulated tariff, which is determined every four
years through a tariff study.

In Argentina, each provincial jurisdiction has its own regulation to establish the Distribution Added Value
(VAD). That is, each province is the grantor of the Public Electricity Distribution Service in its area.
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However, the values relating to the acquisition cost of energy, capacity and transmission are pass
through values and are subject to national regulation.

The tariff scheme in the province of San Juan where Naturgy operates consists of five-yearly tariff
reviews known as Ordinary Tariff Reviews. Additionally, semi-annual tariff reviews known as
Extraordinary Tariff Reviews are carried out to align economic variables with the costs of the service. In
these cases, only the variables contained in the distribution company’s Distribution Value Added are
restated.

The Tariff Study for the next five-year period 2021-2025 is currently in progress and will set the tariffs.
Public hearings to define this process are expected to be held towards the end of 2020.

Note 3. Basis of presentation and accounting policies
3.1. Basis of presentation

The consolidated annual accounts of Naturgy Energy Group, S.A. for 2018 were approved by the
shareholders at a general meeting held on 5 March 2019.

The consolidated annual accounts for 2019, which were drawn up and signed by the Board of Directors of
Naturgy Energy Group, S.A. on 4 February 2020, will be submitted, along with those of the investee
companies, to the approval of the respective General Meetings. It is expected that they will be adopted
without any change.

The consolidated annual accounts of Naturgy for 2019 have been prepared on the basis of the
accounting records of Naturgy Energy Group, S.A. and the other companies in the Group, in accordance
with the provisions of International Financial Reporting Standards adopted by the European Union
(hereinafter “IFRS-EU”), as per (EC) Regulation 1606/2002 of the European Parliament and of the
Council.

In the preparation of these consolidated annual accounts the historical cost method has been used,
although modified by the criteria for the recognition at fair value of financial assets measured at fair value
through profit or loss and through other comprehensive income, derivative financial instruments, business
combinations, the application of inflation to historical asset costs in economies considered
hyperinflationary and defined benefit pension plans.

These consolidated annual accounts fairly present the consolidated equity and consolidated financial
situation of Naturgy at 31 December 2019, and the consolidated results of its operations, the changes in
the consolidated statement of comprehensive income, changes in consolidated equity and the
consolidated cash flows of Naturgy for the year then ended.

The figures set out in these consolidated annual accounts are stated in million euro, unless indicated
otherwise.

3.2 New IFRS-EU and IFRIC interpretations

Standards that came into force on 1 January 2019

As a result of their approval, publication and entry into force on 1 January 2019 the following standards,
interpretations and amendments adopted by the European Union have been applied:
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Standards adopted by the European Union Entry into force for years
commencing

IFRS 16, “Leases” New standard that replaces IAS 17. 1 January 2019
IFRS 9 (Amendment), “Prepayment Enables entities to measure at amortised cost some 1 January 2019
features with negative compensation” prepayable financial assets.
IFRIC 23, "Uncertainty in the treatment  Clarifies the recognition and valuation of IAS 12 in cases of 1 January 2019
of income taxes” uncertainty as to whether the tax authorities accept a certain

tax treatment used by the entity.
IAS 19 (Amendment) “Plan amendment, These changes require the use of updated actuarial 1 January 2019
curtailment or settlement” assumptions to determine the service costs for the current

year and net interest for the remainder of the year.
IAS 28 (Amendment), "Long-term Clarifies the application of IFRS 9 to long-term interests in 1 January 2019
interests in associates and joint associates or joint ventures when the equity method is not
ventures” used.
Annual improvements to IFRS, Cycle Minor changes to various standards. 1 January 2019
2015-2017

With respect to the application of these standards, interpretations and amendments, the only one that has
had significantly impacts the consolidated annual accounts is IFRS 16.

IFRS 16 - “Leases”

IFRS 16 "Leases" replaces IAS 17, IFRIC 4, SIC-15 and SIC-27 and lays down the principles for the
accounting recognition of leases under a single balance sheet model for all leases. IFRS 16 entered force
on 1 January 2019 and has not been adopted early.

Naturgy has opted to apply the modified retrospective approach, based on which it has not restated any
comparative figures from previous years and has recognised the impacts at 1 January 2019.

IFRS 16 provides that lessees must recognise a financial liability in the consolidated balance sheet for the
present value of the payments to be made over the remaining life of the lease and an asset for the right to
use the underlying asset, which is valued based on the amount of the associated liability to which the
initial direct costs incurred are added. In addition, there is a change in the policy for recognising the lease
expense, which is recorded as a depreciation expense for the relevant asset and a financial expense due
to the revaluation of the lease liability. With respect to the lessor's accounting treatment, the standard
does not vary substantially and the lease must continue to be classified as an operating or finance lease
depending on the degree of material transfer of the risks and rewards of ownership.

Naturgy has applied the following policies, estimates and criteria:

- The exemption from the recognition of leases in which the underlying asset is of low value (less than
US$ 5,000) and is short term (maturity less than or equal to 12 months) has been applied.

- The practical solution indicated in paragraph C3, Appendix C of IFRS 16 has been applied, which
stipulates that it is not necessary to reassess whether a contract is, or contains, a lease at the date of
initial application.

- It has been decided not to separately record the components that are not leases from those that are
for those asset classes in which the relative importance of these components is not significant with
respect to the total value of the lease.

- For transition purposes, it has been decided to apply the modified retrospective approach, on the
basis of which no comparative figures from previous years will be restated.

- It was decided to measure the initial right-of-use asset for an amount equivalent to the lease liability
as of 1 January 2019 for all lease contracts.

- An incremental effective interest rate has been applied with respect to funding by portfolio of similar
assets, in relation to the lease, country and duration of the agreement. The weighted average of the
incremental interest rate at the date of initial application was 2.6% in Spain and 8.7% in Latin
America.
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- To determine the term of the leases as the non-cancellable period, the initial term of each contract
has been considered unless Naturgy has a unilateral extension or termination option and there is
reasonable certainty that this option will be exercised, in which case the corresponding extension
term or early termination will be taken into account.

Impact of the application of IFRS 16

e Impact of the application of IFRS 16 at 1 January 2019:

a) Recognition of new assets under the heading "Right-of-use assets" (non-current assets) in the
amount of Euros 324 million and new financial liabilities under "Financial liabilities for non-current
and current leases" of Euros 257 million and Euros 67 million, respectively. These basically relate
to leases on offices, gas tankers, vehicles and land for energy use where generation plants are
located, mainly wind and photovoltaic facilities.

b) With respect to financial leases prior to the date of first application and which involve the
chartering of gas tankers, their accounting treatment remains unchanged in comparison with IAS
17. However, the carrying amount has been reclassified in the amount of Euros 1,134 million with
respect to finance leases recorded under Property, plant and equipment to the new heading
"Right-of-use assets" and financial lease liabilities, previously included under "Other non-current
and current liabilities”, will be reclassified to the corresponding headings of "Financial liabilities for
non-current and current leases" for Euros 1,186 million and Euros 132 million, respectively.

In summary, the impact of the adoption of IFRS 16 on the consolidated balance sheet at 1 January
2019 is as follows:

Amount
(million euro) Adjustments

Right-of-use assets 1,458 a) b)
Property, plant and equipment (1,134) b)
NON-CURRENT ASSETS 324
Equity attributed to the parent company -
Non-controlling interests -
EQUITY -
Financial liabilities for non-current leases 1,443 a) b)
Other non-current liabilities (1,186) b)
NON-CURRENT LIABILITIES 257
Financial liabilities for current leases 199 a) b)
Other current liabilities (132) b)
CURRENT LIABILITIES 67

The effects on the consolidated balance sheet at 1 January 2019 derived from the adoption of IFRS
16, explained above, are as follows:

Consolidated balance sheet (million euro)

1.1.2019 IFRS 16 1.1.2019 IFRS 16
ASSETS
NON-CURRENT ASSETS 32,301 324 32,625
CURRENT ASSETS 8,330 - 8,330
TOTAL ASSETS 40,631 324 40,955
EQUITY AND LIABILITIES
Equity attributed to the parent company 10,948 - 10,948
Non-controlling interests 3,647 - 3,647
EQUITY 14,595 - 14,595
NON-CURRENT LIABILITIES 19,029 257 19,286
CURRENT LIABILITIES 7,007 67 7,074
TOTAL EQUITY AND LIABILITIES 40,631 324 40,955

The reconciliation between the operating lease commitments disclosed in "Contractual Commitments"
under Note 36 of the consolidated annual accounts at 31 December 2018 and the liabilities recognised
at 1 January 2019 in the initial application of IFRS 16 is as follows:
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Amount (in million euro)

Operating lease commitments at 31 December 2018 (Note 36 2018 consolidated accounts) 476
Discount using the corresponding interest rate (79)
Short-term low-value leases 37
Different treatment of extension and termination options and variable lease payments (36)
Lease liabilities recognised at 1 January 2019 324

e Impact of IFRS 16 on the consolidated income statement at 31 December 2019

The effects on the consolidated income statement for 2019 derived from the adoption of IFRS 16,
explained above, are as follows:

2019 IFRS 16 2019 IFRS 16
Revenue 23,035 - 23,035
Raw materials and consumables (16,366) 55 (16,311)
Other operating income 164 - 164
Personnel expenses (924) - (924)
Other operating expenses (1,523) 47 (1,476)
Profit/(loss) on disposals of fixed assets 28 - 28
Release of fixed asset grants to income and other 46 - 46
GROSS OPERATING RESULTS 4,460 102 4,562
Depreciation, amortisation and fixed-asset impairment losses (1,566) (92) (1,658)
Impairment due to credit losses (134) - (134)
Other results 93 - 93
OPERATING PROFIT/(LOSS) 2,853 10 2,863
NET FINANCIAL INCOME/(EXPENSE) (654) 12) (666)
Profit/(loss) of companies measured under the equity method 75 - 75
PROFIT/(LOSS) BEFORE TAXES 2,274 D) 2,272
Corporate income tax (477) 1 (476)
PROFIT/(LOSS) FOR THE YEAR FROM CONTINUING
OPERATIONS 1797 @ 1,796
Profit for the year from discontinued operations, net of taxes - - -
CONSOLIDATED PROFIT/(LOSS) FOR THE YEAR 1,797 (1) 1,796
Attributable to:
The parent company 1,403 1) 1,401
Non-controlling interests 395 - 395

The application of IFRS 16 has entailed, with respect to the consolidated income statement at 31
December 2019, an increase in the operating margin of approximately Euros 55 million and a
decrease in operating expenses of approximately Euros 47 million, and consequently a higher gross
operating profit of Euros 102 million, due to the operating lease payments that were recorded under
these headings prior to application, offset by a higher depreciation charge for the new right-of-use
assets of Euros 92 million and an increase in financial expenses for the new lease liabilities of Euros
12 million, with the result that consolidated profit for the year has not been significantly affected. The
impact on basic and diluted earnings per share is not significant.

e Impact of the application of IFRS 16 on the consolidated cash-flow statement at 31 December
2019

The application of IFRS 16 has led to an increase in cash flows from operating activities of Euros 102
million in the consolidated cash-flow statement at 31 December 2019, as a result of the increase in
gross operating profit, offset by the increase in interest payments on the new financial liabilities of
Euros 12 million and a decrease in cash flows from financing activities of Euros 90 million relating to
principal repayments in the new lease liabilities, with the result that cash generation is not affected.

Amounts recognised in the balance sheet and income statement

Naturgy has concluded contracts containing a lease in which it is the lessee for the following category of
underlying assets:
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— Long and medium term gas tanker charters.

— Buildings (offices, commercial premises, warehouses, parking spaces, etc.).

— Land for energy use for combined cycle plants, wind farms, photovoltaic farms, transformer station
facilities, propane gas (LPG) and liquefied natural gas (LNG) facilities.

— Vehicles.

Specific ship charter contracts are not recognised as right-of-use assets as they are short-term or
variable-payment contracts. Leases of land for energy use in which payments vary depending on
production are not recognised as assets either.

Naturgy's activity as a lessor in contracts that qualify as finance leases is of little relevance, the main item
being commercial collection rights for the assignment of the right to use gas and electricity facilities.

A breakdown of right-of-use assets and finance lease liabilities, as well as movements for 2019, is as
follows:

Right-of-use assets (Note 8)

Other
Land and . Property, Total Lease financial
buildings Gas tankers Vehicles planpt and liabilities (Note 18)
equipment

First application IFRS 16 at
01/01/2019 261 1,176 19 2 1,458 1,642
Additions 72 36 2 19 129 129
Divestments 4) 4) 4)
Depreciation and amortisation charge (32) (123) (10) - (165) -
Interest accrued - - - - - 100
Currency translation differences 1) - 1) - 2) 21
Payments - - - - - (244)
Carrying amount at 31/12/2019 296 1,089 10 21 1,416 1,644

A breakdown of the amounts recognised in the consolidated income statement at 31 December 2019 is
as follows:

2019
Cost of supplies - vessel charter contracts variable payments or short term 23
Lease expense - short term or low amount lease 14
Lease expense - variable payment leases 1
Depreciation charge for right-of-use assets 165
Financial expense due to interest on lease financial liabilities 100
Financial income due to interest on financial assets for leases 2

IFRIC 23 - "Uncertainty in the treatment of income taxes”

IFRIC 23 "Uncertainty in the treatment of income taxes" clarifies how to apply the recognition and
measurement requirements of IAS 12 "Income taxes" when there is uncertainty as to the treatment of
income taxes. In this situation, an entity reflects the effect of uncertainty when determining taxable
earnings, tax bases, unused tax losses, unused tax credits and tax rates.

Naturgy has analysed the possible uncertain tax treatments and the application of this interpretation has
not had a significant effect on the consolidated annual accounts except for classification purposes (Notes
17 and 22).

Standards that will enter force on or after 1 January 2020

The standards, amendments and interpretations that will come into force for years commencing after 1
January 2020 and later years are described below.
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Standards adopted by the European Union Entry into force for years
commencing

IAS 1 and IAS 8 (Amendment) New definition of materiality, ensuring its consistency with all 1 January 2020

Definition of "materiality" Standards.

References to the IFRS Conceptual Ensure that the standards are consistent, include a new chapter 1 January 2020

Framework (Amendment) on valuations, improve definitions and guidelines, and clarify

areas such as prudence and the assessment of uncertainty.

Standards issued by the IASB and yet to be adopted by the European Union Entry into force for years
commencing

IFRS 3 “Business combinations” New definition of 'business'. 1 January 2020

(Amendment)

IFRS 9, IAS 39 and IFRS 7 They change certain specific hedge accounting requirements to 1 January 2020

(Amendment) Interest Rate mitigate the possible effects of the uncertainty caused by the

Benchmark Reform IBOR reform.

IFRS 17 “Insurance contracts” New standard that replaces IFRS 4. 1 January 2021

None of these standards or amendments has been applied early.

In 2018, the entry into force of IFRS 9 and IFRS 15 generated the following impacts:
IFRS 9 - “Financial instruments"”

IFRS 9 establishes the criteria for the classification, measurement and derecognition of financial assets
and liabilities, introduces new rules for hedge accounting and provides a new model for the impairment of
financial assets.

Naturgy chose not to adopt the new standard in advance, opting not to restate the comparative analysis
for 2017, and reflecting the adjustment to the carrying amount of financial assets and liabilities in reserves
at 1 January 2018.

The impacts derived from the initial application of IFRS 9 were as follows:

a) Classification of financial assets: With respect to investments in equity instruments currently classified
under IAS 39 as available-for-sale financial assets, whose changes in fair value were recognised in
equity and taken to income when they were transferred or when their impairment was recognised,
upon initial application of IFRS 9 Naturgy applied for these investments, except in the case of Medgaz
which was maintained for trading, the option permitted by the Standard concerning the irrevocable
classification in the new category of investments in equity instruments at fair value through other
comprehensive income. Increases and decreases in the fair value of these assets are recorded under
Other accumulated comprehensive income, impairment losses are not recognised in results and
gains or losses are not reclassified to the consolidated income statement at the time of sale. In
addition, in relation to financial assets that are debt instruments and are not derivatives, Naturgy
holds such assets mainly in order to obtain contractual cash flows and therefore they continue to be
measured at amortised cost as from 1 January 2018.

b) Exchange of debt instruments: Naturgy carried out refinancing operations in which, in accordance
with IAS 39, there had been no substantial variations in the debt instrument and therefore the carrying
amount of the liability had been adjusted based on the relevant costs and commissions, which were
amortised over the remaining useful life of the adjusted liability. Under IFRS 9, in operations involving
changes to financial liabilities it is necessary to determine the value of the cash flows of the new
financial liability calculated using the effective internal rate of return of the old financial liability,
recording the difference between the new and original carrying amounts in the consolidated income
statement. The impact estimated at 1 January 2018 was a decrease of Euros 48 million in financial
liabilities with the corresponding increase in deferred tax liabilities of approximately Euros 12 million.

c) Impairment of financial assets: Naturgy applies the general expected loss model for financial assets
with the exception of Trade and other receivables, for which the estimated simplified expected loss
model is used. In this context, Naturgy has taken into account available information on past events
(such as customer payment behaviour), current conditions and forward-looking factors (e.g.
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macroeconomic factors such as GDP, unemployment, inflation, interest rates, etc.) that might impact
the credit risk of Naturgy's debtors. On the basis of the evaluations carried out at the effective date of
the new standards, the impact at 1 January 2018 was an increase in the impairment provision for
financial assets of Euros 102 million with a corresponding increase in deferred tax assets of
approximately Euros 26 million.

d) Hedge accounting: Naturgy chose to apply hedge accounting under IFRS 9. However, it has not
made any substantial changes in its hedging model, confirming that its current hedging relationships
will qualify as hedges that continue with the adoption of IFRS 9. The Group will record, in a separate
equity item, the temporary value of the option contracts, the forward element of forward contracts and
the base exchange rate differential in financial instruments in the event of their being excluded from
the hedging relationship.

e) Other adjustments: These include adjustments due to the adoption of IFRS 9 for companies carried
by the equity method, mainly due to the application of the new financial asset impairment model
based on expected credit losses.

IFRS 15 - "Revenue from contracts with customers”

IFRS 15 has brought in a new model for the recognition of revenue derived from contracts with customers
whereby revenue is recognised based on compliance with performance obligations with customers.
Revenue reflects the transfer of goods or services to customers at an amount that reflects the
consideration to which the entity expects to be entitled in exchange for such goods or services.

Additionally, it is provided that an asset will be recognised for the incremental costs of obtaining a
contract with a customer if they are expected to be recovered.

Naturgy chose the retroactive method as the transition method for the first application of IFRS 15, with the
accumulated effect of said application at 1 January 2018 being reflected in reserves, and chose not to
restate the comparative figures for 2017.

In addition, the entity has decided to apply the practical solutions consisting of not regarding the financing
component as material when the payment period is less than one year, not applying the standard
retrospectively to contracts terminating before 1 January 2018 and recognising the costs of obtaining the
contracts as an expense when the expected amortisation period is one year or less.

The impacts derived from the initial application of IFRS 15 were as follows:

a) The internal revenue recognition policies for the different types of contracts with customers were
analysed, identifying the performance obligations, the determination of a schedule for meeting these
obligations, transaction price and allocation thereof, in order to identify possible differences with
respect to the revenue recognition model under the new standard. No significant differences between
them, or performance obligations that could lead to the recognition of liabilities due to contracts with
customers, were detected.

b) IFRS 15 requires the recognition of an asset for incremental costs incurred in obtaining such
contracts with customers and which are expected to be recovered. They are amortised systematically
in the consolidated income statement as the income related to the asset concerned is recognised, i.e.
the average expected duration of contracts with customers, which varies from two to eight years. On
the basis of the evaluations carried out at the effective date of the new standard, fees paid in prior
years to obtain energy supply contracts with customers that were still in force at 1 January 2018,
amounting to Euros 61 million, were recognised under intangible assets, with the corresponding
increase in deferred tax assets of approximately Euros 15 million.

Impact of IFRS 9 and IFRS 15 on the consolidated balance sheet at 1 January 2018

The effects of the adoption of IFRS 9 and IFRS 15 on the consolidated balance sheet at 1 January 2018
are set out below:
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Consolidated balance sheet (million euro)

Total 1.1.2018
1.1.2018 IFRS 9 IFRS 15 adjustments IFRS9 and
IFRS15
ASSETS
Intangible assets 9,921 - 61 61 9,982
Property, plant and equipment 22,654 - - - 22,654
Investments recorded using the equity method 1,500 (23) - (23) 1,477
Non-current financial assets 1,219 1) - 1) 1,218
Other non-current assets 96 - - - 96
Deferred tax assets 849 26 - 26 875
NON-CURRENT ASSETS 36,239 2 61 63 36,302
CURRENT ASSETS 11,083 (101) - (101) 10,982
TOTAL ASSETS 47,322 (99) 61 (38) 47,284
EQUITY AND LIABILITIES
Equity attributed to the parent company 14,734 (50) 46 4 14,730
Non-controlling interests 3,571 (13) - (13) 3,558
EQUITY 18,305 (63) 46 a7 18,288
Deferred income 842 - - - 842
Non-current provisions 1,129 - - - 1,129
Non-current financial liabilities 15,916 (48) - (48) 15,868
Deferred tax liabilities 2,312 12 15 27 2,339
Other non-current liabilities 1,210 - - - 1,210
NON-CURRENT LIABILITIES 21,409 (36) 15 (21) 21,388
CURRENT LIABILITIES 7,608 - - - 7,608
TOTAL EQUITY AND LIABILITIES 47,322 (99) 61 (38) 47,284

3.3 Comparability

For the purposes of comparing the income statement for year 2019 with year 2018, the effects of the
application of IFRS 16 described above must be taken into account.

As detailed in accounting policies, Argentina is considered hyperinflationary economy since 1 January
2018, so the information for 2019 and 2018 is comparative.

The impact on equity as of 1 January 2018 derived from the application of IAS 29 “Financial Information
in Hyperinflationary Economies” included in translation differences was Euros 55 million.
3.4.Accounting policies

The main accounting policies used in the preparation of these consolidated annual accounts have been
as follows:

341 Consolidation
a) Subsidiaries

Subsidiaries are companies controlled by Naturgy. Naturgy controls an entity when, as a result of its
involvement, it is exposed or entitled to variable returns and has the capacity to influence those returns
through the power exercised in the entity.

Subsidiaries are fully consolidated as from the date on which control is transferred to Naturgy and are
excluded from consolidation on the date on which this control ceases.

In order to account for the acquisition of subsidiaries the acquisition method is used. The cost of
acquisition is the fair value of the assets delivered of the equity instruments issued and the liabilities
incurred and borne on the date of the exchange, the fair value of any additional consideration that
depends on future events (provided that they are likely to occur and can be reliably measured).

The intangible assets acquired through a business combination must be recognised separately from

goodwill if they met the criteria for asset recognition, whether they are separable or they arise from legal
or contractual rights and when their fair value can be reliably measured.
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The identifiable assets acquired and the liabilities or contingent liabilities incurred or borne as a result of
the transactions are initially stated at their fair value at the date of acquisition, irrespective of the
percentage of the non-controlling interest.

For each business combination, Naturgy may opt to recognise any non-controlling interest in the acquiree
at fair value or at the proportional part of the non-controlling interest of the recognised values of the net
identifiable assets of the acquiree.

Acquisition costs are expensed in the year when they are incurred.

The surplus cost of the acquisition in relation to the fair value of Naturgy's shareholding in the net
identifiable assets acquired is recorded as goodwill. If the cost of acquisition is less than the fair value of
the net assets of the subsidiary acquired, the difference is recognised directly in the consolidated income
statement.

The measurement period for business combinations begins on the acquisition date and ends when
Naturgy concludes that it cannot obtain further information on the events and circumstances that existed
at the acquisition date. This period may not in any case exceed one year as from the acquisition date.
During the measurement period, the business combination is deemed to be provisional and adjustments
to the provisional amount will be recognised, if applicable, as if the business combination had been fully
recognised on the acquisition date.

In a business combination achieved in stages, Naturgy values its prior interest in the target's equity at the
fair value on the control date, recognising resulting gains or losses in the consolidated income statement.

Inter-company transactions, balances and unrealized gains on transactions between Naturgy companies
are eliminated in the consolidation process. Unrealized losses are also eliminated unless the transaction
provides evidence of an impairment of the asset transferred.

Non-controlling interests in the equity and profit or loss of the subsidiary companies is broken down under
“Non-controlling interests” in the consolidated balance sheet and “Profit attributable to non-controlling
interests” in the consolidated income statement.

In relation to the acquisitions or sale of shareholdings without loss of control, the difference between the
price paid or received and their net carrying value, or as the case may be, the result of their sale, is
recorded as equity transactions and does not generate either goodwill or profits.

When an investment ceases to be consolidated due to a loss of control any interest retained in the entity
is recalculated at fair value with the change in the carrying amount being recognised in the consolidated
income statement. This fair value then becomes the initial carrying amount for the purposes of the
subsequent recognition of the retained interest as an associate, jointly controlled entity or financial asset.
In addition, any amount previously recognised in other comprehensive income in relation to the entity
concerned is recorded as if the Group had disposed of the related assets or liabilities directly.

The sale options given to minority shareholders of subsidiary companies in relation to shareholdings in
these companies are stated at the current value of the reimbursement, i.e., their exercise price and are
carried under “Other liabilities”.

b) Joint Arrangements

Joint arrangements are understood as combinations in which there are contractual agreements by virtue
of which two or more companies hold an interest in companies that undertake operations or hold assets
in such a way that any financial or operating decision is subject to the unanimous consent of the partners.
A joint arrangement is classed as a joint operation if the parties hold rights to its assets and have
obligations in respect of its liabilities or as a joint venture if the venturers hold rights only to the investee's
net assets.

Interests in joint operations are accounted for by the proportionate consolidation method and interests in
joint ventures are recorded under the equity method.
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Under the equity method, interests in joint ventures are initially recognised at cost and are adjusted
thereafter to reflect Naturgy's interest in gains and losses subsequent to the acquisition and movements
in other comprehensive income.

At each reporting date, Naturgy determines whether there is objective evidence of the impairment of its
investment in a joint venture. If impairment is identified, Naturgy calculates the amount of the impairment
loss as the difference between the joint venture's recoverable amount and carrying amount, recognising it
in the item “Profit/(loss) from equity-consolidated companies” in the consolidated income statement.

The assets and liabilities assigned to joint operations are recorded in the consolidated balance sheet in
accordance with their nature and based on Naturgy's percentage interest. The income and expenses from
joint operations are reflected in the consolidated income statement in accordance with their nature and
proportionally to Naturgy's percentage interest.

c) Associates

Associates are all entities over which Naturgy has significant influence but not control, generally
accompanying a shareholding of between 20% and 50% of the voting rights.

Investments in associates are accounted for under the equity method.
d) Consolidation scope

Appendix | includes the investee companies directly and indirectly owned by Naturgy that have been
included in the consolidation scope.

Appendix Il lists the main consolidation scope changes in 2019 and 2018, the most relevant being as
follows.

2019

In April 2019 Naturgy sold its 45% holding in the associate Torre Marenostrum, S.L. to Inmobiliaria
Colonial (Note 9).

In May 2019, once the term of the share buyback commitment granted in 2003 to Sinca Inbursa, S.A. de
C.V. (Inbursa) relating to 14.125% of Naturgy México, S.A. de C.V. and 14% of Sistemas de
Administracién, S.A. de C.V. expired without Inbursa having exercised said right (see Note 15), the
reversal of the commitment and the resulting increase in non-controlling interests were recognised.

In July 2019, the swap was completed of the holdings of the Chilean Group company Compafiia General
de Electricidad, S.A. (CGE) in the Argentinean electricity distribution companies (Empresa de Distribucién
Eléctrica de Tucuman, S.A., Empresa Jujefia de Energia, S.A. and Empresa Jujefia de Sistemas
Energéticos Dispersos, S.A.) for the holdings of Cartellone Energia y Concesiones, S.A. (CECSA) in the
Argentinian gas distribution companies (Gasnor, S.A. and Gasmarket, S.A.). Through this transaction the
percentage shareholding in the gas distribution companies increased from 50% to 100% and the holdings
in the electricity distribution companies were disposed of (Note 12).

In October 2019, Naturgy sold its 100% interest in Empresa de Transmision Eléctrica Transemel, S.A,,
which carried out electricity transmission activities (Note 12).

2018

In February 2018, following approval by the competition authorities, the sale of the gas distribution and
supply companies in Italy was completed.

In March 2018, through its subsidiary Global Power Generation, Naturgy agreed to the acquisition of two
solar photovoltaic projects in Brazil that began operating in December 2018 (Note 33).
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In March 2018, following approval by the competition authorities, the sale of a 20% minority interest in the
company Holding de Negocios de Gas, S.A., which owns the gas network assets in Spain, was
completed.

In May 2018 the deadline expired for the acceptance of the public offering on Gas Natural S.A. ESP,
thereby completing the sale of the remaining 41.9% of the gas distribution business in Colombia.

Kangra Coal Proprietary Limited, recognised as held for sale since May 2018 (Note 12), was sold in
December 2018.

342 Transactions in foreign currency

Items included in the financial statements of each of Naturgy’s entities are measured using the currency
of the primary economic environment in which the entity operates. The consolidated annual accounts are
presented in Euros, which is Naturgy's presentational currency.

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at the year-end exchange rates of monetary
assets and liabilities denominated in foreign currencies are recognised in the income statement.

The results and financial position of all Naturgy entities that have a functional currency different from the
presentational currency are translated into the presentational currency as follows:

- Assets and liabilities for each balance sheet presented are translated at the closing rate at the date of
that balance sheet.

- Income and expenses for each income statement are translated at monthly average exchange rates,
unless this average is not a reasonable approximation of the cumulative effect of the rates prevailing
on the transaction dates, in which case income and expenses are translated at the rate on the dates
of the transactions.

- All the currency translation differences are recognised in the Consolidated Statement of
Comprehensive Income, and the cumulate amount under the heading Cumulative translation
adjustments in equity.

Before being converted to euros the financial statements of Group companies with the functional currency
of a hyperinflationary economy are adjusted for inflation following the procedure described below. Once
restated, all items in the financial statements are converted to euro applying the year-end exchange rate.
The figures for previous periods, which are given for comparative purposes, are not altered.

To determine the existence of hyperinflation, the Group assesses the qualitative characteristics of the
economic environment, as well fluctuations in inflation rates in the last three years. The financial
statements of companies whose functional currency is that of an economy considered to be highly
inflationary are adjusted to reflect changes in the purchasing power of the local currency, such that all
items on the balance sheet that are not expressed in current terms (non-monetary items), are restated
taking as reference a representative price index at the year end and all income and expenses, gains and
losses, are restated on a monthly basis applying appropriate corrective factors. The difference between
the initial amounts and the adjusted figures is taken to profit and loss.

The adjustments to goodwill and the fair value arising from the acquisition of a foreign company are
treated as assets and liabilities of that company and are translated at the closing exchange rate.

With effect from 1 July 2018, applying the criteria established by IAS 29 "Reporting in Hyperinflationary
Economies", the Argentinian economy has been treated as hyperinflationary with effects backdated to 1
January 2018. The financial information disclosed in previous years was not restated.

The inflation rates used were the domestic wholesale price index (IPIM) until 31 December 2016 and the
consumer price index (CPI) as from 1 January 2017.
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With effects back-dated to 1 January 2018, an increase in equity was recognised as a result of applying
the rise in inflation to the historic cost of non-monetary assets from the date of their acquisition or
inclusion in the consolidated balance sheet and recording the relevant deferred tax liability. This effect
was reflected in currency translation differences at the beginning of 2018.

As from 1 January 2018:
— An adjustment to the income and expense items was made to apply the rise in inflation from the date
they were included in the income statement, as well as to reflect the losses derived from the net

monetary position.

— The translation into euro of the figures thus adjusted in the consolidated financial statements is
performed applying the year end peso/euro exchange rate.

The exchange rates against the euro (EUR) of the main currencies of Naturgy companies at 31
December 2019 and 2018 have been as follows:

31 December 2019 31 December 2018
Closing Rate Average Closing Rate Average
Accumulated Rate © Accumulated Rate
US Dollar (USD) 1,12 1,12 1,15 1,18
Argentinean Peso (ARS) 67,27 67,27 43,11 43,11
Brazilian Real (BRL) 4,52 4,41 4,44 4,31
Chilean Peso (CLP) 845,31 786,7 794,63 757,3
Mexican Peso (MXN) 21,22 21,56 22,49 22,71
Australian Dollar (AUD) 1,60 1,61 1,62 1,58

(1) The closing exchange rate in Argentina is used as a consequence of considering Argentina as a hyperinflationary
economy.

3.4.3 Intangible assets
a) Goodwill

Goodwill represents the excess of the cost of an acquisition over the fair value of Naturgy’s share of the
net identifiable assets of the acquired subsidiary, joint arrangements or associates acquired, at the date
of acquisition. Goodwill on acquisitions of subsidiaries or joint arrangements is included in Intangible
assets while goodwill related to acquisitions of associates is recorded under Investments using the equity
method.

Goodwill is not amortised and it is tested annually to analyse possible impairment losses. It is recognised
in the consolidated balance sheet at cost value less cumulative impairment losses.

The impairment of goodwill cannot be reversed.
b) Concessions under IFRIC 12 and other similar concessions

This heading records the cost of acquisition of concessions if they are acquired directly from a public
entity or similar, the fair value attributed to the concession in the event of being acquired as part of a
business combination or the cost of construction and improvements of infrastructures assigned to
concessions, in accordance with IFRIC 12 “Service concession agreements”.

The assets affected by IFRIC 12, which are those in which the licensor controls the services that Naturgy
(operator) must provide and the significant residual interest in the infrastructure at the end of the
agreement, are recorded as financial assets if the operator holds an unconditional right to receive cash
from the licensee and as intangible assets if the operator does not hold said right, but holds the right to
charge users for the service. The income and expenses on construction services or infrastructure
improvements are recognised at their gross amount. Given that concession agreements do not specify
the remuneration pertaining to these items, the value of the is estimated based on the expenses incurred,
without any margin.

The assets included under this heading are amortised on a straight-line basis over the duration of each
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concession, except in the case of the Maghreb-Europe pipeline, which, in order to properly reflect the
expected consumption pattern for the future economic profits, is based on the value of gas transported
during the life of the right of use, which entails an accumulated amortisation that is not lower than that
which would be obtained by using a straight-line method.

Furthermore, the concessions for electricity distribution and transmission in Spain and Chile, and the
concessions for gas distribution in Chile all acquired basically as part of a business combination, are not
subject to any legal or other limit. Accordingly, as these are intangible assets with an undefined life, they
are not amortised, although they are tested for possible impairment annually, as explained in Note 3.4.6.
c) Computer software

Costs associated directly with the production of computer software programs that are likely to generate
economic profits greater than the costs related to their production are recognised as intangible assets.
The direct costs include the personnel costs of the employees involved in developing the programs.

Computer software development costs recognised as assets are amortised on a straight—line basis over a
period of five years as from the time the assets are ready to be brought into use.

d) Research costs

Research activities are expensed in the consolidated income statement as incurred.

e) Customer acquisition costs

The incremental costs incurred directly to obtain customer contracts that reflect the commissions paid to

obtain energy supply contracts with such customers and which are expected to be recovered over the
expected duration of the contract are recorded as intangible assets.

Customer acquisition costs recognised as assets are amortised systematically in the consolidated income
state over the average expected useful life of the contracts with customers, varying between two and
eight years.

f) Other intangible assets

Other intangible assets mainly include the following:

— The cost of acquisition of the exclusive regasification rights at the regasification plant in Pefiuelas
(Puerto Rico), which are amortised on a straight-line basis until the end of their term (2025).

— The licence costs for renewable generation farms, mainly acquired as part of a business combination,
which will be amortised on a straight-line basis over their useful lives.

— Gas supply contracts and other contractual rights purchased as part of a business combination, which
are valuated at fair value and amortised over the contract term that does not differ significantly from
the expected consumption pattern.

There are no intangible assets with an undefined useful life apart from goodwill and the aforementioned
concessions for electricity distribution and transmission and the concessions for gas distribution.

3.4.4 Property, plant and equipment

Property, plant and equipment are carried at cost less accumulated depreciation and any impairment
provision.

a) Cost

All property, plant and equipment are presented at acquisition or production cost, or the value attributed
to the asset in the event that it was acquired as part of a business combination.

The financial cost for the technical installation projects until the asset is ready to be brought into use, form
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part of property, plant and equipment.

Renewal, extension or improvement costs are capitalised as an increase in the asset's value only when
its capacity, productivity or useful life increases.

Major maintenance expenditures are capitalised and amortised over the estimated useful life of the asset
(generally 2 to 6 years) while minor maintenance is expensed as incurred.

Own work capitalised under Property, plant and equipment relates to the direct cost of production.
The non-extractable gas necessary as a cushion for the exploitation of the underground storage units of
natural gas is recorded as Property, plant and equipment (“cushion gas”), and depreciated over the useful

life of the underground storage deposit.

Expenses arising from actions designed to protect and improve the environment are expensed in the year
they are incurred.

When such costs entail additions to property, plant and equipment the purpose of which is to minimise the
environmental impact and to protect and improve the environment, they are accounted for as an increase
in the value of property, plant and equipment.

The future costs which Naturgy must meet in relation to the closure of certain facilities are included in the
value of the assets at the restated value, including the respective provision (Note 3.4.18).

Gains and losses on disposals are determined by comparing proceeds with carrying amounts. These are
included in the consolidated income statement.

b) Depreciation

Assets are depreciated using the straight-line method over their estimated useful lives or, if shorter, over
the duration of the concession agreement. Estimated useful lives are as follows:

Estimated useful life years

Buildings 33-50
Gas tankers 25-30
Technical installations (pipeline network and transport) 20-40
Technical installations (hydro-electric plants) 14-65
Technical installations (thermal energy plants) 25-40
Technical installations (combined cycle gas turbine: CCGT) 35
Technical installations (nuclear energy plants) 44-47
Technical installations (wind farms) 25
Technical installations (photovoltaic farms) 25
Technical installations (electricity transmission lines) 30-40
Technical installations (electricity distribution network) 18-40
Computer hardware 4
Vehicles 6
Other 3-20

The hydro-electric plants are subject to the temporary administrative concession regime. Upon
termination of the terms established for the administrative concessions, the plants revert to the
Government in proper condition, which is achieved by stringent maintenance programs. The calculation of
the depreciation charge for the hydro-electric plants differentiates between the different types of assets of
which they are composed, distinguishing between investments in civil works (which are depreciated on
the basis of the concession period), electro-mechanical equipment (40 years) and the other fixed assets
(14 years), taking into account, in any event, the use of the plant and the maximum term of the
concessions (expiring between 2022 and 2063).

Naturgy depreciates its nuclear power plants over a useful life of between 44 and 47 years, which
corresponds to the life determined in the protocol signed in 2019 with Enresa and the other owners of the
facilities. Operating licences for these plants usually have 10-year terms and renewal may not be
requested until shortly before the expiration of each licence. Nonetheless, in view of the optimal
performance of these facilities and related maintenance programmes, the permits are expected to be
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renewed at least until the useful life is completed. Until 2018 the nuclear power plants were amortized in
40 years, the change of useful life on the 2019 results has been of a lower amortization for 13 million
euros.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance
sheet date.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying
amount is greater than its estimated recoverable amount, i.e., when the asset is no longer useful such as
due to a rerouting of the distribution pipeline (Note 3.4.6).

C) Exploration and production operations

Operating costs, excluding drilling costs, are recognised in the income statement as they arise, using the
successful-efforts method. If, as a result of test drilling, proven reserves are found that justify commercial
development, costs are transferred to investments in zones with reserves; otherwise, they are charged to
the income statement.

Costs of investments in zones with reserves are capitalised and depreciated over the estimated
commercial life of the gas field, based on the relationship between annual production and proven
reserves at the start of the depreciation period. At the year end, or at any time when there is an indication
that there may be asset impairment, the recoverable value is compared to their carrying value.

3.45 Right-of-use assets

Naturgy recognises a right-of-use asset on the inception date of the lease. The cost of the right-of-use
asset includes the initial amount of the lease liability, any initial direct costs, lease payments made before
or on the inception date, and any decommissioning costs relating to the asset. Subsequently, the right-of-
use asset is recognised at cost less accumulated depreciation and any associated impairment provision
and is adjusted to reflect any subsequent evaluation or alteration of the lease.

Naturgy applies the exemption for short-term leases (defined as leases with a term of 12 months or less)
and leases of low value assets. For such leases, Naturgy recognises the lease payments as an operating
expense on a straight-line basis over the term of the lease unless there is another systematic basis which
better represents the timeframe in which the economic benefits of the leased asset are consumed.

Right-of-use assets are depreciated on a straight-line basis over the shorter of the lease term and the
useful life of the underlying asset. If a lease transfers ownership of the underlying asset or the cost of the
asset for the right of use reflects that Naturgy expects to exercise a purchase option, the asset related to
the right of use is depreciated over the life of the underlying asset. Depreciation commences on the
inception date of the lease.

3.4.6 Non-financial asset impairment losses

Non-financial assets are tested for impairment provided that an event or change in circumstances
indicates that their carrying amount might not be recoverable. Additionally, goodwill and intangible assets
not in use or with indefinite useful lives are tested at least annually for impairment.

When the recoverable amount is lower than the asset's carrying amount, an impairment loss is
recognised in the consolidated income statement for the difference between both. The recoverable
amount is calculated at the higher of an asset'’s fair value less costs of sale and value in use calculated by
applying the discount cash flow method. Naturgy considers value in use as the recoverable amount,
calculated as described below.

For the purposes of assessing impairment losses, assets are grouped together at the lowest level for
which there are separately identifiable cash flows. Assets, including assets with an undefined useful life,
and goodwill are assigned to these cash-generating units (CGUS).

For those CGUs requiring impairment testing, cash flows have been based on the Strategic Plan
approved by Naturgy updated in line with the most recent budgets, extrapolated to a total maximum of
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five years, on the basis of regulations and expectations regarding the development of the market based
on available industry forecasts and historical experience of the performance of prices and output.

The cash flows after the five-year projected period are extrapolated using the growth rates estimated for
each CGU or group of CGUs, and in no case exceed the average long-term growth rate for the business
in which they operate. In all cases, they are lower than the growth rates stated in the strategic plan.
Additionally, in order to estimate future cash flows in the calculation of residual values, all maintenance
investments have been considered and, if applicable, renewal investments necessary to maintain the
CGUs' production capacity.

The parameters taken into account to determine the growth rates, which represent the long-term growth
of each line of business, are in line with the long-term growth of the country, obtained from estimated
inflation for the period 2021 to 2045 according to the Economist Intelligence Unit (EIU).

The parameters taken into account for the composition of the discount rates before taxes are as follows:

- Risk-free rate: Taking into account the 10-year bond in the CGU reference market and studies by the
European Central Bank and the Bank of Spain, among others.

- Market risk premium: Premium based on studies by the European Central Bank and the Bank of
Spain, among others.

- Deleveraged Beta: According to average of each sector in each case, obtained from Bloomberg.
- Local current interest rate swaps: 10-year swap, obtained from Bloomberg.
- Equity-debt ratio: Sector average.

The impairment loss of an asset, individually considered, is recognised in the consolidated income
statement, reducing the carrying value of the asset to its recoverable amount. The depreciation charges
for the asset are adjusted in future periods in order to apportion the revised carrying amount of the asset,
less its residual value, in a systematic manner over its remaining useful life.

An impairment loss is recognised for a CGU if its recoverable amount is less than the carrying amount.
This loss is allocated firstly, to the goodwill, and then to the other CGU assets in proportion to their
respective carrying values. These reductions are treated as impairment losses on individual assets. The
carrying amount of an asset is not reduced below the higher of its recoverable amount and zero, and this
undistributed loss is allocated on a pro-rata basis among the other assets of the CGU.

Impairment adjustments to the value of an assets recognised in previous periods, other than goodwill,
may be reversed if and only if there is a change in the estimates used to determine the recoverable
amount since the latest impairment loss was recognised.

3.4.7 Financial assets and liabilities

Financial assets

Naturgy classifies its financial assets based on their valuation category which is determined on the basis
of the business model and the characteristics of the contractual cash flows, and only reclassifies financial

assets when and only when it changes its business model for managing said assets.

Purchases and sales of investments are recognised on the trade date, which is the date on which Naturgy
undertakes to purchase or sell the asset, classifying the acquisition under the following categories:
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a) Financial assets at amortised cost

These are debt instruments which are held to collect contractual cash flows when those cash flows
consist only of principal and interest payments. They include current assets, except for those maturing
after twelve months as from the balance sheet date that are classified as non-current assets.

They are initially recorded at their fair value and then at their amortised cost using the effective interest
rate method. Interest income from these financial assets is included in financial income. Any gain or loss
that arises when they are derecognised is recognised directly in consolidated results and any impairment
losses are recorded as a separate item in the consolidated income statement for the year.

b) Financial assets at fair value through profit or loss

These are assets acquired for short-term sale. Derivatives form part of this category unless they are
designated as hedges. These financial assets are stated, both initially and in later valuations, at their fair
value, and the changes in their value are taken to the Income Statement for the year.

Equity instruments classified in this category are recognised at fair value and any gain or loss arising from
changes in fair value, or the proceeds of their sale, are included in the consolidated income statement.

The fair values of listed investments are based on listed prices (Level 1). In the case of shareholdings in
unlisted companies, fair value is determined using valuation techniques that include the use of recent
transactions between willing and knowledgeable parties, references to other instruments that are
substantially the same and the analysis of discounted future cash flows (Levels 2 and 3). If recent
available information is insufficient to determine fair value, or if there are a range of possible fair value
measurements and the cost value is the best estimate within that range, the investments are recorded at
their acquisition cost reduced by any impairment losses.

c) Equity instruments at fair value through other comprehensive income

These are equity instruments with respect to which Naturgy has made an irrevocable decision at the time
of initial recognition to record them in this category. They are recognised at fair value and any increases
or reductions arising from fair value fluctuations are recorded under other comprehensive income, except
for dividends derived from these investments which are recognised under income for the year. Therefore
no impairment losses are recognised in the income statement, and at the time of their sale, no gains or
losses are reclassified to the consolidated income statement.

Fair value measurements recognised in these consolidated annual accounts are classified using a fair
value hierarchy that reflects the relevance of the variables employed to perform the measurement. This
ranking has three levels:

- Level 1: Valuations based on the quotation price of identical instruments in an official market. The fair
value is based on quoted market prices at the balance sheet date.

- Level 2: Valuations based on variables that are observable for the asset or liability. The fair value of
financial assets included in this category is determined using valuation techniques. These
measurement techniques maximise the use of available observable market data inputs and rely as
little as possible on entity-specific estimates made by Naturgy. If all significant inputs required to
calculate the fair value are observable, the instrument is included in Level 2. If one or more of the
significant inputs are not based on observable market data, the instrument is included in Level 3.

- Level 3: Valuations based on variables that are not based on observable market information.

Financial assets are written off when the contractual rights to the asset's cash flows have expired or they
have been transferred; in the latter case, the risks and rewards of ownership must have been
substantially transferred. Financial assets are not written off, and a liability is recognised in the same
amount as the payment received, in asset assignments where the risks and rewards of ownership are
retained.
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Receivables assignment agreements are treated as factoring without recourse provided that the risks and
rewards inherent in ownership of the financial assets assigned are transferred.

The impairment of financial assets is based on an expected loss model. Naturgy accounts for the
expected loss and the changes therein at each reporting date to reflect the changes in credit risk from the
date of initial recognition, without waiting for an impairment event to occur.

Naturgy applies the general expected loss model for financial assets with the exception of Trade and
other receivable without a significant financial component, for which the simplified expected loss model is
used.

The general model requires the recognition of the expected loss resulting from a default event in the
coming 12 months or over the duration of the contract, depending on the evolution of credit risk on the
financial asset since initial recognition in the balance sheet. In the simplified model, credit losses
expected over the duration of the contract are recorded from the outset, taking into account available
information on past events (such as customer payment behaviour), current conditions and forward-
looking factors(macroeconomic factors such as GDP, unemployment, inflation, interest rates, etc.) that
might impact the credit risk of Naturgy's debtors.

Financial liabilities

a) Financial assets at amortised cost

Borrowings are initially recognised at their fair value, net of any transaction costs incurred. Any difference
between the amount received and the repayment value is recognised in the income statement during the
period of repayment using the effective interest rate method, classifying financial liabilities as measured
subsequently at amortised cost.

In the event of contractual modifications of a liability at amortised cost that does not result in
derecognition, the contractual flows of the refinanced debt must be calculated maintaining the original
effective interest rate, and the resulting difference will be recorded in the income statement on the date of
said modification.

The difference between the carrying amount of a derecognised financial liability and the consideration
paid is recognised in profit or loss for the period.

Borrowings are classified as current liabilities unless they mature in more than twelve months as from the
balance sheet date, or include tacit one-year prorogation clauses that can be exercised by Naturgy.

In addition, trade and other current payables are financial liabilities that fall due in less than twelve
months that are stated at their fair value and do not accrue explicit interest. They are accounted for at
their nominal value. Those maturing in more than twelve months are considered non-current payables.

b) Financial liabilities at fair value through profit or loss

These are liabilities acquired for short-term sale. Derivatives form part of this category unless they are
designated as hedges. These financial liabilities are stated both at inception and afterwards at their fair
value, and the changes in this value are taken to the consolidated income statement for the year.

3.4.8 Derivatives and other financial instruments

Derivatives are initially recognised at fair value on the date a derivative contract is entered into and are
subsequently remeasured at their fair value. The method of recognising the resulting gain or loss
depends on whether the derivative is designated as a hedging instrument, and if so, the nature of the
asset being hedged.

Naturgy aligns its accounting with its management of financial risk. Risk management objectives and the

hedging strategy are reviewed periodically and a description of the risk management objective pursued is
carried out.
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In order for each hedging operation to be considered effective, Naturgy documents that the economic
relationship between the hedging instrument and the hedged asset is aligned with its risk management
objectives.

The market value of the various financial instruments is calculated using the following procedures:

- Derivatives listed on an official market are calculated on the basis of their year-end quotation (Level
1).

- Derivatives that are not traded on official markets are calculated on the basis of the discounting of
cash flows based on year-end market conditions or, in the case of non-financial items, on the best
estimate of the forward price curves of such items (Level 2 and 3).

The fair values are adjusted for the expected impact of observable counterparty credit risk in positive
valuation scenarios and the impact of observable credit risk in negative valuation scenarios.

Derivatives embedded in other financial instruments or in other host contracts are recorded separately as
derivatives only when their financial characteristics and inherent risks are not strictly related to the
instruments in which they are embedded and the whole item is not being carried at fair value through
consolidated profit or loss.

For accounting purposes, the operations are classified as follows:

1. Derivatives eligible for hedge accountings

a) Fair value hedge

Changes in the fair value of derivatives that are designated and qualified as fair value hedges are
recognised in the income statement together with any changes in the fair value of the hedged asset or
liability that are attributable to the hedged risk.

b) Cash flow hedge

The effective portion of changes in the fair value of derivatives that are designated and qualified as cash
flow hedges are recognised in equity. The gain or loss relating to the ineffective portion is recognised

immediately in the consolidated income statement.

When options contracts are used to hedge forecast transactions, the Group only designates the intrinsic
value of the options contract as the hedging instrument.

Amounts accumulated in equity are reclassified to the income statement in the periods when the hedged
item will affect the consolidated income statement. However, if this amount is a loss, and for an amount
that is not expected to be recovered, it will be immediately reclassified in the consolidated income
statement as a reclassification adjustment.

Amounts accumulated in equity are transferred to the consolidated income statement in the period in
which the hedged item affects the gain or loss, as follows:

— The gain or loss relating to the effective portion of interest rate swaps is recognised in the financial
expense at the same time as the interest expense in the hedged loans.

— When a hedging instrument covers a forecast transaction, the accumulated amounts remain in equity
until the forecast transaction takes place. When the forecast transaction does not occur, the amount
accumulated in equity is immediately reclassified to income for the period.

If the hedged item subsequently results in the recognition of an asset, the amount accumulated in equity
will be recognised in the initial cost of the asset.
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c) Hedges of net foreign investments

The accounting treatment is similar to cash flow hedges. The variations in value of the effective part of the
hedging instrument are carried on the consolidated balance sheet under “Cumulative translation
differences”. The gain or loss from the non-effective part is recognised immediately under “Exchange
differences” on the consolidated income statement. The accumulated amount of the valuation recorded
under “Cumulative translation differences” is released to the consolidated income statement as the
foreign investment that gave rise to it is sold.

2. Derivatives that do not qualify for hedge accounting

Certain derivative instruments do not qualify for hedge accounting. Such derivatives are classified as at
fair value through profit or loss, and changes in the fair value of any derivative instruments that do not
qualify for hedge accounting are recognised immediately in the consolidated income statement.

3. Energy purchase and sale agreements

During the normal course of its business Naturgy enters into energy purchase and sale agreements which
in most cases include “take or pay” clauses. by virtue of which the buyer takes on the obligation to pay
the value of the energy contracted irrespective of whether the buyer receives it or not. These agreements
are executed and maintained in order to meet the needs of receipt or physical delivery of energy
projected by Naturgy in accordance with periodic energy purchase and sale estimates, which are
monitored systematically and adjusted in all cases through physical delivery. Consequently, these are
contracts for “own use” and therefore fall outside the scope of IFRS 9.

3.4.9 Non-current assets held for sale and discontinued operations

Naturgy classifies as assets held for sale all the assets and related liabilities for which active measures
have been taken in order to sell them and if it is estimated that the sale will take place within the following
twelve months.

Additionally, it considers discontinued activities the components (cash generating units or groups of cash
generating units) that make up a business line or geographic area of operations which are significant and
which can be considered separately from the rest, and which have been sold or disposed of by other
means or which meet the conditions to be classified as held-for-sale. Entities acquired solely for resale
are also classed as discontinued operations.

These assets are stated at the lower of their carrying value and fair value minus the costs necessary for
their sale and are not subject to depreciation from the date on which they are classified as non-current
assets held for sale.

In the event of delays caused by events or circumstances beyond Naturgy's control and if there is
sufficient evidence that the commitment to the plan to sell those classified as held for sale is maintained,
the classification is maintained even though the period to complete the sale is extended beyond one year.

Non-current assets held for sale are disclosed as follows on the consolidated balance sheet: the assets
are carried under a single account “Non-current assets held for sale” and the liabilities are also carried
under a single account called “Liabilities linked to non-current assets held for sale”. The profit or loss from
discontinued activities is stated on a single line on the consolidated income statement called “Profit for the
year from discontinued operations net of tax”.

3.4.10 Inventories

Inventories are stated at the lower of cost and net realizable value. Cost is determined using weighted
average cost.

Costs of inventories include the cost of raw materials and those that are directly attributable to the
acquisition and/or production, including the costs of transporting inventories to the current location.
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Nuclear fuel is measured on the basis of the costs actually incurred in its acquisition and preparation. The
consumption of nuclear fuel is charged to the income statement on the basis of the energy capacity
consumed.

Emission allowances are stated at the lower of weighted average acquisition price and net realisable
value. When the allowances are delivered, they are derecognised against the provision recorded when
the CO2 emissions take place (Note 3.4.18).

Net realisable value is the estimated selling price in the ordinary course of business, less applicable
variable selling expenses. For raw materials, the Group assesses whether or not the net realisable value
of finished goods is greater than their production cost.

3.4.11  Share capital

Share capital is represented by ordinary shares.

Incremental costs directly attributable to the issue of new shares or options, net of tax, are deducted from
equity as a deduction from Reserves.

Dividends on ordinary shares are recognised as a deduction from equity in the period they are approved.
Acquisitions of treasury shares are recorded at acquisition cost, deducted from equity until disposal. The

Gains and losses on disposal of treasury shares are recognised under "Reserves” in the consolidated
balance sheet.

3.4.12 Share-based payments

Share-based payments settled in shares are valued on the basis of the fair value of the equity
instruments granted on the grant date.

The resulting cost is recognised under Personnel expenses in the consolidated income statement as the
services are rendered by the employees during the relevant vesting period, with a balancing entry in
“Reserves” in the consolidated balance sheet.

The amounts recognised in consolidated equity are not subject to a subsequent reassessment due to
trends in external market conditions.

3.4.13 Earnings per share

Basic earnings per share are calculated as a quotient between consolidated profit for the year attributable
to equity holders of the company and the average weighted number of ordinary shares in circulation
during this period, excluding the average number of shares of the parent Company held by the Group.
Diluted earnings per share are calculated as a quotient between consolidated profit for the year
attributable to the ordinary equity holders of the company adjusted by the effect attributable to the
potential ordinary shares having a dilutive effect and the average weighted number of ordinary shares in
circulation during this period, adjusted by the average weighted number of ordinary shares that would be
issued if all the potential ordinary shares were converted into ordinary shares of the parent company.
Accordingly, the conversion is considered to take place at the beginning of the period or at the time of
issue of the potential ordinary shares, if these have been placed in circulation during the period itself.
3.4.14 Borrowings and equity instruments

Borrowings and equity instruments issued by Naturgy are classified based on the nature of the issue.

Naturgy treats all contracts that represent a residual share in net assets as equity instruments.

Equity instrument issuance costs are presented as a deduction in equity.
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3.4.15 Preference shares and subordinated perpetual debentures

The issues of preference shares and subordinated perpetual debentures are considered equity
instruments if and only if:

- They do not include the contractual obligation for the issuer to repurchase them, under conditions
involving certain amounts and at certain dates or determinable amounts and at determinable dates, or
the right of the holder to demand their redemption.

- The payment of interest is at the discretion of the issuer.

In the case of issues of preference shares made by a subsidiary of the Group, which comply with the
above conditions, the amount received is classified in the consolidated balance sheet under “Non-
controlling interests”.

3.4.16 Deferred income
This heading mainly includes:

- Capital grants received, relating basically to agreements with Regional Governments for the
gasification or electrification of municipalities and other investments in gas or electricity infrastructure,
for which Naturgy has met all the conditions established and which are stated at the amount granted.
The amounts allocated are recognised in income systematically over the basis of the useful life of the
asset concerned, thus offsetting the amortisation expense.

- Income received for the construction of connection facilities for the gas or electricity distribution
network (undertaken), which are recorded for the cash received, as well as assignments received for
these facilities, which are recorded at fair value, since both the cash and the facilities are received in
consideration for an ongoing service of providing access to the network during the life of the facilities.
As the nature of the performance obligation resulting from contracts with customers includes both the
connection service and the continuous network access service, the amounts allocated are recognised
in the income statement systematically over the duration of the contracts, which coincides with the
useful lives of the facilities.

3.4.17 Provisions for employee obligations

a) Post-employment pension obligations and similar

- Defined contribution plans

Naturgy Energy Group, S.A., together with other group companies, is the promoter of a joint occupational
pension plan, which is a defined contribution plan for retirement and a defined benefit plan for the so-
called risk contingencies, which are insured.

Additionally, there is a defined contribution plan for a group of executives, for which Naturgy undertakes
to make certain contributions to an insurance policy, guaranteeing this group a yield of 125% of the CPI of
the contributions made to the insurance policy. All the risks have been transferred to the insurance

company, since it insures the guarantee indicated above.

The contributions made have been recorded under Personnel expenses on the consolidated income
statement.

- Defined benefit plans

For certain groups there are defined benefit commitments relating to the payment of retirement pension,
death and disability supplements, in accordance with the benefits agreed by the entity and which have
been externalised in Spain through single premium insurance policies under Royal Decree 1588/1999 of
15 October, which adopted the Regulations on the arrangement of company pension commitments.

The liability recognised for the defined benefit pensions plans is the current value of the liability at the
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balance sheet date less the fair value of the plan-related assets. The defined benefit obligation is
calculated annually by independent actuaries using the projected unit credit method. The present value of
the defined benefit obligation is determined by discounting the estimated future cash outflows using
interest rates of high-quality corporate bonds that are denominated in the currency in which the benefits
will be paid, and that have terms to maturity approximating to the terms of the related pension liability.

Actuarial losses and gains arising from changes in actuarial assumptions or from differences between
assumptions and reality are recognised directly in the equity item "Other comprehensive income", for the
entire amount, in the period in which they arise.

Past-service costs are recognised immediately in the consolidated income statement under “Personnel
expenses”.

b) Other post-employment benefit obligations

Some of Naturgy’s companies provide post-employment benefits to their employers. The entitlement
to these benefits is usually conditional on the employee remaining in service up to retirement age and the
completion of a minimum service period. The expected costs of these benefits are accrued over the
period of employment using an accounting methodology similar to that used for defined benefit pension
plans. Actuarial gains and losses arising from changes in actuarial assumptions are charged or credited,
directly in equity, to Other comprehensive income.

¢) Termination benefits

Termination benefits are payable when employment is terminated before the normal retirement date, or
when an employee accepts voluntary redundancy in exchange for these benefits. Naturgy recognises
these benefits when it has demonstrably undertaken to terminate the employment of current employees in
accordance with a detailed formal plan without any possibility of withdrawal, or to provide them with
termination benefits. In the event that mutual agreement is required, the provision is only recorded in
those situations in which Naturgy has decided to give its consent to voluntary redundancies once they
have been requested by the employees.

3.4.18 Provisions

Provisions are recognised when Naturgy has a legal or implicit present obligation as a result of past
events; it is more likely than not that an outflow of resources will be required to settle the obligation; and
the amount has been reliably estimated. Provisions are not recognised for future operating losses.

Provisions are measured at the best estimate of the present value of the amount required to settle the
obligation at the balance sheet date.

When it is expected that part of the disbursement needed to settle the provision will be paid by a third
party, the payment is recognised as a separate asset, provided that its receipt is practically assured.

Naturgy has the obligation to dismantle certain facilities at the end of their useful life, such as those
related to nuclear power plants and mines, as well as carry out environmental restoration where these are
located. To this end, Property, plant and equipment records the present value of the cost that these tasks
would entail which, in the case of nuclear plants, cover the time until the public corporation ENRESA
takes charge of the dismantling and waste management, with a balancing entry under provisions for
liabilities and charges. This estimate is reviewed annually so that the provision reflects the current value
of the future costs by increasing or decreasing the value of the asset. The variation in the provision
arising from its financial restatement is recorded against “Financial expenses”.

In contracts in which the obligations undertaken include unavoidable costs greater than the economic
benefits expected to be received from them, the expenses and respective provisions are recognised in
the amount of the current value of the existing difference.

In order to cover the obligation concerning the delivery of CO2 emission allowances for emissions made

during the year, the heading Current provisions record the CO: allowances to be delivered valued at
acquisition cost for allowances purchased recorded under Inventories and, if not all necessary emission
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allowances are held, at fair value for allowances pending purchase.
3.419 Leases

At the commencement date of a contract, Naturgy assesses whether the contract is or contains a lease. A
contract is, or contains, a lease if it conveys the right to control the use of an identified asset for a period
of time in exchange for a consideration.

The lease term is the non-cancellable period considering the initial term of each contract unless Naturgy
has a unilateral extension or termination option and there is reasonable certainty that this option will be
exercised, in which case the corresponding extension term or early termination will be taken into account.

Naturgy re-evaluates whether a contract is, or contains, a lease only if the terms and conditions of the
contract change.

Lessee

Naturgy recognises, for each lease in which it is the lessee, a right-of-use asset and a lease financial
liability (Notes 3.4.5 and 3.4.20).

Lessor

Naturgy will classify each lease contract in which it is the lessor as either an operating lease or a finance
lease.

A lease will be classified as a finance lease when Naturgy transfers substantially all the risks and rewards
incidental to the ownership of an underlying asset to the customer. A lease will be classified as an
operating lease if substantially all the risks and rewards incidental to the ownership of an underlying asset
are not transferred.

— Operating leases: Operating lease payments will be recognised as income in the lessor's income
statement on a straight-line basis over the lease term unless another allocation basis reflects, more
representatively, the distribution pattern of the benefit gained from the use of the underlying asset.

— Finance leases: Naturgy will recognise in the consolidated balance sheet the assets held under a
finance lease as a receivable for an amount equal to the net investment in the lease, using the
interest rate implicit in the lease contract for measurement purposes.

The lessor will subsequently recognise the financial income over the term of the lease in such a manner
as to obtain a constant interest rate in each period on the net investment outstanding under the lease (the
leased asset). It will apply the lease payments against the gross investment to reduce both the principal
and the accrued financial income.

When a contract includes both lease and non-lease components, Naturgy applies IFRS 15 criteria to
allocate the consideration under the contract to each component.

3.4.20 Lease financial liabilities

At the inception date of the lease, Naturgy recognises the lease liability at the present value of the lease
payments to be made over the term of the lease, discounted using the interest rate implicit in the lease or,
if this cannot be readily determined, the incremental lending rate.

The incremental interest rate for financing used by Naturgy is differentiated based on the portfolio of
similar leases, country and contract term. The average weighted incremental interest rate on the date of
2019 is 2.5% in Spain and 8.1% in Latin America.

The lease payments to be made will include fixed payments less any incentives, variables that depend on
an index or a rate, and residual value guarantees expected to be incurred, the exercise price of a
purchase option if that option is expected to be exercised, and penalty payments for terminating the lease
if the lease term reflects that the lessee will exercise an option to terminate the lease.
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Any other variable payments are excluded from the measurement of the lease liability and right-of-use
asset.

Subsequently, the lease financial liability will be increased by the interest on the lease liability and
reduced by the payments made. The liability will be remeasured if there are changes in the amounts
payable and the terms of the lease.

3.4.21 Income tax

Income tax expense includes the deferred tax expense and the current tax expense which is the amount
payable (or refundable) on the tax profit for the year.

Naturgy includes the effect of uncertainty in tax treatment when determining taxable earnings, tax bases,
unused tax losses, unused tax credits and tax rates.

Deferred taxes are recorded by comparing the temporary differences that arise between the taxable
income on assets and liabilities and their respective accounting figures in the consolidated annual
accounts using the tax rates that are expected to be in force when the assets and liabilities are realised.
No deferred taxes are recognised for profits not distributed by subsidiaries when Naturgy can control the
reversal of the temporary differences and it is likely that they will not reverse in the foreseeable future.

Deferred tax arising from direct charges or credits to equity accounts are also charged or credited to
equity.

Deferred income tax assets and tax credits are recorded only when there are no doubts as to their future
recoverability through the future taxable profits that can be used to offset temporary differences and
implement the tax credits.

When tax rates change, deferred tax assets and liabilities are reestimated. These amounts are charged
or credited to the consolidated income statement or to the item “Other comprehensive income for the
year” in the consolidated statement of comprehensive income, depending on the account to which the
original amount was charged or credited.

When there is uncertainty regarding income tax treatments, Naturgy assesses whether a tax authority is
likely to accept an uncertain tax treatment. If it concludes that the tax authority is unlikely to accept an
uncertain tax treatment, the effect of the uncertainty on taxable income, tax bases and unused tax losses
and credits is recognised. The effect of the uncertainty is recognised using the method that, in each case,
best reflects the outcome of the uncertainty: the most likely outcome or the expected value. For each
case Naturgy evaluates whether to consider each uncertain tax treatment separately, or in conjunction
with another or several other uncertain tax treatments, based on the approach that best prefixes the
resolution of uncertainty.

3.4.22 Recognition of income and expenses
a) General

Revenue derived from contracts with customers is recognised based on compliance with performance
obligations with customers.

Revenue reflects the transfer of goods or services to customers at an amount that reflects the
consideration to which Naturgy expects to be entitled in exchange for such goods or services.

Five steps are established for the recognition of revenue:

Identify the customer's contract(s).

Identify the performance obligations.

Determine the price of the transaction.

Allocate the transaction price to the performance obligations.
Recognise the revenue according to the fulfilment of each obligation.

agrLONE
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Based on this recognition model, sales are recognised when products are delivered to the customer and
have been accepted by the customer, even if they have not been invoiced, or if applicable, services are
rendered, and it is probable that the economic benefits associated with the transaction will flow to the
entity. Revenue for the year includes the estimate of the energy supplied that has not yet been invoiced.

Expenses are recognised on an accruals basis, immediately in the case of disbursements that are not
going to generate future economic profits or when the requirements for recording them as assets are not
met.

Sales are stated net of tax and discounts and transactions between Naturgy companies are eliminated.
b) Gas distribution network access revenue

The remuneration of the regulated gas distribution activity is fixed for each distribution company for all its
facilities based on the customers connected to them and the volume of gas supplied.

The remuneration of regulated gas transmission is set in respect of availability and continuity of supply of
the companies owning transmission assets.

The provision of distribution facilities to locate gas at supply points is considered to be a single
performance obligation and therefore the remuneration for the regulated gas transmission and distribution
activity is recognised as income on a straight-line basis since the service provided is similar over time.

The regulatory framework of the natural gas sector in Spain (2.1.) regulates a payment procedure for the
redistribution among companies in the sector of the net revenues obtained, so that each company
receives the remuneration recognised for its regulated activities.

At the date of preparation of these consolidated annual accounts, no final settlements from prior years are
outstanding.

Order ETU/1977/2016 of 23 December recognised both the accumulated gas system deficit for 2014 and
the mismatch between revenues and costs for 2015, which coincide with the amount approved in the
respective final settlements for each year. Companies subject to the settlement system, which include
Naturgy, are entitled to recover these amounts, as from 25 November 2016, in fifteen and five annual
payments, respectively.

Order ETU/1283/2017 of 22 December recognises the mismatch between revenues and costs for 2016,
which coincides with the amount approved in the final settlement for that year. Companies subject to the
settlement system, which include Naturgy, are entitled to recover and have recovered these amounts as
from 1 December 2017, in five annual payments.

In December 2017 the irrevocable assignment without recourse of the 2014 shortfall and the mismatches
for 2015 and 2016 took place (Note 10).

Order ETU/1367/2018 of 20 December recognises the mismatch between revenues and costs for 2017,
which coincides with the amount approved in the final settlement for that year. Companies subject to the
settlement system, which include Naturgy, will be entitled to recover these amounts as from 29 November
2018, in five annual payments.

The above order also recognises, as parties subject to the settlement system, irrespective of the activity
they engage in, the holders of collection rights relating to the shortfall accumulated at 31 December 2014,
and lays down the final interest rates applicable to the calculation of the annual amounts of the
accumulated shortfall at the end of 2014 and the annual amounts pertaining to the mismatches for years
2015, 2016 and 2017.

Order TEC/1259/2019 of 20 December, provides for the application of the surplus between revenues and
costs for 2018 resulting from the definitive settlement for said year to the total amortisation of the
temporary mismatches between costs and revenues for 2015 and 2017, as well as to the partial
amortisation of the mismatch for 2016.
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The Resolution of 18 December 2019 of the National Commission for Markets and Competition,
published in the Official State Gazette of 30 December 2019, establishes the remuneration of the
regulated gas transmission and distribution activities that will be applicable during 2020, at the end of
which the current regulatory period that has been in force between 1 January 2015 and 31 December
2020 will terminate; the remuneration parameters that will make up the compensation for the following
regulatory period must be definitively established.

c) Income from gas sales

Revenue includes the amount of both last-resort gas sales and free market sales, since the last-resort
supplier and the free-market supplier are deemed to be a principal agent and not a commission agent for
the supply made.

The exchanges of gas that do not have a different value and do not include costs that give rise to
differences in value are not classified as transactions that generate revenues and are not included,
therefore, in the income figure.

The amount of gas sales is recorded as income at the time of delivery to customers, based on the
quantities supplied and including the estimate of energy supplied not yet calculated in customers’ meters.

d) Electricity distribution network access revenue

The remuneration for the electricity distribution and transmission activity is established annually by the
Ministry, recognising remuneration for investment and operation and maintenance.

The provision of distribution facilities to locate power at supply points is considered to be a single
performance obligation and therefore the remuneration for the regulated electricity transmission and
distribution activity is recognised as income on a straight-line basis since the service provided is similar
over time.

The regulatory framework of the electricity sector in Spain (2.2.) regulates a payment procedure for the
redistribution among companies in the sector of the net revenues obtained, so that each company
receives the remuneration recognised for its regulated activities.

The remuneration for electricity distribution is settled provisionally applying the 2016 figures until the
respective Ministerial Orders that definitively determine the remuneration for 2017, 2018 and 2019 and
the remuneration that would apply to date in 2020 are published.

At the date of preparation of these consolidated annual accounts the final settlements for the period 2014
to 2019 have not been published, although it is not expected that the final settlements will generate
significant differences in relation to the estimates made.

From 2006 to 2013, the income received by the companies in the Spanish electricity sector was not
sufficient to remunerate the regulated activities and system costs. The generation companies, including
Naturgy, were forced to finance this income shortfall until it had been funded in full. Following successive
auctions and assignments of the outstanding debt claims, on 15 December 2014 the electricity system
deficit securitisation process was completed.

Following the enactment of Electricity Sector Law 24/2013 of 26 December (Note 2.2), temporary
mismatches between electricity system revenues and costs are funded by the companies subject to the
settlement system, including Naturgy, generating the right to recover the relevant amount over the
following five years, including interest at a market rate. Consequently, the financing of the electricity
system revenue shortfall is recognised as a financial asset since, on the basis of this regulation, Naturgy
is entitled to a reimbursement and there are no future contingent factors. In the period 2014 to 2019,
following the reforms that were undertaken, there has been no income shortfall in the sector, according to
the data on provisional settlements for those years.
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e) Income from sales of electricity

Revenue includes the amount of electricity sales in both the PVPC market and the free market, since the
last-resort supplier and the free-market supplier are deemed to be a principal agent and not a commission
agent for the supply made. Consequently, power purchases and sales are recognised for the total
amount. Nonetheless, power purchases and sales from the pool made by the Group's generation and
supply companies in the same time band are eliminated during the consolidation process.

The amount of electricity sales is recorded as income at the time of delivery to customers, based on the
quantities supplied and including an estimate of energy supplied not yet calculated in customers’ meters.

f) Other income

Naturgy has power generation capacity assignment contracts with the Federal Electricity Commission for
its combined-cycle plants in Mexico (CFE), for a 25-year term as from the commencement of commercial
operations. These contracts stipulate a pre-established collection schedule for the assignment of power
supply capacity. As Naturgy has the capacity to operate and manage the plants, it sells the power at
market prices and retains the risks and rewards of the operation, taking relevant decisions that will affect
future cash flows, these contracts represent provisions of services and are therefore recognised on a
percentage-of-completion basis over time.

Revenue from new subscriptions, which consist of the operation of coupling the gas reception facility to
the network, as well as revenue from facility verifications, are recognised at the time these actions are
carried out since it is at that time that the customer obtains the benefits of the service provided and there
is no associated future obligation.

Revenue from the rental of meters and facilities is recorded as income over the period of the rental
service that constitutes the performance obligation.

Revenues from contracts for the provision of service are recognised on a percentage-of-completion basis,
i.e. when revenues may be reliably estimated, they are recorded over time based on the progress of
contract execution at the year end, calculated in proportion to costs incurred to date in relation to
estimated costs necessary to execute the contract.

If the income from the contract cannot be estimated reliably, the costs (and respective income) are
recorded in the period in which they are incurred, provided that the former can be recovered. The contract
margin is not recorded until there is certainty of its materialisation, based on cost and income planning.
3.4.23 Cash-flow statement

The consolidated cash flow statement has been prepared using the indirect method and contains the
following terms, with their respective meanings:

a) Operating activities: activities that constitute ordinary Group revenues, as well as other activities
that cannot be qualified as investing or financing.

b) Investing activities: acquisition, sale or disposal by other means of non-current assets and other
investments not included in cash and cash equivalents.

c) Financing activities: activities that generate changes in the size and composition of equity, and
liabilities that do not form part of operating activities.

3.4.24  Significant accounting estimates and judgements

The preparation of the consolidated annual accounts requires the use of estimates and assumptions. The
valuation standards that require a large number of estimates are set out below:
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a) Intangible assets and property, plant and equipment (Notes 3.4.3 and 3.4.4)

The useful lives of intangible assets and property, plant and equipment are determined using estimates of
the level of use of the assets and of expected technological advancement. Assumptions regarding level of
use, technological framework and future development imply a significant degree of judgement, since the
timing and nature of future events are difficult to foresee.

b) Impairment of non-financial assets (Note 3.4.6)

The estimated recoverable value of the CGU applied to the impairment tests has been determined using
the discounted cash flows based on the projections approved by Naturgy, which have historically been
substantially met.

Note 5 details the main assumptions used to determine the recoverable value of non-financial assets.
c) Derivatives and other financial instruments (Note 3.4.8)

The fair value of financial instruments traded in active markets is based on quoted market prices at the
consolidated balance sheet date. The quoted market price used for financial assets is the current bid
price.

The fair value of financial instruments that are not traded in an active market is determined by using
valuation techniques. Naturgy uses a variety of methods and makes assumptions that are based on
market conditions existing at each consolidated balance sheet date. Other techniques, such as estimated
discounted cash flows, are used to determine fair value for the remaining financial instruments. The fair
value of interest rate swaps is calculated as the present value of the estimated future cash flows. The fair
value of forward foreign exchange contracts is determined using quoted forward exchange rates at the
consolidated balance sheet date. The fair value of commodity derivatives is calculated by using forward
quoted price curves at the consolidated balance sheet date.

The carrying value less the expected loss provision of receivables are assumed to approximate their fair
values. The fair value of financial liabilities for reporting purposes is calculated by discounting the future
contractual cash flows at the current market interest rate to which Naturgy has access for similar financial
instruments.

d) Provisions for employee benefits (Note 3.4.17)

A number of assumptions must be used to calculate pension costs, other costs of post-retirement benefits
and other post-retirement liabilities. Naturgy estimates at each year end the provision necessary to meet
its pension liabilities and the like, in accordance with the advice from independent actuaries. The changes
affecting such assumptions may result in the recording of different amounts and liabilities. The most
significant assumptions for the measurement of pension or post-retirement benefit liabilities are energy
consumption by beneficiaries during retirement, retirement age, inflation and the discount rate employed.
Social security coverage assumptions are also essential to determine other post-retirement benefits.
Future changes to these assumptions will have an impact on future pension costs and liabilities.

e) Provisions (Note 3.4.18)

Naturgy makes an estimate of the amounts to be settled in the future, including amounts relating to
contractual obligations, outstanding litigation, future costs for dismantling and closure of certain facilities
and restoration of land or other liabilities. These estimates are subject to the interpretation of current
events and circumstances, projections of future events and estimates of their financial effects.

f) Income tax (Note 3.4.21)
The calculation of the income tax expense requires interpretations of tax legislation in the jurisdictions in
which Naturgy operates. The decision as to whether the tax authority will accept a given uncertain tax

treatment and the expected outcome of outstanding litigation requires material estimates and judgements
to be made Naturgy evaluates the recoverability of deferred tax assets based on estimates of future
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taxable income and the capacity to generate sufficient profits during the periods in which said deferred
taxes are deductible. Deferred tax liabilities are recognised based on estimates of the net assets that will
not be tax deductible in the future.

Q) Revenue recognition (Note 3.4.22)

Revenues from energy sales are recognised when the goods are delivered to the customer based on
regular meter readings and include the estimated accrual of the value of the goods consumed as from the
date of the meter reading until the end of the period. Estimated daily consumption is based on historical
customer profiles taking into account seasonal adjustments and other factors than can be measured and
may affect consumption. Historically, no material adjustments have been made relating to the amounts
recorded as unbilled income and none are expected in the future.

Certain aggregates for the electricity and gas system, including those relating to other companies which
allow for the estimate of the overall settlement of the electricity system that must materialise in the
respective final payments, could affect the calculation of the shortfall in the settlements of electricity and
gas regulated activities in Spain.
Note 4. Segment financial information
An operating segment is a component that carries on business activities from which it may obtain ordinary
revenue and incur costs, whose operating results are reviewed regularly by Naturgy's Board of Directors
when taking its operating decisions in order to decide on the resources that must be allocated to the
segment and to evaluate its performance, in respect of which separate financial information is available.
The Strategic Plan 2018-2022, approved by the Board of Directors on 27 June 2018, determined a new
segment model with full management responsibility and independence. As a result, the operating
segments were redefined based on the following criteria:
- Gas and Electricity:
- Supply of gas, electricity and services: the objective is to manage a new integrated business
model for gas, electricity and services, maximising the value of the portfolio by focusing on
customers, with high growth potential in services and solutions.

- International LNG supply: includes both the sale of liquefied natural gas and the sea transport
business.

- Electricity generation in Europe: includes both conventional generation (hydro, coal, nuclear and
combined cycle plants) and renewable generation (wind, mini-hydro, solar and cogeneration), all
of which are currently in Spain.

- International electricity generation: includes the electricity generation facilities of Global Power
Generation (GPG) in Latin America (Brazil, Chile, Costa Rica, Mexico, Panama, Dominican
Republic and Puerto Rico, the latter consolidated using the equity method through EcoEléctrica
LP) and Australia.

- EMEA Infrastructures:

- Gas distribution Spain: encompasses the regulated gas distribution business in Spain.

- Electricity distribution Spain: encompasses the regulated electricity distribution business in Spain.

- Maghreb Infrastructures: Manages the Maghreb - Europe gas pipeline.

- Latin America South Infrastructures:

- Gas and electricity distribution in Argentina.

— Gas distribution in Brazil.
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- Gas distribution and sale and electricity distribution in Chile.
- Gas distribution in Peru.
—  Latin America North Infrastructures:
— Gas distribution in Mexico.
- Electricity distribution in Panama.
- Rest. Basically includes the activity of Unidn Fenosa Gas (consolidated by the equity method) and

the gas storage business.

Segment results and investments for the periods of reference are as follows:
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Segment financial information — Income statement

Latin America North

Gas and Electricity EMEA Infrastructures Latin America South Infrastructures Infrastructures
Gas Electricity
Supply Gener. Gener. Networks Networks Infr.
2019 business LNG  Europe International Total Spain Spain_Maghreb Total Argentina Brazil Chile  Peru Total Mexico  Panama Total Rest|Eliminations TOTAL
Consolidated revenue 9,210 2,829 1,039 902 13,980 1,137 836 78 2,051 693 1,815 2,956 12 5,476 631 890 1,521 7 - 23,035
Revenue between segments 1,743 - - 19 1,762 100 44 256 400 - - 2 - 2 4 1 5 127 (2,296) -
Intersegment revenue 467 189 662 - 1,318 - - - - - - - - - - - - - (1,318) -
Revenue by segment 11,420 3,018 1,701 921 17,060 1,237 880 334 2,451 693 1,815 2,958 12 5,478 635 891 1,526 134 (3,614) 23,035
Segment procurements (10,660) (2,652) (891) (449) (14,652) (74) - - (74) (474) (1,458)  (2,087) (8) (4,027) (345) (695)  (1,040) (5) 3,487 (16,311)
Net personnel expenses (118) (25) (138) (38) (319) (98) (92) (7) 197) (30) (27) (115) 1) (173) (23) (10) (33) (202) - (924)
Other operating income/expenses (195) 3 (402) (54) (648) (130) (113) (14) (257) (102) (68) (165) 5) (340) (38) (39) 77) (43) 127 (1,238)
EBITDA 447 344 270 380 1,441 935 675 313 1,923 87 262 591 2) 938 229 147 376 (116) - 4,562
Depreciation/amortisation & impairment losses @7) (133) (286) (158) (654) (298) (251) (36) (585) (13) (61) (176) 5) (255) (51) (42) (93) (71) - (1,658)
Transfers to provisions (65) - 1) - (66) 3) 1 - 2) (11) (10) (26) - 47) (16) (5) (21) 2 - (134)
Other results - - 5 - 5 - - - - - - 68 - 68 - - - 20 - 93
Operating results 305 211 (12) 222 726 634 425 277 1,336 63 191 457 (7) 704 162 100 262  (165) - 2,863
Net financial income/(expense) - - - - - - - - - - - - - - - - - - - (666)
Results of equity-consolidated companies - - 15 73 88 - 1 - 1 2 - 20 - 22 1 - 1 37) - 75
Profit/(loss) before tax - - - - - - - - - - - - - - - - - - - 2,272
Corporate income tax - - - - - - - - - - - - - - - - - - - (476)
Profit/(loss) for the year from continuing operations : } ) : ) - - - - - - - - - - - - - : 1,796
Profit/(loss) for the year from discontinued operations - - - - - - - - - - - - - (395)
Profit/(loss) for the year - - - - - - - - - - - - - - - - - - - 1,401
Latin America North
Gas and Electricity EMEA Infrastructures Latin America South Infrastructures Infrastructures
Gas Electricity
Supply Gener. Gener. Networks Networks Infr.
2018 business LNG  Europe International Total Spain Spain _Maghreb Total Argentina Brazil Chile Peru Total Mexico  Panama Total Rest|Eliminations TOTAL
Consolidated revenue 11,144 3,409 348 897 15,798 1,158 812 74 2,044 635 1,565 2,874 5 5,079 592 771 1,363 55 - 24,339
Revenue between segments 1,806 120 - 20 1,946 96 43 236 375 - - 1 - 1 4 - 4 165 (2,491) -
Intersegment revenue 114 - 1,702 - 1,816 - - - - - - - - - - - - - (1,816) -
Revenue by segment 13,064 3,529 2,050 917 19,560 1,254 855 310 2,419 635 1,565 2,875 5 5,080 596 771 1,367 220 (4,307) 24,339
Segment procurements (12,428) (3,003)  (1,091) (527) (17,049) (75) - - (75) (385) (1,217)  (2,033) 4) (3,639 (352) (644) (996)  (135) 4,171 (17,723)
Net personnel expenses (134) (23) (140) (39) (336) (118) (94) (6) (218) (24) (31) (157) 1) (213) (28) (13) (41) (202) - (1,010)
Other operating income/expenses (338) 7) (408) (62) (815) (177) (131) (16) (324) (108) (94) (231) 4) (437) (55) (43) (98) (49) 136 (1,587)
EBITDA 164 496 411 289 1,360 884 630 288 1,802 118 223 454 (4) 791 161 71 232 (166) - 4,019
Depreciation/amortisation & impairment losses (64) (75)  (4,279) (152) (4,570) (313) (247) (44) (604) 8) (59) (198) (47) (312) (42) (35) T7)  (444) - (6,007)
Transfers to provisions (75) - - - (75) (@) (5) - 12) 8) (16) (25) - (49) (37) 4) (41) ?) - (179)
Other results - - - - - - - - - - - - - - - - - - - -
Operating results 25 421 (3,868) 137 (3,285) 564 378 244 1,186 102 148 231 (51) 430 82 32 114 (612) - (2,167)
Net financial income/(expense) - - - - - - - - - - - - - - - - - - - (685)
Results of equity-consolidated companies - - 19 21 40 - - - - 11 - 17 - 28 - - - (581) - (513)
Profit/(loss) before tax - - - - - - - - - - - - - - - - - - - (3,365)
Corporate income tax - - - - - - - - - - - - - - - - - - - 779
Profit/(loss) for the year from continuing operations a ) } : } - - - - - - - - - - - - - a (2,586)
Profit/(loss) for the year from discontinued operations - - - - - - - - - - - - - (10)
Profit/(loss) for the year - - - - - - - - - - - - - - - - - - - (2,596)
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Segmental financial information — Assets, liabilities and investments

Latin America North
Gas and Electricity EMEA Infrastructures Latin America South Infrastructures Infrastructures
Gas Electricity
Supply Gener. Gener. Networks Networks Infr.
2019 business LNG Europe International Total Spain Spain Maghreb Total| Argentina Brazil Chile Peru Total Mexico  Panama Total Rest|Eliminations TOTAL
Operating assets (a) 2,780 1495 5978 2,088 12,341 3,802 5,125 1841 9,068 539 1,041 5925 13 7,518 883 1,212 2,095 549 (632) 30,939
Investments under equity method - - 95 294 389 - 6 - 6 - - 19 - 19 3 - 3 314 - 731
Operating liabilities (a) (1,674) (152) (94) (218) (2,992) (660) (989) (16)  (1,665) (259) (254) (531) (3)  (1,047) (94) (262) (356) (829) 633 (6,256)
Investment in intangible assets (b) 40 1 7 - 48 10 24 4 38 42 49 10 2 103 6 11 17 16 - 222
Invest. in property, plant & equipment (c) 15 2 505 209 731 156 237 - 393 2 - 176 - 178 52 98 150 11 - 1,463
Business combinations (Note 33) - - - - - - - - - 72 - - - 72 - - - - - 72
Latin America North
Gas and Electricity EMEA Infrastructures Latin America South Infrastructures Infrastructures
Gas Electricity
Supply Gener. Gener. Networks Networks Infr.

2018 business LNG Europe International Total Spain Spain _Maghreb Total| Argentina Brazil Chile Peru Total Mexico  Panama Total Rest|Eliminations TOTAL
Operating assets (a) 3219 1670 5705 2,051 12,645 3,921 5,127 164 9,212 379 1,046 6,116 9 7,550 845 1,067 1,912 580 (749) 31,150
Investments under equity method - - 126 271 397 - 7 - 7 14 - 38 - 52 2 - 2 358 - 816
Operating liabilities (a) (1,673) (357) (973) (207) (3,210) (684) (938) (13) (1,635) (188) (242) (394) (2) (826) (113) (267) (380) (993) 742 (6,302)
Investment in intangible assets (b) 36 - 12 1 49 9 23 5 37 46 54 17 13 130 7 4 11 54 - 281
Invest. in property, plant & equipment (c) 25 380 450 231 1,086 231 205 - 436 2 6 321 - 329 74 99 173 16 - 2,040
Business combinations (Note 33) - - - 35 35 - - - - - - - - - - - - - - 35

(a) There follows a breakdown of the reconciliation of “Operating assets” and “Operating liabilities” with consolidated “Total assets” and “Total liabilities”:

2019 2018 2019 2018

Operating assets 30,939 31,150 Operating liabilities (6.256) (6,302)

Goodwill 3,202 3,215 Equity (13.976) (14,595)

Investments carried under the equity method 731 816 Non-current financial liabilities (15.701) (13,352)

Non-current financial assets 738 910 Finance lease liabilities (Note 20) - (1,318)

Deferred tax assets 1,525 1,689 Deferred tax liabilities (2.249) (2,149)

Non-current assets held for sale (Note 12) 73 202 Liabilities related to non-current assets held for sale (Note 12) (46) (93)

Derivative financial instruments (see Note 11) 552 207 Current financial liabilities (2.286) (2,079)

Public administrations (Note 11) 79 113 Derivative financial instruments (Notes 20 and 21) (85) (132)

Current tax assets 281 185 Dividend payable (Note 20) (81) (37)

Other current financial assets 333 428 Public administrations (Note 21) (425) (541)

Cash and cash equivalents 2,685 1,716 Current tax liabilities (Note 21) (33) (33)

Total assets 41,138 40,631 Total Net Equity and liabilities (41.138) (40,631)

(b) Includes the investment in "Intangible assets" (Note 6), broken down by operating segment
(c) Includes the investment in "Property, plant and equipment” (Note 7), broken down by operating segment.
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Reporting by geographic area

Naturgy's assets, which include the operating assets described above, and the investments recorded using
the equity method, are as follows based on their location:

At 31.12.19 At 31.12.18
Spain 18,597 18,965
Rest of Europe 601 613
Latin American 11,764 11,674
Other 708 714
Total 31,670 31,966

The investments in property, plant and equipment and other intangible assets of Naturgy, as described
above, assigned according to the location of the assets are as follows:

At 31.12.19 At 31.12.18
Spain 1,022 1,437
Rest of Europe 2 1
Latin American 565 783
Other 96 100
Total 1,685 2,321

Note 5. Non-financial asset impairment losses

Definition of Cash Generating Unit

Following the approval on 27 June 2018 of the Strategic Plan 2018-2022 which introduced a new industrial
and business unit model, Cash Generating Units (CGU) are defined as follows:

- Gas and Electricity:

- Supply of gas, electricity and services: The commercial management of natural gas, electricity and
services is carried out on a comprehensive basis, maximising the value of the portfolio by focusing
on customers with high potential for growth in services and solutions, for which there is a single
CGU.

- International LNG sales: There is considered to be a single CGU, since the supply of liquefied
natural gas and the maritime transport activity are managed on a global level.

- Electricity Generation Europe: It is considered that there is a CGU for conventional electricity
generation (hydro, coal, nuclear, combined cycle and other plants) and another CGU for renewable
electricity generation (wind, mini-hydro, solar and cogeneration) taking into account the new
strategic vision of the Spanish electricity market, with a greater presence in renewables and greater
volatility in hourly prices, which requires specialisation in the management of conventional and
renewable generation focused, respectively, on cost adjustment and an increase in the installed
capacity, in line with the reorganisation carried out.

- International Electricity Generation: A CGU is understood to exist in each country in which there
are operations (Brazil, Costa Rica, Mexico, Panama, Dominican Republic, Puerto Rico, Australia
and Chile) since the businesses are subject to different regulatory frameworks and are managed
independently.

- EMEA Infrastructures:

- Gas distribution in Spain: Is a single CGU as the development, operation and maintenance of the
gas distribution network is managed jointly.

— Electricity Distribution Spain: This makes up a single CGU since the network comprises a group of
interrelated assets the development, operation and maintenance of which is managed jointly.
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- Maghreb Infrastructures: Is a single CGU which manages the Maghreb - Europe gas pipeline.

- Latin America South Infrastructures: A CGU is understood to exist for each business and country in
which there are operations since the businesses are subject to different regulatory frameworks. It
includes the regulated gas distribution business in Argentina, Brazil, Chile and Peru and the regulated
electricity distribution business in Argentina and Chile.

- Latin America North Infrastructures: A CGU is understood to exist for each business and country in
which there are operations since the businesses are subject to different regulatory frameworks. It
includes the regulated gas distribution business in Mexico and the regulated electricity distribution
business in Panama.

- Remainder: Basically includes the Unién Fenosa Gas CGU and the gas storage business.

Information on recognised impairments

- Conventional electricity generation:

The assumptions taken into consideration are the following:

2018 2019 2020 2021 2022
Evolution of Spanish GNP 2.7% 2.2% 1.8% 1.9% 1.8%
Pool price €/ MWh 58.5 52.7 55.8 52.8 49.7
Brent (USD/bbl) 75.3 62.9 56.5 55.5 60.6
Gas Henry Hub (USD/MMBtu) 2.9 2.7 2.4 2.4 2.7
Coal (API2 CIF ARA) (USDH) 89.6 59.8 68.0 71.0 79.5
CO, €/t 14.0 24.4 25.0 25.4 25.7

The most sensitive aspects that are included in the estimate of the recoverable amount determined
according to the value in use and applying the methodology detailed in Note 3.4.6 are the following:

- Electricity generated. Market demand evolution has been estimated based on the consensus
expressed by several international bodies. The share has been estimated based on Naturgy's
market share in each technology and on the expected evolution of each technology's share of the
total market, assuming an average year for hydro generation purposes. The main variation with
respect to past projections is a decrease in conventional production in line with the expected future
evolution of the conventional generation mix.

- Electricity price. Market electricity prices used have been calculated using models that cross
expected demand with supply forecasts, taking into account the foreseeable evolution of generation
capacity in Spain, based on sector forecasts. As a result of this analysis, price paths have been
obtained which, as a result of the considerable uncertainty over energy policy in Spain, have been
adjusted downwards in line with futures curves and analysts’ forecasts.

- Fuel costs. Estimated by reference to long-term supply contracts concluded by Naturgy, the forecast
evolution of price curves and market experience. The main variation with respect to past projections
corresponds to an increase in the cost of emission allowances based on the evolution of futures
curves.

- Operation and maintenance costs. Estimated from historical costs of managed park.

- Taxes laid down in Law 15/2012 (Note 2.2).

- In addition, a long-term growth rate of 1.9% and a pre-tax discount rate of 6.6% have been used for
the conventional electricity generation CGU. The discount rate has been determined based on the
risks associated with it in a manner consistent with those considered in the estimates of future cash

flows. In 2018 the long-term growth rate for the Electricity Spain CGU was 1.9%, while the pre-tax
discount rate applied for said CGU was 7.0%.
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Test result in 2019

Following the update of the test, in 2019 there has been no variation of the impairment recorded in the
2018 for Conventional Generation.

The recoverable amount calculated as the value in use of the conventional electricity generation CGU,
taking into account the impairment in 2018, which is equivalent to its carrying value, ia Euros 3,466
million. A sensitivity analysis was carried out independently for each of the following variations in the
key assumptions:

- anincrease in the discount rate of 50 basis points would increase impairment by Euros 332 million.
- adecrease in the growth rate of 50 basis points would increase impairment by Euros 283 million.

- adecrease in electricity output of 5% would increase impairment by Euros 210 million.

- anincrease in fuel costs of 5% would increase impairment by Euros 404 million.

- adecrease in electricity prices of 5% would increase impairment by Euros 519 million.

Test result in 2018

Following the approval of the new Strategic Plan 2018-2022, as a result of the reassessment of the
future cash flow estimates based on said Plan, impairment of conventional electricity generation plants
in Spain was recognised in the amount of Euros 3,929 million under "Depreciation/amortisation and
impairment losses". This amount includes Euros 1,538 million for all goodwill (Note 6), Euros 118 million
for intangible assets (Note 6), Euros 2,258 million relating to tangible fixed assets (Note 7) and Euros 15
million for Inventories (Note 13).

Due to the existence of impairment evidence, following the approval of the new Strategic Plan and
taking into account external reports by analysts that regularly follow Naturgy and which indicated a
value for the electricity business in Spain which is lower than the relevant carrying value, an impairment
analysis was carried out on the three CGUs that made up the Electricity CGU in Spain in previous
years: conventional electricity generation, renewable electricity generation and electricity supply.
Impairment was detected only with respect to the conventional electricity generation CGU in Spain.

The assumptions and projections that affect these CGUs were based on the Strategic Plan 2018-2022,
approved by the Board of Directors following the last General Shareholders' Meeting which updated
those that had been used until then, and were determined: i) in the light of the new sector variables for
the next five-year period, ii) taking into account the uncertainty regarding the role of certain generation
assets in the energy transition policy (coal, nuclear and combined cycles) and consequently the
development of the associated risks, iii) considering the greater presence forecast in renewables, iv)
considering the increasing volatility of prices in the electricity wholesale market and emission
allowances and v) assessing the references provided by very recently announced transactions in
conventional electricity generation assets in Spain.

At 31 December 2018 the recoverable amount calculated as the value in use of the conventional
electricity generation CGU, which is equivalent to its carrying value, was Euros 3,591 million. A
sensitivity analysis was carried out independently for each of the following variations in the key
assumptions:

- anincrease in the discount rate of 50 basis points would increase impairment by Euros 333 million.
- adecrease in the growth rate of 50 basis points would increase impairment by Euros 258 million.

- adecrease in electricity output of 5% would increase impairment by Euros 203 million.

- anincrease in fuel costs of 5% would increase impairment by Euros 364 million.

- adecrease in electricity prices of 5% would increase impairment by Euros 528 million.

Union Fenosa Gas:

In 2014, Egyptian Natural Gas Holding (EGAS), an Egyptian public company, ceased to supply gas to
Union Fenosa Gas and stopped paying the utilisation fee for the Damietta liquefaction plant in Egypt.
This led Unién Fenosa Gas to file various arbitration petitions, the progress of which is described in
Note 37.

The most sensitive matters included in the impairment test are as follows:
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- Gas volumes to be supplied from each supply source. The main causes of the differences between
the past and current cash flow projections are the decrease in the volumes of gas to be supplied
from Egypt and to liquefying at the plant during the Strategic Plan 2018-2022 because the
agreement with EGAS has still not materialised and due to the delays in coming to an agreement
with EGAS that would enable the plant to be reactivated and supplies to recommence. Naturgy
continues to be confident that the resolution of the arbitration processes will enable a commercial
agreement to be reached, enabling the recommencement of gas supplies to the plant as swiftly as
possible.

- Gas supply costs. In accordance with the prices of the long-term contracts entered into by Unién
Fenosa Gas and expected price fluctuations in spot markets based on the change in the composition
of gas volumes affected by the situation in Egypt.

- Selling price of natural gas. Valued using predictive modelling based on the forecast performance of
price curves and experience in the markets where Union Fenosa Gas operates.

- Along-term growth rate of 1.9% (1.9% in 2018) and a pre-tax discount rate of 13.5% (15.1% in 2018)
have been used.

Test result in 2019
Following the update of the test, the impairment recorded in 2018 has not varied in 2019.
Test result in 2018

As a result of impairment already arising in periods prior to 31 December 2018, the recoverable value of
Unién Fenosa Gas was approximately equivalent to its carrying value and therefore any negative
variation in the assumptions meant that the recoverable value would less than the carrying value.

In 2018, Euros 538 million was recorded with respect to the impairment of the 50% interest in Unién
Fenosa Gas recorded under the heading “Profit/(loss) from equity-consolidated companies”.

The accumulated impairment at 31 December 2019 relating to the 50% interest in Unién Fenosa Gas
amounts to Euros 1,166 million (Euros 1,166 million at 31 December 2018). At 31 December 2019, the
recoverable amount calculated as the value in use of Uniébn Fenosa Gas, which is equivalent to its
carrying value, was Euros 309 million (Euros 340 million at 31 December 2018) (Note 9). A sensitivity
analysis has been carried out for an increase in the discount rate of 50 basis points which would
increase impairment by Euros 17 million (Euros 16 million at 31 December 2018).

EcoEléctrica L.P.:

The main assumptions relate to the scenario considered for the renewal of the contract with Puerto Rico
Electric Power Authority (PREPA), which is shaped by the long-term energy projections. Additionally, a
pre-tax discount rate of 8.3% was used (8.3% in 2018).

Test result in 2019

Euros 27 million relates to the reversal of the impairment of the 50% interest in the company recorded
under the heading “Profit/(loss) from equity-consolidated companies”, by improving flows estimation
consequence of the contract renewal hypotheses.

Test result in 2018

Euros 34 million was recorded with respect to the reversal of the impairment of the 50% interest in the
company recorded under the heading “Profit/(loss) from equity-consolidated companies”.

At 31 December 2019, the recoverable amount calculated as the value in use of EcoEléctrica L.P.,
which is equivalent to its carrying value, was Euros 291 million (Euros 271 million at 31 December
2018) (Note 9). A sensitivity analysis has been carried out for an increase in the discount rate of 50
basis points which would result in a reversal of impairment under Euros 8 million (increase of Euros 6
million in 2018).
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Information on other impairment tests performed

As regards the remaining CGUs or groups of CGUs that have been allocated goodwill or intangible assets
with an indefinite useful life or evidence of impairment. An analysis of possible impairment losses has been
carried out based on the flows of the Strategic Plan. The most sensitive aspects that are included in the
projections used and which are based on industry forecasts and historical experience are as follows:

- Supply of gas, electricity and services:

Supply margin. Projections have been used on the evolution of the number of customers and unitary
margins based on existing contracts and the knowledge of the markets in which it operates.

In addition, a long-term growth rate of 0.5% and a pre-tax discount rate of 6.7% have been used for
this CGU. The discount rate has been determined specifically for the CGU based on the risks
associated with it in a manner consistent with those considered in the estimates of future cash flows.
In 2018 the long-term growth rate was 1.9%, while the pre-tax discount rate applied for said CGU
was 6.8%.

- Renewable electricity generation:

Electricity generated. Projections of hours of operation of each park consistent with their historical
output and predictions based on historical records of similar parks have been used when there were
no historical data.

Electricity price. Market electricity prices used have been calculated using models that cross
expected demand with supply forecasts, taking into account the foreseeable evolution of generation
capacity in Spain, based on sector forecasts. It was decided to measure the initial right-of-use asset
for an amount equivalent to the lease liability as of 1 January 2019 for all lease contracts.

Remuneration. For facilities with a right to specific remuneration, this has been estimated based on
the remuneration parameters for the established regulated income period.

Operation and maintenance costs. Estimated from historical costs of managed park.
Taxes laid down in Law 15/2012 (Note 2.2).

In addition, a long-term growth rate of 1.9% and a pre-tax discount rate of 5.9% have been used for
this CGU. The discount rate has been determined specifically for the new CGU based on the risks
associated with it in a manner consistent with those considered in the estimates of future cash flows.
In 2018 the long-term growth rate for the Electricity Spain CGU was 1.9%, while the pre-tax discount
rate applied for said CGU was 6.1%.

- International Electricity Generation:

Operation and maintenance costs. Estimated on the basis of historical costs.

International electricity generation is managed under energy sale-purchase contracts through stable
business models and which are not subject to fluctuation risks on the basis of market variables.

In addition, long-term growth rates of 1.9% - 3.5% (2.1% - 4.0 % in 2018) and pre-tax discount rates
of 7.1% - 16.6% (7.9% - 14.8% in 2018) have been used for these CGUs.

- Electricity and gas distribution in Spain:

Remuneration. Amount and growth of remuneration. In relation to the regulatory framework, the
future cash flows of these business lines have been reviewed taking into account the publications by
the regulator in 2019 described in Note 2.1 on the remuneration methodology for the regulated
electricity and gas distribution activity from 2020 and 2021, respectively.

Operation and maintenance costs. Estimated on the basis of the historical cost of the network
managed.
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- Investments. Taking into account the necessary investments to maintain the regular use of the
network and quality of supply.

- In addition, long-term growth rates of 0.5% - 1.5% (1.2% in 2018) and pre-tax discount rates of
5.4% - 5.8% (6.0% - 6.5% in 2018) have been used for these CGUs.

- Latin America North and South Infrastructures:

- Variations in rates. Valuation of rates in each country, based on existing regulatory conditions and
rate reviews, taking into account the experience gained from previous rate reviews in each country.

- Cost of raw materials and consumables. Estimated on the basis of predictive modelling based on an
understanding of energy markets in each country.

- Operation and maintenance costs. Estimated on the basis of the historical cost of the network
managed.

- Investments. Taking into account the necessary investments to maintain the regular use of the
network and quality of supply.

- In addition, long-term growth rates of 0.6% - 3.5% (1.3% - 3.8% in 2018) and pre-tax discount rates
of 8.5% - 13.9% (9.9% - 17.6% in 2018) have been used for these CGUs.

Naturgy has carried out a sensitivity analysis of the unfavourable variations which, drawing on historical
experience, may reasonably impact on the aforementioned sensitive parameters on which the recoverable
amounts of these remaining CGUs have been determined. Specifically, the most significant sensitivity
analyses performed were as follows:

Increase Decrease
Discount rate 50 basis points -
Growth rate - 50 basis points
Electricity generated - 5%
Electricity price - 5%
Fuel supply costs 5% -
Tarifffremuneration performance - 5%
Operating and maintenance costs 5% -
Investments 5% -

These sensitivity analyses performed separately for each basic assumption would not affect the
conclusions drawn to the effect that the recoverable amount exceeds the carrying amount for each of these
CGUs.

Test results

As a result of the previous process in the 2019 and 2018 fiscal years, the recoverable values, calculated
according to the methodology described in Note 3.4.6, have been higher than the net accounting values
recorded in these Consolidated Annual Accounts except for:

2019

- Impairment of Euros 38 million from the electricity generation business in the investments in Panama,
under the heading "Depreciation/amortisation and impairment losses" in Property, plant and equipment
(Note 7) as a result of the update for impairment testing purposes of the electricity production and
electricity price assumptions. In addition, a long-term growth rate of 2.5% and a pre-tax discount rate of
13.3% have been used.

The recoverable amount calculated as the value in use of the Panama electricity generation CGU,
which is equivalent to its carrying value, was Euros 45 million. A sensitivity analysis has been carried
out for an increase in the discount rate of 50 basis points which would increase impairment by Euros 1
million.

- An impairment loss of Euros 50 million on the electricity generation business in the investments in Costa
Rica, under "Non-current financial assets"(Note 10) as a result of the updating of the assumption on
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electricity production considered in the concession agreement. A pre-tax discount rate of 9.8% - 16.6%
was used.

The recoverable amount calculated as the value in use of the Costa Rica electricity generation CGU,
which is equivalent to its carrying value, was Euros 148 million. A sensitivity analysis has been carried
out for an increase in the discount rate of 50 basis points which would increase impairment by Euros 1
million.

2018

Euros 171 million recorded under "Depreciation/amortisation and impairment losses" relates to
computer software (Note 6), resulting from the review thereof under the new Strategic Plan 2018-2022
and taking obsolescence into account.

Euros 179 million relating to the impairment of capitalised costs in various gas distribution projects
included in Latin America South Infrastructures for an amount of Euros 45 million recorded under the
heading "Depreciation/amortisation and impairment losses" in Intangible Assets (Note 6) and other
miscellaneous projects included under Remainder amounting to Euros 134 million due to their non-
feasibility, of which Euros 86 million was recorded under the heading "Depreciation/amortisation and
impairment losses” under Property, plant and equipment (Note 7) and Euros 48 million recorded in
Inventories (Note 13).

Additionally, prior to the approval of the new Strategic Plan 2018-2022, in 2018 other impairments or write-
downs of various assets for an amount of Euros 54 million were recognised:

Euros 30 million from the electricity generation business in the Dominican Republic recognised in March
2018 under the heading "Depreciation/amortization and impairment losses" in Property, plant and
equipment (Note 7) as a result of the update for impairment testing purposes of the electricity production
and electricity price assumptions that have been necessary in a scenario of growth in the generation
park capacity with other technologies in that country. In addition, a long-term growth rate of 4.0% (4.0%
in 2017) and a pre-tax discount rate of 13.8% (12.8% in 2017) have been used.

At 31 December 2018 the recoverable amount calculated as the value in use of the electricity
generation CGU in the Dominican Republic, which is equivalent to its carrying value, was Euros 57
million. A sensitivity analysis has been carried out for an increase in the discount rate of 50 basis points
which would increase impairment by Euros 2 million.

Euros 24 million recorded in April and May 2018 under "Depreciation/amortization and impairment

losses" in Property, plant and equipment (Note 7) corresponding to the impairment of capitalised costs
in various projects included under Remainder due to their non-feasibility.
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Note 6. Intangible assets

The movement in 2019 and 2018 in intangible assets is as follows:

Other Other

C(I)Elg?gsligns c;:gz?;iﬁgrs i%?:vp\)/;trzr in;&;r;gitgle Subtotal Goodwill Total
Gross cost 1,662 3,489 1,430 1,371 7,952 4,760 12,712
Amortisation fund and impairment losses (587) (665) (936) (603) (2,791) - (2,791)
Carrying amount at 31/12/2017 1,075 2,824 494 768 5,161 4,760 9,921
Impact of application IFRS 15 R - R 61 61 - 61
Carrying amount at 01/01/2018 1,075 2,824 494 829 5,222 4,760 9,982
Investment (Note 4) 101 13 111 56 281 - 281
Amortisation charge (59) 47) (127) (115) (348) - (348)
Impairment losses (Note 5) (45) - (171) (118) (334) (1,538) (1,872)
Currency translation differences (56) (142) 4) 3) (205) 4) (209)
Business combinations (Note 33) - - - 28 28 9 37
Reclassifications and other® (5) 4) 2 7) (14) (12) (26)
Carrying amount at 31/12/2018 1,011 2,644 305 670 4,630 3,215 7,845
Gross cost 1,702 3,386 1,313 1,282 7,683 3,215 10,898
Amortisation fund and impairment losses (691) (742) (1,008) (612) (3,053) B (3,053)
Carrying amount at 31/12/2018 1,011 2,644 305 670 4,630 3,215 7,845
Investment (Note 4) 91 4 90 37 222 - 222
Amortisation charge (60) (38) (96) (95) (289) - (289)
Impairment losses (Note 5) - - - - - - -
Currency translation differences ® 9 (103) ) 1) 97) (8) (105)
Business combinations (Note 33) 64 - - - 64 - 64
Reclassifications and other® 6 (30) 4) 9 (19) (5) (24)
Carrying amount at 31/12/2019 1,121 24 293 620 4.511 3.202 7.713
Gross cost 1,900 3,269 1,313 1.310 7.792 3.202 10.994
Amortisation fund and impairment losses (779) (792) (1,020) (690) (3.281) - (3.281)
Carrying amount at 31/12/2019 1,121 241 293 620 4511 3.202 7.713

(1) Includes effect of inflation in Argentina (Note 3.3).
(2) Mainly includes transfers to "Non-current assets held for sale" at the date on which this classification is applied (Note 12).

Note 4 includes a breakdown of investments in intangible assets by segment.

“Concessions IFRIC 12” includes concessions regarded as intangible assets under IFRIC 12 “Service
concession agreements” (Note 34).

The heading “Other concessions and similar” includes principally:

- The Maghreb-Europe pipeline concession (Note 34) amounting to Euros 102 million at 31 December
2019 (Euros 131 million at 31 December 2018).

- Indefinite useful life concessions per the following breakdown:

31.12.2019 31.12.2018
Electricity distribution Spain 684 684
Electricity distribution Chile 922 1,004
Gas distribution Chile 747 795

The heading “Other intangible assets” mainly includes:

- Licences to renewable generation farms totalling Euros 171 million at 31 December 2019 (Euros 185
million at 31 December 2018). Includes Euros 22 million for Iberedlica Cabo leones Il S.A. (Euros 22
million at 31 December 2018) and Euros 26 million for Guimaranias (Euros 28 million at 31
December 2018) (Note 33).
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- Contracts recognised as assets under IFRS 15 amounting to Euros 56 million at 31 December 2019
(Euros 60 million at 31 December 2018).

- The value of gas supply contracts and other contractual rights acquired as a result of the business
combinations involving CGE for an amount of Euros 147 million at 31 December 2019 (Euros 159
million at 31 December 2018); Uni6n Fenosa for an amount of Euros 193 million at 31 December
2019 (Euros 213 million at 31 December 2018) and Naturgy Energy (UK) Ltd for an amount of Euros
11 million at 31 December 2019 (Euros 12 million at 31 December 2018).

Movements in and the composition of goodwill by CGU in 2019 and 2018 are set out below:

Currency
Business translation Transfer held CGU

1.1.2019 Combinations differences for sale reclassification Impairment  31.12.2019

Gas and Electricity 1,639 - 8 - - 1,647
Electricity Spain - - - - - - -
Conventional generation Spain - - - - - - R
Renewable generation Spain 743 - - - - - 743
Supply of gas, electricity and services 443 - - - - - 443
International generation Mexico 441 - 8 - - - 449
International generation Chile 4 - - - - - 4
International generation Brazil 8 - - - - - 8
EMEA |Infrastructures 1,070 - - - - - 1,070
Electricity distribution Spain 1,070 - - - - - 1,070
Latin America South Infrastructures 356 - (20) (5) - - 331
Gas distribution Brazil 17 - - - - - 17
Gas distribution Chile 68 - (5) - - - 63
Electricity distribution Chile 271 - (15) (5) - - 251
Latin America North Infrastructures 150 - 4 - - 154
Gas distribution Mexico 20 1 - - - 21
Electricity distribution Panama 130 - 3 - - - 133
Rest - - - - - - -
Total 3,215 - (8) (5) - - 3,202

Currency
Business translation Transfer held CGU

1.1.2018 Combinations differences for sale reclassification Impairment  31.12.2018

Gas and Electricity 3,148 9 20 - (1,538) 1,639
Electricity Spain 2,708 - - - (2,708) - -
Conventional generation Spain - - - - 1,538 (1,538) -
Renewable generation Spain - - - - 743 - 743
Supply of gas, electricity and services 16 - - - 427 - 443
International generation Mexico 420 - 21 - - - 441
International generation Chile 4 - - - - - 4
International generation Brazil - 9 1) - - - 8
EMEA |Infrastructures 1,070 - - - - - 1,070
Electricity distribution Spain 1,070 - - - - - 1,070
Latin America South Infrastructures 386 - (30) - - 356
Gas distribution Brazil 18 - 1) - - - 17
Gas distribution Chile 74 - (6) - - - 68
Electricity distribution Chile 294 - (23) - - - 271
Latin America North Infrastructures 144 - 6 - - 150
Gas distribution Mexico 20 - - - - - 20
Electricity distribution Panama 124 - 6 - - - 130
Rest 12 - - 12) - - -
Total 4,760 9 4 (12) - (1,538) 3,215

“CGU reclassification” in 2018 includes, as a result of the redefinition of the CGUs indicated in Note 5, the
reallocation of the goodwill of the Electricity Spain CGU to the Gas supply, electricity and services CGU,
the Conventional electricity CGU and the Renewable electricity generation CGU, based on the relative
values of the goodwill associated with the reorganised units, at 30 June 2018. In 2018 an impairment
analysis was carried out for these CGUs, resulting in impairment in the conventional electricity generation
in Spain CGU for the entire goodwill amounting to Euros 1,538 million (Note 5).

At 31 December 2019, Naturgy records investment commitments totalling Euros 24 million relating (Euros
31 million at 31 December 2018) basically to the development of the gas distribution network with
concessions regarded as intangible assets under IFRIC 12.

Intangible assets include, at 31 December 2019, fully amortised assets still in use totalling Euros 697
million (Euros 673 million at 31 December 2018).
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Note 7. Property, plant and equipment

The movements in the accounts in 2019 and 2018 under property, plant and equipment and their
respective accumulated depreciation and provisions have been as follows:

Land and Gas Electriclity Plant folr ellectricity Gas Other PPE
buildings _installations generation transmission and tankers Propert){, plant under_ Total
plants distribution and equipment construction
Gross cost 644 11,020 12,454 8,405 1,.118 987 1,105 35,733
Depreciation fund and impairment losses (121) (5.644) (4.676) (1.889) (297) (452) - (13.079)
Carrying amount at 01/01/2018 523 5,376 7,778 6,516 821 535 1,105 22,654
Investment (Note 4) 13 314 96 258 380 36 943 2,040
Divestment (19) - - - - - - (19)
Depreciation charge (34) (398) (421) (349) (67) (70) - (1,339)
Impairment losses (Note 5) (31) - (2.257) - - (110) - (2,398)
Currency translation differences(1) 8) (21) 44 (42) - (11) (53) (91)
Reclassifications and other (2) - 54 240 5 - (132) (358) (140)
Carrying amount at 31/12/2017 444 5,325 5,480 6,439 1,134 248 1,637 20,707
Gross cost 578 11,352 12,791 8,565 1,498 549 1,637 36,970
Depreciation fund and impairment losses (134) (6,027) (7,311) (2,126) (364) (301) - (16,263)
Carrying amount at 31/12/2018 444 5,325 5,480 6,439 1,134 248 1,637 20,707
First application IFRS 16 (Note 3.2) - - - - (1,134) - - (1,134)
Carrying amount at 01/01/2019 444 5,325 5,480 6,439 - 248 1.637 19,573
Investment (Note 4) 17 216 82 132 - 38 978 1,463
Divestment 8) (8) (5) - - (6) - 27)
Depreciation charge 37) (381) (374) (328) - (34) - (1,154)
Impairment losses (Note 5) - (38) - - (38)
Currency translation differences (1) 8) (33) 28 (111) - 2 6 (116)
Business combinations (Note 33) 1 - - - - 3 - 4
Reclassifications and other (2) 2) 101 990 476 - 64 (1.687) (58)
Carrying amount at 31/12/2019 407 5,220 6,163 6,608 - 315 934 19,647
Gross cost 563 11,534 13,757 8,999 - 634 934 36,421
Depreciation fund and impairment losses (156) (6,314) (7,594) (2,391) - (319) - (16,774)
Carrying amount at 31/12/2019 407 5,220 6,163 6,608 - 315 934 19,647

(1) Includes effect of inflation in Argentina (Note 3.3).
(2) Mainly includes transfers to "Non-current assets held for sale" at the date on which this classification is applied (Note 12).

Note 4 include a breakdown of investments in property, plant and equipment by segment.

In 2019 land and property sales took place generating a pre-tax capital gain of Euros 28 million. The most
significant sale relates to the sale in December 2019 of the LNG cargo facility that was being developed by
Gas Natural Puerto Rico, Inc. for USD 23 million, giving rise to a capital gain before income tax of Euros 12
million (Note 29).

In November 2018 Naturgy sold the building located in calle Goya, Madrid, for Euros 24 million, generating
a capital gain before corporate income tax of Euros 9 million (Note 29).

As a result of the application of IFRS 16, the assets included under the heading "Gas tankers" acquired
under a financial lease have been reclassified to "Right-of-use assets" (Notes 3.2 and 8).

Set out below is a breakdown of fixed assets in course of construction by business area:

31.12.2019 31.12.2018
Gas and Electricity 541 859
EMEA Infrastructures 91 92
Latin America South Infrastructures 246 612
Latin America North Infrastructures 56 63
Rest - 11
Total 934 1,637

The decrease in Gas and Electricity fixed assets under construction relates mainly to the commissioning of
investments in wind and photovoltaic generation parks in Spain, Australia and Brazil. Additionally, the
decrease in Latin America South Infrastructure corresponds to the commissioning of networks, mainly in
Chile.

At 31 December 2019 and 2018, Naturgy had no significant real estate investments.

At 31 December 2019, property, plant and equipment include fully-depreciated assets still in use totalling
Euros 2,347 million (Euros 2,150 million at 31 December 2018).
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It is Naturgy’s policy to take out insurance where deemed necessary to cover risks that could affect its fixed
assets.

At 31 December 2019, Naturgy records investment commitments totalling Euros 453 million (Euros 621
million at 31 December 2018) relating basically to the construction of new renewable generation facilities
and the development of the gas and electricity distribution network.

The financial expenses capitalised in 2019 in fixed assets projects during their construction total Euros 14
million (Euros 8 million in 2018). The financial expenses capitalised in 2019 account for 2.1% of total
financial costs on net borrowings (1.1% in 2018). The average capitalisation rate for 2019 and 2018 was
2.5% and 3.2%, respectively.

Note 8. Right-of-use assets

Movements in 2019 in right-of-use asset accounts and the related accumulated depreciation and provisions
are as follows:

Other Property, Total

Land and buildings Gas tankers () Vehicles plant and

equipment
First application IFRS 16 at 01/01/2019 (Note 3.2) 261 1,176 19 2 1,458
Additions 72 36 2 19 129
Divestments 4) - - (4)
Depreciation charge (32) (123) (10) - (165)
Currency translation differences (1) - (1) - (2)
Carrying amount at 31/12/2019 296 1,089 10 21 1,416

(1) Includes transfer of property, plant and equipment by gas tankers that were in a financial lease regime
as of 31 December 2018 for 1,134 million euros, as well as the recognition of medium-term chartering
tankers by application of IFRS16 (Note7)

Naturgy has signed lease agreements in which it is a lessee for the following category of underlying assets:

- Land for energy use for combined cycle plants, wind farms, photovoltaic parks, transformation center
facilities, propane (LPG) or liquefied natural gas (LNG) facilities.

- Buildings (offices, warehouses, premises, parkings...).

- Long and medium term gas transportation tankers

- Vehicles

At 31 December 2019, in containers for gas transportation, eight gas tankers are included under finance
long term leases and three medium term leased gas tankers.

Note 9. Investments in companies
Associates and joint ventures

Set out below is a breakdown of equity-consolidated investments:

At 31.12.19 At 31.12.18

Associates 54 57
Joint ventures 677 759
Total 731 816

Appendix | lists all the associates and joint ventures in which Naturgy holds an interest, stating their activity
and the percentage of the shareholding and equity interest.

The most significant shareholdings are Union Fenosa Gas and EcoEléctrica L.P. (Note 4).
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Movements during 2019 and 2018 in equity-consolidated investments, including a breakdown of the most
significant shareholdings, are as follows:

Unién Fenosa  EcoEléctrica, Other joint Total joint

Gas L.P. ventures ventures Associates Total
Value of shareholding at 31/12/2017 925 358 168 1,451 49 1,500
Impact of application IFRS 9 9) (14) - (23) - (23)
Value of shareholding at 01/01/2018 916 344 168 1,428 49 1,477
Investment - - 1 1 - 1
Divestment - - ) ) - )
Shares of profits/(losses) (583) 22 40 (521) 8 (513)
Dividends received - (107) (29) (136) - (136)
Currency translation differences 5 12 (20) 3) - 3)
Other comprehensive income - - - - - -
Reclassifications and other 2 - (10) (8) - (8)
Value of shareholding at 31/12/2018 340 271 148 759 57 816
Investment - - 2 2 - 2
Divestment - - (35) (35) ) (42)
Shares of profits/(losses) (37) 73 35 71 4 75
Dividends received - (56) (25) (81) 1) (82)
Currency translation differences 6 6 4 16 - 16
Other comprehensive income - - - - - -
Reclassifications and other @ - - (55) (55) 1 (54)
Value of shareholding at 31/12/2019 309 294 74 677 54 731

(1) Includes the transfer to "Non-current assets held for sale" at the date on which this classification is applied of the electricity
distribution investments in Chile and the change in consolidation method for the gas distribution investments in Chile included in
the swap and of Ghesa (Note 12).

On April 2019, Naturgy sold the 45% interest it held in the associated company Torre Marenostrum, S.L.
to Inmobiliaria Colonial for Euros 28 million, giving rise to a pre-tax capital gain of Euros 20 million (Note
30).

On 3 December 2019, Naturgy sold the interest it held through the group company Naturgy Renovables,
S.L.U. in Molinos de Cidacos (50.0%), Molinos de la Rioja (33.3%) and DER Rioja (36.25%) to Iberdrola
Renovables La Rioja for Euros 40 million, giving rise to a pre-tax capital gain of Euros 5 million (Note 30).

In 2018, impairment was recognised with respect to the Unién Fenosa Gas shareholding amounting to
Euros 538 million and in Ecoelectrica, L.P. amounting to Euros 34 million, of which Euros 27 million have
been reversed in 2019 (Note 5).

There follows a breakdown of assets, liabilities, revenue and results of Naturgy’s main interests in joint
ventures (by shareholding percentage):

At 31.12.2019 At 31.12.2018
Unién Fenosa  EcoEléctrica, Unién Fenosa  EcoEléctrica,
Gas L.P. Gas L.P.
Non-current assets 699 246 780 229
Current assets 137 64 117 58
Cash and cash equivalents 25 13 62 7
Non-current liabilities (387) (13) (397) 4)
Non-current financial liabilities (281) 9) (171) -
Current liabilities (140) 3) (160) (12)
Current financial liabilities (41) - (20) -
Net assets 309 294 340 271
Net borrowings (1) 297 4 119 ()

(1) Net borrowings: Non-current financial liabilities+Current financial liabilities-Cash and cash equivalents.
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2019

2018

Unién Fenosa

EcoEléctrica,

Unién Fenosa

EcoEléctrica,

Gas L.P. Gas L.P.
Revenue 675 154 843 141
Raw materials and consumables (611) (78) (762) (63)
Personnel expenses (10) (5) 9) 4)
Other operating income/expenses (20) (11) (23) (12)
Gross operating results 34 60 49 62
Depreciation, amortisation and impairment losses (46) (15) (69) (14)
Impairment due to credit losses (16) 3 (24) 9
Operating profit (28) 48 (44) 57
Net financial income/(expense) (21) - (18) 1
Results of equity-consolidated companies 3 - 5 -
Profit/(loss) before tax (46) 48 (57) 58
Corporate income tax 7 2) 11 )
Attributed to non-controlling interests 2 - 1 -
Profit/(loss) attributed for the year from continuing
operations (37) 46 (45) 56
Shareholding impairment (Note 5) - 27 (538) (34)
Share of profits (37) 73 (583) 22

There are no contingent liabilities affecting interests in joint ventures.

The contractual commitments for the acquisition and sale of interests in joint ventures at 31 December

2019 and 31 December 2018 are as follows:

Acquisition At 31 December 2019 At 31 December 2018
Energy purchases (1) 3,103 3,840
Energy transmission (2) 113 117
Total contractual obligations 3,216 3,957

Sale At 31 December 2019 At 31 December 2018
Energy sales (3) 1,206 1,339
Provision of capacity assignment services (4) 95 134
Total contractual obligations 1,301 1,473

(1) Reflects long-term commitments to buy natural gas from Unién Fenosa Gas and EcoEléctrica L.P.

(ended by 31 December 2019)

(2) Includes operating costs associated with gas tanker chartering agreements with Unién Fenosa Gas

under a financial lease arrangement.

(3) Reflects long-term commitments to sell natural gas of Unién Fenosa Gas.

(4) Reflects service provision commitments under power generation capacity assignment contracts from
EcoEléctrica L.P. to Puerto Rico Electricity Power Authority.

Certain investment projects related to interests in joint ventures have been financed by means of specific
structures (project finance) which include pledges on the shares in the project companies. At 31 December
2019, the outstanding balance of this type of financing totals Euros 183 million (Euros 210 million at 31

December 2018).

Joint operations

Naturgy participates in different joint operations that meet the conditions indicated in Note 3.4.1.b and
which are described in Appendix I, section 3. The relevant interests in joint operations at 31 December

2019 and 2018 are as follows:

2019 2018
Comunidad de Bienes Central Nuclear de Almaraz 11.3% 11.3%
Comunidad de Bienes Central Nuclear de Trillo 345%  34.5%
Comunidad de Bienes Central Térmica de Anllares 66.7% 66.7%
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The contribution from the joint operations to Naturgy's assets, liabilities, revenue and results is analysed

below:
At 31.12.19 At 31.12.18
Non-current assets 136 45
Current assets 74 87
Cash and cash equivalents 1 1
Non-current liabilities (90) (75)
Non-current financial liabilities - -
Current liabilities (83) (70)
Current financial liabilities 12) (10)
Net assets 37 (13)
Net borrowings (1) 11 9
(1) Net borrowings: Non-current financial liabilities+Current financial liabilities-Cash and cash equivalents.
2019 2018
Revenue 222 269
Operating expenses (165) (175)
Gross operating results 57 94
Depreciation, amortisation and impairment losses (1) 72 (498)
Operating profit 129 (404)
Net financial income/(expense) - -
Profit/(loss) before tax 129 (404)
Corporate income tax (32) 101
Profit/(loss) attributed for the year from continuing operations 97 (303)

(1) Includes generation asset impairment (Note 5)

Note 10.

Financial assets

Financial assets classified by nature and category break down as follows at 31 December 2019 and 2018:

Fair value through Total
other comprehensive Fair value through
At 31 December 2019 income profit or loss Amortised cost
Equity instruments 35 190 - 225
Derivatives (Note 19) 9 20 - 29
Other financial assets - - 484 484
Non-current financial assets 44 210 484 738
Derivatives (Note 19) 5 - - 5
Other financial assets - - 328 328
Current financial assets 5 - 328 333
Total 49 210 812 1,071
Fair value through Total
other comprehensive Fair value through
At 31 December 2018 income profit or loss Amortised cost
Equity instruments 262 85 - 347
Derivatives (Note 19) 11 7 - 18
Other financial assets - - 545 545
Non-current financial assets 273 92 545 910
Derivatives (Note 19) 6 24 - 30
Other financial assets - - 398 398
Current financial assets 6 24 398 428
Total 279 116 943 1,338
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Financial assets recognised at fair value at 31 December 2019 and at 31 December 2018 are classified as
follows:

31 December 2019 31 December 2018
Level 2 Level 3 (non- Level 1 Level 2  Level 3 (non-

Level 1 (listed price (observable observable (listed price on  (observable observable
Financial assets on active markets)  variables) variables) Total active markets)  variables) variables) Total
Fair value th!'ough other 14 35 49 ) 17 262 279
comprehensive income
Fair value through profit or loss - 210 - 210 - 31 85 116
Total - 224 35 259 - 48 347 395

The movement in equity instruments in 2019 and 2018, based on the method applied for calculating their
fair value, is as follows:

31 December 2019 31 December 2018
Level 2 Level 3 (non- Level 2 Level 3 (non-

Level 1 (listed price  (observable observable Level 1 (listed price  (observable observable

on active markets) variables) variables) Total on active markets) variables) variables) Total
At 1 January - 48 347 395 - 80 560 640
Additions
Changes recognised directly
in equity - ?3) (227)  (230) - (8) (181) (189)
Changes recognised in
income statement 95 - 95 (26) (10) (36)
Currency translation
differences - 1) - 1) - 2 - 2
Transfers and other (1) - 85 (85) - - - (22) (22)
At 31 December 224 35 259 - 48 347 395

(1) In 2018 pertains to the transfer to held-for-sale of the interest in Richards Bay (Note 12).
Fair value through other comprehensive income
- Equity instruments:

Mainly includes the 85.4% interest in Electrificadora del Caribe, S.A. ESP (Electricaribe). On 14
November 2016 the Superintendence for Residential Public Services of the Republic of Colombia (“the
Superintendence”) reported the government take-over of Electricaribe, a Naturgy investee, as well as
the separation of the members of the governing body and the general manager, and their replacement
by a special agent appointed by the Superintendence. On 14 March 2017 the Superintendence
announced the decision to liquidate Electricaribe. On 22 March 2017 Naturgy initiated arbitration
proceedings before the Court of the United Nations Commission for International Trade Law
(UNCITRAL) and on 15 June 2018 it lodged a complaint in which it claimed approximately 1,600 million
USD. On 4 December 2018 the Republic of Colombia submitted its answer to the complaint and filed a
counterclaim for approximately 500 million USD, the viability of which is considered remote.

Given the difficulty in assessing the fair value due to the specific situation of this asset, the shareholding
in question was valued on the basis of the latest available information in audited financial statements,
which reflect an attributed equity value of 85.4% of the Euros 28 million shareholding, entailing the
recognition of a decrease in the fair value of this investment of Euros 225 million. At 31 December 2018
this holding was valued at Euros 253 million.

For this equity investment the option permitted by IFRS 9 was used to irrevocably classify it in the new
category of "Equity instruments at fair value through other comprehensive income" (Note 3.2) and
therefore this decrease in fair value has been recorded under "Other accumulated comprehensive
income".

Fair value through profit or loss
- Equity instruments: the 14.9% interest in the Medgaz, S.A., the company that operates the submarine

gas pipeline between Algeria and Spain, in the amount of Euros 190 million (Euros 85 million at 31
December 2018).
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On 15 October 2019 Naturgy and Sonatrach S.p.A. (Sonatrach) reached an agreement with Mubadala for
the acquisition of its 42.09% interest in Medgaz, S.A. and therefore following completion of the operation
Medgaz will be owned by Sonatrach (51.0%) and Naturgy (49.0%). Naturgy will acquire 34.05% of Medgaz
for Euros 445 million and accordingly the fair value of the 14.95% current interest has been valued based
on the price agreed. In 2018 and prior years, the fair value was determined based on discounted cash
flows from future dividends.

Amortised cost

The breakdown at 31 December 2019 and 2018 is as follows:

At 31.12.19 At 31.12.18
Commercial loans 44 47
Gas system income deficit - 7
Deposits and guarantees deposits 105 104
Other loans 335 387
Other non-current financial assets 484 545
Commercial loans 29 30
Electricity system income deficit 151 95
Gas system income deficit 27 131
Dividend receivable - 5
Other loans 121 137
Other current financial assets 328 398
Total 812 943
The breakdown by maturities at 31 December 2019 and 2018 is as follows:
Maturities At 31.12.19 At 31.12.18
No later than 1 year 328 398
Between 1 year and 5 years 185 224
More than 5 years 299 321
Total 812 943

The fair values and carrying amounts of these assets do not differ significantly.

The heading “Gas system revenue deficit” includes temporary mismatches between gas system revenues
and costs, funded by Naturgy pursuant to Law 18/2014 of 17 October, amounting to Euros 27 million
(Euros 138 million at 31 December 2018). This amount will be recovered through gas system settlements
which in 2019 have allowed the imbalances of 2017 and 2018 to be recovered. The amount pending
receipt following the settlements for the year generates a recovery right in the following five years for the
remaining amount financed, plus interest at a market rate. The amount of this financing has been
recognised in long term and short term items based on the estimated recovery period.

“Gas system revenue deficit” includes the temporary mismatches between electricity system revenues and
costs financed by Naturgy pursuant to Law 24/2013 of 26 December in the amount of Euros 151 million
(Euros 95 million at 31 December 2018) and which generate a recovery right over the following five years
and interest at a market rate. The amount of this financing has been entirely recognised as a short-term
item on the understanding that it is a temporary mismatch that will be recovered through system
settlements within one year.

“Commercial loans” mainly include the credits for the sale of gas and electricity installations. The respective
interest rates (between 5% and 11% for loans from 1 to 5 years) are adjusted to market interest rates for
this type of loans and duration.

The heading “Deposits and guarantees deposits” basically include amounts deposited with the competent
Public Administrations, under applicable legislation, in respect of guarantees and deposits received from
customers when contracts are concluded to secure the supply of electricity and natural gas (Note 20).

“Other loans” includes, basically:

— a loan of Euros 115 million (Euros 145 million at 31 December 2018) for financing ContourGlobal La
Rioja. S.L. for the sale of the Arribal combined cycle plant (La Rioja), which took place on 28 July 2011,
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of which Euros 24 million is classified under current assets (Euros 22 million in 2018). The loan, which is
secured by the shares of this company and by its assets, bears annual interest at a market rate and
matures in 2021.

— The value of generation concessions in Costa Rica that are deemed to be credits, pursuant to IFRIC 12

“Service concession arrangements” (Note 3.4.3.b and Note 34), in the amount of Euros 168 million
(Euros 224 million at 31 December 2018), of which Euros 14 million is classified in current assets
(Euros 16 million in 2018). These credits are classified under this heading as they represent an
unconditional right to receive cash in fixed or determinable amounts.

Derivatives

The variables upon which the valuation of the derivatives reflected under this heading are based and

observable in an active market (Level 2).

Note 19 shows the details of the derivative financial instruments.

Note 11. Other non-current assets and trade and other receivables

The headings “Other non-current assets” and “Trade and other receivables” at 31 December 2019 and 31
December 2018, classified by nature and category, are as follows:

Fair value through Total
other comprehensive
At 31 December 2019 income  Amortised cost
Derivatives (Note 19) 247 - 247
Other assets - 334 334
Other non-current assets 247 334 581
Derivatives (Note 19) 305 - 305
Other assets - 4,595 4,595
Trade and other receivables 305 4,595 4,900
Total 552 4,929 5,481
Fair value through Total
other comprehensive
At 31 December 2018 income  Amortised cost
Derivatives (Note 19) 162 - 162
Other assets - 172 172
Other non-current assets 162 172 334
Derivatives (Note 19) 45 - 45
Other assets - 5,089 5,089
Trade and other receivables 45 5,089 5,134
Total 207 5,261 5,468

Financial assets recognised at fair value at 31 December 2019 and at 31 December 2018 are classified as

follows:

Level 3 (non- Level 1 Level 2 Level 3 (non-
Level 1 (listed price (observable observable (listed price on active (observable observable
Financial assets on active markets) variables) Total markets) variables) variables)

31 December 2019

31 December 2018

Total

Fair value through other

LY 552 207
comprehensive income
Fair value through profit or loss
Total 552 207

Fair value through other comprehensive income

Non-current derivative financial assets at fair value through other comprehensive income include the
changes in market value of two contracts between the Australian group company Crookwell Development
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Pty Ltd (Crookwell) and the distributor ActewAGL (ACT) and the Australian group company Berrybank
Developement Pty Ltd (Berrybank) and the State of Victoria (Australia) whereby Crookwell and Berrybank
undertake to sell on the market, at the spot price, the output from a plants owned by them and to settle with
ACT and the State of Victoria the difference between the price of each delivery and a fixed price for a
specific volume of MW. Both contacts cover the sale price of the plants’ output for a period of 20 years in
the first case and 15 years in the second, and have been recorded as a cash-flow hedging financial
instrument (Note 19).

In addition, operating hedging derivatives are included to cover gas sales (see Note 19).

Amortised cost

At 31.12.19 At 31.12.18

Receivable, revenue from capacity services 167 146
Other loans 167 26
Other non-current assets 334 172
Trade receivables 4,662 5,187
Receivables with related companies (Note 35) 34 17
Provision for impairment due to debtor credit losses (785) (789)
Trade receivables for sales and services 3,911 4,415
Public Administrations 79 113
Prepayments 92 85
Sundry receivables 232 291
Other receivables 403 489
Current income tax asset 281 185
Trade and other receivables 4,595 5,089
Other non-current assets and trade and other receivables 4,929 5,261

The fair values and carrying amounts of these assets do not differ significantly.

The heading “Receivable, revenue from capacity services” relates to revenue yet to be billed in respect of
the levelling of the term of the service contracts for electricity generation capacity assignment with the
Mexican Federal Electricity Commission (Note 3.4.20.f).

As of December 31, 2019, the long-term customer balances corresponding to price stabilization
mechanisms in Chile are included in the “Other credits” section (Note 2.4.2).

In general, the outstanding invoices do not accrue interest as they fall due in an average period of 21 days.
At 31 December 2019 the accumulated balances for electricity and gas sales yet to be invoiced are
included under “Trade receivables” and amount to Euros 1,618 million (Euros 1,748 million at 31 December
2018).

The movement in the impairment provision for debtor credit losses is as follows:

2019 2018
At 31 December (789) (650)
First application IFRS 9 (Note 3.2) - (101)
At 1 January (789) (751)
Provision for impairment due to credit losses (134) (179)
Write offs 136 136
Currency translation differences 2 5
Transfers and other - -
At 31 December (785) (789)
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Note 12. Non-current assets and disposal groups of assets held for sale and discontinued
operations

At 31 December 2019, non-current assets held for sale relate to the electricity generation business in
Kenya and the 47.9% interest in Ghesa Ingenieria y Tecnologia, S.A. (Ghesa).

- As aresult of the strategic review of its business, Naturgy initiated a competitive process for the sale of
100% of its shareholding in Iberafrica Power Limited, in Kenya. On 27 June 2018, Naturgy reached an
agreement with AEP Energy Africa Limited for the sale at a total value (Enterprise Value) of USD 62
million. After a number of term extensions, AEP was notified of the termination of the contract in March
2019 and the sale process has continued. Finally, on September 19, 2019 a new sales agreement has
been reached with A.P. Moller Capital, for a total value (Enterprise Value) equivalent to the previous
one, subject to compliance with certain conditions, which are expected to be met in the first quarter of
2020. The fair value has been determined based on the sale price less the costs of sale and its update
has not had a significant impact on the consolidated profit and loss account.

As Naturgy has a firm commitment to sell these assets that are clearly identified, the process is under
way and it is considered that the sale is highly probable, or the sale has already been completed, the
accounting balances of these assets and liabilities were transferred to "Non-current assets held for
sale" and "Liabilities related to non-current assets held for sale", in accordance with IFRS 5 "Non-
current assets held for sale and discontinued operations”. In addition, it was considered that these are
discontinued operations as they are components classified as held for sale which represented a
significant and separate line of business or area of operation. Therefore, all income and expenses
pertaining to these lines of business for 2019 and 2018 are disclosed under "Profit for the year from
discontinued operations, net of taxes".

- In July 2019, Naturgy and the other Ghesa shareholders concluded an agreement with CPE for the
sale of their respective shareholdings (47.9% in the case of Naturgy). This agreement will materialise
once certain suspensive conditions are met, which is expected to occur in the first quarter of 2020.
Since the expected sale value of this interest is higher than its carrying amount, no valuation impact
has been recognised under IFRS 5. In addition, as it does not represent a significant business line or
geographical area of operation which is separate from the rest, this was not treated as a discontinued
operation.

At 31 December 2018, non-current assets held for sale related to the electricity generation business in
Kenya and the distribution of electricity in Moldova, the latter being sold in 2019.

2019

In April 2019, Naturgy signed an agreement with Duet Private Equity Limited for the sale of 100% of the
electricity distribution subsidiaries in Moldova, a line of business that was considered to be held for sale at
31 December 2017. The transaction, which values the capital of the investees at Euros 141 million,
including dividends prior to completion of the transaction (Euros 48 million in 2018 and Euros 68 million in
2019), took place in July 2019 with no significant impact on the consolidated income statement. At the time
of the transfer, it was considered that these were discontinued operations as they are components
classified as held for sale which represented a significant and separate line of business or area of
operation. Therefore, all income and expenses pertaining to these lines of business for 2019 and 2018 are
disclosed under "Profit for the year from discontinued operations, net of taxes".

On 10 July 2019 the Chilean group company Compafiia General de Electricidad, S.A. (CGE) reached an
agreement with the Argentine company Cartellone Energia y Concesiones, S.A. (CECSA) to exchange
CGE's shares in the electricity distribution companies in Argentina (Empresa de Distribucién Eléctrica de
Tucuman, S.A., Empresa Jujefia de Energia, S.A. and Empresa Jujefia de Sistemas Energéticos
Dispersos, S.A.) for CECSA's shares in the gas distribution companies in Argentina (Gasnor, S.A. and
Gasmarket, S.A.). The sale took place on 30 July for a total price of USD 40 million (Euros 36 million),
which is the same price set for the acquisition, without any significant impact on the consolidated financial
statements. The interest in the electricity distribution companies was classified as held-for-sale at 30 June
2019 and since the sale value of these holdings was higher than their carrying amount no valuation impact
was recorded under IFRS 5. In addition, as it does not represent a significant business line or geographical
area of operation which is separate from the rest, this was not treated as a discontinued operation.
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On 1 October, 100% of the shareholding in Empresa de Transmisién Eléctrica Transemel, S.A., which
carries out electricity transmission activities in Chile, was sold. The total sale price amounted to Euros 155
million, generating a capital gain of Euros 68 million before taxes (Note 30). The investment in Transemel
had been classified as held-for-sale at 30 June 2019 and since the expected sale value of this holding was
higher than its carrying amount no valuation impact was recorded under IFRS 5. In addition, as it does not
represent a significant business line or geographical area of operation which is separate from the rest, this
was not treated as a discontinued operation.

2018

On 1 and 22 February 2018, following approval by the competition authorities, the sale of the gas
distribution and supply companies in Italy to the companies 2i Rete Gas and Edison, respectively, was
completed. Additionally, on 18 April 2018 the assignment of the gas supply contract was completed. The
total sale price amounted to Euros 766 million, generating a capital gain of Euros 188 million after taxes.

On 17 November 2017, Naturgy entered into a binding agreement with Brookfield Infrastructure for the sale
of its 59.1% interest in Gas Natural SA ESP, a Colombian company engaged in the distribution and retail
sale of gas, for 1,678,927 million Colombian pesos (Euros 468 million). The transaction was structured in
two phases, the first of which was completed in December 2017 through successive sales operations on
the Colombian stock exchange. Following that phase, Naturgy's percentage holding was reduced to 41.9%
and control over Gas Natural S.A. ESP was lost. This investment was subsequently recorded using the
equity method. On 28 May 2018, the acceptance period for the public offering on Gas Natural S.A. ESP
expired, thereby completing the sale of the remaining 41.9% of the gas distribution business in Colombia
for Euros 334 million, which was settled on 1 June 2018. This amount is equivalent to the carrying value of
the dividends received and therefore there has been no impact on the consolidated income statement.

On 27 June 2018 Naturgy reached a preliminary agreement for the sale of its 70% interest in Kangra Coal
Proprietary Limited (mining business in South Africa) to Menar Holding. The transaction was completed in
December 2018. The transaction represents an equity value of USD 28 million for 70% of Naturgy's shares.
The conclusion of the transaction was subject to compliance with the terms and procedures laid down in
Kangra's shareholders' agreement and the finalisation of the transaction was subject to the necessary
regulatory approvals and competition authorisation. In May 2018, as the sale of this business was highly
probable, these assets were classified as non-current assets held for sale. At that date, for the estimate of
the fair value minus costs to sell required by IFRS 5, a Level 3 valuation was made taking into account the
price of the sale offers received less costs to sell. Given that previously, in March 2018, an impairment of
Euros 140 million had been foreseen, the result of the reduction in the carrying value of the resulting
investment amounting to Euros 141 million did not have a significant additional impact, like the final sale of
the company.

As Naturgy sold these assets that were clearly identified, the process was under way and it was considered
that the sale was highly probable, or the sale has already been completed, the accounting balances of
these assets and liabilities were transferred to "Non-current assets held for sale" and "Liabilities related to
non-current assets held for sale", in accordance with IFRS 5 "Non-current assets held for sale and
discontinued operations". In addition, it was considered that these are discontinued operations as they are
components classified as held for sale which represented a significant and separate line of business or
area of operation. Therefore, all income and expenses pertaining to these lines of business for 2018 are
disclosed under "Profit for the year from discontinued operations, net of taxes".
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The breakdown by nature of assets classified as held for sale and the associated liabilities is as follows at

31 December 2019 and 2018:

International

2019 Electricity Kenya Ghesa Total
Intangible assets - - -
Property, plant and equipment 42 - 42
Investments recorded using the equity method - 12 10
Non-current financial assets - - -
Deferred tax assets - - -
NON-CURRENT ASSETS 42 12 54
Inventories 8 - 8
Trade and other receivables 10 - 10
Other current financial assets 1 - 1
Cash and cash equivalents - - -
CURRENT ASSETS 19 - 19
TOTAL ASSETS 61 12 73
Grants - - -
Non-current provisions - - -
Non-current financial liabilities - - -
Deferred tax liabilities 9 - 9
Other non-current liabilities - - -
NON-CURRENT LIABILITIES 9 - 9
Current financial liabilities 30 - 30
Trade and other payables 2 - 2
Other current liabilities 5 - 5
CURRENT LIABILITIES 37 - 37
TOTAL LIABILITIES 46 - 46
International Electricity
2018 Electricity Kenya  distribution Moldova Total
Intangible assets - 1 1
Property, plant and equipment 41 64 105
Investments recorded using the equity method - - -
Non-current financial assets - 1 1
Deferred tax assets - 1 1
NON-CURRENT ASSETS 41 67 108
Inventories 8 - 8
Trade and other receivables 10 35 45
Other current financial assets - - -
Cash and cash equivalents - 41 41
CURRENT ASSETS 18 76 94
TOTAL ASSETS 59 143 202
Grants - 9 9
Non-current provisions - 1 1
Non-current financial liabilities - - -
Deferred tax liabilities 9 1 10
Other non-current liabilities - - -
NON-CURRENT LIABILITIES 9 11 20
Current financial liabilities 30 3 33
Trade and other payables 2 33 35
Other current liabilities 5 - 5
CURRENT LIABILITIES 37 36 73
TOTAL LIABILITIES 46 47 93
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Breakdowns by nature of the heading “Profit for the year from discontinued operations net of taxes” in the
consolidated income statement for 2019 and 2018 are as follows:

International Electricity
2019 Electricity Kenya distribution Moldova Total
Revenue 32 155 187
Raw materials and consumables (20) (126) (136)
Other operating income - - -
Personnel expenses ?3) 4) (@)
Other operating expenses 4) @) (11)
Release of fixed asset grants to income and other - - -
GROSS OPERATING RESULTS 15 18 33
Fixed asset depreciation/amortisation - - -
Impairment due to credit losses - - -
Other results (11) (14) (25)
OPERATING PROFIT/(LOSS) 4 4 8
Financial income - - -
Financial expenses 2) 1) 3
Exchange differences - - -
NET FINANCIAL INCOME/(EXPENSE) 2) 1) 3)

Profit/(loss) on equity method companies - - -
PROFIT/(LOSS) BEFORE TAXES 2 3

Corporate income tax 2 [©)] 5)
PROFIT FOR THE YEAR AFTER TAXES FROM

DISCONTINUED OPERATIONS - - -
Attributable to:

The parent company - - -
Non-controlling interests - - -

Gas Gas Electricity Gas International Mining

distribution  distribution distribution  marketing Electricity South
2018 Italy Columbia Moldova Italy Kenya Africa Total
Revenue 7 - 237 36 17 41 338
Raw materials and consumables - R (198) (30) %) (21) (256)
Other operating income 2 _ 1 1 1 - 5
Personnel expenses ) _ @) %) (1) (11) (22)
Other operating expenses 3) - (13) (1) o) (8) (29)
Release of fixed asset grants to income and
other - R - R R - R
GROSS OPERATING RESULTS 5 - 20 4 6 1 36
Fixed asset depreciation/amortisation i R i, R R (13) (13)
Impairment due to credit losses N - . (1) - - 6
Other results (1) 58 - (73) 130 ) (141) (33)
OPERATING PROFIT/(LOSS) 63 - (53) 133 (1) (153) (11)
Financial income - - 1 - - 1 2
Financial expenses i R (1) R %) 1 (@)
Exchange differences R - R N - - -
NET FINANCIAL INCOME/(EXPENSE) - - - - (2) - )
Profit/(loss) on equity method companies R 7 R N N - 7
PROFIT/(LOSS) BEFORE TAXES 63 7 (53) 133 €) (153) (6)
Corporate income tax (1) - (3 (€] (2) 3 (O]
PROFIT FOR THE YEAR AFTER TAXES
FROM DISCONTINUED OPERATIONS 62 7 (56) 132 5) (150) (10)
Attributable to:
the parent company 62 7 (56) 132 4) (110) 31
Non-controlling interests - - - 1) (40) (41)

(1) Gas Distribution Colombia includes the capital gain on the sale of the shareholding and the impact of the fair-value measurement
of the remaining interest. International Electricity Kenya includes the reduction in the carrying amount of the investment to measure it
at fair value less costs to sell.
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The total comprehensive income from this activity in the years ended 31 December 2019 and 2018 breaks

down as follows:

International Electricity Electricity

2019 Kenya distribution Moldova Total
Consolidated profit/(loss) for the year - - -
Other comprehensive income recognised directly in equity:

Financial assets at fair value through other comprehensive income - - -

Currency translation differences - 5) 5)
Transfer to the income statement:

Currency translation differences - - -
Total comprehensive income for the year - (5) (5)

Gas Gas Electricity International Mining
distribution  distribution  distribution Gas marketing Electricity South

2018 Italy Columbia Moldova Italy Kenya Africa Total
Consolidated profit/(loss) for the year 62 7 (56) 132 (5) (150) (10)
Other comprehensive income
recognised directly in equity:

Financial asset§ at‘falr value through ; ; ) ) ) as) as)
other comprehensive income

Currency translation differences - - 9 - - 8) 1
Transfer to the income statement:

Currency translation differences - - - - - 50 50
Total comprehensive income for the
year 62 7 47 132 (5 (126) 23
The cash flows from discontinued operations included in the consolidated cash flow statements are:
2019 International Electricity Electricity
Cash flow from: Kenya distribution Moldova Total

Operation 2 9 11

Investment @ (2) (3

Financing (1) (33) (34)

Gas Gas Electricity

2018 distribution distribution distribution  Gas marketing International Mining
Cash flow from: Italy Columbia Moldova ltaly  Electricity Kenya South Africa Total

Operation (14) - 62 (6) 8 4 54

Investment Q) - (29) - - 1) (21)

Financing - - (51) 10 (8) - (49)

Transactions between the companies making up the discontinued business with other group companies
are not significant. Therefore, intragroup cash flows with the discontinued business are not significant.

Note 13. Inventories

The breakdown of Inventories is as follows:

At 31.12.19 At 31.12.18
Natural gas and liquefied gas 445 498
Coal and fuel oll 39 53
Nuclear fuel 56 56
CO:2emission allowances 196 147
Raw materials and other inventories 60 96
Total 796 850

At 31 December 2019 Naturgy has commitments for the acquisition of inventories amounting to Euros 31
million (Euros 34 million at 31 December 2018) corresponding to nuclear fuel.

Gas inventories basically include the inventories of gas deposited in underground storage units, sea

transport, plants and pipelines.

At 31 December 2019, the cumulative amount corresponding to inventory impairment amounts to Euros 75

million (Euros 63 million at 31 December 2018).
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Note 14. Cash and cash equivalents

Cash and cash equivalents breaks down as follows:

At 31.12.19 At 31.12.18

Cash at banks and in hand 1,574 1,469
Short term investments (Spain and rest of Europe) 881 161
Short term investments (International) 230 86
Total 2,685 1,716

The investments in cash equivalents mature in less than three months and bear a weighted effective
interest rate of 1.18% at 31 December 2019 (0.78% at 31 December 2018).

At 31 December 2019 and 2018 there are no investments in sovereign debt, nor are there any significant
restrictions on cash withdrawals.

All investments in "Cash and cash equivalents" are valued at amortised cost.
Note 15. Equity

The main equity items are analysed below.

Share capital and share premium

The variations in 2019 and 2018 in the number of shares and share capital and share premium accounts
have been as follows:

Number of shares Share capital Share premium Total
At 1 January 2018 1,000,689,341 1,001 3,808 4,809
Variation - - - -
At 31 December 2018 1,000,689,341 1,001 3,808 4,809
Capital reduction (16,567,195) 17) - 17
At 31 December 2019 984,122,146 984 3,808 4,792

All issued shares are fully paid up and carry equal voting and dividend rights.

On 5 August 2019, capital was reduced through the redemption of 16,567,195 treasury shares with a par
value of 1 euro each, representing approximately 1.65% of the Company's share capital at the time of
adoption of the relevant resolution (see paragraph on treasury shares in this Note). Following the capital
reduction share capital stood at Euros 984 million, made up 984,122,146 shares with a par value of 1 euro
each.

The Company's Board of Directors, which for these purposes may be substituted by the Executive
Committee, for a maximum term of five years as from 20 April 2017, is empowered to increase share
capital by Euros 500,344,670 through one or more cash payments at the time and in the amount that it
deems fit, issuing ordinary, privileged or redeemable shares with or without voting rights, with or without a
share premium, without requiring any further authorisation from the shareholders, with the possibility of
agreeing, as appropriate, the full or partial exclusion of preferential subscription rights up to a limit of 20%
of share capital at the date of this authorisation, and to alter the By-laws as required due to the capital
increase or increases performed by virtue of said authorisation, with provision for an incomplete
subscription, in accordance with the provisions of Article 297.1.b) of the Spanish Companies Act.

The Spanish Capital Companies Act specifically allows the use of the "Share premium" balance to increase
capital and imposes no specific restrictions on its use.
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The most representative holdings in the share capital of Naturgy Energy Group at 31 December 2019 and
31 December 2018, in accordance with the public information available or the information released by the
Company itself, are as follows:

Interest in share capital %

2019 ® 2018 @

- Fundacion Bancaria Caixa d'Estalvis i Pensions de Barcelona,“la Caixa” @ 24.4 25.6
- Global Infrastructure Partners Il @ 20.3 20.0
- CVC Capital Partners SICAV-FIS, S.A. ® 20.4 20.1
- Sonatrach 4.1 3.9

(1) In 2019, participation through Criteria Caixa S.A.U. In 2018, 20.4% of participation through Criteria Caixa S.A.U. and 5.2% indirect
participation (5.0% through Energia Boreal 2018, S.A. and 0.2% of others).

(2) Global Infrastructure Partners Ill, whose investment manager is Global Infrastructure Management LLC, holds its interest
indirectly through GIP Il Canary 1, S.a.r.l.

(3) Through Rioja Acquisition S.a.r.l. The Company Rioja Acquisition S.a.r.l. was absorbed by Rioja Bidco Shareholdings, S.L.U. in
2019.

(4) On 22 February 2018 Repsol, S.A. concluded an agreement with Rioja Bidco Shareholdings, S.L.U., a company controlled by
funds advised by CVC, for the sale of 20.072% of the capital of Naturgy Energy Group, S.A. On 18 May 2018 the transaction was
completed and Repsol, S.A. ceased to be the owner of said company.

(5) Capital Research and Management Company is not included, which on 31 December 2019 owns 3.0% of the share capital since it
is considered floating capital and the 3% limit is exceeded or reduced occasionally.

All Naturgy shares are traded on the four official Spanish Stock Exchanges and the continuous market, and
form part of Spain’s Ibex 35 stock index.

Naturgy's share price at the end of 2019 is Euros 22.40 (Euros 22.26 at 31 December 2018).

Reserves and retained earnings

“Reserves” includes the following reserves:

2019 2018

Legal reserve 200 200
Statutory reserve 100 100
Goodwill reserve 27 109
Capital Redemption Reserve 17 -
Other reserves and retained earnings 6,343 10,881
Voluntary reserve Naturgy Energy Group, S.A. 10,973 7,305
Other reserves and retained earnings (4,630) 3,576
6,687 11,290

Legal reserve

Appropriations to the legal reserve are made in compliance with the Spanish Capital Companies Act, which
stipulates that 10% of the profits must be transferred to this reserve until it represents at least 20% of share
capital. The legal reserve can be used to increase capital in the part that exceeds 10% of the capital
increased.

Except for the use mentioned above, and as long as it does not exceed 20% of share capital, the legal
reserve can only be used to offset losses in the event of no other reserves being available.

Statutory reserve

Under the articles of association of Naturgy Energy Group, S.A., 2% of net income for the year must be
allocated to the statutory reserves until it reaches at least 10% of share capital.

Goodwill reserve

Law 22/2015 on Auditing eliminated the requirement to record annually the restricted reserve for at least
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5% of the goodwill figuring under assets on the balance sheet, stipulating that in periods commencing as
from 1 January 2016, the goodwill reserve is to be reclassified to voluntary reserves and will be available in
the amount that exceeds the goodwill recognised under assets on the parent company’s balance sheet.

At the annual general meeting held on 5 March 2019, the shareholders agreed to the transfer to Voluntary
Reserves of Euros 82 million from the Goodwill Reserve.

Capital redemption reserve

Following the approval of the ordinary general meeting of shareholders of 5 March 2019, in the year a
capital reduction was carried out due to amortization of own shares with the decrease of 17 million euros
and 383 million voluntary reserves.

Additionally, in application of article 335 c) of the Capital Companies Act, a Reserve for amortized capital is
constituted for an amount equal to the nominal value of the amortized shares, as unavailable.

Other reserves and retained earnings

Relates basically to voluntary reserves for retained earnings.
Share-based payments

Within the framework of the Strategic Plan 2018-2022, on 31 July 2018 the Board of Directors approved a
long term variable incentive plan (LTI) involving the Executive Chairman and 25 other executives, whose
characteristics are those approved by the General Shareholders meeting on 5 de march 2019.

The incentive covers the duration of the Strategic Plan 2018-2022, and scheduled to expire in July 2023. It
is directly related to the total yield obtained by the shareholders of Naturgy Energy Group S.A. in the period
concerned.

It is arranged through the acquisition of shares in Naturgy Energy Group S.A. through an investee company
that can generate a surplus. This surplus, if any, is the incentive that will be given to the participants. At the
expiration of the plan, this company will obtain a profit derived from the collection of dividends on its
shares, changes in the share price and other income and expenses, mainly financial in character. At that
time it will sell the shares required to return all the resources received for the acquisition of the shares and
after settling its obligations it will distribute any surplus among its members in the form of shares.

The surplus will be received only if a minimum profitability threshold has been surpassed, which implies a
share price of Euros 19.15 when the LTI expires and assuming that all the dividends foreseen in the
Strategic Plan 2018-2022 are paid.

If they leave the Company, the beneficiaries will only be entitled, in certain cases, to receive a part of the
final incentive calculated in proportion to their length of service in the Company with respect to the duration
of the plan.

The fair value of the equity instruments granted has been determined at the grant date using a Monte Carlo
simulation valuation model based on the share price at the date of the concession with the following
assumptions:

Forecast share price volatility (1) 17.73%
Plan duration (years) 5
Expected dividends 6.26%
Risk-free interest rate 0.34%

(1) Forecast volatility has been determined based on the historical volatility of the daily share price in the last year.

As a result of the time apportionment of the fair value estimate of the equity instruments granted over the
term of the plan, an amount of Euros 4.5 million (Euros 4.5 million in 2018) has been recorded in the
consolidated income statement for 2019 under Personnel expenses, credited to Reserves in the
consolidated balance sheet.
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Treasury shares

Movements during 2019 and 2018 involving the treasury shares of Naturgy Energy Group, S.A. are as
follows:

Number of shares Amount (million euro) % Capital
At 1 January 2018 - - -
Acquisitions 10,782,040 227 1.0
Acquisitions LTI coverage 8,639,595 200 0.9
Delivered to employees (354,422) (7 -
Disposals (5,029,881) (99) (0.5)
At 31 December 2018 14,037,332 321 1.4
Share acquisition plan 332.382 7 -
Delivered to employees (310.812) (7) -
2018 buyback programme 11.169.458 279 11
Capital reduction (16.567.195) (400) (1,6)
Acquisitions 5.162.320 121 0,5
Disposals - - -
At 31 December 2019 13,823,485 321 1.4

In 2019 there has been no profit or loss on transactions involving Naturgy's treasury shares (profit of Euros
0.4 million in 2018 recorded in “Other reserves”).

The General Meeting of Shareholders of 5 March 2019 authorized the Board of Directors so that, within a
term not exceeding five years, it may acquire, on a one-time basis, one or several times, shares of the
company that are fully paid up, without ever having the nominal value of the shares acquired directly or
indirectly, in addition to those already owned by the Company and its subsidiaries, exceeds 10% of the
subscribed capital, or any other legally established. The consideration price or value may not be less than
the nominal value of the shares or exceed the value of the stock exchange.

The minimum and maximum acquisition price will be the share price on the continuous market of the
Spanish stock exchanges, within an upper or lower fluctuation of 5%.

Transactions involving the treasury shares of Naturgy Energy Group, S.A. relate to:

- Share Acquisition Plan: In accordance with the resolutions adopted by the shareholders of Naturgy
Energy Group, S.A. at the general meeting held on 20 April 2017, within the Share Acquisition Plan
2017-2018-2019, those relating to 2017 and 2018 addressed to Naturgy employees in Spain who
decide voluntarily to take part in the Plan were set in motion. The Plan enables participants to receive
part of their remuneration in the form of shares in Naturgy Energy Group, S.A., subject to an annual
limit of Euros 12,000. During 2019, 332,382 treasury shares were acquired for Euros 7 million to be
handed over to the employees taking part in the Plan (354,422 treasury shares amounting to Euros 7
million in 2018) and 310,812 have been delivered, leaving a surplus of 21,570 treasury shares.

- 2018 buyback programme: Within the Strategic Plan 2018-2022, The Board of Directors of Naturgy
Energy Group, S.A. approved a treasury shares buyback programme, which was published on 6
December 2018, with a maximum investment of Euros 400 million to 30 June 2019, representing
approximately 1.8% of share capital, which may be redeemed if such is decided by the shareholders at
the annual general meeting to be held in the first half of 2019. At 30 June 2019, a total of 16,567,195
treasury shares had been acquired under this programme at an average price of 24.13 euros per
share, representing a total cost of Euros 400 million (5,397,737 treasury shares at an average price of
22.42 euros per share with a total cost of Euros 121 million at 31 December 2018), which were applied
to reduce capital.

- Capital reduction: At its meeting on 23 July 2019, the Company's Board of Directors resolved to
implement the capital reduction resolution approved at the annual general meeting of shareholders
held on 5 March 2019, whereby it approved a reduction in the share capital of Naturgy Energy Group,
S.A. by the amount resulting from the sum of:

a) Euros 3 million through the redemption of 2,998,622 treasury shares with a par value of 1 euro
each which had been acquired at the close of trading on 6 December 2018.

b) the aggregate par value, up to a maximum of Euros 16 million, of the 16,000,000 additional shares
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with a par value of one euro each which, where applicable, are acquired for redemption by the
Company under the treasury share buyback programme approved by the Company under
Regulation (EU) No. 596/2014 on market abuse and disclosed as price-sensitive information on 6
December 2018.

In this respect, as Naturgy Energy Group, S.A. had acquired a total of 13,568,573 shares at 30 June
2019 under the approved buyback programme referred to above, the Board of Directors set the figure
for the capital reduction at Euros 17 million (the "Capital Reduction") and agreed to implement this
reduction. The Capital Reduction was carried out through the redemption of 16,567,195 treasury
shares with a par value of 1 euro each, representing approximately 1.65% of the Company's share
capital at the time of adoption of the resolution in question. Following the Capital Reduction share
capital stood at Euros 984 million, made up 984,122,146 shares with a par value of 1 euro each.

- 2019 share buyback programme: The Board of Directors of Naturgy Energy Group, S.A. approved a
treasury share buyback programme, which was published on 24 July 2019, with a maximum investment
of Euros 400 million to 30 June 2020, representing approximately 2.1% of share capital at the date of
communication, which may be redeemed if such is decided by the shareholders at the annual general
meeting to be held in the first half of 2020. At 31 December 2019, a total of 5,162,320 treasury shares
had been acquired under this programme at an average price of Euros 23.3 per share, representing a
total cost of Euros 121 million.

- Long-term Variable Incentive Plan: In 2018 Naturgy acquired 8,639,595 treasury shares the objective of
which is to cover the potential delivery of shares derived from the increase in the value of the shares
involved in the long-term variable incentive plan (see paragraph on Share-based payments in this Note).

Movements during 2019 and 2018 involving the treasury shares of Compafia General de Electricidad, S.A.
and CGE Gas Natural, S.A. are as follows:

Number of shares In million euro
Compaiiia General de
Electricidad, S.A. CGE Gas Natural, S.A.

At 1 January 2018 6,466,178 5,373,555 9
Acquisitions 4,087,225 - 4
Disposals and other (6,466,178) (5,373,555) 9

At 31 December 2018 4,087,225 - 4
Acquisitions - - -
Disposals and other (4,087,225) - (4

At 31 December 2019

The shares recorded in 2017 were acquired from shareholders that held rights of withdrawal following the
mergers by absorption of Transnet, S.A., Emel Norte, S.A. and Emelat Inversiones, S.A. into Compafia
General de Electricidad on 8 February 2017 and 27 July 2017, and following the merger by absorption of
Gas Natural Chile, S.A. into CGE Gas Natural, S.A. on 31 May 2017.

In 2018, as a result of the merger between the company and its subsidiaries CGE Distribucion S.A.,
Compafiia Nacional de Fuerza Eléctrica, S.A. and Empresa Eléctrica Atacama, S.A. approved by the
shareholders at an extraordinary general meeting of Compafiia General de Electricidad S.A. on 30
November 2017, the shareholders of said companies were allowed a right of withdrawal, under which they
could sell their shares to the company. This right was exercised by 60 shareholders holding 1,936,176
shares.

On 31 May 2018 an extraordinary shareholders’ meeting was held which approved the merger by
absorption of Empresa Eléctrica de Arica S.A., Empresa Eléctrica de Iquique S.A. and Empresa Eléctrica
de Antofagasta S.A. into Compafila General de Electricidad S.A. As a result of this operation the
shareholders of both companies were allowed a right of withdrawal, under which they could sell their
shares to the company. This right was exercised by 66 shareholders holding 2,151,049 shares.

Treasury shares resulting from the right of withdrawal must be disposed of in the securities market within a
maximum of one year, at the end of which they must be redeemed if they have not been sold. During 2019
capital was reduced as a matter of law since 4,087,225 treasury shares had not been subscribed within the
term of one year as from their payment date (6,466,178 shares by CGE, S.A. and 5,373,555 by CGE Gas
Natural, S.A. in 2018).
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Earnings per share

The earnings per share are calculated by dividing the net income attributable to the equity holders of the
parent Company by the average weighted number of ordinary shares in circulation during the year.

At 31.12.19 At 31.12.18

Profit attributable to equity holders of the parent company 1,401 (2,822)

Weighted average number of ordinary shares in issue 977,636,309 997,663,816
Earnings per share from continuing operations (in euro):

- Basic 1.43 (2.86)

- Diluted 1.43 (2.86)
Earnings per share from discontinued activities (in euro):

- Basic - 0.03

- Diluted - 0.03

The average weighted number of ordinary shares used in the calculation of earnings per share in 2019 and
2018 is as follows:

2019 2018
Weighted average number of ordinary shares 993,971,684 1,000,689,341
Weighted average number of treasury shares (16,335,375) (3,025,525)
Weighted average number of shares in issue 977,636,309 997,663,816

Basic earnings per share are the same as diluted earnings per share as there were no instruments that
could be converted into ordinary shares during those years and at the 2019 year-end the conditions for
considering the shares pertaining to the incentive described in the paragraph on Share-based remuneration
in the calculation of diluted earnings are not met.

Dividends

Set out below is a breakdown of the payments of dividends made in 2019 and 2018:

31.12.19 31.12.18
% of Euros per % of Euros per
Nominal share Amount Nominal share Amount

Ordinary shares 134% 1.34 1,319 140% 1.40 1,400
Other shares (without voting rights, redeemable, ) ) ) ) )
etc.)

Total dividends paid 134% 1.34 1,319 140% 1.40 1,400
a) Dividends charged to income statement 134% 1.34 1,319 140% 1.40 1,400

b) Dividends charged to reserves or share
premium account
¢) Dividends in kind - - - - - -

Additionally, dividends paid to non-controlling shareholders in 2019 amounted to Euros 582 million (Euros
576 million in 2018). See "Non-controlling interests" in this Note, with which dividend payments have
amounted to Euros 1,901 million (Euros 1,976 million in 2018).

2019

The general meeting of shareholders held on 5 March 2019 approved a supplementary dividend of 0.570
euros per share for shares not directly held as treasury stock on the payment date, which was fully paid in
cash on 20 March 2019.

On 23 July 2019, the Company’s Board of Directors resolved to pay an interim dividend of 0.294 euros per
share out of 2019 results, paid on July 31, 2019 to the outstanding shares on this date for an amount of
289 million euros.
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Naturgy Energy Group, S.A. had sufficient liquidity to pay the dividend at the approval date in accordance
with the Spanish Companies Act. The provisional liquidity statement drawn up by the Directors on 23 July
2019 is as follows:

Profit after tax 838
Reserves to be replenished -
Maximum amount distributable 838
Forecast maximum interim dividend payment (1) 294
Cash resources 1,395

Undrawn credit facilities 5,035

Total liquidity 6,430

(1) Amount considering total shares issued

On 29 October 2019, the Board of Directors of Naturgy Energy Group, S.A. resolved to pay a second
interim dividend of Euros 0.473 per share out of 2019 results for a total of Euros 465 million, which was
paid on 12 November 2019 with respect to the outstanding shares at that date.

Naturgy Energy Group, S.A. had sufficient liquidity to pay the dividend at the approval date in accordance
with the Spanish Companies Act. The provisional liquidity statement drawn up by the Directors on 30
October 2019 is as follows:

Profit after tax 1,095
Reserves to be replenished -
Maximum amount distributable 1,095
Dividend on account result 2019 289
Forecast maximum interim dividend payment (1) 465
Cash resources 1,238

Undrawn credit facilities 4,982

Total liquidity 6,220

(2) Amount considering total shares issued

On 4 February 2020, the Board of Directors approves the proposal that will be presented to the General
Meeting of Shareholders for the distribution of the Company's net profit for the year 2019, which is the
following:

AVAILABLE FOR DISTRIBUTION
Available for distribution ............oouueeiiiiiieeee e 4,415
DISTRIBUTION:

TO DIVIDENDS: the gross aggregate amount shall be equal to the sum of the following quantities (the
“Dividend”):

(i) Euros 754 milion relating to the two interim dividends for 2019 paid by the Company, equivalent jointly
to Euros 0.767 per share by the number of shares that were not direct treasury shares on the relevant
dates; and

(i) the amount obtained by multiplying Euros 0.603 per share by the number of shares that are not direct
treasury shares on the date on which the registered shareholders entitled to receive the
complementary dividend are determined (“Complementary dividend”).

The supplementary dividend will be paid through entities participating in Sociedad de Gestion de los
Sistemas de Registro, Compensacion y Liquidacién de Valores, S.A.U. (Iberclear), and the Board of
Directors is expressly empowered to delegate its powers to the director(s) it deems so that they may
perform all the actions required to carry out the distribution and, in particular, without limitation, so that they
may (i) set the date on which the shareholders entitled to receive the dividend are determined and the date
of payment; (ii) determine the definitive amount of the supplementary dividend, and (ii) designate the entity
that is to act as payment agent.

TO RETAINED EARNINGS Determinable amount obtained by subtracting the dividend amount from the
distribution base.
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Total distributed ........eiieeeeeee e 4,415

This proposal for the distribution of profits prepared by the Board for approval by the Annual General
Meeting includes as supplementary payment of Euros 0.603 per share for each qualifying share
outstanding at the proposed date of payment, 25 March 2020. In this respect, in the event that at the time
of distribution of the third and last payment of the proposed 2019 dividend (Euros 0.603 per share) the
same number of treasury shares is maintained as at the 2019 year end (5,183,890 treasury shares, see
section on Treasury shares), the amount applied to voluntary reserves would be Euros 3,071 million.

2018

The proposal for the distribution of 2017 profits approved by the Annual General Meeting held on 27 June
2018 included the payment of a supplementary dividend of Euros 0.670 per share for a total amount of
Euros 670 million, which was paid in full in cash on 5 July 2018.

On 24 July 2018, the Board of Directors of Naturgy Energy Group, S.A. resolved to pay an interim dividend

of Euros 0.28 per share out of 2018 results, for a total of Euros 280 million, which was paid on 31 July
2018.

On 31 October 2018, the Board of Directors of Naturgy Energy Group, S.A. resolved to pay an interim
dividend of Euros 0.45 per share out of 2018 results for a total of Euros 450 million, which was paid on 27
November 2018 with respect to the outstanding shares at that date.

Other equity items

Movements in other equity items break down as follows:

Financial Total asset and Currency

assets at fair Hedging liability revaluation translation
value operations Tax effect reserves differences Total
31.12.2017 (45) (47) 9) (101) (899) (1,000)
e o @0 e a - w
31.12.2017 (61) (47) (7) (115) (899) (1,014)
Change in value (183) (24) 2 (205) (212) (417)
Taken to income statement - 100 (15) 85 50 135
Other 22 - - 22 - 22
31.12.2018 (222) 29 (20) (213) (1,061) (1,274)
Change in value (225) 332 (31) 76 (105) (29)
Taken to income statement - 1 7) (6) 28 22
Other - - - - 27 27
31.12.2019 (447) 362 (58) (143) (1,111) (1,254)

The heading “Currency translation differences" includes the exchange differences described in Note 3.4.2
as a result of the euro's fluctuation against the main currencies of Naturgy's foreign companies. This
heading also includes the effect of the restatement of the financial statements of companies in
hyperinflationary economies.
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Non-controlling interests

Non-controlling

interests
Balance at 31/12/2017 3,571
Impact of first application of new standards (Note 3.2) (13)
Balance at 01/01/2018 3,558
Total comprehensive income for the year 210
Distribution of dividends (505)
Payments return on other equity instruments (58)
Sale of 20% of gas distribution business in Spain without loss of control (Note 3.4.1) 458
Sale of Kangra Coal Proprietary Limited (Note 12) 9)
Redemption treasury shares CGE, S.A. 5)
Other changes (2
Balance at 31/12/2018 3,647
Total comprehensive income for the year 352
Distribution of dividends (576)
Payments return on other equity instruments (58)
Expiration buyback commitment Naturgy México 69
Redemption treasury shares CGE, S.A. 4)
Other changes (5)
Balance at 31/12/2019 3,425

The most significant movements for 2019 relate to:

At 31 December 2018, the heading “Other current liabilities” included the buyback commitment without
a premium granted on 22 September 2008 and renewed in June 2013 to Sinca Inbursa, S.A. de C.V.
(Inbursa) pertaining to 14.125% of Naturgy México, S.A. de C.V. (formerly Gas Natural México, S.A. de
C.V.) and 14% of Sistemas de Administracion, S.A. de C.V. in the amount of Euros 69 million (Note 20).

In May 2019, the term of this commitment expired without Inbursa having exercised its right. Therefore,
the derecognition of the liability and the corresponding increase in non-controlling interests was
recorded as an equity transaction, as it involved a percentage change that did not represent a loss of
control, leading to an increase in "Non-controlling interests" of Euros 69 million, a decrease in "Other
current liabilities" of Euros 69 million, a negative impact on "Reserves" of Euros 27 million and a positive
impact on "Currency translation differences" of Euros 27 million.

The most significant movements for 2018 relate to:

On 3 August 2017 Naturgy signed an agreement with a consortium formed by Allianz Capital Partners
and Canada Pension Plan Investment Board to sell a 20% interest in the natural gas distribution
business in Spain for an amount of Euros 1,500 million.

On 19 March 2018, once the necessary regulatory and competition approvals were completed, Naturgy
transferred 20% of the shares in Holding de Negocios de Gas, S.A. to said consortium. As the
transaction involves a sale of non-controlling interests not leading to a loss of control, it has been
recorded as an equity transaction, entailing an increase of Euros 458 million in Non-controlling interests
and an increase in Reserves of Euros 1,016 million.

Derecognition of non-controlling interests corresponding to Kangra Coal Proprietary Limited (mining
business in South Africa) as a result of the sale in December 2018 (Note 12).
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Perpetual subordinated debentures

In previous years, Naturgy Finance, B.V. issued the following perpetual subordinated debentures for an
aggregate amount of Euros 1,500 million.

Issuance Nominal Early redemption option Coupon
November 2014 1,000 2022 4,125%
April 2015 500 2024 3.375%

Interest accrued on these debentures is not payable but rather is cumulative. Nonetheless, Naturgy must
pay it if dividends are paid out or the decision to exercise the early redemption option is taken.

Although no contractual maturity has been established for these debentures, Naturgy Finance, B.V. has the
option to redeem them early on the early redemption option date and subsequently, on every interest
payment date.

Naturgy recognised the cash received in “Non-controlling interests” under equity in the consolidated
balance sheet on the understanding that the issues did not meet the conditions to be considered as a
financial liability, because Naturgy Finance B.V. does not have a contractual commitment to hand over
cash or any other financial asset nor any obligation to exchange financial assets or liabilities; the
circumstances whereby it would be obligated in this respect are entirely at the discretion of Naturgy
Finance, B.V.

The interest accrued during 2019 and 2018 amounts to Euros 58 million and has been recognised in “Non-
controlling interests” in the consolidated income statement for 2019 and 2018.

Preference shares

In 2005 Union Fenosa Preferentes, S.A. carried out a preference share issue for a nominal amount of
Euros 750 million, of which Euros 640 million was repurchased in 2015, the remainder still being in
circulation.

Dividends are variable and non-cumulative, accruing interest at the 3-month Euribor plus a 1.65% spread.
The dividend is paid per calendar quarter in arrears, subject to the existence of distributable profits in
Naturgy, (considering as such the lower between the declared net profit of Naturgy and the net profit of
Naturgy Energy Group, S.A. as guarantor) and the payment of a dividend by Naturgy Energy Group, S.A.
In addition, Unién Fenosa Preferentes, S.A.U. has the option, but not the obligation, to pay the holders of
the preference shares a benefit in kind by increasing their nominal value.

The shares are perpetual, with the option for the issuer to redeem them at nominal value.

Naturgy recognised the cash received in “Non-controlling interests” under equity in the consolidated
balance sheet on the understanding that the issue did not meet the conditions to be considered as a
financial liability, because Unién Fenosa Preferentes, S.A.U. does not have a contractual commitment to
hand over cash or any other financial asset nor any obligation to exchange financial assets or liabilities; the
circumstances whereby it would be obligated in this respect are entirely at the discretion of Unién Fenosa
Preferentes, S.A.U.
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Set out below is a breakdown of the most significant non-controlling interests:

2019 2018
Consolidated Dividends Consolidated Dividends
Attributed profit/(loss) and other Attributed profit/(loss) and other
Company equity  for the year remuneration equity for the year remuneration
Metrogas, S.A. 497 25 32 545 24 29
Companhia Distribuidora de Gas do Rio de 107 37
Janeiro, S.A. 77 145 17 24
Fuerza y Energia de Tuxpan S.A. de C.V. 120 17 - 116 10 -
Empresa de Distribucion Eléctrica Metro 104 16
Oeste, S.A. - 92 1) -
Ecoelectrica L.P. 80 21 3 75 6 31
Europe Maghreb Pipeline, Ltd. 40 60 56 41 53 70
Gas Natural Mexico, S.A. de C.V. 102 12 38 44 1 7
Ceg Rio, S.A. 36 10 3 37 6 8
Aprovisionadora global de energia, S.A. 44 17 10 29 16 27
Nedgia Catalunya, S.A. 192 46 - 181 27 -
Nedgia Madrid, S.A. 58 17 - 53 9 -
Other companies (1) 433 57 357 677 (2) 321
Subtotal 1,813 335 576 2,035 166 517
Preference shares 110 2 1 110 2 1
Subordinated perpetual debentures 1,502 58 58 1,502 58 58
Other equity instruments 1,612 60 59 1,612 60 59
Total 3,425 395 635 3,647 226 576

(1) 2019, includes dividends accrued in the amount of 38 million euros distributed by the Holding de Negocios de Gas, S.A. (Euros 265 million in 2018)
and Euros 266 million euros distributed by the company Global Power Generation, S.A. (Euros 32 million in 2018).

Dividends paid to non-controlling interests in 2019 amounted to Euros 582 million (Euros 576 million in
2018).

Set out below is the financial information relating to the most significant non-controlling shareholdings
(amounts at 100%):

31 December 2019 31 December 2018

Company Total Non- Current Total Non-current Current

assets current liabilities assets liabilities liabilities

liabilities

Metrogas, S.A. 1,946 (700) (59) 1,986 (709) (51)
Companhia Distribuidora de Gas do Rio de Janeiro, S.A. 763 (303) (215) 787 (284) (174)
Fuerza y Energia de Tuxpan S.A. de C.V. 1,122 (134) (57) 1,092 (131) (56)
Empresa de Distribucion Eléctrica Metro Oeste, S.A. 1,122 (409) (367) 1,008 (291) (399)
Ecoelectrica L.P. 310 (13) 3) 287 4) (12)
Europe Maghreb Pipeline, Ltd. 182 1) (5) 186 1) 4)
Gas Natural Mexico, S.A. de CV 827 (371) (106) 667 (237) (138)
Ceg Rio, S.A. 241 42) (106) 234 (50) (89)
Aprovisionadora global de energia, S.A. 151 (33) (26) 108 (32) (18)
Nedgia Catalunya, S.A. 1228 (119) (101) 1,207 (128) (124)
Nedgia Madrid, S.A. 404 (44) (54) 390 (46) (59)

Appendix | contains a breakdown of Naturgy's investee companies, stating their activity and the percentage
of the shareholding and equity interest.

The analysis performed to determine that Naturgy exercises control over the consolidated entities identified
no cases requiring a complex judgement, since Naturgy is entitled to variable returns from its involvement
in the investee and has the capacity to influence those returns through its power in the investee, based on
Naturgy’s representatives on the Board of Directors and its participation in significant decisions.
Additionally, in general terms, there are no significant restrictions, such as protective rights, on Naturgy's
capacity to access or utilise assets, or to settle liabilities.
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Note 16. Deferred income

The breakdown and the movements under this heading in 2019 and 2018 have been as follows:

Revenues from

Capital grants  pipeline networks Other Total
and branch lines

At 1.1.18 121 618 103 842
Amount received 1 52 4 57
Release to income 9) (24) 9) (42)
Currency translation differences - 2 8 10
Transfers and other 3 1) - 4
At 31.12.18 110 647 106 863
Amount received 14 59 6 79
Release to income ©) (29) (20) (46)
Currency translation differences @ - - (11) (11)
Transfers and other 12 1 - 13
At 31.12.19 129 678 91 898

(1) Others includes the impact of hyperinflation in Argentina.

This heading mainly includes:

- Capital grants relating basically to agreements with the Regional Governments or other entities for the
gasification or electrification of municipalities and other investments in gas infrastructure, for which
Naturgy has met all the conditions established, are stated at the amount granted (Note 3.4.22).

- Income received for the construction of connection facilities for the gas or electricity distribution
network (undertaken), which are recorded for the cash received, as well as assignments received for
these facilities, which are recorded at fair value, since both the cash and the facilities are received in
consideration for an ongoing service of providing access to the network during the life of the facilities

(Note 3.4.22).

Note 17. Provisions

The breakdown of provisions at 31 December 2019 and 2018 is as follows:

At 31.12.19 At 31.12.18
Provisions for employee obligations 537 431
Other provisions 632 694
Non-current provisions 1,169 1,125
Current provisions 291 297
Total 1,460 1,422
Provisions for employee obligations
A breakdown of the provisions related to employee obligations is as follows:
2019 2018
Pensions and Other Pensions and Other
other similar obligations other similar obligations
obligations with obligations with
personnel Total personnel Total
At 1 January 425 6 431 455 10 465
Appropriations/reversals charged to income statement 21 6 27 24 1) 23
Payments during the year (28) - (28) (28) - (28)
Currency translation differences 5) - (5) (11) - (11)
Changes recognised directly in equity 112 - 112 (15) - (15)
Transfers and other applications (1) - - - - 3) 3)
At 31 December 525 12 537 425 6 431

Pensions and other similar obligations

The breakdown of the provisions for post-employment pension obligations by country is as follows:
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Breakdown by country At 31.12.19 At 31.12.18 At 1.1.18
Spain (1) 404 311 342
Brazil (2) 62 61 50
Chile (3) 44 45 50
Mexico (4) 13 6 11
Rest 2 2 2

Total 525 425 455

1) Pension plans and other post-employment benefits in Spain

Most of Naturgy’s post-employment obligations in Spain consist of the contribution of defined amounts to
occupational pension plan systems. Nevertheless, at 31 December 2019 and 31 December 2018, it held
the following defined benefit obligations for certain groups of workers:

- Pensions to retired workers, the disabled, widows and orphans and other related groups.

- Defined benefit supplement obligations with retired personnel of the legacy Unién Fenosa Group
who retired before November 2002 and a residual part of current personnel.

- Coverage of retirement and death for certain employees.
- Gas subsidy for current and retired personnel.
- Electricity for current and retired personnel.

- Obligations with employees that took early retirement until they reach official retirement age and
early retirement plans.

- Salary supplements and contributions to social security for a group of employees taking early
retirement until they can access ordinary retirement.

- Health care and other benefits.
2) Pension Plans and Other post-employment benefits in Brazil

At 31 December 2019 and at 31 December 2018, the following benefits payable by Naturgy for certain
employees in Brazil were still in effect:

- Defined post-employment benefits plan, covering retirement, death on the job and disability pensions
and overall amounts.

- Post-employment healthcare plan.

- Other defined post-employment benefit plans that guarantee temporary pensions, life-time pensions
and overall amounts depending on seniority.

3) Pension plans and Other post-employment benefits in Chile

At 31 December 2019 and at 31 December 2018, the following benefits payable by Naturgy for certain
employees in Chile were still in effect:

- Termination benefits for employees due to retirement, dismissal or death, calculated based on length
of service.

- Pension supplements for employees hired prior to 1992 in some electricity distribution companies.

- Length-of-service awards payable at 5, 10, 15, 20, 25 and 30 years of service.

4) Pension Plans and Other post-employment benefits in Mexico

At 31 December 2019 and at 31 December 2018, the following benefits payable by Naturgy for certain

employees in Mexico were still in effect:

- Length-of-service award payable after 15 years of service

- Severance indemnity for employees without the service requirement, payable in the event of death at
work, incapacity or redundancy.
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- Severance indemnity equivalent to three months’ salary plus 20 days’ salary per year of service.

service.

Additional compensation only in the event of retirement equal to 1% of the base salary per year of

The breakdown of the provisions for pensions and liabilities, by country, recognised in the consolidated
balance sheet and the fair value of the plan-related assets is as follows:

2019 2018

Spain  Brazil Chile Mexico Spain  Brazil Chile Mexico
Present value of obligations
At 1 January 1,011 149 45 8 1,103 149 50 12
Service cost for the year 4 - 2 - 5 1 2 1
Interest cost 18 13 2 - 18 14 2 1
Changes recognised in equity 140 18 5 7 47) 12 3 (6)
Benefits paid (62) (11) ) - (68) (10) ) -
Currency translation differences - ) ®3) - - 7) 5) -
Transfers and other - - - - - - - -
At 31 December 1,111 167 44 15 1,011 149 45 8
Fair value of plan assets
At 1 January 700 88 - 2 761 99 - 1
Expected yield 11 8 - - 11 9 - -
Contributions 5 - - - 4 1 - -
Changes recognised in equity 40 18 - - (21) ) - -
Benefits paid (49) 8) - - (55) 8) - 1
Currency translation differences - 1) - - - (11) - -
Transfers and other - - - - - - - -
At 31 December 707 105 - 2 700 88 - 2
Provisions for pensions and similar obligations 404 62 44 13 311 61 45 6

The amounts recognised in the consolidated income statement for the above-mentioned pension plans are

as follows:
2019 2018

Spain Brazil Chile Mexico Spain Brazil Chile Mexico
Service cost for the year 4 - 2 - 5 1 2 1
Past service cost - - - - - - - -
Interest cost 18 13 2 - 18 14 2 1
Expected return on plan assets (11) (8) - - (11) 9) - -
Total charge to the income statement 11 5 4 - 12 6 4 2

Benefits to be paid in the coming years for the above-mentioned commitments are as follows:

2019 2018
Spain Brazil Chile Mexico Spain Brazil Chile Mexico
1to 5 years 1 - - - 1 - - -
5to 10 years 23 - 27 1 16 - 26 1
More than 10 years 380 62 17 12 294 61 19 5
Provisions for pensions
and similar obligations 404 62 44 13 311 61 45 6
The weighted average term of defined benefit commitments is as follows:
2019 2018
Years Spain Brazil Chile Mexico Spain Brazil Chile Mexico
Weighted average term of pension
commitments 12.3 11.5 103 18.2 11.8 10.2 9.7 16.5
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Movements in the liability recognised in the consolidated balance sheet are as follows:

2019 2018

Spain Brazil Chile Mexico Spain Brazil Chile  Mexico
At 1 January 311 61 45 6 342 50 50 11
Charge against the income statement 11 5 4 - 12 6 4 2
Contributions paid (18) 3) 7) - a7) 3) ) 1)
Changes recognised in equity 100 - 5 7 (26) 14 3 (6)
Transfers - - - - - -
Currency translation differences 1) - - - 6) 5) -
Other - - - - - - -
Business Combinations - - - - - - -
Discontinued operations - - - - - - -
At 31 December 404 62 44 13 311 61 45 6

The amount of cumulative actuarial gains and losses recognised directly in equity is negative by Euros 199
million at 31 December 2019 (Spain: negative by Euros 111 million, Brazil: negative by Euros 71 million,
Chile: negative by Euros 12 million, and Mexico: negative by Euros 5 million). At 31 December 2018, the
cumulative negative figure was Euros 87 million (Spain: negative by Euros 11 million, Brazil: negative by
Euros 71 million, Chile: negative by Euros 7 million, and Mexico: positive by Euros 2 million).

The change recognised in equity relates to actuarial losses and gains derived basically from adjustments

to:
2019 2018
Spain Brazil Chile Mexico Spain Brazil Chile Mexico

Financial assumptions 84 11 6 _ ©) R )
Demographic assumptions - - - - - - -
Experience 16 4) @) (26) 13 3 (4)
Limits on assets i @) i - 4 - -
At 31 December 100 - 5 (26) 14 3 (6)

The main categories of assets, expressed as a percentage of the total fair value of the assets are as:

2019 2018
% of total Spain  Brazil  Chile Mexico Spain Brazil Chile Mexico
Shares - 12% - - - 12% - -
Bonds 100% 81% - 100% 100% 81% - 100%
Real estate and other assets - 7% - - - 7% - -

Real yields on the plan-related assets in 2019, relating basically to Spain and Brazil, have been Euros 19
million (Euros 21 million in 2018).

The main annual actuarial assumptions used were as follows:

At 31.12.19 At 31.12.18
Spain Brazil Chile Mexico Spain Brazil Chile Mexico
Discount rate (1) 0.0 a1.33% 6.65% 0.35% 7.25% 0.3a2.39% 9.75% 2.05% 9.25%
Expected return on plan assets (1) 0.0a1.33% 6.65% - 7.25% 0.3a2.39% 9.75% - 9.25%
Future salary increases (1) 2.0% 4.64% 2.0% 5.5% 2.0% 5.55% 2.0% 5.5%
Future pension increases (1) 2.0% 3.6% NA 3.4% 2.0% 4.5% NA 3.4%
Inflation rate (1) 2.0% 3.6% 3.0% 4.0% 2.0% 4.5% 3.0% 4.0%
Mortality table PEEO'\SE AT-2000  RV-2014 EM;E)%/; PERME 2000 AT-2000 RV-2014 EMSSA 2009
Life expectancy:
Men
Retired in the current year 23.0 20.5 19.4 22.7 22.9 20.5 19.4 22.7
Retiring within 20 years 43.0 37.9 37.0 39.8 42.9 37.9 37.0 39.7
Women
Retired in the current year 27.5 23.0 24.1 25.2 27.4 23.0 24.1 25.1
Retiring within 20 years 48.9 41.4 42.8 45.0 48.8 41.4 42.8 44.9

(1) annual
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These assumptions are equally applicable to all the obligations, irrespective of the origin of their collective
bargaining agreements.

The interest rates used to discount post-employment commitments are applied based on the period of each
commitment and the reference curve is calculated applying observable rates for high-credit-quality
corporate bonds (AA) issued in the Eurozone.

Benefits payable and estimated contributions to be made for 2019 in million euros are as follows:

Benefits Contributions
Spain  Brazil Chile Mexico Spain  Brazil Chile Mexico
Post-employment 50 7 - - 13 1 4 -
Post-employment medical - - - - 3 2 - -
At 31 December 50 7 - - 16 3 4 -

The following table includes the effect of a 1% variation in the inflation rate, a 1% change in the discount
rate and a 1% change in the cost of healthcare over the provisions and actuarial costs:

Inflation Discount Healthcare
+1% +1% +1%
Present value of obligations 122 (141) 22
Fair value of plan assets 32 (61) -
Provision for pensions 90 (80) 22
Service cost for the year 2 (2) -
Interest cost 2 9 1
Expected return on plan assets - (6) -

Other obligations with personnel

Within the framework of the Strategic Plan 2018-2022, a new long-term incentive plan implemented for
Naturgy executives not included in the plan referred to in Note 14, the aim of which is to align the
shareholders’ interests, the materialization of the Strategic Plan and the executives’ multi-year variable
remuneration. This programme replaces the previous scheme, called PREMP, and is linked to the total
return earned by the shareholders over the duration of the Strategic Plan, generating a collection right once
the annual accounts for 2022 have been approved by the General Meeting, which will be collected in cash.
The provision for this commitment at 31 December 2019 totals Euros 12 million (Euros 3 million at 31
December 2018).

At 31 December 2019 a provision has been recorded corresponding to the remuneration programmes

2017-2019 in the amount of Euros 2 million (Euros 6 million at 31 December 2018 in relation to the
remuneration programmes 2016-2018 and 2017-2019), classified as current .
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Other current and non-current provisions

Movements in current and non-current provisions are as follows:

Non-current provisions Current Total
Due to facility Other provisions Total provisions
closure costs

At1.1.18 408 256 664 183 847

Appropriations/reversals charged to income statement:
— Appropriations due to financial update 7 16 23 - 23
— Appropriations charged to other results - 52 52 222 274
— Reversals 9) (14) (23) - (23)
Appropriations/reversals charged to fixed assets - - - - -
Payments 1) - 1) (112) (113)
Currency translation differences Q) ?3) 4 ) (6)
Transfers and other (1) (23) 6 (17) 6 (11)
At 31.12.18 381 313 694 297 991

Appropriations/reversals charged to income statement:
— Appropriations due to financial update 6 4 10 - 10
— Appropriations charged to other results - 45 45 195 240
— Reversals 4) (12) (16) ) (18)
Appropriations/reversals charged to fixed assets 3 - 3 - 3
Payments - (21) (21) (164) (185)
Currency translation differences - 2 2) 1 2)
Transfers and other (1) 1 (82) (81) (36) (117)
At31.12.19 387 245 632 291 923

(1) In 2019 it mainly includes transfers after CINIIF 23 application (Note 22). Additionally, in 2018 and 2019 it includes the transfer to
“Non-current assets held for sale” at the date on which this classification is applied (Note 12).

The heading “Provisions due to facility closure costs” includes provisions for obligations arising from
decommissioning, restoration and other costs related basically to electricity generation facilities.

The heading “Other provisions” mainly includes provisions recorded to cover obligations derived principally
from tax claims, lawsuits and arbitration, insurance and other liabilities. Provisions have been recorded
during the year due to the development of certain civil, administrative and tax-related claims existing in
various Group companies.

The item “Current provisions” relates mainly to CO2 emissions estimated for the year in the amount of
Euros 153 million at 31 December 2019 (Euros 143 million in 2018).

No provision for business contracts was deemed necessary at 31 December 2019 or 2018.
The estimated payment periods for the non-current obligations provisioned in this item are Euros 364
million in between one and five years (Euros 368 million at 31 December 2018), Euros 140 million in

between five and 10 years (Euros 151 million at 31 December 2018) and Euros 128 million after more than
10 years (Euros 175 million at 31 December 2018).
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Note 18. Financial liabilities

The breakdown of borrowings at 31 December 2019 and 2018 is as follows:

At 31.12.19 At 31.12.18
Issuing of debentures and other negotiable obligations 8,668 9,763
Borrowings from financial institutions 5,485 3,534
Derivative financial instruments (see Note 19) 99 55
Lease liabilities (Note 3.4.4) 1,446 -
Other financial liabilities 3 -
Non-current borrowings 15,701 13,352
Issuing of debentures and other negotiable obligations 1,112 995
Borrowings from financial institutions 941 1,043
Derivative financial instruments (see Note 19) 28 30
Lease liabilities (Note 3.4.4) 198 -
Other financial liabilities 7 11
Current borrowings 2,286 2,079
Total 17,987 15,431

Financial liabilities recognised at fair value at 31 December 2019 and at 31 December 2018 are classified
as follows:

31 December 2019 31 December 2018
Level 1 (listed Level 2 Level 3 (non- Level 2 Level 3 (non-
price on active (observable observable Level 1 (listed price  (observable observable
Financial liabilities markets) variables) variables) Total  on active markets) variables) variables)  Total
Fair value through profit or loss - - -
Hedging derivatives - 127 - 127 - 85 - 85
Total - 127 - 127 - 85 - 85

The carrying amounts and fair value of the non-current borrowings are as follows:

Carrying amount Fair value
At 31.12.19 At 31.12.18 At31.12.19 At31.12.18
Issuing of debentures and other negotiable securities 8,668 9,763 9,575 10,529
Loans from financial institutions and other financial
liabilities 5,488 3,534 5,550 3,570

Bonds and other marketable securities are quoted and therefore their fair value is estimated on the basis of
their quoted price (Level 1). In loans from financial institutions and other financial liabilities, the fair value of
loans with fixed interest rates is estimated on the basis of the discounted cash flows over the remaining
terms of such debt. The discount rates were determined based on market rates available at 31 December
2019 and 31 December 2018 on borrowings with similar credit and maturity characteristics. These
valuations are based on the quotation price of similar financial instruments in an official market or on
observable information in an official market (Level 2).

The following tables describe consolidated gross borrowings by instrument at 31 December 2019 and 31
December 2018 and their maturity profile, taking into account the impact of the derivative hedges.
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2025

2020 2021 2022 2023 2024 - later years Total

At 31 December 2019:
Issuing of debentures and other negotiable securities

Fixed 1,107 866 470 663 1,132 5,394 9,632

Floating 5 98 3 3 3 36 148
Institutional Banks and other financial institutions

Fixed 115 158 125 91 91 1,052 1,632

Floating 135 92 72 39 18 46 402
Lease liabilities

Fixed 198 108 85 261 79 913 1,644

Floating - - - - - - -
Commercial Banks and other financial liabilities

Fixed 205 413 349 288 909 312 2,476

Floating 521 433 405 98 524 72 2,053
Total Fixed 1,625 1,545 1,029 1,303 2,211 7,671 15,384
Total Floating 661 623 480 140 545 154 2,603
Total 2,286 2,168 1,509 1,443 2,756 7,825 17,987

2019 2020 2021 2022 2023 - ater )2/22?5 Total

At 31 December 2018:
Issuing of debentures and other negotiable securities

Fixed 992 959 1,203 512 778 6,221 10,665

Floating 4 - 89 - - R 93
Institutional Banks and other financial institutions

Fixed 95 115 158 125 91 1,143 1,727

Floating 131 131 90 70 36 29 487
Commercial Banks and other financial liabilities

Fixed 128 226 177 297 228 7 1,063

Floating 729 367 181 42 77 - 1,396
Total Fixed 1,215 1,300 1,538 934 1,097 7,371 13,455
Total Floating 864 498 360 112 113 29 1,976
Total 2,079 1,798 1,898 1,046 1,210 7,400 15,431

Had the impact of the derivatives on borrowings been excluded, fixed-rate financial debt would amount to
Euros 12,777 million at 31 December 2019 (Euros 11,801 million at 31 December 2018) and, at floating
rates, Euros 5,083 million at 31 December 2019 (Euros 3,545 million at 31 December 2018).

The following table describes consolidated gross financial debt denominated by currency at 31 December
2019 and 31 December 2018 and its maturity profile, taking into account the impact of the derivative

hedges:

2025

2020 2021 2022 2023 2024 and later Total

years
At 31 December 2019:
Euro debt 1,395 1,259 730 1,111 1,258 6,083 11,836
Foreign Currency Debt:
US Dollar 519 182 174 65 1.203 754 2,897
Chilean peso 210 386 304 213 117 688 1,918
Mexican peso 55 161 147 2 171 143 679
Brazilian real 84 53 154 52 7 66 416
Australian dollar 7 126 - - - 91 224
Colombian peso - - - - - - -
Argentinian peso 16 1 - - - - 17
Total 2,286 2,168 1,509 1,443 2,756 7,825 17,987
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2024

2019 2020 2021 2022 2023 and later Total
years

At 31 December 2018:
Euro debt 1,216 1,240 1,429 684 960 6,453 11,982
Foreign Currency Debt:
US Dollar 394 24 97 106 1 2 624
Chilean peso 244 340 232 171 246 789 2,022
Mexican peso 102 48 89 44 - 120 403
Brazilian real 97 137 50 41 3 36 364
Colombian peso 1 - - - - - 1
Argentinian peso 25 9 1 - - - 35
Total 2,079 1,798 1,898 1,046 1,210 7,400 15,431

Borrowings in euros in 2019 have borne an effective average interest rate of 2.20% (2.32% in 2018) while
borrowings in foreign currency have borne an effective average interest rate of 6.19% in 2019 (6.58% in
2018) including derivative instruments assigned to each transaction.

At 31 December 2019, Naturgy has credit facilities totalling Euros 5,549 million (Euros 5,468 million at 31
December 2018), of which Euros 5,352 million has not been drawn down (Euros 5,234 million at 31
December 2018).

Bank borrowings totalling Euros 4,658 million (Euros 2,784 million at 31 December 2018) and issued bonds
amounting to Euros 50 million are subject to the fulfilment of certain financial ratios.

Most of the drawn-down borrowings include a clause relating to a change in control, the activation of which
depends on the simultaneity of some of the following events: the non-permanence of any of the current
reference shareholders in a significant percentage; the loss of investment grade status from the Rating
Agencies, or the incapacity to meet the financial obligations under the contract.

Specifically, the bonds issued, in a volume of Euros 8,725 million (Euros 9,708 million at 31 December
2018), could be redeemed in advance provided that such a change in control triggers a downgrade of more
than two full notches in at least two of the three ratings that it had obtained, and all the ratings fall below
investment grade, and provided that the rating agency states that the rating downgrade results from the
change in control.

There are also loans for an amount of Euros 1,791 million that could be subject to early repayment in the
event of a change in control (Euros 2,014 million at 31 December 2018). Most of this amount is linked to
infrastructure financing with funds from the European Investment Bank that require a rating downgrade in
addition to the change in control, and have special repayment terms that are longer than those relating to
early termination events.

At the preparation date of these consolidated annual accounts, Naturgy is not in breach of its financial
obligations or of any type of obligation that could give rise to the early maturity of its financial commitments.

Naturgy in the process of optimising the financing assigned to each of the business units to increase
visibility in the accounts, the financial autonomy and obtain financing in the same currency as that in which
the cash flows originate greater flexibility.

The most relevant financial instruments are as follows:
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Issuing of debentures and other negotiable securities

In 2019 and 2018 the evolution of the issues of debt securities has been as follows:

Buy-backs or

Adjustments,
exch. rates &

At 1.1.2019 Issues redemptions other At 31.12.2019
Issued in a European Union Member State which required the filing 9.289 5194 (6,031) 90 8.542
of a prospectus
Issued in a European Union Member State which did not require R : : } :
the filing of a prospectus
Issued outside a European Union Member State 1,469 (204) 27) 1,238
Total 10,758 5,194 (6,235) 63 9,780
Buy-backs Adjustments,
Impact At or exch.rates & At
At1.1.2018 IFRS9 1.1.2018 Issues redemptions other 31.12.2018
Issugd ina Eqropean Union Member State which 10,958 48) 10,910 6.478 (8,026) 73) 9.289
required the filing of a prospectus
Issued in a European Union Member State which } ) ) ) : )
did not require the filing of a prospectus
Issued outside a European Union Member State 1,256 - 1,256 389 (187) 11 1,469
Total 12,214 (48) 12,166 6,867 (8,213) (62) 10,758

An analysis of the most relevant characteristics of the main issuance programmes for debentures and other

negotiable securities by Naturgy is as follows, excluding the impact of accrued unpaid interest:

At 31 December 2019

Drawn-
down
Programm  nominal Issuances
Programme/Company Country Year formalised Currency e limit amount  Available per year
Euro Commercial Paper (ECP)
programme
Naturgy Finance B.V. Netherlands 2010 Euro 1,000 - 1,000 4,444
European Medium Term Notes (EMTN) programme
Netherlands

Gas Natural Capital Markets, S.A. /
and Naturgy Finance B.V. Spain 1999 Euro 8,725 8,725 - 750
Negotiable bonds and Certificates Programme
Empresa de Distribuciéon Eléctrica
Metro-Oeste, S.A. Panama 2010 UsD 44 - 44 -
Sobral | Solar Energia SPE Ltda. Brazil 2018 Brazilian real 25 25 - -
Sertao | Solar Energia SPE Ltda Brazil 2018 Brazilian real 25 25 - -
Gas Natural México S.A. de C.V. Mexico 2011 Mexican peso 471 225 246 -
Gas Natural BAN, S.A. Argentina 2015 Argentinian peso 7 - 7 -
Grupo CGE Chile 2015 Chilean peso 1,945 864 1,081 -
At 31 December 2018

Drawn-

down

Programm  nominal Issuances
Programme/Company Country Year formalised  Currency e limit amount  Available per year
Euro Commercial Paper (ECP)
programme
Naturgy Finance B.V. Netherlands 2010 Euro 1,000 - 1,000 6,478
European Medium Term Notes (EMTN) programme
Netherlands

Gas Natural Capital Markets, S.A. /
and Naturgy Finance B.V. Spain 1999 Euro 15,000 9,708 5,292 -
Negotiable bonds and Certificates Programme
Empresa de Distribucion Eléctrica
Metro-Oeste, S.A. Panama 2010 uUsD 44 - 44 -
Sobral | Solar Energia SPE Ltda. Brazil 2018 Brazilian real 25 25 - 30
Sertao | Solar Energia SPE Ltda Brazil 2018 Brazilian real 25 25 - 29
Gas Natural México S.A. de C.V. Mexico 2011 Mexican peso 445 213 232 156
Gas Natural BAN, S.A. Argentina 2015 Argentinian peso 12 - 12 -
Grupo CGE Chile 2015 Chilean peso 2,011 900 1,111 174
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The breakdown of the nominal balance issued under the EMTN programme is as follows:

Drawn-down nominal

Issuance amount Maturity Coupon %
31.12.2019 31.12.2018
July 2009 - 339 2019 6.375
November 2009 555 590 2021 5.125
January 2010 579 579 2020 4.500
May 2011 - 237 2019 5.375
September 2012 355 355 2020 6.000
January 2013 396 462 2023 3.875
January 2013 (1) - 204 2019 2.125
April 2013 454 491 2022 3.875
July 2013 (2) 101 101 2023 3.974
October 2013 276 300 2021 3.500
March 2014 412 500 2024 2.875
May 2014 154 200 2023 2.625
January 2015 401 500 2025 1.375
April 2016 600 600 2026 1.250
April 2016 - 300 2021 0.515
January 2017 1,000 1,000 2027 1.375
April 2017 742 1,000 2024 1.125
October 2017 300 300 2029 1.875
November 2017 800 800 2025 0.875
January 2018 850 850 2028 1.500
November 2019 750 - 2029 0.750
Total 8,725 9,708

(1) CHF 250 million as nominal value.
(2) NOK 800 million as nominal value.

2019

In November 2019 Naturgy issued bonds under its EMTN programme for an amount of Euros 750 million
maturing in 10 years and with a 0.75% coupon, the proceeds of which were used in a bond buy-back offer
for Euros 653 million of debentures maturing between 2021 and 2025.

This operation, given that the instruments have substantially different conditions, has been accounted for
as a cancellation of the original financial liability and subsequent recognition of a new financial liability.

In addition, in December 2019 an offer was made for the repurchase of a bond amounting to Euros 300
million, maturing in 2021 with a coupon of 0.515%.

These two operations involved a net disbursement of Euros 203 million and have had a negative impact on
the heading of “Other financial expenses” of the consolidated profit and loss account of 97 million euros
(Note 31).

In 2019 bonds have matured for a total amount of Euros 780 million and with an average coupon of 5.28%.
2018

In January 2018 Naturgy issued bonds under its EMTN programme for an amount of Euros 850 million
maturing in 10 years and with a 1.5% coupon, the proceeds of which were used in a bond buy-back offer
for Euros 916 million of debentures maturing between 2019 and 2023, which entailed a net disbursement of
Euros 66 million.

On 22 October 2018, the company successfully repurchased bonds under its EMTN programme amounting
to Euros 314 million with maturities between 2019 and 2021. Additionally, on 18 December 2018 the
repurchase of Euros 19 million of a bond maturing in January 2020 with a coupon of 4.50% was completed.

In 2018 two bonds have matured for a total amount of Euros 1,099 million and with an average coupon of
4.59%.

In March 2018, Gas Natural México S.A. de C.V. issued Euros 156 million through 3-year bonds at floating

interest consisting of the interbank interest rate (TIIE) plus 0.40%, and 7-year bonds with fixed interest of
8.89%.
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In October 2018, Sobral | Solar Energia SPE S.A. and Sertao | Solar Energia SPE S.A. issued bonds
amounting to Euros 59 million, of which Euros 30 million are at 15 years and 3 months at a floating interest
rate consisting of the NTN-B rate (linked to the IPCA inflation rate) plus 1.95%, and the remainder at 14
years and 3 months at a variable interest rate consisting of the NTN-B plus 1.20%.

On 6 December 2018, Compafiia General de Electricidad S.A, the Chilean subsidiary of Naturgy Energy
Group, S.A., completed a bond issue for a total amount of 5 million Unidades de Fomento (UF), equivalent
to Euros 174 million. The issue comprises two bond series: one series of 2 million UF (Euros 70 million)
with a term of 7 years and an annual coupon of 1.95%, and another series of 3 million UF (Euros 104
million) with a term of 23 years and an annual coupon of 2.85%.

Borrowings from financial institutions

European bank loans (commercial / institutional banks)

In June 2019, Global Power Generation S.A. signed a new syndicated loan for USD 1,500 million (Euros
1,335 million), maturing in five years. This amount includes an undrawn credit line of USD 125 million
(Euros 111 million) and a tranche in Mexican pesos of Euros 163 million drawn by the subsidiary Fuerza y
Energia Bii Hioxo S.A. de C.V. In addition, the subsidiary Crookwell Development Pty Ltd (GPG Australia)
has obtained a new refinanceable seven-year loan of Euros 98 million.

In December 2019, Naturgy Renovables S.L.U. obtained a new syndicated loan of Euros 500 million
maturing in seven years.

Concerning borrowings from institutional credit entities, the European Investment Bank (EIB) has granted
financing to Naturgy in the amount of Euros 1,791 million with maturities between 2020 and 2037 which
had been fully utilised at 31 December 2019 (Euros 2,011 million drawn down at 31 December 2018). In
addition, borrowings are recorded from the Official Credit Institute (ICO) totalling Euros 200 million,
maturing in 2029 at the latest (Euros 200 million at 31 December 2018).

During 2018, Naturgy used part of its cash surplus to repay practically all corporate bank financing
amounting to Euros 1,660 million.

Loans from Latin American credit institutions (commercial / institutional banks)

At 31 December 2019 borrowings from various Latin American financial institutions totalled Euros 2,599
million (Euros 2,264 million at 31 December 2018). The geographic breakdown of these loans is as follows:

Country 31.12.2019 31.12.2018
Chile 1,103 1,163
Panama 632 524
Brazil 362 314
Mexico 426 190
Peru 60 55
Colombia - 1
Other 16 17

2,599 2,264

All borrowings from credit institutions in Latin America at 31 December 2019 and 31 December 2018 relate
to commercial banks.

Lease liabilities

From 1 January 2019, due to the application of IFRS 16 "Leases", lease liabilities are treated as part of
financial liabilities (see Note 3.2).

The main finance lease liabilities recognised in this item at 31 December are as follows:
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- In 2003 Naturgy acquired two gas transport tankers to transport liquefied natural gas with a capacity of
276,000 m?® through finance lease agreements. The duration of the contracts is 20 years, maturing in
2023.

- In 2007 and 2009 two 138,000 3 tankers were acquired, together with Repsol, under 25-year time-
charter agreements, extendable for consecutive 5-year periods. In 2014, Naturgy and Shell entered
into an agreement, as part of the sale of the Repsol Group's liquefied natural gas business, to obtain
exclusive use of each of the two tankers, Naturgy using the tanker acquired in 2009 under a time
charter expiring in 2029 and extendable for consecutive five-year periods.

- In March 2014, Naturgy acquired a 173,000 m3 tanker to carry liquefied natural gas under an 18-year
finance lease expiring in 2032.

- In September and November 2016, Naturgy acquired two tankers to carry liquefied natural gas each
with a capacity of 176.300 m3 under a 20-year finance lease expiring in 2036.

- In March and June 2018, Naturgy acquired two tankers to carry liquefied natural gas each with a
capacity of 176.000 m2 each under a 20-year finance lease expiring in 2037.

- Likewise, leases of medium-term freight for gas transportation with the Hoegh Giant, TBN Gannet and
Torbent Spirit tankers, in application of IFRS 16 are also considered financial leases.

- Other relevant financial liabilities associated with lease contracts, which relate to the leases on office
buildings and land for energy use linked to generation facilities. (Note 8).

Naturgy's activity as a lessor in contracts that qualify as financial leases is of little relevance, highlighting

the collection commercial rights for the transfer of the right to use gas and electricity facilities.

The effective average interest rate on the liabilities for finance lease agreements at 31 December 2019 is
6.7% (6.6% at 31 December 2018).

Note 19. Risk management and derivative financial instruments

Risk management

Naturgy has a number of standards, procedures and systems for identifying, measuring and managing
different types of risk which are made up of the following basic action principles:

- Guaranteeing that the most relevant risks are correctly identified, evaluated and managed.
- Segregation at the operating level of the risk management functions.

- Assuring that the level of its risk exposure for Naturgy in its business is in line with the objective risk
profile and achievement of its annual, strategic objectives.

- Ensuring the appropriate determination and review of the risk profile by the Risk Committee, proposing
global limits by risk category, and assigning them to the Business Units.

On 23 June 2016, the UK voted in a national referendum to leave the European Union (“Brexit”). The
original date scheduled for the UK's departure was 29 March 2019; this was subsequently postponed to 31
October 2019 and finally to 31 January 2020. The withdrawal agreement was signed by the EU and the
United Kingdom on 24 January and approved by the European Parliament on 29 January 2020; it came
into force at midnight on 31 January 2020, when the United Kingdom ceased to be an EU Member State
and became classified as a third country. The entry into force of the withdrawal agreement marked the
beginning of a transition period until 31 December 2020 whose purpose is to give citizens and businesses
time to adapt. During the transition period, the United Kingdom will continue to apply European Union law
but will no longer be represented in the EU institutions. The transition period may be extended once for at
most one or two years, subject to agreement by the parties before 1 July 2020. The agreement guarantees
the orderly withdrawal of the United Kingdom from the European Union. Negotiations on the future relations
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between the EU and the United Kingdom were set to begin once the United Kingdom had left the EU;
consequently, there is significant uncertainty about the future relations between the United Kingdom and
the EU, including the laws and regulations that will apply. The course of the negotiations has had, and may
continue to have, adverse effects on the economic and political situation of the European Union and on the
stability of the international financial markets. Apart from that international impact, Naturgy's exposure to
risk arising from Brexit is not considered to be material.

Interest rate risk

The fluctuations in interest rates modify the fair value of the assets and liabilities that accrue a fixed interest
rate and the cash flows from assets and liabilities pegged to a floating interest rate, and, accordingly, affect
equity and profit, respectively.

The purpose of interest rate risk management is to balance floating and fixed borrowings in order to reduce
borrowing costs within the established risk parameters.

Naturgy employs financial swaps to manage exposure to interest rate fluctuations, swapping floating rates
for fixed rates.

The financial debt structure at 31 December 2019 and 2018 (Note 18), after taking into account the hedges
arranged through derivatives, is as follows:

At 31.12.19 At 31.12.18
Fixed interest rate 15,384 13,455
Floating interest rate 2,603 1,976
Total 17,987 15,431

The floating interest rate is mainly subject to the fluctuations of the EURIBOR, the LIBOR and the indexed
rates of Mexico, Brazil, Argentina and Chile.

The sensitivity of results and equity (Other equity items) to interest rate fluctuations is as follows:

Increase/decrease in interest rates Effect on profit before tax Effect on equity before tax

(basis points)

2019 +50 (13) 70
-50 13 (70)
2018 +50 (10) 52
-50 10 (52)

Exchange rate risk
The variations in the exchange rates can affect the fair value of:

- Counter value of cash flows related to the purchase-sale of raw materials denominated in currencies
other than local or functional currencies.

- Debt denominated in currencies other than local or functional currencies.

- Operations and investments in non-Euro currencies, and, accordingly, the counter value of equity
contributed and results.

In order to mitigate these risks Naturgy finances, to the extent possible, its investments in local currency.
Furthermore, it tries to match, whenever possible, costs and revenues indexed in the same currency, as
well as amounts and maturities of assets and liabilities arising from operations denominated in non-Euro
currencies.

For open positions, the risks in investments in non-functional currencies are managed through financial
swaps and foreign exchange fluctuation insurance within the limits approved for hedging instruments.

The non-euro currency with which Naturgy operates most is the US Dollar. The sensitivity of Naturgy’s
profits and equity (Other equity items) to a 5% variation (increase or decrease) in the US dollar/euro
exchange rate is as follows:
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Effect on profit before tax Effect on equity before

tax
2019 +5% - 35
-5% - (36)
2018 +5% - 13
-5% - (13)

Additionally, net assets of foreign companies that have a non-euro functional currency are subject to
foreign exchange risk when their financial statements are translated to euros during the consolidation
process. Exposure to risk countries where there is more than one exchange rate is immaterial. At 31
December 2019 Naturgy’s equity denominated in Argentinian pesos totals Euros 244 million (Euros 155
million at 31 December 2018) representing a pre-tax impact on equity of Euros 12 million at 5% sensitivity
(Euros 8 million at 31 December 2018).

Commodity price risk

A large portion of Naturgy's operating expenses are linked to gas purchased to supply customers or
generate electricity at combined cycle plants. Therefore, Naturgy is exposed to the variation in commodity
prices whose determination is basically subject to crude oil prices and those of its by-products and the
prices of natural gas hubs.

The exposure to these risks is managed and mitigated by natural hedging through the monitoring of its
position regarding these commodities, trying to balance purchase and supply obligations and diversification
and management of supply contracts. When it is not possible to achieve a natural hedge the position is
managed, within reasonable risk parameters, through derivatives to reduce exposure to price risk,
generally through hedging instruments.

In electricity and CO2 emission allowances trading by Naturgy, risk is insignificant due to the low volume of
transactions and the established limits placed, both on the amount and maturity date.

The sensitivity of results and equity (Other equity items) to changes in the fair value of derivatives
contracted to hedge commaodity prices and derivatives used for trading purposes is analysed below:

Increase/decrease in gas price Effect on profit before tax Effect on equity before tax
2019 +10% - (82)
-10% - 82
2018 +10% - (23)
-10% - 23
Increase/decrease in electricity Effect on profit before tax Effect on equity before tax
price
2019 +10% 2) (52)
-10% 2 52
2018 +10% - 9
-10% - 9

Naturgy has no relevant investments in upstream businesses or commodities production.
Business segment sensitivity to the prices of oil, gas, coal and electricity is explained below:

- Gas and electricity distribution. It is a regulated activity in which revenue and profit margins are linked
to distribution infrastructure management services rendered, irrespective of the prices of the
commodities distributed. In any event, a fall in the price of gas could increase consumption, having a
favourable impact on revenue and thus contributing to the stability of Naturgy's results.

- Gas and electricity. Profit margins on gas and electricity supply activities are directly affected by
commodity prices. In this regard, Naturgy has a risk policy that stipulates the tolerance range, based on
applicable risk limits, among other aspects. Measures employed to keep risk within the stipulated limits
include active supply management, balanced acquisitions and sales formulae, and specific hedging so
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as to maximise the risk-profit relationship. Additionally to that policy, a large portion of Naturgy’s supply
portfolio has mechanics, through clauses, to review prices both ordinary and extraordinary. In the
medium-term, those clauses allow to modulate the potential impacts of imbalances between sale prices
in Naturgy’s markets and prices of the supply portfolio.

Credit risk

Credit risk is defined as the potential loss resulting from the possible nonfulfilment of the contractual
obligations of counterparties with which the Group does business.

Naturgy performs solvency analyses on the basis of which credit limits are assigned and any necessary
provisions are determined. Based on these models, the probability of customer default can be measured
and the expected commercial loss can be kept under control. In addition, credit quality and portfolio
exposure are monitored on a recurring basis to ensure that potential losses are within the limits provided
for by internal regulations. This allows a certain capacity to anticipate events in credit risk management.

With regard to credit risk in relation to trade receivables, these are reflected in the consolidated balance
sheet net of provisions for impairment due to expected credit losses (Note 11) estimated by Naturgy on the
basis of available information on past events (such as customer payment behaviour), current conditions
and forward-looking factors(e.g. macroeconomic factors such as GDP, unemployment, inflation, interest
rates, etc.) that might impact the credit risk of Naturgy's debtors in accordance with the prior segregation of
customer portfolios.

Credit risk relating to trade accounts receivable is historically limited given the short collection periods of
customers that do not individually accumulate significant amounts before supply can be suspended due to
non-payment, in accordance with applicable regulations.

With respect to other exposures to counterparties in transactions involving financial derivatives and the
investment of cash surpluses, credit risk is mitigated by carrying out such operations with reputable
financial institutions in line with internal requirements. No significant defaults or losses arose in 2019 or
2018.

The main guarantees negotiated are bank guarantees, guarantees and deposits. At 31 December 2019,
Naturgy had received guarantees totalling Euros 154 million to cover the risk of large industrial customers
(Euros 39 million at 31 December 2018). In 2019, bank guarantees amounting to Euros 3 million were
enforced (Euros 4 million at 31 December 2018).

At 31 December 2019 and 2018 Naturgy did not have significant concentrations of credit risk. The risk of
concentration is minimised through diversification, managing and combining various areas of impact.
Firstly, by having a customer base that is broadly distributed on an international scale; secondly, a diverse
product range, from energy supply to the implementation of tailored energy solutions; thirdly, there are
different customer types, such as residential customers, self-employed entrepreneurs and small and large
businesses in both the public and private sectors and in different segments of the economy.
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An ageing analysis of financial assets
out below:

and related expected losses at 31 December 2019 and 2018 is set

More than
31 December 2019 Total Current 0-180 days 180-360 days 360 days
Expected loss ratio 16.7% 1.7% 11.2% 48.3% 95.6%
Trade receivables for sales and provisions of
services 4,696 3,277 660 151 608
Expected loss 785 57 74 73 581
More than
31 December 2018 Total Current 0-180 days 180-360 days 360 days
Expected loss ratio 15.0% 1.3% 20.2% 87.6% 95.3%
Trade receivables for sales and provisions of
services 5,204 4,156 338 87 623
Expected loss 789 44 69 77 599

The impaired financial assets are broken down in Note 11.

Concerning supplier credit risk, the solvency of each supplier of products and services is guaranteed
through the recurring analysis of their financial information, particularly prior to new engagements. To this
end, the relevant assessment criteria are applied depending on the supplier's criticality in terms of service
or concentration. This procedure is supported by control mechanisms and systems and supplier

management.

Liquidity risk

Naturgy has liquidity policies that ensure compliance with its payment commitments, diversifying the
coverage of financing needs and debt maturities. A prudent management of the liquidity risk includes
maintaining sufficient cash and realisable assets and the availability of sufficient funds to cover credit

obligations.

Available cash resources at 31 December 2019 and 2018 are analysed below:

Liquidity source

Availability 2019

Availability 2018

Undrawn credit facilities (Note 18) 5,352 5,234
Undrawn loans - -
Cash and cash equivalents (Note 14) 2,685 1,716
Total 8,037 6,950

There is also additional capacity to issue debt in the capital markets unused for Euros 2,378 million (Note

18).

The breakdown of the maturities of the financial liabilities at 31 December 2019 and 2018 is as follows:

2025
2020 2021 2022 2023 2024  and later Total
years
At 31 December 2019
Trade and other payables (Note21) (3,744) - - - - - (3,744)
Loans and other financial payables (2,798) (2,622) (1.914) (1,820) (3,099) (9,780) (22,033)
Financial derivatives (23) - 9 ) (10) (63) (94)
Other liabilities - - - - - - -
Total (1) (6,565) (2,622) (1,905) (1,827) (3,109) (9,843) (25,871)
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2024

2019 2020 2021 2022 2023 and later Total
years

At 31 December 2018
Trade and other payables (Note21) (4,067) - - - - - (4,067)
Loans and other financial payables (2,501) (2,280) (2,351) (1,480) (1,325) (9,017) (18,954)
Financial derivatives - 1) - 4 (15) (25) (37)
Other liabilities (3) (202) (125) (118) (110) (104) (732) (1,391)
Total (1) (6,770) (2,406) (2,469) (1,586)  (1,444) 9,774)  (24,449)

(1) Does not include financial derivatives.

(2) The amounts are undiscounted contractual cash flows and, accordingly, differ from the amounts included in the balance sheet

and in Note 18.

(3) Includes financial leases that, in 2019 by application of IFRS 16, become part of Loans and other financial payables.

Capital management

The main purpose of Naturgy's capital management is to ensure a financial structure that can optimise
capital cost and maintain a solid financial position, in order to combine value creation for the shareholder
with the access to the financial markets at a competitive cost to cover financing needs.

Naturgy considers the following to be indicators of the objectives set for capital management: maintaining,
after the acquisition of Unién Fenosa, a long-term leverage ratio of approximately 50%.

Naturgy's long-term credit rating is as follows:

2019 2018
Standard & Poor’s BBB BBB
Fitch BBB BBB
The leverage ratio is as follows:

2019 2018
Net borrowings: 15,268 13,667
Non-current borrowings (Note 18) 15,701 13,352
Current borrowings (Note 18) 2,286 2,079
Cash and cash equivalents (Note 14) (2,685) (1,716)
Derivatives (Note 19) (34) (48)
Equity: 13,976 14,595
Equity holders of the Company (Note 15) 10,551 10,948
Non-controlling interests (Note 15) 3,425 3,647
Leverage (Net borrowings / (Net borrowings + Net equity)) 52.2% 48.4%

From 1 January 2019, due to the application of IFRS 16 "Leases", lease liabilities are treated as part of

financial liabilities (Note 3.2).
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Derivative financial instruments

The breakdown of derivative financial instruments by category and maturity is as follows:

At 31.12.19 At 31.12.18
Assets Liabilities Assets Liabilities
Hedging derivative financial instruments 276 150 180 100
Cash flow hedge
- Interest rate - 72 - 26
- Interest rate and foreign exchange rate 29 27 18 29
- Price of commodities 247 51 162 45
Fair value hedge
- Interest rate and foreign exchange rate - - - -
Other financial instruments - - - -
Derivative financial instruments — non current 276 150 180 100
Hedging derivative financial instruments 309 60 61 98
Cash flow hedge
- Interest rate - 17 - 9
- Interest rate and foreign exchange rate 4 9 18 14
- Exchange rate 1 2 10 7
- Price of commodities 304 31 33 68
Fair value hedge
- Interest rate and foreign exchange rate - - - -
- Exchange rate - 1 - -
Other financial instruments 1 2 14 19
- Price of commodities 1 1 8 19
- Exchange rate - 1 6 -
Derivative financial instruments current 310 62 75 117
Total 586 212 255 217

The fair value of derivatives is determined based on observable variables in an active market (Level 2).

“Other financial instruments” includes the derivatives not qualifying for hedge accounting.

The impact on the consolidated income statement of derivative financial instruments is as follows:

2019 2018
Operating Financial Operating Financial
results results results results
Cash flow hedge 44 (34) (50) (55)
Fair value hedge (8) 1 (6) (5)
Other financial instruments 2 (17) - (2)
Total 38 (50) (56) (62)

113



The breakdown of derivatives at 31 December 2019

notional values is as follows:

and 2018, their fair value and maturities of their

31.12.19

Notional value

Subsequent
2020 2021 2022 2023 2024 years Total
INTEREST RATE HEDGES:
Cash flow hedges:
Financial swaps (EUR) (80) 844 63 141 91 70 1,074 2,283
Financial swaps (USD) (6) - - - - 635 - 635
Financial swaps (MXN) ) - - - - 84 - 84
Financial swaps (AUD) 1) - - - - - 80 80
Options (EUR) - - - - 40 - 40
EXCHANGE RATE HEDGES:
Cash flow hedges:
Foreign exchange insurance (USD) (@) 711 - - - - - 711
Foreign exchange insurance (BRL) - 2 - - - - - 2
Fair value hedges:
Foreign exchange insurance (BRL) - 38 - - - - - 38
Foreign exchange insurance (USD) - 67 - - - - - 67
Foreign exchange insurance (DHN) - 6 - - - - - 6
Foreign exchange insurance (EUR) @ (1) 47 - - - - - 47
INTEREST RATE AND FOREIGN EXCHANGE
RATE HEDGES:
Cash flow hedges:
Financial swaps (NOK) (26) - - - 101 - - 101
Financial swaps (UF) 23 10 10 172 231 22 22 467
COMMODITIES HEDGES:
Cash flow hedges:
Commaodities price derivatives (EUR) 21 283 3 - - - - 286
Commodities price derivatives (USD) 337 807 403 151 112 0 - 1,473
Commodities price derivatives (AUD) 111 22 39 40 41 41 532 715
OTHER:
Commodities price derivatives (EUR) - - - - - - - R
Commodities price derivatives (USD) - - - - - - - R
Foreign exchange derivatives (USD) Q) 18 - - - - - 18
TOTAL 374 2,855 518 504 616 852 1,708 7,053

1) Arranged by companies using a functional currency other than the euro.
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31.12.18

Fair Notional value
value
Subsequent
2019 2020 2021 2022 2023 years  Total
INTEREST RATE HEDGES:
Cash flow hedges:
Financial swaps (EUR) (35) 95 844 63 141 91 1,392 2,626
Options (EUR) - - - - - 40 - 40
EXCHANGE RATE HEDGES:
Cash flow hedges:
Foreign exchange insurance (USD) 4 278 - - - - - 278
Foreign exchange insurance (GBP) - 24 - - - - - 24
Foreign exchange insurance (MXN) (6) 167 - - - - - 167
Foreign exchange insurance (AUD) 6 84 - - - - - 84
Foreign exchange insurance (BRL) 2) 54 - - - - - 54
Fair value hedges:
Foreign exchange insurance (BRL) - 14 - - - - - 14
Foreign exchange insurance (USD) - 47 - - - - - 47
Foreign exchange insurance (DHN) - 5 - - - - - 5
Foreign exchange insurance (EUR) © - 52 - - - - - 52
INTEREST RATE AND FOREIGN EXCHANGE
RATE HEDGES:
Cash flow hedges:
Financial swaps (CHF) 16 204 - - - - - 204
Financial swaps (NOK) 27) - - - - 101 - 101
Financial swaps (UF) 4 - 11 11 183 245 46 496
COMMODITIES HEDGES:
Cash flow hedges:
Commodities price derivatives (EUR) (25) 270 7 - - - - 277
Commodities price derivatives (USD) (22) 195 141 108 108 110 - 662
Commaodities price derivatives (AUD) 129 16 21 39 39 40 565 720
OTHER:
Commaodities price derivatives (EUR) (11) 7 - - - - - 7
Commaodities price derivatives (USD) - 1 - - - - - 1
Foreign exchange derivatives (USD) 6 439 - - - - - 439
TOTAL 38 1,952 1,024 221 471 627 2,003 6,298
(1) Arranged by companies using a functional currency other than the euro.
Note 20. Other current and non-current liabilities
The breakdown of this heading at 31 December 2019 and 2018 is as follows:
At 31.12.19 At 31.12.18
Finance lease liabilities (1) - 1,186
Deposits and guarantees deposits (2) 214 210
Derivative financial instruments (see Note 19) 51 45
Other liabilities 227 99
Other non-current liabilities 492 1,540
Dividend payable 81 37
Expenses accrued pending payment 177 202
Finance lease liabilities (1) - 132
Derivative financial instruments (see Note 19) - 11
Other liabilities (3) 28 89
Other current liabilities 286 471
Total other liabilities 778 2,011

There are no significant differences between the carrying values and the fair values of the items in the

account “Other non-current liabilities”.
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(1) Finance lease liabilities

At 31 December 2018, this heading included payables under finance leases which, at 1 January 2019,
pursuant to IFRS 16, have been classified as financial debt (see Note 16).

(2) Deposits and guarantees deposits

The item “deposits and guarantees deposits” basically includes amounts received from customers under
contracts for the supply of electricity and natural gas, deposited with the competent Public Administrations
(Note 10) as stipulated by law, and amounts received from customers to secure supplies of liquefied
natural gas.

(3)  Other liabilities

At 31 December 2018, this heading included, among other items, the buyback commitment without a
premium granted on 22 September 2008 and renewed in June 2013 to Sinca Inbursa, S.A. de C.V.
(Inbursa) pertaining to 14.125% of Naturgy México, S.A. de C.V. (formerly Gas Natural México, S.A. de
C.V.) and 14% of Sistemas de Administracion, S.A. de C.V. in the amount of Euros 69 million.

In May 2019, the term of this commitment expired without Inbursa having exercised its right. Therefore, the
derecognition of the liability, amounting to Euros 69 million, and the corresponding increase in non-
controlling interests was recorded as an equity transaction (Note 15).

As of 31 December 2019, the balances of long-term suppliers corresponding to price stabilization
mechanisms in Chile are included (Note 2.4.2).

Note 21. Trade and other payables

The breakdown at 31 December 2019 and 2018 is as follows:

At 31.12.19 At 31.12.18
Trade payables 3,092 3,224
Trade payables with related parties (Note 35) 26 43
Trade payables 3,118 3,267
Public Administrations 425 541
Derivative financial instruments (see Note 19) 34 76
Accrued wages and salaries 112 130
Other payables 22 20
Other payables 593 767
Current tax liabilities 33 33
Total 3,744 4,067

The fair value and carrying value of these liabilities do not differ significantly.

Disclosure of deferrals of payment to suppliers. Additional Provision 3 “Duty of disclosure” of Law
15/2010/5 July

The total amount of payments made during the year, with details of periods of payments, according to the
maximum legal limit under Law 15/2010 of 5 July, which laid down measures against slow payers in Spain,
is as follows:

2019 2018
Total payments (million euro) 11,027 13,457
Total outstanding payments (million euro) 314 450
Average supplier payment period (days) @ 23 22
Transactions paid ratio (days) @ 23 22
Transactions pending payment ratio (days) © 24 23

1) Calculated on the basis of amounts paid and pending payment.
(2)  Average payment period in transactions paid during the year.
3) Average age, suppliers pending payment balance.

116



Note 22. Tax situation

Naturgy Energy Group, S.A. is the parent of Tax Consolidated Group 59/93, which includes all the
companies resident in Spain that are at least 75% directly or indirectly owned by the parent company and
that fulfil certain requirements, entailing the overall calculation of the group's taxable income, deductions
and tax credits. The Tax Consolidated Group for 2019 is indicated in Appendix III.

The remaining Naturgy companies pay their taxes individually, in accordance with the schemes applicable
to them.

Set out below is the reconciliation between corporate in