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Overview'

Results of non-financial corporations to 2010 Q2

In the first six months of 2010, there was a recovery in the productive activity of the sample
firms of the Central Balance Sheet Data Office Quarterly Survey (CBQ). This recovery was re-
flected in 6.4% growth of gross value added (GVA), in contrast to the sharp decline in this
surplus a year earlier (-13.7%). The recovery in activity extended to virtually all productive sec-
tors, which benefited from the pick-up in private consumption and investment in capital goods
and also from the recovery in external activity.

Personnel costs fell by 1.6% in the first half of 2010, a slightly higher rate than a year earlier
(-1.3%). This was the consequence of greater wage restraint and a continuation of the de-
cline in employment, which, although slower than in 2009, continued to involve a majority of
firms. Thus, the data on average numbers of workers confirm that the firms continued to re-
duce their workforces during the first half of 2010 (-2.7%), although at a slower rate than in
the same period of the previous year (-3.1%). Analysing these developments in terms of the
type of contract, the 2010 data show that the brunt of the labour adjustment was borne by
temporary employment, which continued to record the most negative rates of change (-8.1%),
although the pace of decline eased as the year progressed. Conversely, permanent employ-
ment deteriorated in the first half of 2010, recording a decline of 1.8%, which was well above
the rate of the first half of 2009 (-0.6%). All sectors of activity, without exception, cut their
average workforce levels, the most severe job losses being in industry (-3.9%). Average com-
pensation was very restrained during the first half of 2010, rising by 1.1%, 0.7 pp less than in
the same period of 2009 (1.8%).

As a result of the recovery in productive activity and the decline in personnel costs, gross op-
erating profit (GOP) rose by 14% in the first six months of 2010, in striking contrast to the sharp
fall in this surplus in the same period of 2009 (-23.1%). Financial revenue and financial costs
continued to fall in the first half of 2010, although the former did so more sharply (-13.6% and
-3.8%, respectively). In the case of financial revenue the decline was similar to that in the first
half of 2009 (-12.1%) and was attributable to the lower dividends received by the firms and,
especially, the decrease in the interest received on loans granted by them. This decrease re-
flects the lower interest rates and also the cancellation of certain multinational group transac-
tions, which have reduced the outstanding balance of loans. The lower interest rates also ex-
plain the lower amount of financing costs, although their impact on this item has been
diminishing progressively in recent quarters, so that the fall in financial costs in 2010 (-3.8% as
mentioned) was significantly smaller than that recorded in 2009 (80% over the entire year).
Indebtedness remained practically unchanged and did not significantly affect financial costs.

The overall effect of these developments in financial revenues and costs was to make ordinary
net profit (ONP) grow at a somewhat slower rate than GOP (9.3% in the first six months of 2010).
This represented a significant improvement on a year earlier, when this surplus contracted
sharply (-25.6%). The growth of ONP slightly raised firms’ profit ratios compared with the previ-
ous year. The return on investment stood at 5.3% in the first half of 2010, up 0.3 pp from the
previous year, while the return on equity rose to 7%, from 6.4% in the first half of 2009. At the
same time, the ratio that approximates the cost of financing continued to fall in this period, to

1. The data that serve as a basis for this article come from the 731 corporations that had sent their quarterly information
to the Central Balance Sheet Data Office (CBSO) as at 15 September 2010. In terms of GVA, this sample of firms repre-
sents a coverage of 13.1% of the total GVA of non-financial corporations.
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PROFIT AND LOSS ACCOUNT. YEAR-ON-YEAR CHANGES AND PROFIT RATIOS TABLE 1
Growth rates of the same corporations on the same period a year earlier

= - =
Number of corporations _ 9,243 9,384 _
Total national coverage _ 33.7% 29.9% _
PROFIT AND LOSS ACCOUNT I ]
1 VALUE OF OUTPUT (including subsidies) [ 1000 80 02 17 491 164
Of which: [ ] I
— Net amount of turnover and other operating income _ 5.9 1.4 _
2 INPUTS (including taxes) [ era | 87 17 81 220 219
Of which: [ ] I
— Net purchases C el 44 13 207852 406
— Other operating costs _ 8.9 1.6 _
S.1 GROSS VALUE ADDED AT FACTOR COST [1 - 2] [ 6 | 64 28 | 89 187 64
3 Personnel costs _ 619 3.7 _
S.2 GROSS OPERATING PROFIT [S.1 - 3] [ 121 59 02 | 49 281 140
4 Financial revenue _ 19.4 4.9 _
5 Financial costs _ 38.1 15.0 _
6 Net depreciation, impairment and operating provisions _ -0.2 14.6 _
S.3 ORDINARY NET PROFIT [S.2 + 4 — 5 — 6] [ 82 | 42 253 | 5 2656 93
7 Gains (losses) from disposals and impairment (c) - -34.2 (b) _
7' As a percentage of GVA (7/S.1) 2.7 -6.3
8. Changes in fair value and other gains (losses) (C) - 39.1 -53.0 _
8' As a percentage of GVA (8/S.1) -1.6 -3.3
9 Corporate income tax _ -15.3 -66.8 _
S.4NETPROFIT[S.83+7 +8-9] 8.6 -50.8
S.4' As a percentage of GVA (S.4/S.1) - 25.5 13.7 _
PROFIT RATIOS Formulas (d) ]
R.1 Return on investment (before taxes) (8.3 +5.1)/NA 8.9 7.4 _
R.2 Interest on borrowed funds/interest-bearing borrowing 5.1/BB 48 51 34 36 83
R.3 Ordinary return on equity (oefore taxes) S3/E 125 o5 | 87 64 70
R.4 ROI - cost of debt (R.1 - R.2) R1-R2 4.1 24 | 28 15 20

SOURCE: Banco de Espafia.
NB: In calculating rates, internal accounting movements have been edited out of items 4, 5 and 7.

a. All the data in these columns have been calculated as the weighted average of the quarterly data.
b. Rate not significant or not calculable because the relevant figures are of opposite sign.

c. New P&L headings resulting from application of the new General Chart of Accounts (PGC 2007,
d. NA = Net Assets (net of non-interest-bearing borrowing; E = Equity; IBB = Interest-Bearing-Borrowing; NA = E + IBB. The financial costs
in the numerators of ratios R.1 and R.2 only include the portion of financial costs that is interest on borrowed funds (5.1) and not other
financial costs (5.2)

stand at 3.3%, 0.3 pp less than in the same period of the previous year. However, this decline
was more moderate than in previous periods and is unlikely to be sustained by means of further
cuts in financing costs, given their low current level. Finally, given the increase in the return on
investment and the decline in the cost of debt, the difference between these two ratios remained
positive in the first half of 2010 and was slightly larger than a year earlier (2, as against 1.5).

Lastly, in relation to extraordinary costs and revenues, the most notable development in
2010 was a sharp decline in extraordinary revenues, which stemmed from the large cap-
ital gains obtained from the disposal of fixed assets and shares in 2009, given the ab-
sence of significant transactions of this nature in 2010. In addition, the growth of taxes
differed in these two half years: they grew strongly (40.8%) due to the increase in ordinary
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NON-FINANCIAL CORPORATIONS REPORTING TO THE CENTRAL BALANCE CHART 1

SHEET DATA OFFICE
GROSS VALUE ADDED AT FACTOR COST PERSONNEL COSTS
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REPORTING NON-FINANCIAL 2005 2006 2007 2008 2009 2010

CORPORATIONS

Number of corporations CBA 9,135 9,286 9,243 9,384 — —
CBQ 811 828 845 813 787 731

% of GDP of the sector CBA 32.7 38.5 33.7 29.9 — —

non-financial corporations CBQ 14.6 14.4 14.2 12.9 12.4 131

SOURCE: Banco de Espana.

a. 2005, 2006, 2007 and 2008 data drawn from corporations reporting to the annual survey (CBA), and
average data of the four quarters of each year in relation to the previous year (CBQ).

b. Average of the four quarters of 2009 relative to the same period in 2008.

c. Average of the first two quarters of 2010 relative to the same period in 2009.

profit in the first half of 2010, following an exceptional fall in the first half of 2009 (-25.8%),
owing to the sharp contraction in ordinary profit and the fiscal impact, in that period, of
the capital gains and extraordinary transactions, which were not subject to tax. All this led
to a slightly negative performance by net profit, which fell by 2.6% in the first half of 2010,
and to a decrease in the ratio of net profit to GVA. Specifically, net profit stood at 36.9%
of GVA in the first half of 2010. Admittedly this is still a high level, but it is somewhat more
than three percentage points down from the 40.2% level recorded in the first half of
20089.
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NON-FINANCIAL CORPORATIONS REPORTING TO THE CENTRAL BALANCE CHART 1
SHEET DATA OFFICE (cont'd)
FINANCIAL COSTS ORDINARY NET PROFIT
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REPORTING NON-FINANCIAL 2005 2006 2007 2008 2009 2010

CORPORATIONS

Number of corporations CBA 9,135 9,286 9,243 9,384 — —
CBQ 811 828 845 813 787 731

% of GDP of the sector CBA 32.7 33.5 33.7 29.9 — —

non-financial corporations CBQ 14.6 14.4 14.2 12.9 12.4 13.1

SOURCE: Banco de Espana.

a. 2005, 2006, 2007 and 2008 data drawn from corporations reporting to the annual survey (CBA), and
average data of the four quarters of each year in relation to the previous year (CBQ).

b. Average of the four quarters of 2009 relative to the same period in 2008.

c. Average of the first two quarters of 2010 relative to the same period in 2009.

To sum up, in the first half of 2010 the CBQ firms remained on the path of recovery in activity
that they had embarked upon in the preceding quarters. This recovery, along with the reduc-
tion in personnel costs, against a background of wage restraint, was conducive to growth in
gross operating profit and in ordinary net profit, and to a rise in profit ratios relative to 2009.
However, net profit, although still high, was slightly lower than in the previous period, owing to
the influence of extraordinary transactions. The positive profit developments did not translate
into any improvement in employment or investment, which continued to decline in net terms in
the first half of 2010, although somewhat more moderately than in the preceding year.
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Activity

Employment and
personnel costs

BANCO DE ESPANA

In the first half of 2010, the firms’ productive activity continued to grow, in line with the recovery
in previous quarters. GVA increased by 6.4% in the first half of 2010 (see Table 1 and Chart 1),
in sharp contrast to the decline of 13.7% a year earlier. The greater vigour of productive activ-
ity was also apparent in the strong increase in both the value of output, which grew by 16.1%
in the period analysed (as against the decline of 19.1% in the previous year), and inputs, which
increased by 21.9% (-22% in the same period of 2009). Finally, external activity also reflected
a significant change of trend in the first six months of 2010, with substantial increases in both
exports (32.3%) and imports (44.3%), in marked contrast to the same half of 2009 (-23.8%
and -38.8% respectively).

A sectoral analysis (see Table 2.A) shows that the recovery in productive activity extended to
all sectors of activity, with the sole exception of information and communication. This sector
recorded a fall in GVA of 4.6% during the first half of 2010, when telecommunications firms
were operating against a background of fierce competition and a margin squeeze. In relation
to the other sectors, the recovery in industry stands out, with a strong increase in GVA (26.4%),
following the sharp fall recorded in 2009 (-35.8%) (see Box 1). The wholesale and retail trade
and hotels and restaurants sector also posted notable growth in GVA in the first six months of
2010 (8.5%), a rate that, as in the other sectors, contrasts with the negative performance of a
year earlier (-10.2%). The growth in this sector is mainly explained by the positive develop-
ments in private consumption during the period analysed, which may have been boosted by
the bringing forward of spending decisions that, according to other sources and indicators,
occurred in the first half of 2010, given the imminent rise in VAT. At the same time the GVA of
the energy sector increased by 11.7% during the first half of 2010, as compared with a fall of
14.1% in the same period of 2009, thanks to the positive performance of the manufacture of
refined petroleum products and electricity, gas and water supply. In the case of refined petro-
leum products, the increase in GVA was 21.5% and was related to the increases in output and
in the prices of refined products, which rose by somewhat more than 36% in the period ana-
lysed, enabling the growth in costs as a result of the higher crude oil prices, with respect to
those existing in 2009, to be absorbed (see Chart 2). Electricity, gas and water supply posted
an increase in GVA of 10.6% (as against a fall of 5.4% in the first half of 2009), primarily as a
result of the increase in the demand for electricity (which, according to Red Eléctrica, grew by
3.6% in the first half of 2010) and the lower costs of electricity producers, who, thanks to the
higher rainfall in 2010, were able to make greater use of hydroelectric power stations than
other sources of electricity generation (especially coal). Finally, the aggregate that includes all
other activities also posted a positive performance in the first half of 2010, with an increase in
GVA of 4.1%, as against a contraction of 7.8% in the same period of 2009.

Finally, Chart 3 shows how the sample firms, irrespective of their size, are distributed by rate
of change of GVA. The main development to be observed is the notable decline in the first half
of 2010 in the percentage of firms whose GVA fell by more than 20%: while in 2009 38.5% of
the firms were in this segment, in 2010 only 20.7% were. In contrast, the percentage of firms
posting increases in GVA rose substantially, both in the segment of growth of less than 20%,
which included a further 8% of the firms in 2010, and in that of higher increases, which con-
tains 26.3% of the sample firms, ten percentage points more than in 2009. All this goes to
confirm that the recovery in activity in the first half of 2010 extended to a majority of the firms
and that activity was increasing in more firms than a year earlier.

In the first half of 2010, personnel costs fell by 1.6%, 0.3 percentage points more than in the
same period of 2009. This greater containment of personnel costs was a consequence of the
growth in wage costs in the first six months of the year (1.1%), which was 0.7 pp less than a
year earlier (1.8%), and of the developments in employment, which continued to decline, by
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VALUE ADDED, EMPLOYEES, PERSONNEL COSTS AND PERSONNEL COSTS PER EMPLOYEE.

BREAKDOWN BY SIZE AND MAIN ACTIVITY OF CORPORATIONS
Rates of change of the same corporations on the same period a year earlier

GROSS VALUE ADDED EMPLOYEES
AT FACTOR COST (AVERAGE FOR PERIOD)
CBA | CBQ@  CBA | CBQ@E)

SIZE: I I
Small -3 I -
Medium 41 140 155 46 -13 62 59 88
BREAKDOWN BY ACTIVITY: I I
Energy 81 81 141 117 37 03 02 25
Industry 9.3 230 358 264 -14 63 63 89
Wholesale and retail trade and

1.6 1.2
hotels and restaurants
Information and communication 0.8 _ 1.8 _
Other activities 2465 78 41| 11[.09 06 26

SOURCE: Banco de Espafia.

a. All the data in these columns have been calculated as the weighted average of the quarterly data.

EMPLOYMENT AND PERSONNEL COSTS
Details based on changes in staff levels

Number of corporations
PERSONNEL COSTS:

Initial situation 09 Q1-Q2 (€m
Rate 10 Q1-Q2/09 Q1-Q2

AVERAGE COMPENSATION
Initial situation 09 Q1-Q2 (€m
Rate 10 Q1-Q2/09 Q1-Q2

NUMBER OF EMPLOYEES

Initial situation 09 Q1-Q2 (000s)

Rate 10 Q1-Q2/09 Q1-Q2

Permanent Initial situation 09 Q1-Q2 (000s)
Rate 10 Q1-Q2/09 Q1-Q2

Non-permanent Initial situation 09 Q1-Q2 (000s)
Rate 10 Q1-Q2/09 Q1-Q2

SOURCE: Banco de Espafia.

TABLE 2.A
PERSONNEL COSTS
PERSONNEL COSTS PER EMPLOYEE
cBA [ CBQ(  CBA [ CBAM@
AN 200 0 NAN 00000
88 (64 50 24 52 [08 40 14
63 [[A4127 04" 25 [H4 25 21
1769 77 20 81 06 15 20
3.7 - 2.4 -
85 (4016 04 16 [Ho 48 22
a7 12 20 23 35 22 26 03
TABLE 2.B
TOTAL CBQ &%Eiggﬁ\jgo(gi CORPORATIONS
CORPORATIONS NOT CHANGING) REDUCING
2010 Q1 - Q2 STAFF LEVELS STAFF LEVELS
731 334 397
14,631.7 4,799.4 9,832.3
-1.6 1.5 -3.1
22,896.1 25,469.4 21,810.8
1.1 1.8 2.2
639 188 451
2.7 3.4 5.2
549 161 387
-1.8 2.6 -3.6
91 27 64
-8.1 7.8 -14.9
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ANALYSIS OF THE INDUSTRIAL SECTOR

The CBQ data for the first half of 2010 show a significant improve-
ment in the productive activity of the industrial sector in this period,
following the severe contraction of GVA in the first half of 2009
(-85.8%). In the first half of 2010 this surplus grew by 26.4%, as a
result of the improvement in capital goods investment and the
greater buoyancy of external activity, which was evident in the
strong growth in both industrial imports and exports. This positive
performance occurred without exception in all the industrial sub-
sectors, which saw their rates of change of GVA improve with re-
spect to 2009. However, while in some sub-sectors, such as the
manufacture of mineral and metal products and chemicals, strong
GVA growth was recorded (90.7% and 43.4%, respectively), in oth-
ers, such as computer and electronic products, electrical material
and equipment, and food drink and tobacco, small contractions in
GVA were still being recorded, although, as already mentioned,
these represented an improvement on the previous year. Personnel

BOX 1

costs fell by 2% in the first two quarters of the year, a much milder
fall than a year earlier, when these costs fell by 7.7%. This was at-
tributable to the combined effect of average compensation and
employment. First, there was a significant change in personnel
costs per employee in 2010: having fallen by 1.5% in 2009, as a
consequence of the strong decline in variable compensation in that
period, they grew by 2% in the first half of 2010, in line with the
wage developments in other sectors of the sample. Second, the
employment data, although continuing to decline, with a fall of
3.9% in the first half of 2010, improved somewhat in comparison
with the rate of the same period a year earlier, when employment in
industrial firms declined by 6.3%. The recovery in activity and the
fall in personnel costs led a strong rise in GOP, which reversed (at
least in part) the deterioration of the previous two years. In turn, the
decline in financial costs, of 9.1% in the first half of 2010, led to a
further acceleration in ordinary net profit (ONP) and, consequently,

PERFORMANCE OF THE INDUSTRIAL CORPORATIONS REPORTING TO THE CBSO

GROSS VALUE ADDED AT FACTOR COST
Rate of change
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RETURN ON INVESTMENT
Ratios

CBA/CBQ CBQ
12

2005 2006 2007 2008 2009 2010

2007 2008 2009 2,010

2,356 2,366 = =

CBQ 320 309 302 294 314 299 287 278 308 298 284 279 283 272 258 246 247 243 237 219 218 175 — —

CBA 28.2 28.8

% of GDP of the sub-sector industrial
corporations

SOURCE: Banco de Espafa.

29.7 241 12 =

CBQ 19.1 19.6 16.9 17.1 18.4 17.56 16.2 17.4 19.4 19.5 16.6 17.0 16.2 16.2 12.7 9.0 10.7 10.8 11.9 11.1 10.5 11.0 — —
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ANALYSIS OF THE INDUSTRIAL SECTOR (cont’d)

a rise in profitability. The ratio that measures the return on invest-
ment increased in the first half of 2010 to 3.6%, three times as high
as a year earlier (1.2%). Likewise, the return on equity also im-
proved significantly, to reach 3.5% in the first half of 2010, having
been negative in the same period of 2009 (-1.3%). As a result of
the positive behaviour of the return on investment, the spread be-
tween this ratio and the cost of debt, which remained at similar
levels to those of 2009 in the industrial sector, showed clear im-
provement in comparison with its value a year earlier (-2.5), al-

BOX 1

though it remained in negative territory, albeit only just, in the first
half of 2010 (-0.1). In short, there was a notable improvement in the
productive activity of the industrial firms in the first half of 2010. This,
along with the favourable behaviour of personnel and financial costs,
enabled these firms to increase their capacity to generate surpluses
and their profit ratios. However, this positive performance has still
not extended to every industrial sub-sector, nor has it prevented
employment in this aggregate from continuing to decline, these be-
ing the negative aspects of the recovery scenario discussed.

Profits, rates of return
and debt

2.7% in the six months to June 2010, although this was a slight improvement compared to the
previous year (-3.1%).

The job losses were highest among temporary employees, whose numbers dropped by 8.1%,
although that reduction was less than half the one recorded a year earlier (-16.3%). Con-
versely, although permanent employment fell less sharply than temporary employment (-1.8%),
this performance was more negative than in the first half of 2009, when such employment fell
by 0.6%. An analysis by sector (see Table 2.A) shows that the average number of workers
declined in all sectors of activity. The largest decline was in industry (-3.9%), although this fall
was much smaller than the one recorded a year earlier (-6.3%). The average decline in employ-
ment in other sectors was slightly above 2% (-2.5% in energy, -2.3% in wholesale and retail
trade and hotels and restaurants, -2.1% in information and communication and -2.6% in oth-
er activities) with little variation across them. Finally, the information contained in Table 4 con-
firms that, although a majority of the sample firms continued to reduce their employment in
2010 (57.8%), this percentage is 3.4 pp lower than a year earlier (61.2%).

Lastly, average compensation grew moderately in the first half (1.1%), continuing the trend
of recent quarters. This growth was 0.7 pp less than a year earlier. Although wage growth
moderated in all sectors other than industry, the sectors can be divided into two groups.
First, there are the energy, industrial and information and communication sectors, which
recorded increases in average remuneration of around 2%. And then there are the whole-
sale and retail trade and hotels and restaurants, and the aggregate of other activities, in
which wage costs stabilised, growing at a lower rate than the average for the whole sam-
ple, specifically by 0.7% and 0.3% respectively. In the case of the aggregate comprising
other activities, the strong fall in average compensation with respect to 2009 (from 2.6% to
0.3%) was affected by the cuts in the second quarter in certain firms in the air transport
sector. Finally, the information in Table 2.B enables the growth of remuneration to be ana-
lysed on the basis of the distinction between firms that maintained or increased their aver-
age workforce levels and firms that shed labour. It shows that the general scenario of wage
moderation applied to both groups, although, as usual, the behaviour of those that re-
duced their average number of workers differed from that of those that did not. In the
former wage costs grew by 2.2%, and in the latter they fell by 1.8%.

The recovery in activity, along with the decline in personnel costs, led to a 14% increase in gross
operating profit in the first half of 2010, in strong contrast to the deterioration in this surplus in the
first half of 2009, when it contracted by 23.1%. At the same time, financial costs continued to fall
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PURCHASES AND TURNOVER OF CORPORATIONS REPORTING DATA ON TABLE 3

PURCHASING SOURCES AND SALES DESTINATIONS
Structure and rates of change

Total corporations 9,384 _
Corporations reporting source/destination 9,384 _
Percentage of net purchases Spain 65.6 _
by source Total abroad saa  [HTHa8 TGS

EU countries 174 [Tee
Percentage of net purchases Spain 85.0 _
by source Total abroad 150 78 el

EU countries oz [0s1 63
Rate of change in net external Industry -21.9 _
demand (exports less IMports) ke corporations 53 _

SOURCE: Banco de Espafia.

a. All the data in these columns have been calculated as the weighted average of the relevant
quarterly data.

IMPACT OF OIL PRICES ON THE REFINING SECTOR CHART 2

e REFINING GVA (RATE OF CHANGE) (g)
e REFINING PRICE INDEX (RATE OF CHANGE)
EURO-DENOMINATED OIL PRICE INDEX
DOLLAR-DENOMINATED OIL PRICE INDEX

2000 = 100 CBA/CBQ CBQ (a)
400

300

200

100 S

-100
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

SOURCES: Banco de Espafia and Ministerio de Industria, Turismo y Comercio (Informe mensual
de precios).

a. 2009 data relate to the CBQ.
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DISTRIBUTION OF CORPORATIONS BY RATE OF CHANGE IN CHART 3
GVA AT FACTOR COST

2009 Q1-Q2/2008 Q1-Q2
o 2010 Q1-Q2/2009 Q1-Q2

<-20 (-20/0) (0/20) >20
Class marks (or intervals) of the rate

SOURCE: Banco de Espana.

PERSONNEL COSTS AND AVERAGE NUMBER OF EMPLOYEES TABLE 4
Percentage of corporations in specific situations

PERSONNEL COSTS 100 0 100 100 100 100
Falling 26.0 821 34 568 567 537
AVERAGE NUMBER OF EMPLOYEES 100 10 100 100 100 100
Falling 314 420 482 624 612 578
Constant or ising 656 580 | 838 G168 422

SOURCE: Banco de Espafia.

a. Weighted average of the relevant quarters for each column.

(by -8.8% in the period analysed), although much less strongly than in the previous year, when
they fell by 24.9%. This fall has meant that the weight of financial costs in the firms’ structure of
costs has continued to decline, thereby alleviating their debt burden (see Chart 4). The following
table provides information on the main determinants of changes in financial costs:

10 Q1-Q2/09 Q1-Q2

Change in financial costs -3.8%
A. Interest on borrowed funds (1 + 2) -3.7%
1 Due to the cost (interest rate) -7.7%
2 Due to the amount of interest-bearing debt 4.0%
B.  Commissions and cash discounts -0.1%

This table confirms that the decline in financial costs was exclusively attributable to the
lower interest rates paid by the firms, the effect of which was partially offset by slight growth

BANCO DEESPANA 12 ECONOMIC BULLETIN, OCTOBER 2010 RESULTS OF NON-FINANCIAL CORPORATIONS TO 2010 Q2



DEBT RATIOS CHART 4

SOURCE: Banco de Espafa.

a. Ratio calculated from final balance sheet figures. Net assets include an adjustment to current
prices.

b. Ratio calculated from final balance sheet figures. Interest-bearing borrowing includes an
adjustment to eliminate intragroup debt (approximation of consolidated debt).

¢. MGs are sample corporations belonging to the main reporting multinational groups. These do
not include the large construction companies.

BaNcO DEEsPaRA 13 Economic BULLETIN, OCTOBER 2010 RESULTS OF NON-FINANCIAL CORPORATIONS TO 2010 Q2



GROSS OPERATING PROFIT, ORDINARY NET PROFIT, RETURN ON INVESTMENT AND

ROI-COST OF DEBT (R.1 -R.2).

TABLE 5

BREAKDOWN BY SIZE AND MAIN ACTIVITY OF CORPORATIONS
Ratios and growth rates of the same corporations on the same period a year earlier

GROSS OPERATING ORDINARY NET PROFIT ~ RETURN ON INVESTMENT ROI-COST OF DEBT
PROFIT R.1) R.1-R.2)

SIZE: I I
smal 264 =SS gea Dele el sl e o2l
Medium 164 255 204 166 -323 882 -457 260 59 48 89 55 12 07 01 28
Large 9.3 -24.3 7.6 2.5
BREAKDOWN BY ACTIVITY:
Energy 16 107 182 1565 -39 -15 130 43 79 71 61 57 290 87 25 23
Industry -22.4 [489 697 () -33.1 [-646°:965 (b)) v.2['26 1286 202 25 0i
Wholesale and retail trade
and hotels and restaurants 9.6 276 9 a7
Information and communication -0.4 |86 100 63 58 168 167 83 21.9[282 285 285 163 233 285 244

SOURCE: Banco de Espania.

a. All the data in these columns have been calculated as a weighted average of the quarterly data.
b. Rate not significant or not calculable because the relevant figures are of opposite sign.

in external sources of financing. Following the successive interest rate cuts (which have
therefore been passed through to non-financial firms), the ratio that measures the cost of
debt stood in the first half of 2010 at 3.3%, down 0.3 pp from its level in the first half of
2009. However, this fall in the cost of debt tended to decelerate during the first six months
of 2010, indicating that there is little scope for financial costs to be further reduced through
this channel. Debt in the first half was practically unchanged, against a background of slack
investment. In fact, the data obtained by the CBQ to approximate business investment
show a decline of 68.9% in this item in the first six months of 2010, although the quarterly
profile of the series shows an improvement in the second quarter of the year. Finally, this
analysis may be supplemented by a study of the E1 and E2 ratios (debt and ability to repay)
(see Chart 4). The former shows that the level of business debt stabilised, standing at prac-
tically the same level in 2010 as a year earlier. Meanwhile, the E2 ratio also remained very
stable in the first six months of 2010, ending the upward trend that dates back to 2004 and
confirming the beneficial effect on this ratio of the positive growth in GVA (the denominator
of the ratio) this year.

Financial revenue also fell in the first half of 2010 (-13.6%), at a similar rate to a year earlier
(-12.1%). This decline is explained by the lower dividends received and, above all, by the
decline of 23.4% in interest, as a consequence of the cancellation of loans granted to sub-
sidiaries by large Spanish groups and of the reduction in interest rates mentioned above. The
larger decline in financial revenue than in financial costs together with the growth in deprecia-
tion and provisions (+8%) led to a slight reduction in the growth of ONP, relative to that of
GOP, its rate of change in the first half of 2010 being 9.3%. Even so, this growth in ordinary
net profit was a big improvement on 2009, when it fell by 25.6%. At the sector level, as in the
case of GVA and GOP, ONP grew in all sectors in the period to June 2010 (see Table 5), ex-
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STRUCTURE OF REPORTING CORPORATIONS' RETURN ON INVESTMENT AND TABLE 6
ORDINARY RETURN ON EQUITY

CBQ (a)

RETURN ON ORDINARY RETURN
INVESTMENT (R.1) ON EQUITY (R.3)

09Q1-Q2 10Q1-Q2 09Q1-Q2 10Q1-Q2

Number of corporations 813 731 813 731
Percentage of corporations R <= 0% 34.1 29.6 39.0 33.7
by 0% <R <=5% 24.4 26.3 17.3 191
profitability bracket 5% <R <=10% 16.7 15.3 1.7 1.4
10% < R <= 15% 6.1 6.4 5.7 7.7
15% <R 19.7 225 26.3 28.1
MEMORANDUM ITEM: Average return 5.0 5.3 6.4 7.0

SOURCE: Banco de Espana.

a. All the data in these columns have been calculated as the weighted average of the quarterly
data.

cept in the information and communication and energy sectors, which recorded declines of
8.3% and 4.3%, although in both cases these rates represent an improvement on the figures
recorded a year earlier. The combined performance of ONP and financial costs (the numera-
tor of the ordinary profit ratios) has enabled the firms to post slightly higher levels of profitabil-
ity than in 2009. The ratio that measures the return on investment (R.1) stood at 5.3% in the
first half of 2010, 0.3 pp higher than a year earlier, while the return on equity (R.3) rose to 7%,
from 6.4% in 2009. The increase in profitability, along with the decline in the cost of debt
(R.2), allowed the difference between these two ratios to continue to widen. It stood at 2 in
the first half of 2010, half a percentage point more than in the same period of 2009. This
improvement in the difference between the return on investment and the cost of debt oc-
curred in all the sectors analysed. Moreover, they all recorded positive differentials, except
industry, the only sector of activity whose differential, although slightly negative (-0.1), was
significantly better than in the first half of 2009 (-2.5%)).

Finally, an analysis of extraordinary costs and revenue shows a significant decline in extraordi-
nary revenue in the year to date, since the significant capital gains generated by the disposals
of fixed assets and shares in 2009 have not been repeated. This reduction in revenue was ac-
companied by an increase in tax due on profits to June 2010 (+40.8%), which is a consequence
of the growth in ordinary profit following its fall in the previous year, as mentioned above, and of
the fiscal effect associated with the existence in 2009 of certain extraordinary tax-exempt op-
erations. All this led to a slight fall in net profit (-2.6%), and also in net profit as a percentage of
GVA (to 36.9%, from 40.2% in the first half of 2009). That said, the level of profits obtained by
the aggregate of firms that make up the CBQ sample remained high relative to GVA.

17.9.2010.
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