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Ernst & Young, S.L. Tel: 915 727 200
Calle de Raimundo Fernadndez Villaverde, 65 Fax: 915 727 238
28003 Madrid ey.com

Building a better Espafia
warking world

AUDIT REPORT ON FINANCIAL STATEMENTS ISSUED BY AN INDEPENDENT AUDITOR

Translation of a report and financial statements originally issued in Spanish. In the event of
discrepancy, the Spanish-language version prevails (See Note 22)

To the Shareholders of
ENDESA, S.A.

Report on the financial statements

Opinion

We have audited the financial statements of ENDESA, S.A. (the Company), which comprise the
balance sheet as at December 31, 2018, the income statement, the statement of changes in equity,
the cash flow statement, and the notes thereto for the year then ended.

In our opinion, the accompanying financial statements give a true and fair view, in all material
respects, of the equity and financial position of the Company as at December 31, 2018 and of its
financial performance and its cash flows for the year then ended in accordance with the applicable
regulatory framework for financial information in Spain (identified in Note 2 to the accompanying
financial statements) and, specifically, the accounting principles and criteria contained therein.

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
financial statements section of our report.

We are independent of the Company in accordance with the ethical requirements, including those
related to independence, that are relevant to our audit of the 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.

Domicilio Social: Calle de Raimundo Fernandez Villaverde, 65. 28003 Madrid - Inscrita en el Registro Mercantil de Madrid, tomo 9.364 general, 8.130 de la seccion 3% del Libro de Sociedades, folio

inscripcion 12. C.1.F. B-78970506

A member firm of Ernst & Young Global Limited
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Key audit matters

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

Impairment of non-current investments in Group companies and associates

Description At December 31, 2018, the Company had recognized in non-current assets
investments in the equity of group companies and associates amounting to 18,893
million euros.

The Company recognizes impairment losses whenever there is objective evidence
that the carrying amount of said investments may not be recoverable. The amount
of the impairment loss is the difference between the investment'’s carrying and
recoverable amounts.

Recoverable amount is determined using complex estimates based on the
application by Company Management of criteria, judgments, and hypotheses. We
have determined this matter to be a key audit issue due to the significance of the
amounts and the complexity inherent in assigning value to the key hypotheses
considered and to changes in the related assumptions.

The information related to the criteria applied by Company Management and the
principal hypotheses used in determining impairment losses from investments in
group companies and associates are described in Note 4.d) to the accompanying
financial statements.

Our response Our audit procedures include, among others, the following:

Understanding the processes established by Company Management to
determine impairment on non-current investments in group companies and
associates including assessment of the design and implementation of relevant
controls associated to their recognition process.

Analyzing indications of impairment and, where necessary, reviewing the
model used by Company Management to determine recoverable amount in
collaboration with our valuation specialists, focusing particularly on the
model's mathematical coherence, the reasonableness of projected cash flows,
discount rates, and long-term growth rates.

Reviewing the disclosures in the financial statements in accordance with the
applicable financial reporting framework.

Other information: management report

Other information refers exclusively to the 2018 management report, the preparation of which is the
responsibility of the Company’s Directors and is not an integral part of the financial statements.

A member firm of Ernst & Young Global Limited.
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Our audit opinion on the financial statements does not cover the management report. Our
responsibility for the information contained in the management report is defined in prevailing audit
regulations, which distinguish two levels of responsibility:

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

b) A general level applicable to the remaining information included in the management report,
which requires us to evaluate and report on the consistency of said information in the
financial statements, based on knowledge of the Company obtained during the audit,
excluding information not obtained from evidence. Moreover, we are required to evaluate
and report on whether the content and presentation of this part of the 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 above, we have verified that the specific information
referred to in paragraph a) above is provided in the management report, and that the remaining the
information contained therein is consistent with that provided in the 2018 financial statements and
their content and presentation are in conformity with applicable regulations.

Responsibilities of the Directors and the Audit and Compliance Committee for the financial
statements

The Directors are responsible for the preparation of the accompanying financial statements so that
they give a true and fair view of the equity, financial position and results of the Company, in
accordance with the regulatory framework for financial information applicable to the Company in
Spain, identified in Note 2 to the accompanying financial statements, and for such internal control as
they determine is necessary to enable the preparation of financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the financial statements, the Directors are responsible for assessing the Company'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
Company or to cease operations, or has no realistic alternative but to do so.

The Audit and Compliance Committee is responsible for overseeing the Company's financial reporting
process.

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

Our objectives are to obtain reasonable assurance about whether the 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 financial statements.

A member firm of Ernst & Young Global Limited.
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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 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 Company's internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by Directors.

Conclude on the appropriateness of the Director’s 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 Company'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 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 Company to cease to continue as a going concern.

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

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

From the matters communicated with the Audit and Compliance Committee of the Company, we
determine those matters that were of most significance in the audit of the 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.

A member firm of Ernst & Young Global Limited.
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Report on other legal and regulatory requirements

Additional report to the Audit and Compliance Committee

The opinion expressed in this audit report is consistent with the additional report we issued to the
Audit and Compliance Committee on February 25, 2019.

Term of engagement

The ordinary general shareholders’ meeting held on April 26, 2017 appointed us as auditors for 3
years, commencing for the year ending December 31, 2017.

Previously, we were appointed as auditors by the shareholders for 3 years and we have been carrying
out the audit of the financial statements continuously since December 31, 2011.

ERNST & YOUNG, S.L.

(Signed on the original version in Spanish)

Olatz Diez de Artazcoz Herreros

February 25, 2019

A member firm of Ernst & Young Global Limited.

EY |
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Financial Statements
for the year ended 31 December 2018

(Translation from the original issued in Spanish. In the event of discrepancy,
the Spanish-language version prevails)



ENDESA, S.A.

Statements of Financial Position

at 31 December 2018 and 2017

Millions of Euros

Note 31 December 2018 31 December 2017
ASSETS
NON-CURRENT ASSETS 19,175 15,101
Intangible assets 5 17 125
Patents, licences, trademarks and similar 3 6
Software 14 19
Property, plant and equipment 6 2 1
Facilities and other property, plant and equipment 2 1
Non-current investments in Group companies and associates 8 and 18.2 18,894 14,803
Equity instruments 18,893 14,793
Derivatives 14 1 10
Non-current financial investments 8 45 40
Equity instruments
Loans to third parties 5 5
Derivatives 14 10 —
Other financial assets 25 30
Deferred tax assets 15.6 17 132
CURRENT ASSETS 1,662 299
Trade and other receivables 135 159
Other receivables 38 122
Receivables from Group companies and associates 18.2 92 35
Receivable from employees 1 2
Current income tax assets — —
Other receivables from Public Administrations 15.8 4 —_
Current investments in Group companies and associates 8 and 18.2 1,455 95
Loans to companies 78 62
Derivatives 14 9 33
Other financial assets 1,368 —
Current financial investments 8 59 15
Loans to third parties 10 1
Derivatives 14 49 4
Other financial assets — —
Cash and cash equivalents 13 30
Cash in hand and at banks 13 30
TOTAL ASSETS 20,837 15,400

The accompanying notes 1 to 22 form an integral part of the Statements of Financial Position at 31 December 2018 and 2017
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ENDESA, S.A.

Statements of Financial Position

at 31 December 2018 and 2017

Millions of Euros

Note 31 de diciembre

31 de diciembre

de 2018 de 2017
EQUITY AND LIABILITIES
EQUITY 8,091 8,044
Capital and reserves 10 8,091 8,044
Share capital 1,271 1,271
Registered capital 1,271 1,271
Share premium 89 89
Reserves 1,445 1,445
Legal and statutory reserves 254 254
Other reserves 1,191 1,191
Prior years' profit and loss 4,516 4,489
Retained earnings 4,516 4,489
Profit for the period 1,511 1,491
Interim dividend 3 and 10.4 (741) (741)
NON-CURRENT LIABILITIES 10,688 5,312
Non-current provisions 1" 281 323
Non-current employee benefits: 71 73
Provisions for workforce restructuring plans 150 190
Other provisions 60 60
Non-current debts 12 1,391 743
Bank borrowings 1,387 731
Finance lease payables 1 —
Derivatives 14 1 9
Other financial liabilities 2 3
Non-current debts to Group companies and associates 12 and 18.2 8,982 4,212
Debts to Group companies and associates 8,971 4,21
Derivatives 14 1 1
Deferred tax liabilities 15.7 34 34
CURRENT LIABILITIES 2,058 2,044
Current provisions 1" 60 54
Provisions for workforce restructuring plans 51 45
Other provisions 9 9
Current debts 12 284 277
Bank borrowings 50 19
Finance lease payables — 1
Derivatives 14 9 32
Other financial liabilities 225 225
Current debts to Group companies and associates 12 and 18.2 1,575 1,522
Debts to Group companies and associates 987 977
Derivatives 14 49 4
Other financial liabilities 539 541
Trade and other payables 139 191
Group companies and associates suppliers 18.2 36 93
Other payables 75 74
Personnel (salaries payable) 22 19
Other payables to Public Administrations 15.8 6 5
TOTAL EQUITY AND LIABILITIES 20,837 15,400
The accompanying notes 1 to 22 form an integral part of the Statements of Financial Position at 31 December 2018 and 2017.
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L
ENDESA, S.A.

Income Statements
for the years ended at 31 December 2018 and 2017

Millions of Euros

Note 2018 2017

CONTINUING OPERATIONS
Revenue 16.1 1,969 1,763
Rendering of services 277 260
Dividend income from Group companies and associates 8.1.1 and 18.1 1,692 1,503
Self-constructed assets — 1
Procurements = (1)
Consumption of raw materials and other consumables — (1
Other operating income 8 17
Ancillary and other administrative income 8 17
Personnel expenses 16.2 (159) (145)
Salaries and wages, and similar (119) (120)
Other employee benefits (34) (31)
Provisions (6) 6
Other operating expenses 16.3 (214) (225)
External services (112) (113)
Taxes other than income tax (3) (1)
Other administrative expenses (99) (111)
Depreciation and amortisation of non-current assets 5and 6 (34) (29)
Provision surpluses 3 —
Other gains/losses 16.4 — 222
PROFIT FROM OPERATIONS 1,573 1,603
Financial income 16.5 15 28
From marketable securities and other non-current credits 15 28
Group companies and associates 18.1 4 6
Other 11 22
Financial expense 16.5 (128) (145)
Interest on borrowings from Group companies and associates 18.1 (119) (132)
Interest on debts to third parties (6) 9)
Provision adjustments (3) (4)
Change in fair value of financial instruments (2) 2
Trading portfolio and other securities (2) 2
Exchange gains/(losses) 3 (1)
NET FINANCIAL PROFIT/(LOSS) (112) (116)
PROFIT BEFORETAX 1,461 1,487
Income tax 15 50 4
PROFIT AFTERTAX FORTHE YEAR FROM CONTINUING OPERATIONS 151 1,491
PROFIT AFTERTAX FORTHE YEAR FROM DISCONTINUED OPERATIONS — —
PROFIT FORTHE YEAR 1,511 1,491

The accompanying Notes 1 to 22 form an integral part of the Income Statements the years ended 31 December 2018 and 2017.
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ENDESA, S.A.

Statements of Changes in Equity
for the years ended 31 December 2018 and 2017

A) Statements of Recognised Income and Expense
for the years ended 31 December 2018 and 2017

Millions of Euros

Note 2018 2017
PROFIT FORTHEYEAR 1,511 1,491
INCOME AND EXPENSE RECOGNISED DIRECTLY IN EQUITY
From actuarial gains and losses and other adjustments 1.1 — 4
Income tax effect 15 — (1)
TOTAL INCOME AND EXPENSES RECOGNISED DIRECTLY IN EQUITY — 3
TOTAL AMOUNTS TRANSFERRED TO THE INCOME STATEMENT — —
TOTAL RECOGNISED INCOME/(EXPENSES) 1,511 1,494

The accompanying Notes 1 to 22 form an integral part of the Statements of Recognised Income and Expense for the years ended 31 December 2018 and 2017
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ENDESA, S.A.

Statements of Changes in Equity
for the years ended 31 December 2018 and 2017

B) Statements of Total Changes in Equity
for the years ended 31 December 2018 and 2017

Millions of Euros

31 December 2018

Capital and reserves

Note Share Share Re;(:‘i;vreyse:rrwg Profit for (Interim To_ttal
capital remium ! the year dividend) equity
(NOEWO 10 P Note 102 Profit and loss (Xo(e 3 (Note 3)
(Note 10.3)

Balance at 31 December 2017 1,271 89 5,934 1,491 (741) 8,044
TOTAL RECOGNISED INCOME/

(EXPENSES) — — — 1,51 — 1,511

Transactions with shareholders — - — - (741) (741)

Dividends paid 3and 10.4 — — — — (741) (747)

Other changes in equity — - 27 (1,491) 741 (723)

Distribution of profit 3 — — 27 (1,491) 741 (723)

Balance at 31 December 2018 1,271 89 5,961 1,51 (741) 8,091

Millions of Euros
31 December 2017
Capital and reserves
Note Share Share Resigvresez;:g Profit for (Interim Total
capital premium priory the year dividend) equity
(Note 10.1) Nowe 1029 Profit and loss (Note 3) (Note 3)
(Note 10.3)

Balance at 31 December 2016 1,271 89 5,923 1,419 (741) 7,961
TOTAL RECOGNISED INCOME/

(EXPENSES) — - 3 1,491 — 1,494

Transactions with shareholders — — — — (741) (741)

Dividends paid 3and 10.4 — — — — (747) (741)

Other changes in equity - — 8 (1,419) 741 (670)

Distribution of profit 3 — — 8 (1,419) 741 (670)

Balance at 31 December 2017 1,271 89 5,934 1,491 (741) 8,044

The accompanying notes 1 to 22 form an integral part of the statements of total changes in equity for the years ended 31 December 2018 and 2017
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ENDESA, S.A.

Statements of Cash Flows

for the years ended 31 December 2018 and 2017

Millions of Euros

Note 2018 2017
CASH FLOWS FROM OPERATING ACTIVITIES 105 1,549
Profit before tax 1,461 1,487
Adjustments for: (1,535) (1,353)
Income from dividends 8.1, 16.1 and 18.1 (1,692) (1,503)
Depreciation and amortisation of non-current assets 5and 6 34 29
Changes in provisions 8 6
Financial income 16.5 (15) (28)
Financial expense 16.5 128 145
Change in the fair value of financial instruments 2 (2)
Changes in working capital (28) (10)
Other cash flows from operating activities 207 1,425
Interest paid (133) (132)
Dividends received 324 1,503
Interest received 15 6
Income tax received/(paid) 46 99
Other proceeds from/(payments for) operating activities (45) (51)
CASH FLOWS FROM INVESTING ACTIVITIES (4,124) (24)
Payments for investments (4,135) (32)
Group companies and associates 8.1 (4,100) —
Property, plant and equipment and intangible assets (29) (32)
Other financial assets (6) —
Proceeds from sale of investments " 8
Other financial assets 1 8
CASH FLOWS FROM/(USED IN) FINANCING ACTIVITIES 4,002 (1,516)
Proceeds from and (payments) for financial liability instruments 5,465 (105)
Issue 5,481 305
Redemption and repayment (16) (410)
Dividends and interest on other equity instruments paid (1,463) (1,411)
Dividends 10.4 (1,463) (1,411)
NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS (17) 9
CASH AND CASH EQUIVALENTS AT 1 JANUARY 30 21
CASH AND CASH EQUIVALENTS AT 31 DECEMBER 13 30
The accompanying Notes 1 to 22 form an integral part of the statements of cash flows for the years ended 31 December 2018 and 2017.
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Notes to the Financial

Statements
for the year ended 31 December 2018

(Translation from the original issued in Spanish. In the event of discrepancy,
the Spanish-language version prevails)



1. Company activity
and financial statements

ENDESA, S.A. (hereinafter “the Company”) was incor
porated with limited liability under Spanish law on 18
November 1944 under the name Empresa Nacional de
Electricidad, S.A. and changed its name to ENDESA, S.A.
pursuant to a resolution adopted by the shareholders at
the General Shareholders’ Meeting on 25 June 1997 lts
registered offices and headquarters are at Calle Ribera del
Loira 60, Madrid.

Its corporate purpose is the electricity business in all its
various industrial and commercial areas; the exploitation
of primary energy resources of all types; the provision of
industrial services, particularly in the areas of telecommu-
nications, water and gas and those preliminary or supple-
mentary to the Group’s corporate purpose, and the man-
agement of the corporate Group, comprising investments

in other companies.

The Company carries out its corporate objects in Spain and
abroad directly or through its investments in other compa-

nies.

To comply with Electricity Sector Law 24/2013 of 26 De-
cember 2013, derogating from previous Law 54/1997 of 27
November 1997 on the electricity sector, ENDESA, S.A. un-
derwent a corporate reorganisation to separate its various
electricity activities. Since then, ENDESA, S.Als activity
has focused primarily on administration and services for
its business group, comprising the investments detailed in

these financial statements.

The Company's shares are officially admitted to trading on
the Spanish Stock Exchanges.

30 2018 Annual Report

The Company'’s financial statements for the year ended 31
December 2018 were drawn up by the Board of Directors
on 25 February 2019 and will be submitted for approval by
the General Shareholders’ Meeting. They are expected to
be approved with no changes. The financial statements for
the year ended 31 December 2017 were authorised for is-
sue by the Board of Directors on 26 February 2018 and
approved by the shareholders at the General Shareholders’
Meeting on 23 April 2018 and filed with the Madrid Mer-
cantile Registry.

The Company holds interests in subsidiaries, jointly-con-
trolled entities and associates. Consequently, in accord-
ance with prevailing legislation, the Company is the parent
of a group of companies. In accordance with generally ac-
cepted accounting principles in Spain, consolidated finan-
cial statements must be prepared to present truly and fairly
the financial position of the Group, the results of opera-
tions and changes in its equity and cash flows. Details of
investments in Group companies, jointly-controlled entities

and associated companies are included in Note 8.1.

On 25 February 2019, the directors authorised for issue the
consolidated financial statements of ENDESA, S.A. and
subsidiaries (hereinafter "ENDESA") for the year ended 31
December 2018, in accordance with the International Fi-
nancial Reporting Standards (IFRS) adopted by the Europe-
an Union (EU-IFRS). The consolidated financial statements
for the year ended 31 December 2017 of ENDESA, S.A.
and its subsidiaries, which were prepared by the Board of
Directors on 26 February 2018 and approved by the share-
holders at the General Shareholders’ Meeting on 23 April
2018, were filed at the Madrid Mercantile Registry.

enaes



The key figures from the consolidated financial statements
for 2018 and 2017 of ENDESA, S.A. and subsidiaries are as

follows:

Millions of Euros

At 31 December 2018 and 2017, the ENEL Group controlled
70.101% of ENDESA, S.A. through ENEL lIberia, S.L.U. giv-

ing it control of the company (see Note 10.1).

The registered offices of the companies ENEL lberia, S.L.U.

31 31 and ENEL, S.p.A. are located at Calle Ribera del Loira, 60,
December December ) ) ) ) )
2018 2017 E-28042 Madrid (Spain) and Viale Regina Margherita, 137,
Total assets 31,656 31,037 I-00198 Rome (Italy), respectively.
Equity 9,181 9,233
Of the Parent S 9,096 The financial statements of ENEL Iberia, S.L.U. for the year
Of non-controlling interests 144 137 ended 31 December 2017, prepared on 16 March 2018 and
Revenue 20,195 20,057
- — approved by the sole shareholder on 3 May 2018, were
Profit after tax from continuing 1.426 1473 ] ] ) ] )
operations ¢ 4 filed with the Madrid Mercantile Registry.
Profit after tax from discontinued _ _
operations . . .
- The consolidated financial statements of ENEL, S.p.A,,
Profit for the year 1,426 1,473 ) o
Of the Parent 1417 1463 parent company of ENDESA, S.A., and its subsidiaries for
Of non-controlling interests 9 10 the year ended 31 December 2017, were approved by the
shareholders at the General Shareholders’ Meeting held on
24 May 2018 and filed with the Rome and Madrid Mercan-
tile Registries.
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2. Basis of presentation
of the financial statements

2.1. True and fair
presentation

The financial statements for the year ended 31 December
2018 are presented in accordance with Law 16/2007 of
4 July 2007 on the reform and adaptation of accounting
legislation for harmonisation with EU law, and the Span-
ish General Chart of Accounts approved by Royal Decree
1514/2007 of 16 November 2007 and the amendments
thereto established by Royal Decree 1159/2010 of 17 Sep-
tember 2010, and by Royal Decree 602/2016, of 2 Decem-
ber 2016.

The financial statements present fairly the equity and fi-
nancial position of the Company at 31 December 2018, and
the results of its operations, changes in equity and cash
flows for the years then ended, and have been prepared on
the basis of the Company’s accounting records.

2.2. Accounting policies

The accounting principles and policies applied in preparing
these financial statements are those set out in the Spanish
General Chart of Accounts and are summarised in Note
4. All mandatory accounting principles with an effect on
equity, the financial position and profit or loss were applied

in preparing these financial statements.
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2.3. Responsibility
for information
and estimates

The Company's directors are responsible for the informa-
tion included in the financial statements.

On the preparation of the financial statements, the Compa-
ny's directors made estimates to measure certain assets,
liabilities, income, expenses and commitments included

therein. These estimates were essentially as follows.

- Measurement of the Company’s investments in equity
instruments of Group companies, associates and joint-
ly-controlled entities to determine any impairment loss-
es (see Notes 4d and 8.1).

- Assumptions used in the actuarial calculation of liabili-
ties and obligations to employees and the leaving dates
for employees involved in workforce reduction plans
and contract suspension agreements (see Notes 4f
and 11).

- Useful lives of intangible assets and property, plant and
equipment (see Notes 4a and 4b).

- Measurement of financial assets to determine any im-

pairment losses (see Notes 4d and 8).

- Assumptions used to calculate the fair value of financial

instruments (see Notes 8, 12 and 14).
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- Interpretation of existing or new electricity sector reg-
ulations, the final economic effects of which will ulti-
mately depend on rulings by the authorities responsible
for settlements. Certain rulings are pending at the date
of authorisation of these financial statements.

- Certain figures for the electricity system, including
those relating to other companies, which can be used
to estimate the settlement of the subsidised electricity
tariff -the “Social Bonus”- (see Notes 11.3 and 16.3).

- The likelihood and amount of undetermined or contin-
gent liabilities (see Notes 4f and 11).

- Taxable income (tax losses) of the Company to be de-
clared to the taxation authorities in the future and used
as the basis of income tax expenses recognised in
the accompanying financial statements (see Notes 4i
and 15).

Although these estimates have been based on the best
information available at the date of preparation of these
financial statements on the events analysed, future events
could require the estimates to be increased or decreased
in subsequent years. Changes in accounting estimates
would be applied prospectively, recognising the effects of

the change in estimates in the related financial statements.

2.4. Going concern

At 31 December 2018, the Company has negative work-
ing capital of Euros 396 million as a result of its financial
and cash management policy. In this regard, the Compa-
ny's estimated statements of liquidity for the coming year,
together with the undrawn amount on the Company’s
non-current credit lines (see Note 13.3), provide assurance
that the Company can obtain sufficient financial resourc-
es to continue its operations, realise its assets and settle
its liabilities for the amounts shown in the accompanying
statement of financial position. The Company'’s directors
therefore prepared the accompanying financial statements

on a going-concern basis.

2.5. Functional
currency and
presentation currency

The financial statements at 31 December 2018 are pre-
sented in millions of Euros. The Company’s functional and

presentation currency is the Euro.

2.6. Comparative
information

The statement of financial position, income statement,
statement of changes in equity, statement of cash flows
and the notes thereto for the year ended 31 December
2018 include comparative figures forming part of the fi-
nancial statements for the year ended 31 December
2017 approved by the General Shareholders’ Meeting on
23 April 2018.

2.7. Grouping of items

Certain items on the statement of financial position, in-
come statement, statement of changes in equity and
statement of cash flows are presented in groups for eas-
ier understanding, though significant data are set out as

breakdowns in the notes to the financial statements.
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3. Distribution of profit

Proposed distribution
of profit for 2018

The allocation of the result for 2018 proposed by the Board
of Directors and to be submitted to the General Sharehold-

ers’ Meeting for approval is as follows:

Euros
1,510,858,443.24

Basis of distribution for 2018

Profit and loss: Profit

Total 1,510,858,443.24
Distribution
Dividends' 1,5610,839,270.96
To retained earnings 19,172.28
Total 1,510,858,443.24

T Maximum amount to be distributed based on Euros 1.427 gross per
share for all shares (1,058,752,117 shares).

On 20 November 2018, ENDESA S.A's Board of Directors
approved the distribution of an interim dividend against
2018 income of Euros 0.70 gross per share, which gave
rise to a payment of Euros 741 million on 2 January 2019
(see Note 10.4).
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Pursuant to Article 277 of Royal Legislative Decree 1/2010
of 2 July 2010 approving the Consolidated Text of Spain’'s
Corporate Enterprises Act, the provisional liquidity state-
ment showing that the Company has sufficient liquidity to
distribute this dividend is as follows.

Millions of Euros

From 1 November

2018
to 31 October
2019
Available at start of period 2,592
Cash in hand and at banks, and cash 95
equivalents
Available loans with group companies 2,497
Increases in cash 2,141
Ordinary activities 295
Financial transactions 1,846
Decreases in cash (3,018)
Ordinary activities (345)
Financial transactions (2,673)
Available at end of period 1,715
Proposed interim dividend on 2018 results 741

This amount does not exceed the earnings obtained by the
Company in 2018, less prior years' losses and the amount
to be allocated to legal reserves and reserves specified in
the bylaws, as well as the estimate of tax to be paid on
these earnings.
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Proposed distribution
of profit for 2017

The allocation of the 2017 result approved at the General

Shareholders’ Meeting was as follows.

Basis of distribution for 2017 Euros
Profit and loss: Profit 1,491,524,172.41
Total 1,491,524,172.41
Distribution
To dividends' 1,463,195,425.69
To retained earnings 28,328,746.72
Total 1,491,524,172.41

' Maximum amount to be distributed based on Euros 1.382 gross per
share for all shares (1,058,752,117 shares).

At the General Shareholders” Meeting of ENDESA, S.A.
held on 23 April 2018 approval was given to pay a total
dividend out of 2017 profit equivalent to Euros 1.382 (gross)
per share. An interim dividend of Euros 0.7 per share (Eu-
ros 741 million) was paid on 2 January 2018, charged to
2017 profit, and a final dividend amounting to Euros 0.682
gross per share (Euros 722 million) was paid on 2 July
2018, also charged to 2017 profit (see Note 10.4).
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4. Main recognition and
measurement criteria

The main recognition and measurement criteria used in
preparing the accompanying financial statements, in ac-
cordance with the Spanish General Chart of Accounts,

were as follows.

a) Intangible assets

Intangible assets are initially recognised at cost of acquisi-
tion or production, following the same principles for deter

mining the production cost of inventories.

They are subsequently carried at cost less any accumulat-
ed amortisation and any accumulated impairment losses.

Intangible assets are amortised over their useful lives

which, in most cases, have been estimated at five years.

The residual value, useful life and amortisation method
of intangible assets are reviewed at each year end. Any
changes in initially established criteria are recognised as
changes in estimates.
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b) Property, plant
and equipment

Property, plant and equipment is stated at cost of acquisi-
tion or production, using the same criteria as for determin-
ing the cost of production of inventories. Property, plant
and equipment is subsequently carried at cost net of any
accumulated depreciation and any accumulated impair

ment losses.

Property, plant and equipment, less residual value where
appropriate, are depreciated on a straight-line basis over
their estimated useful lives, which are the periods of ex-

pected use.
Useful lives, residual value and depreciation methods are
reviewed at least at the closing date of each year and ad-

justed prospectively, as appropriate.

The useful life of assets for the purposes of calculating de-

preciation are as follows.

Years of estimated useful life

Property, plant and equipment

2018 2017
Furniture 10 10
Other property, plant and 5-14 5-14

equipment
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Costs of expansion, improvements that increase produc-
tion capacity, improvements that substantially increase
productivity or lengthen the estimated useful life of the
asset are recognised as increases in the value of the
asset.

Renewals may be capitalised if they meet the conditions to
be recognised as an asset, i.e. they arise as a result of past
events, and from which the Company expects to obtain

economic benefits or returns in the future.

Regular maintenance, upkeep and repair expenses are rec-
ognised in the income statement and are expensed when

incurred.

c) Leases

Leases that transfer substantially all the risks and benefits
incidental to ownership of the leased item are classified as
finance leases. All other leases are classified as operating
leases.

Finance leases in which the Company is the lessee are
recognised at the commencement of the lease term. The
Company recognises an asset according to its nature and
a liability for the same amount, equal to the lower of the
fair value of the leased asset and the present value of the
minimum lease payments. Subsequently, the minimum
lease payments are apportioned between the finance
charge and the reduction of the outstanding liability. The
finance charge is recognised as an expense and allocated
to income over the lease term so as to obtain a constant
interest rate each year applicable to the remaining balance
of the liability. The asset is depreciated in the same way as
the other similar depreciable assets if there is reasonable
certainty that the lessee will acquire title to the asset at the
end of the lease term. If no such certainty exists, the asset
is depreciated over the shorter of the estimated useful life
of the asset and the lease term.

Costs and income deriving from operating leases are taken

to profit and loss when incurred.

Any collections or payments made on inception of an oper
ating lease are treated as an advance collection or payment
and recognised over the lease term as the benefits of the

leased asset are transferred or received.

d) Financial instruments

A financial instrument is any contract that gives rise to a
financial asset of one entity and a financial liability or equity

instrument of another entity.

Financial instruments are classified on initial recognition as
a financial asset, a financial liability or an equity instrument
in accordance with the economic substance of the contrac-
tual arrangement and the definitions of a financial asset,

financial liability or equity instrument.

A financial asset and a financial liability shall be offset
when, and only when, the Company has a legally enforce-
able right to set off the recognised amounts and has the
intention to simultaneously realise the asset and settle the

liability on a net basis.

d.1. Financial assets except
hedging derivatives and
investments in the equity
of Group companies,
jointly-controlled entities
and associates

1. Classification of financial
assets

For measurement purposes, the Company classifies its
financial assets into the various categories in accordance
with the characteristics of the instruments and its inten-

tions at the time of initial recognition:
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Loans and receivables: are financial assets deriving
from services rendered as part of the Company’s ordi-
nary business, or those that, not having a commercial
origin, are not equity instruments or derivatives and
whose collections are of a fixed amount or determina-

ble and are not traded in an active market.

These financial assets are recognised initially at the fair
value of the consideration given plus any directly at-
tributable transaction costs. Loans and receivables are
subsequently measured at amortised cost, which is the
initial fair value, less repayments of the principal, plus
the accrued interest receivable calculated using the ef-

fective interest method.

Interest accrued is recognised in the income statement
applying the effective interest method. The effective in-
terest rate is the rate that exactly discounts estimated
future cash payments or receipts through the expected
life of the financial instrument or, when appropriate, a
shorter period to the net carrying amount of the finan-

cial asset or financial liability.

Assets are tested for impairment when there is objec-
tive evidence that they may be impaired. When the car
rying amount of the asset exceeds the present value
of the future cash flows it is expected to generate, dis-
counted at the financial asset’s original effective inter
est rate, an impairment loss is recognised for the differ
ence. For variable income financial assets, the effective
interest rate at the statement of financial position date

is used, in accordance with the contractual terms.

However, trade receivables which have no contractual
interest rate and are recoverable in the short term, and
advances and loans to personnel, dividends receivable
and capital calls on equity instruments, which are ex-
pected to be settled in the short term, are initially and
subsequently measured at their nominal amount, when

the effect of discounting is immaterial.
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Impairment losses and reversals thereof are recog-
nised as an expense or as income, respectively, in the
income statement. The loss can only be reversed to the
limit of the carrying amount of the asset had the impair

ment loss not been recognised.

Held-to-maturity investments: are debt securities with
fixed or determinable payments and fixed maturity trad-
ed on an active market and that Company management

has the positive intention and ability to hold to maturity.

The measurement criteria applicable to these assets
are the same as those applicable to loans and receiv-

ables.

The Company did not have any investments of this na-
ture at 31 December 2018 or 2017.

Financial assets at fair value through profit or loss:

> Financial assets held for trading: are those acquired
for resale in the short term or which are included in a
portfolio for which there is recent evidence of resale
activity, including derivative financial instruments
that are not designated as hedging instruments.
These assets are initially measured at the fair value
of the consideration given. Transaction costs directly
attributable to the acquisition are recognised as an
expense. They are subsequently recognised at fair
value in the income statement.

> Other financial assets at fair value through profit or
loss include financial assets that are recognised at
fair value through profit or loss on initial recognition
and are managed and evaluated on a fair value basis.
On initial and subsequent recognition, they are rec-

ognised at fair value through profit or loss.
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- Available-forsale financial assets: this category in-
cludes financial assets specifically designated as availa-
ble-for-sale or those that cannot be classified under any

of the previous categories.

Practically all these assets are investments in the cap-
ital of companies that are not Group companies, joint-

ly-controlled entities or associates.

These assets are initially measured at the fair value of
the consideration given plus any directly attributable
transaction costs. They are subsequently measured at
fair value, where this can be reliably determined. In-
vestments in equity instruments for which the fair val-
ue cannot be reliably determined are assessed at cost
less any accumulated impairment losses, where there

is evidence of impairment.

Changes in fair value, net of tax, are recognised under
valuation adjustments in equity until the investments
are sold or become (irreversibly) impaired, when the
accumulated gains or losses previously recognised in
equity are taken to the income statement. Assets are
considered to be irreversibly impaired if their quoted
value falls by more than 40% over an 18-month period

without recovery.

Were fair value to increase in subsequent years, the
previously recognised impairment loss would be re-
versed as a credit in the income statement for that year.

Impairment losses on equity instruments that are
measured at cost because their fair value cannot be re-
liably determined are recognised using similar criteria
to those described in section d.3 of this Note.

2. Interest and dividends
received from financial assets

Interest and dividends from financial assets accrued after
the acquisition date are recognised as income in the in-

come statement.

To this end, on initial measurement of the financial assets,
accrued explicit interest pending maturity at that time and
dividends authorised by the competent office prior to the
acquisition are recognised separately according to their
maturity. Explicit interest is that obtained on applying the
contractual interest rate of the financial instrument.

Furthermore, distributed dividends are not recognised as
income when they are clearly derived from profits gener-
ated prior to the acquisition date because amounts higher
than the profits generated by the investee since acquisition
have been distributed. Instead, they are recognised as a

reduction in the carrying amount of the investment.

Interest income is recognised using the effective interest
method and dividend income is recognised when the right

to receive the payment is established.

3. Derecognition of financial
assets

The Company derecognises financial assets when they ex-
pire or when the contractual rights to the cash flows from
the financial asset have been transferred and the risks and
rewards of ownership have been substantially transferred.
However, for transfers of financial assets in which the risks
and rewards of ownership are substantially retained, the
Company does not derecognise the financial assets but in-
stead recognises a financial liability for the same amount

as the consideration received.
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If the Company has not substantially transferred or retained
the risks and rewards of the financial asset, the asset is
derecognised when control is not retained. If the Company
retains control of the asset, it continues recognising it for
the amount to which it is exposed through changes in the
value of the asset transferred, i.e. for its continuing involve-

ment, recognising the associated liability.

On derecognition of a financial asset in its entirety, the dif-
ference between the carrying amount and the sum of the
consideration received, net of transaction costs, including
any new asset obtained less any new liability assumed and
any cumulative gain or loss deferred in recognised income

and expense, is recorded as profit.

d.2. Financial liabilities
except derivatives

1. Classification of financial
liabilities

The Company classifies financial liabilities into the follow-
ing different categories based on the nature of the liability

and the Company’s intentions on initial recognition:

- Debts and payables: These are Company debts and
payables arising from the purchase of goods and ser
vices in the course of the Company business, or those
which, though not considered derivative instruments,

have no commercial origin.

Financial liabilities for debts and payables are recog-
nised at fair value, reflecting the amount received, net
of transaction costs. In subsequent periods, financial
liabilities are measured at amortised cost using the ef-

fective interest rate method.
Should the liabilities be the underlying asset of a fair

value hedge derivative, as an exception they are meas-

ured at fair value of the portion of the risk hedged.
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However, trade payables which have no contractual in-
terest rate and mature at no more than one year and
capital called up by third parties, which is expected
to be settled in the short term, are measured at their
nominal amount, when the effect of not updating cash

flows is insignificant.
Financial liabilities at fair value through profit or loss:

> Financial liabilities held for trading: those financial lia-
bilities held for the purpose of repurchase in the short
term or which form part of a portfolio of liabilities for
which there is recent evidence of repurchase activity,
including derivative financial instruments that are not

designated as hedging instruments.

These liabilities are initially measured at the fair value
of the consideration received less any directly attrib-
utable transaction costs. They are subsequently rec-

ognised at fair value in the income statement.

> Other financial liabilities at fair value through profit
or loss: include those financial liabilities which have
been designated as such on initial recognition and
which are managed and evaluated on a fair value

basis.

These liabilities are initially measured at the fair value
of the consideration received less any directly attrib-
utable transaction costs. They are subsequently rec-

ognised at fair value in the income statement.
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2. Calculation of fair value

To calculate the fair value of the debt, the liabilities have
been divided into those bearing interest at a fixed rate
(hereinafter “fixed-rate debt”) and those bearing interest at
floating rates (hereinafter “floating-rate debt"”). Fixed-rate
debt is that on which fixed-interest coupons established at
the beginning of the transaction are paid explicitly or implic-
itly over its term. Fixed-rate debt is measured by discount-
ing future cash flows using the market interest rate curve
associated with the payment currency. Floating-rate debt
is that issued at a variable interest rate, i.e. each coupon is
established at the beginning of each period on the basis of
the reference interest rate. Floating-rate debt is measured
at the nominal amount of each issue, except where the
capitalisation and discount rates differ, in which case the
difference is discounted and added to the nominal amount

of the transaction.

3. Derecognition of financial
liabilities

The Company derecognises financial liabilities when the

obligations that generated them have been extinguished.

d.3. Investments in
equity instruments of
Group companies, jointly-
controlled entities and
associates

Group companies are those over which the Company ex-
ercises direct or indirect control. Associates are those over
which the Company has significant influence (considered

as ownership of at least 20% of another company’s voting

Investments in Group companies, jointly-controlled entities
and associates are initially measured at cost, reflecting the
fair value of the consideration given plus any directly attrib-

utable transaction costs.

Subsequently these investments are measured at cost,
less any accumulated impairment losses calculated as
the difference between the carrying amount and the re-
coverable amount. The recoverable amount is the higher of
fair value less costs to sell and the present value of future
cash flows from the investment. Where cash flows cannot
be determined, the equity of the investee is considered,
adjusted for any unrealised gains existing at the measure-

ment date (including goodwill, where applicable).

Impairment losses and, where applicable, their reversal,
are recognised as an expense or income, respectively,
in the income statement, up to the limit of the carrying
amount of the investment at the reversal date had no im-

pairment been recognised.

To test the investment in ENDESA, S.A. for impairment,
the Company uses pre-tax cash flow projections for ENDE-
SA S.A. and its subsidiaries based on the latest budgets
available. These budgets include ENDESA S.A!s manage-
ment's best estimates of its income and expenses accord-
ing to industry projections, past experience and future ex-

pectations.

These projections cover a b-year period and future cash
flows as appropriate, applying reasonable growth rates
based on assumptions regarding average long-term growth
and forecast inflation rates, and the specific geographic

area.

The discount and growth rates applied in 2018 and 2017

were as follows:

%

2018 2017
stock). Jointly-controlled entities include companies run .-~ 4983 5.4-73
jointly by agreement with one or more partners. Growth rate 16 17
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Values were allocated to the key assumptions based on:

-

42

Trend of demand for electricity and gas: estimated
growth was calculated on the basis of the growth fore-
cast for Gross Domestic Product (GDP) and other as-
sumptions with respect to trends in consumption of

electricity and gas in these markets.

Regulatory measures: a substantial part of ENDESAs
business is regulated and subject to wide-ranging
complex regulations, which may be amended by the
introduction of new laws, by amendments to existing
laws in such a way that forecasts contemplate proper
application of current regulations, and any other laws
now in process that may come into force during the

projected period.

Average rainfall: forecasts are drawn up on the basis of
an average rainfall year, taking account of historical rain-
fall series. However, the actual rainfall of the preceding
year was used for the first year of the projection, ad-

justing the average year accordingly.

Installed capacity: installed capacity estimate takes
account of existing facilities and plans to increase and
close capacities. The investment plan is updated con-
tinuously on the basis of the trajectory of the business
and changes to the development strategy undertaken
by Management. Generating activity takes account of
the investment required to maintain installed capacity
in proper operating conditions, distribution activity con-
siders investment in maintenance, improvement and
enhancement of the network, and also investments
required to implement the remote metering plan, and
supply activities takes account of the investment re-

quired to bring about other products and services.
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- Assumptions for energy sale and purchase prices and

output of generation facilities are made based on com-
plex specifically-developed internal forecast models
that consider factors such as prices and availability of
commodities (e.g. Brent oil, gas, coal), forecast de-
mand, planned construction or the commissioning of
new capacity in the various technologies. These mod-
els are constantly changing, factoring in changes in var
iables such as availability of the production base, start-
up of operation of new plants. They provide signals on
prices in the system and estimates of production costs,
on which output forecasts for generation facilities are
based.

Assumptions for energy sale and purchase prices are
made based on complex specifically-developed internal
forecast models. The planned pool price is estimated
on the basis of a number of decisive factors such as
the costs and outputs of technologies and demand for
electricity, among others.

The prices at which electricity and gas are sold are de-
termined on the basis of the prices established in sales

contracts and future energy prices.

Fuel costs are estimated taking into consideration exist-
ing supply contracts, and long-term forecasts are made
for oil, gas or coal prices based on forward markets and

estimates available from analysts.

Fixed costs: these are projected considering estimated
levels of activity for each company in terms of trends in
personnel, as well as other operating and maintenance
costs, forecast inflation and long-term maintenance

contracts or other types of contracts.

External sources are always used to compare macroe-
conomic assumptions, such as price trends, growth in
gross domestic product (GDP), demand and inflation,

among others.
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Past experience indicates that the Company's projections
are reliable and of high quality, enabling the Company to
base its key assumptions on historical information. The
deviations observed in 2018 from the expectations estab-
lished in the projections used for impairment testing at 31
December 2017 were positive. As a result, both profits and
cash flow generated in 2018 were similar to those fore-
cast for the year in the impairment tests carried out for
the preparation of the consolidated financial statements
for 2017

Based on these assumptions, the investment in ENDESA
S.A. was tested for impairment. This test did not give rise

to any need to recognise any impairment loss.

d.4. Derivatives and
hedging transactions

The derivatives held by the Company relate mainly to trans-
actions arranged to hedge interest rate and foreign curren-
cy risk, the purpose of which is to eliminate or significantly
reduce these risks in the underlying hedged transactions.

Derivatives are recognised at their fair value in the state-
ment of financial position at the end of the reporting pe-
riod. Derivatives are recognised as current or non-current
financial investments where the value is positive and
as current or non-current debts where the value is neg-
ative. Derivatives arranged with Group companies have
been recognised as current or non-current investments
in Group companies and associates where the value is
positive and as current or non-current debts where the

value is negative.

Any gains or losses arising from changes in fair value are
recognised in the consolidated income statement as finan-
cial profit or loss, except where the derivative has been
designated as a hedging instrument and the requirements

for hedge accounting have been met; for example, the

hedge must be highly effective. In this case, recognition

depends on the type of hedge as follows.

- Fair value hedges: the portion of the hedged item for
which the risk is hedged and the hedging instrument
are measured at fair value through profit or loss as re-

sults from financial income or expense.

- Cash flow hedges: changes in the fair value of deriv-
atives are recognised, for the effective portion of the
hedge and net of tax, under valuation adjustments to
hedging transactions in equity. The cumulative gain
or loss is recognised in the income statement in the
measure that the underlying hedged item affects profit
or loss. The ineffective portion of the gain or loss on the
hedges is recognised directly in the income statement

as financial income or expense.

- Hedges of a net investment in a foreign operation: the
currency risk components of hedges of net invest-
ments in foreign subsidiaries, jointly-controlled entities
and associates are recognised as fair value hedges.
Hedging instruments that are not, or cease to be, effec-
tive hedges are measured and recognised according to
their nature.

Accounting hedges are designated and documented as

such when they are first expected to prove highly effective.

A hedge is considered to be highly effective when the
changes in fair value or in the cash flows of the underlying
directly attributable to the hedged risk are offset by the
changes in the fair value or cash flows of the hedging in-
strument with an effectiveness in the range of between
80% and 125%.

Derivatives embedded in other financial instruments are
recognised separately when their characteristics and risks
are not closely related to those of the host contract, provid-
ed that the overall contract is not recognised at fair value

through profit or loss.
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The fair value of the different derivative financial instru-

ments is calculated as follows:

- For derivatives quoted on an organised market, their

quoted value at year end.

-> The Company measures derivatives not traded on or
ganised markets by discounting the expected cash
flows and using generally accepted option valuation
models based on spot and futures market conditions at

the end of each year.

Hedge accounting is discontinued when the hedging in-
strument expires or is sold, terminated or exercised, or the
hedge no longer qualifies for hedge accounting. Any accu-
mulated gains or losses relating to the hedging instrument
that have been recognised in equity continue to be record-
ed under equity until the foreseen transaction is complet-
ed. When the hedged transaction is not expected to be
carried out, the net profit or loss accumulated in equity is

recognised in the net results for the period.

d.5. Financial guarantee
contracts

Financial guarantee contracts, which are the guarantee de-
posits extended to third parties by the Company, are initial-
ly recognised at fair value. Except where there is evidence
to the contrary, fair value is the premium received plus the

present value of any cash flows to be received.

Subsequently, financial guarantee contracts are measured
as the difference between:

- The amount of the liability determined according to the

accounting principles for provisions in Note 4f.
- The amount of the initially recognised asset, less the

portion taken to the income statement on an accruals

basis.
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e) Cash and cash
equivalents

Cash and cash equivalents include cash in hand and de-
mand deposits in financial institutions. They also include
other current, highly liquid investments that are readily con-
vertible to known amounts of cash and which are subject
to an insignificant risk of changes in value. An investment
normally qualifies as a cash equivalent when it has a matu-
rity of less than three months from the date of acquisition.

f) Provisions and
contingencies

Obligations existing at the statement of financial position
date that arise as a result of past events which could have a
negative impact on the Company’s equity, and the amount
and settlement date of which are uncertain are recognised
as provisions in the statement of financial position at the
present value of the most probable amount that it is con-
sidered that the Company will need to disburse to settle
the liability.

Provisions are made based on the best information availa-
ble at the reporting date on the most likely outcome of the
event for which the provision is required and are re-esti-
mated at the end of each reporting period.

Contingent liabilities are not recognised in the financial
statements but disclosed in the corresponding Notes,

when they are not considered to be remote.

The financial effect of provisions is recognised as a financial
expense in the income statement. Current provisions, the

financial effect of which is immaterial, are not discounted.
If it is no longer probable that an outflow of resources em-

bodying economic resources will be required to settle an
obligation, the provision is reversed.
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Obligations existing at the statement of financial position
as provisions for long-term employee benefits and for re-
structuring plans are the result of individual or collective
agreements with the Company’s employees, whereby the
Company undertakes to supplement state benefits in the
event of retirement, permanent disability, death, or termi-
nation or suspension of employment by agreement be-

tween the parties.

f.1. Provisions for pensions
and similar obligations

The Company has various pension obligations with its em-
ployees, which vary depending on the company at which
they work. These obligations, including both defined ben-
efits and defined contributions, are basically arranged
through pension plans or insurance policies, except as re-
gards certain benefits in kind, which due to their nature
have not been externalised and are covered by in-house

provisions.

For defined benefit plans, the Company recognises the ex-
penditure relating to these obligations on an accruals basis
over the working life of the employees by performing actu-
arial studies at the reporting date, calculated using the pro-
jected unit credit method. The past service costs relating
to changes in benefits are recognised immediately with a
charge to income as the benefits vest where the rights are

irrevocable.

Defined benefit plan obligations represent the present val-
ue of the accrued benefits after deducting the fair value
of the qualifying plan assets and any unrecognised past
service cost. The actuarial losses and gains arising on the
measurement of plan liabilities and assets are recognised

directly in other reserves: (see Note 10.3.5).

For each of the plans, any positive difference between the
actuarial liability for past services and the plan assets is
recognised under non-current provisions on the liability
side of the statement of financial position. Any negative
difference is recognised under non-current financial invest-
ments - loans to third parties in the statement of financial
position, provided that this negative difference is recover
able by the Company, usually through a reduction in future
contributions.

Contributions to defined contribution plans are recognised
as an expense in the income statement as the employees

provide their services.

Defined benefit plan assets and liabilities are recognised as
current or non-current depending on when the associated
benefits are realised or fall due.

The post-employment plans that have been fully insured
and for which the Company has therefore transferred all
the risk are considered to be defined contribution plans.
Consequently, as in the case of defined contribution plans,
no assets or liabilities are recognised in the statement of

financial position.

f.2. Provisions for
workforce restructuring
plans

The Company recognises termination or contract suspen-
sion benefits when there is an individual or group agree-
ment with the employees or a genuine expectation that
such an agreement will be reached that will enable the
employees, unilaterally or by mutual agreement with the
company, to cease working for ENDESA, S.A. Or tempo-
rarily suspend the employment contract, in exchange for a
benefit or consideration. If a mutual agreement is required,
a provision is only recorded in situations in which ENDESA
has decided to give its consent to the termination of em-
ployment, and consent has been notified to the employee
either individually or collectively to employee representa-
tives. In all cases in which these provisions are recognised,
the employees expect that these early retirements will
proceed, and that there will be official notification by the
Company to the employee or to the employee’s represent-

atives.

The Company has workforce restructuring plans, which
arose as part of the corresponding workforce reduction
plans approved by the government, or in agreements
drawn up with employee representatives. The plans guar
antee payment of an indemnity or maintenance of regular
payments during the period of early retirement or suspen-

sion of the employment contract.
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The Company recognises the full amount of the expendi-
ture relating to these plans when the obligation is accrued,
understood as the time at which the company is unable
to prevent the disbursement, depending on the commit-
ments undertaken with the employee or the employee’s
representatives. These amounts are determined, where
appropriate, from actuarial studies to calculate the actuarial
obligation at yearend. The actuarial gains and losses dis-
closed each year are recognised in the income statement

for that year.

f.3. Short-term employee
benefit

The Company recognises the expected cost of profit-shar
ing and bonus plans when it has a present legal or con-
structive obligation to make such payments as a result of
past events and a reliable estimate of the obligation can
be made.

g) Transactions in
foreign currency

Transactions in currencies other than the Euro, the Com-
pany’s functional currency, are translated to Euros at the
exchange rates prevailing at the transaction date. During
the year, differences arising between the balances translat-
ed at the exchange rate at the transaction date and those
translated at the exchange rate at the date of collection
or payment are recorded as financial profit or loss in the

income statement (see Note 9).

Balances receivable or payable at 31 December each year
denominated in currencies other than the Euro are translat-
ed using the yearend exchange rate. Any resulting transla-
tion differences are recognised as financial profit or loss in

the income statement.

46 2018 Annual Report

h) Current/non-
current classification

In the accompanying statement of financial position, as-
sets and liabilities maturing within 12 months are classified
as current and those maturing within more than 12 months

are classified as non-current.

i) Income tax expense

The income tax expense or income for the year is calculat-
ed as the sum of the current tax of the Company resulting
from applying the tax rate to the taxable income (tax loss)
for the year, after taking into account any available tax de-
ductions, plus the change in deferred tax assets and liabil-

ities, and unused tax loss carryforwards and deductions.

The differences between the carrying amount of assets
and liabilities and their tax base give rise to deferred tax
assets or liabilities, which are measured at the tax rates
that are expected to apply to the years when the assets are
realised and the liabilities settled.

In accordance with the principle of prudence, deferred tax
assets are recognised only to the extent that it is probable
that the company will have future taxable profits available
against which these assets can be applied. In any case,
this condition will be considered to exist, when the appli-
cable tax legislation provides for the possibility of future
conversion of deferred tax assets in an enforceable claim
against the tax authorities with respect to the assets sub-

ject to conversion.

Unless proved otherwise, it is not considered likely that
the company will have future taxable profits in the follow-

ing cases:

- Where it is expected that their future recovery will oc-
cur in a period in excess of 10 years from the closing
date of the financial year, no matter what the nature of

the deferred tax asset.
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- In the case of claims arising from tax deductions
and other tax benefits which are not used due to the
amount of tax payable being insufficient, when having
produced the activity or obtained the profit giving rise
to the right to the tax credit or rebate, there is reason-
able doubt about compliance with the requirements to
make them effective.

It is also likely that the Company will have a sufficient fu-
ture taxable profits to recover deferred tax assets, provided
that a sufficient amount of taxable temporary differences
also exist, related to the same taxation authority and the

same taxable entity, the reversal of which is expected:

- In the same tax year in which it is intended to reverse

the deductible temporary differences; or

- In those years in which a tax loss, arising from a de-
ductible temporary difference, can be carried back or

forward.

Deferred tax liabilities are recognised for all temporary
differences, except where the deferred tax liability aris-
es from the initial recognition of goodwill or an asset or
liability in a transaction that is not a business combina-
tion and, at the time of the transaction, affects neither

accounting profit nor taxable income.

Tax deductions arising from economic events occurring in
the year reduce the income tax expense, unless there are
doubts as to whether they can be realised, in which case
they are not recognised until they have effectively been
realised.

The deferred tax assets and liabilities recognised are re-
viewed at the end of each reporting period in order to as-
certain whether they still exist, and the appropriate adjust-

ments are made.

The Company also evaluates any deferred tax assets that
were not previously recognised. Based on this evaluation,
the Company recognises deferred tax assets not previous-
ly recognised provided it is probable that the Company will
report taxable profits in the future enabling these assets to

be capitalised.

Deferred tax assets and liabilities are not discounted and
are classified as non-current assets and non-current liabil-
ities, respectively in the statement of financial position,

regardless of the estimated realisation or settlement date.

The company forms part of the consolidated tax group
headed by Enel S.p.A. (the Enel Group’s Italian parent com-
pany), and represented in Spain by ENEL Iberia, S.L.U.

The accrued income tax expense for the companies form-
ing the consolidated tax group is determined taking into
account, in addition to the factors to consider in the case of

individual taxation set out previously, the following:

- Temporary and permanent differences arising from the
elimination of profits and losses on operations between
companies in the tax group, derived from the process

of determining consolidated taxable income.

- Tax deductions and rebates that correspond to each
company forming the consolidated tax group; for these
purposes, tax credits and rebates are allocated to the
company that carried out the activity or obtained the
profit necessary to obtain the right to the tax credit or
rebate.

A reciprocal credit and debit arises between the compa-
nies that contribute tax losses to the consolidated tax
group and the rest of the companies that offset those
losses. Where a tax loss cannot be offset by the other
consolidated Group companies, these tax credits for loss
carryforwards are recognised as deferred tax assets un-
der respective recognition criteria, considering the tax

group as a taxable entity.

Tax deductions and rebates from income tax payable affect
the calculation of the tax accruing to each company by the

amount applicable in the consolidated tax group.

The amount of the debt (credit) relating to the entity rep-
resenting the tax group in Spain, ENEL lberia, S.L.U., is
recognised with a credit (debit) to current debts (invest-
ments) with (in) Group companies and associates in the

accompanying statement of financial position.
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j) Income and
expenses

Income and expense are recognised on an accruals basis.

Income from continuing operations is recognised when
there is a gross inflow of economic benefits generated in
the ordinary course of the Company’s business during the
year, provided that this inflow of economic benefits results
in an increase in equity that is not related to contributions
from equity holders and these benefits can be measured
reliably. Income is measured at the fair value of the consid-

eration received or receivable.

Income from services rendered is only recognised if the
amount of income, stage of completion, costs incurred and
costs pending can be measured reliably by reference to
the stage of completion of the transaction at the reporting
date.

Interest income and expenses are recognised by reference
to the effective interest rate applicable to the outstanding

principal over the related repayment period.

Dividends from investments in equity instruments are rec-
ognised when the Company is entitled to receive them.
In accordance with the Institute of Accountants and Au-
ditors (hereinafter, “ICAC") resolution published in issue
79/2009, consultation 2 of the BOICAC (official gazette
of the ICAC) on the classification in the individual finan-
cial statements of the income and expense of a holding
company, the corporate purpose of which is the custody of
securities, dividend income is recognised under revenues
in the income statement, while an account is included un-
der the operating margin for impairment losses on equity

instruments associated with its activity.
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k) Environmental
assets

Environmental expenses are those incurred by the Com-

pany to minimise the environmental impact of its activity.

The environmental expenses of these activities and any
incurred as a result of events outside the Company’s nor
mal business that are not expected to arise frequently (in-
cluding fines, sanctions and compensation payable to third
parties for environmental damage), are classified as oper
ating expenses under other operating expenses - external

services in the period in which they are incurred.

Non-current assets acquired by the Company to minimise
the environmental impact of its activity and protect and
improve the environment are recognised — depending on
their nature — as property, plant and equipment or intan-
gible assets, at cost of acquisition or production, and are
depreciated or amortised on a straight-line basis over their

economic life.

I) Related-party
transactions

All the Company'’s transactions with related parties are at
market prices. Transfer prices are adequately supported,
and consequently the Company's directors consider that
no significant risks exist in this respect from which signifi-
cant liabilities could arise in the future.
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m) Share-based
remuneration schemes

Where ENDESA, S.A. employees participate in a remuner-
ation scheme tied to ENDESA, S.A. share prices, and this
company assumes the cost of the scheme, ENDESA, S.A.
recognises the fair value of ENDESAS obligation to employ-
ees as an expense under the heading “Personnel expens-

es” in the income statement (see Note 18.3.5).

n) Statement of
cash flows

Cash flows: Inflows and outflows of cash and cash
equivalents, which are investments with a term of less
than three months that are highly liquid and subject to

an insignificant risk of changes in value.

Operating activities: The principal revenue-producing
activities of the Company, in addition to other activities

that are not investing or financing activities.

Investing activities: The acquisition and disposal of
long-term assets and other investments not included in

cash and cash equivalents.

Financing activities: Activities that result in changes in

the size and composition of equity and financial liabili-

ties.
The statement of cash flows reflects the changes in cash
occurring during the year, calculated using the indirect
method. The following terms are used in the statements of
cash flows with the meanings specified:
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5. Intangible assets

At 31 December 2018 and 2017, the composition and
movements of this item of the accompanying statement

of financial position were as follows:

Millions of Euros

Balance at Investment Derecognitions Balance at
31 December 2017 and provisions  and transfers 31 December 2018
Cost:
Patents, licences, trademarks and similar 39 B — 44
Software 310 20 — 330
Total 349 25 — 374
Accumulated amortisation:
Patents, licences, trademarks and similar (33) (8) — 41)
Software (191) (25) = (216)
Total (224) (33) — (257)
NETTOTAL 125 (8) — 17
Millions of Euros
Balance at Investment Derecognitions Balance at
31 December 2016  and provisions  and transfers 31 December 2017
Cost:
Patents, licences, trademarks and similar 32 7 — 39
Software 281 29 — 310
Total 313 36 — 349
Accumulated amortisation:
Patents, licences, trademarks and similar (27) (6) — (33)
Software (169) (22) — (191)
Total (196) (28) - (224)
NETTOTAL 17 8 — 125

The investments in software made in 2018 corresponded
to acquisitions from ENDESA Medios y Sistemas, S.L.U.
(Euros 24 million from ENDESA Medios y Sistemas, S.L.U.
and Euros 2 million from ENEL ltalia, S.r.L. during 2017)
(see Note 18.1).
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Fully amortised intangible assets still in use had a cost of
Euros 30 million at 31 December 2018 (Euros 30 million at
31 December 2017).

At 31 December 2018, intangible asset purchase com-
mitments amounted to Euros 13 million. At 31 December
2017, no intangible asset purchase commitments for mate-
rial amounts existed.
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6. Property, plant and

equipment

At 31 December 2018 and 2017, the composition and
movements of this item of the accompanying statement

of financial position were as follows:

Millions of Euros

Balance at Investment Disposals Balance at
31 December 2017 and provisions  and transfers 31 December 2018
Cost:
Facilities and other property, plant and equipment 5 2 —
Total 2 -
Accumulated depreciation:

Facilities and other property, plant and equipment (4) (1) = (5)
Total (4) (1) - (5)
NETTOTAL 1 1 - 2
Millions of Euros

Balance at Investment Disposals Balance at

31 December 2016  and provisions  and transfers 31 December 2017
Cost:
Facilities and other property, plant and equipment 5 — —
Total 5 — —
Accumulated depreciation:
Facilities and other property, plant and equipment (3) (1 — (4)
Total (3) (1) — (4)
NETTOTAL 2 (1) — 1

There was no fully depreciated property, plant and equip-
ment still in use at the Company on 31 December 2018
and 2017.

At 31 December 2018 and 2017, the Company had no com-

mitments to purchase property, plant and equipment.

The Company has taken out corporate insurance policies
that cover the risk of damage to its property, plant and
equipment with limits and coverage appropriate to the type
of risk. Possible claims against the Company due to the

nature of its activity are also covered.
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/. Leases and other similar

agreements

7.1. Operating leases

ENDESA, S.A. leases the building where its headquarters
is located from Group company ENDESA Medios y Siste-
mas, S.L.U., which expires in 2023. Lease payments made
in this regard in 2018, amounted to Euros 9 million, the

same figure as in 2017 (see Notes 16.3 and 18.1).

In addition, ENDESA, S.A. is the lessee of several buildings
with leases that expire between 2019 and 2028. Lease pay-
ments made in this regard in 2018 and 2017 amounted to

Euros 1 million in both years (see Note 16.3).
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At 31 December 2018 and 2017, the minimum lease pay-
ments payable by the Company under operating leases are
as follows:

Millions of Euros

Nominal Value

31 December 31 December

2018 2017
Within one year 9 9
Between one year and five years 30 37
More than five years 4 6
Total 43 52
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8. Current and non-current
financilal assets

At 31 December 2018 and 2017 the details and move-

ments of non-current financial investments in Group com-

panies and associates and non-current financial assets in

the accompanying statement of financial positions are as

follows:

Millions of Euros

Balance at Additions and . Transfers Balance at
Note 31 December L Disposals 31 December
2017 provisions and other 2018
gl::;csl.lsr;:?;t:;vestments in Group companies 182 14,803 4,101 _ (10) 18,894
Equity instruments 8.1.1 14,793 4,100 — — 18,893
Investments in Group companies and associates 14,793 4,100 — — 18,893
Impairment losses — — — — —
Loans to companies 8.1.2 — — — — —
Loans to companies b4 — — — 54
Impairment losses 8.1.3 (54) — — — (54)
Derivatives 14 10 1 — (10) 1
Non-current financial investments 40 14 (8) (1) 45
Equity instruments 8.2.1 B — — — B
Non-current financial investments 5 — — = B
Impairment losses — — — — —
Loans to third parties 8.2.2 — — — 5
Loans to third parties 7 — — — 7
Impairment losses (2) = = = 2)
Derivatives 14 — 1 — (1) 10
Other financial assets 8.2.3 30 S (8) — 25
NON-CURRENT FINANCIAL ASSETS 14,843 4,115 (8) (11) 18,939
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Millions of Euros

Balance at Additions and . Transfers Balance at

Note 31 December S Disposals 31 December

2016 provisions and other 2017

?::;csusr;z?:t:;vestments in Group companies 182 14,793 10 _ _ 14,803
Equity instruments 8.1.1 14,793 — — — 14,793
Investments in Group companies and associates 14,793 — — — 14,793
Impairment losses — — — — —
Loans to companies 8.1.2 — — — — —
Loans to companies — — — b4 b4
Impairment losses 8.1.3 — — — (54) (54)
Derivatives 14 — 10 — — 10
Non-current financial investments 54 3 (17) — 40
Equity instruments 8.2.1 5 — — — 5
Non-current financial investments 5 — — — 5
Impairment losses — — — — —
Loans to third parties 8.2.2 5 — — — 5
Loans to third parties 7 — — — 7
Impairment losses 2) — — — (2)
Derivatives 14 7 — (7) — —_
Other financial assets 8.2.3 37 3 (10) — 30
NON-CURRENT FINANCIAL ASSETS 14,847 13 (17) — 14,843

The details and movements of current financial invest-

N | . - 8.1. Non-current and
ments in Group companies and associates and current fi- i
nancial assets in the accompanying statement of financial G LI rrent |nvestments
positions at 31 December 2018 and 2017 are as follows. - -

in Group companies
Millions of Euros and associates

31 31
Note  December December
2018 2017 . -
Current investments in Group 18.2 1.455 95 8- 1 L] 1 . Eq u Ity I nStru n le ntS
companies and associates ’ !
Loans to companies 8.1.2 78 62 . .. . N
- Details of the Company’'s investments in equity instru-
Loans to Group companies 78 62 ) )
and associates ments of Group companies and associates at 31 December
Impairment losses — — 2018 and 2017 as well as the most significant information
Derivatives 14 9 33 regarding each investment at those dates, are as follows.
Other financial assets 8.1.4 1,368 —
Current financial investments 59 15
Loans to third parties 10 I
Loans to third parties 10 I
Derivatives 14 49 4
Other financial assets = —
TOTAL CURRENT FINANCIAL
ASSETS 1,514 110
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These companies do not have publicly listed share prices.

At 31 December 2018 and 2017 ENDESA also held 100%
of ENDESA Capital, S.A.U. and ENDESA Generaciéon I,
S.A.U.

Most significant changes
in 2018 and 2017

2018

On 26 June 2018, a public deed was drawn up for ENDE-
SA X, S.A. (Single-Member Company) with share capital of
Euros 60,000, represented by 60.000 shares, with a par
value of Euros 1 each, fully subscribed and paid in by the
sole shareholder, ENDESA, S.A., through a cash contribu-
tion, and registered in the Madrid Companies Register on
27 July 2018.

On 16 November 2018, ENDESA S.A. approved contri-
butions to its subsidiaries to strengthen their financial
position. These contributions were registered as greater
participation and amount to Euros 1,100,000 thousand
in ENDESA Energia, S.A.U. Euros 2,000,000 thousand in
ENDESA Generacion, S.A.U. and Euros 1,000,000 thou-
sand in ENDESA Red, S.A.U.

2017

In 2017 no significant transactions were registered.

8.1.2. Current and
non-current loans and
advances to Group
companies and associates

On 18 September 2015, Spain's Official State Gazette
("BOE") published the Resolution of 31 July 2015, hand-
ed down by the Directorate General of Energy Policy
and Mines at the Ministry of Energy, Tourism and Digital
Agenda (currently Ministry of Ecological Transition), au-
thorising Elcogas, S.A. to close the 320 MW integrated

combined-cycle gasification thermoelectric power plant

in the municipality of Puertollano (Ciudad Real). Elcogas,
S.A. must also partially dismantle the power plant within
a period of four years from the date of this Resolution.
On 30 October 2015, the Ministry of Energy, Tourism
and Digital Agenda (currently the Ministry of Ecological
Transition) passed a resolution granting a three months
extraordinary, and one-time, extension for the closure
until 31 January 2016, for which the company presented
a feasibility plan.

After several appeals to the Government, on 21 Decem-
ber 2015, the Board of Directors of Elcogas, S.A. ap-
proved the feasibility plan for submission to the Minis-
try of Energy, Tourism and Digital Agenda (currently the
Ministry of Ecological Transition), which included the min-
imum conditions needed to make the company viable.
On 18 January 2016, the Ministry of Energy, Tourism and
Digital Agenda (currently the Ministry of Ecological Tran-
sition) rejected the proposed plan and therefore, given
the lack of a feasibility plan, on 21 January the Board of
Directors of Elcogas, S.A. agreed to proceed with the dis-
connection and closure of the plant before the deadline
set by the aforementioned Ministry (currently the Minis-

try of Ecological Transition).

At 31 December 2018 and 2017, the loan granted to Elco-
gas, S.A. was recognised under “Non-current loans and
advances to Group companies and associates” and is
completely written off. Its maturity date is subject to Elco-
gas, S.A. having satisfied all its social debts, which given
the current plant closing schedule, It will occur in a period

greater than 12 months.

In addition, at 31 December 2018, current loans and ad-
vances to Group companies and associates includes the
amounts receivable from ENEL Iberia, S.L.U. correspond-
ing to income tax expense for the amount of Euros 78
million (Euros 58 million at December 2017). The receiv-
able for income tax in 2018 of Euros 70 million (Euros 18
million at 31 December 2017) is an estimate and therefore
interest-free, as it will be settled in 2019 when the income

tax expense return is filed (see Notes 15.9 and 18.2).
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8.1.3. Impairment

During 2018 and 2017, impairment losses on current loans
and advances to Group companies and associates and any
reversals thereof are as follows.

Millions of Euros

2018 2017
Balance at 1 January 54 -
Transfers to current — 54
Transfers to current — —
Balance at 31 December 54 54

In 2017, the entire provision associated with the loan of Eu-
ros 54 million granted to Elcogas, S.A. was transferred to
the item “Non-current loans and advances to Group com-

panies and associates” (see Note 8.1.2).

8.1.4. Other financial
assets

At 31 December 2018, “Other financial assets” within cur
rent investments in Group companies and associates in-
cluded a receivable dividend of Euros 1,368 million, of which
Euros 570 million corresponded to ENDESA Red, S.A.U., Eu-
ros 143 million to ENDESA Financiacién Filiales, S.A.U. and
Euros 655 million to ENDESA Generacion, S.A.U.

8.2. Current and non-
current investments

8.2.1. Equity instruments

Investments in equity instruments held at 31 December
2018 and 2017, totalled Euros 5 million, respectively.
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8.2.2. Non-current loans
to third parties

At 31 December 2018 and 2017, Euros 5 million was also
recognised under this heading in relation to non-current

loans to staff.

At 31 December 2018 and 2017 impairment losses on
non-current loans to third parties stood at Euros 2 million,
with no significant movements having taken place in either

year.

8.2.3. Other non-current
financial assets

At 31 December 2018 and 2017, included under this head-
ing were Euros 25 million and Euros 30 million, respec-
tively, for the deposit made to guarantee payment for fu-
ture services from the employees who are members of
the ENDESA, S.A’s defined benefit pension scheme (see
Note 11.1).

8.3. Classification of
non-current and current
financial assets by
class and category

Non-current and current financial assets, excluding eg-
uity instruments in Group companies and associates, by
class and category at 31 December 2018 and 2017 are as

follows:
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Millions of Euros

31 December 2018

Note Financial Available-for- Loans
assets held sale financial and Total

for trading assets receivables
Non-current investments in Group companies and associates 1 - - 1
Derivatives 14 1 — — 1
Non-current financial investments 10 5 30 45
Equity instruments — — 5
Loans to third parties — — 5 5
Derivatives 14 10 — — 10
Other financial assets — — 25 25
Total non-current financial assets " 5 30 46
Current investments in Group companies and associates 9 - 1,446 1,455
Loans to companies — — 78 78
Derivatives 14 9 — — 9
Other financial assets — — 1,368 1,368
Current financial investments 49 - 10 59
Loans to third parties — — 10 10
Derivatives 14 49 — — 49
Trade and other receivables - - 131 131
Cash and cash equivalents - - 13 13
Total current financial assets 58 — 1,600 1,658
TOTAL 69 5 1,630 1,704

Millions of Euros
31 December 2017

Note Financial Available-for- Loans
assets held sale financial and Total

for trading assets receivables
Non-current investments in Group companies and associates 10 - - 10
Derivatives 14 10 — — 10
Non-current financial investments — 5 35 40
Equity instruments — 5 — 5
Loans to third parties — — 5 5
Other financial assets — — 30 30
Total Non-current financial assets 10 5 35 50
Current investments in Group companies and associates 33 - 62 95
Loans to companies — — 62 62
Derivatives 14 33 — — 33
Current Financial Investments 4 - 1 15
Loans to third parties — — M 1
Derivatives 14 4 — — 4
Trade and other receivables - - 159 159
Cash and cash equivalents - - 30 30
Total current financial assets 37 - 262 299
TOTAL 47 5 297 349

Financial assets held for trading and available-for-sale finan-
cial assets are measured at fair value, except investments
in equity instruments whose fair value cannot be reliably
determined. These investments are measured at cost less
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any accumulated impairment losses (see Note 4d). The fair
value of the rest of the financial assets does not differ sub-

stantially from their carrying amount.

59



Financial assets held for trading are financial derivatives
not designated for accounting purposes as hedging instru-
ments.

The fair value of financial assets is measured taking into
account observable market variables, specifically by esti-
mating discounted future cash flows using zero-coupon
yield curves for each currency on the last working day of
each closure, translated to euros at the exchange rate pre-
vailing on the last working day of each closure. All these
measurements are made using internal tools.

Millions of Euros

At 31 December 2018 and 2017, the fair value of the Com-
pany’s non-current financial assets under “Loans and re-
ceivables’ did not differ substantially from the carrying

amount.

8.4. Classification
by maturity
At 31 December 2018 and 2017, the breakdown by maturi-

ty of non-current financial assets, excluding equity instru-

ments, was as follows:

31 December 2018 2020 2021 2022 2023 S”bse‘ii‘;’r‘st Total
Non-current investments in Group companies and associates 1 - — - — 1
Derivatives 1 — — — — 1
Non-current financial investments 12 1 2 1 24 40
Loans to third parties 2 1 1 — 1 5
Derivatives 10 — — — — 10
Other financial assets — — 1 1 23 25
NON-CURRENT FINANCIAL ASSETS 13 1 2 1 24 41
Millions of Euros
31 December 2017 2019 2020 2021 2022 S”bse‘%i'r‘st Total
Non-current investments in Group companies and associates 9 1 - - - 10
Derivatives 9 1 — — — 10
Non-current financial investments 1 2 1 - 31 35
Loans to third parties 1 1 — 1 5
Other financial assets — — — — 30 30
NON-CURRENT FINANCIAL ASSETS 10 3 1 - 31 45
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8.5. Items recognised in
the income statement
and in equity

In 2018 and 2017 the applications made in the income

statement and in net equity linked to financial assets

grouped by the different categories are as follows:
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Millions of Euros

2018 2017
Net profit/ . Net profit/ .
(loss) Equity (loss) Equity
Loans and receivables 13 — 24 —
Assets at fair value through profit or loss 128 — 109 —
Held for trading 128 — 109 —
TOTAL 141 - 133 -
8.6. Financial assets
In 2018 and 2017 the changes in the fair value of non-cur
rent and current financial assets at fair value through profit
or loss were as follows.
Millions of Euros
Fair value at Change in Fair value at
31 December fair value of ofzztﬁi?\?:; moven?;rrl(tesr 31 December
2017 derivatives 2018
Financial assets at fair value through profit or loss 47 128 (70) (36) 69
Non-current 10 12 — (11) 1
Current 37 116 (70) (25) 58
TOTAL 47 128 (70) (36) 69
Millions of Euros
Fair value at Change in Fair value at
31 December fair value of of?jit;[ilxia?\?:; moven?;:(ta; 31 December
2016 derivatives 2017
Financial assets at fair value through profit or loss 29 109 (57) (34) 47
Non-current 7 12 — 9) 10
Current 22 97 (57) (25) 37
TOTAL 29 109 (57) (34) 47
8.7. Financial
At 31 December 2018 and 2017 ENDESA, S.A. had no
agreements that included commitments to make financial
investments of a significant amount.
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9. Foreign currency

Details of the most significant balances at 31 December

2018 and 2017 in foreign currency are as follows:

Millions of Euros

During 2018 and 2017, the transactions denominated in

foreign currency of significant amounts are as follows:

Millions of Euros

31 31
December December
2018 2017
Note US dollar (USD)
CURRENT ASSETS 2 4
Trade and other receivables 2 —
Trade receivables 1 —
Receivables from Group ] .
companies and associates
Current investments in Group 8.1.2 and
. . = 4
companies and associates 18.2
Loans to companies —
TOTAL ASSETS 2

At 31 December 2017 foreign currency loans to Group
companies and associates corresponded to interest pend-
ing payments from ENDESA Financiacion Filiales, S.A.U.
(see Note 12.2).
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2018 2017

US dollar (USD)
Revenue — —
PROFIT FROM OPERATIONS - -
Financial income 1 4

Change in fair value of financial
instruments

NET FINANCIAL PROFIT/(LOSS) -
PROFIT BEFORETAX -

(M —

The foreign exchange differences arising on transactions
settled in 2018 and 2017 related mainly to valuations of lig-

uid asset accounts denominated in foreign currency.
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10. Equity

At 31 December 2018 and 2017, the breakdown of equity
and movement during the year are shown in the statement

of changes in equity.

10.1. Share capital

At 31 December 2018, ENDESA, S.A. had a share capital
of Euros 1,270,502,540.40, represented by 1,058,752,117
bearer shares with a par value of Euros 1.20 per share, ful-
ly subscribed and paid up and all admitted to trading on

the Spanish Stock Exchanges. This figure was unchanged

Nonetheless, at 31 December 2018, Euros 46 million of the
share premium are restricted to the extent that they are
subject to tax assets capitalised in prior years (Euros 49
million at 31 December 2017).

10.3. Reserves

Details of the Company's reserves at 31 December 2018

and 2017 are as follows.

Millions of Euros

in 2018 and 2017 All the shares have the same voting and 31 31
) ) ) Note December December
profit-sharing rights. 2018 2017
Legal reserve 10.3.1 254 254
At 31 December 2018 and 2017 ENEL Group, through  Revaluation reserve 103.2 404 404
ENEL Iberia, S.L.U., held 70.101% of ENDESA, S.A’s share ~ edeemed capital reserve 1093 102 102
. R f d inati f
capital (see Note 1). At that date, no other shareholder held Cae;if;rfo (Erwr’zsenomlna ono 10.3.4 2 2
more than 10% of the share capital of ENDESA, S.A. Reserve for actuarial gains and
. 10.3.5 (20) (20)
losses and other adjustments
Other reserves 703 703
Merger reserve 10.3.6 667 667
1 O _2 . S h a re prem I u m Other unrestricted reserves 10.3.7 36 36
Voluntary and other reserves 36 36
. . , TOTAL 1,445 1,445
The share premium arises from the Company's corporate
restructuring. Article 303 of the Consolidated text of the
Corporate Enterprises Act expressly permits the use of the
share premium to increase capital and does not establish
any specific restrictions as to its use.
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10.3.1. Legal reserve

In accordance with Article 274 of the Consolidated Text
of Spain's Corporate Enterprises Act, an amount equal to
ten percent of the profit for the period must be earmarked
for the legal reserve until such reserve represents at least
twenty per cent of the capital. The legal reserve can be
used to increase share capital provided that the balance
left on the reserve is at least equal to 10% of the nominal
value of the total share capital after the increase. Except
for the aforementioned purpose, the legal reserve may not
be used to offset losses unless it exceeds twenty per cent
of the share capital and no other sufficient reserves are

available for such purpose.

At 31 December 2018 and 2017, the Company held the min-

imum amount stipulated in law for this reserve.

10.3.2. Revaluation
reserve

The revaluation reserve is a result of the revaluation of
assets made pursuant to Royal Decree-Law 7/1996, of 7
June 1996. On 1 January 2000, the revalued assets were
contributed to the corresponding companies following the

corporate restructuring carried out by ENDESA, S.A.

This balance can be used, tax-free, to offset the accounting
loss for the year or accounting losses accumulated from
prior years or that could arise in the future, and to increase
share capital or unrestricted reserves. It can also be trans-
ferred to unrestricted reserves provided that the monetary
gain has been realised. The gain will be deemed to have
been realised when the related revalued assets have been

depreciated, transferred or derecognised.

This balance would be taxed if used for any purpose other
than that foreseen in Royal Decree Law 7/1996 of 7 June
1996.

Nonetheless, at 31 December 2018, Euros 296 million of
the share premium are restricted to the extent that they
are subject to tax assets capitalised in prior years (Euros
314 million at 31 December 2017).
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10.3.3. Redeemed capital
reserve

The redeemed capital reserve has been appropriated in
compliance with Article 335 of Spain’s Corporate Enterpris-
es Act, which requires companies to post to this reserve
an amount equal to the par value of the redeemed shares
or of the reduction in their par value, when the reduction
is charged to unrestricted profits or reserves by redeeming
shares acquired free of charge by the Company. The draw-
down on this reserve shall be subject to the same require-

ments as set forth for reducing share capital.

10.3.4. Reserve for
redenomination of capital
to Euros

This reserve is not distributable.

10.3.5. Reserve for
actuarial gains and losses
and other adjustments

This reserve derives from actuarial gains and losses recog-

nised in equity (see Note 11.1).

10.3.6. Merger reserve

This reserve stems from corporate restructuring and its
balance at 31 December 2018 and 2017 amounts to Eu-
ros 667 million, of which Euros 99 million and Euros 104
million, respectively, are undistributable because they are

subject to certain tax benefits.

10.3.7. Other unrestricted
reserves

Voluntary reserves are freely distributable.
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10.4. Dividends
2018

At its meeting held on 20 November 2018, ENDESAs Board
of Directors agreed to pay its shareholders a gross interim
dividend against 2018 profit of Euros 0.70 per share, which
gave rise to a payment of Euros 741 million (see Note 3).
This interim dividend was deducted from the Company’s

equity at 31 December 2018.

Millions of Euros

Approval Euros per Amount Payment date
date share, gross
Interim dividend 20 November 2018 0.70 741 2 January 2019
Total dividend paid against 2018 profit 0.70 741
Approval was given at ENDESA, S.A’s General Sharehold-
ers’ Meeting of 23 April 2018 to pay shareholders a total
dividend charged against 2017 profit for a gross amount
of Euros 1.382 per share (Euros 1,463 million in total). The
breakdown of these dividends is as follows:
Millions of Euros
Approval Euros per Amount Payment date
date share, gross
Interim dividend 21 November 2017 0.70 741 2 January 2018
Final dividend 23 April 2018 0.682 722 2 July 2018
Total dividend paid against 2017 profit 1.382 1,463
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11. Provisions an

contingencies

Details of current and non-current provisions in the accom-

panying statement of financial position at 31 December

2018 and 2017 are as follows.

Millions of Euros

31 December 31 December
Note

2018 2017
Non-current provisions
Non-current employee benefits: 71 73
Post-employment benefits 1.1 49’ 47
Other employee benefits 22 26
Provisions for workforce restructuring plans 150 190
Workforce reduction plans 11.2.1 2 7
Contracts suspension 11.2.2 148 183
Other provisions 1.3 60 60
TOTAL 281 323
Current provisions
Provisions for workforce restructuring plans 51 45
Workforce reduction plans 18 15
Contracts suspension 11.2.2 88 30
Other provisions 9 9
TOTAL 60 54

" Includes post-employment benefits other than pension plans amounting to Euros 31 million.

11.1. Non-current
employee benefits

All ENDESA, S.A. employees are members of the Pension

Plan, unless they expressly opt out.
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With the signing of the first Framework Agreement on 25
October 2000, a defined contribution pension scheme was
established for retirement, and a defined benefit scheme

for death and incapacity.

A scheme involving combined contributions by the com-

pany and the employee was established, with a maximum
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6% of the pensionable salary being borne by the Company

and 3% of the same salary by the employee.

There are also employees covered by origin agreements

predating the Framework Agreement.

On the other hand, there are certain social benefit obliga-
tions to employees during their retirement that have not
been externalised and are covered by the related internal

provisions.

The amounts recognised in the accompanying statement
of financial position at 31 December 2018 for post-em-
ployment benefits includes euros 49 million recognised in
non-current provisions (euros 47 million at 31 December
2017).

Details of the present value of the Company’s main obliga-
tions regarding post-employment plans and other non-cur
rent benefits and associated plan assets at 31 December
2018 and 2017 are as follows.

Millions of Euros

31 31

December December

2018 2017

Present value of commitments 108 m
and Obligations of Defined Benefit

Active employees 25 33

Former employees 51 57

Employees taking early retirement 32 21

Fair value of defined benefit plan assets (59) (64)

NETTOTAL 49 47

Movement in the actuarial liabilities assumed in relation to
defined benefit scheme obligations at 31 December 2018

and 2017 was as follows:

Millions of Euros

Note 2018 2017
Opening actuarial liability m 116
Amounts c'harged to profit 3 3
for the period
Personnel expenses 1 1
Financial expense 16.5 2 2
Actuarial gains and losses - (2)
Applications (8) (7)
Payments (8) (7)
Other 2 1
Closing actuarial liability 108 M

Changes in the market value of defined benefit plan assets
at 31 December 2018 and 2017 were as follows:

Millions of Euros

Note 2018 2017
Opening market value 64 68
Estimated benefit 16.5 1 1
Payments (8) (7)
Actuarial gains and losses 2 2
Closing market value 59 64
bo:lg:icr;g liabilities/(assets) 47 48
Final liabilities/(assets) balance 49 47
Plan assets

The main characteristics of defined benefit plan assets as a
percentage of total assets, at 31 December 2018 and 2017,

was as follows:

Percentage (%)

31 31

December December

2018 2017

Shares 32 33
Fixed-income assets 55) 60
Other (cash) 13 7
TOTAL 100 100

Actuarial assumptions

The following were the most significant actuarial assump-
tions considered in the calculations at 31 December 2018
and 2017:

31 31

December December

2018 2017

Mortality Tables PERM /F2000 PERM /F2000
Technical interest rate 1.72%-1.75% 1.63%-1.67%
Expected return on plan assets 1.75% 1.65%
CPI' 2.00% 2.00%
Increase in healthcare costs 3.20% 3.20%

' Annual pension and salary increases.

The interest rate applied to discount the commitments in
Spain is obtained from a curve constructed using the yields
on corporate bond issues by companies with an "AA” credit
rating and based on the estimated term over which the

obligations arising from each commitment will be settled.
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The projected unit credit method is used, where each year
of service generates a unit of rights to the benefits, with

each unit determined separately.

The Company has the above obligations covered by the
amounts shown in the statements of financial position at
31 December 2018 and 2017

Contributions by the Company to defined contribution
plans amounted to Euros 13 million in 2018 (Euros 12 mil-
lionin 2017) and are recognised under personnel expenses

in the accompanying income statement.

11.2. Provisions
for workforce
restructuring plans

Provisions for the various workforce restructuring plans
included in the accompanying statement of financial
position are the result of individual or collective agree-
ments with the Company’s employees, whereby the
Company undertakes to furnish a future consideration in
the event of termination of employment or suspension
of the employment arrangement by agreement between

the parties.

11.2.1. Workforce reduction
plans

The Company has made provisions for the various work-
force reduction plans involving employees who are current-
ly in early retirement. Under these plans, employees are
guaranteed benefits from the date of early retirement until
retirement age and, in certain cases, a pension annuity to

supplement the state pension.
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2 types of plan were in force at 31 December 2018 and
2017:

- Workforce reduction plans approved by the former

companies before the corporate restructuring in 1999.

- Voluntary redundancy Plan approved in 2000. The Plan
applies to employees with at least ten years of service
in the group of companies concerned at 31 December
2005. Employees aged 50 or over at 31 December
2005 are entitled to early retirement Plan at the age
of 60. They may sign up to the scheme between the
ages of 50 and 60, provided that there is an agreement

between the employee and the company concerned.

The total workforce considered in the valuation of the
2 plans mentioned above for 2018, is 28 persons, all of
whom have now taken early retirement (34 persons, all of

whom had taken early retirement in 2017).

The Company recognises the full expense of these plans
when the obligations arise, either because the employee is
entitled unilaterally to sign up to the scheme, individual or
collective agreements have been reached with personnel,
or there is a certain expectation that such an agreement
to leave the Company will be arranged. The obligation is
determined based on the corresponding actuarial calcula-
tion subject to annual review. Gains or losses caused by
changes in assumptions, mainly the discount rate, are rec-

ognised in profit or loss.

Movements in this non-current provision at 31 December
2018 and 2017 are as follows:

Millions of Euros

Note 2018 2017
Opening balance 7 6
Amounts c_harged to profit 4 _
for the period
Personnel expenses 16.2 4 —
Applications (9) 1
Personnel income 16.2 — (1)
Financial income 16.5 — (1)
Transfers and other 9) 3
Closing balance 2 7
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Actuarial assumptions

The assumptions used in the actuarial calculation of the
obligations arising under these workforce reduction plans
at 31 December 2018 and 2017 are as follows:

31 31

December December

2018 2017

Technical interest rate 0.78% 0.65%
CPI 2.00% 2.00%
Mortality Tables PERM /F2000 PERM /F2000

11.2.2. Agreement on
voluntary suspension
or termination of
employment contracts
2013-2018

On 3 December 2013, ENDESA and employee represent-
atives signed an "Agreement on Voluntary Suspension or
Termination of Employment Contracts in 2013-2018 on the
framework agreement of guarantees for ENDESA, S.A.
and its electricity subsidiaries’, which was registered in a
Resolution by the Department of Employment of 29 De-
cember 2013, published in the Official State Gazette (BOE)
on 24 January 2014, which will apply to employees affect-
ed by any reorganisation processes that may be carried out
during this period.

This Agreement, finalised on 31 December 2018, focuses
on two groups and contemplates the following measures
for each of them, and the mutual agreement of the com-

pany and the employee will be essential for them to be

pension period. The suspension may be renewed for
annual periods up to the ordinary date of retirement of
the employee, provided neither the employee nor the

company request the reinstatement of the employee.

During the period 2013 — 2018, the Company has signed
successive agreements with employee trade union repre-
sentatives with an undertaking, in certain circumstances,
not to exercise the right to request reinstatement at the
company in successive annual renewals of signed employ-

ment contract suspension agreements.
At 31 December 2018, there were 283 employees with a
suspended contract pursuant to these Agreements (278

employees at 31 December 2017).

Details at 31 December 2018 and 2017 of provisions for

suspension of contracts are as follows:

Millions of Euros

31 31
December December
2018 2017
Provisions for long-term workforce
restructuring plans
Contract suspension 148 183
Provisions for short-term workforce
restructuring plans
Contract suspension 33 30
TOTAL 181 213

The provisions covered the total cost to be undertaken by
the Company during the period for which, in accordance
with the commitments undertaken up to 31 December
2018, the Company cannot prevent the employment con-

tract from being suspended.

Movements in this non-current provision at 31 December
2018 and 2017 are as follows:

applied:
Millions of Euros
- For employees under 50 years old, it contemplates the Note 2018 2017
possibility of the company allowing the employee to ~ Opening balance 183 235
terminate the employment contract with payment of :)T:’hue":;;tzrged to profit 1 2
compensation. Financial expense 16.5 1 2
Applications (36) (54)
- For employees over 50 years old, it contemplates the Personnel income 16.2 (M (13)
possibility of the company allowing the employee to Financial Income 165 (1 (2)
suspend the employment contract for one year, in Transfers and other (34) (39)
exchange for regular income during the contract sus- Closing balance 148 183
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Actuarial assumptions

The assumptions used in the actuarial calculation of the ob-

ligations arising from the contract suspension agreement
at 31 December 2018 and 2017 are as follows:

31 31

December December

2018 2017

Future increase in guarantee 2.00% 2.00%
Increase in other items 2.00% 2.00%
Discount rate 0.78% 0.65%
Mortality tables PERM /F2000 PERM /F2000

11.3. Other non-
current provisions

The movements and details of other non-current provi-

sions on the liabilities side of the accompanying statement

of financial position at 31 December 2018 and 2017 were

as follows.

Millions of Euros

2018 2017
Opening balance 60 47
Charges 10 24
Applications (10) (1)
Closing balance 60 60

Litigation and arbitration

At the date of preparation of these financial statements,

the main lawsuits or arbitration proceedings involving the

Company are as follows.

-
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On 8 May 2008, a decision was made on the motion
filed by ENDESA, S.A. at the Spanish Supreme Court
to quash a ruling by the Spanish High Court rendering
null and void the Order of 29 October 2002 regulating

the competition transition costs (CTC) for 2001, passed
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in the appeal for judicial review no. 825/2002 filed by
Iberdrola, S.A.The Supreme Court dismissed ENDESA,
S.A!s motion to quash the ruling from the High Court.
Implementation of this decision is not expected to have
any material economic effect for ENDESA, S.A., among
other reasons because the ruling did not mention any
possible amounts of competition transition costs, but
merely stated that, in view of the total amount of book
capital gains obtained by ENDESA, S.A. from the sale
of Electra de Viesgo, S.L., there would be some capital
gains in relation to the competition transition costs, but
neither this ruling nor the Supreme Court appeal ruling
stated any amount on which calculation of the potential
impact on ENDESA, S.A. could be based.

The Supreme Court issued several rulings on appeals
submitted by ENDESA, S.A. against the obligation to
finance the Social Bonus established in outdated Arti-
cle 45.4 of Act 24/2013 of 26 December 2013, on the
Electricity Sector (declared void due to incompatibility
with Directive 2009/72/EC of the European Parliament
and Commission, dated 13 July 2009, as set forth in
Supreme Court rulings of 24 and 25 October 2016 and
2 November 2016). The Supreme Court recognised
the right of ENDESA, S.A. to be compensated for the
amounts paid as Social Bonuses, as per the article de-
clared void, ruling that all the amounts paid for this con-
cept plus corresponding legal interest. The authorities
submitted applications for nullification of these rulings,
but these were dismissed by the Supreme Court. The
authorities submitted two appeals before the Constitu-
tional Court against said dismissal, which are pending a
resolution. ENDESA, S.A. submitted arguments before
the Constitutional Court, requesting the following: (I) In-
admissibility of the final appeal because the authorities
are not the grantors of fundamental rights (effective
legal protection); (ll) Inadmissibility of the final appeal
because the authorities do not hold a legitimate inter
est in the nullification of Supreme Court rulings; (IIl)
Moreover, the rulings by the Supreme Court have not
violated the authorities’ right to effective legal protec-
tion ensuring proper defence and to all the guarantees

of the process.
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- In 2016, the Tax Agency informed of the start of proceed-

ings on the consolidated tax group that ENDESA, S.A. is
a member of and its subsidiaries regarding income tax
expenses from 2011 to 2014 and value added tax from
2012 to 2014. In April 2018, the consolidated tax group
signed notices of disagreement with the income tax ex-
penses from 2011 to 2014 for Euros 44 million (Euros 38
million for the tax rate and Euros 6 million in interest)
and notices of disagreement of the group of compa-
nies regarding the Value Added Tax amounting to Euros
15 million (Euros 13 million for the tax rate and Euros 2

million in interest). On 9 July 2018, the final settlement

agreements were issued, which were appealed on 27
July 2018 before the Central Economic and Administra-
tive Court. The items under discussion with probability
of possible loss amount to Euros 22 million (Euros 19
million for the tax rate and Euros 3 million in interest)
and are the result of differing criteria on the deductibility

of certain financial expenses during the audited period.

The Company's directors do not expect that any additional
significant liabilities to those already recognised in the ac-
companying statements of financial position will arise as a

result of the above-mentioned lawsuits.
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12. Current and non-current
financial liabilities

12.1. Current
and non-current
financial liabilities

The details of non-current debts and non-current debts
to Group companies and associates in the accompanying
statement of financial positions and movement at 31 De-
cember 2018 and 2017 are as follows.

Millions of Euros

Note Balance at Drawn Amortisations Transfers Balance at
31 December 2017 to current 31 December 2018
Non-current debts 743 704 (1) (55) 1,391
Bank borrowings 731 702 (1) (45) 1,387
Finance lease payables — 1 — — 1
Derivatives 14 9 1 — 9) 1
Other financial liabilities 3 — — (1) 2
r:él-acsusr;i?:t::bts to Group companies 18.2 4212 4771 _ ) 8,982
Debts to Group companies and associates 4,211 4,760 — — 8,971
Derivatives 14 1 1 — (1) "
TOTAL 4,955 5,475 (1) (56) 10,373
Millions of Euros
Note Balance at Drawn  Amortisations Transfers Balance at
31 December 2016 to current 31 December 2017
Non-current debts 478 312 (30) (17) 743
Bank borrowings 474 300 (30) (13) 731
Finance lease payables 1 — — (1 —
Derivatives 14 — 10 — (1)
Other financial liabilities 3 2 — (2)
?:::;r;z:\:t::bts to Group companies 18.2 4,450 1 (232) 7) 4212
Debts to Group companies and associates 4,443 — (232) — 4,21
Derivatives 14 7 1 — (7) 1
TOTAL 4,928 313 (262) (24) 4,955
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Details of current debts and current debts to Group com-
panies and associates in the accompanying statements of
financial position at 31 December 2018 and 2017 are as

follows:

Millions of Euros

31 31
Note December December
2018 2017
Current debts 284 277
Bank borrowings 50 19
Finance lease payables — 1
Derivatives 14 9 32
Other financial liabilities' 225 225
Current fiebts to Grou_p 182 1,575 1,522
companies and associates
Debts to Group companies 087 977
and associates
Derivatives 14 49 4
Other financial liabilities? 539 541
TOTAL 1,859 1,799

" At 31 December 2018, this includes the dividend payable by ENDESA, S.A.
to its shareholders who do not belong to the ENEL Group, amounting to
Euros 221 million (Euros 221 million at 31 December 2017) (see Note 10.4).

2 At 31 December 2018, this includes the dividend payable by ENDESA, S.A.
to ENEL Iberia, S.L.U. amounting to Euros 520 million (Euros 520 million at
31 December 2017) (see Note 10.4).

The composition of both current and non-current “Bank
borrowings” and “Debts to Group companies and associ-
ates” in the accompanying statements of financial position
at 31 December 2018 and 2017, are as follows:

Millions of Euros

31 December 2018

31 December 2017

Note Non-current Current Non-current Current
Bank borrowings 12.2 1,387 50 731 19
Credit lines 208 4 6 6
European Investment Bank (EIB) loan 1,179 46 725 13
Debts to Group companies and associates 12.2 and 18.2 8,971 987 4,211 977
ENEL Finance International, N.V. 3,000 16 3,000 18
ENDESA Financiacién Filiales, S.A.U. 5,971 34 1,196 40
International ENDESA, B.V. — 905 15 889
Other debts — 32 — 30
- -
12.2. Main transactions
At 31 December 2018 and 2017 the main financial debt
included in the balance of current and non-current “Bank
borrowings” and “Debts to Group companies and associ-
ates” corresponds to the following transactions:
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Millions of Euros

31 December

31 December

‘ 2018 2017 N .
Limite Conditions Maturity
Non- Non-  Short-
Current
current current term
Bank borrowings 1,387 50 731 19
Credit lines 208 4 6 6 Floating interest rate Until 31 March 2021
European Investment Bank (EIB)’ 1,179 46 725 13  Floating interest rate Until 29 May 2030
Debts to C-_iroup companies 8.971 987 421 977
and associates
Credit line with ENEL Finance o o . __ Margin of 55bp and fee
International, N.V.2 1,000 applicable if not used of 18bp 30 June 2020
Credit line with ENEL Finance Indexed to ENEL Euro
International, N.V.2 1,500 o o - " Commercial Paper + 6bp 28 December 2018
Intercompany loan with ENEL 3,000 3,000 16 3,000 18 Fixed interest rate 3.0% 29 October 2024
Finance International, N.V.
Current account with ENDESA Average interest rate of 2.0%
Financiacion Filiales, S.A.U.5 5971 84 1% 40 5 40 in 2017) 1 July 2021
Current account with ENDESA Average interest rate of 2.0%
Financiacion Filiales, S.A.U.? - - - ~  (2.0% in 2017) 1 October 2023
Credit line with International Average interest rate of -0.2%
ENDESA, B.V. - - 1o T (0.2% in 2017) 21 March 2018
Credit line with International Average interest rate of -0.3%
ENDESA, B.V. - — 88 h3%in2017) 21 December 2019
Other debts — 32 — 30
TOTAL 10,358 1,037 4,942 996

As part of the financial transaction signed with the European Investment Bank (EIB) in 2017 on 29 May 2018, EUR 500 million was drawn down. New
financing taken out by ENDESA, S.A. on 21 December 2018 with the European Investment Bank (EIB) of Euros 335 million, which had yet to be disbursed
at 31 December 2018.

2 Committed and irrevocable credit line (see Note 18.2).

¥ Uncommitted credit line (see Note 18.2). This credit line was not renewed on 28 December 2018.

At 31 December 2018, outstanding interest accrued and not paid amounted to Euros 16 million (Euros 18 million at 31 December 2017) (see Notes 12.1
and 18.2).

The Company has a current account financing contract with ENDESA Financiacion Filiales, S.A.U. that is automatically renewable for five-year periods at
maturity unless either of the parties notifies their intention of not renewing the contract before maturity at least 13 months prior to the end of the period. The
interest rate applied to both receivables and payables is the 6-month Euribor plus a spread equal to that on the Euribor obtained by ENDESA in existing credit
facilities at that date. This contract stipulates that the Company may draw down the amounts required to cover its financial needs and invest its surpluses to
regulate its cash flows. There is no limit on the cash draw downs that can be made between the parties. At 31 December 2018, outstanding interest accrued
and not paid on this credit facility amounted to Euros 34 million (Euros 40 million at 31 December 2017) (see Notes 12.1 and 18.2).

5 The Company also had a current account in foreign currency with ENDESA Financiacion Filiales, S.A.U. for a term of five years, currently maturing on
1 October 2023. It is automatically renewable for five-year periods at maturity unless either party notifies the other of its decision not to renew the account
before the end of the period. At 31 December 2018 and 2017, no amount had been drawn down.

~

@

Other debts 12.3. Classification of

current and non-current
financial liabilities by
class and category

At 31 December 2018 and 2017 “Current debts to Group
companies and associates” includes the loan granted by Nu-

clenor, S.A. for Euros 24 million (see Notes 12.1 and 18.2).

Furthermore, at 31 December 2018, “Current debts to

Group companies and associates” also includes the
amount to pay to ENEL Iberia, S.L.U. corresponding to
Value Added Tax (VAT) for the sum of Euros 8 million (Euros
5 million at 31 December 2017) (See Notes 15.9 and 18.2).
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The classification of these current and non-current financial
liabilities items by category and nature, and a comparison
of the fair value with the carrying amount at 31 December
2018 and 2017 are as follows.
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Millions of Euros

31 December 2018

Note Debts and Financial Iiabilitlies Total
payables held for trading
Non-current debts 1,390 1 1,391
Bank borrowings 1,387 — 1,387
Finance lease payables 1 — 1
Derivatives 14 — 1 1
Other financial liabilities 2 — 2
Non-current debts to Group companies and associates 18.2 8,971 1 8,982
Debts to Group companies and associates 8,971 — 8,971
Derivatives 14 — M "
Total non-current 10,361 12 10,373
Current debts 275 9 284
Bank borrowings 50 — 50
Derivatives 14 — 9 9
Other financial liabilities 225 — 225
Current debts to Group companies and associates 18.2 1,526 49 1,575
Debts to Group companies and associates 987 — 987
Derivatives 14 — 49 49
Other financial liabilities 539 = 589
Trade and other payables 133 - 133
Total current 1,934 58 1,992
TOTAL 12,295 70 12,365
TOTAL FAIR VALUE 12,805 70 12,875
Millions of Euros
31 December 2017

o Peemd Fracalbie oo
Non-current debts 734 9 743
Bank borrowings 731 — 731
Derivatives 14 — 9 9
Other financial liabilities 3 — 3
Non-current debts to Group companies and associates 18.2 4,211 1 4,212
Debts to Group companies and associates 4,21 — 4,211
Derivatives 14 — 1 1
Total non-current 4,945 10 4,955
Current debts 245 32 277
Bank borrowings 19 — 19
Finance lease payables 1 — 1
Derivatives 14 — 32 32
Other financial liabilities 225 — 225
Current debts to Group companies and associates 18.2 1,518 4 1,522
Debts to Group companies and associates 977 — 977
Derivatives 14 — 4 4
Other financial liabilities 541 — 541
Trade and other payables 186 - 186
Total current 1,949 36 1,985
TOTAL 6,894 46 6,940
TOTAL FAIR VALUE 741 46 7457
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Financial liabilities held for trading, financial liabilities at fair
value through profit or loss and hedging derivatives are
measured at fair value. Financial liabilities held for trading
are financial derivatives not designated for accounting pur

poses as hedging instruments.

Pursuant to the measurement criteria, items covered by
fairvalue hedging derivatives are included under other fi-

nancial liabilities at fair value through profit or loss.

The fair value of financial liabilities is measured taking
into account observable market variables, specifically
by estimating discounted future cash flows using ze-
ro-coupon vyield curves for each currency on the last

working day of each closure, translated to euros at the

Millions of Euros

exchange rate prevailing on the last working day of each
closure. All these measurements are made using inter

nal tools.

At 31 December 2018 and 2017, the fair value of the Com-
pany’s non-current debts under “Loans and receivables”
did not differ substantially from the carrying amount.

12.4. Classification
by maturity

Details of non-current financial liabilities at 31 December

2018 and 2017 by maturity are as follows.

31 December 2018 Note 2020 2021 2022 2023 S”bse‘iﬁr‘; Total
Non-current debts 120 215 135 136 785 1,391
Bank borrowings 118 215 135 135 784 1,387
Finance lease payables 1 — — — — 1
Derivatives 1 — — — — 1
Other financial liabilities — — — 1 1 2
Non-current debts to Group companies and associates 18.2 10 5,972 — — 3,000 8,982
Debts to Group companies and associates — 5,971 — — 3,000 8,971
Derivatives 10 1 — — — 11
TOTAL 130 6,187 135 136 3,785 10,373
Millions of Euros
31 December 2017 Note 2019 2020 2021 2022 S“bse%‘zg Total
Non-current debts 23 20 13 13 674 743
Bank borrowings 13 19 13 13 673 731
Derivatives 9 — — — — 9
Other financial liabilities 1 1 — — 1 3
Non-current debts to Group companies and associates 18.2 1 — 1,196 — 3,015 4,212
Debts to Group companies and associates — — 1,196 — 3,015 4,211
Derivatives 1 — — — — 1
TOTAL 24 20 1,209 13 3,689 4,955

In 2018, the average rate of interest was 2.0% on bank bor
rowings (2.4% in 2017) and 0.9% on debt to Group compa-
nies (1.3% in 2017).
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12.5. Items recognised

in the income

statement and in equity

In 2018 and 2017 the applications made in the income

statement and in net equity linked to non-current and cur

rent financial liabilities grouped by the different categories

are as follows:

Millions of Euros

2018 2017
Profit / (loss) Equity Profit / (loss) Equity
Debts and payables (125) = (141) —
Financial liabilities at fair value through profit or loss (130) = (107) —
Financial liabilities held for trading (130) — (107) —
TOTAL (255) = (248) -
- -
12.6. Financial
liabilities at fair value
through profit or loss
The variation in fair value of this type of financial liabilities
in 2018 and 2017 is as follows:
Millions of Euros
Fair value Change in Fair value
at 31 December fair value of Setélsrrir\wljtr;\t/g;‘ movergg:?sr at 31 December
2017 derivatives 2018
Financial liabilities held for trading 46 130 (70) (36) 70
Non-current 10 13 — (11) 12
Current 36 17 (70) (25) 58
TOTAL 46 130 (70) (36) 70
Millions of Euros
Fair value Change in Fair value
at 31 December fair value of Setél:rrngg\t/:;‘ moverr?;:(fsr at 31 December
2016 derivatives 2017
Other financial liabilities at fair value through
X 21 — - (21) -
profit or loss
Non-current 21 — — (21) —
Financial liabilities held for trading 29 107 (57) (33) 46
Non-current 7 1" — (8) 10
Current 22 96 (57) (25) 36
TOTAL 50 107 (57) (54) 46
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12.7. Financial
stipulations

ENDESA, S.A’s borrowings are subject to the usual cove-
nants in contracts of this type. In no cases would a breach
of these covenants require early repayment of the debt.

At 31 December 2018 and 2017 ENDESA, S.A. was not in
breach of covenants or any other financial obligations that

would require early repayment of its liabilities.

The most significant financial stipulations contained in the

Company’s borrowings are as follows:

Millions of Euros

Outstanding debt
Clauses Transactions Covenants 31 December 31 December
2018 2017

Additional or renegotiated
guarantees in the event of credit 1,100 600
rating downgrades

Financial transactions with the

Related to credit ratings European Investment Bank (EIB)

Loans and other agreements

arranged with financial entities vl oz rEpElE] saty 7 s

H 1 1
Relating to change of control. 2ind) S 2L e mismailenel, event of a change of control at 4,225 3,738
ENDESA, S.A.
N.V.
Restrictions arise if a percentage
of between 7 and 10% of
Related to asset transfers Debts ENDESA's consolidated assets is 1,225 738
exceeded?

" The amount signed by ENDESA was Euros 4.560 million at 2018 December (Euros 5,738 million at 31 December 2017).
2 Above these ceilings, the restrictions would only apply, in general, if no equivalent consideration is received or if there was a material negative impact on
ENDESA, S.A's solvency.

The Company'’s directors do not consider that these claus-
es will change the current/non-current classification in the
accompanying statement of financial position at 31 De-
cember 2018 and 2017.

12.8. Other matters

At 31 December 2018 and 2017 ENDESA, S.A. had un-
drawn credit lines available totalling Euros 2,796 million
and Euros 3,096 million, respectively, of which Euros 1.000
million correspond to a committed and irrevocable credit
line arranged with ENEL Finance International, N.V. (see
Notes 12.2 and 13.3).
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13. Risk management and

control policy

ENDESA, S.A. is exposed to certain risks which it man-
ages by applying risk identification, measurement, control
and supervision systems, all of which are implemented

throughout the Group of which it is the parent company.

The Risk Management and Control Policy involves guiding
and directing strategic, organisational and operating ac-
tivities to enable the Board of Directors identify precisely
the acceptable risk level, with a view to the managers of
the various business lines maximising Company's profit,
maintain or increase its assets and equity and the certainty
of this occurring above certain levels and prevent future

events from undermining the Company's profit targets.

The general principles of the Risk Management and Con-
trol Policy are as follows:

- The Board of Directors of ENDESA, S.A. is responsible
for determining the Risk Management and Control Pol-
icy, including tax issues, the supervision of the internal
information and control systems and the setting of the

acceptable risk level at all times.

- The Risk Committee carries out the risk management
and control functions under the direct supervision of
the Audit and Compliance Committee (CAC).

- ENDESA S.A. must establish the rules and tools neces-
sary to be able to develop a continuous process of iden-
tification, quantification and information on all relevant

risks that might affect the Company.

- The operational organisation of risk management and
control is carried out through the risk control and risk
management functions, which are independent from

each other.

- The businesses, corporate areas, lines of business and
companies establish the risk management controls re-
quired to ensure that transactions are performed in the
markets in accordance with the policies, principles and
procedures and, in any event, abiding by the following

limits and provisions:

> Alignment of the risk levels with the objectives set by

the Board of Directors.

> Optimisation of risk control and management from
a consolidated perspective, giving the latter priority

over individual management of each of the risk.

> Continual assessment of hedging, transference and
mitigation mechanisms to guarantee their suitability

and the adoption of the best market practices.

> Monitoring of the prevailing legislation, standards
and regulations, including those relating to tax, to
guarantee that transactions are performed in accord-

ance with the rules governing the business.
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> Upholding and complying with internal rules, focus-
ing in particular on Corporate Governance, the Ethi-
cal Code, the Zero-Tolerance Plan Against Corruption

and the general principles for criminal risk prevention.

> The duty to protect the health and safety of those

working within and for the Company.

> Commitment to sustainable development, efficiency
and respect for the environment, identifying, assess-
ing and managing the environmental impacts on the

Company's activities.

> Responsible optimisation of the use of resources
available in order to provide shareholders with a re-
turn as part of corporate relations based on the prin-

ciples of loyalty and transparency.

> The Company’s financial policies are aimed at active
management of the financial risks associated with or-
dinary business and, in general, speculative positions

are restricted.

The general guidelines for the Risk Management and Con-
trol Policy are developed and supplemented by other cor
porate and specific risk policies for each business line, as
well as the limits established for optimum risk manage-

ment.

The body responsible for implementing the Risk Manage-
ment and Control Policy is the ENDESA S.A. Risk Commit-
tee, which relies on the internal procedures of the various
business and corporate areas and is supervised by the
Audit and Compliance Committee (CAC) of the Board of
Directors of ENDESA, S.A.

The Company’s risk management and control model is
based partly on the ongoing study of the risk profile, cur
rent best practices in the electricity sector or benchmark
practices in risk management, criteria for standardising
measurements and the separation of risk managers and
risk controllers. It is also based on ensuring that the risk
assumed is proportional to the resources required to op-
erate the businesses, optimising their risk-return ratio, as
determined by the Board of ENDESA, S.A.
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The risk management cycle is the set of activities involved
in identifying, measuring, controlling and managing the
various risks incurred by the Company and its businesses.
The purpose of risk management is to implement actions
aimed at adjusting risk levels at each level of the Company

to its objectives.

The risk management and control mechanism are set out

in the following notes.

13.1. Interest rate risk

Interest rate fluctuations change the fair value of assets
and liabilities bearing interest at fixed rates and the future
flows from assets and liabilities indexed to variable interest

rates.

The objective of interest rate risk management is to
achieve a balanced debt structure that makes it possible to
minimise the cost of the debt over several years with re-
duced income statement volatility, through diversification
of types of financial assets and liabilities and modifications

to the risk exposure profile by arranging derivatives.

Depending on the Company’s estimates and targeted debt
structure, hedging transactions are carried out by arranging
derivatives to mitigate these risks. The Company had no

interest rate hedge contracts at 31 December 2018.
ENDESA, S.A’s interest rate risk structure, taking into ac-
count the derivatives arranged, at 31 December 2018 and

2017 is as follows.

Millions of Euros

Net position
31 December 31 December
2018 2017
Fixed interest rate 3,001 3,001
Floating interest rate 8,324 2,843
TOTAL 11,325 5,844

The reference interest rate for the borrowings arranged is

mainly Euribor.
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Details of hedged financial assets and liabilities and the de-
rivative financial instruments obtained to hedge them are
provided in Notes 8, 12 and 14.

Interest-rate sensitivity analysis

At 31 December 2018 and 2017, the impact of interest-rate
fluctuations on the income statement and statement of
recognised income and expense, all other variables re-

maining constant, is as follows:

Millions of Euros

31 December 2018 31 December 2017

Statement of Statement of

Basis points ] )
change Income recognised Income recognised
statement income and statement income and
expense expense
Finance costs of variable gross borrowings after
derivatives
Interest rate increase +25 1 — 10 —
Interest rate reduction -25 (11) — (10) —

13.2. Currency risk

The currency risks correspond, primarily, to debt contracted
in foreign currency and payments to be made and received
in international markets for the acquisition or sale of energy
stocks or for investments in property, plant and equipment.

ENDESA, S.A. has arranged futures to mitigate its currency
risk. The Company also tries to balance cash collections and
payments for its assets and liabilities in foreign currency.

At 31 December 2018 and 2017, ENDESA, S.A. did not have
a significant portion of debt in foreign currency or that was
not hedged by derivatives and exchange rate insurance.

Details of hedged financial assets and liabilities and the de-
rivative financial instruments obtained to hedge them are

provided in Notes 8, 12 and 14.

Assets and liabilities in foreign currency are disclosed in
Note 9.
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Exchange-rate sensitivity
analysis

At 31 December 2018 and 2017, the impact on the income
statement and statement of recognised income and ex-
pense of a 10% fluctuation of the euro against all other
currencies, all other variables remaining constant, is not

considered material.

13.3. Liquidity risk

The ENDESA, S.Als liquidity policy consists of arranging
committed long-term credit facilities with both banking
entities and ENEL Group companies and financial invest-
ments in an amount sufficient to cover projected needs
over a given period based on the status and expectations

of the debt and capital markets.
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As of 31 December 2018, ENDESA, S.A's liquidity rose to
Euros 2,809 million (Euros 3,126 million at 31 December
2017) as detailed below:

Millions of Euros

Liquidity
31 December 31 December
2018 2017
Cash and cash equivalents 13 30
g?eci?(ilizzr;?l Available in 2,796 3,096
TOTAL 2,809 3,126

" At 31 December 2018 and 2017, Euros 1.000 million correspond to the
available committed and irrevocable credit line arranged with ENEL
Finance International, N.V. (see Note 12.2).

The amount of these credit lines, together with the cur
rent assets, provide sufficient coverage of the Company'’s

short-term payment obligations (see Note 2.4).

The classification of financial liabilities by contractual ma-

turities is shown in Note 12.4.

13.4. Credit risk

Credit risk is generated when a counterparty does not
meet its obligations set out in a financial or commercial
contract, giving rise to financial losses. ENDESA S.A. is
exposed to credit risk from its operational and financial
activities, including derivatives, deposits with banks,
transactions in foreign currency and other financial instru-

ments.
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Unexpected changes to the credit rating of a counterpar
ty have an impact on the creditor’s position in terms of
solvency (non-compliance risk) or changes to market value

(spread risk).

The Company mainly trades with counterparties in the
Endesa Group and therefore, it is exposed to limited credit

risk.

Despite this, the Company monitors credit risk very close-
ly, and takes measures including the following:

- Risk analysis, assessment and monitoring of counter

party credit quality

- Establishing contractual clauses guarantee requests or
contracting insurance where necessary.

- Exhaustive monitoring of trade receivables

As regards credit risk in relation to financial instruments,
the risk policies followed by ENDESA, S.A. consist in plac-
ing its cash surpluses as set forth in the risk management
policy, which requires top-tier counterparties in the mar

kets it operates in.

At 31 December 2018, the greatest exposure to cash posi-
tions held with a counterparty was Euros 9 million of a total
of Euros 13 million, this counterparty has a rating of A- (Eu-
ros 12 million of a total of Euros 30 million at 31 December

2017 this counterparty has a rating of A-).

Details of financial assets exposed to credit risk are provid-
ed in Note 8.
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14. Derivative
Instruments

Applying the risk management policy described above, the
Company mainly uses interest rate and foreign currency
hedging derivatives.

The Company categorises its hedges as follows:

- Cash flow hedges: which hedge the cash flows on the
hedged underlying.

-> Fair value hedges: which hedge the fair value of the
hedged underlying.

Details of the valuation of derivative financial instruments
at 31 December 2018 and 2017 are as follows:

Millions of Euros

financial

31 December 2018

Assets (Note 8)

Liabilities Mot 121

Current Non-Current Current Non-Current

Derivatives not designated as hedging instruments 57 1" 57 12
Foreign currency 57 1 57 12
Other derivatives 1 — 1 —
TOTAL 58 1 58 12

Millions of Euros

31 December 2017

Assets (Note 8)

Liabilities Mote 121

Current Non-Current Current Non-Current

Derivatives not designated as hedging instruments 36 10 35 10
Foreign currency 36 10 35 10
Other derivatives 1 — 1 —
TOTAL 37 10 36 10
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Fair value hedges

In 2018 and 2017, fair value hedges did not have a signifi-

cant impact on the income statement.

At 31 December 2018 and 2017, the Company had no fair

value hedging derivatives.

Derivatives not designated as
hedging instruments

Breakdown by maturity of the notional or contractual
amounts of derivatives not designated in books as hedging
instruments contracted by the Company, and their fair val-
ue at 31 December 2018 and 2017, are as follows:

Millions of Euros

31 December 2018

Notional value

Fair
value 2019 2020 2021 2022 2023 Subsequent Total
years
Commodity trades: (1) 2,001 788 36 — - — 2,825
Foreign currency: (1) 2,001 788 36 — — — 2,825
Futures (1) 1,977 779 36 — — — 2,792
Other - 24 9 — — — — &
Millions of Euros
31 December 2017
Eair Notional value
value 2018 2019 2020 2021 2022 Subsequent Total
years
Commodity trades: 1 221 1,019 167 2 - - 3,399
Foreign currency: 1 2,211 1,019 167 2 — — 3,399
Futures 1 2,193 1,01 162 2 — — 3,368
Other — 18 8 5 — — — 31

Other derivatives

In 2018 and 2017, an expense of less than Euros 1 million
was recognised in the income statement for other deriva-

tives.
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15. Taxation

In 2018 and 2017, the Company filed consolidated tax re-
turns as required under Law 27/2014 of 27 November 2014
on corporate income tax. The Company forms part of tax
group 572/10, of which ENEL S.p.A. is the parent company
and ENEL lIberia, S.L.U. the representative in Spain.

At 31 December 2018 and 2017, the credit with ENEL Ibe-
ria, S.L.U. for income tax expense amounted to Euros 78
million and Euros 58 million and was recognised under
“Current investment with Group companies and associ-
ates” in the accompanying statement of financial position
(see Notes 8.1.2, 15.9 and 18.2).

In 2018, the amount of income tax expense resulted in
income of Euros 50 million in the income statement (Eu-

ros 4 million income in 2017) and no expenses or income

Millions of Euros

directly attributable to equity (Euros 1 million expenses
in 2017).

The Company forms part of Value Added Tax (VAT) group
45/10 headed by ENEL Iberia, S.L.U. as the parent com-

pany.

15.1. Reconciliation
between accounting
profit and tax loss

The reconciliation between accounting profit and tax loss
in 2018 and 2017 is as follows.

Income and expenses recognised

2018 Income statement directly in equity Reserves
Increases  Decreases Total Increases  Decreases Total Increases  Decreases Total
Accounting profit after income
tax 151 - -
Income tax for the year (50) — —
Accounting profit before tax 1,461 - -
Permanent differences 37 (1,692) (1,655) — — — — — —
Temporary differences 14 (68) (54) — — — — — —
Arising in the year 14 — 14 — — — — — —
Arising in prior years — (68) (68) — — — — — —
Tax loss (248) = —
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Millions of Euros

Income and expenses recognised

2017 Income statement directly in equity Reserves
Increases  Decreases Total Increases  Decreases Total Increases  Decreases Total
tAa(;(counting profit after income 1,491 3 _
Income tax for the year (4) 1 —
Accounting profit before tax 1,487 4 —
Permanent differences 8 (1,503) (1,495) — — — — — —
Temporary differences 37 (83) (46) (4) — (4) — — —
Arising in the year 37 — 37 (4) — (4) — — —
Arising in prior years — (83) (83) — — — — — —
Tax loss (54) - -

2018

Permanent difference increases in 2018 originated from
provisions for liabilities amounting to Euros 15 million, dif-
ferences in valuation rules amounting to Euros 15 million,
donations and gifts amounting to Euros 4 million and other
non-deductible expenses amounting to Euros 3 million. The
decreases correspond mainly to the application of the ex-
emption to avoid double taxation on foreign dividends for

the sum of Euros 1,692 million (see Note 16.1).

The increases due to temporary differences correspond to
long-term employee benefits and workforce restructuring
plans for Euros 14 million. The decreases relate mainly to
the application of provisions for non-current employee ben-
efits and workforce restructuring plans for Euros 49 million,
application of the provision for liabilities amounting to Eu-
ros 18 million, and recovery of the adjustments made for
the limitation on tax-deductible depreciation (Law 16/2012
of 27 December 2012) for Euros 1 million.

2017

Increases due to permanent differences in 2017 relate pri-
marily to donations and gifts totalling Euros 4 million and
the provision for liabilities totalling Euros 4 million. The de-
creases correspond to the application of the exemption to
avoid double taxation on foreign dividends for the sum of
Euros 1,503 million (see Note 16.1).
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The increases due to temporary differences reflect non-cur
rent employee provisions and workforce restructuring plans
of Euros 18 million, and a provision for liabilities of Euros
19 million. The decreases relate to the use of provisions for
long-term employee benefits and workforce restructuring
plans, for Euros 82 million, and recovery of the adjustment
due to tax-deductible depreciation (Law 16/2012 of 27 De-

cember 2012) for Euros 1 million.

15.2. Reconciliation
between tax payable
and income tax expense

The reconciliation between tax payable and income tax ex-

pense in 2018 and 2017 is as follows.
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Millions of Euros

2018 2017

Tax loss (248) (54)
Income statement (248) (54)
Total taxable income (248) (54)
Tax rate 25.0 25.0
Tax payable (62) (13)
Application of tax credits and rebates (2) (1)
Recovery of tax credit (6) (4)
Effective tax (70) (18)
Change in deductions 6 1

Net tax effect, due to temporary differences 13 12
Prior years' adjustments and other 1 2
Income tax for the year (50) (3)
Income tax in income statement (50) @)

Income tax in equity

Prior years' adjustments reflect the adjustment for the ef-
fect of the income tax expense settlement of the preced-

ing year.

15.3. Deductions
and rebates

In 2018, the Company applied credits and rebates for a to-
tal of Euros 2 million corresponding mainly to credits for
contributions to entities regulated by Law 49/2002 of 23
December amounting to Euros 2 million (Euros 1 million
in 2017). In 2018, no reductions have been applied for re-
search and development activities (Euros 1 million in 2017).

Of the deductions recognised in 2018, Euros 2 million

Millions of Euros

were applied to contributions to entities regulated by Law
49/2002, of 23 December 2002.

Similarly, prior years' deductions amounting to Euros 6 mil-
lion (Euros 4 million in 2017) were applied during 2018.

15.4. Reconciliation
between accounting
profit and income
tax expense

In 2018 and 2017 the reconciliation of accounting profit/

(loss) to income tax expense is as follows.

2018

Income and expenses

directly recognised Recognised income

Income statement
and expenses

in equity

Accounting profit before tax 1,461 - 1,461
Permanent differences (1,655) - (1,655)
Total adjusted profit/(loss) (194) - (194)
Tax rate of 25% (49) - (49)
Deductions (2) - (2)

For gifts to non-profit entities and patronage (2) = (2)
Prior years' adjustments and other 1 — 1
Total income tax expense (50) - (50)
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Millions of Euros

2017

Income and expenses

. . Recognised income
Income statement directly recognised 9

and expenses

in equity
Accounting profit before tax 1,487 4 1,491
Permanent differences (1,495) - (1,495)
Total adjusted profit/(loss) (8) 4 (4)
Tax rate of 25% (2) 1 (1)
Deductions (4) - (4)
Research, development and innovation expenses (1) — (1)
Events of exceptional public interest (2) — (2)
For gifts to non-profit entities and patronage (1) — (1
Prior years' adjustments and other 2 - 2
Total income tax expense (4) 1 (3)

15.5. Details of the
income tax expense

The breakdown of the income tax expense for 2018 and

2017 is as follows:

Millions of Euros

2018
Change in deferred tax

Curr::‘;; Assets Liabilities Total

Temporary Other Temporary

differences credits differences
Recognition in income statement, of which: (70) 13 6 - (51)
Continuing operations (70) 13 6 — (51)
Recognition in equity, of which: - - - - -
From Actuarial Gains and Losses and other Adjustments — — — — —
Prior years' adjustments and other 6 (5) — - 1
Total (64) 8 6 - (50)

Millions of Euros
2017
Change in deferred tax

Cumfan; Assets Liabilities Total

Temporary Other Temporary

differences credits differences
Recognition in income statement, of which: (18) 12 - — (6)
Continuing operations (18) 12 — — (6)
Recognition in equity, of which: - 1 - - 1
From actuarial gains and losses and other adjustments — 1 — — 1
Prior years' adjustments and other 1 2 (1) — 2
Total (17) 15 (1) — (3)
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15.6. Deferred
tax assets

At 31 December 2018 and 2017 deferred taxes assets rec-
ognised in the statement of financial position is as follows:

Millions of Euros

Deferred tax assets from

31 December 31 December

2018 2017
Provisions for long-term employee benefits and workforce restructuring plans 88 92
Other provisions 29 34
Unused tax credits — 6
Total 17 132
The movements and breakdown of deferred tax assets on
the accompanying statement of financial position in 2018
and 2017 are as follows:
Millions of Euros
2018 2017

Ty Dot e Ol
Opening balance 126 6 132 140 6 146
Temporary differences originating in the year 4 — 4 9 3 12
ﬁpgrliigfsggrcs)f temporary differences originating (17) ©) (23) 21) @) (24)
Changes taken to equity — — — (1) — (1
Prior years' adjustments and other 4 — 4 (M — (1
Closing balance 17 - 17 126 6 132

The Company has no applicable tax loss carryforwards.

At 31 December 2018, the Company held deferred tax as-
sets in the amount of Euros 117 million, most of which
is expected to be recovered within a 10-year period. For
those expected to be recovered over a longer period, the
Company'’s tax group has deferred tax liabilities with the
same tax authority and for a sufficient amount, which is
expected to be reversed in the same tax year as the afore-
mentioned deferred tax assets (Euros 132 million at 31 De-
cember 2017).

At 31 December 2018, the Company does not have tax
credits pending application in future years, corresponding
to the deductions not applied for in previous years (at 31
December 2017 they corresponded to the years 2014 to
2017).

At 31 December 2017 the detail of these deductions and
the year until which they could be used, is as follows:

Millions of Euros

31 December

Year 2017
2030 —
2031 1
2032 2
2033 1
2034 1
2035 1
TOTAL 6

The information relating to the deductions applied in 2018
and 2017 is included in Note 15.3.
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The Company'’s Directors consider that the deferred tax as-

sets recognised will be recovered.

15.7. Deferred
tax liabilities

At 31 December 2018 and 2017 deferred taxes liabilities
recognised in the statement of financial position is as fol-

lows:

Millions of Euros

15.9. Balances with
Group companies

At 31 December 2018 and 2017, the Company recognised
an income tax expense credit with ENEL Iberia, S.L.U., for
Euros 70 million and Euros 18 million under “Current loans
to Group companies and associates” in the accompanying
statement of financial position, as per the following break-
down (see Notes 8.1.2 and 18.2):

Millions of Euros

31 December 31 December

2018 2017
At 31 At 31
Deferred tax liabilities from December December Tax payable (62) (13)
2018 2017 Deductions (8) (4)
Other 34 34 Withholdings and payments on o 1)
Total 34 34 account
TOTAL (70) (18)

During 2018 and 2017, the movements of “Deferred tax lia-
bilities” on the accompanying statement of financial posi-

tion were not significant.

15.8. Balances with
public administrations

The balances receivable that the Company has with public
administrations at 31 December 2018 for Euros 4 million
(less than Euros 1 million at 31 December 2017) corre-
spond to the Value Added Tax (VAT).

The balances payable that the Company has with public
administrations at 31 December 2018 and 2017, are the fol-

lowing:

Millions of Euros

31 December 31 December

2018 2017
Spanish personal income tax 4 3
(IRPF) payable
Social Security contributions 9 9
payable
TOTAL LIABILITIES 6 5
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At 31 December 2018, a corporate income tax credit ex-
ists with ENEL lIberia, S.L.U., amounting to Euros 8 million
(Euros 40 million at 31 December 2017) (see Notes 8.1.2,
12.2 and 18.2).

At 31 December 2018, the debt with ENEL Iberia, S.L.U.
for Value Added Tax (VAT) registered under “Current debts
to Group companies and associates” of the accompanying
statement of financial position amounts to Euros 8 million
(Euros 5 million at 31 December 2017) (See Notes 12.2
and 18.2).

15.10. Years open
to tax inspection

In 2018, the Tax Agency concluded the verification and
general investigation process initiated in 2016 on income
tax expense for the years 2011 to 2014 and the value add-
ed tax for the years 2012 to 2014, which, in both cases, in-
volved the consolidated group, where the Company paid
as a subsidiary. The Tax Agency also concluded processes
on withholdings for the years 2011 to 2014 and partially
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for the years 2015 to 2017. As a result of these investiga-
tions the Company has entered the amount appearing in
signed agreement statements, which have been paid in
the amount of Euros 3 million. With regard to the disput-
ed claims, pleadings have been submitted to the Techni-
cal Office, and settlement agreements were received on
9 July 2018, regarding which the Company has filed an
appeal before the Central Economic-Administrative Court
disputing most of the issues subject to adjustment. Any
resulting liabilities arising as a result of the new adminis-
trative procedures that will be initiated against the cited
settlement agreements should have no significant effect
on the Company’s Consolidated Financial Statement.

In accordance with current legislation, taxes cannot be
considered definitive until they have been inspected and
agreed by the tax authorities or before the inspection pe-
riod of four years has elapsed. At year-end 2018, the Com-
pany has its books open to inspection for 2006, 2015 and
onwards regarding income tax and for 2015 and onwards in

respect of all other applicable taxes.

The Company's directors consider that the aforementioned
taxes have been adequately settled, and consequently, even
if discrepancies were to arise in the interpretation of prevail-

ing standards with respect to the tax treatment of these op-

erations, the accompanying financial statements would not

be significantly affected by any resulting liabilities.

The Company’s directors do not expect that the liabilities
that could arise in this regard would significantly affect its

future profits.

15.11. Corporate
restructuring
undertaken under
the special regime in
Chapter VI, Title VII,
of Law 27/2014 of
27 November 2014
on income tax

The Notes to the Company's financial statements for 1999
to 2017 include the information required under article 86 of
Law 27/2014 of 27 November 2014 regarding the corporate
restructuring operations carried out in prior years.
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16. Profit/(loss

The Company’s main income and expense for 2018 and
2017 are detailed below:

16.1. Revenue

Details of revenue in the accompanying income state-
ments for 2018 and 2017 by category and geographical
markets are as follows.

Millions of Euros

2018 Note Spain Other EU  Latin America Total
Rendering of services 18.1 274 3 — 277
Dividend income from Group companies and associates 8.1.1 and 18.1 1,692 — — 1,692
TOTAL 1,966 3 — 1,969

Millions of Euros

2017 Note Spain Other EU  Latin America Total
Rendering of services 18.1 258 2 — 260
Dividend income from Group companies and associates 8.1.1and 18.1 1,503 — — 1,503
TOTAL 1,761 2 - 1,763

Dividend income from Group companies and associates
heading includes dividends distributed by the Group com-
panies detailed (see Notes 8.1.1.and 18.1).
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16.2. Personnel
expenses

In 2018 and 2017 details of “Personnel expenses” in the

accompanying income statement are as follows:

Millions of Euros

Note 2018 2017

Wages and salaries 12 19

Termination benefits 7 1

Other employee benefits 34 31
Social security 18 19
Other 16 12

Provisions 6 (6)
Non-current employee benefits 1.1 3 8
Obligations for workforce reduction plans 1.2.1 4 (1)
Obligations for contracts suspension 122 (1) (13)

TOTAL 159 145

-

16.3. Other operating

expenses

Details of other operating expenses in the accompanying

income statement for 2018 and 2017 are as follows:

Millions of Euros

Note 2018 2017

External services 12 13
Leases and levies 71 10 10
Other repairs and upkeep costs 1 9
Independent professional services 20 20
Banking and similar services 1 2
Advertising and public relations 21 18
Other external services 59 54

Taxes other than income tax 3 1

Other administrative expenses 99 m

TOTAL 214 225

In 2018 and 2017, this heading includes the expense record- In 2018, “Other external services"” also includes other ser

ed for the so-called Social Bonus, amounting to Euros 81 vices received from Group companies and associates for

and Euros 75 million, respectively. the amount of Euros 41 million (Euros 40 million in 2017)
(see Note 18.1) for repercussion of structure, auxiliary ser

In 2018, “Leases and levies"” includes expenses relating vices and other general services expenses.

to contracts of this type arranged with Group companies

and associates for the amount of Euros 9 million (Euros 9

million in 2017) (see Notes 7.1 and 18.1).
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16.4. Other gains/losses

In 2017, in compliance with Order ETU/929/2017 dated 28
September 2017 and Order ETU/1288/2017, dated 22 De-
cember 2017 resulting in the execution of several rulings
in this regard, the Company recognised the deposit of
amounts corresponding to the Social Bonus of years 2014,

2015 and 2016 and entered these its income statement:

= The amount of Euros 222 million under “Other income”
(see Notes 11.3 and 16.3).

- The amount of Euros 15 million under “Financial in-
come” derived from the financial effect of legal interest
(see Notes 11.3 and 16.5).

16.5. Financial income
and expense

In 2018 and 2017, details of financial income and expense in

the accompanying income statement are as follows:

Millions of Euros

Note 2018 2017
Financial income 15 28
From marketable securities and other non-current loans 15 28
Interest from loans to Group companies and associates 18.1 4 6
Interest from loans to third parties 1 22
Loans and credits 8 3
Expected return on assets related with defined benefit plans 1.1 1 1
Workforce restructuring plans 1.2 1 3
Workforce reduction plans 11.2.1 — 1
Contract suspension 1122 1 2
Other financial income 1 15
Financial expense (128) (145)
Interest on borrowings from Group companies and associates 18.1 (119) (132)
Interest on debts to third parties (6) 9)
Provision adjustments (3) (4)
Non-current employee benefit obligations (2) (2)
Post-employment benefits 1.1 (2) (2)

Other employee benefits —
Workforce reduction plans 11.2.1 — —
Contract suspension 122 (1) (2)
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17. Guarantees to third

parties, commitments an

other contingent liabilities

17.1. Guarantees to
third parties and other
contingent liabilities

At 31 December 2018 and 2017, ENDESA, S.A. provided
the following guarantees and collateral (see Note 18.2):

Millions of Euros

COMPANY Purpose of guarantee Decemb:: Decemb:gr
2018 2017
International ENDESA, B.V. Financing secured and financial derivatives 932 916
ENDESA Generacion, S.A.U. Long-term gas contracts 52 50
ENDESA Energia, S.A.U. Gas contracts 20 —
ENDESA Generacion, S.A.U. Elecgas, S.A. electricity production (“Tolling”) 407 424
Group companies Workforce Restructuring Plans 42 61
ENDESA Generacion, S.A.U. Girabolhos hydroelectric power plant project (Portugal) 2 2
Other group companies Other commitments 1,662 1,365
ENDESA Energia, S.A.U. 745 706
ENEL Green Power Espana, S.L.U. (EGPE) 318 206
ENDESA Generacién, S.A.U. 173 149
ENDESA Energia XXI, S.L.U. 132 132
ENDESA Distribucion Eléctrica, S.L.U. 100 86
Gas vy Electricidad Generacién, S.A.U. 34 33
Empresa Carbonifera del Sur, S.A.U. 22 19
Union Eléctrica de Canarias Generacion, S.A.U. 23 17
Other 115 17
TOTAL 3,117 2,818
ENDESA, S.A’s management does not expect that its sta-
tus as guarantor will result in significant liabilities for the
Company.
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17.2. Other
commitments

ENDESA, S.A. has the commitment to provide ENDESA
Financiacion Filiales, S.A.U. with the financing required to

enable this company to honour its commitments to finance

Spanish ENDESA Group companies and their subsidiaries.

In 2014, ENDESA entered into two agreements with Cor

pus Christi Liquefaction, LLC to acquire liquefied natural
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gas (LNG) from 2019 for a total of 3 bcm/year. ENDESA,
S.A. signed both agreements with ENEL Trade, S.p.A. and
ENDESA Energia, S.A.U. under which it transferred to the
latter gas of 1 bcm/year and 2 bcm/year, respectively, ac-
quired in accordance with the contract under the same
terms and conditions that were concluded with Corpus
Christi Liquefaction, LLC. ENEL, S.p.A. granted a guaran-
tee in favour of ENDESA, S.A. for US dollars 137 million
(approximately Euros 120 million at 31 December 2018 and
Euros 114 million at 31 December 2017) to comply with this

contract (see Note 18.2).
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18. Related-party
tfransactions

During 2018 and 2017, the joint directors, or persons acting
on their behalf, have not carried out transactions with the

Company (or its other subsidiaries) that do not correspond length

to the normal course of business or were not carried out in

keeping with prevailing market conditions.

18.1. Related-party

In 2018, the amount of transactions carried out with other

related parties of certain members of the Board of Direc-

tors, does not exceed Euros 9 million combined (Euros 8

million in 2017). These transactions correspond to the Com-
pany's normal business activities and were in all cases car
ried out under normal market conditions.

Millions of Euros

transactions

Related-party transactions during 2018 and 2017 were in
the normal course of business and conducted at arm'’s

The following table details the transactions concluded with
related parties in 2018 and 2017:

2018
Note Sh::g?g:gi?; DIFZE;C%’EJ};;;:SJ) compGarr?iLejg Associates rgs?:é Total
parties

Purchase of intangible assets 5 — — 20 — — 20
Rendering of services 16.1 2 — 275 — — 277
Other income — — 8 — — 8
Services received 16.3 (1) — (40) — 9) (50)
Dividends received 8.1.1 and 16.1 — — 1,692 — — 1,692
Financial income 16.5 — — 4 — — 4
Financial expense 16.5 — — (119) — — (119)
Leases 71and 16.3 — — (9) = = 9)
Dividends and other distributed benefits 3 1,025 — — — — 1,025
Exchange gains/(losses) — — (18) — — (18)
Change in fair value of financial instruments — = (59) = = (59)
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Millions of Euros

2017
Note shfrigggligzpst Dlrg)f;%;};%g compirri:g Associates recl)e;[:.fdr Total
parties
Purchase of intangible assets 5 — — 26 — — 26
Rendering of services 16.1 2 — 258 — — 260
Other income — — 15 — — 15
Services received 16.3 (5) — (35) — (8) (48)
Dividends received 8.1.1 and 16.1 —_ — 1,503 — — 1,503
Financial Income 16.5 — — 6 — . 6
Financial expense 16.5 — — (132) — — (132)
Leases 71 and 16.3 — — (9) — — 9)
Dividends and other distributed benefits 3 989 — — — — 989
Exchange gains/(losses) — — 38 — — 38
Change in fair value of financial instruments — — 44 — — 44
-
18.2. Balances with
related parties
At 31 December 2018 and 2017, balances with related par
ties recognised in the statement of financial position are
as follows.
Millions of Euros
31 December 2018
Note shgriglq(i)fligzr;; Dwg;:;c%zggg compGarr?izz Associates reolfi_]eedr Total
parties
Non-current financial investments 8 — - 18,894 - - 18,894
Equity instruments — — 18,893 — — 18,893
Derivatives 14 — — 1 — — 1
Trade and other receivables 3 - 89 - - 92
Current financial investments 8 78 - 1,377 - - 1,455
Loans to companies 78 — — — — 78
Derivatives 14 — — 9 = = 9
Other financial assets = = 1,368 = = 1,368
Non-current debts 12 - — (8,982) — - (8,982)
?:;;CSusrgi?;t::bts to Group companies . o (8,971) o . (8,971)
Derivatives 14 = = (11) = — (11)
Current debts 12 (528) - (1,023) (24) - (1,575)
Curront dobts 1o Group companies © — e en — )
Derivatives 14 — — (49) — — (49)
Other financial liabilities (520) — (19) — — (5639)
Trade and other payables (3) = (33) = (1) (37)
Guarantees received 17.2 120 — — — — 120
Guarantees provided 17.1 and 18.3 — 7 3,117 - — 3,124
Financing agreements 18.3 - 1 - - - 1
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Millions of Euros

31 December 2017

Note Significant Directors _and Group _ Other
shareholders exec“hJog\qggs) companies Associates relaped Total
parties

Non-current financial investments 8 — - 14,803 — — 14,803
Equity instruments — — 14,793 — — 14,793
Derivatives 14 — — 10 — — 10
Trade and other receivables 2 - 33 - — 35
Current financial investments 8 58 - 37 - - 95
Loans to companies 58 — 4 — — 62
Derivatives 14 — — 33 — 33
Non-current debts 12 — - (4,212) - — (4,212)
la\lr:);;csusrgip;ggbts to Group companies o o (4,211) - . (4,211)
Derivatives 14 — — (1) — — 1
Current debts 12 (525) — (973) (24) - (1,522)
gﬁérzgéc?g:ttzsto Group companies (5) o (948) (24) o 977)
Derivatives 14 — — (4) — — (4)
Other financial liabilities (520) — (21) — — (541)
Trade and other payables (4) - (89) - - (93)
Guarantees received 17.2 14 - - - - 14
Guarantees provided 17.1 and 18.3 - 7 2,818 - - 2,825
Financing agreements 18.3 - 1 - - - 1

At 31 December 2018 and 2017 ENDESA maintained a
committed and irrevocable intercompany credit facili-
ty arranged with ENEL Finance International N.V. for the
amount of Euros 1,000 million and which at that date had
not been drawn down in any amount. In addition, at 31
December 2017, the Company maintained an uncommit-
ted credit facility arranged with ENEL Finance International
N.V. for the amount of Euros 1,500 million and which at
that date had not been drawn down in any amount. This
latter credit line was cancelled at maturity on 28 December
2018 (see Note 12.2).

18.3. Information on
the Board of Directors
and senior executives

18.3.1. Remuneration of
the Board of Directors

Article 41 of the corporate bylaws states that “the remu-
neration of Directors will comprise the following items: a

fixed monthly salary and per diems for attendance at each

meeting of the company’s management bodies and their

committees.

Maximum global and annual compensation, for the Board
as a whole and including all aforementioned items, shall
be established by the General Shareholders’ Meeting and
will remain in effect until it resolves upon an amendment

thereof.

The Board itself shall be in charge of determining the exact
amount to be paid in each fiscal year, subject to the limits
set forth by the General Shareholders’ Meeting, as well
as distributing such amount between the aforementioned
items and between the directors in the manner, time and
proportion as freely determined, taking into account the
functions and responsibilities entrusted to each Director,
whether they belong to any of the Board's Committees and

all other relevant objective circumstances.

Without prejudice to the foregoing, article 30 of the Board
of Directors’ Regulations states that directors, regardless
of their type of directorship, can waive the right to receive
remuneration based on a fixed monthly allocation and/or
per diems to attend meetings of the Board of Directors,

Executive Committee and/or Committees.
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The amount of said per diem shall be, at the most, the
amount which, in accordance with the above paragraphs,
is determined to be the fixed monthly allocation. The Board
of Directors may, within such limit, determine the amount

of the allowances.

The remuneration contemplated in the preceding sections,
deriving from membership on the Board of Directors, shall
be compatible with other remuneration, indemnity pay-
ments, contributions to insurance schemes or any other
professional or labour earnings pertaining to the Directors
for any other executive or advisory duties which, as the
case may be, they perform for the company other than
those of collegiate supervision and decision-making char
acteristic of their status as Directors, which shall be sub-

ject to the appropriate applicable legal scheme.

Without prejudice to the above-mentioned remunera-
tions, the Executive Directors remuneration may also con-
sist of the transfer of Company shares, options over them
or remuneration based on the value of the shares. The ap-
plication of this remuneration model requires the agree-
ment of the General Shareholders’ Meeting, expressing,
where appropriate, the maximum number of shares to be
assigned during each financial year as part of this remu-
neration system, the strike price and the system used to
calculate the strike price of share options, the value of
the shares taken as a reference, when appropriate, the
term of the remuneration plan and any other conditions

deemed appropriate.
Members of the Board of Directors of ENDESA, S.A. there-
fore received remuneration in their capacity as Directors of

the Company.

- In 2018 and 2017, the monthly fixed salary for each Di-
rector was Euros 15.6 thousand, gross.
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- The per diems for attendance at meetings of the Board
of Directors, Executive Committee, Appointments and
Remuneration Committee and Audit and Compliance
Committee (CAC) amounted to Euros 1.5 thousand
gross each in 2018 and 2017.

- The members of the Board of Directors and executive
directors receive remuneration for performing duties
other than in their capacity as directors in accordance
with the salary structure of senior management of
ENDESA. The main components of this remuneration

are:

> Fixed annual remuneration: cash remuneration paid
monthly in accordance with the complexity and re-

sponsibility of the functions entrusted.

> Short-term variable remuneration: cash remunera-
tion that is not guaranteed and subject to compliance
with annual targets established through the Compa-

ny's assessment systems.

> Long-term variable remuneration: cash remuneration
that is not guaranteed and subject to compliance

with multi-year targets.

> Social and other benefits: remuneration (normally
non-cash) received in accordance with certain, spe-
cial and specific requirements determined voluntarily,

legally, contractually or through collective bargaining.

Fixed remuneration

Details of the annual fixed remuneration received by the
members of the Board of Directors, based on the post
held, in 2018 and 2017, are as follows:
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Thousands of Euros

2018 2017

Salary Fixed Salary Fi>§ed

remuneration remuneration

Borja Prado Eulate 1,132 188 1,132 188
Francesco Starace — — — —
José Bogas Galvez 740 — 737 —
Alejandro Echevarria Busquet — 188 — 188
Alberto de Paoli — — — —
Helena Revoredo Delvecchio — 188 — 188
Miquel Roca Junyent — 225 — 225
Enrico Viale — — — —
Ignacio Garralda Ruiz de Velasco — 200 — 200
Francisco de Lacerda = 188 — 188
Maria Patrizia Grieco' — 188 — 128
TOTAL 1,872 1,365 1,869 1,305

" Joined in April 2017.

Variable remuneration

The variable remuneration accrued in 2018 and 2017 by the
Chairman and CEO, for performing their executive tasks,
are those itemised below:

Thousands of Euros

2018 2017
Current Non-current Current Non-current
Borja Prado Eulate 835 904 783 1,023
José Bogas Gélvez 530 748 497 846
TOTAL 1,365 1,652 1,280 1,869
Attendance fees
Per diems for attendance at each meeting of the Board of
Directors and of its Committees in 2018 and 2017 are as
follows:
Thousands of Euros
2018 2017

ENDESA, S.A. Cmp‘g;?g ENDESA, S.A. comp(;;?eesr
Borja Prado Eulate 19 — 18 —
Francesco Starace — — — —
José Bogas Galvez — — — _
Alejandro Echevarria Busquet 48 — 37 —
Alberto de Paoli — — — —
Helena Revoredo Delvecchio 34 — 37 —
Miquel Roca Junyent 48 — 45 —
Enrico Viale — — — —
Ignacio Garralda Ruiz de Velasco 50 — 46 —
Francisco de Lacerda 50 — 46 —
Maria Patrizia Grieco 19 — 13 —
TOTAL 268 — 242 —

" Joined in April 2017.
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Other components

The Executive Directors, as well as the remaining senior
managers, receive remuneration in kind, including a group
healthcare policy subsidising 100% of the cost of the pay-
ment of the holder and dependent family members, the
assignment of a company vehicle under a renting system,

together with other social benefits.

In 2018, this totalled Euros 84 thousand (Euros 86 thou-
sand in 2017).

Advances and loans

At 31 December 2018 and 2017, loans for the amount of
Euros 396 thousand had been extended to Executive Di-
rectors, of which Euros 230 thousand correspond to loans
bearing an average interest rate of 0,402% and Euros 166
thousand to interest-free loans (interest subsidies are

treated as remuneration in cash).

Repayment of the principal will be made over the working
life of the employee, with full cancellation when they leave

the company.

Pension funds and plans:
contributions

During 2018, the contribution to funds and pension plans
of Executive Directors totalled Euros 626 thousand (Euros
600 thousand in 2017).
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Pension funds and plans:
obligations assumed

At 31 December 2018, Executive Directors hold accumu-
lated fund and pension plan rights for the amount of Euros
14,042 thousand (Euros 12,815 thousand in 2017).

Life and accident insurance
premiums

Through the Company, Executive Directors have life and
accident insurance policy that guarantees certain capital
and/or income according to the contingency in question
(cover for disability and death).

In 2018, the premium totalled Euros 267 thousand (Euros
249 thousand in 2017).

Guarantees provided
by the Company to Executive
Directors

At 31 December 2018, as regards remuneration, the Com-
pany had guarantees on behalf of the Chief Executive Of-
ficer amounting to Euros 6,722 thousand to cover early
retirement entitlements (EUR 6,890 thousand at 31 De-
cember 2017) (see Note 18.2).
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18.3.2. Remuneration of
senior management

Identification of members of senior management at ENDE-
SA, S.A. who are not Executive Directors.

Name

Senior executives in 2018

Position’

Alberto Fernédndez Torres

General Manager - Communication

Alvaro Luis Quiralte Abell6?

General Manager - Energy Management

J. Maria Moreno Mellado®

General Manager - Energy Management

Andrea Lo Faso

General Manager - People and Organisation

Francisco de Borja Acha Besga

General Secretary and Secretary of the Board of Directors and
General Manager - Legal and Corporate Affairs

José Casas Marin

General Manager - Institutional Relations and Regulation

José Luis Puche Castillejo

General Manager - Media

Juan M.? Moreno Mellado®

General Manager - Nuclear Power

Gonzalo Carb6 de Haya®

General Manager - Nuclear Power

Luca Minzolini

General Manager - Audit

Maria Malaxechevarria Grande

General Manager - Sustainability

Pablo Azcoitia Lorente

General Manager - Purchasing

Paolo Bondi®

General Manager - Administration, Finance and Control

Luca Passa’

General Manager - Administration, Finance and Control

List of persons included in this table as per the definition of senior management in CNMV Circular 5/2013, of 12 June 2013.

1

2 Left on 31 October 2018.

3 Joined on 1 November 2018.
“ Left on 31 October 2018.

° Joined on 1 November 2018.
5 Left on 30 April 2018.

7 Joined on 1 May 2018.

Name

Senior executives in 2017

Position'

Alberto Fernandez Torres

General Manager - Communication

Alvaro Luis Quiralte Abello

General Manager - Energy Management

Andrea Lo Faso

General Manager - Human Resources and Organisation

Francisco de Borja Acha Besga

General Secretary to the Board of Directors and General Manager -
Legal and Corporate Affairs

José Casas Marin

General Manager - Institutional Relations and Regulation

José Luis Puche Castillejo

General Manager - Media

Juan M.? Moreno Mellado

General Manager - Nuclear Power

Luca Minzolini

General Manager - Audit

Maria Malaxechevarria Grande

General Manager - Sustainability

Pablo Azcoitia Lorente

General Manager - Purchasing

Paolo Bondi

General Manager - Administration, Finance and Control

" List of persons included in this table as per the definition of senior management in CNMV Circular 5/2013, of 12 June 2013.

Legal Documentation

103



Remuneration of senior
management

Details of the remuneration in 2018 and 2017 of senior
management members who are not, in turn, Executive Di-

rectors has been as follows:

Thousands of Euros

2018 2017
Fixed remuneration 4,086 3,831
Variable remuneration 4,523 4,370
Other 1,327 374
TOTAL 9,936 8,575
Thousands of Euros

2018 2017
Advances and Credits Granted 217 391
Pensilon funds and plans: 799 749
contributions
Perj3|o_n funds and plans: 12,078 11,973
obligations assumed
Life and accident insurance 167 197

premiums

Guarantees provided by
the Company to senior
management personnel

At 31 December 2018 and 2017 in terms of remuneration,
the Company had not issued any guarantees to senior

managers who are not also executive directors.

18.3.3. Guarantee clauses:
Board of Directors and
senior management
personnel

Guarantee clauses for dismissal
or changes of control

These clauses are the same in all the contracts of the Exec-
utive Directors and senior managers of the Company and
of its Group and were approved by the Board of Directors
following the report of the Appointments and Remunera-

tion Committee (ARC) and provide for termination benefits
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in the event of termination of the employment relationship

and a post-contractual non-competition clause.

With regard to management personnel, although this type
of termination clause is not the norm, the contents of cas-
es in which it arises are similar to the scenarios of general

employment relationships.
The regime for these clauses is as follows.

- Termination of the employment relationship:

> By mutual agreement: termination benefit equal to an
amount from 1 to 3 times the annual remuneration, on
a case-by-case basis. ENDESAs 2016-2018 Directors’
Remuneration Policy established that when new di-
rectors are included, a maximum number of two years
of total annual remuneration will be set as payment
for contract termination, applicable in any case in the
same terms to the Executive Director contracts.

> At the unilateral decision of the executive: no enti-
tlement to termination benefit, unless the decision
to terminate the employment relationship is based
on the serious and culpable breach by the Compa-
ny of its obligations, the position is eliminated, or in
the event of a change of control or any of the other
causes for compensation for termination foreseen in
Royal Decree 1382/1985 of 1 August 1985.

> As a result of termination by the Company: termina-
tion benefit equal to that described in the first point.

> At the decision of the Company based on the serious
wilful misconduct or negligence of the executive in
discharging his duties: no entitlement to termination

benefit.

These conditions are alternatives to those arising from
changes to the pre-existing employment relationship or
its termination due to early retirement for senior exec-

utives.

- Post-contractual non-competition clause: in the vast
majority of contracts, senior executives are required
not to engage in a business activity in competition
with ENDESA for a period of 2 years; as consideration,
the executive is entitled to an amount equal to up to 1

times the annual fixed remuneration payment.
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At 31 December 2018 and 2017 ENDESA had 11 executive
directors and senior managers with guarantee clauses in

their employment contracts.

18.3.4. Other disclosures
concerning the Board of
Directors

To increase the transparency of listed companies, the
members of the Board of Directors have disclosed, to the
best of their knowledge, the direct or indirect stakes they
and their related parties hold in companies with the same,
analogous or similar corporate purpose as that of ENDESA,

S.A., and the positions or duties they perform therein.

At 31 December 2018

Director Es:ggilﬁ;x D Company % ownership Position
Borja Prado Eulate B85721025 ENEL Iberia, S.L.U. — Director
Francesco Starace 00811720580 ENEL, S.p.A. 0,00406543 Chief Executive Officer and General Manager
Francesco Starace B85721025 ENEL Iberia, S.L.U. — Chairman
José Bogas Gélvez B85721025 ENEL Iberia, S.L.U. — Director
José Bogas Gélvez A80316672 Elcogas, S.A. — Chairman
Alberto de Paoli 00811720580 ENEL, S.p.A. — Head of Administration, Finance and Control
Alberto de Paoli N9022122G ENEL Green Power, Sp.A. — Chairman
M.? Patrizia Grieco 00811720580 ENEL, S.p.A. — Chairman
Enrico Viale 94271000-3 ENEL Américas, S.A. = Director
Enrico Viale 00811720580 ENEL, S.p.A. 0,00007769 Head of Global Thermal Generation, ENEL
Ignacio Garralda 00811720580 ENEL, S.p.A. 0,00027540 —
At 31 December 2017
Pirector Si;‘:’gggl/i;x D Company % ownership Position
Borja Prado Eulate B85721025 ENEL Iberia, S.L.U. — Director
Francesco Starace 00811720580 ENEL, S.p.A. 0,00117658 Chief Executive Officer and General Manager
Francesco Starace B85721025 ENEL Iberia, S.L.U. — Chairman
José Bogas Gélvez B85721025 ENEL Iberia, S.L.U. — Director
José Bogas Gélvez A80316672 Elcogas, S.A. — Chairman
Alberto de Paoli 00811720580 ENEL, S.p.A. — Head of Administration, Finance and Control
Alberto de Paoli N9022122G ENEL Green Power, Sp.A.  — Chairman
M.? Patrizia Grieco 811720580 ENEL, S.p.A. — Chairman
Enrico Viale 94271000-3 ENEL Américas, S.A. — Director
Enrico Viale 00811720580 ENEL, S.p.A. 0,00007769 Head of Global Thermal Generation, ENEL
Enrico Viale 00793580150 CESI, S.p.A. — Director
Ignacio Garralda 00811720580 ENEL, S.p.A. 0,00027540 —

In accordance with Article 229 of the Corporate Enterprises

Act, conflicts of interest involving members of the Board of
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Directors shall be reported in the Financial Statements, in

this connection:

- The Executive Directors, in their capacity as Directors
of ENEL lberia S.L.U., appointed by Enel, S.p.A., had
conflicts of interest when authorising transactions with
Enel, S.p.A. or Enel Group companies. In all the situa-
tions arising in 2018, the Executive Directors did not
participate in the related items on the agenda of the

corresponding Board of Directors meeting.

- The Proprietary Directors, appointed by ENEL, S.p.A.,
had a conflict of interest when authorising transactions
with ENEL, S.p.A. or ENEL Group companies. In all the
situations arising in 2018, the Proprietary directors did
not participate in the related items on the agenda of the

corresponding Board of Directors meeting.

- Helena Revoredo Delvecchio is Chairwoman of Prose-
gur Companias de Seguridad, S.A. and performs her
functions as an independent director of ENDESA S.A.
without prejudice to the possible commercial relation-
ship between the Prosegur and Endesa Groups. In
2018, the Prosegur Group arranged a security and sur
veillance service provision agreement with ENDESA for
the latter's non-material facilities in Spain. The services
were awarded by ENDESA S.A’s Board of Directors,
based on the results of the corresponding tender pro-
cesses, without the involvement of the Director, Ms.
Helena Revoredo Delvecchio, pursuant to the legisla-
tion applicable to conflicts of interests.

Distribution by gender: At 31 December 2018, the Board of
Directors of ENDESA, S.A. was composed of 11 directors,
2 of which are women. At 31 December 2017, there were

11 Directors, 2 of which were women.

In 2018 and 2017 there were no damages caused by acts or

omissions of the Directors that would have required use to
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be made of the third-party liability insurance premium held
through the Company. This insures both the Company’s di-
rectors and employees with management responsibilities.

In 2018, this premium totalled Euros 327 thousand (Euros
80 thousand in 2017).

18.3.5. Share-based
payment plans tied to the
ENDESA, S.A. share price

ENDESAs variable long-term remuneration is articulated
through the so-called Loyalty Plan, whose main purpose
is to strengthen the commitment of employees, who
occupy positions of greater responsibility in achieving
the Group's strategic objectives. The Plan is structured
through successive triennial programs, which start every
year from 1 January 2010. Since 2014, the plans have
foreseen a deferral of the payment and the need for the
Executive to be active on the date of liquidation thereof;
and payments are made on 2 dates: 30% of the incentive
will be paid, and the remaining 70%, if applicable, 2 years
after the end of the Plan.

Within the framework of the ENDESA Loyalty Plan, the
Company's General Shareholders” Meeting, held on 26
April 2016,
schemes for 2016-2018. The Company also submitted the

approved certain long-term remuneration
long-term 2017-2019 remuneration scheme for approval to
the General Shareholders’ Meeting, held on 26 April 2017,
and the long-term 2018-2020 remuneration scheme to the

General Shareholders’ Meeting held on 23 April 2018.

These schemes are linked, among other indicators, to
share price performance and are directed at the Chairman,
the CEO and ENDESA directors with strategic responsi-
bility.
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Specifically, the plan referred to above have the following
objectives:

a) The "Total Shareholders’ Return (TSR) of ENDESA”
objective, defined as the average value of the” TSR of
ENDESA" as compared with the average value of the
“TSR of the Euro-Stoxx Utilities Index, selected as the

Comparable Group for the accrual period.

This indicator measures the total return of a share as
the sum of its parts:

i. Capital gains: the relation between the change in the
share price (the difference between the price recor
ded at the end and at the beginning of the reference
period) and the value established at the start of the
period.

ii. Reinvested dividends: impact of all dividends paid in
the period and reinvested in shares at the date each

was subject to a discount.

b) The Return on average capital employed (ROACE)', ob-
jective, defined as ENDESAs accumulated ROACE in
the accrual period, represented by the relationship be-
tween Ordinary Profit from Operations (Ordinary EBIT)?
and average net capital invested (Average NCI)® accu-
mulated during the period.

" Return on average capital employed (ROACE) (%) = Ordinary Profit
from Operations (Ordinary EBIT) / average Net Capital Invested (Aver
age NCI).

2 Ordinary Profit from Operations (Ordinary EBIT) (Euros Million) =
Profit from Operations (EBIT) adjusted of extraordinary effects not
budgeted.

3 Average Net Capital Invested (Average NCI) (Euros Million) = ((Equity
+ Net Financial Debt — Cash and cash equivalents), + (Equity + Net
Financial Debt — Cash and other cash equivalents) ;) / 2

c) The long-term remuneration scheme 2018-2020 inclu-
ded a CO, emission reduction target. This indicator me-
asures ENDESA’s CO, emissions in Spain and Portugal,
understood as the existing ratio between absolute CO,
emissions due to ENDESA electricity generation and
ENDESA net total production for that year.

There is an ex-post control over long-term variable remu-
neration in the form of a malus clause that permits the
company not to pay variable remuneration accrued and not
received, in addition to a clawback clause which obliges
holders of these plans to repay the variable remuneration
received in the event that data used for its calculation or
payment are proved to be clearly erroneous after the set-
tlement date.

The Appointments and Remuneration Committee (ARC)
may submit a motion to the Board of Directors not to pay
or claim a refund of variable components of remuneration
when payment was based on data which later proved to
be incorrect.

The amount accrued in relation to these Loyalty Plans in
2018 for all Directors totalled Euros 5 million (Euros 5 mil-
lion in 2017).
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19. Other information

19.1. Personnel

The Company's average headcount in 2018 and 2017, de-
tailed by category and gender, was as follows:

Number of employees

2018 2017
Total Total
Male Female Male Female
Executives 102 25 127 109 26 135
Graduates 425 417 842 443 423 866
Middle management and manual workers 109 217 326 138 266 404
TOTAL EMPLOYEES 636 659 1,295 690 715 1,405

At 31 December 2018 and 2017 the breakdown of the

headcount by category and gender is as follows.

Number of employees

31 December 2018 31 December 2017
Total Total
Male Female Male Female
Executives 102 26 128 103 25 128
Graduates 423 417 840 439 421 860
Middle management and manual workers 108 21 319 123 249 372
TOTAL EMPLOYEES 633 654 1,287 665 695 1,360

The average persons employed in 2018 and 2017 with an
incapacity greater than or equal to 33%, per category and

gender, was as follows:

Number of employees

2018 2017
Total Total
Male Female Male Female
Graduates 3 3 6 4 3 7
Middle management and manual workers B 4 9 5 5 10
TOTAL EMPLOYEES 8 7 15 9 8 17

108 2018 Annual Report c\f\c*lc\s



19.2. Audit fees

Details of fees for the services provided in 2018 and 2017
by the auditors of the financial statements of the Company
and the consolidated financial statements of ENDESA, S.A.

and its subsidiaries are as follows.

Thousands of Euros

2018 2017

Ernst & Ernst &

Young, S.L. Young, S.L.

Audit of the Financial Statements 1,128 1,497
Audits other than of the financial

statements and other audit-related 1,557 1,031

services
TOTAL 2,685 2,528

The figures reported in the table above include all of the
fees accrued for the services rendered during the years
ended 2018 and 2017, irrespective of when they were ac-
tually billed.

19.3. Information on
the Average Payment
Period to Suppliers.
Third additional
provision. “Duty of
disclosure” under Law
15/2010 of 5 July 2010

Pursuant to Law 15, 2010, of 5 July 2010, details of the de-
gree of compliance by the Company with the statutory lim-

its on payment to suppliers in 2018 and 2017 are as follows:

Number of days

2018 2017
Average payment period for suppliers 43 51
Ratio of transactions paid 44 54
Ratio of transactions pending 32 32
payment
Thousands of Euros

2018 2017
Total payments made 183,448 107,193
Total payments pending 18,824 14,913

19.4. Insurance

The Company has taken out insurance policies to cover
the risk of damage to property, plant and equipment of
the parent company and the subsidiaries in which it has a
shareholding of 50% or more or has effective control. The
limits and coverage are appropriate to the types of risk and

country of operation.

Moreover, in certain assets, the possible loss of profits that

could result from outages at the plants is covered.

Possible claims against the Company due to the nature of

its activity are also covered.
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20. Environmental

iInformation

Operating costs associated with environmental activities

were not registered in 2018 (Euros 7 million in 2017).

At 31 December 2018 and 2017, the Company did not have
any environmental assets and it did not acquire or dispose
of any environmental assets or receive any grants for that
purpose during 2018 and 2017.
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At the date of issue of these consolidated financial state-
ments, The Company's directors consider that there are no
known or probable environmental expenses for which pro-
visions should be made.
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21. Events after the
reporting perioad

After an important number of meetings of the “Negotiat-
ing Committee of the V Collective Agreement of ENDESA
which began in October 2017 and that have been devel-
oped throughout 2018, given the impossibility of reaching
an agreement, the Company’s Management informed the
workers and its representatives that, effective January 1,
2019, the validity of the "IV Framework Collective Agree-
ment of ENDESA” as well as the so-called “Framework
Agreement of Guarantees” and “Agreement on Voluntary
Measures of Suspension or Termination of Labor Con-
tracts for the 2013-2018 Period’ should be considered
finished, applying since that date the general labor regu-
lations, as well as the jurisprudential criteria established
in the matter.

Notwithstanding the fact that in February 2019 negoti-
ations have been resumed in the aforementioned “Ne-

gotiating Committee of the V Collective Agreement of
ENDESA] the different interpretation of ENDESA and the
union representation of the workers on the effects of the
termination of the application of the "IV Framework Col-
lective Agreement of ENDESA particularly regarding the
social benefits of the passive personnel, has determined
the presentation by the unions with representation in the

company, of a collective dispute demand.

At the date of preparation of these Financial Statements,
the resolution of said collective dispute in the first instance

by the Social Division of the National Court is pending.

Except for what is mentioned in the previous paragraphs,
no other significant events took place between 31 Decem-
ber 2018 and the date of authorisation for issue of the fi-

nancial statements that have not been reflected therein.

22. Explanation added for
translation to English

These Financial Statements are presented on the basis of
accounting principles generally accepted in Spain. Conse-
quently, certain accounting practices applied by the Com-
pany that conform to generally accepted accounting princi-

ples in Spain may not conform to other generally accepted
accounting principles in other countries. Translation from
the original issued in Spanish. In the event of discrepancy,

the Spanish-language version prevails.
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Management Report
for the year ended 31 December 2018

(Translation from the original issued in Spanish. In the event of discrepancy,
the Spanish-language version prevails)



1. Business
performance

ENDESA, S.A., the Company, is a holding company and its
income essentially depends on the dividends from its sub-
sidiaries and its expenses from the cost of its debt. Provi-
sions for investments can also be made or reversed based

on changes in the value of its subsidiaries.

The net turnover in 2018 amounted to euros 1,969 million,
of which euros 1,692 million correspond to income from
dividends from Group companies and associates, and eu-
ros 277 million to income for the provision of services to

independent companies.

The details of the ENDESAs income from dividends in 2018

are as follows.

Millions of Euros

Company Dividend
ENDESA Generacion, S.A.U. 655
ENDESA Red, S.A.U. 846
ENDESA Financiacion Filiales, S.A.U. 191
TOTAL 1,692

In 2018, operating income amounted to Euros 1,980 mil-
lion, while operating expenses totalled Euros 407 million,
generating profit from operations for the year of Euros
1,573 million.

A financial loss amounting to Euros 112 million was report-
ed for 2018, primarily as a consequence of the financial
expenses on loans from Group companies and associates

amounting to Euros 119 million.

The pre-tax profit for the period was Euros 1,461 million.

In 2018, Euros 50 million of income was recognised from
accrued income tax. This is because the dividends received
from Group companies, which are the Company's main
source of income, are not taxed. These companies’ profits
have already been taxed in the consolidated income tax
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return filed for the Group, represented in Spain by ENEL
Iberia, S.L.U.

The net income for 2018 amounted to euros 1,511 million.

2. Main financial
transactions

The main financial transactions undertaken during 2018
are:

= Within the ENDESA, S.A. Network Modernisation fi-
nancial transaction signed with the European Invest-
ment Bank (EIB) in 2017 on 29 May 2018, Euros 500
million was drawn down. This drawdown has a variable
interest rate maturing in 12 repayable years from 2022
(see Note 12.2 of the ENDESA, S.A. financial state-
ments for the year ended 31 December 2018).

- ENDESA, S.A. extended the credit lines arranged with
various financial institutions maturing in March 2020
(Euros 160 million) and March 2021 (Euros 1,825 mil-

lion).

- On 21 December 2018, ENDESA, S.A. subscribed a fi-
nancing, yet to be paid at the date of preparation of this
Consolidated Management Report, with the European
Investment Bank for the amount of Euros 335 million,
maturing in 15 years and offering a three-year grace pe-

riod.

- ENDESA maintained the Euro Commercial Paper (ECP)
programme through International ENDESA, B.V., and
the outstanding balance at 31 December 2018 was Eu-
ros 905 million, renewable with the backing of irrevoca-
ble bank credit lines.

- On 28 December 2018, the non-renewal of the uncom-
mitted intercompany credit line signed between ENDE-
SA, S.A. and ENEL Finance International N.V., for Euros

1,500 million, was confirmed.
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3. Events after the
reporting period

Events after the reporting period are described in Note 21
to the Financial Statements for the year ended 31 Decem-
ber 2018.

4. Outlook

ENDESA, S.A's future profits will essentially depend on the
dividends from its subsidiaries, which are determined by

the profits made by those companies.

The Company'’s directors believe that ENDESA S.A. will re-
ceive sufficient dividends from its subsidiaries to meet its

operating and financial costs.

The Board of Directors of ENDESA, S.A. operates an eco-
nomic-financial strategy to generate a significant amount
of cash to maintain Company debt levels and maximise
shareholder remuneration. This is also a guarantee of sus-

tainability for the business project undertaken.

As a result of this economic-financial strategy, unless any
exceptional circumstances arise, which will be duly an-
nounced, at a meeting on 20 November 2018 the Board
of Directors of ENDESA, S.A. approved the shareholder
remuneration policy for 2018-2021.

This policy states that the ordinary dividend per share
agreed to be distributed with a charge to the years 2018-
2020 shall be equal to 100% of the ordinary net profit at-

tributed to the Parent Company in the consolidated finan-

cial statements of the Group headed by it, with a minimum
equal to 1.33 euros gross per share for the financial year
2018.

For 2021, the ordinary dividend per share to be agreed to
be distributed with a charge to that year be equal to 80% of
the ordinary net profit attributed to the Parent Company in
the consolidated financial statements of the Group headed
by it.

The intention of the Board of Directors of ENDESA, S.A. is
that the ordinary dividend will be paid solely in cash in two
instalments (January and July) on a given date to be deter

mined in each case, which will be duly notified.

However, ENDESA, S.As capacity to pay out dividends to
its shareholders depends on numerous factors, including
the generation of profit and the availability of unrestricted
reserves, and, therefore, the Company cannot ensure that
dividends will be paid out in future years or the amount of
such dividends if paid.

In respect of 2018, at a meeting on 20 November 2018
ENDESAs Board of Directors agreed to pay its sharehold-
ers a gross interim dividend against 2018 income of Euros
0.70 per share, which gave rise to a pay-out of Euros 741

million on 2 January 2019.

Also, the proposed distribution of profit in 2018 to be pre-
sented at the General Shareholders’ Meeting by ENDESAs
Board of Directors will be the distribution to its sharehold-
ers of a total gross dividend of Euros 1.427 per share.
Taking into account the interim dividend referred to in the
preceding paragraph, the final dividend in respect of 2018

will be a gross amount of Euro 0.727 per share.
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5. Risk management
policy and the principal
risks associated with
ENDESA'’s business

Information on ENDESA, S.A's Risk Management and Con-
trol policy is included in Note 13 to the financial statements
for the year ended 31 December 2018.

5.1. Risk management and
control policy

The Risk Management and Control Policy involves guiding
and directing strategic, organisational and operating activ-
ities to enable the Board of Directors of ENDESA, S.A. to
identify precisely the acceptable risk level, with a view to
the managers of the various business lines maximising
Company’s profit, maintain or increase its assets and eg-
uity and the certainty of this occurring above certain levels
and prevent future events from undermining the Compa-
ny's profit targets.

The Risk Management and Control Policy defines ENDE-
SAs risk control system as an interlinked network of legis-
lation, processes, controls and IT systems, in which glob-
al risk is defined as the risk resulting from consolidation
of all risks to which it is exposed, taking into account the
mitigating effects between the various risk exposures and
risk categories, enabling the risk exposure of the Group's
business areas and units to be consolidated and evaluat-
ed, and the corresponding management information to be
drawn up for decision-making on risk and appropriate use

of capital.

The body responsible for implementing the Risk Manage-
ment and Control Policy is the ENDESA S.A. Risk Commit-
tee, which relies on the internal procedures of the various
business and corporate areas and is supervised by the Au-

dit and Compliance Committee of the Board of Directors
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of ENDESA, S.A. It consists of the parties responsible for
each of the Company’s business lines and corporate areas,

and the following functions are assigned to it:

- Regularly provide the ENDESA, S.A. Board of Directors
with an integrated view of current and foreseeable risk

exposure.

- Ensure that senior management participates in strate-

gic risk management and control decisions.

- Guarantee the coordination between the risk manage-
ment units and those units responsible for their control,
and compliance with the Risk Management and Con-

trol Policy and its associated internal procedures.

- Ensure the correct working of the risk control and man-
agement systems and, in particular, that they identify,

manage, and adequately quantify all major risks.

- Actively participate in drawing up the risk strategy and

in important decisions regarding its management.

- Ensure that the risk control and management systems
appropriately mitigate risk as part of the risk control and

management policy.

The general guidelines for the Risk Management and Con-
trol Policy are developed and supplemented by other cor
porate and specific risk policies for each business line, as
well as the limits established for optimum risk manage-

ment.

The risk management and control model is based partly on
the ongoing study of the risk profile, current best practices
in the electricity sector or benchmark practices in risk man-
agement, criteria for standardising measurements and the
separation of risk managers and risk controllers. It is also
based on ensuring that the risk assumed is proportional to
the resources required to operate the businesses, optimis-
ing their risk-return ratio, as determined by the Board of
ENDESA, S.A.
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The risk management cycle is the set of activities involved
in identifying, measuring, controlling and managing the var
ious risks incurred and its aim is to adequately control and

manage those risks:

-> ldentification: the goal is to generate an exhaustive list
of risks (complete coverage) based on events that could
prevent, impair or delay the meeting of targets through
the coordinated and efficient participation of all levels
of the Company. The identification should include risks
whether their origin is under the control of the organ-
isation or whether it is due to unmanageable external
causes. All causes of risk and significant consequences
with economic and/or reputational impact for ENDESA
are considered in the risk identification process. Each
risk identified must be characterised according to the

risk factor that originates it and the type of risk.

- Measurement: the objective is to obtain the param-
eters that can be used to measure, with homogene-
ous methodologies, the economic and reputational
impact, under the different time horizons, of all the
risks that must be quantified so that they can be sub-
sequently prioritised. This assessment includes both
the valuation of scenarios and the estimation of poten-
tial loss from the evaluation of impact and probability
distributions.

The objective of the two previous phases is to obtain a
final report, the Risk Map, with the prioritised detail of
each risk identified and assessed in descriptive cards,
graphs and tables. This will be the result of the evalu-
ation process, and will provide a representation of the
Company's situation at risk with the prioritisation of the
assessed risks.

- Control and monitoring: the objective of this phase
is to monitor risks and relevant management events.
To this end, indicators are identified to monitor the
change in risk comparable to the defined risk appetite.
This management metric is used to give an alarm signal
to anticipate the risk and is reported periodically over
time.

- Management: the purpose of risk management is to
implement actions aimed at adjusting risk levels at each
level of ENDESA to the risk tolerance and predisposi-
tion established.

This process sets out to secure an overview of risk to as-
sess and prioritise all risks. It covers the main financial and
non-financial risks to which ENDESA is exposed, both en-
dogenous (due to internal factors) and exogenous (due to
external factors), set out on an annual map featuring the
main risks, characterised and quantified, and establishing

regular reviews.

The heads of risk management present this risk map,
whose included risks are aligned with the strategy defined
by the Company and which cover the different time hori-
zons, and the table of indicators for periodic monitoring, to

the governing bodies.

Moreover, due to the increased interest in the control and
management of the risk that companies are exposed to
and given the complexity that identifying it from a com-
prehensive point of view is acquiring, the participation of
employees is important at all levels of this process. A risk
mailbox has now been created for employees to help iden-
tify market risks and come up with suggestions for meas-
ures to mitigate them, thereby completing the existing
top-down risk management and control systems and mail-
boxes and specific procedures to send in communications
in connection with breaches of ethical behaviour, criminal

risks and employment risks.

To boost these initiatives, the ENDESA, S.A. Board of Di-
rectors also improved a Tax Risk Management and Con-
trol Policy to guide and direct strategic, organisational and
operating activities to enable the acceptable tax risk level
to be precisely defined, to help tax managers meet the

policy's fiscal objectives.

The Tax Risk Management and Control Policy is the specif-
ic documentary manifestation of tax control in the Fiscal
Strategy approved by the Board of Directors of ENDESA,

S.A., and is available on its website at www.endesa.com.
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Information regarding ENDESA's risk management and the
use of derivative financial instruments is provided in Notes
13.1 and 14 to the financial statements for the year ended
31 December 2018.

5.2. ENDESA's Criminal
and anti-bribery risk
prevention model

ENDESA is aware that the balanced fulfilment of its corpo-
rate responsibilities must be accompanied by a constant
quest for excellence in the areas of business ethics in all its
decision-making processes, something that must be un-
derstood in a corporate environment where strict respect
for the most advanced national and international rules,
practices and principles in this area is one of the corner

stones for its business activities.

With specific regard to the prevention of criminal conduct,
Organic Law 5/2010, of 22 June 2010, amending Organic
Law 10/1995, of 23 November 1995, of the Criminal Code
not only included offences applicable to legal persons, but
also referred to the need to establish surveillance and con-
trol measures to prevent and detect them. This legal re-
gime was reformed by Organic Law 1/2015, of 30 March
2015, detailing the requirements for management and
control systems that allow legal persons to prove their dili-
gence in the field of criminal prevention and detection.

In line with these legal requirements, ENDESA has devel-
oped certain internal rules that have satisfied the need for
adequate control and management systems applied in the
area of criminal detection and prevention, particularly in

conduct to restrict bribery.

120 2018 Annual Report

This system comprises the following standards applicable
to ENDESA:

- The Criminal and anti-bribery risk prevention model: a
document that provides ENDESA with a control system
aimed at preventing criminal offences within the com-
pany, complying with the provisions of the applicable

regulations on the criminal liability of legal persons.

- Protocol in case of an Authority’s Action under article.
31 Bis Criminal Code: sets out in detail the procedure
for an adequate response in case of risk of criminal re-
sponsibility of any ENDESA company.

- The Code of Ethics of the Company: a document set-
ting out the ethical commitments and responsibilities
in the management of business and business activities
assumed by ENDESAs employees, whether directors
or employees of any kind, in these companies.

- The Zero Tolerance Plan against Corruption: a docu-
ment that represents ENDESASs firm commitment to
the fight against corruption, which is the result of its

adherence to the United Nations Global Compact.

- Corporate Integrity Protocols: are the following docu-
ments:

> The Action protocol in matters of conflicts of interest,

exclusive dedication and commercial competition.
> The Protocol for accepting presents, gifts and favours

> The Action Protocol for dealing with public servants

and the authorities.
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The Criminal and Anti-Bribery Regulatory Compliance Pol-
icy is another part of these internal rules. Together with
those mentioned above, they all make up ENDESAs Crim-
inal and Anti-Bribery Regulatory Compliance Management
System (hereinafter, the “Criminal Regulatory Compliance
System”), which is an integrated body of provisions that
not only respects Spanish legal requirements in this area,
but is also sufficient to meet the expectations reasonably
placed on organisations that operate with the highest lev-
els of commitment in advanced markets, such as ENDESA.

Since October 2017 ENDESAs Criminal Regulatory Com-
pliance System has been accredited by AENOR in accord-
ance with “UNE 19601" (Compliance Management) and
“UNE-ISO 37001" (Anti-bribery Management) standards.

The Audit and Compliance Committee (CAC) is responsible
for correctly applying the “Criminal Regulatory Compliance
System’ for which purposes it uses the Supervision Com-
mittee, which is a collegiate body endowed with autono-
mous powers of initiative and control and independence in
the exercise of its functions and whose powers and prin-
ciples of action are established in its Regulations. The Su-
pervision Committee reports solely and exclusively to the
Audit and Compliance Committee (CAC), which, among
others, has specific functions for criminal risk prevention

according to its Rules of Procedure.

5.3. Main risks and
uncertainties

As the Parent of a group of companies, ENDESA, S.A. is
exposed to the same risks as the Endesa Group, as any
risk occurring at a subsidiary will affect the value of ENDE-
SA, S.Als portfolio of investments and associated dividend

payments.

The activities of ENDESA, S.A's subsidiaries (or ENDESA in
this section) are carried out against a backdrop where out-

side factors may affect its operations and financial results.

The main risks that may affect ENDESAs operations are

as follows:

5.3.1. Business and sector-
related risk factors

ENDESA's activities are subject

to extensive regulation, and
regulatory changes could have an
adverse impact on its business
activities, results, financial position
and cash flows

ENDESASs subsidiaries are subject to broad regulations on
tariffs and on other aspects of their activities in Spain and
Portugal, regulations which, in many ways, determine the
manner in which ENDESA carries out its business and the

revenues it receives from its products and services.

ENDESA is subject to a complex group of laws and oth-
er regulations applied by both public and private agen-
cies, which include the Spanish Markets and Competition
Commission (CNMC). The introduction of new legislation
or standards, or the amendment of those already in effect
could have a negative impact on ENDESAs business, re-

sults, financial position and cash flows.

In the past, regulatory changes and the different interpre-
tations thereof by the related authorities have had a sub-
stantially adverse effect on ENDESASs business activities,
results, financial position and cash flows and the same
could occur in the future. Furthermore, they could demand
ENDESA make significant investments in order to comply
with the new legal requirements. ENDESA cannot predict
the effects the new regulatory measures will have on its
results, its financial position or its cash flows and, there-
fore, these circumstances could adversely affect ENDE-
SA's business activities, results, financial position and cash

flows.

In addition, the European Union has established an oper
ating framework for the various Member States, which in-
clude, inter alia, objectives related to emissions, efficiency

and renewable energies.
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The introduction of new requirements, or amendments to
existing ones, could adversely affect ENDESAs business
activities, results, financial positions and cash flows if it
cannot adapt and manage correctly the environment aris-

ing from them.

ENDESA's activities are subject

to wide-reaching environmental
regulations and its inability to
comply with current environmental
regulations or requirements or
any changes to the environmental
regulations or requirements
applicable could adversely affect
its business activities, results,
financial position and cash flows

ENDESA is subject to environmental regulations, which af-
fect both the normal course of its operations, as well as the
development of its projects, leading to increased risks and
costs. This regulatory framework requires licences, per
mits and other administrative authorisations be obtained in
advance, as well as fulfiiment of all the requirements pro-
vided for in such licences, permits and authorisations. As

in any regulated company, ENDESA cannot guarantee that:

- The laws or regulation will not be amended or interpret-
ed in such a way as to increase the expenses neces-
sary to comply with such laws or as to affect ENDESAs

operations, facilities or plants;

- Public opposition will not lead to delays or changes in

the projects that are proposed; and
- The authorities will grant the environmental permits,

licences and authorisations required to develop new

projects.
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In addition, ENDESA is exposed to environmental risks
inherent to its business, including those risks relating to
the management of the waste, spills and emissions of the
electricity production facilities, particularly nuclear power
plants. ENDESA may be held responsible for environmen-
tal damages, for harm to employees or third parties, or for
other types of damages associated with its energy gener
ation, supply and distribution facilities, as well as port ter
minal activities.

Although the plants are prepared to comply with the pre-
vailing environmental requirements, ENDESA cannot guar
antee that it will be able to comply with the requirements
imposed or that it will be able to avoid fines, administrative
or other sanctions, or any other penalties and expenses
related to compliance matters, including those related to
the management of waste, spills and emissions from the
electricity production units. Failure to comply with this reg-
ulation may give rise to liabilities, as well as fines, damag-
es, sanctions and expenses, including, where applicable,
facility closures. Government authorities may also impose
charges or taxes on the parties responsible in order to
guarantee obligations are repaid. In the event ENDESA
were accused of failing to comply with environmental reg-
ulations, its business activities, results, financial position

and cash flows could be affected adversely.

In this connection, ENDESA has taken out the following

insurance policies:

- An environmental liability insurance policy which cov-
ers, up to a maximum of Euros 100 million, claims aris-

ing from contamination.

- A third-party liability insurance policy which covers
claims relating to damage to third parties or their prop-
erty up to a maximum of Euros 200 million and an addi-

tional Euros 800 million for hydroelectric plants.
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- In relation to risks arising from operating nuclear power
plants, the storage and handling of low-level radioactive
materials and the eventual dismantling of its nuclear
power plants, an insurance policy up to Euros 700 mil-
lion to cover any liabilities related to nuclear power plants

up to the liability limit established by Spanish legislation.

The nuclear power plants are also insured against dam-
age to their installations (including stocks of fuel) and
machinery breakdowns, with maximum coverage of
USD 1,500 million (approximately Euros 1,309 million)
for each power plant.

On 28 May 2011, the Spanish government published
Law 12/2011, of 27 May 2011, on civil liability for nuclear
damages or damages produced by radioactive materi-
als, which raises operator liability to Euros 1,200 mil-
lion and allows coverage of this liability to be ensured
in several ways. The entry into force of this regulation
is in turn subject to entry into force of the Protocol of
12 February 2004, amending the Convention on Civil
Liability for Nuclear Damage (Paris Convention), and
the Protocol of 12 February 2004, amending the Con-
vention which complements the latter (Brussels Con-
vention) which, at the date on which this Management
Report was drawn up, was pending ratification by some

European Union member states.

However, it is possible ENDESA may face third-party
damage claims. If ENDESA were to be held liable for
damages generated by its facilities for amounts greater
than its insurance policy cover or for damages which
exceed the scope of the insurance policy’s cover, its
business activities, financial position or operating re-

sults could be adversely affected.

ENDESA is subject to compliance with the legislation
and regulations on emissions of pollutants and on the
storage and treatments of waste from fuel from nucle-
ar power plants. It is possible that the Company will
be subject to even stricter environmental regulations in
the future. In the past, the approval of new regulations
has required, and could require in the future, significant
capital investment expenditures in order to comply
with legal requirements. ENDESA cannot predict the

increase in capital investments or the increase in oper
ating costs or other expenses it may have to incur in or
der to comply with all environmental requirements and
regulations. Nor can it predict if the aforementioned
costs may be transferred to third parties. Thus, the
costs associated with compliance with the regulations
applicable could adversely affect ENDESAs business
activities, results, financial position and cash flows.

Information concerning the environmental manage-
ment systems of ENDESA S.A. may be found in Sec-
tion 9. Environmental Protection in this Management

Report.

Past or future infringements of
competition and antitrust laws
could adversely affect ENDESA's
business activities, results,
financial position and cash flows

ENDESA is subject to antitrust laws in the markets in
which it operates. Infractions of these laws and other ap-
plicable regulations, especially in Spain where ENDESAs
main market is located, could lead to the initiation of legal

proceedings against ENDESA.

Pursuant to Organic Law 5/2010, of 22 June 2010, which
amended Organic Law 10/1995, of 23 November 1995,
on the Criminal Code incorporating offences applicable
to legal persons, subsequently amended by Organic
Law 1/2015, of 30 March 2015, ENDESA is subject to
criminal liability for certain offences. Any violations of
these laws could give rise to legal proceedings against
ENDESA.

ENDESA has been, is and could be the object of legal in-
vestigations and proceedings regarding competition mat-
ters. Investigations regarding the infringement of compe-
tition and antitrust laws usually last several years and may
be subject to rules that prevent the disclosure of informa-
tion. Furthermore, infringements of these regulations may
give rise to fines and other types of sanctions, which could
adversely affect ENDESASs business activities, results, fi-

nancial position and cash flows.
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ENDESAs growth strategy has traditionally included, and
continues to include, purchase transactions which are sub-
ject to various competition laws. These regulations may
affect ENDESAS ability to carry out strategic transactions.

ENDESA's business is largely
dependent on the constant

supply of large amounts of fuel

to generate electricity; on the
supply of electricity and natural
gas used for its own consumption
and supply; and on the supply of
other commodities, the prices of
which are subject to market forces
which may affect the price and the
amount of energy sold by ENDESA

ENDESA is exposed to market price and availability risks in
relation to the purchase of the fuel (including gas and coal)
used to generate electricity, for procuring gas and supply

activities.

In this connection, fuel price fluctuations in international
markets may affect the contribution margin. The prices of
the offers of the various technologies are therefore estab-
lished through the internationalisation, among others, of
fuel and CQO,). Therefore, in the event of fluctuation in fuel
prices and carbon dioxide (CO,), generation technologies
will attempt to reflect such fluctuations in their wholesale
market prices. At the same time, the order of economic
merit of each generation technology when establishing the
market price, will depend on its relative costs, which in-

clude those of fuel and CO, emission rights, among others.

The Company is exposed to the prices of carbon dioxide
(CO,) emission rights, which in turn influences the produc-

tion cost of coal plants and combined cycle plants.

ENDESA has signed certain natural gas supply contracts
which include binding “take or pay” clauses which com-
pel it to either acquire the fuel it has agreed to contractu-
ally or to pay if it does not acquire such fuel. The terms of

these contracts have been established based on certain
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assumptions regarding future electricity and gas demand.
Any deviation from the assumptions used could give rise
to an obligation to purchase more fuel than necessary or
to sell excess fuel on the market at current prices. In re-
cent years, supply and demand management has been
carried out, considerably expanding the international cus-
tomer base in order to ensure a balance between pur
chase commitments and the volume of own consump-
tion and sales to customers. Furthermore, ENDESA has
entered into electricity and natural gas supply contracts
based on certain assumptions regarding future market
prices for electricity and natural gas. ENDESA sells more
electricity than it generates and, therefore, it is obliged to
acquire electricity on the spot market in order to meet its
supply obligations.

Any deviation when the aforementioned supply contracts
are signed could give rise to an obligation to purchase elec-
tricity or natural gas at prices which are higher than those
included in the contracts. In the event there is a market
price adjustment with respect to the estimates made, a
deviation in ENDESAs obligations with regard to its fuel
needs, or a regulatory change which affects prices as a
whole and how they have been established, and if its risk
management strategies are inadequate in the face of such
changes, ENDESASs business activities, results, financial

position and cash flows could be affected adversely.

ENDESA's business could be
adversely affected in the event it is
unable to sustain its relationships
with suppliers, customers

and consumer and user rights
organisations, or if the entities
with which ENDESA maintains
these relationships cease to exist

The relationships ENDESA currently maintains with the
main industry service suppliers and providers are essen-
tial for the development and growth of its business, and
will continue to be so in the future. Furthermore, certain
of these relationships are and will continue to be managed
by ENEL, S.p.A.
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ENDESAs dependence on these relationships could affect
its ability to negotiate contracts with these parties under
favourable conditions. Although ENDESASs supplier portfo-
lio is sufficiently diverse and it does not have a concentra-
tion of suppliers, if any of these relationships is severed
or terminated, ENDESA cannot guarantee the replacement
of any significant service supplier or provider within an
appropriate time frame. If ENDESA is unable to negotiate
contracts with its suppliers under favourable terms, if such
suppliers are unable to comply with their obligations or if
their relationship with ENDESA is severed, and ENDESA
is unable to find an appropriate replacement, its business
activities, results, financial position and cash flows could

be affected adversely.

In the electricity supply business, ENDESA maintains rela-
tionships with a large number of customers. Even if ENDE-
SA were to lose individual customers it would not have a
significant impact on its business as a whole, the inability
to maintain stable relationships with key customers could
adversely affect ENDESASs business activities, results, fi-

nancial position and cash flows.

Furthermore, ENDESA cannot guarantee that it will main-
tain solid relationships and ongoing communication with
consumers and users and with the associations that rep-
resent them and, therefore, any change in these relation-
ships could entail negative publicity and a significant loss
of customers, which could adversely affect ENDESAs busi-

ness activities, results, financial position and cash flows.

ENDESA's activities could be
affected by rainfall patterns and
climate and weather conditions

ENDESA depends on the levels of precipitation in the geo-
graphical areas where its hydroelectric generation facilities
are located. A year with low rainfall leads to a decline in
hydroelectric output, in turn increasing the output of ther

mal power plants (with a greater cost) and, therefore, an

increase in the price of electricity and costs of buying ener

gy. In a wet year, the opposite effects occur.

Therefore, if there are droughts or other circumstances
which adversely affect hydroelectric generation, ENDE-
SAs business activities, results, financial position and cash
flows could be adversely affected. Likewise, the Compa-
ny actively manages its production mix when faced with
changes in hydrological conditions. For example, in the
event hydrological conditions are unfavourable, electricity
generation will, to a large extent, come from other types
of facilities and ENDESA's operating expenses arising from
these activities will increase. ENDESA’s inability to manage
changes in hydrological conditions could adversely affect
its business activities, results, financial position and cash

flows.

Weatherrelated conditions and, in particular, seasons,
have a significant impact on electricity demand. Electricity
consumption levels reach their peak in summer and winter.
The impact seasonal changes have on demand is reflect-
ed mainly in the residential and small business customer
categories. Seasonal changes in demand are attributed to
various weatherrelated factors such as the climate, the
amount of natural light, and the use of light, heating and air
conditioning. Since ENDESA has high fixed costs, changes
in demand due to weather conditions can have a major ef-

fect on the business's profitability.

The impact of seasonal variations on industrial electricity
demand is less pronounced than in domestic and commer
cial industries, mainly due to the fact that there are various
types of industrial activities which, due to their unique na-
ture, have differing seasonal peaks. Furthermore, the effect
of climate-related factors is more varied in these industries.
Accordingly, ENDESA must make certain projections and
estimates regarding climate conditions when negotiating
its contracts and a significant divergence in the precipita-
tion levels and other weather conditions envisaged could
adversely affect ENDESASs business activities, results, fi-

nancial position and cash flows.
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ENDESA is also subject to the risk of fluctuations in global

demand.

Likewise, adverse weather conditions could impact the
regular supply of energy due to damages to the network,
with the resulting interruption in services which could com-
pel ENDESA to compensate its customers due to delays
or disruptions in the supply of energy. The occurrence of
any of the foregoing circumstances could adversely affect
its business activities, results, financial position and cash

flows.

ENDESA is exposed to risks
associated with the construction
of new electricity generation and
supply facilities

The construction of power generation and supply facilities
can be time-consuming and highly complex. This means
that investment needs to be planned well in advance of
the estimated start-up date of the facility and, therefore,
the Group may need to adapt its decisions to changes in
the market conditions. This may entail significant additional
costs not originally planned that may affect the return on

these types of projects.

In connection with the development of such facilities,
ENDESA generally has to obtain the related administrative
authorisations and permits, acquire land purchase or lease
agreements, sign equipment procurement and construc-
tion contracts, operation and maintenance agreements,
fuel supply and transport agreements, off-take arrange-
ments and obtain sufficient financing to meet its capital

and debt requirements.

Factors that may affect ENDESAS ability to construct new
facilities include:

- Delays in obtaining regulatory approvals, including envi-

ronmental permits;
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- Shortages or changes in the price of equipment, mate-

rials or labour;

- Opposition from local groups, political groups or other

stakeholders;

- Adverse changes in the political environment and envi-

ronmental regulations;

- Adverse weather conditions, natural catastrophes, acci-
dents and other unforeseen events that could delay the

completion of power plants or substations;

- Non-compliance by suppliers of the agreed contractual

conditions; and

- Inability to obtain financing under conditions that are
satisfactory to ENDESA.

Any of these factors may cause delays in completion or com-
mencement of the Group’s construction projects and may
increase the cost of planned projects. In addition, if ENDESA
is unable to complete these projects, any costs incurred in

connection with such projects may not be recoverable.

If ENDESA faces problems related to the development
and construction of new facilities, its business activities,
results, financial position and cash flows may be adversely
affected.

In addition, ENDESA makes investments to maintain and,
where necessary, extend the technical life of its electricity
power plants. The execution of these investments is de-
pendent on market and regulatory conditions. If the nec-
essary conditions enabling the viability of the plants do not
exist, ENDESA may have to cease production at the instal-
lation and, where appropriate, and begin the task of dis-
mantling them. These closures would involve a reduction in
installed capacity and output that support customer energy
sales and, therefore, could adversely affect ENDESASs busi-
ness activities, results, financial position and cash flows.
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5.3.2. Risk factors associated
with the countries where
ENDESA operates

ENDESA's business could be
affected by adverse economic
or political conditions in Spain,
Portugal, the Eurozone and in
international markets

Adverse economic conditions could have a negative impact
on energy demand and the ability of ENDESAs consumers
to fulfil their payment obligations. In times of economic re-
cession, as experienced by Spain and Portugal in recent
years, electricity demand usually falls off, adversely affect-

ing the Company'’s results.

The economic conditions in Spain and Portugal in recent
years have adversely affected electricity demand and,
therefore, ENDESASs operating results. The Company can-
not predict how the economic cycle in Spain, Portugal and
the Eurozone will evolve in the short term, nor can it predict

whether economic conditions will worsen or deteriorate.

If the economic situation in Spain, Portugal or other Euro-
zone economies deteriorates, it could adversely affect en-
ergy consumption and, consequently, ENDESAs business
activities, financial position, operating results and cash

flows would be negatively affected.

In addition, the financial conditions in the international
markets represent a challenge for ENDESAs economic sit-
uation due to the potential impact on its business of, on
the one hand, the government debt level, declining growth
rates and possible downgrading of government bond rat-
ings at the international level — and, in particular, in Euro-
zone countries — and, on the other hand, the new mone-
tary expansion measures expected in the credit market.
Changes in any of these factors could condition ENDESASs

access to capital markets and the conditions under which

it obtains financing, consequently affecting its business ac-

tivities, results, financial position and cash flows.

In addition to any economic problems which could arise at
the international level, ENDESA faces a situation of uncer
tainty at political level, in Spain and internationally, which
could adversely affect the Company’s economic and finan-
cial position. Specifically, it is considered that the impact
of Brexit and other international events is not material for
ENDESA.

ENDESA cannot guarantee that the international or Euro-
zone economic situation will not deteriorate, nor that an
event of a political nature will not have a significant impact
on the markets, thus affecting its economic situation. All of
these factors could adversely affect ENDESA's business ac-

tivities, financial position, operating results and cash flows.

5.3.3. Risks associated with
operations carried out by
ENDESA

ENDESA's activities may be
affected by operating risks and
other significant risks

In the course of ENDESAs business activities, direct or in-
direct losses could arise from inadequate internal process-
es, technological failures, human error or certain external
events, such as accidents at facilities, workplace conflicts
and natural disasters. These risks and dangers could cause
explosions, floods or other circumstances which could
cause the total loss of the energy generation and distribu-
tion facilities; damages to or the deterioration or destruc-
tion of ENDESASs facilities, or even environmental damag-
es; delays in electricity generation and complete disruption
of the activity; or could cause personal damages or death.
The occurrence of any of these circumstances could ad-
versely affect its business activities, results, financial posi-
tion and cash flows.
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The loss of essential workers

or ENDESA’s inability to recruit,
employ and train qualified staff
could adversely affect ENDESA's
business activities, results,
financial position and cash flows

In order for ENDESA to be able to continue to maintain
its position in the industry, it must recruit, train and re-
tain the staff necessary who can provide the experience
required within the framework of ENDESAs intellec-
tual capital needs. The success of ENDESASs business
depends on the continuity of the services provided by
Company management and by other key employees with
proven experience, reputation and influence in the En-
ergy Sector, through forging beneficial and long-lasting
relationships in the market over the years. The qualified
labour market is highly competitive and ENDESA may not
be able to successfully hire additional qualified staff or to
replace outgoing staff with sufficiently qualified or effec-

tive employees.

ENDESASs inability to retain or recruit essential staff could
adversely affect its business activities, results, financial po-
sition and cash flows.

ENDESA's insurance cover and
guarantees may not be adequate
or may not cover all of the
damages

ENDESASs business is exposed to the risks inherent to the
markets in which it operates. Despite the fact that ENDESA
attempts to obtain adequate insurance cover in relation to
the main risks associated with its business, including dam-
ages to the Company itself, general civil liability, environ-
mental and nuclear power plant liability, it is possible that
insurance cover may not be available on the market under
commercially reasonable terms. Likewise, the amounts for
which ENDESA is insured may not be sufficient to cover

the incurred losses in their entirety.
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In the event of a partial or total loss of ENDESAS facilities
or other assets, or a disruption to its activities, the funds
ENDESA receives from its insurance may not be sufficient
to cover the complete repair or replacement of the assets
or losses incurred. Furthermore, in the event of a total or
partial loss of ENDESASs facilities or other assets, part of
the equipment may not be easily replaced, given its high
value or its specific nature, or may not be easily or imme-

diately available.

Similarly, the cover of guarantees in relation to the afore-
mentioned equipment or the limits to ENDESAs ability to
replace the equipment could disrupt or hinder its opera-
tions or significantly delay the course of its ordinary opera-
tions. Consequently, all of the above could adversely affect
ENDESASs business activities, results, financial position
and cash flows.

Likewise, ENDESAs insurance contracts are subject to
constant review by its insurers. It is therefore possible that
ENDESA may be unable to maintain its insurance contracts
under conditions similar to those currently in place in order
to meet possible increases to premiums or to covers which
become inaccessible. If ENDESA is unable to transfer a
possible premium increase to its customers, these addi-
tional costs may adversely affect its business activities,

results, financial position, and cash flows.

ENDESA manages its activities
with information technology that
uses the highest security and
contingency standards according
to the state of the art, such that it
guarantees operating efficiencies,
as well as the continuity of

the businesses, systems and
processes which contribute to
attaining its corporate objectives

The business aggregates with regard to technical complex-

ity, volume, granularity, functionality and varying situations
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handled by ENDESAs systems make their uses essential
and represent a strategic distinguishing element with re-
spect to industry companies. Specifically, ENDESAs main
computer systems handle the following business process-
es:

- Sales systems: marketing processes, demand fore-
casts, profitability, sales, customer service, claim man-
agement, hiring and the basic revenue cycle (validation
of meter reading, invoicing, collection management

and debt processing).

- Technical distribution systems: processes for managing
the grid, meterreading management, handling of new
supplies, network planning, field work management,
management of meterreading equipment with ad-
vanced remote management and energy management

capabilities.

- Generation systems, energy management and renewa-
bles: fuel management processes, meterreading man-

agement, trading risk management, etc.

- Economic and financial systems: economic manage-
ment, accounting, financial consolidation and balance

sheet processes of the Company.

Additionally, ENDESA is currently undergoing a process
of digital transformation, which involves increasing its ex-
posure to potential cyber-attacks that could jeopardise the
security of its systems and customer data bases, affect-
ing the Company's profits and undermine its customers'
trust.

Management of ENDESASs business activity through these
systems is key in order to perform its activity efficiently
and achieve its corporate objectives. However, the exist-
ence of policies, processes, methodologies, tools and pro-
tocols based on international standards and duly audited,
in addition to the development of a cybersecurity strategy

supported by a management framework and aligned with

international standards and government initiatives, does
not mean that ENDESA is exempt from technical incidents
that could have a negative impact on the technical continu-
ity of its business operation, the quality of its contractual
relationships with customers, or its results, financial posi-

tion and cash flows.

5.3.4. Financial risks associated
with ENDESA's business lines

Note 13 to the Financial Statements for the year ended
31 December 2018 lists the risk management and control
mechanisms.

ENDESA is exposed to interest rate
risk

Borrowings at floating interest rates are mainly tied to Eu-
ribor. Changes in interest rates in relation to financial debt
not covered or that is adequately covered may adversely
affect ENDESASs business activities, results, financial posi-
tion and cash flows.

Information relating to interest rate risk is provided in Note
13.1 to the Financial Statements for the year ended 31 De-
cember 2018.

ENDESA is exposed to foreign
currency risk

ENDESA is exposed to foreign currency risk, mainly in rela-
tion to the payments it must make in international markets
to acquire energy-related commodities, especially natural
gas and international coal, where the prices of these com-

modities are usually denominated in US dollars.

Therefore, this means that the fluctuations in the foreign
exchange rate could adversely affect ENDESAs business

activities, results, financial position and cash flows.
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Information relating to exchange rate risk is provided in
Note 13.2 to the Financial Statements for the year ended
31 December 2018.

ENDESA is exposed to credit risk

In its commercial and financial activities, ENDESA is ex
posed to the risk that its counterparty may be unable to
meet all or some of its obligations, both payment obliga-
tions arising from goods already delivered and services
already rendered, as well as payment obligations related
to expected cash flows, in accordance with the financial
derivative contracts entered into, cash deposits or financial
assets. In particular, ENDESA assumes the risk that the
consumer may not be able to fulfil its payment obligations
for the supply of energy, including all transmission and dis-

tribution costs.

ENDESA cannot guarantee that it will not incur losses as
a result of the non-payment of commercial or financial
receivables and, therefore, the failure of one or various
significant counterparties to fulfil their obligations could
adversely affect ENDESAs business activities, results, fi-

nancial position and cash flows.

Information relating to credit risk is provided in Note 13.4 to
the Financial Statements for the year ended 31 December
2018.

ENDESA's business depends on

its ability to obtain the funds
necessary to refinance its debt and
finance its capital expenses

ENDESA is confident that it will be able to generate funds
internally (self-financing), access bank financing through
long-term credit facilities, access short-term capital mar
kets as a source of liquidity and access the long-term
debt market in order to finance its organic growth pro-

gramme and other capital requirements, including its
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commitments arising from the on-going maintenance of
its current facilities. Furthermore, ENDESA occasionally
needs to refinance its existing debt. This debt includes
long-term credit facilities, obtained from both banks as
well as companies of the Group headed by ENEL, and

financial investments.

If ENDESA is unable to access capital under reasonable
conditions, refinance its debt, settle its capital expens-
es and implement its strategy, the Company could be
adversely affected. The capital and turmoil in the capital
market, a possible reduction in ENDESA's creditworthi-
ness or possible restrictions on financing conditions im-
posed on the credit facilities in the event financial ratios
deteriorate, could increase the Company’s finance costs
or adversely affect its ability to access the capital mar
kets.

A lack of financing could force ENDESA to dispose of or
sell its assets to offset the liquidity shortfall in order to pay
the amounts owed and this sale could occur under circum-
stances which prevent ENDESA from obtaining the best
price for said assets. Therefore, if ENDESA is unable to
access financing under acceptable conditions, ENDESAs
business activities, results, financial position and cash

flows could be adversely affected.

On the other hand, the conditions in which ENDESA ac-
cesses the capital markets or other means of financing,
whether within the Company or on the credit market,
are highly dependent upon the credit rating of the ENEL
Group, of which ENDESA is part. ENDESAs capacity to
access the markets and financing could therefore be ad-
versely affected, in part, by the credit and financial posi-
tion of ENEL, to the extent that it could determine the
availability of intercompany financing for ENDESA or the
conditions under which the Company accesses the cap-

ital market.
In this connection, the deterioration of ENELs credit rating

and, consequently, that of ENDESA, could limit ENDESAs

ability to access the capital markets or any other means
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of financing (or refinancing) from third parties or increase
the cost of these transactions which could adversely affect
ENDESAs business activities, results, financial position

and cash flows.

5.3.5. Tax risks
Technical tax risk

This is the possible risk that the tax authorities may de-
mand more contributions from the taxpayer than expect-
ed in relation to tax returns or returns not presented, or
in addition to the returns presented or unpaid tax, due to
different interpretations of laws or regulations or new reg-
ulations that may be introduced retroactively, in connection
with tax payable, late-interest penalties, fines or any other
item entailing tax debt. This risk is associated both with
compliance with current regulations and changes in their

interpretation.

The information relating to the tax periods open for review
is detailed in Note 15.10 to the financial statements for the

year ended 31 December 2018.

Any change to the tax legislation applicable or to its inter
pretation could affect ENDESAs tax obligations, entailing
fines, extra costs or increases in its obligations that could
adversely affect its business activities, outlook, operational
results, financial position and cash flows.

Reputational risk arising from tax
matters

The derived risk that the company’s main audience’s per
ception, assessment or opinion of it be seriously affected
due to the company’s own actions, events that are wrongly
or unfairly attributed to it, or due to events of similar nature
that affect the entire sector and are projected on the com-

pany in a more pointed or damaging fashion.

ENDESA could be held liable for
income tax and Value Added Tax
(VAT) charges corresponding to the
tax group of which it forms part or
has formed part

Since 2010, ENDESA has filed consolidated tax returns for
income tax purposes, as part of consolidated tax group
no. 572/10, the parent of which is ENEL, S.p.A. and ENEL
Iberia, S.L.U. The representative in Spain. Likewise, since
January 2010, ENDESA has formed part of the Spanish
consolidated VAT group no. 45/10, the parent of which is
also ENEL Iberia, S.L.U. Until 2009, ENDESA filed consoli-
dated tax returns as the Parent under group no. 42/1998 for

income tax and under group no. 145/08 for VAT.

Also, ENEL Green Power Espafa, S.L.U. (EGPE), a whol-
ly-owned ENDESA subsidiary, has been fully consolidat-
ed between 2010 and 2016 as part of the Group number
574/10 of which ENEL Green Power Espana, S.L.U. (EGPE)
was the Parent. From 1 January 2017 ENEL Green Power
Espafa, S.L.U. (EGPE) has paid taxes as part of tax group
number 572/10 of which ENEL, S.p.A. is the Parent and
ENEL Iberia, S.L.U. is the representative in Spain.

In accordance with the regime for filing consolidated tax
returns for purposes of income tax and VAT for company
groups, all of the Group companies that file consolidated
tax returns are jointly responsible for paying the Group's
tax charge. This includes certain sanctions arising from fail-
ure to comply with specific obligations imposed under the

VAT regime for company groups.

As a result of this, ENDESA is jointly responsible for paying
the tax charge of the other members of the consolidated
tax Groups to which it belongs or has belonged for all tax
periods still open for review. ENEL Green Power Espana,
S.L.U. (EGPE) is also responsible for this with respect to
the other members of the tax consolidation Group of which

it has formed part.
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Even though ENDESA or, where applicable, ENEL Green
Power Espana, S.L.U. (EGPE), has the right to recourse
against the other members of the corresponding consol-
idated tax group, it could be held jointly liable if any out-
standing tax charge were to arise which had not been duly
settled by another member of the consolidated tax Groups
of which ENDESA or, where applicable, ENEL Green Power
Espafa, S.L.U. (EGPE), forms or has formed part. Any ma-
terial tax liability could adversely affect the Company’s busi-

ness activities, results, financial position and cash flows.

5.3.6. Other risks

The ENEL Group controls the
majority of ENDESA's share capital
and voting rights and the interests
of the ENEL Group could conflict
with those of ENDESA

At 31 December 2018, the ENEL Group, through ENEL
Iberia, S.L.U., held 70.101% of ENDESA, S.A!s share cap-
ital and voting rights, enabling it to appoint the majority of
ENDESA, S.A’s Board members and, therefore, to control

management of the business and its management policies.

In addition, certain of the relationships that ENDESA cur
rently maintains with its principal international suppliers
and providers in the sector are, and will continue to be,
managed by ENEL, S.p.A.

The ENEL Group's interests may differ from the interests
of ENDESA or those of its shareholders. Furthermore, both
the ENEL Group and ENDESA compete in the European
electricity market. It not possible to ensure that the inter

ests of the ENEL Group will coincide with the interests of
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ENDESASs other shareholders or that the ENEL Group will
act in support of ENDESAS interests.

Information on balances and transactions with related par
ties is provided in Note 18 to the Financial Statements for
the year ended 31 December 2018.

ENDESA is involved in court and
arbitration proceedings

ENDESA is party to various ongoing legal proceedings re-
lated to its business activities, including tax, regulatory and
antitrust disputes. It is also subject to ongoing or possible
tax audits. In general, ENDESA is exposed to third-party
claims from all jurisdictions (criminal, civil, commercial, la-
bour and economic-administrative) and in national and in-

ternational arbitration proceedings.

Although ENDESA considers that the appropriate provi-
sions have been made for any legal contingencies, it has
not made provisions for all amounts claimed in each and
every one of the proceedings. In particular, it has not made
provisions in cases in which it is impossible to quantify the
possible negative outcome nor in cases in which the Com-
pany considers such negative outcome unlikely. No guaran-
tee can be made that ENDESA has allocated adequate pro-
visions for contingencies, that it will be successful in the
proceedings in which it expects a positive outcome, or that
an unfavourable decision will not adversely affect ENDE-
SA's business activities, results, financial position and cash
flows. Furthermore, the Company cannot ensure that it will
not be the object of new legal proceedings in the future,
which, if the outcome were unfavourable, would not have
an adverse effect on its business activities, operating re-
sults, financial position or cash flows.
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Information on litigation and arbitration is provided in Note
11.3 to the Financial Statements for the year ended 31 De-
cember 2018.

ENDESA is exposed to image and
reputation impairment risk

ENDESA is exposed to the opinion and perception project-
ed to different interest groups. This perception could dete-
riorate as a result of events produced by the Company or
third parties over which it has little or no control. Should
this occur, this could lead to economic detriment for the
Company due, among other factors, to increased require-
ments on the part of regulators, higher borrowing costs or
increased efforts to attract customers.

Although ENDESA actively works to identify and monitor
potential reputational events and interest groups affected,
and transparency forms part of its communications poli-
cy, there is no guarantee that it will not have its image or
reputation impaired which, since the outcome would be
unfavourable, will have an adverse effect on its business,
operating results, financial position or cash flows.

ENDESA is exposed to
sustainability risks

Sustainability issues are now much more relevant, and in

the years ahead they could increasingly affect some of the
risks faced by ENDESA. Among these emerging global

tendencies, the following factors have been identified as
those that could affect ENDESA most: loss of biodiversity,
terrorism, hydric stress, cybersecurity, inequality and so-
cial instability, involuntary large-scale immigration, extreme
climate events and environmental disasters and climate

change.

6. Policy on derivative
financial instruments

Information on derivative financial instruments is provided
in Note 14 to the financial statements of ENDESA S.A., for
the year ended 31 December 2018.

7. Human resources

At 31 December 2018, the Company had a total of 1,287
employees (1,360 employees at 31 December 2017).

The Company's average workforce in 2018 was 1,295 em-
ployees (1,405 employees in 2017).

By gender, at 31 December 2018, 49.2% of ENDESAs
workforce were male, and 50.8% were female.

Information on the workforce is provided in Note 19.1 to
the Consolidated Financial Statements of ENDESA S.A. for
the year ended 31 December 2018.
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Occupational health and
safety (OHS)

ENDESA S.A. considers the occupational health and safety
(OHS) of its employees to be a fundamental principle and
preserves it by developing a strong culture between em-
ployees and shareholders. In this regard, it ensures that
employees have a healthy and safe workplace environment

at all times and in all areas in which they act.

In 2018 and 2017 the main variations in occupational health

and safety indicators were as follows:

Main figures

2018 2017
Combined frequency index
(employees and other 1.39 1.26
contractors)'
Combined seriousness index? 0.05 0.08

' Combined frequency index = (Number of accidents / Number of hours
worked) x 106.

2 Combined seriousness index = (Number of days lost / Number of hours
worked) x 103.

8. Treasury shares

The Company did not hold any treasury shares at 31 De-
cember 2018 and did not carry out any transactions involv-

ing treasury shares in 2018.
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9. Environmental
protection

Information on the environmental activities is provided in
Note 20 to the financial statements of ENDESA, S.A. for
the year ended 31 December 2018.

10. Research

and development
activities

The Company did not carry out any research and develop-

ment activities directly as these fall within the remit of its
subsidiaries.

11. Information on
average payment
period to suppliers

Information on the average payment period to suppliers is
provided in Note 19.3 to the financial statements of ENDE-
SA S.A. for the year ended 31 December 2018.
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12. Annual Corporate
Governance Report as
required by Article 538
of Royal Legislative

Decree 1/2010, of 2 July

2010, approving the
Consolidated Text of
the Spanish Corporate
Enterprises Act

The 2018 Annual Corporate Governance Report, as re-
quired by Article 538 of Royal Legislative Decree 1/2010, of
2 July 2010, approving the Consolidated Text of the Spanish
Corporate Enterprises Act, forms an integral part of this
Management Report, and its contents are available on the

website of the Spanish National Securities Market Com-

mission (CNMV) at the following address:

https://www.cnmv.es/portal/consultas/EE/Informacion-

GobCorp.aspx?nif=A-28023430&lang=en

13. Non-financial
Statement as required
by Law 11/2018, of

28 December 2018,
amending the Code
of Commerce, the
Consolidated Text of
the Spanish Corporate
Enterprises Act
approved by Royal
Legislative Decree
1/2010, of 2 July 2010,
and Law 22/2015, of
20 July 2015, on the
auditing of financial
statements, on non-
financial and diversity
information

The Non-financial Statement as required by Law 11/2018,

of 28 December 2018, amending the Code of Commerce,

the Consolidated Text of the Spanish Corporate Enterprises

Act approved by Royal Legislative Decree 1/2010, of 2 July
2010, and Law 22/2015, of 20 July 2015, on the auditing

of financial statements, in the areas of non-financial and

diversity information, is included as Appendix | to this Man-

agement Report and forms an integral part thereof.

25 February 2019
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Appendix |

Non-Financial Statement

(Translation from the original issued in Spanish. In the event of discrepancy,
the Spanish-language version prevails)






Non-Financial Statement
of ENDESA, S.A.
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Organisation of ENDESA

1. Business model
for the management
and organisation of
Company activities

1.1. Name of the
organisation

ENDESA, S.A.

1.2. Activities, brands,
products and services

ENDESA, S.A. (hereinafter the “Company”) was incorpora-
ted as a company limited by shares under Spanish law on
18 November 1944 under the name Empresa Nacional de
Electricidad, S.A. and changed its name to ENDESA, S.A.
pursuant to a resolution passed by the shareholders at the

General Meeting of shareholders on 25 June 1997

Its corporate purpose is the electricity business in all its
various industrial and commercial areas; the exploitation
of primary energy resources of all types; the provision of
industrial services, particularly in the areas of telecommu-
nications, water and gas and those preliminary or supple-
mentary to the Group’s corporate purpose, and the mana-
gement of the corporate Group, comprising investments in

other companies.

142 Informe Anual 2018

The Company carries out its corporate purpose in Spain

and abroad through its investments in other companies.

The Company holds interests in Group and jointly contro-
lled companies and Associates, and consequently it is the
parent of a group of companies in accordance with current

legislation.

The Company's shares are officially admitted to trading on

the Spanish Stock Exchanges.

1.3. Location of the
registered office
Calle Ribera del Loira, n° 60

28042 Madrid
Spain

1.4. Location of operations

See section 1.7

1.5. Criteria for the
preparation of the Non-
Financial Statement

This document, which forms an integral part of the Conso-
lidated Management Report at 31 December 2018 of the
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ENDESA Group, was drawn up according to the require-
ments of Law 11/2018, of 28 December, which amends the
Code of Commerce, the consolidated text of the Spanish
Corporate Enterprises Act approved by Royal Legislative
Decree 1/2010, of 2 July, and Law 22/2015, of 20 July, on
Audit of Financial Statements, in matters of non-financial

information and diversity.

To provide this information, the ENDESA Group has fo-
llowed the precepts of the Global Reporting Initiative (GRI
Standards) and its "Electric Utilities Sector Supplement”

for the indicators listed in the attached Annex.

The scope of this Non-Financial Statement includes the in-
formation of ENDESA, S.A. for the year 2018.

1.6. Ownership and legal
form

ENDESA, S.Als activity is structured by business lines, gi-
ving the Company flexibility and the ability to respond to
the needs of its customers in the territories and busines-
ses in which it operates. For the organisation of its lines of
business, ENDESA works primarily through the following

companies:

-> ENDESA Generacion, S.A.U operates its electricity
generation activity in the mainland system and in the
Non-Mainland Territories (TNP), which include the Ba-
learic and Canary island territories and the self-gover
ning cities of Ceuta and Melilla and also includes hol-
dings in Gas y Electricidad Generacion, S.A.U. (100%),
Unioén Eléctrica de Canarias Generacion, S.A.U. (100%),
ENEL Green Power Espafna, S.L.U. (EGPE) (100%).

- ENDESA Red, S.A.U., whose purpose is to distribute
electricity to the consumption points and includes,
among others, ENDESA Distribucion Eléctrica, S.L.U.
(100%), and ENDESA Ingenierfa, S.L.U. (100%).

- ENDESA Energia, S.A.U, whose main business is the

supply of energy to customers wishing to exercise their

right to choose their supplier and take up the service on
the deregulated market. It owns holdings in ENDESA
Energia XXI, S.L.U. (100%), a company acting as a refe-
rence supplier for ENDESA and ENDESA Operaciones
y Servicios Comerciales, S.L.U. (100%), which provides
commercial services in relation to the supply of electri-
city. ENDESA Energia, S.A.U. supplies the deregulated
markets of Germany, France, the Netherlands and Por

tugal.

- ENDESA X, S.A.U. (100%), which develops and market
new services adapted to trends in the energy market.
Its business covers four areas: e-Home, e-Industries,
e-City and e-Mobility. These pursue opportunities in
electric mobility, demand management, distributed ge-
neration, energy storage and the enlargement of the
range of services provided to domestic, industrial and

institutional customers.

1.7. Markets supplied

ENDESA generates, distributes and sells electricity and
sells gas mainly in Spain and Portugal and, to a lesser ex-
tent, supplies electricity and gas to other European mar
kets, in particular Germany, France and the Netherlands,

from its platform in Spain and Portugal.

ENDESASs electricity generation and supply businesses are
managed jointly, in order to optimise its position as compa-

red to managing these activities separately.

The markets in which ENDESA carries out its activities are

described as follows:

- Generation: ENDESA carries out its electricity genera-
tion activities in the mainland system and in Non-Main-
land Territories, which include the Balearic and Canary Is-

lands and the self-governing cities of Ceuta and Melilla.

- Supply of electricity, gas and value-added products
and services: ENDESA markets electricity and VAPS in
all of Spain and Portugal
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- Distribution of electricity: ENDESA distributes electri-
city in 27 Spanish provinces and across 10 Autonomous
Communities (Andalusia, Aragoén, the Balearic Islands,
the Canary Islands, Castilla y Ledn, Catalonia, Valencia,
Extremadura, Galicia and Navarra) and the self-gover-
ning city of Ceuta, covering a total area of 195.487 km?
with a total population of nearly 21 million.

1.8. 2019-2021 Strategic
Plan; Objectives and
Strategy

ENDESA focuses its business on helping to respond to the

significant challenges faced by the societies where it ope-

rates, from a perspective of creating shared value. As a
result, the analysis of the pre-eminent social, environment,
economic and ethical trends and the significance of these
matters for its stakeholders are essential to guide the com-
pany’s Strategic Plan.

In this regard, ENDESAs 2019-2021 Strategic Plan es-
tablishes the following strategic pillars within the fra-
mework of a business plan focused on growth: Decar
bonisation, smart grids, customer value and increased
efficiency via digitisation. These strategic pillars are
directly associated with the Sustainable Development
Goals of the United Nations, as ENDESA is not only
aware of the very relevant role played by companies in
the compliance of these goals, but also of the business

opportunities they represent:

Strategic pillars

Growth oriented business plan

Smart
networks

9 INDUSTRIA,
INNOVACIONE
INFRAESTRUCTURA

Descarbonization
13 I:EEIIHIMEIIMA

L& 4

Efficiency through
digitalization

9 INDUSTRIA,

INNOVACIONE 9 INDUSTRIA,

INFRAESTRUCTURA INNOVACIONE
INFRAESTRUCTURA

- Decarbonization: As an example of its commitment to
decarbonisation of the industry, the company has es-
tablished its goal for 2050 of 100% electricity produc-
tion with zero emissions. The interim goals of reduction
involve lowering CO, emissions to 27 MtCO, in 2020,
versus those of 51 Mt in 2005 (reduction of 47% vs.
2005) and reducing the same to less than 20 MtCO, in
2030 (reduction of 44% vs. 2020).

This strategic pillar is embodied in:

A significant increase in renewable energies: In the
generation mix, renewable generation is our primary
platform for growth.

The goal of installed capacity for 2021 is based on in-
creasing wind and solar capacity by 1.9 GW vs. 2018
and thereby obtain 3.7 GW, while maintaining hy-
droelectric capacity at 4.8 GW. The total of installed

144 Informe Anual 2018

capacity of renewable energy in 2021 would increase
to 8.4 GW.

The production goal for 2021 is a total of 15.7 TWh, with
an approximate increase of 25% compared to 2018.
These 15.7 TWh are broken down into 8.2 TWh produ-
ced by wind and solar technologies and 7.5 TWh of hy-
droelectric production. Maintaining a sufficient number
of thermal generation plants to provide low-emission
and competitive support, guaranteeing safe supply and
reducing the impact on the environment by enhancing
the favourable impact of necessary environmental in-
vestments. As regards conventional generation, the Plan
envisions updating environmental requirements and im-
proving plant availability (average availability of 90% in
2021), and obtaining sustainable and efficient operation.

The Plan anticipates the closure of the Compostilla and
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Teruel facilities in 2020 and the implementation of BREF
(best available techniques) in the As Pontes plant. The
investment in BREF in the Litoral plant is now complete.
In the Balearic and Canary Islands, the Plan provides for
IED investments (Industrial Emissions Directive 2010/75/
EU/BREF). As regards batteries, the pilot project in the
Litoral de Almeria plant has been completed and new
projects are in place in As Pontes and the Canary Islands.
The goals for 2021 include 6.3 GW in conventional thermal
capacity, with a reduction of 2.1 GW vs. 2018, maintaining
nuclear capacity at 3.3 GW and off-mainland capacity of
4.3 GW, with a reduction of 0.2 GW compared to 2018.

Smart grids: The Plan has been drawn up from the con-
viction that grid digitisation and modernisation are essen-
tial for the integration of distributed resources, participa-
tion of demand and to ensure proper system operation
in a new energy model that increases electrification and
distributed generation. In sum, smart grids are consid-
ered to offer new opportunities for investment in energy
transition. It contemplates increasing the Company'’s ef-
ficiency on the path to excellence and its conversion into
a digital grid operator. Therefore, the Plan continuously
focuses on operating efficiency to improve service quali-
ty by reducing power disruptions and losses.

After the phase involving deployment of digitisation
and grid updating, investments will increase by ap-
proximately 100 million Euros, totalling 1.800 million
Euros for the 2019-2021 period. Of this amount, ap-
proximately Euros 800 million are currently allocated
to grid updating and Euros 1.000 million to grid digiti-
sation, including automation, modernisation and other
transformations. An additional investment of Euros 100
million in smart meters is included, whereby the total
investment amounts to Euros 1.900 million.

The goals for losses in 2021 amount to 8.9% which is
an approximate improvement of 5% compared to 2018.
Supply interruption is set at 52 minutes, a reduction of
25% with regard to 2018, while improving efficiency
(the OPEX ratio drops from €45/customer to €41/cus-
tomer in 2021).

Customer value: In this context, the customer is called
on to play a key and leading role in the penetration of
home and industry electrification, distributed genera-
tion, efficient consumption, electric mobility and the

rest of the components of the new energy model. This

has also been considered a key element in the ENDE-
SA strategy, based on customer value.

As regards customers, the four primary lines of action
contemplated in its Strategic Plan 2019-2021 are as fol-
lows: to consolidate the energy and gas businesses,
implement a strategy based on customer value, drive
innovation, new business models and digital platforms
and digitise customer-associated processes.

As regards the consolidation of the energy and gas
businesses, the 2019-2021 Strategic Plan seeks to
maintain the leadership in the electricity business by
increasing sales by 3% (up to 106 TWh in 2021) and
customers (10.9 million in 2021 vs. 10.8 million in 2018),
with a market share of 35%, improving the sustainabil-
ity of the integrated margin (from approximately €23/
MWh of 2018 to approximately €27/MWh in 2021). In
addition, the goal for gas is to fortify the Company's
position as the second largest gas operator (sales of
90 TWh, with a market share of 16% and a 19% in-
crease in customers to 1.9 million on 2021), increasing
the margin resulting from the substantial recovery of
fundamental market indicators.

As regards improving efficiency and customer experi-
ence, digitisation of customerassociated processes
and automation to reduce service costs are essential
factors. The 2019-2021 Strategic Plan includes a goal to
reduce service costs for electricity and gas customers
from €13/customer to €11/customer, with the aim of
maintaining stability in the current levels of customer
rotation in electricity (slight reduction to 10% in 2021)
and gas (at approximately the current 15%). The 2019-
2021 Strategic Plan anticipates a growth trend in all

digital KPIs:

Electronic billing: Customer increase of approximately

40%, reaching 3.9 million in 2021.

% of customer digital service: Reach 78% of custo-

mers in 2021 (vs. 72% in 2018).

Digital contracts: An increase of 19% (4.4 million in

2021 vs. 3.7 million in 2018).
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Furthermore, ENDESA X promotes key businesses for
decarbonisation, such as distributed generation, smart
lighting and electric mobility.

Thus, in the area of new businesses, ENDESA has es-

tablished the following goals:

> For maintenance and repair customers (e-Home) the
goal for 2021 in 2.5 million versus 1.8 million recor
ded in 2018.

> For energy infrastructure (e-Industries) the goal esta-
blished for 2021 is Euros 1.300 million, versus Euros
1.100 million in 2018.

> For points of light (e-City), the goal for 2021 is 130.000
compared to 95.000 in 2018.

> For charging stations (e-Mobility), the goal for 2021 is
41.000 versus 2.000 in 2018.

- Efficiency through digitalisation: ENDESA considers
digitisation of its entire value chain (generation, distri-
bution, marketing, people) as a key engine to improve
efficiency.

The most relevant aspects of this effort are:

> In distribution, digitisation of system processes and
integration, data-driven grids (quality plan, reduction
of losses, remote control) and smart meters.

> In marketing, advanced analyses, new platforms
(new CRM) channel digitisation (electronic billing,
etc.), new digital billing platform.

> In generation, predictive diagnosis, digital transfor
mation of employees and control system response.

> In ENDESA X (new businesses), the development of

digital platforms.

For further details concerning the 2019-2021 Strategic
Plan, please refer to the company’s website at https://
www.ENDESA.com/es/sobre-ENDESA/a201610-estrate-

gia-plan-estrategico.html

It is therefore clear that ENDESASs Strategic Plan seeks to
strengthen its position as a leader in the Iberian market and
obtain sustainable, long-term profitability for the sharehol-
der, while contributing to achieving the Sustainable Develo-
pment Goals of the United Nations (SDG), to which it made

a public commitment in 2016:
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- SDG 13 (Fight Against Climate Change): 100% decar
bonisation of the energy mix in 2050 with a road map
that sets out clear objectives for 2020, 2030 and 2040.

- SDG 9 (Innovation and Infrastructure): Investment of
Euros 1.3 billion over the period of the 2019-2021 Stra-
tegic Plan to be at the forefront of future energy develo-
pments through digitalisation and ENDESA X.

- SDG 7 (Clean and Accessible Energy): Electricity supply
to all vulnerable customers, through the implementa-
tion of the new social bonus and the adaptation of the
agreements signed with local authorities to guarantee

electricity supply to low-income customers.

ENDESA also contributes to the commitments made by its
parent company in relation to SDG 4 (Education), to which
it has made a public commitment to reach 164.000 bene-
ficiaries in the 2015-2020 period, and SDG 8 (Socioecono-
mic Development), where the company has publicly un-
dertaken to reach 241.000 beneficiaries in the same period

through the Company'’s social initiatives.

Thus, ENDESASs Strategic Plan is focused in creating sus-

tainable, long-term value.

1.9. Factors and trends that
can affect our progress in
the future

See the chapter on Risk Management in this document.
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2. ENDESA, S.A.
dimensions

2.1. ENDESA, S.A. in

figures
2016 2017 2018
PROFIT FROM OPERATIONS (millions of euros) 1,495 1,603 1,571
PROFIT FORTHE YEAR (millions of euros) 1,419 1,491 1,511
NO_N_-CURRENT IN1VESTMENTS IN GROUP COMPANIES AND ASSOCIATES 14,793 14,803 18,894
(millions of euros)
SHARE CAPITAL (millions of euros)’ 1,271 1,271 1,271
NON-CURRENT FINANCIAL DEBT (millions of euros)’ 4,928 4,955 10,371
FINAL HEADCOUNT (NUMBER OF EMPLOYEES)' 1,391 1,360 1,287
" At 31 December.
For further information on the figures for ENDESA, S.A.
and subsidiaries, see Chapter 1, section 2 of the Non-Fi-
nancial Statement and diversity in the Consolidated Ma-
nagement Report of the same for the year ended 31 De-
cember 2018.
2.2. Tax information by
country
(Data in millions of €) 2017 2018
Accounting IMpUesto sobre Accounting
Country Total income profit P S Income tax profit Income tax
Beneficios
before tax before tax

Spain 2,033 1,487 -99 1,998 1,461 -46
In 2018, the significant changes at the Company were as
follows:
- The acquisitions of the following companies, all of

which develop the wind and photovoltaic capacity
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awarded to ENEL Green Power Espana, S.L.U. (EGPE)

in 2017 capacity auctions:

Companies acquired in 2018

% Ownership
at 31 December 2018

% Ownership
at 31 December 2017

Acquisition Date Technology

Control Econémico Control Econémico
Valdecaballero Solar, S.L.U. 9 January 2018 Photovoltaic 100.00 100.00 — —
Navalvillar Solar, S.L.U. 9 January 2018 Photovoltaic 100.00 100.00 — —
Castiblanco Solar, S.L.U. 9 January 2018 Photovoltaic 100.00 100.00 — —
Parque Edlico Muniesa, S.L.U. 12 January 2018 Wind 100.00 100.00 — —
Parque Eodlico Farlan, S.L.U. 12 January 2018 Wind 100.00 100.00 — —
Aranort Desarrollos, S.L.U. 19 January 2018 Wind 100.00 100.00 — —
Bosa del Ebro, S.L. 21 February 2018 Wind 51.00 51.00 — —
Tauste Energia Distribuida, S.L. 23 March 2018 Wind 51.00 51.00 — —
Edlica del Cierzo, S.L.U. 23 March 2018 Wind 100.00 100.00 — —
San Francisco de Borja, S.A. 23 March 2018 Wind 66.67 66.67 — —
Energia Edlica Alto del Llano, S.L.U. 11 May 2018 Wind 100.00 100.00 — —
Sistemas Energéticos Campoliva, S.A.U. 17 July 2018 Wind 100.00 100.00 — —
Sistemas Energéticos Sierra del Carazo, S.L.U. 18 December 2018 Wind 100.00 100.00 — —
Sistemas Energéticos Alcohujate, S.L.U. 18 December 2018 Wind 100.00 100.00 — —

= On 3 April 2018, an agreement was signed, through
ENEL Green Espana, S.L.U. (EGPE), for the acquisition
of 100% of the share capital of the companies Parques
Edlicos Gestinver, S.L.U. and Parques Edlicos Gestinver
Gestion, S.L.U.

- Parques Eodlicos Gestinver, S.L.U. has installed wind
power capacity of 132 MV, distributed across five wind
farms located in the regions of Galicia and Catalonia.
Through this acquisition, ENDESA reinforces its pre-
sence in the Iberian generation market by expanding

the portfolio of renewable assets in its production mix.

- On 22 May 2018, ENEL Green Power Espana, S.L.U.
(EGPE) acquired 60.0% of the share capital of Edli-
ca del Principado, S.A.U., a company whose activity
consists of the generation of electricity through re-
newable wind technology, and in which it previously
held a 40.0% stake. As a result of this transaction,
ENDESA took full control of Eélica del Principado,
S.A.U. versus the significant influence it had until
that date.

= On 25 July 2018, ENDESA Red, S.A.U. acquired
94.6% of the share capital of Empresa de Alumbra-
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do Eléctrico de Ceuta, S.A., which includes 100% of
Empresa de Alumbrado Eléctrico de Ceuta Comercia-
lizacién de Referencia, S.A.U. and 100% of Empresa
de Alumbrado Eléctrico de Ceuta Distribucién, S.A.U.
Subsequently, in November and December 2018, an
additional 1.6% and 0.1%, respectively, of share capi-
tal was acquired, leaving the shareholding in Empresa
de Alumbrado Eléctrico de Ceuta, S.A. at 31 Decem-
ber 2018 at 96.3%.

Empresa de Alumbrado Eléctrico de Ceuta, S.A. has
more than 30.000 customers and is the leading electri-
city distribution and supply company in Ceuta, a region
where ENDESA carries out electricity generation activi-
ties. Therefore, this acquisition is coherent with the stra-
tegy of driving growth in distribution and supply in Spain
and Portugal.

ENDESA X, S.A.U. was created on 26 June 2018 to develop
and market new businesses adapted to trends in the ener
gy market. Its business covers four areas: e-Home, e-In-
dustries, e-City and e-Mobility. These pursue opportunities
in electric mobility, demand management, distributed ge-

neration, energy storage and the enlargement of the range
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of services provided to domestic, industrial and institutio-

nal customers.

4. Commitment
to a sustainable
energy model

4.1. Open Power
strategic
positioning

The encompassing macro-trends (climate change, urban
population concentration, empowerment of civil society,
technological and digital revolution) has resulted in a pro-

found change in the energy sector in recent years.

ENDESA has always been at the forefront of the different
progress in the energy sector, carrying safe, accessible
and sustainable energy to millions of people. Aware of this
change, the Company is situated in a new energy era that
is more open, participative and digital. Such positioning is
summarised in the concept of Open Power, which constitu-

tes the Company’s mission, vision and values:
2025 mission:

Open energy to more people

Open energy to new technologies

Open new ways of managing energy for consumers
Open energy to new uses

2 2 2 7

Open up ourselves to more employees
Vision:

- Open Power to affront some of the greatest challenges

in the world

Values:

- Responsibility
- Innovation
- Trust

>

Pro-activity

4.2. Sustainability Policy

Meeting ENDESAs economic, social and environmental
responsibilities in a balanced way, on the basis of ethical
criteria, is essential if it is to maintain its leading position
and strengthen it in the future.

Accordingly, ENDESAs sustainability policy aims to forma-
lise and specify the company’s commitment to sustainable
development, as evidenced by its Open Power strategic
positioning and the creation of shared value, ensuring that
the activity it carries out has a positive impact on the com-
munities in which it operates, as the best way of guaran-
teeing return for its shareholders in the short, medium and

long term.

Accordingly, the Sustainability Policy establishes nine spe-
cific commitments:

- Customers: commitment to digital quality, commercial
excellence and efficient energy consumption.

- Shareholders and investors: commitment to creating
value and profitability.

- People: commitment to personal and professional de-
velopment, diversity and work-life balance, and the oc-
cupational health and safety of the people who work
for ENDESA.

- Conduct: commitment to good governance, transpa-
rency and ethical conduct.

- Environment: commitment to reducing the environ-
mental footprint and protecting the environment.

- Innovation: commitment to innovation in technology
and the scope of services.

- Company: commitment to the socio-economic deve-
lopment of the communities in which the Company
operates.

- Institutions: commitment to developing public-private
partnerships to promote sustainable development.

- Employees: commitment of those who work with us

to be actively involved in sustainability.
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The commitments set out in the Sustainability Policy cons-
titute the basis and guidelines for ENDESAs conduct in the
promotion of a sustainable business model. Its compliance
is expressly supported by the Company’s senior manage-
ment, it concerns employees, contractors and suppliers,

and is evaluated by third parties:

- These commitments are fully integrated into day-to-
day work and are constantly reviewed and improved
through the definition of objectives, programmes and
actions that are included in successive Sustainability
Plans.

- ENDESA has monitoring and evaluation mechanisms
available that exhaustively measure the achievement of
these commitments. The Audit and Compliance Com-
mittee annually monitors the corporate social responsi-

bility strategy and practices.

- ENDESASs focus is on steady and fluid dialogue with
stakeholders, with the aim of incorporating their expec-
tations in a structured manner and in alignment with

its strategy.

- ENDESA is committed to the application of responsi-
ble communication practices as its principal vehicle of
transmitting the strength and solidity of its commit-
ment to sustainable development to its various stake-

holders.

5. Dialogue with
stakeholders

The stakeholders and their expectations are the founda-
tion from which ENDESA, S.A. articulates its sustaina-
bility strategy and serve to focus its industrial plan and
enable it to respond to these needs, reducing risks and
making the most of the business opportunities generated
by satisfying these expectations. Accordingly, the Com-
pany pledges for the promotion of on-going dialogue with
its stakeholders, with respect to which it reviews, identi-
fies and catalogues its stakeholders at regular intervals,

both at local and global level.

For further information see Chapter 1, section 5 of the

Non-Financial Statement and diversity in the Consolidated
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Management Report of ENDESA, S.A. and subsidiaries for
the year ended 31 December 2018.

6. Materiality study:
Identification of
priorities based

on dialogue with
stakeholders

6.1. Priority identification
process

In order to integrate stakeholder expectations in a structu-
red aligned manner with the Company’s purpose, ENDESA
annually performs a priority identification process to as-
sess and select the economic, ethical, environmental and
social aspects that are relevant for the stakeholders and for

the Company'’s strategy.

In 2018, ENDESA performed a materiality study, which ser
ved as a base to define the priorities of its 2019-2021 Sus-
tainability Plan. In 2018, ENDESA did this by conducting an
ad hoc analysis (focus group for social entities), updating
the information of trend and investor analyses and other re-
ports (such as the corporate reputation report and the cus-
tomer satisfaction survey, among others) and completed
this analysis with the result of the work performed in 2017,
amounting to more than 4.000 sources and representati-
ves of 18 different stakeholders, undertaking the following

analyses and tasks:
- Analysis of trends in the energy and sustainability area,
with a potential current or future effect on the Com-

pany's activity.

- Analysis of investors, proxy advisors and investment

analysts on sustainability matters.
- Review of the assigned significance and degree of ma-
turity of matters in the management of the main elec-

tricity companies.

- Analysis of media and social networks.
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- Telephone enquiries to different external stakehol-

ders.

- In-depth interviews with external stakeholders and fo-

cus group with industry and sustainability experts.
- Online enquiry to employees and focus group with key
employees in the management of the Company’s sus-

tainability matters.

- In-depth interviews of senior management of ENDESA.

Priority in business strategy

New solutions and
digitalisation

Operational efficiency .

- Focus group on more than 80 social organisations at

the national and local level

- Analysis of existing reports that include matters relating
to the Company’s sustainability: Corporate reputation
report, employee climate survey and customer satis-

faction survey.

The results of the combined analysis of the relevance in
the business strategy and priority for the stakeholders for

each item are expressed in the following chart:

Guidance to customer

Descarbonisation of
the energy mix

improvement
Health and Safety
Commitment ‘
to local communities “ . Good governance

Low priority

ethic conduct

Employees management,

motivation &
development

Environmental management

and compliance
e O

Sustainable Supply
Chain

Average priority High priority

Priority for stakeholders

As shown in the previous chart, among the most signifi-
cant matters for the Company’s sustainability are, as have
appeared in previous years the creation of economic and fi-
nancial value, the decarbonisation of the energy mix, good
governance and ethical corporate code, customer guidance
and the development of new solutions and digitalisation.

For further information see Chapter 1, section 6.2 of the
Non-Financial Statement and diversity included in the Con-
solidated Management Report of ENDESA, S.A. and subsi-
diaries for the year ended 31 December 2018.

7. ENDESA’s
Sustainability Plan

7.1. ENDESA's 2018-2020
Sustainability Plan (PES)

For ENDESA, sustainability has played a key role in defining
its business focus for years. To succeed in integrating sus-
tainability into the management of the business and into
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the decision-making processes, there must be maximum
alignment between the business strategy and the sustai-
nability strategy, so that both are aimed at the attainment
of the same objective and which are fed back to achieve it,
thereby generating economic value for the Company in the
short- and long-term.

The materiality analysis of ENDESAs Sustainability Plan is
used to shape the strategy defined in the Industrial Plan.
Indeed, ENDESAs Sustainability Plan (PES) 2018-2020 de-
fined 4 priorities for a sustainable business model aligned
with the 2017-2019 Strategic Plan: growth through low-car
bon technologies and services, optimisation of assets and
innovation, involvement and inclusion of local communities

and involvement and inclusion of our people.

Moreover, in a bid to guarantee the highest levels of excellen-
ce in terms of responsible business management throughout
the entire value creation chain, five transversal strategic pi-
llars were identified: good governance and ethical conduct,
occupational health and safety, environmental sustainability
and responsible supply chain, oriented towards the creation
of economic and financial value and with two transversal dri-

vers: digitalisation and a customer-centric approach.

With more than 100 quantitative management targets, EN-
DESA has responded to each of the priorities and strategic
pillars defined in its 2018-2020 Sustainability Plan (PES),

and has achieved overall compliance of 94%.

As part of its commitment to transparency and in a bid to
gain the confidence of its stakeholders, ENDESA discloses
compliance with its objectives and the courses of action
in the 2018-2020 Sustainability Plan (PES) in this Non-Fi-
nancial Statement (see following headings) and in the 2018
Sustainability Report, which will be available for consulta-

tion on its website www.ENDESA.com.

7.2. ENDESA's 2019-2021
Sustainability Plan (PES)

On 21 November 2018, ENDESA presented the update of
its 2019-2021 Strategic Plan to the investment commu-
nity. Moreover, and with the aim of achieving maximum
alignment between the sustainability strategy and that of
the business, ENDESA performed an analysis and a re-
flection, based on the results of the materiality study per
formed in 2018 for the design of its new 2019-2021 Sus-
tainability Plan. This plan is based on the achievements
and improvement opportunities identified in the previous
plan, thereby indicating procedural priorities for the co-

ming three years.

For further information see Chapter 1, section 72 of the
Non-Financial Statement and diversity in the Consolidated
Management Report of ENDESA, S.A. and subsidiaries for
the year ended 31 December 2018.

Structure of ENDESASs 2019-2021 Sustainability Plan
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Risk management

1. Risk control and
management policy

The Risk Management and Control Policy, approved by the
Board of Directors and applied at ENDESA and all subsidia-
ries, involves guiding and directing all strategic, organisatio-
nal and operating activities to enable the Board of Directors
to identify precisely the acceptable risk level, with a view
to the managers of the various business lines maximising
the Company’s profit, maintaining or increasing its assets
and equity and the certainty of this occurring above certain
levels, preventing future uncertain events from undermi-

ning the Company's profit targets.

The Risk Management and Control Policy defines ENDE-
SAs risk control system as an interlinked network of le-
gislation, processes, controls and IT systems, in which
global risk is defined as the risk resulting from the con-
solidation of all risks to which it is exposed, taking into
account the mitigating effects between the various risk
exposures and risk categories, enabling the risk exposure
of the Group’s business areas and units to be consolida-
ted and evaluated, and the corresponding management
information to be drawn up for decision-making on risk

and the appropriate use of capital.

The Risk Management and Control Process is based partly
on the ongoing study of the risk profile, applying current best
practices in the energy sector or benchmark practices in risk
management, criteria for standardising measurements and
the separation of risk managers and risk controllers. It is also
based on ensuring that the risk assumed is proportional to

the resources required to operate the businesses, always
respecting an appropriate balance between the risk assu-

med and the targets set by the Board of Directors.

The comprehensive risk management process consists of
the identification, measurement, analysis and monitoring
of different risks, together with their monitoring and con-

trol over time, based on the following procedures:

-> ldentification. The goal is to generate an exhaustive list
of risks (complete coverage) based on events that could
prevent, impair or delay the meeting of targets through
the coordinated and efficient participation of all levels of

the Company.

- Measurement. The objective of the two previous phases
is to obtain a final report, the Risk Map, with the prioritised
detail of each risk identified and assessed in descriptive
cards, graphs and tables. This will be the result of the eval-
uation process, and will provide a representation of the
Company’s situation at risk with the prioritisation of the

assessed risks.

- Control and monitoring. The objective of this phase
is to monitor risks and relevant management events. To
this end, indicators are identified to monitor the change
in risk comparable to the defined risk appetite. This ma-
nagement metric is used to give an alarm signal to an-

ticipate the risk and is reported periodically over time.

- Management. The purpose of risk management is to

implement actions aimed at adjusting risk levels at each
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level of the Company to the set risk tolerance and pre-

disposition.

This process sets out to secure an overview of risk to as-
sess and prioritise risks. It covers the main financial and
non-financial risks to which the Company is exposed, both
endogenous (due to internal factors) and exogenous (due
to external factors), set out on an annual map featuring the

main risks identified and establishing regular reviews.

Moreover, due to the increased interest in the control and
management of the risks to which the companies are expo-
sed, and given the complexity being acquired from identif-
ying this from a comprehensive point of view, the participa-
tion of employees is important at all levels of this process.
A risk mailbox has now been created for employees to help
identify market risks and come up with suggestions for
measures to mitigate them, thereby complementing the
existing top-down risk management and control systems
and mailboxes and specific procedures to send in commu-
nications in connection with breaches of ethical conduct,

criminal risks and employment risks.

Furthermore, the Board of Directors of ENDESA, S.A. also
approved a Tax Risk Management and Control Policy to gui-
de and direct all strategic, organisational and operating acti-
vities to enable the Board to identify precisely the accepta-
ble tax risk level, to ensure that the tax managers meet the
objectives set by the Risk Management and Control Policy
in respect of tax risks. The Tax Risk Management and Con-
trol Policy is the specific documentary manifestation of tax
control in the Fiscal Strategy approved by the Board of Di-
rectors of ENDESA, S.A., and is available on its website at
www.ENDESA.com.
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2. Criminal and
Anti-Bribery Regulatory
Compliance Policy

Organic Law 5/2010, which amends Organic Law 10/1995
of 23 November of the Criminal Code, established a ran-
ge of offences applicable to legal entities and referred to
the need to establish surveillance and control measures
for their prevention and detection. This legal regime was
reformed by Organic Law 1/2015, of 30 March, detailing
the requirements that allow legal entities to prove their di-

ligence in the field of criminal prevention and detection.

In accordance with the provisions of this Organic Law,
ENDESA has developed certain internal rules that have
satisfied the need for adequate control and management
systems applied in the area of criminal detection and pre-

vention, particularly in conduct to restrict bribery.

ENDESAs Criminal and Anti-Bribery Regulatory Complian-
ce Policy (hereinafter, “Compliance System”) includes a
comprehensive body of provisions, the basis of which is
the Criminal and Anti-Bribery Regulatory Compliance Poli-
¢y, which respects Spanish legal requirements in this area
and is also sufficient to meet the expectations reasonably
placed on organisations that operate with the highest le-
vels of commitment in advanced markets.

The main activities that take place in ENDESA for the effec-
tive application of the Compliance System are risk assess-
ment and control and surveillance of the same, thereby

guaranteeing its design and operation.

The Criminal and Anti-Bribery Regulatory Compliance Poli-
cy was approved by the Board of Directors on 6 November
2017 and supplements the Risk Control and Management
Policy; the former establishes the general principles of the
Compliance System, which underlies the contents and
application of all corporate internal rules, as well as the

conduct of the Organisation.
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3. Main sustainability
risks - Impacts, risks and
opportunities related

to environmental

and social matters

ENDESA is exposed to certain risks, which it manages by
applying risk identification, measurement, control and ma-
nagement systems. In this regard, the different types of
risk, financial and non-financial (among others, operational,
technological, legal, social, environmental, political and repu-
tational risks) faced by the Company are taken into account.
These aspects are included in the Company’s Risk Control
and Management System and are supervised by the Board
of Directors’ Audit and Compliance Committee (CAC).

In 2018, ENDESA updated the identification of emerging
sustainability risks with a medium- and long-term impact

Impact

Risks on water
resources .

Biodiversity loss

related to certain dimensions involving sustainability, as
it has done annually and systematically in the past. The
objective is to analyse the impact on the business and to
establish the measures required for their control and pre-

vention.

To do so, ENDESA used as reference the identification of
global risks prepared by the World Economic Forum after
consulting with 750 experts from the worlds of business,
universities, civil society and the public sector on the per
ception of global risks over a future period of 10 years.
This map was adjusted to the context of the operations of
ENDESA, S.A. and its investee companies, based on en-
quiries made by the Company to stakeholders as part of
the materiality study, thereby enabling the most significant
sustainability risks and the factors that may affect future

performance to be identified.

The resulting risks map does not change significantly from
that of the previous year, as no macro-trends have been
identified.

Climate Change
Mitigation and adaptation

. Extreme climate phenomena
and environmental catastrophes
Cibersecurity risks .
Terrorism

Inequality and social instability

. Large-scale involuntary

immigration

Probability

For further information see section 2 of the Risk Manage-
ment chapter in the Non-Financial Statement and diversity
in the Consolidated Management Report of ENDESA, S.A.
and Subsidiaries for the year ended 31 December 2018.
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Respect for human rights

1. Human rights
policy at ENDESA

ENDESA has a permanent commitment to the respect and
promotion of human rights. This commitment is reflected
in its corporate policies and shown by its adhesion to the
United Nations Global Compact, the two first principles of
which include supporting and respecting the protection of
human rights and non-complicity in human rights abuse.
Moreover, since it was founded, ENDESA has been a pio-
neer in activities that ensure respect for human rights in its
lines of business and its supply chain, by developing con-
tinuous processes to identify risks and potential impacts

regarding human rights.

Following the approval of the Guiding Principles on Busi-
ness and Human Rights by the United Nations, ENDESA
decided to formally adapt their historical commitment to
respect for and the promotion of human rights to this new
framework, integrating it into the management of business

activities.

Thus, in 2013 the Board of Directors of ENDESA, S.A.
approved the following human rights policy, in line with
the recommendations established in the Guiding Prin-
ciples. This policy covers ENDESAs commitment and
responsibilities with regard to all human rights, especia-
lly those that affect its business activity and operations
carried out by ENDESA workers, whether executives or
employees. In addition, the Company encourages its con-

tractors, providers and trade partners to adhere to the
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same principles, focusing particularly on conflictive and
high-risk situations.

The policy consists of eight principles covering two large
areas, which are labour practices and communities and so-

ciety:

Labour practices:

- Freedom of association and collective bargaining
- Rejection of forced or mandatory labour and child la-
bour

- Respect for diversity and non-discrimination

¥

Occupational health and safety

- Fair and favourable working conditions

Communities and societies:

- Respect for community rights
- Integrity: zero tolerance against corruption
- Privacy and communications

This policy can be found at www.ENDESA.com

2. The due diligence
process

With the aim of applying the commitments included in its
human rights policy, and following the recommendations
of the Guiding Principles, ENDESA is committed to establi-

shing appropriate due diligence processes that guarantee
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their implementation and tracking, thereby evaluating any
existing effects and risks associated with human rights and

implementing measures to mitigate these.

Along these lines, ENDESA carried out a due diligence
process in 2017 to assess the level of compliance with its
policy and the Guiding Principles. This process was imple-
mented throughout its business activity in Spain. including
electricity generation, distribution and supply activities, as
well as supply chain management, asset purchasing pro-
cesses and corporate functions.

This process was developed initially by identifying the le-
vel of country risk, with a subsequent assessment of the
real and potential impacts of ENDESA's activity on human

rights and, finally, by designing an action plan.

Given the importance that this matter has for ENDESA, the
entire process was submitted to the Audit and Compliance
Committee (CAC) on 29 January 2018 to inform it of the
most significant results of the due diligence process and
the plan of action that had been designed, for the purpose

of monitoring the process annually. Likewise, in its meeting

of 28 January 2019, the CAC was informed of the actions

taken in 2018 to comply with the mentioned action plan.

For further information see sections 2, 3 and 4 of the Res-
pect for Human Rights chapter in the Non-Financial State-
ment and diversity in the Consolidated Management Re-
port of ENDESA, S.A. and Subsidiaries for the year ended
31 December 2018.

3. Complaints
regarding violation of
human rights. Cases
of discrimination

and corrective
measures taken

In 2018, at ENDESA, S.A. there were no complaints regar
ding human rights (mobbing or corporate climate and hu-

man resources management).
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Corporate governance

1. Diversity of competences and viewpoints
of members of the boards of directors,
management and supervision by age, gender
and educational and professional background

1.1. Breakdown of the
highest governing body

Breakdown of ENDESAS board of Directors at 31-12-2018

Position on the board Name or corporate name of director Category of director Date of first appointment
Chairman Borja Prado Eulate' Executive 20/06/2007
Deputy Chairman Francesco Starace Proprietary 16/06/2014
Chief Executive Officer José Damiéan Bogas Gélvez Executive 07/10/2014
Director Alejandro Echavarria Busquet Independent 25/06/2009
Director Helena Revoredo Delvecchio Independent 04/11/2014
Director Miquel Roca Junyent Independent 25/06/2009
Director Ignacio Garralda Ruiz de Velasco Independent 27/04/2015
Director Francisco de Lacerda Independent 27/04/2015
Director Enrico Viale Proprietary 21/10/2014
Director Alberto De Paoli Proprietary 04/11/2014
Director Maria Patrizia Grieco Proprietary 26/04/2017
Secretary Borja Acha Besga — 01/08/2015

" Appointed as Chairman on 24/03/2009.
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Qualities and skills Diversity
Finance . . Yea_rs . .
and Risk Engineering Legal Management Strategy hoIdllng Nationality Gender Age
position

Borja Prado Eulate v v v v i SPA H 62
Francesco Starace v v v v 4 ITA H 63
José Bogas Galvez v v v 4 4 SPA H 63
Alberto De Paoli 4 v v 4 ITA H 53
Miquel Roca Junyent v v v v 9 SPA H 78
Alejandro Echevarria Busquet v v v 9 SPA H 76
Maria Patrizia Grieco v v v v 1 ITA M 66
Enrico Viale v v 4 v 4 ITA H 61
Helena Revoredo Delvecchio v v v 4 ARG M 71
Ignacio Garralda Ruiz de Velasco 4 4 v v 3 SPA H 67
Francisco de Lacerda v 4 4 3 PORT H 58

1.2. Appointment and
selection of the highest
governing body

Article 9 of the Board of Directors Regulations.- Selection,
appointment, ratification and re-election of directors stipu-
lates that: "At the proposal of the Appointments and Re-
muneration Committee, the Board of Directors will appro-
ve a specific and attestable policy for selecting candidates
for the role of director, which ensures that the proposed
appointments of directors are based on a prior analysis of
the Board's requirements, and favours diversity of knowle-

dge, experience and gender”

To this end, on 10 November 2015 the Board of Directors
approved a Policy for the Selection of Board Members (mo-
dified on 18 December 2017 to improve the technical con-
tents of the policy and adapt to best practices of corporate
governance) that is concrete and verifiable and intends to
integrate distinctive professional and management expe-
rience and expertise (including economic-financial and le-
gal experience and expertise and that specifically associa-
ted with Company business) while promoting, insofar as

possible, gender and age diversity.

Likewise, Article 9 of the Board of Directors’ Regulations
states that “Proposals for the appointment, ratification
or re-election of directors formulated by the Board sha-
Il be made in respect of persons of recognised prestige,
who possess the adequate professional experience and

knowledge to perform their duties, and who assume a

commitment of sufficient dedication to perform the tasks

of the former.

The General Shareholders’ Meeting or, if applicable, the
Board of Directors shall have the authority to appoint the
members, in accordance with the Spanish Corporate En-
terprises Act and the Articles of Association. The position

of director may be renounced, revoked and re-elected.

The proposed appointment, ratification or re-election of Di-
rectors made by the Board of Directors to the General Sha-
reholders’ Meeting or approved by the Board of Directors
in the former case, shall be made at the proposal of the
Appointments and Remuneration Committee, in the case
of Independent Directors, and following a report by said

Committee for all other types of Directors"

1.3. Diversity in governing
bodies

Article 5 of the Policy for the Selection of Directors (appro-
ved on 10 November 2015 and modified on 18 December
2017, with the aim of improving the technical content of
the policy and adapting it to the best practices of corporate
governance) sets forth the Company’s commitment to pro-
mote gender diversity: “ENDESA is convinced that diversi-
ty, in all its facets and at all levels of its professional team,
is an essential factor to ensure the Company’s competiti-
veness and a key component of its corporate governance
strategy that not only encourages critical stances, but also
the expression of diverse viewpoints and positions and the

analysis of their positive and negative characteristics.
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Therefore, it ensures equal opportunities and fair treatment
in people management at all levels, maximising the value
contribution of those elements that differentiate people
(gender, culture, age, capacities, etc.), promoting the par
ticipation and development of women in the Organisation,
especially in leadership positions and, in particular, on the
Board of Directors.

In this regard, the Policy for the Selection of Directors will
promote the goal of the number of female directors repre-
senting, at least, 30% of the total members of the Board
of Directors by 2020"

1.4. Remuneration of
Directors

The remuneration of directors for their role as such is com-
prised of the following items: a fixed monthly salary and
per diems for attendance at each meeting of the Com-

pany’s management bodies and their committees.

- The “fixed monthly salary’ as per the release date of this
report, matches the amount allocated for this item sin-
ce January 2013, which stands at Euros 15.6 thousand
gross. This item also includes Euros 1 thousand gross
per month for the positions of Chairman of the Audit and
Compliance Committee and of the Appointments and
Remuneration Committee and Euros 2.1 thousand gross

per month for the position of Coordinating Director.
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- -Per diem for attendance at the meetings of the Board
of Directors, Audit and Compliance Committee and the
Appointments and Remuneration Committee, which as
per the release date of this report continues to be the
amount approved by the Board on January 21 2013 and

stands at Euros 1.5 thousand gross.

The average remuneration of directors in 2018 for perfor

ming their duties as such is detailed below:

Media total Media hombre Media mujer % diferencia

Fixed 194.71 19751 187.71
Per diem 38.42 42.97 27.05
Total 233.13 240.48 214.76 12%

The ENDESA Board of Directors is comprised of 11 direc-
tors. However, the data are calculated for the seven Direc-
tors (five men and two women) who receive remuneration
for their duties as such. The other four directors (all men)
have refused to receive remuneration as directors for their
duties as such and therefore have not been included in the

calculation so the average is not altered artificially.

Although the amounts of remuneration items are the same
for men and women, there is a difference of 12% in avera-
ge remuneration, due to the number of per diems that co-
rrespond to belonging or not to the Board Committees and
attending meetings (only one of the female directors forms
part of two committees); in addition, this female director
does not hold the position of chairman and, therefore, does

not receive the corresponding remuneration.
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Fight against corruption

and bribery

1. Material aspects
and objectives

1.1. List of material aspects

Integrity and ethical behaviour are fundamental pillars
that guarantee responsible management of a company.
In recent years, the ethical conduct of listed companies
has come under increased scrutiny by markets, regulators
and society in general. Among other factors, ENDESAs
financial performance is conditioned by strict compliance
with ethical standards and principles, both internally and
as regards its external relationships. Thus, ENDESASs ethi-
cal conduct has paved the way for the generation of trust
among its shareholders and investors, and has become a
differentiating factor of the company brand in building cus-
tomer loyalty, evidenced by its economic results which, in
turn, contribute to consolidate ENDESASs leadership and

benchmark status in the market.

Enquiries conducted by ENDESA with its most significant
stakeholders revealed the following primary aspects asso-
ciated with management of integrity and ethical conduct:
integrity in the organisational model and management of
good corporate conduct, transparency in communications
(financial, taxrelated and sustainability) and relationships

with institutions.

1.2. How the Organisation
manages each material
aspect - ENDESA's
Sustainability Plan (PES)

Through the ENDESA Sustainability Plan and the imple-
mentation of its ethics compliance model, ENDESA meets
these expectations and establishes objectives and measu-

res to fulfil this purpose.

For more information on the degree of compliance of EN-
DESAs 2018-2020 Sustainability Plan with ethical conduct
priorities and the new goals established within the fra-
mework of ENDESAs 2019-2021 Sustainability Plan, refer
to the chapter on the Fight against corruption and bribery in
the Non-Financial Statement included in ENDESA, S.A. and
subsidiaries Consolidated Management Report for the year
ended on 31 December 2018.

2. Policies implemented
by the Company
regarding Corruption
and Bribery

ENDESA is fully committed to complying with the ethical
principles and all current legislation and regulations gover
ning its relationships with its stakeholders, and in all the

activities it undertakes.
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The Company has in place a Code of Ethics, a Zero Corrup-
tion Tolerance Plan and other rules, in accordance with the
most advanced “compliance” models, which set forth the
values, commitments and ethical responsibilities taken on
by all its employees. Furthermore, among other aspects,
ENDESA has established specific procedural protocols to
guide the actions of its employees in relation to the accep-
tance and offering of gifts and courtesies, and to dealings

with civil servants and authorities.

Likewise, ENDESA has a criminal offence prevention mo-
del that complies with the regulations applicable to the
Group in the area of the criminal liability of the legal entity.
The document entitled “General Principles for the Preven-
tion of Criminal Risk” contains a summary of the guiding
principles of action also applicable to all employees. These
encompass the key Company values to achieve its busi-
ness objectives and to prevent the occurrence of criminal

risks within the Company.

The Code of Ethics, the Zero-Tolerance Plan Against
Corruption, the General Principles for Criminal Risk Pre-
vention, the Protocol for Best Practices in Dealing with
Civil Servants and Public Authorities and the Corporate
Integrity Protocols can be found on the website: https://
www.ENDESA.com/es/inversores/a201611-conduc-

ta-etica.html

2.1. Code of Ethics

The Code of Ethics is comprised by:

- 16 General Principles governing relations with stakehol-

ders that define ENDESA's benchmark business values.

- The Standards of Conduct for dealing with each stake-
holder, enshrining the specific guidelines and rules
which ENDESA professionals must adhere to in order
to uphold the general principles and avoid unethical
conduct.

- The Implementation Mechanisms, describing the orga-
nisational structure of the Code of Ethics, responsible
for ensuring that all employees are aware of, unders-

tand and comply with the Code.
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Likewise, as established by the Code of Ethics, ENDESA
does not finance political parties, their representatives or
candidates, either in Spain or abroad, nor does it sponsor
conferences or parties whose sole purpose is political pro-

paganda.

It abstains from any manner of direct or indirect pressure
on political exponents (e.g., resulting from public tender
awards to ENDESA, acceptance of suggestions for con-

tracts, consultancy agreements, etc.).

2.2. ZeroTolerance Plan
against Corruption

ENDESA has an anti-corruption plan in place: the Zero Tole-
rance Plan against Corruption, which represents the Com-
pany’s specific commitment to the fight against corruption
and its total rejection of any of its forms, in compliance
with Principle 10 of the Global Compact, of which ENDESA
is a signatory. “Businesses should work against corruption

in all its forms, including extortion and bribery"

2.3. Anti-bribery policy

In 2017, the “Criminal and Anti-Bribery Regulatory Com-
pliance Policy” was prepared which, together with those
cited above, constitute the ENDESA Group’s “Criminal and
Anti-Bribery Regulatory Compliance System’ which is an
integrated body of provisions that not only comply with the
Spanish legal requirements in this area, but which are also
sufficient to meet the expectations reasonably deposited
in the organisations that operate with the highest levels of
commitment in advanced markets as the ENDESA Group

does.

ENDESA is aware that certain criminal acts identified un-
der the generic name of “bribes” constitute a phenomena
which, among other effects, raises serious moral, econo-
mic and political concerns, undermines good governance,
hinders development, destroys confidence in the institu-
tions and interferes in the correct and efficient functioning
of markets. Accordingly, the Criminal Regulatory Complian-
ce System pays special attention to the prevention, detec-

tion and adequate reaction against such strictly forbidden
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conduct, transmitting the importance of the contribution
of the entire Organisation to the fight against all manner
of "bribery”

The main procedures that ENDESA will perform on an on-
going basis to effectively apply the Criminal Regulatory
Compliance System are as follows:

- Evaluation of risks and control activities. The identifi-
cation of activities in which criminal offences may be
committed are coordinated by the Supervision Commi-

ttee and by the process heads within the Organisation.

- Supervision activities: Criminal Regulatory Compliance
System, action plans to affront shortcomings, response

to non-compliance and information and communication

2.4. Criminal Risk
Prevention Model

ENDESA has a Criminal Risk Prevention and Anti-Corrup-
tion Model (hereinafter, the Model), which provides the
Company with a control system for the purpose of preven-
ting or significantly reducing the risk of criminal offences
within the Company, complying with the Spanish Criminal
Code on the criminal liability of legal entities, a system in-

troduced into the Spanish legal system in 2010.

The Audit and Compliance Committee is tasked with su-
pervising the functioning of and compliance with the
Model and the functions of the Supervision Committee,
responsible, among other tasks, for the monitoring of and
compliance with the Model. The Supervision Committee
consists of the General Audit Director, the General Secre-
tary and Secretary of the Board of Directors (who is the
Committee Chair), the General Director of Corporate Legal
Counsel and Compliance, the Director of Business Legal
Counsel and the Director of Human Resources and Orga-

nisation.

In 2018, the Supervision Committee met on five occasions
and, at those sessions, it monitored the main matters re-
lating to the Criminal Risk Prevention and Anti-corruption

Model, even envisaging the involvement of heads from di-

fferent areas of the Company to inform the Committee on

significant matters relating to its competencies.

At the beginning of each year, the Supervision Committee
prepares an Activity Programme, in which it establishes
priorities in line with qualitative criteria based on a risk
approach, for the development of which, and based on the
powers granted and on the specialisation required, it leans
on the General Management of the Audit, Legal Advisory
and Human Resources and Organisation Departments.
Furthermore, once a year, it submits a report on the execu-
tion of the programme to the Audit and Compliance Com-
mittee, including details of the activities performed and the

conclusions reached.

Noteworthy among the activities performed in 2018 were

as follows:

- The review, update and assessment of events involving
the risk of offences and the adaptation and update of

their mitigating controls included in the Model's matrix;

- Verification of the adequate effectiveness and functio-
ning of the Model, through a review of the adequate
design and operation and testing of certain control ac-

tivities,

- The performance of various training and information ini-
tiatives for Company employees on the framework of
ethical reference and of criminal prevention compliance
in force at ENDESA.

- Review and update of the Model to retain the certifica-
tes accrediting the Criminal Compliance Management
System, in accordance with the UNE 19601:2017 stan-
dard and an anti-bribery management system in confor-
mity with the UNE-ISO 37001 standard.

Of the activities performed in the year, it was concluded
that ENDESA's Criminal Risk Prevention and Anti-corruption
Model is operative at all significant Group companies, and
that it is being effectively executed and is generally suitable
to reduce the risks of committing offences defined in the

applicable regulations.
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3. Cases of
corruption complaints
and corrective
measures taken

In 2018, ENDESA, S.A. received one complaint through the
Ethics Channel, which was investigated and closed and
had nothing to do with corruption. No cases of non-com-

pliance with the Code of Ethics were verified.

Complaints related with corruption

2017 2018
Conflicts of interest/Corruption 0 0
Fraud or robbery of the Company. /
1 0
Undue use of resources
Total 1 0

4. Measures to combat
money-laundering

ENDESA does not fall subjectively within the application
of Law 10/2010, dated 28 April on the prevention of money
laundering and terrorism financing (Article 2) and other re-
gulations that implement the same, or applicable EC regu-
lations, notwithstanding its absolute respect for the legal
provisions in this matter that may be applicable to ENDE-

SAs commercial trade.

Notwithstanding the above, ENDESAs Criminal Risk Pre-

vention and Anti-corruption Model, which is a structured
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and organic system of surveillance and control procedures
and activities that are ideal for the prevention of offences,
explicitly states the offence of money laundering within its
scope of application and is thereby considered an adequate
and sufficient measure to prevent these criminal offences,
given the change in ENDESA’s activity. The ENDESA Model
contemplates 25 specific control activities against the risk

of money laundering in the various Group Companies.

As a key element of the Model, ENDESA promotes a cul-
ture of compliance by training employees in this area. The
Company has launched an on-line course on the Model,
the contents of which deal with the offences considered by
the Spanish Criminal Code to involve criminal accountabili-
ty for legal entities and focused on those that apply to the

context of ENDESA, and which include money laundering.

Since October 2017 the Model holds the UNE-19601/2017
certification for “Compliance Management Systems’ as
well as the UNE-ISO 37001/2017 certification for "Anti-bri-

bery Management Systems”

There are also policies and procedures in place that regu-
late certain Company processes that may entail risks as-
sociated with money laundering, some examples of which

are as follows:

- Policy 104 on the analysis of counterparties.

- Policy 162, which applies to all parties subject to sco-
ring and which requires a declaration of integrity from

suppliers.

- Organisational Procedure 209, on the verification of su-

pplier trustworthiness in purchasing processes.
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Environmental

sustainabllity

1. Material aspects
and objectives

1.1. List of material aspects

In 2018, ENDESA identified the decarbonisation of the
energy mix and the minimisation of environmental impacts
as the most significant environmental aspects to promote
a sustainable business model and, accordingly, with res-
pect to which the Company must continue to progress in
order to comply with the expectations of the stakeholders
in the enquiries made within the framework of the 2018

materiality study.

Climate change is currently the primary environmental is-
sue for companies in the energy industry. In 2017, electrici-
ty generation in Spain was responsible for 21% of green-
house gas emissions (GHG)', although it should be noted
that it was the warmest and second driest year since 1965,
which resulted in greater is of thermal power plants. EN-
DESA is aware of its role in this regard and of its capacity to
contribute to achieving a low-carbon economy. Therefore,
among its priorities is the gradual reduction of greenhou-
se gas emissions (GHG) associated with the generation
of electrical energy by increasing its presence in renewa-
ble energy and optimising the management of traditional
technologies. The aim is to achieve this, notwithstanding
its public commitment to decarbonise the energy mix by
' MITECO: Information note on the Advance of Greenhouse Gas
Emissions corresponding to 2017: https://www.miteco.gob.es/es/cali-

dad-y-evaluacion-ambiental/temas/sistema-espanol-de-inventario-sei-/
notaresultadosavance-2017_tcm30-457778.pdf

2050, which will be attained by following the road map es-
tablished in its Strategic Plan 2019-2021.

Protecting the environment and minimising environmental
impact have become one of the primary factors that shape
the status of opinion involving companies in the industry.
Moreover, regulations have become notably stricter, which
has increased the level of requirements for companies to
minimise their environmental footprint. Thus, always com-
mitted to environmental management excellence, ENDE-
SA continues to assume among its environmental priori-
ties aspects such as the improvement of air quality, the
efficient use of energy and the promotion of a responsible

consumption of water resources.

1.2. How the Organisation
manages each material
aspect - ENDESA's
Sustainability Plan (PES)

ENDESA includes the material aspects detected in its sus-
tainability plans and sets quantitative goals focused on pro-
moting excellence in plan management in order to assess

the level of commitment and performance achieved.

For more information on the degree of compliance of EN-
DESAs 2018-2020 Sustainability Plan with environmental
priorities and the new goals established within the fra-
mework of the ENDESA 2019-2021 Sustainability Plan, re-
fer to the chapter on the environmental sustainability in the
Non-Financial Statement included in the ENDESA, S.A. and
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subsidiaries Consolidated Management Report for the year
ended on 31 December 2018.

2. Environmental policy

ENDESA approved and published its first environmental
policy in 1998. Since then, it has evolved to adapt to the

current environmental concerns.

ENDESA considers environmental excellence to be a key
value in its business culture. Accordingly, it performs its
activities by respecting the environment, in line with sus-
tainable development principles, and is firmly committed
to the conservation and sustainable use of its resources.
Its policy is based on nine basic procedural principles, as

detailed below:

- Integration of environmental management and the
concept of sustainable development into corporate
strategy, using environmental criteria documented in
the planning and decision-making processes, and in
the analyses of new business opportunities, mergers

or new acquisitions.

- Permanent monitoring, at all locations, of complian-
ce with the legislation in force and with the voluntary
agreements acquired, and regular reviews of its plants’
environmental performance and safety, reporting on

the results obtained.

- Establishment of adequate management systems, ba-
sed on continual improvement and aimed at preventing

pollution.

- Sustainable use of energy and water resources and
raw materials, and the measurement and reduction of
the environmental impact by applying the best techni-

ques and practices available.

- Protection, preservation and enhancement of biodiver
sity, ecosystems and its services during operations as-
sociated with its business; reducing negative impacts
to a minimum and compensating for residual impact,

focused on the goal of No Net Loss of Biodiversity.

- Contribution to the fight against climate change throu-

gh gradual decarbonisation of the energy mix, fostering
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the development of renewable energies, energy effi-
ciency and the application of new technologies.

- Awareness raising of and sensitivity to environmental
protection issues, through internal and external trai-
ning programmes and collaboration with public-sector
authorities, institutions and citizens’ associations in all

areas in which it is active.

- Establishment of a constructive dialogue with public
authorities, official bodies, shareholders, customers,

local communities and other stakeholders.

- Asking contractors, suppliers and business partners
to implement environmental policies based on these

same principles.

3. Business model:
Fight against
climate change

For ENDESA, the fight against climate change is one of
the greatest challenges that must currently be faced by
companies, and the electric utility is aware that the energy

sector is one of the most affected industries.

ENDESA occupies a leading position in the fight against
global warming by the European Union. In this context, the
challenge of the decarbonisation of the energy mix is exa-
mined, together with the opportunities arising from such

challenge.

ENDESASs Strategic Plan aims to consolidate its leadership
position on the markets in which it operates, taking into ac-
count the impact of climate change on the energy business
model and the transition to a new energy eco-system, re-
ducing the risks represented by its business, and maximi-
sing the opportunities that will be offered by this transition

and this new eco-system.

ENDESA has an ambitious emissions reduction plan to
decarbonise the generation mix by 2050, consistent with
the national and European goals set forth in the 2050 Road
Map and the 2030 Energy and Climate Package. This Plan
contemplates a gradual increase in electricity that is free of
CO, with the aim of reaching 100% in 2050 and interme-
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diate goals of approximately 55% and 65% of generation
mix free of CO, for the years 2005, 2020 and 2030, res-

pectively.

Thus, ENDESA's strategy consists in investing in low-coal
generation technologies and to increase the value of coal-
free energy production. This represents an opportunity for
ENDESA. Accordingly, in 2016, ENDESA acquired 60% of
the share capital of ENEL Green Power Espafia, S.L.U.,
a company in which it previously held a 40% holding, in
order to comply with the 2050 decarbonisation objective.
This investment is the result of the commitment acquired
by the Company in the search for new opportunities and
technologies that generate value and with respect to which

it will continue to work in the future.

To consolidate its commitment with the decarbonisation
road map, in its 2019-2021 Strategic Plan, ENDESA has set
a goal to increase installed renewable energy capacity by
over 30% by 2021, with an associated investment of Euros
2.000 million.

It is important to highlight that the decarbonisation drive in
Europe has, to date, focused especially on the energy sector
and revealed the need for greater participation of other sec-
tors in these efforts. In line with the above, there has been
a growing relevance in policies centred on mitigating Green-
house Gases (GHG) associated with the transport sector,
which is responsible for approximately 27% of all emissions
in the European Union. Within this sector, transport by land
is the largest culprit, representing more than 70% of all GHG

emissions associated with transport in 2016.

In 2018 regulations to distribute the drive were approved
to guarantee new emission reductions in sectors outside
the scope of the European Union's emission rights trading
system for 2021-2030°. The goal of the European Union to
reduce emissions in non-ETS sectors is 30% for the 2021-
2030 period. To ensure fair distribution of diffuse emission
reduction efforts, the new regulation establishes binding
goals so countries comply with the European target. Spain
must reduce its CO, emissions associated with the non-
ETS sector by 26% with respect to its 2005 levels by 2030,

2 Regulation (EU) 2018/842 of the European Parliament and Commis-
sion, dated 30 May 2018, on binding annual reductions of greenhouse
gases by member states between 2021 and 2030 that contribute to
climate change, with the aim of meeting the commitments adhered
to within the framework of the Paris Agreement and which amends
Regulation (EU) 525/2013.

under the agreement reached, which maintains the distri-

bution initially proposed by the European Commission.

Transport emissions in Spain have increased nearly 50% sin-
ce 1990. The transport industry is one of the main sources
of carbon dioxide (CO,) emissions in the Spanish economy,
representing nearly 26% of all emissions, according to the
Provisional Results of the Greenhouse Gas Inventory for
2017 published in July 2018 by the Ministry of Ecological
Transition (MITECO). Therefore, one of the basic objectives
of the future Climate Change and Energy Transition Act will

be to promote a policy for sustainable transport and mobility.

For all the aforementioned reasons, the fundamental cha-
llenge of developed societies regarding mobility is to evol-
ve towards low coal consumption economic models and
to reduce pollution, primarily in cities. ENDESA aspires to
lead the response to this challenge by promoting electrifi-
cation of the energy demand and efficient consumption,
by developing plans and programmes intended to enhance

electric mobility, smart grids and energy efficiency.

The energy sector is partly responsible for climate change
and will also be affected by its influence, as its consequen-
ces will affect the entire value chain, from generation to

distribution.

Thus, ENDESA integrates these considerations not only
in its environmental (and climate) management policy but
also as a significant component of Company decision-ma-
king, by way of an internal adaptation project that contem-
plates both assessment of internal vulnerability to identify
and prioritise climate components susceptible of genera-
ting risks for the Company’s activity (generation and dis-

tribution) and evaluating future benefits and opportunities.

The conclusions of this project show that the risks to which
the business lined would be subject to can be classified as
low and very low, in addition to which they are expected to

materialise slowly and in the future.

In any event, ENDESA has been working on this matter
2009, through numerous projects that include the analysis
of aspects associated with adaptation to climate change, as-
sessing the climate impacts on its facilities (a pioneer initia-
tive for which the former Ministry of Agriculture and Fishing,
Nutrition and the Environment (MAPAMA) (currently MI-
TECO) selected the Company as the representative of the
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energy sector for the ADAPTA | and Il initiative; innovation in
urban resilience versus climate change (RESCCUE), analysis
of the implications of global change in the hydroelectric bu-
siness and surrounding ecosystems, development of early
warning systems versus climate change (ANYWHERE, in-
cluded in the H2020 initiative of the EU), and the analysis
and monetising of the effect of climate change on the inte-

grity and operation of electricity distribution infrastructures.

4. Environmental
management and key
performance indicators

These key environmental performance indicators at ENDE-
SA, S.A. derived from the activities carried out by its subsi-

diaries, given that the consumption of fuel, energy, energy
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intensity, water, admissions and impact on air quality by
ENDESA, S.A. is irrelevant compared to that of its investee
companies, which are those that carry out operating indus-
trial activities with relevant impacts on these indicators.
The same applies to the environmental assessment or cer
tification processes, resource used for the prevention of
environmental risks, greenhouse gas emissions generated
as a result of the company’s activities, noise contamina-
tion, circular economy and other items, such as waste ma-
nagement and use of renewable energy. Therefore, these
indicators are monitored in a consolidated manner, as are
measures to preserve and restore biodiversity and impacts
caused by activities and operations in protected areas,
where the relevant impact is due to the activity of inves-
ted companies. Therefore, for further information see the
chapter on Environmental Sustainability in the Non-Finan-
cial Statement included in the Consolidated Management
Report for ENDESA, S.A. and Subsidiaries for the year en-
ded 31 December 2018.
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Human resources

1. Material aspects
and objectives

1.1. List of material aspects

In 2018, ENDESA identified the development, manage-
ment and motivation of human capital as the most signi-
ficant employment aspects to promote a sustainable bu-
siness model and, accordingly, with respect to which the
Company must continue to progress in order to comply
with the expectations of the stakeholders in the enquiries

made within the framework of the 2018 materiality study.

Promotion of human capital: For ENDESA, its emplo-
yees constitute the main company asset to create value
in a sustainable manner. In a climate of change towards a
new energy model, having human capital with the best abi-
lities, which is as diverse as possible and shows a strong
commitment to the business project, is essential to lead
such change. Accordingly, ENDESAs employment priorities
include management of diversity (especially gender and
age), the management of cultural change, the availability
of adequate work conditions, employment flexibility and

meritocracy.

1.2. How the Organisation
manages each material
aspect — ENDESA's
Sustainability Plan (PES)

ENDESA includes these priorities in its sustainability plans
and sets quantitative goals focused on promoting excellen-
ce in human capital management, in order to assess the

level of commitment and performance achieved.

For further information regarding the level of compliance
of ENDESAs 2018-2020 Sustainability Plan and the Human
Resource objectives in the 2019-2021 Sustainability Plan,
please refer to the chapter on Human Resources in the
Non-Financial Statement included in the Consolidated Ma-
nagement Report for ENDESA, S.A. and subsidiaries for
the year ended 31 December 2018.

2. Human capital
policies

ENDESA constantly strives to identify and develop the po-
tential of its employees, so that their performance can help
make the Company a benchmark within the sector. In this
regard, the performance assessment and personal develo-
pment processes guarantee professional advancement on

the basis of merit and personal contribution.
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Digital transformation means that the Company must
adapt its value proposal to the new digital customer and
adopt new technologies in its value chain. Therefore, one
of the Company’s most important challenges is the disse-
mination of this digital culture among its employees. In this
regard, ENDESA is also working to promote the change of

the organisational culture and the operating models.

In the training area, ENDESA establishes an annual plan to
ensure the proper development of people within its Orga-
nisation, and to encourage the professional development
of its staff.

ENDESA rejects all manner of discrimination and under
takes to guarantee and promote diversity, inclusion and
equal opportunities. ENDESA encourages and maintains a
climate of respect for the dignity, honour and individuality
of people, and ensures the highest standards of confiden-
tiality with respect to any information related to employee
privacy, of which it is aware. In compliance with the values
included in the ENDESA Code of Ethics and as a part the-
reof, ENDESA adopts the following main principles:

Non-discrimination
Equal opportunities and dignity for all forms of diversity

Inclusion

A -

Reconciliation of personal, family and professional life

On the basis of these principles, ENDESA is committed to
implementing specific measures to promote non-discrimi-
nation and inclusion in the following areas of diversity, each

of which has a defined plan of action:

> Gender equality in internal
and external selection

Nationality

processes. > Tutoring programme for
> Agreements with technical expatriates.
universities.

> Parental programme.

ENDESA promotes gender equality in all areas of the Com-
pany, especially regarding positions of responsibility and

employee recruitment.

ENDESA guarantees the right to freedom of association

for its employees and for all its contractors and suppliers.

2.1. Leadership and talent
development

ENDESA considers development of individuals as key to
their personal and professional advancement, which has a
direct effect on the success of the Company. This develo-
pment also takes into account the various businesses and
territories, adapting to the needs that may arise at a given
moment. These actions are performed both for individuals
and for teams.

In 2018, a group of 1,777 people were involved in various
actions: courses (e.g. “Vamos" or “Gestor Coach”), Men-
toring, Coaching (Individual or Team), Team Building, con-

flict resolution, and other development activities.

e
> Tutoring programme for
new hires.
> Transfer of knowledge
between seniors and
juniors.

> |dentification of an internal
reference (focal point).

Transversal

>Training courses and/or specific workshops about behaviour and values related to diversity and the inclusion.
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2.2. Diversity. Policy
against all types of
discrimination: Eliminating
discrimination in
employment and jobs,
forced labour and child
labour

ENDESA explicitly condemns child labour and forced la-
bour through its code of ethics and is committed to strict
compliance with international standards, such as the Uni-
ted Nations Global Compact. The aim is to enhance a work
environment that respects Human Rights. Condemnation
of child labour and forced labour is also explicitly set forth
in ENDESAs Human Rights Policy, approved by its Board
of Directors on 24 June 2013. Also worthy of mention is
the fact that ENDESA operates in a geographical region
(Spain and Portugal) with a regulatory framework that gua-
rantees the absence of child and forced labour violations.
ENDESA uses the most advanced prevention, control and
monitoring mechanisms to guarantee compliance with cu-
rrent legislation, international standards and ILO principles
in this matter. This issue has also been reviewed in the due
diligence process on Human Rights carried out by ENDE-
SA, the details of which can be found in Section 2 of the
chapter on Human Rights. As a result, no complaints have

arisen regarding this issue throughout 2018.

These conditions also hold true for all the companies that
ENDESA has a contracting and supply relationship with.
To ensure this, ENDESA includes human rights clauses in
its general contracting conditions. Human rights aspects
are assessed in the supplier assessment system and social
audits are performed to verify compliance. For more infor-

mation, please refer to the “Supply chain” chapter.

2.3. Digital disconnection
policies

ENDESA is fully committed to the implementation of di-
gital disconnection from work policies, among which are
measures implemented for digital disconnection, given the
impact of technology on the Company and its influence
on the new methods of flexible work currently in practice.
Thus, after the approval of Organic Law 3/2018 of 5 De-
cember on “Protection of Personal Data and guarantee of
digital rights’ ENDESA detected the need to take further
steps in prevention and address new measures to reduce
or mitigate cases of IT stress or fatigue as set forth in this

recent legislation.

Noteworthy among the measures addressed in 2018 are
employee training to facilitate the use of information tech-
nology tools and monitoring and application of the provi-
sions in the collective standards of the Group, which regu-
late the use of these tools. In line with these actions and
the recent legislation approved concerning digital rights
guarantees, a more thorough digital disconnection policy is

scheduled for development in 2019.

2.4. Training

ENDESA offers its employees training in order to equip and
improve the technical qualifications they need to perform
their duties, and to encourage the growth of attitudes and
skills for their personal development. This offer is aimed at
achieving compliance with the Company's strategic objec-

tives and at promoting its values.

In 2018, 2,802 training sessions were held in which 8,395
employees participated. This activity enabled 370,416
hours of training to be given, reaching an average of 37.9

hours per employee.
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3. Key performance
indicators

3.1. Employees

3.1.1. Number of employees

ENDESA, S.A. workforce

2016 1,391
Total Workforce 2017 1,360
2018 1,287

3.1.2. Distribution of the
workforce by gender, age,
country and professional
category

ENDESA is committed to diversity among its employees
and believes that diversity is a fortifying factor for the
Company. The figures presented below show the gradual
increase of the number of women in the workforce, in-
creasing their percentage in the total number of workers,
which is important and shows the Company'’s firm commit-

ment to gender diversity, in spite of all the difficulties that

this poses in the energy sector. This increase in diversity
is especially notable, given the size of the workforce, its
composition over time and the stable nature of labour re-

lationships.

With regard to age, the data reflect a solid and safe com-

pany that combines senior staff with gradual renewal.

Workforce distribution by gender

Final workforce distribution of ENDESA, S.A.

Number %

2016 712 51.2

Female 2017 695 51.1
2018 654 50.8

2016 679 48.8

Male 2017 665 48.9
2018 633 49.2

Workforce distribution by age group
Workforce distribution by age

Year <30 30-50 >50
2016 44 916 431
2017 48 894 417
2018 66 854 367

Distribution of the workforce by professional category

Distribution of the workforce by gender in Spain and Portugal %

Administration and

Executives Middle management Management staff Manual workers
2017 2018 2017 2018 2017 2018 2017 2018
Male 80.5% 79.7% 51.0% 50.4% 33.1% 33.9% 0% 0%
Female 19.5% 20.3% 49% 49.6% 66.9% 66.1% 0% 0%
~ c
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3.1.3. Employees with
disabilities

ENDESA implements measures to foster the integration of
people with disabilities, the details of which can be found
in Section 3.6.4 of this document.

The Company has provided support for the 14 employees

with disabilities in its workforce this year.

Contracted persons with disabilities

2016 24
2017 17
2018 14

3.1.4. Contracts; impact of

the Company'’s activity on
employment: New employees/
Staff turnover

Newly hired employees are an indicator reflecting ENDE-
SA, S.A’s role as a creator of employment. These figures
are important, as they measure Company renewal and

adaptation to new trends.

New recruitments of ENDESA, S.A.

2016 39
2017 40
2018 59

ENDESA, S.A. wishes to be an excellent company to
work for; therefore its concentrated on low staff tur
nover as an indicator of the satisfaction of the people
working in the Company. The employee turnover rate in
Spain in 2018 was 10.80%, within the values expected

by the Company.

3.1.5. Contract distribution

Number of employees Full Time Part Time

Contracts Contracts
2016 1,391 0
2017 1,360 0
2018 1,287 0

Number of employees

Part time contracts

Male Female
2016 0 0
2017 0 0
2018 0 0
Number of Part time contracts per age group
employees <30 30-50 >50
2016 0
2017 0
2018 0
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Part time contracts per professional category

Administration

Number of employees ) Middle Manual
Executives and
managemen workers
Management
2016 0 5
2017 0 0 4
2018 0 0 1

Percentage of Contracts (%)

Open-ended contracts Fixed-term contracts

Male Female Male Female
2016 48.8% 51.2% 50% 50%
2017 48.9% 51.1% 50% 50%
2018 49.2% 50.8% 48.5% 51.5%
Open-ended contracts Fixed-term contracts
Number of employees
<30 30-50 >50 <30 30-50 >50
2016 28 907 430 16 9 1
2017 31 883 418 17 1 0
2018 46 841 367 20 13 0
Open-ended contracts Fixed-term contracts
Number of employees . Middle Administration Manual ' Middle Administration Manual
Executives and Executives and
management workers management workers
Management Management
2016 137 822 405 1 0 19 7
2017 128 842 362 18 10
2018 128 823 303 0 0 17 16

3.1.6. Dismissals

No dismissals took place in 2018.

3.1.7. Measures adopted to
promote employment

ENDESA fills in employment vacancies through internal
mobility, but also carries out external contracting due to
the degree of profile complexity and the growth of some
of its lines of business.
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Most new hiring is taking place in areas associated with
the new energy model, in line with ENDESASs strategic
commitment. To this end, it is hiring profiles that will deve-
lop renewable energies, electric mobility and technological
profiles to face the digital transformation underway in the
Company. Technical and sales profiles, as well as business
developers are also very necessary for commercial expan-

sion and the growth of new businesses, such as ENDESA X.

ENDESA promotes employment, especially among youth,
through intern and grant programmes that are a source of
recruitment of talent; it focuses especially on the employ-

ment of women as established in its gender diversity policy.
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32 Rem u neration Of Average fixed remuneration of women in euros,

in accordance with their professional category

directors, managers and Spsin and Portugs
2016 120,026
em ployees Executives 2017 122,225
. 2018 121,798
3.2.1. Remuneration of 2016 64,083
DlreCtO rs Middle management 2017 64,654
2018 63,997
2016 49,480

See section 1.4.The remuneration of directors can be found Administration and

i ; ; ffice worker: 2017 49,403
in the Corporate Governance chapter in this document. otfice workers 2018 O
2016 0
. Manual workers 2017 0
3.2.2. Remuneration of 2018 o
managers and employees 2016 60,411
Average 2017 61,074
Average fixed remuneration of men in euros, in 2018 61,175
accordance with their professional category
Spain and Portugal Average fixed remuneration (% of women'’s
2016 177492 salary minus fixed remuneration of men)
Executives 2017 174,740 Spain and Portugal
2018 163,594 2016 4
2016 68,645 Executives 2017 30.1
Middle management 2017 69,923 2018 255
2018 67,928 2016 6.6
2016 53,717 )
Administration and 2017 52 197 Middle management 2017 75
office workers ! 2018 5.8
2018 48,464 2016 79
2016 54,781 Administration and 2017 54
Manual workers 2017 56,641 office workers 2018 0.8
2018 na 2016 0
2016 82,712 Manual workers 2017 0
Average 2017 82,955 2018 0
2018 80,111 2016 p
Average 2017 26.4
2018 23.6

In 2018, taking into consideration fixed salaries, variable sa-
laries and the social benefits, the ratio between salaries for

women and men would be as follows:

1

Male  Female Womtgr?ls?./ lg/la;)n
Executives 221,855 158,027 28.8
Middle management 74,613 69,646 6.7
Administrative staff 49,669 49,815 0.3
Manual workers na na na
Average 94,215 66,787 29.1

' (1) This is the percentage by which women earn less than men, considering
fixed salaries, variable salaries and social benefits, in compliance with Law
11/2018, dated 28 December.
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To understand the inequality between salaries for women
and men in ENDESA, the following factors should be taken
into consideration: The industrial nature of the Company,
low staff turnover, which impedes drastic variations in staff
composition, and the distribution of genders in the Com-
pany over time, due to historical cultural and socio-demo-
graphic factors (lower number of women with access to
university studies in the past, less presence of females in
technical degrees, etc.), which results in a longer avera-
ge tenure of men versus women. Other historical factors
should also be mentioned, such as the conditions of origi-

nal collective agreements.

Relationship between initial remuneration and minimum remuneration

2017 2018
Female Male Female Male
Initial remuneration 23,680.92 23,680.92 23,680.92 23,680.92
Minimum remuneration in Spain 9,906.40 9,906.40 10,302.6 10,302.6
Relationship between initial remuneration and minimum remuneration 2.39 2.39 2.30 2.30

3.3. Organisation of work

3.3.1. Organisation of working
time

The annual workday is established by the terms set forth in
ENDESA regulations.

The Company’s Management and Corporate Representati-
ves agree on the need to reduce overtime to an indispen-
sable minimum by establishing work organisations tools
and systems that permanently improve the Organisation’s
efficiency and in compliance at all times with current legis-
lation and especially with the provisions of RD 1561/1995,
dated 21 September. In the event that overtime becomes
necessary, ENDESA contemplates the possibility of em-
ployees choosing between economic compensation or
mixed compensation mechanisms (economic compensa-
tion and rest time).
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In addition, in 2018 the human rights due diligence action
plan included a specific communication to human resour
ces managers to emphasise ENDESAs commitment with
the reduction of overtime to the indispensable minimum.
For more information, please refer to Section 3 of the Hu-
man Rights chapter.

3.3.2. Number of absentee
hours

Rate of absenteeism of ENDESA. S.A.
employees' (TA.?)
2016 2017 2018

Spain 2.55 2.22 2.04

" The days missed due to absence do not include holidays, public holidays,
or authorised absence for family motives (maternity and paternity leave
etc.), or training leave.

2 Total number of working days missed through absence in the year with
respect to the total number of days worked by group in this same period,
multiplied by 200.000 (this factor corresponds to 50 working weeks of 40
hours for each 100 employees).

This Absenteeism rate does not include proportionately consolidated
jointly controlled entities.
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3.3.3. Measures intended to
facilitate work-life balance

In 2018, 780 employees (307 men and 473 women) be-
nefited from the initiatives to promote work-life balance in
ENDESA.

To increase the commitment and satisfaction of the indi-
viduals working in the Company, ENDESA has continued
to develop actions that actively enhance and promote its
corporate values of responsibility, trust, proactivity and
innovation. ENDESA has continued to encourage initia-
tives that favour flexible work and enable its employees
to strike a balance between personal, family and profes-

sional life.

The measures taken by the Company to enable a fair
work-life balance are divided into five large groups: job
quality (open-ended contracts, pension plans, health
and well-being, support for expats, etc.), work time and
workspace flexibility (reduced working days, leaves, paid
work leaves, etc.), family support (leaves, work leaves and
work schedule flexibility to care for relatives, aid to de-
pendent elderly persons, etc.), professional development
(professional / technical / skill /language training, volun-
teer programmes, coaching, etc.) and equal opportunities
(professional assistance for victims of gender violence,

medical advice, etc.).

It should be mentioned that the “Work Outside the Offi-
ce” modality has continued to be very successful throu-
ghout 2018. This initiative, aligned with promoting a
work-life balance, also helps to build trust between the
manager and employee and to value factors, such as fle-
xibility, autonomy and responsibility for results. In all, 618
employees (246 men and 372 women) took part in this
initiative in 2018.

Besides these measures, which are available for all the
people at ENDESA, a series of services are available at
the various work centres. Thus, during 2018, the “To Do
room” was inaugurated in the Madrid headquarters. Open
all hours, with online payment, it offers a host of services
for employees in a single space. Specifically: clothing and
footwear repairs, dry cleaning, laundry, financial advice,
repair of mobile phones, tablets and computers. There is

also an app that allows people to share the private vehicle

on their way to and from the office, e-sharing car service
with a fleet of electric vehicles for professional use, clea-
ning and car repairs, yoga classes, pilates and maintenance

gymnastics, nutritionist and travel agency.

In the Barcelona, Madrid and Seville offices, in order to fa-
vour women who have been mothers, the breastfeeding
room service has continued to be offered. Thus, women
working in these offices can use these facilities as a priva-
te, reserved area to extract breast milk after returning from

their maternity leave.

3.4. Social relationships

3.4.1. Company management
of the right of workers to be
informed and consulted

ENDESA maintains a permanent dialogue with worker re-
presentatives, through which it seeks to establish collabo-
ration that will benefit both the company and its emplo-
yees. This dialogue complies with the rights to information
and consultation of Employees’ Representatives and inclu-

des negotiation of workers' conditions, if necessary.

ENDESA complies with existing regulations and informs
the Employees’ Representatives of any changes in the or

ganisation and the Company at least 30 days in advance.

Just as it does periodically, the Company launched a survey
on the work environment at the end of 2018. The Com-
pany uses this survey to identify areas for improvement on

which to work to correct anything required.

Lastly, mention should be made of the regular meetings
between the Chief Executive Officer and employees. This
initiative is held every two months and attendees have the
opportunity to report their concerns and suggestions di-
rectly to the CEQO. Since the first occasion of this meeting
in 2015, 45 persons from ENDESA, S.A. have participated,
of which 18 attended in 2018.

ENDESA uses the corporate intranet to provide conti-
nuous updated information on its projects to its emplo-
yees, as well as all Company policies. Information is also

published regularly, two days a week in bulletins, as well
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as an audiovisual summary of current events in the Com-
pany once a week. 100% of employees have access to
these channels.

3.4.2. Inclusion principle.
How the Organisation has
responded to the reasonable
interests and expectations of
employees

ENDESA takes the steps required to respond to the impro-
vement areas identified through the climate survey.

The Company maintains a permanent dialogue with worker
representatives, through which it seeks to establish and
maintain collaboration that benefits both the Company and

its employees.

There are various Company bodies that are available to
affront the negotiation processes required to adapt to
Company needs. As regards current labour regulations, the
Company also complies with the rights to information and
consultation of the Employees’ Representatives, providing
necessary information and counsel so the Employees’ Re-

presentatives can carry out their labour union activities.

It should be noted that in 2018 ENDESA launched a mobi-
lity survey for its employees, within the framework of the
Company’s Sustainable Mobility Plan. A series of activities
were conducted during the Diversity Days in November to
generate awareness of ENDESAs Diversity and Inclusion
Policy, which covers four main areas (nationality, gender,
age and disability), as well as to encourage the integration

of all groups.

The Human Resources area has a Human Resources Peo-
ple Business Partner, whose mission it is to provide close

support, advice and counsel to employees.

3.4.3. Prior notice period for
operational changes

Existing Spanish employment legislation and ENDESAs

employment regulations in Spain establish the criteria that

should be adhered to in the event of business reorgani-
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sation and corporate restructuring. Thus, regulations esta-
blish that these operations shall be made known to the
Employees’ Representatives at least 30 days before they

come into effect.

3.4.4. Measures taken to apply
the international employment
conventions at the Company

(ILO; OECD)

ENDESA promotes respect for human rights, taking as a
base, all agreements established by the International La-
bour Organisation (ILO), in all its commercial relations, the
compliance of its contractors, suppliers and trade partners
with the same principles, focusing particularly on con-
flictive and high-risk situations, the rejection of forced or
mandatory labour and child labour, respect for diversity and
non-discrimination, freedom of association and collective
bargaining, occupational health and safety and fair and fa-

vourable working conditions.

3.4.5. Percentage of employees
covered by collective
agreements

The number of ENDESA, S.A. employees at the close of
2018 was 1.287 persons, of whom 998 are covered by co-
llective agreements, that is, 77.564% of the ENDESA, S.A.
workforce. As regards ENDESA's independent contractors,

99.7% were covered by a collective labour agreement.

At ENDESA in Spain, on 27 December 2018, ENDESAs
Fifth Collective Agreement was dissolved and closed. Hen-
ce, there has been no collective labour framework since 1
January 2019, and the conditions of all its employees have

been contracted individually.

However, on 6 February 2019, all the parties involved
agreed to reopen the negotiation process, as the Company
expected to make real progress in reaching an agreement
that adapts labour regulations to the new requirements of

the work environment.
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3.5. Training

3.5.1. Hours of training,
broken down by gender and
professional category

Having a trained workforce, constantly adapted to the new
requirements for which the sector must be prepared, is
ENDESASs strategic pledge to maintain its leadership. The
average number of training hours per employee is a piece

of data that backs up such strategy.

Average hours of individual employee

training per year, broken down by gender and

professional category at ENDESA, S.A.
Executives training

2017

Male 41.3

Female 50.8

2018

Male 32.2

Female 38.8

Middle management training

2017

Male 55.2

Female 53.5

2018

Male 33.6

Female 42

Administration and management personnel training

2017

Male 48.6

Female 373

2018

Male 31.6

Female 27

Manual worker training

2017

Hombres 0

Mujeres 0

2018

Male 0

Female 0

3.5.2. Employee training on
Human Rights policies and
procedures

An online Human Rights course intended for the entire
workforce was conducted on the 70th anniversary of the
Universal Declaration of Human Rights. The aim was to in-
crease workforce knowledge of such a crucial issue and to
inform about ENDESA initiatives to promote the respect

for human rights.

A new section has been launched on the intranet, exclusi-
vely dedicated to human rights. The purpose is to promote
the underlying social, civil and cultural values associated

with respect and individual dignity and the community.

For further information regarding the key performance in-
dicators as regards human rights training, see the chapter
on Human Rights in the Non-Financial Statement inclu-
ded in the Consolidated Management Report for ENDE-
SA, S.A. and Subsidiaries for the year ended 31 Decem-
ber 2018.

3.6. Equality

3.6.1. Explanation of the
concepts of diversity and non-
discrimination

The Diversity and Inclusion programmes fall within the fra-
mework of the Human Rights Policy approved by the Board
of Directors of ENDESA, S.A. on 24 June 2013. Among the
principles included in this policy are respect for diversity
and non-discrimination. ENDESA rejects any form of dis-
crimination and maintains its commitment to ensure that
all its workers, both current and potential, are treated with
respect toward their diversity and to promote equality of
opportunities, both at the initiation of the labour relations-
hip and at any stage in its development.

The general principles followed by the Diversity and Inclu-

sion programmes are as follows:
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Non-discrimination

All employees are treated solely on the basis of their pro-
fessional skills and abilities in all decisions affecting their

employment relationship.

All forms of discrimination: political, religious, national,
ethical, racial, linguistic, gender or age-related are forbid-
den. ENDESA also rejects any form of personal discrimina-
tion for reasons of: beliefs, sexual orientation, syndicated
affiliation and activity, and any other form of social discri-

mination.

Under such principles, no type of harassment or intimida-

tion will be acceptable.

Equal opportunities and dignity for
all forms of diversity

Diversity is a value to be sought after and promoted. Equal
treatment and opportunities will be guaranteed for all for

ms of diversity.

Circumstances associated with reconciliation of personal,
family and professional life shall not be construed as a rea-

son for less favourable treatment.

Inclusion

ENDESA is committed to establishing measures, practi-
ces, processes and inclusion services, with no restrictions
of access to any of the parties involved, whether emplo-

yees, customers or contractors.

All these persons have the opportunity to participate in
the Company'’s processes and there shall be no explicit or
implicit barriers for any unit, function, country, gender, re-
ligion, culture, belief, sexual orientation, disability, age or

any other manifestation of diversity.

Reconciliation of personal, family
and professional life

ENDESA promotes work-life solutions that support the actual
daily needs of employees, in order to foster respect for all

manner of situations facing people during their working life.
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3.6.2. Explanation of how the
Organisation manages diversity
and non-discrimination

Within the policy of Diversity and Inclusion and the Com-
pany's Human Rights Policy, ENDESA rejects all manner of
discrimination and undertakes to guarantee and promote

diversity, inclusion and equal opportunities.

Gender; in order to acknowledge, respect and manage
the differences between men and women, while gua-
ranteeing the development of talent and ensuring equal
opportunities and treatment, ENDESA has defined a
gender action plan with two main goals in mind: to in-
crease the presence of women in the Company and in

positions of responsibility.

- In both internal and external recruitment processes,
Human Resources guarantee that there is equal repre-
sentation of both sexes over the entire population un-
der assessment during the initial stage of the process.
When this is not possible, the reason is specified and

registered.

- To promote participation and inclusion of female stu-
dents, especially in technical studies or so-called STEM
studies, Human Resources has established program-
mes and collaboration events with schools and high
schools.

- ENDESA has developed a variety of initiatives to fos-
ter technological vocations: The Girls in ICT seminar
was held in its head office in Madrid, in the month of
May. Participating in the event were 55 girls between
14 and 16 years old and the aim was to show them
the various tasks that can be performed in the digital
field and the career options of the various technical

fields of study.
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Age: ENDESAs aim is to acknowledge, respect and ma-
nage the differences between generations, guaranteeing
the integration, motivation and transfer of knowledge.
The following initiatives have been put into practice to
this end:

- A tutorial programme to support employees in their
main transition periods (for example, during their re-
cruitment). Such tutorial may be voluntarily requested,
for a variable duration, based on the needs of each spe-
cific situation.

- The expertise and know-how of senior employees ac-
ting as internal trainers is used for the development of

younger employees.

Nationality: Another goal of ENDESAs Diversity and In-
clusion Policy is to increase the acknowledgment, respect
and integration of persons of different nationalities working
in the Company. To this end, expats were assigned a tutor
from the country of destination to assist and support them

during the period they were abroad.

Disability: ENDESA has found a singular individual to ma-
nage all aspects associated with disabilities. This person
provides support for the Human Resources Business Part-
ners (HRBP), the corresponding Health and Safety units
and managers and employees to deal with any matters
concerning the disability in question and specifically for in-
dividuals with disabilities that impede the fulfilment of their

needs and ambitions.

Transversal dimension: specific training workshops and/
or courses dealing with Diversity and Inclusion behaviours
and values have been programmed. The Days of Diver
sity and Inclusion were held in November. A total of 10
activities took place in the offices of Madrid, Barcelona,
Zaragoza and Seville. These were both awareness-raising
and participatory activities, framed within the dimensions
of the Diversity and Inclusion Policy of the Group (gender,
age, disability and nationality).

3.6.3. Protocols for the
prevention of sexual
harassment

ENDESA has drawn up an action protocol to prevent sexual
harassment which is automatically activated in the event of

a complaint against sexual or workplace harassment.

3.6.4. Universal integration and
accessibility of persons with
disabilities

Throughout 2018, collaboration with the Adecco, Randstad,
Prevent, Universia and Integra Foundations has continued
to enhance the integration of persons with disabilities. Se-
veral initiatives associated with disabilities have been con-

ducted in collaboration with these organisations, such as:

- Volunteer training activities intended for persons at risk
of social exclusion, which includes persons with disabi-
lities, victims of gender violence and long-term unem-

ployed. In collaboration with the Integra Foundation.

- The Company has collaborated with the Prevent Foun-
dation by supporting the grant programme for Universi-
ty and Advanced Degree Training for students with disa-
bilities with the aim of enhancing equal opportunities
in higher education and contributing to train qualified

professionals for labour integration.

- Along with the Universia Foundation, ENDESA is a
member of the Grant Awarding Committee for stu-
dents with disabilities. These grants are funded in part
by ENDESA donations.

- On occasion of the Days of Diversity and Inclusion,
and in collaboration with the Adecco Foundation, an
awareness seminar was held, hosted by Pablo Pineda:
the first European graduate with Down Syndrome. An
inclusive cooking workshop was also held to promote

labour and social integration of these persons.

- The Human Resources People Business Partner from
ENDESAs Human Resources Department provides su-
pport, advice and counsel to employees on all matters

concerning disability to enhance their familiarity with
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this issue. Training courses for Human Resources staff
were conducted in 2018 to reinforce this effort and ex-

pand their knowledge about disabilities.

ENDESA has continued to take alternative measures along
these lines by indirectly contracting the purchase of goods
and service from special employment agencies. These pur
chases totalled Euros 796.371.22.
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3.6.5. Cases of discrimination
and corrective measures taken

In 2018, there were no cases of discrimination at ENDESA,
a fact which the Company periodically reports to its emplo-

yee representatives.
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Occupational health

and safety

1. Material aspects,
action plans, objectives
and results

1.1. List of material aspects

In 2018, ENDESA identified occupational health and safety,
together with development, management and motivation
of human capital as the most significant employment as-
pects to promote a sustainable business model and, accor
dingly, with respect to which the Company must continue
to progress in order to comply with the expectations of the
stakeholders in the enquiries made within the framework

of the 2018 materiality study.

Occupational health and safety: The optimal manage-
ment of occupational health and safety has a direct effect
on the economic performance of companies, since it in-
creases productivity and reduces associated employment
costs. Also, it notably contributes to encourage the loyalty
and commitment of employees to ENDESA and the work
that they perform. Consequently, this aspect is the funda-
mental pillar of sustainability at ENDESA, contributing to

the Company'’s operating excellence.

1.2. How the Organisation
manages each material

aspect. Results of
ENDESA's 2018-2020
Sustainability Plan (PES)

ENDESA, S.A. includes these priorities in its sustainability
plans and establishes quantitative objectives at the corpo-
rate level to improve occupational health and safety, the-
reby allowing the level of commitment and performance
achieved by ENDESA, S.A. and all of its investee compa-

nies to be evaluated.

For further information regarding the level of compliance
of ENDESAs 2018-2020 Sustainability Plan and the Heal-
th and Safety objectives in the 2019-2021 Sustainability
Plan, please refer to the chapter on Health and Safety in
the Non-Financial Statement included in the Consolidated
Management Report for ENDESA, S.A. and subsidiaries for
the year ended 31 December 2018.
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2. Occupational health
and safety policy

ENDESA considers Occupational Health and Safety a prio-
rity and a fundamental value to preserve at all times for all
who work for the Company, without distinction between

own staff and its partner companies.

The integration of this goal in ENDESASs strategy materia-
lised through the implementation of Occupational Health
and Safety (OHS) policies at all the companies comprising
the Group, the implementation of specific employment
plans and the implementation of a single global system for

observing work conduct.

In its long-term strategy, ENDESA carries out various an-
nual initiatives of continuous improvement of Health, Sa-
fety and Well-being. It is noteworthy to mention that the-
se were again focused on the basic foundations of the
Company'’s preventive activities, resulting from the pro-
per integration of all agents involved and specific organi-
sational units that make up our safety system. Although
not a complete list of the initiatives carried out, these
include the following: observation and control of the acti-
vity to identify and manage all risks appropriately (paying
special attention to psycho-social factors), detection of
areas for improvement in our activity or equipment / ins-
tallations, analysis of any and all incidents, even when
personal injuries were not involved, development, inno-
vation and application of improvements in equipment,
technologies and work procedures, continuing to work

No. of occupational accidents’

on related matters with our collaborating companies and
evidently investing in the training, participation and quer
ying of workers, as well as in awareness campaigns and

workshops.

3. Key performance
indicators

3.1. Occupational
accidents, their frequency
and severity, and
occupational diseases per
gender

One of the material aspects identified by ENDESA was
Occupational Health and Safety (OHS). The optimal ma-
nagement of occupational health and safety has a direct
effect on the economic performance of ENDESA, and on
the attainment of its strategic objectives. The occupational
health and safety (OHS) commitment of employees and
contractors increases productivity and reduces absen-
teeism and associated indemnity costs. Also, it notably
contributes to encourage the loyalty and commitment of
employees to ENDESA.

Accordingly, the following indicators are of the utmost im-
portance for the Company, so they are monitored monthly,

reflecting the Company’s management in this regard.

Frequency index? Severity rate®

2016 2017 2018 2016 2017 2018 2016 2017 2018
SPAIN 4 5 6 1.01 1.26 .88 0.02 0.08 0.05
In-house 0 0 0 0.00 0.00 0.00 0.00 0.00 0.00
Contractors 4 5 6 2.42 3.07 2.84 0.05 0.20 0.1
" Includes fatal accidents.
2 Total number of accidents, excluding those in itinere, with respect to the total number of hours worked, multiplied by 1.000.000.
¢ Total number of days missed due to accident, excluding those in itinere, with respect to the total number of hours worked, multiplied by 1.000.

No. of occupational accidents’
2016 2017 2018
Male Female Male Female Male Female

SPAIN 3 1 3 2 4 2
In-house 0 0 0 0 0 0
Contractors 3 1 3 2 4 2

" Includes fatal accidents.

184 Informe Anual 2018



Frequency index?

2016 2017 2018
Male Female Male Female Male Female
SPAIN 1.63 0.50 1.55 0.99 1.89 0.91
In-house 0.00 0.00 0.00 0.00 0.00 0.00
Contractors 3.66 1.20 3.76 2.41 3.85 1.86
2 Total number of accidents, excluding those in itinere, with respect to the total number of hours worked, multiplied by 1.000.000.
Severity rate®
2016 2017 2018
Male Female Male Female Male Female
SPAIN 0,01 0,01 0,15 0,01 0,08 0,01
In-house 0,00 0,00 0,00 0,00 0,00 0,00
Contractors 0,07 0,03 0,37 0,02 0,17 0,01
% Total number of days missed due to accident, excluding those in itinere, with respect to the total number of hours worked, multiplied by 1.000.
Days lost by endesa employees due to absence during the year at ENDESA, S.A.
2016 2018
Spain 8,078 7644 5,737

" The days missed due to absence do not include holidays, public holidays, or authorised absence for family motives (maternity and patemity leave etc.), or

training leave.

2 Total number of working days missed through absence in the year with respect to the total number of days worked by group in this same period, multiplied
by 200.000 (this factor corresponds to 50 working weeks of 40 hours for each 100 employees).
This Absenteeism rate does not include proportionately consolidated jointly controlled entities.

Fatal accidents

Serious accidents

Non-serious accidents

2017 2018 2016 2017 2018 2017 2018
SPAIN 0 0 0 1 4 6
In-house 0 0 0 0 0 0
Contractors 0 0 0 1 4 6
No. of fatal accidents

2016 2017 2018
Male Female Male Female Male Female
SPAIN 1 0 0 0 0 0
In-house 0 0 0 0 0 0
Contractors 1 0 0 0 0 0

No. of serious accidents

2016 2017 2018
Male Female Male Female Male Female
SPAIN 3 1 3 2 4 2
In-house 0 0 0 0 0 0
Contractors 3 1 3 2 4 2

No. of non-serious accidents

2016 2017 2018
Male Female Male Female Male Female
SPAIN 2 1 2 2 4 2
In-house 0 0 0 0 0 0
Contractors 2 1 2 2 4 2
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Customers

1. Material aspects
and objectives

1.1. List of material aspects

ENDESA is aware of the need to make advances in pro-
ducts and services adapted to the needs of each customer.
This is why it is working on developing customer digital
experience with new value proposals, new ways and chan-

nels of customer relationships and new business models.

Consumer access to new technologies and their use in
mass has transformed the customer. This has resulted in
new consumer habits and customs in their personal and
professional lives and evidently in their relationships with
companies. Most consumers are or will be digitally and so-

cially connected customers.

Considering that digital transformation means that the
company must adapt its value proposal to the new digital
customer and adopt new technologies in its value chain,
one of the main challenges facing the company is the deve-
lopment of a digital culture that enables learning the neces-

sary skills to lead the transformation successfully.
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1.2. How the Organisation
manages each material

aspect. ENDESA's 2018-2020
Sustainability Plan (PES)

ENDESA includes these priorities in its sustainability plans
and sets quantitative goals focused on the customer, in
order to assess the level of commitment and performance

achieved.

For further information regarding the level of compliance of
ENDESAs 2018-2020 Sustainability Plan and the Customer
Resource objectives in the 2019-2021 Sustainability Plan,
please refer to the chapter on Customers in the Non-Finan-
cial Statement included in the Consolidated Management
Report for ENDESA, S.A. and subsidiaries for the year en-
ded 31 December 2018.

In ENDESA, complaints are centrally managed by the Com-
plaint Service Unit (UAR) by the persons who work in the

six Territorial Units (UTR). Their primary tasks consist in:

- Ensuring customer satisfaction with the management
of their complaints

- Detecting the underlying causes of disturbance to nor-
mal commercial activity

- Defining the measures needed to correct these and im-

provements in the management systems

endesa



- Seeking cost-efficiency when resolving complaints

¥

Resolving complaints in the shortest time possible

- Acting as spokespersons with public or private consu-
mer protection agencies

- Intervening in social networks in the event of joint com-

plaints submitted in these

Throughout 2018, the Company has worked on the deve-
lopment of complaint digitalisation to achieve the highest
management cost-efficiency and shortest possible average

resolution times for customers.

The main digitalisation project was the Complaint Classifier,
which analyses customer comments when a complaint is
opened, classifies the complaint according to category and

sends the corresponding team to resolve it.

The volume of complaints in 2018 was 436.578, an increa-
se of 6% over the previous year. However, the volume of
requests was 459.562, 19.5% less than in 2017

The overall number of requests and complaints reached
a total of 903.278, of which 101.77% of complaints and
99.88% of requests were resolved. Thus, more complaints
than those received were resolved, since some were pen-

ding, and 0.12% of requests remain pending resolution.

Despite launching the Complaints Classifier, the period for
resolution of incidents and changes in systems in 2018 in-

creased to an average of 11 days, compared to 8.5 in 2017

As regards processes, the implementation of the Social
Bonus has increased the number of interventions on billing
and rate changes of customers who updated their supply
address to request the Social Bonus. Also worthy of men-
tion is the reduction in customer requests for payment
agreements and power costs due to the improvement of
the economic scenario in 2018. It should be noted that part
of the complaint services are carried out through ATC chan-
nels that intervene directly with the customer to resolve the
complaint and that when this initial intervention is not suc-
cessful, the complaint passes to resolution teams, including

sales cycle teams that also provide complaint services.

3. Consumer
health and
safety protection
measures

ENDESA complies with current legislation on the safety of
persons, both as regards its workers and the population in

general, in all its facilities:

- High and medium voltage installations are inspected

every three years for safety and suitability.

- Facilities connected to HV/HV and HV/MV distribution
substations are equipped with protection to isolate any

malfunction that may occur.

- MV lines are equipped with intermediate protective
measures, such as lightning rods and automatic valves
to prevent overvoltage caused by atmospheric dischar

ges.

= MV/LV transformation centres and LV lines have similar

safety equipment.

- As regards mains supply connections, the link-up insta-
llations are equipped with their corresponding protec-
tive devices, in fulfilment of current regulatory requi-
rements.

As regards health of the population, ENDESA shares the
concern of other electricity sector operators and society in
general about the potential effects of the magnetic fields
generated by its installations. In this regard, a range of te-
chnical verifications are carried out and modifications are
made if necessary to ensure that operations do not gene-

rate health incidents in the population.

At ENDESA, all the products and services delivered to its
customers fulfil current regulations, including those that
refer to health. Furthermore, ENDESA stays continuously
updated with the latest studies in this matter and actively
participates in electricity sector forums to contribute its
knowledge and initiatives (technical, constructive, operatio-
nal, etc.) in the prevention of health risks associated with
these causes.
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Responsible relationship
with the communities

1. Material aspects
and objectives

1.1. List of material aspects

The Company has currently been strengthened, mainly
due to the development of communication technologies
that have increased connectivity between people and
facilitated access to information. That has contributed to
increase the willingness of local communities to actively
participate in those matters that may affect them positively

or negatively to a greater or lesser extent.

Moreover, social opposition to certain projects carried out
by investee companies could generate costs associated
with the delay in project execution or even lead to the ac-
tual freezing of such projects and, in any case, to a loss

of confidence and social legitimacy vis-a-vis the Company.

Accordingly, in order to guarantee the sustainability of its
business projects, ENDESA must integrate the expecta-
tions of its stakeholders at local level from the beginning,
fostering the development of dialogue and responsible re-
lations with the local communities, applying a Shared Value
Creation Approach at all times, through which to generate

value for the Company and society.
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In this regard, enquiries conducted by ENDESA in 2018
with its most significant stakeholders revealed the fo-
llowing primary aspects associated with management of
the local communities: facilitate access to electricity of
vulnerable groups, promote economic and social develo-
pment of communities by focusing on employment as the
main resource for empowerment and provide support for
local communities at both the social and environmental le-

vels.

1.2. Explanation of how
the Organisation manages
each material aspect.
ENDESA's Sustainability
Plan (PES)

Through its Sustainability Plan and the implementation of
its Shared Value Creation Approach, ENDESA meets these
expectations and establishes objectives and measures to
fulfil this purpose.

For further information regarding the level of compliance
of ENDESAs 2018-2020 Sustainability Plan and the Heal-
th and Responsible Community Relationships objectives
in the 2019-2021 Sustainability Plan, please refer to the
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chapter on Responsible Community Relationships in the
Non-Financial Statement included in the Consolidated Ma-
nagement Report for ENDESA, S.A. and subsidiaries for
the year ended 31 December 2018.

2. Relationship policy
with local communities

ENDESAs commitment to the development of the com-
munities in which it operates is encompassed in the
Company's Shared Value Creation policy (SVC), which es-
tablishes the general principles, roles, responsibilities and
procedures to be used to define, implement, finance, mo-
nitor and report the procedures, processes and projects
of a social nature, through the Company’s entire value
chain and in all its business lines and functions. The po-
licy’s objective is to legalise the business and guarantee
its sustainability, creating roots in the communities and
fostering progress in the local area in which the Company

operates.

The Shared Value Creation (SVC) Model pursues including
Sustainability into the Company's strategy, increasing its
competitive advantages, through the contribution of a sha-
red value perspective that combines Company objectives

with the priorities of the stakeholders.

The application of the Shared Value Creation (SVC) Mo-
del integrates specific analyses conducted proactively,
enabling the obtainment of in-depth understanding of the
local context, identifying the key priorities, risks, impacts
and stakeholders related with the business asset/project.
This is correlated with the Company’s objectives. Therefo-
re, actions and projects are identified that may build long-
term relationships with the local surroundings, which are
included and specified in a Shared Value Creation (SVC)

Plan.

These actions and projects relating to specific business
projects/assets included in the Shared Value Creation (SVC)
Plan must be aligned with the general strategy of ENDE-
SA and with the United Nations Sustainable Development
Goals (SDGs), effectively and efficiently taking advantage
of and optimising the ability and competency of the Com-

pany from an integrated perspective, which generates

measured benefits for society, providing a response to its

present and future requirements.

3. Operations with
participation in the
local community,
impact assessments
and development
programmes

3.1. Shared value creation
model

Since 2016, ENDESA has been immersed in the process
to implement its Shared Value Creation Approach as a
tool to integrate sustainability in its business strategy and
operations. The model is currently implemented at various
stages in 100% of the facilities in the Operation and Main-
tenance phase of both thermal and renewable energy ge-
neration, as well as in all the new construction projects of
wind and solar farms that cover the power supply awarded
in the last two tenders held in 2017

At the close of 2018 and from greater to lesser degree of
implementation, there are 11 generation facilities in the
execution stage of the CSV Plan, 13 facilities in the design
stage of the Plan in conjunction with local stakeholders
and 9 facilities in the stage of contrasting analyses with
local stakeholders. The rest of the facilities (232) have un-
dergone application of the basic tools of local environment
analysis, identification of the key priorities, risks, impacts

and stakeholders related with the business asset/project.

As a result of these activities, there were 105 meetings
with Town Councils, public agencies, social agents, etc.
in 2018 to integrate, contrast and mark priorities for local
needs and generate channels for dialogue and participation
in shared value creation. Two early communication works-
hops were also conducted to inform on CSV methodology,
its application and main objectives. Other information mee-
tings were also held with local stakeholders on specific

subjects (energy efficiency, new social bonus, etc.).
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3.2. Future Plans in
Compostilla and Teruel

ENDESA maintains its firm commitment to decarbonisa-
tion of society, which lead to its public commitment in
2016 to Sustainable Development Goal 13, which entails
100% decarbonisation of its energy mix by 2050 and a
road map with clear goals for 2020, 2030 and 2040, as
explained throughout this document. This commitment is
found in both its 2019-2021 Strategic Plan and its 2019-
2021 Sustainability Plan, which include an increase in
production from renewable energy sources, an increase
in production of CO,-free energy, a reduction in absolute
and specific CO, emissions and goals to reduce installed
thermal generation (See the chapter on ENDESA Group
Organisation, Section 1.8 and the chapter on Environmen-

tal Sustainability).

This commitment to reduce thermal generation is specifi-
cally included in the 2019-2021 Strategic Plan announce-
ment of the closure of the Compostilla and Teruel plants in
2020. On 19 December, ENDESA formally requested the

closure of both plants.

In line with its commitment to local communities and res-
ponsible management of the closure of the Compostilla
and Teruel plants, ENDESA voluntarily submitted Plans for
the Future along with the requests for closure to promote
development of economic activities and job creation in the
areas where the two plants are located, and remains open
to the flexible inclusion of new feasible initiatives that may

be proposed in the future to achieve these goals.

Within the framework established in the Plans for the Fu-
ture, ENDESA will respect the jobs of all the employees of
the two plants and attempt to minimise their geographical
mobility. The Company will attempt to prioritise contracts
for auxiliary companies to take on the tasks of closing and
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dismantling both plants, as well as to develop the new re-
newable facilities that it proposes to install in the corres-
ponding areas. The closure and dismantling work will run
over a long period of time, currently estimated at between
4 and 6 years and will generate around 130 jobs, with occa-

sional peaks of 200, in each location.

The Company’s Plans for the Future also include large in-
vestments in new renewable energy projects. Specifically,
ENDESA intends to develop up to 1.000 MW of new pho-
tovoltaic solar capacity in the Andorra plant area, which will
require an investment of Euros 800 million and must be ad-
ded to the 513 MW from wind farms intended for Aragon

at an investment of Euros 500 million.

As regards the Compostilla plant, the Company is stud-
ying photovoltaic projects with a capacity of 300 MW in
the Villameca area, in addition to 20 MW of wind power to
cover the power awarded to the Company in the last two
tenders. In all, this represents an investment of Euros 260
million in the area.

Furthermore, the facilities included in the Plans for the
Future will provide the corresponding towns with signifi-
cant resources by way of taxes and fees, as well as high
amounts of revenue from rent paid to the owners of the

land where these projects will be developed.

Within this Plan, the Company also intends to promote a
programme so companies, institutions and other public and
private agencies can present feasible alternatives through
a participatory, transparent and open process to search for
investment and job generation projects at the location of
both plants or their immediate surroundings. This program-
me, which will be developed with utmost involvement of
regional and local agents will allow any interested party to
present a reconversion project. These projects will be as-
sessed by an independent committee that will also include

significant representation of regional and local agents.
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4. Key performance
indicators

4.1. Assessment of
management focus.
Results of our social
objectives

ENDESA, S.A. wishes to play a role that contributes in a

positive manner to the companies in which it is included,

through its investee companies, going beyond the compo-
nents of their business activity. This is demonstrated by the
Company's social investment data which, according to the
methodology of the London Benchmarking Group (LBG),
amounts to Euros 14 million. The end result of ENDESAs

social contribution in 2018 rose 1.4% on the previous year.

For further information regarding the key performance in-
dicators in the local community relationship area, see the
chapter on Local Community Relationships in the Non-Fi-
nancial Statement included in the Consolidated Manage-
ment Report for ENDESA, S.A. and Subsidiaries for the
year ended 31 December 2018.

Documentacioén Legal 191



Supply chain

1. Material aspects
and objectives

1.1. List of material
aspects

The responsible management of the supply chain, based
on the assessment of environmental, social and ethical
performance, is today a key factor for the success of any

company and long-term growth.

In order to reduce reputational and operational risks, res-
ponsible companies provide control mechanisms for pur
chasing and the arrangement of products and services
that enable an assessment of whether the employees that
intend to work with the Company comply with the requi-
rements established and are aligned with the sustainable

growth objectives and strategy.

Aware of the importance of the supply chain in the sustai-
nable management of its business, ENDESA considered
this aspect in the consultation performed in 2018 on its
stakeholders, in order to identify the most significant as-
pects and where it must prioritise. In this regard, the result
obtained reveals that the extension of the occupational
health and safety commitment to contractors and suppliers

is the most important aspect in the supply chain.
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However, the control mechanisms of the supply chain esta-
blished by ENDESA and reinforced through the “Sustaina-
ble Supply Chain” project are not only aimed at assessing
the occupational health and safety parameters, but also in-
clude environmental and ethical management criteria and

respect for human rights.

1.2. How the Organisation
manages each material
aspect — ENDESA's
Sustainability Plan (PES)

In the ENDESA Sustainability Plan, ENDESA, S.A. establi-
shes the overall corporate objectives to promote the res-
ponsible management of its supply chain, incorporating
occupational health and safety, environmental and respect

for human rights objectives in this regard.

ENDESA, S.A. and its investee companies manage Su-
ppliers on a centralized basis. Furthermore, the volume of
purchases and suppliers at the individual level of ENDE-
SA, S.A. is irrelevant compared to that of its investee com-
panies, which of those that carry out industrial operating
activities and have significant purchasing volume require-
ments. For further information see the chapter on the Su-
pply Chain in the Non-Financial Statement included in the
Consolidated Management Report for ENDESA, S.A. and
Subsidiaries for the year ended 31 December 2018.
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2. Description of
the supply chain
and significant
changes therein

In order to promote responsible management in the su-
pply chain, ENDESA has an integral purchasing process,
which requires suppliers to be rated in accordance with
sustainability criteria (environmental, social, ethical, integri-
ty, human rights), and with technical and economic criteria,
prior to the tender process and the signing of the contract.
Lastly, once the service has been provided, its level of

compliance and performance is assessed.

A significant change in this process was the introduction
into the supplier rating system of the new sustainability
requirements, relating to compliance with human rights,
environmental and occupational health and safety aspects
for all suppliers that request the rating for the material fa-
milies/services/work subject to these controls. As an addi-
tional requirement for sustainability in occupational health
and safety, in the second half of 2018 it became mandatory
for suppliers to complete the SHE 365 safety questionnai-
res to receive ratings. This represents a more thorough
analysis of company standards regarding safety and the

environment.

Integrated procurement process at ENDESA

Requirements
plan for

Business
Lines

All requirements of each
business line are collected

in the Procurement Plan. among others.

Vendor rating

Performance appraisal
of the suppliers once
the work has been
performed.

ll Before provision of service

rating system

Assessment of environmental,
social and ethical aspects,

l During provision of service

Documentacioén Legal

Purchase
request
management

Vendor

The needs are processed by
the Procurement area to be
able to start the bidding.

Each buyer contacts

the possible vendors

and communicates the
technical and commercial
specifications that will be
required to
perform the work.

Tender process

Contract
formalisation

Provision
of service

Once the bid reception
and appraisal process
has ended, the contract
will be signed by two
parties to start the
contracted work.

Jl After provision of service
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3. Supplier rating
policy according to
social criteria, labour
relations, human rights,
gender equality and
environmental criteria

In order to promote responsible management in the supply
chain, ENDESA has an integral purchasing process, which
requires suppliers to be rated in accordance with sustai-
nability criteria (environmental, social, ethical, integrity, hu-
man rights), and with technical and economic criteria, prior

to the tender process and the signing of the contract.

The supplier rating system in 2018 was applied to a series
of strategic purchasing families, for those activities that re-
quire major investment and have a greater impact with res-
pect to security and the environment and which, in 2018,
accounted for 80.3% of the total purchasing volume.

The supplier rating system, which commenced in 2009
to reinforce compliance with the applicable legal, emplo-
yment, security and environmental protection regulations
was enacted as envisaged. It determines whether a su-
pplier complies with the requirements to work with EN-
DESA. This system specifically assesses, aside from com-
pliance with the legal requirements, economic-financial
solvency and technical capacity, the level of compliance of
the supplier in the sustainability area, in line with previous-
ly-defined criteria, based on the risk associated with the

purchasing family to which the supplier belongs:

- Assessment of compliance with human rights regula-

tions.
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- Assessment of compliance with environmental regu-
lations.
- Assessment of compliance with occupational safety

regulations.

The sustainability requirements for new rating files ente-
red into force in April 2017, and apply to the entire base
of suppliers rated in families that require it from March
2018.

Furthermore, forming part of the sustainability require-
ments in the environmental and security areas, the need
was established to obtain the related management sys-
tem certifications in such areas, in conformity with the ISO
14,001 and OHSAS 18001 standards for activities designa-
ted as high risk.

At the end of 2018, the supplier rating system had been im-
plemented in 194 purchasing families, 134 global families

(international rating), and in 60 local families at ENDESA.

In 2018, 100% of ENDESAs newly rated suppliers were
examined using human rights criteria; furthermore, 100%
of the contractors were also examined in this area since
this requirement is included in ENDESAs General Recruit-

ment Conditions.

For more information on supplier selection policies accor
ding to social, labour relations, human rights, gender equa-
lity and environmental criteria and on the policy regarding
local suppliers and the measures taken to apply internatio-
nal labour covenants in the supply chain that ENDESA ma-
nages centrally, as mentioned above, for all its companies,
see the chapter on the Supply Chain in the Non-Financial
Statement included in the Consolidated Management Re-
port for ENDESA, S.A. and Subsidiaries for the year ended
31 December 2018.
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able of contents

required by Law 11/2018,
dated 28 December,
on non-financial iInformation
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Contents of the Non-Financial Statement

Contents in Law 11/2018

Reporting framework

ORGANISATION

1. Business model for the management and
organisation of Company activities

Description of the business model

GRI 102-1 to 102-6

1.1. Name of the organisation Organisation GRI 102-7
1.2. Activities, brands, products and services Structure GRI 102-2
1.3. Location of the registered office GRI 102-3
1.4. Location of operations Business environment GRI 102-4

1.5. Criteria for the preparation of the Non-Financial

Reporting framework

Based on the Global
Reporting Initiative
(GRI Standards) and its

Statement “Electric Utilities Sector
Supplement”

1.6. Ownership and legal form Organisation and structure
1.7. Markets supplied Markets where it operates GRI 102-7

1.8. 2019-2021 Strategic Plan; Objectives and Strategy

Objectives and Strategy

GRI 102-14, 102-15

1.9. Factors and trends that may affect our progress in

Primary factors and trends that can affect its progress

the future in the future GRI102-15

2. ENDESA dimensions GRI 102-7
Financial assistance. Public subsidies received

2.1. ENDESA in figures Contributions to foundations and non-profit GRI 201-4

organisations

2.2. Tax information by country

Taxes paid on income

GRI 201-1, 201-4

3. Significant organisational changes Organisation and structure GRI 102-10
4. Commitment to a sustainable energy model Objectives and Strategy GRI 102-14, 102-15
5. Dialogue with the stakeholders Social dialogue GRI 102-43

6. Materiality study: Identification of priorities based on

dialogue with stakeholders

Key non-financial result indicators that are pertinent
to the specific business activity and comply with the
criteria of comparability, materiality, relevance and
reliability

GRI 102-21,102-46, 102-47

7. ENDESA's Sustainability Plan Company committed to sustainable development GRI ]82:;
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Contents of the Non-Financial Statement

Contents in Law 11/2018 Reporting framework

RISK MANAGEMENT

Risk policy. Significant risks and impacts and their

1. Risk control and management policy verification and control GRI 103-1
2. Criminal regulatory and anti-bribery compliance Risk policy. Significant risks and impacts and their GRI 103-1
policy verification and control
Main risks associated with the Group's activity. Short-,
3. Main sustainability risks - Impacts, risks and medium- and long-term risks
opportunities related to environmental and social Prevention of risks of violating human rights and GRI 102-15

matters

measures to mitigate, manage and repair possible
abuses

RESPECT FOR HUMAN RIGHTS

1. Human rights policy at ENDESA

Human rights policy GRI 103-1, 103-2

2. The due diligence process

Due diligence processes GRI 102-16, 102-17, 412-2

3. Complaints regarding violation of human rights.
Cases of discrimination and corrective measures
taken

GRI 102-16, 102-17, 406-1,

Complaints regarding violations of human rights 2412-2

GOVERNANCE

1. Diversity of competences and viewpoints of
members of the boards of directors, management
and supervision by age, gender and educational and
professional background

GRI 102-22, 102-24,102-24,

Remuneration of directors 405-1

FIGHT AGAINST CORRUPTION AND BRIBERY

1. Material aspects and objectives

Measures adopted to prevent corruption and bribery GRI 103-1,103-2, 103-3

2. Policies implemented by the company regarding
corruption and bribery

Measures adopted to prevent corruption and bribery GRI 102-16, 102-17

2.1. Code of Ethics

Measures adopted to prevent corruption and bribery GRI 415-1, 103-1,103-2, 103-3

2.2. ZeroTolerance Plan against Corruption

Measures adopted to prevent corruption and bribery GRI 103-1

2.3. Anti-bribery policy (GRI Focus on anti-corruption
management)

Measures adopted to prevent corruption and bribery GRI 103-1,103-2, 103-3

2.4. Criminal Risk Prevention Model

Measures adopted to prevent corruption and bribery GRI 103-1,103-2, 103-3

3. Cases of corruption complaints and corrective
measures taken

Measures adopted to prevent corruption and bribery

Measures to combat money-laundering GRI 2053

4. Measures to combat money-laundering

Measures to combat money-laundering GRI 102-16, 102-17

ENVIRONMENTAL SUSTAINABILITY

1. Material aspects and objectives

Medium and long-term goals to reduce greenhouse

GRI 103-1,103-2, 103-3
gases

2. Environmental policy

Description of the policies applied by the Group in

these matters GRI103-2

3. Business model: Fight against climate change

Measures taken to adapt to the consequences of

. GRI 102-15
climate change

4. Environmental management and key performance
indicators

Contamination: Emissions
— Important elements of greenhouse gas emissions
generated as a result of the company’s activities,

including the use of the good and services it GRI 102-15

produces GRI 103-1, 103-2, GRI 307-1,
— Measures to prevent or reduce emissions that affect  Internal framework: The total
air quality. of millions of euros invested

in environmental activities has
been taken into account GRI
305-1, 305-2, 305-3,

305-5, 305-7,

GRI 302-1a, 302-2, 302-3,
302-4, 303-3, 303-5

— Sustainable use of resources: Water consumption,
raw materials consumption, direct and indirect
consumption of energy, measures taken to improve
energy efficiency

— Noise contamination

— Circular economy and prevention and waste

management GRI 307-1
— Measures for prevention, recycling, reuse and other GRI 306-2
forms of waste recovery and disposal GRI 302-1

— Use of renewable energies GRI 304-2, 304-3
— Measures taken to preserve or restore biodiversity
— Impacts caused by activities or operations in

protected areas
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Contents of the Non-Financial Statement

Contents in Law 11/2018

Reporting framework

HUMAN RESOURCES

1. Material aspects and objectives

Objectives and strategy

GRI 103-1,103-2, 103-3

2. Human capital policy

Description of the policies applied by the Group in
these matters

GRI 103-2

2.1. Leadership and talent development

Description of the policies applied by the Group in
these matters

GRI 103-2

2.2. Diversity. Policy against all types of discrimination

Equality Policy.
Eliminating discrimination in employment and jobs,
forced labour and child labour

GRI 103-1,103-2, 103-3

2.3. Digital disconnection policies

Disconnection from work policies

GRI 103-1,103-2, 103-3

2.4. Training

Training policy

GRI 103-1,103-2, 103-3

3. Key performance indicators

3.1. Employees

Social and staff-related affairs

GRI 102-8, 405-1, 401-1

3.1.1. Number of employees

Total number

GRI 102-8, 405-1, 401-1

3.1.2. Workforce distribution

Distribution of employees by gender, age, country and
professional category

GRI 102-8, 405-1, 401-1

3.1.3. Employees with disabilities Employees with disabilities GRI 405-1

3.1.4. Contracts; impact of the Company's activity on Contract types GRI 102-8
employment

315 Contract distribution Fixed-term and part time contracts by gender, age, GRI 102-8

country and professional category

3.1.6. Dismissals

Number of dismissals by gender
Number of dismissals by age
Number of dismissals by professional category

Internal framework: Total
number of disciplinary

dismissals during the year,
broken down by gender, age

and professional category

3.1.7. Measures adopted to promote employment

Measures to promote employment

GRI 103-1,103-2, 103-3

3.2. Remuneration of directors, managers and
employees

Average remuneration and over time, broken down by
gender, age and professional category. Salary gap
Average remuneration of directors (including variable
remuneration, per diems, compensation, payment

to long-term pension systems and any other amount
received by gender

Average remuneration of managers (including variable
remuneration, per diems, compensation, payment

to long-term pension systems and any other amount
received by gender

GRI 405-2

Internal framework: Average

fixed remuneration: % of

women'’s salary minus fixed

remuneration of men.

The salary gap has taken into
account fixed salaries, variable
salaries and social benefits

3.3. Organisation of work

Organisation of working time. Number of absentee
hours. Measures intended to facilitate enjoyment of
work-life balance

GRI 403-2

3.4. Social relationships

Organisation of social dialogue, including procedures
to inform and consult with staff and negotiate with
them. Percentage of employees covered by collective
agreements per country

GRI 402-1, 403-1, 403-4,
102-41

Policies implemented in the training sphere.

8.5. Training Total number of training hours by professional category GRI404-1, 412-2
Measures adopted to promote equal treatment.
Equality plans (Chapter Il of Organic Law 3/2007, of
22 March, on effective equality of women and men),

3.6. Equality measures adopted to promote employment, protocols GRI 103-1

to prevent sexual harassment

Protocols for the prevention of sexual harassment.
Universal integration and accessibility of persons with
disabilities

OCCUPATIONAL HEALTH AND SAFETY

1. Material aspects and objectives

Objectives and strategy

GRI 103-1,103-2, 103-3

2. Occupational health and safety policy

Health and safety conditions

GRI 414-1

3. Key performance indicators

Occupational accidents by gender
Frequency and severity by gender
Professional diseases by gender

GRI 403-9, 403-10
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Contents of the Non-Financial Statement

Contents in Law 11/2018

Reporting framework

CUSTOMERS

1. Material aspects and objectives

Objectives and strategy

GRI 103-1,103-2, 103-3

2. Complaint and complaint-solving system

Claims, complaints received and resolutions

GRI 103-1,103-2, 103-3, 418-1

3. Consumer health and safety protection measures

Consumer health and safety protection measures

GRI 103-1,103-2, 103-3, 416-1

RESPONSIBLE RELATIONSHIP WITH THE COMMUNITIES

1. Material aspects and objectives

Objectives and strategy

GRI 103-1,103-2, 103-3

2. Relationship policy with local communities

Description of the policies applied by the Group in
these matters

GRI 103-2

3. Operations with participation in the local
community, impact assessments and development
programmes

Impact of the company's activity on local populations
and the territory. Relationships with the players in local
communities

GRI 413-1, 413-2

4. Key performance indicators

Employment and local development

— Impact of the company's activity on local populations
and the territory.

— Contributions to foundations and non-profit
organisations

— Association, collaboration or sponsorship activities

GRI 413-1, 413-3
GRI'203-1, 102-12, 102-13
GRI 201-4

GRI 204-1

SUPPLY CHAIN

1. Material aspects and objectives

Objectives and strategy

GRI 103-1,103-2, 103-3

2. Description of the supply chain and significant
changes therein

Consideration of their social and environmental
responsibility in relationships with suppliers.

GRI 102-9, 102-10

Inclusion of social, equality and environmental matters
in the purchases policy. Supervision and audit systems

3. Supplier selection policy according to social criteria, Impact of the Company’s activity on employment GRI103-2
such as labour relations, human rights, gender and Ioc_al developmen_t. . " GRI 2041
equality and environmerlwtal criteria ! - Promotlorj and compliance with thg prowspns GRI 407-1, 408-1, 409-1,

of essential ILO agreements associated with the 414-1, 308-1
respect of freedom of association and the right to
collective negotiation.

AUDITOR’S REVIEW GRI 102-56
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Ernst & Young, S.L. Tel: 915 727 200
Calle de Raimundo Fernandez Villaverde, 65 Fax: 915 727 238
28003 Madrid ey.com

Building a better Espafia
warking world

Translation of a report originally issued in Spanish. In the event of discrepancy,
the Spanish-language version prevails

INDEPENDENT LIMITED ASSURANCE REPORT OF THE NON-FINANCIAL STATEMENT
To the Shareholders of ENDESA, S.A.:

Pursuant to article 49 of the Code of Commerce we have performed a verification, with a limited
assurance scope, of the accompanying Non-Financial Statement (hereinafter NFS) for the year ended
December 31, 2018, of ENDESA S.A., which is part of the Director's Report of ENDESA, S.A.

Responsibility of the Directors

The Board of Directors of ENDESA, S.A. is responsible for the approval and content of the NFS
included in the Director’s Report of ENDESA, S.A. The NFS has been prepared in accordance with the
content established in prevailing mercantile regulations and the criteria of the selected GRI
standards, as well as other criteria described in accordance with that indicated for each subject in the
section: “Table of contents required under Law 11/2018 of December 28 on disclosure of non-
financial and diversity information”, included in the aforementioned Statement.

The directors are also responsible for the design, implementation and maintenance of such internal
control as they determine is necessary to enable the preparation of a NFS that is free from material
misstatement, whether due to fraud or error.

ENDESA, S.A. administrators are further responsible for defining, implementing, adapting and
maintaining the management systems from which the information necessary for the preparation of
the NFS is obtained.

Our independence and quality control procedures

We have complied with the independence and other Code of Ethics requirements for accounting
professionals issued by the International Ethics Standards Board for Accountants (IESBA), which is
based on the fundamental principles of integrity, objectivity, professional competence, diligence,
confidentiality and professionalism.

Our Firm complies with the International Standard on Quality Control No. 1 and thus maintains a
global quality control system that includes documented policies and procedures related to
compliance with ethical requirements, professional standards, as well as applicable legal provisions
and reqgulations.

The engagement team consisted of experts in the review of Non-Financial Information and,
specifically, in information about economic, social and environmental performance.

Domicilio Social: Calle de Raimundo Fernandez Villaverde, 65. 28003 Madrid - Inscrita en el Registro Mercantil de Madrid, tomo 9.364 general, 8.130 de la seccién 3? del Libro de Sociedades, folio
68, hoja n° 87.690-1, inscripcién 12. C.I.F. B-78970506

A member firm of Emst & Young Global Limited
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Our responsibility

Our responsibility is to express our conclusions in an independent limited assurance report based on
the work performed, that refers exclusively to 2018. Information on prior years was not subject to
the verification required by prevailing mercantile regulations. Our review has been performed in
accordance with the requirements established in prevailing International Standard on Assurance
Engagements 3000 “Assurance Engagements Other than Audits or Reviews of Historical Financial
Information” (ISAE 3000) issued by the International Auditing and Assurance Standards Board
(IAASB) of the International Federation of Accountants (IFAC) and the Guide for Non-Financial
Statement verification engagements, issued by the Spanish Institute of Chartered accountants.

The procedures carried out in a limited assurance engagement vary in nature and timing and are
smaller in scope than reasonable assurance engagements, and therefore, the level of assurance
provided is likewise lower.

Our work consisted in requesting information from Management and the various ENDESA, S.A. units
participating in the preparation of the NFS, reviewing the process for gathering and validating the
information included in the NFS, and applying certain analytical procedures and sampling review
tests as described below:

Meeting with ENDESA, S.A. personnel to know the business model, policies and management
approaches applied, the main risks related to these matters and obtain the necessary
information for our external review.

Analyzing the scope, relevance and integrity of the content included in the NFS based on the
materiality analysis made by the ENDESA, S.A. and described in the section “The Organization
of ENDESA S.A.", considering the content required by prevailing mercantile regulations.

Analyzing the processes for gathering and validating the data included in the 2018 Non-
Financial Statement.

Reviewing the information on the risks, policies and management approaches applied in
relation to the material aspects included in the NFS.

Checking, through tests, based on a selection of a sample, the information related to the
content of the 2018 NFS and its correct compilation from the data provided.

Obtaining a representation letter from the Directors and Management.

Conclusion

Based on the procedures performed in our verification and the evidence obtained, no matter came to
our attention that would lead us to believe that the 2018 NFS of ENDESA, S.A. has not been
prepared, in all material respects, in accordance with the content established in prevailing mercantile
regulations and the criteria of the selected GRI standards, as well as other criteria described in
accordance with that indicated for each subject in the section: “Table of contents required under Law
11/2018 of December 28 on disclosure of non-financial and diversity information”, included in the
aforementioned Statement.

A member firm of Ernst & Young Global Limited.
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Use and distribution

This report has been prepared as required by prevailing mercantile regulations in Spain and may not
be suitable for any other purpose or jurisdiction.

ERNST & YOUNG, S.L.

(Signature on the original in Spanish)

Alberto Castilla Vida

February 25, 2019

A member firm of Ernst & Young Global Limited.
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The Management Report of ENDESA, Sociedad Anénima for fiscal year ending
December 31, 2018, as provided herein, was drafted by the Board of Directors of the
company ENDESA, Sociedad Andénima at its meeting on February 25, 2019 and is
hereinbelow signed by all of its Directors in compliance with Article 253 of the Spanish
Capital Corporations Law (Ley de Sociedades de Capital).

Borja Prado Eulate
Chairman

Francesco Starace
Vice Chairman

José Damian Bogas Galvez

Alejandro Echevarria Busquet
Chief Executive Officer

Director

Ignacio Garralda Ruiz de Velasco
Director

Maria Patrizia Grieco

Director
Francisco de Lacerda Alberto de Paoli
Director Director

Helena Revoredo Delvecchio
Director

Miguel Roca Junyent
Director
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Director

Madrid, 25 February 2019
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Ernst & Young, S.L. Tel: 915 727 200
Calle de Raimundo Ferndndez Villaverde, 65 Fax: 915 727 238
28003 Madrid ey.com
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Building a better
working world

Translation of a report and financial statements originally issued in Spanish. In the event of
discrepancy, the Spanish-language version prevails (See Note 40)

AUDIT REPORT ON CONSOLIDATED FINANCIAL STATEMENTS ISSUED BY AN INDEPENDENT
AUDITOR

To the shareholders of
ENDESA, S.A.:

Audit report on the consolidated financial statements

Opinion

We have audited the consolidated financial statements of ENDESA, S.A. (the Parent Company) and its
Subsidiaries (the Group), which comprise the consolidated statement of financial position at
December 31, 2018, the consolidated income statement, the consolidated statement of other
comprehensive income, the consolidated statement of changes in equity, the consolidated statement
of cash flows, 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 the consolidated financial position of the Group at
December 31, 2018 and of its consolidated 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.

Domicilio Social: Calle de Raimundo Fernandez Villaverde, 65. 28003 Madrid - Inscrita en el Registro Mercantil de Madrid, tomo 9.364 general, 8.130 de la seccion 32 del Libro de Sociedades, folio

90-1, inscripcion 12. C.I.F. B-78970506.

68, hoja

A member firm of Emnst & Young Global Limited
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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.

Impairment of non-financial assets

Description At year-end 2018, the Group recognized property, plant, and equipment under non-
current assets in the amount of 21,840 million euros, intangible assets totalling
1,355 million euros, and goodwill amounting to 479 million euros.

The recoverable amount of the above assets is subject to the existence of potential
impairment, which is determined based on complex estimates and assumptions made
by Group Management using criteria, judgments, and hypotheses. We consider this to
be a key audit matter due to the significant amounts and the inherent complexity of
assigning a value to key assumptions made and changes therein.

The Group applied the following key criteria, hypotheses and judgments: Electricity
and gas demand, regulatory measures, average hydraulic and wind energy, installed
capacity, production mix determination, sales and energy purchase prices, electricity
and gas sales prices, fuel costs, fixed costs, as well as discount and growth rates.

Additional information on the criteria applied by Group Management, as well as key
assumptions used during the determination of impaired value of non-financial assets
is disclosed in Note 3.e) of the accompanying consolidated financial statements.

Our response Our audit procedures include, among others, the following:

Understanding the processes established by Group Management to determine
impairment of the value of non-financial assets, including assessment of the
design and implementation of relevant controls.

Reviewing the model used by Group Management with the assistance of our
valuation specialists, encompassing its mathematical coherence,
reasonableness of the projected cash flows, discount rates, and long-term
growth rates, as well as the outcome of the sensitivity analyses carried out by
Group Management. Throughout the performance of our work, we held
interviews with the business heads and using renowned external sources and
other available information to contrast data.

Review disclosures included in the accompanying consolidated financial
statements in accordance with the applicable financial reporting framework.

Revenue recognition. Electricity and gas sales supplied yet not billed

Description At year-end 2018, the Group recognized 896 million euros and 429 million euros on
the consolidated income statement for electricity and gas sales, respectively, which
have been supplied but thus far have not yet been billed; this is due to the fact that
the customary meter reading does not coincide with the financial statements year
end. We consider this to be a key audit matter due to the valuation of these unbilled
sales is based on a series of complex estimates requiring the application of certain
criteria, judgments, and hypotheses by Group Management.

A member firm of Emst & Young Global Limited.
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The main estimates to which Group Management applies criteria and hypotheses to
determine these unbilled sales are the following: energy consumption, energy costs,
average selling prices, and toll costs.

Information on the Group's income recognition criteria, as well as a breakdown of
sales pending billing are disclosed in Notes 3.7) and 13, respectively, of the
accompanying consolidated financial statements.

Our response Our audit procedures include, among others, the following:

Understand Group criteria and procedures used to estimate billed sales,
including assessment of the design and implementation and the effectiveness of
relevant controls.

Analyze Group energy balance to verify the reasonableness of the hypotheses
applied (consumption, cost, prices), comparing the results obtained against
business performance, prior years' experience, data and historical trends.

Perform analytical procedures involving a review of energy consumption trends,
costs, average prices, and toll costs, as well an analysis of correlations between
associated accounts.

Provisions for litigation, termination benefits, and other legal or contractual obligations

Description At year end, the Group recognized provisions for litigation, termination benefits, and
other legal or contractual obligations totalling 635 million euros, of which 611 million
euros are recognized as non-current and 24 million euros as current liabilities.

Group Management makes complex estimates and applies certain judgments and
hypotheses to value these provisions.

We have considered this a key audit matter due to the complexity of assigning value
to the main assumptions considered, as well as how changes therein might have a
significant effect on the consolidated statement of financial position, and on the
consolidated income statement, considering the significance of the amounts of the
recognized provisions.

Disclosures for the recognition and valuation criteria used on these provisions, as well
as the breakdown of these provisions in accordance with their nature, which are
recognized as current and non-current liabilities are respectively included under
Notes 3.k), 17 and 24 of the accompanying consolidated financial statements.

Our response Our audit procedures include, among others, the following:

Understand the processes applied by Group Management to estimate
provisions, including assessment of the design and implementation of relevant
controls.

Obtain confirmation letters from the internal and external legal advisors of the
Group.

Involve our internal legal specialists to analyze the reasonableness of the
conclusions reached by Group Management.

Review disclosures included in the consolidated financial statements in
accordance with the applicable financial reporting framework.

A member firm of Ernst & Young Global Limited.
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Other information: consolidated management report

Other information refers exclusively to the 2018 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 contained in the consolidated
management report is defined in prevailing audit regulations, which distinguish two levels of
responsibility:

a) A specific level applicable to the non-financial information statement, as well as certain
information included in the Corporate Governance Report, as defined in article 35.2 b) of Law
22/2015 on auditing, which solely requires that we verify whether said information has been
included in the consolidated management report or where applicable, that the consolidated
management report includes the corresponding reference to the separate non-financial
report as stipulated by prevailing regulations 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 knowledge of the Group
obtained during the audit, excluding information not obtained from evidence. Moreover, we
are required to evaluate 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 above, we have verified that the information referred to
in paragraph a) above is provided in the consolidated management report, and that the remaining the
information contained therein is consistent with that provided in the 2018 consolidated financial
statements and their content and presentation are in conformity with applicable regulations.

Responsibilities of the Parent Company’s Directors and the Audit and Compliance 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 equity, financial
position and consolidated 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
aforementioned Directors either intend to liquidate the Group or to cease operations, or has no
realistic alternative but to do so.

The Audit and Compliance Committee of the Parent Company is responsible for overseeing the
Group's financial reporting process.

A member firm of Ernst & Young Global Limited.
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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 Directors of the Parent Company.

Conclude on the appropriateness of the use, by the Directors of the Parent Company, 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 audit evidence regarding the financial information of the
entities or business activities within the Group to express an 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 and Compliance 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 and Compliance Committee of the Parent Company with a statement that
we have complied with relevant ethical requirements, including those related to independence, and to
communicate with them all matters that may reasonably be thought to bear on our independence,
and where applicable, related safeguards.

A member firm of Emst & Young Global Limited.




EY 6

Building a better
working world

From the matters communicated with the Audit and Compliance 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 and Compliance Committee of the Parent Company

The opinion expressed in this audit report is consistent with the additional report we issued to the
Audit and Compliance Committee of the Parent Company on February 25, 2019.

Term of engagement

The annual general shareholders' meeting held on April 26, 2017 appointed us as auditors for 3
years, commencing for the year ended December 31, 2017.

Previously, we were appointed as auditors by the shareholders for 3 years and we have been carrying
out the audit of the financial statements continuously since January 1, 2011.

ERNST & YOUNG, S.L.

(Signed on the original version in Spanish)

Olatz Diez De Artazcoz Herreros

February 25, 2019

A member firm of Ernst & Young Global Limited.







Consolidated Financial
Statements

for the year ended 31 December 2018

(Translation from the original issued in Spanish. In the event of discrepancy,
the Spanish-language version prevails)



ENDESA, S.A. and Subsidiaries

Consolidated Statements of Financial Position
at 31 December 2018 and 2017

Millions of euros

31 December 31 December

Notes 2018 2017
ASSETS
NON-CURRENT ASSETS 26,001 25,507
Property, plant and equipment 6 21,840 21,727
Investment property 7 62 9
Intangible Assets 8 1,355 1,196
Goodwill 10 479 459
Investments Accounted for using the Equity Method 11 249 205
Non-current Financial Assets 19 858 769
Deferred Tax Assets 221 1,158 1,142
CURRENT ASSETS 5,655 5,530
Inventories 12 1,473 1,267
Trade and Other Receivables 13 2,955 3,100
Trade Receivables 2,782 2,877
Current Income Tax Assets 173 223
Current Financial Assets 983 764
Cash and Cash Equivalents 14 244 399
Non-current Assets Held for Sale and Discontinued Operations — —
Total ASSETS 31,656 31,037
EQUITY AND LIABILITIES
EQUITY 15 9,181 9,233
Of the Parent 15.1 9,037 9,096
Share capital 1,271 1,271
Share Premium and Reserves 7157 7155
Profit for the Period of the Parent 1,417 1,463
Interim dividend (741) (741)
Valuation Adjustments (67) (52)
Of the non-controlling interests 156.2 144 137
NON-CURRENT LIABILITIES 14,781 14,269
Deferred income 16 4,587 4,730
Non-current Provisions 17 3,325 3,382
Provisions for pensions and similar obligations 171 989 951
Other Non-current Provisions 2,336 2,431
Non-current Interest-Bearing Loans and Borrowings 18 4,975 4,414
Other Non-current Liabilities 21 757 646
Deferred Tax Liabilities 222 1,137 1,097
CURRENT LIABILITIES 7,694 7535
Current Interest-Bearing Loans and Borrowings 18 1,046 978
Current Provisions 24 571 425
Provisions for pensions and similar obligations — —
Other Current Provisions 571 425
Trade Payables and Other Current Liabilities 23 6,077 6,132
Suppliers and other Payables 5,918 5,962
Current Income Tax Liabilities 159 170
Liabilities Associated with Non-current Assets Classified as held for Sale and Discontinued — —
Operations
Total EQUITY AND LIABILITIES 31,656 31,037

The accompanying notes 1 to 40 to the Consolidated Financial Statements are an integral part of the Consolidated Statements of Financial Position at 31
December 2018 and 2017,
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ENDESA, S.A. and Subsidiaries

Consolidated Income Statements
for the years ended 31 December 2018 and 2017

Millions of euros

Notes 2018 2017

INCOME 25 20,195 20,057
Revenue 25.1 19,555 19,656
Other operating income 25.2 640 501
PROCUREMENTS AND SERVICES (14,567) (14,569)
Power Purchases 26.1 (4,784) (4,933)

Fuel consumption 26.2 (2,269) (2,294)
Transport Costs (5,463) (5,652)
Other variable procurements and services 26.3 (2,051) (1,690)
CONTRIBUTION MARGIN 5,628 5,488
Self-constructed Assets 3aand 3d.3 270 222
Personnel Expenses 27 (947) (917)
Other Fixed Operating Expenses 28 (1,324) (1,251)
GROSS PROFIT FROM OPERATIONS 3,627 3,542
Depreciation and amortisation, and impairment losses 29 (1,708) (1,511)
PROFIT FROM OPERATIONS 1,919 2,031
NET FINANCIAL PROFIT/(LOSS) 30 (139) (123)
Financial income 36 51
Financial expense (173) (178)

Net Exchange Differences (2) 4

Net Profit/(Loss) of Companies Accounted for using the Equity Method 1 &b (15)
Gains/(Losses) from Other Investments — —
Gains/(losses) on Disposal of Assets 31 3 7
PROFIT/(LOSS) BEFORETAX 1,818 1,900
Income Tax Expense 32 (392) (427)
PROFIT AFTERTAX FORTHE PERIOD FROM CONTINUING OPERATIONS 1,426 1,473
PROFIT AFTERTAX FORTHE PERIOD FROM DISCONTINUED OPERATIONS - -
PROFIT FORTHE YEAR 1,426 1,473
Parent Company 1,417 1,463
Non-controlling interests 15.2 9 10
BASIC NET EARNINGS PER SHARE FOR CONTINUING OPERATIONS (Euros) 1.34 1.38
DILUTED NET EARNINGS PER SHARE FOR CONTINUING OPERATIONS (Euros) 1.34 1.38
BASIC NET EARNINGS PER SHARE FOR DISCONTINUED OPERATIONS (Euros) = -
DILUTED NET EARNINGS PER SHARE FOR DISCONTINUED OPERATIONS (Euros) — —
BASIC NET EARNINGS PER SHARE (Euros) 1.34 1.38
DILUTED NET EARNINGS PER SHARE (Euros) 1.34 1.38

The accompanying notes 1 to 40 to the Consolidated Financial Statements are an integral part of the Consolidated Income Statements for the years ended 31 December
2018 and 2017
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ENDESA, S.A. and Subsidiaries

Consolidated Statements of Other Comprehensive

Income

for the years ended 31 December 2018 and 2017

Millions of euros

Notes

31 December 2018

31 December 2017

Of the
Parent

Of the non-

controlling
interests

Total

Of the
Parent

Of the non-
controlling
interests

Total

PROFIT FORTHE YEAR

1,417

9

1,426

1,463

10

1,473

OTHER COMPREHENSIVE INCOME:

INCOME AND EXPENSE RECOGNI-
SED DIRECTLY IN EQUITY

14

14

165

165

Items that can be Reclassified to
Profit or Loss:

43

43

65

65

Cash flow hedges

156.1.6 and 15.1.10

54

54

86

Translation Differences

156.1.10

(1

Companies Accounted for using the
Equity Method

156.1.6 and 15.1.10

Other Income and Expenses
Recognised Directly in Equity

Tax Effect

15.1.6, 15.1.10
and 32

(13)

(13)

Items that cannot be reclassified to
profit or loss:

(29)

(29)

From Revaluation/(Reversal of
Revaluation) of Property, Plant and
Equipment and Intangible Assets

From Measurement of Financial
Instruments

Financial Assets at Fair Value

Other income/(Expenses)

From Actuarial Gains and Losses and
other Adjustments

16.1.10 and 17.1

(33)

(33)

127

Income tax effect

15.1.10 and 32

(27)

AMOUNTS TRANSFERRED TO
INCOME STATEMENT AND/OR
INVESTMENTS

15.1.6

(58)

(58)

(79)

Cash flow hedges

16.1.10

(77)

(77)

(108)

Translation differences

Companies accounted for using the
equity method

156.1.10

Other income and expenses
recognised directly in equity

Tax Effect

15.1.10 and 32

19

19

27

27

Total COMPREHENSIVE INCOME

1,373

9

1,382

1,549

10

1,559

The accompanying notes 1 to 40 to the Consolidated Financial Statements are an integral part of the Consolidated Statement of Comprehensive Income for the years

ended 31 December 2018 and 2017.
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ENDESA, S.A. and Subsidiaries

Consolidated Statement of Changes in Equity
for the year ended 31 December 2018

Millions of euros

Equity attributable to owners of the Parent ot 151

Capital and reserves

Non-
Share )
Notes Premium Treasur i Controlling Total
R ' v Profit : Valuation Interests equity
. eserves  Shares and Other Equity  Adiustments (Note 15.2)
Capital . for the ]
and  Own Equity . Instruments
. period
Interim  Instruments
Dividend

Balance at 1 January 1,271 6,414 — 1,463 - (52) 137 9,233
2018
Adjustments due to 2.1 — 31 (1) — — — — — 31
changes in accounting
policies
Corrections of Errors — — — — — — — —
Adjusted Balance at 1 1,271 6,445 - 1,463 — (52) 137 9,264
January 2018
Total Comprehensive — (29) - 1,417 — (15) 9 1,382
Income
Transactions with Sha- - (1,463) - - - - (2)  (1,465)
reholders or Owners
Capital Increases/ 15.2 and — — — — — = (1) (1)
(Reductions) 333
Conversion of Liabilities — — — — — — — —
into Equity
Dividends Paid 15.1.9 = (1,463) = = — = (9) (1,472)
Transactions with — — — — — — — —
Treasury Shares or Own
Equity Instruments (Net)
Increases/(Reductions) 5.4 — — — — — — 2 2
due to Business
Combinations
Other Transactions with 15.2 and — — _ _ _ _ 6 6
Shareholders or Owners 333
Other Changes in Equity — 1,463 — (1,463) — — — —
Share-based Payments — — — — — — — —
Transfers Between Equity — 1,463 — (1,463) — — — —
ltems
Other Changes — — — — — — — —
Balance at 31 December 1,271 6,416 - 1,417 - (67) 144 9,181

2018

1 Corresponding to the effect of the first application of IFRS 9 “Financial Instruments” and IFRS 15 “Ordinary Revenues from Contracts with Customers”
amounting to Euros 40 million, negative, and Euros 71 million, positive, respectively.

The accompanying notes 1 to 40 to the Consolidated Financial Statements are an integral part of the Consolidated Statement of Changes in Equity for the
year ended 31 December 2018.
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L
ENDESA, S.A. and Subsidiaries

Consolidated Statement of Changes in Equity
for the year ended 31 December 2017

Millions of euros

Equity attributable to owners of the Parent MNete 151

Capital and reserves

Non-
Share )
. Controlling Total
Notes Premium, Treasury Valuation | )
. R Shares and Profit for ~ Other Equit ; nterests  equity
Capital eserves ! ) quity  Adjustments (Note 15.2)
and  Own Equity the period Instruments
Interim  Instruments
Dividend

Balance at 1 January 2017 1,271 6,308 — 1,411 — (38) 136 9,088
Adjustments due to changes — — — — — — _ —
in accounting policies
Corrections of Errors — — — — — — — —
Adjusted Balance at 1 1,271 6,308 - 1,411 - (38) 136 9,088
January 2017
Total Comprehensive - 100 - 1,463 - (14) 10 1,559
Income
Transactions with Share- — (1,405) - - — — (9) (1,414)
holders or Owners
Capital Increases/ — — — — — — — _
(Reductions)
Conversion of Liabilities into — — — — — — — _
Equity
Dividends Paid 15.1.9 — (1,411) — — — — (3) (1,414)
Transactions with Treasury — — — — — — — —
Shares or Own Equity
Instruments (Net)
Increases/(Reductions) due — — — — — — — _
to Business Combinations
Other Transactions with 2.3.1 — 6 — — — — 6) _
Shareholders or Owners
Other Changes in Equity - 1,411 - (1,411) - — — —
Share-based Payments — — — — — — — _
Transfers Between Equity — 1,411 — (1,411) — — — —
Iltems
Other Changes — — — — — — _ _
Balance at 31 December 1,271 6,414 — 1,463 — (52) 137 9,233
2017

The accompanying notes 1 to 40 to the Consolidated Financial Statements are an integral part of the Consolidated Statement of Changes in Equity for the
year ended 31 December 2017
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ENDESA, S.A.and Subsidiaries

Consolidated Statements of Cash Flows
for the years ended at 31 December 2018 and 2017

Millions of euros

Notes 2018 2017

Profit before Tax 1,818 1,900
Adjustments for: 1,910 1,579
Depreciation and amortisation, and impairment losses 29 1,708 1,51
Other adjustments (Net) 202 68
Changes in Working Capital 33.1 (653) (370)
Trade and Other Receivables 298 (387)
Inventories (361) (241)
Current financial assets (285) (554)
Trade Payables and Other Current Liabilities (305) 812
Other Cash Flows from/(used in) Operating Activities: 33.1 (655) (671)
Interest received 29 44
Dividends received 30 27
Interest paid (142) (134)
Income tax paid (326) (350)
Other receipts from and payments for operating activities (246) (258)
NET CASH FLOWS FROM OPERATING ACTIVITIES 33 2,420 2,438
Acquisitions of Property, Plant and Equipment and Intangible Assets 33.2 (1,425) (1,078)
Proceeds from sales of property, plant and equipment and intangible assets 33.2 8 15
Purchase of Investments in Group Companies 332 (136) (2)
Proceeds from sale of Investments in Group companies 33.2 20 16
Purchase of other Investments (226) (187)
Proceeds from Sale of other Investments 46 29
Cash flows from Changes in the Scope of Consolidation — —
Grants and other deferred income 332 86 92
NET CASH FLOWS FROM INVESTING ACTIVITIES 33 (1,627) (1,115)
Cash Flows from Equity Instruments 15.2 and 33.3 5 )
Proceeds from Non-Current Borrowings 18.1 and 33.3 721 315
Repayment of Non-Current Borrowings 18.1and 33.3 (56) (74)
Net Cash Flows Used in Current Borrowings 18.1 and 33.3 (146) (165)
Dividends of the Parent Paid 15.1.9, 16.1.11 and 33.3 (1,463) (1,411)
Payments to Non-controlling Interests 15.2 and 33.3 9) (4)
NET CASH FLOWS FROM FINANCING ACTIVITIES 33 (948) (1,342)
Total NET CASH FLOWS (155) (19)
Effect of Exchange Rate Fluctuations on Cash and Cash Equivalents = —
NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS (155) (19)
CASH AND CASH EQUIVALENTS AT 1 JANUARY 14 399 418
Cash in Hand and at Banks 399 418
Cash Equivalents — —
CASH AND CASH EQUIVALENTS AT 31 DECEMBER 14 244 399
Cash in Hand and at Banks 244 399

Cash Equivalents

The accompanying notes 1 to 40 to the Consolidated Financial Statements are an integral part of the Consolidated Statements of Cash Flows for the years

ended 31 December 2018 and 2017.
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Notes to the
Consolidated Financial
Statements

for the year ended 31 December 2018



1. Group activity and
financial statements

ENDESA, S.A. (hereinafter, “the Parent Company” or the
“Company”) and its subsidiaries make up the ENDESA
Group (hereinafter, “ENDESA"). The Company's registered

and head offices are at calle Ribera del Loira, 60, Madrid.

The Company was incorporated with limited liability under
Spanish law in 1944 under the name Empresa Nacional de
Electricidad, S.A. and changed its name to ENDESA, S.A.
pursuant to a resolution adopted by the shareholders at the
General Meeting of Shareholders on 25 June 1997

Its corporate purpose is the electricity business in all its
various industrial and commercial areas; the exploitation
of primary energy resources of all types; the provision of
industrial services, particularly in the areas of telecommu-
nications, water and gas and those preliminary or supple-
mentary to the Group’s corporate purpose, and the man-
agement of the corporate Group, comprising investments
in other companies. ENDESA carries out its corporate
purpose in Spain and abroad directly or through its invest-

ments in other companies.

ENDESAs Consolidated Financial Statements for the
year ended 31 December 2017 were approved by the
shareholders at the General Meeting of Shareholders
held on 23 April 2018 and filed with the Madrid compa-

nies register.
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The ENDESA consolidated financial statements for the
year ended 31 December 2018, and those of all the com-
panies comprising the Group for 2018, which were used in
the preparation of these consolidated financial statements,
are pending approval by shareholders at their respective
general meetings of shareholders. However, the directors
of the Parent Company consider that these consolidated
financial statements will be approved as presented without
modification.

The presentation currency of the Parent Company is the
euro and the figures shown herein (unless stated other

wise) are in millions of Euros.

The Company forms part of the ENEL Group, whose ulti-
mate parent company is ENEL, S.p.A., which is governed
by Italian legislation. Its registered office is at Viale Regi-
na Margherita, 137 Rome, lItaly. In Spain, the ENEL Group
is headed by ENEL lberia, S.L.U., with registered office
at Calle Ribera del Loira, 60, Madrid. The ENEL Group,
through ENEL lberia, S.L.U., holds 70,101% of ENDESA,
S.A's share capital. (see Note 15.1.1).

The ENEL Group’s consolidated financial statements for
the year ended 31 December 2017 were approved by the
shareholders at the General Meeting of Shareholders held
on 24 May 2018 and filed with the Rome and Madrid com-

panies registers.

cnaesa



2. Basis of preparation of
the consolidated financial

Statements

2.1. Accounting
principles

ENDESAs consolidated financial statements for the year
ended 31 December 2018 were authorised for issue by the
directors of the Parent Company at a board meeting held
on 25 February 2019 and prepared in accordance with the
International Financial Reporting Standards (“IFRSs”) and
the interpretations of the IFRS Interpretations Committee
("IFRIC") as adopted by the European Union at the report-
ing date pursuant to Regulation (EC) 1606/2002 of the Eu-
ropean Parliament and of the Council and other applicable

regulations regarding financial reporting.

These consolidated financial statements present fairly the
equity and financial position of ENDESA at 31 December
2018, as well as the consolidated comprehensive income,
consolidated operating performance, changes in consoli-
dated equity and changes in consolidated cash flows for

the year then ended.

The Consolidated Financial Statements have been pre-
pared following the same Accounting Policies, Presenta-
tion Basis and Valuation Rules applied in the Consolidat-

ed Financial Statements for the year ended 31 December

2017, with the exception of the new International Finan-
cial Reporting Standards (IFRS) and Interpretations of
the IFRS Interpretations Committee (IFRIC) published in
the Official Journal of the European Union which was
first applied by ENDESA in the Consolidated Financial
Statements for the year ended 31 December 2018 (see
Note 2.1.a), and following the operating company prin-
ciple by applying the cost method, with the exception
of the items that, in accordance with the International
Financial Reporting Standards (IFRS), are recorded at fair
value, as indicated in the Valuation Standards for each
item. Items on the consolidated income statement are

classified by types of costs.

ENDESASs consolidated financial statements for the years
ended 31 December 2018 and 2017 have been prepared
from the accounting records of the Company and those of

the rest of the companies comprising ENDESA.

Each subsidiary prepares its financial statements in accord-
ance with the accounting principles and standards prevail-
ing in the country in which it operates. \When necessary,
in the consolidation process adjustments and reclassifica-
tions have been made to the financial statements of sub-
sidiaries to bring their accounting principles and standards

into line with IFRSs and IFRIC interpretations.
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a) Standards and interpretations endorsed by the
European Union applied for the first time in the
consolidated financial statements for the year ended 31

December 2018

Standards, amendments and interpretations

Mandatory application: Annual
periods beginning on or after

IFRS 15 Revenue from Contracts with Customers

1 January 2018

Clarifications to the IFRS 15 Revenue from Contracts with Customers

1 January 2018

IFRS 9 Financial Instruments

1 January 2018

Amendments to IFRS 4 Insurance Contracts: Applying IFRS 9 Financial Instruments with IFRS 4 Insurance

Contracts

1 January 2018

IFRIC 22 Transactions in Foreign Currency and Advance Consideration

1 January 2018

Amendments to IAS 40 Investment Property: Transfers of Investment Property

1 January 2018

Amendments to the IFRS 2 Share-based Payment: Classification and Measurement of Share-based

Payment Transactions.

1 January 2018

Annual Improvements to IFRSs 2014-2016 Cycle. The improvements are designed to address areas of

inconsistency in IFRSs or where clarification in wording is required, with amendments to the following

standards:

- IFRS 1 First-Time Adoption of International Financial Reporting Standards

- IFRS 12 Disclosure of Interests in Other Entities
- IAS 28 Investments in Associates and Joint Ventures

1 January 2017 (IFRS 12) and
1 January 2018
(IFRS 1 and IAS 28)

IFRS 9 Financial Instruments

IFRS 9 Financial Instruments establishes the criteria for
recognition, classification and measurement of financial
assets, financial liabilities and certain contracts for the pur
chase or sale of a non-financial items (see Note 3g).

The transition method adopted by ENDESA in the first ap-
plication of this Standard was the retroactive application
method with accumulated effect of this application at 1
January 2018, so the figures for 2017, presented for com-
parative purposes, have not been restated. However, to fa-
cilitate the comparison of the figures at 31 December 2018
and 2017 in Note 19, the financial instruments are classified

in the new categories.
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The effect of the adoption of IFRS 9 “Financial Instru-
ments” as well as its impacts on ENDESAs Consolidated
Financial Statements at the date of first application is de-
tailed below:

- Classification and measurement of financial assets
and liabilities: According to the business model and
the characteristics of the contractual cash flows, no sig-
nificant impacts have been identified, given that most
of the financial assets continue to be valued at amor
tised cost, with the exception, mainly, of the equity in-
struments, which are valued at fair value with changes
in the Consolidated Income Statement, and derivative
financial instruments, which are valued at fair value

with changes in the Consolidated Income Statement.
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The following is a description of the classification and valua-
tion of non-current and current financial instruments under
IFRS 9 Financial Instruments as of 1 January 2018, without
considering the effect of the impairment mentioned in the

following section:

Valuation Category in accordance with IFRS 9

Type of Financial Instruments Financial Instruments

1 January 2018
(Millions of Euros)

Non-current Current
Derivatives Financial a_ssets a_t fair value with changes in 39 160
the consolidated income statement
Hedging derivatives 31 97
Derivatives not designated as hedging instruments 8 63
Financial Assets Financial assets measured at amortised cost 724 764
Financing of the revenue shortfall from regulated
RS i ) — 222
activities in Spain and other regulated remuneration
Compensations for extra-costs in non-mainland
. — 304
generation (TNP)
Guarantee deposits 424 —
Loans to employees 22 1
Loans to Associated Companies, Joint Ventures and Joint
) . 66 5
Operation Entities
Remuneration of the distribution activity 106 70
Remuneration to the investment in Renewable Energies 3 1
Other financial assets 105 151
Value Adjustment (2) —
Equity instruments Financial assets at fair value with changes in 6 _
quity the consolidated income statement
Trade Receivables Financial assets measured at amortised cost - 2,631
Cash and Cash Equivalents Financial assets measured at amortised cost - 399
Total 769 3,954
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The following is a description of the classification and val-

uation of non-current and current financial liabilities under

IFRS 9 Financial Instruments as of 1 January 2018:

Type of Financial Instruments

Valuation Category in accordance with IFRS 9

1 January 2018
(Millions of Euros)

Financial Instruments

Non-current Current
e e o 9% a2
Hedging derivatives 30 76
Derivatives not designated as hedging instruments 16 52
Financial Debt and Other Non-current Liabilities EL“sincia' liabilities measured at amortised 4,979 978
Bonds and other marketable securities 85 889
Bank borrowings 892 18
Other Borrowings 3,475 71
Other Liabilities 612 =
Foandllbiis o i it s 5 -
Bonds and other marketable securities 85 ==
Trade Payables and Other Current Liabilities Financial liabilities measured at amortised cost — 5,283
Total 5,060 6,389
In 2018, the effect of the restatement at fair value of equity Millions of euros

instruments amounted to Euros 1 million and is included Consolidated Statement of Financial Notes 1 January
in the Financial Expenses section of the Consolidated In- Position 2018
Non-current assets 12

come Statement (see Note 30). : :
Non-current Financial Assets 19.1.1 (10)
Deferred tax assets 221 22
- Impairment of financial assets: ENDESA has ap- Current assets 43)
plied the simplified approach for trade receivables, es- Trade and Other Receivables 13.1 (33)
timating lifetime expected loss for the assets, and the Current Financial Assets 19.1.1 (10)
general approach for calculated expected loss for the ~ Total Assets (31)
remaining financial assets. The impact of the applica-  EQuity 5 (40)
tion of the new expected loss model to calculate the ~ Of the Parent (“0)
impairment of financial assets on ENDESAs Consoli- Of the non-contraling interests -
) ) ) ) Non-current liabilities 9
dated Financial Statement on the date of first applica- Deferred Tax Liabilities 2.2 s
tion, is as follows: Total Equity and Liabilities (31)
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- Hedge accounting: ENDESA has opted for the pro-
spective application of hedge accounting of IFRS 9
“Financial Instruments” and therefore its adoption has
not had an impact on the Consolidated Financial State-

ments at 1 January 2018.

- Refinancing of Interest-bearing Loans and Borrow-
ings: ENDESA has assessed the impact of the account-
ing treatment of refinancing transactions that have not
led to a reduction in the financial liability without this

having a significant impact.

IFRS 15 Revenue from Contracts
with Customers

IFRS 15 Revenue from Contracts with Customers es-
tablishes a new measurement model for revenue from
contracts with customers. The core principle of IFRS
15 is that an entity will recognise revenue to depict the
transfer of promised goods or services to customers in
an amount that reflects the consideration to which the
entity expects to be entitled in exchange for those goods

or services.

The transition method adopted by ENDESA in the first ap-
plication of this Standard was the retroactive application
method with accumulated effect of this application at 1
January 2018, so the figures for 2017, presented for com-

parative purposes, have not been restated.

As a result of the first application from 1 January 2018 of
IFRS 15 “Revenue from Contracts with Customers’ ENDE-
SA has capitalised under Non-Current Assets the incre-

mental costs of obtaining these contracts with customers

that, at 1 January 2018, had been recognized in the Consol-
idated Statement of Financial Position. This asset is depre-
ciated systematically depending on the average expected
useful life of the contracts with customers associated with
these costs, which, to date, varies anywhere between 1.4

years to 9 years (see Note 3d.4).

Based on the foregoing, the impact on ENDESAs Consol-
idated Financial Statement on the date of first application
of IFRS 15 “Revenue from Contracts with Customers’ is

as follows:

Millions of euros

Con_s_olidated Statement of Financial Notes 1 January

Position 2018
Non-current assets 95
Intangible assets 8 95
Total ASSETS 95
Equity 15 71
Of the Parent 71
Of the non-controlling interests —
Non-current liabilities 24
Deferred Tax Liabilities 222 24
Total Equity and Liabilities 95

This amount corresponds to the capitalisation of the in-
cremental costs of obtaining contracts with customers
incurred in previous years that are still effective on the tran-

sition date.

Likewise, in order to facilitate comparison of the fig-
ures as of 31 December 2018 and 2017 in the Notes
13, 23 and 26, the assets and liabilities of contracts with
clients are presented according to these new categories
established by the Standard.
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Impacts of the Changes in the
Accounting Principles

The impacts derived from the application of IFRS 9 “Finan-
cial Instruments” and IFRS 15 “Ordinary Revenues from
Contracts with Customers” on the Consolidated State-

ment of Financial Position at 1 January 2018, are as follows:

Millions of euros

IFRS 15

Customers (Adjusted)
Non-current assets 25,507 12 95 25,614
Current assets 5,530 (43) — 5,487
Total Assets 31,037 (31) 95 31,101
Equity 9,233 (40) 71 9,264
Of the Parent 9,096 (40) 71 9,127
Of Non-Controlling Interests 137 — — 137
Non-current liabilities 14,269 9 24 14,302
Current Liabilities 7,535 - — 7,535
Total Equity and Liabilities 31,037 (31) 95 31,101

During 2018, the capitalisation of the incremental costs
incurred from obtaining contracts with customers, as a re-
sult of the application of IFRS 15 “Ordinary Revenue from
Contracts with Customers’ has entailed a Euros 70 million
decrease million under “Other Variable Procurements and
Services” and a Euros 54 million increase under “Depre-
ciation and amortisation, and impairment losses” on the

Consolidated Income Statement.

During 2018, the effect of the impairment of financial as-
sets in accordance with IFRS 9 “Financial Instruments”
amounted to Euros 6 million, positive, in the “Depreciation
and Amortisation, and Impairment Losses” heading and
Euros 3 million, positive, in the “Financial Result” heading

of the Consolidated Income Statement (see Note 30).
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Below is a breakdown of the impacts of the application of
IFRS 9 “Financial Instruments” and IFRS 15 “Ordinary Rev-

enues from Contracts with Customers” in the Consolidat-

ed Financial Statements for the year ended 31 December

2018:

Millions of euros

Consolidated Statement of Financial Position

31 December
2018

IFRS 9 Financial
Instruments

IFRS 15 Revenue
from Contracts with

31 December 2018
Unaffected by the
Application of IFRS 9

Customers and IFRS 15
Non-current assets 26,001 (19) (111) 25,871
Current assets 5,655 36 — 5,691
Total Assets 31,656 17 (111) 31,562
Equity 9,181 33 (83) 9,131
Of the Parent 9,037 88 (83) 8,987
Of Non-Controlling Interests 144 — — 144
Non-current liabilities 14,781 (16) (28) 14,737
Current Liabilities 7,694 — — 7,694
Total Equity and Liabilities 31,656 17 (111) 31,562
Millions of euros
2018
Consolidated income statement 2018 IFRSlnBS tiijr;igﬁifsl frorﬁ Rcsc)rlgrjz:?;sl:\gjg Apéjlizzgiiti? Ili:thShg
and IFRS 15
Income 20,195 — - 20,195
Procurements and Services (14,567) — (70) (14,637)
Other variable procurements and services (2,051) — (70) (2,121)
Contribution Margin 5,628 — (70) 5,558
Gross Profit from Operations 3,627 — (70) 3,557
Depreciation and impairment losses (1,708) (6) 54 (1,660)
Profit from Operations 1,919 (6) (16) 1,897
Net Financial Profit/(Loss) (139) (3) — (142)
Profit/(Loss) Before Tax 1,818 (9) (16) 1,793
Income Tax Expense (392) 2 4 (386)
Profit for the Year 1,426 (7) (12) 1,407
Parent Company 1,417 (7) (12) 1,398
Non-controlling interests 9 — — 9
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b) Standards and interpretations endorsed by the
European Union to be applied for the first time in annual

periods beginning in 2019.

Standards, amendments and interpretations

Mandatory application:
annual periods beginning on

IFRS 16 Leases

1 January 2019

Amendments to IFRS 9 Financial Instruments: “Prepayment Features with Negative Compensation”

1 January 2019

IFRIC 23 Uncertainty over Income Tax Treatments.

1 January 2019

ENDESAs management is assessing the impact that the
application of this standard, amendments and interpre-
tations would have, and had not concluded this analysis
at the date of preparation of these consolidated financial

statements.

IFRS 16 Leases

IFRS 16 "“Leases” establishes that a lessee must recog-
nise an asset according to right-of-use, which is the right to
use an underlying asset, and a lease liability, which reflects
the obligation to make lease payments during its term,
with the exception of short-term lease contracts and those
where the underlying asset is of lower value. This standard
introduces no significant changes in regard to the lessor,
who shall continue to classify contracts as financial leases

or operating leases.

ENDESA has opted to apply this Standard retroactively
with the cumulative effect in the first application, which
implies not re-expressing the comparative period and pre-
senting the cumulative effect of the initial application of the
Standard on 1 January 2019, recording the asset for the
same value as the liability, so that the key figures of 2018,
which will be presented for comparative purposes, will not

be restated.

In relation to the practical solutions that the Standard al-
lows at the date of first application, ENDESA has chosen
not to apply this Standard to those leases whose term
ends within 12 months from the date of first application or
whose value of the underlying asset is less than 5,000 US

dollars (USD) and, in these cases, recognises the payments
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associated with the leases as an expense on a straight-line
basis over the term of the lease in the “Other Operating
Expenses” section of the Consolidated Income State.

Based on the foregoing, and taking into the consideration
the practical solutions that have been adopted, the esti-
mated impact on ENDESAs Consolidated Financial State-
ment on the date of first application of IFRS 16 “Leases’

is as follows:

Millions of euros

Consolidated Statement of Financial Position 1 Jan;g;;
Non-current assets 192
Property, plant and equipment 192
Total Assets 192
Equity -
Of the Parent —
Of Non-Controlling Interests —
Non-current liabilities 165
Non-current Interest-Bearing Loans and 165
Borrowings
Current Liabilities 27
Current Interest-Bearing Loans and Borrowings 27
Total Equity and Liabilities 192

In 2019, and for the contracts in effect at 31 December
2018 the estimated impact of the application of IFRS 16
“Leases” will imply a decrease of 31 million euros in the
“Other Operating Expenses” section in the Consolidated
Income Statement and an increase of Euros 29 million in
the “Depreciation and amortisation and impairment loss-
es” section in the Consolidated Income Statement due to
the depreciation and amortisation of use rights, and in the
“Financial Expense” section of the Consolidated Income
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Statement for Euros 3 million for the accrual of the financial

liability for the lease.

The incremental effective interest rate used to register the
lease liabilities in the Consolidated Statement of Financial
Position at 1 January 2019 was 2.38%.

At 1 January 2019, the reconciliation between the total
amount of the minimum future payments derived from
operating lease agreements (see Note 9.2) and the finan-
cial liability for lease, from the lessee’s point of view, is as

follows:

Millions of euros

Notes

Minimum Future Payments of the Operating 9.2 227
Lease Contracts

Effect of Updating in accordance with the (33)
Incremental Effective Interest Rate

Lease Agreements Subject to the Exception’ (1)
Extensions of Reasonably Certain Contracts —
Variable Payments Based on an Index (1)
Financial Liability for Leasing 192

1 Contracts with an expiry date of less than 12 months or contracts
associated with assets that have an individual value that is lower than USD
5,000.

c) Standards and interpretations issued by the
International Accounting Standards Board (IASB) not
endorsed by the European Union

The International Accounting Standards Board (IASB) has
approved the following International Standards which could
affect ENDESA and at the date of preparation of these con-
solidated financial statements had yet to be endorsed by

the European Union:
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Standards, amendments and interpretations

Mandatory application:
(1) Annual periods beginning on

or after

IFRS 14 Deferral of Regulated Activities

1 January 2016 (2)

Amendments to IAS 28 Investments in Associates and Joint Ventures: Long Term Interests in Associates and Joint

Ventures.

1 January 2019

Annual Improvements to IFRSs 2015-2017 Cycle. The improvements are designed to address areas of inconsistency in

IFRSs or where clarification in wording is required, with amendments to the following standards:
- IFRS 3 Business Combinations and IFRS 11 Joint Arrangements: Previously Held Interest in a Joint Operation.
- IAS 12 Income Taxes: Income Tax Consequences of Payments on Financial Instruments Classified as Equity.

- IAS 23 Borrowing Costs.

1 January 2019

Amendments to IAS 19 “Employee Benefits”: Amendment, Reduction or Settlement of the Plan.

1 January 2019

Improvements to the References in the Conceptual Framework of International Financial Reporting Standards.

1 January 2020

IFRS 17 Insurance Contracts

1 January 2022

Amendments to IFRS 3 Business Combinations.

1 January 2020

Amendments to IAS 1 Presentation of Financial Statements and IAS 8 Accounting Policies, Changes in Accounting

Estimates and Errors.

1 January 2020

1 If adopted without changes by the European Union.
2 Adoption process halted by the European Union.

At the date of authorisation for issue of the consolidated
financial statements, ENDESAs management is assessing
the impact of these standards, if endorsed by the Europe-

an Union, on the consolidated financial statements.

2.2. Responsibility
for information
and estimates

The Parent Company’s management is responsible for the
contents of the consolidated financial statements and ex-
pressly states that all IFRS principles and criteria have been
applied.

In preparing these consolidated financial statements,
ENDESAs directors made estimates to measure certain
assets, liabilities, income, expenses and commitments
included therein. These estimates were essentially as fol-

lows.

- Measurement of assets to determine any impairment
losses (see Note 3e).

- Assumptions used in the actuarial calculation of liabili-
ties and obligations to employees and the leaving dates
and conditions for employees involved in workforce
reduction plans and contracts suspension agreements
(see Notes 3k.1, 3k.2, 17.1, 17.2 and 39).
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-

-

-

Useful lives of property, plant and equipment and intan-

gible assets (see Notes 3a and 3d).

Assumptions used to calculate the fair value of financial
instruments (see Notes 3g and 19.6).

Unmetered power supplied to customers (see Notes
30y 13).

Certain figures for the electricity system, including
those relating to other companies, such as output,
billing to customers, power consumed, distribution
activity incentives, etc., which can be used to esti-
mate the overall settlements in the electricity system
to be made in the corresponding final statements.
These settlements, which are pending at the date of
authorisation for issue of the consolidated financial
statements, could affect the assets, liabilities, income
and expenses related with electricity system activities
(see Note 4).

Interpretation of existing or new electricity system reg-
ulations, the final economic effects of which will ulti-
mately depend on rulings by the authorities responsible
for settlements. Certain rulings are pending at the date
of authorisation of these consolidated financial state-

ments (see Note 4).

The likelihood and amount of undetermined or contin-
gent assets and liabilities (see Notes 3k and 17.3).
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- Future costs for decommissioning and restoration of
land (see Notes 3a, 3b, 3d, 3k.4 and 17.3).

- The hypotheses used to measure deferred tax assets

and tax credits (see Notes 3n and 22.1).

- Taxable income of the ENDESA companies to be de-
clared to the taxation authorities in the future and used
as the basis of income tax balances recognised in the
accompanying consolidated financial statements (see
Notes 3n, 22 and 32).

Although these estimates have been based on the best
information available at the date of preparation of the con-
solidated financial statements, future events could require
the estimates to be increased or decreased in subsequent
years. Changes in estimates are made prospectively and
the effects recognised in the corresponding consolidated

financial statements for future years.

2.3. Subsidiaries

Subsidiaries are the investees that the Parent Compa-
ny controls, directly or indirectly, through power over the
investee, exposure, or rights, to variable returns from in-
volvement with the investee and the ability to use power
over the investee to affect those returns. In this respect,
a company is exposed to variable returns from its involve-
ment with the investee when the returns from its involve-
ment have the potential to vary as a result of the investee's
performance, and the company has the ability to use its

power to affect the variable returns.

Control arises from substantive rights over the investee,
whereby ENDESA applies its own judgement to assess
whether these substantive rights give it the power to

govern the investee's main activities in order to affect its

returns. To this end, consideration is taken of all the facts
and circumstances involved to assess whether or not it
controls an investee, analysing factors such as contracts
with third parties, rights arising from other contractual
agreements, and real and potential voting rights, consid-
ered as potential voting rights held by ENDESA or third
parties that are exercisable or convertible at the account-

ing close.

When events occur that affect control of the investee, ex-
posure to variable returns due to continued involvement,
or the ability to use control of the investee to influence its
returns, the existence of control of the investee is reas-
sessed.

Subsidiaries are fully consolidated as described in Note 2.7.

At 31 December 2018 and 2017 ENDESA had no Struc-
tured Entities as defined in IFRS 12 Disclosure of Interests
in Other Entities, designed in such a way that voting rights
and similar rights do not constitute the main factor for the
purposes of defining control.

Appendix | to these consolidated financial statements lists
ENDESASs subsidiaries at 31 December 2018 and 2017.

2.3.1. Changes in
consolidation scope

2018
Companies added

The following subsidiaries were acquired or incorporated
in 2018:
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2018 Company Incorporations

Percentage of Percentage stake at 31

Notes Transaction Activity Paét‘iaccigrantig)(:r a;o?:g December 2017
Control Ownership Control  Ownership
Valdecaballero Solar, S.L.U." 5.1 Acquisition Photovoltaic 100.00 100.00 — —
Navalvillar Solar, S.L.U. 5.1 Acquisition Photovoltaic 100.00 100.00 — —
Castiblanco Solar, S.L.U." 5.1 Acquisition Photovoltaic 100.00 100.00 — —
Parque Edlico Muniesa, S.L.U. 5.1 Acquisition Wind 100.00 100.00 — —
Parque Edlico Farlan, S.L.U." 5.1 Acquisition Wind 100.00 100.00 — —
Aranort Desarrollos, S.L.U." 5.1 Acquisition Wind 100.00 100.00 — —
Bosa del Ebro, S.L." 5.1 Acquisition Wind 51.00 51.00 — —
Tauste Energia Distribuida, S.L." 5.1 Acquisition Wind 51.00 51.00 — —
Eélica del Cierzo, S.L.U." 5.1 Acquisition Wind 100.00 100.00 — —
San Francisco de Borja, S.A.' 5.1 Acquisition Wind 66.67 66.67 — —
Parques Edlicos Gestinver, S.L.U." 5.2 Acquisition Wind 100.00 100.00 — —
Parques Eélicos Gestinver Gestién, S.L.U." 5.2 Acquisition Wind 100.00 100.00 — —
Energia Edlica Alto del Llano, S.L.U." 5.1 Acquisition Wind 100.00 100.00 — —
Eolica del Principado, S.A.U.! 2.3,151.? Acquisition Wind 100.00 100.00 40.00 40.00
an .

ENDESA X, S.A.U.2 Incorporation  Supply 100.00 100.00 — —
Sistemas Energéticos Campoliva, S.A.U." 5.1 Acquisition Wind 100.00 100.00 — —
Empresa de Alumbrado Eléctrico de Ceuta, 5.4 Acquisition Supply and 96.29 96.29 — —
SAZ Distribution
Empresa de Alumbrado Eléctrico de Ceuta 5.4 Acquisition Supply 100.00 96.29 — —
Comercializacion de Referencia, S.A.U.%4
Empresa de Alumbrado Eléctrico de Ceuta 5.4 Acquisition Distribution 100.00 96.29 — —
Distribucion, S.A.U.34
Sistemas Energéticos Sierra del Carazo, 5.1 Acquisition Wind 100.00 100.00 — —
S.LU!
Sistemas Energéticos Alcohujate, S.A.U." 5.1 Acquisition Wind 100.00 100.00 — —

' Companies acquired by ENEL Green Power, S.L.U. (EGPE).

2 Company formed by ENDESA, S.A.

® Companies acquired by ENDESA Red, S.L.U.

4 Companies acquired indirectly through the acquisition of Empresa de Alumbrado Eléctrico de Ceuta, S.A., which holds 100% of the share capital of them.

Removals and changes 2017

Companies added

There were no exclusions from the consolidation scope

or variations in the control and economic participation per

centages of the subsidiaries in 2018. The following subsidiaries were acquired or constituted in
2017:
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2017 Company Incorporations

Percentage of Percentage stake at 31

Notes Transaction Activity Participation at 31 December 2016
December 2017
Control Ownership Control Ownership
Eléctrica de Jafre, S.A2 2.4,5.6 Acquisition Distribution 100.00 100.00 4746 4746
and 11.1
Explotaciones Edlicas Santo 5.1 Formed Wind 51.00 51.00 — —
Domingo de Luna, S.A.
Seguidores Solares Planta 2, S.L.U." 5.1 Acquisition Photovoltaic 100.00 100.00 — —
Baylio Solar, S.L.U." 5.1 Acquisition Photovoltaic 100.00 100.00 — —
Dehesa de los Guadalupes Solar, 5.1 Acquisition Photovoltaic 100.00 100.00 — —
S.LU.!
Furatena Solar 1, S.L.U." 5.1 Acquisition Photovoltaic 100.00 100.00 — —

T Companies acquired or formed by ENEL Green Power, S.L.U. (EGPE).
2 Company acquired by ENDESA Red, S.L.U.

Companies excluded

On 4 August 2017 the dissolution of subsidiary Minas de
Estercuel, S.A. and (in liquidation) and Minas Gargallo, S.L.
(in liquidation) in which ENDESA held a controlling stake of
99.65% and 99.91 %, respectively, was filed with the Com-
panies Register. The financial indicators for these compa-

nies were not material.

The following mergers between subsidiaries took place in
2017:

Percentage stake at 31

. Effective merger . December 2016
(Acquirer) date Acquirees (Acquiree)
Control Ownership

ENEL Green Power Espafa, S.L.U. (EGPE) 6 November 2017 Serra do Moncoso-Cambés, S.L.U. 100.00 100.00
Parque Eolico Aragon, S.L.U. 100.00 100.00

On 28 December 2017 the sale of the 60% holding in
the share capital of Nueva Marina Real Estate, S.L. was
completed. The exclusion from the consolidation scope
led to a decrease of Euros 19 million in non-current as-
sets, Euros 1 million in current assets, Euros 2 million in
non-controlling interests (see Note 15.2), Euros 6 million

in non-current liabilities and Euros 19 million in current

Legal Documentation

liabilities. The gain on the sale of the stake was Euros 9

million (see Note 31).

The net cash inflow in 2018, originating from the sale of

this participation, was Euros 20 million (see Note 33.2).
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Changes

During the year ended 31 December 2017 the following
changes took place in the percentage of control and eco-
nomic ownership of the companies included in the consol-

idation scope:

2017 Changes in Consolidation Scope

% Ownership
at 31 December 2017

% Ownership
at 31 December 2016

Control Ownership Control Ownership
Productor Regional de Energia Renovable, S.A.U. 100.00 100.00 85.00 85.00
Productor Regional de Energias Renovables I, S.A.U. 100.00 100.00 82.89 82.89

The transactions had no impact on the consolidated in-
come statement, but had an impact of Euros 3 million on

equity.

2.3.2. Non-consolidated
companies in which
ENDESA holds an interest
of more than 50%

Although ENDESA owns more than 50% of Asociacion Nu-
clear Ascé-Vandellos 1l, A.LLE., this share is considered to
be a joint operation entity because, through shareholder
pacts or agreements, ENDESA exercises joint control with
the other party and has rights to its assets and has obliga-

tions in respect of its liabilities (see Note 2.5.1).

Likewise, ENDESA owns more than 50% of Front Maritim
del Besos, SL, although this share is considered a Joint
Venture since ENDESA, under the signed shareholders'
agreement, exercises joint control with the other partner

and is entitled to the net assets (see Note 2.5.2 and 11.1) .

2.4. Associates

Associates are entities in which the Parent Company has

significant influence, directly or indirectly. Significant influ-
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ence is the power to participate in the financial and oper
ating policy decisions of the investee but is not control or

joint control of those policies.

The existence and effect of potential voting rights that are
currently exercisable or convertible, including potential vot-
ing rights held by ENDESA or other entities, are taken into
account when assessing whether it has significant influ-

ence.

In general, where ENDESA holds a stake above 20%, it is

presumed that it has significant influence.
Associates are accounted for in these consolidated finan-
cial statements using the equity method, as described in

Note 3h.

Appendix Il to these consolidated financial statements lists
ENDESASs associates at 31 December 2018 and 2017.

2018

Additions and changes

In the year ended 31 December 2018 there has been no in-
corporation of any associate to the consolidation perimeter
or other changes in the percentage of control and econom-

ic ownership.
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Companies excluded

After control was obtained over Edlica del Principado,
S.A.U., on 22 May 2018, this investment was recognised
as a subsidiary (see Notes 2.3.1, 5.3 and 11.1).

2017
Additions and changes

In the year ended 31 December 2017 there was no incor
poration of any associate to the consolidation perimeter or
other changes in the percentage of control and economic

ownership.

Companies excluded

After control was obtained over Eléctrica de Jafre, S.A., on
31 May 2017, this investment was recognised as a subsidi-
ary (see Notes 2.3.1, 5.6 and 11.1).

2.5. Joint
Arrangements

A Joint Arrangement is an agreement that gives two or
more parties joint control, whereby the unanimous con-
sent of all parties sharing control is required for decisions

to be taken with respect to major activities.

Joint Arrangements may be Joint Operations or Joint Ven-
tures, depending on the rights and obligations of the par

ties to the agreement.

In order to determine the type of Joint Arrangement from
a contractual arrangement at the accounting close, Man-
agement assesses the legal contents and structure of the
arrangement, the terms agreed by the parties and other
relevant factors and issues. If any changes are made to the
contractual features of a Joint Arrangement, these factors

and issues are reassessed.

2.5.1. Joint
Operations

Joint Operations are entities governed by a Joint Arrange-
ment whereby ENDESA and the other parties have rights
to their assets and obligations with respect to the liabil-
ities.

The assets and liabilities concerned by joint operations are

consolidated proportionately, as described in Note 2.7.

Appendix | of the consolidated financial statement list the
Joint Operations of ENDESA at 31 December 2018 and
2017,

2018

Additions, exclusions
and changes

In the year ended 31 December 2018, there was no joint
operation entity included in the scope of consolidation or
changes in the control and ownership percentage stakes or

exclusions from the consolidation scope.

2017

Additions and changes

In the year ended 31 December 2017 there was no incor
poration of any joint operation entity to the consolidation
perimeter or other changes in the percentage of control

and economic ownership.

Companies excluded

On 30 June 2017 ENDESA sold the shares it held in the

following companies:
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2017 Exclusions from the scope of consolidation

% Ownership
at 31 December 2017

% Ownership
at 31 December 2016

Control Ownership Control Ownership
Aquilae Solar, S.L. — — 50.00 50.00
Cefeidas Desarrollo Solar, S.L. — — 50.00 50.00
Cephei Desarrollo Solar, S.L. — — 50.00 50.00
Desarrollo Photosolar, S.L. — — 50.00 50.00
Fotovoltaica Insular, S.L. — — 50.00 50.00
Sol de Media Noche Fotovoltaica, S.L. — — 50.00 50.00

As a result of the sale of these companies, items of prop-
erty, plant and equipment for the amount of Euros 7 million
(see Note 6) and Intangible Assets of Euros 1 million (see
Note 8) were derecognised. The remaining financial indica-

tors for these companies were immaterial.

The gross gain on the sale of these stakes was Euros 4
million (see Note 31).

The net cash inflow originating from the sale of these

shares was Euros 16 million (see Note 33.2).

2.5.2. JointVentures

Joint Ventures are companies governed by a Joint Arrange-
ment whereby ENDESA and the other parties have rights
to the net assets.

Joint ventures are accounted for in these consolidated fi-
nancial statements using the equity method, as described
in Note 3h.

Appendix Il of the consolidated financial statement list the
Joint Ventures of ENDESA at 31 December 2018 and 2017.

2018

Companies added

On 18 December 2018, ENDESA Generacion S.A.U.
bought up 61.37% of Front Maritim del Besos, S.L. (see
Notes 2.3.2 and 11.1).

2018 Company Incorporations

% stake % stake
at 31 December 2018 at 31 December 2017
Control Economic Control Economic
Front Maritim del Besos, S.L. 61.37 61.37 — —
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Companies
excluded

On 3 January 2018, the joint venture Consorcio Eélico Mari-
no Cabo deTrafalgar, S.L. (in liquidation), in which ENDESA,
through its subsidiary ENEL Green Power, S.L.U. (EGPE),
held a 50% stake, was extinguished. The financial indica-

tors for this company were not material.

Changes

In the year ended 31 December 2018, there were no other
changes in the percentage of control and economic owner-

ship of any Joint Venture.

2017

Additions, exclusions
and changes

In the year ended 31 December 2017, no Joint Ventures
were included in the scope of consolidation, and there
were no changes in the control and ownership percent-

age stakes or exclusions from the consolidation scope.

2.6. Other
investments

The impact of the financial indicators of ENDESASs invest-
ees that are not considered subsidiaries, jointly-controlled
entities, joint ventures or associates on the fair presenta-
tion required of the consolidated financial statements is

minimal.

2.7. Basis of

consolidation
and business
combinations

Subsidiaries are fully consolidated from the date of acqui-
sition, being the date on which ENDESA obtains control,

and all their assets, liabilities, income, expenses and cash

flows are included in the consolidated financial statements
after the adjustment and elimination of intragroup transac-
tions.

Results of subsidiaries acquired or disposed of during the
year are included in the consolidated income statement
from the effective date of acquisition and up to the effec-

tive date of disposal, as appropriate.

Joint operation entities are consolidated using proportion-
ate consolidation. ENDESA combines the proportionate
share of each of the assets, liabilities, income, expenses
and cash flows in its consolidated financial statements,
after the adjustment and elimination of intragroup trans-

actions.

The operations of the Parent Company and its subsidiar
ies are consolidated in accordance with the following basic

principles:

- At the acquisition date, the assets, liabilities and con-
tingent liabilities of the subsidiary are measured at
fair value, except certain assets and liabilities which
are measured according to the principles set out
in IFRS. If fair value is determined on a provision-
al basis, the value of the business combination is
measured using provisional values. Any adjustments
arising from completion of the valuation process are
carried out within 12 months of the business combi-
nation, and consequently the comparative figures are
restated. Where the acquisition cost of the subsidi-
ary exceeds the fair value of the Parent Company's
share of its assets and liabilities, including contingent
liabilities, the difference is recognised as goodwill.
Where the acquisition cost is lower, the difference
is recognised in the consolidated income statement.
Costs attributable to the acquisition are recognised

as an expense as incurred.

- Any contingent consideration arising from a business
combination is recognised at fair value at the acqui-
sition date. Payment obligations arising from a con-
tingent consideration are recognised as liabilities or
equity in the consolidated statement of financial po-
sition, as per the definition of these items in IAS 32
Financial Instruments: Presentation. Collection rights

in connection with a contingent consideration arising
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from the return of considerations previously trans-
ferred are recognised as asset in the consolidated
statement of financial position.

Non-controlling interests in the fair value of the net as-
sets acquired and the profit or loss of fully consolidated
subsidiaries are recognised in equity: Non-controlling
interests in the consolidated statement of financial po-
sition and non-controlling interests in the consolidated

statement of other comprehensive income, respective-

ly.

The financial statements of foreign companies with a
functional currency other than the euro are translated
to Euros as follows:

> Assets and liabilities at the rate of exchange prevail-

ing at the reporting date.

> Income and expenses at the average exchange rate

for the year.

> Equity at the historical rate at the acquisition date and
retained earnings and contributions at the average

exchange rate for the year, as appropriate.

Exchange differences arising on the retranslation of
financial statements are shown net of the related tax
effect under “Translation differences” in the consol-
idated statement of other comprehensive income:

"Other Comprehensive Income”

Translation differences arising prior to 1 January 2004
were reclassified to reserves as on first-time adop-
tion of IFRSs, the Company applied the exemption
provided for the conversion of financial statements
prepared under Spanish GAAP to IFRS.

- All balances and transactions between fully consolidat-

ed companies, or the related portion in the case of pro-
portionately consolidated companies, were eliminated

on consolidation.
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- When a transaction results in the loss of control of a

subsidiary, any investment retained in the company is
measured at its fair value at the date when control is
lost. The difference between the fair value of the con-
sideration received plus the fair value of the investment
retained and the carrying amounts of the non-con-
trolling interests in the former subsidiary, and the as-
sets and liabilities derecognised from the consolidated
statement of financial position following the loss of
control of the previously controlled subsidiary is recog-
nised under gains/(losses) on disposal of assets in the
consolidated income statement. Amounts recognised
in the statement of other comprehensive income are
booked as if the assets and liabilities concerned had

been disposed of.

When a transaction results in control being acquired
over a company in which a stake was previously held,
the previous investment is registered at its fair value
at the date when control is gained. The difference be-
tween the fair value and the carrying amount of the
previously-held investment is recognised in the con-
solidated income statement. Amounts recognised in
the statement of other comprehensive income are ac-
counted for if the assets and liabilities concerned had
been disposed of.

If the transaction is between entities or businesses un-
der joint control, the economic substance of the busi-
ness combination is determined in order to assign a fair

value to the net assets acquired.

Changes in investments in subsidiaries that do not re-
sult in the Parent gaining or losing control of the subsid-
jiary are accounted for as equity transactions, with the
carrying amounts of the controlling and non-controlling
interests adjusted to reflect changes in their relative in-
terests in the subsidiary. Any difference between the
amount by which the non-controlling interests are ad-
justed and the fair value of the consideration paid or

received is recognised directly in equity of the parent.
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3. Measurement criteria

The main measurement criteria used in preparing the ac-
companying consolidated financial statements were as

follows:

a) Property, plant
and equipment

a.1. Acquisition costs

Property, plant and equipment is valued at cost, net of ac-
cumulated depreciation and/or accumulated impairment
losses, if any. In addition to the price paid for the acquisi-
tion of each item, cost also includes, where appropriate,

the following items:

- Borrowing costs accrued during the construction peri-
od that are directly attributable to the acquisition, con-
struction or production of qualifying assets. A qualifying
asset is an asset that necessarily takes a substantial
period of time to get ready for its intended use; e.g.
electricity generating and distribution facilities. The in-
terest rate used is that applicable to the specific pur
pose financing or, in the absence of such a rate, the
average financing rate of the company making the in-
vestment. The average lending rate in 2018 was 1.9%
(2.1% in 2017) (see Note 18.1) Euros 2 million were
capitalised in this respect in 2018 (Euros 5 million in
2017) (see Note 30).

- Personnel expenses relating directly to work in pro-
gress. The amounts capitalised are recognised under
personnel expenses in the consolidated income state-
ment and self-constructed assets in the consolidated
statement of financial position. In 2018, the amount
capitalised in this respect amounted to Euros 100 mil-
lion (Euros 98 million in 2017).

-> ENDESA recognises the costs it will incur in the future
to decommission its facilities in the cost of the asset,
at present value, and recognises the related provision.
ENDESA reviews its estimate of these future costs an-
nually, increasing or decreasing the value of the related
asset based on the outcome of the review. For nuclear
power plants, this provision includes the amount that
ENDESA estimates it will have to pay until the govern-
ment-owned company Empresa Nacional de Resid-
uos Radiactivos, S.A. undertakes responsibility for
decommissioning these plants pursuant to Royal De-
cree 1349/2003 of 31 October 2003, Law 24/2005 of
18 November 2005 and Law 15/2012 of 27 December
2012(see Note 17.3).

The acquisition cost of assets acquired before 31 Decem-
ber 2003 includes any asset revaluations permitted in the
various countries to adjust the value of the property, plant
and equipment for the effect of inflation until that date.

Assets under construction are transferred to property,

plant and equipment in use once the trial period has ended
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and they are available for use, at which time depreciation

begins.

Costs of expansion, modernisation or improvements which
increase the productivity, capacity or efficiency or lengthen
the useful lives of assets are capitalised as an increase in
the cost of the related assets.

Replacements or renewals of complete items that extend
the useful life or increase the economic benefits of the as-
sets are recognised as increases in the value of property,
plant and equipment and the items replaced or renewed

are derecognised.

Regular maintenance, upkeep and repair expenses are
recognised in the income statement are expensed as in-

curred.

Indivisible assets shared by ENDESA with other owners
are recognised in proportion to ENDESAs ownership of

those assets (see Note 6).

Based on the results of the impairment test described in
Note 3e, the Parent Company'’s directors consider that the
carrying amount of the assets does not exceed their re-
coverable amount, with the exception of the assets of the
Alcudia Thermal Power Plant (Balearic Islands).

a.2. Depreciation

Property, plant and equipment, less their residual value
where appropriate, are depreciated when they are available
for use on a straight-line basis over their estimated useful
lives, which are the periods of expected use. Useful lives
are reviewed regularly when there are indications of pos-
sible variations, and adjusted prospectively, as appropriate.
The useful life of assets for the purposes of calculating de-

preciation are as follows:
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Years of estimated

useful life
2018 2017

Generating facilities:
Hydroelectric plants

Civil engineering works 100 100

Electromechanical equipment 50 50
Coal-fired power plants 25-59 25-69
Nuclear power plants 50 50
Combined cycle plants 40 40
Renewable Energy Plants

Photovoltaic 30 30

Wind 30 30
Transmission and Distribution
Facilities
Low and medium-voltage network 40 40
Mee_asuring and remote control 6-15 6-15
equipment
Other facilities 25 25

Lands have an indefinite useful life and are therefore not

depreciated.

a.3. Other aspects

Pursuant to Law 29/1985 of 2 August 1985, partially
amended by Law 46/1999 of 13 December 1999, all Span-
ish hydroelectric power plants are operated under tem-
porary service concession arrangements. The terms and
conditions of these arrangements require that the plants
revert to State ownership in good working order when the
concessions expire; at 31 December, 2018, the reversal
period falls between 2019 and 2067 (see Note 17.3) These
facilities are depreciated during the concession period or
their economic lifespan, whichever of these 2 periods is

shorter.

ENDESA assessed the specific situations of these conces-
sions, and concluded that the decisive factors for applica-
tion of IFRIC 12: Service Concession Arrangements (see
Note 3d.1).

Items under property, plant and equipment are derecog-
nised when they are sold or otherwise disposed of, or
when no further economic benefits are expected to be
obtained when they are used, sold or otherwise disposed

of.
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Any gains or losses arising on the disposal or retirement
of property, plant and equipment are recognised in profit
or loss and are calculated as the difference between the
net disposal proceeds and the carrying amount of the as-
sets.

b) Investment
property

The Investment property (or Real Estate Investments) sec-
tion of the Consolidated Statement of Financial Position
comprises the land and buildings not expected to be recov-

ered in the ordinary course of ENDESAS statutory activity.

Investment properties are measured at acquisition cost
less any accumulated depreciation and any accumulated

impairment losses.

The market values of investment property were calculat-
ed based on external appraisals carried out during the last
quarter of 2018 (see Notes 7.1 and 19.6.2).

To determine the fair market value of real estate invest-
ments, appraisals from officially renowned independent
experts were requested, to include their best estimate
of value based on a greater/lesser use of the property in
question with regard to its urban location and current state,

in the case of construction.

Investment property (excluding land) is depreciated on a
straight-line basis over the useful lives of the assets, which
are estimated using the same criteria as for property, plant

and equipment

Investment property is derecognised when it is sold or oth-
erwise disposed of, or when no further economic benefits
are expected to be obtained when it is used, sold or other

wise disposed of.

Any gains or losses arising on the disposal or retirement
of investment property are recognised in profit or loss and
are calculated as the difference between the net disposal

proceeds and the carrying amount of the assets.

c¢) Goodwill

Goodwill on consolidation represents the excess of the ac-
quisition cost over (under) the acquisition-date fair value of
ENDESASs interest in the identifiable assets acquired and
liabilities assumed, including contingent liabilities, of a sub-

sidiary or jointly-controlled entity.

The assets and liabilities acquired are measured provi-
sionally at the date on which control of the company is
obtained, and reviewed within a maximum period of one
year from the acquisition date. The difference between
the acquisition cost and the carrying amount of the ac-
quiree is recognised provisionally as goodwill, until the
actual fair value of the assets and liabilities is deter-
mined.

When the actual amount of goodwill is determined in the
consolidated financial statements for the year following
that of the acquisition of the interest, the previous year's
financial statements presented for comparison purposes
are adjusted to include the value of the assets and liabilities
acquired and the definitive goodwill from the date of acqui-
sition of that interest.

Goodwill arising on the acquisition of companies with a
functional currency other than the euro is measured in the
functional currency of the acquiree and translated to Euros

at the exchange rate prevailing at the reporting date.

Goodwill is not amortised, but allocated to each cash-gen-
erating unit ("CGUs"” or "CGU") or groups of cash-gen-
erating units. At the end of each reporting period, CGUs
are tested for impairment and written down if recoverable
amount has been reduced below carrying amount (see
Note 3e).

At 31 December 2018 the goodwill recognised in the con-
solidated statement of financial position was generated
as a result of the acquisition of systems and telecommu-
nications activity (ICT) (see Note 5.5), and the acquisition
of control over ENEL Green Power Espana, S.L.U. (EGPE),
Eléctrica del Ebro, S.A.U. and Empresa de Alumbrado Eléc-
trico de Ceuta, S.A. (see Note 5.4).
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Based on the results of the impairment test described in
Note 3e, the Parent Company'’s directors consider that the
carrying amount of the assets does not exceed their re-
coverable amount, except for the goodwill allocated to the
Cash Generating Unit (CGU) of the Non-Peninsular Territory
(TNP) of the Balearic Islands (see Note 10).

d) Intangible
assets

Intangible assets are initially recognised at cost of acquisi-
tion or production and subsequently carried at cost less ac-
cumulated amortisation and any accumulated impairment
losses. Intangible assets are amortised over their useful
lives, except for those with indefinite useful lives, which
are not amortised.

At 31 December 2018 and 2017, there were no intangible
assets with indefinite useful lives.

The criteria used to recognise the impairment losses on
these assets and, where applicable, the recovery of im-
pairment losses recognised in prior years are described in

section e) of this note.

Intangible assets are derecognised when they are sold or
otherwise disposed of, or when no further economic ben-
efits are expected to be obtained when they are used, sold

or otherwise disposed of.

Any gains or losses arising on the disposal or retirement
of intangible assets are recognised in profit or loss and are
calculated as the difference between the net disposal pro-
ceeds and the carrying amount of the assets.

d.1. Concessions

IFRIC 12 Service Concession Arrangements gives guid-
ance on the accounting by operators for public-to-private
service concession arrangements. This accounting inter

pretation applies to concessions in which:
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- the grantor controls or regulates what services the op-
erator must provide with the infrastructure, to whom it

must provide them, and at what price; and

- the grantor controls, through ownership, beneficial en-
titlement or otherwise, any significant residual interest
in the infrastructure at the end of the term of the ar

rangement.

Where both the above conditions are met simultaneously,
the consideration received by ENDESA for the construction
of infrastructure is recognised at fair value as an intangible
asset, to the extent that the operator has received a right
to charge users for the public service, contingent on the
extent that the public uses the service, or as a financial
asset, to the extent that it has an unconditional contractual
right to receive cash or another financial asset from the
grantor or a third party. ENDESASs contractual obligations
for maintenance of the infrastructure while it is in operation
or for its return to the grantor at the end of the concession
arrangement in the conditions specified therein, provided
that these activities do not generate revenue, are recog-
nised applying the accounting policy for provisions (see
Note 3k).

At 31 December 2018 and 2017 ENDESA had no intangi-
ble assets in relation to its concession arrangements as a
result of applying IFRIC 12 Service Concession Arrange-
ments.

Borrowing costs are capitalised using the criteria specified
in Note 3a, provided that the concession operator has a
contractual right to receive an intangible asset. No borrow-

ing costs were capitalised in 2018 and 2017.
No personnel expenses were capitalised in 2018 and 2017.

Concessions are amortised over the term of the conces-

sion.

Concession contracts that are not subject to IFRIC 12 Ser
vice Concession Arrangement are recognised using gener
al criteria. ENDESA depreciates any assets recognised as

property, plant and equipment (see Note 3a) on a straight-
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line basis over the shorter of the asset's economic life or
the concession term. When calculating asset impairment,
ENDESAs contractual obligations to invest in, improve or
replace assets are considered to produce the future cash
outflows required to generate cash inflows. Assets whose
right to use has been conveyed by ENDESA in exchange
for consideration are accounted for using the criteria spec-
ified in Note 3f.

d.2. Research
and development
costs

Development expenditures on projects are recognised as
an intangible asset when ENDESA is reasonably assured
of the technical feasibility of completing the project and

that the project will generate future economic benefits.

Development expenditures are amortised over their useful
life in accordance with a systematic plan which, in most

cases, has been estimated at five years.

Research costs are recognised as expenses in the consoli-
dated income statement. Research costs in the consolidat-
ed income statement amounted to Euros 10 million in 2018
(2017: Euros 24 million).

d.3. Other intangible
assets

These assets chiefly correspond to:

- software, which is initially recognised at cost of acqui-
sition or production and subsequently carried at cost
less accumulated amortisation and any accumulated
impairment losses. Software is amortised over its
useful life which, in most cases, has been estimated
at five years. During 2018 and 2017, respective person-
nel expenses amounting to Euros 30 and 37 million

were capitalised.

- Customer portfolios acquired through business combi-
nations are initially recognised at their fair value at the
acquisition date. They are subsequently carried at cost
less accumulated amortisation and any accumulated
impairment losses. The depreciation of these portfolios
takes place over their useful lives, and ranges from 15

to 25 years, based on their gradual decrease.

d.4. Incremental costs
of obtaining a
contract with a customer

The incremental costs of obtaining a contract are the costs
incurred to obtain a contract with a customer and that it
would not have been incurred if the contract had not been

obtained.

ENDESA recognises the incremental costs of obtaining
contracts with customers as an intangible asset, insofar as
they are directly related to a contract or a future contract
that can be specifically identified and from which these

costs are expected to be recovered.

This asset is depreciated systematically depending on the
average expected useful life of the contracts with custom-
ers associated with these costs, which, at 31 December
2018, varies anywhere between 1.4 years to 9 years (see
Note 2.1).

The costs of obtaining a contract that ENDESA would have
incurred, regardless of whether the contract is obtained
or not, are recognised as an expense in the Consolidated

Income Statement when they occur.

e) Impairment
of non-financial
assets

ENDESA assesses throughout the year and, in any case,
at each reporting date whether there is any indication

that an asset may be impaired. If any indication exists,
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the Company estimates the asset’s recoverable amount
to determine the extent of any impairment loss. For as-
sets that do not generate cash inflows that are largely
independent of those from other assets or groups of
assets, the Group estimates the recoverable amount of
the Cash Generating Unit (CGU); i.e. the smallest identi-
fiable group of assets that generates independent cash

inflows.

It estimates the recoverable amount of the CGUs to
which goodwill or intangible assets with indefinite use-
ful lives have been allocated systematically at each re-
porting date.

e.1. Cash-Generating
Units (CGUs)

ENDESA considers that the assets of electricity generation
business belonging to a single interconnected system and
the assets of electricity distribution in each country that

receive joint remuneration represent a CGU.

The most significant CGUs at 31 December 2018 and 2017

were as follows:

- Generation: There is a CGU for generation on the
Iberian Peninsula and another CGU for each of the
non-mainland systems (Balearic Islands, Canary Is-
lands, Ceuta and Melilla). All assets at each of the
CGUs are managed on a joint basis, irrespective of
the type of technology used (coal, combined cycle,
fuel, hydroelectric, nuclear and renewable energy),
depending on the availability of the facilities, weather
conditions and demand, and on the need to cover the
system'’s technical restrictions, among other aspects.
The joint management and diversification of the gen-
eration portfolio enables ENDESA to respond in a flex-
ible way to the demand requirements through offers
on different markets, coordinated by a single repre-
sentative and liquidating party, thereby guaranteeing

a secure supply. Likewise, decisions are taken on op-
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erations based on the installed capacity of the whole
generation park. This means that the total generation
in each of the geographic areas mentioned above con-
stitutes a CGU.

- Distribution: The assets of the distribution network
in Spain constitute a single Cash Generating Unit
(CGU), since said distribution network consists of
a set of interrelated and dependent assets whose
development, operation and maintenance are jointly

managed.

e.2. Calculation
of the recoverable
amount

The recoverable amount is the higher of fair value less
costs to sell and value in use. Value in use is the present

value of estimated future cash flows.

In estimating value in use, ENDESA prepares pre-tax cash
flow projections based on the latest budgets available.
These budgets include ENDESA management’s best es-
timates of the income and expenditure of the CGUs ac-
cording to industry projections, past experience and future

expectations.

These projections cover the next 5 years and the cash
flows to the end of the useful lives of the assets or the end
of the concession, as appropriate, factoring in any residual
value and applying reasonable growth rates based on as-
sumptions regarding average long-term growth rates and

forecast inflation for the industry and country concerned.

The estimated future cash flows are discounted to present
value using a pre-tax rate that reflects the cost of capital
of the business and its geographical area. It considers the
current time value of money and the risk premiums gener
ally used by analysts for the business and the geographical

area.
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The discount rates applied in 2018 and 2017 fall within the
following ranges:

31 December 31 December

2018 2017
Currency — - — -
Minimum Maximum Minimum Maximum
(%) (%) (%) (%)
Generation  Euro 4.9 6.4 5.4 73
Distribution Euro 5.1 6.8 5.5 72

An analysis of the parameters comprising the 2018 dis-
count rates reveals that the risk-free rate decreased signif-
icantly from 1.82% in 2017 to 1.46% in 2018, and the busi-
ness' risk premium, which constitutes the specific risk of
the assets and is based on deleveraged betas considered
for companies with similar activities, remained stable for

both regulated and deregulated businesses.

The growth rates used in 2018 and 2017 (g rate) to extrapo-

late the cash flow projections were as follows:

%

2018 2017
Growth rate 1.6 17

These growth rates, which do not surpass the average
growth rate of the sector and markets in which ENDESA
operates are in line with Spain’s long-term inflation as well

as market estimates.

The approach used to allocate values to the key assump-
tions considered:

- Trend of demand for electricity and gas: estimated
growth was calculated on the basis of the growth fore-
cast for Gross Domestic Product (GDP) and other as-
sumptions used by ENDESA with respect to trends in
consumption of electricity and gas in these markets.

- Regulatory measures: a substantial part of ENDESAs
business is regulated and subject to wide-ranging
complex regulations, which may be amended by the
introduction of new laws, by amendments to existing
laws in such a way that forecasts contemplate proper

application of current regulations, and any other laws

now in process that may come into force during the

projected period.

Average rainfall and wind potential levels: forecasts are
drawn up on the basis of the average weather condi-
tions in a year, taking account of historical conditions
series. However, the actual rainfall and wind potential
levels of the preceding year were used for the first year
of the projection, adjusting the average year according-

ly.

Installed capacity: ENDESASs installed capacity esti-
mate takes into account existing facilities and plans to
increase and terminate capacity. The investment plan
is updated continuously on the basis of the trajectory
of the business and changes to the development strat-
egy undertaken by Management. Generating activity
takes account of the investment required to maintain
installed capacity in proper operating conditions, distri-
bution activity considers investment in maintenance,
improvement and enhancement of the network, and
investment required to implement the remote meter
ing plan, and marketing activity takes account of the
investment required to bring about the activity of other

products and services.

The production mix was determined using complex
specifically-developed internal forecast models that
consider factors such as prices and availability of com-
modities (e.g. Brent, gas, coal), forecast demand,
planned construction or the commissioning of new
capacity in the various technologies. These models are
constantly changing, factoring in changes in variables
such as availability of the production base, availability of
fuels or start-up of operation of new plants. They pro-
vide signals on prices in the system and estimates of
production costs, on which output forecasts for gener
ation facilities are based.

Assumptions for energy sale and purchase prices are
made based on complex specifically-developed internal
forecast models. The planned pool price is estimated
on the basis of a number of decisive factors such as
the costs and outputs of technologies and demand for
electricity, among others.
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- The prices at which electricity and gas are sold are de-
termined on the basis of the prices established in sales

contracts and future energy prices.

- Fuel costs are estimated taking into consideration exist-
ing supply contracts, and long-term forecasts are made
for oil, gas or coal prices based on forward markets and

estimates available from analysts.

- Fixed costs: these are projected considering estimated
levels of activity for each company in terms of trends in
personnel, as well as other operating and maintenance
costs, forecast inflation and long-term maintenance

contracts or other types of contracts.

- External sources (e.g. analysts, domestic and interna-
tional official bodies, etc.) are always used to compare
macroeconomic assumptions, such as price trends,
growth in gross domestic product (GDP) and demand,

inflation, interest rates and exchange rates.

On 3 November 2018, Order TEC/1158/2018, of 29 Oc-
tober 2018 was published, on the additional remunera-
tion of Non-mainland Territories (TNP) electricity gener
ating facilities required to made additional investments
in order to comply with EU and Spanish regulations to
remain in operations, resulting in the exclusion of the
coal groups of the Alcudia Thermal Power Plant (Balearic

Islands).

In not recognising this additional remuneration system, on
27 December 2018, the Company filed an application with
the Directorate General of Energy and Climate Change
of the Balearic Government to authorise the closure of
Groups 1 and 2 of the Alcudia Thermal Power Plant (Balear
ic Islands) and, also, a reduction of the estimated useful life
of Groups 3 and 4 at that plant.

This took the recovery amount of these assets to be-
low their carrying amount, resulting in the recognition

of the Consolidated Income Statement of an impair-

256 2018 Annual Report

ment loss amounting to Euros 158 million (see Notes
6, 10 and 29).

Past experience indicates that the Company’s projec-
tions are reliable and of high quality, enabling the Com-
pany to base its key assumptions on historical informa-
tion. In 2018, the deviations seen with respect to the
expectations established in the projections used to
carry out impairment tests at 31 December 2017 have
not been significant, and cash flows generated in 2018
were similar to those envisaged for that year in the im-
pairment tests performed during the preparation of the
consolidated financial statements for the year ended 31
December 2017, except for the effect of the publication
of Order TEC/1158/2018, of 29 October 2018, for the coal
plants in the Balearic Islands, mentioned in the previous

paragraph.

At 31 December 2018, ENDESA carried out a sensitivity
analysis on the results of the impairment tests described
using the reasonable variations of the main key assump-
tions detailed below:

Increase  Decrease
Discount rate 50bp N/A
Growth rate N/A 50bp
Pool price N/A 5%
Operating and Maintenance Costs 5% N/A
Investment in Maintenance 5% N/A
Electricity Demand N/A 1%

As of 31December 2018, as a result of said sensitivity
analysis, it is concluded that an unfavorable change in
the key assumptions used within the ranges considered,
keeping the rest of the variables unchanged, would not
result in an impairment of assets, except in the case of
the Cash Generating Unit (CGU) of the Balearic Islands,
whose book value has been adjusted to the value in use.
As a consequence, any negative variation of the key as-
sumptions considered would mean that the value in use
of said Cash Generating Unit (CGU) was lower than its

book value.
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e.3. Recognition of
impairments

If the recoverable amount of a CGU is less than its carrying
amount, an impairment loss is recognised for the differ-
ence under depreciation and amortisation, and impairment
losses in the consolidated income statement. The impair
ment loss is first allocated to reduce the goodwill allocated
to the CGU and then to reduce the carrying amounts of
the CGU'’s remaining assets on a pro rata basis of value in
use up to fair value less costs to sell. The resulting amount

cannot be negative.

A previously recognised impairment is reversed if there
has been a change in the estimate of the asset's recov-
erable amount. A reversal of an impairment loss is recog-
nised by increasing the carrying amount of the asset with
a credit to income. The reversal is limited to the carrying
amount of the asset had no impairment loss been recog-
nised. Impairment losses relating to goodwill cannot be

reversed.

f) Leases

Leases that transfer substantially all the risks and benefits
incidental to ownership of the leased item are classified as
finance leases. All other leases are classified as operating

leases.

ENDESA assesses the substance of leases that grant the
right to use certain assets to determine the existence of
implicit leases. In these cases, at inception of the lease,
ENDESA separates the lease payments and considera-
tion related to the lease from any other elements in the

arrangement.

Finance leases in which ENDESA is the lessee are
recognised at the commencement of the lease term.
ENDESA recognises an asset according to its nature and
a liability for the same amount, equal to the lower of

the fair value of the leased asset and the present val-
ue of the minimum lease payments. Subsequently, the
minimum lease payments are apportioned between the
finance charge and the reduction of the outstanding li-
ability. The finance charge is recognised as an expense
and allocated to income over the lease term so as to
obtain a constant interest rate each year applicable to
the remaining balance of the liability. The asset is depre-
ciated in the same way as the other similar depreciable
assets if there is reasonable certainty that the lessee
will acquire title to the asset at the end of the lease
term. If no such certainty exists, the asset is depreciated
over the shorter of the estimated useful life of the asset

and the lease term.

Operating lease payments are recognised as an expense
on a straight-line basis over the lease term, unless another

systematic basis of allocation is more representative.

Contingent rents are recognised as an expense when it is

likely that they will be incurred.

g) Financial
instruments

A financial instrument is any contract that gives rise to a
financial asset of one entity and a financial liability or equity

instrument of another entity.

g.1. Financial
assets

For valuation purposes, ENDESA classifies its financial as-
sets at the date of their initial recognition, taking into ac-
count both their business model and the characteristics of
the contractual cash flows, whether permanent or tempo-
rary, excluding investments accounted for using the equity
method (see Notes 3h and 11.1) and those investments

held for sale, in the following categories:

Legal Documentation 257



- Financial assets measured at amortised cost: they are
recorded at amortised cost, if they are managed with
a business model whose objective is to hold finan-
cial assets to receive contractual cash flows and the
contractual conditions give rise, on specified dates, to
cash flows that are only payments of principal and in-
terests on the outstanding principal amount. In the ini-
tial recognition, the amortised cost corresponds to the
initial fair value, less the refunds of the principal paid,
plus accrued uncollected interest calculated using the
effective interest rate method. The effective interest
method is a method of calculating the amortised cost
of a financial asset or a financial liability (or group of
financial assets or financial liabilities) and of allocating
the interest income or interest expense over the rele-
vant period. The effective interest rate is the rate that
exactly discounts estimated future cash payments or
receipts through the expected life of the financial in-
strument or, when appropriate, a shorter period to the
net carrying amount of the financial asset or financial

liability.

- Financial assets at fair value with changes in the consol-
idated statement of other comprehensive income they
are initially recorded at fair value if they are managed
with a business model whose objective is to obtain
contractual cash flows and sell financial assets, and the
contractual conditions give rise, on specific dates, to
cash flows that are only payments of principal and in-
terests on the outstanding principal amount. The initial
recognition at fair value includes the transaction costs
directly attributable to the acquisition. In subsequent
periods, these assets are measured at fair value, rec-
ognising the loss or gain in the consolidated statement
of other comprehensive income, although the accrued
interest will be recognised in the Income Statement.
The amounts recognised in the consolidated statement
of other comprehensive income are recognised in the
Income Statement at the time of the derecognition of
the financial assets.

- Financial assets that must be at fair value with chang-
es in the Income Statement: includes financial assets

held for trading, which are originated or acquired for the

258 2018 Annual Report

purpose of realising them in the short term or are part
of a portfolio of identified financial instruments, which
are managed jointly and there is evidence of actions to
obtain short-term gains or there are derivative financial
instruments that do not meet the definition of a finan-
cial guarantee contract or that have been designated as
hedging instruments. They are initially recorded at fair
value plus the transaction costs directly attributable to
the transaction. In subsequent periods, these assets
are measured at fair value, recognising the loss or gain

in the consolidated income statement.

- Financial assets at fair value with changes in the In-
come Statement: they are initially recorded at fair value
plus the transaction costs directly attributable to the
transaction. In subsequent periods, these assets are
measured at fair value, recognising the loss or gain in
the consolidated income statement.

ENDESA has designated the equity instruments in this cat-
egory.

Purchases and sales of financial assets are recognised on
the trade date.

The criteria for recognising impairment of financial assets
is described in Note 3g.3.

g.2. Cash
and cash
equivalents

Cash and cash equivalents on the consolidated statement
of financial position includes cash in hand, demand depos-
its and other short-term highly liquid investments that are
readily convertible to cash and are subject to an insignifi-

cant risk of changes in value.

Bank overdrafts are recognised on the consolidated state-

ment of financial position as bank borrowings.
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g.3. Impairment
of financial
assets

In accordance with the requirements of IFRS 9 “Financial
Instruments’ to determine the need to register and im-
pairment of the value of financial assets, ENDESA applies
the method of expected credit losses in the accounts re-
ceivable for leases and in contractual assets derived from
contracts with customers, according to the following pro-

cedure:

- In the case of financial assets that have a commercial
origin, accounts receivable for leases and contractual
assets derived from contracts with customers includ-
ed in the “Financial assets measured at amortised
cost” category, the expected credit losses during the
life of the financial assets are determined collectively,

grouped by type of customer and market.

The non-payment percentages are calculated sepa-
rately for each of the groups identified, grouped by
maturity, type of customer and market, based on the
historical experience of non-payment for the last 36
months and taking into account the probability that an
account receivable evolves to the following scenarios

of non-payment until the write-off.

- The following aspects are taken into consideration for

the other financial assets:

> For financial assets in which there is an individual-
ised identification of the counterparty, an individ-
ual assessment is made of both the probability of
non-payment and the loss in case of non-payment.
The expected loss is calculated by multiplying both
factors by the net exposure in case of non-payment.

> For those assets with a large volume and similar char-
acteristics, they are grouped by nature and an esti-
mate of the expected loss of the whole is made.

However, the foregoing individually determines the
expected credit losses on the assets for which there
is objective evidence that ENDESA will not be able to

recover all the amounts according to the original terms

of the contracts.

When evaluating whether the risk has increased signif-
icantly for a financial asset or group of financial assets,
ENDESA uses the modification in the non-payment risk
that will occur during the expected life of the instru-
ment.

ENDESA recognises impairment losses on financial as-
sets at amortised cost through use of an allowance ac-
count. The carrying amount is eliminated against the al-
lowance account when the impairment is deemed to be
irreversible. Impairment losses for trade receivables are
recognised as an expense under depreciation and amorti-
sation, and impairment losses in the consolidated income
statement (Note 29). Reversals in future periods of im-
pairment losses are limited to what the amortised cost of
the assets would have been had no impairment loss been
recognised. If the impairment is irreversible, the carrying
amount of the financial asset is eliminated from the allow-

ance account.

At the date of authorisation for issue of the consolidated
financial statements all material past-due financial assets

are of a trading nature (Note 20.5).

g.4. Financial
liabilities except
derivatives

For valuation purposes, ENDESA classifies its financial lia-

bilities at the date of initial recognition:

- Financial liabilities at amortised cost: which include in-
terest-bearing loans and borrowings and trade and oth-
er payables, and are initially recognised at the amount
received, net of transaction costs. In subsequent pe-
riods, these liabilities are measured at amortised cost

using the effective interest method (see Note 3g.1).

- Financial liabilities at fair value: they are initially record-
ed at fair value, which is the price of the transaction.
The cost incurred in the transaction are recorded as an

expense as they are incurred. After their initial recog-
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nition, they are recognised at fair value, recording the

changes in the Income Statement.

As an exception, in specific cases where liabilities are the
underlying of a fair value hedge, the portion of the hedged
risk is measured at fair value.

To calculate the fair value of the debt, for the purpose of
recognition in the consolidated statement of financial po-
sition and for disclosure of fair value included in Note 18.1,
debt has been divided into liabilities bearing interest at a

fixed rate and liabilities bearing interest at floating rates:

- Fixed-rate debt is that on which fixed-interest coupons
established at the beginning of the transaction are paid

explicitly or implicitly over its term.

- Floating-rate debt is that issued at a variable interest
rate, i.e. each coupon is established at the beginning of
each period on the basis of the reference interest rate.
All these liabilities are measured by discounting the ex-
pected future cash flows using the market interest rate

curve associated with the payment currency.

ENDESA has confirming transaction arrangements with a
number of financial entities (see Note 23). ENDESA applies
the criteria set forth in Note 3g.7 in assessing the write-off
of the original liability with trade payables and recognise a
new liability with financial entities. Trade payables whose
payment is managed by financial entities are recognised
under “Trade payables and other current liabilities” on the
consolidated statement of financial position to the degree
that only ENDESA has granted the management of pay-
ment to financial entities; debts must be paid prior to trade
payables.

g.5. Derivatives
and hedging
transactions

The derivatives held by ENDESA relate mainly to transac-
tions arranged to hedge interest rate risk, foreign currency
risk or commodity price risk (electricity, fuel, CO, emission
rights, CERs and ERUs), the purpose of which is to elim-
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inate or significantly reduce these risks in the underlying

hedged transactions.

Derivatives are measured at their fair value at the end of
the reporting period. When their fair value is positive, they
are carried under financial assets, current or non-current
depending on their maturity and the intention of holding
the derivative until maturity, if they are financial deriva-
tives, and under trade and other receivables if they are
commodity derivatives. When their fair value is negative,
they are carried under interest-bearing loans and borrow-
ings, current or non-current depending on their maturity
and the intention of holding the derivative until maturity,
if they are financial derivatives, and under “Trade paya-
bles and other current liabilities,” if they are commodity

derivatives.

Any gains or losses arising from changes in the fair value
of derivatives are recognised in the consolidated income
statement, except where the derivative has been desig-
nated as a hedging instrument and all the requirements for
hedge accounting under IFRS have been met; for example,
the hedge must be highly effective. In this case, recogni-
tion depends on the type of hedge as follows:

- Fair value hedges: The portion of the underlying for
which the risk is being hedged and the hedging instru-
ment are measured at fair value, with gains or losses
arising from changes in the fair values of both items
recognised in the consolidated income statement, net-
ting the effects under the same heading in the consoli-

dated income statement.

- Cash flow hedges: The effective portion of the gain
or loss on the derivative is recognised in other com-
prehensive income in the consolidated statement of
“Other comprehensive income” (see Note 15.1.6). The
cumulative gain or loss recognised in this account is
transferred to the consolidated income statement as
the underlying hedged item affects profit or loss. The
effects are netted under the same heading in the con-
solidated income statement. The ineffective portion of
the gain or loss on the hedges is recognised directly in

the consolidated income statement.
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- Hedges of a net investment in a foreign operation:
The portion of the gain or loss on the hedging instru-
ment that is determined to be an effective hedge,
net of the related tax effect, is recognised under
translation differences in the “Other comprehen-
sive income” in the consolidated statement of oth-
er comprehensive income, and transferred to the
consolidated income statement when the hedged
investment is sold.

A hedge is only applicable when there is a financial rela-
tionship between the hedged item and the hedging instru-
ment, the credit risk of the hedged item does not have a
dominant effect on the changes in value resulting from that
financial relationship, and the hedging ratio of the hedging
relationship is the same as that resulting from the amount
of the hedged item that ENDESA actually uses to cover
said amount of the hedged item.

ENDESA discontinues prospectively the hedge accounting
if the hedging instrument expires or is sold, terminated
or exercised, if the hedge no longer meets the criteria for

hedging accounting or if it revokes the designation.

ENDESA has entered into commodities forward sale
and purchase contracts, mainly for electricity and fuel. In
general, these contracts are carried in the consolidated
statement of financial position at their market value at the
reporting date, with any increases or decreases in value
recognised in the consolidated income statement, except

when all the following conditions are met:

- The sole purpose of the contract is for own use, i.e. to
generate electricity in fuel contracts, and for retail sale

in electricity and gas purchase and sale contracts.

- ENDESASs projections support the purpose of these

contracts as for own use.

- Past experience of the contracts indicates that con-
tracts have been for own use, except on rare occasions
where another use has been necessary as a result of
exceptional circumstances or due to logistics manage-

ment that ENDESA cannot control or predict.

- The contract does not provide for net settlement and
there has not been past practice of net settling of sim-

ilar contracts.

ENDESA evaluates whether derivatives are embedded
in its contracts and financial instruments to determine if
their characteristics and risks are closely related to those
of the host contracts provided that the overall contract is
not recognised at fair value. If their characteristics and risks
are not closely related, the derivatives are separated, with
changes in value recognised in the consolidated income

statement.

The fair value of the different derivative financial instru-

ments is calculated as follows:

- For derivatives quoted on an organised market, their

quoted value at the end of the period.

- In the case of derivatives not quoted on an organised
market, ENDESA carries out valuations using internal
tools and calculates the fair value of financial deriva-
tives in due consideration of observable market var
iables, by estimating discounted future cash flows
using zero-coupon yield curves for each currency on
the last working day of each close, translated to eu-
ros at the exchange rate prevailing on the last working
day of each close. When the gross market value has
been obtained, a “Debt Valuation Adjustment (DVA)”
is made in respect of credit risk, or a “Credit Valuation
Adjustment (CVA)" in respect of counterparty risk.
The measurement of CVA/DVA is based on potential
future exposure of the instrument (creditor or debt-
or position) and the risk profile of the counterparties
and of ENDESAs own risk profile. In 2018 and 2017,
the value of the adjustments made due to the Credit
Valuation Adjustment (CVA) counterparty risk and the
Debt Valuation Adjustment (DVA) credit risk were not

significant.

In accordance with the procedures described above,
ENDESA classifies financial instruments in accordance

with the levels stipulated in Note 3p (see Note 19.6).

Legal Documentation 261



g.6. Financial
guarantee
contracts

Financial guarantee contracts, which are the guarantee de-
posits extended to third parties by ENDESA, are initially
recognised at fair value. Except where there is evidence
to the contrary, fair value is the premium received plus the

present value of any cash flows to be received.

Subsequently, financial guarantee contracts are measured

as the difference between:

- The amount of the liability determined according to the

accounting principles for provisions see (Note 3k).

- The amount of the initially recognised asset, less the
portion taken to the consolidated income statement on

an accruals basis.

g.7. Derecognition
of financial

assets and financial
liabilities

Financial assets are derecognised from the Statement of

Financial Position when:

- The contractual rights to the cash flows from the finan-
cial asset have expired or been transferred or ENDE-
SA has assumed a contractual obligation to pay the

received cash flows to one or more beneficiaries; and

- ENDESA has substantially transferred all the risks and
rewards inherent to the ownership, or it has neither
transferred nor substantially retained all the risks and
rewards of the asset, but has transferred control of the

asset.

In 2018 and 2017 ENDESA entered into receivables trans-

fer agreements considered factoring without recourse as
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it transferred the risks and rewards of ownership of the

financial assets transferred (see Notes 13, 19.1.1 and 31).

For transactions in which ENDESA retains substantially all
the risks and rewards of ownership of a transferred finan-
cial asset, the consideration received is recognised in liabil-
ities. Transaction costs are recognised on the consolidated

income statement using the effective interest rate method.

Financial liabilities are derecognised from the Statement
of Financial Position when they are extinguished, that is,
when the obligation deriving from the liability has been set-
tled or cancelled or has expired.

g.8. Offsetting

financial assets

and financial

liabilities

A financial asset and a financial liability will be offset when
the Company has a legally enforceable right to set off the
recognised amounts and has the intention to simultane-

ously realise the asset and settle the liability on a net basis
(see Note 19.5).

These rights will only be legally enforceable in the course
of normal company operations, or in the event of non-com-

pliance, insolvency or bankruptcy of the counterparty.

g.9. Reclassification

of financial assets and
liabilities

Financial assets are subject to reclassification when the
business model is amended for its management and the

effect in the Income Statement and in the statement of

other comprehensive income is detailed below:

- Reclassification from the amortised cost category to
the fair value category with changes in the Income

Statement, the difference between the fair value and
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the book value is recorded in the Income Statement. As
of that date, the interest of the financial asset are not

recorded separately.

- Reclassification from the fair value category with
changes in the Income Statement to the amortised
cost category, the fair value at the reclassification date
is considered the new gross carrying amount for the
purpose of applying the effective interest rate method

and for recording credit losses.

- Reclassification from the amortised cost category
to the fair value category with changes in the state-
ment of other comprehensive income, the difference
between the fair value and the book value is recorded
in the statement of other comprehensive income. The
effective interest rate and the recording of expected
credit losses are not adjusted by the reclassification.
However, the accumulated amount of the expected
credit losses is recorded in the statement of other com-

prehensive income.

- Reclassification from the fair value category with
changes in the other comprehensive income statement
to the amortised cost category: it is registered at its
fair value. The deferred amount in the Other Compre-
hensive Income Statement is adjusted to the carrying
amount of the asset. The effective interest rate and the
recording of expected credit losses are not adjusted by

the reclassification.

- Reclassification from the fair value category with chang-
es in the Income Statement to fair value with changes
in the Other Comprehensive Income Statement, the ef-
fective interest rate and the expected credit losses are
determined on the date of reclassification at fair value
at that date.

- Reclassification from the fair value category with chang-
es in the Other Comprehensive Income Statement to
the fair value category with changes in the Income
Statement: the amount deferred in equity is reclassi-
fied to the Consolidated Income Statement. As of that
date, the Group does not record the interest from the

financial asset separately.

Financial liabilities are not subject to reclassification.

h) Investments
accounted for
using the equity
method

Investments in associates and joint ventures are account-

ed for using the equity method.

Under the equity method, the investment in the associate
is carried on the statement of financial position at ENDE-
SAs share of the net assets of the associate, adjusted,
where applicable, to eliminate intragroup transactions, plus
unrealised gains relating to the goodwill paid on acquisition

of the company.

If the resulting amount is negative, the investment is car
ried at zero in the consolidated statement of financial posi-
tion, unless ENDESA is required to redress the company's
equity, in which case the corresponding provision for liabili-

ties and charges is recognised (see Note 11.1).

Dividends received from these companies are deducted
from the value of the investment, while ENDESASs share of
the profit or loss of these companies based on its percent-
age of ownership is recognised in the consolidated income
statement under net profit of companies accounted for us-

ing the equity method.

After the equity method has been applied, for investments
the value of which includes unrealised gains relating to the
goodwill paid on acquisition of the company, or those that
may otherwise show signs of impairment, the recoverable
value of the investment is calculated and, if this is less than
the carrying amount, impairment is recognised for the dif-
ference between the recoverable value of the associate or

the joint venture, and the carrying amount.

To calculate the recoverable amount, the higher of the fair
value of ENDESAS interest in the investee and the discount
of the future cash flows the company is expected to gener-
ate is calculated, less ENDESASs proportional share of debt
at the reporting date of the financial statements and costs
to sell.
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If, as a result of legal or implicit obligations, when the value
of the investee has been reduced any additional losses are

incurred, they will be booked by recognition of a liability.

Appendix Il to these consolidated financial statements lists
ENDESASs associates and joint ventures at 31 December
2018 and 2017.

i) Inventories

In general, inventories are measured at the lower of

weighted average cost and net realisable value.

i.1. Nuclear fuel

The cost for acquiring nuclear fuel includes the borrow-
ing costs on the financing while in process. Finance
costs of Euros 2 million in 2018 and Euros 3 million in
2017 were capitalised in this respect (see Note 30). Nu-
clear fuel in process is transferred to operating expenses
when introduced in the reactor and recognised in profit
and loss based on the power capacity consumed in the

period.

i.2. CO2 emission
rights (CO,), Certified
Emission Reductions
(CERs) and Emission
Reduction Units
(ERUs)

ENDESA companies that emit carbon dioxide (CO,) in
their electricity generation activity must deliver carbon
dioxide (CO,) emission rights (allowances), specifically
European Union Allowances (EUAs) equal to their emis-
sions during the year in the first few months of the fol-

lowing year.
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They can also use Certified Emission Reductions (CERs)
and Emission Reduction Units (ERUs) for other purposes,

such as voluntary emission compensation.

Therefore, the criteria for recognising CO, emission rights,
Certified Emission Reductions (CERs) and Emission Re-
ductions Unit (ERUs) will be to recognise them as inven-

tories, as follows:

- CO2 emissions rights held as hedges on emissions are
valued at the average weighted acquisition price, or the

net realisable value, if the latter is lower.

- CO2 emissions rights held for trading represent a trad-
ing portfolio, and are recognised at their fair value less
cost to sell, with changes to the consolidated state-

ment of other comprehensive income.

j) Deferred
income

j.1. Grants related
to assets

They are recognised when reasonable certainty exists that
their associated conditions will be met. These amounts
are recognised under deferred income in the consolidated
statement of financial position and taken to the consolidat-
ed income statement under other operating income over

the useful lives of the assets.

j.2. Liabilities
from contracts
with customers

ENDESA receives legally established compensation for the

amounts paid for the construction or acquisition of certain
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facilities or, in some cases, is assigned the facilities directly

in accordance with prevailing legislation.

Assets and deferred income are recognised at the fair val-
ue of the asset on the date the assets are transferred and
taken to profit and loss under other operating income in
the consolidated income statement over the useful life
of the asset, thereby offsetting the related depreciation

charge.

k) Provisions

Obligations existing at the consolidated statement of finan-
cial position date that arise as a result of past events and
could have a negative impact on ENDESAs equity, materi-
alisation of which is considered probable, and the amount
and settlement date of which are uncertain, are recognised
as provisions in the consolidated statement of financial po-
sition at the present value of the most probable amount
ENDESA will need to disburse to settle the liability.

ENDESA also recognises provisions for liabilities arising
from ongoing lawsuits and termination benefits, deposits
and similar guarantees and to hedge risks.

Provisions are made based on the best information availa-
ble at the date of preparation of the consolidated financial
statements on the most likely outcome of the event for
which provision is required and are re-estimated at the end

of each reporting period.

Provisions for pensions and similar obligations and for re-
structuring plans included in the consolidated statement
of financial position are the result of collective or individ-
ual agreements with ENDESAs employees, whereby the
Company undertakes to supplement the public social secu-
rity system benefits in the event of retirement, permanent
disability, death, departure or termination of employment

by agreement between the parties.

k.1. Provisions for
pensions and similar
obligations

Most ENDESA companies have pension obligations with
their employees, which vary depending on the company.
These obligations, including both defined benefits and de-
fined contributions, are basically arranged through pension
plans or insurance policies, except as regards certain ben-
efits in kind, which due to their nature have not been exter

nalised and are covered by in-house provisions.

For defined benefit plans, the companies recognise the ex-
penditure relating to these obligations on an accruals basis
over the working life of the employees by performing actu-
arial studies at the reporting date, calculated using the pro-
jected unit credit method. Defined benefit plan obligations
represent the present value of the accrued benefits after
deducting the fair value of the qualifying plan assets. The
actuarial losses and gains arising from the measurement of
plan liabilities and assets are recognised directly, net of the
related tax effect, in other comprehensive income in the
consolidated statement of other comprehensive income
(see Note 15.1.7).

For each of the plans, any positive difference between the
actuarial liability for past services and the plan assets is
recognised as provisions for pensions and similar obliga-
tions under non-current provisions on the liability side of
the consolidated statement of financial position, and any
negative difference is recognised as non-current financial
assets under financial assets — loans and receivables un-
der non-current assets in the consolidated statement of
financial position, provided that this negative difference is
recoverable by ENDESA, usually through a reduction in fu-
ture contributions taking into consideration the limits set
by paragraph 57 (b) of IAS 19 Employee Benefits and IF-
RIC 14 IAS 19 —The Limited on a Defined Benefit Asset,
Minimum Funding Requirements and their Interaction. The

effect of application of this limit is recognised under other
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comprehensive income in the consolidated statement of

other comprehensive income (see Notes 15.1.7 and 17.1).

Contributions to defined contribution plans are recognised
as an expense in the consolidated income statement as

the employees provide their services.

The post-employment plans that have been fully insured
and for which ENDESA has therefore transferred all the
risk are considered to be defined contribution plans. Con-
sequently, as in the case of defined contribution plans, no

actuarial liabilities or plan assets are considered.

k.2. Provisions for
workforce restructuring
plans

ENDESA recognises termination or suspension benefits
when there is an individual or group agreement with the
employees or a genuine expectation that such an agree-
ment will be reached that will enable the employees,
unilaterally or by mutual agreement with the company,
to cease working for ENDESA or temporarily suspend
the employment contract in exchange for a termination
benefit. If a mutual agreement is required, a provision
is only recorded in situations in which ENDESA has de-
cided to give its consent to the termination of employ-
ment, and consent has been notified to the employee
either individually or collectively to employee represent-
atives. In all cases in which these provisions are rec-
ognised, the employees expect that these retirements
will proceed, and that there will be official notification
by the Company to the employee or to the employee’s

representatives.

ENDESA has workforce reduction plans, which arose as
part of the corresponding workforce reduction plans ap-
proved by the government, or in agreements drawn up
with employee representatives. The plans guarantee pay-
ment of an indemnity or maintenance of regular payments
during the period of early retirement or suspension of the

employment contract.
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ENDESA recognises the full amount of the expenditure
relating to these plans when the obligation is accrued,
understood as the time at which the company is unable
to prevent the disbursement, depending on the commit-
ments undertaking with the employee or the employee’s
representatives. These sums are determined, where ap-
propriate, from actuarial surveys conducted to calculate
the actuarial obligation at period-end. The actuarial gains
and losses disclosed are recognised in the consolidated

income statement.

k.3. Provision

to cover the cost of
carbon dioxide emission
allowances (CO,)

ENDESAs European companies that generate CO, emis-
sions in their electricity generation activity must deliver
CO, emission allowances equal to their emissions during
the year in the first few months of the following year. The
companies can also use Certified Emission Reductions
(CERs) and Emission Reduction Units (ERUs) for voluntary

compensation.

The obligation to deliver emission allowances for the CO,
emitted during the year is recognised as a current provision
under other current provisions in the consolidated state-
ment of financial position (see Note 24). The related cost is
recognised under other variable procurements and servic-
es in the consolidated income statement. This obligation
is recognised at the same amount as the CO, emission
allowances, to be delivered to cover this obligation in the
“Inventories” section in the consolidated statement of fi-

nancial position (see Note 3i.2).

If at the reporting date of the consolidated statement of
financial position ENDESA does not hold all the CO, emis-
sion allowances, CERs, or ERUs required, the cost and the
corresponding provision are recognised on the basis of a
best estimate of the price that ENDESA will have to pay
to acquire them. When a more appropriate estimate does

not exist, ENDESA estimates the acquisition price for the
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allowances not held by it as the market price at the report-

ing date.

k.4. Provisions
for decommissioning
costs

ENDESA recognises a provision for the expected cost to
dismantle some of its plants and certain electricity distri-
bution facilities (see Notes 3a, 3b, 3d and 17.3). Provision
adjustments are recognised with a charge to financial ex-
penses in the consolidated income statement (see Note
30).

The interest rates applied for the corresponding update,
depending on the remaining useful life of the associated
asset, have been placed in the following ranges:

%

2018 2017
03-16 0.1-15

Financial Adjustment Rate

k.5. Onerous
contracts

In the case of contracts in which the unavoidable costs of
meeting the obligations under the contract exceed the eco-
nomic benefits expected to be received under it (onerous
contracts), ENDESA recognises a provision for the present
value of the difference between the costs and foreseen
benefits of the contract.

At 31 December 2018 and 2017, no provisions for onerous

contracts were made.

1) Translation
of foreign currency
balances

Transactions in currencies other than the functional cur
rency of each company are recognised in the functional
currency by applying the exchange rates prevailing at the
transaction date. During the year, differences arising be-
tween the balances translated at the exchange rate at the
transaction date and those translated at the exchange rate
at the date of collection or payment are recorded as finan-
cial income or financial expenses in the consolidated in-

come statement (see Note 30).

Balances receivable or payable at yearend denominated
in currencies other than the functional currencies in which
the financial statements of the consolidated companies
are denominated are translated to euros at yearend ex
change rates. The resulting valuation differences are recog-
nised as financial profit or loss in the consolidated income

statement (see Note 30).

m) Current/non-
current classification

In the accompanying consolidated statement of financial
position, balances due to be settled within 12 months
are classified as current and those due to be settled in a
period of more than 12 months are classified as non-cur-

rent.

In the case of those obligations that mature at short term

but with respect to which the expectation and power,
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at ENDESAs discretion, exists of long-term refinancing
through credit facilities available immediately on an un-
conditional basis, in accordance with the existing financ-
ing conditions, and whose claimability exceeds 12 months
from the closing date of the consolidated financial state-
ments, are classified as non-current liabilities. At 31 De-
cember 2018 these balances amounted to Euros 11 million
(Euros 17 million at 31 December 2017) (see Note 18.2.1).

n) Income tax

In 2018, all ENEL Group companies with respect to which
ENEL, S.p.A. (the Italian company that heads the ENEL
Group) holds an interest of at least 75% or 70% (in the
case of listed investees or subsidiaries), and which meet
requirements provided for in Spanish legislation on taxa-
tion of the consolidated profits of corporate groups, have
been integrated into a consolidated tax group, the head
of which is ENEL, S.p.A. and its representative in Spain is
ENEL Iberia, S.L.U.

The number of companies forming the Consolidated Tax
Group at 31 December 2018 is 39 (35 companies at 31
December 2017), and which are detailed below: ENEL
Iberia, S.L.U., ENDESA, S.A., Almussafes Servicios En-
ergéticos, S.L.U., Aragonesa de Actividades Energéti-
cas, S.A.U., Baylio Solar, S.L.U., Dehesa de los Guada-
lupes Solar, S.L.U., Distribuidora de Energia Eléctrica
del Bages, S.A., Distribuidora Eléctrica del Puerto de la
Cruz, S.A.U., Eléctrica de Jafre, S.A., Eléctrica del Ebro,
S.A.U., Empresa Carbonifera del Sur, S.A.U., ENDESA
Capital, S.A.U., ENDESA Distribucién Eléctrica, S.L.U.,
ENDESA Energia, S.A.U., ENDESA Energia XXI, S.L.U.,
ENDESA Financiacion Filiales, S.A.U., ENDESA Gener
acién, S.A.U., ENDESA Generacion Il, S.A.U., ENDE-
SA Generacion Nuclear, S.A.U., ENDESA Ingenieria,
S.L.U., ENDESA Medios y Sistemas, S.L.U., ENDESA
Operaciones y Servicios Comerciales, S.L.U., ENDESA
Red, S.A.U., ENDESA X, S.A.U., ENEL Green Power Es-
pana, S.L.U. (EGPE), Energia Eléctrica del Ebro, S.A.U.
(en liquidation), Energfas de Aragén |, S.L.U., Energias
de Aragén I, S.L.U., Energias Especiales del Alto Ulla,
S.A.U., Furatena Solar 1, S.L.U., Gas y Electricidad Gen-
eracion, S.A.U., Guadarranque Solar 4, S.L.U., Hidroeléc-
trica de Catalunya, S.L.U., Parque Edlico A Capelada,
S.L.U., Productor Regional de Energia Renovable, S.A.U.,
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Productor Regional de Energias Renovables Ill, S.A.U.,
Promociones Energéticas del Bierzo, S.L.U., Seguidores
Solares Planta 2, S.L.U. and Unién Eléctrica de Canarias

Generacion, S.A.U.

ENDESASs other subsidiaries file individual tax returns in

accordance with the tax legislation in force in each country.

In 2018, ENDESA acquired shares in Aranort Desarrollos,
S.L.U., Bosa del Ebro, S.L., Castiblanco Solar, S.L.U., Em-
presa de Alumbrado Eléctrico de Ceuta Comercializacién
de Referencia, S.A.U., Empresa de Alumbrado Eléctrico
de Ceuta Distribucion, S.A.U., Empresa de Alumbrado
Eléctrico de Ceuta, S.A., Energia Edlica Alto del Llano,
S.L.U., Edlica del Cierzo, S.L.U., Edlica del Principado,
S.A.U., Navalvillar Solar, S.L.U., Parque Edlico Farlan,
S.L.U., Parque Edlico Muniesa, S.L.U., Parques Edlicos
Gestinver Gestion, S.L.U., Parques Eodlicos Gestinver,
S.L.U., San Francisco de Borja, S.A., Sistemas Energéti-
cos Alcohujate, S.A.U., Sistemas Energéticos Campoliva,
S.A.U., Sistemas Energéticos Sierra del Carazo, S.L.U.,
Tauste Energia Distribuida, S.L. and Valdecaballero Solar,
S.L.U. (see Note 2.3.1). At 1 January 2019, the companies
meeting the requirements provided for in legislation on
taxation of the consolidated profits of corporate groups
have been included in the consolidated tax group to which
ENDESA belongs.

The income tax expense for the year is calculated as the
sum of the current tax of the different companies resulting
from applying the tax rate to the taxable income (tax loss)
for the year, after taking into account any available tax de-
ductions, plus the change in deferred tax assets and liabili-
ties, and tax credits for loss carryforwards and deductions.
The differences between the carrying amount of assets
and liabilities and their tax base give rise to deferred tax
assets or liabilities, which are measured at the tax rates
that are expected to apply to the years when the assets are

realised and the liabilities settled.

Income tax and changes in deferred tax assets and liabil-
ities not arising from business combinations are recog-
nised in the consolidated income statement or in equity
accounts in the consolidated statement of financial posi-
tion, depending on where the profits or losses giving rise

to them have been recognised.
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Deferred tax assets and tax credits are only recognised if
it is considered probable that the consolidated companies
will have sufficient future taxable profits against which the
related temporary differences can be recovered or the re-
lated tax assets can be utilised.

Deferred tax liabilities are recognised for all temporary
differences except where the deferred tax liability arises
from the initial recognition of goodwill or in respect of
taxable temporary differences associated with invest-
ments in subsidiaries, associates and interests in joint-
ly-controlled entities, when ENDESA can control the tim-
ing of the reversal and it is probable that the temporary
differences will not reverse in the foreseeable future (see
Note 22.2). Tax deductions arising from economic events
occurring in the year reduce the income tax expense, un-
less there are doubts as to whether they can be realised,
in which case they are not recognised until they have ef-

fectively been realised.

The deferred tax assets and liabilities recognised are re-
viewed at the end of each reporting period in order to as-
certain whether they still exist, and the appropriate adjust-
ments are made.

Under the prevailing legislation, taxes cannot be consid-
ered definitively settled until the returns presented have
been inspected by the tax authorities or inspection peri-
od of four years has elapsed. At 31 December 2018, the
Consolidated Tax Group has its books open to inspection
for 2006, 2015 and onwards for corporate income tax
and for 2015 and onwards in respect of all other appli-

cable taxes.

In 2018, the tax authorities completed the review and gen-
eral investigation launched in 2016 regarding corporate in-
come tax in 2011 to 2014, value added tax (VAT) for 2012 to
2014, and withholdings between 2011 and 2014 and partial
from 2015 to 2017 (see Note 17.3).

o) Income and
expense recognition

0.1. Revenue from
contracts with
customers

a) General income
recognition criteria

As mentioned in Note 2.1, on 1 January 2018, ENDESA
adopted IFRS 15 Revenue from Contracts with Customers,
which establishes a new measurement model for revenue
from contracts with customers. The core principle of IFRS
15 is that an entity will recognise revenue to depict the
transfer of promised goods or services to customers in an
amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or ser

vices.

This new revenue model is applicable to all contracts with
customers, except for those related to leases (see Note
3f) and insurance and financial instrument contracts (see
Note 3g).

As general criteria, ENDESA recognises the income from
its ordinary activities as the delivery of the goods or the
rendering of the services contractually agreed to with its
customers occurs during the life of the contract and for
the amount of the consideration to which it expects to be

entitled in exchange for said goods or services.

In particular, ENDESA follows the following stages for the

recognition of revenue from contracts with customers:

- |dentifying the contract with the customer: To identify
a contract, ENDESA ensures that the parties have ap-
proved the contract and undertake to comply with their
respective obligations, identifying the rights of each of
the parties, the payment terms in relation to the goods
or services to be transferred, and ensuring that the con-

tract has a commercial nature and it is probable that the
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consideration to which it is entitled will be collected in
exchange for the goods or services that will be trans-
ferred to the customer.

Identify the obligations for executing the contract: At
the beginning of the contract, ENDESA assesses the
goods or services promised in a contract with a cus-
tomer and identifies each promise to transfer to the

customer as an execution obligation:

a) A good, service or a group of differentiated goods

or services; or

b) A series of differentiated goods or services that are
practically the same and that follow the same pat-
tern of transfer to the customer.

A good or service promised to a customer is differ-

entiated if the following 2 criteria are met:

1) The customer can use the good or service on its
own or together with other resources that can be

made easily available; and

2) ENDESAs commitment to transfer the good or
service to the customer is identifiable separately
from other commitments contained in the con-

tract.

- Determine the price of the transaction: this is deter-

mined as the amount of the consideration to which
it expects to be entitled in exchange for transfer
ring the goods or services committed to with the
customer, excluding the amounts charged on be-
half of third parties, which could include fixed or
variable amounts, such as discounts, refunds, sub-
scriptions, incentives, bonuses and other similar
concepts.

When the transaction price includes a variable con-
sideration, ENDESA initially estimates the amount of
the consideration to which it will be entitled, using the
expected value method or the most probable amount,

and only including all or part of the amount of the var
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iable consideration to the extent to which it is highly
probable that a significant reversal of the cumulative
revenue recognised will not occur when, subsequently,
the uncertainty over the variable consideration is re-
solved.

When estimating the transaction price, the temporary
value of money is also taken into account if it is consid-
ered that there is a significant financing component, as
well as considerations other than cash and other con-
siderations to be paid to the customer.

Allocate the transaction price between the contract
execution obligations: ENDESA distributes the price
of the transaction in such a way that each execution
obligation identified in the contract is assigned an
amount that represents the consideration it will ob-
tain in exchange for transferring the good or service
committed in said execution obligation to the custom-
er. This allocation is made proportionally and based
on the corresponding independent sales prices of the
goods and services included of each execution obliga-
tion. The best evidence of independent selling prices
is their observable price, when these goods or ser
vices are sold separately under similar circumstances.
When this price is not available, ENDESA estimates
the amount using an approach that maximises the
use of observable data, such as an adjusted valuation
based on a market price, an expected cost plus a mar-

gin or using a residual approach.

When the contract includes more than one good or
differentiated service and a discount is granted on the
total price, unless there is more observable evidence
that the discount is fully applicable to an execution obli-
gation, the discount is distributed proportionally among

all execution obligations.

Recognition of income as compliance with execution
obligations is met: ENDESA recognises income as the
amount of the transaction price assigned to an execu-
tion obligation as it satisfies this obligation by transfer
ring the committed goods or services to the customer.
To this end, ENDESA determines whether the execu-
tion obligation is satisfied over time or at a specific time:
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a) An obligation is satisfied over time if the following

criteria are met:

> The client receives and simultaneously consumes
the benefits provided by ENDESAS activity as it

carries it out.

> ENDESA produces or improves an asset that the
customer controls as the asset is produced or im-

proved.

> ENDESA produces a specific asset for the cus-
tomer, which can not be given an alternative use,
and has an enforceable right to collect the activity

carried out so far.

If the execution obligation is complied with over time,
ENDESA recognises the corresponding income as it
satisfies it, for which it measures the degree of pro-
gress of execution of each identified obligation.

b) If an obligation does not meet the conditions to be
fulfilled over time, the following indicators are as-
sessed to determine that the control of the asset
has been transferred to the customer:

> ENDESA has transmitted the physical possession

of the asset;

> ENDESA is entitled to demand payment for the

asset;
> The customer has accepted the asset;

> The customer has the significant risks and ben-
efits inherent to the ownership of the asset; and

> The customer has the legal ownership of the as-

set.

If the execution obligation is fulfilled at a specific date,

ENDESA recognises the corresponding income.

If the parties agree amend the contract, ENDESA accounts
for this amendment as a separate contract if the following
2 conditions are met:

- The scope of the contract increases due to the incor

poration of different committed goods or services; and

- The contract price is increased by an amount of the
consideration that reflects the independent sale prices

of the promised additional goods or services.

Otherwise, the contractual amendment is treated as an ad-
justment to the original contract, so that, when the amend-
ment consists of new goods or services that are different
and not at their usual selling price, the previous contract is
cancelled and a new contract is created, but if the amend-
ment consists of new goods or services that are not differ
ent, the existing contract is re-assessed.

ENDESA presents the contracts with the customers in the
Consolidated Statement of Financial Position as an asset
or a liability, depending on the relationship between ENDE-
SAs performance and the payment made by the customer:

- The contract with the customer is presented as a li-
ability of the contract when the customer has paid a
consideration before it has transferred the goods or
services to the customer, in such a way that there is an
obligation on the part of ENDESA to transfer the goods
or services to a customer for which it has already re-
ceived a consideration.

- The contract with the customer is presented as an
asset of the contract when ENDESA has transferred
goods or services to the customer before the customer
has delivered the consideration, so ENDESA has the
right to the consideration in exchange for the goods or
services that it has transferred to the customer. ENDE-
SA excludes from this amount the amounts presented

as accounts receivable.

b) Specific criteria for income
recognition by segments

- Generation and Supply Segment.
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> Electricity and gas sales: They are recorded as in-
come at the date they are supplied to the customer,
depending on the quantities supplied during the pe-
riod, even when they have not been invoiced and ac-
cording to the unit price established in the contract.
Revenue income includes an estimate of the energy
supplied before customers’ meters have been read
(see Notes 2.2 and 13).

> Electricity sales on the wholesale market. They are
recognised as income at the date they are supplied,
depending on the electricity supplied and the ancil-

lary services provided.

Additional income to the average mainland price is
recognised for generation using renewable sources,
cogeneration and waste subject to a specific remu-
neration regime, equivalent to said specific remuner

ation (see Note 4).

> Non-mainland Territories generation (TNP): Its remu-
neration is regulated (see Note 4), essentially based
on the operation and availability of the facilities, with
part of said remuneration being received with the
valuation of the energy sold at the average mainland
price, and the rest, up to the remuneration estab-
lished by the liquidations practised by the Spanish
Markets and Competition Commission (CNMC). This
income is recognised at the date when electricity

sales are made.
- Distribution.

> Income regulated by the electricity distribution activity:
It is recorded pursuant to the regulatory framework of
the Electricity Sector in Spain, which establishes the
remuneration by Ministerial Order once per year (see
Note 4) and is recognised over time. The Spanish Mar
kets and Competition Commission (CNMC) makes ar
rangements for payment of the acknowledged remu-

neration to electricity distribution companies.

c) Principal versus Agent

When a third party is involved in providing goods or servic-

es to a customer, ENDESA analyses whether the nature
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of its commitment is an execution obligation consisting
of providing the goods or services itself to the customer
(ENDESA acts as principal) or whether its commitment is
to organise the supply of those goods or services for the
third party (ENDESA acts as agent).

When ENDESA acts as principal, it recognises the reve-
nue for the gross amount of the consideration to which it
expects to be entitled in exchange for the goods or servic-
es transferred, but when it acts as an agent, it recognises
the revenue for the amount of any payment or commis-
sion to which it expects to have the right in exchange for
arranging the provision of its goods or services for the

other party.

0.2. Other income
and expenses

When goods or services are exchanged or swapped for
goods or services which are of a similar nature, the ex
change is not regarded as a transaction that generates
revenue, as set forth by IFRS 15 “Revenue from contracts

with customers”’

Interest income and expenses are recognised by applying
the effective interest rate method applicable to the out-

standing principal over the related repayment period.

Dividends received from equity instruments are recog-
nised as income at the date the right to receive them arises
in the Consolidated Income State.

ENDESA recognises non-financial asset purchase or sale
contracts settled net in cash or another financial instrument
at their net amount. Contracts entered into and maintained
for the purpose of receiving or delivering these non-finan-
cial assets are recognised on the basis of the contractual
terms of the purchase, sale or usage requirements expect-

ed by the entity.

Expenses are recognised on an accruals basis. Disburse-
ments that will not generate future economic benefits or
which do not qualify for recognition as an asset are recog-

nised immediately.
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p) Fair value
measurement

Fair value is defined as the price that would be collected for
the sale of an asset or that would be paid for the transfer of
a liability, in an orderly transaction between market players

at the valuation date.

The valuation is calculated on the premise that the trans-
action is carried out on the main market, i.e. the market
with the largest volume or activity of the asset or liability.
In the absence of a main market, it is assumed that the
transaction is carried out on the most advantageous mar
ket, i.e. that which maximises the amount received from
selling the asset or that which minimises the amount paid

to transfer the liability.

The fair value of the asset or the liability is determined by
applying the assumptions that would be made by the mar
ket players at the time the price of the asset or liability
is set, on the understanding that the market players are
acting in their best economic interests. The market players
are independent of each other, they are well informed, they
can carry out a transaction with the asset or liability, and
are motivated to carry out the transaction but are not in any

way obliged or forced to do so.

Assets and liabilities measured at fair value may be classi-

fied on the following levels (see Note 19.6):

- Level 1: Fair value is calculated from quoted prices in

active markets for identical assets or liabilities.

- Level 2: Fair value is calculated from inputs other than
quoted prices included within Level 1 that are observa-
ble for the asset or liability, either directly or indirectly.
The methods and assumptions used to determine fair
value within Level 2 by class of assets or liabilities take
into account the estimate of future cash flows discount-
ed to present value using zero-coupon yield curves for
each currency on the last working day of each closing,
translated to Euros at the exchange rate prevailing on
the last working day of each closing. All these measure-

ments are made using internal tools.

- Level 3: The fair value is calculated from inputs for as-
sets or liabilities that are not based on observable mar
ket data.

ENDESA uses valuation tools to measure the fair value of
assets and liabilities that are suited to the circumstances
and for which sufficient data are available to appraise fair
value, making maximum use of major observable variables

and minimum use of non-observable variables.

q) Earnings (loss)
per share

Basic net earnings per share are calculated by dividing
net profit for the period attributable to the Parent by the
weighted average number of ordinary shares outstanding
during the period, excluding the average number of shares
of the Parent Company held by ENDESA.

The basic earnings per share of continuing and discontin-
ued operations are calculated by dividing profit after tax of
continuing and discontinued operations, respectively, mi-
nus the portion corresponding to non-controlling interests,
by the weighted average number of ordinary shares of the
Parent Company outstanding during the period, excluding
the average number of shares of the Parent Company held
by ENDESA.

In 2018 and 2017 ENDESA did not perform any potential-
ly dilutive transactions that could cause diluted earnings
per share to differ from basic earnings per share (See Note
15.1.11).

r) Dividends

Dividends are recognised when the right to collect them

is generated.

Dividends are recognised as a reduction in equity on the
date on which they are approved by the competent body,
which is usually the board of directors in the case of inter
im dividends and the shareholders at their general meeting
of shareholders in the case of dividends charged against

reserves or final dividends (see Note 15.1.9).
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s) Share-based
payment plans

Where ENDESA employees participate in a cash remu-
neration scheme tied to ENDESA, S.A. share prices, and
this Company assumes the cost of the scheme, ENDE-
SA recognises the fair value of ENDESAs obligation to
employees as an expense under the heading “Personnel
expenses” in the consolidated income statement (see
Note 35.3.5).

t) Statement of
cash flows

The statement of cash flows reflects the changes in cash
occurring during the year in relation to both continuing
and discontinued operations, calculated using the indirect
method (see Note 33). The following terms are used in the
consolidated statements of cash flows with the meanings

specified:
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Cash flows: Inflows and outflows of cash and cash
equivalents, which are investments with a term of less
than three months that are highly liquid and subject to

an insignificant risk of changes in value (see Note 3g.2).

Operating activities: The principal revenue-producing
activities of ENDESA, as well as other activities that are
not investing or financing activities. They include divi-
dends received as well as the collection and payment

of interest.

Investing activities: The acquisition and disposal of
non-current assets and other investments not included
in cash and cash equivalents. Net flows from invest-
ment activities include those corresponding to losing
and gaining control over Group companies.

Financing activities: Activities that result in changes in
the amount and composition of equity and financial lia-
bilities. Net cash flows from financing activities include

dividends paid.
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4. Industry regulation

However, following the energy reform begun by the gov-
ernment in 2012, on 27 December 2013, Law 24/2013 of
26 December 2013 on the electricity sector was published
in the Official State Gazette (BOE), repealing and replacing
the aforementioned Law 54/1997 of 27 November 1997
and establishing a new general operating framework for
the electricity sector. Therefore, Law 24/2013 of 26 De-
cember 2013 establishes a new general framework for the
sector, as well as its activities and agents, the most signif-
icant of which follows:

- The new law introduces the basic principle of the
economic and financial sustainability of the elec-
tricity system in such a way that revenues are suf-
ficient to cover all system costs. System costs will
be financed by access charges for transmission and
distribution networks (to cover remuneration of both
activities), charges established for payment of oth-
er costs, packages from the General State Budget
and any other revenue or financial mechanism estab-
lished. Also:

> Any increase in costs or reduction in revenues must
be accompanied by an equivalent reduction of oth-
er costs or a revenue increase. Simultaneously, no
charges may decrease as long as there are cost
items used to pay debt from previous years.

> As of 2014, any timing mismatches arising will be
limited to a maximum annual amount of 2% of the
estimated system revenue (or 5% in cumulative

terms). Any transitory imbalance will be financed by

all players taking part of the settlement system, in
proportion to their remuneration. If these limits are
exceeded, access fees or charges will be reviewed
by an equivalent amount. Within these limits, any im-
balance will entitle the financing parties to recover
those funds in the five following years, at an equiva-
lent market interest rate.

> With regard to the year 2013, a maximum deficit of
Euros 3,600 million is recognised, without preju-
dice to any timing mismatches that may arise. This
deficit will generate a recovery entitlement over
the fifteen years following, at an equivalent market
interest rate. These rights may be transferred, in
accordance with the procedure established in reg-

ulations.

> The General State Budget for each year will finance
50% of compensation for non-mainland electricity

systems for that year.

Concerning remuneration for activities, the law stipu-
lates that remuneration for transmission, distribution
and production in non-mainland systems and produc-
tion from renewable energy sources, high-efficien-
cy cogeneration and waste will take into account the
costs of an efficient and well-managed company. Re-
muneration parameters will be established in due con-
sideration of the cyclical situation of the economy, de-
mand for electricity and an adequate return on these
activities over sixyear regulatory periods. The law es-

tablishes the remuneration of assets for the first regu-
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latory period (which ends on 31 December 2019) as the
average yield on 10Y treasury bills on the secondary
market for the three months prior to entry into force
of Royal Decree Law 9/2013 of 12 July 2013, plus 200
basis points for transmission, distribution and produc-
tion in non-mainland systems, plus 300 basis points for
production from renewable energy sources, high-effi-

ciency cogeneration and waste.

- The differentiation between ordinary regime and spe-
cial regime power generation has also been removed,
without prejudice to specific considerations for certain

technologies.

- The Last Resort Tariff (“LRT"), which applies to most
domestic consumers, will be renamed as Small Con-
sumer Voluntary Price, and the Last Resort Tariff will
be maintained for vulnerable consumers and those
that do not meet the requirements to be eligible for
the Small Consumer Voluntary Price tariff and tempo-
rarily do not have a current contract with a free-market

supplier.

Along with this basic law, and in relation to the energy re-
form process, a number of provisions have been approved
since 2012 to reduce the deficit of regulated activities and
guarantee the financial stability of the system. These in-
clude Royal Decree-Law 9/2013 of 12 July 2013, adopting
urgent measures to guarantee the financial stability of the
electricity system and modifying, inter alia, the remunera-
tion system for generating facilities using renewable ener
gy, cogeneration and waste, and electricity transmission

and distribution activities.

Additionally, Law 15/2012 of 27 December 2012 on fiscal
measures for energy sustainability, which came into force
on 1 January 2013, introduced new taxes (or amendments
to existing taxes) affecting generating facilities. The follow-

ing taxes were introduced:

- General tax on ordinary and special regime generation,

equivalent to 7% of total revenues generated.

- Tax on nuclear fuel spent and radioactive waste, and

storage at centralised facilities.
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- Levy on hydro output, equivalent to 22% of revenues.
This levy will be reduced by 90% for plants with in-
stalled capacity equal to or less than 50 MW and for
pumped-storage hydro plants of over 50 MW. This re-
duction will also apply to any output or facilities defined
by regulations that have to be supported to fulfil gener

al energy policy.

- A "green cent” tax on consumption of electricity gen-

erated using natural gas, coal, fuel-oil or diesel.

The provisions of this law stipulate that the taxes collected,
along with other sums from the auction of greenhouse gas
emission allowances, will be used to finance the costs of

the electricity system.

Along with the provisions above, in 2013 the Government
began to process several regulatory implementations on
the various activities associated with the supply of electri-

cal energy.

Additionally, as a result of the energy transition process,
as well as the adaptation of the functions of the Spanish
Markets and Competition Commission (CNMC) to com-
munity regulations, the Government has approved certain
amendments of the current regime, which are more de-

tailed further on.

Remuneration
of the electricity
distribution activity

Royal Decree 1048/2013 of 27 December 2013 was pub-
lished on 30 December 2013, establishing the methodol-
ogy for calculating remuneration for power distribution,
extending from Royal Decree Lawe 9/2013 of 12 July 2013
and Law 24/2013 of 26 December 2013. These aim to pro-
vide a stable predictable methodology to guarantee, under
homogeneous criteria nationwide, appropriate return at the
lowest possible cost to the system. The chief aspects of

this methodology follow:

- Investment in non-amortised assets in service will be

remunerated in due consideration of the net value of
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the assets and a financial remuneration rate based on
10Y treasury bills plus 200 basis points, in addition to

the operation and maintenance of the assets.

- There will be remuneration for the costs required to
carry out distribution activities, such as meter reading,
supply contract process, billing access charges and
management of non-payments, customer phone ser
vice, charges for occupancy of public areas and struc-

tural costs.

- There are incentives and penalties in connection with
improvements to supply quality, reducing losses on
distribution networks, and a new fraud reduction incen-

tive.

- The extra costs of specific regulations introduced by
regional or local authorities will not be borne by the

electricity tariff.

- Collection of the payment of remuneration for facilities
commissioned in year n will start from 1 January of the

year n+2, and a financial cost will be recognised.

- Mechanisms have been established to control invest-
ment. For the whole sector, the maximum volume of
authorised investment has been limited to a total of
0.13% of Gross Domestic Product (GDP). Distributors
will submit to the Ministry of Ecological Transition their
yearly and pluri-annual investment plans for approval,
and will also require a favourable report from the region-
al authorities concerned. Limits are also established for
deviations from the standard, just recognising part of
the extra costs, which must be duly justified and audit-
ed. Volumes of investment will also be reduced in the
event of non-compliance with the plans established,
and the possibility is established of early construction
of a facility, provided it is already envisaged and its cost

is not met by the system.

The format established in the Royal Decree will apply when
the first regulatory period commences, and until that time
the transitory system established in Royal Decree-Law
9/2013 of 12 July 2013 will be applicable.

On 28 November 2015, the Official State Gazette published
Royal Decree 1073/2015, of 27 November 2015, which mod-
ifies certain provisions in the Royal Decrees on the remu-
neration of electricity networks (Royal Decree 1047/2013,
of 27 December 2013, for transmission, and Royal Decree
1048/2013, of 27 December 2013, for distribution). Among
other aspects, Royal Decree 1073/2015, of 27 November
2015, eliminates the yearly update of unitary values based
on the CPI, in accordance with Law 2/2015, of 30 March
2015, on de-indexing the economy.

On 12 December, 2015, Ministerial Order IET/2660/2015, of
11 December 2015, was published, establishing the types
of installations and unitary value to be used in calculating
distribution remuneration. This Order set the beginning of
the first regulatory period as at 1 January 2016.

On 17 June 2016, Order IET/980/2016, of 10 June 2016,
was published in the Official State Gazette (BOE), which
establishes the remuneration of the distribution activity
for 2016, assigning ENDESA a remuneration for the de-
velopment of this activity of Euros 2,032 million (Euros
2,040 million considering the incentives), of which Euros
2,014 million and Euros 2,023 million, respectively, corre-
sponded to ENDESA Distribucién Eléctrica, S.L.U. On 15
September 2017, the announcement of the Deputy Head
of Resources, Claims and Relations with the Ministry of
Justice was published in the Official State Gazette (BOE),
informing of the hearing procedures for the order issued
by the Ministry of Energy, Tourism and Digital Agenda, ini-
tiating the procedure to file a declaration of adverse effect
on the public interest of Ministerial Order |[ET/980/2016,
of 10 June 2016.

Meanwhile, in December 2017, the then Ministry of En-
ergy, Tourism and Digital Agenda initiated the processing
of the Order by which the remuneration of the distribu-
tion for 2017 is established, corresponding to ENDESA
a remuneration for the development of this activity of
Euros 2,116 million (Euros 2,092 million considering the
incentives), of which Euros 2,094 million and Euros 2,070
million, respectively, correspond to ENDESA Distribucién
Eléctrica, S.L.U.
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In relation to the remuneration of the distribution activity
for 2018, at the date of formulation of these Consolidated
Financial Statements, the processing of the corresponding

Ministerial Order is pending.

The amounts recognised in application of this regulation
at 31 December 2018 are described in Note 19.1.1 and 25.

Non-mainland
electricity systems

Electricity supply activities in non-mainland territories are
subject to a specific regulation addressing the particular
nature of their geographic locations. This special regulation
was developed by Royal Decree 1747/2003 of 19 Decem-
ber 2003 and the Ministerial Orders of 30 March 2006

which implemented this Royal Decree.

The main element of the non-mainland regulatory system
was that electricity production was remunerated under the
feed-in tariff system, unlike in mainland Spain, in view of

the specific features of these systems.

Among the adjustment measures adopted in 2012, the gov-
ernment introduced a series of measures impacting, inter
alia, remuneration of the non-mainland electricity distribu-
tion activity. Specifically, Royal Decree-Law 13/2012 of 30
March 2012 stipulates that a proposal will be made for a re-
view of the remuneration system for non-mainland gener
ation. Subsequently, Royal Decree-Law 20/2012 of 13 July
2012, on measures to guarantee budgetary stability and
promote competition, modified certain specific aspects of
recognised costs in the ordinary regime for non-mainland
electricity systems, stating that any review, as stipulated in
Royal Decree-Law 13/2012 of 30 March 2012, would apply
as of 1 January 2012.

On 30 October 2013, Law 17/2013 of 29 October 2013 was
published in the Official State Gazette. Its aim is to provide
a better guarantee of supply and increase competition in
non-mainland systems, and the main aspects are as fol-

lows:
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- For reasons of safety or technical and economic effi-
ciency, additional remuneration to the mainland spot
market price may be given for new generation facilities
in non-mainland electricity systems, even if power out-

put required to cover demand is exceeded.

- The new regime will not be applied to new facilities
in island and non-mainland electricity systems (ei-
ther under the ordinary or CHP/renewable regimes)
owned by a company or business group which holds
more than 40% of generating power in the system.
An exception is made in the case of facilities award-
ed through capacity tenders for the deployment of
renewable energy sources holding administrative au-
thorisation or have been registered in the remuner-
ation pre-assignment register for the CHP/renewable
regime. Another exception is made for investment in
upgrading and improving efficiency at plants already in
operation which do not entail an increase in capacity
or where there are no other agents interested in de-

veloping facilities.

- The System Operator will be the owner of pumped-stor
age hydro plants intended to guarantee security of sup-
ply, or the integration of renewable sources. In all other
cases an award procedure will be carried out. Notwith-
standing the above, any company holding a hydroelec-
tric operating concession granted before 1 March 2013,
or which had been granted administrative authorisation
but had not been granted authorisation to bring the
plant on stream, will retain ownership but will be liable
for a guarantee amounting to 10% of the total invest-

ment and adhere to an execution timetable.

- Regasification plants will be exclusively owned by the
Technical System Operator, and the facilities concerned
must be transferred within 6 months at market price. If
the facility does not have administrative authorisation,
the price will be limited to the total costs actually in-
curred up to 1 March 2013.

- Remuneration associated with fuel costs will be estab-

lished by a mechanism taking account of the principles
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of competition, transparency, objectivity and non-dis-

crimination.

- A compatibility ruling by the Department of Energy Poli-
cy and Mines will be necessary for the approval of new
groups, to ascertain that the facility is compatible with
the technical criteria stipulated by the System Operator

and economic cost-reduction criteria.

- There is a possibility of reducing remuneration at facil-
ities in island and non-mainland electricity systems in
the event of a substantial decrease in their availability,
the guarantee of supply or the supply quality indexes
attributed to generating facilities. It is also possible that
the government will take action in the electricity sector

to guarantee supply in situations of risk.

Moreover, within the context of the reform measures for
the energy sector approved by the Council of Ministers on
12 July 2013, the government began to process several
regulatory developments that relate, among other matters,

to generation in non-mainland systems.

On 1 August 2015, the Spanish Official State Gazette
published the Royal Decree 738/2015, of 31 July 2015,
on Non-Mainland Territories (“TNP") generation. This Roy-
al Decree established a scheme similar to the current
scheme, made up of remuneration for fixed costs, which
comprises fixed investment and fixed operations and
maintenance costs, and for variable costs, including fuel
and variable operations and maintenance costs, also tak-
ing into account, within the costs of these systems, the
taxes arising from Law 15/2012, of 27 December 2012, on
fiscal measures for energy sustainability. Certain aspects
of the methodology are changed in order to improve the
efficiency of the system. The Royal Decree also imple-
ments matters already contained in Law 17/2013, of 29
October 2013, to guarantee supply and increase competi-

tion in these systems.

The Royal Decree was set to enter into force from 1 Sep-
tember 2015, considering a transitory period as from 1
January 2012 for certain measures. In accordance with

Additional Provision Eleven, its full and definitive effective-
ness is subordinated to the non-existence of objections by
the European Commission with respect to its compatibility

with the EU regulations in question.

In accordance with Electricity Sector Law 24/2013, of 26
December 2013, the financial remuneration rate of the net
investment recognised will be tied to the return on the 10-
year treasury bills on the secondary market plus the appro-
priate spread. For the first regulatory period, which runs
until 31 December 2019, this rate will correspond to the
average return of the price on the secondary market of the
10-year treasury bills for April, May and June 2013, plus 200

basis points.

The amounts recognised in application of this regulation
at 31 December 2018 are described in Note 19.1.1 and 25.

Electricity
generation using
Spanish coal

Royal Decree 134/2010 of 12 February 2010, amended by
Royal Decree 1221/2010 of 1 October 2010, established a
mechanism to guarantee the output from certain power
plants that use Spanish coal, for reasons of supply securi-
ty, setting a regulated price for its remuneration. This Royal
Decree was first applied in February 2011, and application
concluded on 31 December 2014.

Production from
renewable energy
sources, cogeneration,
and waste.

Royal Decree 413/2014 of 6 June 2014 approved a new
remuneration framework for facilities producing electricity
from renewable energy sources, combined heat and pow-
er, and waste, following Royal Decree Law 9/2013, of 12

July 2013, adopting urgent measures to ensure the finan-
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cial stability of the electricity system, and Electricity Indus-
try Law 24/2013, of 26 December 2013.

The new methodology replaces the previous regulated tar
iff structure with a new framework that applies the con-
cept of reasonable return, guaranteeing a profit before tax
based on the average yield of 10-year treasury bills plus
300 basis points. Under this new framework, in addition
to remuneration for the sale of electricity valued at market
price, facilities will be eligible to receive a specific remu-
neration consisting of a term per unit of installed capacity
which covers, where appropriate, the investment costs for
a standard facility that cannot be recovered through elec-
tricity sales on the market, which is known as return on
investment, and an operating term which covers, where
applicable, the difference between the operating costs and
the income from the investment on the production market
for this standard facility, which is known as return on op-
erations.

The new remuneration system will be applied equally to
facilities already in operation and new facilities. For new fa-
cilities, adherence to the specific remuneration regime will

be established through a series of competitive procedures.

In non-mainland territories, an incentive is established for

investment when generation costs are reduced.

The regulation also establishes the terms under which re-
muneration parameters should be reviewed. These may
be only be modified, as applicable, every six years, every
three years or every year. The standard value of the initial
investment and the regulatory useful life of the asset will
remain unchanged once they have been recognised for

each standard facility.

Ministerial Order IET/1045/2014, of 16 June 2014, ap-
proving the remuneration parameters for standard facil-
ities applicable to certain facilities producing electricity
from renewable energy sources, combined heat and
power, and waste, and establishing specific values for

the standard costs for each of the standard facilities de-
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fined, was published in the Official State Gazette on 20
June 2014.

Lastly, Ministerial Order 1ET/1459/2014, of 1 August 2014,
approving the remuneration parameters and establishing a
mechanism for allocating remuneration for new wind and
photovoltaic facilities in electrical systems of non-mainland
electricity systems, was published in the Spanish Official
State Gazette on 5 August 2014.

Ministerial Order ETU/130/2017 of 17 February 2017 was
published on 22 February 2017, updating the remuneration
parameters of the standard installations, for the purposes
of their application to the regulatory semiperiod commenc-

ing 1 January 2017.

The amounts recognised in application of this regulation
at 31 December 2018 are described in Note 19.1.1 and 25.

OrderTEC/1380/2018,
of 20 December 2018,
which establishes

the bases for granting
aids to renewable
facilities

Order TEC/1380/2018, of 20 December 2018, was pub-
lished in the Official State Gazette (BOE) on 25 December
2018. Said Order establishes the conditions for support
to be granted for investment in wind and solar power fa-
cilities in non-mainland systems (TNP), co-financed with
funds from the European Regional Development Fund
(ERDF).

On 27 December 2018, the Institute for Energy Diversifi-
cation and Savings (IDAE) passed a resolution, convening
auctions of subsidies for investment in wind facilities in the
Canary lIslands, with an allocation of Euros 80 million and

maximum power of 217 MW.

endes



Renewable
energy auction

On 1 April 2017 the Official State Gazette (BOE) published
Royal Decree 359/2017 of 31 March 2017 establishing a
call for assigning the specific remuneration system for new
renewable energy production facilities through an auction
with a maximum installed power limit of 3,000 MW.

This Royal Decree was enacted by Order ETU/315/2017 of
6 April 2017 regulating the procedure for assigning the spe-
cific remuneration system in each auction, in addition to
the remuneration parameters for reference and standard
facilities, and characteristics of the auction, and the Reso-
lutions issued by the Secretary of State for Energy on 10
April 2017 approving the call for an auction and the terms
and conditions thereof.

As a result of this auction, which took place on 17 May
2017 ENDESA, through ENEL Green Power Espana, S.L.U.
(EGPE), was awarded a 540 MW of wind power capacity
(see Notes 2.3, 5.1 and 6.1).

Additionally, on 17 June 2017, Royal Decree 650/2017 of
16 June 2017 was published in the Official State Gazette
(BOE), establishing a new installed capacity quota of 3,000
MW for new plants that generate power using renewable
energy sources, enacted by Order ETU/615/2017, of 27
June 2017 that establishes the assignment procedure and
remuneration parameters for the auction, the Resolution
issued by the Secretary of State for Energy on 30 June
2017, calling for an auction for the assignment of the spe-
cific remuneration regime for new renewable energy pro-
duction facilities, pursuant to Royal Decree 650/2017 of 16
June 2017.

As a result of this auction, which took place in 26 July
2017 ENDESA, through ENEL Green Power Espana, S.L.U.
(EGPE), was awarded a 339 MW of photovoltaic capacity
(see Notes 2.3, 5.1 and 6.1).

Self-consumption

On 10 October 2015, the Official State Gazette published
Royal Decree 900/2015, of 9 October 2015, which regu-
lates the administrative, technical and economic require-
ments for supplying and generating electricity for self-con-
sumption, establishing a regulatory framework which
guarantees the economic sustainability of the system and

the adequate distribution of system costs.

It also stipulates the tolls and charges payable for self-con-
sumption, in accordance with Electricity Sector Law
24/2013, of 26 December 2013, which already established
that self-consumption must contribute to financing the
costs and services of the system in the same amount as
other consumers. There are two exceptions to this rule in

which consumers are exempt from paying costs:
- Consumers on islands, and

- Small consumers with a contracted capacity of no
more than 10 kW.

Accordingly, a record of the self-consumption facilities has
been created in order for the System Operator and elec-
tricity distributors to be aware of the generation facilities in
their networks and to therefore ensure the correct opera-

tion of the Electricity System under safe conditions.

On 6 October 2018, Royal Decree Law 15/2018, of 5 Octo-
ber 2018 was published, amending certain aspects of the

regulation of self-consumption.
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Fee for the use
of continental waters
to generate electricity

On 10 June 2017 Royal Decree Law 10/2017 of 9 June 2017
was published in the Official State Gazette (BOE), establishing
specific urgent measures to mitigate the effects of drought in

certain river basins, amending the current Water Law.

Among other aspects, this Royal Decree Law modifies the
tax rate for the use of inland waters for the production of
electricity, from 22% to 25.5%, adjusting the reduction
percentage for installations of up to 50 MW in order to

compensate for the increase in the tax rate.

Availability
Service

On 23 November 2017, Order ETU/1133/2017, of 21 Novem-
ber 2017 was published, amending Order |ET/2013/2013,
of 31 October 2013, regulating the competitive mechanism
for assigning the management service for interruptibility
demand.

Among other aspects, the Order amends the remuneration
for the availability service, extends the service only to the
first half of 2018 and eliminates hydroelectric facilities from
the collection of this availability service during this period.

Order TEC/1366/2018, of 20 December 2018, establishing
electricity access tariffs for 2019, repealed the incentive for
availability of Order ITC/3127/2011, of 17 November 2017,
until the capacity mechanisms are reviewed for adaptation
to European regulations and the energy transition process.

Social Bonus
or Social Tariff.

Law 24/2013, of 26 December 2013, required that the sub-
sidised electricity tariff cost must be assumed, as a public
service obligation, by parent companies or vertically-inte-
grated groups of companies carrying out electricity gener
ation, distribution and supply activities, to assume the cost
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of the subsidised electricity tariff in proportion to a percent-
age based on both their number of supply connections to
distribution grids and the number of customers supplied,
set for ENDESA at 41.10% in 2016 under Ministerial Order
|IET/1451/2016, of 8 September 2016.

Despite the foregoing, in the Ruling of 24 October 2016 the
Contentious-Administrative Section of the Supreme Court
declared the Social Bonus financing system established
by article 45.4 of Law 24/2013 of 26 December 2013 to
be inapplicable, since it was incompatible with Directive
2009/72/EC of the European Parliament and of the Council,
of 13 July 2009, concerning common rules for the internal
market in electricity, and acknowledged the right of com-
panies to recover the amounts paid. The State authorities
submitted an application for dismissal of the Supreme
Court Ruling, which was overruled in a motion handed
down on 14 December 2016, and on 2 February 2017 an
appeal was submitted against this motion before the Con-

stitutional Court (see Note 17.3).

On 3 October and 27 December 2017, Order ETU/929/2017,
of 28 September 2017 and Order ETU/1288/2017, of 22
December 2017 were published, implementing the differ
ent rulings handed down in this respect and the Spanish
Markets and Competition Commission (CNMC) is ordered
to pay the amounts corresponding to the Social Bonus for
2014, 2015 and 2016 (see Note 17.3).

In 2017 ENDESA recognised this income in the consolidat-
ed income statement for the amount of Euros 222 million
under “Other variable procurements and services” and
Euros 15 million under “Financial income” (see Notes 26
and 30).

On 24 December 2016, Royal Decree-Law 7/2016 of 23
December 2016 was published to regulate the financing
of the costs of the Social Bonus and other measures to
protect vulnerable electricity consumers According to this
Royal Decree Law the social bonus will be financed by the
parents of company groups that carry out energy supply
activities, or by the companies themselves if they do not
form part of a corporate group, in the percentage corre-
sponding to their customer share. This percentage will be
calculated annually by the Spanish Markets and Competi-
tion Commission (CNMC).
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The sole transitionary provision of the Royal Decree Law
established the percentage distribution for the Social Bo-
nus to be applied since it came into effect, with 37.7% cor-
responding to ENDESA in 2017

7 October 2017 saw the publication of Royal Decree
897/2017, of 6 October 2017, regarding the figure of the vul-
nerable consumer, the Social Bonus and other protection
measures for domestic electricity energy consumers, as
well as Order ETU/943/2017, of 6 October 2017, implement-
ing Royal Decree 897/2017 of 6 October 2017

Among other aspects, three categories of vulnerable cus-
tomers have been identified based on the average income
level through the Spanish Public Income Index (IPREM),
establishing different discount percentages according to
each category. The three categories are:

- Vulnerable customers (25% discount).
- Severely vulnerable customers (40% discount).

- Severely vulnerable customers at risk of social exclu-
sion (100% discount), classified as severely vulnerable
customers for which the social services can be proved
to be paying at least 50% of their bill.

This Royal Decree also regulates other aspects relating to
supply and, among others, raises from two to four months
the term for cutting off of supply to vulnerable customers
(severely vulnerable customers at risk of social exclusion

cannot be cut off as power is considered to be a basic sup-

ply).

Furthermore, on 7 April 2018, Order ETU/361/2018, of 6
April 2018, was published, amending the Social Bonus ap-
plication forms established in Order ETU/943/2017, of 6
October 2017, which implements Royal Decree 897/2017,
of 6 October, regulating the figure of the vulnerable con-
sumers, the Social Bonus and other protection measures
for domestic consumers of electricity. Furthermore, this
Order extends the existing transitional period until 8 Oc-
tober 2018 for consumers of electricity who, on the date
of entry into force of Order ETU/943/2017, of 6 October

2017, were beneficiaries of the Social Bonus, to prove the

status of vulnerable consumer in accordance with the
provisions of Royal Decree 897/2017 of 6 October 2017
However, under Royal Decree Law 15/2018, of 5 Octo-
ber 2018, if these consumers would have applied for the
Social Bonus between 8 October 2018 and 31 December
2018, they could have benefited from it of it at 8 October
2018.

On 21 November 2018, Order TEC/1226/2018, of 13 No-
vember 2018 was published in the Official State Gazette
(BOE), which sets the distribution percentage of the financ-
ing of the 2018 Social Bonus, with 37.15% for ENDESA.

Deficit from
regulated activities

Royal Decree-Laws 6/2009 of 30 April 2009, and 6/2010
of 9 April 2010, stipulated that as of 2013 any grid ac-
cess charges established should be sufficient to cover all
electricity system costs, with no ex ante deficit. For the
2009-2012 period, Royal Decree Law 6/2009 of 30 April
2009 capped the deficit for each year and the access
charges established for those years must be sufficient
to prevent those limits being exceeded. These limits
were changed under Royal Decree-Law 14/2010 of 23
December 2010 and by Royal Decree-Law 29/2012 of 28
December 2012.

The aforementioned Royal Decree-Laws in turn regulated
the securitisation of the collection rights accumulated by
the electricity companies on financing that deficit, includ-
ing compensation for as yet unrecovered extra-costs in

non-mainland generation for the 2001-2008 period.

Moreover, this legislation requires that, in the event of
any mismatch in the timing of settlements of regulated
activities, a certain percentage should be financed by the
companies specified in the above-mentioned legislation
(44.16% corresponds to ENDESA), and that these com-
panies are entitled to recover the amounts paid in settle-
ments of regulated activities for the year in which they

are recognised.

Royal Decree 437/2010, of 9 April 2010, regulated the se-
curitisation of the electricity system deficit generated un-
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til 31 December 2012, and Royal Decree 1054/2014, of 12
December 2014, regulated the deficit generated in 2013.
With the transfers made under these Royal Decrees, the
last of which was agreed on 15 December 2014, all of the
rights recognised for the tariff deficit up to 2013 have been
transferred.

For financial years commencing 2014, Law 24/2013 of 26
December 2013 on the electricity sector establishes that
any timing mismatches arising will be financed by all par
ties to the settlements system in proportion to the remu-
neration allocated to them, limited to a maximum annual
amount of 2% of the estimated system revenue (or 5%
in cumulative terms). If these limits are exceeded, access
fees or charges will be reviewed by an equivalent amount.
Within these limits, the mismatches will entitle the financ-
ing parties to recover those funds in the following five

years, at an equivalent market interest rate.

Based on the definitive 2016 settlement, approved by the
Spanish Markets and Competition Commission (CNMC) in
November 2017, 2016 ended with a Euros 421 million sur

plus.

Additionally, Order ETU/1282/2017. of 22 December 2017,
establishing electricity access tariffs for 2018, establishes
that under an order approved by the Ministry for Energy,
Tourism and Digital Agenda, with the prior approval of the
Government Commission for Economic Affairs, previous
years' surpluses may be included as realisable income of
the Electricity System up to a maximum of Euros 200 mil-
lion in 2017 and Euros 500 million for both 2017 and 2018.

Based on the definitive 2017 settlement, approved by the
CNMV in November 2018, 2017 ended with a Euros 150

million surplus.

Article 7 of Order TEC/1266/2018, of 20 December 2018,
which establishes the electricity access tariffs for 2019,
states that the strictly necessary amount of the System'’s
revenue surplus will be used to cover the temporary imbal-
ance that may arise in 2018 and 2019.

The amounts recognised in application of this regulation at
31 December 2018 are described in Note 19.1.1.
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Royal Decree 216/2014,

of 28 March 2014,

establishing the methodology
for calculating the Small
Consumer Voluntary Price
(SCVP) electricity tariff and the
contracting system

On 29 March 2014, this Royal Decree was published, which
establishes the methodology for calculating the Small Con-
sumer Voluntary Price (SCVP) as of 1 April 2014. Key as-
pects of this Royal Decree are as follows:

- The cost of energy to be used in calculating the SCVP
will be the energy price per hour in the daily and in-
traday market in the invoice period, plus adjustment
services, capacity payments and System Operator and

Market Operator financing payments.

- For consumers with remote meters integrated in the
system, the hourly price will be applied to the actual
hourly consumption; otherwise, the profile published

by the System Operator will be used.

- This new mechanism will be applied as from 1 April
2014. Prior to 1 July 2014, the suppliers of reference
must adapt their IT systems in order to invoice con-
sumers under the new scheme. In the meantime, the
cost of energy to be applied in the SCVP was the tem-
porary price established for the first quarter of 2014.
Subsequently, the cost was adjusted in invoices for
consumption as of 1 April 2014, in the first billing period
after suppliers’ IT systems were duly adapted for the
new SCVP

- In addition, electricity consumed in the first quarter of
2014 must be adjusted in the first invoices issued fol-
lowing adaptation of the IT systems, as per Royal De-
cree Law 17/2013, of 27 December 2013, taking into
account the spread between the market price and the
cost of purchasing energy included in the Small Con-

sumer Voluntary Price (SCVP) in that period.
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- The Royal Decree also establishes that, within two
months of its publication, the Spanish Markets and
Competition Commission will propose to the Secre-
tary of State for Energy proposed procedures for veri-
fying, validating and closing data taken from metering
equipment connected to the remote system for the
purposes of hourly measurements. These proposed
procedures will include a maximum period for com-
pleting the remote measurement of all remote meters

installed.

- As an alternative, the suppliers of reference will be
required to extend an offer to customers entitled to
the SCVP in the form of a fixed price for a one-year
period, comprising the revisable access tariffs and a
fixed value for one year (in Euros/kW) for the remain-
ing items. The offer will remain in force for one month,
and will be consistent throughout Spain. Each supplier
of reference may have only one offer in force during

the period.

- The Royal Decree also establishes that the subsidised
electricity tariff will be equal to a 25% discount on the
SCVP

Hourly billing procedures for the Small Consumer Volun-
tary Price (SCVP) were published on 4 June 2015. Under
these procedures, as of 1 July 2015, consumers with an in-
tegrated remote meter will be billed according to their real
hourly consumption instead of their consumption profile.
Notwithstanding the above, electricity companies had until
1 October 2015 to adapt their IT systems.

On 25 November 2016, the Spanish Official State Gazette
(BOE) published Royal Decree 469/2016, of 18 November
2016, establishing the methodology for calculating the
trading margin on the Small Consumer Voluntary Price,
thus complying with various rulings handed down by the
Supreme Court that annulled the trading margin contained
in Royal Decree 216/2014, of 28 March 2014, establishing
the procedure for calculating Small Consumer Voluntary
Prices for electricity and the legal framework for contract-

ing power.

On 24 December 2016, the Ministerial Order ETU/
1948/2016, of 22 December 2016, was published, which

came into force on 1 January 2017 and establishes the
trading margin on the Small Consumer Voluntary Price.
Through Ministerial Order ETU/258/2017, of 24 March 2017,
published on 25 March 2017 and entering into force the
following day, a new value has been set for the part of said
trading margin corresponding to the contribution cost to
the Energy Efficiency National Fund.

Energy
Efficiency

Law 18/2014, of 15 October 2014, approving urgent meas-
ures to boost growth, competitiveness and efficiency,
created, in the context of energy efficiency, the Energy
Efficiency National Fund with the aim of achieving energy
savings.

Order ETU/257/2018 of 16 March 2018 entailed a contri-
bution by ENDESA to the Energy Efficiency National Fund
of Euros 29 million, corresponding to its 2018 obligations.

In December 2018, the Ministry of Ecological Transition
began to process a proposed Order establishing the contri-
bution to the National Energy Efficiency Fund for 2019, of
which ENDESASs share is Euros 28 million.

2018 electricity
tariff

Ministerial Order ETU/1282/2017 of 22 December 2017
was published in the Official State Gazette on 27 Decem-
ber 2017, establishing access charges for 2018. Access tar
iffs remained unchanged in the Order.

2019 electricity
tariff

Ministerial Order TEC/1366/2018, of 20 December 2018,
establish access tariffs for 2019, was published in the Of-
ficial State Gazette on 22 December 2018. Access tariffs

remained unchanged in the Order.
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Public consultation

made by the Spanish
Markets and Competition
Commission (CNMC) on
remuneration for regulated
activities

On 27 July 2018, the Spanish Markets and Competition
Commission (CNMC) opened a public consultation on the
calculation methodology used for the remuneration rate in
the second regulatory period 2020-2025 for Distribution,
Transmission, Non-mainland Systems (TNP) and Renew-
ables. As a result of the same, on 30 October 2018 the
Spanish Markets and Competition Commission (CNMC)
issued a report in which it proposed remuneration for Dis-
tribution, Transmission and Non-mainland Systems (TNP)
of 5.58% and for Renewables of 709%.

Based on said report, on 28 December 2018 the Minis-
try of Ecological Transition presented a Draft on Law for
the 2020-2025 rate of remuneration. This draft law estab-
lished remuneration in the 2020-2025 period for transmis-
sion, distribution and generation activities in non-mainland
systems (TNP) of 5.58% and a rate of return of 709% on
production from renewable energy sources, cogeneration,
and waste. Furthermore, remuneration for renewable fa-
cilities under the remuneration regime prior to Royal De-
cree Law 9/2013, of 12 July 2013, will not be revised in the
2020-2031 period, with the current return of 7389% being
applicable, although compensation payments linked to un-
appealable court rulings will be deducted via settlements,
based on the difference between 7.389% and 7.09%. How-
ever, facilities have a right to waive the same and adopt the

general system.

Following the presentation of said draft law, the govern-
ment approved Royal Decree Law 1/2019, of 11 January
2019, detailed below, which likewise includes aspects rela-
tive to establishing rates of remuneration.
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Law 6/2018, of 3

July 2018, concerning
General State Budgets
for 2018

On 4 July 2018, Law 6/2018, of 3 July 2018, on the General
State Budgets (PGE) for 2018, was published in the Official
State Gazette (BOE). Among other aspects, it establishes
that surplus income from the system may be used excep-
tionally in 2018 for compensation payments to settle litiga-
tion proceedings referring to Electricity Sector regulations
that must be charged against General State Budgets (PGE)
or the Electricity System.

These surpluses may equally be used, indefinitely, to pay
off debt in the electricity system, or used as income ac-
crued over several years in electricity system settlements.
Further, the Law includes a provision that eliminates the
need for a compatibility ruling for plants in the non-main-
land electricity system that have to make investments to
comply with EU or Spanish regulatory requirements in or
der to continue operating, provided that these plants are

necessary to guarantee an efficient supply.

OrderTEC/1158/2018, of 29
October 2018, on the additional
remuneration system for
certain non-mainland electricity
systems (TNP)

Pursuant to the introduction of Law 6/2018, of 3 July 2018,
and in accordance with the power requirements for each
non-mainland system determined by reports from the sys-
tem operator, Order TEC/1158/2018, of 29 October 2018,
was published in the Official State Gazette. The same en-
visages establishing an additional remuneration system
for certain facilities in Gran Canaria, Tenerife and Menorca,
based on the investments that must be implemented in
order to comply with applicable environmental regulations
(see Notes 3e.2, 6.1, 10 and 29).
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Royal Decree 1048/2018,
of 24 August 2018,

on the electricity system
shortfall of 2013

On 1 September 2018, Royal Decree 1048/2018, of 24
August 2018, was published in the Official State Gazette
(BOE), amending the procedure for calculating the interest
to be recognised for financing the electricity system defi-
cit for 2013, so that this interest will be established from
the moment the corresponding contributions are made by
agents and not just from 1 January of the following year.
The total amount payable to the agents that financed the
2013 deficit is Euros 15 million, of which Euros 7 million
correspond to ENDESA. The Royal Decree establishes that
this methodology will also be applied in the event of any

future shortfalls.

Royal Decree Law 15/2018,
of 5 October 2018,

on urgent measures

for the energy transition and
consumer protection

On 5 October 2018, the Council of Ministers approved
Royal Decree Law 15/2018, of 5 October 2018, on urgent
measures for the energy transition and consumer pro-
tection, published in the Official State Gazette (BOE) on
6 October 2018. This Royal Decree Law contains a series
of urgent measures aimed at providing greater support
for vulnerable groups and increase consumer protection
through policies that allow tariffs to be more effectively
adjusted to consumption. The law also implements meas-
ures to speed up the transition to a decarbonised economy
based on renewable energies, driving energy efficiency

and electric mobility.

The first block of measures is designed to protect vulner
able consumer groups. The number of beneficiaries eli-

gible for the Social Bonus has been extended to include

single-parent families, and families with grade 2 or 3 de-
pendents that fall below certain income thresholds. Fur
ther, cases where supply may not be cut off due to lack
of payment for vulnerable consumers have been extended
to include families approved by the social services with
children under the age of 16, or dependents or disabled
members, where these amounts will be covered by the
groups obliged to fund the Social Bonus. The maximum
consumption levels with a right to a discount has also been
increased. With regard to beneficiaries of the previous So-
cial Bonus, the renewal period for which ended on 8 Oc-
tober 2018, the Royal Decree Law establishes that those
who meet the requirements for the new Social Bonus and
apply between 8 October 2018 and 31 December 2018 will
be eligible to receive the Bonus from 8 October 2018. Last-
ly, a thermal Social Bonus has been created for heating, to
be funded by the General State Budget. This Royal Decree
Law envisages the approval within 6 months of a National
Strategy to Combat Energy Property. The Ministry of Eco-
logical Transition began a public consultation on the same
on 19 December 2018.

A second group of measures is aimed at protecting con-
sumers and includes more flexibility in contracting power,
in addition to obliging suppliers to include the amount that
customers would have to pay if tariffs with time constraints

were applied on their bills.

A third group of measures is designed to promote self-con-
sumption, simplifying the types available and enabling
shared self-consumption, while eliminating charges and
tolls for self-consumption based on renewables, co-gener
ation or waste. The Royal Decree Law also features meas-
ures to simplify administrative and technical processes,
especially for small facilities. Developing the provisions of
the Royal Decree, the Ministry for Ecological Transition has
begun to process a Draft Royal Decree.

The fourth block of measures seeks to increase the pene-
tration of renewable energies and electric mobility. There-
fore, to facilitate the commissioning of the renewable pow-

er awarded in recent auctions, the access and connection
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licences granted prior to Law 24/2013, of 26 December
2013, governing the electricity system, which would have
expired on 31 December 2018, have been extended until
31 March 2020. With regard to electric mobility, the load
manager role has been abolished to facilitate the deploy-

ment of these services.

The last block contains measures associated with fiscal
aspects and system sustainability. For the last quarter of
2018 and the first quarter of 2019, the tax on the value of
electricity production has been suspended and the special
tax on hydrocarbons for electricity generation has been
abolished. To ensure the sustainability of the electricity
system, income that derives from CO, emissions rights
auctions used to cover costs in the electricity system has
been increased, and the system surplus will be used to
reduce imbalances in 2018 and 2019.

Royal Decree Law 15/2018, of 5 October 2018, was ap-
proved by Spanish Parliament on 18 October 2018, having
been approved for processing as a Draft Law.

Royal Decree Law 25/2018,

of 21 December 2018,

on urgent measures for a just
transition of coal mining and

the sustainable development

of the mining districts

On 22 December 2018, this Royal Decree Law was pub-
lished in the Official State Gazette (BOE), which includes
certain measures aimed at favouring a just transition and
the sustainable development of the mining districts af-
fected by the mine closure process. In addition, the Royal
Decree Law incorporates a provision that establishes that
in 2019, up to a maximum of Euros 1,000 million will be al-
located from the revenues from greenhouse gas emission
rights auctions to finance the costs of the Electricity Sys-
tem, and up to a maximum of Euros 100 million for actions
of the just transition policy and the fight against climate

change.
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Royal Decree Law 20/2018,
of 7 December 2018,

on urgent measures to drive
economic competitiveness in
the industry and commerce
sector in Spain

This Royal Decree Law, published in the Official State Ga-
zette on 8 December 2018, seeks to drive the competi-
tiveness of the industrial sector via action to improve la-
bour productivity, cut energy costs and bolster industrial
security. Among other aspects, the Royal Decree Law in-
troduces the concept of closed electricity distribution net-
works, which are already envisaged in EU regulations, and
announced the preparation of a statute for electro-inten-
sive industrial consumers, adapted to their specific require-
ments. The regulation likewise envisages the extension of
the lives of certain high efficiency cogeneration facilities

for 2 years.

Royal Decree Law 1/2019,

of 11 January 2019,

on urgent measures to adjust
the duties of the Spanish
Markets and Competition
Commission (CNMC) to the
requirements of EU law in
relation to Directives 2009/72/
CE and 2009/73/CE of the
European Parliament and
Council, of 13 July 2009, on
common standards for the
internal electricity and natural
gas market

12 January 2019 the Official State Gazette published this
Royal Decree Law, Intended to adjust the duties of the
Spanish Markets and Competition Commission (CNMC) to
EU legislation, following requests filed by EU authorities.
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According to this Royal Decree Law, the Spanish Markets
and Competition Commission (CNMC) will be responsi-
ble for approving, via circulars, aspects such as the struc-
ture, methodology and specific values of access tariffs for
natural gas and electricity transmission and distribution
networks, and for liquefied natural gas (LNG) plants; the
methodology and parameters for establishing remunera-
tion for the transmission and distribution of gas and elec-
tricity, liquefied natural gas plants (LNG), the gas system
operator, and remuneration on transmission and distribu-
tion within the maximum limit established by the govern-

ment.

The Ministry for Ecological Transition will approve a series
of energy policy guidelines that the Spanish Markets and
Competition Commission (CNMC) will have to take into
consideration, which will cover aspects such as supply
security, the economic and financial sustainability of the
system, supply independence, air quality, efforts to combat
climate change, demand management, selection of future
technologies and rational use of energy. The Ministry of
Ecological Transition will have one month to approve the
circulars of the Spanish Markets and Competition Com-
mission (CNMC) concerning energy policy, or that have
an impact on tariffs, remuneration on regulated activities,
access and connection conditions, and the rules for oper
ating the electricity and gas system. In the event of any
discrepancy, a Cooperation Committee will work to reach

an understanding.

The new duties of the Spanish Markets and Competition
Commission (CNMC) will in any case be applicable as of
1 January 2020. Furthermore, any procedures began prior
to this Royal Decree Law coming into force, as well as any
procedure that, regardless of when it was initiated, refers
to years prior to 2019, will be substantiated pursuant to

previous regulations.

The Royal Decree Law likewise amends certain aspects
of Law 24/2013, of 26 December 2013, on the electricity
industry. Regarding the financial rate of remuneration on
transmission and distribution, which by virtue of the Royal
Decree Law will be established by the Spanish Markets
and Competition Commission (CNMC), the government
will set in law a maximum threshold for the same, linked to
state 10-year bonds in the 24 months prior to the month of
May in the year preceding the start of each new regulatory

period, plus a spread to be established for each regulato-
ry period. If at the start of the new period said maximum
threshold has not been established, the maximum thresh-
old corresponding to the previous period will be extended,
or failing this, the rate of remuneration from the previous

period will be used.

As for generation operations adhering to the additional
remuneration system in non-mainland territories (TNP),
the rate of financial remuneration will be set by the gov-
ernment. This rate may be modified before the start of
each regulatory period, linked to state 10-year bonds in
the 24 months prior to the month of May in the year
preceding the start of each new regulatory period, plus
a spread to be established under law for each regulatory
period. If at the start of a new regulatory period said rate
of financial remuneration has not been established, that
of the previous regulatory period will be deemed to be

extended.

Finally, regarding facilities producing electricity from re-
newable energy sources, high efficiency cogeneration, and
waste, using specific remuneration systems, in the review
corresponding to each regulatory period the value on which
the reasonable rate of return is based over the remaining
regulatory life of standard facilities may be amended, and
will be established under law.

Gas system

On 22 May, 2015, Law 8/2015, of 21 May 2015, on the
hydrocarbons sector was published, which amends Law
34/1998 of 7 October 1998, and establishes certain tax
and non-tax measures in respect of the exploration, re-
search and use of hydrocarbons, and modifies the pre-
vious Hydrocarbons Law to bring it more into line with
the current situation, so as to increase competition and
transparency in the hydrocarbons sector, reduce fraud,
ensure greater consumer protection, reduce costs for the
consumer and adapt the rules on infringements and pen-

alties.

With respect to natural gas, the law seeks to create an
organised natural market that offers consumers more com-
petitive and transparent prices and allows the entry of new

suppliers to increase competition. An operator for the or
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ganised gas market will also be appointed, any authorised
natural gas installer may carry out inspections (this was
previously the responsibility of distributors), the entry of
new suppliers is encouraged through the mutual recogni-
tion of licences to supply natural gas to other EU-mem-
ber countries where there is an existing agreement; and
certain measures have been adopted regarding minimum
security inventories so as to, but without impairing the se-
curity of supply, give suppliers greater flexibility at a lower
cost, enabling the Corporation for Strategic Qils Reserves

(CORES) to maintain strategic natural gas inventories.

On 31 October 2015, Royal Decree 984/2015, of 30 Oc-
tober 2015, was published, which regulates the organised
gas market and third-party access to the installations of the
natural gas system. This Royal Decree contains the basic
regulations for the operation of this gas market, along with
other measures, such as the inspection procedures for gas
installations.

On 13 December 2017 following the resolution of the
Council of Ministers dated 10 November 2017 a resolu-
tion establishing the terms and conditions governing the
service making it mandatory for the dominant operators,

which include ENDESA, to act as market makers.

Natural gas tariff for 2018

Under Order ETU/1283/2017 of 22 December 2017 access

tariffs in force in 2017 were largely maintained, having up-
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dated the Last Resort Tariffs (LRT) with an average increase

of 5% resulting from higher raw material costs.

On 30 June 2018, the Resolution of 28 June 2018 was pub-
lished in the Official State Gazette (BOE), publishing the
Last Resort Tariffs (LRT) for natural gas to be applied from
1 July 2018, resulting in an average increase of approxi-
mately 3.4%, derived from the increase in the cost of the

raw material.

On 29 September 2018, the Resolution of 25 September
2018 was published in the Official State Gazette (BOE),
publishing the Last Resort Tariffs (LRT) for natural gas to
be applied from 1 October 2018, resulting in an average
increase of approximately 74%, compared to the previous
period, derived from the increase in the cost of the raw

material.

Natural gas tariff
for 2019

On 22 December 2018, Order TEC/1367/2018, of 20 De-
cember 2018, establishing access tariffs for gas for 2019,
which remained unchanged, and on 28 December 2018,
the Resolution of 26 December 2018, publishing the Last
Resort Tariffs (LRT) for natural gas applicable from 1 Janu-
ary 2019, implying an average reduction of approximately
4% due to lower raw material costs, were published in the
Official State Gazette (BOE).
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H. Business Combinations

5.1. Corporate transactions related to capacity
awarded in renewable power auctions

As a result of the capacity auctions, which took place on 17 - Formation, on 2 November 2017 of a new company
May 2017 and 26 July 2017, ENDESA, through ENEL Green
Power Espafa, S.L.U. (EGPE), was awarded 540 MW of
wind capacity and 339 MW of photovoltaic capacity, re-

called Explotaciones Edlicas Santo Domingo de Luna,
S.A. (wind technology) with a percentage stake of 51%.

spectively, in 2018 and 2017 the following corporate trans- - Acquisition of the following companies:

actions were formalised (see Notes 2.3.1, 4 and 6.1):

% stake % stake
at 31 December at 31 December

Acquisition date Technology 2018 2017

Control Control

Seguidores Solares Planta 2, S.L.U. 23 November 2017 Photovoltaic 100.00 100.00
Baylio Solar, S.L.U. 15 December 2017 Photovoltaic 100.00 100.00
Dehesa de los Guadalupes Solar, S.L.U. 15 December 2017 Photovoltaic 100.00 100.00
Furatena Solar 1, S.L.U. 15 December 2017 Photovoltaic 100.00 100.00
Valdecaballero Solar, S.L.U. 9 January 2018 Photovoltaic 100.00 —
Navalvillar Solar, S.L.U. 9 January 2018 Photovoltaic 100.00 —
Castiblanco Solar, S.L.U. 9 January 2018 Photovoltaic 100.00 —
Parque Edlico Muniesa, S.L.U. 12 January 2018 Wind 100.00 —
Parque Edlico Farlan, S.L.U. 12 January 2018 Wind 100.00 —
Aranort Desarrollos, S.L.U. 19 January 2018 Wind 100.00 —
Bosa del Ebro, S.L. 21 February 2018 Wind 51.00 —
Tauste Energia Distribuida, S.L. 23 March 2018 Wind 51.00 —
Edlica del Cierzo, S.L.U. 23 March 2018 Wind 100.00 —
San Francisco de Borja, S.A. 23 March 2018 Wind 66.67 —
Energia Edlica Alto del Llano, S.L.U. 11 May 2018 Wind 100.00 —
Sistemas Energéticos Campoliva, S.A.U. 17 July 2018 Wind 100.00 —
Sistemas Energéticos Sierra del Carazo, S.L.U. 18 December 2018 Wind 100.00 —
Sistemas Energéticos Alcohujate, S.A.U. 18 December 2018 Wind 100.00 —
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In 2018, the agreed price for all the acquired companies
amounted to Euros 5 million (Euros 5 million, with a net
cash outflow of Euros 1 million for the company incor-
porated and the companies acquired in 2017) (see Note
33.2).

ENDESA has recognised the acquisition of these compa-
nies as a business combination, and using the acquisition
method, has definitively recognised the acquired assets
and assumed liabilities (net acquired assets) of each one
of these companies at fair value on its acquisition date
under the following Consolidated Financial Statement

headings:

Millions of Euros

Notes Fair Value

2018 2017
Non-current assets 8 6
Property, plant and equipment 6 8 6
Current assets 1 -
Trade and Other Receivables 1 —
Total ASSETS 9 6
Non-current liabilities 1 1
Deferred Tax Liabilities 222 1 1
Current Liabilities 3 -
Current Interest-Bearing Loans and & —
Borrowings
Total Liabilities 4 1
Fair Value of Net Assets Acquired 5 5

T Includes Euros 3 million in debts with group companies and associates.

At 31 December 2018 and 2017, the companies acquired in
those years secured the permits and licences to carry out
their projects and construction work is underway on the
power facilities. No revenue has been generated since the
acquisition and / or formation date.

In 2018, the gross investments made by these companies

amounted to Euros 127 million (see Note 6.1).
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5.2. Parques
Edlicos Gestinver,
S.L.U.

On 3 April 2018, an agreement was signed, through its sub-
sidiary ENEL Green Espana, S.L.U. (EGPE), for the acquisi-
tion of 100% of the share capital of the companies Parques
Eolicos Gestinver, S.L.U. and its 100% subsidiary, Parques

Edlicos Gestinver Gestion, S.L.U., for Euros 42 million.

Parques Eodlicos Gestinver, S.L.U. has installed wind power
capacity of 132 MW, distributed across 5 wind farms locat-
ed in the regions of Galicia and Catalonia.

Through this acquisition, ENDESA reinforces its presence
in the Iberian generation market by expanding the portfolio

of renewable assets in its production mix.

The net cash outflow from the acquisition of Parques Edli-

cos Gestinver, S.L.U. was as follows:

Millions of Euros

Notes
Cash and cash equivalents of the acquiree (12)
Net amount paid in cash’, 2 57
Total 33.2 45

' The purchase costs recognised under “Other fixed operating expenses” in
the Consolidated Income Statement stood at Euros 1 million.

2 Of the this amount, Euros 42 million correspond to the price of the
shareholding in the company and Euros 15 million to the subordinated debt
held by the company with its former shareholders.

The purchase price was allocated definitively on the basis
of the acquisition-date fair value of the assets acquired
and liabilities assumed (Net assets acquired) from Parques
Edlicos Gestinver, S.L.U. under the following items in the

Consolidated Financial Statements:
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Millions of Euros

Notes vaFliie;
Non-current assets 181
Property, plant and equipment 6 139
Intangible assets 8 34
Deferred tax assets 221 8
Current assets 19
Trade and other receivables B
Current Financial Assets 2
Cash and cash equivalents 12
Total Assets 200
Non-current liabilities 140
Non-current provisions 173 1
Non-current financial debt’ 130
Deferred tax liabilities 222 9
Current Liabilities 18
Current Interest-Bearing Loans and Borrowings 18.1 12
Trade payables and other current liabilities 6
Total Liabilities 158
Fair value of net assets acquired 42

1 Includes bank borrowings amounting to Euros 104 million (see Note 18.1),
derivatives amounting to Euros 11 million, and debts to Group companies
and associates amounting to Euros 15 million.

In the determination of the fair value of the assets acquired
and liabilities assumed, market references and generally
accepted valuation methods based on the revenue ap-
proach have been taken into account, estimating the ex-
pected cash flows of the projects owned by the company
in accordance with the current remuneration regime on the

date of acquisition.

The assumptions made in the valuation approach for the
acquired assets and assumed liabilities of Parques Edlicos
Gestinver, S.L.U. determined their classification in Level 3
of the fair value hierarchy as explained in Note 3p.

The contribution by the acquiree was as follows:

Millions of Euros

3 April 2018 -
31 December 20182

20187
Revenue 19 27
Profit/(loss) after tax 4 6

" From the acquisition date.
2 Had the acquisition been carried out on 1 January 2018.

5.3. Edlica
del Principado,
S.A.U.

On 22 May 2018, ENEL Green Power Espafa, S.L.U.
(EGPE) acquired 60.0% of the share capital of Edlica del
Principado, S.A.U., a company whose activity consists in
the generation of electricity through renewable wind tech-
nology, and on which it previously held a 40.0% stake (see
Notes 2.3.1 and 2.4).

As a result of this transaction, ENDESA went from having
significant influence to full control of Edlica del Principado,
S.A.U. that it maintained to date.

The net cash outflow arising from the acquisition of Edlica
del Principado, S.A.U. amounted to less than Euros 1 mil-
lion (see Note 33.2).

The purchase price was finally allocated, on the basis of the
fair value of the assets acquired and the liabilities undertak-
en (Net Assets Acquired) from Edlica del Principado, S.A.U.
on the acquisition date, under the following headings in the
consolidated financial statements:

Millions of euros

Notes  Fair Value
Non-current assets 1
Property, plant and equipment 6 1
Total Assets 1
Fair Value of Net Assets Acquired 1
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The contribution by the acquiree was as follows:

Millions of Euros

22 May 2018-
31 December 20182

20187
Revenue — 1
Profit/(loss) after tax — 1

T From the acquisition date.
2 Had the acquisition been carried out on 1 January 2018.

The net gain at the date control obtained from measuring
the previously held non-controlling interest of 40.0% in
Edlica del Principado, S.A.U. at fair value was less than Eu-

ros 1 million (see Note 11.1).

5.4. Empresa de
Alumbrado Eléctrico
de Ceuta, S.A.

On 25 July 2018, ENDESA Red, S.A.U. acquired 94.6% of
the share capital of Empresa de Alumbrado Eléctrico de
Ceuta, S.A., which includes 100% of Empresa de Alum-
brado Eléctrico de Ceuta Comercializacion de Referencia,
S.A.U. and 100% of Empresa de Alumbrado Eléctrico de
Ceuta Distribucioén, S.A.U., for Euros 83 million.

Empresa de Alumbrado Eléctrico de Ceuta, S.A. has more
than 30,000 customers and is the leading electricity dis-
tribution and supply company in Ceuta, a region where
ENDESA carries out electricity generation activities.
Therefore, this acquisition is a fit with its strategy to grow
in the areas of distribution and supply in Spain and Por-
tugal.
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The net cash outflow for the acquisition of Empresa de

Alumbrado Eléctrico de Ceuta, S.A. was as follows:

Millions of Euros

Notes
Cash and cash equivalents of the acquiree (2)
Net amount paid in cash’ 83
Total 33.2 81

" The purchase costs recognised under “Other fixed operating expenses”
in the Consolidated Income Statement were less than Euros 1 million.

The purchase price was allocated definitively on the basis
of the acquisition-date fair value of the assets acquired and
liabilities assumed (Net assets acquired) from Empresa de
Alumbrado Eléctrico de Ceuta, S.A. under the following
items of the Consolidated Financial Statements:

Millions of Euros

Notes vaﬁiiar
Non-current assets 84
Property, plant and equipment 6 66
Investment property 7 4
Intangible assets 8 14
Current assets
Trade and other receivables
Current financial assets 1
Cash and cash equivalents 2
Total Assets 93
NON-CONTROLLING INTERESTS 4
Non-current liabilities 22
Deferred income 16 15
Non-current provisions 171 1
Other non-current Liabilities 1
Deferred tax liabilities 222 5
Current liabilities 5
Trade payables and other current liabilities 5
Total Liabilities 27
Fair value of net assets acquired 62

The difference between the cost of the business combi-
nation and the fair value of the assets and liabilities rec-
ognised gave rise a goodwill of Euros 21 million for the
synergies to be obtained in the transaction, based on the
optimisation of ENDESA's position in the distribution mar
ket of the self-governing city of Ceuta, which will allow
cost reductions to be achieved through joint management,
improved grid operations and the pooling of processes
(see Note 10).

cnaesa



Market references and generally accepted revenue-based
valuation techniques were considered in determining the

fair value of the assets acquired and liabilities assumed.

The assumptions made in the valuation approach for the
acquired assets and assumed liabilities of Empresa de
Alumbrado Eléctrico de Ceuta, S.A. determined their clas-
sification in Level 3 of the fair value hierarchy as explained
in Note 3p.

Subsequently, in November and December 2018, an addi-
tional 1.7% of share capital was acquired for Euros 2 million
(see Note 33.2) so that, at 31 December 2018, participation
in the share capital of Empresa de Alumbrado Eléctrico de
Ceuta, S.A. stands at 96.3%. These operations have had a
negative effect on the Net Equity of the Minority Interests

of Euros 2 million.

The contribution by the acquiree was as follows:

Millions of Euros

The operation entailed the transfer of materials, human
resources and contracts with third parties affected in the

implementation of these activities.

The effective date of the transaction was 1 January 2017
and entailed a reorganisation of systems and telecommu-
nications support activities at ENDESA to make them more
flexible in order to adapt to ENDESASs corporate scope,
simplifying internal procedures and administrative man-

agement.

The net cash outflow relating to this transaction corre-
sponds to the fair value of the consideration given, which
amounted to Euros 246 million, and the costs related this

transaction were less than Euros 1 million.

The price stipulated for purchasing this activity was Eu-
ros 246 million, which was paid on the date when the
contract was formalised. The transaction was recog-
nised through the acquisition method, with definitive

allocation to the following items in the Consolidated Fi-

25 July nancial Statements:
2018-31 20182
December
20187
Revenue 17 &g Millions of Euros
Profit/(loss) after tax 1 2 Fair
Notes
Value
1 From the acquisition date. Non-current assets 95
2 Had the acquisition been carried out on 1 January 2018.
Property, plant and equipment 6 64
Intangible assets 8 30
Non-current Financial Assets 19.1 1
5.5. Acquisition of Total Assets %
Non-current liabilities 8
the SyStemS and Non-current Provisions 171 and
173
telecommunications Current Liabilties
. - Trade Payables and Other Current Liabilities
a ct 1V |ty ( I CT) Total Liabilities 10
Fair Value of Net Assets Acquired 85

On 29 December 2016, ENDESA, S.A., acting through
its fully owned subsidiary ENDESA Medios y Sistemas,
S.L.U., formalised with ENEL Iberia, S.L.U. a contract for
the acquisition from the latter of its ICT business within the
ENDESA sphere (see Note 35.1.2).

The fair value of the acquired assets and assumed liabilities
of the ICT activity was determined by discounting the free
cash flows on the basis of the business plan and the trend
of the systems and telecommunications sector.
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The assumptions made in the valuation approach for the
acquired assets and assumed liabilities of the ICT activity
determined their classification in Level 3 of the fair value

hierarchy as explained in Note 3p.

The difference between the cost of the business combi-
nation and the fair value of the recognised assets and lia-
bilities gave rise a goodwill of Euros 161 million (see Note
10) from the expected synergies obtained in the operation
based on aspects such as the prospects of greater autono-
my for ENDESA in the future management of ICT activities,
simplification and improvement of operations and manage-

ment, and a reduction in costs.

The contribution of the ICT activity in 2017 was as follows:

Millions of Euros

2017
EBITDA 30
EBIT 12

5.6. Eléctrica de
Jafre, S.A.

On 31 May 2017 ENDESA Red, S.A.U. acquired 52.54% of
the share capital of Eléctrica de Jafre, S.A., whose activi-
ty entails electricity transmission and distribution, and the
lease and reading of water and electricity meters. ENDESA
Red, S.A.U. previously held 4746% in this company (see
Notes 2.3.1 and 11.1).

As a result of this transaction, ENDESA went from hav-
ing significant influence to full control of Eléctrica de Jafre,
S.A., thus reinforcing its distribution activity.

The net cash outflow arising from the acquisition of Eléctri-

ca de Jafre, S.A. amounted to Euros 1 million, correspond-

ing to the price agreed in the transaction (see Note 33.2).
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The purchase price was finally booked, on the basis of the
fair value of the assets acquired and the liabilities under
taken (Net Assets Acquired) from Eléctrica de Jafre, S.A.,
under the following headings in the consolidated financial
statements:

Millions of Euros

Notes VaFlig
Non-current assets 4
Property, plant and equipment 6 4
Total Assets 4
Non-current liabilities 1
Deferred income 16 1
Current Liabilities 1
Trade Payables and Other Current Liabilities 1

Total Liabilities

Fair Value of Net Assets Acquired

When determining the fair value of the assets acquired
and the liabilities assumed, the expected discounted cash
flows were taken into consideration in line with the remu-

neration system in force at the acquisition date.

The assumptions made in the valuation approach for the
acquired assets and assumed liabilities of Eléctrica de Ja-
fre, S.A. determined their classification in Level 3 of the fair

value hierarchy as explained in Note 3p.

In 2017, ordinary income and profit after taxes generated
by the company since the acquisition date of 31 May 2017
were insignificant. Additionally, had the acquisition taken
place on 1 January 2017 ordinary income and profit after
taxes generated from this transaction in 2017 would have

amounted to less than Euros 1 million.

The net gain at the date control was obtained from the
measure at fair value of the previously held non-controlling
interest of 47.46% in Eléctrica de Jafre, S.A. was less than

Euros 1 million (see Note 11.1).
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6. Property, plant an

equipment

At 31 December 2018 and 2017, the composition and
movements of this item of the accompanying consolidated

statement of financial position were as follows:

Millions of Euros

Property, plant and equipment in use and under construction

31 December 2018

Accumulated

Total property,

Cost amortisgtipn/ Impallgzseg; plgnt and
depreciation equipment
Land and buildings 690 (287) (14) 389
Electricity Generating Facilities: 26,711 (17729) (154) 8,828
Hydroelectric Plants 3,321 (2,506) — 815
Coal-Fired/Fuel-Oil Power Plants 8,285 (6,499) (154) 1,632
Nuclear power plants 10,095 (7214) — 2,881
Combined cycle plants 3,767 (1,395) = 2,372
Renewable Energy Plants 1,243 (115) — 1,128
Transmission and Distribution Facilities 21,253 (9,814) — 11,439
Low- and Medium-Voltage, Measuring and Remote Control Equipment and other 21,253 (9,814) — 11,439
Installations
Other Property, Plant and Equipment 490 (367) — 123
Property, plant and equipment under construction 1,131 — (70) 1,061
Total 50,275 (28,197) (238) 21,840
Millions of Euros
31 December 2017
Property, plant and equipment in use and under construction Accumulated Impairment Total property,
Cost  amortisation/ plant and
depreciation losses equipment
Land and buildings 696 (295) (15) 386
Electricity Generating Facilities: 26,109 (17144) — 8,965
Hydroelectric Plants 3,309 (2,476) — 833
Coal-Fired/Fuel-Oil Power Plants 8,047 (6,255) — 1,792
Nuclear power plants 9,923 (7045) — 2,878
Combined cycle plants 3,763 (1,302) — 2,461
Renewable Energy Plants 1,067 (66) — 1,001
Transmission and Distribution Facilities 20,848 (9,526) — 11,322
Low- and medium-voltage, measuring and remote control equipment and other 20,848 (9,526) — 11,322
installations
Other Property, Plant and Equipment 578 (349) (86) 143
Property, plant and equipment under construction 978 — (67) 91
Total 49,209 (27,314) (168) 21,727
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Millions of Euros

Balance at . Transfers to Balance
) . Inclusions / Transfers
Property, plant and equipment in use and 31 ) Investments . Investment at 31
; (Exclusions) Nowes.ny  Disposals and
under construction December Companies’ other? Property December
2017 p (Note 7) 201 8
Land and buildings 696 8 = (32) 18 — 690
Electricity Generating Facilities: 26,109 139 34 (37) 466 — 26,711
Hydroelectric Plants 3,309 — = (1) 13 — 3,321
Coal-Fired/Fuel-Oil Power Plants 8,047 — 5 (9) 242 — 8,285
Nuclear power plants 9,923 — 26 (21) 167 — 10,095
Combined cycle plants 3,763 — — — 4 — 3,767
Renewable Energy Plants 1,067 139 3 ()} 40 — 1,243
Transmission and Distribution Facilities 20,848 49 1" (308) 653 — 21,253
Low- and medium-voltage, measuring 20,848 49 1" (308) 653 — 21,253
and remote control equipment and other
installations
Other Property, Plant and Equipment 578 4 5 (6) 43 (134) 490
Property, plant and equipment under 978 14 1,163 — (1,014) — 1,131
construction
Total 49,209 214 1,203 (383) 166 (134) 50,275

1 Corresponds to the acquisition of the new companies relating to capacity awarded (Euros 8 million) (see Note 5.1) Parques Edlicos Gestinver, S.L.U. (Euros
139 million) (see Note 5.2), Edlica del Principado, S.A.U. (Euros 1 million) (see Note 5.3) and Empresa de Alumbrado Eléctrico de Ceuta, S.A. (Euros 66 million)
(see Note 5.4).

2 Includes the application to property, plant and equipment of changes to the estimated costs of dismantling the facilities (see Note 17.3).

Millions of Euros

Balance at . Transfers to Balance
(Inclusions) /
L ! . 31 . ] . Transfers  Investment at 31
Amortisation and impairment losses Exclusions Charges' Disposals
December Compani and other Property December
2017 ompanies (Note 7) 2018
Land and buildings (310) — (18) 31 (4) = (301)
Electricity Generating Facilities: (17144) — (775) 37 (1) — (17883)
Hydroelectric Plants (2,476) — (31) 1 — — (2,506)
Coal-Fired/Fuel-Oil Power Plants (6,255) — (407) 9 — — (6,653)
Nuclear power plants (7045) — (189) 21 (1) — (7.214)
Combined cycle plants (1,302) — (93) — — — (1,395)
Renewable Energy Plants (66) — (55) 6 — — (115)
Transmission and Distribution Facilities (9,526) — (592) 307 (3) — (9,814)
Low- and medium-voltage, measuring (9,526) — (592) 307 (3) — (9,814)
and remote control equipment and other
installations
Other property, plant and equipment in (502) — (27) 3 4 85 (437)
process
Total (27,482) - (1,412) 378 (4) 85 (28,435)

1 Includes the net provision of impairment losses (Euros 153 million) and the depreciation and amortisation charge (Euros 1,259 million) (see Note 29).
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Millions of Euros

Balance Companies Balance at 31

Property, plant and equipment in use at 31 added/ Investments Di Transfers
” : (Note 6.1) isposals December

and under construction December (Exclusions) and other?
. 2017

2016 Companies'
Land and buildings 766 — — (31) (39) 696
Electricity Generating Facilities: 26,016 — 5 (27) 15 26,109
Hydroelectric Plants 3,291 — — (2) 20 3,309
Coal-Fired/Fuel-Oil Power Plants 7962 — 1 (5) 89 8,047
Nuclear power plants 9,934 — — (13) 2 9,923
Combined cycle plants 3,765 — 1 — (3) 3,763
Renewable Energy Plants 1,064 — 3 (7) 7 1,067
Transmission and Distribution Facilities 20,409 30 4 (167) 572 20,848
Low- and medium-voltage, measuring and 20,409 30 4 (167) 572 20,848
remote control equipment and other installations

Other Property, Plant and Equipment 616 (2) 4 (34) (6) 578
Property, plant and equipment under construction 744 29 965 (2) (758) 978
Total 48,551 57 978 (261) (116) 49,209

1 Corresponds to the acquisition of the ICT activity (Euros 64 million) (see Note 5.5), Eléctrica de Jafre, S.A. (Euros 4 million) (see Note 5.6), the new
companies relating to capacity awarded (Euros 6 million) (see Note 5.1) and the disposals of Nueva Marina Real Estate, S.L. (Euros 7 million) (see Note 2.3.1)

and certain joint operation entities (Euros 10 million) (see Note 2.5.1).

2 Includes the application to property, plant and equipment of changes to the estimated costs of dismantling the facilities (see Note 17.3).

Millions of Euros

Balance (Additions) / Balance at 31

L ) ) at 31 . . Transfers
Amortisation and impairment losses Exclusions Charges? Disposals December

December ) and other
Companies' 2017

2016
Land and buildings (349) - (16) 27 28 (310)
Electricity Generating Facilities: (16,672) - (585) 27 86 (17144)
Hydroelectric Plants (2,478) - (30) 2 30 (2,476)
Coal-Fired/Fuel-Oil Power Plants (6,061) - (247) 5 48 (6,255)
Nuclear power plants (6,895) - (163) 13 - (7.045)
Combined cycle plants (1,209) B (93) - B (1,302)
Renewable Energy Plants (29) - (52) 7 8 (66)
Transmission and Distribution Facilities (9,084) (571) 165 (39) (9,526)
Low- and medium-voltage, measuring and (9,084) (571) 165 (39) (9,526)
remote control equipment and other installations

Other property, plant and equipment in process (555) (15) 34 31 (502)
Total (26,660) 6 (1,187) 253 106 (27,482)

1 Corresponds to the disposals of Nueva Marina Real Estate, S.L. (Euros 3 million) (see Note 2.3.1) and certain operation entities (Euros 3 million) (see Note

2.5.1).

2 Includes the net reversal of impairment losses (Euros 13 million) and the depreciation and amortisation charge (Euros 1,200 million) (see Note 29).
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At 31 December 2018 and 2017, property, plant and equip-

ment include the following co-owned assets:

Millions of Euros

Co-ownerships

31 31

ownershio December December

P 2018 2017

Central Nuclear Vandellés 72% 868 865

I, C.B.

Central Nuclear Ascoé I, 85% 657 692
C.B.

Central Nuclear de Almaraz, 36% 392 383
C.B.

Saltos del Navia, C.B 50% 14 14

6.1. Additional
information

on property, plant
and equipment

Main investments

Details of investment in Property, plant and equipment in
2018 and 2017 are as follows:

Millions of Euros

Investments in property,
plant and equipment’

2018 2017
Generation and supply 585 358
Distribution 609 610
Structure and Other 9 10
Total 1,203 978

' Does not include business combinations in the period (see Note 5).

Gross investments in generation during 2018 related large-
ly to investments into the construction of the wind and
photovoltaic power capacity awarded in auctions during
2017 amounting to Euros 191 million, of which Euros 127
million correspond to the companies acquired and / or in-
corporated in relation to renewable auctions (Euros 7 mil-
lion and Euros 0 million, respectively, in fiscal year 2017) (
see Notes 4 and 5.1).
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Investments have also been made in plants that were al-
ready operational on 31 December 2017 including an in-
vestment of Euros 3 million (Euros 39 million in 2017) in the
Litoral Thermal Power Plant of Almeria and the Euros 43
million investment (Euros 34 million in 2017) in the Thermal
Power Plant of As Pontes, bringing the same into line with

the Industrial Emissions Directive (IED).

Gross investments in supply mainly related to the devel-
opment of the activity related to products and services for

Euros 17 million (Euros 21 million in 2017).

Gross investments in distribution are related to grid exten-
sions and expenditure aimed at optimising the grid to im-
prove the efficiency and quality of service. It also included
investment for the widespread installation of remote man-

agement smart meters and their operating systems.

Environment

In 2018, ENDESASs investment in environmental protec-
tion activities totalled Euros 70 million (Euros 110 million
in 2017), with accumulated investment at 2018 yearend
equal to Euros 1,705 million (Euros 1,635 million at 2017

yearend).

Environmental expenses amounted to Euros 110 million in
2018 (Euros 100 million in 2017). Of this total expenditure,
Euros 47 million corresponded to the provision for depreci-
ation of the abovementioned investments (Euros 45 million
in 2017).

Impairment test

During the financial year 2018, a net impairment provision
of Euros 153 million was recorded (see Notes 29 and 34.2),
corresponding in full to generation assets, as detailed be-

low:

- The publication of Order TEC/1158/2018, of 29 October
2018 was published, on the additional remuneration of
Non-mainland Territories (TNP) electricity generating

facilities required to made additional investments in
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order to comply with EU and Spanish regulations to
remain in operations, resulting in the exclusion of coal-
units of the Thermal Power Plant of Alcudia (Balearic
Islands). As a consequence of the non-recognition of
this additional remuneration scheme, the Company
has filed on 27 December 2018, the request for au-
thorisation to close this units against the General Di-
rectorate of Energy and Climate Change of the Balear
ic Government. Likewise, the publication of said Order
has meant a reduction in the estimated useful life of
Units 3 and 4 of the Thermal Power Plant of Alcudia
(Balearic Islands). As a result, the recoverable amount
of these assets turns out to be lower than their book
value, and an impairment of Euros 157 million has

been recorded (see Note 3e.2).

- Reversal of impairment losses amounting to Euros 3
million corresponding to the provision provided in pre-
vious years on renewable assets as a result of an im-

provement in the expected cash flows.

- Reversal of impairment losses amounting to Euros 1
million of land from Empresa Carbonifera del Sur, S.A.

as a result of the appraisals made by third parties.

At 31 December 2018, the recoverable value of these as-

sets is the following:

Millions of Euros

31

December

2018

Alcudia Thermal Power Plant (Balearic Islands) 828
Renewable Assets 4
Land 1
Total 833

In 2017 a net reversal was recorded for the amount of Eu-

ros 13 million (see Note 29), corresponding to:

- Generation assets: provision for impairment amounting
to Euros 1 million corresponding to ongoing renewable
asset projects that ultimately did not go through (see
Note 34.2).

- Distribution assets: reversal of a provision for impair
ment on land, amounting to Euros 14 million, arising
from appraisals performed by third parties (see Note
34.2).

The recoverable value of these assets at 31 December

2017 was as follows:

Millions of Euros

31

December

2017

Generation assets -
Land 48
Total 48

Commitments
to purchase property,
plant and equipment

At 31 December 2018 and 2017 the breakdown of com-
mitments to purchase property, plant and equipment is as

follows:

Millions of Euros

31 31

December December

2018" 3 2017%3

Generation and supply 776 250
Distribution 82 114
Other — _
Total 858 364

" Includes Euros 7 million corresponding to commitments with Group
companies (see Note 35.1.2).

2 Includes Euros 53 million corresponding to commitments with Group
companies (see Note 35.1.2).

3 There are no other commitments with Joint Ventures.

The commitments corresponding to generation assets
mainly correspond to investments destined to the produc-
tion park and will materialise from 2019.

ENDESA, through ENEL Green Power Espafa, S.L.U.
(EGPE), was awarded a 540 MW wind power contract and
a 339 MW photovoltaic contract in the auctions that were
held in 2017 by the Ministry for the Ecological Transition
(see Notes 4 and 5.1). On this basis, ENDESA intends to
invest approximately Euros 870 million to build the award-

ed wind power capacity, of which Euros 198 million had
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already been realised at 31 December 2018 and Euros 568

million are committed at the same date.

The commitments corresponding to distribution assets
include investments aimed at expanding or improving
the network, with a focus on digitalising the network, on
strengthening and increasing the resilience of assets, on
improving service quality and transforming processes and

systems.

Geographical areas

At 31 December 2018 and 2017, the detail of property, plant
and equipment by geographical areas is as follows:

Millions of Euros

31 December 31 December

2018 2017
Spain 21,456 21,320
Portugal 384 407
Total 21,840 21,727
Insurance

ENDESA and its subsidiaries have taken out insurance pol-
icies to cover the risk of damage to their property, plant
and equipment and any claims that could be filed against
them in their business activities. The company considers
the coverage of these policies to be sufficient. The possible
loss of profits that could result from outages at the plants
is also covered. In 2018, pay-outs from insurance compa-
nies in relation to property damage arising from accidents

amounted to Euros 5 million (Euros 2 million in 2017).

Under current legislation in Spain and pursuant to Law
24/2013, of 26 November 2013 on the electricity sector,
ENDESA is insured for up to Euros 700 million against
third-party liability claims for possible nuclear accidents at
its plants. Any loss or damage in excess of this amount
would be governed by the international conventions en-
tered into by the Spanish state. The nuclear power plants
are also insured against damage to their installations (in-

cluding stocks of nuclear fuel) and machinery breakdowns,

302 2018 Annual Report

with maximum coverage of $1,500 million (approximately
Euros 1,309 million) for each power plant.

On 28 May 2011, the Spanish government published Law
12/2011, of 27 May 2011, on civil liability for nuclear dam-
ages or damages produced by radioactive materials which
raises operator liability to Euros 1,200 million, while also
allowing operators to cover this liability in several ways.
The entry into force of this regulation is, in turn, subject
to the entry into force of the Protocol of 12 February 2004,
amending the Convention on Civil Liability for Nuclear
Damage (Paris Convention), and the Protocol of 12 Febru-
ary 2004, amending the Convention which complements
the latter (Brussels Convention), which was only pending
ratification by certain European Union member States at
the date on which these consolidated financial statements

were drawn up.

Other information

On 19 December 2018, ENDESA submitted applications
to authorise the closure of the Thermal Power Plants of
Compostilla (Ledn) and Teruel (Teruel), to the Directorate
General for Energy Policy and Mines of the Ministry for
Ecological Transition, and on 27 December 2018 to the
Directorate General of Energy and Climate Change of the
Balearic Government to request authorisation for the clo-
sure of Units 1 and 2 of the Thermal Power Plant of Alcudia
(Balearic Islands). At December 31, 2018, the net book val-
ue of these plants and the provision for the dismantling
thereof recorded in the “Non-Current Provisions” section
of the Consolidated Financial Statements amount to Euros
186 million and Euros 211 million, respectively (see Note
17.3).

Fully depreciated property, plant and equipment still in use
had a cost of Euros 312 million at 31 December 2018 (Eu-
ros 359 million at 31 December 2017).

At 31 December 2018, property, plant and equipment
amounting to Euros 103 million (Euros 159 million at 31
December 2017) had been pledged to secure financing re-
ceived from third parties (see Notes 15.1.12, 18.2.3 and
36.1).
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/. Real estate
investments

At 31 December 2018 and 2017, the composition and
movements of this item of the accompanying consolidated

statement of financial position were as follows:

Millions of Euros

Property, plant

Balance at 31 Inclusion / . ! Balance at 31
- Disposals due  and equipment
December (Exclusion) of Investments 10 sale transfors December
2017 Companies’ Note 6) 2018
Real estate investments 9 4 — — 49 62
Total 9 4 - — 49 62

1 Corresponds to the acquisition of Empresa de Alumbrado Eléctrico de Ceuta, S.A. (see Note 5.4).

Millions of Euros

Balance at 31 Inclusion / Disposals due Property, plant Balance at 31

December (Exclusion) of Investments P 10 sale and equipment December

2016 Companies' transfers 2017

Real estate investments 20 (1) — — — 9
Total 20 (11) - - — 9

1 Corresponds to the deconsolidation of Nueva Marina Real Estate, S.L. (see Note 2.3.1).

In 2018, the City of Palma de Mallorca gave ENDESA Dis-
tribucion Eléctrica, S.L.U, the property of the building of
the former headquarters of Gas y Electricidad Generacién,
S.A.U. and its adjacent plots of land, as a result of the rul-
ing of the Higher Court of Justice of the Balearic Islands
of 2017 In turn, ENDESA has reclassified these properties
from the Tangible Fixed Assets to the Real Estate Invest-
ments as a result of the change in the use thereof to obtain

income, capital gains, or both.
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7.1. Additional
information on real
estate investments

Geographical areas

As of 31 December 2018 and 2017, the detail of real estate

investments by geographical area is as follows:

Millions of Euros

31 31

December December

2018 2017

Spain 62 9

Portugal — —

Total 62 9
Insurance

ENDESA has taken out insurance policies to cover the risk

of damage to its real estate investments and any claims
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that could be filed against it in its business activities. The
Group considers that coverage provided by these policies
is sufficient.

Other information

The market value of real estate investments at 31 Decem-
ber 2017 was Euros 69 million (Euros 16 million at 31 De-
cember 2017) (see notes 3b and 19.6.2).

At 31 December 2018 and 2017 none of the real estate
investments were fully depreciated and there were no re-
strictions on their sale.

Direct expenses recognised in the 2018 and 2017 consoli-
dated income statements for real estate investments were

not material.

At 31 December 2018 and 2017 ENDESA held no con-
tractual obligations to purchase, build or develop any real
estate investments, or any obligations concerning repairs,

maintenance and improvements.
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. Intangible assets

At 31 December 2018 and 2017, the composition and
movements of this item of the accompanying consolidated

statement of financial position were as follows:

Millions of Euros

31 December 2018

Cost Accumulated amortisation Impairment losses Net amount
Software 1,580 (1,081) — 499
Concessions 105 (26) (46) 33
Cost of Customer Acquisition 165 (54) — 1M
Other 890 (178) = 712
Total 2,740 (1,339) (46) 1,355

Millions of Euros

31 December 2017

Cost Accumulated amortisation Impairment losses Net amount
Software 1,425 (965) — 460
Concessions 105 (24) (52) 29
Other 837 (130) — 707
Total 2,367 (1,119) (52) 1,196

Millions of Euros

Adjustments Depreciation,

Balance at 31 due to Changes Inclusion/ | o Balance at 31

) f ) nvestments amortisation,
December in Accounting (Exclusion) of Noee ! and imoairment December
2017 Policies IFRS 15 companies’ P 2018

(Note 2.1) losses?
Software 460 — — 165 (116) 499
Concessions 29 — — — 4 88
Cost of Customer Acquisition — 95 — 70 (54) 1
Other 707 — 48 6 (49) 712
Total 1,196 95 48 231 (215) 1,355

(1) Corresponds to the acquisition of Parques Edlicos Gestinver, S.L.U. (Euros 34 million) (see Note 5.2) and Empresa de Alumbrado Electrico de Ceuta (Euros
14 million) (see Note 5.4).
(2) Includes the net reversal of impairment losses (Euros 6 million) and the depreciation and amortisation charge (Euros 221 million) (see Note 29).
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Millions of Euros

Depreciation,

Balance at 31 Inclusion/ S Balance at 31

: Investments amortisation, Transfers and
December (Exclusion) of (Note 8.1) . ; December

. and impairment other
2016 companies' 2017

losses?

Software 409 29 123 (101) — 460
Concessions 22 — — 7 — 29
Other 741 — 10 (48) 4 707
Total 1,172 29 133 (142) 4 1,196

T Corresponds to the acquisition of the ICT activity (Euros 30 million) (see Note 5.5) and the disposal of certain joint operation entities (Euros 1 million) (see
Note 2.5.1).
2 Includes the net reversal of impairment losses (Euros 8 million) and the depreciation and amortisation charge (Euros 150 million) (see Note 29).

8.1. Additional Main investments

inform ation Details of investments in intangible assets in 2018 and
on intangible 2017 are as follows:

assets

Millions of Euros

Investments in
Intangible assets’

Additions/reductions of T
com pa N i es Generation and supply 140 48
Distribution 61 47
Structure and Other 30 38
In 2018, as a result of the acquisition of Parques Edlicos Total 231 133

Gestinver, S.L.U. and Empresa de Alumbrado Eléctrico de ) . o .
" Does not include business combinations in the period (see Note 5).

Ceuta, SA, the “Other” heading recorded an increase of

Euros 34 million and Euros14 million, respectively, due to ) o ) ) )
) ] . . Gross investments in intangible assets in 2018 mainly cor
the assignment of the purchase price to the intangible as- o o .
. ] o respond to IT applications and ongoing investments in ICT
sets corresponding, basically, to the authorisations for the o . )
) ] ) i activities for the sum of Euros 155 million, among which
use of wind farms in the case of Parques Edlicos Gestinver, . . . o .
are those associated with the strategic objective of digital-
S.L.U. and the value of relations with customers and the o o ) )
. ) isation, and the capitalisation of incremental costs incurred
brand in the case of Empresa de Alumbrado Eléctrico de

corresponding to the acquisition of customer contracts for
Ceuta, S.A. (see Notes 5.2 and 5.4).

the sum of Euros 70 million (see Note 2.1).

In 2017, as a result of the acquisition of the systems and . )
o o . Investments in 2017 correspond, mainly to software and
telecommunications activity (ICT) from ENEL Iberia, S.L.U., o ) . ,
) ) ongoing investments in the ICT activity, including the mod-
the “Software"” section recorded an increase of Euros 30 . )
ifications of the ERP system to the new Evolution for En-

million (see Note 5.5) .
ergy (E4E) SAP

Impairment test

During 2018, an impairment loss reversal amounting to
Euros 6 million was recognised (see Notes 29 and 34.2),
which chiefly corresponded to the provision set aside dur
ing prior years for the Distribuidora Eléctrica del Puerto de
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la Cruz, S.A.U. concession, arising from an increase in fore-
casted cash flows (Euros 8 million in 2017). The recoverable
amount of this concession at 31 December 2018 is Euros
36 million (Euros 30 million at 31 December 2017).

Commitments
to purchase intangible
assets

At 31 December 2018 and 2017 the breakdown of com-
mitments to purchase intangible assets, mainly software,

is as follows:

Millions of Euros

31 31

December December

2018 20171

Generation and supply 11 4

Distribution 3 -
Other 15

Total 29 7

T None of these amounts have been committed with Group companies nor
correspond to joint ventures.

Geographical areas

At 31 December 2018 and 2017, the detail of intangible as-
sets by geographical areas is as follows:

Millions of Euros

December 31 DeceTr

2018
Spain 1,355 1,196
Portugal — —
Total 1,355 1,196

Other information

Fully amortised intangible assets still in use had a cost of
Euros 74 million at 31 December 2018 (Euros 71 million at
31 December 2017).
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9. Leases

9.1. Finance leases

Lessee

At 31 December 2018, the most significant finance leases

signed are as follows:

- ENDESA Generacion, S.A.U. has signed a tolling agree-
ment with Elecgas, S.A. (a company in which ENDESA
Generacion, S.A.U. holds a 560% interest), for 25 years
(17 remaining), whereby Elecgas, S.A. makes the entire
production capacity of its plant available to ENDESA
Generacion, S.A.U. and undertakes to transform the
gas supplied into electricity in exchange for a financial

charge.

Millions of Euros

-> ENDESA Distribucién Eléctrica, S.L.U. has entered into
finance lease arrangements for office buildings located
mostly in Barcelona, Lérida and Zaragoza, with a re-

maining duration of around 9 years.

- The remaining leases of these characteristics are main-
ly finance lease operations for vehicles.

At 31 December 2018 and 2017, property, plant and equip-
ment included Euros 411 million and Euros 437 million, re-
spectively, reflecting the carrying amount of assets held

under finance leases.

Future lease payments on these agreements and their cur
rent value at 31 December 2018 and 2017 are as follows:

Future payments envisaged

Present value of future payments

envisaged
Term Notes

31 December 31 December 31 December 31 December

2018 2017 2018 2017

Up to one year 51 50 22 23
Between one year and five years 199 187 94 90
More than five years 483 505 338 362
Total 733 742 454 475
Interest (279) (267) N/A N/A
Total 18.1 454 475 N/A N/A
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In general, the amount of leases with purchase options co-

incides with the amount of the last instalment.

Lessor

At 31 December 2018 and 2017 ENDESA had entered into

no finance lease agreements where it acts are lessor.

9.2. Operating
leases

Lessee

At 31 December 2018, the most significant operating leas-
es signed by ENDESA where it acts as lessor are as fol-

lows:

- The building housing its headquarters, which runs until
2023.

- Other buildings where offices are located, with expiries

of between 1 and 10 years.

- Lease agreement corresponding to the right of use of
land on which some of the generation facilities of ENEL
Green Power Espafa, S.L.U. are located. (EGPE). These
are long term agreements, with automatic renewal
clauses and expiry dates between 2019 and 2065. The
prices in these agreements are calculated in accord-
ance with the capacity installed (MW) and the produc-
tion (GWh).

- Agreements for technical equipment to cover one-off
services according to operating requirements and for
periods of less than 12 months.

- Various transport lease contracts.

- Service concession arrangements with various port

authorities for the occupation of public land where

electricity generation facilities are located, expiring be-
tween 2019 and 2066.

The 2018 consolidated income statement includes Euros
33 million (Euros 35 million in 2017) corresponding pay-
ments accrued on the tangible assets in use under op-
erating leases described above, of which Euros 1 million
correspond to variable payments for wind farm production

(Euros 1 million in 2017).

Future lease payments on these agreements at 31 Decem-
ber 2018 and 2017 are as follows:

Millions of Euros

31 31

Term December December
2018 2017

Up to one year 29 28
Between one year and five years 97 106
More than five years 101 103
Total 227 237

Lessor

At 31 December 2018, the most significant operating lease
agreements in which ENDESA acts as the lessor are those
that ENDESA Energia, S.A.U. has formalised relating to
contracts with third parties, corresponding to fixed assets,

for the supply other products and services.

Future lease collections on these agreements at 31 De-
cember 2018 and 2017 are as follows:

Millions of euros

31 31

December December

2018 2017

Within one year 8 3
Between one year and five years 14 14
More than five years 8 5
Total 20 22

Rental income recognised in 2018 totalled Euros 6 million
(Euros 11 million in 2017).
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10. Goodwilll

At 31 December 2018 and 2017 the composition and
movements of this item of the accompanying consolidated
statement of financial position were as follows:

Millions of Euros

Balance at 31 Business Impairment Balance at 31

December combinations Losses December

20']7 (Note 4) (Notes 3e.2, 29 and 34.2) 2018

ENEL Green Power Espafa, S.L.U. (EGPE) 296 — — 296
Eléctrica del Ebro, S.A.U.2 2 — — 2
Systems and telecommunication activity (ICT)3 161 — (1) 160
Empresa de Alumbrado Eléctrico de Ceuta, S.A.2 — 21 — 21
Total 459 21 (1) 479

1 Assigned to the Iberian Peninsula Generation Cash-Generating Unit (CGU) (see Note 34.2).

2 Assigned to the Distribution Cash-Generating Unit (CGU) (see Note 34.2).

3 Assigned to the Iberian Peninsula Generation Cash-Generating Unit (CGU) (Euros 79 million), Generation in Non-mainland Territory of Canarias (TNP) (Euros
3 million), Distribution CGU (Euros 74 million) and ENDESA, S.A. (Euros 4 million) (see Note 34.2).

Millions of Euros

Balance at 31

Business Balance at 31

December combinations |mpa||:)n;§:; December

201 6 (Note 5.5) 2017

ENEL Green Power Espana, S.L.U. (EGPE) 296 — — 296
Eléctrica del Ebro, S.A.U.2 2 — — 2
Systems and telecommunication activity (ICT)3 — 161 — 161
Total 298 161 - 459

1 Assigned to the Iberian Peninsula Generation Cash-Generating Unit (CGU) (see Note 34.2).

2 Assigned to the Distribution Cash-Generating Unit (CGU) (see Note 34.2).

3 Assigned to the Iberian Peninsula Generation Cash-Generating Unit (CGU) (Euros 79 million), Generation in Non-mainland Territory of Baleares (TNP) (Euros
1 million), Generation in Non-mainland Territory of Canarias (TNP) (Euros 3 million), Distribution CGU (Euros 74 million) and ENDESA, S.A. (Euros 4 million)

(see Notes 5.5 and 34.2).

Total goodwill relates to the geographical area of Spain.

On 25 July 2018, ENDESA Red, S.A.U. fully acquired Em-
presa de Alumbrado Eléctrico de Ceuta, S.A. This transac-

tion created Euros 21 million in goodwill (refer to Note 5.4).

The acquisition of the ICT activity concerning the area of
ENDESA held by ENEL lberia, S.L.U. became effective on
1 January 2017 This transaction created Euros161 million in

goodwill (refer to Note 5.5).
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At 31 December 2018, ENDESA assessed the recoverabil-
ity of this goodwill, for which it performed an impairment
test on the Cash Generating Units (CGUs) to which these
assets were assigned. The basic methodology, assump-
tions and sensitivity analysis considered to perform these
impairment tests are indicated in Note 3e.2.

As a result of the impairment shown in Note 3e.2, an im-

pairment of goodwill of Euros 1 million has been charged
(see Notes 6.1 and 29).
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11. Investments accounted
for using the equity
method and joint operation

entities

11.1. Investments
accounted

for using the
equity method

Details of this heading in the accompanying consolidated
statement of financial position at 31 December 2018 and
2017 are as follows:

Millions of Euros

31 31

December December

2018 2017

Associates 80 77
Joint ventures 169 128
Total 249 205

The full list of investees over which ENDESA has signifi-
cant influence is provided in Appendix Il of these consoli-

dated financial statements. These companies do not have

publicly listed share prices.

At 31 December 2018 and 2017 there were no significant
restrictions imposed on the capacity of associates or joint
ventures to transfer funds to ENDESA in the form of cash
dividends, or repay loans or advances made by ENDESA
(see Note 15.1.12).

ENDESA did not have any significant contingent liabilities
related to associates or joint ventures at 31 December
2018 and 2017.

Loans and guarantees granted to associates and joint ven-
tures at 31 December 2018 and 2017 as well as related
transactions therewith in 2018 and 2017 are detailed in
Notes 19.1.1 and 35.2.

At 31 December 2018 and 2017, the detail and movements
of this item of the accompanying consolidated statement

of financial position were as follows:
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Millions of Euros

Balance Additions/ . Share of Balance
; Disposals profit/(loss) . Transfers
at 31 Reductions Investments . . Translation at 31
or of equity- Dividends . and
December of or Increases . Differences December
) Reductions accounted other
2017 companies ) 2018
investees
Associates 77 — — — 7 (4) - - 80
Tecnatom, S.A. 30 — — — — — — — 30
Elcogas, S.A. — — — — — — — — —
Gorona del Viento El Hierro, 1 — — — — — — — 1
SA.
Boiro Energia, S.A. 9 — — — 1 (1) — — 9
Compania Edlica Tierras Altas, 12 — — — 1 (2) — — "
S.A.
Other 15 — — — 5 (1) = — 19
Joint ventures 128 37 - - 28 (24) 1 (1) 169
Tejo Energia - Producéao 73 — — — 7 (9) = — 71
e Distribuicéo de Energia
Eléctrica, S.A.
Front Maritim del Besos, S.L. — 37 — — — — — — 37
Nuclenor, S.A. — — — — 4 — — (4) —
Energie Electrique de Tahhadart, 30 — — — 2 (5) 1 — 28
SA.
Suministradora Eléctrica de 13 — — — 2 (5) — — 10
Cédiz, S.A.
Other 12 — — — 13 (5) = 3 23
Total 205 37 — - 35 (28) 1 (1) 249
Millions of Euros
Balance _Additions/ Disposals rosﬁrj[/a(lrc()as?)c Transfers Balance
at 31 Reductions Investments P P ) - Translation at 31
or of equity- Dividends . and
December of or Increases . Differences December
. Reductions accounted other
2016 companies . 2017
investees
Associates 77 - - - 4 (6) - 2 77
Tecnatom, S.A. 34 — — — (4) — — — 30
Elcogas, S.A. — — — — — — — — —
Gorona del Viento El Hierro, 8 — — — 3 — — — 1
SA.
Boiro Energia, S.A. 9 — — — 2 (2) — — 9
Compania Edlica Tierras Altas, 13 — — — 1 (2) — — 12
SA.
Other 13 — — — 2 (2) — 2 15
Joint ventures 131 — 38 - (19) (25) (1) 4 128
Tejo Energia - Produgao 70 — — — 10 (8) — 1 73
e Distribuicéo de Energia
Eléctrica, S.A.
Nuclenor, S.A. — — 38 — (48) — — 10 —
Energie Electrique de Tahhadart, 31 — — — 7 6) (1) (1) 30
S.A.
Suministradora Eléctrica de 18 — — — 1 (6) — — 13
Cadiz, S.A.
Other 12 — — — M (5) — (6) 12
Total 208 — 38 — (15) (31) (1) 6 205
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Associates

Information at 31 December 2018 and 2017 taken from the

financial statements of the main associates companies,

used to prepare the accompanying consolidated financial

statements is as follows:

Millions of Euros

Statement of Financial Position

Gorona del Viento

Compania Edlica

Tecnatom, S.A. Elcogas, S.A. El Hierro, SA. Boiro Energia, S.A. Tierras Altas, SA.
31 31 31 31 31 31 31 31 31 31
December December December December December December December December December December
2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
Non-current assets 67 74 — 1 80 80 5 4 27 29
Current assets 51 59 28 31 27 28 22 29 6
Cash and cash 13 2 25 29 23 23 4 7 1
equivalents
Other current assets 38 57 3 2 4 5 18 22 — 5
Total assets 118 133 28 32 107 108 27 33 33 35
Equity 65 65 (111) (109) 49 50 21 21 28 32
Non-current liabilities 24 25 129 130 b4 54 2 2 2 2
Non-current Interest- 23 23 129 129 21 21 — — — —
Bearing Loans and
Borrowings
Other Non-current 1 2 — 1 33 33 2 2 2 2
Liabilities
Current Liabilities 29 43 10 i 4 4 4 10 5) 1
Current Interest- 9 1 — — — — — —
Bearing Loans and
Borrowings
Other current liabilities 20 32 10 1 2 2 4 10 3 1
Total equity and 118 133 28 32 107 108 27 33 35 35
liabilities
Millions of Euros
Income Statement
Tecnatom, S.A. Elcoaas. S.A Gorona del Viento Boiro Energia, Compania Edlica
gas, oA El Hierro, S.A. SA. Tierras Altas, S.A.
2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
Revenue 97 57 b 1 — 23 23 22 12 1
Depreciation and amortisation, and (9) (6) — — — (3) — — (2) (3
impairment losses
Financial income — — — — — — 1 — — —
Financial expense — — — — — (M — — — —
Profit/(loss) before tax — (9) (2) (1) — 15 2 5 4 2
Income Tax Expense — — — — = (2) = (1) (1) (1
Profit/(loss) from continuing - (9) (2) (1) — 13 2 4 3 1
operations
Profit/(loss) after tax from — — - — - — - — —
discontinued operations
Other comprehensive income - - - - - - - - - -
Total Comprehensive Income — (9) (2) (1) — 13 2 4 3 1
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These figures correspond to information on the individual
companies, except for Tecnatom, S.A. which correspond to
their consolidated financial statements.

Edlica del Principado, S.A.U.

On 22 May 2018, ENEL Green Power Espana, S.L.U. (EGPE)
acquired 60% of the share capital of Edlica del Principado,
S.A.U., a company whose activity consists of the genera-
tion of electricity through renewable wind technology, and

in which it previously held a 40% stake.

As a result of this transaction, ENDESA went from having
significant influence to full control of Eélica del Principado,
S.A.U. (see Notes 2.3.1, 2.4 and 5.3)

The net gain at the date control obtained from measuring
the previously held non-controlling interest of 40% in E&li-
ca del Principado, S.A.U. at fair value was less than Euros 1

million, as shown below (see Note 5.3):

Millions of euros

Fair value of net assets acquired (100%) 1

Fair value of net assets acquired (40%) 1

Value of shareholding in Eélica del Principado, S.A.U. Prior to —
takeover (40%)

Net gain generated by the measurement at fair value of 1
the non-controlling interest of 40%

Eléctrica de Jafre, S.A.

On 31 May 2017 ENDESA Red, S.A.U. acquired 52.54% of
the share capital of Eléctrica de Jafre, S.A., whose activi-
ty entails electricity transmission and distribution, and the
lease and reading of water and electricity meters. ENDESA
Red, S.A.U. previously held a 4746% stake in this compa-
ny.

As a result of this transaction, ENDESA went from hav-
ing significant influence to full control of Eléctrica de Jafre,
S.A., thus reinforcing its distribution activity (see Notes
2.3.1, 2.4 and 5.6).
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The net gain at the date control obtained from measuring
the previously held non-controlling interest of 47.46% in
Eléctrica de Jafre, S.A. at fair value was less than Euros 1

million, as shown below (see Note 5.6):

Millions of euros

Fair value of net assets acquired (100%) 2

Fair value of net assets acquired (47.46%) 1

Value of shareholding in Eléctrica de Jafre, S.A. Prior to —
takeover (47.46%)

Net gain generated by the measurement at fair value of 1
the non-controlling interest of 47.46%

Elcogas, S.A.

On 18 September 2015, Spain's Official State Gazette
(BOE) published the Resolution of 31 July 2015, hand-
ed down by the Ministry of Energy, Tourism and Digital
Agenda’s Energy Policy and Mines department, author
ising Elcogas, S.A. to close the 320 MW integrated com-
bined-cycle gasification thermoelectric power plant in
the municipality of Puertollano (Ciudad Real), within a 3
month deadline from the date of this Resolution. Elcogas,
S.A. must also partially dismantle the power plant within
a period of four years from the date of this Resolution. On
30 October 2015, the Ministry of Energy, Tourism and Dig-
ital Agenda passed a resolution granting a three months
extraordinary, and one-time, extension for the closure un-
til 31 January 2016, for which the company presented a
feasibility plan.

After several appeals to the Government, on 21 December
2015, the Board of Directors of Elcogas, S.A. approved the
feasibility plan for submission to the Ministry of Energy,
Tourism and Digital Agenda which included the minimum
conditions needed to make the company viable. On 18
January 2016, the Ministry of Energy, Tourism and Digital
Agenda (currently the Ministry for the Ecological Transition)
rejected the proposed plan and therefore, given the lack
of a feasibility plan, on 21 January the Board of Directors
of Elcogas, S.A. agreed to proceed with the disconnec-
tion and closure of the plant before the deadline set by
the aforementioned Ministry (currently the Ministry for the

Ecological Transition).
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At 31 December 2018 and 2017 ENDESA has recorded a

provision to cover estimated costs incurred by the com-

pany for the closure of the plant described above for an

amount of 55 million euros (see Note 17.3).

Joint ventures

Information at 31 December 2018 and 2017 taken from

the financial statements of the main joint ventures, used

to prepare the accompanying consolidated financial state-

ments, is as follows:

Millions of Euros

Statement of Financial Position

Tejo Energia

- Producéo e

Front Maritim del

Nuclenor, S.A.

Energie Electrique de

Suministradora
Eléctrica de Cédiz,

Distribuicéo de Besos, S.L. Tahhadart, S.A. SA
Energia Eléctrica, S.A. o
31 31 31 31 31 31 31 31 31 31
December December December December December December December December December December
2018 2017 2018 2017 (1) 2018 2017 2018 2017 2018 2017
Non-current assets 203 250 — — 32 43 91 93 70 71
Current assets 163 149 164 — 61 1M 1 28 24
Cash and Cash 74 86 2 — 1 1 1 7 6
Equivalents
Other current assets 89 63 162 — 60 110 10 21 1 18
Total assets 366 399 164 - 93 154 102 121 76 95
Equity 168 168 152 — (23) 3 85 94 29 38
Non-current liabilities 71 129 — — 51 91 10 21 23
Non-current Interest- 45 99 — — — — 10 8 5
Bearing Loans and
Borrowings
Other Non-current 26 30 — — 51 91 — — 13 18
Liabilities
Current Liabilities 127 102 12 — 65 60 g 17 26 34
Current Interest- 54 50 12 — — — — — 13 12
Bearing Loans and
Borrowings
Other current liabilities 73 52 — — 65 60 9 17 13 22
Total equity and 366 399 164 — 93 154 102 121 76 95
liabilities
T It was not part of the consolidation perimeter (see Note 2.5.2).
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Millions of Euros

Income Statement

Tejo Energia - . Suministradora
- Producao e Front Maritim del Nuclenor S.A Energie Electrique Eléctrica de Cadiz
Distribuicdo de Besos, S.L. T de Tahhadart, S.A. '
A SA.
Energia Eléctrica, S.A.

2018 2017 2018 2017 2018 2017 2018 2017 2018 2017
Revenue 234 267 — —_ M 9 35 56 10 5
Depreciation and amortisation, (56) (55) — — (3) (3) (14) (13) (2) (1)
and impairment losses
Financial income — — — — 1 — = — = —
Financial expense (1) (1) = — (1) (1) = (1) = —
Profit/(loss) before tax 30 34 — - (24) (34) 7 30 6 3
Income Tax Expense (9) (1) — — — — (2) 9) = —
Profit/(loss) from continuing 21 23 - - (24) (34) 5 21 6 3
operations
Profit/(loss) after tax from — - — - — — - — — —
discontinued operations
Other comprehensive income - — - — (2) 1 2 (5) — -
Total Comprehensive Income 21 23 — - (26) (33) 7 16 6 3

1 It was not part of the consolidation perimeter (see Note 2.5.2).

Details of these joint ventures’ equity correspond to infor-

mation on the individual companies.

Front Maritim
del Besos, S.L.

On 18 December 2018, ENDESA Generacion, S.A.U. ac-
quired a 61.37% stake in Front Maritim del Besos, S.L.
from Metrovacesa, S.A. for Euros 1,841 (see Notes 2.3.2
and 2.5.2).

On the same date, ENDESA Generacion, S.A.U. and Met-
rovacesa, S.A., as partners of Front Maritim del Besos,
S.L., agreed to carry out a capital increase via a non-mone-
tary contribution in proportion to their percentage holdings,
whereby ENDESA Generacion, S.A.U. contributed certain
plots of land it owned in the Tres Chimeneas area in Sant
Adria del Besos (Barcelona) valued at Euros 92 million, pro-

ducing a gross gain of Euros 34 million (see Note 31).
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Nuclenor, S.A.

The main business of Nuclenor, S.A. is the operation of the
nuclear power plant it owns at Santa Maria de Garona, the

operating permit for which expired on 6 July 2013.

Pursuant to Royal Decree 102/2014, of 21 February 2014,
for responsible safe management of spent nuclear fuel and
radioactive waste, which entitled Nuclenor, S.A. to submit
an application prior to 6 July 2014 to extend Santa Maria de
Garofa'’s operating permit for an indefinite period of time,
the company has been taking the necessary steps to ob-

tain a new operating permit.

On 3 August 2017, Ministerial Order ETU/754/2017, of 1
August 2017 was published in the Official State Gazette
(BOE), rejecting the renewal of the operating licence for
the Santa Maria de Garoha Nuclear Plant (Burgos). On
the same date, the board of directors of Nuclenor, S.A.
resolved not to file an appeal against Ministerial Order
ETU/754/2017, of 1 August 2017 Lastly, once the appeal
period had concluded and as the plant was in definitive
shut down, the start of the pre-dismantling process was
set for 1 September 2017.
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Therefore, based on what has been explained in the previ-
ous paragraphs, Santa Maria de Garofna, the main asset of
Nuclenor, S.A., has not been in operation in 2018 and 2017
and is in a pre-dismantling phase until it is transferred to
ENDESA to carry out its dismantling, which will conclude

with the release of the site.

“Non-current Provisions” under liabilities in the Consolidat-
ed Statement of Financial Position at 31 December 2018
and 2017 included the provision to cover the estimated
higher costs to be incurred by the company as a result of

the situation explained above (see Note 17.3).

Net Profit/(Loss) of Companies Accounted for using the
Equity Method on the Consolidated Income Statement in
2018 and 2017 includes a positive impact of Euros 4 mil-
lion and a negative impact of Euros 48 million, respectively,
arising from the holding in 50% of Nuclenor, S.A., for the

recognition of this provision.

Remaining companies

At 31 December 2018 and 2017, the aggregate information
in the financial statements for the remaining associates
and joint ventures considered individually to not be rele-

vant is as follows:

Millions of Euros

Associates Joint ventures

2018 2017 2018 2017
Profit/(loss) from continuing operations 5] 6 24 23
Profit/(loss) after tax from discontinued operations — — — —
Other comprehensive income — 1 4 13
Total Comprehensive Income 5 7 28 36
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11.2. Joint operation entities

At 31 December 2018 and 2017 information taken from the
financial statements of the main joint operation entities,
used to prepare the accompanying consolidated financial

statements is as follows:

Millions of Euros

Statement of Financial Position

Asociacion Nuclear Ascé-Vandellos 11, ALLE.

31 December 2018

31 December 2017

Non-current assets 123 102
Current assets 119 135
Cash and Cash Equivalents — —
Other current assets 119 135
Total assets 242 237
Equity 16 16
Non-current liabilities 133 110
Non-current Interest-Bearing Loans and Borrowings — —
Other Non-current Liabilities 133 110
Current Liabilities 93 (K|
Current Interest-Bearing Loans and Borrowings — —
Other current liabilities 93 1
Total equity and liabilities 242 237
Millions of Euros
Income Statement
Asociacion Nuclear Ascé-Vandellos I, A.LLE.
2018 2017
Revenue 248 224
Depreciation and amortisation, and impairment losses = —
Financial income = —
Financial expense (2) (2)
Profit/(loss) before tax 18 (15)
Income Tax Expense — —
Profit/(loss) from continuing operations 18 (15)
Profit/(loss) after tax from discontinued operations — -
Other comprehensive income (18) 15
Total Comprehensive Income - -
The breakdown of cash flows generated by the joint oper
ation entities in the years ended 31 December 2018 and
2017 is as follows:
Millions of Euros
2018 2017
Net cash flow from operating activities 41 (30)
Net cash flows from investing activities (41) 30

Net cash flows from financing activities

At 31 December 2018 and 2017 ENDESA has not incurred
any significant contingent liabilities related to the joint op-
eration entities.
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12. Inventories

Details of this heading in the consolidated statement of
financial position at 31 December 2018 and 2017 are as

follows:

Millions of Euros

31 31

December December

2018 2017

Fuel stocks 784 756
Coal 235 253
Nuclear fuel 293 303
Fuel Oil 85 80
Gas 171 120
Other Inventories 286 225
Carbon dioxide emission allowances (CO,) 411 292
Valuation Adjustments (8) (6)
Total 1,473 1,267

12.1. Carbon
dioxide emission
allowances (CO,)

In 2018 and 2017, the carbon dioxide (CO,) emission rights
for 2017 and 2016 were redeemed, which resulted in a
reduction of Euros 215 million and Euros 188 million, re-
spectively (34.8 million tons and 29.4 million tons, respec-

tively).

At 31 December 2018, the provision for allowances to be
delivered to cover these (CO,) emissions under current lia-
bilities on the consolidated statement of financial position
amounted to Euros 359 million (Euros 215 million at 31 De-
cember 2017) (see Note 24).

At 31 December 2018, future commitments to purchase
CO, emission rights, CERs and ERUs amounted to Euros
102 million (Euros 66 million at 31 December 2017) in ac-
cordance with the agreed prices if all the projects are com-

pleted successfully.

Of this amount, Euros 101 million were committed with
Group Companies at 31 December 2018 (Euros 65 million
at 31 December 2017) (see Note 35.1.2).

12.2. Commitments
to acquire
inventories

At 31 December 2018, electricity and fuel stock purchase
commitments amounted to Euros 17144 million (Euros
18,673 million at 31 December 2017), of which a portion
corresponds to agreements that have “take or pay” claus-

es.
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At 31 December 2018, the breakdown of future commit-

ments to purchase commodities is the following:

Millions of Euros

Future purchase commitments at 31 December 2018'

Electricity Nuclear fuel Fuel QOil Gas Other Total
2019-2023 39 362 382 7405 288 8,476
2024-2028 — — — 6,031 — 6,031
2029-2033 — — — 2,637 — 2,637
Total 39 362 382 16,073 288 17,144

T None of these amounts have been committed with Group companies nor correspond to joint ventures.

At 31 December 2018 and 2017 commitments to acquire
inventories includes the commitment to acquire liquefied
natural gas under contracts arranged in 2014 with Corpus
Christi Liquefaction, LLC, part of which are guaranteed by
ENEL, S.p.A. (see Note 35.1.2).

The Company's directors consider that ENDESA will be
able to fulfil these obligations and, therefore, they do not

expect any contingency to arise in this respect.

12.3. Other information

At 31 December 2018 and 2017, ENDESA had not pledged
material amounts of inventories to secure the repayment
of debts.

ENDESA has taken out insurance policies to cover the risk

of damage to its inventories. It considers that coverage
provided by these policies is sufficient.
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13. Trade and other
recelvables

Details of this heading in the consolidated statement of
financial position at 31 December 2018 and 2017 are as
follows:

Millions of Euros

Notes 31 December 31 December

2018 2017

Trade Receivables 19 2,479 2,631
Trade receivables 2,578 2,720
Electricity Trade Receivables 1,872 2,201
Gas Trade Receivables 525 372
Receivables from other Transactions 109 120
Receivables from Group companies and associates 35.1.3 and 36.2 72 27
Assets from Contracts with Customers: 12 12
Other Receivables 363 349
Other Receivables from Third Parties 319 310
Other Group Companies and Associates 35.1.3 and 35.2 44 39
Valuation Adjustments (474) (450)
Trade receivables (387) (364)
Assets from Contracts with Customers: - -
Other Receivables (87) (86)
Derivatives’ 19.3 228 160
Hedging derivatives 140 97
Derivatives not designated as hedging instruments 88 63
Tax Assets 248 309
Current Income Tax 173 223
Value Added Tax (VAT) Receivable 63 42
Other Taxes 12 44
Total 2,955 3,100

1 Includes Euros 124 million with Group Companies and Associates (Euros 107 million with Group Companies, Associates and Joint Ventures at 31 December
2017) (see Notes 35.1.3 and 35.2).

Balances included under this caption do not generally earn

interest.
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At 31 December 2018 and 2017, no one customer has bal-
ances payable to ENDESA that are significant with respect
to ENDESASs total revenues or receivables (see Note 20.6).

Regular meter reading periods are not matched to the fi-
nancial reporting date. ENDESA accordingly makes an
estimate of unbilled sales made by its supply companies
ENDESA Energia, S.A.U. and ENDESA Energia XXI, S.L.U.
At 31 December 2018, the cumulative balances of unbilled
power and gas sales are recognised under Trade and other
receivables side of the accompanying statement of finan-
cial position and total Euros 896 thousand and Euros 429
thousand respectively (Euros 1,021 thousand and Euros
433 thousand at 31 December 2017). In addition, this pow-
er is associated with estimated unbilled electricity and gas
grid access tariffs of Euros 282 million and Euros 129 mil-
lion, respectively (Euros 358 million and Euros 161 million,
respectively, at 31 December 2017).

At 31 December 2018 and 2017, the current assets of con-
tracts with customers mainly correspond to contracts for
the execution of works formalised between ENDESA In-
genieria, S.L.U. and Red Eléctrica de Espana, S.A.U. (REE)
valid until year 2025. In 2018, these assets generated
revenues amounting to Euros 83 million recorded in the

“Sales” section of the Consolidated Income Statement.

As of 31December 2018 ENDESA has formalized future
commitments for the provision of services amounting to
Euros 40 million linked to the execution of works contracts
signed with Red Eléctrica de Espana, S.A.U. (REE) (Euros
105 million as of 31 December 2017).

During fiscal year 2018, the movement of current assets of
contracts with customers is as follows:

Millions of Euros

2018
Initial Balance 12
Imputation to Results 83
Derecognitions (83)
Final Balance 12
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13.1. Other information

Average Collection Period
The average collection period for trade receivables was 30

days in 2018 and 30 days in 2017. Therefore, fair value does
not differ significantly from carrying amount.

Valuation Adjustments

The movement in Valuation adjustments in 2018 and 2017

is as follows:

Millions of Euros

Notes 2018 2017
Opening Balance 450 416
Adjustments due to Changes in 2.1 33 —
Accounting Policies IFRS 9 Financial
Instruments
Adjusted Opening Balance 483 416
Charges 19.4.1, 79 182

29 and

34.2

Applications (88) (148)
Closing balance 474 450

At 31 December 2018 and 2017 virtually all valuation ad-
justments relate to trade receivables for sales of electricity.

Other information

At 31 December 2018 and 2017 there are no significant

restrictions on the use of collection rights of this nature.

Factoring transactions were carried out in 2018 and 2017
The undue balances at 31 December 2018 and 2017
amounted to Euros 704 million and Euros 756 million, re-
spectively, which were derecognised from the consolidat-
ed statement of financial position. These transactions were
recognised at a cost of Euros 35 million and 27 million,
respectively, under Non-financial Derivatives on the consol-

idated income statement (see Note 31).
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14. Cash and cash
equivalents

Details of this heading in the consolidated statement of ~ There were no investments in sovereign debt at 30 De-
financial position at 31 December 2018 and 2017 are as cember 2018 and 2017
follows:

At 31 December 2018, the balance of cash and cash equiv-

Millions of Euros alents includes Euros 9 million corresponding to the debt

31 31 service reserve account set up by certain ENDESA renew-
Notes Dece';:f; Decer;g%r able energy subsidiaries by virtue of the project finance
Cash in Hand and at Banks 244 399 loans arranged (Euros 12 million at 31 December 2017).
Cash Equivalents — —
Total 19 244 399

Details at 31 December 2018 and 2017 by currency are as

follows:

Millions of Euros

Currency
Notes 31 31
December December
2018 2017
Euro 242 398
US dollar (USD) 20.2 1 1
Sterling Pound (GBP) 20.2 1 —
Total 244 399
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15. Equity

Details of this heading in the consolidated statement of
financial position at 31 December 2018 and 2017 are as

follows:

Millions of Euros

31 31
Notes December December
2018 2017
Total Equity of the Parent 15.1 9,037 9,096
Share capital 15.1.1 1,271 1,271
Share premium 15.1.2 89 89
Legal reserve 15.1.3 254 254
Revaluation reserve 15.1.4 404 404
Other reserves 15.1.5 106 106
Valuation Adjustments (67) (52)
Translation Differences 1 -
Unrealised valuation 15.1.6 (68) (52)
adjustments
Reserve for actuarial gains and 15.1.7 (686) (657)
losses
Retained earnings 15.1.8 8,407 8,422
Interim dividend 156.1.9 (741) (741)
Total Equity of Non-controlling 15.2 144 137
Interests
total equity 9,181 9,233
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15.1. Equity: Of
the Parent

15.1.1. Share
capital

At 31 December 2018, ENDESA, S.A. had share capital of
Euros 1,270,502,540.40, represented by 1,058,752,117
bearer shares with a par value of Euros 1.2 each, sub-
scribed and fully paid and all admitted to trading on the
Spanish Stock Exchanges. There were no changes in share
capital in 2018 and 2017.

At 31 December 2018 and 2017 the ENEL Group held
70,101% of the share capital in ENDESA, S.A., through
ENEL Iberia, S.L.U. At that date no other shareholder held
more than 10% of the share capital of ENDESA, S.A.

15.1.2. Share
premium

The share premium arises from the Company's corporate
restructuring. Article 303 of the Consolidated text of the
Corporate Enterprises Act expressly permits the use of the
share premium to increase capital and does not establish
any specific restrictions as to its use.
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Nonetheless, at 31 December 2018, Euros 46 million of the
share premium are restricted to the extent that they are
subject to tax assets capitalised in prior years (Euros 49
million at 31 December 2017).

15.1.3. Legal reserve

In accordance with Article 274 of the Consolidated text of
the Corporate Enterprises Act, an amount equal to 10%
of the profit for the year must be earmarked for the legal
reserve until such reserve represents at least 20% of the

capital.

The legal reserve can be used to increase share capital pro-
vided that the balance left on the reserve is at least equal
to 10% of the nominal value of the total share capital after
the increase. Except for the aforementioned purpose, the
legal reserve may not be used to offset losses unless it ex-
ceeds 20% of the capital and no other sufficient reserves

are available for such purpose.

At 31 December 2018 and 2017 ENDESA, S.A. held the

minimum amount stipulated in law for this reserve.

15.1.4. Revaluation
reserve

The revaluation reserve is a result of the revaluation of as-
sets made pursuant to Royal Decree-Law 7/1996, of 7 June
1996.

On 1 January 2000, the revalued assets were contributed
to the corresponding companies following the corporate

restructuring carried out by ENDESA.

This balance can be used, tax-free, to offset the accounting
loss for the year or accounting losses accumulated from
prior years or that could arise in the future, and to increase
share capital or unrestricted reserves, and in the latter case,

monetary gain has been realised. The gain will be deemed

to have been realised when the related revalued assets

have been depreciated, transferred or derecognised.

This balance would be taxed if used for any purpose other
than that foreseen in Royal Decree Law 7/1996 of 7 June
1996.

At 31 December 2018, Euros 296 million are restricted to
the extent that they are subject to tax assets capitalised in

prior years (Euros314 million at 31 December 2017).

15.1.5. Other
reserves

At 31 December 2018 and 2017, this section mainly con-
sist of the redeemed capital reserve in the amount of Eu-
ros 102 million, in compliance with Article 335 of Spain’s
Corporate Enterprises Act, which requires companies to
post to this reserve an amount equal to the par value of
the redeemed shares or of the reduction in their par val-
ue, when the reduction is charged to unrestricted profits
or reserves by redeeming shares acquired free of charge
by the Company. The drawdown on this reserve will be
subject to the same requirements as set forth for reduc-

ing share capital.

15.1.6. Unrealised
valuation adjustments

Movement in this reserve in 2018 and 2017 is as follows:
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Millions of Euros

31 Changes Change Amount ) Other 31

i . Transactions with
December in the in market taken to December

) Shareholders or
2017 Scope value income 2018

Owners
Cash Flow Hedges 9) — 41 (58) — (26)
Interest rate derivatives — — — — — —
Exchange rate derivatives (24) — 62 4 — 42
Commodities derivatives 15 — (21) (62) — (68)
Companies Accounted for using the Equity Method (44) — 1 — — (43)
Other valuation adjustments 1 — — — — 1
Total (52) - 42 (58) — (68)

Millions of Euros

31 Changes Change Amount ) Other 31

i ) Transactions with
December in the in market taken to December

; Shareholders or
2016 Scope value income 2017

Owners
Cash Flow Hedges 7 — 65 (81) — 9)
Interest rate derivatives (22) — 22 — — —
Exchange rate derivatives 7 — (45) 14 — (24)
Commodities derivatives 22 — 88 (95) — 15
Companies Accounted for using the Equity Method (47) — 1 2 — (44)
Other valuation adjustments 1 — — — — 1
Total (39) - 66 (79) — (52)

15.1.7. Reserve for
actuarial gains
and losses

At 31 December 2018 and 2017, this reserve derives from
actuarial gains and losses recognised in equity (see Note
17.1).

15.1.8. Retained earnings

Details of the Company’s reserves at 31 December 2018

and 2017 are as follows.

Millions of Euros

31 31

December  December

2018 2017

Voluntary reserves 703 703

Merger reserve 667 667

Other unrestricted reserves 36 36

Other retained earnings 7704 7719

Total 8,407 8,422
326 2018 Annual Report

The merger reserve stems from the restructuring of the
Company, and its balance at 31 December 2018 amounts
to Euros 667 million, Euros 99 million of which are undis-
tributable because they are subject to certain tax benefits
(Euros 667 million and Euros 104 million respectively at 31
December 2017).

15.1.9. Dividends

2018

At its meeting held on 20 November 2018, ENDESA
S.A’s Board of Directors agreed to pay its sharehold-
ers a gross interim dividend against 2018 profit of Euro
0.70 per share, which gave rise to a pay-out of Euros
741 million on 2 January 2019 (see Note 23). This interim
dividend was deducted from the parent’s equity at 31
December 2018.

Pursuant to Article 277 of Royal Decree Law 1/2010 of

2 July 2010 approving the Consolidated Text of Spain’s

Corporate Enterprises Act, the provisional liquidity state-
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ment of ENDESA, S.A., which shows the existence of
sufficient liquidity for the distribution of said dividend is

as follows:

Millions of Euros

From 1 November 2018 to 31

October 2019
Available at start of period 2,592
Cash in hand and at banks, and cash equivalents 95
Available loans with group companies 2,497
Increases in cash 2,141
Ordinary activities 295
Financial transactions 1,846
Decreases in cash (3,018)
Ordinary activities (345)
Financial transactions (2,673)
Available at end of period 1,715
Proposed interim dividend on 2018 results 741

This amount does not exceed the earnings obtained by
ENDESA, S.A. in 2018, less prior years' losses and the
amount to be allocated to legal reserves and reserves
specified in the bylaws, as well as the estimate of tax to be

paid on these earnings.

2017

Approval was given at ENDESA, S.A’s General Sharehold-
ers’ Meeting of 23 April 2018 to pay shareholders a total
dividend charged against 2017 profit for a gross amount
of Euros 1.382 per share (Euros 1,463 million in total). The
breakdown of these dividends is as follows:

Million Euros

Approval date

Euros per share,

Amount Payment date

gross
interim dividend 21 November 2017 0.70 7417 2 January 2018
Final dividend 23 April 2018 0.682 722 2 July 2018
Total dividend paid against 2017 profit 1.382 1,4632

1 See Note 23.
2 See Note 33.3.
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15.1.10. Gains and
losses recognised in the
consolidated statement
of other comprehensive
income

The composition at 31 December 2018 and 2017 and
movements in relation to gains and losses recognised in

the consolidated statement of other comprehensive in-

come are as follows:

Millions of Euros

31 December 2017

Changes in 2018

31 December 2018

Income Amounts Other
Of the and transferred Changes Transactions Of Non-
Notes Of the non-  expense  toincome  Tax in the X Of the ;
otal ) : - with  Total Controlling
Parent controlling recognised  statement Effect consolidation Sh Parent
- ; f areholders Interests
interests  directly in and/or scope
) . or Owners
equity investments
Items that can be Reclassified (53) (53) - 56 (77) 6 — — (68) (68) -
to Profit or Loss:
From Measurement of Financial — — — — — — — — — — —
Instruments
Financial Assets at fair value — — — — — — — — — — —
Other income/(Expenses) — — — — — — — — — — —
Cash flow hedges (9) (9) = 54 (77) 6 — — (26) (26) =
Translation Differences (1) (1) = 1 — — — — — — —
Companies Accounted for using (43)  (43) — 1 — — — — (42) (42) =
the Equity Method
Other Income and Expenses — — — — — — — — — — —
Recognised Directly in Equity
Items that cannot be (657) (657) - (33) - 4 - — (686) (686) -
reclassified to profit or loss:
From Actuarial Gains and 171 (657) (657) — (33) — 4 — — (686) (686) —
Losses and other Adjustments
Total (710) (710) - 23 (77) 10 - — (754) (754) -
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Millions of euros

31 December 2016

Changes in 2017

31 December 2017

Income and Amounts Other
Of the non- expense transferred Changes Transactions Of the non-
Notes Of the : Xpe toincome  Tax in the ! Of the ;
Parent cqntrolllng regogmsgd statement Effect consolidation with  Total Parent cqntrolhng
interests  directly in andjor sco eShareholders interests
equity . Pe " or Owners
investments
Items that can be Reclassified (39) (39) — 86 (106) 6 — — (53) (53) —
to Profit or Loss:
From Measurement of Financial — — — — — — — — — — —
Instruments
Financial Assets at fair value — — — — — — — — — — —
Other income/(Expenses) — — — — — — — — — — —
Cash flow hedges 7 7 — 86 (108) 6 — — 9 9) —
Translation Differences — — — (1) — — — — (M (1) —
Companies Accounted for using (46) (46) — 1 2 — — —  (43) (43) —
the Equity Method
Other Income and Expenses — — — — — — — — — — —
Recognised Directly in Equity
Items that cannot be (757) (757) — 127 - (27) — — (657) (657) —
reclassified to profit or loss:
From Actuarial Gains and 171 (757) (757) — 127 —  (27) — — (657) (657) —
Losses and other Adjustments
Total (796) (796) - 213 (106) (21) - — (710) (710) -

15.1.11. Capital

Millions of Euros

Leverage ratio’

g Notes 31 31

December December

. . L 2018 2017
ENDESAs capital management focuses on maintaining a - -

] ) ] o ] Net Financial Debt: 5,770 4,985
solid financial structure that optimises the cost of capital | """ Interest-Bearing 181 4,975 4,414
and the availability of financial resources to guarantee busi- Loans and Borrowings
ness continuity over the long term. This policy of financial ~ Current Interest-Bearing Loans 181 1,046 978

) ) ) ) and Borrowings
prudence makes it possible to maintain an adequate lev- Cash and Cash Equivalents ) (242) (399)
el of value creation for shareholders while guaranteeing  perivatives recognised as 19.3 (7) €)
ENDESAS liquidity and solvency. Financial Assets
Equity: 15 9,181 9,233
. . L Of the Parent 16.1 9,037 9,096
The Parent Company'’s directors consider that an indicator
. g f . S lidated | Of Non-Controlling Interests 15.2 144 137
of its ongoing financial position is its consolidated leverage
going P 9 Leverage (%) 62.85 53.99

ratio. Details of this ratio at 31 December 2018 and 2017

are as follows:

Legal Documentation

T Leverage (%) = Net financial debt / equity.

ENDESA uses principles of prudence that are similar to
those applied until now in its financing structure by ob-
taining long-term financing that enables it to adjust its
maturity schedule to its capacity to generate cash flow
envisaged in the business plan. The Company also has
short-term financing that helps optimise the management
of its working capital requirements and improve the cost
of its debt.
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The stabilisation of electricity regulations, as well as a prof-
itability-focused industrial plan, have allowed the Company
to propose a dividend policy designed so that its sharehold-
ers earn the maximum possible return on their investment
without compromising sustainability and the potential for
long-term growth.

The Company'’s directors consider that its leverage will en-

able it to optimise the cost of capital while maintaining a

high solvency ratio. Therefore, in due consideration of ex-

Million Euros

pectations of earnings and the investment plan, the future
dividend policy will maintain a leverage ratio that will al-
low the aforementioned capital management target to be

achieved.

The following dividends were approved and distributed in
2018 and 2017 without negatively affecting the ratio of the
Net Financial Debt of the Net Equity of the Company (see
Note 15.1.9):

Dividends Approved and Paid

Euros per share,

Approval date gross Amount Payment date
Interim dividend 21 November 2017 0.70 7417 2 January 2018
Final dividend 23 April 2018 0.682 722 2 July 2018
Total dividend paid against 2017 profit 1.382 1,4632
Interim dividend 22 November 2016 0.70 7417 2 January 2017
Final dividend 26 April 2017 0.633 670 3 July 2017
Total dividend paid against 2016 profit 1.333 1,4112

1 See Note 23.
2 See Note 33.3.

ENDESASs long-term ratings allocated by credit rating agen-
cies at the respective dates of issue of the consolidated fi-
nancial statements for the years ended 31 December 2018

and 2017, reflecting investment grade levels, are as follows:

Credit rating

31 December 2018’

31 December 20177

Non-current Current Outlook Non-current Short Term Outlook
Standard & Poor’s BBB+ A-2 Stable BBB+ A2 Stable
Moody'’s Baa2 P-2 Stable Baa2 P-2 Stable
Fitch Ratings A- F2 Stable BBB+ F2 Stable

1 At the respective dates of preparing the Consolidated Financial Statements.

The Parent Company's directors consider that the rating
assigned by the agencies would enable the Parent Com-
pany to tap the financial markets on reasonable terms if
need be.
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15.1.12. Restrictions on
the availability of funds
and pledges of shares of
subsidiaries

At 31 December 2018, certain ENDESA subsidiaries that
operate in the renewable energy business, and which are
financed through project finance, contain clauses in their
financing agreements that must be complied with before

profits can be distributed to shareholders.

At 31 December 2018, financial debt subject to these re-
strictions totals Euros 103 million (Euros 159 million at 31
December 2017) (see Notes 6.1, 18.2.3 and 36.1).

15.2. Equity:
Of the non-controlling
interests

At 31 December 2018 and 2017 the composition and
movements of this item of the consolidated statement of

financial position are as follows:

Millions of Euros

Balance Business Investments Balance
at 31 S Dividends Profit for Disposals or at 31
combinations ; ) or .

December (Note 5.4) paid  the period Extensions’ reductions?  December

2017 2018

Aguilén 20, S.A. 24 — (2) 1 — — 23

Empresa de Alumbrado Eléctrico de — 2 — — — — 2
Ceuta, S.A.

E¢lica Valle del Ebro, S.A. 5 — — — = (1) 4

Explotaciones Edlicas Saso Plano, S.A. 9 — — 1 — — 10

Parque Edlico Sierra del Madero, S.A. 18 — — 1 — — 19

Sociedad Edlica de Andalucia, S.A. 27 — (3) 2 — — 26

Other 54 = (4) 4 6 — 60

Total 137 2 (9) 9 6 (1) 144

1 Correspond to the contributions of funds from partners of Tauste Energia Distribuida, S.L. (Euros 3 million) and Bosa del Ebro, S.L. (Euros 3 million) (see
Notes 2.3.1 and 33.3).
2 Corresponds to the reduction of capital of Edlica Valle del Ebro, S.A. (Euros 1 million) (see Note 33.3).
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Millions of Euros

Balance at 31

Balance at 31

2016 2017
Aguilén 20, S.A. 22 — — 2 — 24
Edlica Valle del Ebro, S.A. 5 — — — — 5
Explotaciones Edlicas Saso Plano, S.A. 8 — — 1 — 9
Parque Edlico Sierra del Madero, S.A. 17 — — 1 — 18
Sociedad Edlica de Andalucia, S.A. 27 — (2) 2 — 27
Other 57 — (1) 4 (6) 54
Total 136 - (3) 10 (6) 137

' Corresponding to the deconsolidation of Nueva Marina Real Estate, S.L. for the amount of Euros 2 million, positive, and the acquisition of a 100% stake
in Productor Regional de Energia Renovable, S.A.U. and Productor Regional de Energia Renovable Ill, S.A.U. for Euros 8 million, negative (see Note 2.3.1).

At 31 December 2018 and 2017, the balance of the “Equity
of non-controlling interests” section mainly included the
non-controlling interests of the investments held by ENEL
Green Power Espana, S.L.U. (EGPE) for the amount of Eu-

ros 137 million and Euros 132 million, respectively.

On 18 July 2017 ENEL Green Power Espana, S.L.U. (EGPE)
completed the purchase of non-controlling interests in Pro-
ductor Regional de Energia Renovable, S.A. (15%) and Pro-
ductor Regional de Energias Renovables Ill, S.A. (17.11%)

Millions of Euros

resulting in a reduction in the non-controlling interests of

Euros 8 million (see Note 2.3.1).

At 31 December 2018 and 2017, the most relevant items
of the Consolidated Statement of Financial Position, In-
come Statement and Statement of Cash Flow of the main
ENDESA companies with stakes in non-controlling inter
ests used in the preparation of these consolidated financial

statements are as follows:

Statement of Financial Position

Empresa de . Explotaciones . . . .
Aguilon 20, S.A. Alumbrado Eléctrico Edlica Valle del Edlicas Saso Plano, Parque Edlico Sierra  Sociedad I;ohoa de
Ebro, S.A. del Madero, S.A. Andalucia, S.A.
de Ceuta, S.A. SA.

31 31 31 31 31 31 31 31 31 31 31 31

December December December December December December December December December December December December

2018 2017 2018  2017(1) 2018 2017 2018 2017 2018 2017 2018 2017
Non-current assets 96 100 83 — 10 10 32 33 69 71 137 149
Current assets 15 14 10 —_ 2 3 5 5 19 12 16 20
Total assets m 14 93 - 12 13 37 38 88 83 153 169
Equity 48 49 66 — 9 M 26 24 45 43 70 73
Non-current liabilities 57 59 20 — 2 5 7 10 7 82 87
Current Liabilities 6 6 7 — 1 — 6 7 33 33 1 9
Total equity m 14 93 — 12 13 37 38 88 83 153 169

and liabilities

T It was not part of the consolidation perimeter (see Note 5.4).

332 2018 Annual Report

cnaes



Millions of Euros

Income Statement

Empresa de . o . .
Aguilén 20, Alumbrado Edlica Valle del Exp!otauones Pargue Edlico Sociedad Eo!|ca
P Edlicas Saso Sierra del de Andalucia,
S.AA. Eléctrico de Ebro, S.A.
Plano, S.A. Madero, S.A. SA.
Ceuta, S.A.
2018 2017 2018 20177 2018 2017 2018 2017 2018 2017 2018 2017
Revenue 13 14 17 — 3 3 5 6 12 " 21 23
Profit/(loss) before tax 4 4 1 - 1 1 2 2 3 8 9
Profit/(loss) from continuing 1 — — 1 2 2 2 7
operations
Profit/(loss) after tax from — — — — — — — - - - - -
discontinued operations
Other comprehensive income - - - - - - - - - - - -
Total Comprehensive Income 3 3 1 - - 1 2 2 2 2 6 7
1 It was not part of the consolidation perimeter (see Note 5.4).
Millions of Euros
Statement of Cash Flows
Empresa de . 0 . "
Aguilén 20, Alumbrado Eélica Valle del Expl_ota(:lones Parque Edlico  Sociedad EO!ICG
P Edlicas Saso Sierra del de Andalucia,
S.A. Eléctrico de Ebro, S.A.
Plano, S.A. Madero, S.A. S.A.
Ceuta, S.A.
2018 2017 2018 20177 2018 2017 2018 2017 2018 2017 2018 2017
Net cash flow from operating activities 7 9 3 — — 2 2 5 6 4 9 16
Net cash flows from investing activities 1 — 1 — 1 — 1 (1) = 2) 1 (1)
Net cash flows from financing activities (8) (5) — — — (1) (3) (2) — — (15) (1)
1 It was not part of the consolidation perimeter (see Note 5.4).
The patrimonial data correspond to the information of the
individual companies, with the exception of those relating
to Empresa de Alumbrado Eléctrico de Ceuta, S.A. that cor
respond to its Consolidated Financial Statements.
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16. Deferred income

At 31 December 2018 and 2017, the composition and
movements of this item of the consolidated statement of

financial position are as follows:

Millions of Euros

Non-current Liability

Notes related to Ssrzgtz Con(t:racts with Total
ustomers
Balance at 31 December 2016 334 4,378 4,712
Additions 6 187 193
Changes in consolidated group 5.6 — 1 1
Amount taken to income 25.2 (22) (153) (175)
Transfers and other (3) 2 (1)
Balance at 31 December 2017 315 4,415 4,730
Transfer to Current Liabilities of Contracts with Customers 23 — (157) (157)
Additions — 160 160
Changes in consolidated group 5.4 — 15 15
Amount taken to income 25.2 (18) — (18)
Transfers to current and other (10) (133) (143)
Balance at 31 December 2018 287 4,300 4,587
Capital grants, specifically grants received under the part- ers and the income received from third parties other
nership agreements entered into to improve the quality of than official bodies, and income from extension and
supply in the electricity distribution network with, inter alia, connection rights necessary to handle requests for
the Ministry for Ecological Transition and regional govern- new services, or to extend existing ones.
ments.
- The Rights for Extension Service related to new instal-

The “Non-Current Liabilities of Contracts with Clients” sec-

tion mainly includes the following concepts:

- Facilities transferred from customers corresponds to

the valuation of distribution facilities ceded by custom-
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lation extensions which the distributor must make in
accordance with requested voltage and power, within
legally-established limits, which are necessary to allow
for new supply and extensions to the existing grid.
These are regulated up to and including 2000 by Royal

cnaesa



Decree 2949/1982, of 15 October 1982, since 2001 by
Royal Decree 1955/2000, of 1 September 2000, and
since 2013, by Royal Decree 1048/2013, of 27 Decem-
ber 2013.

- The advance payments for the obligations derived from
the Indefeasible Right of Use (IRU) contracts related to
the use of optical fibre by ENDESA Ingenieria, S.L.U.
that are charged to the Consolidated Income Statement

based on the life of the contract with the operators.

17 Non-current

Provisions

Details of this heading in the consolidated statement of
financial position at 31 December 2018 and 2017 are as

follows:

Millions of Euros

31 31

Notes December December

2018 2017

Provisions for pensions and 171 989 951
similar obligations

Provisions for workforce 614 773
restructuring plans

Workforce reduction plans 1721 78 120

Contract suspensions 172.2 536 653

Other Non-current Provisions 17.3 1,722 1,658

Total 3,325 3,382

17.1. Provisions
for pensions and
similar obligations

All employees of the ENDESA, S.A. companies are mem-
bers of the Pension Plan, unless they expressly opt out.

With the signing of the first Framework Agreement on 25
October 2000, a defined contribution pension scheme was
established for retirement, and a defined benefit scheme
for death and incapacity. A scheme involving combined
contributions by the company and the employee was es-
tablished, with a maximum 6% of the pensionable salary
being borne by the Company and 3% of the same salary
by the employee.

There are also employees covered by origin agreements
predating the Framework Agreement.

There are also certain social benefit obligations to employ-
ees during their retirement, that have not been external-
ised and are covered by the related internal provisions.

ENDESASs pension plans are administered in accordance
with the general restrictions to management and risk as-
sumption in the respective legislations applicable in Spain.

At present, pension funds promoted by ENDESA compa-
nies undertake the specific risks inherent to the assets in

which it has investments, which are mainly:
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- Risks of investment in fixed-income assets arises from
interest rate variations and the credit risk of the portfo-
lio shares.

- Risks of investment in equities arises from the po-
tential impact of volatility (changes) in the prices of
the related assets, which is greater than that of fixed

income.

- Risks of investment in derivative financial instruments
arise in accordance with the degree of related leverage,
making them especially vulnerable to changes in the

prices of the underlying assets (benchmark asset).

- Investment in assets denominated in currencies other
than the euro bear additional risk related to changes in

exchange rates.

- Investments in non-tradable assets, made in less effi-
cient markets with scant liquidity, pose measurement
risks arising from the approaches used and the lack of

market prices for comparison.

Actuarial assumptions

The assumptions used when calculating the actuarial liabil-
ity in respect of uninsured defined benefit obligations at 31
December 2018 and 2017 is as follows:

31 December 2017

Other defined
Pensions benefits

commitments
Interest Rate 1.65% 1.63%-1.67%
Mortality Tables PERM/F2000 PERM/F2000
Expected return on plan assets 1.65% N/A
Salary increase’ 2.00% 2.00%
Increase in the cost of health care N/A 3.20%

1 Benchmark percentage for estimating salary increases.

The interest rate applied to discount the commitments
is obtained from a curve constructed using the yields on
corporate bond issues by companies with a "AA”" credit
rating and based on the estimated term over which the
obligations deriving from each commitment will be set-
tled.

Gross and

net actuarial

liabilities

At 31 December 2018 and 2017 the balance included in
the consolidated statement of financial position as a result
of the difference between the actuarial liability relating to

defined benefit obligations and the market value of plan
assets is as follows:

Millions of Euros

31 December 2018 Decemb?r Decemb::jr
Other defined 2018 2017
Pensions benefits Actuarial liability 1,593 1,632
commitments Plan assets (604) (681)
Interest Rate L7 [ i Shortfall recognised in respect of 989 951
Mortality Tables PERM/F2000 PERM/F2000 actuarial liability
Expected return on plan assets 1.75% N/A
Salary increase’ 2.00% 2.00%
Increase in the cost of health care N/A 320% A breakdown of net actuarial liabilities, gross and the

1 Benchmark percentage for estimating salary increases.
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changes in the market value of assets relating to defined
benefit obligations at 31 December 2018 and 2017 is as

follows:
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Millions of Euros

31 December 2018

31 December 2017

Notes Other defined Other defined
Pensions benefits Total  Pensions benefits Total
commitments commitments
Opening net actuarial liability 225 726 951 236 827 1,063
Net interest 30 3 12 15 3 15 18
Service costs in the period 27 7 4 1 9 5 14
Benefits paid in the period — — — — — —
Contributions in the period (19) (30) (49) (15) (21) (36)
Other movements 25 2 27 10 3 13
Actuarial (gains) losses arising from changes in — — — — — —
demographic assumptions
Actuarial (gains) losses arising from changes in (13) (9) (22) 22 31 b3
financial assumptions
Actuarial (gains) losses arising from experience (24) 49 25! (30) (137) (167)
adjustments
Actuarial return on plan assets excluding interest 30 — 30 (13) — (13)
expense
Changes in consolidated group 5.4 and — 1 1 3 3 6
5.5
Closing net actuarial liability 234 755 989 225 726 951
Millions of Euros
31 December 2018 31 December 2017
Notes Other defined Other defined
Pensions benefits Total  Pensions benefits Total
commitments commitments
Opening actuarial liability 906 726 1,632 945 827 1,772
Finance expenses 15 12 27 16 15 31
Service costs in the period 7 4 1 9 5 14
Benefits paid in the period (78) (30) (108) (69) (21) (90)
Other movements 25 2 27 10 3 13
Actuarial (gains) losses arising from changes in — — — — — —
demographic assumptions
Actuarial (gains) losses arising from changes in (13) (9) (22) 22 31 53
financial assumptions
Actuarial (gains) losses arising from experience (24) 49 25 (30) (137) (167)
adjustments
Changes in consolidated group 5.4 and — 1 1 3 3 6
5.5
Closing actuarial liability 838 755 1,593 906 726 1,632
Millions of Euros
31 December 2018 31 December 2017
Other defined Other defined
Pensions benefits Total  Pensions benefits Total
commitments commitments
Initial market value of the affected assets 681 - 681 709 - 709
Expected return 12 — 12 13 — 13
Contributions in the period 19 30 49 15 21 36
Benefits paid in the period (78) (30) (108) (69) (21) (90)
Actuarial (losses) gains (30) — (30) 13 — 13
Final market value of the affected assets 604 - 604 681 - 681
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Plan assets

The main categories of defined benefit plan assets as a

percentage of total assets, at 31 December 2018 and 2017,

is as follows:
Percentage (%)

31 31
December December
2018 2017
Fixed-income assets’ 9B 60
Shares’ 32 33
Investment property and other 13 7
Total 100 100

1 Include shares and bonds of ENEL Group companies for an amount of 19 million euros
at 31 December 2018 (20 million euros at 31 December 2017).

The breakdown of the fair value of fixed income securities
by geographical area 31 December 2018 and 2017 is as

follows:

Millions of Euros

31 31

Country December December
2018 2017

Spain 112 143
Italy 43 48
us 29 30
France 24 40
Luxembourg 22 15
Germany 21 29
UK 19 24
Netherlands 8 13
Belgium 1 1
Other 58 66
Total 332 409

At 31 December 2018 and 2017, the value of defined ben-
efit plan assets placed in sovereign debt instruments is as

follows:

Millions of Euros

31 31

Country December December
2018 2017

Spain 79 99
Italy 27 25
France 4 4
Germany 2 —
Other 19 16
Total 131 144
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Shares and fixed-income instruments have quoted prices
in active markets. The expected return on plan assets was
estimated taking into account forecasts for the main fixed
income and equity markets and assuming that the various
asset classes would have similar weights to those of the
preceding year. The average return rate in 2018 was 3.24%,
negative (3.79% positive in 2017).

Currently, the investment strategy and risk management
are the same for all plan participants, with no correlation

strategy between assets and liabilities.

Other information

At 31 December 2018 the weighted average duration, cal-
culated based on probable flows of the obligation, was
16.1 years (16.7 years at 31 December 2017), and the cal-
endar for payments of defined benefit obligations is as

follows:

Millions of Euros

31 31

December December

2018 2017

Year 1 48 41
Year 2 52 46
Year 3 55 50
Year 4 59 54
Year 5 62 57
Commencing year 5 1,869 1,825
Total 2,145 2,073
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The classification of defined benefit plan assets measured
at fair value by fair value hierarchy at 31 December 2018
and 2017 are as follows:

Millions of Euros

31 December 2018

31 December 2017

v;jg Level 1 Level 2 Level 3 FairValue Level 1 Level 2 Level 3
Defined benefit plan assets 604 536 53 15 681 587 74 20

The valuation of assets classified as Level 3 is determined
based on valuation reports prepared by the corresponding

management company.

In 2018 and 2017 amounts recognised for defined-benefit

In 2018 and 2017 amounts recognised for defined-benefit
pension obligations in the Consolidated statement of other

comprehensive income are as follows:

Millions of Euros

. . . . . . . Notes 2018 2017
and defined contribution pension obligations in the consol-
) ) Actuarial return on plan assets excluding (30) 13
idated income statement, are as follows: interest expense
Actuarial gains and losses (3) 114
. Change in the limit to surplus due to = —
Millions of Euros adoption of IFRIC 14 and paragraph 57 (b)
Notes 2018 2017 of IAS 19
Plan assets (44) (32) Total 15.1.10 (33) 127
Current cost during the year' 27 (11) (14)
Net finance costs 30 (18 (a8 At 31 December 2018, based on the best estimate availa-
Other current cost during the year 27 (18) —_ . . ) . .
gmhey ble, forecast contributions to defined benefit plans in 2019
Defined contribution (55) (50) ) .
: amount to approximately Euros 20 million.
Current cost during the year? 27 (55) (50)
Total (99) (82)

1 In 2018, it includes Euros 7 million of the current cost relating to
employees who opted to take early retirement, which had been recognised
previously under provisions for workforce restructuring and transferred
during the year to pension obligations (Euros 9 million in 2017).

2 In 2018 and 2017 Euros 34 million and Euros 32 million were also
contributed, respectively, which had been previously included under
provisions for workforce restructuring plans.
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Sensitivity analysis

At 31 December 2018 and 2017, the sensitivity of the val-
ue of the actuarial liability for pensions to fluctuations in
the main actuarial assumptions, with the other variables

remaining constant, is as follows:

Millions of Euros

31 December 2018

31 December 2017

Assumption Pensions Other defined peneﬁts Pensions Other defined k?enefits
commitments commitments

50 b.p. decrease in the interest rate 68 64 75 61
50 b.p. increase in the interest rate (60) (57) (67) (54)
50 b.p. decrease in the Consumer Price Index (CPI)? (10) (57) (13) (62)
50 b.p. increase in the Consumer Price Index (CPI)! 1 64 13 62
1% increase in healthcare costs N/A 2 N/A 1
1 year increase in the life expectancy of working and retired 22 28 24 26

employees

1 Benchmark percentage for estimating salary increases.

17.2. Provisions
for workforce
restructuring plans

Provisions for the various workforce restructuring plans in-
cluded in the consolidated statement of financial position
are the result of individual or collective agreements with
employees, whereby the Company undertakes to furnish a
future consideration in the event of termination of employ-
ment or suspension of the employment arrangement by

agreement between the parties.

17.2.1. Workforce
reduction plans

At 31 December 2018, there were mainly three types of

plans in force:

- Workforce reduction plans approved by the former
companies before the corporate restructuring process
in 1999. A total of 5 people were considered in the val-

uation (183 people at 31 December 2017).
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- Voluntary redundancy scheme approved in 2000. The
scheme applies to employees with at least ten years
of service in the group of companies concerned at 31
December 2005. A total of 65 people were considered
in the valuation of this scheme (129 people at 31 De-
cember 2017).

- Mining Plans for 2006-2012. Employees are enti-
tled to opt for inclusion in the plans on reaching 52
years of age (physically or equivalent) in 2006-2012,
provided that at that date they have at least three
years of service and eight years in a position with
a reduction coefficient. A total of 835 people are
considered in the valuation (858 people at 31 De-
cember 2017).

- Mining plan for 2016: the group of employees affected
by the Contract Termination Agreement is guaranteed
from the moment their contract is terminated until the
legal age of retirement to complete their gross ordinary
remuneration up to 80%. A total of 69 people are con-
sidered in the valuation, (70 people at 31 December
2017).

As of 31 December 2018, all personnel of ENDESA af-

fected by the aforementioned workforce reduction plans
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approved by the Administration are in a situation of early

retirement.

Movement in provisions for workforce reductions plans in
2018 and 2017 is as follows:

Millions of Euros

Notes 2018 2017
Opening balance 120 160
Amounts charged to the income statement 2 (8)
Personnel expenses 27 2 (4)
Financial income and expense 30 — (4)
Transfers to current and other (44) (32)
Closing balance 78 120
At 31 December 2018, the Current provisions heading of
the consolidated statement of financial position includes
Euros 65 million of provisions for workforce reductions
plans (Euros 73 million payable in 2017) (see Note 24).
Actuarial assumptions
The assumptions used in the actuarial calculation of the
obligations arising under these workforce reductions plans
at 31 December 2018 and 2017 are as follows:
31 December 31 December
2018 2017
Interest Rate 0.78% 0.65%
CPI 2.00% 2.00%
Mortality Tables PERM/F 2000 PERM/F 2000
Sensitivity analysis
At 31 December 2018 and 2017, the sensitivity of the value
of the actuarial liability for restructuring plans to fluctua-
tions in the main actuarial assumptions, with the other var-
iables remaining constant, is as follows:
Millions of Euros
Assumption 31 December 2018 31 December 2017
50bp increase 50bp decrease 50bp increase 50bp decrease
Interest Rate (4) 5 6) 7
CPI 2 (1) 2 2)

1 Benchmark percentage for estimating salary increases.
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17.2.2. Agreement on
voluntary suspension
or termination of
employment contracts
2013-2018

On 3 December 2013, ENDESA and employee represent-
atives signed an "Agreement on Voluntary Suspension or
Termination of Employment Contracts in 2013-2018 on the
framework agreement of guarantees for ENDESA, S.A.
and its electricity subsidiaries’, which was registered in a
Resolution by the Department of Employment of 29 De-
cember 2013, published in the Official State Gazette (BOE)
on 24 January 2014, which will apply to employees affect-
ed by any reorganisation processes that may be carried out

during this period.

This Agreement, finalised on 31 December 2018, focuses
on two groups and contemplates the following measures
for each of them, and the mutual agreement of the com-
pany and the employee will be essential for them to be

applied:

Millions of Euros

- For employees under 50 years old, it contemplates the
possibility of the company to offer the possibility to ter
minate the employment contract with the payment of

a compensation.

- For employees over 50 years old, it contemplates the
possibility of the company to offer the suspension of
the employment contract for one year, in exchange for
a regular income during the suspension period. This
suspension may be renewed for annual periods up to
the ordinary date of retirement of the employee, pro-
vided neither the employee nor the company request

the reinstatement of the employee.

During the 2013-2018 period, successive agreements have
been signed with the union representatives of the employ-
ees for which ENDESA has committed not to exercise,
in certain cases, the power to request the return to the
company in the subsequent annual renewals of the signed
agreements of suspension of the employment contract.
At 31 December 2018, there were 1,423 employees with
a the contract suspended pursuant to these Agreements
(1,421 employees at 31 December 2017).

Details at 31 December 2018 and 2017 of provisions for

contracts suspensions are as follows:

31 December 31 December

Notes 2018 2017
Provisions for long-term workforce restructuring plans
Contract suspensions 536 653
Provisions for short-term workforce restructuring plans
Contract suspensions 24 123 13
Total 659 766

The provisions covered the total cost to be undertaken by
the Company during the period for which, in accordance
with the commitments undertaken up to 31 December
2018, the Company cannot prevent the employment con-

tract from being suspended.
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Movements in this non-current provision in 2018 and 2017

are as follows:

Millions of Euros

Notes 2018 2017
Opening balance 653 788
Amounts charged to the income statement 3 (4)
Personnel expenses 27 (4)
Financial income and expense 30 1 —
Transfers to current and other (120) (131)
Closing balance 536 653
Actuarial assumptions
The assumptions used in the actuarial calculation of the ob-
ligations arising from the contracts suspension agreement
at 31 December 2018 and 2017 are as follows:
31 December 31 December
2018 2017
Interest Rate 0.78% 0.65%
Future Increase in Guarantee 2.00% 2.00%
Increase in Other Items 2.00% 2.00%
Mortality Tables PERM/F2000 PERM/F2000
Sensitivity analysis
At 31 December 2018 and 2017, the sensitivity of the value
of the actuarial liability for contracts suspensions to fluc-
tuations in the main actuarial assumptions, with the other
variables remaining constant, is as follows:
Millions of Euros
31 December 2018 31 December 2017
Assumption 50bp 50bp 50bp 50bp
increase decrease increase decrease
Interest Rate (14) 15 (17) 19
Guargnltee‘and 13 (12) 16 (16)
remaining items
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17.3. Other provisions

Details of this heading in the consolidated statement of
financial position at 31 December 2018 and 2017 are as

follows:

Millions of Euros

Provisions for litigation, Provisions for
Notes  termination benefits and other decommissioning Total

legal or contractual obligations costs
Balance at 31 December 2017 701 957 1,658
Operating expenses (62) (6) (68)
Charges 39 1 40
Reversals (101) (7) (108)
Financial income and expense 30 4 10 14
Net provisions charged to property, plant and equipment 6 — 159 159
Payments (29) (8) (37)
Transfers and other (3) (2) (5)
Changes in consolidated group 5.2 — 1 1
Balance at 31 December 2018 611 1,11 1,722

Millions of Euros

Provisions for litigation, Provisions for
Notes  termination benefits and other decommissioning Total

legal or contractual obligations costs
Balance at 31 December 2016 728 975 1,703
Operating expenses 4 — 4
Charges 94 13 107
Reversals (90) (13) (103)
Financial income and expense 30 8 9 17
Net provisions charged to property, plant and equipment 6 — (8) (8)
Payments (41) (13) (54)
Transfers and other — — —
Changes in consolidation scope? 5A52a3n? 2 (6) (4)
Balance at 31 December 2017 701 957 1,658

1 Corresponds to the acquisition of the ICT activity (Euros 2 million) (see Note 5.5) and the deconsolidation of Nueva Marina Real Estate, S.L. (Euros 6 million)
(see Note 2.3.1).

At 31 December 2018 and 2017, the detail of provisions for

decommissioning costs by type of plant is as follows:

Millions of Euros

Notes 31 December 31 December

2018 2017

Nuclear power plants 552 538
Other plants 442 298
Dismantling of meters 97 94
Decommissioning of mines 20 27
Total 3aand 6 1,11 957
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Litigation and arbitration

At the date of authorisation for issue of these consolidated
financial statements, the main litigation and arbitration pro-

ceedings involving ENDESA companies were as follows:

- 2 distinct legal actions are ongoing against ENDESA
Distribucion Eléctrica, S.L.U. in respect of forest fires in
Catalonia. These actions could give rise to an obligation
to settle miscellaneous claims for damages of a com-

bined value of around Euros 33 million.

- On 8 May 2008, a decision was made on the motion
filed by ENDESA, S.A. at the Spanish Supreme Court
to quash a ruling by the Spanish High Court rendering
null and void the Order of 29 October 2002 regulating
the competition transition costs (CTC) for 2001, passed
in the appeal for judicial review no. 825/2002 filed by
Iberdrola, S.A. The Supreme Court dismissed ENDESA,
S.A’s motion to quash the ruling from the High Court.
Implementation of this decision is not expected to have
any material economic effect for ENDESA, S.A., among
other reasons because the ruling did not mention any
possible amounts of competition transition costs, but
merely stated that, in view of the total amount of book
capital gains obtained by ENDESA, S.A. from the sale
of Electra de Viesgo, S.L., there would be some capital
gains in relation to the competition transition costs, but
neither this ruling nor the Supreme Court appeal ruling
stated any amount on which calculation of the potential
impact on ENDESA, S.A. could be based.

- By order of the Ministry of the Environment and Ru-
ral and Marine Media (currently Ministry for the Eco-
logical Transition and Ministry of Agriculture, Fisheries
and Food) dated 17 June 2008, ENDESA Generacién,
S.A.U., harmed by its inability to implement the Jano-
vas dam and the termination of the three hydroelectric
facilities associated with this work, was awarded com-
pensation to pay the concession holder for the expens-
es incurred, including interest at the legal interest rate,
for the purpose of which an agreement would be draft-
ed for the full or partial reimbursement of the conces-
sion holder the extension of the Cinqueta concession
at the Lafortunada plant (which had expired on 12 July
2007). However, the resolution handed down by the

Director General for Water on 15 June 2012, ordered

that the termination proceedings for the Lafortuna-
da-Cinqueta concession be investigated and required
the Confederacion Hidrografica del Ebro (CHE) to justify
the expenses incurred in relation to the Janovas facili-
ties, in order to ensure the compensation received by
the concession holder was the most appropriate for the
public interest. ENDESA Generacién, S.A.U. filed an ap-
peal against this ruling with the Secretary of State and
the Environment requesting the temporary suspension
of these proceedings, which would have been carried
out in accordance with prevailing legislation, on the
grounds that at that date no decision had been made
on the appeal nor had the suspension been rejected.
Nonetheless, on 22 December 2017 ENDESA Gener
acion, S.A.U. was informed of the Resolution passed
by the Ministry of Agriculture and Fishing, Food and the
Environment of 14 December 2017, which declared the
concession to be extinguished and ordered the Salto
de Lafortunada-Cinqueta hydroelectric facility to be re-
verted to the state. ENDESA Generacién, S.A.U. has
filed an application for judicial review was filed with the
Regional Appeal Court of Madrid against the implied re-
jection of the appeal filed against the Resolution hand-
ed down by the Director General for Water on 15 June
2012, in addition to an application for judicial review
before the corresponding High Court against the Res-
olution of the Ministry of Agriculture and Fishing, Food
and Environment (currently Ministry for the Ecological
Transition and Ministry of Agriculture, Fishing and Food)
of 14 December 2017, that are currently being substan-

tiated using the appropriate channels.

On 11 May 2009, the Ministry for Energy, Tourism and
Digital Agenda (currently Ministry for the Ecological
Transition) issued an Ministerial Order imposing four
distinct fines, to a combined value of Euros 15 million,
on ENDESA Generacion, S.A.U. as the operator of the
nuclear plant Asco |, in connection with a radioactive
particle leak in December 2007, on the basis that the
company had committed four serious violations contra-
ry to the Nuclear Energy Act 1964,Law 25/1964 of 29
April 1964. This Order was appealed against before the
High Court, and on 1 December 2009 it ruled to stay
the execution of the decision under challenge. ENDESA
paid into court a bank guarantee covering the value of
the fine. At the date of authorisation of these consoli-
dated financial statements, the Spanish High Court has
suspended the appeal proceedings under its ruling of
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6 April 2011, for as long as the decision on the criminal

proceedings 111/2011 remain pending at the Court of
First Instance no. 1 in Gandesa (Tarragona). An Order
dated 13 June 2016 enforced the continued suspension
of the case until a final decision was handed down on
the criminal proceedings. In addition, the Director Gen-
eral of Energy Policy and Mines imposed two fines of
a combined value of Euros 90 thousand for minor in-
fringements relating to the same incidents. These fines
were contested in administrative proceedings, and lat-
er in judicial review and with respect to which a) on the
Euros 15 thousand appealed against before the Central
Judicial Review Court, a Judgement was handed down
on 3 July 2012, dismissing the appeal and the penalty
was paid, and b) the penalty of Euros 75 thousand was
appealed against before the Madrid High Court of Jus-
tice, judicial review number 189/2010, and the proce-
dure was suspended by the Order of 16 July 2012, due
to the existing criminal proceedings, which continued
in 2018. With regard to the criminal case, the Court of
Gandesa (Tarragona) handed down an Order dated 21
October 2015, whereby it agreed to provisionally dis-
miss the case. The above Order was appealed by the
prosecution and other claimants. Under an Order dated
25 October 2016, the appeals were partially upheld, re-
voking the dismissal agreed. An appeal was filed before
the Provincial Appeal Court by Asociacion Nuclear As-
c6-Vandellés 1l, A.LLE. and the defence lawyers of those
under investigation, continuing with the criminal case
under way, hence the judicial review procedures remain
suspended. Under an Order dated 16 March 2017, the
Provincial Court ruled on appeal 1119/2016 filed against
the Order of October 2016 handed down by the Gande-
sa (Tarragona) Court, declaring that there was no cause
for appeal, on the grounds that for procedural reasons
no ruling should be made on the merits of the case;
and that the examining judge must first rule whether
the previous phase of the investigation is complete, re-
solve to open a summary procedure or close the case.
By Order of 25 May 2018, of the Court of Gandesa, the
Preliminary Investigation in Summary Proceedings are
transformed for transfer to the Prosecutor and accusa-
tions of the scope of the accusation and they request
oral judgement (or dismissal) in 5 days, or exceptional-
ly additional proceedings. It alludes to the complexity
of the enormous evidence practiced and contradiction
of the opinions, which could only be resolved in the

oral proceedings. On 7 June 2018, Asociacién Nuclear
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Asco-Vandellds I, A.LE. lodged an appeal before the
Provincial Court of Tarragona. On 19 November 2018, a
plea was filed requesting the dismissal of the appeal for
reform filed by the Public Prosecutor in which the latter
requested the annulment of the transfer of the appeal,
in what appears to be an attempt to obtain an “extra”

period” to formulate the challenge.

On 22 February 2012, the National Commission of
Markets and Competition (CNMC) notified ENDESA
Distribucién Eléctrica, S.L.U. of its decision to impose
a penalty of Euros 23 million for alleged unlawful con-
duct in the electricity facility market, by tendering offers
for non-reserved facilities while informing the supply
applicant of the technical and economic terms of its
application. ENDESA Distribucién Eléctrica, S.L.U. ap-
pealed the sanction before the National Court, which
suspended the payment of the fine. The National Court
dismissed the administrative appeal filed against the
fine imposed on ENDESA Distribucién Eléctrica, S.L.U.
amounting to Euros 23 million. In turn, a cassation ap-
peal was filed before the Supreme Court against said
Judgment. On 14 July 2017, the Supreme Court issued a
judgment partially upholding the appeal filed in relation
to the reason given regarding the lack of proportionality
of the fine. The Supreme Court agrees, therefore, to
annul the sanctioning resolution as far as the amount of
the fine is concerned and orders the National Commis-
sion of Markets and Competition (CNMC) to recalculate
said amount.

On 17 July 2014, a resolution issued by the Spanish
Markets and Competition Commission (CNMC) was
received, proposing a fine on ENDESA Distribucién
Eléctrica, S.L.U. of Euros 1 million for alleged abuse
of its dominant position entailing wrongful receipt of
payment for execution of network extension installa-
tions for charging an uncontrolled price for the network
extension which, according to the CNMC's interpreta-
tions of regulations, should be charged according to a
scale. On the contrary, ENDESA Distribucion Eléctrica,
S.L.U. considers that it applied industry regulations
correctly according to numerous judgements handed
down which it presented during the process. ENDESA
Distribucién Eléctrica, S.L.U. appealed this ruling before
the High Court on the grounds that it was contrary to
the law, and requested temporary suspension of the

fine. The National Court provisionally suspended the ex-
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ecution of the fine. Subsequently, on 7 May 2018, the

National Court issued a judgement in which it partially
upheld the appeal filed by ENDESA Distribucién Eléc-
trica, S.L.U. and it cancelled the sanctioning resolution,
considering that the fine had been calculated accord-
ing to criteria that were not in accordance with the law
and against the principle of proportionality. The case is

pending execution.

On 13 April 2015, ENDESA Generacion, S.A.U. was no-
tified of the settlements issued by the Guadalquivir Hy-
drographic Federation (CHG) regarding reserve power
for electricity generation at the Tranco de Beas, Gua-
dalmellato, Guadalen, Bembezar, Izndjar, Guadalmena,
Dofa Aldonza and Pedro Marin hydroelectric plants in
the second half of 2009 and in the years from 2010 to
2013, for Euros 11 million. Settlements in the amount
of Euros 3 million in 2014 and Euros 2 million in 2015
were subsequently notified. Previously, in December
2014 and January 2015, ENDESA Generacion, S.A.U.
received settlements for levies for output of these
plants for Euros 3 million for 2011 and 2012, and Euros
2 million for 2013 and subsequently for Euros 1 million
for 2014, and another Euros 1 million for 2015. ENDESA
Generacion, S.A.U. has contested all those settlements
before the Regional Appeal Court of Andalusia, and an
appeal for judicial review is currently being processed.
Notwithstanding the foregoing, all such settlements

have been paid.

The administrative authorisations of the “Pefa del
Gato"” and "Valdesamario” wind farms held by Energias
Especiales del Alto Ulla, S.A.U. (100% owned by ENEL
Green Power Espafa, S.L.U. (EGPE), were invalidated
through Supreme Court Decisions of 13 July 2015 and
5 May 2017 respectively on the grounds that the Envi-
ronmental Impact Statement had not been processed
correctly. For the same reasons, the licences granted
by the Municipal Councils of Valdesamario and Riello
for the Valdesamario wind farm were also invalidated
(Ruling of the High Court of Castilla y Ledn dated 26
June 2017 and Ruling of the Regional Appeal Court
of Ledn of 30 May 2017 both finals) in addition to the
permits for the farm’s feed-in infrastructures (Ruling of
the Regional Appeal Court of Castilla y Ledn of 13 and
19 March, which were contested by its owner, Promo-
ciones Energéticas del Bierzo, S.L. (100% owned by
ENEL Green Power Espana, S.L.U. (EGPE)), with the

-
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Supreme Court having rejected 2 of the 3 appeals filed
by the ruling of 20 December 2018) and the approval of
the Ponjos electrical substation transformation project
(Ruling of the Administrative Court 1 of Ledn of 31 May
2017 contested by Promociones Energéticas del Bier
zo, S.L.U. with the appeal being rejected and pending
an appeal for judicial review). Turning to the Pefa del
Gato Wind Farm, a fresh administrative authorisation
was secured on 8 May 2017 (after re-processing the
project, rectifying the defects in the environmental
impact report). The facilities were commissioned on
3 January 2018 (14 machines), and the remaining 11
machines on 4 April 2018, after receiving the permit
for the occupation of public forest, in line with new ad-
ministrative requirements. In the ruling on the enforce-
ment, the Regional Appeal Court of Castilla y Ledn has
annulled the new administrative authorisation granted
by Order of 30 July 2018, on the understanding that it
was issued with the purpose of avoiding the ruling of
the Regional Appeal Court of 13 July 2015. An appeal
for reconsideration was filed against said Order by the
Regional Government of Castilla y Ledn and Energias
Especiales del Alto Ulla, S.A.U., which was dismissed
by Order of 21 December 2018, which is expected to
be challenged by filing an appeal for judicial review be-

fore the Supreme Court.

With regard to the Valdesamario wind farm, currently
closed, Energias Especiales del Alto Ulla, S.A.U. also
requested the re-processing of the administrative au-
thorisation and will request the cancelled permits be
re-assessed. Similar steps will be taken regarding the
feed-in infrastructures and the Ponjos electrical substa-
tion transformation.

On 11 January 2016, a lawsuit was received in which
the Andalusia regional government claimed an in-
demnity from ENDESA Distribuciéon Eléctrica, S.L.U.
related to damages arising from a fire which was al-
legedly started by a line located in Paraje Gatuna en
Alhama de Almeria, which caused the destruction of
3,259 hectares of public and private land considered
a danger zone. Euros 35 million were demanded for
expenses related to fire extinguishing, environmental
damages, and losses arising from burnt products. On
25 April 2018, a judgement was handed down by the
Court of First Instance of Almeria, partially upholding

the claim filed by the Andalusian Regional Government
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and sentencing ENDESA Distribucién Eléctrica, S.L.U.
to pay Euros 8 million plus legal interest from 4 Novem-
ber 2015, which is when the claim was filed. This ruling
has been appealed by ENDESA Distribucion Eléctrica,
S.L.U. however, the principal claimed was recorded in
the Court.

The Supreme Court issued several rulings on appeals
submitted by ENDESA, S.A. against the obligation to
finance the social bonus established in outdated Arti-
cle 45.4 of Act 24/2013 of 26 December 2013, on the
Electricity Sector (declared void due to incompatibility
with Directive 2009/72/EC of the European Parliament
and Commission, dated 13 July 2009, as set forth in
Supreme Court rulings of 24 and 25 October 2016 and
2 November 2016). The Supreme Court recognised
the right of ENDESA, S.A. to be compensated for the
amounts paid as social bonuses, as per the article de-
clared void, ruling that all the amounts paid for this
concept plus corresponding legal interest should be
reimbursed. The authorities submitted applications for
nullification of these rulings, but these were dismissed
by the Supreme Court. The authorities submitted two
appeals before the Constitutional Court against said dis-
missal, which are pending a resolution. ENDESA, S.A.
submitted arguments before the Constitutional Court,
requesting the following: () Inadmissibility of the final
appeal because the authorities are not the grantors of
fundamental rights (effective legal protection); (Il) Inad-
missibility of the final appeal because the authorities
do not hold a legitimate interest in the nullification of
Supreme Court rulings; (I1l) Moreover, the rulings by the
Supreme Court have not violated the authorities’ right
to effective legal protection ensuring proper defence
and to all the guarantees of the process (see Notes 4
and 26.3).

In relation to the Extremadura eco-tax, an appeal has
been lodged against the settlement claimed for 2006-
2018 under the Government of Extremadura’s Law
8/2005, on Taxation of Facilities Affecting the Environ-
ment in the Autonomous Community of Extremadura.
The appeal argues that this is unconstitutional, and that
one of the key elements required for the tax is absent.
With regard to the former, on 16 February 2015, the
Constitutional Court, in a lawsuit lodged by Gas Natu-
ral Fenosa similar to ENDESA Generacion, S.A.U’s de-

clared the tax to be unconstitutional. On 11 June 2015,
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the Supreme Court upheld the appeal filed for 2006.
On 29 January 2016, the Regional Appeal Court of Ex-
tremadura handed down a favourable Judgement for
2007 which is now definitive. On 23 June 2016, notifi-
cation of a favourable sentence for 2008 was received
from the High Court of Extremadura, which is now fi-
nal. At 23 December 2016, notification was received of
the Judgement for 2009, in which the Regional Appeal
Court of Extremadura dismissed the cassation appeal
filed by Extremadura Council, upholding ENDESA Gen-
eracion S.A.U’s claims to cancel settlement in this year.
On 3 November 2015, the Supreme Court raised a new
issue of unconstitutionality in relation to the 2012 Iber
drola, S.A. Ecotax, which was resolved in the ruling of
5 November 2018. The ruling rejects the unconstitution-
ality issue on the understanding that there is no incom-
patibility between the Ecotax and the Tax on Economic
Activities.

In 2015, the Tax Agency began to inspect ENEL Green
Power Espafna, S.L.U. (EGPE) in relation to (i) Corpo-
rate Income Tax (Individual and Tax Group), for 2010 to
2013, VAT (May 2011 to December 2013), and Person-
al Income Tax (IRPF) withholdings from employees,
professional services, dividends and interest, income
obtained from non-residents (from May 2011 to De-
cember 2013), and on the third instalment payment of
the Tax Group for 2015. It also notified a second agree-
ment regarding the commencement of review pro-
ceedings with ENEL Unién Fenosa Renovables, S.A.
(merged by ENEL Green Power Espafa, S.L.U. (EGPE)
in 2011), in relation to the 2011 income tax expense.
This inspection was completed in 2017 with the sign-
ing of notices of disagreement with the income tax
expense of both EGPE (2010 to 2013, and third pay-
ment fractioned in 2015), and of ENEL Unién Fenosa
Renovables, S.A. (2011). Likewise, infringement pro-
ceedings were reported in relation to the regularisa-
tion of the aforementioned fractioned payment. These
agreements and infringement proceedings were ap-
pealed to the Central Economic and Administrative
Court between 2017 and the beginning of 2018, and
are pending resolution.

In 2016, the Tax Agency notified ENDESA of the agree-
ment to initiate the proceedings regarding the consol-
idated tax group to which ENDESA, S.A. belongs and
its subsidiaries with respect to income tax expense for
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2011 to 2014. In April 2018, notices of disagreement of and are the result of differing criteria on the deducti-
the consolidated income tax expense group for 2011 to bility of plant decommissioning expenses and certain
2014 were signed for Euros 44 million (Euros 38 million financial expenses during the audited period.

tax and Euros 6 million interest) and Acts of Dissatis-

faction of the Group of Entities for the purposes of the The Directors of the Parent Company consider that the pro-
Value Added Tax (VAT) amounting to Euros 15 million visions recognised in the consolidated financial statements
(Euros 13 million of quota and Euros 2 million of inter adequately cover the risks relating to litigation, arbitration
est). On 9 July 2018, the final settlement agreements and other matters referred to in this Note, and do not ex-
were issued, which were appealed on 27 July 2018 pect these issues to give rise to any liability not already
before the Central Economic and Administrative Court. provided for.

The concepts under discussion with probability of pos-

sible loss amount, in the case of Value Added Tax (VAT), Given the nature of the risks covered by these provisions,
to Euros 11 million (Euros 9 million of quota and Euros it is impracticable to determine a reasonable timetable of
2 million of interest) and has its origin in the difference payment dates, if any.

of criterion on the calculation of the prorate, and in the

case of the Income Tax to Euros 27 million (Euros 24 Payments made to settle litigation in 2018 and 2017 came

million for the tax rate and Euros 3 million in interest) to Euros 14 million and Euros 13 million, respectively.
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18. Interest-bearing loans
and borrowings

18.1. Current and non-
current interest-bearing
loans and borrowings

Details of current and non-current interest-bearing loans
and borrowings on the consolidated Statement of Financial

Position at 31 December 2018 and 2017 are as follows:

Millions of Euros

31 December 2018

Notes Nominal Value Carrying Amount Fair
(Non-Current and Total

Current) Non-current  Current Value

Bonds and other marketable securities 932 19 920 939 939

Bank borrowings 1,543 1,488 53 1,541 1,625

Other borrowings' 3,635 3,462 73 3,535 4,005

Total Interest-bearing Loans and Borrowings excluding Derivatives 19 6,010 4,969 1,046 6,015 6,569

Derivatives 19.3 71 6 — 6 6

Total 6,081 4,975 1,046 6,021 6,575
1 Includes finance leases amounting to Euros 432 million (non-current) and Euros 22 million (current) (see Note 9.1).

Millions of Euros
31 December 2017
Notes Nominal Value Carrying Amount Fair
(Non-Current and Total

Current) Non-current  Current Value

Bonds and other marketable securities 916 35 889 924 924

Bank borrowings 910 892 18 910 943

Other borrowings'’ 3,546 3,475 71 3,546 4,080

Total Interest-bearing Loans and Borrowings excluding Derivatives 19 5,372 4,402 978 5,380 5,947

Derivatives 19.3 13 12 — 12 12

Total 5,485 4,414 978 5,392 5,959

1 Includes finance leases amounting to Euros 452 million (non-current) and Euros 23 million (current) (see Note 9.1).
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At 31 December 2018 and 2017 the detail of the Nominal
Value of the interest-bearing loans and borrowings by ma-

turity is as follows:

Millions of Euros

Carrying Nominal Value Maturity
amount Fair Nominal
Maturity at 31 Value Non- Value
December Current current 2020 2021 2022 2023 Subsequent
2018
Bonds and other
marketable securities
Fixed rate 2031 19 19 — 12 — — — — 12 12
Floating rate 2019 920 920 920 — — — — — — 920
Total 939 939 920 12 — — — - 12 932
Bank borrowings
Floating rate 2030 1,541 1,625 53} 1,490 130 226 147 147 840 1,543
Total 1541 1,625 53 1,490 130 226 147 147 840 1,543
Other Borrowings
Fixed rate 2036 3,473 3,941 33 3,440 24 25 25 25 3,341 3,473
Floating rate 2023 62 64 40 22 9 13 — — — 73
Total 3,535 4,005 73 3,462 33 38 25 25 3,341 3,635
Total 6,015 6,569 1,046 4,964 163 264 172 172 4,193 6,010
Millions of Euros
Carrying Nominal Value Maturity
amount Fair Nominal
Maturity at 31 Value Non- Value
December Current current 2019 2020 2021 2022 Subsequent
2017
Bonds and other
marketable securities
Fixed rate 2031 19 19 — 12 — — — — 12 12
Floating rate 2019 905 905 889 15 15 — — — — 904
Total 924 924 889 27 15 — — — 12 916
Bank borrowings
Floating rate 2029 910 943 18 892 65 83 95 96 553 910
Total 910 943 18 892 65 83 95 96 553 910
Other Borrowings
Fixed rate 2036 3,494 4,029 33 3,461 23 24 24 24 3,366 3,494
Floating rate 2029 52 51 38 14 — — 12 1 1 52
Total 3,546 4,080 71 3,475 23 24 36 25 3,367 3,546
Total 5,380 5,947 978 4,394 103 107 131 121 3,932 5,372
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At 31 December 2018 and 2017, the breakdown of gross
finance debt before derivatives, by currencies, and the im-

pact of currency hedges, is as follows:

Millions of Euros

31 December 2018
Structure of debt

Initial debt structure Interest Rate
Effects of debt  Subsequent to coverage

; ; coverage ratio ; ;
Amortised Nominal % of total Amortised % of total . Average _ Effective
cost Value cost interest rate  interest rate
Euro 6,015 6,010 100.00% — 6,015 100.00% 1.90% 1.90%
Other — — — — — — — —
Total 6,015 6,010 100.00% - 6,015 100.00% 1.90% 1.90%

Millions of Euros

31 December 2017

Initial debt structure Structure of debt Interest Rate
subsequent to coverage
Effects of debt

. . i . Effective
coverage ratio

Amortised Nominal % of total Amortised % of total . Average interest

cost Value cost interest rate
rate
Euro 5,380 5,372 100.00% — 5,380 100.00% 2.10% 2.10%
Other — — — — — — — —
Total 5,380 5,372 100.00% - 5,380 100.00% 2.10% 2.10%

The movement in the nominal amount of non-current inter-
est-bearing loans and borrowings excluding derivatives in
2018 and 2017 is as follows:

Millions of Euros

Creates cash flow Does not create cash flow
) Nominal Value
Nominal  Repayments Changes at 31
amount at 31 an Nevv in scope of
December 2017 , Borrowings ope transfers December
Redemptions Note333  consolidation 2018
(Note 33.3) (Note 5.2)
Bonds and other marketable securities 27 — — — (15) 12
Bank borrowings 892 (55) 706 104 (157) 1,490
Other Borrowings 3,475 (1) i15; — (27) 3,462
Total 4,394 (56) 721 104 (199) 4,964
Millions of Euros
Creates cash flow Does not create cash flow
Nominal Value Nominal Value
at 31 Repaymeanr;cz New  Changes in at 31
December 2016 Redemptions Borrowings  the scope of transfers Decer;ber
(Note 33.3) (Note 33.3)  consolidation 017
Bonds and other marketable securities 47 (20) — — — 27
Bank borrowings 649 (46) 306 — (17) 892
Other Borrowings 3,499 (8) 9 (2) (23) 3,475
Total 4,195 (74) 315 (2) (40) 4,394
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The movement in the nominal amount of current inter
est-bearing loans and borrowings excluding derivatives in
2018 and 2017 is as follows:

Millions of Euros

Creates cash flow

Does not create cash flow

Nominal Value

Nominal Value

at 31 Repayments New Changes at 31
December and Borrowings in scope of g sfers December
2017 Redemptions Noeasy  consolidation 2018
(Note 33.3) (Note 5.2)
Bonds and other marketable securities 889 (7406) 7422 — 15 920
Bank borrowings 18 (138) 2 12 159 58
Other Borrowings 71 (6,673) 6,647 — 28 73
Total 978 (14,217) 14,071 12 202 1,046
Millions of Euros
) Creates cash flow Does not create cash flow )
Nominal Nominal
Value at 31 Repaymean;(j New Changes in Value at 31
December Redemptions Borrowings  the scope of  Transfers December
2016 (,E)D(e 333 (Nowe 333 gonsolidation 2017
Bonds and other marketable securities 968 (5,640) 5,561 — — 889
Bank borrowings 68 (79) i — 18 18
Other Borrowings 108 (2,250) 2,232 (19) — 71
Total 1,144 (7,969) 7804 (19) 18 978

The average interest on gross interest-bearing loans and
borrowings in 2018 was 1.9% (2.1% in 2017) (see Note
3a.1).

18.2. Other matters

18.2.1. Liquidity
As of 31 December 2018, ENDESAs liquidity rose to Euro

3,040 million (Euro 3,495 million at 31 December 2017) as

detailed below:

Millions of Euros

Liquidity

Notes 31 31

December December

2018 2017

Cash and Cash Equivalents 14 244 399

Unconditional available on 20.4 2,796 3,096
credit lines’

Total 3,040 3,495

1 At 31 December 2018 and 2017, available committed and irrevocable credit
facilities with ENEL Finance International, N.V..

These undrawn credit lines secure the refinancing of cur
rent debt presented in non-current interest-bearing loans
and borrowings in the accompanying consolidated state-
ment of financial position (see Note 3m), which amounted
to Euros 11 million at 31 December 2018 ( Euros 17 million
at 31 December 2017).

The amount of these credit facilities, together with the
current assets, provides sufficient coverage of ENDESAs

short-term payment obligations (see Note 20.4).

18.2.2. Main financial
transactions

The main transactions in 2018 were as follows:

- Within the framework of the ENDESA Grid Moderni-
sation financial transactions signed with the European
Investment Bank (EIB) in 2017, on 29 May 2018, a draw-
down of Euros 500 million euros was made at a variable
rate with a 12 year maturity, repayable from 2022 (see
Note 33.3).
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- The credit lines arranged with various financial institu-
tions maturing in March 2020 (Euros 160 million) and
March 2021 (Euros 1,825 million) were extended.

- The Project Finance bank financing held by some sub-
sidiaries of ENEL Green Power Espafa, S.L.U. (EGPE)
for a total of Euros 160 million (see Note 33.3) was
settled. This financing was extended prior to the ac-
quisition of these companies and has been refinanced
with corporate resources under more competitive con-

ditions.

- On 21 December 2018, ENDESA, S.A. a financing was
subscribed, yet to be paid at the date of preparation of
these consolidated financial statements, with the Eu-
ropean Investment Bank for the amount of Euros 335
million, maturing in 15 years and offering a three-year

grace period.

- During 2018, the Euro Commercial Paper (ECP) pro-
gramme through International ENDESA, B.V., was
maintained, and the outstanding balance at 31 Decem-
ber 2018 was Euros 905 million, renewable with the

backing of irrevocable lines of bank credit.

- On 28 December 2018, the non-renewal of the uncom-
mitted intercompany credit facility signed with ENEL
Finance International N.V., for Euros 1,500 million, was
confirmed.

18.2.3. Financial
stipulations

Certain ENDESA companies’ loans and borrowings contain

the usual covenants in this type of agreement.

At 31 December 2018, ENDESA, S.A. and all its subsidi-
aries, with the exception of one, are complying with their
financial obligations or any obligations that could require

early repayment of their liabilities.

ENDESAs directors do not consider that these clauses
change the current/non-current classification in the con-
solidated statement of financial position at 31 December
2018.
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Financial stipulations

The financing agreements of ENDESA, S.A. and Interna-
tional ENDESA B.V., which carry out almost all of ENDESAs
financing activity in Spain, contain no obligations where-
by failure to maintain certain financial ratios would lead to

breach of contract and early termination.

Further, bond issues made by International ENDESA, B.V.
under its Global Medium Term Notes programmes and
bank financing arranged by ENDESA, S.A. contain the fol-

lowing clauses:

- Negative pledge clauses, whereby neither the issuers
nor ENDESA, S.A. may issue mortgages, liens or other
encumbrances on their assets to secure certain types
of bonds, unless similar guarantees are issued on the

bonds in question.

- “Pari Passue” clauses, whereby the debts and guaran-
tees have at least the same status as any other existing
or future unsecured or non-subordinated debts issued

by ENDESA, S.A. as guarantor, or by the issuers.

In the case of ‘live’ bond issues by International ENDESA
B.V. under its Global Medium Term Notes programmes (Eu-
ros 27 million live at 31 December 2018 and 2017, respec-

tively) these contain:

- Cross-default clauses, whereby debt must be prepaid in
the event of default (over and above a certain amount)
on the settlement of certain obligations of ENDESA,

S.A. as guarantor, or of the issuers.

Credit rating clauses

At 31 December 2018 and 2017, ENDESA, S.A. had entered
into financial transactions with the European Investment
Bank (EIB), with amounts of Euros 1,100 million and Euros
600 million paid, respectively, that could require additional
guarantees or renegotiation if its credit rating were down-

graded to below certain levels.
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Clauses related
to the change
of control

At 31 December 2018, ENDESA, S.A. has loans and other
borrowings from banks and ENEL Finance International,
N.V. of approximately Euros 4,560 million, with an out-
standing debt of Euros 4,225 million, which might have to
be repaid early in the event of a change of control over
ENDESA, S.A. (Euros 5,738 million at 31 December 2017,
with an outstanding debt of Euros 3,738 million).

Clauses related
to the assignment
of assets

Part of the debt of ENDESA S.A. includes restrictions if
a certain percentage of ENDESAs consolidated assets is
surpassed, which varies for the related transactions from
7% t0 10%.

Above these ceilings, the restrictions would only apply,
in general, if no equivalent consideration is received or if
there was a material negative impact on ENDESA, S.A's

solvency.

The amount of debt affected by these clauses at 31 De-
cember 2018 is Euros 1,225 million (Euros 738 million at
31 December 2017).

Project financing

At 31 December 2018, certain ENDESA subsidiaries op-
erating in the renewable energy business and financed

through project finance have a financial debt of Euros 103

million (Euros 159 million at 31 December 2017) (see Notes
6.1, 15.1.12 and 36.1), which includes the following claus-
es:

- These debts and their associated derivatives with a
negative net market value of Euros 6 million might have
to be settled early as a result of a change of sharehold-

ing control (Euros 12 million at 31 December 2017).

- Pledges of shares granted as assurance of compliance
with obligations under contract to financial institutions
for the amount of the outstanding financial debt (see
Notes 6.1 and 36.1).

- Restrictions of sales of assets consisting of obtaining
the authorisation of most lenders, and in certain cases,

of allocating the amount of their sale to repay debt.

- Restrictions in the distribution of profits to sharehold-

ers, subject to the fulfilment of certain conditions.

- The obligation to recognise a debt service reserve ac-
count (see Note 14).

Clauses related
to the fulfilment of
ratios

At 31 December 2018 and 2017, certain ENDESA subsid-
iaries that operate in the renewable generation business
are obliged to comply with specific annual debt servicing
coverage ratios (ADSCR). In reference thereto, with the ex-
ception of one of those companies in which the Directors
are taking the steps necessary to refinance the short-term
debt of Euros 1 milli