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Informe de auditoria de cuentas anuales consolidadas
emitido por un auditor independiente

A los asociados de la Confederacion Espafiola de Cajas de Ahorros:
Opinién

Hemos auditado las cuentas anuales consolidadas de la Confederacion Espafiola de Cajas de
Ahorros (la Entidad dominante) y sus sociedades dependientes (el Grupo), que comprenden el
balance a 31 de diciembre de 2019, la cuenta de resultados, el estado de ingresos y gastos
reconocidos, el estado total de cambios en el patrimonio neto, el estado de flujos de efectivo y la
memoria, todos ellos consolidados, correspondientes al ejercicio terminado en dicha fecha.

En nuestra opinion, las cuentas anuales consolidadas adjuntas expresan, en todos los aspectos
significativos, la imagen fiel del patrimonic y de la situacion financiera del Grupo a 31 de diciembre de
2019, asi como de sus resultados vy flujos de efectivo, todos ellos consolidados, correspondientes al
ejercicio terminado en dicha fecha, de conformidad con las Normas Internacionales de Informacion
Financiera, adoptadas por la Unién Europea (NIIF-UE), y demas disposiciones del marco normativo
de informacion financiera que resultan de aplicacion en Espafia.

Fundamento de la opinion

Hemos llevado a cabo nuestra auditoria de conformidad con la normativa reguladora de la actividad
de auditoria de cuentas vigente en Espafia. Nuestras responsabilidades de acuerdo con dichas
normas se describen mas adelante en la seccidon Responsabilidades del auditor en relacion con la
auditoria de las cuentas anuales consolidadas de nuestro informe.

Somos independientes del Grupo de conformidad con los requerimientos de ética, incluidos los de
independencia, que son aplicables a nuestra auditoria de las cuentas anuales consolidadas en
Espafia, seguln lo exigido por la normativa reguladora de la actividad de auditoria de cuentas. En este
sentido, no hemos prestado servicios distintos a los de la auditoria de cuentas ni han concurrido
situaciones o circunstancias que, de acuerdo con lo establecido en la citada normativa reguladora,
hayan afectado a la necesaria independencia de modo que se haya visto comprometida.

Consideramos que la evidencia de auditoria que hemos obtenido proporciona una base suficiente y
adecuada para nuestra opinion.

Aspectos mas relevantes de la auditoria

Los aspectos mas relevantes de la auditoria son aquellos que, segun nuestro juicio profesional, han
sido considerados como los riesgos de incorreccion material mas significativos en nuestra auditoria
de las cuentas anuales consolidadas del periode actual. Estos riesgos han sido tratados en el
contexto de nuestra auditoria de las cuentas anuales consolidadas en su conjunto, y en la formacion
de nuestra opinién sobre éstas, y no expresamos una opinién por separado sobre esos riesgos.

PricewaterhouseCoopers Auditores, S.L., Torre PwC, P° de la Castellana 259 B, 28046 Madrid, Espaia
Tel.: +34 915 684 400 / +34 902 021 111, Fax: +34 915 685 400, WWW.pwc.es 1
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Confederacion Espafiola de Cajas de Ahorros y sociedades dependientes

Aspectos mas relevantes de la auditoria Modo en el que se han tratado en |a auditoria

Depositaria y custodia de valores de terceros

Tal y como se describe en la nota 1, el Grupo
esta especializado en servicios de valores,
siendo uno de sus principales negocios la
depositaria y custodia de titulos.

El Grupo mantiene registrados en sus cuentas
de orden al 31 de diciembre de 2019,
instrumentos financieros confiados de terceros
por importe de 159.217 millones de euros,
derivados de la operativa de depositaria 'y
custodia prestada a distintas entidades
financieras, tal y como se detalla en las notas
14y 28.3.

Asimismo, por la prestacion de los
mencionados servicios de depositaria y
custodia, el Grupo ha percibido durante el
ejercicio 2019 comisiones por importe de
96.554 miles de euros, tal y como se detalla en
la nota 32, siendo, por tanto, el negocio mas
relevante por cifra de ingresos para el Grupo.

Consideramos este negocio como uno de los
aspectos mas relevantes de la auditoria dada
su relevancia sobre las cuentas anuales
consolidadas en su conjunto, asi como por la
significatividad de los ingresos percibidos por
el mismo.

Nuestro trabajo se ha centrado en el analisis,
evaluacion y comprobacién del control interno, asi
como en la realizacién de pruebas de detalle.

Respecto al control interno, nos hemos centrado
en el disefio y operatividad de los controles del
negocio de depositaria y custodia, principalmente,
en la verificacion de las conciliaciones de titulos y
patrimonios depositados y custodiados de
terceros, asi como de las comisiones devengadas
por la realizacion de esta actividad.

Adicionalmente, hemos realizado pruebas en
detalle consistentes en:

° Obtencién y analisis para una muestra de
la documentacion contractual que rige la
prestacion de servicios entre el Grupo y sus
clientes de depositaria y custodia y cotejo
de su coincidencia con los registros
contables.

. Recalculo de la totalidad de las comisiones
de depositaria y de una muestra de las
comisiones de custodia percibidas durante
el ejercicio 2019.

. Procedimientos de confirmacion de
terceros para una muestra de las
comisiones devengadas durante el gjercicio
por la operativa de depositaria.

o Comprobacion de las conciliaciones de
titulos realizadas por la Direccion del
Grupo, asi como analisis de las partidas en
conciliacion a 31 de diciembre de 2019.

o Confirmacion externa de la totalidad de las
contrapartes depositadas y custodiadas a
31 de diciembre de 2019.

. Comprobacidon del correcto registro de los
desgloses de los saldos revelados en las
cuentas anuales consolidadas del Grupo a
31 de diciembre de 2019.

Como resultado de los procedimientos
anteriormente descritos, no se han puesto de
manifiesto incidencias significativas que afecten a
este aspecto.
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Aspectos mas relevantes de |a auditoria

Valoracion de instrumentos financieros

Al 31 de diciembre de 2019, el Grupo
mantiene inversiones en instrumentos
financieros de diversa tipologia, por importe de
4.281 millones de euros de activo y 1.225
millones de euros de pasivo. Estos saldos
representan al cierre de ejercicio un 36%
sobre el total activo y un 12% sobre el total
pasivo del balance de las cuentas anuales
adjuntas.

A efectos de valoracion, estos instrumentos
financieros se encuentran clasificados como
de nivel 1, nivel 2 y nivel 3. Tal y como se
detalla en la nota 22, el valor razonable de los
instrumentos financieros se determina como
sigue:

o Nivel 1: precio de cotizacidn en
mercados activos.

° Nivel 2: técnicas de valoracion en las
que los inputs significativos estan
basados en datos de mercado
observables directa o indirectamente.

° Nivel 3: técnicas de valoracion en las
que algun input significativo esta basado
en datos no observables en el mercado.

Ademas, la valoracién de los instrumentos
financieros es una de las estimaciones mas
significativas efectuadas por la Direccién del
Grupo, utilizando para ello distintas técnicas y
metodologias de valoracion en funcion de
cada clase de instrumento, tal y como se
explica en las notas 2.2, 2.3y 22 de las
cuentas anuales consolidadas adjuntas.

Por todo lo anterior, consideramos uno de los
aspectos mas relevantes de la auditoria la
clasificacion y valoracion de los instrumentos
financieros debido a la representatividad de
éstos sobre las cuentas anuales consolidadas
y el alto grado de juicio profesional requerido.

Modo en el que se han tratado en la auditoria

Hemos llevado a cabo un entendimiento del
proceso de estimacion efectuado por la Direccion,
con la colaboracion de nuestros expertos en
valoraciones de instrumentos financieros.

Respecto al control internc, nos hemos centrado
en la evaluacion del disefio y operatividad de los
controles de los siguientes procesos:

. Metodologias de calculo aplicadas por la
Direccidn verificando que se encuentran
alineadas con la normativa contable
aplicable.

° Cumplimiento normativo y del
funcionamiento de los modelos internos
aprobados por la Direccion.

° Fiabilidad de las fuentes de datos utilizados
en los célculos y la adecuacion de los
modelos teniendo en cuenta las
circunstancias.

Adicionalmente, hemos realizado pruebas de
detalle consistentes en:

o Comprobacion de que la metodoiogia del
proceso de valoracion llevado a cabo por la
Direccion se encuentra alineada con la
normativa contable aplicable, la practica de
mercado y las expectativas especificas del
sector.

° Comprobacién de la clasificacion de los
instrumentos financieros per niveles, en
funcion de los precios observables en
mercados activos.

. Contraste y reejecucién de la valoracion
efectuada por la Direccion del Grupo en
funcion de su clasificacién, para diferentes
muestras de las carteras de instrumentos
financieros.

° Contraste y reejecucién del test de eficacia
para una muestra de expedientes de
coberturas contables.
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Modo en el que se han tratado en la auditoria

Aspectos mas relevantes de la auditoria

Aspectos asociados a los sistemas informaticos

Dada su operativa, el Grupo utiliza sistemas
informaticos complejos tanto en el propio
ejercicio de su actividad como en los calculos,
procesamientos, registro, almacenamiento,
elabaracién y presentacion de su informacion
financiera y contable. Por tanto, un adecuado
control sobre los mismos, y los protocolos de
acceso a las aplicaciones y bases de datos, es
fundamental para garantizar el correcto
procesamiento de la informacion financiera.

En este contexto, el conocimiento, la evaluacion

y la verificacion de controles generales relativos
a los sistemas de informacion financiera,
incluyendo los accesos a las aplicaciones y
bases de datos, constituyen un area clave de
nuestro trabajo.

Por ello, hemos considerado la efectividad del
marco general de control interno de los
sistemas de informacién relacionados con el
proceso de registro y cierre contable uno de los
aspectos mas relevantes para la realizacion de
ciertos procedimientos de auditoria basados en
el control interno.

© Compraobacion del correcto registro de los
desgloses de los saldos revelados en las
cuentas anuales consolidadas del Grupo a
31 de diciembre de 2019.

En la realizacién de las pruebas anteriormente
descritas, no se han identificado diferencias, por
encima de un rango razonable.

Nuestro trabajo ha consistido en la comprobacién
de los controles generales informaticos y los
controles automaticos de los aplicativos que
soportan los procesos de negocio mas
significativos del Grupo. Para la realizacion de los
trabajos de auditoria realizados en esta area,
hemos contado con la colaboracion de nuestros
especialistas en sistemas de tecnologia de la
informacion.

Los principales procedimientos de auditoria
llevados a cabo sobre los sistemas de informacién
de las sociedades de Grupo considerados
relevantes en el proceso de generacién de la
informacién financiera han sido:

° Comprobacion de los controles en relaciéon
con aspectos derivados del proceso de
explotacion, desarrollo y mantenimiento de
las aplicaciones, seguridad de éstas, asi
como las definiciones de las politicas de
perfil de usuarios y accesos y segregacion
de funciones de los usuarios que acceden a
estos sistemas.

° Entendimiento de los procesos clave de
negocio, identificacion de controles
automaticos existentes en las aplicaciones
que {os soportan y validacién de los mismos.

° Entendimiento y comprobacién del proceso
de cierre contable, generacion de asientos
“non standard”y pruebas selectivas de
extraccion y filtrado de estos asientos
incluidos en los sistemas de informacion
financiera.

Como resultado de nuestros procedimientos, no se
han puesto de manifiesto aspectos relevantes que
pudieran afectar de forma significativa a la
informacion financiera incluida en las cuentas
anuales consolidadas adjuntas.
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Otras cuestiones

Las cuentas anuales consolidadas del Grupo, correspondientes al gjercicio terminado a 31 de
diciembre de 2018 fueron auditadas por otro auditor que expresd una opinidn favorable sobre dichas
cuentas anuales el 20 de febrero de 2019.

Otra informacién: Informe de gestion consolidado

La otra informaciéon comprende exclusivamente el informe de gestion consolidado del ejercicio 2019,
cuya formulacion es responsabilidad de los administradores de la Entidad dominante y no forma parte
integrante de las cuentas anuales consolidadas.

Nuestra opinién de auditoria sobre las cuentas anuales consolidadas no cubre el informe de gestion.
Nuestra responsabilidad sobre la informacién contenida en el informe de gestion consolidado se
encuentra definida en la normativa reguladora de la actividad de auditoria de cuentas, que establece
dos niveles diferenciados sobre la misma:

a) Un nivel especifico que resulta de aplicacidn al estado de la informacién no financiera
consolidada, que consiste en comprobar tinicamente que la citada informacién se ha facilitado
en el informe de gestion consolidado, o en su caso, que se ha incorporado en éste la referencia
correspondiente al informe separado sobre la informacién no financiera consolidada en la forma
prevista en la normativa, y en caso contrario, a informar sobre ello.

b) Un nivel general aplicable al resto de la informacién incluida en el informe de gestion
consolidado, que consiste en evaluar e informar sobre la concordancia de la citada informacion
con las cuentas anuales consolidadas, a partir del conocimiento del Grupo obtenido en la
realizacion de la auditoria de las citadas cuentas consolidadas y sin incluir informacién distinta
de la obtenida como evidencia durante la misma, asi como evaluar e informar de si el contenido
y presentacion de esta parte del informe de gestién consolidado son conformes a la normativa
que resulta de aplicacion. Si, basandonos en el trabajo que hemos realizado, concluimos que
existen incorrecciones materiales, estamos obligados a informar de ello.

Sobre la base del trabajo realizado, segun lo descrito anteriormente, hemos comprobado que la
informacion mencionada en el apartado a) anterior se facilita en el informe de gestion consolidado y
que el resto de la informacion que contiene el informe de gestion concuerda con la de las cuentas
anuales consolidadas del ejercicio 2019 y su contenido y presentacion son conformes a la normativa
que resulta de aplicacion.

Responsabilidad de los administradores de la entidad dominante en relacion con las cuentas
anuales consolidadas

Los administradores de la Entidad dominante son responsables de formular las cuentas anuales
consolidadas adjuntas, de forma que expresen la imagen fiel del patrimonio, de la situacion financiera
y de los resultados consolidados del Grupo, de conformidad con las NIIF-UE y demas disposiciones
del marco normativo de informacion financiera aplicable al Grupo en Espania, y del control interno que
consideren necesario para permitir la preparacion de cuentas anuales consolidadas libres de
incorreccion material, debida a fraude o error.

En la preparacion de las cuentas anuales consolidadas, los administradores de la Entidad dominante
son responsables de la valoracién de la capacidad del Grupo para continuar como empresa en
funcionamiento, revelando, segun corresponda, las cuestiones relacionadas con empresa en
funcionamiento y utilizando el principio contable de empresa en funcionamiento excepto si los citados
administradores tienen intencion de liquidar el Grupo o de cesar sus operaciones, o bien no exista
otra alternativa realista.
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Responsabilidades del auditor en relacién con la auditoria de las cuentas anuales
consolidadas

Nuestros objetivos son obtener una seguridad razonable de que las cuentas anuales consolidadas en
su conjunto estan libres de incorreccion material, debida a fraude o error, y emitir un informe de
auditoria que contiene nuestra opinidn.

Seguridad razonable es un alto grado de seguridad pero no garantiza que una auditoria realizada de
conformidad con la normativa reguladora de la actividad de auditoria de cuentas vigente en Espafia
siempre detecte una incorreccion material cuando existe. Las incorrecciones pueden deberse a fraude
o error y se consideran materiales si, individualmente o de forma agregada, puede preverse
razonablemente que influyan en las decisiones econdmicas que los usuarios foman basandose en las
cuentas anuales consolidadas.

Como parte de una auditoria de conformidad con la normativa reguladora de la actividad de auditoria
de cuentas vigente en Espafia, aplicamos nuestro juicio profesional y mantenemos una actitud de
escepticismo profesional durante toda la auditoria. También:

® Identificamos y valoramos los riesgos de incorreccion material en las cuentas anuales
consolidadas, debida a fraude o error, disefiamas y aplicamos procedimientos de auditoria para
responder a dichos riesges y obtenemos evidencia de auditoria suficiente y adecuada para
proporcionar una base para nuestra opinion. El riesgo de no detectar una ingorreccién material
debida a fraude es mas elevado que en el caso de una incorreccion material debida a error, ya
que el fraude puede implicar colusién, falsificacién, omisiones deliberadas, manifestaciones
intencionadamente erréneas, o la elusién del control interno.

. Obtenemos conocimiento del control interno relevante para la auditoria con el fin de disefiar
procedimientos de auditoria que sean adecuados en funcién de las circunstancias, y no con la
finalidad de expresar una opinion sobre la eficacia del control interno del Grupo.

° Evaluamos si las politicas contables aplicadas son adecuadas y la razonabilidad de las
estimaciones contables y la correspondiente informacién revelada por los administradores de la
Entidad dominante.

° Concluimos sabre si es adecuada la utilizacion, por los administradores de |la Entidad
dominante, del principio contable de empresa en funcionamiento y basandonos en la evidencia
de auditoria obtenida, concluimos sobre si existe 0 no una incertidumbre material relacionada
con hechos o con condiciones que pueden generar dudas significativas sobre la capacidad del
Grupo para continuar como empresa en funcionamiento. Si concluimos que existe una
incertidumbre material, se requiere que llamemos la atencion en nuestrc informe de auditoria
sobre la correspondiente informacion revelada en las cuentas anuales consolidadas o, si dichas
revelaciones no son adecuadas, que expresemas una opinidn modificada. Nuestras
conclusiones se basan en la evidencia de auditoria obtenida hasta la fecha de nuestro informe
de auditoria. Sin embargo, los hechos o condiciones futuros pueden ser la causa de que el
Grupo deje de ser una empresa en funcionamiento.

) Evaluamos la presentacion global, la estructura y el contenido de las cuentas anuales
consolidadas, incluida la informacion revelada, y si las cuentas anuales consolidadas
representan las transacciones y hechos subyacentes de un modo que logran expresar la
imagen fiel.
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] Obtenemos evidencia suficiente y adecuada en relacién con la informacion financiera de las
entidades o actividades empresariales dentro del Grupo para expresar una opinion sobre las
cuentas anuales consolidadas. Somos responsables de la direccion, supervision y realizacién
de la auditoria del Grupo. Somos los Unicos responsables de nuestra opinion de auditoria.

Nos comunicamos con los administradores de la Entidad dominante en relacién con, entre otras
cuestiones, el alcance y el momento de realizacion de la auditoria planificados y los hallazgos
significativos de la auditoria, asi como cualguier deficiencia significativa del control interno que
identificamos en el transcurso de la auditoria.

Entre los riesgos significativos que han sido objeto de comunicacién a los administradores de la
Entidad dominante, determinamos los que han sido de la mayor significatividad en la auditoria de las
cuentas anuales consolidadas del periode actual y que son, en consecuencia, los riesgos
considerados mas significativos.

Describimos esos riesgos en nuestre informe de auditoria salvo que las disposiciones legales o
reglamentarias prohiban revelar publicamente la cuestion.

PricewaterhouseCoopers Auditores, S.L. (80242)
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5.1 ANNUAL ACCOUNTS CECA | CONSOLIDATED ANNUAL ACCOUNTS

CONFEDERACION ESPANOLA DE CAJAS DE

AHORROS AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET AT 31 DECEMBER 2019

(Thousands of euros)

Assets 2019 2018
Cash, cash balances at central banks and other sight deposits (Note 7) 2,269,693 3,268,540
Financial assets held for trading (Note 8,1) 1,849,540 1,920,383
Derivatives 981,563 926,943
Equity instruments 379,531 240,744
Debt securities 488,446 752,696
Loans and advances - -
Memorandum: Loaned or delivered as a guarantee with a sale or pledge right 99,786 96,475
Financial assets not held-for-trading mandatorily measured at fair value through profit or loss (Note 8.2) 39,017 60,413
Equity instruments 8,497 19,093
Debt securities 30n7 41,320
Loans and advances 403 -
Memorandum: Loaned or delivered as a guarantee with a sale or pledge right - 33
Financial assets at fair value through profit or loss (Note 8.3) - -
Financial assets at fair value through other comprehensive income (Note 9) 2,072,461 1,478,973
Equity instruments 14,269 10,295
Debt securities 2,058,192 1,468,678
Loans and advances - -
Memorandum:. Loaned or delivered as a guarantee with a sale or pledge right 823287 137,278
Financial assets at amortised cost (Note 10) 5,075,340 2,499,151
Debt securities 307,700 21,503
Loans and advances 4,767,640 2,477,648
Central banks - -
Credit institutions 4,038,453 1,924,448
Customers 729,187 553,200
Memorandum: Loaned or delivered as a guarantee with a sale or pledge right 464,711 72244
Derivatives - hedge accounting (Note 11) 12,784 17
Changes in the fair value of hedged items in a portfolio with an interest rate risk hedge - -
Investments in joint ventures and associates - -
Joint ventures - -
Associates - -
Property, plant and equipment (Note 13) 52,695 51,207
Property, plant and equipment 45,662 43,991
For own use 45,662 43,991
Assigned under operating lease - -
Assigned to Community Projects - -
Investment property 7,033 7,216
Of which: Assigned under operating lease - -
Memorandum: Acquired under finance lease 2694 -
Intangible assets (Note 14) 195,544 205,713
Goodwill - -
Other intangible assets 195,544 205,713
Tax assets (Note 21) 99,017 18,834
Current tax assets 16,18 18,516
Deferred tax assets 82,899 100,318
Other assets (Note 15.1) 65,940 56,621
Insurance contracts associated with pensions - -
Inventories - -
Rest of other assets 65,940 56,621
Non-current assets and disposal groups of assets classified as held-for-sale (Note 12) 3,002 3,791
Total assets 1,735,033 9,663,643

I~
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5.1 ANNUAL ACCOUNTS CECA | CONSOLIDATED ANNUAL ACCOUNTS

ANNUAL REPORT 2019

CONFEDERACION ESPANOLA DE CAJAS DE

AHORROS AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET AT 31 DECEMBER 2019

(Thousands of euros)

Equity and liabilities 2019 2018
Liabilities
Liabilities held for trading (Note 8.1) 1,211,746 1,376,857
Derivatives 1,021,166 967,023
Short positions 190,580 409,834
Deposits - -
Issued debt securities - -
Other financial liabilities - -
Financial liabilities at fair value through profit or loss - -
Financial liabilities at amortised cost (Note 16) 9,185,655 6,920,907
Deposits 9,035,955 6,641,643
Central banks 445,990 349,573
Credit institutions 1,673,014 1,202,472
Customers 6,916,951 5,089,598
Issued debt securities - -
Other financial liabilities 149,700 279,264
Derivatives - hedge accounting (Note 11) 13,463 6,898
Changes in the fair value of hedged items in a portfolio with an interest rate risk hedge - -
Liabilities covered by insurance or reinsurance contracts - -
Provisions (Note 17) 101,848 122,595
Pensions and other post-employment defined benefit obligations - -
Other long-term employee compensation 41,656 49,710
Procedural matters and litigation regarding pending taxes 9,0M 9,800
Commitments and guarantees granted 303 274
Other provisions 50,878 62,811
Tax liabilities 14,329 19,051
Current tax liabilities - 1,038
Deferred tax liabilities (Note 21) 14,329 18,013
Share capital refundable on demand - -
Other liabilities (Note 15.2) 60,759 106,240
Liabilities included in disposal groups of assets covered by a portfolio interest - -
Total liabilities 10,587,800 8,552,548
3 = ceca
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5.1 ANNUAL ACCOUNTS CECA | CONSOLIDATED ANNUAL ACCOUNTS

CONFEDERACION ESPANOLA DE CAJAS DE

AHORROS AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET AT 31 DECEMBER 2019

(Thousands of euros)

Equity and liabilities 2019 2018
Fondos propios 1,010,855 986,583
Capital - -
Called share capital not paid - -
Memorandum: uncalled share capital - -
Issue premium(Note 19) - -
Equity instruments issued, other than capital - -
Other equity items - -
Retained earnings 981,605 938,482
Revaluation reserves - -
Other reserves (Note 19) 4,982 4,980
(-) Treasury shares - -
Profit attributable to parent company shareholders 24,268 43121
(-) Interim dividends - -
Accumulated other comprehensive income 15,532 7,264
ltems that will not be reclassified to profit or loss 10,158 11,510
Actuarial gains or (-) losses on defined benefit pension plans (Note 18) 5,043 8,764
Non-current assets and disposal groups of assets classified as held-for-sale - -
Changes in the fair value of equity instruments at fair value through other
comprehensive income 215 2,746
Ineffectiveness of fair value hedges of equity instruments at fair value through ) )
other comprehensive income
Changes in the fair value of financial liabilities at fair value through profit or loss . .
attributable to changes in credit risk
ltems that may be reclassified to profit or loss 5,374 (4,246)
Net investment hedging on foreign operations - -
Conversion of foreign currency - -
Hedge derivatives Cash flow hedge reserve - -
gg;npggriiérgstil'\w/eeﬁiiggzlg?N%ftS?g;t instruments at fair value through other 5374 (4.246)
Hedge instruments - -
Non-current assets and disposal groups of assets classified as held-for-sale ) )
(Notes 12 and 18)
Non-controlling interests (Note 20) 120,846 17,248
Accumulated other comprehensive income 2,080 1,066
Other items 18,766 116,182
Total equity 1,147,233 1,111,095
Equity and liabilities 1,735,033 9,663,643
Memorandum
Loan grant commitments (Note 28.1) 713,894 199,602
Financial guarantees granted (Note 28.2) - 52
Other commitments granted (Note 28.3 and 28.4) 1,516,957 183,090
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CONFEDERACION ESPANOLA DE CAJAS DE

AHORROS AND SUBSIDIARIES

CONSOLIDATED INCOME STATEMENT FOR THE YEAR

ENDED 31 DECEMBER 2019

(Thousands of euros)

2019 2018
Interest revenue (Note 29) 79,152 90,055
Financial assets at fair value through other comprehensive income 20,444 29,145
Financial assets at amortised cost 13,178 6,346
Remaining interest revenue 45,530 54,564
Interest expense (Note 30) (92,789) (83,748)
Interest margin (13,637) 6,307
Dividend income (Note 31) 12,756 15,199
Fee income (Note 32) 141,189 134,354
Fee expense (Note 33) (21,437) (15,172)
?gf(\'}\‘%rtéozszfm derecognition in accounts of financial assets and liabilities not carried at fair value through profit or loss, 29,340 23,430
Financial assets at amortised cost 3 3
Remaining financial assets and liabilities 29,337 23,427
Profit or loss on financial assets and liabilities held for trading, net (Note 34) (47,978) (15,900)
Other profits or losses (47,978) (15,900)
Profit or loss on financial assets not held for trading mandatorily measured at fair value through profit or loss, net (Note 34) 2,728 (4,477)
Other profits or losses 2,728 (4,477)
Profit or loss on financial assets and liabilities designated at fair value through profit or loss, net (Note 34) - 10)
Profit or loss resulting from hedge accounting, net (Note 34) 680 (3,824)
Exchange differences, net 75,248 65,158
Other operating income (Note 35) 34,818 46,812
Other operating charges (Note 38) (10,343) (9.814)
Gross margin 203,364 242,063
Administration expenses (129,902) (138,836)
Staff costs (Note 36) (45,579) (52,178)
Other general administrative expenses (Note 37) (84,323) (86,658)
Depreciation and amortisation (Note 40) (44,409) (46,283)
Provisions or reversal of provisions (Note 17) 1,561 12,125
Impairment or reversal of impairment of financial assets not measured at fair value through profit or loss (net) due the 417 490
changes (Notes 22 and 39)
Financial assets at fair value through other comprehensive income (788) 309
Financial assets at amortised cost (629) 181
Impairment or reversal of impairment of investments in joint ventures or associates - -
Impairment, or reversal of impairment, of non-financial assets - -
Property, plant and equipment - -
Intangible assets - -
Other - -
Gains or losses on the disposal of non-financial asset accounts, net (Notes 13 and 14) 4 )
Negative goodwill recognised in the income statement - -
Profit or loss on non-current assets and disposal groups of assets classified as held for sale not qualifying as discontinued
operations, net (Note 12) 1,031 o)
Pre-tax profit or loss from continuing operations 40,224 69,547
Income tax expense or income on earnings from continuing operations(Note 21.2) (M,084) (19,490)
After-tax profit or loss from continuing operations 29,140 50,057
After-tax profit or loss from discontinued operations - -
Profit/(loss) for the year 29,140 50,057
Attributable to non-controlling shareholdings 4,872 6,936
Attributable to parent company shareholders 24,268 43,121
7
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CONFEDERACION ESPANOLA DE CAJAS DE

AHORROS AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2019

(Thousands of euros)

A) STATEMENT OF CONSOLIDATED RECOGNISED INCOME AND EXPENSE

2019 2018
Profit/(loss) for the year 29,140 50,057
Other overall profit/(loss) 9,281 (29,625)
Items that will not be reclassified to profit or loss (1,518) 1,823
Actuarial gains or losses on defined benefit pension plans (Note 36) (5,967) 617
Non-current assets and disposal groups classified as held for sale - -
Changes in the fair value of equity instruments at fair value through other comprehensive 2799 1987
income (Notes 8 and 21.4) ’ ’
Tax on profits relating to items that will not be reclassified (Note 21.4) 650 781
Items that may be reclassified to profit or loss 10,799 (31,448)
Conversion of foreign currency - -
Profit/(loss) on foreign currency exchange recognised under equity - -
Cash flow hedges (effective portion) - -
Gains or losses recognised under equity - -
Transferred to profit or loss - -
Debt instruments at fair value through other comprehensive income (Note 21.4) 15,427 (44,926)
Gains or losses recognised under equity 44,764 (21,499)
Transferred to income statement (Notes 8 and 21.4) (29,337)  (23,427)
Tax on profits relating to items that may be reclassified to profit or loss (Note 21.4) (4,628) 13,478
Total comprehensive income for the year 38,421 20,432
Attributable to non-controlling shareholdings 5,886 3,701
Attributable to parent company shareholders 32,535 16,731
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CONFEDERACION ESPANOLA DE CAJAS DE AHORROS AND
SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31
DECEMBER 2019

(Thousands of euros)

B) CONSOLIDATED STATEMENT OF TOTAL CHANGES IN EQUITY

Equity Non-controlling interests
Otro resultado
Other (-)  Profit attributable global Accumulated other
Share Retained reserves Treasury to parent company (=) Interim acumulado comprehensive income Other Total
Capital premium earnings (Note 19) shares shareholders dividend (Nota 18) (Note 18) items equity
Opening balance (before restatement) at 1 January 2018 - - - 884,465 - 53,940 - 38,700 4,920 110,502 1,092,527
Effects of error corrections - - - - - - - - - - -
Effects of the changes in accounting policies - - - 4,932 - - - (5,046) (619) 604 (129)
Opening balance at 1 January 2018 s s - 889,397 - 53,940 - 33,654 4,301 111,206 1,092,498
Total comprehensive income for the year - - - - - 43,121 - (26,390) (3,235) 6,936 20,432
Other changes in equity - - 938,482 (884,417) - (53,940) - - - (1,960) (1,835)
Dividends (or shareholder compensation) - - - - - - - - - (1,998) (1,998)
Sale or redemption of treasury shares - - - - - - - - - - -
Transfers between components of equity - - 938,406 (884,466) - (53,940) - - - - -
Other increases/decreases in equity - - 76 49 - - - - - 38 163
Ending balance at 31 December 2018 - - 938,482 4,980 - 43,121 - 7,264 1,066 116,182 1,111,095
Effects of error corrections - - - - - - - - - - -
Effects of the changes in accounting policies - - - - - - - - - - -
Opening balance at 01 January 2019 - - 938,482 4,980 - 43,121 - 7,264 1,066 116,182 1,111,095
Total comprehensive income for the year - - - - - 24,268 - 8,268 1,013 4,872 38,421
Other changes in equity - - 43,123 2 - (43,121) - - 1 (2,288) (2,283)
Dividends (or shareholder compensation) - - - - - - - - - (2,288) (2,288)
Sale or redemption of treasury shares - - - - - - - - - - -
Transfers between components of equity - - 43,121 - - (43,121 - - - - -
Other increases/decreases in equity - - 2 2 - - - - 1 - 5
Ending balance at 31 December 2019 - - 981,605 4,982 - 24,268 - 15,532 2,080 118,766 1,147,233
4
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CONFEDERACION ESPANOLA DE CAJAS DE

AHORROS AND SUBSIDIARIES

CASH FLOW STATEMENT FOR THE YEAR ENDED

31 DECEMBER 2019

(Thousands of euros)

2019 2018
Cash flows from operating activities: (965,935) 633,370
Profit/loss for the year 29,140 50,057
Adjustments made to obtain cash flows from operating activities 1,812 96,087
Depreciation and amortisation (Note 40) 44,409 46,283
Other adjustments (42,597) 49,804
Net (increase)/ decrease in operating assets 3,010,971 829,944
Financial assets held for trading (Note 8.1) (123,204) (215,535)
Financial assets not held-for-trading mandatorily measured at fair value through profit or loss (Note 8.2) (22,570) (31,355)
Financial assets at fair value through profit or loss - (256,866)
Financial assets at fair value through other comprehensive income (Note 9) 582,762 (160,483)
Financial assets at amortised cost (Note 10) 2,575,702 (185,556)
Other operating assets (1,719) (19,851
Net increase/(decrease) in operating liabilities 2,014,222 (329,687)
Liabilities held for trading (Note 8.1) 1651 (163,121)
Financial liabilities designated at fair value through profit or loss - -
Financial liabilities at amortised cost (Note 16) 2,264,748 (83,120)
Other operating liabilities (85,415) (83,446)
Corporate income tax income/(expense) (138) (13,031
CASH FLOWS FROM INVESTING ACTIVITIES (30,624) (21,706)
Payments: (32,476) (21,706)
Property, plant and equipment (Note 13) (2,181 1,829)
Intangible assets (Note 14) (30,295) 19,877)
Investments in joint ventures and associates - -
Non-current assets and liabilities classified as held-for-sale - -
Payments received: 1,852 -
Property, plant and equipment - -
Intangible assets - -
Investments in joint ventures and associates - -
Non-current assets and liabilities classified as held-for-sale (Note 12) 1,852 -
CASH FLOWS FROM FINANCING ACTIVITIES (2,288) (1,999)
Payments: (2,288) (1,999)
Dividends (2,288) (1,999)
Subordinated liabilities - -
Redemption of treasury shares - -
Acquisition of treasury shares - -
Payments received: - -
Effect of fluctuations in exchange rates - -
Net increase/(decrease) in cash and cash equivalents (998,847) 609,666
Cash and cash equivalents at the beginning of the year 3,268,540 2,658,874
Cash and cash equivalents at the end of the year 2,269,693 3,268,540
Memorandum
Components of cash and cash equivalents at the end of the year
Cash 153,912 19,016
Cash balances at central banks 2,009,191 3,046,432
Other sight deposits 106,590 103,092

Less: Bank overdrafts repayable on demand
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Translation of a report originally issued in Spanish based on our work performed in accordance with the International Standards on Audit.
In the event of a discrepancy, the Spanish-language version prevails.

CONFEDERACION ESPANOLA DE CAJAS DE
AHORROS AND SUBSIDIARIES COMPOSING
THE CONFEDERACION ESPANOLA DE CAJAS
DE AHORROS GROUP

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2019

1. INTRODUCTION, BASIS OF PRESENTATION OF THE CONSOLIDATED
FINANCIAL STATEMENTS AND OTHER INFORMATION

1.1. INTRODUCTION

Confederacion Espafiola de Cajas de Ahorros (“CECA” or “the ENTITY”) is a banking institution
established in Spain in accordance with applicable Spanish law. CECA operates mainly in Spain.
Its registered office is at calle Alcala, 27, Madrid. Public information on the CECA can be consulted
both on the CECA's corporative website (www.cajasdeahorros.es) and at its registered office.

CECA is the National Association of all member, or potential member, popular savings banks,
whether or not they are grouped together in Federations. Membership of CECA, with the same
rights and obligations, is also open to financial entities which, in accordance with current
legislation, carry on the financial activity of one or several savings banks.

In 2012, following approval by the competent authorities, CECA carried out a spin-off of all its
assets and liabilities, except certain assets and liabilities relating to its community projects, to
Cecabank, S.A., (the “Bank”) a financial institution incorporated in that year, which was subrogated
to all the rights and obligations held by the CECA until that date. As a result of this spin-off, since
2012 CECA has been carrying on its activity through Cecabank, S.A., an entity in which CECA holds
an 89% ownership interest and carries out most transactions with Cecabank (Note 41).

On 28 December 2013, Law 26/2013, of 27 December, on savings banks and banking foundations
("Law 26/2013") was published in the Official State Gazette. Additional Provision Eleven of this
law establishes that:

« CECA may consist of any savings banks, banking foundations and credit institutions that join,
and it may maintain the functions and purposes that it possesses pursuant to the legislation
prior to the entry into force of Law 26/2013, and any other functions and purposes specified in
its bylaws.

o CECA shall lose its status as a credit institution on the entry into force of the bylaws to which
the following paragraph refers, without prejudice to the fact that it may provide its services
through a bank in which it has an ownership interest, in the terms established in its bylaws.

o Within six months from the entry into force of Law 26/2013, CECA shall submit for authorisation

by the Ministry of Economy and Competitiveness a proposal for adapting its bylaws to its new
legal regime.
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In this regard, on 25 March 2014, the General Assembly of CECA resolved to amend its bylaws in
order to adapt them to the above provisions. On 30 July 2014, Bank of Spain recorded the removal
of CECA from the Register of Credit Institutions, which entailed its deregistration from the Bank
of Spain's Special Register and the resulting loss in 2014 of the status as a credit institution.

CECA s object is to achieve the following goals:

« To promote, facilitate and intensify the domestic and international activities of its member
savings banks and other member entities.

o« Torepresent them, individually or collectively, vis-a-vis the public authorities, and to encourage
the participation of these institutions in the political, economic and social activities of the
Spanish Government.

o In the area of employment: to represent the member entities in the negotiation of collective
agreements, study the employment relationships between the association members and their
employees, maintain relationships with other business organisations and participate in
institutions, bodies and associations, of any type and territorial scope, which are related to the
purposes of CECA, and become members thereof or join them subject to authorisation by the
General Assembly.

o« To represent them also in the international sphere and, in particular, at the World Savings and
Retail Banking Institute, the European Savings Banks Group and other international
organisations.

o To facilitate the activities abroad of the member savings banks and other member entities.

o« To provide operating services, information services and legal, administrative, tax, technical and
investment advisory services; to report on all manner of regulatory reforms affecting savings
in general or either the savings banks or the CECAS's other member entities; to prepare
statistics and conduct analyses of the management of the member savings banks and entities,
both individually and taken as a whole; to provide advisory services on organisational matters
and to promote saving.

o To act as a study and training centre for all issues affecting the financial markets. It may also
issue such technical and cultural publications as it may deem appropriate.

o To provide technological, administrative and advisory services to public authorities, as well as
to any other public or private-sector entity.

o In accordance with Additional Provision Eleven of Law 26/2013, of 27 December, CECA must
provide the services included in its company object through Cecabank, S.A.

Cecabank S.A. offers international coverage for its customers, payment in the payment business,
through two levers: its foreign network and its network of correspondent banks.

The foreign network, with operating offices in London and Lisbon and a representation office in
Paris and Frankfurt, carries out the following functions:

o Support for the entity’s strategic plan and its key businesses: Securities Services, Treasury and
Payments.

« Knowledge of the market and local support.

o Expertise in the processing of trans-frontier payment orders relating to FX.
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o Collaboration with different international pension payment processors and data management
for more than 210 international mutual societies for benefits, pensions, compensation and
supplementary payments.

« Significant institutional representation before European organisations.

o Foreign trade promotion services (market information, selection of intermediaries, commercial
reports and claims, business centre, collections, legal counsel, tax representation and VAT
recovery, trade missions, creation of branch offices and subsidiaries, trade show visits, etc.)

CECA is the parent of Cecabank, S.A. forming a corporate group (“the Group” or “the CECA
Group”). Therefore, CECA is obliged to prepare the Group’s consolidated financial statements,
which are filed with the Madrid Mercantile Registry and they are prepared within the legal
deadline, i.e. before 31 March each year. The consolidated financial statements for CECA Group
for 2018 were formally prepared by the directors of the CECA Group at its Board of Directors
meeting held on 19 February 2019 and approved by the General Assembly held on 26 March 2019.

CECA holds an 89% interest in Cecabank, S.A. which, in turn, holds a 78.6% interest in the company
Trionis, S.C.R.L. (which forms part of the Cecabank consolidated group). As a result, CECA Group,
which is headed by CECA, is made up of the following companies at 31 December 2019 and 2018:

Subsidiaries

o Cecabank, S.A., established in 2012 with the purpose of developing the Confederacidn’s activity,
as previously explained.

e Trionis S.C.R.L., incorporated in 1990 and located in Brussels (Belgium), whose company object
is the development, maintenance and operation of international payment services

In addition to Trionis S.C.R.L. and Cecabank, S.A., at 31 December 2018, Cea Trade Services Limited
and Servipagos, S.A.U. also formed part of the Group.

The company CEA Trade Services limited, which was wholly owned by the Group, was effectively
liguidated on 4 March 2019.

The accompanying Appendix | includes certain relevant financial information on these companies.
Also, Note 3 contains the 2019 condensed separate financial statements of CECA, which include
comparative information for 2018.

1.2. BASIS OF PRESENTATION OF THE CONSOLIDATED FINANCIAL STATEMENTS

The consolidated financial statements of the CECA Group for 2019 were authorised for issue by
the Directors of CECA at the Board meeting held on 26 February 2020 and are pending approval
by the General Assembly.

Taking into consideration the eleventh final provision of Law 62/2003, of December 30, on fiscal,
administrative and social measures with respect to the legislative accounting framework
applicable to the preparation of consolidated annual accounts which has been applied by the
Entity’s Directors, the Group’s consolidated financial statements are presented in accordance with
International Financial Reporting Standards as adopted by the European Union at 31 December
2019 (“EU-IFRSs™), taking into account Bank of Spain Circular 4/2017, of 27 November, applicable
to credit institutions, on public and confidential financial reporting rules and formats, as well as
successive modifications (“Circular 4/2017”). Bank of Spain Circular 4/2017 implements and
adapts for the Spanish credit institution sector the International Financial Reporting Standards
approved by the European Union.
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The Group’s consolidated financial statements for 2019 have been prepared taking into account
all the principles, accounting standards and measurement criteria of mandatory application, so
that they present fairly the equity and financial position of the Group as of 31 December 2019 and
the results of its operations and cash flows in the financial year then ended, in accordance with
the applicable financial reporting framework to which reference has been made in the previous
paragraph and, in particular, with the principles and accounting criteria contained therein.

The consolidated financial statements were prepared from the accounting records kept by CECA
and by the other Group entities. However, since the accounting policies and measurement bases
used in preparing the Group's consolidated financial statements for 2019 may differ from those
used by certain Group entities, the required adjustments and reclassifications are made on
consolidation to unify such policies and bases and to make them compliant with the EU-IFRSs
used by CECA in the preparation of its consolidated financial statements.

The accounting principles and policies described in Note 2 were applied in the preparation of all
the Group consolidated financial statements for the 2019 year.

1.3. RESPONSIBILITY FOR THE INFORMATION AND USE OF ESTIMATES

The information in these consolidated financial statements is the responsibility of the Group’s
Directors.

In the preparation of the Group's consolidated financial statements for 2019 estimates were made
by the Group's Directors in order to quantify certain of the assets, liabilities, income, expenses and
obligations reported herein. These estimates relate basically to the following:

« The impairment losses on certain assets (see Notes 2.9, 2.13, 2.14 and 2.16).

o« The assumptions used in the actuarial calculation of the post-employment benefit liabilities and
obligations and other long-term obligations to employees (see Note 2.11).

o The calculation of the fair value of its obligations compromises and any provisions required for
contingent liabilities (see Notes 2.10 and 2.15).

o The useful life of the tangible and intangible assets (see Notes 2.13 and 2.14).
o The fair value of certain financial instruments and unquoted liabilities (see Note 2.2.3).

o The assumptions applied in the estimates of the probability of generating future taxable income
that allow the recovery of the Group's deferred tax assets (see Note 2.12).

Although these estimates were made on the basis of the best information available at 31 December
2019 and at the date on which these consolidated financial statements were authorized for issue
on the events analysed, future events might make it necessary to change these estimates
(upwards or downwards) in coming years. Any required changes in accounting estimates would
be applied prospectively in accordance with the applicable standards, recognizing the effects of
the change in estimates in the consolidated income statements for the years in question.

1.4. INFORMATION RELATING TO 2018
For the purposes of comparison, the Entity’s Board of Directors presents the figures for 2019 for

each of the items set out in these consolidated financial statements together with the figures for
2018, which were audited by a different audit firm.
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On 1 January 2018 IFRS 9 - “Financial Instruments” entered into force and included modifications
to the requirements governing the classification and measurement of financial assets and
liabilities, the impairment of financial assets and hedge accounting (Note 1.12). Note 2 of these
financial statements describes the accounting treatment applied.

1.5. AGENCY AGREEMENTS

Neither at 2019 nor 2018 year-end nor at any other time during those years did the Group have
any agency agreements in force, in the way in which these are envisaged in article 21 of Royal
Decree 84/2015, of February 13, which develops Law 10/2014, of June 26, on the management,
supervision and solvency of credit entities.

1.6. INVESTMENTS IN THE SHARE CAPITAL OF CREDIT INSTITUTIONS

Appendix 1 details the investments held by CECA at 31 December 2019 and 2018 in the share
capital of other Spanish and foreign credit institutions, representing 5% or more of their share
capital or voting power. These are the only investments held by the Group entities in the share
capital of other credit institutions exceeding this percentage.

1.7. ENVIRONMENTAL IMPACT

In view of the business activities carried on by the Group, it does not have a significant impact on
the environment. Therefore, no provision has been necessary for this concept, and the Group's
consolidated financial statements for 2019 and 2018 do not contain any disclosures on
environmental issues.

1.8. CAPITAL MANAGEMENT OBJECTIVES, POLICIES AND PROCESSES

As mentioned in Note 1.1,, as a result of CECA s loss of its status as a credit institution, Cecabank,
S.A., as the head of the Cecabank Group, became the Spanish parent credit institution of a
consolidable group of credit institutions as defined by Rule One of Bank of Spain Circular 4/2017.
Therefore, Cecabank, S.A. is the entity subject to the minimum capital requirements under current
legislation, which are applicable to consolidable groups of credit institutions, subject to
supervision by the Bank of Spain, in accordance with Regulation (EU) No 575/2013 of the
European Parliament and of the Council, of 26 June 2013, on prudential requirements for credit
institutions and investment firms and amending Regulation (EU) No 648/2012, as well as to
individual Spanish credit institutions, irrespective of whether or not they form part of a
consolidable group of credit institutions.

The capital management objectives, policies and processes of Cecabank and the Cecabank Group
are detailed in the consolidated financial statements of the Cecabank Group. In this connection,
at 31 December 2019 and 2018 and throughout those years, the Cecabank eligible capital exceeded
the minimum required under the applicable regulations.

1.9. MINIMUM RESERVE RATIO

Throughout 2019 and 2018, the Bank, only Group entity subject to this requirement, met the
minimum reserve ratio required by the applicable legislation.

At 31 December 2019 and 2018 the Bank’s cash balance with Bank of Spain for these purposes
amounted to EUR 2,009,191 and 3,046,432 thousand (see Note 7). This ratio is calculated on the
basis of the daily ending balance held by the Bank in this account during the required period.
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1.10. DEPOSIT GUARANTEE FUND, NATIONAL RESOLUTION FUND AND SINGLE
RESOLUTION FUND

a) Deposit guarantee fund

The group company Cecabank, S.A participates in the Deposit Guarantee Fund (“DGF”). The
annual contribution to be made to this Fund, established by Royal Decree-Law 16/2011, of 14
October, creating the DGF, as amended by Final Provision Ten of Law 11/2015, of 18 June, on the
recovery and resolution of credit institutions and investment services firms (in force since 20 June
2015), is determined by the Managing Committee of the DGF and is calculated based on the
amount of each entity's guaranteed deposits and its risk profile.

The purpose of the DGF is to guarantee deposits at credit institutions up to the limit envisaged in
the aforementioned Royal Decree-Law. In order to achieve its objectives, the DGF is funded by
the aforementioned annual contributions, the extraordinary levies the Fund makes on member
entities and by the funds obtained in the securities markets, loans and any other debt transactions.

Taking the foregoing into account, in order to reinforce the equity of the DGF, Royal Decree-Law
6/2013, of 22 March, on protection of holders of certain savings and investment products and
other financial measures (activated since 24 March 2013) established an extraordinary levy equal
to 3 per mil of the institutions' deposits at 31 December 2012. This extraordinary levy is to be paid
in two tranches:

i. Two-fifths to be paid within 20 business days from 31 December 2013. The Group paid this
contribution, which amounted to EUR 7 thousand, in the first few days of January 2014.

i. Three-fifths to be paid within seven years in accordance with the payment schedule
established by the Managing Committee of the DGF. In this regard, based on the contribution
schedule approved by the Managing Committee of the DGF, the Bank paid one-seventh of
this second tranche on 30 September 2014, and on 17 December 2014 the Managing
Committee approved payment of the remainder of the second tranche in two disbursements,
each of the same amount, on 30 June 2015 and 2016, which were settled on that date.

In addition, the Managing Committee of the DGF, at its meeting held on 2 October 2019, in
accordance with Article 6 of Royal Decree-Law 16/2011, of 14 October, which created the DGF,
and Article 3 of Royal Decree 2606/1996, of 20 December, on deposit guarantee funds for credit
institutions, set the following annual contributions for member institutions of the DGF for 2019:

a) The total annual contribution of all of the member institutions to the deposit guarantee
compartment of the DGF was set at 1.8/1,000 of the calculation basis, made up of the
guaranteed cash deposits as indicated in Article 3.2-a) of Royal Decree 2606/1996 in
existence at 30 June 2019, and each institution’s contribution is calculated according to
the amount of the guaranteed deposits and its risk profile.

b) The annual contribution of member institutions to the deposit guarantee compartment of
the DGF was set at 2/1,000 of the calculation basis, made up of 5% of the amount of the
guaranteed securities as indicated in Article 3.2-b) of Royal Decree 2606/1996 in existence
at 31 December 2019.

The expense incurred for the contributions accruing to the DGF, including both the accrued
portion of the outstanding extraordinary levy and the ordinary contribution, amounted to EUR 98
thousand in 2019 (2018: 118 thousand euros), which were recognised under “Other Operating
Expenses” in the accompanying income statement (Note 38 “Other operating expenses”).
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b) Single Resolution Fund

In March 2014, the European Parliament and the Council reached a political agreement for the
creation of the second pillar of Banking Union, the Single Resolution Mechanism (“SRM”). The
SRM’s main purpose is to ensure an orderly resolution of failing banks in the future with minimal
costs to taxpayers and to the real economy. The SRM's scope of activity is identical to that of the
SSM, i.e,, a central authority, the Single Resolution Board (“SRB”), is ultimately responsible for
deciding whether to initiate the resolution of a bank, while the operational decision is implemented
in cooperation with the national resolution authorities. The SRB commenced its work as an
independent EU agency on 1 January 2015.

The purpose of the rules governing banking union is to ensure that bank resolutions will be
financed first of all by the banks and their shareholders and, if necessary, partly by the bank's
creditors. However, another source of funding will also be available to which recourse can be had
if the contributions of the shareholders and of the bank's creditors are not sufficient. This is the
Single Resolution Fund (“SRF”), which is administered by the SRB. The legislation requires banks
to make the contributions to the SRF over eight years.

In this regard, on 1 January 2016, Regulation (EU) No 806/2014 of the European Parliament and
of the Council, of 15 July 2014, came into force. Under this Regulation the SRB replaces the national
resolution authorities with respect to the management of financing arrangements for the
resolution mechanisms for credit institutions and certain investment firms within the framework
of the SRM. As a result, the SRB is now responsible for administering the SRF and for calculating
the ex-ante contributions of institutions within its scope of application.

The SRB calculates the contributions to be paid by each institution in accordance with the
information sent to each institution in an official form for the ex-ante calculation of the
contribution. The amount was the result of applying the calculation methodology specified in
Commission Delegated Regulation (EU) 2015/63, of 21 October 2014, based on the uniform
conditions of application indicated in Council Implementing Regulation (EU) 2015/81, of 19
December 2014.

The target level for all the contributions has been set at one-eighth of 1.05% of the quarterly
average of covered deposits in the eurozone in 2015, resulting in a Europe-wide contribution
target for the Fund of EUR 7,008 million in 2016. Article 69 of Regulation (EU) No 806/2014
establishes that the available financial means of the Fund (at least 1% of the amount of covered
deposits) must be reached within eight years from 1 January 2016.

Article 8.1 of Council Implementing Regulation (EU) 2015/81 stipulates that 60% of the
contributions shall be calculated on a national basis and the remaining 40% on a basis common
to all participating member States.

The expense incurred by the Bank in relation to the contribution made to the SRF in 2019 totalled

4,092 thousand euros (3,835 thousand euros in 2018) and is recognised under “Other Operating
Expenses” in the accompanying income statement (See Note 38 “Other operating expenses”).

1.11. CHANGES IN ACCOUNTING POLICIES

There have been no changes in the accounting criteria during 2019. The changes that have occurred
in relation to the new regulations that apply to the Group were developed in section 1.12 below
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1.12. MAIN REGULATORY CHANGES DURING THE PERIOD FROM 1 JANUARY TO 31
DECEMBER 2019

1.12.1. New Bank of Spain Circulars
Following is a summary of the main Bank of Spain Circulars issued in 2019:

Bank of Spain Circular 2/2018, of 21 December, amending Bank of Spain Circular 4/2017, of 27
November, to credit institutions on public and confidential financial reporting rules and formats,
and Bank of Spain Circular 1/2013, of 24 May, on the Central Credit Register.

The main purpose of this Circular is to adapt Bank of Spain Circular 4/2017 to Commission
Regulation (EU) 2017/1986 of 37 October 2017 amending Regulation (EC) No 1126,/2008 adopting
certain international accounting standards in accordance with Regulation (EC) No 1606/2002 of
the European Parliament and of the Council as regards International Financial Reporting Standard
(EU-IFRS) 16, Leases.

Bank of Spain Circular 1720719, of January 30, amending Circular 8/2015, of December 18, to the
entities and branches attached to the Credit Institutions Deposit Guarantee Fund, on information
to determine the basis for calculating contributions to the Credit Institutions Deposit Guarantee
Fund. (BOE of February 8, 2019).

This circular amends Circular 8/2015 in order to guarantee higher quality of the data in the files
containing depositor information and to allow depositors to be more easily identified in a situation
in which they must be reimbursed by the Deposit Guarantee Fund for Credit Institutions.

Bank of Spain Circular 2/2019, of 29 March, regarding the requirements of the Fee Information
Document and the Commission Statement, together with the websites comparing payment
accounts. This circular amends Circular 5/2072, of 27 June, on credit institutions and payment
services suppliers with respect to the transparency of banking services and responsibilities when
granting loans. (BOE dated 4 April 2019).

The approval of this Circular is intended to obtain a higher level of transparency and comparability
of the fees charged by the various payment services suppliers for services associated with
payment accounts. This Circular is also intended to duly comply with the various mandates
entrusted to the Bank of Spain, particularly those relating to comparison websites and to certain
fees associated with the basic payment account contract.

Bank of Spain Circular 3/2019, of 22 October, through which the authority granted by Regulation
(EU) 575/2013 is exercised to define the materiality threshold for matured credit obligations. (BOE
dated 1 November).

Section 4 of this Circular establishes the materiality thresholds in accordance with the provisions
of Article 178 of Regulation (EU) 575/2013.

1.12.2. Amendments to and adoption of new International Financial Reporting Standards and
interpretations issued

The accounting polices used in preparing the consolidated financial statements for the year ended
31 December 2019 are the same as those applied in the consolidated financial statements for the
year ended 31 December 2018, except for the standards and interpretations that have entered into
force for use in the European Union, applicable to the years beginning on or after 1 January 2019,
which are as follows:
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IFRS 16, "Leases”

IFRS 16 replaces IAS 17 “Leases” and IFRIC 4 “Determining whether an arrangement contains a
lease”. That standard establishes the principles applicable to the recognition, measurement and
presentation of leases, as well as the disclosures to be made in this respect.

The entry into force of this standard on 1 January 2019 did not have a significant effect on the
consolidated financial statements (Note 13).

IFRIC 23 “Uncertainty over income tax treatments”

The interpretation explains how to recognise and measure current and deferred tax assets and
liabilities when there is uncertainty regarding a tax treatment. It also details the reporting
requirements for judgments and estimates made when preparing the financial statements.

The entry into force of this standard on 1 January 2019 did not have a significant effect on the
consolidated financial statements.

IFRS 9 (Revised) “Prepayment features with negative compensation”

The narrow-scope amendments made to IFRS 9 “Financial Instruments” allows the assessment of
certain prepayable financial assets with negative compensation at amortised cost. Those assets,
which include some loans and debt securities, would have to be measured at fair value through
profit or loss.

o To qualify for amortised cost measurement, the negative compensation must be “reasonable
compensation for early termination of the contract” and the asset must be maintained within a
“held to collect” business model.

The entry into force of this amendment on 1 January 2019 did not have a significant effect on the
consolidated financial statements.

IAS 19 (Revised) - “Modification, reduction or liquidation of a plan”

This amendment clarifies the recognition of modifications, reductions and settlements within a
defined benefit plan. It also confirms that companies must:

o Calculate the cost of the services in the current year and the net interest for the rest of the
period after a modification, reduction or settlement of the plan using discounted assumptions
after the date of the change.

o« Recognise any reduction in a surplus immediately in profit or loss, whether part of the cost of
past services or as a gain or loss on settlement.

 Recognise separately any change in the limit of the asset through other comprehensive income.

The entry into force of this standard on 1 January 2019 did not have a significant effect on the
consolidated financial statements.

IAS 28 (Revised) "Non-current interests in associates and joint ventures”

The amendments clarify the accounting treatment of non-current interests in an associate or joint
venture that, in essence, form part of the net investment in the associate or in the joint venture,
but to which the equity method does not apply. Entities must account for those interests in
accordance with IFRS 9 "Financial instruments” before applying the assignment of losses and the
impairment requirements of IAS 28 “Investments in associates and joint ventures”
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The entry into force of this standard on 1 January 2019 did not have a significant effect on the
consolidated financial statements.

Annual improvements to IFRS standards 2015-2017
The annual improvements to IFRS standards 2015-2017 added minor clarifications to IFRS 3 —

Business Combinations, IFRS 11 — Joint Arrangements, IAS 12 — Income Taxes and |IAS 23 —
Borrowing Costs.

The entry into force of this standard on 1 January 2019 did not have a significant effect on the
consolidated financial statements.

Amendments to IAS 1 and IAS 8 - “Definition of Material (or relative importance)”

The amendments clarify the recognition of non-current interests in an associate or joint
arrangement.

Standards and interpretations issued but not yet in force

At the date of preparation of these consolidated financial statements, the most significant standards
and interpretations that had been published by the IASB but which had not yet come into force,
either because their effective date is subsequent to the date of the consolidated financial statements
or because they had not yet been adopted by the European Union, were as follows:

New standards, amendments and interpretations

Approved for use in the European Union

Amendments to IAS Tand IAS 8 to align the definition
of "materiality” with the content of the conceptual
framework.

The entry into force of this standard is not expected
to have a significant effect on the consolidated
financial statements in the future.

Amendments to IAS Tand IAS 8.
Definition of “materiality”.

- - - 1 January 2020
These amendments provide for certain exemptions

relating to the accounting for hedges, as they relate
to the reform of the benchmark interest rate (IBOR).
The entry into force of this standard is not expected
to have a significant effect on the consolidated
financial statements in the future.

Amendments to IFRS 9, IFRS 7 and IAS 39
Reform of the benchmark interest rate.

Not yet approved for use in the European Union

Clarifications to the accounting treatment of sales or
contributions of assets between an investor and its
associates or joint ventures.

The entry into force of this standard is not expected
to have a significant effect on the consolidated
financial statements in the future.

Deferred application
date until the IASB
finalises its research
projects regarding
the equity method.

Amendment to IFRS 10 and IAS 28.
Sales or contributions of assets between an
investor and its associates or joint ventures.

Clarifications to the definition of a business.

The entry into force of this standard is not expected
to have a significant effect on the consolidated
financial statements in the future.

Pending adoption in
the EU 1 January
2020.

Amendment to IFRS 3.
Definition of a business.

Replaces IFRS 4 and covers the principles for
recognising, measuring, reporting and disclosing
insurance contracts in order for the Company to

IFRS 17 “Insurance Contracts”.
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provide relevant and reliable information that allows
users to determine the effect that the contracts have
on the financial statements.

The entry into force of this standard is not expected
to have a significant effect on the consolidated
financial statements in the future.

Pending adoption in
the EU 1 January
2022.
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2. ACCOUNTING POLICIES AND MEASUREMENT BASES

In preparing the Group’'s consolidated financial statements for 2019, the following accounting
principles and policies and measurement criteria have been applied:

2.1. CONSOLIDATION PRINCIPLES
2.1.1. Subsidiaries

“Subsidiaries” are defined as entities over which the Group has the capacity to exercise control;
control is, in general but not exclusively, presumed to exist when the Entity owns directly or
indirectly half or more of the voting power of the investee or, even if this percentage is lower or
zero, when there are other circumstances or agreements that give the Entity control.

As provided for in IFRS 10, Consolidated Financial Statements, an entity controls an investee when
it is exposed, or has rights, to variable returns from its involvement with the investee and has the
ability to affect those returns through its power over the investee.

Annex | of this consolidated report provides relevant information on these companies.

The financial statements of the subsidiaries are consolidated with those of the Group using the
full consolidation method as defined in IFRS 10. Consequently, the following methods, inter alia,
were applied in the consolidation process:

1. All material balances and transactions between the consolidated companies, and any material
gains or losses on intra-Group transactions not realised vis-a-vis third parties, were eliminated
on consolidation.

2. The value of minority interests in equity and income of subsidiaries is presented in the "Minority
Interests” caption on the liability side of the consolidated balance sheet and in the "Attributable
to Minority Interest” caption in the loss account and consolidated earnings, respectively, if any.

3. The variation recorded from the date of acquisition in the net assets of the consolidated
subsidiaries, which is not attributable to results for the year or to changes in their measurement
adjustments, is included under "Other Reserves” in the consolidated balance sheet.

4. The consolidation of the results generated by the subsidiaries acquired in a fiscal year is carried
out taking into account only those corresponding to the period between the date of acquisition
and the close of that year. At the same time, the consolidation of the results generated by the
subsidiaries disposed of in the year is carried out taking into account only those relating to the
period between the beginning of the year and the date of disposal.

2.1.2. Joint ventures

“Joint ventures” are deemed to be those entities that are subject to joint control by two or more
entities called “venturers” under an arrangement whereby none of the venturers controls the
entity individually, but rather they do so jointly with the other venturers, which means that the
power to direct decisions about the relevant activities of the entity requires the unanimous
consent of the parties sharing control.

o Shares in joint ventures are valued using the equity method defined in IAS 28.

o At 31 December 2019 and 2018, the Group has not, and has not had during such years, holdings
in joint ventures.
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2.1.3. Associated Entities

“Associates” are defined as companies over which the Group is in a position to exercise significant
influence, but not control or joint control. Significant influence generally exists when the bank
holds - directly or indirectly - 20% or more of the voting power of the investee.

In general, investments in associates are accounted for using the equity method as defined in IAS
28. However, any investments in associates that qualify for classification as non-current assets
held for sale are recognized, when applicable, under “Non-current assets and disposal groups
classified as held for sale” in the consolidated balance sheet and are measured in accordance with
the policies applicable to these assets (See Note 2.16).

At 31 December 2019 and 2018, the Group has not, and has not had during such years, holdings in
Associated Entities.

2.2. FINANCIAL INSTRUMENTS - INITIAL RECOGNITION, DERECOGNITION, DEFINITIONS OF
FAIR VALUE AND AMORTIZED COST AND CLASSIFICATION CATEGORIES AND
MEASUREMENT OF FINANCIAL ASSETS AND LIABILITIES

2.2.1. Initial recognition of financial instruments

Financial instruments are initially recognized in the consolidated balance sheet when the Group
becomes a party to the contract originating them in accordance with the terms and conditions
thereof. Specifically, debt instruments, such as loans and cash deposits, are recognized from the
date on which the legal right to receive or the legal obligation to pay cash arises. Derivative
financial instruments are generally recognized from the trade date.

A regular way purchase or sale of financial assets, defined as one in which the parties’ reciprocal
obligations must be discharged within a time frame established by regulation or convention in the
marketplace and that may not be settled net, such as stock market and forward currency purchase
and sale contracts, is recognized on the date from which the rewards, risks, rights and duties
attaching to all owners are for the purchaser, which, depending on the type of financial asset
purchased or sold, may be the trade date or the settlement or delivery date. In particular,
transactions performed in the spot currency market are recognised on the settlement date; equity
instruments traded in Spanish secondary securities markets are recognised on the trade date and
debt instruments traded in these markets are recognised on the settlement or delivery date.

2.2.2. Derecognition of financial instruments

A financial asset is derecognized when:

o The contractual rights to the cash flows from the financial asset expire; or

o The financial asset is transferred and substantially all its risks and rewards are transferred or,
although these are not substantially transferred or retained, control over the financial asset is

transferred (see Note 2.8).

Also, a financial liability is derecognized when the obligations it generates have been extinguished
or when it is purchased by the Group, with the intention either to re-sell it or to cancel it.

2.2.3. Fair value and amortized cost of financial instruments

The fair value of a financial instrument on a given date is taken to be the amount for which it could
be bought or sold on that date by two knowledgeable parties in an arm’s length transaction. The
most objective and common reference for the fair value of a financial instrument is the price that
would be paid for it on an organized, transparent and deep market (“quoted price” or “market
price”).
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If there is no market price for a given financial instrument, its fair value is estimated on the basis
of the price established in recent transactions involving similar instruments and, in the absence
thereof, of measurement techniques commonly used by the financial community, taking into
account the specific features of the instrument to be measured and, particularly, the various types
of risk associated with it.

Specifically, the fair value of financial derivatives included in the portfolios of financial assets or
liabilities held for trading which are traded in organized, transparent and deep markets is deemed,
in case of existence, to be their daily quoted price and if, for exceptional reasons, the quoted price
at a given date cannot be determined, these financial derivatives are measured using methods
similar to those used to measure OTC derivatives.

The fair value of OTC derivatives or derivatives traded in scantly deep or transparent organized
markets is taken to be the sum of the future cash flows arising from the instrument, discounted to
present value at the date of measurement (“present value” or “theoretical close”) using
measurement techniques recognized by the financial markets: “net present value” (NPV), option
pricing models, etc.

Amortized cost is understood to be the acquisition cost of a financial asset or liability plus or
minus, as appropriate, the principal and interest repayments and the cumulative amortization
(taken to the income statement), calculated using the effective interest method, of the difference
between the initial cost and the maturity amount of such financial instrument. In the case of
financial assets, amortized cost furthermore includes any reductions for impairment.

At 31 December 2019 and 2018, the Group has contracted several asset repurchase transactions
(see Note 10), at the maturity date of which the debtors must be reimbursed the ownership of the
securities that constitute the collateral. At 31 December 2019 and 2018, the fair value of the
securities received as collateral in these operations of assets repurchase transactions does not
differ significantly from the carrying amount of these operations.

The effective interest rate is the discount rate that exactly matches the initial amount of a financial
instrument to the present value of all its estimated cash flows of all kinds during its remaining life,
disregarding future losses from credit risk. For fixed rate financial instruments, the effective
interest rate coincides with the contractual interest rate established on the acquisition or
arrangement date adjusted, where applicable, for the fees, premiums, discounts and transaction
costs that must be included in the calculation of the effective interest rate. In the case of floating
rate financial instruments, the effective interest rate is determined using a method similar to that
for fixed rate transactions and is recalculated on each contractual interest reset date, taking into
account any changes in the future cash flows.

2.2.4. Classification and measurement of financial assets and liabilities

Pursuant to IFRS 9, the classification and measurement of the financial assets is performed
according to the business model considered by the Group for the management and the features
of the contractual flows, as defined below:

o« The business model for the management of financial assets is the mechanism in which the
Group jointly manages the groups of financial assets to generate cash flows. This model may
consist in holding onto these financial assets so to receive their contractual cash flows, for the
sale of these assets or a combination of both objectives.

o« The characteristics of the contractual cash flows of financial assets can be those whose
contractual terms and conditions provide, on determined dates, cash flows and consist only of
payments of principal and interest on the outstanding principal, commonly known as “Solely
Payments of Principal and Interest (SPPI)” and all other characteristics.
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a) Business models

There are three types of business models, which are based on the treatment of cash flows for
financial instruments:

« Amortised cost - collection of contractual cash flows: consists of holding assets for the
purpose of collecting contractual cash flows (principal and interest) on specific dates during
the term of the instrument.

+ Mixed - collection of contractual cash flows and the disposal of financial assets: this mixed
business model combines the objective of holding assets to collect contractual cash flows,
whose conditions cover the payments of principal and interest, and also the disposal of these
assets.

o Trade - sale of financial assets: the business model consists of purchasing and disposal of
assets. The Group makes its decisions based on the fair value of the assets and manages these
in order to obtain their fair value.

b) SPPI Test

The purpose of the SPPI test is to determine whether or not, in accordance with the contractual
characteristics of the instrument, cash flows are representative of only the repayment of the
principal and interest, essentially understood as being the compensation for the time value of
money and the credit risk of the debtor.

The main function of the test is to differentiate which products covered by the “collection of
contractual cash flows” and “collection of contractual cash flows and the disposal of financial
assets” business models can be measured at amortised cost and at fair value through other
comprehensive income, respectively, or, on the contrary, that must be measured at fair value
through profit or loss. Debt instruments that are measured at fair value through profit or loss, as
well as equity instruments, are not subject to this analysis.

Specifically, financial assets based on its business model and the SPPI test can be classified as:

o Financial assets at amortised cost: when the instrument is managed in order to generate cash
flows in the form of contractual collections during the life of the instrument while passing the
SPPI test.

« Financial assets at fair value through other comprehensive income: when the instrument is
managed to generate cash flows, i) in the form of contractual collections during the life of the
instrument or ii) through their sale while passing the SPPI test. In addition, will be recorded in
this portfolio those equity instruments that the Group has voluntarily and irrevocably
designated at the beginning in the portfolio.

o Financial assets held at fair value through profit or loss: when the instrument is managed to
generate cash flows through their sale or when it does not pass the SPPI test based on the
business models of the previous sections. There are two categories for these assets

« Financial assets held for trading. This subcategory includes instruments that have any of the
following characteristics: i) they are held for the purpose of converting them into cash in the
short term; ii) they are part of a group of financial instruments identified and jointly managed
and there is evidence of recent actions to achieve short-term profit taking and iii) they are
derivative instruments that do not meet the definition of a financial guarantee agreement nor
have they been classified as hedging instruments.

« Non-trading financial assets mandatorily at fair value through profit or loss. This subcategory
includes the rest of financial assets.
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The Group may decide at the time of the initial recognition, and irrevocably, to include any equity
instruments that cannot be classified as held for trading in the “Financial assets at fair value
through other comprehensive income” portfolio. This option will be carried out on an instrument
by instrument basis. Also, during the initial recognition, and irrevocably, the Group may choose to
designate any financial asset as fair value through profit or loss, and by doing so eliminates or
significantly reduces any inconsistency in the measurement or recognition (accounting
asymmetry) that would otherwise arise, for the measurement of assets or liabilities, or the
recognition of their gains and losses, on different bases.

Regardless of the frequency and importance of sales, certain types of sales are not incompatible
with the category held to receive contractual cash flows: such as sales due to a reduction in credit
quality, sales close to the expiration of operations, so that any changes to market prices would
not have a significant effect on the cash flows of the financial asset, sales in response to a change
in the regulatory or taxation rules, sales in response to an internal restructuring or significant
business combination, derivative sales during the execution of a liquidity crisis plan when the crisis
event is not reasonably expected.

On 1January 2018, the Group defined the business models and segmented its portfolio of financial
instruments for the purpose of performing the SPPI tests, while distinguishing the following: i)
families of instruments that group together fully homogeneous products (“umbrella families”) in
such a way that, while testing a sample of portfolio products, a conclusion could be drawn whether
or not the other products of the same family pass the test and ii) products, due to their nature,
requiring an individual analysis (“case by case”) that the Group has to make for all the SPPI tests.

Nevertheless, financial instruments that should be considered as non-current assets and disposal
groups classified as held for sale are recognised in the financial statements as explained in section
2.16 of this Note.

As for the classification of financial liabilities, they are included for the purpose of measurement
in some of the following three portfolios:

« Financial liabilities at fair value through profit or loss: this category includes financial liabilities
designated as such from initial recognition, the fair value of which may be determined reliably,
and which meet the same conditions than for the financial assets at fair value with changes in
profit or loss previously described.

« Financial liabilities held for trading: include those that have been issued with an intention to
repurchase them in the near term or that form part of a portfolio of identified financial
instruments that are managed together and for which there is evidence of a recent pattern of
short-term profit taking; short positions arising from sales of temporary purchased assets under
non-optional repurchase agreements or borrowed securities, and derivatives other than as
hedging instruments.

« Financial liabilities at amortised cost: this category includes all financial instruments except for
those qualified for being inclu