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INDEPENDENT AUDITOR'S REPORT ON FINANCIAL
STATEMENTS

To the Shareholders of Cecabank, S.A.:

Report on the Financial Statements

We have audited the financial statements of Cecabank, S.A. (“the Entity” or “the Bank”), which comprise
the balance sheet as at 31 December 2017, Income Statement, statement of changes in equity, statement
of cash flows and notes to the financial statements for the year then ended.

In our opinion, the accompanying financial statements present fairly, in all material respects, the equity
and financial position of Cecabank, S.A. as at 31 December 2017, and its results and its cash flows for
the year then ended in accordance with the regulatory financial reporting framework applicable to the
Entity (identified in Note 1.2 to the accompanying financial statements) and, in particular, with the
accounting principles and rules contained therein.

We conducted our audit in accordance with the audit regulations in force in Spain. Our responsibilities
under those regulations are further described in the Auditor’s Responsibilities for the Audit of the Financial
Statements section of our report.

We are independent of the Entity in accordance with the ethical requirements, including those pertaining
to independence, that are relevant to our audit of the financial statements in Spain pursuant to the audit
regulations in force. In this regard, we have not provided any services other than those relating to the
audit of financial statements and there have not been any situations or circumstances that, in accordance
with the aforementioned audit regulations, might have affected the requisite independence in such a way
as to compromise our independence.

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

Key audit matters are those matters that, in our professional judgement, 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 opinion thereon, and we do not
provide a separate opinion on these matters.



The criteria to be applied in measuring the Bank's
financial instruments are determined by the
classification of those instruments in the various
different categories existing under the applicable
regulations (see Notes 2.2 and 2.3 to the
accompanying financial statements).

As indicated in Note 21 to the accompanying
financial statements, the Bank has certain
financial instruments, classified as Level 2 in the
fair value hierarchy because they do not have a
price that is quoted in an active market, the fair
value of which is determined using valuation
techniques that may take into consideration,
among other factors, directly or indirectly
observable market data and the use of complex
valuation methods. In addition, changes in the
circumstances considered, market events or
changes in accounting regulations or standards
may have a significant impact on the
measurement of these instruments.

Accordingly, we considered the measurement of
the financial instruments recognised at fair value
that are classified by the Bank for measurement
purposes as Level 2 in the fair value hierarchy to
be a key matter in our audit, taking into
consideration, in addition, the fact that these
instruments represented a significant proportion
of the Bank's total assets at 31 December 2017.

In order to address this key audit matter, our work
included the performance of audit procedures to
evaluate the operating effectiveness of the
relevant controls established by the Bank in this
area, as well as the conduct of substantive
procedures, and, in relation to certain aspects of
the work performed, we involved our internal
specialists in the valuation of the aforementioned
financial instruments.

In this connection, we performed, among others,
the following audit procedures: (i) analysis of the
methodology employed by the Bank to measure
the financial instruments, verifying, on the basis of
the nature of the instruments, the alignment of
that methodology with accounting regulations, (ii)
evaluation of the completeness of the data by
obtaining confirmations, from a sample of third
parties, of the position held by the Bank in those
financial instruments, (iii) evaluation of the proper
accounting and fair-value hierarchy classification
of the financial instruments for measurement
purposes, through a selective analysis of the
characteristics of the financial instrument
concerned, and (iv) replication of the calculations
to verify the accuracy of the measurements made
by the Bank.

Also, we evaluated whether the disclosures
included in the notes to the accompanying
financial statements in connection with the
financial instruments are in conformity with those
required by the applicable regulatory financial
reporting framework.



As indicated in Note 13.1 to the accompanying
financial statements, the Bank has acquired the
rights arising from certain businesses involving
custody and depository services for securities
entrusted by third parties. At 31 December 2017,
the financial instruments managed by the Bank as
a result of custody and depository service
contracts then in force amounted to EUR 139,712
million, which, in accordance with the applicable
regulations, were recognised off balance sheet by
the Bank and are disclosed under “Transactions
for the Account of Third Parties - Financial
Instruments Entrusted by Third Parties” in Note
27.4 to the accompanying financial statements.

In 2017 the income obtained by the Bank from
the provision of these services was the most
significant item of the fee and commission income
recognised by it (see Note 31). In addition, since
these services are not devoid of operational risk,
the Bank’s directors considered it necessary, upon
commencement thereof, to set up a provision to
cover the related operational risk, which is
recognised under “Provisions - Other Provisions”
in the balance sheet in the accompanying financial
statements (see Note 16.2 to the accompanying
financial statements).

As a result of the foregoing, the implications of
the provision of these services for the Bank's
financial statements, taken as a whole, and its
effects thereon were considered to be a key
matter in our audit.

In order to address this key audit matter, our work
included the performance of audit procedures to
evaluate the operating effectiveness of the
relevant controls established by the Bank in this
area, as well as the conduct of substantive
procedures including, inter alia: i) analytical
procedures to evaluate the reasonableness of the
evolution of the income from these services, ii)
tests of details, on a selective basis, to evaluate
whether the income from these services is
consistent with the contractual terms and
conditions established in the agreements in force
and has been recognised in the appropriate
accounting period, in accordance with the
applicable recognition and measurement
standards, and iii) substantive procedures to
obtain third-party confirmation of the income from
these services earned in the year.

Our audit procedures in relation to the provision
set up to cover the aforementioned risk of these
services comprised, among others: (i) analysis of
the methodology employed by management in
determining this provision, (ii) review of the
communications with the supervisor in this regard,
(iii) analysis of the reasonableness of the most
significant judgements used by management, in
order to evaluate the reasonableness of the
estimates made, and (iv) analysis of the correct
recognition and reasonableness of, and the
changes in, the accounting provision recognised in
this connection.

With respect to the recognition of the debt
securities and equity instruments entrusted by
third parties, our substantive audit procedures
included, among others: i) analytical procedures to
evaluate the reasonableness of the changes in the
amount recognised for the financial instruments
entrusted by third parties, ii) tests of details, on a
selective basis, relating to depositor confirmations,
and iii) substantive procedures relating to
confirmations from custodians.

Also, we evaluated whether the disclosures
included in the notes to the accompanying
financial statements in connection with the
provision of these services are in conformity with
those required by the applicable regulatory
financial reporting framework.



The other information comprises only the directors' report for 2017, the preparation of which is the
responsibility of the Entity's directors and which does not form part of the financial statements.

Our audit opinion on the financial statements does not cover the directors' report. Our responsibility
relating to the information contained in the directors' report is defined in the audit regulations in force,
which establish two distinct levels of review:

a) A specific level that applies to the non-financial information statement, which consists solely of checking
that the aforementioned information has been provided in the directors' report, or, as the case may be,
that the directors' report contains the corresponding reference to the separate report on non-financial
information as provided for in the applicable legislation and, if this is not the case, reporting this fact.

b) A general level applicable to the other information included in the directors' report, which consists of
evaluating and reporting on whether the aforementioned information is consistent with the financial
statements, based on the knowledge of the Entity obtained in the audit of those financial statements and
excluding any information other than that obtained as evidence during the audit, as well as evaluating
and reporting on whether the content and presentation of the directors' report are in conformity with the
applicable regulations. If, based on the work we have performed, we conclude that there are material
misstatements, we are required to report that fact.

Based on the work performed, as described above, we have checked that the information described in
section a) above is provided in the directors' report and that the other information in the directors' report
is consistent with that contained in the financial statements for 2017 and its content and presentation are
in conformity with the applicable regulations.

The directors are responsible for preparing the accompanying financial statements so that they present
fairly the Entity's equity, financial position and results in accordance with the regulatory financial reporting
framework applicable to the Entity in Spain, and for such internal control as the directors 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 Entity'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 Entity or to cease
operations, or have no realistic alternative but to do so.

The audit committee is responsible for overseeing the process involved in the preparation and
presentation 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 the audit regulations in force 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 further description of our responsibilities for the audit of the financial statements is included in Appendix
I to this auditor's report. This description is on page 6 and forms part of our auditor's report.

Report on Other Legal and Regulatory Requirements

The opinion expressed in this report is consistent with the content of our additional report to the Entity's
audit committee dated 20 February 2018.

The Annual General Meeting held on 22 March 2017 appointed us as auditors for a period of one year
from the year ended 31 December 2016.

Previously, we were designated pursuant to a resolution of the General Meeting for the period of one year
and have been auditing the financial statements uninterruptedly since the year ended 31 December 2012.

DELOITTE, S.L.
Registered in ROAC under no. S0692

Miguel Angel Bailon Martin
Registered in ROAC under no. 18040
20 February 2018



Appendix I to our auditor's report

Further to the information contained in our auditor's report, in this Appendix we include our responsibilities
in relation to the audit of the financial statements.

As part of an audit in accordance with the audit regulations in force in Spain, we exercise professional
judgement and maintain professional scepticism throughout the audit. We also:

o 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.

e 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 Entity's internal control.

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

e Conclude on the appropriateness of the use by the directors 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 Entity'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 Entity to cease to continue as a going
concern.

e 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 Entity's audit committee 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 Entity's audit committee with a statement that we have complied with relevant ethical
requirements, including those regarding independence, and we have communicated with it to report on
all matters that may reasonably be thought to jeopardise our independence, and where applicable, on
the related safeguards.



From the matters communicated with the Entity's audit committee, 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.
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cecabank

06.- Annual Accounts

Translation of financial statements originally issued in Spanish and prepared in accordance with Translation of financial statements origi-
nally issued in Spanish and prepared in accordance with the regulatory financial reporting framework applicable to the Bank in Spain (see

Notes 1 and 42). In the event of a discrepancy, the Spanish-language version prevails.

BALANCE SHEETS AS AT 31 DECEMBER 2017 AND 2016*
(Thousands of Euros)

ASSLTS AT 2016 17}
Cash, cosh balances al central banks and other demand deposits (Mote 5) 2,858 TBO 2,189 BR3
Financial assets held for trading (Mote 6.1) 2,144,770 2,008,565
Darivatives 1,001 402 A, LA
Eaualy iredrurmenis ] 151 380
Diabt securities 825,086 06 452
Loans and advances - -
Comnlbrad banks
Credit instituticns = -
Customers. = =
Mernovancar S, foared o aotvanced as collfatesal with right do self or pleoke ar.ard 11 855
Financial assels designated at fair value through profit or loss (Note 6.2) 256,876 1,066,436
By insiruments - b
Dhelal sscuritioss
Loans and advances 256,876 1,066,436
Cantral hanks - b
Coredit irestitationes 258 ATAR) 2548 570
Customers = 167,857
Mernorandum fem: loaned o advanced as collateral with night 1o seil oF pledoe o8, 220 104,405
Ay allable-Tor-sale linancisl assets (Nole 7} 1,712,261 202,00
Eupaly iredrurmenis X T16 67,510
Dhosdal sscurities 1,733,545 3,253,062
Mamaorandum ifem; loaned or advanced as collateral with Mgt to 3all or pladoe 18,062 4850
Loans and receivables (Note B) 2,144,458 1,295,503
Dhusdal sscurities 2. 2874
Loans and advances 2,662,720 1,193,629
Cantral hanks - b
Coredit inestitationes 1,758 360) 703,154
Customers S04, 350 490,435
Mernorandum dem: loaned o advanced as collateral with right 1o seil oF pledoe 124,343 2247
Hetbtl-Lo-maturity investments - -
Aesrnoranlar Bovny foarmed o ocheancesd as coliatesad with rigid bo sl o ek
Dherivatives - lesdgee accounting (Mote 9) 1,723 511
Fair value changes of the hedged items in portfolio hedge of interest rate risk - b
Invesirmaas n subsaliaries, jomt venlures and associales (Mote 11) 46| ATE
CHOUD COMpanens 418 416
Jointly controlled entities - -
Afsociates
Tangible assels (Nole 12) 52,413 53,105
Propeerty, plant and eguipment 50,636 51,360
For owm use 50,630 51,360
Leased out under an opelating lease
Asmignesd o wellare projects - -
Irvestment property 1.7rr 1.835
O whiichy s ol oy awe operaling fease
Mamaorandum iham; acquired wnoer a finance laase - -
Indaggilale assels F BG4 59,23
Caoachadll - -
Char mangiie assels (Notla 13) 28 BE4 55,231
Tax assels (Mole 20) 115,167 124,536
Current tax assats 6,315 172
Defrmind Tax assols A0 AL 1204, 354
Cilhver assets (Mote 14.1) 42,944 34,003
Ingurance conracis inked o pansions - -
Irraeribores
Cithwar 42 0 34,003
Mon-curent assets and disposal groups classifed as hald for sale (Hote 10) 3,787 18,110
TOTAL ASSETS 1, THll, AG0 10, (€M GRY

(*) Presented for comparison purposes only (see Note 1.4).

The accompanying Notes 1 to 42 and Appendices | and Il are an integral part of the balance sheet as at 31 December 2017.
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cecabank

06.- Annual Accounts

Translation of financial statements originally issued in Spanish and prepared in accordance with Translation of financial statements origi-
nally issued in Spanish and prepared in accordance with the regulatory financial reporting framework applicable to the Bank in Spain (see
Notes 1 and 42). In the event of a discrepancy, the Spanish-language version prevails.

BALANCE SHEETS AS AT 31 DECEMBER 2017 AND 2016*
(Thousands of Euros)

—_— L FIILTW]
LIABILITIES
Financial labilities hebd for trading (Mole 8.1) 1,536,978 1
Dervanes 1,146 01 1.}&&%
Shart posltiors a aar a4
Deposits: - -
Coaniral barks.
Carral inesifubiones
Cuslomers
Deab seCuntes ssued
Oty Frcanctal el wisfe;
Financial liabilitees designated ot Tar vahe through prolit of koes [Nole 6.7) 185,902
Dot 185 52
Copniral bariks - E
Crodt nsiiutons = 34510
Curstomrs 147,202
Deab secuntes ssued - -

oty Pincancial Raldifie=
Mermorandum fem. subordinaled babiiles

Fnancial iabilflies o amortised cost (Hobe 15) 1,00 6,730,043
Deposis 6,362 278 6, 100,405
Caniral barks. - -
Croit mslifutions BET G2 AR 55N
Cistomers 5,504, 206 5, T4 552
et secunbies ssued - -
Oty frencial kil B0 343 ﬂ:j
Memorandum fem: aptonoinaled labiibes -
Derivatives . hesdige oo ) {Mate ) 1412

Fair vahm changes of the redged ibems in porfodio hdps of inberest rate rsk

Liabilities uncher inseranoe amd reimsarance contracls

Brovissons (Mot 16) 151,540 180,004
Poreaons and olber posd-ermployment defired Berwdil abigalions
(Crthiar lang-Serm ennpioves berefits 76, 166
Ponchineg lgol msawes and L Bigation 14 @80 16 553
Commilments and guaranbses gham 208 134
Crhil provisions 73520 64,071

Tax liabilities [Note 20) #6180
Lurrert s kabdtes - jracE
Doofirmind Lo cabulities 26 18R 12 50y

Share capital repayabbe on demand
Oty latnloes (Mote 14.0) 150,759 137 =0

Liabilities inchacked in disposal groups clessilied as held for sale
TOTAL LIAHILITIES 8,907/ 8,008

EQUITY

Sharefuchs’ eouily 1,261 954, |
‘Share capral M2257 LLF#-T
Pl up Capetal {Meate 1H) 112257 112257

Lirypsaie] capital which hess (s called up - .

Iamarandom fem oncalled cantal - -
“Shans pramim (Maa 1H) B15. 40 A5, 4oy
Equity instrumants ssud olher than capital - -

Crihe ety DTS
Hitainod namings
Pt i resserves - =
Crher resanves (Note 18) S0 84 1584 T

1) Trissury shars - -

Frofit fior the yvear {Mole 3] 3218 BT

{=] Inkanim Givideands

AL i SN COMH elmriSive i oime 45008 G051
Hores. theal well mok b reckessiiod bo profif or kes 11.01¢ T
Acfuanal gaing of ipases on cafined benefl panaion plans (Mole 17) 11,049 o462
MNor-cumen assels and dE00 rouns Ciassfed as held =
for
O valmtion aoiumimants . .
R Tt iy’ B recselfied 1o proft or Kes 3 N L1
Moy off raed iemvesirnands in forgign oporalions

Nevr-curnend assels and disposal groops clissiled as held for sale (Nodes 10 £ 17)
TOTAL FOLNTY
TOTAL LIABILITIES AND EQLITY

MR AMOUM [TEMS
Guarantees given (Mobe 27.1) BT M4
Ciontingenl commitments geven (Mole 27,3 B4, 62

s

(*) Presented for comparison purposes only (see Note 1.4).

The accompanying Notes 1 to 42 and Appendices | and Il are an integral part of the balance sheet as at 31 December 2017. Dag 12
ag



cecabank

06.- Annual Accounts

Translation of financial statements originally issued in Spanish and prepared in accordance with Translation of financial statements origi-
nally issued in Spanish and prepared in accordance with the regulatory financial reporting framework applicable to the Bank in Spain (see

Notes 1 and 42). In the event of a discrepancy, the Spanish-language version prevails.

INCOME STATEMENTS FOR THE YEARS ENDED 31 DECEMBER 2017 AND 2016*

(Thousands of Euros)

InCome/|EXpenses)
2017 2016 ()
IFDeresT incomse (Nabe 28) B3 E41 117,108
Interest expenses (Note 23] 71242} (LR |
[A] NET INTEREST INCOME 18288 773 |
Devidend income (Nete 30) 19,474 23,841
Fee and commission income (Mote ) 138286 134,283
Fes and commission sxpenses (Nate 32) (14,584} (16,405
Gaing of Iozses on derecognition of financial atsets and liabilties not measured at fair valus through prafit or loss, net (Hate 33) 1069 16,511
|sains or los=zes on financial assets and liabilities held for rading, net [Note 23] (32,606} [38,302)
Gains or losses on financial 2s5ets and liabilities designated at fair valus through profit or loss, net [Nete 33) (18} (290)
Cains of losses from hedge accounting, nat (Mot 33) (4,738} 14,802)
|Ezchange ditferences. net 85583 51,178
Other operating incoms [Hote 14) S0.TEE &3 807
Oithar opsrating sxpenses (Mote 37) [4.432) 4,043
|Ei GRoss WconE 283,201 253,978
|admanistrative expenses 10658) (115,182
Staff costs (ke 35) {51,133 (51,68
CAher adminisiralive Cxpensds (Mobe 36) (Ta440) (63, 45|
Depreciation and amormisation charge (Mote 33) |3E.534) (55,323)|
Previzions or reversal of provizions (Hote 16) 18,308 3738
I pRinEnL oF ivirsal of iImpadmment on EEFHLE Not wd at fair valus through profit of loss (Hotes 22 & 38) T2 11,084
Financial ety messuned al cosi .
Aralable-Tor-sae Tinancial aesels 2 {34900
Loans and neteivabies LR v 4.4ra)
- bo-maturity invesiments.
C] PROFIT FROM OPERATIONS 99,772 AT 456
Impairment or reversal of impas tof i tments in subsidiaries, joint ar =
Tangibie asoets -
Intangitde assets =
CHFe -
Gaing of lozses on derecognition of nan-Anancial assets and investments, net (Mate 12) 2 1)
Megative gepdwill recognised in profit of 055 -
Profit of lo2e from non-cument szeets and dispeasl groups clazsified as held for sale nat
qualifying as discontinued operations (Hote 10) B2 1084
O PROFIT OR LOSE BEFORE TAX FROM COMNTINUING OPERATIONS i“.‘E 108,338
ITax expense or income related to profit or loss from continuing cperations [Nets 20) (34,338 [31,381)
(El FROFIT OR LO:SS AFTER TAX FROM GONTINWING OPERATIONS T3I1E 76,347
Profit or loss after tax from discontinued operatons -
F| PROFIT FOR THE YEAR 708 TEa7

(*) Presented for comparison purposes only (see Note 1.4).

The accompanying Notes 1 to 42 and Appendices | and Il are an integral part of the income statement for the year ended 31 December 2017.
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cecabank

06.- Annual Accounts

Translation of financial statements originally issued in Spanish and prepared in accordance with Translation of financial statements origi-
nally issued in Spanish and prepared in accordance with the regulatory financial reporting framework applicable to the Bank in Spain (see

Notes 1 and 42). In the event of a discrepancy, the Spanish-language version prevails.

STATEMENTS OF CHANGES IN EQUITY FOR THE YEARS ENDED 31 DECEMBER 2017

AND 2016*

I. STATEMENTS OF RECOGNISED INCOME AND EXPENSE FOR THE YEARS ENDED 31 DECEMBER 2017 AND 2016*

(Thousands of Euros)

2016 ')

PROFIT FOR THE YEAR

73,218

76,347

OTHER COMFREHENSIVE INCOME

[15,780)

18,583)

Items that will not be reclassified to profit or loss (Mote 35)
Actuanial gains or lesses on defined benefit pension plans
Nom-current assets and disposal groups hild for sabe
Oiver valuation adjustments
Income L relating o ilems thal will not be reclassified

Itemys that may be reclassified to profit or loss
Hedge of net investments in foreign operations

Vailwabon qaing or koezes laken 1D ey
Transferred fo prof or oss
Oither recissiicaions
Fosesgn currency translabon
Translation gains or losses faken fo equily
Transferrad fo profit or loes
Oither recissiicaiions
Cash Mow hidges
Vailvabon qaws o losses laken o eqly
Transferred fo profit or 0ss
Transferrad fo initial camying amownd of hoodged items
ither reclassifications
Available-for-sale financial assets
Vailvabon qaws o losses laken o eqly
Trangherred o profl or s
Oithar rclssifications
Non-current assets and disposal groups beld for sale (Note 10)
Vailsation qains or beszes taken o eqaiy
Trangherred o profl or s
Oither rechssicabons
Income Lax relabing loilems thal meay be reclssibed to proll o loss

1,857
22

(G6T)
(17.317)

(14,390}
(3,754)
(10,636)

(10,348)
(1, 967)
(8.382)

7423

1,202
1717

(515)
(8,885))

(24.470)
(5.579)
{9,048y
(9,803)
10,349

546

0,803
4,335

TOTAL COMFREHENSIVE INCOME FOR THE YEAR

57,458

67,664

(*) Presented for comparison purposes only (see Note 1.4).

The accompanying Notes 1 to 42 and Appendices | and Il are an integral part of the statement of recognised income and expense for

the year ended 31 December 2017.
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cecabank

06.- Annual Accounts

Translation of financial statements originally issued in Spanish and prepared in accordance with Translation of financial statements originally issued in Spanish and prepared in accordance with the
regulatory financial reporting framework applicable to the Bank in Spain (see Notes 1 and 42). In the event of a discrepancy, the Spanish-language version preva’ils.

STATEMENTS OF CHANGES IN EQUITY FOR THE YEARS ENDED 31 DECEMBER 2017 AND 2016*

[I. STATEMENTS OF CHANGES IN TOTAL EQUITY FOR THE YEARS ENDED 31 DECEMBER 2017 AND 2016*

(Thousands of Euros)

2017

Souwrces of equilty dhanges

SFHAHEHULL

ERS" ELUNTY

Lhawe
capilal
{Mote 10)

Sheare
PSR
{Mate 18)

Equity irstnuments
s olher

thar eapital

Ohar

ems

DHRer reserves

{Mote 15}

(=} Tressury
ahares

ol Tor e

yEAr
{Moba 3}

<} Inlesim
dividends

Arcumuiated
e
COmprenensive
inscome (Mate 17

Tolal

Cpening balance (before restatement) at 1 January 2017
EMmecls of comections of ems
Effects of changes in accountng polickes

Opening balance 3t 1 January 2017

Total comprehensive income for the year

Cther changes in equity
Iesuance of ordinary shares
Izzuance of preference shares
Issuance of other equity Instnaments.
Exercise of expiration of oiher cgquity nstruments issued
Conversion of oebt 1o equity
Capilal nehaction
Diividends (or remunesalion of members) (Mole 3)
Purchase of lressury shares
Sale or canoellation of Ireasury shares
Reclassification of financial instruments. from equity 1o Kability
Reclassification of fnancial instrumeants from (iabity 1o equity
Transiers among components. of equity (Mote 3)
Equity Increass o decrease resulling from busingss combinabions
Share-based payments
CANET INCrEase of GeCrease n equity

Clozing balance at 31 December 3017

112,257

112,267

615,453

-G'IW

154,333

164,380

57,260

57,360

Tha4T

TE 14T
T8
(T8, 347)

19,047)

{57,260)

60,818

) B0.818
(15,760)

exqui
1,018,308

1,019,308
57458
{19,087)

ilﬂ_l:ﬂ?]

112,257

615,433

211,853

73,218

1,057,673

The accompanying Notes 1 to 42 and Appendices | and Il are an integral part of the statement of changes in equity for the year ended 31 December 2017.

Pag 15




cecabank

06.- Annual Accounts

Translation of financial statements originally issued in Spanish and prepared in accordance with Translation of financial statements originally issued in Spanish and prepared in accordance with the
regulatory financial reporting framework applicable to the Bank in Spain (see Notes 1 and 42). In the event of a discrepancy, the Spanish-language version prevails.

STATEMENTS OF CHANGES IN EQUITY FOR THE YEARS ENDED 31 DECEMBER 2017 AND 2016*

[I. STATEMENTS OF CHANGES IN TOTAL EQUITY FOR THE YEARS ENDED 31 DECEMBER 2017 AND 2016*

(Thousands of Euros)

2018 (1

Sowrces of equilty changes

Cpening balance (before restytement) at 1 January 2018 (7}
Effects of comections of emrs
Effects of chares in accountng polickes
S pening balance at 1 January 2018 [*]
Total recognised INCome and expense
Cther changes in eguity
Fesuance of ordinary shares
Iuance of prederence shares.
Issuance of Oiher equity instruments
Exercise of expiration of olher equily nslrumenls issued
Corversion of gebl 1o aguity
Caplal reschactsoy
DHvidends (of remunesation of membens)
Purchase of Ireasury shares
Sale or cancellation of iregsury shares
Reclassificalion of fmancal insdruments rom equity o Eability
Reclassification of financial instruments. from |ty 1o equity
Transicrs among components of cquity
Equity increase or decrease resulting from business combinations
Share-bascd payments
Colhesr InCrease of Gecrease n equity
Clasing at; o 2016 7]

Sharng

capilal
{Mete 1)
112,257

112,257

Share
PSRN
(Ml 18

616,483

G15,453

Equity instnaments
Issued olher

lhan capital

ORher
equty

flems

SHARCHOLDERS' EQLATY

Relained
BTN

Fevahaion

CHRr reserves
[Moke 15)
98,522

57871

5B

(=} Tressury
shares

Preit for the:
yEAr
(Mt 3}
77182

T2
TE.34T
{77,982)

Em,ml]

[ETR-Ta |

(<} Inlegim
lividends

Accumulaled
ather
Comprefensive
inconme (Hale 17)
£9,501

- &5, 501
12.683)

Tolal

ity
ST0.81E

70,838
BT B84
119,291)

{19,2491)

TE, 34T

7,018,308

(*) Presented for comparison purposes only (see Note 1.4).

The accompanying Notes 1 to 42 and Appendices | and Il are an integral part of the statement of changes in equity for the year ended 31 December 2017.
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Translation of financial statements originally issued in Spanish and prepared in accordance with Translation of financial statements origi-
nally issued in Spanish and prepared in accordance with the regulatory financial reporting framework applicable to the Bank in Spain (see

Notes 1 and 42). In the event of a discrepancy, the Spanish-language version prevails.

STATEMENTS OF CASH FLOWS FOR THE YEARS ENDED 31 DECEMBER 2017

AND 2016*
(Thousands of Euros)

Less: Bank overdrafts refundable on demand

Proceeds [ (Payments)
2017 _ 2016 [*)
A) CASH FLOWS FROM OPERATING ACTIVITIES 711,659 1,999,158|
Profit for the year 73,218 76,347
Adjustments made to obtain the cash flows from operating activities 113,854 202,826
Depreciation and amortisation charge 56,824 55,588
Other adjustments 57,020 147,238
Met (increase)/decrease in operating assets T55,880 3,710,001
Financial assets held for trading (124 868) 502,304
Financial assets designated at fair value through profit or loss 08,542 1,661,621
Available-for-sale financial assets 1,521,148 BAT.T21
Loans and receivables (1.462,169) 582,.224|
Other operating assets 12,226 16,131
Met increase/{decrease) in operating liabilities (193,357) (1.,965,883)
Financial liabilities held for trading (239,822) (493,334
Financial liabilities designated at fair value through profit or loss (185,902) (924,008)
Financial liabilities at amortised cost 302,578 (S28,901)
Other oparating liabilities. (72,411) {21,642)
Income tax recovered!|pald) (35,736) (24,133)
'EI CASH FLOWS FROM INVESTING ACTIVITIES (225,474) (4,132)
Payments: (225,474) (30,647)
Tangible assets (2,225) (2,628)
Intangible assets (223,249) (28,018)
Investments in subsidiaries, joint ventures and associates -
Cither business units -
Mon-current assets and liabilities classified as held for sale -
Held-to-maturity investments -
Other payments related to investing activities -
Proceeds: 26,515
Tangible assets -
Intangible assets -
Investments in subsidiaries, joint ventures and associates -
Cither business units -
Mon-current assets and liabilities classified as held for sale - 26,515
Held-to-maturity investments -
Other proceeds related to investing activities -
C) CASH FLOWS FROM FINANCING ACTIVITIES (19,08T) (19,291)
Payments: {19,08T) (19,201)
Dividends {19,087) {19,291)
Subordinated liabilities -
Redemption of own equity instruments -
Acquisition of own equity instrurnents -
Other payments related to financing activities -
Proceeds: =
Subordinated liabilities -
Issuance of own equity instruments -
Disposal of own equity instruments -
Other proceeds related to financing activities -
D) EFFECT OF FOREIGN EXCHANGE RATE CHANGES -
E) MNET INCREASE [DECREASE) IN CASH AND CASH EQUIVALENTS [A+B+C+D) 467,008 1,975,735
F} CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 2,189,682 213,947
&) CASH AND CASH EQUIVALENTS AT END OF YEAR (NOTE 3) 2,656,780 2,189,682
MEMORANDUM ITEMS
COMPONENTS OF CASH AND CASH EQUIVALENTS AT END OF YEAR (NOTE 5)
Cash 94,860 101,710
Cash balances at central banks 2,468,451 1,877,695
Other demand deposits 83,488 210,277

(*) Presented for comparison purposes only (see Note 1.4).

The accompanying Notes 1 to 42 and Appendices | and Il are an integral part of the statement of cash flows for the

year ended 31 December 2017.
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Translation of a report originally issued in Spanish based on our work performed in accordance with the audit regulations in force in Spain. In the
event of a discrepancy, the Spanish-language version prevails.

Cecabank, S.A.

Notes to the Financial Statements
For the Year Ended 31 December 2017/

1. Introduction, basis of presentation of the financial statements and other information

1.1. Introduction

Cecabank, S.A. (the “Bank” or the “Entity”) is a financial institution established on 17 October 2012 by public deed before the
Notary Mr. Manuel Richi Alberti. The Bank is registered in the Commercial Register since 12 November 2012 and the Register of
financial institutions of Bank of Spain with the code 2000.

As from the entry into force of the Single Supervisory Mechanism (“SSM”) on 4 November 2014, the European Central Bank (“ECB”)
assumed responsibility for supervising European credit institutions, one of which is the Bank. The SSM is a new banking supervision
system that includes the ECB and the national supervisors (the Bank of Spain in the Spanish case). In the Bank’s case, the ECB is
empowered to determine and monitor the application of the supervision criteria, in close cooperation with the Bank of Spain. The-
refore, the Bank of Spain is responsible for supervising the Bank directly, while the ECB supervises it indirectly since it has ultimate
responsibility for ensuring that the SSM works correctly.

The Bank’s headquarters is located in Madrid, at Calle Alcala, 27. Either in this address or on its website (www.cecabank.es) the
Bank’s bylaws are available along with other relevant legal information.

The Confederacién Espafiola de Cajas de Ahorros (“CECA”) holds 89% of the bank’s share capital, as result of a spin-off of all its as-
sets and liabilities carried out by the Confederacién, except certain assets and liabilities relating to its welfare projects, to Cecabank,
S.A., thereby creating the Bank in that year, which was subrogated to all the rights and obligations held by CECA until that.

The Bank bylaws set the activities that it may get involved in, establishing its economic purpose:

a) The develop of all type of activities, transactions and services inherent to the Banking business in general or related directly
orindirectly with it and are allowed by the active legislation, including investment services and auxiliaries and those related
with insurance mediation.

b) Providing technological, administrative or assessing services to Public Administrations as to any other public or private en-
tity.

c) Acquisition, tenure and disposal of any real estate instrument.

Therefore, the Bank is part of the group of which the Confederacién Espafiola de Cajas de Ahorros is parent, with whom it made
together with its associates, which are also shareholders of the Bank, a significant volume of transactions.

1.2. Basis of presentation of the financial statements

The Bank’s financial statements for the year 2017 are presented in accordance with the regulatory financial reporting framework
applicable to the Bank, which is that established in Bank of Spain Circular 4/2004, to credit institutions, on public and confiden-
tial financial reporting rules and formats (the “Circular 4/2004”) and subsequent amendments. This Circular of the Bank of Spain
constitutes the development and adaptation to the Spanish credit institutions of the International Financial Reporting Standards
adopted by the European Union.

The Bank’s financial statements for the year 2017 have been prepared taking into account all the principles, accounting standards
and valuation criteria of mandatory application, so that they present fairly the equity and financial position of the Bank as of 31
December 2017 and of the results of its operations and cash flows that have occurred in the financial year then ended, in accor-
dance with the financial reporting framework mentioned in the previous paragraph, that is applicable and, in particular, with the
principles and accounting criteria contained therein to which reference has been made in the previous paragraph.

The Bank’s financial statements for 2017 were formulated by the Board of Directors at its meeting held on 19 February 2018.

The Bank’s financial statements for 2016 were approved by the General Shareholders’ Meeting at its meeting held on March 22,
2017. The Bank’s financial statements for the year 2017 are pending approval by its General Meeting. However, the Bank’s Board

of Directors understands that these annual accounts will be approved without significant changes.
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1.3. Consolidation

The Bank is the head of a Group comprising various entities (see Note 2.1) and, as such, prepares consolidated financial statements
with its subsidiaries. Per the content of the aforementioned consolidated financial statements, which were prepared in accordance
with International Financial Reporting Standards as adopted by the European Union, the total consolidated assets of the Bank and
Subsidiaries (“the Cecabank Group”) at the end of 2017 and 2016 amounted to EUR 9.963.209 thousand and EUR 10.094.415
thousand, respectively, consolidated equity amounted to EUR 1.059.363 thousand and EUR 1.020.992 thousand, respectively,
and the consolidated net profit attributable to the Group for 2017 and 2016 amounted to EUR 73.219 thousand and EUR 76.399
thousand, respectively.

The Cecabank Group’s condensed consolidated financial statements for 2017 and 2016 (the information for 2016 is presented in
accordance with the new public financial statement formats in force since 2016 (see Note 1.4)) are as follows:

The condensed consolidated financial statements of the Cecabank Group for 2017 and 2016 are as follows:

Thousands of Euros

Assels 2017 2016
Cash, cash balances at central banks and other demand deposits 2,658 845 2,190,148
Financial assets held for trading 2.144.770 2008565
Financial assets designated at fair value through profit or loss 256,876 1,066,436
Available-for-sale financial assets 1,772,261 3,321,501
Loans and receivables 2,685,286 1,217,888
Derivatives - hedge accounting 1,723 511
Investments in subsidiaries, joint veniures and associates - -
Tangible assets 52418 53,202
Intangible assets 229,061 59.426
Tax assets 115,205 124,571
Other assets 42 977 34,057
Non-current assets and disposal groups classified as held for sale 3,787 18,110
Total Consolidated Assets 9,963,209| 10,094,415

Thousands of Euros
Liabilities 2017 2016

Financial liabilities held for trading 1,539.978 1.779. 800

Financial liabilities designated at fair value through profit or loss - 185,902

Fmancial Lialnlihes at Amortised Cost T.033.114 6,730,645

Dernvatives - hedge accounting 1.412 3.966

Provisions 151,843 190,034

Tax Liabilities 26,188 44,961

Other Liabilities 151,311 138,115

Total Liabilities 8,903,846 9,073,423

Equity:

Shareholders” equity 1,013,882 959,753
Share Capital 112,257 112257
Share Premium 615.493 615,493
Other Reserves 212914 155,613
Profat for the year 73.218 76,390

Accumulated other comprehensive income 45,058 60818

Minonty interests [non-dominant shares) 423 421

Total Consolidated Equity 1,059,363 1,020,992

Total Consolidated Equity and Liabilities 9,963,209 10,094,415
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Consolidated Income Statements for the year 2017 and 2016:

Thousands of Euros

2017 2016
Interest income 80,648 111,134
Interest expenses (71.253) (73.148)
Met Interest Income 18,395 37,986
Dividend imeome 39,474 33.841
Fee and commission income 136,384 134,561
Fee and commission expenses (14,941) (15,603)
Gains or losses on derecognition of assets and liabilities 10,639 16,511
(Gains or losses on financial assets and liabilities held for trading, net (33,606) (38,902)
Gains and losses on financial assets designated at fair value through profit (18) (200)
orloss, nel
Gains or losses from hedge accounting, net (4,798) (4.802)
Exchange differences, net 65,393 51,178
Other operating income 57.562 50,168
Other operating expenses (9,984) (9.570)
Gross Income 264,500 255,078
Administrative expenses (131.885) (116.501})
Depreciation and amortisation charge (56,881) (55,622)
Provisions or reversal of provisions 16,909 3476
Impaimment or reversal of impairment on financial assets not measured at fair
value through profit or loss 7,132 11,088
Profit from Operations 99,775 97,519
Impairment or reversal of impainment of investments in subsidiaries, joint
ventures and associates - -
Gains or losses on derecognition of non-financial assets and investments, net 2 (12}
Profit or loss from non-current assets and disposal groups classified as held
for sale not qualifying as discontinued operations 8,382 10,894
Profit or loss before tax from continuing operations 108,159 108,401
Tax expense or income related to profit or loss from continuing operations (34.,940) (32.002)
Profit or loss after tax from continuing operations 73,219 76,399
Profit or loss after tax from discontinued operations - -
Profit for the year 73,219 76,399
Attributable to dominant shares 73218 76,390
Attributable to minority inferests (non-dominant shares) 1 g

Consolidated Statements of Recognized Income and Expense for the years 2017 and 2016:

Thousands of Euros

2017 2016
Profit for the vear 73,219 76,399
Other comprehensive income (15,760) (B.683)
Items that will not be reclassified to profit or loss 1,557 1,202
Items that will not be reclassified to profit or loss (17.317) (9, 885)
Available-for-sale financial assets (14,390) (24,470)
MNon-current assets and disposal groups held for sale (10,349) 10,349
Income tax relating to items that may be reclassified to profit or loss 7422 4,236
Total comprehensive consolidated income for the year 57459 67,716
Attributable to Minority interests (non-dominant shares) 1 9
Attributable to Donmuinant shares 57.458 67.707
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Consolidated statements of changes in equity for the years 2016 and 2017:

Thotsands of Euros
Consolidated statements of changes in equity
Eaquity Minority inbenests
Profil for the
Equity vear Accummlated | Accumulated
insnimenls Dher altnibudable 1o olber aher
Share Share isssed other Rty Pctained Revaluation (=) Treasury | the owners of | (<) Intenim | comprebensive | comprelensive
Souroes of equity changes capital premann than capital ey carmings TeseTVEs Other reserves shares thee domi dividends income income Crhers | Tetal Equaty
Opening balance (before restatement) al 1 January
216 112,357 615,493 - - °0,219 - 75,681 69,501 - S STLEES
Effects of comections of ermors . . . . . . - - . .
Effects of changes in accounling palicies - - - - - - - - - .
Opening balance at 1 January 2016 112,257 H15,493 40,219 75,681 69,501 S04 972,658
Total recoguized income and expense - - - - - T, 500 - (8,683 x o &7. 716
Oiher changes in equity - - 5 = 26,304 = (75,681) . - r (92} (19.379)

Capital reduction - - - - - - - . - - . .

Conversion of debt to equity - - - - - - - - - - . .

Dhvidends (or remumeration of members) = = = = = = {19,291} = = - - 19,291}

Transfers among components of squity - - - - - - - - - - .
ﬁ:&ﬁtﬂ or decrease resulting from buasiness . . . . 56,304 . {56.390) . R . ()

Other incresse or decrease in equity - - - - (1,320 - = - - (88) (L] |
Closing balance at ¥ December 2006 112,257 615493 155,618 - T, 150 G0.818| - 431 1.020,992
Effects of comections of ermors
Effects of :.hulgu- in aocnumjng po'li:in H = E = = = z = g =
Opening balance at 1 January 2017 112,257 615,493 - - - 155,613 - 76,380 - 60,518 - 421 100,942
Total comprehensive income Tor (he year - - - - - - - 73,218 - (15, Tody = 1 57,459
Other changes in equity - - - - - 57,301 - {76, 3940) - . - 1 (19,0883

l:'l.pil.nl reduction - = - - - - - -

Comversion of debt to equity - - - - - .

Dividends (or remuseration of members) - - - - - - - {19089} - - - (19,089}

Reclassification of financial instraments from lability to R R R R R R R & R ) .
ity

Transfers among voagmmes of equity - - - - - 57301 - {37.301) - - 1 1

Equily increase or decrease resulling from business o - o & _ = = : = &
combinationg

(Hher increase or decrease i edquily - = - - - - - - - - .
Clasing balance at 31 December 2017 112,257 615,493 - - - 212914 - 73.218 - 45,058 - 413 1,059,263
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Consolidated Cash Flow Statements for the years 2017 and 2016:

Thousands of Eures

Consohdated Cash Flow Statements 2017 2016
CASH FLOWS FROM OFERATING ACTIVITIES: T13.309 1,997 480
Profit for the year 73219 76,399
Adjustments made to ohtain the cash flows from aperating activities 113,911 202,762
Net (Increase)/decrease In operallng asseis T5TA57 3,711,146
Financial assets held for trading [124,368) 02304
Financial assets designated at fair value through profit or loss BOW 542 1661621
Avalable-for-sale financial assets 1,521,149 847721
Lostns amd peceivables ELTIN GE3 407
Other operating assets 12,245 16,093
Net increase/{decrease) in operating liabilities (195,537)  (L.268.694)
Financial liahalities held for trading (239.822) [493.335)
Financial liahilities designated at fair value through profit or loss [(1&5,902) (D24, 006)
Financial liabilities at amortised cost (302,469 (529.522)
Cither operating liabilities (72,282) (218331}
Income tax recovered/{paid) (35,741) (24.133)
T'otal cash flows from operting activities (225,525) 1,997 480
CASH FLOWS FROM INVESTING ACTIVITIES:
Payients (225,525) 30,721)
Proceeds - 26,515
Total cash Mows Irom invesling activilies [225,525) (4,206)
Payments (19,087} (19.291)
Proceeds - -
Total cash flows from financing activities (19,087 (19,291)
Effect of forelgn Exchange rate changes - -
Met increase/decrease in cash and cash equivalents 468,697 1,973,983
Cash and cash equivalents at beginmng of vear 2190, 145 216,165
Cash and cash equivalents at end of year 2 658,845 2190148

1.4. Information relating to 2016

For comparison purposes only the Bank’s directors present, in addition to the figures for 2016 for each item in the balance sheet,
income statement, statement of changes in equity, statement of cash flows and notes to the financial statements, the figures for
2017, obtained in accordance with Bank of Spain Circular 4/2004 and successive amendments thereto in force. Consequently, the
figures for 2016 included in these notes to the financial statements are presented for comparison purposes only and do not consti-
tute the Bank’s statutory financial statements for 2016.

1.5. Responsibility for the information and use of estimates

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

In the preparation of the Bank’s financial statements for 2017 estimates were made by its 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 2.3, 2.13, 2.14 and 2.16).

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).

Calculation of the provisions, if any, to be recognised to cover certain risks arising from the Bank’s activity (see Notes 2.10 and
2.15).

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

The assumptions used in the estimates of the probability of recovery of the deferred tax assets recognized by the Bank (see

Note 2.12).
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Although these estimates were made on the basis of the best information available at 31 December 2017 and at the date on which
these financial statements were authorized forissue on the events analyzed, 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 income statements for the
years in question.

1.6. Agency agreements

Neither at 2017 nor 2016 year-end nor at any other time during those years did the Bank have any agency agreements in force, as
defined in Article 21 of Royal Decree 84/2015, of 13 February, implementing Law 10/2014, of 26 June, on the regulation, super-
vision and capital adequacy of credit institutions.

1.7. Investments in the share capital of credit institutions

At of 31 December 2017 and 2016 the Bank did not hold any ownership interests of 5% or more in the share capital or voting power
of any Spanish or foreign credit institutions.

1.8. Environmental impact

In view of the business activities carried on by the Bank, it does not have a significant impact on the environment. Therefore, it was
not necessary to recognise any provision in this connection the Bank’s financial statements for 2017 do not contain any disclosures
on environmental issues.

1.9. Capital management objectives, policies and processes

On 2 February 2016, Bank of Spain Circular 2/2014, of 31 January, was published to credit institutions about supervision and
solvency, which contemplates the adaptation of the Spanish legal order 2013/36/EU and Regulation (EU) n2 575/2013, which is
applicable to the Bank (see Note 1.12).

This EU Regulation (EU) No 575/2013 laid down uniform rules that must be complied with by entities in relation to: 1) own funds
requirements relating to elements of credit risk, market risk, operational risk and settlement risk; 2) requirements limiting large
exposures; 3) liquidity risk coverage relating to entirely quantifiable, uniform and standardised elements of liquidity risk, after the
Commission delegated act has entered into force; 4) the setting of the leverage ratio; and 5) public disclosure requirements.

The aforementioned EU Regulation introduces a review of the concept and of the components of the regulatory own funds requi-
red of entities. These consist of two elements: Tier 1 capital and Tier 2 capital. In turn, Tier 1 capital comprises Common Equity

Tier 1 and Additional Tier 1 capital. Therefore, Tier 1 capital consists of instruments that are able to absorb losses when the entity
is a going concern, while the elements of Tier 2 capital will absorb losses primarily when the entity is not viable.

Institutions must satisfy, with general character, the following own funds requirements at all times:
i) A Common Equity Tier 1 capital ratio of 4.5% (CET 1).
i) A Tier 1 capital ratio (Common Equity plus Additional Tier 1) of 6%.

i11) A total capital ratio of 8%.
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In addition to these requirements, pursuant to the aforementioned legislation the Bank must comply with the following capital
requirements:

B Hold a capital conservation buffer, which was established as Common Equity Tier 1 capital equal to 0.625% of RWAs for 2016,
and which will increase by an additional 0.625% each year until it reaches the required level of 2.5% of RWAs in 2019.

B Maintenance of a countercyclical capital buffer that may reach up to 2.5% of Common Equity Tier 1 (CET1) capital. As from
2016, the level to be reached by this buffer will be set by the Spanish authorities, on the basis of macroeconomic variables,
whenever an excessive growth in credit which could be a source of systemic risk is observed. In this regard, at the end of 2016,
the Bank of Spain announced that the countercyclical capital buffer for Spanish financial institutions would be maintained at
0% of credit risk exposure in Spain in the fourth quarter of 2016. The Bank has not been designated a systemically important
institution, and a capital buffer has not been established for it for 2017.

Also, in addition to the aforementioned requirements, Law 10/2014, of 26 June, on the regulation, supervision and capital adequa-
cy of credit institutions establishes the power of the Bank of Spain to require credit institutions to hold higher levels of capital than
those indicated above. In this respect, on 19 December 2017, the Bank of Spain notified Cecabank, S.A. that, in general, it complied
with the requirements of Article 92.1 of 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 set the Bank the requirement of maintaining a
consolidated and individual TSCR ratio of no less than 10.10%. The Bank and its Group are also subject to the overall capital requi-
rement (OCR) defined in Title 1.2 of the EBA/GL/2014/13 Guidelines which, in addition to the TSCR ratio, includes the combined
capital buffer requirement, as defined in Articles 43 et seq of Law 10/2014 and the related implementing regulations. This require-
ment comes into force from 1 January 2018. On 22 December 2016, the Bank of Spain notified Cecabank, S.A. that it was required
to maintain an overall consolidated and individual CET1 capital ratio of no less than 9.63%. At 31 December 2017, and throughout
2017, the Bank and the Group’s individual and consolidated CET1 ratios exceeded the requirement for that year.

The strategic capital management objectives set by Bank management are as follows:
B To comply, at all times with the applicable regulations on minimum capital requirements.

B To seek maximum capital management efficiency so that, together with other profitability and risk variables, the use of capi-
tal is considered as a key variable in any analysis related to the Bank’s investment decisions.

In order to meet these objectives, the Bank has in place a series of capital management policies and processes, the main cornersto-
nes of which are as follows:

B Inthe Bank’s strategic and operational planning, and in the analysis and follow-up of the operations of the Group to which it
belongs, the impact of decisions on the Bank’s eligible capital and the use-profitability-risk relationship is considered to be a
key decision-making factor.

B As part of its organizational structure the Bank has monitoring and control units which at all times analyzes the level of
compliance with the applicable regulations on capital, with alerts in place to guarantee compliance with the applicable regu-
lations.

The Bank’s management of its capital, as far as conceptual definitions are concerned, is in keeping with Regulation (EU) No
575/2013. With a view to ensuring that the aforementioned objectives are met, the Bank performs an integrated management of
these risks, in accordance with the policies and processes indicated above.

The Bank’s Common Equity Tier 1 capital and its CET 1 plus Additional Tier 1 capital amounted to EUR 724,332 thousand at 31 De-
cember 2017, in both cases (31 December 2016: EUR 834,325 thousand), while total capital amounted to EUR 725,969 thousand
at that date (31 December 2016: EUR 836,102 thousand), representing capital adequacy ratios of 27.43% and 27.49%, respecti-
vely, at 31 December 2017 (31 December 2016: 31.87% and 31,94%), above the minimum requirements.

Common Equity Tier 1 capital includes mainly share capital, share premium, the Bank’s reserves net of deductions (intangible as-
sets).

Tier 2 capital includes mainly certain credit loss provisions specified in articles 62 and 63 of Regulation (EU) No 575/2013.

Pag 25



cecabank

06.- Annual Accounts

1.10. Minimum reserve ratio
Throughout the 2017 and 2016 years, the Bank met the minimum reserve ratio required by the applicable legislation.

At 31 December 2017 and 2016 the Bank’s cash balance with Bank of Spain for these purposes amounted to EUR 2,468,451 and
1,877,695 thousand (see Note 5). This ratio is calculated on the basis of the daily ending balance held by the Bank in this account
during the required period.

1.11. Deposit guarantee fund
a) Deposit guarantee fund

The Bank 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 De-
cree-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 established an extraordinary levy equal to 3 per
mil of the institutions’ deposits at 31 December 2012. This extraordinary levy was paid in two tranches:

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

ii. Three-fifths to be paid within seven years in accordance with the payment schedule established by the Managing Commi-
ttee 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 on 30 June 2015 and 2016 (which were
settled on that date).

Additionally, at its meeting on 19 July 2017, the Managing Committee of the DGF, as provided for in Article 6 of Royal Decree-Law
16/2011, of 14 October, creating the DGF, and in Article 3 of Royal Decree 2606/1996, of 20 December, on deposit guarantee
funds for credit institutions, established the annual contributions of DGF member institutions for 2017 as follows:

a) The total annual contribution of all member institutions to the deposit guarantee compartment of the DGF was set at
1.8/1,000 of the calculation base -i.e. the guaranteed monetary deposits, as indicated in Article 3.2-a) of Royal Decree
2606/1996- existing at 30 June 2017, and the contribution of each institution was calculated on the basis of the amount
of the guaranteed deposits and its risk profile.

b) The annual contribution of member institutions to the securities guarantee compartment of the DGF was set at 2/1,000 of
the calculation base -i.e. 5% of the quoted price of the guaranteed securities, as indicated in Article 3.2-b) of Royal Decree
2606/1996- existing at 31 December 2017.

The expense incurred for the contributions accruing to the DGF during 2017 amounted to EUR 66 thousand (2016: EUR 51 thou-
sand), which were recognized under “Other Operating Expenses” in the accompanying income statement (see Note 37).

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 Ban-
king 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.
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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 re-
course 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 insti-
tutions 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 calculation of the ex-ante 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
eurozonein 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 2017 totalled EUR 4,322 thousand (2016:
EUR 3.835 thousand) and is recognized under “Other Operating Expenses” in the accompanying income statement (see Note 37).

1.12 Main regulatory changes during the period from 1 January to 31 December 2017
A summary of the main Bank of Spain Circulars issued in 2017 is as follows:
Bank of Spain Circular 1/2017, of 30 June, amending Bank of Spain Circular 1/2013, of 24 May, on the Central Credit Register.

The main aim of this Circular, which amends and supplements Bank of Spain Circular 1/2013, is to gather, through the Central Cre-
dit Register, the information that the Bank of Spain has to request from the reporting agents in order to transmit it to the European
Central Bank, as provided for in Regulation (EU) 867/2016 of the European Central Bank, of 18 May, on the collection of granular
credit and credit risk data. The entry into force of this Circular did not have a material impact on the Bank or the information shown
in these financial statements.

Bank of Spain Circular 2/2017, of 28 July, amending Bank of Spain Circular 5/2015, of 30 September, which implements the spe-
cific accounting rules for Sociedad de Gestién de Activos Procedentes de la Reestructuracién Bancaria, S.A.

The aim of this Circular is to include in Bank of Spain Circular 5/2015 the new criteria for the recognition of impairment for ac-
counting purposes, as well as to specify the rules for the reversal of impairment. The entry into force of this Circular did not have a
material impact on the Bank or the information shown in these financial statements.

Bank of Spain Circular 3/2017, of 24 October, amending Bank of Spain Circular 2/2014, of 31 January, to credit institutions on
the exercise of various regulatory options contained in Regulation (EU) No 575/2013 of the European Parliament and of the Coun-
cil, of 26 June 2013, on prudential requirements for credit institutions and investment firms and amending Regulation (EU) No
648/2012.

Bank of Spain Circular 3/2017 amends certain aspects of Bank of Spain Circular 2/2014 in view of the attribution of competencies
on significant entities to the European Central Bank (ECB) by means of Regulation 1024/2013. Firstly, it amends the scope of appli-
cation of the aforementioned Regulation, and secondly, it adjusts the content of the Circular to the guidance issued by the ECB.
Lastly, the regulations relating to transitional options, that were applicable until 2017, are withdrawn. The entry into force of this
Circular did not have a material impact on the Bank or the information shown in these financial statements.

Bank of Spain Circular 4/2017, of 27 November, to credit institutions on public and confidential financial reporting rules and for-
mats

The main purpose of Circular 4/2017 is to adapt the accounting system of Spanish credit institutions to the changes in European

accounting legislation stemming from the adoption of two new International Financial Reporting Standards (IFRSs): (i) IFRS 9, which
will amend the methods of accounting for financial instruments; and (ii) IFRS 15, which will amend revenue recognition methods.
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The three most noteworthy changes introduced by this Circular that emanate directly from the amendments to IFRS 9 are as fo-
llows:

(i) The change in the financial asset impairment model, which ceases to be based on incurred losses and is now based on expected
losses. The purpose of this change is to obtain a more appropriate measurement of the assets and an earlier recognition of any
impairment losses thereon.

(i) The amendment of the portfolios in which financial assets are classified for measurement purposes.

e The measurement criteria applicable to debt instruments will be determined on the basis of their contractual
characteristics and the business model.

e Investments in equity instruments must be measured at fair value through profit or loss.
e Other financial assets must be recognised in the balance sheet at fair value.

(111) The regulation of hedge accounting. An accounting scheme is introduced additional to the one existing to date, and the latter
will continue to exist during the transitional period. The new rules eliminate quantitative tests of effectiveness, requiring instead
a monitoring and adjustment of the coverage ratio.

As regards the changes arising from the adaptation to IFRS 15, mention must be made of the new recognition model for revenue
other than revenue from financial instruments, which will be based on: (i) identifying the performance obligations in the con-
tract, (ii) determining the transaction price, (iii) allocating the transaction price to the performance obligations in the contract

and (iv) recognising revenue when (or as) the entity satisfies a performance obligation (by transferring control of the promised
assets).

Lastly, the Circular introduces certain changes to institutions’ public and confidential financial reporting formats. The date of
entry into force of the Circularis 1 January 2018. Following is a description of the impacts that the Bank expects for 2018.

IFRS 9, Financial instruments

The objective of IFRS 9, Financial Instruments, which, together with the other International Financial Reporting Standards, advo-
cates greater transparency and comparability of financial information, easier access to capital markets and the use of a common
financial language on a global level, is to establish principles for the financial reporting of financial assets and financial liabilities

that will present relevant and useful information to users of financial statements for their assessment of the amounts, timing and
uncertainty of an entity’s future cash flows.

The new standard comprises three clearly differentiated phases or sections:
B (lassification and measurement of financial assets and financial liabilities.
B Impairment methodology.

M Hedge accounting.
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In 2017 the Entity carried out an IFRS 9 implementation project with the participation of all the areas affected and the involvement
of its senior management.

The main requirements of IFRS 9 are as follows:
a) Classification and measurement of financial instruments

An entity’s financial assets are classified on the basis of the business model within which they are managed and their contrac-
tual cash flow characteristics.

The classification of financial assets (both those held to collect cash flows and those held to collect cash flows and to be sold)
depends on the assessment of:

B the business model for managing the financial asset and the contractual cash flow characteristics of the financial asset;
and

B whether the financial asset gives rise to contractual cash flows that are solely payments of principal and interest on the
principal amount outstanding (“the SPPI test”).

Based on the results of the aforementioned assessments, the financial asset will be recognised:
B At amortised cost;
M At fair value through profit or loss (FVTPL); or
M At fair value through other comprehensive income (FVTOCI).

A financial instrument shall be measured at amortised cost if both of the following conditions are met: (i) the financial asset is
held within a business model whose objective is to hold financial assets in order to collect contractual cash flows and (ii) the con-
tractual terms of the financial asset give rise on specified dates to cash flows that are solely payments of principal and interest
on the principal amount outstanding (“the SPPI test”).

Financial assets shall be classified as at fair value through other comprehensive income if both of the following conditions are
met: (i) the financial asset is held within a business model whose objective is achieved by both collecting contractual cash flows
and selling financial assets and (ii) the contractual terms of the financial asset give rise on specified dates to cash flows that
are solely payments of principal and interest on the principal amount outstanding. A financial asset shall be classified as at
fair value through profit or loss unless it is measured at amortised cost or at fair value through other comprehensive income as
indicated above.

In 2017 the Entity completed its business model assessment for all the portfolios of financial instruments that make up its
consolidated assets and which are within the scope of IFRS 9. The facts and circumstances considered, in consultation with the
respective portfolio managers, were those which define the current approach/strategy used for each of the portfolios within the
scope of application.

These business models have certain associated risk controls which, included in the Entity’s manuals, are in conformity with its
risk appetite framework.

For the purpose of conducting the SPPI test, the Entity segmented the financial instrument portfolio, distinguishing as a sepa-
rate category the standardised-contract products that are classified on the basis of a framework contract and which are subject
to a pre-defined product control system that prevents any changes to the contract’s standard terms and conditions. Lastly, all
non-standardised financial instruments are grouped together into families of products with similar characteristics and are re-
viewed manually and on a case-by-case basis.

As a result of the aforementioned analyses, certain financial assets in the markets area will cease to be accounted for at amor-
tised cost on the basis of the characteristics of the business model within which they are held, and will henceforth be accounted
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for at fair value through profit or loss. The Entity does not expect any significant impact on the carrying amount of these assets,
since the differences between their amortised cost and their fair value are scantly material.

With regard to the classification and measurement of financial liabilities, IFRS 9 will not give rise to any changes in the current
accounting treatment.

Impairment of financial assets
IFRS 9 establishes different scopes for the classification and impairment of financial instruments.
The financial assets and off-balance-sheet exposures subject to the impairment assessment requirements are as follows:
B Debtinstruments recognised at amortised cost.
B Debtinstruments recognised at fair value through other comprehensive income (equity).
B Accounts receivable (both trade receivables and lease receivables).
B Irrevocable loan commitments and financial guarantee contracts not recognised at fair value through profit or loss.

The main change introduced by IFRS 9 is the expected loss (EL)-based impairment model, which, replacing the previous “incurred
loss” approach, includes forecasts of future economic conditions (forward-looking approach).

EL is estimated based on the expected credit losses associated with the probability of default over the next twelve months, unless
there has been a significant increase in credit risk since initial recognition, in which case the estimate must consider the probabi-
lity of default over the expected life of the financial instrument.

The financial instruments are grouped together into three categories, based on the impairment methodology applied, as follows:

B Stage 1 - Standard exposure: on initial recognition, a loss allowance is estimated based on 12-month expected credit los-
ses.

B Stage 2 - Standard exposure under special monitoring: if the credit risk on a financial instrument has increased significant-
1y since initial recognition, an allowance must be recognised at an amount equal to the lifetime expected credit losses of
thatinstrument.

B Stage 3 - Non-performing exposure: the lifetime expected credit losses of non-performing loans must be recognised. In
addition, interest revenue must be recognised on the amortised cost of the loan net of impairment losses.

The assessment of whether credit risk has increased significantly must be based on reasonable and supportable information, that
is available without undue cost or effort and that is indicative of significant increases in credit risk since initial recognition, and
must reflect historical, current and forward-looking information.

The definitions established for assessing significant increases in credit risk were in line with the following criteria:
B |dentification of assets with low credit risk.

M Qualitative criteria: the Entity has established a series of alerts which enable it to detect whether an instrument
has experienced a significant increase in credit risk.

In any case, instruments with respect to which any of the following circumstances have arisen are classified as Stage 2:
B Theinstruments have payments more than 30 days past due.

B They are subject to special monitoring by the Risk units because they show signs of deterioration of their credit quality,
even though there is no objective evidence of impairment.

B Refinancing or restructuring transactions that do not show any evidence of impairment.
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Methodology for calculating expected losses

The Entity has decided to continue to use the practical expedients for the calculation of the expected losses on its portfolio, in
accordance with the requirements of Bank of Spain Circular 4/2017.

Possible impairment losses on these assets resulting from materialisation of the insolvency risk of the obligors (credit risk) are
assessed as follows:

B Individually, for all debt instruments classified as non-performing exposures and which are significant since they exceed a
certain threshold, or for which specific information is available on the borrower that makes individual assessment possible.

M Collectively, by applying the alternative solutions contained in Annex IX of Bank of Spain Circular 4/2004, amended by
Circular 4/2017, calculated on the basis of the parameters established by the Bank of Spain, using industry information
and its accumulated experience, for estimating specific allowances for non-performing exposures that are below the afo-
rementioned threshold and general allowances for standard exposures.

c) Hedge accounting

The general hedge accounting requirements under IFRS 9 entail the following changes: (i) greater flexibility through the possibi-
lity of desighating non-derivative instruments as hedging instruments, and components of an instrument as hedged items, and
(i1) the existence of a revocable option, exercisable at any time, to designate credit exposures hedged using credit derivatives as
measured at fair value through profit or loss.

The IASB (and, by transposition, the Bank of Spain) allows entities to continue to apply IAS 39 for hedge accounting in 2018, and
they do not have to decide whether or not to apply IFRS 9 until the standard on macro hedging (currently still at the discussion
phase) is adopted. Based on the analysis performed, the Entity elected to continue to apply IAS 39 to its hedge accounting at
the date of implementation of IFRS 9.

d) Estimated impact of adopting IFRS 9

On the basis of all the foregoing, and taking into consideration data relating to 31 December 2017, the Entity assessed the es-
timated impact of initial application of IFRS 9 on its financial statements. In this regard, its best estimate is that these changes
may result in a potential 21-basis point increase in CET 1 and a potential increase of approximately EUR 1,170 thousand in
impairment losses as compared with those currently recognised.

At the date of preparation of these financial statements, the tax effect of the aforementioned adjustments was uncertain, and its
was taken as an assumption that non-monetisable deferred tax assets would be generated.

The aforementioned impacts are based on the assessments conducted up to the date of preparation of these financial statements
and represent the best estimate of the most significant effects; however, they do not constitute a complete and accurate detail
of all the impacts relating to 1 January 2018.

Bank of Spain Circular 5/2017, of 22 December, amending Circular 5/2012, of 27 June, to credit institutions and payment ser-
vice providers on transparency of banking services and responsibility in the granting of loans.

This Circular introduces changes to the method for calculating the 12-month interbank benchmark rate (Euribor). The entry into
force of this Circular did not have a material impact on the Bank or the information shown in these financial statements.
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2. Accounting policies and measurement bases

The accounting policies and measurement bases applied in preparing the Bank’s financial statementswere as follows:

2.1. Investments
2.1.1. Subsidiaries

“Subsidiaries” are defined as entities over which the Bank has the capacity to exercise control; control is, in general but not exclu-
sively, presumed to exist when the Bank 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 Bank control.

Pursuant to Bank of Spain Circular 4/2004, one entity is deemed to control another when:

1. it has the power to direct its relevant activities, namely, those that significantly affect its returns, as a result of a legal
requirement, a bylaw or an agreement;

1. it has the current ability, i.e. the practical ability, to exercise the rights to use that power in order to affect its returns; and
iil. itis exposed, or has rights, to variable returns from its involvement with the investee.

Participations in subsidiaries are presented in these financial statements recorded under the heading “Investments - Subsidiaries”
of the balance sheet and valued at cost of acquisition, net of any impairment that they may have suffered, which are estimated and
recorded, if any, in accordance with Note 2.3.4.

Any dividends accrued in the year on these investments are recognized under “Income from Equity Instruments” in the income
statement at the time of their accrual, which is when the Bank’s right to receive them arises, i.e. the date they are declared by the
related governing bodies of the investee.

Appendix | to these notes to the financial statements contains relevant information on these companies at 31 December 2017 and
2016.

The only change in 2016 in these companies with respect to the equity interest held in them by the Bank relates to the increase
in the ownership interest in the share capital of Trionis, S.C.R.L., without any additional investments having been made, due to the
departure of certain shareholders from the company in 2016 and the retirement of their shares following their departure, which
increased the Bank’s percentage of ownership to 78.62% at 31 December 2016.

2.1.2. Jointly controlled entities

“Jointly controlled entities” are defined as 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.

Interests in jointly controlled entities are presented in these financial statements, if they exist, recorded under the heading “Invest-
ments - Jointly controlled entities” of the balance sheet and valued at cost of acquisition, net of any impairment that they may have

suffered, which are estimated and recorded in appropriate, as explained in Note 2.3.4.

The dividends earned in 2017 on these ownership interests are recognized, where applicable, under “Dividend Income” in the income
statement.

At 31 December 2017 and 2016, the Bank did not have any investments in jointly controlled entities.
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2.1.3. Associates

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

Dividends accrued in the year for these investments are recorded, as the case may be, under “Dividend income” in the income sta-
tement.

At 31 December 2017 and 2016, the Bank did not have any investments in associates.

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 balance sheet when the Bank 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 ge-
nerally 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 du-
ties 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 recognized on
the settlement date; equity instruments traded in Spanish secondary securities markets are recognized on the trade date and debt
instruments traded in these markets are recognized on the settlement date.

2.2.2. Derecognition of financial instruments
A financial asset is derecognized when:
B The contractual rights to the cash flows from the financial asset expire; or

B 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 2.4).

Also, a financial liability is derecognized when the obligations it generates have been extinguished or when it is purchased by the
Bank, 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”).

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 valuation 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 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 “theore-
tical close”) using valuation techniques recognized by the financial markets: “net present value” (NPV), option pricing models, etc.
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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 instruments. In the case of financial
assets, amortized cost furthermore includes any reductions for impairment or uncollectibility.

The Bank has contracted at 31 December 2017 and 2016 various operations of reverse repurchase loan (see Notes 6.2.1 and 8), at
which expiration, it must give the debtor back the ownership of the securities that constitute its guarantee. At 31 December 2017
and 2016 the fair value of the securities received as collateral in these transactions repos does not differ significantly from the ca-
rrying value 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 allits 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, pursuant to the Circular 4/2004,
must be included in the calculation of the effective interest rate. In the case of floating rate financial instruments, the effective in-
terest 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
Financial instruments are classified in the Bank’s balance sheet as follows:

B Financial assets and liabilities at fair value through profit or loss: pursuant to current legislation, this category inclu-
des financial instruments classified as held for trading and other financial assets and liabilities classified at fair value through
profit or loss:

B Financial assets held for trading include those acquired for the purpose of selling them in the near term or those which
are 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 and derivatives not designated as hedging instruments, including those sepa-
rated from hybrid financial instruments pursuant to the Circular 4/2004.

B 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 financial assets ac-
quired under non-optional resale agreements or borrowed securities, and financial derivatives not designated as hedging
instruments, including those separated from hybrid financial instruments pursuant to the Circular 4/2004.

B Other financial assets at fair value through profit or loss are financial assets designated as such from their initial
recognition, whose fair value may be estimated reliably and that meet any of the following requirements:

e In the case of hybrid financial instruments for which it is compulsory to separate the embedded derivative(s)
from the host contract, the fair value of the embedded derivative(s) cannot be estimated reliably.

e In the case of hybrid financial instruments for which it is mandatory to separate the embedded derivative(s),
the Bank elected from their initial recognition to classify the entire hybrid financial instrument under this category,
since the requirements established by current regulations were met in the sense that the embedded derivative(s)
significantly alter the cash flows that the host contract would have had if it had been considered separately from the
embedded derivative(s) and that there is an obligation to separate for accounting purposes the embedded derivati-
ve(s) from the host contract.

e As a result of classifying a financial asset in this category, more relevant information is obtained because
such designation eliminates or significantly reduces inconsistencies in recognition or measurement (also known as
accounting mismatches) that would otherwise arise from measuring assets or liabilities or recognizing the related
gains or losses on different bases or because the gain value basis reflects management’s investment management or
assessment strategy, as established in the Circular 4/2004.

Note 6 contains details on the financial instruments classified in this category.

B Other financial liabilities at fair value through profit or loss are financial liabilities designated as such from their
initial recognition, whose fair value may be estimated reliably and that meet any of the following requirements

e In the case of hybrid financial instruments for which it is compulsory to separate the embedded derivative(s)
from the host contract, the fair value of the embedded derivative(s) cannot be estimated reliably.
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e Inthe case of hybrid financial instruments for which it is mandatory to separate the embedded derivative(s), the Bank
elected from their initial recognition, to classify the entire hybrid financial instrument under this category, since the
requirements established by current regulations were met in the sense that the embedded derivative(s) significantly
alter the cash flows that the host contract would have had if it had been considered separately from the embedded de-
rivative(s) and that there is an obligation to separate for accounting purposes the embedded derivative(s) from the host
contract.

e As aresult of classifying a financial liability in this category, more relevant information is obtained because such de-
signation eliminates or significantly reduces inconsistencies in recognition or measurement (also known as accounting
mismatches) that would otherwise arise from measuring assets or liabilities or recognizing the related gains or losses on
different bases or because the fair value basis reflects management’s investment management or assessment strategy,
as established in the Circular 4/2004.

Note 6 contains details on the financial instruments classified in this category.

Financial instruments designated at fair value through profit or loss are initially measured at fair value. Following acquisition,
instruments classified in this category continue to be measured at fair value at the end of each reporting period, and any changes
in that fair value are recognized under “Gains or Losses on Financial Assets and Liabilities Designated at Fair Value through Profit
or Loss, Net“ and “Gains or Losses on Financial Assets and Liabilities Held for Trading, Net” in the income statement, according to
the category in which the financial instruments giving rise to them are classified, except for changes in fair value due to the inte-
rest accrued on the financial instrument, other than interest from trading, which are recognized under “Interest Income”, “Interest
Expenses” or “Dividend Income” in the income statement, based on the nature thereof. The interest relating to debt instruments
included in this category is calculated using the effective interest method.

Notwithstanding the foregoing, financial derivatives that have as their underlying equity instruments whose fair value cannot be
determined in a sufficiently objective manner and are settled by delivery of those instruments are measured, where appropriate, at
cost.

B Loans and receivables: pursuant to current legislation, this category includes unquoted debt instruments, financing gran-
ted to third parties in connection with ordinary lending activities carried out by the Bank (other than those classified at fair
value through profit or loss) and receivables from users of services.

The financial assets included in this category are initially measured at fair value which, in the absence of evidence to the
contrary, coincides with the amount paid to acquire them, adjusted by the amount of the fees and commissions and tran-
saction costs that are directly attributable to the acquisition or arrangement of the financial asset and which, in accordance
with the Circular 4/2004, must be allocated to the income statement by the effective interest method through maturity.
Subsequent to acquisition, assets included in this category are measured at amortized cost.

Assets acquired at a discount are measured at the cash amount paid and the difference between their repayment value and
the amount paid is recognized as finance income using the effective interest method during the remaining term to maturity.

The Bank generally intends to hold the loans and credits included in this category granted by it until their final maturity and,
therefore, they are presented in the balance sheet at their amortized cost.

The interest accrued on these assets, which is calculated using the effective interest method, is recognized under “Interest
Income” in the income statement. Exchange differences on assets included in this portfolio denominated in currencies other
than the euro are recognized as explained in Note 2.7. Any impairment losses on these assets are recognized as explained in
Note 2.3.

B Available-for-sale financial assets: Ethis category includes debt instruments not classified as held-to-maturity invest-
ments, as loans and receivables or as financial assets at fair value through profit or loss and equity instruments owned by
the Bank relating to entities other than subsidiaries, jointly controlled entities or associates that are not classified at fair
value through profit or loss.

The instruments included in this category are initially recognized at fair value adjusted by the amount of the transaction
costs that are directly attributable to the acquisition of the financial asset, which are recognized in the income statement
by the effective interest method, except for those relating to financial assets with no fixed maturity, which are recognized
in the income statement when the assets become impaired or are derecognized. Subsequent to acquisition, financial assets
included in this category are measured at fair value at each reporting date.

However, equity instruments whose fair value cannot be determined in a sufficiently objective manner are measured in the-
se financial statements at cost, net of any impairment loss, calculated as detailed in Note 2.3.
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Changes in the fair value of available-for-sale financial assets relating to accrued interest or dividends are recognized under
“Interest and Similar Income” (calculated using the effective interest method) and “Income from Equity Instruments” in the in-
come statement, respectively. Any impairment losses on these instruments are recognized as described in Note 2.3. Exchange
differences on financial assets denominated in currencies other than the euro are recognized as explained in Note 2.7.

The other changes in their fair value from their acquisition are recognized in the balance sheet under “Equity — Accumulated
Other Comprehensive Income - Items that May Be Reclassified to Profit or Loss — Available-for-Sale Financial Assets” until the
financial asset is derecognized, at which time the balance recorded under this heading is taken to the income statement and
recognized under “Gains or Losses on Derecognition of Financial Assets and Liabilities Not Measured at Fair Value through
Profit or Loss, Net” or, in the case of equity instruments that were strategic investments for the Bank, under “Profit or Loss from
Non-Current Assets and Disposal Groups Classified as Held for Sale Not Qualifying as Discontinued Operations”.

Available-for-sale financial assets are classified, broken down according to their nature, under “Available-for-Sale Financial As-
sets” on the asset side of the balance sheet, except for those that meet the requirements to be classified as non-current assets
held for sale, which are recognized under “Non-Current Assets and Disposal Groups Classified as Held for Sale” on the asset side
of the balance sheet.

B Held-to-maturity investments: pursuant to current legislation, this category includes debt instruments traded on organized
markets with fixed maturity and with fixed or determinable cash flows that, from inception and at any subsequent date, are
held with the positive intention and financial ability to hold to maturity.

Debtinstruments included in this category are initially measured at fair value adjusted by the amount of the transaction costs
that are directly attributable to the acquisition of the financial asset, which are recognized in the income statement by the
effective interest method as defined in Circular 4/2004. They are subsequently measured at amortized cost calculated using
the effective interest method.

The interest accrued on these liabilities, which is calculated using the effective interest method, is recognized under “Interest
Income” in the income statement. Exchange differences on assets included in this portfolio denominated in currencies other
than the euro are recognized as set forth in Note 2.7. Any impairment losses on these securities are recognized as explained in
Note 2.3.

At 31 December 2017 and 2016 and throughout such exercises the Bank did not have any financial instruments classified in
this category.

B Financial liabilities at amortized cost: ethis category includes the Bank’s financial liabilities not included in any other ca-
tegory.

The financial liabilities included in this category are initially measured at fair value adjusted by the amount of the transaction
costs that are directly attributable to the issue or arrangement of the financial liability, which are recognized in the income
statement by the effective interest method (as defined by Circular 4/2004) through maturity. Subsequently, these financial
liabilities are measured at amortized cost calculated using the effective interest method as defined in Circular 4/2004.

The interest accrued on these values, which is calculated using the effective interest method, is recognized under “Interest Ex-
penses” in the income statement. Exchange differences on liabilities included in this category denominated in currencies other
than the euro are recognized as set forth in Note 2.7.
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2.3. Impairment of financial assets

A financial asset is considered to be impaired -and therefore its carrying amount is adjusted to reflect
the effect of impairment- when there is objective evidence that events have occurred which:

e In the case of debt instruments (loans and debt securities), give rise to an adverse impact on the future cash flows that were
estimated at the transaction date.

e In the case of equity instruments, mean that their carrying amount may not be fully recovered.

As a general rule, the carrying amount of impaired financial instruments is adjusted with a charge to the income statement for the
period in which the impairment becomes evident, and the reversal, if any, of previously recognized impairment losses is recognized in
the income statement for the period in which the impairment is reversed or reduced, except for the reversal of previously recognized
impairment losses charged to the income statement in relation to equity instruments classified as available for sale, which are not
recognized in the income statement but rather under “Accumulated Other Comprehensive Income - Items that May Be Reclassified
to Profit or Loss - Available-for-Sale Financial Assets or Non-Current Assets and Disposal Groups Classified as Held for Sale”, depen-
ding on how the instruments are classified in the balance sheet (see Note 2.2).

When the recovery of any recognized amount is considered unlikely, the amount is written off (“written-off asset”), without preju-
dice to any actions that the Bank may initiate to seek collection until their contractual rights are extinguished due to expiry of the
statute-of-limitations period, forgiveness or any other cause.

The criteria applied by the Bank to determine possible impairment losses in each of the various financial instrument categories and
the method used to recognize such impairment losses are as follows:

2.3.1. Debt instruments carried at amortized cost

The amount of an impairment loss incurred on a debt instrument carried at amortized cost is equal to the positive difference be-
tween its carrying amount and the present value of its discounted at the effective interest rate of the transactions. The market value
of quoted debt instruments is deemed to be a reliable estimate of the present value of their future cash flows.

In estimating the future cash flows of debt instruments the following factors are taken into account:

e All the amounts that are expected to be obtained over the remaining life of the instrument, including, where appropriate,
those which may result from the collateral provided for the instrument (less the costs for obtaining and subsequently selling
the collateral).

e The various types of risk to which each instrument is subject; and
e The circumstances in which collections will foreseeably be made.

These cash flows are subsequently discounted using the instrument’s effective interest rate (if its contractual rate is fixed) or the
effective contractual rate at the discount date (if it is variable).

Specifically as regards impairment losses resulting from materialization of the insolvency risk of the obligors (credit risk), a debt
instrument is impaired due to insolvencuy:

e When there is evidence of a deterioration of the obligor’s ability to pay, either because it is in arrears or for other reasons,
and/or;

e When country risk materializes: country risk is defined as the risk that is associated with debtors resident in a given country
due to circumstances other than normal commercial risk.
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Impairment losses on these assets resulting from materialization of the insolvency risk of the obligors (credit risk) are assessed as
follows:

e Individually, for all debt instruments classified as non-performing exposures and which are significant since they exceed a
certain threshold or for which there is specific information on the borrower enabling them to be assessed.

e Collectively, by applying the alternative solutions contained in Annex IX of Bank of Spain Circular 4/2004, amended by
Circular 4/2016, calculated on the basis of the parameters established by the Bank of Spain, using industry information and
its accumulated experience, for estimating specific allowances for non-performing exposures that are below the aforemen-
tioned threshold and general allowances for standard exposures (allowance for incurred but not reported or identified losses
of a group of transactions with shared characteristics and classified as standard risk by the Bank in accordance with Bank of
Spain Circular 4/2004).

The amount of the impairment losses on debt instruments carried at amortised cost or, as the case may be, their subsequent rever-
sal, estimated in accordance with the aforementioned criteria, is recognized under “Impairment or Reversal of Impairment on Finan-
cial Assets not Measured at Fair Value through Profit or Loss — Loans and Receivables” and “Impairment or Reversal of Impairment
on Financial Assets Not Measured at Fair Value through Profit or Loss — Held-to-Maturity Investments”, according to the category
of financial instruments in which such debt instruments are classified (see Note 2.2).

Pursuant to Bank of Spain Circular 4/2004, the Bank interrupts the accrual of interest in the income statement for debt instruments
classified as doubtful, applying in this case, the cash criteria for recognition.

2.3.2. Debt instruments classified as available for sale

The amount of the impairment losses on debt instruments included in the available-for-sale financial asset portfolio is the positive
difference between their acquisition cost (net of any principal repayment or amortisation) and their fair value less any impairment
loss previously recognized in the income statement.

In the case of impairment losses arising due to the insolvency of the issuer of the debt instruments classified as available for sale, the
procedure followed by the Bank for calculating such losses is the same as the method used for debt instruments carried at amortized
cost explained in section 2.3.1 above.

When there is objective evidence that the losses arising on measurement of these assets are due to impairment, they are removed
from the Bank’s equity item “Accumulated Other Comprehensive Income - Items that May Be Reclassified to Profit or Loss — Avai-
lable-for-Sale Financial Assets — Debt Instruments” and they are recognized for their cumulative amount under “Impairment or
Reversal of Impairment on Financial Assets Not Measured at Fair Value through Profit or Loss — Available-for-Sale Financial Assets”
in the income statement. If all or part of the impairment losses are subsequently reversed, the reversed amount is recognized in the
income statement for the period in which the reversal occurs, with a credit to “Impairment or Reversal of Impairment on Financial
Assets Not Measured at Fair Value through Profit or Loss — Available-for-Sale Financial Assets”.

Similarly, the impairment losses arising on measurement of debt instruments classified as “non-current assets held for sale” which
are recognized in the Bank’s equity are considered to be realized and, therefore, are recognized in the income statement when the
assets are classified as “non-current assets held for sale”.

2.3.3. Equity instruments classified as available for sale

The impairment losses on equity instruments included in the available-for-sale financial asset portfolio are the positive difference
between their acquisition cost and their fair value less any impairment loss previously recognized in the income statement.

The criteria used to recognise impairment losses on equity instruments classified as available for sale are similar to those applicable
to “debtinstruments” classified in this category (as explained in Note 2.3.2), except for the fact that any reversal of previously recog-
nized impairment losses is recognized in equity under “Accumulated Other Comprehensive Income - Items that May Be Reclassified
to Profit or Loss — Available-for-Sale Financial Assets — Equity Instruments” instead of in the income statement.

2.3.4. Investment in Group companies, jointly controlled entities and associates

The estimation and accounting of impairment losses on investments in group companies, joint ventures and associates, which, for
the purposes of the preparation of these financial statements, are not considered “financial instruments”, is performed as follows:
when according to Circular 4/2004, there is evidence of impairment of the aforementioned holdings, the amount of such impair-
ment is estimated as the negative difference between the recoverable amount (calculated as the greater of the fair value of the
participation as less estimated costs necessary to sell and its value in use is defined as the present value of the flows to be received
from participation in dividends and related to its sale or disposal by other means) and book value. Impairment losses on these in-
vestments and any reversals of such losses are recorded as a charge or credit, respectively, under the heading “Impairment losses on
other assets (net) - Other assets” in the income statement.
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2.3.5. Equity instruments carried at cost

The amount of the impairment losses on equity instruments carried at cost is the positive difference between their carrying
amount and the present value of the expected future cash flows discounted at the market rate of return for similar securities.

Impairment losses are recognized in the income statement for the period in which they arise as a direct reduction of the cost of
the instrument. These losses can only be reversed subsequently if the related assets are sold.

2.4. Transfers and derecognition of financial assets and liabilities

The accounting treatment of transfers of financial assets depends on the extent to which the risks and rewards associated with the
transferred assets are transferred to third parties:

B If the Bank transfers substantially all the risks and rewards of the transferred assets to third parties -unconditional sale of
financial assets, sale of financial assets with a repurchase agreement at its fair value at the repurchase date, sale of financial
assets with a purchased call option or written put option that is deeply out of the moneuy, securitization of assets in which
the transferor does not retain a subordinated debt or grant any credit enhancement to new holders and other similar cases-,
the transferred financial asset is derecognized and any rights or obligations retained or created in the transfer are recognized
simultaneously.

Itis considered that the Bank substantially transfers the risks and benefits if the transferred risks and benefits represent the
majority of the total risk of the transferred assets.

M If the Bank retains substantially all the risks and rewards associated with the transferred financial asset -sale of financial
assets under an agreement to repurchase them at a fixed price or at the sale price plus interest, a securities lending agree-
ment in which the borrower undertakes to return the same or similar assets, securitization of financial assets in which a
subordinated debt or another type of credit enhancement is retained that absorbs substantially all the credit losses on the
securitized assets, and other similar cases-, the transferred financial asset is not derecognized and continues to be measured
by the same criteria as those used before the transfer. However, the following items are recognized, without offsetting:

e An associated financial liability, for an amount equal to the consideration received; this liability is subsequently
measured at amortized cost, or, if the aforementioned requirements for classification of other financial liabilities at
fair value through profit or loss are met, at fair value, in accordance with the aforementioned criteria for this type of
financial liability (see Note 2.2.4).

e The income from the transferred financial asset not derecognized and any expense incurred on the new financial
liability.

M If the Bank neither transfers nor retains substantially all the risks and rewards associated with the transferred financial
asset -sale of financial assets with a purchased call option or written put option that is not deeply in or out of the moneuy,
securitization of financial assets in which the transferor retains a subordinated debt or another type of credit enhancement
for a portion of the transferred asset, and other similar cases- the following distinction is made:e Si la entidad cedente no
retiene el control del activo financiero transferido: en este caso, se da de baja del balance el activo transferido y se reconoce
cualquier derecho u obligacién retenido o creado como consecuencia de la transferencia.

e If the transferor does not retain control, the transferred financial asset is derecognized and any right or obligation
retained or created in the transfer is recognized.

e If the transferor retains control, it continues to recognize the transferred financial asset in the balance sheet for an
amount equal to its exposure to changes in value and recognizes a financial liability associated with the transferred
financial asset. The net carrying amount of the transferred asset and the associated liability is the amortized cost
of the rights and obligations retained, if the transferred asset is measured at amortized cost, or the fair value of the
rights and obligations retained, if the transferred asset is measured at fair value.

Accordingly, financial assets are only derecognized when the cash flows they generate have been extinguished or when
substantially all the significant inherent risks and rewards have been transferred to third parties.

Notes 27.2 and 27.5 contain a summary of the main circumstances of the principal transfers of assets outstanding at 2017

and 2016 years-end which did not lead to the derecognition of the related assets (securities lending transactions and repur-
chase agreements under non-optional repurchase agreements).
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2.5. Reclassification between financial instrument portfolios
Reclassifications between financial instrument portfolios can only be made, where appropriate, as follows:

a) Exceptin the circumstances indicated in paragraph d) below, financial instruments classified as “at fair value through profit or
loss” cannot be reclassified into or out of this financial instrument category once they have been acquired, issued or assumed.

b) If, as a result of a change in intention or financial ability of an entity, it is no longer appropriate to classify a financial asset as
held to maturity, it is reclassified into the “available-for-sale financial assets” category. In this case, the same treatment shall be
applied to all the financial instruments classified as held-to-maturity investments, unless the reclassification is made in any of the
circumstances permitted under the applicable regulations (sales very close to maturity, substantially all of the financial asset’s
original principal has been collected, etc.).

In 2017 and 2016, the Bank did not hold any securities classified as held-to-maturity investments and, therefore, it did not perform
any reclassifications of the type described in the preceding paragraph.

c) Ifthereis achangeinthe Bank’s intention or financial ability, or if the two penalty financial years established by the regulations
applicable to the sale of financial assets classified in the held-to-maturity investment category outside the situations provided for
in the standard (see paragraph b) above) have passed, the financial assets (debt instruments) included in the “available-for-sale
financial assets” category can be reclassified into the “held-to-maturity investments” category. In this case, the fair value of these
financial instruments on the date of reclassification becomes their new amortized cost and the difference between this amount and
the redemption value is allocated to the income statement over the remaining life of the instrument using the effective interest
method.

No reclassifications of the type described in the preceding paragraph were made in 2017 and 2016.

d) With the introduction of Bank of Spain Circular 6/2008, of 1 July 2008, a non-derivative financial asset may be reclassified out
of the held-for-trading category if it is no longer held for the purpose of selling or repurchasing it in the near term, provided that one
of the following circumstances occurs:

a Inrare or exceptional circumstances, unless the assets could have been included in the loans from the date they were
arranged. For these purposes, rare and exceptional circumstances are those arising from a particular event, which is un-
usual and highly unlikely to recur in the foreseeable future.

b. When the entity has the intention and financial ability to hold the financial asset for the foreseeable future or until
maturity, provided that the asset had met the definition for the classification as loans and receivables at initial recog-
nition.

In these circumstances, the financial asset is reclassified at its fair value on the date of reclassification, any gain or loss already
recognized in profit or loss is not reversed, and this fair value becomes its amortized cost. The financial assets so reclassified can in
no case be reclassified again into the held-for-trading category.

No reclassifications of the type described in the preceding paragraph were made during 2017 and 2016.
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2.6. Hedge accounting and mitigation of risk

The Bank uses financial derivatives as part of its strategy to reduce its exposure to interest rate, foreign currency, credit and other
risks. When these transactions meet the requirements stipulated in the regulation, they qualify for hedge accounting.

When the Bank designates a transaction as a hedge it does so upon initial recognition of the transactions and documents it appro-
priately. The hedge accounting documentation includes identification of the hedged item(s) and the hedging instrument(s), the
nature of the risk to be hedged and the criteria or methods used by the Bank to assess the effectiveness of the hedge over its enti-
re life, taking into account the risk to be hedged.

The Bank only applies hedge accounting for hedges that are considered highly effective over their entire lives. A hedge is conside-
red to be highly effective if, during its expected life, the changes in fair value or cash flows of the hedged item that are attributable
to the risk hedged in the hedging of the financial instrument(s) are almost fully offset by changes in the fair value or cash flows, as
appropriate, of the hedging instrument(s).

To measure the effectiveness of hedges defined as such, the Bank analyses whether, from the beginning to the end of the term
defined for the hedge, the Bank can expect, prospectively, that the changes in fair value or cash flows of the hedged item that are
attributable to the hedged risk will be almost fully offset by changes in the fair value or cash flows, as appropriate, of the hedging
instrument and, retrospectively, that the actual results of the hedge are within a range of 80% to 125% of the results of the hed-
ged item.

The hedging operations carried out by the Bank are classified under the category of fair value hedges. These cover exposure to
changes in the fair value of financial assets and liabilities or firm commitments not yet recognized, or an identified portion of such
assets, liabilities or commitments, attributable to a particular risk and whenever they affect to the profit and loss account.

In relation to financial instruments designated as hedged items and hedge accounting in fair value hedges such as those made by
the Bank, the differences produced at fair value, both in the hedging elements and in the hedged items (in this case, Those asso-
ciated with the hedged risk), are recognized directly in the “Gains or losses resulting from the hedge accounting, net” in the income
statement (see Note 33).

The Bank discontinues hedge accounting when the hedging instrument expires or is sold, when the hedge no longer meets the
requirements for hedge accounting or the designation as a hedge is revoked.

When, as explained in the preceding paragraph, hedge accounting is discontinued for a fair value hedge, in the case of hedged
items carried at amortized cost, the value adjustments made as a result of the hedge accounting described above are recognized
in the income statement through maturity of the hedged items, using the effective interest rate recalculated as at the date of dis-
continuation of hedge accounting.

Note 9 details the nature of the main positions hedged by the Bank and the financial hedging instruments used.
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2.7. Foreign currency transactions
2.7.1. Functional currency

The functional and reporting currency of the Bank is the euro. Therefore, all balances and transactions denominated in currencies
other than the euro are deemed to be denominated in “foreign currency”.

The detail, by currency and item, of the equivalent value in thousands of euros of the main asset and liability balances denominated
in foreign currencies in the balance sheets at 31 December 2017 and 2016 is as follows:

Equivalent Value in Thousands of Euros [*)
Mature of Foreign 2017 2016
Currency Balances: Assets Liabilities Assels Liabilities
Amount m US Dollars-
Cash 39 865 - 39244 -
Financial assets held for trading 12927 642 738 2,109
Available for sale financial assets 34 560 - 40099
Demand deposits and loans and
receivables 298947 - 285234 -
Fmancial liabilities at amortized cost - 1,316,105 - 1,092 580
Other assets and liabilities 1.334 1.334 - -
37,633 1,313,081 368315 1,094,689
HBalances in Japanese yven-
Cash 610 - 6O -
I)c.nmnd deposits and loans and 35.042 ) 13445 )
receivables
Fmancial liabilities at amortized cost - 234 938 - 207,776
35,652 234 938 44,114 207,776
Balances in pounds sterling-
Cash 27,217 - 30,508 -
.Fu?,a:ucml assets Tiabalities held for 298 140 875 19
trading
Loans and receivables 37.121 - GB.276 -
Fumancial liabilities at amortized cost - 37,867 - 155,838
(Mher assets and halilies 95 154 841 189
64,711 38,191 99,743 189,476
Balances in Swiss francs-
Cash 3900 - 4,154 -
l.kj..ll,illl'l.l deposits and loans and 5117 ) 7193 _
receivables
Financial liabilities ar amortized cost 33,369 92,294
her assets and habalities - ] - 9
2017 53377 11,387 92,303
Balances in Norwegian krone-
Cash 789 1.078
Deymud deposiis and loans and 2 460 ) 3153 _
receivaliles
Fmancial liabilities ar amormized cost - 15815 - 33,831
her assets and habalities - - 2 2
3,249 15815 4.233 33,833
Balanoces m Swedish krone-
Cash 584 o72
Dc:rumul deposits and loans and 1.786 ) 3.302 _
receivables
Fmancial liabilities at amortized cost - 19 484 - 47,218
2,370 19 484 4,274 47218
Balances i other curmrencies-
Cash 7.375 - 8. 523 -
D:“J.:Imlld deposits and loans and 35 6UR ) 24,319 )
receivables
Fimancial liabilitics at amortized cost - 53,081 - 106,008
33073 53,081 32 842 106,008
Total foreign currency balances 535,705 1,781,967 564,208 1,771,303

(*) Equivalent value calculated by applying the exchange rates at 31 December 2017 and 2016 respectively.

In addition to the currency positions recognized in the balance sheets at 31 December 2017 and 2016 shown in the preceding table,
the Bank recognized various currency derivatives and forward foreign currency contracts which are used to manage the exchange
rate risk to which it is exposed and which should be considered together with the balance sheets positions for a correct understanding

of the Bank’s exposure to such risks (see Note 23).
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2.7.2. Translation of foreign currency balances

Translation of foreign currency to the functional currency: foreign currency transactions performed by Bank companies are initially
recognized in the financial statements at the equivalent value in their functional currencies, translated using the exchange rates
prevailing at the transaction date. Subsequently, the following rules are applied:

e Monetary assets and liabilities are translated at the closing rate, which is taken to be the average spot exchange rate at
the date of the financial statements.

e Non-monetary items measured at historical cost are translated to the functional currency at the exchange rate at the
date of acquisition.

e Non-monetary items measured at fair value are translated to the functional currency at the exchange rate at the date
when the fair value was determined.

e Incomes and expenses are translated at the exchange rate prevailing at the transaction date.
2.7.3. Exchange rates

The exchange rates used by the Bank in translating the foreign currency balances to euros for the purpose of preparing the financial
statements, taking into account the methods mentioned above, were those published by the European Central Bank.

2.7.4. Recognition of exchange differences

The exchange differences arising on the translation of foreign currency balances, in accordance with the aforementioned methods,
to the Bank’s functional currency are generally recognized at their net amount under “Exchange Differences, Net” in the income
statement, except for exchange differences arising on financial instruments designated at fair value through profit or loss, which are
recognized, without distinguishing them from other changes in the instruments’ fair value, under “Gains or Losses on Financial As-
sets and Liabilities Designated at Fair Value through Profit or loss, Net” in the income statement, according to the category in which
the instruments are classified.

However, exchange differences arising on non-monetary items measured at fair value through equity are recognized, where appro-

priate, in equity under “Accumulated Other Comprehensive Income - Items that May Be Reclassified to Profit or Loss” in the balance
sheet until they are realized. Exchange differences recognized in the Bank’s equity are taken to the income statement when realized.

2.8. Recognition of income and expenses

The most significant accounting criteria used by the Bank to recognize its income and expenses are summarized as follows:

2.8.1. Interest income, interest expenses, dividends and similar items

Interest income, interest expenses and similaritems are generally recognized on an accrual basis using the effective interest method.
Dividends received from other companies, are recognized as income when the Bank’s right to receive them arises.

2.8.2. Commissions, fees and similar items

Fee and commission income and expenses that are not to be included in the calculation of the effective interest rate of transactions
and/or are not included in the acquisition cost of financial assets or liabilities other than those classified as at fair value through pro-
fit or loss are recognized in the income statement using criteria that vary according to their nature. The main criteria are as follows:

e The ones relating to the acquisition of financial assets and liabilities measured at fair value through profit or loss are
recognized in the income statement when collected or paid.

e Those arising from transactions or services that are performed over a period of time such as fee and commission income
for securities depository services are recognized in the income statement over the life of these transactions or services.

e Those relating to a single act are recognized in the income statement when the single act is carried out.
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2.8.3. Non-finance income and expenses

These are recognized for accounting purposes on an accrual basis.

2.9. Offsetting

Asset and liability balances are offset, i.e. reported in the balance sheet at their net amount, when, and only when, they arise from
transactions in for which the Bank currently has a legally enforceable right to set off the recognized amounts and intends either to
settle on a net basis or to realize the asset and settle the liability simultaneously.

For these purposes, the presentation in these financial statements, in accordance with Bank of Spain Circular 4/2004 and subse-
guent amendments thereto, of financial assets net of impairment losses or valuation adjustments is not considered to be offsetting.

2.10. Financial guarantees and provisions for financial guarantees

“Financial guarantees” are defined as contracts whereby an entity undertakes to make specific payments on behalf of a third party
if the latter fails to do so, irrespective of the various legal forms they may have, such as guarantees, irrevocable documentary credits
issued or confirmed by the Bank, etc.

In accordance with the Circular 4/2004, the financial guarantees provided by the Bank are treated as financial instruments.

Financial guarantees provided by the Bank, regardless of the guarantor, instrumentation or other circumstances, are reviewed pe-
riodically so as to determine the credit risk to which they are exposed and, if appropriate, to consider whether a provision is required.
The credit risk is determined by application of criteria similar to those established for quantifying impairment losses on debt instru-
ments carried at amortized cost (described in Note 2.3.1 above).

The provisions for financial guarantees are recognized under “Provisions - Provisions for Contingent Liabilities and Commitments”
on the liability side of the balance sheet (see Note 16). These provisions are recognized and reversed with a charge or credit, respec-
tively, to “Provisions (Net)” in the income statement.

2.11. Staff costs

2.11.1. Short-term remuneration

Short-term employee remuneration consists of monetary and non-monetary remuneration such as wages, salaries and social se-
curity contributions earned in the year and paid or payable to employees in the twelve months following the end of the reporting
period.

Short-term employee remuneration is generally recognized as staff costs in the income statement for the period in which the emplo-
yees have rendered their services. It is measured at the undiscounted amount payable for the services received, and it is recognized
while the employees render their services at the Bank, as an accrued expense after deducting any amounts already paid.

2.11.2. Post-employment obligations

Under the Collective Labour Agreement currently in force, the Bank is required to supplement the social security benefits accruing
to its employees or their beneficiary right holders in the event of retirement, disability, death of spouse or death of parent.

The Bank’s post-employment obligations to its employees are deemed to be “defined contribution plans” when the Bank makes
pre-determined contributions to a separate entity and will have no legal or effective obligation to make further contributions if the
separate entity cannot pay the employee benefits relating to the service rendered in the current and prior periods. Post-employ-
ment obligations that do not meet the aforementioned conditions are classified as “defined benefit plans”.
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The Bank has set up an external fund known as the “Cecabank Employees’ Pension Plan”, which is managed by Caser Pensiones,
Entidad Gestora de Fondos de Pensiones, S.A. The external fund, in turn, comprises three subplans: a defined benefit plan (for em-
ployees hired by the Entity prior to 30 May 1986 who opted not to convert their benefits into defined contribution benefits and for
early retirees) and two defined contribution retirement benefit subplans (for employees hired by the CECA prior to 30 May 1986
who opted to convert their benefits into defined contribution benefits, as described below, for employees hired by the Ceca or Bank
after 29 May 1986, and for early retirees in this group). The pension plan also includes the obligations to the beneficiaries of the
benefits.

In 2011, the Control Committee of the CECA Employees’ Pension Plan, pursuant to the obligations previously acquired, resolved to
take out an insurance policy to cover the supplementary vested pension income payable to the beneficiaries of the pension plan.
The policy is in line with the benefits payable to the group of beneficiaries of the pension plan in order to ensure these obligations
are met.

Note 35 to these financial statements presents additional information on these obligations with regard to reconciliations, sensitivi-
ties and other disclosures required by the legislation applicable to the Bank.

At 31 December 2017, the Bank’s total accrued pension obligations to current and retired employees amounted to EUR 188,352
thousand (31 December 2016: EUR 193,664 thousand). These obligations are covered by the aforementioned external pension
fund and insurance policies, the fair value of which was EUR 195,859 thousand at 31 December 2017 (31 December 2016: EUR
198,835 thousand) and, therefore, the Bank recognized a “Net Asset for Pensions” of EUR 7,507 thousand under “Other Assets” in
the accompanying balance sheet as at 31 December 2017 (31 December 2016: EUR 5,171 thousand) (see Note 14.1).

Recognition of defined benefit post-employment obligations.

The accounting treatment of the defined benefit obligations is as follows:

a) The legal obligations assumed by the Bank are taken into consideration according to the formal terms and conditions of
the plans.

b) The present value of the legal obligations is calculated at the reporting date by a qualified actuary, together with the fair
value estimates of the plan assets.

c) The fair value of the plan assets, which, pursuant to the requirements established in the applicable legislation, meet this
definition at the reporting date, is deducted from the present value of the obligations.

d) If the figure obtained in c) above is positive, it is recognized as a provision for defined benefit pension funds.

e ) If the figure obtained in c) above is negative, it is recognized as “other assets”. The Bank measures, where appropriate, the
recognized asset at the lower of the following two values:

i. The figure obtained in c) above, in absolute terms.

ii. The present value of the cash flows available to the Bank, in the form of plan redemptions or reductions in future
contributions to the plan.

f) Any changes in the recognized provision are recognized when they occur in line with d) above (or, where appropriate, the
asset according to c) above) as follows:

i. In the income statement: the cost of the services rendered by the employees, those referring to both the year in
question and prior years not recognized in those years, the net interest on the provision, and the gain or loss arising
upon settlement. When these amounts are to form part of the cost of an asset pursuant to applicable legislation, these
amounts are recognized additionally as “other operating income”.

ii. In the statement of changes in equity: the new measurements of the provision as a result of the actuarial gains and
losses, of the return on any plan assets not included in the net interest on the provision, and changes in the present
value of the asset as a result of the changes in the present of the cash flows available to the entity, which are not in-
cluded in the net interest on the provision. The amounts recognized in the statement of changes in equity should not
be reclassified to the income statement in a future year.
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As regards the preceding paragraph, it should be noted that due to application of the regulatory changes in the legislation applica-
ble to the Bank contained in Bank of Spain Circular 5/2013, since 2013, the actuarial gains and losses arising on the valuation of
the defined benefit pension obligations have been recognized by the Bank in the period in which they arise with a charge or credit,
as applicable, to “Accumulated Other Comprehensive Income - Items that Will Not Be Reclassified to Profit or Loss” in the accom-
panying balance sheets.

The defined contribution obligations are generally recognized at the amount of the contributions made by the Bank in the yearin
exchange for the services rendered by employees in the same period, and are recognized as an expense for the year. In 2017 the por-
tion of the accrued expense for the contributions to the external pension fund relating to defined contribution obligations amounted
to EUR 898 thousand (2016: EUR 843 thousand), and this amount was recognized under “Administrative Expenses - Staff Costs”
in the income statement. In addition, in 2017 EUR 133 thousand were reimbursed relating to the insurance policy of an employee
who left the Bank’s employ in 2016 (see Note 35).

Furthermore, contributions to the pension plan in excess of the current legal and tax ceilings are covered by two insurance policies
taken out with Caja de Seguros Reunidos, Compafiia de Seguros y Reaseguros, S.A. (“Caser”). One of these is a single premium policy.
The premiums on these policies and on other insurance policies covering pension obligations and other obligations to employees
totalled EUR 427 thousand in 2017 (2016: EUR 358 thousand), and this amount was recognized under “Administrative Expenses -
Staff Costs” in the income statement (see Note 35).

2.11.3. Other long-term benefits

2.11.3.1. Early retirements

Through several agreements entered into in previous years by the Bank and by CECA (to which the Bank was subrogated by virtue
of the spin-off of CECA’s activity to the Bank as indicated in Note 1.1 above) and the Workplace Trade Union Branch and the re-
presentatives of the Works Council, various pre-retirement offers were made to the employees. The following paragraphs contain a
summary of the main features of these agreements:

Pre-retirement agreements prior to 2013

On 7 April 2011, an agreement was entered into between the CECA, the Workplace Trade Union Branch and the representatives of
the Workers’ Committee, under which a Pre-Retirement Plan was established for all employees who at 31 December 2011 were at
least 55 years of age and had been in the CECA employ for at least ten years. The general registration period for employees wishing
to participate in this plan ended on 13 May 2011. As a result of the spin-off mentioned in section 1.1, the Bank was subrogated to
these obligations.

25 June 2012, an agreement additional to the one mentioned in the previous paragraph was entered into between the entity, the
Workplace Trade Union Branch and the representatives of the Works Council, under which a Pre-Retirement Plan was established for
all employees who at 31 December 2012 were at least 53 years of age and had been in the entity’s employ for at least ten years.
The general registration period for employees wishing to participate in this plan ended on 20 July 2012. This agreement also in-
cludes other measures such as termination benefits for the group of employees not included in the pre-retirement plans mentioned
above (for which the deadline for participating was 30 September 2012), unpaid leave and reduced working hours (the deadline for
participating was 30 October 2012).

Pre-retirement agreementsin 2013

Also, on 29 October 2013, another agreement was entered into between the Bank, the Workplace Trade Union Branch and the re-
presentatives of the Works Council, to extend the agreement entered into on 25 June 2012 for a maximum of 129 employees who at
31 December 2013 were atleast 50 years of age and had been in the entity’s employ for at least ten years. The general registration
period for employees wishing to participate in this plan ended on 12 November 2013. 54 employees availed themselves of this offer.
The pre-retirements are taking effect between 1 December 2013 and 31 March 2014. The period of pre-retirement begins on the
date of termination of the employment contract and ends on the date on which the employee reaches 63 years of age, with a limit
of nine years from the pre-retirement date, whichever occurs first.

The amount receivable by the employee during pre-retirement is equal to 75% of his/her annual gross fixed remuneration while in
employment, with a maximum annual benefit limit of EUR 150,000 and a minimum annual limit of EUR 27,119. At the discretion
of the pre-retired employee, this benefit may be received either in a single lump sum payment or in 14 monthly payments up until
the age established in the Agreement. In addition, regardless of the chosen form of payment, the employees who avail themselves
of this offer are entitled to receive a gross incentive of EUR 16,000 in a single payment. Also, any employees who would have been
paid a 25-year service bonus had they remained in the entity’s employ until 31 March 2014 continue to be entitled to receive this
bonus.
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For the participants of pension sub-plans two and three integrated in ‘Cecabank employees Pensions plan, the Bank will continue to
make contributions to the employee pension plan and the policies provided for in the insurance protocol relating to this plan, where
appropriate, solely for retirement cover. The amount of this contribution will be the same as that made in the year immediately
prior to the pre-retirement, and will be made until the employee reaches 63 years of age, with a limit of nine years from the pre-reti-
rement date, whichever occurs first. In particular, the participants of sub-plan three will continue to be entitled to the contributions
provided for in the Caser policy, for past service, until the age of 65. In the case of the employees who are participants in defined
benefit sub-plan one, for retirement cover, the Bank will continue to make the contributions required to maintain coverage of the
retirement benefit established by the Bank until the date on which pre-retirement benefits cease to be paid, and the benefits recei-
ved in the twelve months prior to retirement. Alternatively, participants in sub-plan one who take pre-retirement pursuant to the
pre-retirement plan may transfer their consolidated rights in the plan at the pre-retirement date to sub-plan three and convert the
benefit regime into a defined contribution regime. For these participants, contributions are not payable to the Caser policy provided
forin the insurance protocol of the Bank’s Employees Pension Plan.

Social Security Special Agreement payments are payable by the employees, although the Bank will pay these amounts into the
employees’ salary until they meet the established age requirements and limits. The Special Agreement will be entered into at the
employees’ maximum contribution rate on the date immediately preceding the retirement date, with a maximum limit of the con-
tribution base that would have been applicable to the employees had they remained in the Bank’s employ.

Pre-retirement agreements in 2015

On 18 December 2015, the Board of Directors of the Bank approved a formal pre-retirement plan for certain employees of the Bank
who met certain requirements, and this fact was communicated to all the employees on 23 December 2015 by the Works Council.

This plan was formalized in a collective agreement signed in 2016 between the Bank, the Workplace Trade Union Branch and the
representatives of the Works Council, using as a basis the pre-retirement plan of 29 October 2013, which established a three-year
period (2016-2018) for pre-retirements to take place. Employees aged 56 or over prior to 31 December 2018 with at least ten
years’ service at the date of departure from the Bank can avail themselves of the plan.

The amount receivable by the employee during pre-retirement is equal to 75% of his/her annual gross fixed remuneration while in
employment, with a maximum annual benefit limit of EUR 150,000 and a minimum annual limit of EUR 27,119. At the discretion
of the pre-retired employee, this benefit may be received either in a single lump sum payment or in 14 monthly payments up until
the age established in the Agreement.

With regard to the accounting criteria applied to these aforementioned pre-retirement obligations, it should be noted that they
are the same as those explained in Note 2.11.2 for the defined benefit post-employment obligations, except for the fact that the
actuarial gains and losses are recognized directly in the Bank’s income statement in the year in which they are disclosed.

The obligations in respect of future salaries, future social security costs and incentives relating to early retirees corresponding to
commitments given in the preceding paragraphs as well as the obligations for future contributions to the Pension Plan (all of which
were considered as defined benefit obligations) were covered by an internal provision amounting to EUR 63,229 thousand (EUR
76,166 thousand at 31 December 2016), which was recognized under “Provisions - Other long-term employee benefits” in the ba-
lance sheet (see Note 35) and related to early retirement obligations incurred as a result of the aforementioned Agreement dated
7 April 2011, 25 June 2012 and 29 October 2013 and 18 December 2015. At 31 December 2017 and 2016 this provision covered
the full amount of the Bank’s early retirement obligations at those dates.

Note 35 to these notes to the financial statements includes additional information relating to these obligations.

2.11.3.2. Death and disability

The commitments assumed by the Bank for death or disability of current employees for the period they remain active are included
in the benefits covered by the aforementioned external pension fund.

2.11.3.3. Long-service bonuses
The Bank has undertaken to pay a bonus to employees reaching 25 years of service at the Bank.

The amount paid in this connection at 2017 year-end was approximately EUR 20 thousand (2016 year-end: EUR 55 thousand) and
is recognized under “Administrative Expenses - Staff Costs” in the accompanying income statement.
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2.11.4. Termination benefits

Any termination benefits are recognized as a staff cost only when the Entity is demonstrably committed to terminating the emplo-
yment relationship with an employee or group of employees.

At 31 December 2017, no expense was recognized in this connection. The termination benefit expense charged to profit or loss in
2016, amounting to EUR 2,722 thousand, is recognized under “Administrative Expenses - Staff Costs” in the statement of profit or
loss (see Note 35).

Also, the Bank has agreements with some of its executives and/or directors to pay them certain benefits in the event that they are
terminated without just cause. The amount of the benefit, which in any case would not have a material effect on the Bank, would
be charged to the income statement when the decision to terminate the employment of the executive or director was made. The
liability recognized for these purposes was included under “Other Liabilities” in the balance sheet.

2.11.5. Loans to employees

Under the collective labour agreement in force and the additional agreements entered into in 2008 with the Bank’s employees,
employees are entitled to apply for mortgage loans from the Bank for a maximum period of 40 years and a variable interest rate,
which will remain fixed during each natural semester.

Under the applicable industry collective labour agreement and pursuant to collective agreements reached by the Bank implemen-
ting it, employees of the Bank mauy, in specific cases, apply for interest free advances and other “welfare” loans or loans for the
expansion of their residence, with a repayment period of 10 and 15 years, respectively, at the Euribor interest rate.

In the event of exceptional circumstances requiring an employee of the Bank to apply for a type of loan that does not fully or par-
tially comply with the regulations stipulated in the industry collective labour agreement, or its implementing regulations, the em-
ployee may apply for the loan indicating the exceptional circumstances.

These loans are recognized at amortized cost under “Loans and Receivables - Loans and Advances to Customers” in the balance
sheet.

2.12. Income tax

The income tax expense is recognized in the income statement, except when it results from a transaction recognized directly in the
equity, in which case the income tax is also recognized in the Bank’s equity.

The current income tax expense is calculated as the tax payable with respect to the taxable profit for the year, adjusted by the
amount of the changes in the year in the assets and liabilities (deferred taxes) recognized as a result of temporary differences and
tax credit and tax loss carry forwards (see Note 20).

The Bank considers that there is a temporary difference when there is a difference between the carrying amount of an asset or lia-
bility and its tax base expected to reverse in the future. The tax base of an asset or liability is the amount attributed to that asset
or liability for tax purposes. A taxable temporary difference is one that will generate a future obligation for the Bank to make a pay-
ment to the related tax authorities. A deductible temporary difference is one that will generate a right for the Bank to a refund or a
reduction in its tax charge in the future.

Tax credit and tax loss carry forwards are amounts that, after performance of the activity or obtainment of the profit or loss giving
entitlement to them, are not used for tax purposes in the related tax return until the conditions for doing so established in the tax
regulations are met and the Bank considers it probable that they will be used in future periods.

Current tax assets and liabilities are the taxes that are expected to be recoverable from or payable to the related tax authorities
within 12 months from the balance sheet date. Deferred tax assets and liabilities are the taxes that are expected to be recoverable
from or payable to the related tax authorities in over 12 months from the balance sheet date.

Deferred tax liabilities are recognized for all taxable temporary differences. However, deferred tax liabilities arising from the initial
recognition of goodwill are not recognized.
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The Bank only recognizes deferred tax assets arising from deductible temporary differences and from tax credit and for tax loss carry
forwards when the following conditions are met:

e Ifitis considered probable that the Bank will obtain sufficient future taxable profit against which the deferred tax assets
can be utilised; or they are deferred tax assets that the Bank might in the future have the right to convert into credits
receivable from the tax authorities pursuant to Article 130 of Spanish Income Tax Law 27/2014, of 27 November (called
“monetisable tax assets”); and

e In the case of any deferred tax assets arising from tax loss carryforwards, the tax losses result from identifiable causes
which are unlikely to recur.

No deferred tax assets or liabilities are recognized if they arise from the initial recognition of an asset or liability (except in the case
of a business combination) that at the time of recognition affects neither accounting profit nor taxable profit.

The deferred tax assets and liabilities recognized are reassessed at each balance sheet date in order to ascertain whether they still
exist, and the appropriate adjustments are made on the basis of the findings of the analyses performed.

The Bank files consolidated tax returns pursuant to Chapter VI of Title VII of Spanish Income Tax Law 27/2014, of 27 November,
as part of tax group 0508/12, the parent of which is CECA. For each entity that files consolidated tax returns, the Group recognises
the income tax expense that the entity would have had to pay if it had filed an individual tax return, adjusted for the tax losses
generated by each entity from which other Group entities benefit, taking into consideration the consolidated tax adjustments to be
made.

On 3 December 2016, Royal Decree-Law 3/2016, of 2 December, adopting various tax measures aimed at consolidating public
finances and other urgent social security and labour-related measures, was published in the Official State Gazette. It introduced
changes to Spanish Income Tax Law 27/2004, of 24 November, establishing the following new features for tax periods beginning
on or after 1 January 2016: (i) a limitation of the offset of prior years’ tax losses for large companies, which will be limited to the
following percentages of taxable profit prior to offset: for companies with revenue in the previous 12 months of more than EUR 60
million, 25%; for companies with revenue in the previous 12 months of between EUR 20 million and EUR 60 million, 50%; and for
companies with revenue in the previous 12 months of less than EUR 20 million, 60% (70% in 2017 and following years) (ii) a new
limit on the application of double taxation tax credits arising in the year or carried forward from prior years, which may not, as a
whole, exceed 50% of the taxpayer’s gross tax payable and (iii) the compulsory reversal of impairment losses on ownership interests
that were tax-deductible in tax periods prior to 2013 but not subsequently; the amounts reversed must be included in taxable profit
for a minimum annual amount on a straight-line basis over five years. It also introduced changes for the tax periods beginning on or
after 1 January 2017: (i) the non-deductibility of losses incurred in the transfer of ownership interests in entities that meet certain
conditions, and (ii) in the case of non-monetary contributions qualifying for taxation under the tax neutrality regime, a deferral of
income is introduced.

The entry into force of this Royal Decree-Law and the aforementioned amendments to tax legislation did not have any significant
effects on the balances recognized by the Bank in the financial statements of 2016 and 2017.
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2.13. Tangible assets

2.13.1. Property, plant and equipment for own use

Property, plant and equipment for own use includes the assets that are held by the Bank for present or future administrative purposes
other than those of welfare projects, or for the production or supply of goods and services and which are expected to be used for more
than one year. Property, plant and equipment for own use is recognized at acquisition cost in the balance sheet as it is defined in the
Circular 4/2004, less:

e The related accumulated depreciation, and
e Any estimated impairment losses (net carrying amount higher than recoverable amount).

Depreciation is calculated by the straight-line method on the basis of the acquisition cost of the assets less their residual value. The
land on which the buildings and other structures stand has an indefinite life and, therefore, is not depreciated.

The annual provisions of tangible asset depreciation charge is recognized under “Depreciation and Amortization” in the income sta-
tement and is calculated basically using the following depreciation rates (based on the average years of estimated useful life of the
various assets):

Annual
Rate
Property 2% to 4%
Furniture and office equipment 10% to 15%
Computer hardware 15% to 25%
Fixtures 8% to 12%
Transport equipment 16%

The Bank assesses at the reporting date whether there is any internal or external indication that an asset may be impaired (i.e. its
carrying amount exceeds its recoverable amount). If this is the case, the carrying amount of the asset is reduced to its recoverable
amount and future depreciation charges are adjusted in proportion to the revised carrying amount and to the new remaining useful
life (if the useful life must be re-estimated). When necessary, the carrying amount of property, plant and equipment for own use is
reduced with a charge to “Impairment or Reversal of Impairment on Non-Financial Assets - Tangible Assets” in the income statement.

Similarly, if there is an indication of a recovery in the value of a previously impaired tangible asset, the Bank recognizes the reversal
of the impairment loss recognized in prior periods with the related credit to “Impairment or Reversal of Impairment on Non-Financial
Assets - Tangible Assets” in the income statement and adjusts the future depreciation charges accordingly. In no circumstances may
the reversal of an impairment loss on an asset raise its carrying amount above that which it would have if no impairment losses had
been recognized in prior years.

The estimated useful lives of the items of property, plant and equipment for own use are reviewed at least once a year with a view to
detecting significant changes therein. If changes are detected, the useful lives of the assets are adjusted by correcting the depreciation
charge to be recognized in the income statement in future years on the basis of the new useful lives.

Upkeep and maintenance expenses relating to property, plant and equipment for own use are recognized as an expense under “Ad-
ministrative Expenses — Other General Administrative Expenses” in the income statement in the year in which they are incurred.

Assets for own use that cease to be used for that purpose and for which management has prepared a sales plan that is expected to
be executed within twelve months and meet the other requirements established in Bank of Spain Circular 4/2004 are classified as
non-current assets held for sale and begin to be measured in accordance with the criteria indicated in Note 2.16.
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2.13.2. Investment property

“Tangible Assets - Investment Property” in the balance sheet reflects the net values of the land, buildings and other structures held
either to earn rentals or for capital appreciation.

The criteria used to recognize the acquisition cost of investment property, to calculate its depreciation and its estimated useful life
and to recognize any impairment losses thereon are consistent with those described in relation to property, plant and equipment
for own use (see Note 2.13.1).

2.14. Intangible assets

Intangible assets are identifiable non-monetary assets without physical substance which arise as a result of a legal transaction or
which are developed internally by the Bank. Only intangible assets whose cost can be estimated reasonably objectively and from
which the Bank considers it probable that future economic benefits will be generated are recognized.

Intangible assets are recognized initially at acquisition or production cost and are subsequently measured at cost less any accumu-
lated amortization and any accumulated impairment losses.

The annual intangible asset amortisation charge is recognized under “Depreciation and Amortisation Charge” in the income state-
ment.

2.14.1. Other intangible assets

Intangible assets other than goodwill are recognized in the balance sheet at acquisition or production cost, less the related accumu-
lated amortization and any accumulated impairment losses.

“Intangible Assets - Other Intangible Assets” includes, primarily, the acquisition cost, net of accumulated amortisation and when
applicable impairment.

Intangible assets with finite useful lives are amortized on a straight-line basis over their estimated useful lives, which range from
three to ten years for computer software, depending on the asset concerned.

For their part, the management rights of the depository business recognized as intangible assets are amortised over the term of the
contracts in which they are acquired, using the straight-line method or a diminishing balance method, depending on the estimated
revenue associated with these contracts over time.

The Bank assesses at the reporting date whether there is any internal or external indication that an intangible asset may be impai-
red (i.e. its carrying amount exceeds its recoverable amount). If this is the case, the carrying amount of the asset is reduced to its
recoverable amount and future amortization charges are adjusted in proportion to the revised carrying amount and to the new re-
maining useful life (if the useful life has to be re-estimated). This reduction of the carrying amount of intangible assets is recognized,
if necessary, with a charge to “Impairment or Reversal of Impairment on Non-Financial Assets - Intangible Assets” in the income
statement. The criteria used to recognize the impairment losses on these assets and, where applicable, the reversal of impairment
losses recognized in prior years are similar to those used for property, plant and equipment for own use (see Note 2.13.1).
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2.15. Provisions and contingent liabilities

The Bank’s financial statements include all the material provisions, if any, required to cover certain risks to which the Bank is ex-
posed as a result of its business activity and which are certain as to their nature but uncertain as to their amount and/or timing.
Contingent liabilities are not recognized in the financial statements, but rather are disclosed, if there, in accordance with the requi-
rements of the Thirty-Seventh Standard of Bank of Spain Circular 4/2004.

Provisions, which are quantified on the basis of the best information available on the consequences of the event giving rise to them
and are reviewed its case and adjusted at the end of each year, are used to cater for the specific obligations for which they were
originally recognized. Provisions are fully or partially reversed when such obligations cease to exist or are reduced.

The provisions considered necessary pursuant to the foregoing criteria and their eventual reversal, should the reasons for their re-
cognition disappear, are recognized with a charge or credit, respectively, to “Provisions (net)” in the income statement.

2.15.1. Litigation and/ or claims in process

At the end of 2017 and 2016 certain litigation and claims were in process against the Bank arising from the ordinary course of its
operations. The Bank’s legal advisers and directors consider that the outcome of the litigation and claims will not have a material
effect on the financial statements for the years in which they are settled.

2.16. Non-current assets held for sale and Disposal Groups Classified as Held for Sale

“Non-Current Assets Held for Sale and Disposal Groups Classified as Held for Sale” in the balance sheet includes the carrying amount
of items - individual items, disposal groups or items forming part of a business unit earmarked for disposal (“discontinued opera-
tions”) - which, because of their nature, are estimated to have a realization or recovery period exceeding one year, but are earmarked
for disposal by the Bank and whose sale in their present condition is highly probable to be completed within one year from the date
of the financial statements.

Investments in associates that meet the requirements set forth in the foregoing paragraph are also considered to be non-current
assets held for sale.

Therefore, the carrying amount of these items -which can be of a financial nature or otherwise- will foreseeably, be recovered throu-
gh the proceeds from their disposal rather than from continuing use.

Specifically, property or other non-current assets received by the Bank as total or partial settlement of its debtors’ payment obliga-
tions to it are deemed to be non-current assets held for sale, unless the Bank has decided use them and classify them as investment
property (see Note 2.13.2).

Symmetrically, “Liabilities Associated with Non-Current Assets Held for Sale” in the balance sheet includes the balances payable, if
any, associated with disposal groups and the Bank’s discontinued operations.

In general, non-current assets held for sale are measured at the lower of their carrying amount calculated as at the classification
date and their fair value less estimated costs to sell. Tangible and intangible assets that are depreciable and amortizable by nature
are not depreciated or amortized during the time they remain classified in this category.

If the carrying amount of the assets exceeds their fair value less costs to sell, the Bank adjusts the carrying amount of the assets
by the amount of the excess with a charge to “Gains/(Losses) on Non-Current Assets Held for Sale not Classified as Discontinued
Operations” in the income statement. If the fair value of such assets subsequently increases, the Bank reverses the losses previously
recognized and increases the carrying amount of the assets without exceeding the carrying amount prior to the impairment, with a
credit to “Gains/(Losses) on Non-Current Assets Held for Sale not Classified as Discontinued Operations” in the income statement.

The gains or losses arising on the sale of non-current assets held for sale are presented under “Profit or Loss from Non-Current Assets
and Disposal Groups Classified as Held for Sale Not Qualifying as Discontinued Operations” in the income statement.

Despite the foregoing, financial assets, assets arising from remuneration to employees and any deferred tax assets that are part of
a disposal group or of a discontinued operation are not measured as described in the preceding paragraphs, but ratherin accordance
with the accounting policies and rules applicable to these items, which were explained in previous sections of Note 2.
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2.17. Cash flow statements
The following terms are used in the cash flow statements with the meanings specified:

e Cash flows: inflows and outflows of cash and cash equivalents, which are short-term, highly liquid investments that are sub-
ject to an insignificant risk of changes in value.

e Operating activities: the principal revenue-producing activities of credit institutions and other activities that are not investing
or financing activities. Operating activities also include interest paid on any financing received, even if this financing is con-
sidered to be financing activity. Activities performed with the various financial instrument categories detailed in Note 2.2.4
above are classified, for the purpose of this statement, as operating activities.

e Investing activities: the acquisition, sale or disposal by other means of long-term assets and other investments not included
in cash and cash equivalents, such as tangible assets, intangible assets, investments, hon-current assets held for sale and

associated liabilities, equity instruments classified as available for sale which are strategic investments and debt instruments
included in held-to-maturity investments, if any.

e Financing activities: includes the cash flows from activities that result in changes in the size and composition of the equity
and liabilities that are not operating activities.

For cash flow statement preparation purposes, the balance of “Cash, Cash Balances at Central Banks and other demand deposits”
on the asset side of the balance sheet, disregarding any impairment losses, was considered to be “cash and cash equivalents”.

2.18. Statement of changes in equity
The statement of changes in equity presented in these financial statements shows the total changes therein in equity during the

year. Thisinformation is disclosed to turn in two statements: the statement of comprehensive income and the statement of changes
in equity. The following explains the main features of the information contained in both parts of the statement:

2.18.1. Statement of recognized income and expense

The statement of recognized income and expense presents the income and expenses generated by the Bank as a result of its busi-
ness activity in the year, and a distinction is made between the income and expenses recognized in the income statement for the
year and the other income and expenses recognized, in accordance with current regulations, directly in equity, making a distinction

among the latter, in turn, between items that may be reclassified to the income statement, pursuant to applicable legislation, and
those that may not.

Accordingly, this statement presents:
a) Profit for the year.
b) The net amount of income and expense recognized directly in equity as “items that will not be reclassified intoincome”.
c) The net amount of income and expenses recognized directly in equity as “items that can be reclassified into income”.
d) The “total comprehensive income for the year” calculated as the sum of (a+b+c).

Changes in income and expenses recognized in equity as items that can be reclassified to income are broken down as follows:
a) Valuation gains or losses taken to equity: includes the amount of the income, net of the expenses incurred in the year,
recognized directly in equity. The amounts recognized in equity in the year remain under this item, even if in the same

year they are transferred to the income statement or to the initial carrying amount of assets or liabilities or are reclassi-
fied to another line item.

b) Amounts transferred to the income statement: includes the amount of the revaluation gains and losses previously
recognized in equity, albeit in the same year, which are recognized in the income statement.

c) Amount transferred to the initial carrying amount of hedged items: includes the amount of the revaluation gains and
losses previously recognized in equity, albeit in the same year, which are recognized in the initial carrying amount of the
assets or liabilities as a result of cash flow hedges.
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d) Other reclassifications: includes the amount of the transfers made in the year between valuation adjustment items in
accordance with current regulations.

The amounts of these items are presented gross, and the corresponding income tax is included in a separate line item both at the
end of the items that may be reclassified to profit or loss and at the end of those that will not.

2.18.2. Statement of changes in total equity

The statement of changes in total equity presents all the changes in equity, including those arising from changes in accounting poli-
cies and from the correction of errors. Accordingly, this statement presents a reconciliation of the carrying amount at the beginning
and end of the year of all the equity items, and the changes in the year are grouped together on the basis of their nature into the
following items:

a) Effects of corrections of errors and changes in accounting policies: this category includes the adjustments to equity ari-
sing as a result of the retrospective restatement of the financial statements in accordance with Rules Eight and Nineteen
of Bank of Spain Circular 4/2004, making a distinction between the adjustments that relate to changes in accounting
policies and those relating to corrections of errors.

b) Total comprehensive income for the year: this category includes the amount of the line item with the same name in
the statement of recognized income and expense relating to the same date.

c) Other changes in equity: includes the changes recognized directly in equity relating to increases and reductions in
capital or other equity instruments (including the expenses incurred in such transactions), the distribution of dividends
or shareholder remuneration, the reclassification of financial instruments from equity to liabilities or vice-versa, transfers
among equity items which, due to their nature, were not included in other line items, increases or decreases in equity
resulting from business combinations, share-based payments, and any other increase or decrease in equity that cannot
be included in the aforementioned categories.
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3. Distribution of the Bank’s profit

The proposal for the distribution of the Bank’s net profit for the year 2017, which the Board of Directors will propose to the General
Shareholders’ Meeting for approval, is as follows (the balances for the year 2016 are presented exclusively for comparative purposes):

Thousands of Euros
2017 2016
Legal Reserve - 579
Voluntary Reserve 54,914 56,681
Dividends 18,304 19,087
Net profit for the yvear 73,218 76,347

4. Remuneration of directors and senior executives

4.1. Remuneration of the Board of Directors

The members of the Bank’s Board of Directors receive an attendance fee for attending meetings of the Board and its support com-
mittees, the detail of which for 2017 and 2016 is shown in the following table:

Thousands of Euros

2017 2016
Aguirre Loaso, José Ls 14 23
Arnaga Moreno, Manuel 24 33
Canovas Paez, Joaquin 18 15
Carbo Valverde, Santiago 37 29
Garcia Luruena, Francisco Javier 26 23
Gomez de Miguel, José Manuel 46 40
Iglesias Rz, Vietor Manuel G -
Massanell Lavilla, Antomo 18 15
Méndez Alvarez-Cedron, José Maria 18 13
Motellon Gareia, Carmen 30 -
Ruano Mochales, Jesis 22 18
Salaverria Monfort, JTuhia 41 40
Sarro Alvarez, Maria del Mar 41 39
Total 341 290

The aforementioned attendance fees for 2017 relating to the participation of an executive of Bankia, S.A. on the Board of Directors
of Cecabank, S.A. amounted to EUR 21 thousand and were paid directly to that entity (2016: EUR 22 thousand).

Note 40 details the Bank’s other balances with its directors and persons related to them.
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4.2. Remuneration of senior executives and of members of the Board of Directors

For the purposes of the preparation of these financial statements, the Bank’s senior executives were considered to be the members
of the Management Committee, which comprised 8 members at 31 December 2017, (8 members at 31 December 2016).

The remuneration earned by the senior executives and the members of the Board of Directors in their capacity as executives of the
Bank totalled EUR 2,827 thousand in 2017, of which EUR 2,545 thousand related to short-term remuneration for 2017 and EUR
282 thousand related to post-employment benefits (EUR 3,665 thousand in 2016, of which EUR 3,364 thousand related to short-
term remuneration and EUR 301 thousand to post-employment benefits).

At 31 December 2017, the vested pension rights of the senior executives and Board members in their capacity as Bank executives
amounted to EUR 3,057 thousand (31 December 2016: EUR 2,695 thousand).

With regard to former members of the Entity’s Board of Directors and senior executives (three people at 31 December 2017 and at
31 December 2016 three people), in 2017 they received EUR 776 thousand in pre-retirement benefits (2016: EUR 388 thousand).
At 31 December 2017, these persons’ vested rights amounted to EUR 124 thousand (2016: EUR 980 thousand). These amounts
arose as a result of the Bank’s obligations to the employees who in 2012 and 2011 availed themselves of the pre-retirement plans
offered to employees who met certain objective conditions (see Note 2.11.3).

At 31 December 2017, there were pension commitments, similar obligations or other long term commitments assumed by the
Bank with current or former members of the Board of Directors and senior executives amounting to EUR 1,757 thousand (at 31
December 2016 there was no long term commitment related to this item).

4.3. Transparency obligations

Article 229 of the Consolidated Spanish Limited Liability Companies Law establishes that the directors must disclose any direct or
indirect conflict they might have with the interests of the company in which they discharge their duties as directors.

On three occasions in 2017 certain directors of Cecabank, S.A. refrained from participating in the discussions and voting on certain
matters at the relevant Board meetings, the detail being as follows: on one occasion the commercial contract of a member of the
Board was being discussed, and the director concerned left the room; and on another two occasions a financial transaction was
being approved, and in each case one of the Board members left the meeting.

In 2016 the Bank’s directors, as defined in the Spanish Limited Liability Companies Law, did not notify the Board of Directors of any
direct or indirect conflict of interest that they (or any persons related to them) might have with respect to the Bank.
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5. Cash, Cash Balances at Central Banks and other demand deposits

The breakdown of the balance of “Cash, Cash Balances at Central Banks and other demand deposits” in the balances sheet at 31

December 2017 and 2016 is as follows:

Thousands of Euros

2017 2016
Cash 94 860 101,710
Balances with the Bank of Spain (Note 1.10) (*) 2,468,451 1,877,695
Other demand deposits 93,469 210,277

2,656,780 2,189,682

(*)This balance corresponds entirely to the balance in cash at the Bank of Spain.

Note 21 includes information on the fair value of these instruments at 31 December 2017 and 2016. Note 24 provides information

on the liquidity risk associated with financial instruments, including information on the maturities of these assets.

The balance of “Cash, Cash Balances at Central Banks and other demand deposits” at 31 December 2017 and 2016 represents the
maximum exposure to credit risk assumed by the Bank in relation to these instruments.

At 31 December 2017 and 2016, there were no assets with uncollected past-due amounts or impaired classified under “Cash, Cash

Balances at Central Banks and other demand deposits”.
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6. Financial assets and liabilities at fair value through profit or loss

6.1. Financial instruments held for trading

6.1.1. Financial assets and liabilities held for trading - Breakdown

Following is a detail of the balances of “Financial Assets/Liabilities Held for Trading” in the balances sheets at 31 December 2017
and 2016:

Thousands of Euros
Asset balances Liability balances
2017 2016 2017 2016
Debt secunties 825886 606,452 - -
Equity instruments 287 482 151,360 - -
Trading derivatives-
Derivatives traded in organized markets 122 3,923 46 3,680
OTC denvatives 1,031,280 1.246.830 1.145,995 1,342,404
Short positions - - 393937 433,716
2,144,770 2,008,565 1,539,978 1,779,800

Note 22 discloses information on the credit risk assumed by the Bank in relation to the financial assets, other than equity instru-
ments, included in this category. In addition, Notes 23 and 24 include information on the market and liquidity risks, respectively,
associated with the financial instruments included in this category.

Note 21 provides information on the fair value of the financial instruments included in this category. Note 26 includes information
on the concentration of risk relating to the financial assets held for trading. Note 25 shows information on the exposure to interest
rate risk.

6.1.2. Financial assets and liabilities held for trading - Trading derivatives

Following is a breakdown, by type of risk, of the fair value of the trading derivatives arranged by the Bank and of their notional
amount (on the basis of which the future payments and collections on these derivatives are calculated) at 31 December 2017 and
2016:

Thousands of Euros
2017 2016
Fair Value Fair Value
Asset Liability Notional Asset Liability Motional
Balances Balances Amount Balances Balances Amount
Interest rate risk 945,520 1,032,588 | 41,777,855 1,197,431 1,299,699 52,793,447
Foreign currency risk 25,760 110,915 4,595 635 49 399 42 629 2080 265
Share price risk 122 46 350,487 3,923 3,756 400,249
Credit nisk - 2,492 20,000 - - -
1,031,402 1,146,041 46,743,977 1,250,753 1,346,084 55,273,961

The notional amount of the contracts entered into does not reflect the actual risk assumed by the Bank for these contracts, since
the net position in these financial instruments is the result of offsetting and/or combining them and of offsetting and/or combining
them with other asset or liability positions.
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6.1.3. Financial liabilities held for trading - Short positions

The detail, by type of transaction, of the balance of this item in the balance sheets at 31 December 2017 and 2016, is as follows:

Thousands of Euros

2017 2016

Classification:
For securties lending-
Equity instruments - 1,630
Overdrafts on disposals-repurchase
agregment

Debt securities 393,937 432,086

393,937 433,716

“Short Positions - Short Sales — Debt Instruments” in the foregoing table includes the fair value of the Bank’s debt instruments
purchased under repurchase agreements and, therefore, under non-optional resale as such not recognized on the asset side of the
balance sheet, which have been sold and will be repurchased by the Bank before maturity of the repurchase agreement in which
they are used as collateral, in order for the Bank to return them to his owner at the maturity date.

6.2. Financial asset and liability instruments at fair value through profit or loss

6.2.1. Financial assets at fair value through profit or loss

This heading shares listed in organised markets reverse repurchase agreements arranged by the Bank which are managed jointly
with repurchase agreements relating to financial assets classified in “Other Financial Liabilities at Fair Value Through Profit or Loss”
and with interest rate derivatives and financial instruments classified as held for trading and other available-for-sale financial as-

sets.

The detail, by nature, of the financial assets included in “Other Financial Assets at Fair Value Through Profit or Loss” in the balance

sheets at 31 December 2017 and 2016 is as follows:

Thousand of Euros

2017 2016
Loans and advances to credit institutions-
Reverse repurchase agreements 256,932 598,690
Valuation adjustments-
Accrued interest (66) (132)
Valuation gains or losses 10 21
(56) (111)
256.876 898,579
Loans and advances to customers-
Feverse repurchase agreements - 167,898
Valuation adjustiments-
Acered interest - (42)
Valuation gains or losses - 1
- (41)
- 167,857
256,876 1,066,436
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The changes in 2017 with respect to 2016 were due to the amounts that matured in 2017.

Note 22 includes information on the Bank’s exposure to credit risk at 31 December 2017 and 2016 associated with these financial
instruments other than equity instruments .

Note 21 discloses information on the fair value of these financial instruments at 31 December 2017 and 2016. Note 23 provides
information on the exposure to market risk of these financial instruments. Note 25 includes information about the exposure to in-
terest rates.

Note 24 contains information on the liquidity risk associated with the financial instruments owned by the Bank at 31 December
2017 and 2016, including information on the terms to maturity at those dates of the financial assets included in this category.

Note 26 includes information on the concentration risk relating to these financial instruments at 31 December 2017 and 2016.

6.2.2. Financial liabilities at fair value through profit or loss

This heading includes repurchase agreements arranged by the Bank which are managed jointly with reverse repurchase agreements
relating to financial assets classified in “Other Financial Assets at Fair Value Through Profit or Loss” and with interest rate derivati-
ves and financial instruments.

The detail, by nature, of the financial liabilities included in “Other Financial Liabilities at Fair Value Through Profit or Loss” in the
balance sheets at 31 December 2017 and 2016 is as follows:

Thousands of Euros
2017 2016
Deposits from credit institutions-
Repurchase agreements with credit institutions - 38516
Valuation adjustments-
Accrued mterest - 6
- (6)
- 38,510
Customer deposits-
i[:.]e;;;:;:aﬁe agreements with other sectors resident i 147.419
WValuation adjustments-
Acecrued interest - (22)
Valuation gains or losses - (5)
- 27
- 147,392
- 185,902

The changes in 2017 with respect to 2016 were due to the amounts that matured in 2017.

The amounts shown in the above table, net of their related valuation adjustments for “Revaluation Gains”, represent the amortized
cost of these liabilities at 31 December 2016 which does not differ significantly from the amount that would be payable by the Bank
if they matured at that date.

Note 21 discloses information on the fair value of the financial liabilities included in this category at 31 December 2017 and 2016.
Note 24 provides information on the liquidity risk associated with these financial liabilities.

Note 23 shows certain information on the market risk associated with these financial liabilities and Note 25 contains information
on interest rate risk.
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7. Available-for-sale financial assets

Following is a detail of the balances of “Available-for-Sale Financial Assets” in the balance sheets at 31 December 2017 and 2016:

Thousands of Euros

2017 2016
Debt securities-
Spanish public sector securities 813,028 2112610
Of which:
Treasury bills 150,266 855,658
Government debt securities 662,762 1,256,952
Securities of other Public agencies 557 832 651,458
Other securities 306,709 410,510
1.677,569 3,174,578
Valuation adjustments-
Accrued interest 19,408 21,853
WValuation gains or losses and other 37,670 58,955
Impairment losses (1.102) (1.404)
55,976 79,404
1,733,545 3,253,982
Equity instruments-
Shares quoted in organized markets 25,557 67,283
Shares not quoted in orgamized markets 34376 34376
59,933 101.659
Valuation adjustments-
WValuation gains or losses and other 10,477 6,966
Impairment losses (31.694) (41.106)
(21.217) (34,1400
38,716 67,519
1,772,261 3,321,501

Note 21 contains certain information on the fair value of the financial instruments included in this category.

Note 22 includes information on the credit risk to which the debt instruments included in this financial instrument category are

subject.

Note 23 shows certain information on the market risk to which the Bank is exposed in relation to these financial assets. Note 25
discloses certain information on interest rate risk.

Note 24 shows information on the exposure to liquidity risk, which includes information on the term maturity of these financial
assets at 31 December 2017 and 2016. Note 26 includes information on the concentration risk associated to these financial assets.
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8. Loans and receivables

Following is a detail of the financial assets included in “Loans and Receivables” in the balance sheets at 31 December 2017 and
2016:

Thousamds of Euros
207 2006
Debt instruments-
[rebt secunties issued by Spamsh public sector . 1600
Mon-perfonming assels 50,984 54452
S0,984 56,052
Valuation adjustments-
lmpairment losses (29.253) (34,231}
Accued imerest 53
(29.253) (34,178}
21,731 21,874
Laoans and advances to credit institutions-
Time deposits 32652 56,608
Oher accounts 400,455 491888
Reverse repurchase agrecments 68,241 6e42
Other fimancal assets 357,380 148,175
Mon-performing assets T8 146
1,758, 806G 703,459
Valuation adjustments-
Impaimment losses (T3} {145}
Acemed inferest (358) 116y
(437) (265}
1,758,369 703,194
Loans and advances (o cuslomers-
Deposits for futures transactions and other secunty provided 284,650 418,119
Unseitled stock exchange transactions 82 -
Mortgage loans 46,143 45,174
Credits and loans with personal guarantee 175,877 31,299
(¥her asscts 430 41
Reverse repurchase agresments B2 419 -
Mon-performing assets 55,498 55,390
945,009 550,023
Valuation adjustments-
Impainment losses [54,893) (59,655
Adquisition premium 13,563
Accrued imterest 590 &7
(40.740) (59,588}
S04,359 490,435
2,684,450 1.215,503

Note 22 provides certain relevant information on the credit risk, at 31 December 2017 and 2016, of the financial assets included
in this category. In Note 21 there is information about the fair value of included in this category of financial assets at 31 December
2017 and 2016.

Note 23 discloses certain relevant information on the market risk relating to the financial assets included in this financial instru-
ment category at 31 December 2017 and 2016.

Note 24 contains information on the liquidity risk associated with the Bank’s financial instruments at 31 December 2017 and 2016,
including information on the terms to maturity at those dates of the financial assets included in this category.

Note 25 includes information on the interest rate risk. Note 26 includes information on the concentration risk associated with the
financial assets included in this category at 31 December 2017 and 2016.
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9. Hedging derivatives - Fair value hedges

The Bank has entered into financial derivatives transactions with various counterparties of recognized creditworthiness which are
considered fair value and cash flow hedges of certain balance sheet positions against fluctuations in market interest rates and also
to comply with the requirements of the applicable regulation.

The Bank’s hedged balance sheet positions relate to fixed-rate debt instruments (guaranteed issues, government bonds and trea-
sury bills). These securities are issued by the Spanish government, Spanish private sector financial institutions and other resident
sectors.

Given that the positions giving rise to the risk are long-term transactions tied to a fixed interest rate, the main aim of the hedge is
to change the returns of the hedged items from fixed to floating and, accordingly, their performance to changes in market interest
rates. To this end, the Bank uses OTC interest rate derivatives (basically swaps such as call money swaps).

The Bank uses call money swaps to hedge each group of debt instruments, which are grouped on the basis of their sensitivity to
changes in interest rates, and documents the related efficiency analyses of the hedges to verify that, at inception and throughout
the life of these hedges, the Bank can expect, prospectively, that the changes in fair value of the hedged items attributable to the
hedged risk will be almost fully offset by changes in the fair value of the hedging instruments and, retrospectively, that the actual
results of the hedge are within a range of 80% to 125% of the results of the hedged item. The aforementioned hedges are highly
effective.

Following is a detail, by instrument, of the fair value of the hedging instruments in fair value hedges:

Thousands of Euros
2017 2016

Asset Liability Asset Liabality
balances balances balances balances

Hedged instrument
Available-for-sale assets 1,723 1.412 511 3,966

1,723 1,412 511 3,966

Gains/losses on hedging instruments and hedged items are recognized under “Gains/Losses on Financial Assets and Liabilities
(Net)” in the income statement of the Bank (see Note 33).

The 21 discloses information on the fair value of these hedging derivatives at 31 December 2017 and 2016. Note 22 includes cer-
tain information on the credit risk associated with these derivatives at 31 December 2017 and 2016.
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10. Non-current Assets and Disposal Groups Classified as Held for Sale

The breakdown of the balance of “Non-Current Assets Held and Disposal Groups Classified as Held for Sale” in the balance sheets at
31 December 2017 and 2016 is as follows:

Thousands of Euros

2017 2016
Real properties 2,772 2716
Equity instruments 1.015 15,394
3,787 18,110

The changesin 2017 and 2016 in the items included in this heading in the balance sheets, and the related impairment losses,
were as follows:

Thousands of Euros

2017 2016
Cost:
Balances at 1 January 29,397 35,509
Addinons - -
Disposals (13,041) (30,541)
Transfers 56 24,429
Balances at 31 December 16,412 29,397
Impairment losses:
Balances at 1 January (11.287) (17.022
Additions (1.338) -
Disposals - 14,920
Transfers - (9. 185)
Balances at 31 December (12,625) (11,287)
Met Balances at 31 December 3,787 18,110

The Bank holds 14.44% of the share capital of Ahorro Corporacién, S.A. (in liquidation process). As a result of the position of this
investee, taking into consideration how this investment is expected to be recovered, in 2016 the Bank reclassified these shares,
with a carrying amount of EUR 15,394 thousand, from “Available-for-Sale Financial Assets — Equity Instruments” to “Non-Current
Assets and Disposal Groups Classified as Held for Sale” in the balance sheet. At 31 December 2016, these shares had an associated
unrealised gain, net of the tax effect, of EUR 7,244 thousand recognized under “Accumulated Other Comprehensive Income - Items
that May Be Reclassified to Profit or Loss - Non-Current Assets and Disposal Groups Classified as Held for Sale” in the accompanying
balance sheet.

In 2017 this company distributed dividends, with a charge to its shareholders’ equity, which the Bank recognised under “Profit or
Loss from Non-Current Assets and Disposal Groups Classified as Held for Sale Not Qualifying as Discontinued Operations” in the
accompanying statement of profit or loss for 2017. The valuation adjustments made in the year in order to reflect the fair value of
the ownership interest were recognised under “Profit or Loss from Non-Current Assets and Disposal Groups Classified as Held for Sale
Not Qualifying as Discontinued Operations” in the accompanying statement of profit or loss for 2017.

At the end of 2017, the carrying amount of this ownership interest was EUR 1,015 thousand.
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The remainder of the balance of “Transfers” in the above table relates to computer hardware transferred to “Tangible Assets - Pro-
perty, Plant and Equipment For Own Use” with a net carrying amount of EUR 56 thousand (EUR 150 thousand in 2016).

On 19 December and 14 March 2016, the Bank sold two properties in Avenida de Bruselas and Calle de Padre Damian, with carrying
amounts at the time of sale of EUR 15,537 thousand and EUR 84 thousand, respectively, giving rise to gains of EUR 10,258 thou-
sand and EUR 636 thousand, respectively, which are recognized under “Profit or Loss from Non-Current Assets and Disposal Groups
Classified as Held for Sale Not Qualifying as Discontinued Operations” in the accompanying income statement for 2016.

The Bank continues to actively manage the items included under this heading that have been classified as such for more than one
year (all of which are properties), with a view to selling them at short term. Although the situation in the Spanish property market
makes it difficult to dispose of these assets, the Bank’s management of these assets is aimed at selling them at short term, and it has
reasonable expectations of achieving this; accordingly, since the other requirements in this connection established in Bank of Spain
Circular 4/2004 have been met, the assets continue to be classified and measured as non-current assets held for sale.

11. Investments in subsidiaries, joint ventures and associates

Following is a detail of the investments held by the Bank in subsidiaries and jointly controlled entities at 31 December 2017 and
2016:

Ownership Book Value
{Thousands of Euros)
Entity Location Percentage | 2017 2016

Subsidiaries:

Servipagos, S.A L Madnd 1009 100 100

CEA Trade Services Limited Hong Kong 100% 1 4

Triomis, S.C.E.L. (*) Brussels T8.62% 312 312

416 416

(*) The company is going through a liquidation process.

The Appendix | includes certain information on these investees.
At 31 December 2017 and 2016, the Bank did not hold interests in either multi-group or associate entities.
At 31 December 2017 and 2016, nor during those years, there was no deterioration of the holdings held by Cecabank, S.A.

There were no changes in the investments held by the Bank in these entities during 2017.
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12. Tangible assets

The changesin 2017 and 2016 in “Tangible Assets” in the balance sheets were as follow:

Thousands of Euros

Property, Plant and Equipment for Own Use

Furniture, IT Equipment

Land and Fixtures and and Related Investment

Buildings Vehicles Fixtures Property Total
Coslt:
Balance at 1 January 2016 T1.936 27,606 10,990 1,333 111,865
Additions - 1.151 1465 13 2.629
Disposals - (1.622) (1.327) - (2.949)
Transfers (900} 290 - Q00 290
Balance at 31 December 2016 T1.036 27,425 11,128 2,246 111,835
Additions - 929 1,293 3 2,225
Disposals - (4.716) (316) - (5,032)
Transfers - (71} - - (71)
Balance at 31 December 2017 T1.036 23,567 12,105 2,249 108,957
Accumulated depreciation:
Balance at 1 Jannary 2016 (25,053) {24,039) (9,065) (345) (58,502)
Charge for the year (Note 39) (1.008) (1011} (B58) (59 (2.936)
Disposals - 1,620 1.318 - 2938
Transfers 7 (140} - (7) (140)
Balance at 31 December 2016 (25,054) (23,570) (8,605) (411) (58,640)
Charge for the year (Note 39) (BE3) (973) (1,034) (61) (2.951)
Disposals - 4,716 il6 - 5,032
Transfers - 15 - - 15
Balance at 31 December 2017 (26,937) {19.812) (9,323 472) (56,544)
Tangible assets, net:
Net balance at 31 December 2016 44,982 L85 2,523 1,835 53,195
Net balance at 31 December 2017 44,099 LI585 2,782 1,777 52413

At 31 December 2017 and 2016, property, plant and equipment for own
26,525 thousand had been depreciated in full.

use totaling (gross) approximately EUR 23,542 and

Either at 31 December 2017 or at 31 December 2016, the tangible assets owned by the Bank were not impaired or there were no

changes in this connection in those years.

In 2017 the rental income earned from investment property owned by the Bank amounted to EUR 1,173 thousand (2016: EUR

1,214 thousand) (see Note 34).

In 2017, the profits on disposals arising under “Property, Plant and Equipment — For Own Use” totaled EUR 2 thousand, recognized
under “Gains or Losses on Derecognition of Non-Financial Assets and Investments, Net” in the income statement for 2017 (2016:

losses of EUR 12 thousand).
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13. Intangible assets

13.1. Other intangible assets

The balance of this heading includes basically rights arising from the acquisition of certain depository businesses and custody
of third party securities relating to collective investment undertakings and pension funds, as well as, to a lesser extent, computer
software developed by the Bank, which is amortised as indicated in Note 2.14 above. The detail of “Other Intangible Assets” in the

balance sheets as at 31 December 2017 and 2016 is as follows:

Thousands of Euros

2017 2016
Intangible assets with finite useful life 320,062 279,791
Less:
Accumulated amortization (91.198) (175,750)
[mpairment losses - (44.810)
Total net 128,864 59,231

At 31 December 2017 the balance of fully amortized intangible assets in use was 5,741 thousands of euros (5,145 thousands of

euros at 2016).
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The changes in 2017 and 2016 in the balance sheet were as follows:

Thousands
of Euros

Coslt:
Balance at | January 2016 251,773
Additions and wansfers 28,018
Disposals -
Balance at 31 December 2016 179,791
Additions and transfers 223,249
Disposals and other movements (182,978)
Balance at 31 December 2017 320,062
Accumulated amortization:
Balance at 1 January 2016 (123,098)
Charge for the year (Note 39) (52.652)
Disposals and other movements -
Balance at 31 December 2016 (175,750)
Charge for the year (Note 39) (53.883)
Disposals and other movements 138,435
Balance at 31 December 2017 (91,198)
Value adjustments for impairment at 31

Dcceml;]nr 2016 r (44,810)
Value adjustments for impairment at 31 ~

December 2017
Intangible assets, net:
Net balance at 31 December 2016 59,231
Net balance at 31 December 2017 218,864

Las adiciones de los ejercicios 2017 y 2016 del cuadro anterior corresponden, fundamentalmente, a la activacién del coste The
additions in 2017 and 2016 in the foregoing table relate mainly to the capitalisation of the cost of the new depository contracts
that arose following the renewal of the rights and obligations resulting from businesses acquired in prior years for the management
of depository and custody services for securities entrusted by third parties, as well as to the variable payments made as a result of
the achievement of certain contractual objectives and to the inclusion in the cost of guaranteed amounts originating from those
businesses. Parallel to this capitalisation, in 2017 the Bank derecognised the amortisation and impairment losses associated with

the contracts that were renewed, which had been amortised in full.
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14. Other assets and liabilities
14.1. Other assets

The breakdown of the balance of “Other Assets” and “Other Liabilities” in the balance sheets at 31 December 2017 and 2016 is as
follows:

Thousands of Euros
2017 2016
Other assets-
Prepayvments-
Fees and commissions receivable 12,698 11.495
Non-accrued expenses 118 73
Other prepayments 1,228 936
Other assets-
Transactions in transit 14.613 11,431
Nets Assets Post-Employment plans (Notes 2.11.2 & 35) 7.507 5.171
Other 6,780 4 897
42,944 34,003

“Prepayments and Accrued Income — Fees and Commissions Receivable” includes the accrued commissions receivable by the Bankin
relation to various services provided, basically in relation to the payment methods business and the custody business for collective
investment undertakings and pension funds.

“Other Assets - Transactions in Transit” and “Other liabilities — Transactions in Transit” mainly include temporary balances which
relate basically to securities underwriting transactions and other unsettled OTC transactions within the Securities Clearing and
Settlement System.

14.2. Other liabilities

The composition of the balance in the balance sheets at 31 December 2017 and 2016 is as follows:

Thousands of Euros
2017 2016
Accrued expenses and deferred income-
Fees and commissions pavable 1.932 1.214
Accrued expenses 46,784 48,506
Accred revenues 2.036 405
Other habihities-
Transactions in transit 94,301 80316
Other 5,686 7.239
150,739 137,680

“Other Liabilities - Transactions in Transit” in the above table relates mainly to temporary balances consisting basically of share
subscription transactions and other transactions performed on organised markets pending settlement in the Securities Clearing and
Settlement System.

The balance of the heading “Accruals - Accrued expenses “ of “Other liabilities” in the foregoing table includes, among other items, as
of December 31, 2017, balances amounting to 22,676 thousand euros (EUR 24,993 thousand at 31 December 2016) that originate
in variable remuneration paid by the outstanding staff.
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15. Financial liabilities at amortised cost
15.1. Breakdown

The detail of the items composing this heading in the balance sheets at 31 December 2017 and 2016 is as follows:

Thousands of Euros
2017 2016
Deposits-
Deposits from credit institutions 858,371 959,259
Customer deposits 3,533,698 5,144,315
6,392 069 6,103,571
Valuation adjustments 209 (169)
6,392,278 6,103,405
Other financial liabilines 640,343 626,638
7,032,621 6,730,043

Note 21 provides information on the fair value of these financial liabilities. Note 24 presents information on the residual maturity
periods of these liabilities in relation to the liquidity risk associated with the Bank’s financial instruments.

15.2. Financial liabilities at amortised cost - Deposits from credit institutions

The breakdown, by geographical area of residence of the counterparty and type of instrument, of the balances of this item in the
balance sheets at 31 December 2017 and 2016 is as follows:

Thousands of Euros
2017 2016
By geographical location:
Spain 548,992 637,268
Other EMU countries 188,589 118,765
Rest of the world 120,401 202,520
857,982 058,553
By type of instrument:
Demand deposits and other-
Other accounts 362,876 898,809
Time deposits-
Time deposits 149 707 56,813
Repurchase agreements 145,788 3,637
858,371 959,259
Valuation adjustments (389) (706)
857,982 958,553
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15.3. Financial liabilities at amortised cost - Customer deposits

The breakdown, by geographical area of residence of the counterparty, type of instrument and type of counterparty, of the balances

of this item in the balance sheets at 31 December 2017 and 2016 is as follows:

Thousands of Euros
2017 2016
By geographical location:
Spain 5,428,586 5,137,351
Other EMU countries 5,239 6,251
Rest of the world 100,471 1,250
5,534,296 5,144 852
By counterparty:
Resident public sector 233,239 130,646
Mon-resident public sector 217 180
Other resident sectors 5.194 688 4,999 528
Other non-resident sectors 5889 7121
Central counterparties 99 565 6.640
5,533,698 5,144 315
Valuation adjustments 598 537
5,534,296 5,144,852
By type of instrument:
Current accounts 4,758,254 4 458 684
Other demand deposits 92,505 60,778
Fixed-term deposits SE0.364 GI1E213
Repurchase agreements 102,575 6,640
5,533,698 5,144,315
Valuation adjustments 508 437
5,534,296 5,144 852

15.4. Financial liabilities at amortised cost - Other financial liabilities

The breakdown of the balance of this item in the balance sheets at 31 December 2017 and 2016 is as

follows:
Thousands of Euros
2017 2016

Payment obligations 31,268 21,206
Collateral recerved 198 152
Tax collection accounts - 2072
Special accounts 20,939 35,290
Other 58T, 038 567,888

640,343 626,638

At 31 December 2017, “Other” in the foregoing table included, among other items, balances amounting to EUR 446,722 thousand
(31 December 2016: EUR 336,878 thousand) arising from means of payment procedures that certain credit institutions carry out
through the Bank. These balances are temporary and are settled on the first business day following the date on which they arose.

In addition, the account “Other” in the previous table includes, at 31 December 2017, the amount of loan repayments granted to
Public Administrations, under the agreement formalized with the Official Credit Institute to implement the Fund’s plan for the Fi-
nancing of the Payment to Suppliers of Public Administrations, pending payment of this Institute, amounting to 54,206 thousand
euros (2016: EUR 54,641 thousand).
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16. Provisions

16.1. Provisions or reversal of provisions

The detail, according to the purpose of the net provisions recognized, of this item in the income statement for 2017 and 2016 is as
follows:

Thousands of Euros
Net Additions’ (Reversals)
2017 2016

Additions to/ (Reversal of) provisions for pensions and sumnilar
obligations (Notes 16.2 & 35) 211 (954)
Additions to/ {(Reversal of) for commitments and guarantees
granted (Note 16.2) 72 118
Additions to/ (Reversal of) for procedural issues and procedural
tax litigation (Note 16.2) 3,321 13,953
Additions to/ (Reversal of) other provisions (Note 16.2) (20.513) (16,353)

(16,909) (3.236)

16.2. Provisions - changes and breakdown

The changes in the balances of these items in the balance sheets at 31 December 2017 and 2016 were as follows:

Thousands of Euros
Procedural
Other long-term Commitments and 1ssnes and
employee guarantees granted | tax hitigation
remunerations (Notes 2,10, 22 and | proceedings Other
(Note 33) 27.1) (Mote 20.1) provisions
Balances at | Janumary 2016 91,094 16 6,321 112,947
Wet addition/ (reversal) charged/
(credited) to income (Mote 16.1) (954) 118 13,953 (16,353)
Other net movements (13,974) - (611) (2.523)
Balances at 31 December 2016 76,166 134 19,663 94,071
Net addition/ (reversal) charged/
(eredited) to meome (Note 16.1) 211 2 3,321 (20.,513)
Other net movements (13,148) - (8,096) (38)
Balances at 31 December 2017 63,229 206 14,588 73,520

“Other Changes, Net” under “Other Long-Term Employee Benefits” in 2017 consists mainly of the benefits paid to participants in
the defined benefit plans totaling EUR 13,200 thousand (2016: EUR 14,273 thousand) (see Note 35).

The balance recognised under “Provisions - Pending Legal Issues and Tax Litigation” includes mainly the amounts recognised to
cover certain risks of varying nature to which the directors consider the Bank to be exposed.

“Other Provisions” at 31 December 2017 includes basically the amount recorded to cater for the operational risk to which the direc-
tors consider the Bank to be exposed as a result of the provision of custody and depository services for securities entrusted by third
parties, as well as the provisions recognised in relation to operations involving certain interest rate derivatives. “Other Provisions
- Other Changes, Net” in 2017 includes the amounts recovered as a result of the derecognition from the Bank’s balance sheet of
certain derivative instruments relating to the aforementioned operations (see Note 13).
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17.0ther accumulated net income

17.1. Items that can be reclassified into income - Available-for-sale financial assets

This item in the balance sheets at 31 December 2017 and 2016 includes the amount, net accumulated of the related tax effect, of
changes in the fair value of assets classified as available-for-sale assets since its acquisition (see Note 7) which, as stated in Note
2.2, should be recognized in the Bank’s equity; these changes are recognized in the income statements when the assets which gave
rise to them are sold or when these assets become impaired. The accompanying statements of recognized income and expense show
the changesin 2017 and 2016 in this item in the balance sheets at 31 December 2017 and 2016.

17.2. Items that can be reclassified into income - Non-Current Assets and Disposal Groups Classified
as Held for Sale

This heading in the balance sheet at 31 December 2017 includes the net cumulative amount, adjusted for the corresponding tax
effect, of the change in fair value of the shares held in Ahorro Corporacién, S.A. (in liquidation), which in 2016 were reclassified to
“Non-Current Assets and Disposal Groups Classified as Held for Sale” in the accompanying balance sheet (see Note 10). The state-
ment of changes in equity includes the changes in the balances recognized under this heading in the balance sheets in 2017 and
2016.

17.3. Items that can not be reclassified into income - Actuarial gains and losses from defined benefit
pension obligations

This heading in the balance sheets at 31 December 2017 and 2016 included the net cumulative amount, adjusted for the related
tax effect, of the actuarial gains and losses arising from the measurement of the provision for defined benefit pension obligations
(see Notes 2.11.2 and 35). The accompanying statement of changes of equity shows the changesin 2017 and 2016 in this item in
the balance sheets at 31 December 2017 and 2016.

18. Share Capital and Share Premium

18.1. Share capital

1 January 2012 (see Note 1.1) the Bank was incorporated with initial share capital of EUR 100,000,000 represented by 100,000,000
shares of nominal value of 1 euro, being CECA its sole shareholder at the time of the constitution.

Subsequently, on 13 November 2012, under the spin-off process conducted by CECA in favor of the Bank (see Note 1.1), a capital
increase amounting to EUR 78,932,117.60 by issuing 12,256,540 new shares with the same political and economic rights of the
existing nominal value of 1 euro and 5.44 euro per share premium, was conducted. These shares were fully subscribed and paid by
the previous owners of the non-voting equity units that were part of the equity of CECA, following acceptance of CECA’s offer to re-
purchase the non-voting equity units and CECA’s waiver of its pre-emptive subscription right on shares of the Bank. Therefore, CECA
retained an 89% ownership interest in the Bank’s share capital.

In this regard, at 31 December 2017 and 2016, the Bank’s share capital consisted of 112,256,540 fully subscribed and paid regis-
tered shares of EUR 1 par value each, all with the same dividend and voting rights. At 31 December 2017 and 2016, 89% of the
Bank’s share capital was held by Confederacién Espafiola de Cajas de Ahorros. The remaining 11% is owned by the entities that were
holders of the non-voting equity units of CECA and accepted the repurchase offer mentioned above.

The Bank made a significant volume of transactions with its major shareholder, the Group in which it forms part (see Note 40) and
with the remaining shareholders.

The Bank’s shares are not listed on official stock markets. Except for the CECA’s 89% ownership interest in the Bank’s share capital,
no entity holds more than 10% of the Bank’s share capital. There are no rights on founder’s shares, “rights” bonds, convertible
debentures or similar securities or rights issued by the Bank or the Group. There are no payments payable on the Bank’s shares,
amounts authorised by the General Meeting for carrying out capital increases, or capital increases in progress. During the 2017 and
2016 years there were no increases in the number of shares issued by the Bank.
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18.2. Share premium

According to the Spanish Limited Liability Companies Law, it is explicitly permitted the use of the balance of this reserve to increase
capital and it establishes no specific restrictions as to its use. The balance of the share premium at 31 December 2017 and 2016
amounted to EUR 615,493 thousand which arose as a result of the capital increase described in Note 18.1 above and the recogni-
tion in 2012 of the spin-off of the assets and liabilities of Cecabank described previously (see Note 1.1).

19. Other reserves

The changes in the balances of these items in the balance sheets at 31 December 2017 and 2016 were as follows:

19.1. Legal Reserve

According to the Spanish Limited Liability Companies Law, companies that obtain economic benefits, should allocate at least 10%
of them to the constitution of the legal reserve. These transfers must be made until the reserve reaches 20% of capital. The legal
reserve can be used to increase share capital by the amount of the balance that exceeds 10% of the already increased share capital
amount. Except for this purpose, it can only be used to offset losses, and provided that there are no other sufficient reserves available
for this purpose. The balance of this heading at 31 December 2017 amounted to EUR 22,451 thousand (EUR 21,872 thousand at
31 December 2016).

19.2. Voluntary Reserves

These reserves are unrestricted reserves for the Bank, as there is no legal or bylaw restriction on their use. The balance thereof at
31 December 2017 totals EUR 189,202 thousand (31 December 2016: EUR 132,521 thousand). This balance includes EUR 9,267
thousand relating to the capitalization reserve created in 2016 in accordance with Article 25 of Spanish Income Tax Law 27/2014,
of 27 November. This reserve is restricted until 2020.

20. Tax matters

The Bank is part of the Tax Consolidation Group number 508/12 established on 1 January 2012, being the Confederacién Espafola
de Cajas de Ahorros the parent company (see Note 18).

The Bank presents its tax returns, according to the tax legislation.

20.1. Years open for review by the tax authorities

On formulation date, the Bankis being inspected by the tax authorities the tax period 2014 and subsequent years for the main taxes
applicable to it.

In 2017, as a result of an audit conducted by the tax authorities, tax assessments were issued for the years until 2013 inclusive,
most of which were signed on an uncontested basis. The tax liabilities arising from the aforementioned assessments did not have a
material impact on these financial statements.

In addition, since the returns filed by the Bank in the last four years are open for review by the tax authorities, from the end of the
voluntary filing period for income tax and for the other taxes, except for the years under audit at the end of 2016 described above,
the Bank’s directors consider that the impact of the varying interpretations that can be made of certain tax legislation applicable to
the transactions performed by the Bank in the years not yet reviewed will not have a material effect on the figures included in the
accompanying financial statements.

In any event, in this regard it is important to take into consideration that, as a result of the spin-off conducted in 2012 described in
Note 1.1, Cecabank, S.A. became the successor entity to the CECA and assumed, in accordance with Article 84 of the 27/2014 Law
of 27 November on Spanish Corporation Tax, all tax rights and obligations in relation to the assets and rights transferred by the
CECA, and the obligation of satisfying the requirements arising from the tax incentives held by the transferor insofar as they refer to
the transferred assets and rights.
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20.2. Tax expense or income related to profit or loss from continuing operation

The detail of “Tax expense or income related to profit or loss from continuing operation” in the income statements for 2017 and
2016 is as follows:

Thousands of Euros
Expenses/(Revenues)
2017 2016
Income tax expense for the year
(Note 20.3) 31,626 32,709
Prior years’ and other adjusiments 3312 (718)
34,938 31,991

20.3. Reconciliation of accounting profit to taxable profit

The reconciliation of the income tax expenses recognized for 2017 and 2016 to the accounting profit before tax multiplied by the
tax rate applicable to the Bank, and the income tax charge recognized at 31 December 2017 and 2016 is as follows:

Thouseands of Euros
2017 2016
Agcounting profit before tax 108,156 108,338
Tax rate 30%a 30%
32447 32,501
Permanent differences:
Increases 1.190 1,935
Decreases (1.866) (1.585)
Taotal 31,771 32,851
(Tax credits)(Tax rehel) (145) (142)
Income tax expense for the year (Note 20.2) 31,626 32,709
Temporary differences:
Increases 8,569 24 937
Decreases (21.877) (26,978)
Tax with heldings and prepayments {23.941) (19.819)
Income tax charge for the year (5.623) 10,849

The current income tax charge shown in the above table is recognized under “Tax Assets-Current Tax Assets” in the balance sheet
attached at 31 December 2017 (at 31 December 2016 were recognized under “Tax Liabilities - Current Tax Liabilities” on the ba-

lance sheet attached).
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20.4. Tax recognized in equity

In addition to the income tax recognized in the income statement, in 2017 and 2016 the Bank recognized the following deferred
amounts of income tax in equity during those periods:

Thousands of Euros
Increase/Decrease in Equity
2017 2016
Tax effect of actuarial gains and losses on pension plans to (667) (515)
defined benefit
Tax effect of unrealized gains and losses on available for sale
and hedgmg cash flows 4,317 7.34]
Tax effect of nnrealized gains and losses on non-current assets 1105 (3.105)
held for sale and disposal groups held for sale (Note 10) o o
6,755 372

20.5. Deferred taxes

Pursuant to the tax legislation in force, in 2017 and 2016 certain temporary differences arose that must be taken into account when
quantifying the related income tax expense. The deferred taxes recognized in the balance sheets at 31 December 2017 and 2016 were
as follows:

Thousands of Euros
2017 2016

Deferred tax assets arising from:
Additions and contributions to pension provisions and funds and
other long-term obligations to employees 11,370 14,052
Additions to provisions 25252 35,529
Impairment losses 67,559 T2.467
Other 4,671 2,336

108,852 124,364

EUR 29,578 thousand of the total deferred tax assets recognized at 31 December 2017 (31 December 2016: EUR 33,650 thousand)
relate to assets that meet the conditions of Article 130 of Spanish Income Tax Law 27/2014, of 27 November, to give rise to a possible
right to convert them into credits receivable from the tax authorities.

Thousands of Euros
2017 2016

Deflerred tax liabilities arising from:
Revaluation of property 7,998 8,058
Available-for-sale debt instruments 15,938 23.314
Addiliu:.ls_ and contributions to pr.'usin.u pl_'ovisious and funds and 2257 1551
to provisions for other long-term obligations to employees ’ ’

26,188 32,923
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20.6. Operations performed in prior years under Chapter VII of Title VIl of the Corporation Tax Law
approved by Law 27/2014, of 27 November

The Bank has been involved in previous exercises corporate restructuring transactions subject to special tax neutrality regime regu-
lated in Chapter VII of Title VIl of the Corporation Tax Law approved by Law 27/2014, of 27 November.

In order to comply with the provisions of Article 86 of the Corporation Tax Law approved by Law 27/2014, of 27 November regarding
the contribution of industry on the part of the Confederacién Espafola de Cajas de Ahorros to the Bank (Cecabank, S.A.) as described
in Note 1.1. then provides the following information:

M Last balance sheet by the transferor (Confederacién Espafiola de Cajas de Ahorros) at 31 December 2011:

{Thousands of Euros)

ASSETS 317122011
Cash and balances with central banks 492 394
Financial assets held for trading 5,781,782
Other financial assets designated at fair value through profit or loss 999 877
Ayailable-for-sale financial assels 3,608,306
Loans and receivables 5,304,647
Hedging derivatives 10
Men-current assels held for sale 84
Investments 5315
Tangible assets 08.414
Intangible assets 2,446
Tax assats 128,981
Other assets 42,031

TOTAL ASSETS 16,459 487

LIABILITIES AND EQUITY

LIABILITIES
Financial liabilities held for trading 5,360,647
Eﬁ;::ﬁaﬂ;ﬁal liabilities at fair value through 2.324.724
Financial liabilities at amortized cost 7.000.314
Hesdging derivatives 25,759
Provisions 206,302
Tax liabilities 44,926
Welfare funds 215
Other liabilities 763,135
TOTAL LIABILITIES 15,726,022
EQUITY
Own Funds
Equity units and associated funds 30,051
Reserves 669 481
Profit for the year 38,756
Valuation Adjustments
Available for sale assels (4.823)
TOTAL EQUITY 733,465
TOTAL LIABILITIES AND EQUITY 16,459 487
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B All property acquired by the Company under this operation have been incorporated into its books by the same value contained in the

accounts of the transferor to match these values with those recorded in the CECA Group consolidated financial statements.

Under Article 84 of the Corporation Tax Law approved by Law 27/2014, of 27 November, the Bank is subrogated regarding the

timeliness of maintenance of the assets that have materialized in deductions for reinvestment accredited by CECA.

In any case, it has access to individualized information for each of the assets acquired by the Bank for the purposes of complying

with the obligation under Article 86 of the Corporation Tax Law approved by Law 27/2014, of 27 November.

20.7. Tax credit for reinvestment of extraordinary benefits

The amount of the income qualifying for the reinvestment tax credit and deductions for each year is as follows:

Thousands of Euros
Year Income qualifying Rent accredited Deduction
2010(*) 10,681 4,448 534
20110*%) 846 1,820 218
2012 - 3,259 631
11,527 11,527 1,383

(*) Income generated and reinvestments accredited by the Confederacién Espafiola
de Cajas de Ahorros, before the spin-off performed in 2012.

20.8 Revaluation of assets

The Bank does not availed itself of the process for revaluing the tax value of certain properties as defined by Law 16/2012, of 27
December, adopting various tax measures aimed at consolidating public finances and boosting economic activity, which enables
entities, provided certain requirements are met, to revalue certain assets on their balance sheets.

Pag 78



cecabank

06.- Annual Accounts

21. Fair value

21.1. Fair value of financial assets and liabilities

The fair value of the Bank’s financial instruments at 31 December 2017 and 2016 is broken down, by class of financial asset and
liability, in this Note, into the following levels:

M LEVEL 1: financial instruments whose fair value determined by reference to their quoted price in active markets.
B LEVEL 2: financial instruments whose fair value estimated by reference to quoted prices in organized markets for similar ins-
truments or using other valuation techniques in which all the significant inputs are based on directly or indirectly observable

market data.

B LEVEL 3:instruments whose fair value estimated using valuation techniques in which certain significant inputs are not based
on observable market data.

The most objective reference for the fair value of a financial instrument is the price that would be paid for it on an active, transparent
and deep market (quoted price or market price). 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 of commonly used valuation techni-
ques.

The methodology used to calculate fair value for each class of financial assets and liabilities is as follows:

M Trading derivatives and hedging derivatives:

e Financial derivatives traded in organized, transparent and deep markets: fair value is deemed to be their daily quo-
ted price.

e OTC derivatives or derivatives traded in scantly deep or transparent organised markets: fair value 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 valuation techniques accepted in the financial markets: “net present
value” (NPV), option pricing models, etc.

M Debtinstruments:
e Quoted debt instruments: their fair value was generally determined on the basis of price quotations on official
markets, at the Bank of Spain Book-Entry Trading Central Office, on the Spanish AIAF fixed-income market, etc., or
by applying prices obtained from information service providers, mainly Bloomberg and Reuters, which construct their
quotes on the basis of prices reported by contributors.
e Unquoted debt instruments: their fair value is determined theoretically on the basis of discounted future cash flows
and by using, for the specific instrument concerned, the corresponding valuation model recognised by the financial
markets.

B Equity instruments:

o Quoted equity instruments: their fair value was determined taking into account their price quotations on official
markets.

e Unquoted equity instruments: their fair value was determined taking into consideration valuations performed by
independent experts, including intern control over their valuation, or directly using intern valuations. In both cases,
there has been used:

e Discounted cash flows.

e Multiples of comparable listed companies.

e Adjusted Net Asset Value (NAV).
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M Loans and advances to customers:

e The Bank considered the fair value of these financial assets to be the same as their carrying amount, since, as a result
of their maturity and interest rate features and the early repayment clause of most transactions, there are no material
differences between the two values.

M Financial liabilities at amortized cost:

e The Bank considered the fair value of these financial liabilities to be the same as their carrying amount, since, as a result
of their maturity and interest rate features, there are no material differences between the two values.

For the purposes of Levels 2 and 3, the prices were obtained using standard quantitative models fed by market data, which are either
directly observable or can be calibrated or calculated using observable data. The most widely used models are the Shifted lognormal,
Libor Market and Hull-White models for derivates over interest rates, the Black&Scholes model for derivates over equities and foreign
currency, and the Jarrow-Turnbull, Black adapted to credit and LHP models for credit products; the most common directly observa-
ble data are the interest rate, exchange rate and certain implied volatilities, and correlations.

The fair value of the Bank’s financial instruments at 31 December 2017 and 2016, broken down as indicated above, is as follows

Financial assets - fair value at 31 December 2017~

Thonsands of Eqros
Finanicial
Cash, cash balances wt Aswets at
cemiral banks and olsr Fair Value
demand deposits Financial Assets Held Through Profic Available-for-sale Loans and Receivebles Drerivatives — hedge
(Wate 5) for Trading (Mole 6.1) or Lods (Mole 6.2) Fizancial Assets (Nole 7) (Wote B) sccounting (Node &)
Camang Carrag Tz Carmyng Casrying Camyag
Anant Faer Vakue Apmount Faur Value Armoust Frex Valae Agnoust Fasr Vahae Aot Faus WValue Azsount Tz Wakas
Level Iz
Drebit imstruments - - 735,781 735,781 . . 1,588,003 1.538.003 . - - -
Equity instruments = = 187481 187481 = = 19,005 19005 = = = =
Drerivatives = = 121 122 = = = = = = = =
= = 1,023,385 1023385 - - 1.607.098 1607088 B = - =
Level X
Cuash and balances
wilh central banks
¥ 3 . . . . . - . - - -
and olber demand 2,656,780 L636.7680
deposils
Loans and
advances to credit 256,876 255,578 1,758, 369 1,758 365
imstiluliony
Loans and
sifvAnces o = = = B = = - - 04,159 Ol 159 - -
customens
Delst instruments - - S, 1D o0, 105 . . 145,452 145,452 21,731 21,731 - -
Equily instnunents - - - - - - w710 [E 5N - - - -
Tmding derivatives - . 1,081,280 1,031,280 - - . - - B . -
Hedging .
e - - - - - - - - - - 1,723 1,723
derivatives
L6856, 780 | 1,656,780 1,121,385 1,121,385 256,876 156,876 165,163 1551463 LOBAAS9 | 2634459 1.723 1,723
Lewel X:
Diebt instruments = = - = . - - = - = - =
1656, TR 2,656, TRO 2,144,770 2,144,770 256,876 155,376 1,771,161 1,771,261 1,684,459 2,684 450 1,722 1,713
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Financial assets - fair value at 31 December 2016-

Thousands of Fures
Financial
Cash, cash balances at AsSErs at
central banks and other Fair Value Available-for-sale
demand deposits Financial Assets Held Through Profit Financial Assets (Note 7) Laoans and Receivables Derivatives — hedge
(Miobe 5) for Trading (Mote 6.1} or Loss (Note 6.2) {*) (Mite ) accounting (Mote 91
Camymg Camymg Caryug Carryug Carrymg Camysg
Adscrst Fair Valae At Faur Vilue Amount Famr Valus Aot Far Valae Adrrint Faur Walue Amount Faer Vakue
Level 1:
Debt instruments - - 556,550 556,550 - - 2,783,055 2, TH3.065 - - -
Equily instruments - = 151,360 150,360 = - 51177 51,177 = = =
Derivatives - - 3923 3923 - - - - - - -
= 711,842 711,842 - - 2834242 1,534,242 - - -
Level 2:
Cash and balances
with ceniral banks
and ad 1189682 | 2,189,662 - - - - - - - - -
deposits
Laoans anid
advances to credit - - - - BOE, ST BOE 57O - - 03, 194 TOR, 194 -
institmtions
Loans and
advances to - : : - 157,857 167,857 - - 400,435 490,435
Cinbkaners
Dbt inslruments - - 40,883 49,803 - - 470,917 470,917 21,674 21,874 -
Equity instruments - - - - - - 16,003 16,003 - - -
Trading derivatives - - 1,246,530 | 1,246,830 - - - - - - -
Hedging
derivatives. - - - - - - - - - 511 511
2,189,682 | 2,189,682 296,723 | 1,296,723 | 1,066,436 | 1,066,436 486,920 486,920 215,503 | 1,215,503 511 511
Level 5:
Dbt instruments - - - - - - - - - - -
2,189,682 | 2,189,682 | 2,008,365 | 2008565 | 1,060,436 | 1000436 [ 3321,162 3,521,162 1,215,505 | 1,215,503 511 s11

(*)Those equity instruments that the Bank has valued at cost amounting to EUR 339 thousand are not included.
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Financial liabilities - fair value at 31 December 2017

Thousand of Euros
Financial
Liabilities at Fair Financial
Financial Liabilities Value Through Liabilities at
Held for Trading Profit or Loss Amortised Cost Denivatives — hedge
(MNaote 6.1) (MNaote 6.2) (MNote 15) accounting (Note 9)
Carrying Fair Camying Fair Carrying Fair Carrying Fair
Amount Value Amount Value Amount Value Armount Value
Level 1:
Trading derivatives 46 46 ) ) i i i i
Short positions 393,937 393,937 - - - - - -
393,983 393,983 - - - - - -
Level 2:
Depaosits from central
banks . . . . i i i .
Dheg fim Ceei - - - - 857982 | 857982 | - :
nshitulions
Customer deposits - - - - 5,534,206 | 5,534,206 - -
Trading derivatives 1145995 | 1,145,995 - - - - - -
Other financial liabilities - - - - 640,343 640,343 - -
Hedging derivatives - - - - - - 1412 1.412
1145995 | 1,145,995 - - 7,032,621 | 7.032,621 1412 1,412
Level 3:
Deposits from credit
instifutions B B - - ) ) ) )
Customer deposits - - - - - - - -
Trading derivatives - - - - - - - -
Hedging derivatives - - - - - - - -
Other financial liabilities - - - - - - - -
Total 1.539.978 | 1,539.97§ - - 7,032,621 | 7,032,621 1,412 1.412
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Financial liabilities - fair value at 31 December 2016-

Thousands of Euros
Other Financial
Liabalities at Fair Financial
Financial Liabalites WValue Through Liabilities at
Held for Trading Profit or Loss Amortised Cost Derivatives — hedge
(MNaote 6.1) (MNote 6.2) (Mote 15) accounting (Note 9)
Carmrying Fair Canmying Fair Carrying Fair Carrying Fair
Amount Value Amount Value Amount Value Amount Value
Level 1:
Trading derivatives 3,680 3,680 B ~ ) ) ) )
Short positions 433,716 433,716 - - - - - -
437,396 437,396 - - - - - -
Level 2:
Deposits from central
banks B ) B i ) ) ) )
Deposits from credit - - 38510 | 38510 | 958553 | ossss3f - .
nstitulhons
Customer deposits - - 147,302 147,392 | 5144852 | 5,144 852 - -
Trading derivatives 1,342,404 | 1,342,404 - - - - - -
Other financial liabilities - - - - 626,638 626,638 - -
Hedging derivatives - - - - - - 3,966 3,966
1,342 404 1,342,404 185,902 185902 | 6,730043 6,730,043 3,960 3,966
Level 3:
Deposits from credit
mstifutions B ) B i ) ) ) )
Customer deposits - - - - - - - -
Trading derivatives - - - - - - - -
Hedging denvatives - - - - - - - -
Other financial liabilities - - - - - - - -
Total 1,779,800 | 1,779,800 185,902 185,902 | 6,730,043 | 6,730,043 3,966 3,966

For the purposes of the criteria explained in the foregoing paragraphs, an input is considered to be significant if it is important in
determining the fair value in its entirety.

The level of the aforementioned fair value hierarchy (levels 1, 2 or 3) within which the measurement of each of the Bank’s financial
instruments is categorised is determined on the basis of the lowest level input that is significant to the estimate of its fair value.

In 2017 and 2016, there were no material transfers between the various hierarchy levels, or significant changes in the measurement
of unquoted equity instruments included in the available-for-sale financial assets portfolio.

21.2. Fair value of tangible assets

The only tangible assets (own-use properties and property investments) owned by the Bank whose fair value differs from their ca-
rrying amount are the properties owned by it. At 31 December 2017, the carrying amount of these properties amounted to EUR
45,876 thousand (31 December 2016: EUR 46,817 thousand) and their estimated fair value at that date was EUR 58,405 thousand
at 31 December 2017 (31 December 2016: EUR 50,469 thousand).

The aforementioned fair value was estimated by Instituto de Valoraciones, S.A. using generally accepted valuation techniques.
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22. Exposure to credit risk associated with financial instruments

22.1. Credit risk management objectives, policies and processes

Credit risk is defined as the risk that affects, or might affect, results or capital as a result of nhon-compliance by a borrower with its
contractual obligations, or of the borrower failing to act as agreed.

The Bank has established certain procedures for the correct management of credit risk, the main features of which are as follows:

Credit risk analysis

At the Entity, the process of assessing the credit quality of counterparties is closely linked with the assignment of limits. Thus,
the Bank assigns internal ratings to the various potential counterparties. This internal rating, together with the external agencies’
ratings, contributes to the establishment of the maximum risk to be assumed with each entity. It also constitutes the basis for the
acceptance and monitoring of risk.

The rating is the result of an analysis of various quantitative and qualitative factors which are assessed independently and receive a
specific weighting for the calculating of the final rating. The final rating results from an independent assessment performed by the
Bank’s analysts, which brings together the perception of the credit quality of the entities with which the Bank wishes to transact
business.

Credit risk monitoring and control

Credit risk is monitored through active portfolio management. The main aim is to detect, sufficiently in advance, any counterparties
whose creditworthiness might be deteriorating. Systematic monitoring allows the whole of the portfolio to be classified into stan-
dard risk counterparties and counterparties under special surveillance.

As in risk analysis, ratings constitute another element for the risk monitoring process together with other variables including the
country and type of business, among others.

In addition, as part of the monitoring of the credit risk and the adequacy of the contractual documentation supporting these ope-
rations is actively managed and monitored in conjunction with the Legal Department.

The control process comprises all the activities relating to the permanent checking of compliance with the established credit, coun-
terparty and settlement risk limits, the management and reporting of overruns and the maintenance and update of parameteriza-
tions of products, customers, countries, economic groups, ratings, contractual offsetting agreements and financial guarantees in
the control tools.

Risk limit structure

The Bank’s general credit risk limit structure is divided into two major groups. On one hand, there are the limits individually assigned
to a counterparty. There are also a series of limits associated with certain activities, as country risk limits and operating limits for
private-sector fixed-income securities and equity securities, among others.

Credit Risk Measurement Methodology

Cecabank calculates credit risk exposure by applying the standardized approach provided in current regulations. Also, for products
subject to counterparty risk, the Entity values the position at the market prices of the various transactions, to which it adds certain
add-ons which, applied to the notional amounts, include in the measurement the potential risk of each transaction until maturity.

The management tools provide real-time information on the utilization of credit risk limits for each counterparty and economic
group, thus facilitating the ongoing monitoring of any change and/or overrun of these limits.

In accordance with current legislation, the existence of guarantees and collateral reduces the credit risk of transactions for which
they are provided.
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Concentration risk

With regard to credit risk, concentration risk is an essential management tool. Is constantly monitors the extent of its credit risk
concentration under various salient classifications: country, rating, sector, economic group, guaranties, etc.

The Bank uses conservative risk criteria for the management of concentration risk which enable it to manage the available limits
sufficiently comfortably with respect to the legally established concentration limits.

According to the regulations in force, no position exceeded the large exposure threshold at 31 December 2017 and 2016.

At 31 December 2017, with regard to distribution by country, the largest exposure was located in Spain (81.77%), followed by the
other European Union countries (16.92%) rising the exposure in the other countries of the world to 1.31%. At 31 December 2016,
the distribution by country was 78.6%, 20.5%, and 0.9% respectively.

In Note 26 information on the risk of geographical concentration of the Bank as of December 31, 2017 and 2016 is presented.
Regarding the high level of industry concentration, it is due to the Bank’s focus and the conducting of many activities, operations
and services within the banking business in general, or indirectly related to it. Also, the risks in the financial services industry account

for more than 95% of the total risk exposure at 31 December 2017 (excluding government exposure), although when evaluating this
level of industry concentration it should be taken into account that this exposure is to a highly regulated and supervised segment.
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22.2. Maximum credit risk exposure level
The followings tables show the maximum level of exposure to credit risk assumed by the Bank at 31 December 2017 and 2016
by class and category of financial instrument, without deducting the collateral or other guarantees received by the Bank to ensure

debtors meet their obligations:

31 December 2017:

Thousands of Euros
Assefs
[ [
Financial
Financial Asset at Fair Available-
Asset Held Valse for-Sale Derivatives
for Trading Through financial Loans and — hedpe
(Mote 6.1) Profit or Loss Assals Receivables accounting Memorandum
{1 (Mobe 6.2.1) (Miote T) (Mote &) (Note &) Items Total
1. Loans and receivables
1.1 Loans and eredits to eredit nstitutions - 256,932 - 1,758,806 - - 2,015,738
- Reverse repurchase agreements - 256,932 - 968,241 - - 1,225,173
. Time deposits - - - 32,652 32,652
. Deposits provided as guarantes for ~ N _ ~ _
securities lending transactions
- Mon-perfonming assets - - - T8 - - 78
. Other accounts and other - - - TAT,835 - 757,835
1.2 Delnt instruments B15.886 1677569 50,984 21,554,439
*  Government debt securities 615,146 - 662,762 - - 1,277,908
*  Treasury bills - - 150,266 - - - 150,266
- Other public agencies 17,765 - 15,129 - - - 32,394
. Non-resident Public sector 46,963 542,703 - SR 666
. Spanish credit institations T1.213 24,822 - 96,635
+  Credit institutions not resident in Spain 10,100 - 15,046 - - - 25,146
. Privite sector (Spain) 16,751 - 190,463 - - - 207,214
* Private sector (rest of the world) 47,348 76,378 - 123,726
. Non-performing assets - - - 50984 - - 50,984
1.3 Loans and advances to customers - - - 945,099 - - 945,099
L Reverse repurchase agreements - 382419 3R2.419
- Morigage loans - - - 46,143 - - 46,143
. Deposits provided as guarantes for . . . . _ . N
securities lending
- Other loans amd credits = = = 175877 - = 175,877
- Mon-perfonming assets - - - 55498 - - 55,498
. Other assets - - - 285,162 - 285,162
Totul debt Insiruments 825,586 256,932 | 1677569 | 2,754,889 5,515,276
2. Contingent labilities
Financial guarantees (Note 27.1) - - = = - 67.214 67.214
Total contingent Habilities . . R R R 67214 67214
3, Other exposures
Derivatives 1,031,402 - - - 1,723 - 1.033,125
Drrawable by third parties (MNote 27.3) - - - - - 181.463 181.463
Total other exposares 1,031,402 1,723 181,463 1,214,588
4. Less: impairment losses recognized - - (1,102) (84,2215) - (206) (85,533)
Maximum level of eredit risk exposure
(14243404) 1,857,258 156,932 1,676,467 26T0,664 1,723 248,471 6,711,545
Valuation adjustments - (56) 57078 13.795 . . 70,817
Total carrying amount 1,857,288 256,876 | 1,733,545 1,684,459 1,723 248471 | 6,782,362

(1) The maximum credit risk exposure of the instruments included in the table above was taken to be their fair value at 31 December 2017.
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31 December 2017:

Thousands of Euros
Asvals
Finamcial
Asset at Fair Available-
Financial Asset Valuse for-Sale Deerivatives
Held for 'I'.Iu¢1|_g:l1. Finamcial Loans amd - I'Ludig,e
deing Pradit or Loss Agpals Receivables amumﬂing Memoranduny
(Mote 6.1 (1) (Mote §.2.1) (MNote T) (Mote 8) (Mote 9) Ttems Total
1. Loans and receivables-
1.1 Loans and cedits to eredit
instimtions B9B,690 - 703,459 - - 1,602,149
. Reverse repurchase
N s - B98.690 - 6,642 905,332
+  Time deposits - - - 56,608 56,608
- Dieposits provided as
guarantee for securities - - - - -
lending transaciions
L MNon-performing assels - - - 146 - - 146
. Other accounts and other - - - 640,063 - = 640,063
1.2 Delat securities 606,452 3,174,578 56,052 - - 3,837,082
. Government debi
secmities 557.163 - 1.256.952 1.&00 - - 1.815.715
*  Treasury bills 10,002 - £55,658 B65 660
. Other publicagencies 18.595 - 101,109 - - - 119.704
+  Nom-resident Public sector - 850,349 - 550,349
*  Spanish credit institutions 18,791 25,351 - 44,142
- Credst mstshuleons nal
resident in Spain - 104,768 104,768
+  Private sector (Spain) 1,901 223,958 - 225,859
. Private sector (rest of the
world) - 56,433 - 56,433
L] Noo-perfonning assels - 54,452 - - 54,452
1.3 Loans and credits to -
— 167,898 - 550,023 - - 717,921
- Reverse repurchase
g 167,898 - 167,898
+  Mortgage loans 45,174 45,174
- Guarantee deposits on
securities lending - - - - - -
trnsactions
. Other loans and credits . . . 31,299 - - 31,799
. Non-performing assets . - - 55,390 - 55,390
. Other assets - - - 418,160 - - 418160
Total debt instruments 606,452 1,066,588 3,174,578 1,309,534 6,157,152
2, (.‘oculllpnl liabilities -
Financial guarantees (Note 27.1) N . - - - 65,223 65,223
Total contingent Habilities - - - 65,223 65,223
A, Diher exposures -
Derivatives 1,250,753 - - - 511 - 1.251.264
Drawable by third parties (Note - - . - - 125,671 125,671
27.3)
Total other cxposures 1,250,753 - 511 125,671 1,376,935
:. Lus::::plrnmt losses {1,404) (94,035) (134) (95,573)
v fozideq 1,857,205 | 1,066,588 | 3,173,174 1,215,499 511 190,760 | 7,503,737
Waluation adjustments . (152) 80,808 4 - - B0, 6460
Total carrying amount 1,857,205 1,066,436 3,253,982 1,215,503 511 190,760 7,584,397

(1) The maximum credit risk exposure of the instruments included in the foregoing table was taken to be their fair value at 31 Decem-

ber 2016.
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With respect to the credit derivatives arranged by the Bank, the foregoing tables include only the fair value thereof at 31 December
2017 and 2016 of such credit derivatives with debit balance, without considering if exists netting agreements.

The contingent liabilities are presented at the maximum amount guaranteed by the Bank. In general, it is considered that most of
these balances will expire without any actual financing obligation arising for the Bank. The collateral on these transactions must
also be taken into account (see Note 22.3 below). The balances of the contingent liabilities are presented at the maximum amounts
available by the counterparties.

22.3. Collateral received and other credit enhancements

The general policy with regard to the arrangement of transactions involving financial derivative products, repos, sell/buy backs
and securities lending is to enter into contractual netting agreements drafted by national or international associations. These
agreements enable the transactions performed thereunder to be terminated and settled early in the event of default by the coun-
terparty in such a way that the parties can only claim the net balance resulting from the settlement of such transactions.

Derivative financial instruments are arranged using ISDA Master Agreements, which are subject to the laws of England and Wales
or the State of New York, or the Framework Agreement for Financial Transactions (CMOF) which is subject to Spanish law, depen-
ding on the counterparty. Financial guarantee agreements, namely the Credit Support Annex for ISDA Master Agreements and
Appendix lIl for CMOFs, are entered into to hedge derivative financial instruments exceeding certain risk levels.

Standard Global Master Repurchase Agreements (GMRA) are entered into for repo and sell/buy back transactions, while standard
European Master Agreement (EMA) or Global Master Securities Lending Agreements (GMSLA) are used for securities lending tran-
sactions. The clauses of these types of contractual netting agreements include regulations on the financial guarantees or spreads
on the transactions.

Following is a detail of the Bank’s maximum credit risk exposure to each financial instrument class secured by collateral or other
credit enhancements in addition to the personal guarantee of the borrower, disregarding recognized impairment losses, at 31 De-
cember 2017 and 2016:

31 December 2017:

Thousands of Euros
Secured by Secured by
Spanish (nher
Govemnment Fixed- Secured Guaranteed by
Government Debt Income by Netting Secured by Credit
“hacked Securities Securities Shares Agrecments Mortgage Institutions Taotal
1. Loans and receivables -
1.1 Loans and advances to eredit
\nstitutions 131,819 125,112 D624 - - - 1,225.173
. Reverse repurchase agreements = 131,819 125,112 Q68,242 = = = 1,X25,173
. Deposits provided as guaraniee for
securities lending B i i B B B
L] Time deposits - - - - - - - -
1.2 Debt instroments 91,575 91,578
1.3 Loans apd advances o customers - 303021 TH 408 - - 6,143 - 428,562
Ll Reverse reparchase agreements - 303921 TEADE - - - - B2 419
. Muortgage loans - - - - - 46.143 - 46,143
L] Deposits provided as guarantee for
securities lending N B i B
. Loans with other collateral - - - - - - - -
Total debt instroments O2.575 435,740 203,610 PaE, 142 46,143 1. 746,310
I, Contingent labilities
Financial guarantecs and other indemnities - - - - - - -
Documentary credils = = - = = = =
Total contingent liabilities
3. Other exposures-
Drenvatives (%) = = 1,283,298 = = 1,283,205
Total other exposures - - - - 1,283 05 - - 1,283, 105
Total amount covered 92875 435,740 203,610 D642 1,283,205 46,143 - 3,020,608

(*) These EUR 1,283,295 thousand represented the fair value of derivatives (with asset balances) entered into with netting agreements, although
the existence of these agreements was not taken into account in order to reduce the value of their credit risk exposure. This amount relates to IRSs
which have matching liability balances for the same amount with the same counterparty. Since the requirements established in Note 2.9 are met,
they are presented at their net amount in the balance sheet.
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31 December 2016:

Thoumands of Eigos
) [rr——
Spanizh (5. i i by
Gioverzment- pia o Secured by Netung Secured by g
hacked Chervgizmseall Fined= hares " “ Mot Credil Teetal
Db Inoomme ) - Losiiiutioars
Spsmiticn Seduriticn
[R T |
1L oasy and sdvanio be crodit
.- L} 5
inthw SEAITS 315,415 [EEh] LR
:t;m*r\q-:ruw 44 ITH s14.414 P B - - w04, 832
+ [hgpeaits provided as
Frr T S PR T
leuling
* T doposits B = = - - .
LIDbt imatrumesnty 119,188 230088
1AL oams and mil vences bs -
s 167,493 48074 12472
Hreree reparchase
prsmans . 167,898 i . . . . 167,598
Alonipape loans - - - - - 45,174 . 45,174
Dreposits provided as
FTATARDSE D30 BTN
lenading
Lurses wiith oihier collalers l - ] - ] - - - |
Tl debil invirminealy 119,155 TEL,1TA 315418 Bsd} - | 45,174 - 1,347 54T
L mtingewt lisbilinies |
Fimnciadl  puarmdess  amd  other
indemn:les
Documenary ceedirs
Total condingrad Habillite:
L0Mbrr capoansTy
Dierivatives {*] - - - - | BT a7 - - 1807 g7
Todal oilser expasune LEFT 7 139747
Tetal amsnsd cavered 119,158 TAL,1TA 15,415 e LW 56T 45,174 5 245 150

(*) These EUR 1,897,667 thousand represented the fair value of derivatives (with asset balances) entered into with netting agreements, although
the existence of these agreements was not taken into account in order to reduce the value of their credit risk exposure. This amount relates to IRSs
which have matching liability balances for the same amount with the same counterparty. Since the requirements established in Note 2.9 are met,
they are presented at their net amount in the balance sheet.

22.4. Credit quality of unimpaired, non-past-due financial assets

22.4.1. Analysis of credit risk exposure by credit rating

At 31 December 2017, 74.2% of the exposure had been rated by a credit rating agency recognized by the Bank of Spain (75.4% at
31 December 2016). The distribution, by rating, of the rated exposure is as follows:

Level Rating (*) Percentage
2017 2016

1 AAAAA T.1% 5.5%
2 A 33.9% 33. 7%
3 BEB 44.0% 36.1%
4 BE 12.8% 20.5%
5 B 2.2% 4.2%
] CCC and below - -

Total 100% 100%

(*) The exposures were classified taking the most conservative of the ratings granted by the three rating agencies used to manage the Bank’s risk:
Fitch, Moody’s and S&P.

This distribution of rated exposure excludes positions in government debt securities and guaranteed debt, debt of regional adminis-
trations and other public organisms, and that corresponding to central counterparties, all of which are exempt for the purposes of
the limits to the great risks.
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22.4.2. Classification of credit risk exposure by counterparty

Following is a detail, by counterparty, of the maximum credit risk exposure (excluding impairment losses and other valuation adjust-
ments recognized) in connection with financial assets not past-due or impaired at 31 December 2017 and 2016:

At 31 December 2017:

Thousand of Exros
MNon-
Other Other Resident Onher non-
Resident Resident Credit Resident Residents | Non-resident Credit Resident
Public Sector Institutions Entities Sectors Public Sector | Instimtions Sectors Total
1. Loans and receivables
1.1 Loans and credits to
credit institutions - 1,849,603 - - - 166,057 - 2,015,660
*  Reverse repurchase
agreements - 1,213,954 - - = 11,219 - 1,225,173
«  Time deposits - 32,652 - - - - - 32,652
«  Deposits provided as
guarantee for securities
lending - - - - - - - -
*  Oiher accounts - 259,211 - - - 141,244 - 400,455
«  (ther concepts - 343,786 - - - 13,594 - 357,380
1.2 Dbt instruments 1 461,068 06,635 07,214 SB9,666 15,146 123,726 21,503 455
1.3 Loans and advances fo
customers 1000, WM - 14,790 689,777 13 - 85,021 889,601
*  Reverse repurchase
agreements - - - 303,921 - - 78,498 JR2A19
«  Deposits provided as
guarantee for securities
lending - - - - - - - -
*  Oher loans and credits LM, 0 - 14,790 57,991 13 - 3,083 175,877
* Mortgage loans - - - 46,143 - - - 46,143
»  (her assets - - - 281,722 - - 3,440 285,162
Taotal debt instruments 1,561,068 1,946,238 14,790 896,991 589,679 191,203 208,747 5.408,716
1. Contingent liabilities-
Financial guamtees and other
mdomenities - 63,784 - 3,387 - - 43 67.214
Documentary credits - - - - - - - -
Total contingent liabilities 63,784 3,387 43 67,214
3. Other exposures-
Derivatives - 149.652 351326 2306 - 529.841 - 1033125
Contingent commitments 25,000 - - 146,478 - - 5,985 181.463
Total other exposures 15,000 149,652 351,326 148,784 - 519,841 9,985 1,214,588
Total 1,586,068 2,159,674 366,116 | 1049162 589,679 T21,044 218,775 6,690,518
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31 December 2016:

Thousds of Curos
Residem : . Oty . : MNon-Resident | Other non-
public R R Residen | TR | Do Credit Resident Total
Secter Entitics Institutions Sectors
1. Dbt imstrumemts-
1.1 Loans and advances te credit
institutions . 1,134,221 . : 467,782 1,602,003
+  Hewverse repurchase
apreements . 732,719 - . . 172,583 . 905,332
*  Time deposits - 56,608 - - - - - 56,608
*  Dheposits provided as
guarnntee for securilies
lending - - - - - - -
= (Mher acooumts - 3403464 - - - 151,524 - 491 888
*  (mher - 4,500 - - - 143,675 - 148,175
1-2 Debit instruments 2,801,079 4,142 = 225859 550,349 104,768 6433 | 3782630
1.3 Loans and advances to
cuslomers 117,027 - 51,0458 AR5 108 11 - 6,337 662,531
*  Reverse repurchase
Aprecments 116,850 - 51048 - - - - 167,898

= Deposits provided as
guarantes for securities
lending - - - - - - - -

*  (Hher loans and credits

1717 . - 7.284 11 . 3827 e
»  Momgage loans - - . 45,174 - 45,174
o Other mssets . . . 115650 . . 2510 418,160
Total debt Instruments 1918106 1,178,363 51,048 T13.967 550360 572,550 62,770 6047, 164
2. Contingent Habilities-
Fmancial guaramtecs  and  other
indemnitics - 60,753 - 4427 - - 43 65,223
Decumentary credits - - - - - - - -
Total contingent liabilities - 60,753 - 4417 - - 43 65,223
X Other exposares-
Derivatives - 172,676 428567 175 - 549 848 - 1,251,264
Contingent commitments - 9,050 116,641 - - - - 125,671
Total olher expoasures 181,704 A5 0 175 = 649 846 1,376,935

Tatal | 2915106 1,420 522 566,25 718,569 550,360 1212396 61813 | 7.489.322
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Also, as stated in the applicable legislation, presented below is the distribution of the loans to customers by type of counterpart
(book value), with certain information about your warranties as of 31 December 2017 and 2016:

31 December 2017:

Thousands of euros

Credit with real estate collateral, Carrying amount on amount of the latest
available valuation (Loan fo value)

More than | More than | More than
40% and 60%s and 20% and
Of which: Of which: Less or less or less or less or
real estate Other real equal to gqual than | equal than | equal than | More than
TOTAL collateral guarantees 4% 6% B0%a 100%% 100%
Public Administrations 100,013
(Other financial institutions
and individual entrepreneurs 699,807 382,187 382,187
(Mnancial business activity )
Non-financial entities and
individual entreprencurs (non 37467
linancial business activity)
Construction and property i i i i i i i i
development
Construction of civil works - - - - - - - -
Other purposes 37467 - - . - - . -
Big enterprises 37.458 - . - - - - -
SMEs and individual o i i i i i i i
Cnlrepreneirs
Rest of households 51,314 46,526 B 482 6,716 15,808 10,734 4. 786
Houses 46,877 46,143 - 8401 6,716 15808 10,432 4,786
Consumption 2,345 - - . - - - -
Other purposes 3,002 383 - &1 - - 102 -
Subtotal 889,601 46,526 382,187 8,452 6,716 15,808 10,734 386,973
Minus: Value adjustments for
impairment of assets not (168)
attributable to specific ) ) ) ) ) ) )
operations
Total 889,433 46,526 382,187 8,482 6,716 15,808 10,734 386,973
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31 December 2016:

Thousands of Euros
Credit with real estate collateral. Carrying amount on amount of the latest
available valuation (Loan fo value)

More than | More than | More than

40% and 60% and #0% and
Of which: | Of which: Less or less or less or less or
real estate | Other real equal o equal than | equal than | equal than | More than

TOTAL collateral  |zuarantees 40% Yo 0% 100% 100%

Public Administrations 117,038 116,820 = - 116,820 -

Other financial institutions

and individual entrepreneurs 487818 51,037 51,037

(Mnancial business activity )

Non-financial entities and

individual entreprencurs (non 6,254

linancial business activity)

Construction and property i . i . i i . i

development

Construction of civil works - - - - - - - -

Other purposes 6,284 - - - - - - -

Big enterprises 6,276 - " - - - - -
SMEs and mdividual g
entrepreneurs B ) B ) ) B )

Rest of households 51,381 45,174 8,289 6,093 14,389 9,701 6,702
Houses 47359 45.174 . 8,289 6,093 14,389 9,701 6.702
Conswmption 359 - - - - - -

Other purposes 28 - " - - - - -
Subitotal 662,531 45174 167857 8,289 6,093 14,389 126,521 57,739
Minus: Value adjustments for
impairment of assets not

4,73 - - - - - - -

attributable to specific 4155

operations

Total 657,791 45174 | 167.857 8,289 6,003 14,389 126,521 57,739
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22.5. Information on non-performing loans ratios

In view of the activities carried on by the Bank and the risk profile assumed by it, its non-performing loans ratios, measured as
non-performing assets as a percentage of total credit risk, is 1.57% at 31 December 2017 (1.45% at 31 December 2016).

22.6. Financial assets renegotiated in the year

At 31 December 2017, the Bank had only two refinanced transactions, both of which related to a single employee and which arose
due to the defaulted repayments on the loans which this employee had been granted by the Entity.

Following is a detail, by counterparty, credit risk classification and type of guarantee, of the outstanding balances of the transac-
tions restructured and refinanced by the Bank at 31 December 2017 and 2016:

At 31 December 2017:

Thousands of Euros
Mormal

Full real estate
mortgage collateral | Rest of real collateral | Mo real collateral
Number of | Gross | Number of | Gross | Number of | Gross Specific
operations | amount | operations | amount | operations | amount | coverage

Public Administrations - - - - - - .

Rest of legal person and
individual
enirepreneurs - - - - - - -

Which:
Financing for
contruction and real
estate development - - - - - - -

Rest of individual - - - - - - -

Thousands of Euros
Special surveillance

Full real estate
mortgage collateral | Rest of real collateral | No real collateral
Mumber of | Gross | Number of | Gross | Number of | Gross Specific
operations | amount | operations | amount | operations | mmount | coverage |

Public Administrations - - - - - - .

Rest of legal person and
individual
entrepreneurs - - - - - - -
Which:
Financing for
contmction and real
estate development - - - - - - .

Rest of individual - - - - - - .
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Thousands of Euros
Non-performing assets
Full real estate
mortgagze collateral | Rest of real collateral | No real collateral
MNumber of | Gross | Number of | Gross | Number of | Gross Specilic
operations | amount | operations | amount | operations | amount | coverage |
Public Administrations - - - - - - -
Rest of legal person and
individual
entrepreneurs - - - - - - -
Which:
Financing for
contruction and real
estate development - - - - - - -
Rest of individual 2 406 = = - = 104
2 406 - - - - 104
Thousands of Euros
Total
Full real estate
mortgage collateral | Rest of real collateral | No real collateral
Number of | Gross | Number of | Gross | Number of | Gross Specific
operations | amount | operations | amount | operations | amount | coverage
Public Administrations - - - - - - -
Rest of legal person and
individual
entreprencurs - - - - - - -
Which:
Financing for
contmetion and real
estate development - - - - - - -
Rest of individual 2 406 - - - - 104
406 - - - - 104
Thousands of Euros
MNonmal
Full real estate
mortgage collateral | Rest of real collateral Mo real collateral
Number of | Gross | Number of | Gross | Number of | Gross Specific
operations | amount | operations | amount | operations | amount | coverage |
Public Administrations - - - - - - -
Rest of legal person and
individual
entrepreneurs - = = = = - =
Whach:
Financing for

contruction and real
estate development - - - - - - -

Rest of individual - - - - - - -
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Thousands of Euros

Special surveillance

Full real estate
mortgage collateral | Rest of real collateral | No real collateral

Number of | Gross | Number of | Gross | Mumber of | Gross | Specific
operations | amount | operations | amount | operations | amount | coverage
Public Administrations - - - - - - -
Rest of legal person and
individual
entrepreneurs - - - - - - -
Which:
Financing for
contruction and real
estate development - - - - - - -
Rest of individual - - - - - - -
Thousands of Ewros
Mon-performing assets
Full real estate
mortgage collateral | Rest of real collateral | No real collateral
Number of | Gross | Number of | Gross | Number of | Gross Specific
operations | amount | operations | amount | operations | amount | coverage
Public Administrations

Rest of legal person and
individual
entrepreneurs - - - - - - -
Which:
Financing for
contruction and real
estate development - - - - - - .

Rest of individual - - - - - - -
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Thousands of Euros
Total

Full real estate
morfeagze collateral | Rest of real collateral | Mo real collateral
Number of | Gross | Mumber of | Gross | Mumber of | Gross Specific
operations | amount | operations | amount | operations | amount | coverage

Public Administrations - - - - - - -

Rest of legal person and
individual
EI!I'[I.‘EPI.‘EII!'I]I’R - = = = - - =
Whach:
Financing for
contruction and real
estate development - - = - - = .

Rest of individual - - . - - - -

22.7. Impaired assets

Following is a detail, by method used to calculate impairment losses (non-performing assets), of the financial assets considered to
be impaired due to credit risk at 31 December 2017 and 2016:

Thonsands of Curos
31 December 2017 31 December 2016
Financial Financial Financial Financial
Assels Assels T'odal Assels Assels Total lnmaired
Inclavidually Collectively lmpaired Indavidually Collectively P
Assessad as Assessed as Assets Assessed ag Assessed as Assels
Tmpaired Tmipaired Tmpained Tmpaired
1. Loans and ﬂdvlhlm
1.1 Loans and advances to -
credit institations (Note 8) 8 . N 1 . 146
1.2 Deb mstruments (Mode 5] 504924 - 50,984 54,452 = £4.452
1.3 Loans and advances to - .
customers (Note 8) 54,743 5% 55498 54,742 648 55390
Total debt Insiraments 105 55 585 106,560 104,340 645 | 109,588
L Contingent labilities-
21 Financial bank gisaruniees
and other bonds (Note 27.1)
2.2 Documentary credits (Mote
71}
Total contingent Uabilitles - - - -
3. ODiher expaosures-
3.0 Dervvatives [(Node 6.1)
3.2 Conningent commimems
Mote 27.3)
Total other exposures - - - - - -
Total 1115 RikS 758 106,560 104340 45 109 S8R

Assets (secured loans) presented by the Bank in the foregoing table as “individually impaired” at 31 December 2017 and 2016
were classified on the basis of an analysis of each such transaction, taking into account factors such as the financial position and
solvency of the debtors, adverse changes in the fair value of the assets, giving rise to impairment, and other evidence justifying their
classification as individually impaired under current legislation.

In connection with the information provided in the foregoing tables, it should be noted that financial assets classified as at fair value
through profit or loss which might be impaired due to credit risk were not included, since when such assets are measured at fair
value, any impairment losses are recognized as an adjustment to fair value in the Bank’s financial statements.

All the transactions considered by the Bank to be impaired at 31 December 2017 were classified under the “Loans and Receivables”

category for EUR 106,560 thousand. The transactions considered by the Bank to be impaired at 31 December 2016 were classified
in “Loans and Receivables” for EUR 109,988 thousand.
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22.8. Changes in, and distribution of, impairment losses

Following are the changes in the impairment losses due to credit risk recognized by the Bankin 2017 and 2016:

2017:
Thousands of Euros
Met Additions
(Reversals) Balance at
Balance at | Charged Transfers Amounts Other 3l
Janmary (Credited) to Betwesn Usedmthe | Movements | December
2017 Income (*) Items Year (**) 2017
1. Impairment losses not specifically
identified
1.1 Loans and receivables-
N Fm_n.r. :_mrl advances to credit 98 (48) ) (50) _ )
institutions '
*  Debt instuments 1.404 (302) - - - 1.102
*  Loans and advances to customers 4,730 (4,408 - - (162) 168
Total Loans and Receivables 6,241 {4.759) - (500} (162) 1.270
1.2 Contingent risks -
*  Fmaneial bank guarantees (Mote 16.2) 154 72 206
Toral Contingent Risks 134 12 - - - 206
1.3 Other exposures - - - - - - -
Total 6375 {4.687) B {50) {162) 1476
2. Specifically identified impairment
losses
2.1 Loans and receivables -
*  Loans a_md advances to credit 51 g ) ) B 70
mshitutions
*  Debt instnuments 34,231 (2,282) - - (2,696) 20253
*  Loans and advances to customers 54916 (1913 - - - 54,725
Total debt instnuments 80,198 (2,445) - (2,606) 84,057
2.2 Contingenl Risks - - - - - - -
Total Contingent Risks - - - - - -
2.3 Other exposures - - - - - - -
Total 89,198 (2,445) - B (2.696) 84,057
Total impairment losses (1+2) 05,573 (7.132) - (50) (2.838) 85,533

(*) The total balance of “Net Additions/(Reversals) Charged/(Credited) to Income”, representing a recovery of EUR 7,132 thousand, was recognized
with a credit to “Impairment or Reversal of Impairment on Financial Assets Not Measured at Fair Value through Profit or Loss” (see Note 38) in the
income statement for 2017.

(**) Relates to the increase in the specifically identified impairment losses on debt securities as a result of adjustments made for exchange differen-
ces.
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2016:

Thousands of Eures
Met Additions
(Reversals) Balance at
Balance at 1 Charged Transfers Arnounts Onher 31
January (Credited) 1o Berween Used im the | Movements | December
2016 Ineome (*) Trems Year (**) 2016
1. Impairment losses not specifically
identified
1.1 Loans and receivables-
. Lu:ums a_md. advances to credit 16 53 ) ) ) oR
mstitulions
= Debt mstnunents 3,376 (3,972 = = - 1,404
*  Loans and advances (o customers 1,222 3,517 - - - 4,739
Total Loans and Receivables h614 (373) - - - 6,241
1.2 Contingent risks -
*  Financial bank gnarantees (Note 16.2) 16 118 - - 134
Total Contingent Risks 16 118 = = = 134
1.3 Other exposures - - - - - - -
Total 6,630 (255) - - - 6,375
1, Specifically identified impalrment
losses
2.1 Loans and recewvables -
¢ Loans and advances to credit
nskifulicns 149 (98] 51
*  Debt instuments 51,874 (17.259) : (623) 230 34231
*  Loans and advances 1o customers 55,750 (834) - - - 34916
Total debt instruments 107,773 (1%,191) - (623) 234 #9198
2.2 Contingent Risks - - - - - - -
Total Contingent Risks - - - -
2.3 Other exposures - - | - - - - -
Total 107,773 (18,191} = (623) 239 59,198
Total Impalrment losses (1+2) 114,403 (18.446) - (623) 239 95573

(*) The total balance of “Net Additions/(Reversals) Charged/(Credited) to Income”, representing a recovery of EUR 18,446 thousand, was recognized
with a credit to “Impairment Losses on Financial Assets (Net)” (see Note 38) in the income statement for 2016.

(**) There was an increase in the specifically identified impairment losses on debt instruments as a result of adjustments made for exchange diffe-

rences.
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Following is a detail, by financial instrument category, of the impairment losses recognized by the Bank due to credit risk
at 31 December 2017 and 2016:

31 December 2017:

Thousands of Euros
Available- Provisions for
For-5ale Confingent
Financial Loans and Liabilities and
Assets Receivables Commitments
MNote T) (Mote 8) (MNote 16.2) Total
1. Impairment losses not specifically identified
1.1 Loans and receivables-
. Loans and advances to credit institutions - - - -
*  Debt insinunents 1.102 - - 1,102
. Loans and advances to customers - 168 - 168
Total Loans and Receivables 1.102 168 - 1,270
1.2 Contingent Risks -
+  Financial bank guarantees - - 206 206
Total contingent Liabilities - - 206 206
1.3 Other exposures - - - - -
Total 1,102 168 206 1476

2. Specifically identified impairment losses
2.1 Loans and receivables -
*  Loans and advances to credit institutions - 79 - 79

*  Debt insinunents - 29253 - 29253
+  Loans and advances to customers - 54,725 - 54,725
Total loans and receivables - 84,057 - 84,057
2.2 Contingent Risks - - - - -
2.3, Other exposures - - - - -
Total - 84,057 - 84,057
Total impairment losses (1+2) 1,102 84,225 206 85,533
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31 December 2016:

Thousands of Euros

Available- Prowvisions for
For-Sale Confingent
Financial Loans and Liabilities and
Assels Feceivables Commitments
{Note 7) (Mote 8) (Note 16.2) Total

1. Impairment losses not specifically identified
1.1 Loans and receivables-
*  Loans and advances to credit institutions - 98 - h

*  Debt instnunents 1.404 - - 1,404
. Loans and advances to customers - 4,739 - 4,739
Total Loans and Receivables 1.404 4,837 - 6,241
1.2 Contingent Risks -

*  Fimancial bank guarantees - - 134 134
Total contingent liabilities - - 134 134

1.3 Other exposures - - - - -
Total 1,404 4,837 134 6,375

2. Specifically identified impairment losses
2.1 Loans and receivables -
*  Loans and advances to credit institutions - 5l - 51

*  Debt instniuments - 34,231 - 34,231
*  Loans and advances to customers - 34916 - 34916
Total loans and receivables - 89,198 - 89,198
2.2 Contingent Risks - - - - -
2.3, Other exposures - - - - -
Total - 39,198 - 59,198
Total impairment losses (1+2) 1.404 94,035 134 95,573

As previously stated, pursuant to the applicable legislation, the Bank does not calculate impairment losses due to credit risk on
equity instruments owned by it (impairment losses on these financial assets are calculated as set forth in Note 2.3) or on debt ins-
truments classified as at fair value through profit or loss since, because they are carried at fair value, any changes in fair value due
to credit risk are recognized immediately in the income statement. Accordingly, these impairment losses are not included in the
foregoing tables.

22.9. Past-due but not impaired assets

At 31 December 2017 and 2016 the Bank had not recognized any material past-due but not impaired assets in its financial state-
ments.

22.10. Write-off of impaired financial assets

At 31 December 2017 and 2016 the Bank did not have any material financial assets that, pursuant to the criteria set forth in Note
2, had been written off due to credit risk, and there were no significant changes in this connection during those years.

22.11. Exposure to real estate risk

The only operations granted by the Bank at 31 December 2017 and 2016 concerning real state exposure are those loans intended
to be used for housing acquisition, which are granted to its employees. Following is a detail of the latter:
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Thousands of Euros
31 December 2017 31 December 2016

Gross From which: Gross amount From which:

amount Darebiful Danbiful
Credit for house purchase -
Without mortgage guarantee 2,598 19 1,805 18
With mortgage guarantee 46,143 292 45,174 555

48,741 301 46,979 573

Following is the breakdown of credit with mortgage guarantee to households for house purchase, according to the percentage re-
presented by the total risk over the amount of the last available valuation (loan to value) included in this balance sheets heading
as of 31 December 2017 and 2016:

31 December 2017:

Thousands of Euros
Risk over the amount of the last available valuation
More than More than More than
Less or 407 and 60 and 0% and More
equal than less or less or less or than Total
40% equal than equal than equal than | 100%
60%% 0% 100%%
Gross amount £.401 6,716 15,808 10,432 | 4,786 46,143
From which:
Non-performing 107 - (i34 lia - 202

31 December 2016:

Thousands of Euros

Risk over the amount of the last available valuation

More than More than More than
Less or A40%% and 60 and 20% and More
equal than less or less or less or than Total
4% equal than equal than equal than 100%%
6i0% E0% 100%5
Gross amount 8,289 6,093 14,389 9701 | 6,702 45,174
From which:
Non-performing - 2 (i1 k1T - 355

22.12. Other disclosures on credit risk

The amount of accrued, past-due uncollected receivables on impaired financial assets was not material at 31 December 2017 or
2016 orin the years then ended.

In 2017 and 2016 no guarantees associated with financial assets owned by the Bank were executed in order to guarantee the co-
llection thereof.
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23. Exposure to market risk

Market risk is defined as the risk that affects results or capital as a result of adverse changes in the prices of bonds, securities and
commodities and in the exchange rates of transactions recognized in the trading book. This risk arises in market making and trading
activities and the taking of positions in bonds, securities, foreign currencies, commodities and derivatives (on bonds, securities, cu-
rrencies and commodities). This risk includes foreign currency risk, which is defined as the actual or potential risk that affects results
or capital as a result of adverse changes in exchange rates in the banking book.

The exposure direct to market risk arises from several financial factors affecting market prices. These factors include mainly, but not
only, the following:

Interest rates risk

Interest rate risk is the exposure to market fluctuations due to changes in the general level of interest rates.
Currency

Given its activities in FX and international capital markets.

Variable income

Represents the risk of incurring losses as a result of a change in stock prices.

Value at Risk (“VaR”) provides an integrated measure of market risk and encompasses the basic elements thereof: interest rate risk,
foreign currency risk, equity risk and the risk of volatility of the foregoing factors.

The distribution of the VaR of the trading book by desk at 31 December 2017 and 2016 is as follows:

Thousands of Euros
2017 2016
Money and currency markets 1.024 700
Forex products 390 465
Debt 1able TR0 686
Vanable income table 527 460
Denvatives products 260 157
Credit table 135 75
Banknotes 27 27

For the operation in certain types of complex exotic options, for which risk management and measurement is very complicated, the
general policy is to eliminate this portfolio risk by contracting back to back operations (mirror) in the market .

The Board of Directors establishes global limits as part of the establishment of the risk tolerance framework. The limit structure is
based on the VaR methodology mentioned above and on the values of maximum real loss authorized with different time horizons.

Pag 103



cecabank

06.- Annual Accounts

24. Liquidity risk

Liquidity risk is defined as:

e The uncertainty regarding the availability, at reasonable prices, of funds to enable Cecabank to meet its commitments
when recourse to external financing is difficult for a particular period of time.

e The maintenance or generation of levels of liquidity required to finance future business growth

In other words, this risk reflects the probability of incurring losses or having to reject new business or growth in current business as
a result of being unable to meet commitments normally when they fall due or being unable to finance additional needs at market
rates. In order to mitigate this risk, the Bank periodically monitors its liquidity conditions and assesses any action that may be re-
quired. Furthermore, the Bank has planned measures to enable it to restore the Bank’s overall financial equilibrium in the event of
a possible shortfall in liquidity.

Liquidity risk management consists of ensuring the availability at all times of the instruments and processes that will enable the
Bank to meet its payment commitments on a timely basis, in such a manner that it will have the resources required to maintain su-
fficient liquidity levels to meet its payments without significantly compromising the Bank’s results, and maintain the mechanisms
which will enable it to meet those payment commitments if various possible scenarios should arise.

Generally speaking, the Bank has traditionally had various means of raising liquidity, including that of attracting customer deposits,
the use of various cash facilities made available by official agencies, and the obtainment of liquidity through the interbank market.

The liquidity gap is the profile of maturities and settlements by risk type (assets and liabilities classified by residual maturity plus
the interest flows arising from all the balance sheet aggregates) and shows the mismatch structure in the balance sheet in terms of
cash inflows and outflows.

It reflects the liquidity level maintained under normal market conditions. This measure provides information on contractual and
non-contractual cash inflows and outflows (pursuant to historical-behaviour based assumptions to which statistical analyses are
applied).

Following is a detail at 31 December 2017 and 2016 of the Bank’s main financial assets and liabilities (other than derivatives) at

those dates, classified by residual maturity and estimated on the basis of their contractual conditions, excluding the related valua-
tion adjustments:
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Detail at 31 December 2017:

Thousands of Euros
Demand Less than 1to3 3o l2 lios After 5
Deposits 1 Month Months Months Years Years Total

Assels:
Cash, cash balances at central banks -

and other demand deposits 2435,720 ) ; ) - ) 2,636,720
}“““‘E:'I.L:s““" held for trading - Debt . 30,992 38,281 158,952 368206 | 229.455 825,886
Financial assets held for trading -

Onther equity instnuments ) ) . 287482 - } 287482
Other financial assets at fair value

through profit or loss - Loans and - 247,006 9,836 - - - 256,932

advances to credit instintions
Other financial assets at fair value

through profit or loss - Loans and - - - - = - .

advances 1o customers
;:ﬁ:"gﬂ; fr';';’[’:‘{,)““““ml assels - - 634,416 182278 272,030 494004 | 151919 1,734,647
Available-for-sale financial assets -

Other equity instruments (**} ) ) ) ) B 26716 I8.7ls
Loans and receivables - Loans and

advances to credit instittions 1,726,076 32,730 - - - - 1.758. 806
I:;“‘:;n;;‘lm’z:;;“h'“ - Loans and 623,100 158,456 141,012 22,531 . . 945,099
Iﬂ:‘::;m::: Teceivables - Debt . 11.068 958 15,005 . 23,953 50,984
Total at 31 December 2017 5005956 | 1,114,758 372,365 756,000 862,210 | 444,043 | 8555332
Liabilities:
flm:h}:?:h““ held for wrading - . 106677 | 277935 9,325 . ; 393,937
Other financial liabilities at fair value

through profit or loss - Deposits from - - - - = - .

credit institutions
Other financial liabilities at fair value

through profit or loss - Customer - - - - - - -

deposits
Financial liabilities at amortized cost - ) ) ) ) ~ ) )
Deposits from central banks
rﬁ‘:ﬁ:ﬁ%ﬁ:ﬂt‘:&&ﬂﬁf cost - 562,876 238,988 45,868 10,639 - - 858,371
E;‘}Z"ﬂ"f"""i":‘ ot amortized cost - 5.265,346 267.235 19 86 336 676 |  5.533,698
Total at 31 December 2017 5,828,222 612,900 323,822 20,050 336 676 6,786,006
ngmﬂﬁﬁlrs liabilities) at (812.266) 501,858 48,543 735,950 H61,874 | 443367 1,769,326

(*) Including valuation adjustments relating to accrued interest and valuation gains or losses.

(**) Presented at fair value.
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Detail at 31 December 2016:

Thousamds of Euros
O Less than Lo 3 3t 12 Tto After 5
Demand 1| Month Months Months Tears Years Lotal
Assets:
Cash, cash balances at central banks . . - .
and other demand deposits 4189682 ” - B B - 418,652
FRRARCISH itocts et fox trading ~Rche - 22312 98,442 254.261 157.366 | 74071 606,452

securines
Financial assets beld o oading -
Other equity instruments
Other financial assets at fur vahie
trough profit or loss - Loans and - T77.827 120,863 - - - E98.690
advances to credit instinutions
Other financial assets at fair vahe
trough profit or loss - Loans and - 167 898 - - - - 167 8398
advances to customers
Available-for-sale financial assers -

- - - - - 151,360 151,360

: - i y i 3.32 79, 3.155.
Db in: ats (%) 168054 GE4. 828 1358288 663,328 179 %08 55,386
Available-for-sale financial assets -
i - - 7.5 1.5
Other equity instnuments (**) 61519 67519
Lowns and receivaldes - Losns and
4305 5893 4.2 Lk 703,45
advances to eredit instifutions 634,303 58,934 1,033 4,747 4,187 153 03,459
Loans and receivables - Loans and 186161 45,402 285,734 32,726 - - 550,023
advances 1o Cusiomers
Looms  ond  receivables - Delbd o "
: - 3 2 M2 - 4.805 M52
instruments 23,299 1.924 26,024 80 56,00

Total at 31 Decomber 2006

Lo

010,048 | 1264706 | 1,192,824 1,876,046 B24981 | 471816 8,646,521

Liabilities:

Financial Labalities held for trading -

short positions

Other financizl liabilities at fair vakhe
through profit or loss - Deposits from - 38,516 - - - - 38516
credit institetions

Other financizl liabilities at fair vakhe
through profit or loss - Customer = 147419 B - - B 147419

115

Financial liabilities at amorized cost

- Deposits from central banks
Financial liabilities at amonized cost

- 433,716 - - - - 433,716

e I 827403 125,328 6,528 - - - 059 250
= Deposits [rom credit imstimtions
i’:jﬂ’l‘:ﬂ l'[“h’]'_t:? at amortized €ost - |y 419 460 623,233 21 43 517 739 | 5144315
Total at 31 December 2016 5,346 865 1,368,212 6,549 343 517 739 6,723,215
Difference (assets less Nabilitdes) al
31 December 2016 (2.336,717) (103,506) 1,186,275 1,875,703 B4 404 477,077 1,923,294

(*) Including valuation adjustments relating to accrued interest and valuation gains or losses.
(**) Presented at fair value.

With a view to the correct interpretation of the information contained in the foregoing tables, it should be stated that the assets
and liabilities were classified therein in accordance with their contractual terms and conditions and, accordingly, there are liabilities,
such as current accounts on the liability side of the balance sheet, which are more stable and more permanent than “on demand”
(the criteria used to classify them in the foregoing tables). Also, the assets classified as financial assets held for trading will generally
be realized earlier than their respective maturity dates (the criterion used to classify them in the foregoing table).

It is also worthy of note that asset and liability trading derivatives were not included in the foregoing tables due to the differences
that might exist between their fair value at the date on which they were recognized and their possible settlement value and due to
the fact that, considering the Bank’s operations with these products and the symmetry of, and economic hedging performed be-
tween, the positions bought and sold, theirinclusion would not have a significant impact on the liquidity gap shown in the foregoing
tables. Nor do the foregoing tables include hedging derivatives, as their impact was not considered important from the standpoint
of the information shown therein.

The Bank also monitors the available liquid assets in order to identify possible sources of liquidity to be used in the event of a liqui-
dity contingency.
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The Board of Directors, as part of its oversight function, establishes a framework of liquidity risk limits geared towards ensuring
that the Bank complies comfortably with regulatory requirements vis-a-vis its liquidity position, and that it continues to perform
transactions on the markets and conduct its business activity in such a way as to ensure the sufficient diversification of its sources
of funds. These limits are set on the basis of a series of liquidity ratios whose purpose is to assess and measure the Bank’s on-ba-
lance-sheet liquidity.

Stress tests are also carried out, combining various scenarios involving restricted access to capital markets, a mass withdrawal of
demand deposits, the drawdown of contingent liquidity commitments, and other external market conditions.

In addition, a series of liquidity-crisis early-warning and intensity indicators are monitored on a daily basis and a detailed, perma-
nently updated inventory is kept of the on-balance-sheet assets that are readily convertible into cash.

25. Interest rate risk

Structural on-balance-sheet interest rate risk can be defined as the exposure of an entity’s financial and economic position to ad-
verse changes in interest rates, resulting from timing mismatches between the maturity and repricing dates of global balance sheet
items. This risk is a quintessential element of the banking business and can have a major effect on the financial margin and the eco-
nomic value of equity. Consequently, a risk management capable of maintaining interest rate risk at prudent levels is indispensable
in order to safeguard and bolster the Bank’s position (see Notes 2.6 and 9).

The Bank’s business and management efforts focus on achieving a stable, recurring earnings structure and are geared towards
preserving the economic value of equity, with a view to guaranteeing the orderly growth of the Bank in the long term.

To attain the objectives described above the Bank has created an on-balance-sheet structural risk limit structure to guarantee that
risk exposure levels are within the tolerance level set by senior management. The Board of Directors defines the general framework
for the management of the balance sheet and approves the risk limits based on its risk tolerance. Structural risks are managed at
short, medium and long term using limits that are approved by the Board itself and monitored on a monthly basis.

Thus, certain limits are set in terms of sensitivity to changes in market interest rates. These changes affect both netinterestincome
and economic value.

Senior management is actively involved in on-balance-sheet risk management through the Asset-Liability Committee (ALCO). This
committee is responsible for taking the action required to correct any possible on-balance-sheet risk imbalances.

In order to measure, analyze and control the structural risk management of the balance sheet, an analysis is carried out to measure
the excess or defect of the volume of sensitive assets against the sensitive liability, such as unmarried volume (and therefore not
covered) and subject to possible variations in interest rates. In this way, exposure to risk is identified by studying the concentration
of masses with risk of repricing for temporarily significant periods.

Similarly to include a dynamic analysis of the balance sheet to various interest rate scenarios, performs simulations of the perfor-
mance of the netinterest margin over a time horizon of one year. This enables it to analyze the effect of changes due to fluctuations
in interest rates based on the repricing gaps of the various balance sheet items.

To complete these sensitivity measures, a methodology which is similar to Market VaR is applied to allow the economic value of the

capital at risk to be calculated for a one-month time horizon with a confidence level of 99%, taking into account all the risk factors
which affect the balance sheet.
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26. Risk concentration

26.1 Risk concentration by activity and geographical area

Following is a detail, by geographical area of residence of the counterparty, type and category of financial instrument, of the distri-
bution of the carrying amount of the Bank’s financial assets at 31 December 2017 and 2016 (including valuation adjustments):

Risk Concentration by activity and geographical area. Total activity (book value):

31 December 2017:

Thousands of Euros
TOTAL Spain Rest of the European America Rest of the world
Umon
Credit Institutions 5,584,780 4,721,414 754,297 92,739 16,330
Public Administrations 2,212,579 1,623,582 588,997 = =
+  Central Administration 1,762,769 1,173,772 588,997 - -
e Other 449,810 449,810 - - -
Other Credit Institutions 1,362,376 1,136,156 213,172 12,531 517
MNon- financial societies and individual 277,769 226,791 48979 ~ 1,999
entreprencurs
*  Constmiction and property i i i ) i
development
*  Construction of Civil ) ) ) ~ )
Works
*  Other purposes 277,769 226,791 48,979 - 1,990
- Large companies 274,862 223,884 48,979 - 1,994
- SMEs and Individual 2 907 2,907 i ) )
COrePreneiurs
Rest of households and NPISHs 52,135 51,969 166 - -
+  Houses 46,877 46,725 152 - -
*  Consumphion 2,345 2,341 4 - -
*  Other purposes 2913 2,903 10 - -
Total 9,489,639 7,759,912 1,605,611 105,270 18,846
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31 December 2016:

Thousands of Euros
TOTAL Spain Rest of the EWIODEAN | ppnerica | Rest of the world
Credit Institutions 4,811,340 3,376,206 1,356,173 65,737 13,224
Public Administrations 3,533,338 1,981,397 352,141 - -
*  Central Administration 3,012,621 2,460,480 352,141 - -
«  Other 520,917 520917 - - -
Other Credit Institutions 1,204,131 1,121,261 72,793 - 10,077
Mon- financial socicties and individual 165,623 144,525 21,095 i 3
entrepreneurs
*  Construction and property ) B i i i
development
*  Construction of Civil Works - - - - -
»  Other puposes 165,623 144,525 21095 - 3
- Large companies 162,753 141,655 21,095 - 3
emmpr:ﬂ:;and Individual 2870 2870 i i )
Rest of households and NPISHs SLA95 51,486 9 - -
*  Houses 47,359 47,359 - - -
= Conswmption 3,994 3,993 1 - -
*  Other purposes 142 134 & - -
Total 9,766,127 7,674,875 2,002,211 65,737 13,304
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Risk Concentration by activity and geographical area. Activity in Spain (book value):

31 December 2017:

Theusands of Euros
AUTONOomous Communities
Castilla -
TOTAL Andalucia | Aragin | Asturias | Baleares | Canarias | Cantabria La Castilla Ledn | Caraludia
Mancha
Credit Institutions 4,721,414 685,293 I RIEL] L1l 1015, 766 156,627 1
Puablic
Administeations 1,623,552 77,135 15,899 981 64,687 105,318
+ Central -
Administration L173,772 : h - - - - - - -
» OMher 449810 77.135 15,899 981 - - - 64 687 105318 -
Oher Credit
Institutions 1,136,156 17,819 - 7 97 2 - 18,446 14,552
Non- Mnancial
societies and
individual 226,191 76| 2,680 25,888
enlreprenenrs
+ Construction and
property - - - - - - - - - -
development
+ Construction of _ ) ) ) ) ) i i i i
Civil Works
= Other purposes 216,791 - - 76 2,680 - - - - 28,888
- Large 223,884 - - 76| 2,665 . - - . 28,840
COMmpanies
- SMEs and
Individual 2907 - - - 15 - - - - 48
entrepreneurs
Rest of households 51,969 2 - - - - - 51 218 -
* Houses 46,725 - - - - - - 297 218 -
» Consumption 1341 2 - - - . . 12 R .
= Other purposes 2.903 - - - - - - 42 . .
Total 7,750,912 173,249 16,939 1,084 4,587 2| 1,0015766 | 211,665 123,982 53,441
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Thousands of Euros

AUtonomons communities

Extremadura

Galicia

Madrid

Murcia Navarra

Com.
Valenciana

Pais
Vasco

Rioj

Ceuta y
Melilla

Credit Institutions

Public Administrations
« Central Administration
= Ohther

Other Credit Institutions
Non- financial societies and
individual entreprenenrs

+ Construction and property
development

+ Construction of Civil Works
* Other purposes
- Large companies
= SMEs and Individual
enireprencurs
Rest of households
= Houses
« Consumption

* Other purposes
Total

72,189
34,021
34,201
19,876

27,507

27.507
27,507

3,039,873
115,455
115455

1,045,137

143,927

143,927
141,314
2,613
51,393
46,210
2312
2,861

7,900

7,900 -

- 1.244
- 1,244

290,391

177

177

177

75,624
28,414

28,414

12,238

22,238
22,238

54

54

153,503

4,395,785

7,900 1,244

290,572

126,276

55

31 December 2016:

Thousands of Euros

TOTAL

AUOnomous communities

Andalucia

Asturias

Baleares | Canarias | Cantabria

Castilla -
La
Mancha

Castill

la Ledn

Cataluiia

Credit Institutions
Public
Administrations
* Central
Admimistration

* Other
Other Credit
Institutions
Mon- Moancial
societies and
individual
enlreprencurs
« Construction and
property -
development
* Construction of
Civil Waorks

+ Other purposes
- Large
companies
- SMEs and
Individual
enirepreneurs

Rest of houscholds
+ Houses

* Consumption

* Other purposes

3,376,206
2,981,397
2,460,480 .

520917
1,121,261

144,525

51,486
47,359 .

3,993 -
134 .

101,630
94,047

94,047
35,249

144,525 -
141,655 -

2870 -

67,782

24,116

4116

0

1,805 277,055

1,653

1.653

590 1 940

616

616 - -
616 - -

46,419
52,056

52,056

356
327
13

B2.066
18,606

133
233

188,345

65,933

13,892

13,892
13591

Total

7,674,875

230,926

91,904

20

3,011 1| 279648

98,831

100,905

268,170
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Thousands of Euros
AUtonomons communities
L ) . Com. Pais La Ceuta y
Extremadura Galicia Madrid Murcia Navarra Valenciana Vasco Rioja Melilla
Credit Institutions 77363 | 2,352208 202,985 60,614
Public Administrations 39,195 109,398 B,100 50,231 60,055
» Central Administration = = - - - - - - -
* Other - 39,195 109,398 8,100 - 50,231 - &0,055 -
Other Credit Institutions 20,724 978,794 398
Non- financial societies and
individual entreprenenrs 18,095 1,740 643 210 13,275 54
+ Construction and property . R R ) . ~ ) - i
development
« Construction of Civil Waorks ) ) ) ) ) - - :
+ Other purposes - 18,095 97.740 - 643 210 13,275 54 -
- Large companies - 18,045 95,135 - 643 - 13,275 - -
Cewiman : : 2005 - : w| - s -
Rest of households 50,889 7 1
* Houses - - 46,799 - - - - . N
+ Consumption - - 3979 - - - - 1 -
= Orther purposes - - 111 - - 7 B - -
Total 155,377 | 3,589,029 8,100 643 253433 | 74287 | 60,110

26.2. Concentration of equity instruments

Following is a detail, by type of marketlisting, if any, and issuer, of the equity instruments held by the Bank at 31 December

2017 and 2016:

31 December 2016:

Thousands of Euros

Available-
for-Sale Mon-current
Financial Assets Financial assets for
Held for Trading Assets sale
(MNote 6.1) {(Mote 7) (MNote 10) Total
By market listing-
Shares listed in the Spanish secondary
market 284,795 12,859 - 297,654
Shares listed in secondary markets in the
rest of the world 2.687 6,146 - 8.833
Unlisted shares - 19,711 1,015 20,726
287,482 38,716 1,015 327,213
By issuer type-
Spanish financial institutions 126,759 17,511 - 144,270
Other Spanish companies 158,036 14,815 1,015 173,866
Other foreign companies 2,687 6,390 - 9.077
287,482 38,716 1,015 327,213
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31 December 2016:

Thousands of Euros
Available-for- N ]
Financial Assets Sale Financial : nl]—Cl].T.lEfIlt
Held for Trading Assets ass‘ﬂf‘ f-:‘rllgnle
(Note 6.1) (Note 7) (Note 10) Total
By market listing-
Shares listed in the Spanish secondary market 150,080 20370 170,350
Shares listed in secondary markets in the rest of the
world 1,271 21,906 - 23,177
Unlisted shares - 16,343 15,394 31,737
151,360 67,519 15,394 234,273
By issuer tvpe-
Spanish financial institutions T0.132 15.468 - 85.600
Other Spanish companies 79 057 20,900 15,394 125.251
Other foreign companies 1.271 22.151 - 23.422
151,360 67,519 15394 | 234273

27. Other significant disclosures
27.1 Contingent liabilities

The breakdown of the balance of “Memorandum Items - Contingent Liabilities” in the balance sheets at 31 December 2017 and
2016 is as follows:

Thousands of Euros
2017 2006
Financial bank guarantees (see Note 22.2) 67.214 £5.223
67,214 65,22

“Financial Guarantees Provided” are defined as the amounts that would be payable by the Bank on behalf of third parties as a result
of the commitments assumed by the Bank in the course of its ordinary business, if the parties who are originally liable to pay fail to
do so. Note 22 includes information on the credit risk assumed by the Bank in relation to financial guarantees provided.

A significant portion of these guarantees will expire without any payment obligation materializing for the Bank and, therefore, the
aggregate balance of these commitments cannot be considered as an actual future need for financing or liquidity to be provided by
the Bank to third parties.

The fee and commission income from these financial guarantees is recognized under “Fee and Commission Income” in the income
statement on an accrual basis (see Note 31).

The provisions made to cater for the financial guarantees provided, which were calculated using criteria similar to those applied in
the calculation of the impairment of financial assets measured at amortized cost, of which amounted to EUR 206 thousand at 31
December 2017 (31 December 2016: EUR 134 thousand), were recognized under “Provisions - Provisions for Contingent Liabilities
and Commitments” in the balance sheet (see Note 16).

Pag 113



cecabank

06.- Annual Accounts

27.2. Assets delivered as security

At 31 December 2017 and 2016, assets owned by the Bank had been provided as security for transactions performed by it, as well
as for various liabilities and contingent liabilities assumed by the Bank. The nominal amount, of the financial assets delivered as
security for these liabilities, contingent liabilities and similar items at 31 December 2017 and 2016 was as follows:

Thousands of Euros

2017 2016
Spanish Public Debt clasifed as available for Sale financial 194,678 336,128
Assets
Other Assets clasifed as available for Sale financial Assets 150,000 2635 800
Spall.lﬁll Public Debt clasifed as financial Assets Held for 91.300 56.496
Trading
Issued securities by other public organisms clasified as o s
available for Sale financial Assets 109,500 13,801
Issued securities by other public orgamisms clasified as 15.000 i
financial Assets Held for Trading o
Issued Public Debt by no residents public admimistrations 475.000 i
clasified as available for Sale financial Assets o
Issued Public Debt by no residents public admimistrations 10.000 i
clasified as financial Assets Held for Trading ’

1,045,478 702,225

At 31 December 2017 and 2016, the Bank had securities with a face value of EUR 71,233 and 49,669 thousand respectively as
security for the performance of the Bank’s obligations relating to transactions with the clearing and settlement services.

At 31 December 2017, the Bank had entered into repurchase agreements for securities in its portfolio and reverse repurchase agree-
ments for a total amount of EUR 281,404 thousand (31 December 2016: EUR 193,357 thousand).

“Memorandum Item: Loaned or Advanced as Collateral”, which is shown in each of the Bank’s financial asset categories in the ba-
lance sheets at 31 December 2017 and 2016, includes the amount of financial assets transferred, lent out or delivered as security in
which the assignee is entitled, contractually or by custom, to retransfer them or pledge them as security, such as securities lending
transactions or sales of financial assets under an agreement to repurchase them at a fixed price or at the sale price plus interest.
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27.3. Contingent commitments

The breakdown of the balance of “Contingent Commitments” at 31 December 2017 and 2016 is as follow:

Thousands of Euros

2017 2016
Drawable by third parties (Note 22.2):
Public Admimstrations 25,000 -
Credit institutions - 9030
Other resident sectors 146,479 116,641
Non-resident sectors 9,984 -
181,463 125,671
Financial asset forward purchase commitments 222 399
Regular way financial asset purchase contracts 425 888 151,390
Other contingent commitments 16,289 2986
624,462 280,446

27.4. Transactions for the account of third parties

The breakdown of the most significant transactions for the account of third parties at 31 December 2017 and 2016 is as follows:

Thousands of Euros

Condittonal balls and other secunties received
for collection
Borrowed secunties (Note 27.5)

2017 2016
Financial instruments granted to third parties-
Debt instruments 82,710,839 74,788,912
Equity instruments 57,001,551 46,309 628
139,712,390 | 121,098,540
Other financial assets 21,811,307 18,317,952

161,523,697

139,416,492

212,749 156,829
54,644 101,798
161,791,090 | 139,675,119

“Financial Instruments Entrusted by Third Parties” in the foregoing table includes mainly the debt securities and equity instruments
held by the Bank under the contracts in force for third-party security depository and custody services.
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27.5 Financial assets lent and borrowed

Pursuant to current legislation, the securities received by the Bank in securities lending transactions are not recognized in the ba-
lance sheet unless the Bank sells these securities in short sales transactions, in which case they are recognized as financial liabilities
under “Financial Liabilities Held For Trading - Short Positions” on the liability side of the balance sheet.

Similarly, securities lending transactions in which the Bank lends securities to third parties are not recognized in the balance sheet.
The securities lent can be securities previously lent to the Bank or securities owned by it, and in the latter case these are not dere-
cognized.

Deposits provided or received as security or guarantee for the securities received or lent by the Bank, respectively, are accounted for
as a financial asset or a financial liability, respectively, and the interest associated therewith is recognized as interest and similar
income or as interest expense and similar charges, respectively, in the income statement, by applying the corresponding effective
interest rate.

Following is a detail of the fair value of the financial assets borrowed by the Bank at 31 December 2017 and 2016:

Thousands of Euros
2017 2016
Equity instruments 6,944 -
Debt instruments 29915 -
36,859 -

Following is a detail of the fair value of the financial assets borrowed and lent by the Bank in securities lending transactions
at 31 December 2017 and 2016:

Thousands of Euros

2017 2016

Securities borrowed by the Bank-
Debt instruments 1ssued by Public sector — Spain (Note 27.4) 54,644 101,798
54,644 101,798

27.6 The Bank’s Customer Care Service

Set forth below is a summary of the complaints and claims received by the Bank’s Customer Care Service in 2017 and 2016. Cer-
tain claims submitted to the Service were not admitted for consideration in 2017 and 2016 because they were claims that affected
entities other than the Bank:

2017 2016

Number of complaints and claims received e 3

Number of complaints and claims not admitted for considerations

Number of complaints and claims admitted for consideration N 1
Number of complaints and elaims resolved - 1
Number of complaints and claims resolved m favour of the complainant - B

- 1

Number of complamnts and claims resolved against the claimant
Compensation paid to claimants (euros)

Number of complaints and claims outstanding
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28. Interest income

The breakdown of the most important interest income earned by the Bank in 2017 and 2016, by type of instrument giving rise to

it, is as follows:

Thousands of Euros

2017 2016
Financial assets held for trading 17,419 22,143
Financial assets designated at fair value through profit or loss 1 25
Financial assets for sale 36,742 52,737
Loans and receivables 5.066 2.762
Derivatives — hedge accounting, interest rate risk 2.630 1,357
Interest income on financial habilities 25,069 31.377
Other assets 2714 705

59,641 111,106

“Interest Income on Financial Liabilities” in the table above includes the income arising in 2017 and 2016, respectively, from the

Bank’s on-balance-sheet financial liabilities that bore negative interest rates.

29. Interest expenses

The detail of the balance of “Interest Expenses” in the income statement for 2017 and 2016, by type of instrument giving rise to

them, is as follows:

Thousands of Euros
2017 2016
Financial liabilities held for trading 14,229 23,723
Financial liabilities at amortized cost 13,678 6,918
Interest Expenses on financial assets 43185 42,193
Interest cost of pension funds (Note 35) 150 299
71,242 73,133

“Interest Expenses on Financial Assets” in the table above includes the expenses arising in 2017 from the Bank’s on-balance-sheet

financial assets that bore negative interest rates.

30. Income from dividends

Below is a breakdown of this caption in the income statement for 2017 and 2016:

Thousands of Euros

2017 2016
Financial assets held for trading 34,708 28.366
Financial assets available for sale 4.766 5475
39,474 33,841

This item included EUR 27,218 thousand relating to the sale of rights on shares of Iberdrola, S.A., previously acquired in the market,
to that same company, based on the conditions of the Iberdrola Dividendo Flexible scrip dividend scheme. The expense associated
with the purchase of these rights is recognized under “Gains/Losses on Financial Assets and Liabilities (Net) - Held for Trading” in

the accompanying income statement (see Note 33). Da0 117
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31. Commission income

Following is a detail of the commission income earned in 2017 and 2016, classified on the basis of the main items giving rise thereto:

Thousands of Euros

2017 2016

Commissions arising from contingent liabilities (Note 27.1) 280 397
Commissions for contingent commitiments 33 -
Commissions arising from collection and payment services 26,438 26,942
Comnussions ansing from securities services 99,072 95,236
Comnussions ansing from foreign exchange and foreign banknotes 348 T85
Other commissions 10,115 10,909

136,286 134,269

The balance of “Fees and Commissions Arising from Securities Services” in the foregoing table includes, inter alia, EUR 94,005 thou-
sand earned in 2017 (2016: EUR 90,771 thousand) relating to the depository and custody services in connection with securities of

third parties deposited at the Bank.

32. Commission expenses

Following is a detail of the commission expenses incurred in 2017 and 2016, classified on the basis of the main items giving rise

thereto:

Thousands of Euros

2017 2016
Commissions assigned to other entities and correspondents 6,543 8,603
Commission expenses on securities transactions 8,351 6 802
14,894 15,405

33. Net gains/losses on financial assets and liabilities

The breakdown of the balance of “Gains/Losses on Financial Assets and Liabilities” in the income statement for the exercise 2017

and 2016, by type of financial instrument giving rise to them, is as follows:

Thousands of Euros
2017 2016
Met gains/losses on financial assets and lhiabilities held for (33,606) (358,902)
trading
MNet gains/losses from unsubscribe financial assets and
liabilities not valued at fair value through profit or loss
Avwailable-for-sale financial assets 10,636 16,470
Loans and receivables 3 41
Met gains/losses on financial assets and hiabilities designated at
fair value through profit or loss (18) (2907
Net gains/losses resulting from hedge accounting (4.798) (4.5802)
(27,783) (27,483)
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34. Other operating income

The breakdown of the balance of “Other Operating Income” in the income statement for exercise 2017 and 2016 is as follows:

Thousands of Euros
2017 2016
Rental income (Note 12) 1.173 1,214
Income from expenses charged 19,778 15,599
Other meome 29 807 26,789
50,758 43,602

The balance of “Other income” in the foregoing table includes the dues collected from the services given to the Confederacién
Espafiola de Cajas de Ahorros, which amounts in 2017 EUR 11,388 thousand (11,543 thousand in 2016) (see Note 40).

35. Administrative expenses — Staff Costs

The detail of “Administrative Expenses — Staff Costs” in the income statement for 2017 and 2016 is as follows:

Thousands of Euros
2017 2016

Wages and salanes 41,874 40,193
Social security costs 7.201 6,914
Insurance premiums (Note 2.11.2) 427 358
Termination Benefits (Note 2.11.4) - 2,722
Contributions to defined contribution plans (Note 2.11.2) 898 843
Normal cost for the yvear of defined benefit obligations 17 14
Training expenses 170 85
Ohther staff costs 606 560

51,193 51,689

In 2017 and 2016, the average number of employees at the Bank, by level, was as follows:
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Proffesional 2017 2016
levels Men Women | Total Men Women | Total
1-LEV.I 1 - 1 3 - 3
1-LEV.II 11 4 15 11 1 15
| - LEV.III 16 13 29 16 13 29
| -LEV.IV 31 17 48 3l 15 46
| -LEV.V 32 25 57 29 24 53
| -LEV.VI 69 [&10] 129 68 6l 129
| - LEV.VII 25 41 66 18 36 54
| - LEV.VIII 35 65 100 39 66 105
1-LEV.IX 7 16 23 ] 15 21
1 -LEV.X 7 14 21 9 16 25
| - LEV.XI T 2 15 & 11 17
| - LEV . XII - 1 | - - -
2-LEV.II (4] - 4] 5 - 5
2-LEV.III - - - l - 1
OTHERS 7 [ 13 i) [i] 12
257 270 527 250 267 517

The average number of people employed during the 2017 and 2016 exercises, with a disability of 33% or more, broken down by
category, was as follows:

Categories 2017 2016

2-LEV.I 1 1

At 31 December 2017, the total number of employees was 515 (2016: 518), of whom 252 were men (2016: 251) and 263 women
(2016: 267), representing 49% and 51%, respectively (48% and 52% respectively, at 31 December 2016).

Relating to defined benefit post-employment obligations and long-term pre-retirement obligations (pre-retirements) to current and
former employees of the Bank described in Note 2.11 above, a detail of these obligations is presented below, making a distinction
between those that are instrumented, in full orin part, in pension funds and insurance policies, and those that are not instrumented
in this type of instrument and where the associated obligation is covered by the recognition of provisions by the Bank:
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At 31 December 2017:

Thousands of Euros
Post-employvment benefits Long-term pre-refirement obligations
Value
of the Total
Value of the Total Value of the plan VI=1IV -
Value of the planassets | (III=1-1I) | obligation assets V) Total (111 +
obligation (1) (II) **) (IV) ) *) V)
Instumented  in
external  pension
plans and/or
insurance policies 188.352 195,859 (7.507) - - - (7.507T)
Mot instnumented
in pension plans
or Insurance
policies - - - 63,229 - 63,220 63,229
Total at 31
December 2017 188,352 195,850 (7.507) 63,229 - 63,229 55,722

(*) This amount is recognized under “Provisions — Other Long-Term Employee Benefits” on the liability side of the balance sheet as at 31 De-
cember 2017 (see Note 16.2).

(**) This amount is recognized under “Other Assets — Other” in the balance sheet as at 31 December 2017 (see Note 14.1).

At 31 December 2016:

Thousands of Euros
Post-employment benefits Iong-term pre-refirement obligations
Value
of the Total
Value of the Total Value of the plan VI=1V -
Value of the plan assets (Il =1-1I) obligation assels V) Total (LI +
obligation (T} 11y (**) IV} V) i*) VI)
Instnunented  in
external  pension
plans andl/or
insurance policies 193,664 198,835 (5,171) - - - (5,171)
Mot instnumented
in pension  plans
or ImSUrance
policies - - - 16,166 - 76,166 Tia,166
Total at 31
December 2016 193,664 198,835 (3,171) 76,166 - 76,166 T0,995

(*)This amount is recognized under “Provisions — Other Long-Term Employee Benefits” on the liability side of the balance sheet as at 31 De-
cember 2016 (see Note 16.2).

(**) This amount is recognized under “Other Assets — Other” in the balance sheet as at 31 December 2016 (see Note 14.1).

As can be seen in the foregoing table, a significant proportion of the Bank’s pension and other long-term obligations are instru-
mented in external pension plans or are covered by insurance policies and, therefore, in the coming years, the settlement of these
obligations is not expected to have a material effect on the Bank’s future cash flows. However, the following sections include a sen-
sitivity analysis of the impact that a change in certain variables included in the valuation would have on the amounts presented in
these financial statements. In this regard, it should be noted that the average duration of the pension obligations included in the
foregoing tables at 31 December 2017 was 27.56 years for assets and 11.9 for liabilities (At 31 December 2016: 28.24 and 11.35
respectively).

Following is the reconciliation of the beginning and ending balances in 2017 and 2016 of the present value of the defined benefit
post-employment obligations and long-term pre-retirement obligations, showing separately the plan assets, the present value of
these obligations and the items triggering the changes in these items in these years:
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Year 2017:
Thousands of Euros
Post-eunployment benelils Long-tenm pre-reticement obligatious
Walue
Value of the Value of the Total Value of the ":}:: Total T‘ﬂ.g"
obligation (T} plan assets (1T} (IM=1-1I) obligation (IV) agsets VI=IV-V)
i)

L. Amount at 1 January 2017 193,664 195,835 (5,171) T, 166 T, LG 70,995
2. Current service Cosl 17 - 17 - - - 17
3. Expected retum on plan assels - 2,383 (2,383) - - - (2,383}
4. Interest cost 2.268 - 2.168 150 - 150 2418
5. Conmbutions  made by  the - - - = - - =
participants of the plan
6. Confribitions made by the Bank - 14 (14) - - - 14y
7. Effeer of the recalculation on the
valuarion of the net obligations: 2 844 4068 (2,224) 19 - 19 (2,205)

7.1 Actearial gains and losses ansing
a% a result of changes in the
demographic assumptions (B8T) {378) (509)

7.2 Actuarial gains and losses anising
a5 & result of changes in the financial
aAssumptions 3,731 5446 (1.715)

7.3 Effect of the change in refum on
plan assets - - -
&. Benelits paid (10441} (10a41) . (13,2000 (13,200 (13,2000
9. Past service cost - - . 5,052 - 5,053 5.053
10. Business combinations - - - = = - =
11. Plan reductions - - . (4.959) - (4,959) (4,059)
12. Plan zettlements - - . - - - -
13. Limits on the recognition of net
assets for exceeding the maximum - - . - - - .
available economic benefits
14, Early metivemen! commuitments in
Exercise B B i B B B B
Amounnt at 31 December 2017 188,352 195,859 {7,507y 63,229 63,229 55,722
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Year 2016:
Thousands of Euros
Post-canployiment benefits Lomg-term pre-retivtement obligations
WValue
WValue of the WValue of e Taoral Walue of e n!'l::c Tutal TT'{:,]”“
obligation (I) plan assets (II) (I =1-1II) obligation (IV) ;5.::5 (VI=IV =V} )
(V)

1. Amount at 1 January 2016 193,548 196,932 (3,384) 91,094 - 91,094 87,710
2. Current service cost 14 14 14
3. Expected retum on plan assets - 3115 (3.115) - - - (3.115)
4. Interest cost 3039 - 5039 299 - 9% 3338
5. Contributions made by the = - - - - - -
participants of the plan
5. Contributions made by the Bank - B (8) - - - (8)
7. Effect of the recalculation on the
valuation of the net obligations: 7685 0402 (1,717 {954) - (954) {2,671}

7.1 Actuanal gains and losses ansing
as a resull of changes in the
demographic assumptions 1.704 1.317 387

7.2 Actuarial gains and losses arising
as a result of changes in the Anancial
assumplions 5981 B.OES (2,104)

7.3 Effect of the change in retum on
plan assets - - . . - - -
8. Benefits paid (10,622) (10,622) . (14,273) - (14,273) (14,273)
9. Past service cost - - - - - - -
10. Business combinations - - - - - - -
11. Plan reductions - - - - - - -
12. Plan settlements
13. Limits on the recognition of net
assets  for exceeding the maximam - - - - - - -
available economic benefits
14. Early retirement commitments in
Exercise - B i - - B
Amount at 31 December 2016 193,664 198,835 {5.171) 76,166 76,166 70,995

The amount recognized by the Bank in relation to the current service cost for defined benefit plans in 2017 amounted to EUR 17
thousand. It was recognized under “Administrative Expenses - Staff Costs” in the accompanying income statement (2016: EUR 14
thousand) (See Note 35).

In addition, the Bank recognized the net amount of the expected return on plan assets and the interest cost of the value of the obli-
gation, which amounted to EUR 150 thousand in 2017, under “Interest Expenses” in the income statement (having recognized EUR
299 thousand in the same connection under “Interest Expenses” in the income statement for 2016) (see Note 29).

In addition, the Bank recognized a charge of EUR 211 thousand under “Provisions or reversal of provisions” in the income statement
for 2017 for the provisions and recoveries of provisions for pensions and similar obligations (2016: EUR 954 thousand) the detail of
which is presented below (see Note 16.1):

Thousands of Euros
2017 2016
Actanial gains and losses ansing from the valuation of the long-tenm
pre-retirement obligations 19 {954)
19 (954)

In 2017 and 2016 the Bank recognized the net amount, adjusted by the corresponding tax effect, of the actuarial gains and losses
arising from the valuation of the provision for defined benefit obligations amounting to EUR 1,557 and EUR 1,202 thousand, respec-
tively, under “Other Accumulated Comprehensive Income - Items that Will Not Be Reclassified to Profit or Loss - Actuarial gains and
losses from defined benefit pension obligations” in the Bank’s equity (see Notes 2.11.2 and 17.3). The change in this equity item is
presented in the accompanying statement of changes in equity.

The assumptions used in the actuarial calculations at 31 December 2017 and 2016 of the defined-benefit pension obligation and
the assets used to cover them, included in the foregoing table, were as follows:
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Pension obligations at 31 December 2017 and 2016:

B Mortality tables: PERM 2000-P, at 31 December 2017 and 2016.
B Discount rate:
e For the assets, 1.17% (market discount rate) at 31 December 2017 (31 December 2016: 1.38%).
e For the liabilities, 1% (market discount rate) at 31 December 2017 (31 December 2016: 1.20%).
B Adjustable pension increase rate: 2.5% at 31 December 2017 and 2016.
B Adjustable salary increase rate: 2.68% at 31 December 2017 and 2016.
B Expected rate of return on plan assets:
e 1.20% for the assets included in the pension plan at 31 December 2017 (At 31 December 2016: 1.61%).

e 1.38% for the obligations covered by the insurance policy at 31 December 2017 (At 31 December 2016: 2.15%).

Other long-term obligations at 31 December 2017 and 2016:

B Mortality tables: PERM/F 2000-P, at 31 December 2017 and 2016.
M Discount rate (market discount rate):
e 2011 pre-retirement plan: 0.13% at 31 December 2017 and 0.23% at 31 December 2016.
e 2012 pre-retirement plan: 0.13% at 31 December 2017 and 0.23% at 31 December 2016.
e 2013 pre-retirement plan: 0.13% at 31 December 2017 and 0.23% at 31 December 2016.
e 2015 pre-retirement plan: 0.13% at 31 December 2017 and 0.23% at 31 December 2016.
M Salary increase:
e 2011 pre-retirement plan: 1.50% at 31 December 2017 and 2016.
e 2012 pre-retirement plan: 0.00% at 31 December 2017 and 2016.
e 2013 pre-retirement plan: 0.00%at 31 December 2017 and 2016.
e 2015 pre-retirement plan: 0.00% at 31 December 2017 and 2016.

The discount rate used was the market rate according to the financial term of the flows relating to the obligations and according to
the iBoxx yield relating to corporate bonds with a high credit rating (AA).

Set forth below is the sensitivity analysis at 31 December 2017 and 2016, which considers how the value of the defined benefit
pension obligations and of long-term obligations would have changed in the event of a 50 basis point upward or downward shift in
the discount rate used and in, where appropriate, the pension increase rate, with the other assumptions used remaining unchanged
at that date:

Post-employment benefits

A 50 basis point upward/downward shift in the discount rate used at 31 December 2017 would give rise to a EUR 10,318 thousand
reduction and a EUR 11,312 thousand increase, respectively, in the value of the obligations (At 31 December 2016: EUR 10,774
and EUR 11,827 thousands, respectively).

A 50 basis point upward/downward shift in the pension discount rate at 31 December 2017 would give rise to a EUR 10,236
thousand reduction and a EUR 11,202 thousand increase, respectively, in the value of the obligations (At 31 December 2016: EUR
10,649 and EUR 11,671 thousands, respectively).
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Long-term pre-retirement obligations

A 50 basis point upward/downward shift in the discount rate used would give rise to a EUR 889 thousand reduction and a EUR 914
thousand increase, respectively at 31 December 2017 (At 31 December 2016: EUR 1,183 and EUR 1,216 thousands, respectively).

With regard to the sensitivity analysis described above, it should be noted that, for the other actuarial assumptions used in the
valuation of the obligations at 31 December 2017, changes that might significantly affect the value of the obligations in the future
are not considered likely to occur.

The breakdown of the assets allocated to the coverage of the defined benefit pension commitments and the other long-term com-
mitments of the Bank at 31 December 2017 and 2016 shown in the previous tables is shown below, taking into account the nature
of the same:

Thousands of Euros
2017 2016
Pension Orther long-term - Pension Other long-term -
S O E T'otal . O E T'otal
obligations obligations obligations obligations

Pension fund 4,724 - 4,724 3,348 - 3,348
Insurance policies taken

out with CASER 191,135 - 191,135 195,487 - 195 487
Total 195,859 - 195,859 198,835 - 198,835

The pension fund referred to in the above table is the Cecabank Employees’ Pension plan (“Plan de Pensiones de los Empleados
de Cecabank”), which forms part of the pension fund for the employees of the Spanish Confederation of Savings Banks. The latter
comprises the defined contribution and defined benefit obligations to CECA’s current and former employees which were transferred
to the Bank in year 2012 (see Note 2.11). The detail, by principal asset category and related fair value, of this fund’s assets at 31
December 2017 and 2016, is as follows:

2017 2016
Cuoted Spamish govermment debt 22.94% 23.11%
Cuoted prvate fixed-income securities 30.07% 33.70%%
Cuoted equity securities 34.87% 31.29%
Cash and bank balances 10.84% 10.47%
Other assets (1) 1.28% 1.43%
100%% 100%%

(1) The fund’s assets do not include properties or items of property plant and equipment.

With regard to the assets of the pension fund included in the foregoing table, it should be noted that at 31 December 2017 and 2016
there were no financial assets relating to assets issued by the Bank.

Following is the detail, at 31 December 2017 and 2016, of the present value of the obligations and of the fair value of the plan
assets covering the defined amount pension and other long-term obligations (pre-retirements) held by the Bank, together with the
experience adjustments (in terms of actuarial gains and losses recognized at those dates as part of the Bank’s equity):
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Thousands of Euros
Pension obligations Other long-term obligations
Present Fair
. Present value | value
value of Fair value of Met amount
Net amount of the of
the plan assets __—
_ obligations plan
obligations
assels
31 December 2017 188.352 195,859 (7.507) 63,229 - 63,229
Actuarial gains and
losses af that date 2 844 (5, 068) {2,224) 19 - 19
31 December 2016 193,664 198.835 (5.171) 76,166 - 76,166
Actuarial gains and
losses at that date 7685 i9402) (1,717} {954) - {954)

The Bank’s best estimate of the contributions to be made to the different pension plans defined by pensions and similar obligations
maintained with the Bank’s current and previous staff during 2018 is EUR 16 thousand.

On the other hand, the balance of actuarial gains and losses recorded under the caption “Actuarial gains or losses on defined benefit
pension plans” in the balance sheet at the beginning and at the end of the years 2017 and 2016 and of the changes therein in those

years is as follows:

Thousands of
Enros

Balance at 1 January 2016 8,260
Actuarial gains and losses in 2016 1,202
Effect of the limit on the recognition of plan assets -
Balance at 31 December 2016 9,462
Actuarial gains and losses in 2017 1,557
Effect of the limit on the recognition of plan assets -
Balance at 31 December 2017 11,019

36. Administrative expenses - Other general administrative expenses

The detail of this heading in the income statements for 2017 and 2016 is as follows:

Thousands of Euros
2017 2016

Property, fixtures and supplies 3,133 3428
IT equipment 27,852 20,807
Communications 1,673 1,596
Advertising and publicity 365 233
Technical reports 1,674 1,294
Surveillance and cash courier services 5.426 7.280
Insurance and self-msurance premiums 38l 395
Outsourced administrative services 23,829 16,319
Levies and taxes 3,338 3,778
Entertainment and travel expenses 550 511
Association membership fees 1,422 1.352
External personnel 1,544 2,008
Subscrptions and publications 3,690 2,950
Other administrative expenses 1.566 1.542

79,443 63,493
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The balance of “Technical Reports” in 2017 and 2016 includes the fees paid for the audit of the financial statements of the Bank
and other non-attest services, the detail being as follows:

Thousands of Euros
2017 2016

Aundit services 295 271
Other attest services 202 199
Total andit and related services 497 470
Tax counselling services - -
Other services 265 146

265 146
Total professional services 762 616

In addition to the services indicated under “Technical Reports” in the preceding table, EUR 255 thousand were billed in 2017 in
connection with commercial relationships developed jointly by companies in the Deloitte network and Cecabank, S.A.

The services commissioned by Cecabank, S.A. meet the independence requirements of the Spanish Audit Law and its implementing
regulations, and did not involve the performance of any work that is incompatible with the audit function.

Information on deferred payments to suppliers. Additional Provision Three. “Disclosure obligation” provided for in Law
15/2010, of 5 July

Additional Provision Three of Law 15/2010, of 5 July, amending Law 3/2004, of 29 December, on combating late payment in
commercial transactions, amended by Final Provision Two of Law 31/2014, of 3 December, establishes the obligation for compa-
nies to expressly disclose their average periods of payment to suppliers in the notes to their financial statements, and stipulates
that the Spanish Accounting and Audit Institute (“ICAC”) shall indicate, by way of a resolution, such adaptations as may be requi-
red, in accordance with the provisions of this Law, in order for companies not covered by Article 2.1 of Organic Law 2/2012, of 27
April, on Budgetary Stability and Financial Sustainability to correctly apply the methodology for calculating the average period of
payment to suppliers established by the Ministry of Finance and Public Administration.

The aforementioned ICAC Resolution (Resolution of 29 January 2016 on the disclosures to be included in notes to financial sta-
tements on the average period of payment to suppliers in commercial transactions), which was published in the Spanish Official
State Gazette on 4 February 2016, implements, inter alia, the methodology that must be applied to calculate the average period
of payment to suppliers.

In order to ensure a proper understanding of the disclosures contained in this Note, as provided for in the aforementioned applica-
ble legislation, it should be noted that “suppliers” are considered to be only those suppliers of goods and services to the Entity for
which the related expense is recognized, mainly, under “Administrative Expenses — Other General Administrative Expenses” in the
income statement; this Note does not include, therefore, any information on payments in financial transactions constituting the
Entity’s object and core activity or on payments to any non-current asset suppliers, which in any case were made in accordance
with the periods established in the corresponding agreements and in current legislation.

Also, it should be noted that, in accordance with the provisions of the aforementioned ICAC Resolution, only transactions for goods
or services received for which payment has accrued since the entry into force of Law 31/2014 were taken into consideration and
that, given the nature of the services that the Entity receives, for the purpose of preparing this information “period of payment
(days)” was deemed to be the period between the date of receipt of the invoices (which does not differ significantly from the co-
rresponding dates of the invoices) and the payment date.
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The information for 2017 and 2016 required under the aforementioned legislation, in the format required by the ICAC Resolution

mentioned in the foregoing paragraphs, is as follows:

2017 2016

Days Days
Average period of pavment to suppliers 43 37
Rato of transaction setiled 43 37
Ratio of transachion not yet setiled 34 31

I'housands of Thousands of

Furos Furos
Total payments made 88.358 89.754
Total payments outstanding 2,204 4,631

It should be noted that although under Law 3/2014, of 29 December, the maximum period for payment to suppliers is 60 days,
Law 11/2013, of 26 July, established a maximum payment period of 30 days, extendable by agreement between the parties to

a maximum of 60 days.

37. Other operating expenses

The breakdown of the balance of “Other Operating Expenses” in the income statement for 2017 and 2016 is as follows:

Thousands of Euros
2017 2016
Contribution to the Deposit Guarantee Fund (Note 1.11.a) 66 51
Contribution to the Single Resolution Fund (Mote 1.11.b) 4322 3 835
Other Concepts 44 163
4,432 4,049

38. Impairment or reversal of impairment of financial assets not measured at fair value

through profit or loss

The breakdown of the balance in the income statement for 2017 and 2016 is as follows:

Thousands of Euros

Met (Additions)’ Reversals (Charged) Credited to

Income
2017 2016

Financial assets available for sale-
Debts instruments (Mote 22.8) 302 3972
Equity instruments - (7,382)
302 (3,410)
Loans and receivables (Note 22.8) 6.830 14.474
6,830 14,474
7,132 11,064
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39. Amortization

The detail of “Amortization” in the income statement for 2017 and 2016 is as follows:

Thousands of Euros
2017 2016
Amortizaton of tangible assets (Note 12) 2,951 2.936
Amortization of mtangible assets (Note 13) 53 BR3 52652
56,834 55,588

40. Related party transactions

Agreement for the Provision of Services between the Confederacién Espafiola de Cajas de Ahorros (CECA) and Cecabank, S.A.

As part of the process to incorporate Cecabank, S.A. and the spin-off carried out by CECA to this entity in 2012 (see Note 1.1), an
“Agreement for the Provision of Services between the Confederacién Espafiola de Cajas de Ahorros (CECA) and Cecabank, S.A.” was
established. This memorandum of understanding identifies the services that Cecabank provides to CECA and sets the general crite-
ria for intra-group transactions and for the rendering of intra-group services on an arm’s-length basis.

As a result of the loss of status of credit institution of CECA in 2014, described in Note 1.1., which was signed on 19 December 2014,
with effect from 1 January 2015, a new “ Contract Delivery services between the Confederacion Espafiola de Cajas de Ahorro (CECA)
and Cecabank S.A.”, redefined the services Cecabank S.A. lends itself to CECA, according to their new status. The services provided
Cecabank S.A. to CECA following the signing of this contract are as follows:

Provision of association services - Communication and External Relations
Provision of association services - Technical Secretary’s Office of the COAS
Provision of association services - Regulation and Studies

Provision of association services - Integral Reporting and Analysis Service
Provision of association services - Consulting, Quality and CSR

Provision of services - Audit, Control and Compliance Division

Provision of services - Products & Services and Foreign Development
Provision of services - General Secretary’s Office and Tax and Legal Advisory
Provision of services - Financial Planning

Provision of services - Technology Area

Provision of services - HR and Properties

Provision of services - Organisation

Provision of services - Protocol

Provision of services - Securities Custody and Intermediation
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Income received by the Bank for these services, which amounted to EUR 11,388 and 11,543 thousand in 2017 and 2016 respecti-
vely, are recognized under “Other operating income” in the income statement for the year 2017 and 2016 (see Note 34).

Similarly, interest on the account to view the Confederacién Espafiola de Cajas de Ahorro with the Bank are included under “Interest
expenses” totaling EUR 3 and 2 thousand at 31 December 2017 and 2016, respectively. At 31 December 2017, the amount of this
demand deposit was EUR 29,219 thousand (31 December 2016: EUR 23,252 thousand).

The amount of the fees received by the Bank accrued by the Spanish Confederation of Savings Banks amounted to EUR 4 thousand
at December 31, 2017 (31 December 2016: EUR 5 thousand).

At 31 December 2017 and 2016, the demand deposits held by the Bank’s senior executives, the members of its Board of Directors
and related entities and individuals totaled EUR 1,005 and 884 thousand respectively, and the loans granted to them amounted
to EUR 695 and 760 thousand respectively. These amounts bore interest of the exercise 2017 and 2016 EUR 3 and 8 thousand
euros, which were recognized under “Interest Income” and “Interest Expenses”, in the income statements for 2016, and no interest
expenses were recognized in 2017 and 2016.

The breakdown of the balances arising from transactions with jointly controlled entities recognized in the balance sheets at 31
December 2017 and 2016 and in the income statements for 2017 and 2016 is as follows (Note 2.1):

Thousands of Euros
2017 2016

Assets:
Loans and Receivables — Loans and Advances - Customers SHE 728
Liabilities:
Fimancial habilities at amortised cost 342 289
Losses and Profits:
Other operating income 2,725 2,699
Adminmstrative Expenses - Other administrative expenses 77 77

These positions relate to the entities classified as “Group entities”, since the Bank does not have any investments classified as “joint-
ly controlled entities” or “associates” in the accompanying balance sheets as at 31 December 2017 and 2016.

41. Events after the balance sheet date

From the balance sheet date to the date on which these financial statements were authorized for issue, there were no events signi-
ficantly affecting them.

42. Explanation added for translation to English

These financial statements are presented on the basis of the Bank of Spain Circular 4/2004. Certain accounting practices applied by
the Bank that conform with the Circular may not conform with other generally accepted accounting principles.
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Appendix | - Subsidiaries included in the Group

At 31 December 2017:

Entity

Location

Line of
business

Proportion of ownership

Interest (%)

Thousands of Euros

Entity data at 31 December 2017(*)

Direct

Indirect

Total

Assels

Liabalities

Equity

Profit for
the year

Servipagos, S.A L

CEA Trade Services
Limited (**)

Trionis, 5.C.R.L.

Madrid

Hong
Kong

Brussels

Provision of
technical

paviment
services

Foreign Trade

Development
amd
maintenance
of the
international
paviment
services
operative

104

100

T8.62

1040

100

T8.62

129

13

3934

1.956

121

1978

)

(*) These companies’ financial statements at 31 December 2017 have not yet been approved by their shareholders at the respective Annual Ge-

neral Meetings.

(**) This company is in liquidation at 31 December 2017.

At 31 December 2016:

Location

Line of
business

Proportion of ownership

Interest (%)

Thousands of Eures

Entity data at 31 December 2016

Direct

Indirect

Total

Assets

Liabilities

Equity

Profit for
the year

Servipagos, S.AU.

CEA Trade Services
Limiated (*)

Trionis, 5.C.R.L.

Madrid

Hong
Kong

Brussels

Provision of
technical

payment
services

Foreign Trade

Development
and
maintenance
of the
international
payment
SEIVICES
operative

1040

100

T8.62

T78.62

138

4.010

2,036

123

20

(*) This company is in liquidation.

Pag 131



cecabank

06.- Annual Accounts

Appendix Il - Information for compliance with Article 87 of Law 10/2014, of 26 June, on the regu-
lation, supervision and capital adequacy of credit institutions.

Annual Banking Report

This information is published in compliance with the provisions of Article 87 of Law 10/2014, of 26 June, on the regulation, super-
vision and capital adequacy of credit institutions which, in turn, transposes Article 89 of Directive 2013/36/EU of the European
Parliament and of the Council, of 26 June 2013, on access to the activity of credit institutions and the prudential supervision of
credit institutions and investment firms, amending Directive 2002/87/EC and repealing Directives 2006/48/EC and 2006/49/EC.

Pursuant to the aforementioned legislation, credit institutions will be obliged to publish the following information on a consolidated
basis relating to the end of the latest reporting period:

a) Name(s), nature of activities and geographical location:

Cecabank, S.A. (“the Bank” or “the Entity”) is a bank that was incorporated by public deed executed in Madrid on 17 October
2012. The Entity has been registered at the Mercantile Registry since 12 November 2012 and in the Bank of Spain’s Register of
Credit Institutions under code 2000. Cecabank, S.A. forms part of the Cecabank Group. Its registered office is at calle Alcala no.
27, Madrid. The Bank’s company object is:

a) The performance of all manner of activities, operations and services inherent to the banking business in general or
directly or indirectly related thereto which it is authorised to carry on by current legislation, including the provision of
investment and ancillary services and the performance of insurance brokerage activities.a cualquier otra entidad publica
o privada; y

b) The provision of technological, administrative and advisory services to public authorities, as well as to any other public
or private-sector entity; and

c) The acquisition, holding, use and disposal of all types of marketable securities.

The Cecabank Group carries on its activity in Spain. However, it has two branchs in London (United Kingdom) and Lisboa (Portu-
gal), representative offices in Paris (France) and Frankfurt (Germany) and two subsidiaries abroad, one in Hong Kong and another
in Belgium.

The Cecabank Group is composed of the following entities, in addition to the Parent, Cecabank, S.A. as Subsidiaries: Cea Trade
Services Limited, incorporated in 2004 in order to foster the provision of foreign trade services to savings banks, and Servipagos,
S.A.U,, incorporated in 2014, whose company object is the provision of technical payment services and Trionis S.C.R.L., incor-
porated in 1990, set in Brussels (Belgium) whose company object is the development and maintenance of the international
payment services operative.

b) Turnover:

Turnover at the Cecabank Group is defined as gross income, which amounted to EUR 264,500 thousand in 2017 and EUR
255,078 thousand in 2016.

c) Number of employees on a full time equivalent basis:

At 31 December 2017, the Cecabank Group had 508 full-time employees (a further seven had reduced working hours and four
worked part-time). At 31 December 2016, the Group had 509 full-time employees (a further ten had reduced working hours and
four worked part-time).

d) Gross profit or loss before tax:

The Cecabank Group’s gross profit before tax at 2017 year-end amounted EUR 108,159 thousand (2016: EUR 108,401 thou-
sand).

Pag 132



cecabank

06.- Annual Accounts

e) Tax on profit or loss:

Tax on the profit for the year ended 31 December 2017 amounted to EUR 34,940 thousand (2016: EUR 32,002 thousand).
f) fPublic subsidies received:

The entity has not received any subsidies during the year 2017 and 2016.

g) In order to comply with Article 87.3 of the aforementioned Law, it is stated that the return on the Group’s assets,
calculated as the result of dividing the Group’s consolidated profit for 2017 by the total balance sheet, was 0.73% at 31
December 2017 (31 December 2016: 0.76%).
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Translation of a report originally issued in Spanish. In the event of a discrepancy, the Spanish-language version prevails.

Cecabank, S.A.

Directors’ Report
for the year ended
31 December 2017

The main aim of this directors’ report is to provide information on the most significant activities carried on by Cecabankin 2017, to
present the results obtained in comparison with the budget, and to disclose both the most significant matters relating to risk mana-
gement and the activities that will be carried out in order to comply with the strategic lines of action defined for 2018.

1. New 2020 Strategic Plan and business performance

The 2020 Strategic Plan was approved by the Board of Directors of Cecabank in December 2016 and launched in January 2017 as a
continuation of the 2013-2016 Strategic Plan.

Following the consolidation of the business model in the previous Strategic Plan, the 2020 Strategic Plan makes a commitment to
growth while maintaining the same lines of business:

1) Securities Services, ffocused on maintaining leadership in depositary services, complementing the service offering of the
Securities Services value chain and beginning to make inroads into the Portuguese market.

2) Treasury focusing on increasing the returns on flows from Securities Services by supplementing the value chain offering,
and bolstering its leadership in the banknote business in Spain.

3) Banking Services expanding the current customer base against a backdrop of consolidation of the retail banking sector,
and innovating in digital services and payment systems.

The strategy defined consists of strengthening the business of the three business lines. To this end, in each line of business the servi-
ces that form part of the central scenario (maintenance and consolidation of services) were separated out and a series of incremental
initiatives were identified, which pursue business growth through innovation in products/services and access to new markets.

Central Scenario Incremental Initiatives
-‘I

Securities

Services

Banking

Services
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The Strategic Plan also contains an ambitious Internal Transformation Plan comprising ten initiatives the purpose of which is to
contribute to the achievement of business objectives by extending a new culture of change.

‘ = Commercial Pian = Innovalion Plan = Talent Management Pian
= Systems Plan = Blockchain * Corporate Government Plan
Internal * CSR Plan * Communication Plan = Efficiency Plan
Ohnabhw I
Transformation = Qualty Plan

The Strategic Plan further includes the analysis of a series of disruptive levers which, if approved, would have a considerable impact
on and give rise to significant change in the size of the Entity.

Fi

.
."n’z 4
““.’ff'f = Corporate transactions
= Strategic allances
= |nternabonaksation

The following are worthy of mention in the first year of implementation of the 2020 Strategic Plan:

In relation to the central scenario, which includes the expected development of the various services pursuant to the assumptions
envisaged in the Strategic Plan (improvement in the economic situation, gradual normalisation of interest rates, consolidation of the
industry), the results obtained exceeded the budget due to the positive performance of the financial margin (increase in intermedia-
tion transactions with customers, fall in the cost of deposits and increase in tourism).

Fees and commissions were slightly below budget, although they were higher than in 2016 as a result of the inclusion of new pro-
ducts and services and the improved performance of Banking Services (in particular the Banking Training School, Technology Servi-
ces and Payments and Clearing and Discounting Services, among others).

A process to consolidate recurring income was successfully carried out by renewing long-term depository agreements and the redu-
ced dependence of Treasury services to fluctuations in interest rates as a result of the increase in intermediation transactions with
customers.

In July 2017, with the aim of boosting the rhythm of the incremental initiatives, the Board of Directors approved an Investment Plan.

As regards Transformation Initiatives, ten internal transformation plans are being developed, and significant progress has been
made in the implementation thereof by encouraging actions that affect people, processes and the environment in order to foster a
culture of change aimed at the Entity’s values.

Lastly, with respect to the Disruptive Levers, the Global Business Development team is leading an analysis of potential corporate
transactions in practically all of Cecabank’s business areas.

Following are details of the performance of the three lines of business and the services included in them and defined in the central
scenario, as well as the incremental initiatives envisaged for each of them.
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1.1 Securities services

The Securities Services business includes in the 2020 Plan two services (depository and securities services) and three incremen-
tal initiatives (the FADO project, the Funds Platform and completing the Securities Services’ value chain).

Income fell below the budget for several reasons: the delay in opening the branch in Portugal, the renegotiation of customer fees
and an increase in the rotation of the fund portfolios, which led to an increase in the fees and commissions paid.

M The highlights are as follows:

e Depository services: the amount of the funds deposited amounted to almost EUR 108,000 million, with more than 950
vehicles (collective investment undertakings, pension funds and a private equity fund manager). Noteworthy efforts were
made regarding diversification and increasing customer numbers.

e Securities clearing, settlement and custody services: the migration to T2S took place (entry of the Spanish market on
18 September) and covered the market’s most advanced features. New products and services were designed to strengthen
Cecabank’s value proposal, the most noteworthy of which are the financial intermediation service, individual T2S accounts
and keeping the shareholders book and the accounting records. Also, the Entity is diversifying its customer base by attrac-
ting independent management companies, private equity fund managers and broker-dealers.

M Wwith respect to the incremental initiatives in the Securities Services business:

e In the FADO project, significant progress was made in bringing the branch into operation, and it is now formally ready
to commence its activities.

e |n relation to the Funds Platform, the fund distribution platform was developed and in the last quarter of 2017 the scope
of the project was extended to include a new ETF and index fund service.

e The Complete the Securities Services’ value chain initiative is progressing well, with a distinction being made between
two different lines of action:

1. Commercial plan with particular emphasis on diversifying the customer base (investment services companies and inde-
pendent management companies): a business development unit was created to perform this service; it serves the Operating
Services Area and attempts to maximise commercial opportunities and cross-selling between services.

2. Global Securities Solution (MiFID Il compliance): seeks to grow the Securities Services value chain and offer to existing
custody and clearing customers a solution that enables them to distribute their investment products to their end custo-
mers. Also, the Global Securities Solution was launched. This solution was designed taking into account new partners with
skills that complement Cecabank’s (MS, Web Financial Group and Finametrix) and enables different sizes and types of enti-
ty to be offered a more complete service over a shorter time span.

1.2 Treasury

The Treasury business line includes two central scenario services (Treasury and Banknotes) and five incremental initiatives, including
a new one created in November 2017 (Primary Market Access, Bond Platform, FX Sharing, Equities Trade Execution and Securities
Lending Programme).

The financial margin ended the year above budget thanks to the Entity’s considered strategic positioning, in view of the market situa-
tion and as a result of an increase in the marketing of intermediation transactions with customers, which also led to greater recurrence
of income.

M As regards incremental business initiatives, mention must be made of the following:

e The Primary Market Access initiative progressed very positively, and has managed to consolidate its activity and bring
forward by a year the income envisaged in the Strategic Plan.

e The Bond Platform initiative made progress on the definition of the model, taking into account the impact of MiFID Il
and the CNMV legislation. As expected, the platform will be operational in mid-2018.

e The Equities Trade Execution Service initiative achieved the main milestones to enable equity trade execution for

customers to be technically operational. These operations are expected to be consolidated in 2018.
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e The FX Sharing initiative redefined the objective in order to extend the scope to other, smaller, customers with a diffe-
rent profile.

e The Securities Lending programme monitors existing legislation in order to take advantage of potential opportunities.

1.3. Banking services

The Banking Services business line includes nine different services (Treasury and Risk Support; Payments, Clearing and Discoun-
ting Service; International Products and Services and Development; Payment Services; Interactive Services; Technology Services;
Regulatory Consulting; Financial Reporting and; the Banking Training School) and three incremental initiatives (Extension of
Digital Services, Digital Payment Platform and Currency Exchange in Payment Networks).

Income from Banking Services exceeded budget by EUR 5 million due to the diversification of businesses and customers. The
CkLab was created and encouraged as part of this business line, with the participation of Cecabank in forums and workshops.
Also noteworthy are the excellent results obtained by the Banking Training School with MiFID II.

B The highlights by service are as follows:

e |In Domestic Payments, the Payments, Clearing and Discounting Service obtained new customers for international
payments, and representation services at the Spanish National Electronic Clearing System (SNCE) were retained. A new
on-line information service for the supervision and control of payment exchanges came into operation and was well recei-
ved by customers.

e In the International Payments area, International Products and Services and Development, which is responsible
for the commercial promotion of Cecabank’s services through the network of branches abroad (London, Lisbon, Paris and
Frankfurt). This service has captured new customers for asset intermediation and for the collection and payment service.

e The Treasury Platform created new services associated with the MiFID Il and CVA regulatory requirements, as well as
new global platform agreements.

e In Payment Systems, new fintech customers were attracted and the Entity’s innovative new payment services (HCE,
Masterpass and OEM Pays —Android Pay, Apple Pay, etc.-) are being rolled out.

e Interactive Services obtained contracts to extend the services provided to existing customers (ebanking services, ban-
king transaction electronic communication rules and protocols, etc.), and capture new, mainly mobile banking customers.

e In Technology Services projects are being carried out to improve technological infrastructure and incident communica-
tion procedures.

e Regulatory advisory continues to boost advisory services and regulatory and operational consulting projects.

e The Integrated Reporting Service performed favourably using the Cirbe-Anacredit module and Pyramid Analysis. This
Service also develops cooperative technology projects and the blockchain consortium.

e The Banking Training School amply exceeded the objectives set as a result of the MiFID Il financial advisor courses and
accreditation, which enabled progress to be made in customer diversification.

B Mention must be made of the following incremental initiatives:

¢ |In the Extension of Digital Services initiative, intensive work was performed on the development of the API platform,
consent and trust services. The adaptation of the fraud monitor to the requirements of PSD2 is in progress.

e |n the Digital Payment Platform, progress was made in the adoption by customers of Ealia, which incorporates pay-
mentin store, over the internet, “pago amigo” (friend payment) and Masterpass. Progress was also made in the certification
of the iSCT platform (SEPA Instant Credit Transfers) with Iberpay and the PSD2 API platform for banks.

e The Currency Exchange in Payment Networks initiative facilitated the development of an on-line currency exchange
platform at ATMs (which has already been installed in Cecabank ATMs) and work is under way on a commercial proposal.
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1.4. Internal transformation

The Strategic Plan also includes ten internal transformation initiatives the purpose of which is to transform the Entity’s culture to
further extend Cecabank’s values by acting directly on three cornerstones: people, processes and the environment.

All of these initiatives are interrelated, affect all areas of the Entity and in most cases have an impact on more than one of the defi-
ned cornerstones. Also, these initiatives work together to achieve their objectives. Mention must be made of the following milestones
achieved in 2017:

e With regard to people, the Entity has started teleworking, flexible working, the employees’ active participation chan-
nels (“Tienes la palabra” (You have the floor)), the in-house newsletter, the ambassadors network, the employee welfare
programme, the social welfare programmes (TU Eliges (You Choose), the charity campaign, Operation Kilo, etc.), training
programmes in digital skills and flexible remuneration.

e In processes, the most noteworthy developments are the entry into T2S, the implementation of best practices in inter-
nal governance, the quality certifications, new commercial management system functionalities, the application of new
methodologies (design thinking), the portfolio and the 2018 innovation budget.

e As regards the environment, most notable are the Linkedin project, the new work spaces, the food bank prize, the help
given to humanitarian emergencies and the blockchain consortium created jointly with Grant Thornton.

1.5. Strategic business objectives

The implementation of the Strategic Plan was complemented with the setting of strategic business objectives quantified on an an-
nual basis, with a clear commercial orientation towards business growth and diversification of the customer base.

At Entity level, the strategic objectives defined for 2017 are summarised in the following table:

ik Mow billings l 11.5 M€ _.I
AT RARL A L___ 192 ______]
Customer T T T | 30 l

diversification

Business diversification

International projection

e The New Billings target envisages the estimated annualised billings relating to new contracts entered into in the period.
The target for 2017 was EUR 11.5 million and EUR 26.7 million in new contracts were obtained. This indicator shows the
extent of the main depository agreements entered into for five years and the entry of new customers.

Practically all of the services achieved the new billing targets.
e Asregards Trades Arranged, the objective was 192 trades and the year-end figure was 246, i.e. 28% above the target.
Worthy of note is the intense Treasury and Treasury Platform activity which, as a result of the new services stemming

from regulatory requirements (MiFID Il and CVA -Credit Valuation Adjustment-), gave rise to the completion of a signifi-
cant number of trades.
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e The third quantitative target set, for New Customers was to capture 30 new customers, and a total of 39 had been
achieved at 2017 year-end. The highlight was provided by the Reporting business line, which includes the Reporting, Di-
gital Signature and Cooperation Projects services, which allow Cecabank to approach new customers and provide an entry
route for the Entity’s other services.

e With regard to Business Diversification, new services were launched with an impact on the market such as the Global
Securities Solution and various services associated with MiFID Il regulatory requirements (training, reporting, etc.).

¢ International projection is progressing in line with the forecasts.

1.6. Strategic Plan governance model

The implementation of the Strategic Plan has led to the rolling out of a Strategic Plan governance model, which ensures achievement
of the objectives set in the Plan. The model has various levels of monitoring:

GOVERNANCE
STRUCTURE

Board of
Directors

Initiafives and services
Team leader and work

team

Every quarter, the Board of Directors receives a complete monitoring report detailing the developments in the implementation of the
Strategic Plan, the central scenario and the strategic initiatives. These reports are debated at Board meetings. The half-yearly report
also leads to a single item on the agenda at a meeting of the Board of Directors.

In 2017, in addition to the four quarterly monitoring reports and the two meetings with single item on the agenda, seven strategic
initiatives and seven central scenario services were presented to the Board of Directors.

The Strategic Plan Monitoring Committee met on eleven occasions in 2017, and reviewed the Strategic Plan on a global basis using

the approved monitoring methodology. Also, all the incremental initiatives were reviewed in depth with those responsible for them
at meetings of the aforementioned committee.
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2. 2017 Income Statement

Variance
Budget
Actual 2017 (%) 2017 (%) Amount (*) %

Financial margin (™) 95,483 86,408 9,075 11
Fee and commission and operating income 167,718 167 663 55 0
(***)

Gross income 263,201 254,071 9,130 4
Operating expenses (including provisions) (163,429) (170,412) 6,983 (4)
(****)

Profit from operations 99,772 83,659 16,113 19
Other gains/(losses) 8,384 10,000 {1.616) (16)
Profit before tax 108,156 93,659 14,497 15
Income tax (34,938) (26,225) (8.713) (33)
Profit for the year 73,218 67,434 5,784 ]

(*) Amounts in thousands of euros.

(**) Including net interest income, dividend income, gains or losses on derecognition of financial assets and liabilities not measured at fair value
through profit or loss, gains or losses on financial assets and liabilities held for trading, gains or losses on financial assets and liabilities designated at
fair value through profit or loss, gains or losses from hedge accounting and exchange differences.

(***) Including fee and commission income, fee and commission expenses, other operating income and other operating expenses.

(****) Including administrative expenses, the depreciation and amortisation charge, provisions or reversal of provisions, and impairment or reversal
of impairment on financial assets not measured at fair value through profit or loss.

Following is an analysis of the various headings composing the statement of profit or loss:

e Financial margin: this was EUR 9 million above budget, due mainly to the increase in intermediation transactions with
customers, better management of liabilities and the sound performance of the Banknote Department, which reported an
increase in the number of customers, and the positive effects of the growth in tourism.

o Fee and commission and operating income: was in line with the budget. The budget set in this area for the first year
of the 2020 Plan set an ambitious level that was almost reached.

e Gross income: reflects all the net income obtained from operations, which amounted to EUR 263 million, up EUR 9 mi-
llion on the amount budgeted, achieving one of the main objectives of the 2020 Strategic Plan that focused on increasing
the Entity’s income, leading to the attainment of growing gross income.

e Operating expenses: staff costs were in line with budget, other general administrative expenses rose by 1%. The de-
preciation and amortisation charge rose by 26% as a result of the renegotiation of the main depository contracts for an
additional five years and those already entered into that were not envisaged in the budget. This, in addition to the positive
effect relating to provisions and impairment losses on assets, gave rise to a 6% reduction in operating expenses including
provisions and impairment losses.

o Profit for the year: the actual net profit after tax was EUR 73.2 million, 9% above the budget.

3. External credit ratings

The ratings assigned to Cecabank by the international agencies Fitch Ratings, Moody’s and Standard & Poor’s at 31 December 2017
were as follows:

Short-term Long-term
FITCH RATINGS F-3 BBB-
MOODY'S P-2 BaaZ2
STANDARD & POOR'S A-2 BEB
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The strategic reorientation and the success of its implementation were key factors in the various rating agencies’ reviews of the
Bank’s credit ratings, all three of which are currently investment grade. In general, when issuing the Entity’s ratings, the agencies

highlight as positive factors its success in terms of:

e The comfortable liquidity position

e The strategic reorientation of the Entity

e The conservative risk profile

e Being a supplier of services of other entities
e Increase in the recurrence of income

e The leadership position in Securities Services

4. Risk management

Notes 22, 23, 24, 25 and 26 to the Entity’s financial statements include the information relating to its risk management objectives,

policies and procedures, as well as its exposure by type of risk.

5. Significant events after the reporting period

No significant events occurred after the reporting period.

6. Business objectives for 2018

At Entity level, the objectives set for 2018 are similar to those defined in 2017, although certain developments with respect to the

2017 objectives are worthy of note:

e Anindicator of external income was included, which relates to the approved budget, in order to be able to measure the

impact on actual profit or loss for the year of the commercial actions defined.

e Anindicator of contacted customers was added for the purpose of measuring commercial intensity.

e Greater importance was given to actions related to innovation regarding new markets (geographical areas and custo-

mer segments) and the marketing of new products/services.

STRAT EGIC BUSINESS T ARGET 5 WONTORMNG NMDICATOR 2018 TARGET 5

y 4

Budg eted external income
Fom commercial actions

Eamings

Contacted Customers
Trades Arranged
Commercial
& activity New Billing's
New Customers

Hew Markets
I {rographica! areas and customer
Innovation N

Hew Products

12.8 ME

230
182
15.4 ME
31
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The largest difference between these targets and those setin 2017 isin the increase in new billings of EUR 4 million, rising from the
EUR 11.5 million target set for 2017 to the EUR 15.4 million for 2018, with an impact on the budget for the year of EUR 12.8 million.

This increase is concentrated in two areas, financial and associative, with the reporting services and the Banking Training School’s
programmes, respectively.

The diversification of the Entity’s customer base through the capture of new customers continues to be a commercial priority. 81% of
the commercial actions performed in 2017 took place in the non-traditional market, and in 2018 the Entity will continue to be highly
focused on attracting new customers, with the target of obtaining at least 31 new customers for the Entity.

As regards innovation, in 2018 the branch in Portugal will be consolidated and the branch in London will be strengthened. In respect
of new customer segments, Cecabank wishes to strengthen its position in fintechs, independent management companies and private
equity, and use new products and services to enable it to generate business in SMEs, large corporates and the distribution sector.

7. R&D&I activities

The Strategic Plan contains and Innovation Plan that was launched in January 2017 the purpose of which is to implement a global
innovation model for the entire Entity and fully aligned with the aims of the Strategic Plan. The innovation has become a fundamental
lever for boosting business growth.

In 2017 a considerable effort was made in the innovation of hew products and services such as the global securities solution, the MiFID
Il certification programme, the fund platform, primary market access and Pyramid Analysis.

Another cornerstone of innovation in 2017 was the access to new markets. The branch in Lisbon was opened and is now fully opera-
tional, and the Treasury business is being boosted through the London branch. Internationalisation is one of the Bank’s objectives and,
accordingly, opportunities, mainly in Latin America and Europe, are being explored on an ongoing basis.

In research and development, significant investments were made focusing mainly on technological projects relating to treasury plat-
forms, securities services, payments and mobility.

In a commitment to an open innovation model, the first steps were taken on the creation of ecosystems and the implementation
of partnership models. In June Ck-Lab was launched as an open forum to financial institutions and fintechs for cooperation in the
digitisation of the industry, and in March the first blockchain consortium in Spain came into operation with the cooperation of Grant
Thornton, bringing together 33% of the financial services industry. Other innovative solutions such as the global securities solution
(which is MiFID compliant) were launched in the market over a very short time span thanks to the participation of Web Financial Group
and Finametrix.

Also in this connection, cooperation agreements were entered into with Foro Fintech and AEFI to foster a digital financial society.

8. Treasury share transactions

In the period from 1 January to 31 December 2017, there were no treasury shares on the Bank’s balance sheet.

9. Payments to suppliers

Pursuant to Article 262 of the Consolidated Spanish Limited Liability Companies Law, Note 36 to the Entity’s financial statements
includes the disclosures on the periods of payment to suppliers.
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Appendix: Non-financial information statement in accordance with Royal Decree-Law 18/2017

Cecabank’s non-financial performance is based on the following principles:

Cecabank’s principles: these form part of the Entity’s corporate culture, which can be consulted on the website.

Corporate Social Responsibility Policy: Cecabank is not unaffected by the environment in which it carries on its business
activity, and it stresses the importance, for the generation of value, of taking into consideration ethical, social, environmen-
tal and good governance-related factors. The CSR policy is defined as the lever for directly or indirectly strengthening the
business, human and material resources and Cecabank’s relationships with society.

Ethics and transparency: Cecabank has a code of ethics which formalises the commitment of all its professionals to
maintaining the highest standards of professional integrity and ethics (for details see the report on the website). It also has
in place control structures and procedures for the prevention of money laundering, Internal Rules of Conduct for securities
market activities, proprietary codes for the treasury room, as well as a Euribor protocol and code of conduct.

Governing bodies: lastly, in terms of corporate governance matters, Cecabank works in accordance with industry best
practices and regulatory requirements. The Entity’s website contains information on the most relevant corporate gover-
nance issues in the last year.

These principles inspire the lines of action in:

M Business: The wholesale approach of Cecabank’s business has a decisive influence on its Social Responsibility Policy and
limits the scope thereof. This approach focuses on providing services to professional customers that engage in highly sophis-
ticated business activities, and features lasting relationships characterised by mutual trust. Within this context, social respon-
sibility criteria are included in Cecabank’s business through:

e The general control framework: The organisational structure and the internal control mechanisms are geared towards
guaranteeing that the entity’s activities are efficient and effective, that the information is reliable, timely and complete,
and that the applicable laws are complied with. The general control framework is a coherent, balanced system, equi-
pped with controls at all levels of responsibility.

e The risk policy: Cecabank’s risk management philosophy is based on strict prudential criteria, in keeping with its
commercial strategy, and ensures that the capital allocated to the various business units is used efficiently. The risk
tolerance defined by the Board reflects a conservative strategy that seeks to conserve a medium-low risk profile; a stra-
tegy that is focused on safeguarding the quantity and quality of capital, with capital adequacy ratios clearly in excess
of the regulatory minimum requirements; a strategy with respect to which it can reasonably be predicted that none
of the risks identified will give rise to losses that cannot be assumed in the normal course of the Entity’s operations.
Further information on the risk policy can be obtained in Cecabank’s 2016 Governance Structure and Practices report
and in the Pillar 3 Disclosures report.

The risk management structure and the reputational risk analysis system include certain aspects of social responsibili-
ty. Cecabank analyses the publicinformation available in this area on its potential counterparties, such as the existence
of a public CSR and sustainability policy, their organisational structure vis-a-vis CSR, whether they offer responsible
products and services, etc. This assessment is part of the non-financial analysis of potential counterparties.
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M Service excellence:

e Quality: The 2020 Strategic Plan includes a transformation initiative, the Quality Plan, which aims to extend the
customer centric and ongoing improvement culture throughout the entire organisation. Three lines of action have been
defined for this purpose:

e Implement quality management systems in areas in which quality certification will help set the entity apart
from competitors.

e Measure and analyse customer opinion, converting information from customers into a key support for the
business in terms of decision-making.

e Establish improvement plans to:
e Improve the quality of our processes (with a zero delay, zero non-compliance target).

e Improve the customer experience, which forms the basis for forming long-lasting trusting relationships
with customers.

Throughout 2017 the Entity worked on implementing the requirements of the new ISO 9001:2015 standard in all cer-
tified services. In October 2017 the collections and payments certification was renewed under the criteria of the new
standard and the rest will be renewed at the beginning of 2018.

As it does each year, Cecabank has measured external and internal customer satisfaction. This year, aware that we
must analyse, from the customer’s standpoint, the entire customer relationship with the Entity, avoiding information
silos and ensuring point-to-point consistency, and placing particular emphasis on “moments of truth”, the customer
satisfaction measurement model has evolved towards measuring the customer experience, and defining the customer
journey in relation to our services.

In order to ascertain the defined customer journey and identify the most important aspects of each of the moments of
interaction, in-depth surveys have been performed with a representative sample of customers.

PROPOSAL FIRST STEPS INCIDENTS INFORMATION REMEWAL MONITORING COOPERATION HEW NEED
Tt fherm e sagn the “An mcdent The ferrm of A new need
wihal | need ST and anses and we the agree anses thal they
ard they § Iy fesolve if B WIES B i
propose how o fogelher 0 ¢
deve tral ANTY N negotale the
nead develppments meExt e

With the insights we have received, questionnaires have been designed to determine our customers’ experience at each
moment of interaction, detect new needs and provide specific action levers in the various business lines.

In 2017 Cecabank customers had a wow experience 86% of the time, a figure that rises to 96% in the case of new cus-
tomers. This experience enjoyed by our customers places the customer satisfaction index at 8.3, with the recommended
index being 8.2, meaning that 76% of our customers continue to place their trust in Cecabank for new solutions.

Cecabank belongs to the Spanish Association for Quality and the Association for Development of the Customer Expe-
rience.

e Assessment of information and communication technology (ICT) risk: the services offered by Cecabank are backed
by a high level of sophisticated technological support which guarantees, inter alia, data privacy and business continuity.
This is why the Entity voluntarily adopts the most highly demanding standards and takes on board all the recommenda-
tions proposed by the EBA concerning ICT risk assessment. The EBA has identified ICT security, change, data integrity,
continuity and outsourcing risks, all of which are included in Cecabank’s risk management policy.
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By service line:

1.- Securities Services

Cecabank fulfils its commitment to sustainable, responsible investment within the framework of the services it provides to
its institutional customers. In the area of collective investment, non-financial criteria are increasingly present in investment
policies, both with respect to collective investment undertakings (ClUs) and pension funds (PFs). Particularly noteworthy is
the emphasis placed on these criteria by the regulator in the specific case of occupational PFs. Accordingly, as a result of
the implementation of Article 69.5 of the Regulation on Pension Plans and Funds (Royal Decree 304/2004, as amended by
Royal Decree 681/2014), PFs are required to disclose whether or not they have applied non-financial criteria and, if such
criteria have been applied, to specify them. Cecabank, in its desire to increase the quality and scope of the service provided
toits customers, is designing a facility to improve the monitoring of compliance with investment policies that include non-fi-
nancial criteria.

Cecabank is one of the main Spanish custodians and the most important depositary for collective investment undertakings
and pension funds. In this respect, an increasing number of collective investment undertakings and pension funds, through
decisions adopted by management companies or control committees, are incorporating environmental, social and good
governance criteria into their investment policies. In order to provide its institutional customers with an excellent stand-out
service, Cecabank has become a top provider at this point in the value chain of the collective investment process.

2.- Treasury
In a market undergoing dynamic expansion such as the socially responsible issues market in its various forms (green bonds
and sustainable bonds, inter alia), the treasury desk participates actively as an investor in, and marketer of, those issues.
There is an ever increasing number of issuers and types of issues driving this market, which are noteworthy for their wide
geographical and even sector-related diversity.

Also, through the Cecabank branch in London, the entity participates as an observer in the Climate Bond Initiative.

3.- Banking services

Cecabank’s business contributes to sustainability through its products and services portfolio:

e Contribution to society’s digital development through more accessible and interactive payment and financial services
media. The following are examples:

Cecabank’s multi-purpose payment platform, Ealia, which, among other things, provides service to the P2P Bizum
payments of various financial institutions, and enables customers to make contributions to NGOs using their mobiles,
making donations easier and immediate.

Cecabank is an electronic invoicing provider and contributes to the migration from paper to electronic invoices, thereby
saving process times for companies and large amounts of paper.

e Promotion of technological innovation and the creation of an ecosystem of cooperation relationships between finan-
cial institutions and technology companies through Ck-Lab.

More information on our business model, the products offered by the Entity and its strategic plan can be found through the
following links:

https://www.cecabank.es/quienes-somos/sobre-nosotros/
https://www.cecabank.es/quienes-somos/nuestros-servicios/

The main non-financial lines of action adopted by Cecabank in relation to issues concerning the environment, social mat-
ters, employee-related issues, human rights and anti-corruption and bribery are described below.
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1.- Environmental matters

The environmental impact of Cecabank is limited due to the characteristics of its operations. The Entity therefore does not have a
specific policy for managing environmental matters. However, one of the lines of action defined in the corporate social responsibility
policy is responsible and sustainable management of material resources, and specific initiatives are designed to be performed in this
area.

Cecabank’s direct impact is measured in terms of its consumption of energy and consumables/supplies. The energy audit conducted
in accordance with Royal Decree 56/2016, of 12 February, was completed successfully and no objections were raised. Based on the
auditor’'s comments, Cecabank has launched electricity and gas oil savings plans which will result in:

B Replacement of gas oil with natural gas. Carried out in 2017 with an estimated energy saving of 72,022 MWh/year
and prevented 20.67 tonnes of CO2 emissions per year.

B Replacement of current lighting with LED lighting and the implementation of presence detectors. This initiative
is being implemented and is expected to be completed in the first half of 2018. The implementation of this measure is
expected to produce an energy saving of 497,356 MWh/year and prevent 177,556 tonnes of CO2 emissions per year.

No relevant environmental contingencies were detected that could affect Cecabank or its activity.

The 2017-2020 Strategic Plan also includes a strategic transformation line: the Efficiency Plan. This plan will include measures to
reduce consumption.

2. Social and employee matters

Cecabank’s social impact is limited due to the fact that it is a wholesale bank operating mainly in Spain and, therefore, it does not
have a specific policy to manage social issues. However, one of the lines of action defined in the corporate social responsibility policy
is to implement a social action policy which, in line with the Entity’s characteristics and corporate objectives, is based on the com-
mitment of Cecabank’s employees and fostering their pride in belonging to the Entity.

Lines of action of the social action policy:

M The “You Choose” programme which allows employees to submit social, environmental or cultural projects and Ceca-
bank finances those chosen in a voting process open to all the employees.

In 2017 Cecabank set in motion the third edition of Cecabank’s social aid programme, “You Choose”. Cecabank employees submitted
19 projects and after the voting process, in which 70% of the staff participated, 7 finalists were chosen which Cecabank supported
with EUR 70,000.
Finalists in the “You Choose” programme

e ALEPH-TEA

e Charlie Rivel public school and AFA

e APROMAR

e The “Menudos Corazones” children’s heart foundation

e FEDAES

e The Josep Carreras Foundation

o ANPE

Pag 147



cecabank

06.- Annual Accounts

B Humanitarian emergencies, for which Cecabank undertakes donation campaigns to support those affected by humani-
tarian emergencies whereby it matches employees’ contributions when the humanitarian emergency donation campaigns
are launched.

Two humanitarian emergency donation campaigns were carried outin 2017:

e Hurricane IRMA. .SThe Entity cooperated with the NGO “Accién Contra el Hambre”. Cecabank employees donated
EUR 4,622, and Cecabank matched the amount.

e Mexican earthquake. Cecabank cooperated with the Spanish Unicef Committee. Cecabank employees donated EUR
2,855 after the serious earthquakes that hit Mexico. Cecabank matched the amount.

e Rohingya refugee crisis in Bangladesh. In December, Cecabank made a donation of EUR 4,450 to help mitigate the
humanitarian crisis involving the Rohingya refugees in Bangladesh, in cooperation with the NGO “Accién Contra el
Hambre”.

Cecabank’s total contribution in aid for humanitarian emergencies in 2017 was EUR 11,927.
M Donations in kind. Collections of food, IT equipment, furniture, blood donation campaigns, Christmas fair, etc.

e Operation Kilo for the Food Bank. Through a website Cecabank employees were able to help the families most in
need in our community.

e Cecabank charity market. In December 2017 the third edition of Cecabank’s charity market took place with the par-
ticipation of four organisations nominated in the “You Choose” programme (Duchenne Parent Project Espafia, AMI 3,
Fundacién Fabretto and GREFA).

e Blood donation campaign. Two blood donation campaigns took place in 2017 in collaboration with the Red Cross.
M Other cooperation initiatives. Cooperation with the Madrid food bank and other specific donations.

o Cooperation with the Madrid food bank. Since inception Cecabank has cooperated with this organisation by sponso-
ring the “Calle Cecabank”. Also, in 2017 we inaugurated the “Avenida Cecabank”.

As a result of this close cooperation, in 2017 the Madrid Food Bank gave Cecabank an award in recognition of its contributions in
money and food.

o Cooperation in the “Their rights at stake” toy drive by the Red Cross with the donation of EUR 1,500 to buy gender
neutral and non-military toys for families without resources.

o Cooperation in the celebrations of the fifth centenary of the birth of Jacobo de Grattis, the “Caballero de Gra-
cia”. DIn the first quarter the international organ concert cycle sponsored by Cecabank took place, as one of the events
forming the celebrations of the fifth centenary of the birth of the Caballero de Gracia in 2017.

No significant contingencies relating to social issues were detected.

With respect to the staff, one of the lines of action defined in Cecabank’s corporate social responsibility policy is the responsible and
sustainable management of human resources.

Cecabank’s professionals are its core asset.

The HR plan is one of the strategic transformation lines included in the 2017-2020 Strategic Plan.
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Equality
The new plan for equality between women and men and for achieving a work-life balance was approved in 2017.

Among other issues, the equality plan regulates the functions of the Equality Committee, establishes positive action measures and
includes the improvements in measures to achieve a good work-life balance agreed upon between the workers’ representatives and
the Entity.

The main objectives of the equality plan include ensuring the effective application of the principle of equality between women and
men, encouraging greater female representation in decision-making roles or functions, improving women’s access to positions of
responsibility, contributing to reducing inequality and encouraging a good work-life balance. It also ensures training plans for the
development of skills and competencies regardless of gender.

Total number of employees Number 515
Percentage of women at the company Percentage (%) 51.17%
Percentage of women in management

Considered to be an executive position

(Level V or higher according to the collective agree- Percentage (%) 37.89%

ment)

Training

Training at Cecabank is geared towards strengthening specialisation and the accreditation thereof by means of official certifications.
Our objective is to promote the transformation of the Entity through the learning of new work methods and acquisition of new digital
competencies.

In keeping with the Entity’s objectives regarding ongoing improvement, the training is reviewed and adapted in response to the
needs of the business and of the market.

The Annual Development and Training Plan encompasses different knowledge areas, ranging from regulations and legislation, finan-
ce, languages and IT to management, digital competencies and health and well-being.

o . . . : o
% of employees with various types of university degree Percentage (%) 67.00%
(engineers, graduates, diploma-holders)

Hours of employee training Hours per employee 52.97

Investment in employee training Euros per employee 807
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Welfare benefits
Cecabank offers its employees certain welfare benefits to motivate and retain them and build on their loyalty. Some of the welfare

benefits offered to employees in the form of financial advantages or those related to work-life balance include: flexibility, additional

leave, group life insurance, group healthcare policy for employees, help with nursery fees and study grants, toys for employees’
children, etc.

Company investment in welfare benefits per employee Euros/employee 4,035

(includes fund contributions, help for nursery fees/study grants for emplo-
yees’ children/employee healthcare insurance)

Health and safety
Cecabank’s employees are one of the Entity’s core assets and, therefore, safety at work is fundamental to the Entity.

e We currently have a medical service consisting of a doctor and a nurse at work at the Entity on a daily basis to attend
to employees.

e Occupational accidents and illness are covered by the mutual insurance company, MC Mutual.

e In 2017, 41% of the employees underwent the annual medical check-up offered by Cecabank to its employees on a
voluntary basis.

e The Ckbe-Well initiative, which aims to care for employees’ health, was launched. As part of this initiative, a physiothe-
rapy service was introduced for employees at our offices and a course was given on back health.

Percentage of employees covered by collective agreement (%) Percentage (%) 100.00%

. 3.57%
Absenteeism rate at the company Percentage (%)

As a result of these policies, we can highlight that building employee loyalty has been used as a measure to retain value and knowle-
dge. The average length of service of the staff is 22 years, which reflects this mutual commitment to long service.
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3. Human rights matters

As far as human rights are concerned, in view of Cecabank’s activities and nature as a wholesale bank, and of the countries in which
it operates -its head offices are in Madrid and it conducts most of its operations in Spain or the European Union-, the Bank does not
have a significant impact on human rights issues, and no risks have been identified in this sphere.

Cecabank joined the Global Compactin 2017 and is working on disseminating its ten principles, based on human, employment and
environmental rights and on combating corruption.

No risks relating to human rights have been detected with regard to Cecabank’s activities. The organisational structure and the

internal control mechanisms are geared towards guaranteeing that the Entity’s activities are efficient and effective, that the infor-
mation is reliable, timely and complete, and that the applicable laws are complied with.

Related indicators.

Percentage of employees covered by collective agreement (%) Percentage (%) 100%

4. Matters related to combating corruption and bribery.

Cecabank imposes very stringent ethical behaviour requirements upon itself in order to prevent, as far as possible, any criminal risk
for the Entity. For that purpose, it has various instruments in place to promote exemplary conduct as an entity:

o Criminal risk organisational and management system.
e Criminal risk organisational and management framework.

o Corporate code of ethics and conduct that formalises the commitment by all the professionals providing their services
at the Entity to the highest standards of integrity.

The Code provides for a monitoring channel that includes complaints and accepts queries concerning interpretation. In-
cidences are treated as confidential.

e Anti-money laundering and terrorist financing procedures and control structure.

e Internal securities market rules of conduct.

e Policies for the provision of investment services or MiFID policies These policies include the marketing policies (Marke-
ting Manual), the policies on executing customer orders (Order Execution Policy), the policies on safeguarding customer
assets (Asset Safeguarding Policy) and the policies on the records the Entity is required to keep on the provision of invest-

ment services (Record Keeping Policy). The main objective of these policies is to ensure due compliance by the Entity with
the rules of conduct and organisational requirements relating to the provision of investment services.
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Management of these risks

The organisational structure and the internal control mechanisms are geared towards guaranteeing that the Entity’s activities are effi-
cient and effective, that the information is reliable, timely and complete, and that the applicable laws are complied with. The Entity has
specific units to manage and control the various risks with integrated and standardised areas of action, a decentralised structure but
one with relationships between the risk management units based on the principles of coordination, cooperation and reciprocal informa-
tion and the existence of three levels of control.

In addition, in order to promote and monitor the CSR Policy, Cecabank has the CSR and Sustainability Committee , which reports directly
to the Management Committee.

Transactions assessed for risks relating to corruption 3,561

Confirmed cases of corruption and measures taken 0
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AUTHORISATION FOR ISSUE OF THE FINANCIAL STATEMENTS AND DIRECTORS’ REPORT

Certificate to attest that the Board of Directors of Cecabank, S.A., at the meeting held on 19 February 2018, authorised for issue the
Financial Statements and Directors’ Report of Cecabank, S.A. for 2017, which documents were transcribed, including this certificate,
on the obverse of 146 sheets of officially stamped paper, signed below by all the members of the Board of Directors of Cecabank, S.A.

D. Manuel Azuaga Moreno

Non-executive deputy chairman. Spanish national i

dentity card number (D.N.1.): 24.750.256 W

D. Francisco Botas Ratera
Director. Spanish national identity card number
(D.N.1): 32.782.987 Y

D. Francisco Javier Garcia Lurueia
Director. Spanish national identity card number
(D.N.1): 14.576.670 Y

D. Victor Manuel Iglesias Ruiz
Director. Spanish national identity card number
(D.N.I1): 25.143.242 X

D. Antonio Ortega Parra
Director. Spanish national identity card number
(D.N.I1): 22.889.335 B

D2, Julia Salaverria Monfort
Director. Spanish national identity card number
(D.N.1): 15.951.097 E

Madrid, 19 February 2018

D. José Maria Méndez Alvarez-Cedrén
Director - General Manager. Spanish national identity
card number (D.N.l.): 33.858.605 Y

D. Santiago Carbé Valverde
Director. Spanish national identity card number
(D.N.I): 25.393.887 R

D. José Manuel Gémez de Miguel
Director. Spanish national identity card number
(D.N.I1): 51.597.496 D

D2. Carmen Motellon Garcia
Director. Spanish national identity card number
(D.N.1): 09.754.790 F

D. Jesus Ruano Mochales
Director. Spanish national identity card number
(D.N.I1): 33.518.307 Q

D2. Maria del Mar Sarro Alvarez
Director. Spanish national identity card number
(D.N.I1): 50.292.331 W
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