REPORT FILED BY THE BOARD OF DIRECTORS OF BANCO BILBAO VIZCAYA
ARGENTARIA, S.A., FOR THE EFFECTS ESTABLISHED UNDER ARTICLE 159.2
WITH RESPECT TO ARTICLE 159.1.B) AND ARTICLE 144 OF THE SPANISH
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Madrid, 24th November 2006

1.
1.1

INTRODUCTION
Objective of this Report
This report is issued by the board of directors of BANCO BILBAO VIZCAYA
ARGENTARIA S.A. (“BBVA”) for the effects established under article 159.2 (on
exclusion of preemptive subscription rights) with respect to article 159.1.b) and
article 144 of the Spanish Companies Act (Consolidated Text, approved under
Legislative Royal Decree 1,564/1989, 22nd December) regarding the resolution to
increase its share capital through injections of cash with suppression of the
preemptive subscription rights, adopted on this same date under the authorisation
conferred by the General Shareholders Meeting held 28th February 2004 under
agenda item two.
Article 159.2 of the Companies Act establishes the following in this regard:
“[…] Likewise, every time a resolution is passed to increase capital under
this authorisation, the directors’ report and an account auditors’ report
required under paragraph 1.b above must be drawn up with reference to
each specific increase. The nominal value of the shares to be issued should
correspond, as should, where applicable, the amount of the issue premium
with the fair value resulting from said account auditors’ report. These
reports shall be placed at the disposition of shareholders and communicated
to the first General Meeting held after the resolution to make the increase."
In compliance with the provisions of said article 159.2 of the Companies Act, this
report, along with the report from the account auditor designated to such end by
the Company Registry, shall be made available to shareholders and communicated
to the first General Meeting of BBVA Shareholders held after the present
resolution to increase share capital is adopted.

1.2

Advice received
This report is issued on the basis of the reports issued by the BBVA Finance
Department and by the external advisors for the operation, listed below:

z

Lehman Brothers Europe Limited (“Lehman Brothers”), financial advisor;

z

J&A Garrigues, S.L., legal advisor on Spanish law.

Likewise, Davis Polk&Wardwell has acted as board advisor for drawing up this
report, as legal advisor on United States law.

2.
2.1

SHARE CAPITAL INCREASE
AGM authorisation against which the capital increase is made
The annual general meeting of BBVA Shareholders, 28th February 2004, under
item two on its agenda, adopted the following resolution:
“[....] To confer on the Board of Directors the authority to increase the Share
Capital, within the legal period of five years. This increase may be effected
on one or several occasions, to the amount it decides, up to a maximum of
50% of the Bank’s Share Capital on the date of this authorisation, by issuing
new ordinary, privileged or of any other kind of shares permitted by Law,
including redeemable shares, up to the legal limit, with or without premium,
with or without vote. The Board of Directors shall be able to establish the
terms and conditions of the capital issue, amongst others, determining the
nominal value of the shares to be issued, payable in cash; the characteristics
of the shares and any possible privileges they confer; the attribution of
redemption rights and their conditions, as well as the exercise of such rights
by the Company.
To confer on the Board of Directors the authority to exclude the right of
preemptive subscription regarding share issues that are made under this
authority, when the circumstances envisaged in art. 159.2 and similar in the
Companies Act occur. The nominal value of the shares to be issued plus,
where applicable, the value of the issue premium, shall always correspond
with the fair price of the shares and be justified on the grounds of corporate
interests, in compliance with legal requirements. Should convertible bonds be
issued with a fixed conversion ratio and should their holders be affected by
the exclusion of the preemptive subscription right, a formula must be
established to adjust said ratio and offset dilution of the value of the
conversion right [...].”
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Accordingly, the board of directors is empowered to increase the BBVA share
capital on one or several occasions, up to a maximum nominal value of
€830,758,750.54 (corresponding to 50% of the BBVA share capital on 28th
February 2004), by issuing new ordinary shares and establishing the terms and
conditions of the capital increase, which is payable in cash. Moreover, with
respect to the capital increases effected under said authorisation, the board of
directors has express authority to exclude the right of preemptive subscription.
In exercise of the authority conferred, the board resolves to increase BBVA share
capital by a nominal amount of €81,350,304.21, issuing and putting into
circulation 166,021,029 ordinary shares, each of €0.49 nominal value, payable in
cash and excluding any preemptive subscription rights of BBVA shareholders and
convertible bondholders.

2.2

Purpose of the capital increase
The purpose of a capital increase with an injection of cash such as the board of
directors is proposing, is to reinforce BBVA's equity structure.
The reports from the Finance Department and Lehman Brothers suggest that
BBVA, in order to develop its business, should maintain sufficient shareholder
funds (equity) in keeping with its volume of business and its market situation.
The Bank of Spain has stated that financial institutions must keep more than
enough shareholders funds to easily cover the legal minimum equity requirements
(calculated on the basis of risk-weighted assets). BBVA also needs to have a
level of shareholder funds comparable to that of its main peers, since this is a
measure of the institution’s capital adequacy that analysts take very seriously.
The market penalises financial institutions with low capital ratios that might
constrain their growth and make them more vulnerable to any worsening of
borrowing conditions.
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Moreover, keeping a high level of shareholder funds and, therefore, capital
adequacy is essential to preserve the current credit ratings that the agencies have
assigned to BBVA. Keeping a high rating is of essential importance to maintain
access to the right sources of finance under favourable conditions. This has a
direct impact on the bank’s costs.
Finally, the financial advisors suggest that only high levels of capital adequacy
give the Bank the financial flexibility it needs to roll out its strategy of organic
growth and be able to afford any inorganic transactions that might arise in the
future.
In this respect, in light of the above considerations, the analyses made and the
opinion of the rating agencies, a group like the BBVA should keep a core-capital
ratio of between 6% and 6.5%, since if it falls below this level for a prolonged
period it could compromise the Bank’s credit rating.
Group activity over recent quarters, which has grown above budget forecasts, plus
the materialisation of large investments (the most significant being Texas
Regional in the United States of America in November 2006) have led BBVA’s
estimated capital ratio for year-end 2006 to fall below its objective target level and
those of the European banks in its peer group.
During 2007, the Finance Department expects this strong growth to continue,
making it necessary to take steps to re-establish the BBVA capital ratios at around
the level suggested above.
Accordingly, the Bank’s capital ratio needs to be topped up. To this end, the
Bank’s Finance Department and Lehman Brothers have analysed the different
possibilities available, reaching the conclusion that the best alternative with
immediate effects on the shareholder funds is to increase capital in the manner
described below.
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The value of the capital increase that the Finance Department and Lehman
Brothers estimate to achieve the above-mentioned goals is approximately €3
billion. This figure has been reached in view of the need to reinforce the Bank’s
equity structure such that it is possible to maintain current levels of organic
growth, engage in expansion projects and achieve the afore-mentioned capital
adequacy levels.

2.3

Structures analysed to increase capital
The Finance Department and Lehman Brothers have analysed the different
alternatives for implementing the proposed capital increase, which it considers to
be the following:
(i)

Capital increase against cash with preemptive subscription rights for BBVA
shareholders and convertible bondholders.

(ii)

Capital increase against cash with exclusion of preemptive subscription
rights for BBVA shareholders and convertible bondholders, making a public
offering to the market as a whole.

(iii) Capital increase against cash with exclusion of preemptive subscription
rights for BBVA shareholders and convertible bondholders, making a
private placement addressed to a reduced number of institutional investors
through an accelerated bookbuilt offering (ABO).
Below, we give the main conclusions from the Bank’s Finance Department report
and the Lehman Brothers’ report regarding each of these alternatives, highlighting
the reasons for recommending the Bank favour the accelerated bookbuilt offering
(ABO) over the other two.
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2.3.1

Capital increase with preemptive subscription rights
The capital increase in this case must be made within the 15-day deadline
established by the Company Act.
The offering must be made on equal terms in the United States of
America. This means filing it with the SEC, which once again delays the
process and adds to its expense.
The main advantage of increasing the capital with preemptive
subscription rights is access to a broader range of shareholders, including
retail investors. However, it requires an important outlay of resources to
place the new shares, with advertising and roadshows that inevitably
draw out the entire process.
Moreover, on the basis of the studies into market practices from the
Finance Department and Lehman Brothers, we see that capital increases
with preemptive subscription rights are generally less efficient, since new
shares need to be issued with hefty discounts against the listed price of
the old shares in order to make the issue attractive to shareholders at the
end of the subscription period and thus guarantee the success of the
capital increase. What makes the discount necessary is that the issue
price must be established at the beginning of this process, before
knowing how the market will react to the offering by testing the demand.
Finally, the lengthy placement period pushes up the probability of
execution risks by increasing BBVA shares’ exposure to market risk.
According to the external financial advisors for this operation, the
consolidated practice on international markets is to exclude the
preemptive subscription rights from such operations, considering the
ABO system to be more efficient for pricing and for lessening the
placement risk.
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2.3.2

Capital increase without preemptive subscription rights and with public
subscription offering
Another alternative that the Bank’s Finance Department and Lehman
Brothers analysed was to make the increase, excluding the preemptive
subscription rights, in a public offering addressed to the market as a
whole.
In their opinion, this possibility has the advantage that the issue price
does not need to be established when the offering is made, but can be
established after a period for testing the demand.
However, they highlight that, even without preemptive subscription
rights, a public offering involving retail investors requires a minimum of
between two and three weeks from its announcement until the issue price
is established. This means that during a prolonged period, the BBVA
share is exposed to market volatility. This could draw out the time during
which the value of the issue remains uncertain.

2.3.3

Capital increase without preemptive subscription rights and with private
placement through an accelerated bookbuilt offering procedure (ABO).
As mentioned above, the alternative considered most suitable to execute
the capital increase and recompose the Bank’s equity structure, in the
opinion of both the Finance Department and Lehman Brothers, is to
increase capital without preemptive subscription rights through a private
placement using the ABO method.
The accelerated bookbuilding procedure consists of private placement
amongst institutional investors coordinated by one or several financial
institutions of recognised prestige acting as bookrunners. These sign a
placement contract with BBVA and, over a limited period, disseminate
and promote the offering in order to get expressions of interest or call
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proposals from potential institutional investors at a certain share price
level that maximises the placement price.
Once this private placement has been made, the bookrunners have built
the books and tested out the demand for BBVA shares, so they can
determine what price the market is willing to pay for the shares. The
bookrunners may subscribe to the capital increase in their own name or
in their own name but to others' accounts, in order to then transfer the
subscribed shares to final institutional investors.
This procedure, according to the Bank’s Finance Department, is
commonly used on international markets and also by Spanish companies.
The Banco Santander carried out an ABO in December 2001 as did the
Banco Popular in March 2005. BBVA already successfully made an
ABO in 2004.
The main advantages of such placement, according to the Bank’s Finance
Department and Lehman Brothers, are as follows:
(i)

It is a very flexible mechanism that substantially increases the
Bank’s capacity to manoeuvre and react to take advantage of the
current market conditions that make it a favourable time for making
a placement of these characteristics.

(ii)

An accelerated bookbuilt offering (ABO) can be done in less than
48 hours. This drastically reduces the strong risks of market
volatility over a prolonged period between announcing and
completing a capital increase issue.

Moreover, the speed of

execution avoids the risk of arbitrage that arises after the offering
has been announced when the price has not yet been established,
since the activities of investors between the announcement and the
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establishment of the price influence how said price is determined,
thus encouraging speculation. The ABO technique prevents this.
Limiting the risk of price volatility with the ABO structure boosts
the efficiency of the operation and makes it possible to issue the
shares at market price. The Bank and its shareholders are the main
beneficiaries of this.
(iii) It facilitates better financial conditions for the issue.
(iv) An ABO, such as the one proposed, articulates the pricing
mechanism by prospecting demand in a short time period amongst
qualified institutional investors who are able to speedily assess the
offering and decide at what price they want to buy in to the shares
and how many. It thus maximises the issue price so that it coincides
with market value.
(v)

ABO costs are below those of a capital increase with preemptive
subscription rights or a public offering to the market as a whole,
since the costs are limited to the placement process, with lower
legal costs and zero advertising and marketing costs.

(vi) This kind of placement provides greater flexibility to address the
offering to stable institutional shareholders with little interest in
speculative short-term returns. It thus limits the pressures that
might push prices down after placement and provides the stock
with greater stability.
Consequently, in view of the reports from the BBVA Finance Department and the
external advisors who have helped BBVA design the operation, the most suitable
structure on the grounds of corporate interest to execute this capital increase is a
private placement using the accelerated bookbuilt offering procedure. This
mechanism is the most favourable to corporate interests and, consequently, to all
9

shareholders as a whole, raising funds at the most favourable price possible,
minimising the financial risks of the operation and taking advantage of the best
conditions in the financial markets as its main feature is speedy execution.
Moreover, this kind of operation is the most suitable in terms of pricing,
structuring and outcome for capital increases of the size being proposed. Its
benefits for the Bank make it worthwhile to suppress the preemptive subscription
right for the sake of the companies best interests.
2.4

Specific terms and conditions for the capital increase

The specific terms for the capital increase that the BBVA board of directors is
adopting on the basis of the aforementioned considerations under the authorisation
referred to in paragraph 2.1 above, are described below: The annex to this report
includes the full text of the resolution to be adopted by the board of directors to
increase capital.
2.4.1

Value
The capital increase will be made for a nominal value of 81,350,304.21
euros, by issuing and putting into circulation 166,021,029 ordinary
shares, each with a nominal value of €0.49, of the same class and series
as the already existing shares, which will be represented in book entries.
This capital increase is the first that the board of directors resolves
against the authorisation conferred by the General Meeting, 28th February
2004. The nominal amount remaining to be drawn down against the limit
authorised by said AGM is €749,408,446.33.

2.4.2

Issue price
The shares will be issued at their nominal value of €0.49 each, plus an
issue premium to be determined in keeping with international financial
practices, using an accelerated bookbuilt offering procedure to
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institutional investors.

This procedure will place a fair value on the

shares, ie, the price that the market is willing to pay for them.
Consequently, this price shall be the benchmark for establishing the issue
price.
The issue price, determined as per the preceding paragraph, may in no
event be below €18.07 per share.

This minimum price has been

established in view of the market price determined by an analysis of the
variations that the BBVA share price may reasonably be expected to
undergo over three trading sessions (the maximum period for concluding
the operation), using the habitual methodology for estimating the value at
risk in financial investments (VaR).
The fairness of the issue price will be confirmed by the obligatory report
from an auditor other than the auditor of the company’s books, who shall
be designated for such purpose by the Company Registry.
2.4.3

Disbursement of the new shares
The new shares will be paid up in cash covering both the nominal price
and the issue premium.

2.4.4

Targets
This capital increase, as described above, will be exclusively addressed
to qualified institutional investors using an accelerated bookbuilt offering
(ABO).

2.4.5

Exclusion of preemptive subscription rights
In accordance with the authority conferred by the AGM, 28th February
2004, on the grounds of corporate interest, and in order to allow the
shares to be placed amongst institutional investors through an accelerated
bookbuilt offering (ABO), the preemptive subscription right of BBVA
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share holders and convertible bond holders is totally suppressed. The
grounds of corporate interest in suppressing this right are explained in
detail in the second part of this report, in compliance with applicable
regulations.
2.4.6

Incomplete subscription
Article 161.1 of the Company Act and the authorisation from the Annual
General Meeting of Shareholders, 28th February 2004, expressly envisage
the possibility of incomplete subscription. Thus, should the current
increase not be fully subscribed, the capital may be increased by the
value of the subscriptions effectively made.

2.4.7

Rights of the new shares
The new shares shall be ordinary shares, the same as those currently in
circulation and with the same rights and obligations. They shall be
represented by book entries to be recorded by Sociedad de Gestión de los
Sistemas de Registro, Compensación y Liquidación de Valores, S.A.
(Iberclear) and its partner companies.
The new shares shall entitle their holders to participate in any corporate
earnings paid out after the date on which they are entered in the books of
Iberclear.

2.4.8

Amendment of bylaws
As a consequence of this increase, article 5º of the BBVA company
bylaws will be redrafted to adapt it to the new share capital value.
Should the capital increase be fully subscribed and paid up, said article
will be worded as follows:
“ Article 5. Share Capital
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The Bank’s share capital is ONE BILLION, SEVEN-HUNDRED AND
FORTY-TWO MILLION, EIGHT-HUNDRED AND SIXTY-SEVEN
THOUSAND, EIGHT-HUNDRED AND FIVE EUROS TWENTYEIGHT

CENTS

(€1,742,867,805.28),

represented

by

THREE

BILLION, FIVE-HUNDRED AND FIFTY-SIX MILLION, EIGHTHUNDRED AND SEVENTY-THREE THOUSAND, SEVENTY-TWO
(3,556,873,072) shares, each of FORTY-NINE (€0.49) EURO-CENTS
nominal value, all of the same class and series, fully subscribed and
paid up.”
2.4.9

Listing
Applications will be made to list the new shares on the securities markets
of Madrid, Barcelona, Bilbao and Valencia, through the linked roundthe-clock electronic trading system (Sistema de Interconexión Bursátil,
Mercado Continuo) and the foreign exchanges on which the BBVA
shares are traded (currently Frankfurt, London, Mexico, Milan and
Zurich and, as ADS –American Depositary Shares- the New York stock
exchange).

3.
3.1

EXCLUSION OF PREEMPTIVE SUBSCRIPTION RIGHTS
Background

As established under article 159.2 of the Companies Act, at the same time as the
BBVA General Meeting, 28th February 2004 authorised the board of directors to
increase share capital in compliance with article 153.1.b) of the Companies Act, it
also conferred authority on the board of directors to exclude preemptive
subscription rights on share issues made under said authorisation. To such effects,
when calling said General Meeting, the BBVA board of directors approved a
report which it made available to shareholders explaining the grounds for the
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proposal to confer authority, in compliance with article 159.2 of the Companies
Act.
In order to exclude the right of preemptive subscription, article 159.2 of the
Companies act requires that (i) the company’s best interest thus requires, and (ii)
the nominal value of the shares to be issued plus, where applicable, the amount of
the issue premium, matches the fair value calculated in a report from an accounts
auditor other than the company’s own auditor, designated by the competent
Company Registry.
Another formal requirement is that whenever a resolution is passed to increase
capital under this authorisation, the directors’ report and an account auditors’
report required under para 1.b of article 159 of the Companies Act must be drawn
up. The directors must write a report detailing the grounds for the proposal and
the issue price of the shares, indicating the persons to whom the shares will be
allocated. (This report corresponds to said requirement). There must also be a
report drawn up, at their own liability, by account auditors other than the firm
auditing the company’s accounts, regarding the fair value of the company’s
shares, the theoretical value of the preemptive subscription rights whose exercise
it is proposed to suppress and the fairness of the arguments contained in the
directors’ report.

3.2

Grounds of corporate interest
As indicated above, the preemptive subscription right may be excluded on the
grounds of corporate interest.
Regarding the capital increase operation described in this report, it should be
noted that the accelerated bookbuilt offering procedure for placing the shares,
which in the light of the reports from the BBVA Finance Department and the
external advisors is considered to be most favourable for the Bank’s interests,
necessarily requires that preemptive subscription rights be excluded.

14

On the basis of the advice received and analyses made, the BBVA board of
directors considers that in the present case, exclusion of preemptive subscription
rights is fully justified on the grounds of corporate interest. As has been
mentioned:
(i)

The Bank must maintain its capital ratio at between 6% and 6.5% in order to
sustain current levels of organic growth, engage in expansion projects and
keep its capital ratios in line with other European banks. To such end, the
best alternative with an immediate impact on the level of shareholders funds
is to make a capital increase such as that being proposed, to a value of
approximately €3 bn..

(ii)

Amongst the different alternatives to place and execute the capital increase
of this nature, the BBVA Finance Department and Lehman Brothers have
considered that the most efficient structure and consequently the most
suitable structure on the grounds of corporate interest, is to execute this
capital increase without preemptive subscription rights and through a private
placement using the accelerated bookbuilt offering procedure. Compared to
the other alternatives that have been discarded, this makes it possible to
achieve:
•

Greater flexibility in order to take advantage of the current market
conditions that enable of placement of these characteristics to be made
on favourable terms.

•

A shorter period for executing the operation, thereby drastically
reducing the strong risks ensuing on market volatility. This makes the
operation more efficient and enables the Bank to establish prices at
market levels and thus obtain better results.
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•

Maximisation of issue prices, with lower discounts than in the case of
capital increases with preemptive subscription rights and even public
subscription offerings.

•

Reduction of issue costs compared to the other alternatives.

•

Greater flexibility for active adjudication of the new shares, so that they
can be distributed optimally amongst institutional investors, thereby
reducing speculative risk.

Consequently, in compliance with the reports from the Finance Department and
Lehman Brothers, the alternative considered most favourable to the Bank’s
corporate interests is a capital increase without preemptive subscription rights
through a private placement using the ABO method. This mechanism achieves the
fundamental goal of raising the equity needed whilst making the placement at the
most favourable price possible for the Bank, minimising the financial risks of the
operation and taking best advantage of the conditions on the international
financial markets.
In this way, the exclusion of the preemptive subscription right is in due proportion
to the purpose being pursued, ie, the exclusion is amply offset and justified by the
benefits to the Bank and its shareholders of being able to carry out the operation
under the terms and conditions herein described.

3.3

Grounds for the issue price; Auditor’s report
Article 159.2 of the Companies Act requires that, apart from being in the
company’s best interest, the nominal value of the shares to be issued plus, where
applicable, the amount of the issue premium, must match the fair value calculated
in a report from an accounts auditor other than the company’s own auditor, under
their own liability, designated by the competent Company Registry.

16

An ABO placement means that, from the time when the increase is announced,
the bookrunners must work intensely to market it amongst qualified institutional
investors who are able to speedily assess the offering and decide at what price and
how many new shares they want to buy . It thus maximises the placement price.
In this way, in an operation of these characteristics, the issue price for the new
shares is the price resulting from the prospecting of demand done during the
bookbuilding process.

The Bank’s external advisors for this operation consider

this procedure, by which the bookrunners solicit call orders from a group of
institutional investors, to be the ideal method to exactly determine the market
price of the new shares. It is a pricing mechanism that is widely accepted,
considered to be reasonable and transparent.
However, the board of directors, in view of the advice received, considers that the
issue price, determined under the criterion established in the previous paragraph,
may in no event be below xxx euros per share. This minimum price has been
established in view of the market price determined by an analysis of the variations
that the BBVA share price may reasonably be expected to undergo under normal
conditions, based on past data, over three trading sessions (the maximum period
for concluding the operation), using the habitual methodology for estimating the
value at risk in financial investments (VaR).
In consequence of all the above, the BBVA board of directors considers that the
price resulting from the accelerated bookbuilt offering procedure corresponds with
the fair value of the Bank’s shares, as the effective market price at the time (ie, the
price that the market is willing to pay for the shares at that moment).
However, in compliance with article 159 of the Companies Act, the above must
be corroborated by auditor other than the auditor of the company’s books, who
shall be designated for such purpose by the Company Registry. Said auditor must
issue a report on the fair value of the company’s shares, the theoretical value of
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the preemptive subscription rights whose exercise it is proposed to suppress, and
the fairness of the arguments presented herein.
Both this report and the auditors’ report shall be placed at the disposition of
shareholders and communicated to the first General Meeting held after the
resolution to make the increase.

3.4

Allocation of new shares
The capital issue, as explained above, shall be addressed exclusively to qualified
Spanish and non-Spanish institutional investors.
The specific determination of which institutional investors will be allocated the
new shares shall be done through book building, with the help of one or several
financial institutions of recognised prestige that will act as bookrunners for the
issue.
*

*

18

*

