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The English language version of this report is a free translation from the original, which was prepared in Spanish. All 
possible care has been taken, to ensure that the translation is an accurate presentation of the original. However, in all 
matters of interpretation, views or opinion expressed in the original language version of the document in Spanish take 

precedence over the translation. 
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Glossary 

ACRONYM DESCRIPTION 

RWAs (Risk-Weighted Assets) 
Risk Exposure of the entity weighted by a percentage obtained 
by the applicable regulation (Standard Method) or internal 
models 

AT1 (Additional Tier 1) 
Additional Tier 1 capital consists of hybrid instruments, basically 
CoCos and preferred securities  

Basel III 
Set of proposals for reforming banking regulation, published 
starting December 16, 2010 and to be implemented in a phased 
approach  

BCBS (Basel Committee on Banking 
Supervision) 

An international forum for cooperation in banking supervision, 
whose mission is to enhance the quality of banking supervision 
at global level  

BIS (Bank for International Settlements) 
An independent international organization that promotes 
international financial and monetary cooperation and acts as a 
bank for central banks.  

CCF (Credit Conversion Factor) 

The ratio between the actual amount available for a commitment 
that could be used, and therefore, would be outstanding at the 
time of default, and the actual amount available for the 
commitment.  

CET 1 (Common Equity Tier 1) The entity's highest-quality capital (refer to section 2.1)  

CRM (Credit Risk Mitigation) 
A technique used to reduce the credit risk associated with one or 
more of the entity's current exposures  

CRR / CRD IV 
Solvency Regulation on prudential requirements of credit 
institutions and investment firms (Regulation EU 575/2013)  

CVA (Credit Valuation Adjustment) Value adjustments for counterparty credit risk  

D-SIB (Domestic Systemically Important Bank) Other systemically important institutions (O-SIIs)  

EAD (Exposure at default) Maximum loss at the counterparty's time of default  

EBA (European Banking Authority) 
Independent institution responsible for promoting the stability of 
the financial system, the transparency of markets and financial 
products, and protecting depositors and investors.  

OE (Original Exposure) 

The gross amount the entity may lose if the counterparty does 
not comply with its contractual payment obligations, not taking 
into account the effect of guarantees or improvements in credit 
or mitigate credit risk mitigation operations.  

FSB (Financial Stability Board) 
An international body that aims to increase the efficiency and 
stability of the international financial sector, supervising it and 
making recommendations. 

G-SIBs (Global Systemically Important Banks) 

Financial institutions that due to their large size, importance in 
the market and connection to each other, could trigger a serious 
crisis in the international financial system if they face economic 
problems.  

IAA (Internal Assessment Approach) 
Method of internal assessment used for the calculation of 
securitisation exposures in the investment portfolio  

IFRS 9 International Financial Reporting Standards 9 

IMA (Internal Model Approach) 
Approach that uses internal models to calculate the exposure 
originated by market risk  

IMM (Internal Model Method) 
Internal model method used to calculate exposure originated by 
counterparty risk  

IRB (Internal Rating-Based Approach) 
Internal model method used to calculate exposure originated by 
credit risk. This method may be broken down into two types: 
FIRB (Foundation IRB) and AIRB (Advanced IRB)  

IRC (Incremental Risk Capital) 
Charge applied to the exposure by market risk calculated using 
the internal method that quantifies the risk not captured by the 
VaR model, specifically in migration and default events  

LCR (Liquidity Coverage Ratio) 
The objective is to ensure the resistance of the entities before a 
liquidity stress scenario within a period of 30 days. 

LGD (Loss Given Default) Loss in the event of default  
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ACRONYM DESCRIPTION 

LR (Leverage Ratio) 
Measurement that indicates the level of debt related to the 
assets of an entity. It is calculated as Tier1 divided by total 
exposure.  

MREL (Minimum Required Eligible Liabilities) Minimum requirement for own funds and eligible liabilities  

PD (Probability of Default) 
Probability that a counterparty will default during a one-year 
period  

EL (Expected Loss) 

Ratio between the amount that is expected to be lost in an 
exposure, due to potential default by a counterparty or dilution 
over a one-year period, and the amount outstanding at the time 
of default  

Credit Risk 

This is a risk arising from the possibility that one party to a 
financial instrument contract will fail to meet its contractual 
obligations for reasons of insolvency or inability to pay, and 
cause a financial loss for the other party  

Counterparty Credit Risk 

The credit risk corresponding to derivative instruments, 
repurchase and resale transactions, securities or commodities 
lending or borrowing transactions and deferred settlement 
transactions.  

Market Risk 

This is a risk due to the possibility that there may be losses in the 
value of positions held due to movements in the market 
variables that affect the valuation of financial products and 
assets in trading activity.  

Liquidity Risk 

The risk of an entity finding it difficult to meet its payment 
commitments fully and in due time; or when to meet them it has 
to resort to finance under burdensome terms which may harm 
the bank's image or reputation  

Structural Risk 

This risk is subdivided into structural interest-rate risk 
(movements in interest rates that cause alterations in an entity's 
net interest income and book value); and structural exchange-
rate risk (exposure to variations in exchange rates originating in 
BBVA Group's foreign companies and in the provision of funds to 
foreign branches financed in a different currency to that of the 
investment).  

Operational Risk (OR) 

The risk of losses caused by human errors, inadequate or faulty 
internal processes, system failures or external events, including 
external fraud, natural disasters, and faulty service provided by 
third parties. BBVA includes legal risk in this definition, but 
excludes strategic and/or business risk and reputational risk.  

RW (Risk Weight) Level of risk applied to exposures (%) 

SFTs Securities financing transactions  

SREP Supervisory Review and Evaluation Process 

TIER I (First-Level Capital) 
Capital made up of instruments that can absorb losses when the 
entity is in operation. It is composed of CET1 and AT1  

TIER II (Second-Level Capital) 
Additional capital formed by instruments, subordinated debt, 
revaluation reserves and hybrid instruments, which will absorb 
losses when the entity is not a going concern.  

TLAC (Total Loss Absorbing Capacity) 

Total loss absorption capacity: A regulatory framework approved 
by the FSB with the aim of guaranteeing that G-SIBs hold a 
minimum level of instruments and liabilities to ensure that the 
essential functions of the entity may be may maintained in the 
resolution procedures and immediately afterward, without 
endangering taxpayers' funds or financial stability.  

VaR (Value at Risk) 

The measurement model that forecasts the maximum loss that 
can be incurred by the entity's trading portfolios stemming from 
market price fluctuations in a specific time horizon and at a 
specific level of confidence. 

 

 

 



 

9 
 

  



 

10 
 

1.Introduction 
 

1.1. Executive Summary 
1.2. Regulatory Environment  

 

1.1. Executive Summary 

BBVA Group locate his CET 1 fully-loaded ratio in a 10.8% by the end of June 2018 and achieving 
a leverage ratio of 6.3% (fully-loaded) that keeps comparing in a positive way with the rest of its 
Peer Group. 

1.2. Regulatory Environment 

Legal Context 

As a Spanish credit institution, BBVA is subject to Directive 2013/36/EU of the European 
Parliament and of the Council dated June 26 2013, and its transposition to the national law, on 
access to the activity of credit institutions and investment firms (“Directive CRD IV”) amending 
Directive 2002/87/EC and repealing Directives 2006/48/EC and 2006/49/EC by means of which 
the EU began, as of January 1 2014, to implement the capital reforms agreed within the 
framework of Basel III, thus establishing a period of gradual implementation for certain 
requirements until January 1 2019. 

The major regulation governing the solvency of credit institutions is Regulation (EU) No 
575/2013 of the European Parliament and of the Council dated June 26 2013 on prudential 
requirements for credit institutions and investment firms amending Regulation (EU) No 
648/2012 (“CRR” and, jointly with Directive CRD IV and any other CRD IV implementation 
measure, “CRD IV”), which is complemented by several binding Regulatory Technical Standards 
that apply directly to EU member states, there being no need to implement national measures. 

Directive CRD IV was transposed to Spanish national law by means of Royal Decree-Law 14/2013 
dated November 29 (“RD-L 14/2013”), Law 10/2014 dated June 26, Royal Decree 84/2015 
dated February 13 (“RD 84/2015”), Bank of Spain Circular 2/2014 dated January 31 and Circular 
2/2016 dated February 2 (“Bank of Spain Circular 2/2016”). 

Regulatory changes 

Reform of BIS III: In order to strike a balance between risk sensitivity, simplicity and 
comparability, the Basel Committee has reformed the Basel III framework. The main 
amendments are focused on internal models, the standard credit risk method, the market risk 
framework, operational risk and capital floors in the advanced measurement approach based on 
the standardised approach. The reform has been approved by the Basel Committee meeting on 
December 8, 2017, with an implementation date of January 1, 2022. In the case of capital 
floors, its introduction is gradual over a period of 5 years, from a floor of 50% on January 1, 
2022 to 72.5% on January 1, 2027. The Committee has also introduced an additional leverage 
ratio for global systemically important banks (G-SIBs). 

Reforms and disposals of EC: In Europe, on November 23, 2016 the European Commission 
published a new reform package amending both the prudential banking regime (CRR IV) and the 
resolution regime (Bank Recovery and Resolution Directive, BRRD). This revision includes the 
implementation of international standards into European legislation (regulation later than 2010 
adopted by the Basel Committee and the total loss absorbing capacity (TLAC), the final design 
of the Minimum Requirement for own funds and Eligible Liabilities (MREL) along with a package 
of technical improvements. At the same time, a proposal has also been put forward to harmonise 
the hierarchy of senior debt creditors within the European Union. Publication of this proposal is 
only the first step in the European legislative process. As of today discussions continue within 
the European Council and Parliament with the aim of reaching an agreement on the texts that 
will be the subject of negotiation between the European Commission, the European Council and 
the European Parliament. However, on December 27, 2017 the Official Journal of the European 
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Union (OJEU) published the agreement reached by the fast-track procedure relating to the 
following three aspects of the reform:  

 A transitional period of 5 years (2018-2022) during which the banks will be allowed to 
mitigate partially the negative impact of the increased provisions under the new IFRS 9 
accounting standard on their CET1 capital.  

 An additional period of three years (2018-2020) during which exposure with respect to 
central governments or central banks of the Member States denominated and financed 
in a currency of another Member State remains exempt from calculation at the limit on 
large risks.  

 Creation of a new category of subordinated senior debt in the hierarchy of bank creditors 
that will be eligible for the purposes of TLAC. 

Reform of securitisation framework: Regarding securitisations, the European Commission 
published a proposal in 2015 designed to facilitate the development of a securitisation market 
in Europe. The package consisted of two draft Regulations:  

 Securitisation Regulation: Combines the rules applicable to all the securitisations 
including high-quality securitisation (simple, transparent and standardised (STS) 
securitisation), which is now dispersed across several legal provisions. This rationalises 
and simplifies the existing rules and establishes a general system for defining STS 
securitisation. 

 Text modifying the CRR with regard to the capital requirements for securitisation 
positions. Gives a more risk-sensitive treatment to STS securitisations.  

These two regulations were published in the OJEU on December 28, 2017, and are applicable 
starting January 1, 2019 for securitisations that have been issued after this date. For 
securitisations realised before January 2019, entities will apply the actual system since 
December 31, 2019. 

Management and framework of NPL: On July 2017, the European Council published a series of 
actions to target Non Performing Loans (NPL) in Europe.  In this regard, the European Central 
Bank (ECB) has established supervisory expectations for prudential provisions for NPL. The 
application date is before SREP (Supervisory Review and Examination Process) exercise of 2021. 
At the same time, the EC is working on a regulatory proposal to modify the CRR regulation in 
terms of minimum coverage of non-performing loans. As regard transparency, the European 
Banking Authority (EBA) has published guidelines about the disclosure of NPL information that 
are expected to be applicable on December 31 2019. 

Changes on Pilar III disclosure framework: At the same time, the Basel Pillar III framework is 
being revised by the Basel Committee on Banking Supervision (BCBS), which has divided the 
process into three phases.  

The disclosure requirements derived from the first phase of the review were published in January 
2015, replacing the disclosure requirements published in 2014 (modified in July 2009).  

Subsequently in a second phase, the BCBS reviewed the disclosure requirements included in all 
the Basel rules currently in force and consolidated in the Pillar III framework in the document 
“Pillar 3 Disclosure Requirements - Consolidated and Enhanced Framework,” which was 
published in March 2017. This consolidated and enhanced framework includes the following 
elements:  

 Consolidation of all the BCBS disclosure requirements current in Pillar 3.  

 Two improvements in the Pillar 3 framework: a dashboard with the key prudential 
metrics for a bank and a new disclosure requirement for prudent valuation adjustments.  

 Reviews and additions to the Pillar 3 rule derived from the reform underway of the 
regulatory policy framework: disclosure requirements relating to the system of total loss 
absorption capacity (TLAC) for G-SIB and revised market risk disclosure requirements. 
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In February 2018, the BCBS has published a consultation on the third phase of the revision of 
the Pillar III framework, which includes, among others, new information disclosure requirements 
derived from the conclusion of the Basel III reforms.  

This consultation ends on May 25, 2018. The disclosure requirements for the first phase of the 
review of Pillar 3 entered into force in December 2016, while the disclosure requirements for 
the second phase have different implementation dates, with the first phase coinciding with the 
close of 2017.  

In order for all European institutions to implement the Basel review in such a way as to meet 
CRR Part Eight requirements on this matter, in December 2016 the European Banking Authority 
(EBA) published its final guidelines on regulatory disclosure (“Guidelines on Revised Pillar 3 
Disclosures Requirements”). The implementation date for these guidelines is the close of the 
financial year 2017. However, it was recommended that global systemically important banks (G-
SIB) should undertake a partial implementation at the close of the financial year 2016.  

Additional disposals of IFRS9: Regarding the new IFRS9 accounting standards that came into 
force in January 2018, and in accordance with the standards listed in the Regulation (EU) 
2017/2395 (which details article 473a of Regulation (EU) No. 575/2013), BBVA has decided to 
apply the transitional arrangements which allow the mitigation of the impact that the 
introduction of IFRS9 may have on the equity. During this transitional period, information will 
be reported with and without the impact of transitional arrangements for IFRS9 or analogous 
ECLs. On this regard, EBA has published guidelines specifying the uniform format to be used for 
the disclosure of the information required during the transitional period (EBA/GL/2018/01). The 
Executive Committee of Bank of Spain adopted these guidelines in February 2018.  

In this report, the phased-in capital ratios in June 2018 are taking into account the transitional 
arrangement for IFRS9, while fully loaded capital ratios incorporate the full impact of this new 
accounting regulation. 

Regulatory Capital Requirements 

The new regulations require institutions to have a higher and better quality capital level, increase 
capital deductions and review the requirements associated with certain assets. Unlike the 
previous framework, the minimum capital requirements are complemented with requirements 
for capital buffers and others relating to liquidity and leverage. Own funds under CRD IV mainly 
comprise of the elements described in section 3.1 of this document. 

The main features of the elements making up the capital requirements and risk-weighted assets 
are detailed in greater depth in section 4.2 herein. 

In this regard, article 92 of CRR establishes that credit institutions must maintain at all times, at 
both individual and consolidated level, a total capital ratio of 8% of their risk-weighted assets 
(commonly referred to as the Pillar 1 requirement). At least 6% of the total capital ratio must 
comprise Tier 1 capital, of which 4.5% must in any case comprise Common Equity Tier 1 (CET1), 
and the remaining 2% may be completed with Tier 2 capital instruments.  

Notwithstanding the application of the Pillar 1 requirement, CRD IV contemplates the possibility 
that competent authorities may require that credit institutions maintain more shareholders' 
equity than the requirements set out in the Pillar 1 requirements to cover risks other than those 
already covered by the Pillar 1 requirement (this power of the competent authority is commonly 
known as Pillar 2). 

Furthermore, in accordance with CRD IV, credit institutions must comply with the “combined 
requirement of capital buffers” as of 2016. The “combined requirement of capital buffers” has 
incorporated five new capital buffers: (i) the capital conservation buffer, (ii) the buffer for global 
systemically important banks (the “G-SIB buffer”), (iii) the countercyclical capital buffer peculiar 
to each bank, (iv) the buffer for other systemically important financial institutions (the “D-SIB 
buffer”) and (v) the buffer against systemic risks. The “combined requirement of capital buffers” 
must be met with Common Equity Tier 1 capital (CET1) in addition to that which is provided to 
meet the minimum capital required by “Pillar 1” and “Pillar 2”. 

Both the capital conservation buffer as well as the EISM buffer (where appropriate) will apply to 
credit institutions subsequently, as it establishes a percentage over 0%. 
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The buffer for global systemically important banks applies to those institutions on the list of 
global systemically important banks (G-SIBs), which is updated annually by the Financial Stability 
Board (FSB). Given that BBVA was excluded from the list of global systemically important 
financial institutions in 2017, as of January 1, 2018, the G-SIB buffer did not apply to BBVA in 
2017 (notwithstanding the possibility that the FSB or the supervisor may in the future include 
BBVA on that list). BBVA does not appear on the list in 2018, as of January 1, 2019, because of 
that the buffer will not apply to BBVA in 2019. 

The Bank of Spain has extensive discretionary powers as regards the countercyclical capital 
buffer peculiar to each bank, the buffer for other systemically important financial institutions 
(which are those institutions considered to be systemically important local financial institutions 
D-SIB) and the buffer against systemic risks (to prevent or avoid systemic or macro prudential 
risks). The European Central Bank (ECB) can issue recommendations in this respect pursuant to 
the entry into force on November 4, 2014, of the Single Supervisory Mechanism (SSM).  

In December 2015, the Bank of Spain agreed to set the countercyclical capital buffer that applies 
to credit exposures in Spain at 0% as of January 1, 2016. These percentages will be reviewed 
quarterly, as the Bank of Spain has decided in March 2018 to keep the countercyclical capital 
buffer at 0% for the third quarter of 2018. 

As a result of the most recent SREP carried out by the European Central Bank (ECB), we have 
been informed by the ECB that, effective from January 1, 2018, we are required to maintain (i) 
a CET1 phased-in capital ratio of 8.438% (on a consolidated basis) and 7.875% (on an individual 
basis); and (ii) a phased-in total capital ratio of 11.938% (on a consolidated basis) and 11.375% 
(on an individual basis).  

This phased-in total capital ratio of 11.938% on a consolidated basis includes (i) the minimum 
CET1 capital ratio required under “Pillar 1” (4.5%); (ii) the “Pillar 1” Additional Tier 1 capital 
requirement (1.5%); (iii) the “Pillar 1” Tier 2 capital requirement (2%); (iv) the additional CET1 
capital requirement under “Pillar 2” (1.5%); (v) the capital conservation buffer (1.875% CET1); 
and (vi) the D-SIB buffer (0.563% CET1). 

Chart 1. Capital Requirements 

  

As of June 30, 2018, BBVA maintains at a consolidated level a fully loaded CET 1 and total ratio 
of 10.8% and 15.1%, respectively, (in phased-in terms, CET1 and total ratio of 11.1% and 15.4%, 
respectively), strengthening the Group’s capital position. 

The following chart presents the distribution by geographic areas of the credit exposure for 
calculation of the countercyclical capital buffer: 
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Table 1. Geographical breakdown of relevant credit exposures for the calculation of the countercyclical capital buffer  
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Leverage Ratio 

In order to provide the financial system with a metric that serves as a backstop to capital levels, 
irrespective of the credit risk, a measure complementing all the other capital indicators has been 
incorporated into Basel III and transposed to the solvency regulations. This measure, the 
leverage ratio, can be used to estimate the percentage of the assets financed with Tier 1 capital.  

Although the carrying amount of the assets used in this ratio is adjusted to reflect the bank’s 
current or potential leverage with a given balance sheet position, the leverage ratio is intended 
to be an objective measure that may be reconciled with the financial statements.  

As of June 30, 2018, BBVA Group had a Leverage Ratio of 6.3% (fully loaded), above the target 
set at 3%, and continuing to compare very favorably with the rest of its Peer Group. 
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2. Company name and differences in the 
consolidated group for the purposes of the 
solvency regulations and the accounting 
criteria 

 

2.1. Corporate name and scope of application 
2.2. Differences in the consolidable group for the purposes of the solvency 
regulations and accounting criteria 
2.3. Reconciliation of the Public Balance Sheet from the accounting 
perimeter to the regulatory perimeter 

 

2.1. Corporate name and scope of application 

Banco Bilbao Vizcaya Argentaria, S.A. (hereinafter “the Bank” or “BBVA") is a private-law entity 
subject to the laws and regulations governing banking entities operating in Spain. It carries out 
its activity through branches and agencies across the country and abroad.  

The Bylaws and other public information are available for consultation at its registered address 
(Plaza San Nicolás, 4, Bilbao) and on its corporate website (www.bbva.com). 

The Solvency Regulations are applicable at the consolidated level for the whole Group. 

 

2.2. Differences in the consolidable group for the purposes of the solvency 
regulations and accounting criteria 

Based on accounting criteria, companies are considered to be part of a consolidated group when 
the controlling institution holds or can hold, directly or indirectly, control of them. An institution 
is understood to control another entity when it is exposed, or is entitled to variable returns 
because of its involvement in the investee and has t3he capacity to influence those returns 
through the power it exercises on the investee. For such control to exist, the following aspects 
must be fulfilled: 

a) Power: an investor has power over an investee when it has current rights that provide 
it with the capacity to direct its relevant activities, i.e. those that significantly affect the 
returns of the investee. 

b) Returns: an investor is exposed, or is entitled to variable returns because of its 
involvement in the investee when the returns obtained by the investor for such 
involvement may vary based on the economic performance of the investee. Investor 
returns may be positive only, negative only or both positive and negative. 

c) Relationship between power and returns: An investor has control over an investee if the 
investor not only has power over the investee and is exposed, or is entitled to variable 
returns for its involvement in the investee, but also has the capacity to use its power to 
influence the returns it obtains due to its involvement in the investee. 

Therefore, in drawing up the Group’s Intermediate Consolidated Financial Statements, all 
dependent companies and consolidated structured entities have been consolidated by applying 
the full consolidation method. 

Associates as well as joint ventures (those over which joint control arrangements are in place), 
are valued using the equity method. 
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For purposes of the solvency regulation, the consolidated group comprises the following 
subsidiaries: 

• Credit institutions. 

• Investment services companies. 

• Open-end funds. 

• Companies managing mutual funds, together with companies managing pension funds, 
whose sole purpose is the administration and management of the aforementioned funds. 

• Companies managing mortgage securitisation funds and asset securitisation funds. 

• Venture capital companies and venture capital funds managers. 

• Institutions whose main activity is holding shares or investments, unless they are mixed-
portfolio financial corporations supervised at the financial conglomerate level. 

Likewise, the special-purpose entities whose main activity implies an extension of the business 
of any of the institutions included in the consolidation, or includes the rendering of back-office 
services to these, will also be part of the consolidated group. 

However, insurance entities and some service firms are not part of consolidated groups of credit 
institutions. 

Therefore, for the purposes of solvency requirements, and hence the drawing up of this 
Prudential Relevant Report, the scope of consolidated entities is different from the scope defined 
for the purposes of drawing up the Group’s Consolidated Financial Statements. The effect of the 
difference between the two regulations is basically due to: 

• The difference between the balance contributed by entities (largely insurance, real-
estate and non-financial companies) that are consolidated in the Group’s Annual 
Consolidated Financial Statements by the full consolidation method and consolidated for 
the purposes of solvency by applying the equity method. The details of these companies 
are available in Annexes of the file Pillar III June 2018 Annexes, available in the section 
for Shareholders and Investors/Financial Information on the Group’s website; the balance 
is mainly composed of the companies BBVA Seguros, Seguros BBVA Bancomer and 
Pensiones BBVA Bancomer. 

• The entry of the balance from institutions (mainly financial) that are not consolidated at 
the accounting level but for purposes of solvency (by the proportional consolidation 
method), mainly Altura Markets. The details of these companies are available in the file 
Pillar III June 2018 Annexes, available on the Group’s website. 

 

2.3. Reconciliation of the Public Balance Sheet from the accounting perimeter 
to the regulatory perimeter 

This section includes an exercise in transparency aimed at offering a clear view of the process 
of reconciliation between the account balances reported in the Public Balance Sheet (attached 
to the Group's Annual Consolidated Financial Statements) and the account balances as per this 
report (regulatory scope), revealing the main differences between both scopes. 
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Table 2. Reconciliation of the Public Balance Sheet from the accounting perimeter 
to the regulatory perimeter  
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3. Information of eligible capital resources and 
transitional arrangements for IFRS9 

 

3.1. Characteristics of the eligible capital resources 
3.2. Amount of capital 
3.3. Transitional arrangements for IFRS9 

 

3.1. Characteristics of eligible capital resources 

The following are considered for the purpose of calculating the minimum capital requirements 
under the solvency regulations: the elements and instruments corresponding to Tier 1 capital, 
which is defined as the sum of Common Equity Tier 1 capital (CET1) and additional Tier 1 capital 
(AT1), as defined in Part Two, Title I, Chapters I to III of the CRR, as well as their corresponding 
deductions, in accordance with articles 36 and 56, respectively.  

Also considered are the elements of Tier 2 capital defined in Part Two of Chapter IV, section I of 
the CRR. The deductions defined as such in section II of the same Chapter are also considered.  

In line with the stipulations of the solvency regulation, the level of Common Equity Tier 1 capital 
essentially comprises the following elements: 

a) Capital and share premium: this includes the elements described in article 26, section 
1, articles 27, 28 and 29 of the CRR and the EBA list referred to in article 26 section 3 
of the CRR. 

b) Retained earnings: in accordance with article 26.1 (c), the gains that may use 
immediately and with no restriction to hedge any risks and losses are included (mainly 
reserves, including the reserves of the consolidated companies). 

c) Other accumulated earnings (and other reserves): Under this heading will be classified 
mainly the reserves of consolidated companies, and (including the associated exchange-
rate differences) the valuation adjustments associated with the available-for-sale 
portfolio.  

d) Minority interests: includes the sum of the ordinary Level 1 capital instruments of a 
subsidiary that arise in the process of its global consolidation and are attributable to 
natural or legal third persons.  

e) Temporary benefits: included is the net income referring to the perimeter of credit 
institutions, deducting the amount corresponding to interim and final dividend 
payments, as set out in article 26, section 2 of the CRR. Also included is the balance of 
the equity account listing remuneration from equity instruments.  

Capital is moreover adjusted mainly through the following deductions: 

f) Additional value adjustments: The adjustments originated by the prudent valuation of 
the positions at fair value are included, as set out in article 105 of the CRR. 

g) Intangible assets: these are included net of the corresponding tax liabilities, as set out 
in article 36, section 1, letter b) and article 37 of the CRR. It mainly includes goodwill, 
software and other intangible assets.  

h) Deferred tax assets: These are understood to be assets for deferred taxes that depend 
on future returns, excluding those deriving from temporary differences (net of the 
corresponding tax liabilities when the conditions established in article 38.3 of the CRR 
are met), as per article 36.1 c) and article 38 of the CRR, mainly loss carryforwards 
(LCFs).  
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i) Fair value reserves related to gains or losses on cash flow hedges: Includes value 
adjustments of cash flow hedging of financial instruments not valued at fair value, 
including expected cash flows in accordance with article 33 a) of the CRR.  

j) Expected losses in equity: The losses arising from the calculation of risk-weighted 
exposures through the method based on internal ratings are included, as set out in 
article 36.1 b) of the CRR.  

k) Profit or losses on liabilities measured at fair value: These are derived from the entity’s 
credit risk itself, in accordance with article 33 b) of the CRR.  

l) Direct and indirect holdings of own instruments (treasury stock): includes the shares and 
other securities booked as own funds that are held by any of the Group’s consolidated 
entities, together with those held by non-consolidated entities belonging to the 
economic Group, as set out in article 33. 1 f) and article 42 of the CRR. It mainly includes 
finance for own shares, synthetic treasury stock and own securities.  

m) Securitisation: securitisations that receive a risk weighting of 1.250% are included, as 
set out in article 36.1 k) ii) of the CRR.  

n) Transitional Common Equity Tier 1 capital: Considered as such are unrealised fair value 
gains and losses, in accordance with articles 467 and 468 of the CRR, as well as all the 
fair value gains and losses arising from the institution’s own credit risk related to 
derivative liabilities (DVA) under article 33 c).  

o) Admissible CET1 deductions: this includes the deductions that exceed the additional Tier 
1 capital, as described in article 36.1 b) of the CRR. 

The application of some of the above deductions (mainly intangible assets and LCFs) shall be 
carried out gradually over a transition period of 5 years starting in 2014 (phased in), as set out 
in the current regulation.  

Other deductions that may be applicable are significant stakes in financial institutions and assets 
for deferred taxes arising from temporary differences that exceed the 10% limit of the CET1, 
and the deduction for exceeding the overall 17.65% limit of the CET1 according to article 48.2 
of the CRR.  

In addition, the Group includes as total eligible capital the additional Tier 1 capital instruments 
defined in article 51, 85 and 484 of the CRR, including the corresponding adjustments, in 
accordance with article 472 of the CRR:  

p) Equity instruments and issue premiums classified as liabilities: This heading includes the 
perpetual contingent convertible securities that meet the conditions set out in article 51 
and 52.1 of the CRR.  

q) Items referred to in article 484 (4) of the CRR: This section includes the preferred 
securities issued by the Group.  

r) Qualifying Tier 1 capital included in the consolidated additional capital issued by affiliates 
and held by third parties: Included as additional consolidated Tier 1 capital is the amount 
of Tier 1 capital from the subsidiaries, calculated in accordance with article 85 of the 
CRR and applying the phased-in percentages corresponding transitional period 
established by article 480 of the CRR.  

s) Temporary adjustments of additional Tier 1 capital: This includes the adjustments 
considered in article 472 of the CRR as measures established for gradual adoption of 
the new capital ratios.  

Finally, the entity also includes Tier 2 as eligible capital. Combined with what is indicated in 
Article 87 of the CRR, it is made up of the following elements: 

t) Equity instruments and Tier 2 share premiums: Understood as the funding that, for 
credit seniority purposes, comes behind all the common creditors. The issues, 
moreover, have to fulfill a number of conditions, which are laid out in article 63 of the 
CRR.  
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u) Amounts of the eligible elements, under article 484: Tier 2 capital includes the 
subordinated debt received by the Group that does not meet the conditions set out in 
article 63 of the CRR, but is acceptable in the transitional regulatory capital under article 
484 of the CRR.  

v) Admissible shareholders funds instruments included in consolidated Tier 2 issued by 
subsidiaries and held by third parties: these instruments are included under articles 87 
and 88 of the CRR, by applying the phased-in percentages corresponding to the 
transitional period established by article 480 of the CRR.  

w) Credit risk adjustments: A calculation is made of the surplus resulting between the 
allowances for impairment losses on assets and provisions for risks related to exposures 
calculated as per the IRB Approach on the losses they are expected to incur, for the part 
that is below 0.6% of the risk-weighted exposures calculated according to this method. 

The Annex available on the Group’s website presents the Group's issues of perpetual contingent 
convertible securities and issues of preference shares, which as explained above, are part of 
additional Tier 1 capital. 

This Annex also details the Group's issues of subordinated debt as of June 30, 2018, calculated 
as Tier 2 capital. 

3.2. Amount of capital 

The table below shows the amount of total eligible capital, net of deductions, for the different 
items making un the capital base as of June 30, 2018 and 31, December, 2017, in accordance 
with the disclosure requirements for information relating to temporary capital set by 
Implementing Regulation (EU) No. 1423/2013 of the Commission dated December, 20, 2013: 
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Table 3. Amount of capital 

 

As of June 30, 2018, the phased-in Common Equity Tier 1 (CET1) stood at 11.1%, phased-in 
Tier 1 at 12.8% and phased-in Tier 2 at 2.6%. These capital ratios are above the requirements 
established by the ECB in its SREP letter and the systemic buffers applicable in 2018 for BBVA 
Group 8.438% for the phased-in CET1 ratio and 11.938% for the total capital ratio). 

In terms of phased-in CET1, it shows a decrease of 59 basis points compared to December 2017, 
which was mainly attributable to the phase-in calendar concerning minority interests and 
deductions, which increased to 100% in 2018 from 80% in 2017; and the negative market 
situation during the second quarter of 2018. These effects were partially offset by the organic 
generation of capital because of the increased profit, net of dividends paid and remunerations. 
This phased-in CET1 ratio also includes the impact of the initial implementation of IFRS9. In this 
context, the European Commission and Parliament have established temporary arrangements 
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that are voluntary for the institutions, adapting the impact of IFRS9 on capital ratios. BBVA has 
informed the supervisory board its adherence to these arrangements. 

Regarding the issuance of capital, at the Tier 1 level the Group computed its US$ 1 billion AT1 
capital issuance carried out in November 2017. However, the AT1 US$1.5 billion issuance of 
May 2013 was early cancelled, as announced to the market. At the Tier 2 level, BBVA S.A. closed 
a private placement of US$300m at 5.25% with a 15-year maturity, while BBVA Bancomer issued 
US$1 billion, which has been approved in the second quarter, as well as the one issued by 
Garanti in May 2017 for US$750m. Moreover, the Group completed two public issuances of 
senior non-preferred debt, for a total of €2.5 billion, which will be used to meet MREL (minimum 
required eligible liabilities) requirements. 

Considering BBVA’s Multiple Point of Entry (MPE) resolution strategy, the Single Resolution Board 
(SRB) determined that BBVA must meet starting on January, 2020 a MREL requirement to 15.1% 
of the total liabilities and own funds of its European resolution group (BBVA S.A. and its 
subsidiaries, which belong to the same European resolution group), with figures as of December 
31, 2016 (28% expressed in RWA terms). According to our estimates, the current own funds 
and eligible liabilities structure of the resolution group is in line with this MREL requirement. 

Chart 2. Fully-loaded CET1 ratio over the semester 

 

(1) Other effects mainly include market related impacts (mark to market of the AFS portfolios and FX impact), as 
well as the balance of eligible minority interests and regulatory deductions 

Annex available on the Group’s website shows the main features of the capital instruments with 
the aim of reflecting, with the level of detail required by regulations, the characteristics of an 
entity's capital instruments, in accordance with Implementing Regulation (EU) No. 1423/2013 
of the Commission dated December 20, 2013. 

 

 

3.3. Transitional arrangements for IFRS9 

Following EBA guidelines (EBA/GL/2018/01), the table below shows a summary of the own 
resources, main capital ratio, leverage ratio in application of IFRS9 transitional arrangement and 
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leverage ratio without IFRS9 transitional arrangement, as of June, 30, 2018 and 31, March, 
2018: 

Table 4. IFRS9-FL: Comparison of institutions’ own funds and capital and leverage 
ratios with and without the application of transitional arrangements for IFRS 9 or 
analogous Expected Credit Losses (ECL) 
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4. Information on Capital Requirements 
 

4.1. Bank risk profile 
4.2. Breakdown of minimum capital requirements by risk type 

 

4.1. Bank risk profile 

Chart 3. Distribution of RWAs by risk type eligible in Pillar I 

The greater weight of credit risk is explained by the composition of the BBVA Group’s portfolio, 
mainly composed of credit investments. 

 

(*) Credit risk includes risk by CVA adjustment 

 

(*) Credit risk includes risk by CVA adjustment 
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4.2. Breakdown of minimum capital requirements by risk type 

In accordance with article 92 of the CRR, the entities must comply at all times with the following 
capital requirements: 

a) Common Equity Tier 1 ratio of 4.5%, obtained as the Common Equity Tier 1 capital 
expressed as a percentage on the total amount of risk-weighted assets. 

b) Tier 1 capital ratio of 6%, obtained as the Tier 1 capital expressed as a percentage on 
the total amount of risk-weighted assets. 

c) Total capital ratio of 8%, obtained as the capital expressed as a percentage on the total 
amount of risk-weighted assets. 

Regardless of article 92 of the CRR, after the Supervisory Review and Evaluation Process (SREP), 
in 2018 the minimum Common Equity Tier 1 ratio level should be 8.438%. As of June 30, 2018, 
the Group has a phased-in CET1 ratio of 11.1%, above the regulatory requirement. 

The total amount of capital requirements is made up mainly of the following items: 

 Credit risk: 

o Credit and dilution risk: Risk-weighted exposures for credit and dilution risk, 
excluding the amount of risk-weighted exposures for the trading book. When 
calculating the risk-weighted exposures, the credit institutions may apply the 
standard method or the method based on internal ratings, when allowed by the 
competent authorities. 

o Counterparty credit risk: Counterparty credit risk-weighted exposures 
corresponding to security financing transactions (SFTs) and derivative 
operations. 

o Credit valuation adjustment risk: The capital requirements determined with 
respect to the credit valuation adjustment risk resulting from OTC derivative 
instruments that are not credit derivatives recognised for reducing the amount 
of credit risk-weighted exposures. 

 Market risk 

It arises mainly in the trading book and includes capital requirements determined 
with respect to the debt and equity instrument position risk, the exchange-rate risk 
and the commodity risk. 

 Structural exchange-rate risk 

Capital requirements determined with respect to structural exchange-rate risk. 

 Credit valuation adjustment risk 

The capital requirements determined with respect to the credit valuation adjustment 
risk resulting from OTC derivative instruments that are not credit derivatives 
recognised for reducing the amount of credit risk-weighted exposures. 

 Operational risk 

The capital requirements determined in accordance with title III of the CRR with 
respect to operational risk. 

In addition, as stated in the introductory section of the present Document, Basel III, unlike the 
previous framework, introduces capital buffers as a complement to the minimum capital 
requirements. A transition period ending in 2019 has been established to facilitate the 
adaptation of financial institutions to the minimum capital requirements. 

The third part of the CRR sets out the capital requirements, in accordance with the new Basel III 
framework, as well the techniques for calculating the different minimum regulatory capital ratios. 
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Below the total for capital requirements are shown, broken down by type of risk as of June 30, 
2018 and December 31, 2017.  

Table 5. EU OV1 – Overview of RWAs 

 

The table below shows the risk-weighted assets broken down by risk and the capital 
requirements broken down by type of risk and categories of exposure, as of June 30, 2018 and 
December 31, 2017:  
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Table 6. Capital requirements by risk type and exposure class 

 

In terms of Risk-weighted assets (RWAs), there was a slightly decreased since the end of 2017, 
largely explained by the depreciation of currencies against the euro. Regarding securitisations, 
the Group carried out two in the first half of 2018: a traditional one in June, of an auto loan 
portfolio of consumer finance for €800m, which has had a positive impact on capital of €324m 
(due to the release of RWAs); and a synthetic one in March, on which the European Investment 
Fund (EIF, a subsidiary of the European Investment Bank), issued a financial guarantee on an 
intermediate tranche of a €1.95 billion portfolio of loans to SMEs. Thanks to this guarantee, 
BBVA released €443m of RWAs. During the second quarter, BBVA received authorization from 
the European Central Bank (ECB) to update the calculation of RWAs for structural exchange-rate 
risk under standard model. 
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Focusing on credit risk RWAs, exposures under IRB approach have risen during the second 
quarter €2.443 billion, mainly, as a consequence of the increase in Corporates portfolio, the 
enhancement in risk profile, and the evolution of the exchange rate, especially, exposures in 
USD. 

Regarding Standard approach, RWAs increased €991 million driven by the balance growth in 
emerging markets, mainly South America and Mexico, which has been partly offset by the 
widespread depreciation of its currencies against euro. 

On the other hand, during the first quarter of 2018, there were a decrease of €4.707 billion in 
credit RWAs, mainly due to the depreciation of currencies against euro. 
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5. Credit Risk 
 

5.1. Information on Credit Risk 
  5.2. Information on Counterparty Risk 
  5.3. Information on Securitisations 

 

Credit risk arises from the probability that one party to a financial instrument will fail to meet its 
contractual obligations for reasons of insolvency or inability to pay and cause a financial loss for 
the other party. 

It is the most important risk for the Group and includes counterparty risk, issuer risk, settlement 
risk and country risk management. 

Counterparty exposure involves that part of the original exposure corresponding to derivative 
instruments, repurchase and resale transactions, securities lending transactions and deferred 
settlement transactions. 

Below, in addition to the credit exposure at default and the RWAs, the original exposure, the 
exposure net of provisions and the exposure once applied the conversion factors by the standard 
and advanced method as of June 30, 2018 and December 31, 2017 (including counterparty 
risk): 
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Table 7. Exposure to Credit and Counterparty Risk 
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(1) G ross exposure of provisions before credit risk m itigation techniques, excluding contributions to the default of a C C P

(2) Includes provisions and adjustm ents due to im pairm ent of financial assets and contingent risks and com m itm ents

(3) Exposures are only adjusted by provisions in those cases that are calculated by Standardised approach

(4a)(4b) Eligible credit m itigation techniques are included, either on-balance or off-balance, according to C hapter 4 of C R R

(5) It corresponds to the exposure in the adjusted value by eligible credit m itigation techniques

(6) Exposure to credit risk at default, calculated as (4a)+((4b)*C C F)
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The following table shows the distribution by geographical area of the defaulted and impaired 
exposures of financial assets and contingent risks (including counterparty risk), as well as the 
adjustments for credit risk: 

Table 8. EU CR1-C – Credit quality of exposures by geography 

 

In addition, changes in the stock of non-performing exposures in the balance sheet from 
December 31, 2017 to June 30, 2018 (including counterparty risk) is shown below: 

Table 9. EU CR2-B –Changes in the stock of defaulted and impaired loans and debt 
securities 

 

The following table shows details of losses due to impairment of financial assets and allowances 
on contingent risks and commitments, as well as derecognition of losses previously recognised 
as write-offs recorded directly in the statement of profit and loss in 2018 and 2017: 

Table 10. EU CR2-A – Changes in the stock of general and specific credit risk 
adjustments 

 

The following table presents the main variations in the period in terms of RWAs for the Credit 
and Counterparty Risk standardised approach, previously explained in section 4.2. of this 
Document: 
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Table 11. RWAs flow statements of credit risk exposures under the standardised 
approach  

 

                                                                                                                                                                                          

The following table presents the main variations in the first semester in terms of RWAs for the 
Credit Risk and Counterparty advanced measurement approach, previously explained in section 
4.2. of this Document: 

Table 12. EU CR8 – RWA flow statements of credit risk exposures under the IRB 
approach  
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5.1. Information on Credit Risk 

Pursuant to article 5 of the CRR, with respect to the bank capital requirements for credit risk, 
exposure is understood to be any asset item and all items included in the Group’s memorandum 
accounts involving credit risk and not deducted from the Group’s bank capital. Accordingly, 
mainly customer lending items are included, with their corresponding undrawn balances, letters 
of credit and guarantees, debt securities and capital instruments, cash and deposits in central 
banks and credit institutions, assets purchased or sold under a repurchase agreement (asset and 
liability repos), financial derivatives (nominal) and fixed assets. 

The exposure value by exposure class, is broken down into defaulted and non-defaulted 
exposures as of June 30, 2018. This table excludes exposures subject to the Counterparty Risk 
framework under Part 3, Title II, Chapter IV of the CRR, as well as exposures subject to the 
securitisation framework as defined in Part 3, Title II, Chapter V of the CRR.  

Table 13. EU CR1-A – Credit quality of exposures by exposure class and instrument 

 

The next table shows the distribution of the defaulted and impaired exposures of financial assets 
and contingent risks by counterparty, as well as their corresponding credit risk adjustments: 
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Table 14. EU CR1-B - Credit quality of exposures by industry or counterparty types  

 

The following table shows the distribution of the loans and debt securities by residual maturity:  

 

Table 15. EU CR1-D – Ageing of past-due exposures  

 

A general overview of non-performing exposures and forborne exposures is shown below: 

  



 

37 
 

Table 16. EU CR1-E – Non-performing and forborne exposures 
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The table below shows an overview of the level of use of each of the credit risk mitigation 
techniques employed by the Group as of June 30, 2018 and December 31, 2017: 

Table 17. EU CR3 – CRM techniques - Overview (1) 

 

 

The credit risk exposure specified in the following sections of the document is broken down into 
the standardised credit risk approach (section 5.1.1), advanced credit risk approach (section 
5.1.2), counterparty credit risk (section 5.2) and securitisation credit risk (section 5.3). 

 

5.1.1. Information on the standardised approach 

This section of the report presents information on exposures to credit risk by standard method, 
excluding counterparty credit risk. 

The original exposure net of provisions and value adjustments is presented below, as well as the 
exposure after credit risk mitigation techniques and the RWAs density for each exposure 
category under standard approach, excluding counterparty risk and securitisation. 

Table 18. EU CR4 – Standardised approach – Credit risk exposure and CRM effects   
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Moreover, the following tables present the amounts of exposures net of provisions, before and 
after the application of credit risk mitigation techniques by, risk weightings and exposure 
categories that correspond to the standardised method, not including securitisation positions 
and counterparty credit risk exposure. 

Counterparty credit risk exposures net of provisions and after applying CCF and CRM are shown 
in table EU-CCR3 of section 5.2.1. of this report.
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Table 19. Standardised approach: Exposure values before the application of credit risk mitigation techniques  
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Table 20. EU CR5 – Standardised approach: Exposure values after the application of credit risk mitigation 
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5.1.2. Information on the IRB model 

The following table shows the credit risk information as of June 30, 2018 December 31, 2017 
under the internal ratings based (IRB) method by level of obligors for the different exposure 
categories. Amounts do not include counterparty risk or specialised financing: 

 

Table 21. EU CR6 – IRB approach: Credit risk exposure by exposure class and PD 
range 
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The information presented in the tables above is set out below in graphic format (including 
counterparty credit risk): 

Chart 4. Internal Ratings-Based Approach: EAD by obligor category 

 

Chart 5. Internal Ratings-Based Approach: Weighted average PD by EAD  
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Chart 6. Internal Ratings-Based Approach: Weighted average LGD by EAD 

 

Chart 7. Internal Ratings-Based Approach: RWAs by obligor category 

 

Regarding specialised lending, the Group has considered using the supervisory criteria method 
as set out in the Basle Accord of June 2004 and in the solvency regulations (Article 153.5 CRR).  

The table below shows the exposure assigned to each of the risk weightings of exposure to 
specialised lending (including counterparty credit risk) as of June 30, 2018 and December 31, 
2017: 
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Table 22. EU CR10 (1) – Specialised lending 

 

 

Additionally, the following table presents the exposures assigned to each one of the risk 
weightings of equity exposures as of June 30, 2018 and December 31, 2017: 

Table 23. EU CR10 (2) – Equity 
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5.2. Information on counterparty risk 

The original exposure for the counterparty credit risk of derivatives, according to Chapter 6 of 
the CRR, can be calculated using the following methods: original risk, mark-to-market valuation, 
standardised and internal models. 

The Group calculates the value of exposure to risk through the mark-to-market method, obtained 
as the aggregate of the positive mark-to-market value after contractual netting agreements plus 
the potential future risk of each transaction or instrument. 

In order to determine the value of the exposure of the transaction subject to counterparty risk, 
the Group uses the market value method of valuation in accordance with article 274 of the CRR.  

On the other hand, in order to determine the risk-weighted assets associated with such 
exposures, the Group uses the IRB and standardised approaches.  

A breakdown of the counterparty credit risk in terms of original exposure (OE), EAD and RWA 
as of June 30 2018 and December 31, 2017 is shown below: 
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Table 24. Positions subject to counterparty credit risk in terms of EO, EAD and RWAs 
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A whole overview of the methods used to calculate the regulatory requirements for counterparty 
credit risk and the main parameters of each method (excluding requirements for CVA and 
exposures offset through a CCP, which are shown in tables CCR2 and CCR8, respectively) is 
presented below: 

Table 25. EU CCR1 – Analysis of CCR exposure by approach  

 

The surcharge for CVA in Capital refers to the additional surcharge in capital because of the 
unexpected CVA adjustment loss, for which there are two approaches:  

 Standardised Approach (Art. 384 CRR): application of a standard regulatory formula. 
The formula applied is an analytical approximation to the calculating of the CVA VaR by 
supposing that the counterparty spreads depend on a single systematic risk factor and 
on its own idiosyncratic factor, both variables distributed by independent normal 
distributions, assuming a 99% confidence level.  

 Advanced Approach (Art 383 CRR): based on the market risk VaR approach, which 
requires a calculation of the “CVA VaR”, assuming the same confidence level (99%) and 
time horizon (10 days), as well as a stressed scenario. As of June 30, 2018 and 
December 31, 2017, the Group has no surcharge for CVA calculated under the advanced 
approach. 

Procedures for calculating the valuation of adjustments and reserves 

Credit valuation adjustments (CVA) and debit valuations adjustments (DVA) are incorporated into 
derivative valuations of both assets and liabilities, to reflect the impact on fair value of the 
counterparty credit risk and own credit risk, respectively.  

Exposure values and RWAs referring to CVA as of June 30, 2018 and December 31, 2017 are 
shown below: 

Table 26: EU CCR2 – CVA Capital Charge 

 

 

The following table presents a complete overview of the exposures to central counterparty 
entities by type of exposure (arising from transactions, margins, contributions to the guarantee 
fund) and their corresponding capital requirements: 
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Table 27: EU CCR8 – Exposures to CCPs 

 

The following table presents the amounts in million euros involved in the counterparty risk of 
derivatives as of June 30, 2018: 

Table 28. EU CCR5-A – Impact of netting and collateral held on exposure values (1) 

 

A table with a breakdown of all the types of collateral posted or received by the Group to 
strengthen or reduce exposure to counterparty credit risk related to derivatives exposures and 
securities financing transactions as of June 30, 2018 and December 31, 2017 is presented 
below:  
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Table 29. EU CCR5-B - Composition of collateral for exposures to CCR 
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The table below shows the amounts corresponding to transactions with credit derivatives, 
broken down into purchased and sold derivatives: 

Table 30: EU CCR6- Credit derivatives transactions  

 

 

As of June 30, 2018 and December 31, 2017, the Group did not use credit derivatives in 
brokerage activities as collateral. 

 

5.2.1. Counterparty risk by standardised approach 

The following table presents a breakdown of exposure to counterparty credit risk (following 
mitigation and CCF techniques) calculated using the standardised approach, by exposure class 
and risk weights: 
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Table 31. EU CCR3 – Standardised approach – CCR exposures by regulatory portfolio and risk   
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5.2.2. Counterparty risk by advanced measurement approach 

The following table presents the relevant parameters used to calculate the capital requirements 
for counterparty credit risk in the IRB models as of June 30, 2018 and December 31, 2017: 

Table 32. EU CCR4 – IRB Approach – CCR exposures by portfolio and PD scale  
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5.3. Information on securitisations 

The main objective of securitisation is serving as an instrument to manage efficientlyf the balance 
sheet, mainly as a source of liquidity at an efficient cost, obtaining liquid assets through eligible 
collateral, as a complement to other financial instruments. In addition, there are other secondary 
objectives associated with the use of securitisation instruments, such as freeing up of regulatory 
capital by transferring risk and the freeing of potential excess of expected losses, provided that 
the volume of the first-loss tranche and risk transfer allow it. 

The tables below show the amounts in terms of EAD of investment and trading portfolio by type 
of exposure as of June 30, 2018 and December 31, 2017: 

Table 33: SEC1 – Securitisation exposures in the banking book 
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As of June 30, 2018 and December 31, 2017, the Group has no securitisation exposure in the 
financial instruments held for trading. 

The table below shows the amounts in terms of EAD and RWAs of investment, securitisation 
positions originated by type of exposure, tranches and risk weights ranges corresponding to the 
securitisations and their corresponding capital requirements as of June 30, 2018 and December 
31, 2017: 



 

58 
 

Table 34: SEC3 – Securitisation exposures in the banking book and associated regulatory capital requirements – bank acting as 
originator or as sponsor 
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The table below shows the amounts in terms of EAD and RWAs of investment, securitisation positions by type of exposure, tranches and weighting ranges 
and their respective capital requirements as of June 30, 2018 and December 31, 2017: 

Table 35: SEC4 – Securitisation exposures in the banking book and associated capital requirements – bank acting as investor 
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6. Market Risk 
 

6.1. Information about capital requirements by market risk 
6.2. Backtesting 
 

6.1. Information about capital requirements by market risk 

Market risk is the possibility of losses in the value of positions held due to movements in the 
market variables that affect the valuation of financial products and assets in trading activity. 

Market risk amounts under the standardised approach in terms of RWAs and capital 
requirements as of June 30, 2018 and December 31, 2017 is shown below: 

Table 36: EU MR1- Market Risk under Standardised Method  

 

 

The following values (maximum, minimum, average and at period end within the statement 
period) are given based on the different model types used for computing the capital requirement 
under internal model approach: 
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Table 37: EU MR3- IMA values for trading portfolios 

 

In accordance with article 455 e) of the CRR – corresponding to the breakdown of information 
on internal market risk models –, the elements comprising the shareholders’ equity requirements 
referred to in articles 364 and 365 of the CRR are presented below. 

Table 38: EU MR2-A – Market risk under internal models approach  

   

 

 



 

62 
 

The main changes in the market RWAs, calculated using the method based on internal models 
are shown below: 

Table 39: EU MR2-B – RWA flow statements of market risk exposures under  an 
IMA  

 

 

Changes in market risk exposures, during the second quarter, are mainly affected by the 
reduction of the positions, as well as the impact of the depreciation of currencies against the 
euro. 

During the first quarter of 2018, market risk exposures under internal models were also affected 
by the depreciation of currencies against the euro, remaining the positions in aggregate terms 
at similar levels. 

 

6.2. Backtesting  

6.2.1. Introduction 

Ex-post validation, or backtesting is based on the comparison of periodic results from the 
portfolio with the market risk measurements generated by the established measurement system. 
The validity of a VaR model depends crucially on the empirical reality of results not openly 
contradicting the expectations of the model. If the observed results are sufficiently in line with 
the model forecast, they shall be accepted, but if there is a notable discrepancy a review will be 
required to correct any errors or to make changes to improve quality. 

To determine whether the results are sufficiently in line with risk measurements, objective 
criteria must be established in the form of a series of validation tests using a specific 
methodology. When establishing the most appropriate methodology, the criteria recommended 
by Basel are largely regarded as appropriate and therefore followed. 

 

6.2.2. Validation test 

In comparing results against risk measurements, a key element to be examined is the level of 
confidence that the losses will not exceed the VaR risk measurements more than by a given 
ratio, to be determined by the confidence level used in the model. The validation test below, 
which focuses on checking this aspect, puts the emphasis on ensuring that the risk measurement 
model does not underestimate the actual risk. 

Hypothesis testing starts by taking the observed results and trying to infer if there is sufficient 
evidence to reject the model (the null hypothesis that the correct model confidence is being 
used is not met). 
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If the model works adequately, the VaR measurement will indicate that the change in the value 
of a portfolio over a given time span will not exceed the value obtained by a percentage ratio 
determined by the confidence level. Put another way, the probability of recording a loss that is 
greater than the VaR measurement, which we call exception, will be of 1%, and the probability 
that the exception does not occur will be 99%. 

GREEN zone: model acceptance 
zone 

This is a zone where there is a strong probability that the model will be accepted 
as fully appropriate and little probability of acceptance while there is an 
inadequacy. It is defined as a set for which the cumulative probability of the null 
hypothesis being true is less than 95%. It corresponds to a range of between 
zero and four exceptions. 

YELLOW zone: ambiguous zone 
Results possible for both an appropriate and inadequate model. It covers the 
area where the cumulative probability of the null hypothesis being true is 95% 
or more (it must be less than 99.99%). It corresponds to a range of between five 
and nine exceptions. 

RED zone: model rejection zone 

There is a strong probability that the model is inappropriate and little probability 
of rejection while being appropriate. It is defined as an area where de significance 
level is less than 0.1% or, which amounts to the same, the cumulative probability 
of the null hypothesis being true is 99.99% or more. Corresponds to a range of 
ten or more exceptions. 

 

For this test, it is advisable to have at least a one-year historic series both in results and in daily 
risk estimates. 

The approach used is perfectly adapted to the priorities of supervisory bodies, these priorities 
being to prevent any situations of excessive risk for which entities are not prepared from 
endangering their survival. However, the use of risk measurements as a tool for managing 
positions involves a concern that the risk measurements should be adapted to real risk on two 
fronts: the concern is not only that the risk could be underestimated, but also that it could be 
overestimated. 

At the close of June 30, 2018, the model was in the green zone of model acceptance. 

 

6.2.3. Backtesting results 

Regulatory backtesting includes two types: hypothetical backtesting and real backtesting. 

Hypothetical backtesting is defined as comparing the hypothetical P&L against the estimated 
VaR the day before this result was carried out. Real backtesting is defined as comparing the 
actual P&L against the same estimated VaR the day before this result was carried out. 

Real backtesting was implemented and entered into force on January 1, 2013, because of 
transposing the CRD III introduced by Basel 2.5 in the European Union into Spanish law through 
Bank of Spain Circular 4/2011 of November 30. The results used to construct the two types of 
backtesting are based on the real results of the management tools. 

Pursuant to Article 369 of the CRR, the P&L used in backtesting have a sufficient level of 
granularity to be demonstrated at top-of-house level, distinguishing hypothetical and actual P&L. 
As well as the above, the historic backtesting series will be at least for over one year. 

Actual P&L 

Actual P&L contains the full management results, including intraday operations and daily and 
nondaily valuation adjustments, deducting the markup results and fees per day per desk. 

The valuation functions and the parameters of the valuation models used in calculating the actual 
P&L are the same as that used for calculating the economic P&L. 

As the close of June 30, 2018, the negative P&L of May 29, 2018 has exceeded the VaR for the 
last 250 observations at BBVA SA, which means that there is an exception on the Real 
Backtesting at BBVA SA. At GM Bancomer, there are not exceptions on this year for the Real 
Backtesting. 
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Hypothetical P&L 

Hypothetical P&L contains the management results without the P&L of daily activity, i.e. 
excluding intraday operations, markup results and fees. The data are provided by the 
management systems and are disaggregated by trading desk, in accordance with the Volcker 
Rule. 

The valuation functions and the parameters of the valuation models used in calculating the 
hypothetical P&L are the same as that used for calculating the actual P&L. 

The P&L used in both types of backtesting exclude Credit Valuation Adjustments (CVA), Debt 
Valuation Adjustments (DVA) and Additional Valuation Adjustments (AVA). As well as any change 
in value that results from rating migrations to default, except for those reflected in prices by the 
market itself, as the changes of value due to rating migrations into default are included in the 
Counterparty Credit Risk metrics. 

As the close of June 30, 2018, the negative P&L of May 29, 2018 has exceeded the VaR for the 
last 250 observations at BBVA SA, which means that there is an exception on the Hypothetical 
Backtesting at BBVA SA. At GM Bancomer, there are not exceptions on this year for the 
Hypothetical Backtesting 

 

6.2.4. Backtesting scope and exceptions of the internal models 

The scope of calculation of the VaR and P&L (hypothetical and actual) is limited to all trading 
book portfolios in the Internal Global Markets Model of BBVA SA and GM Bancomer. 

It therefore excludes from this scope of application all the positions belonging to the Banking 
Book, the portfolios limited to the Standardised Model and trading activity with Hedge Funds (by 
express decision of the Bank of Spain). 

A top-of-house exception is considered to exist when the following circumstances occur at the 
same time in the same internal model and at the same date: 

 The hypothetical P&L and/or the actual P&L are negative. 

 With an amount that is equal to or greater than the estimated VaR on the previous 
day. 

For calculating the number of regulatory backtesting exceptions, only the exceptions within a 
moving window of 250 consecutive business days be taken into account at top-of-house level in 
each respective internal model. 

As of close of June 30, 2018, there was an exception on the Real Backtesting and on the 
Hypothetical Backtesting in the last 250 observations after the close at BBVA SA. There are no 
exception on the period at GM Bancomer 
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Chart 8: Trading Book. Validation of the Market Risk Measurement model for BBVA 
S.A. Hypothetical backtesting (EU MR4) 

 

Chart 9: Trading Book. Validation of the Market Risk Measurement model for BBVA 
S.A. Real Backtesting (EU MR4) 

 

Chart 10: Trading Book. Validation of the Market Risk Measurement model for 
BBVA Bancomer, Hypothetical Backtesting (EU MR4) 

 

Chart 11: Trading Book. Validation of the Market Risk Measurement model for 
BBVA Bancomer. Real backtesting (EU MR4) 
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7. Leverage Ratio 
 

7.1. Definition of the leverage ratio 
7.2. Details of the leverage ratio 

 

7.1. Definition of the leverage ratio 

The leverage ratio is a regulatory measure (not risk-based) complementing capital designed to 
guarantee the soundness and financial strength of institutions in terms of indebtedness. 

In January 2014, the Basel Committee on Banking Supervision published the final version of the 
“Basel III leverage ratio framework and disclosure requirements1”, which has been included 
through a delegated act that amends the definition of leverage ratio in the CRR regulation. 

Pursuant to article 451, section 2 of the CRR, on June 15, 2015 the EBA published the final draft 
of the Implementing Technical Standard (ITS, leverage ratio disclosures) for breaking down the 
leverage ratio, which has been applied in this report. 

  

7.2. Details of the leverage ratio 

The table below shows a breakdown of the items making up the leverage ratio as of June 30, 
2018 and December 31, 2017: 

Table 40. LRSum – Summary reconciliation of accounting assets and leverage ratio 
exposures 

  

The elements building the leverage ratio, in accordance with the “EBA FINAL draft Implementing 
Technical Standards on disclosure of the leverage ratio under Article 451(2) of Regulation (EU) 
No. 575/2013 (Capital Requirements Regulation – CRR) - Second submission following the EC’s 
Delegated Act specifying the LR2 ” published by the EBA on June 15, 2015 are described below: 

                                                           
1 http://www.bis.org/publ/bcbs251.htm 
2 http://www.eba.europa.eu/regulation-and-policy/leverage-ratio/draft-implementing-technical-standards-its-on-disclosure-for-leverage-ratio/-/regulatory-

activity/press-release 
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• Tier 1 capital (letter h in the following table): section 3.2 of this document presents 
details of the eligible capital, which has been calculated based on the criteria defined in 
the CRR. 

• Exposure: as set out in article 429 of the CRR, the exposure measurement generally 
follows the book value subject to the following considerations: 

o On-balance-sheet exposures other than derivatives are included net of 
allowances and accounting valuation adjustments. 

o Measurement of the Group's total exposure is composed of the total assets as 
per financial statements adjusted for reconciliation between the accounting 
perimeter and the prudential perimeter. 

Total exposure for calculating the Group's leverage ratio is composed of the sum of the following 
items: 

a) On-balance asset positions: book balance of assets corresponding to the financial 
statements, excluding the derivative headings. 

b) Adjustments between the accounting perimeter and the solvency perimeter: the balance 
resulting from the difference between the accounting balance sheet and the regulatory 
balance sheet is included. 

c) Exposure in derivatives: the exposure referred to the EAD used in the measurement of 
capital use for counterparty credit risk, which includes both the replacement cost (mark-
to-market) and the future potential credit exposure (add-on). The cost of replacement is 
reported adjusted by the margin of variation in cash and by effective notional amounts. 

d) Securities financing transactions (SFTs): in addition to the exposure value, an addition 
for counterparty credit risk determined as set out in article 429 of the CRR in included. 

e) Off-balance-sheet items: these include to risks and contingent liabilities and 
commitments associated with collateral, which are mainly available. A minimum floor of 
10% is applied to the conversion factors (CCF), in line with article 429, section 10 a) of 
the CRR. 

f) The exposures of the Group's financial institutions and insurance companies that are 
consolidated at accounting but not at regulatory level. 

g) Tier 1 deductions: those amounts of assets that have been deducted in the 
determination of the eligible Tier 1 capital are deducted, in order not to duplicate 
exposures. The main deductions are intangible assets, loss carry forwards and other 
deductions defined in article 36 of the CRR and indicated in section 3.1 of this report. 

As regards the leverage ratio, the fully-loaded ratio is located in 6.3% (6.4% phased-in). A light 
reduction is observed with regard to December 2017, justified mainly by the impact of the first 
application of IFRS9 Standards. 

Additionally, the Group, at TIER1 Additional level, has started to compute a $1.0 billion issuance, 
and has excluded a $1.5 billion issuance, that means a negative effect on the ratio calculation. 
Moreover, the leverage ratio exposition has been maintained in similar figures.  
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8. Liquidity Risk 
The risk of an entity finding it difficult to meet its payment commitments fully and in due time, 
or when to meet them it has to resort to finance under burdensome terms which may harm the 
bank's image or reputation.  

LCR Disclosure 

The table below shows the consolidated LCR disclosure as of June 30, 2018, pursuant to Article 
435 (1) (f) of Regulation (EU) No. 575/2013. According to this regulation, it is necessary to 
disclose coefficients and key figures that provide a global view of the entity’s risk management. 
In this way, in line with Delegated Regulation (EU) 2015/61 of the Commission of October 10, 
2014, the Group publishes the information of the liquidity ratio with frequency and format 
established on EBA regulation referred to liquidity coverage ratio disclosure (EBA/GL/2017/01). 

The Group has maintained on first half of the year a liquidity buffer (consolidated and individual) 

which has allowed it to maintain a stable LCR and beyond 100%, standing the consolidated ratio 

as of June 2018 on 127%.  

Although this requirement is only necessary at Group level and Eurozone banks, in all 

subsidiaries the minimum requirement is exceeded. As stated above, no transfer of liquidity is 

assumed between subsidiaries, but if it was considered the LCR will be 147% (+20% beyond). 

Likewise, the LCR calculated as simple average of the observations of the end of the last twelve 

months starting on June 2017, stands on 127%. The liquidity buffer is about 88.139 billion 

euros and the net cash outflows are about 69.637 billion euros. It is assumed neither transfer 

of liquidity between subsidiaries.  
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9. Subsequent events 
As of July 6, 2018, BBVA Group finished the sale to The Bank of Nova Scotia of the shareholdings 
of 68,2% in BBVA Chile for US$2.2 billion, with a net gain of 640 million euros and a positive 
impact on Common Equity Tier 1 (fully-loaded) of 50bps. 

As of September 18, 2018, BBVA has announced the issuance of Contingent Convertibles for a 
nominal amount of €1 billion, which would impact in Additional Tier 1 fully loaded, 
approximately, 28bps. 

From July 1, 2018 to the date of preparation of this report, no other subsequent events not 
mentioned in the financial statements have been taken place that significantly affect the Group’s 
earnings or its equity position at the date of their formulation.  


