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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  
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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.  


