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Asset-Backed Security.
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Asset Protection Scheme.
Asset Quality Review.
Basel II.
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Bank of England.
Bank of Spain Circular.
Binding Technical Standards.
Caja de Ahorros del Mediterráneo.
Credit Conversion Factor.

CESCE

Spanish Export Credit Agency.

CIRBE

Bank of Spain Risk Information Centre.

CIS
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CRD-IV
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ECB
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EDTF
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FED
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ICA
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IRB
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Collective Investment Schemes.
Committee on Payment and Settlement
Systems.
Credit Risk Mitigation Techniques.
Capital Requirements Directive.
Capital Requirements Regulation.
Credit Support Annex.
Downturn Loss Given Default.
Exposure at Default.
European Banking Authority.
External Credit Assessment Institution.
European Central Bank.
European Commercial Paper.
Enhanced Disclosure Task Force.
Economic Value Added.
Federal Reserve.
Financial Stability Board.
Global Master Repurchase Agreement.
Incurred but not Reported.
Internal Capital Assessment.
Internal Capital Adequacy Assessment
Process.
International Organisation of Securities
Committees.
Internal Ratings-Based.
International Swaps and Derivatives
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ISDA-CSA
LCR
LGD
LTV
MIFID
NBCA
NSFR
OSIIs
OTC
PD
PDR
PIT
RaRoC

ISDA Credit Support Annex.
Liquidity Coverage Ratio.
Loss Given Default.
Loan-to-Value.
Markets in Financial Instruments Directive.
New Basel Capital Accord.
Net Stable Funding Ratio.
Other Systemically Important Institutions.
Over the Counter.
Probability of Default.
Predicted Default Rate.
Point in Time.
Risk adjusted Return on Capital.

RAS

Risk Appetite Statement.

RBA

Rating Based Approach.

RTS

Regulatory Technical Standards.

RW

Risk Weight.

RWA
SICAV
SIF
SIV
SRA
SSM
ST
TLTRO
TTC
VaR

Risk Weighted Assets.
Investment Company with Variable Capital.
Security Investment Funds.
Special Investment Vehicles.
Supervisory Risk Assessment.
Single Supervisory Mechanism.
Stress Test.
Targeted Long Term Refinancing
Operations.
Through-the-Cycle.
Value at Risk.
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1.1 Introduction



This report has been written in fulfilment of the obligation of
financial institutions which together comprise Banco Sabadell
Group to comply with the stipulations detailed in Part Eight:
DISCLOSURE BY INSTITUTIONS of EU Regulation 575/2013 of
the European Parliament and the Council, of 26 June 2013
(henceforth CRR – Capital Requirements Regulation). Within
this report, any references made to ‘the Group’, ‘Banco
Sabadell’ or ‘Banco Sabadell Group’ shall refer to the
institutions covered by the Group’s own funds, of which
specific details are given in this report.

The risk management and control objectives detailed in
Banco Sabadell’s policies related to:
–

Strategies and procedures used to manage these
risks.

–

The structure and organisation of the corresponding
risk management tasks.

–

The scope and nature of the risk measurement and
information systems.

–

Risk hedging and mitigation policies as well as
strategies and procedures to continuously supervise
their effectiveness.

–

Remuneration policies and practices for members of
the identified staff with the capacity to take risks.

This report contains information regarding:


A set of data to define the risk profile of the Group across
different types of risk for which information is required:
credit and dilution risk, market risk of the trading book,
operational risk, interest rate risk for positions not
included in the trading book and liquidity risk, inter alia.

This report has been written taking into account
recommendations of the EBA (European Banking Authority)
and the EDTF (Enhanced Disclosure Task Force), as detailed
by both organisations in various published documents, and by
the Basel Committee in the document “Review of the Pillar 3
disclosure requirements” of 28 January 2015, in furtherance
of improved transparency of published information.



Capital base and the level of solvency of the Group, in
accordance with the criteria established in the CRR.

The Prudential Relevance Report is available on the
Banco
Sabadell
Group
corporate
site
(www.grupobancsabadell.com) in the “Shareholder
and Investor Information” section, under “Financial
Information”.

The published information refers to the activities of Banco
Sabadell Group in 2014, therefore the data presented herein,
unless otherwise stated, is the data available as at
31/12/2014.
The content of the present report was approved by the Banco
Sabadell Audit and Control Committee in their meeting held on
21/04/2015, in line with their duty to supervise the procedure
followed to gather and present regulated financial information.
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1.2 Major changes
Table 1. Major changes to Pillar 3 Disclosures at 31/12/2014 compared to the Pillar 3 Disclosures at 31/12/2013.
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2. General Aspects
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2.1 Economic and financial context
In 2014, Europe has taken significant steps towards achieving
a Banking Union, which has contributed to the continued
standardisation of financial conditions within the region. In
particular, an agreement has been reached to establish a
mechanism and a single banking resolution fund.
Furthermore, the European Central Bank (ECB) has initiated its
tasks as a single banking supervisor. Prior to this, the ECB
carried out a global assessment exercise of the European
banking system.
Globally, political and geopolitical developments have been
one of the main focal points. Geopolitical tensions have been
mainly centred in the Middle East and, particularly, in Ukraine.
In 2014, the global economy has been characterised by
modest growth and contained inflation. The significant fall in
crude oil prices experienced in the last months of the year has
emphasised the falling pressure on inflation. Petrol prices,
affected by both supply and demand factors, have fallen by
close to 50%, reaching levels not seen since 2009. Financial
markets have remained supported by the accommodating
nature of monetary policies, although there have been
occasional periods of instability.
In terms of activity, the overall global economy has
experienced a reduced growth rate, whilst the economic
situation in different countries is varied:


In the United States, the economy has gradually
recovered and the positive development of the labour
market has come as a pleasant surprise.



In the Eurozone, however, there has been little dynamism
in a situation where investment levels remain low.
Confidence from financial agencies has been limited due
to geopolitical uncertainty surrounding the conflict in
Ukraine. The United Kingdom, conversely, has grown at a
steady rate and its unemployment rate has been
significantly reduced. In Europe, the European
Commission devised the Juncker Plan, a programme
which intends to mobilise 315 billion Euros in
investments between 2015 and 2017.



In Japan, the increase on consumer tax has held back its
activity during the middle of the year.



Finally, in emerging economies, the slowdown in
economic growth has continued. In China, the process of
structural deceleration of the economy has continued,
with its economy being affected by the fragile housing
market. Latin America has stood out due to political
uncertainty in Brazil and economic fragility. In Mexico,
economic activity has recovered, although at a slower
rate than anticipated. This country has continued to grow
with the adoption of structural reforms. The Russian
economy has been held back by geopolitical instability
and the fall in crude oil prices. This last factor has
affected nearly all exporting countries of petrol.



The Spanish economy has stood out positively within the
Eurozone. Its activity has recovered, following its
stabilisation in 2013, and jobs have been created for the
first time since 2008. Domestic demand has been
identified as the main source of this growth. Economic
activity has improved thanks to a more benign financial
environment and less stringent budgetary adjustments.
The construction sector has regained stability following a
significant readjustment in recent years. The deleveraging
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process of private agents continued in 2014. The most
significant reform has been that of the taxation system,
which has mainly centred on the IRPF (personal income
tax) and the impuesto de sociedades (corporation tax),
reducing their types of tax lien and restricting certain
deductions. In the financial sector, the programme for
financial assistance from the European Union reached its
conclusion in January.
With regard to inflation, this has returned to moderate rates in
the principal developed economies. In fact, within the
Eurozone, inflation has been one of the main focal points. The
fall in inflation rates has been surprising, reaching extremely
reduced levels, particularly in outlying countries. Excesses in
capacity, reduced commodity prices and the absence of credit
dynamism have contributed to this. In this context, there have
been fewer predictions of long-term inflation in the Eurozone.
In the United States, the absence of salary pressure has
helped inflation rates to remain below the objective of the FED
(Federal Reserve). In the United Kingdom, inflation has been
significantly reduced and is now at levels not seen since 2000.
Lastly, in Japan, inflation began to rise once more following an
increase in income tax, although this has been progressively
moderated since then.
The monetary policy of the main central banks has continued
to be accommodating, although to varying degrees across the
different regions. The ECB has implemented new methods to
combat reduced inflation. As a result, benchmark interest
rates have hit a record low (0.05%) and marginal deposit rates
are in negative figures (-0.20%). The ECB has also introduced
long-term liquidity operations for the authorisation of credit
(TLTROs). It has also introduced a programme for the purchase
of asset-backed securities (ABS) and another for mortgagecovered bonds. In general terms, the ECB has stated that it
intends to extend its balance sheet up to the levels of the
beginning of 2012. In the United States, the Federal Reserve
has completed its asset purchase programme (public debt and
MBS). In this way, although the benchmark interest rates have
been maintained at record low levels, there has been a distinct
change of direction in its monetary policy. In the United
Kingdom, the Bank of England (BoE) has maintained
benchmark interest rates at a fixed rate of 0.50%, although
some members have declared themselves to be in favour of
an increase. Similarly, the BoE has announced various
macroprudential measures aimed at freezing the housing
market. Finally, in Japan, the central bank has adopted
aggressive measures aimed at ending deflation. In particular,
there has been a significant increase in the purchase of public
debt. These purchases will cover practically all the
government’s financing requirements for 2015.
In long-term public debt markets there has been a significant
decrease in profitability in the principal developed countries.
There is support for a United States bond amidst doubts
concerning global economic growth and an increasingly
uncertain geopolitical environment. The profitability of German
debt, on the other hand, has reached a record low. This has
been backed by reduced inflation, economic weaknesses in
the Eurozone and by the accommodating nature of the ECB. In
Europe, with the exception of Greece, risk premiums have
continued to fall. In fact, in Spain, bond profitability has hit
record low rates and is currently below that of the United
States. The three main credit rating agencies improved the
rating of Spanish sovereign debt in 2014. Finally, in Japan, the
profitability of public debt has also fallen and hit record levels.
Mass purchases by the Bank of Japan in this market have
generated distortions, causing a lack of liquidity.
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In foreign exchange markets, the Euro has fallen in
comparison with the US Dollar and the Great British Pound.
Differences between the monetary policies of the ECB and
those of the other two central banks have been a key factor
behind this. The slower economic development experienced in
the Eurozone in comparison with the United States and the
United Kingdom has also contributed to this. Finally, the
Japanese Yen has fallen significantly in value compared to the
US Dollar in the second half of the year, reaching levels not
seen since 2007. Lax monetary policies by the Bank of Japan,
together with economic impairment caused by tax increases,
have hampered the Yen’s growth.
Regarding equity markets, the main stock market indices in
the United States ended the tax year in positive figures. In
particular, the S&P 500 has increased, in Euros, by 26.9%.
This improvement in Euros can be partly explained by the
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appreciation of the Dollar. In Europe, the EURO STOXX 50 has
not followed any clear tendency. This index has grown by just
1.2%. In Spain, the IBEX has increased by 3.7%, which is far
below the increase of 21.4% recorded in 2013.
Finally, financial markets in developing countries have
experienced high levels of volatility and sharp depreciations in
exchange rates. This is partly due to concerns regarding the
extent of the economic slowdown in China. Similarly, political
instability has contributed to this, in addition to concerns
regarding increased interest rates that may be introduced by
the Federal Reserve. The significant fall in crude oil prices has
also fuelled financial instability in countries such as Russia
and Venezuela. In fact, there are growing fears in the market
that Venezuela may have to face a restructuring of its external
debt.
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2.2 Regulatory context

standards with regard to supervisory reporting of
institutions according to Regulation (EU) No 575/2013 of
the European Parliament and of the Council.
The provisions of this Regulation refer to the duties and
obligations of institutions to disclose information. These
shall come into force concurrently and shall provide those
persons who are subject to these duties and obligations
with a global view of these, and the opportunity to access
them simultaneously. Similarly, they include specific
thresholds of relative importance which, if surpassed,
bring the obligation to disclose information into force.

This section contains the main regulatory and supervisory
conditioning factors upon which Banco Sabadell bases its
operation as a financial institution, from both a European and
a national perspective.

2.2.1

European regulatory context

The financial regulatory world has continued its transformation
throughout 2014, in response to the various crisis situations
that have been witnessed in recent years. The crisis in
confidence, capital and liquidity within the financial sector
exposed a series of weaknesses that in turn led to the
minimum levels of capital being inadequately defined. This
was due to elements of pro-cyclicality and also due to
inordinately large risks being accepted as a result of erroneous
risk measurements and a lack of information. Subsequently,
the Basel Committee published the international
recommendation known as Basel III in December 2010. It was
hoped that this document would be able to guarantee a
correct operation of the financial system whilst maintaining
certain necessary minimal requirements.
In order to meet the aforementioned requirements, both the
European Parliament and the Council of the European Union
came to an agreement regarding updates to the legislation
that governs the requirements of funds directly owned by
members of the European Union. The recommendations set
out in Basel III were implemented, making the necessary
adjustments and including new measures where applicable.
Details of this agreement were published in the Official Journal
of the European Union on 26 June 2013, in the legal
provisions detailed hereafter. This agreement came into force
on 1 January 2014 and shall be progressively implemented
until 2019.


Regulation (EU) 575/2013 of the European Parliament
and of the Council of 26 June 2013, on prudential
requirements for credit institutions and investment firms
and amending Regulation (EU) nº 648/2012 (henceforth,
CRR).
This regulation gives details of prudential requirements to
be implemented by credit institutions and investment
firms. It shall be directly applied by all Member States
and shall therefore not be subject to any modifications or
interpretations, thereby guaranteeing its equal
application throughout the European Union.



Directive 2013/36/EU of the European Parliament and of
the Council of 26 June 2013 on access to the activity of
credit institutions and the prudential supervision of credit
institutions and investment firms, amending Directive
2002/87/EC and repealing Directives 2006/48/EC and
2006/49/EC (henceforth, CRD-IV).
This directive encompasses the content of previous
Directives on capital requirements and shall be
implemented by all Member States in accordance with
their own criteria and legal stipulations.

In 2014, other relevant rules and regulations have been
published in Europe:


Commission Implementing Regulation (EU) 680/2014 of
16 April 2014 laying down implementing technical
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Commission Delegated Regulation (EU) 526/2014 of 12
March 2014 supplementing Regulation (EU) No
575/2013 of the European Parliament and of the Council
with regard to regulatory technical standards for
determining proxy spread and limited smaller portfolios
for credit valuation adjustment risk.
The application of the advanced methodology to
determine the requirements of own funds for credit
valuation adjustment risk may implicate counterparties
for which a proxy for credit default swap (CDS) may not be
available. In the event that this occurs, institutions shall
employ a proxy that is deemed adequate considering the
legal category, sector and location of the counterparty.



Commission Delegated Regulation (EU) 2015/62 of 10
October 2014 amending Regulation (EU) No 575/2013
of the European Parliament and of the Council with
regard to the leverage ratio.
This replaces provision 429 of Regulation (EU) 575/2013
and introduces provisions 429-bis and 429-ter, regarding
the calculation of exposure to be considered in the
leverage ratio for exposures in derivatives and securities
financing transactions (SFT) respectively.



Directive 2014/59/EU of the European Parliament and of
the Council of 15 May 2014 establishing a framework for
the recovery and resolution of credit institutions and
investment firms and amending Council Directive
82/891/EEC, and Directives 2001/24/EC, 2002/47/EC,
2004/25/EC, 2005/56/EC, 2007/36/EC, 2011/35/EU,
2012/30/EU and 2013/36/EU, and Regulations (EU) No
1093/2010 and (EU) No 648/2012, of the European
Parliament and of the Council. The scope of application is
the same as that of CRD-IV, which encompasses all
institutions.
All financial institutions shall devise and regularly update
a restructuring plan aimed at enabling the adoption of
measures by the institution in order to re-establish its
financial position in the event of a significant impairment
of the latter. Institutions shall update their restructuring
plans on at least a yearly basis, or following any changes
to their legal or organisational structure, activities or
financial statements, or when requested to do so by the
competent authority. Resolution plans shall contemplate
a variety of options to implement this restructuring under
various different scenarios. The resolution authority shall
first consult with the competent authority and
subsequently devise a resolution plan for each of those
institutions that do not form part of a target group for
consolidated supervision. Resolution authorities shall
have the authority to request help from institutions when
devising and updating these plans.
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Commission Delegated Regulation (EU) 527/2014 of 12
March 2014 supplementing Directive (EU) No
2013/36/EU of the European Parliament and of the
Council with regard to regulatory technical standards
specifying the classes of instruments that adequately
reflect the credit quality of an institution as a going
concern and are appropriate to be used for the purposes
of variable remuneration.

The complexity of the European Regulatory Body with regard to
the solvency of financial institutions has prompted the
creation of Binding Technical Standards – BTS, which expand
upon aspects contained in the CRD-IV or in the CRR to
guarantee a homogeneous application by all institutions which
are bound by the provisions of these documents.



Regulatory Technical Standards on disclosure of
information related to the countercyclical capital buffer.
This is a definitive document and has been submitted to
the European Committee for implementation. It proposes
two templates to provide a standard format in which to
disclose all available information regarding the specific
countercyclical capital buffer of institutions, as well as the
geographical location of the exposures which allow the
buffer to be implemented.



Regulatory Technical Standards on the conditions for
assessing the materiality of extensions and changes of
internal approaches for credit, market and operational
risk.
Definitive document pending publication by the European
Commission. It specifies the conditions for assessing the
materiality of changes in the IRB approach for credit risk,
the AMA model for operational risk and the IMA for
market risk.



Guidelines on the criteria to determine the conditions of
application of Article 131(3) of Directive 2013/36/EU
(CRD) in relation to the assessment of other systemically
important institutions (O-SIIs).
Definitive document that specifies the conditions for
determining and assessing those institutions which shall
be considered in the same light as other systemically
important institutions (O-SIIs).



Draft Guidelines on sound remuneration policies under
Article 74(3) and 75(2) of Directive 2013/36/EU and
disclosures under Article 450 of Regulation (EU) No
575/2013.
Document currently in the discussion phase regarding the
principles that shall be applied by financial institutions to
define their remuneration policies.



Regulatory Technical Standards on classes of
instruments that are appropriate to be used for the
purposes of variable remuneration under Article 94(2) of
Directive 2013/36/EU.
Document currently in the consultation phase on criteria
for identifying personnel whose professional activities
have a material impact on the risk profile of financial
institutions.

BTS are, as a consequence, instruments which allow faster
progression towards a consistent fulfilment of European
standards. These regulations are directly applicable to all
Member States and do not need to be transposed. The
technical standards are divided into two types of documents:


Regulatory Technical Standards (RTS): technical
regulatory standards which modify or supplement nonessential elements of a basic provision.



Implementing Technical Standards (ITS): technical
operation standards which guarantee equal application of
the terms of a basic legislative provision.

In addition to BTS, the EBA issues another set of disclosures
which are not legally binding:


Guidelines: help guidelines or application criteria;
fulfilment of these is not compulsory.



Consultation Papers: consultation documents; these are
not legally binding due to their non-definitive nature.

In the past year, numerous technical standards and guidelines
have been published, with the purpose of standardising and
unifying the financial system of the European Union. The
following points are considered to be some of the most
significant:




Implementing
Technical
Standards
amending
Commission Implementing Regulation (EU) 680/2014
with regard to the Leverage Ratio (LR).
This document is still in the process of consultation. Its
purpose is to review the structure of the leverage ratio
report, as well as to standardise calculations in all
Member States. The information contained in this
document shall be in line with the leverage ratio
standards published by the Basel Committee on Banking
Supervision.
Regulatory Technical Standards on the specification of
the assessment methodology for competent authorities
regarding compliance of an institution with the
requirements to use the IRB Approach in accordance with
Articles 144(2), 173(3) and 180(3)(b) of Regulation (EU)
No 575/2013.
This document is still in the process of consultation. It
advocates the use of the IRB approach for certain types
of exposures in accordance with the implementation of a
sequential plan, the introduction of material changes to
the IRB approach and a return to the application of less
complex or sophisticated approaches.
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Similarly, the Basel Committee has published various relevant
reference documents in 2014, among which the following
should be highlighted:


Revised Pillar 3 disclosure requirements.
The purpose of this document is to allow market
participants to compare information disclosed by
different institutions, as this information is homogenous
in its calculations and disclosure requirements. The
document was published at the beginning of 2015 and is
based on the previous consultative document published
in June 2014 (Review of the Pillar 3 disclosure
requirements).



Revisions to the standardised approach for credit risk.
A consultative document open to comments until March
2015. The Committee is considering replacing all
references to external ratings used in the standardised
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approach with a limited number of simple, intuitive and
available risk drivers capable of explaining the risk
between jurisdictions.












Capital floors: the design of a framework based on
standardised approaches.
Another consultative document open to comments until
March 2015. It focuses on the proposal for designing a
capital floor based on standardised approaches. This
floor shall replace the previous transitional approach of
the Basel I framework with reviewed standardised
approaches for credit risk, market risk and operational
risk. This capital floor shall act as a supplement to the
leverage ratio introduced by Basel III, and shall seek to
mitigate the model risk and calculation errors derived
from the use of internal models.
Revisions to the securitisation framework.
The purpose of this document is to treat a series of
deficiencies identified in the Basel II framework and to
reinforce the capital standards for securitisation
exposures contained in the investment portfolio.
Basel III: the net stable funding ratio.
The NSFR (net stable funding ratio) is a significant
component of the reforms introduced by Basel III. It
requires all banks to maintain a stable financing profile in
terms of their activities on and off the balance sheet,
whilst reducing the possibility of alterations in their
sources of financing that may hinder their liquidity
position and thus increase the risk of a decline in said
position and potentially contribute to an increase in its
systemic risk. It is expected to come into force on 1
January 2018.
Supervisory framework for measuring and controlling
large exposures.
Large exposures are limited in order to constrain the
maximum losses which can be covered by a bank in the
event that a counterparty, or a connected group of
counterparties, does not fulfil its legal obligations. The
document presents a general limit for the exposure of a
bank to a counterparty, specifically 25% of the bank’s Tier
1 Capital. The limit is equally applied to the exposure to a
group of interrelated counterparties. For exposures of
banks considered to be of global systemic importance,
the limit shall be more stringent and shall be reduced to
15% of Tier 1 capital.
Capital requirements for bank exposures to central
counterparties.
With this document, the Basel Committee aims to simplify
the provisional political framework and complete the
initiatives put forth by other supervisory institutions, such
as CPSS (Committee on Payment and Settlement
Systems) and IOSCO (International Organisation of
Securities Commissions). The terms of the document
shall be applicable from 1 January 2017. The provisional
policy currently in force shall apply until this date.
The standardised approach for measuring counterparty
credit risk exposures.
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The purpose of this document is to develop a
methodology that is sensitive to risks and which
adequately reflects the difference between transactions
with and without margins, while providing a significant
acknowledgement of benefits compensation. The
standardised approach used in counterparty credit risk
limits the need for intervention by the national authority,
minimises the use of internal estimates in banks and
reduces their complexity, applying the prudential methods
already in place within the capital framework.

2.2.2

National regulatory context

The regulatory changes established by the European
regulations have been adapted on a national scale by
transposing Directive 2013/36/EU of 26 June 2013. This
transposition has been carried out in two phases.
The first phase involved transposing the more urgent aspects
of the new directive into Royal Decree 14/2013 of 29
November, regarding urgent measures for adapting Spanish
law to European Union regulations in terms of supervision and
solvency of financial institutions. Had this transposition not
taken place, the Bank of Spain would have experienced
difficulties when implementing the new faculties attributed by
the European Union regulations.
The second phase involved the disclosure on 26 June 2014 of
Law 10/2014 on organisation, supervision and solvency or
credit institutions. This fully incorporated the legal provisions
of the directive into the national legal rules and regulations.
Royal Decree 84/2015 of 13 February, supplementing Law
20/2014 of 26 June on organisation, supervision and
solvency of credit institutions was published in order to
complete the regulatory development of Law 10/2014 and
gather all regulatory standards and regulations regarding the
organisation and discipline of credit institutions in a single
document.
Further regulations regarding activities developed by financial
institutions and their subsequent supervision have been
published on a national scale:




Law 14/2013 of 27 September providing support to
entrepreneurs and their internationalisation:
–

The
definition
of
SME
contained
in
Recommendation 2003/361/EC is applied,
therefore the SME definition is similar to the
definition employed on the European scale.

–

Introduces the application of a corrective factor of
0.7619 to calculate own funds requirements and
the principal capital of credit institutions for credit
risk-weighted exposures in small and medium
institutions that fulfil the terms and conditions of
provision 501.2 of Regulation (EU) nº 575/2013.

Bank of Spain Circular 2/2014 of 31 January:
–

The purpose of this Circular is to establish, in
accordance with the conferred faculties, which
options from those contained in EU Regulation nº
575/2013 that are attributed to the relevant
national authorities require immediate action, from
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the entry into force of the new regulatory framework
for solvency, consolidated credit agencies and
Spanish credit agencies, which may or may not be
consolidated, and to what extent.
–



To this end, in this Circular, the Bank of Spain shall
make use of some of the permanent regulatory
options foreseen in Regulation (EU) nº 575/2013.
The general purpose is to allow continuity in terms
of how Spanish regulations have been dealing with
certain issues prior to the implementation of this EU
regulation, which is justified, in some cases, by the
business model that has traditionally been followed
by Spanish firms. This does not exclude any future
options foreseen by the competent authorities in
the CRR, particularly where extraordinary or
uncommon options are involved, as the terms and
conditions of the CRR shall be applied directly,
without needing to be transposed into a Bank of
Spain Circular.

Bank of Spain Circular 5/2014 of 28 November,
amending Circular 4/2004 of 22 December to credit
institutions concerning regulations for public and
confidential financial information and models of financial
statements, Circular 1/2010 of 27 January to credit
institutions concerning statistics related to interest rates
that are applied to deposits and loans for homes and
non-financial corporations, and Circular 1/2013 of 24
May concerning the Risk Information Headquarters.
–

One of the main objectives of this Circular is to
adapt the content of public financial information
and confidential information to the FINREP
countries’ criteria for creation, terminology,
definitions and formats.

–

Another significant change is the reconsideration of
transactions classified as sub-standard credit risk,
where their coverage has gone from being specific
to generic.

2.2.3

Single Supervisory Mechanism

At the end of 2013, the Regulation (EU) 1024/2013 of the
Council, of 15 October 2013 was implemented. This assigned
specific responsibilities regarding policies related to prudential
supervision of credit institutions to the European Central Bank.
This regulation is supplemented by Regulation (EU) 468/2014
of the European Central Bank of 16 April 2014, which
establishes a new framework for cooperation between the
European Central Bank, competent national authorities and
designated national authorities.
This new regulation establishes the Single Supervisory
Mechanism (SSM), which came into force in November 2014.
The SSM is comprised of the European Central Bank and the
National Supervisory Authorities, which include the Bank of
Spain. The European Central Bank takes on tasks of
supervision, authorisation, revocation or sanctioning of credit
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institutions within the entire banking system, directly
supervising the more significant institutions and indirectly
supervising the less significant institutions. Therefore, in many
cases, the European Central Bank replaces national
authorities.
The implementation of the SSM is relevant to Spain as 15
groups of credit institutions have been identified as significant,
which represents over 90% of the system’s assets.
On a national scale, it has been adapted to the legal
framework by means of Royal Decree 84/2015, mentioned
previously, which details a series of rules and regulations in
order to facilitate the adaptation to the new supervisory
framework. The most relevant of these relate to
authorisations, acquisition of significant participations and
assessments of the suitability of persons holding positions
with high levels of responsibility in credit institutions, in
addition to rules and regulations related to capital buffers.
In October 2013, a process was put into place aimed at
evaluating the solvency of the most relevant financial
institutions. Banco Sabadell Group was included in this group
of institutions as it met the stipulated criteria. There were
three phases in this process:


Supervisory Risk Assessment (SRA): whose aim was to
identify the key risks in the balance sheets of institutions
involved in the process, including liquidity, leverage and
financing by means of carrying out both qualitative and
quantitative tests within a new risk evaluation system
developed by the European Central Bank and national
supervisory agencies.



Asset Quality Review (AQR): a process based on reviewing
the quality of assets, focused on portfolios that are
considered to have a higher risk profile or of which less
information is available. As part of this exercise, the
integrity of the data was analysed. The ECB fixed the
minimum threshold of common equity tier 1 capital
(CET1) at 8% of risk-weighted assets, once these had
been adjusted following the AQR.



Stress Test (ST): This resulted in a continuation of review
of assets. The EBA created a common methodology
implemented by all supervisory authorities within the EU
which ensured that the main European banks were
evaluated based on the same focus points, definitions
and common assumptions.
The execution process of the stress tests involved 128
European banks which made up 50% of the banking
sector in each member state. These tests were carried
out at the highest level of consolidation and within two
different scenarios: baseline and adverse.

For further details regarding the results of the Stress
Test of Banco Sabadell Group, refer to the Risk
profile and management chapter in this document,
under the European Central Bank Comprehensive
Assessment section.
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2.3 Executive Summary
Banco Sabadell is one of the main financial institutions in
Spain, with a total asset value of 163,346 million Euros as of
31 December 2014.

products and analysis unit, Treasury and Capital Market
and Hiring and Safeguarding of assets.


It offers an extensive range of banking products and financial
services, including deposits, personal banking, personal loans,
mortgage loans, short and medium-term financing, insurance,
brokerage services, electronic payment services and credit
and debit cards. Our main customers are small and mediumsized enterprises (SMEs) and individual customers in Spain.
The total number of customers at the end of 2014 was 6.4
million, compared with 6.5 million in 2013. At 31 December
2014, there were a total of 2,267 branches in Spain. Retail
banking services are primarily managed through the network
of branches. Commercial Banking is the largest line of
business within the group; at the end of 2014, a total of 2,253
branches were dedicated primarily to this line of business. This
line of business operates in Spain by means of a set of brands,
each one focused on a customer base and/or a particular
geographical region.
The Group has a structured organisation in the following lines
of business:






Commercial Banking: this is the largest line of business
within the Group, and its activity focuses on the supply of
financial products and services to large and mediumsized enterprises, SMEs, corporates and self-employed
professionals, individuals, professional collectives and
Insurance Banking).
The Commercial Banking business operates under the
frame of reference SabadellAtlántico within most of the
Spanish market. Additionally, it operates under the
following brands:
–

SabadellHerrero, in Asturias and León.

–

SabadellGuipuzcoano, in Basque Country, Navarra
and La Rioja.

–

SabadellCAM, in Valencia and Murcia.

–

SabadellSolbank, in Canary Islands, Balearic Islands
and southern coastal areas, and the Levante region;
attends to the needs of the European residents in
Spain segment.

–

ActivoBank focuses its activity on customers that
operate exclusively via the Internet or over the
telephone.

–

SabadellGallego is for the branches in Galicia.

Corporate Banking and Global Businesses: offers
products and services to large corporations and both
international and national financial institutions. It
encompasses activities related to corporate banking,
structured financing, corporate finance, development
capital, international business and consumer finance.
Markets and Private Banking: offers savings and
investment management services to the customers of
Banco Sabadell and also includes a range of services
from the assessment of alternatives to intervention in
markets and active management and custody of equity.
This line of business encompasses and jointly manages:
SabadelUrquijo Private Banking, the Investments,
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Transformación de Activos (Asset Transformation): at the
end of 2014, in accordance with the changes in market
tendencies and taking into account the way in which the
market has assessed the capabilities of Solvia, the group
has divided asset management activities into two areas:
on the one hand, Transformation of Assets of Banco
Sabadell, which manages the bank’s real estate balance
sheet from a perspective of the full transformation
process, and on the other hand, Solvia, which provides
services to the real estate portfolio of both the group and
of third parties, for use in business and value
enhancement.
The Asset Transformation area focuses on maintaining an
integrated vision of the Group’s real estate balance
sheet, and on designing and developing the assets
transformation strategy. Solvia (real estate line of
business) focuses on providing real estate services
throughout
the
life
cycle
of
the
product
(commercialisation and servicing of assets, management
of equity and promotion and development of land) and it
is one of the largest real estate institutions in Spain.

Banco Sabadell also operates abroad, and boasts a total of 53
branches (including representative branches) throughout its
different lines of business.


Banco Sabadell America: this business is comprised of
various business units, holdings and representative
offices which together manage the financial business
activities of corporate banking, private banking and
commercial banking. These activities are developed
through the Banco Sabadell Miami Branch, Sabadell
United Bank, Sabadell Securities and Sabadell Capital.



BancSabadell d’Andorra: this is a banking institution in
the Principality of Andorra, of which Banco Sabadell is the
holder of 50.97% of the capital, aimed at medium and
high-income individual customers, and at the more
significant institutions within the Principality of Andorra.

The development of the institution is aimed at
profitable growth that can generate value for
shareholders through a business diversification
strategy based on criteria related to return, efficiency
and service quality, with a conservative risk profile and
within the framework of ethical and professional
conduct, taking into consideration the interests of the
different interest groups.

Expansion
From the beginning of the financial crisis, the Spanish banking
sector has been involved in an unprecedented consolidation
process. Higher levels of capital, more stringent provisioning
requirements, economic recession and pressure from capital
markets have been some of the factors that have forced
Spanish institutions to merge together in order to grow in
scale, maximise efficiency and reinforce their balance sheets.
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Over the last ten years, Banco Sabadell has expanded its
geographical presence and increased its market share in
Spain by means of a set of acquisitions, the most significant of
which has been the acquisition of Banco CAM in 2012, which
significantly increased the size of its balance sheet. In 2013,
Banco Sabadell was able to undertake other corporate
operations within the banking restructuring framework under
adequate economic conditions. Following the acquisitions of
the Penedès network, Banco Gallego and Lloyds España in the
previous tax year, Banco Sabadell is well-situated to grow
organically and to benefit from the recovery of the Spanish
economy.
As a result of these acquisitions and the organic growth
experienced in recent years, the Group has reinforced its
position in some of the wealthiest regions in Spain (Catalonia,
Valencia and Balearic Islands) and increased its share in other
key areas. In 2013, these regions represented 31% of the
Spanish GDP, and where Banco Sabadell had credit market
shares they represented 15.1%, 14.2% and 9.2% respectively
(September 2014). Based on the most recent available
information, Banco Sabadell has a 7.4% national market share
in credit and 7.2% in deposits (October 2014). Additionally,
Banco Sabadell is known for products such as ICO (Spanish
Official Credit Institute) financing, with a market share of
17.5% (December 2014); commercial credit with a share of
12.3% (October 2014); salaries with 5.7% (November 2014)
and POS invoicing with 15.5% (September 2014).

Banco Sabadell has continued to be an example of
international business, thanks to its presence in strategic
areas and support of firms in their international activities,
reaching shares of 25.6% and 16.9% in documentary credit for
exports and imports respectively (November 2014).
During 2014, Banco Sabadell has experienced a favourable
trend in the attraction of customer funds, enhanced by various
marketing campaigns. The bank has reached a market share
of 8.3% in housing term deposits (October 2014) and 13.9% in
term deposits of non-financial corporations (October 2014). In
addition, it is worth highlighting its significant success in
attracting off-balance sheet funds, increasing their weight in
the balance sheet. The share of mutual funds has increased
from 4.1% to 5.1% throughout 2014.

Development of the balance sheet
At the end of 2014, the total assets of Banco Sabadell and its
group totalled 163,345.7 million Euros, a similar figure to that
seen at the end of 2013 (163,522.5 million Euros).
Throughout 2014, customers funds experienced a positive
development and a year-on-year global growth rate of 4.1%,
mainly due to the sustained growth of off-balance sheet
resources, particularly in terms of equities in managed and
commercialised collective investment schemes (CIS).
The following charts show the simplified balance sheet
composition of Banco Sabadell.

Figure 1. Composition of the balance sheet in Banco Sabadell Group.

Net attributed profit
Banco Sabadell and its group ended 2014 with a net
attributed profit of 371.7 million Euros, once expenses related
to insolvencies and the provision of the assets and real estate
portfolio had been completed, adding up to a total of 2,499.7
million Euros. This represents an increase of 154.7%
compared to the 145.9 million Euros of the previous year.

Banco Sabadell and its group ended 2014 with a net
attributed profit of 371.7 million Euros, 154.7% higher
than the previous year.

Since 2007, the deposit base has been the main source of
financing for the bank, reducing its dependency on the capital
market. Additionally, in the same year, the bank has
successfully completed the public issuance within the
wholesale market of 1.25 billion Euros of mortgage-covered
bonds in November and two senior issuances to retail
investors of 360 and 500 million Euros in November and
December respectively.

Credit rating

Financing
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Throughout 2014 there has been an improvement in
the development of problem assets. The development
of these assets (doubtful plus real estate assets not
covered by the Asset Protection Scheme) has gone
from 16,021 million Euros in 2013 to 14,192 million
Euros in 2014.

This reduction of doubtful balances has resulted in the nonperforming loan ratio being placed at 12.17% at the end of
2014, without taking into account those assets protected by
the Banco CAM’s Asset Protection Scheme, compared to
13.63% at the end of 2013 (-146 basis points). The coverage
ratio of doubtful assets as of 31 December 2014 was 50.3%,
compared to 51.6% the previous year.
During 2014, Banco Sabadell has carried out provisions worth
2.5 billion Euros, which has allowed it to increase its
provisions fund and reach a global coverage (real estate credit
and assets) of 13.1%.

On 26 October 2014, the ECB published the results of the
global development (generally known as the Comprehensive
Assessment) carried out on European banks, which
encompassed both the Asset Quality Review and Stress Tests,
and which showed the increased solvency of Banco Sabadell.
In the stress test, Banco Sabadell had a capital ratio (CET1) of
10.26%, and in the most adverse scenario that was analysed,
this ratio would have stood at 8.33%, far above the minimum
requirement of 5.5%. These ratios demonstrate an excess of
capital of over 1.7 billion Euros in the baseline scenario, and
of over 2.2 billion Euros in the most adverse scenario
considered.
The previous results do not take into consideration the effect
of mandatory convertible bonds, not included in the stress test
despite their being converted in 2015; nor do they include all
deductions contemplated in the new regulatory framework of
Basel III. Had these been taken into account, the CET1 ratio in
the adverse scenario would have stood at 9.38% (including
convertible bonds) and at 8.8% (taking into consideration all
deductions that have not been applied yet as they are in a
transitional period, a ratio known as fully loaded).

Capital
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2.4 Key figures of Own Funds

Figure 2. Evolution of Solvency and Risk in Banco Sabadell Group.

Regulatory Capital Ratio.

Capital Base (millions of Euros).

Own Funds Requirements (millions of Euros) **

Distribution of Own Funds Requirements by risk type.
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Own Funds Requirements by geographical location.

Own Fund Requirements by segment.

Leverage Ratio (LR), in phase-in scenario.

5.22%

CET1 ratio, in fully-loaded scenario *

Leverage Ratio (LR), in fully-loaded scenario *

11.46%

5.10%

* Not including value adjustments of the held-for-trading portfolio. When included, the ratios are 12.40% and 5.52% respectively.
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3. Scope of Application
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3.1 Introduction

mortgage securitisation or asset securitisation
funds, whose social objective is the administration
and management of the aforementioned funds

The scope of application of the present report corresponds to
the consolidated group of credit institutions that form part of
Banco Sabadell Group in terms of the European regulations
currently in force regarding the calculation of own funds (also
known as prudential or solvency effects).

–

Venture capital firms and venture capital fund
management firms.

–

Institutions whose main activity is the holding of
shares or stocks, except in the case of mixed
financial holding companies subject which are
supervised at the level of financial consolidated
institutions, and are not controlled by a credit
institution.

–

All institutions, regardless of their name, statute or
nationality, that carry out the typical activities of
those described above.

Annex I lists these institutions, expressly indicating those
institutions which have been fully or partially consolidated and
investees.
The information set out in this chapter is in full compliance
with the requirements of Article 436 contained in Part Eight of
the CRR.

3.1.1

Corporate name

The corporate names of institutions within the scope of
application referred to in the following section are those listed
in Annex I, where Banco de Sabadell, S.A. is the parent
undertaking of the Group.

3.1.2

Accounting and prudential differences within
the consolidated group

The differences between the consolidated group of credit
institutions in prudential terms, and the group of credit
institutions in accountancy terms, make up two different bases
of consolidation known as private basis and public basis
respectively.
As stated in Chapter 2, Title II, Part 1 of the CRR and in section
3 of the 3rd Regulation of the Bank of Spain Circular (BSC)
4/2004 and successive modifications BSC 6/2008, 1/2009,
2/2010, 3/2010, 7/2010, 8/2010, 5/2011, 2/2012,
6/2012, 1/2013, 5/2013, 1/2014, 3/2014 and 5/2014
(jointly referred to hereafter as Accounting Circular) they
mainly differ in that the confidential scope of consolidation
takes into account:


Financial institutions that can be consolidated due to
their activities, including:
–

Credit institutions.

–

Investment services firms.

–

Investment institutions, as defined in Article 9 of
Law 35/2003 of 4 November of Collective
Investment Institutions.

–

Management institutions of collective investment
schemes, as well as those of pension funds and
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Similarly, instrumental institutions whose business
activities involve extending one or more consolidated
financial institutions, or which consist primarily in
rendering ancillary services to said institutions, shall also
be deemed to be consolidated.



Conversely, insurance undertakings shall not form part of
consolidated groups of credit institutions.

The ECB determines that a group of credit institutions exists
when the dominant institution is either a credit institution or
when its principal activity involves the ownership of stocks in
one or more of its subsidiary credit institutions; and when
there are groups formed of one or more credit institutions
wherein the predominant activities are those carried out by
said credit institutions. One institution shall be considered to
control another when it meets one or more of the following
criteria:


Possesses the majority of voting rights.



Has the ability to appoint or dismiss the majority of
members of the governing body.



Can exercise the majority of voting rights, in line with
agreements made with other partners.



Has appointed the majority of members of the governing
body, through the exclusive use of its voting rights, with
the intention of their being on the governing body at the
time when consolidated accounts are created and for the
two immediately preceding years. This event shall not
lead to consolidation if the institution where governors
who have been appointed in this way are associated with
another institution under the circumstances outlined at
the beginning of this section.

In line with the descriptions given in the preceding paragraphs,
there are certain differences between the bases. Specifically,
this has resulted in the global integration into public financial
statements of the following institutions using the private equity
method:
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Table 2. Banco Sabadell Group companies, fully incorporated into public financial statements using the private equity method at
31 December 2014.

3.1.2.1

Equity investments deducted from own funds

The following table shows holdings in financial entities which
are deemed to be consolidated given their activities, in
accordance with the definition of “financial sector entity” as
stated in Article 3, Point 27 and Article 43 of the CRR.
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However, these are not fully incorporated into the public and
private bases and have shareholdings representing over 10%
of the investees’ capital, from which they could directly deduct
own funds provided they exceeded the thresholds established
in Article 48 of the CRR. Currently, the investments in
significant shareholdings of entities within the financial sector,
including insurance undertakings, that are shown in the
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following table are not directly deducted from own funds but
are weighted at 250% and included in the calculation of own

funds requirements.

Table 3. Banco Sabadell Group companies at 31 December 2014, incorporated using public and private equity methods, whose
shareholding exceeds 10%.

The following table lists companies with holdings in insurance
and reinsurance undertakings, and in institutions whose
primary activity involves acquiring holdings in insurance
undertakings, as described in the Law on Capital Firms or
when, either directly or indirectly, said institutions have 10% or

more of the voting rights or capital of the holding company and
are therefore considered financial entities in accordance with
the prudential provisions of Article 3 of the CRR, and which
can be deducted from own funds, as explained previously.

Table 4. Banco Sabadell Group companies at 31 December 2014, owned by the insurance undertaking, incorporated using the
private equity method.

Banco Sabadell Group has decided to improve the quality of its
disclosed information, adopting the recommendations put
forth by, inter alia, the EDTF (Enhanced Disclosure Task
Force). Consequently, the reconciliation between the public
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and private balance sheets is shown, taking into consideration
any adjustments that can allow them to be transferred from
the public basis to the private basis and vice versa.
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Table 5. Reconciliation between public and private balance sheets.
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3.1.3

Variations throughout the period

capital stocks in other institutions (subsidiary undertakings,
joint ventures and/or investment in affiliated institutions)
exercised by the group in 2014.

The following tables show the combination of operations,
acquisitions and sales which best represent operations and

Table 6. Banco Sabadell Group scope modifications: new holdings of the period.

Table 7. Banco Sabadell Group scope modifications: transfers during the period.
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3.1.3.1

Major changes

Founding of Sabadell Capital, Multiple Purpose Financial
Institution (SOFOM)
On 22 April 2014, Sabadell Capital, Anonymous Variable
Capital Enterprise was established in Mexico City, as a Multiple
Purpose Financial Institution (SOFOM). It is also considered to
be a Non Regulated Institution (hereinafter, Sabadell Capital),
with 100% of its share structure belonging to Banco Sabadell
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Group. Its primary activity focuses on corporate banking and
structured financing in both Mexican Pesos and US Dollars, of
energy projects, infrastructures and other sectors such as
tourism, external commerce and public administration.
Sabadell Capital is formed of a team of 21 people and is
based in Mexico City, with another branch in Monterrey (Nuevo
León). The majority of the potential market targeted by
Sabadell Capital is located in these two cities.
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Once the relevant permits are obtained from Spanish
supervisory authorities and Mexican regulatory institutions,
and once operations have begun, the objective of Sabadell
Capital is to reach a target investment of 1.5 billion Euros in
2016. To achieve this, Sabadell Capital has the resources and
international support of Banco Sabadell, an institution with
extensive experience in financing this type of projects, and
which has specialised local, regional and global teams who
can provide the necessary support to consolidate this new
business in Mexico.

takeover of JGB Bank, N.A., effective from 11 July 2014, with a
cost of 49.6 million dollars (approximately 36.4 million Euros).
This operation generated goodwill of 9.8 million dollars.
With this undertaking, Sabadell United strengthened its
position in Florida, where its volume of business is worth
approximately 8 billion dollars. Its network is made up of 27
branches which provide service to 40,000 customers.

3.1.4

Acquisition of Banco Gallego Vida y Pensiones
On 12 November 2013, Banco Sabadell endorsed a purchase
agreement with Caja de Seguros Reunidos, Compañía de
Seguros y Reaseguros, S.A. (Caser) to acquire 75% of stocks
that Caser had in the institution Banco Gallego Vida y
Pensiones, S.A. de Seguros y Reaseguros (“Banco Gallego Vida
y Pensiones”), of which Banco Sabadell is shareholder,
irrespective of the remaining shares. On 20 February 2014,
the acquisition of this stock was completed and, consequently,
Banco Sabadell held 100% of the capital of Banco Gallego
Vida y Pensiones with a net expenditure of 28,200 Euros.

There is currently no evidence of any material, practical or
legal impediments to the immediate transfer of own funds or
to the reimbursement of liabilities between subsidiary
undertakings and their parent undertaking, nor is there any
indication that any of these types of impediments will exist in
the foreseeable future.

3.1.5

This transaction forms part of the restructuring process of
subsidiary undertakings and associate insurance undertakings
of Banco Sabadell.

Acquisition agreement with JGB Bank, N.A.
On 4 December 2013, Banco Sabadell reached an agreement
with GNB Holdings Confidence through its subsidiary in Miami
Sabadell United Bank, N.A. (“Sabadell United Bank”) to
acquire JGB Bank, N.A. (“JGB Bank”). This process involved the
acquisition of GNB Holdings Confidence, part of JGB Financial
Holding Business, which owns banking institution JGB Bank.
JGB Bank manages 530 million dollars in assets
(approximately 390 million Euros) and 173 million dollars in
credit (approximately 127 million Euros).
The chief owner of GNB Holdings Confidence is Jaime Gilinski
Bacal, who is also a significant shareholder of Banco Sabadell.
On 14 July 2014, having obtained the corresponding
authorisations, Sabadell United Bank, N.A. (Sabadell United)
carried out the acquisition and immediate merger and
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Possible material, practical or legal
impediments to the transfer of own funds

Identification of subsidiary undertakings with
own funds below the required minimum
level

Similarly, there are no subsidiary undertakings outside of the
consolidated Group with resources below the minimum
requirements established in the applicable regulations.

3.1.6

Exemptions from these requirements

On 29/10/2009, Banco Sabadell Group was granted
exemption by the Bank of Spain from own funds requirements
at an individual level for the following subsidiary undertakings:


BanSabadell Fincom, E.F.C., S.A.



BanSabadell Financiación, E.F.C., S.A.

In this sense, the Group has proven its fulfilment of the
requirements detailed in Article 7 of the CRR, including
negligible risks of third parties with these subsidiary
undertakings compared to the risks of the Group.
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4. Risk profile and
management
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4.1 Risk Profile
4.1.1

Introduction

The information included in this point of the chapter is in full
compliance with the disclosure requirements of Article 435 of
Part Eight of the CRR: “Risk management objectives and
policies”.

The general position held by the Institution with regard
to Risk-taking aims to achieve a medium-low risk
profile through the use of a prudent and balanced risk
policy that will ensure the profitable and sustainable
growth of its activity, and that it is in line with the
strategic objectives of the Group, in order to maximise
the generation of value while guaranteeing an
adequate level of solvency.

and liquidity risk. The significance of these risks is measured
based on capital, which is an indicator of the eventual
unexpected losses that each risk can produce, before reaching
a sufficiently elevated level of confidence.

For further information regarding the institution’s risk
profile, refer to the Risk Management section in the
Annual Report, available on the corporate site
(www.grupobancsabadell.com)
under
the
subheading “Annual Reports” under “Financial
Information” in the “Shareholder and Investor
Information” section.

The most significant risks to which the institution is exposed
are credit risk, operational risk, market risk, interest rate risk

Figure 3. Main Risk Profile indicators for Banco Sabadell Group, as of 31/12/2014.
Credit: distribution of exposures by portfolios.

Credit: Default Ratio (excluding EPA).

12.17%

Operational: distribution of losses by risk type in the last year.
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Operational: distribution of losses by risk type last 5 years.
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Market Risk: VaR of trading book in the last year.

4.33%

Interest Rate: MVE sensitivity (to variations of 100 b.p.).

Liquidity: Loan to Deposits (LTD) Ratio.

4.33%
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Liquidity: Liquidity Coverage Ratio (LCR).
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4.2 Comprehensive Assessment of the
European Central Bank

Banco Sabadell is the only Spanish bank which did not
suffer any adjustments of its capital ratio once the
Asset Quality Review (AQR) had been completed by the
European Central Bank. This is a clear indication of the
thoroughness and transparency of the institution’s
provisions policy.

In October 2014, the European Central Bank (ECB) completed
the global assessment of the 128 largest banks in the
Eurozone, in conjunction with national authorities and
cooperating closely with the European Banking Authority (EBA)
for issues related to the stress test. The published results
conclude that the valuations of assets and collaterals of Banco
Sabadell, as well as its provisions, are adequate and also
conclude that the bank did not require any additional capital in
any of the contemplated scenarios.
This global assessment (generally known as the Comprehensive
Assessment) began in November 2013, and constituted a
necessary preliminary step towards the new supervisory
functions that were undertaken by the ECB the following year.
Therefore, it should be emphasised that this assessment has
covered a significant portion of the various processes and
procedures used in the assessed banks.
The different phases of the global assessment are explained
hereafter.

4.2.1

Asset Quality Review (AQR)

The purpose of this initial phase was to carry out a detailed
review of banking balance sheets in order to determine, among
other things, the adequacy of the classification of credit
investment (normal/“doubtful”), levels of provisions and
valuations of certain assets.
To this end, the ECB began reviewing the main policies,
processes and accounting criteria of the bank, covering areas
related to its own financing activities (treatment of refinanced
transactions, the provisions accounting system and the
definition of “doubtful” assets), as well as other areas such as
consolidation and valuation of financial instruments, including
derivatives.
Based on the selection of the portfolios which represented the
highest levels of risk and exposure, the ECB then reviewed
samples of obligors (essentially, credit files). For the bank, this
entailed assessing an important part of its credit investments,
reviewing 905 obligors (of which 210 were associated with the
largest customers) and re-evaluating over 1,500 real estate
taxes.

4.2.2

Stress Test

The second phase of the assessment involved evaluating the
ability of institutions to withstand stress under two hypothetical
scenarios: one central or more probable scenario (a macroeconomic scenario approved by the European Commission) and
another adverse or more severe scenario (set by the European
Systematic Risk Board) for the 2014-2016 period.
This phase was created using the consolidated balance sheets
from the end of the 2013 tax year as a base. A bottom-up focus
was employed, which meant applying the methodology defined
by the European Banking Authority (EBA) at the most basic level
of granularity in the bank’s portfolio, including in this case the
total credit investment, as well as its exposure to sovereign and
corporate debt, in holding companies and real-estate assets.
The main credit, market and contra account risks were thus
analysed, as well as those from real-estate assets.
The work was developed using detailed templates aimed at
ensuring the equanimity of the exercise and, as in the previous
phase, was subjected to quality control procedures from the
ECB and the Bank of Spain.
A minimum capital threshold was set at 8% in the baseline
scenario and 5.5% in the adverse scenario.

4.2.3

Stress Test Results

According to the results published for each of the 128 major
European institutions evaluated in the global assessment,
Banco Sabadell was the only Spanish bank that did not suffer
any adjustment to its initial capital ratio once the Asset Quality
Review had been completed. In Europe, only 15 institutions did
not suffer any adjustments.
Furthermore, in the stress test, where the initial capital ratio
(CET1) was 10.26%, this ratio would have been above the
minimum requirement of 5.5% even in the most adverse
contemplated scenario, calculated at 8.33% to be exact. Along
with these ratios, there was an estimated excess capital of over
1.7 billion Euros in the baseline scenario, and of over 2.2 billion
in the most adverse scenario.
The previous results do not take into account the effect of
mandatory convertible bonds, which were not included in the
stress test despite being converted in 2015. They also do not
include the deductions contemplated in the new rules and
regulations of Basel III. Had these been considered, in the
adverse scenario the CET1 ratio would have been 9.38%
(including convertible bonds) and 8.8% (taking into account all
those deductions that have not yet been applied as they are in
a transitional period, a ratio known as fully-loaded).
The group believes that these results demonstrate the success
of the set of capital performances carried out by Banco
Sabadell over the last three years. They also consolidate the
competitive position of the bank within the Spanish market,
and are proof of the high quality of management of financial
assets.

This phase received support from first class auditing firms, and
was subjected to a rigorous quality control procedure by the
ECB and the Bank of Spain. This phase could have resulted in a
series of adjustments of the maximum equity quality level,
CET1, to be considered when determining starting levels to be
used in the stress test.
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In the Stress Test, Banco Sabadell reached a CET1
capital ratio of 8.33% in the most adverse scenario.
This percentage would rise to 9.38% if mandatory
convertible bonds were included and 8.8% on a fullyloaded basis.
Figure 4. Stress Test – adjustment factors: CET1 2016 in adverse scenario.

* Convertible bonds have not been included in the Stress Test, but are shown here for illustrative purposes. The total value of mandatory convertible bonds is €860
million (105 basis points) at 31 December 2013, for which the maturities calendar is as follows: €17.6 million in 2014, €755.6 million in 2015, €68.6 million in
2016 and €17.6 million in 2017.
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4.3 Risk Management and Control
During 2014, Banco Sabadell Group has continued to
strengthen its global risk management framework,
incorporating improvements in order to align the
Institution with the best practices within the financial
sector.

The Board is the body responsible for establishing general
guidelines regarding the organisational distribution of
management and risk control tasks. It also determines the

main strategies to be followed, the nature and level of risks
undertaken when delegating to committees, and defines the
relationship between the risk level and available capital.
Therefore, the Board is also responsible for approving the
Strategic Risk Framework and for ensuring its consistency with
the Institution’s strategic short and long-term objectives, as well
as with the business plan, capital planning, risk-taking capacity
and compensation programmes.
The Board of Directors of Banco Sabadell Group has defined
the following basic principles related to risk control and
management.

Figure 5. Principles of risk management and control in Banco Sabadell.

SOLVENCY

Banco Sabadell Group follows a prudent and balanced risk policy to ensure the sustained and
profitable growth of its activities, and to guarantee its alignment with the Group’s strategic
objectives in order to maximise the generation of value.

RESPONSIBILITY

The Board of Directors is committed to risk management and control procedures: approval of
policies, limits, management model and procedures, methodologies for measurement, monitoring
and control. In the executive sphere, there is a clear segregation of tasks between business units,
where risks originate, and risk control units.

MONITORING AND
CONTROL

Risk management requires solid and continuous control procedures within the pre-defined limits,
with clearly defined responsibilities for identifying and monitoring indicators and early warnings,
as well as an advanced risk assessment methodology.

The Board of Directors has four committees involved in risk
management and control. Additionally, there are different
Committees within the Institution that contribute to this task.
The Board of Directors establishes a corporate risk culture
through the Executive Committee, the Risk Control Committee,
the Audit and Control Committee and the Appointments and
Remuneration Committee and, if delegated, the Financial
Division, the Risk Division, the Operations and Corporate
Development Division and the Internal Audit Division, in order
to ensure the sophistication of risk measurement and
management procedures and their adequate implementation in
terms of the institution’s risks and business operations.

For further information see Part E of the Corporate
Governance Annual Report, available on the
corporate site (www.grupobancsabadell.com)
under “Corporate Governance” within the
“Shareholder and Investor Information” section.
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4.3.1

Corporate risk culture

The risk culture of Banco Sabadell is one of the factors that
sets it apart, and it is firmly rooted throughout the organisation
as a result of its progressive development spanning over
decades. Among the aspects that characterise this strong risk
culture are:


A high level of involvement of the Board of Directors in risk
management and control procedures. Since before 1994,
there has been a Risk Control Committee in the Bank,
whose main task is to supervise the management of all
relevant risks and to align these with the risk limits and
tolerances as defined by the Institution.



Basic Management Team as a key player in the
acceptance and monitoring of credit risk. The team has
existed for more than twenty years, and is formed of the
account manager on one hand, and the risk analyst on the
other.



High degree of specialisation: specific management teams
for each segment (Real Estate, Corporate Banking,
Corporates, SMEs, Retailers, Banks and Countries, etc.)
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which allow a specialised risk management process to be
implemented in each area.


Advanced internal models of credit qualification that have
served as a fundamental element of decision-making
processes for over fifteen years (since 1999 for individuals
and since 2000 for corporates). The Institution, in
accordance with the relevant best practices, applies said
practices in order to improve the general efficiency of the
process.



The allocation of faculties for sanctioning transactions at
the various different levels is based on the expected
losses.



A rigorous monitoring of credit risk carried out in an
advanced system of early warnings for corporates and
individuals. These warnings are triggered by both internal
and external information.



An advanced irregular risk management model that
strengthens the forecasting and specialised management,
guiding the risk treatment in situations where default is
most likely. This comprehensive system uses simulators to
help determine the best solution in each situation, as well
as managers who specialise in the different segments and
who are dedicated exclusively to this task.



Existence of an organisational structure aimed at
monitoring and recovering impaired assets, touching upon
all actions from the moment when a debt is unpaid, or
when it is presumed to be unpaid, through the use of
warnings.



Risk-adjusted pricing. The commercial policy is dynamic
and takes into account the cost of financing and risk
(expected losses and cost in capital). The risk models are
a key element in determining prices and return objectives.





The risk management model is fully integrated into the
Bank’s technological platform, so that all policies,
procedures, methodologies and models can be
immediately
transferred
for
daily
management
procedures. This element has been particularly relevant in
the different acquisitions undertaken recently by the Bank.
Use of stress testing as a management tool: Banco
Sabadell has spent years working with a powerful
calculation tool to carry out stress tests and has

Qualitative Elements

collaborated with internal teams who have ample
experience in its development. During the last year:
improvement of the tool (granularity, calculation) and
definition of its potential uses and governmental
framework.

4.3.2

In 2014, Banco Sabadell Group developed a new Strategic Risk
Framework which extends and reinforces the existing
management framework. It consists of three essential
elements: the Risk Appetite Statement, risk control and
monitoring processes and the allocation of responsibilities.

Risk Appetite Statement
The Strategic Risk Framework includes, inter alia, the Risk
Appetite Statement (RAS) which is defined as the quantity and
diversity of risks that Banco Sabadell Group seeks and
tolerates in order to achieve its business objectives, whilst
maintaining a balance between return and risk.
The RAS is composed of quantitative measures which allow an
objective monitoring to be carried out of the achievement of
objectives and of established limits, and of a series of
qualitative elements that supplement these measures and
govern the Group’s Risk control and management policy.

Basic measures of level one Risk Appetite
The quantitative measures of the RAS in Banco Sabadell Group
are divided into six general areas:


Capital and Solvency: level and quality of capital.



Liquidity: liquidity buffers and financing structure.



Return: balance between return and risk.



Quality of Assets: for different significant risks and in
stress scenarios.



Losses: for different significant risks and in stress
scenarios.



Credit and Concentration: individual and sectorial.



The risk control and management system in Banco
Sabadell Group is set up as an extensive framework of
principles, policies, procedures and advanced assessment
methodologies that are integrated into an efficient
decision-making structure. The risk factor is taken into
account when making any kind of decision, and is
quantified in terms of allocated capital using a common
measurement method.



Risk management is based on solid and continuous
procedures to ensure that accepted risks adhere to predefined limits, with clearly defined responsibilities to
identify and monitor indicators and early warnings, as well
as an advanced risk assessment methodology.

As a supplement to the quantitative measures, the Strategic
Risk Framework also includes certain qualitative aspects:


The general position of the Institution in terms of
acceptance of risks aims to achieve a medium-low risk
profile, by means of a prudent and balanced risk policy
which ensures profitable and sustained growth of its
activities and which is in line with the Group’s strategic
objectives, in order to maximise the generation of value,
thereby guaranteeing an adequate level of solvency.
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The levels of Capital and Liquidity should be sufficient to
cover the risks accepted by the Institution, including in
unfavourable economic scenarios.



There shall be no risk concentration levels that may
significantly compromise own funds.



The objectives behind accepting Market Risk for trading
purposes are to handle the flow of transactions produced
by customers’ activities and to take advantage of market
opportunities, whilst maintaining a position in line with the
Bank’s market share, appetite, capacities and profile.



The risks function is independent and the Senior
Management has a high degree of participation that
guarantees a strong risk culture focused on protecting and
ensuring the appropriate return on capital.



The Board of Directors is fully committed to risk
management and control processes: the approval of
policies, limits, management model and procedures, and
measurement, monitoring and control methodologies.



The Group maintains a risk culture that is adhered to
throughout the Institution, and has various units that
specialise in the treatment of different risks. The Risk
Division conveys this culture by introducing policies,
implementing and starting up internal models, and
adapting these to the risk management procedures.



The Risk Management policies and procedures are aimed
at adapting the risk profile to the Strategic Risk
Framework, whilst maintaining a balance between the
expected return and risk.



The institution shall have at its disposal the necessary
human and technological resources to monitor, control
and manage all risks which it may encounter during the
course of its activities.



The Group’s remuneration systems shall align individual
interests with the fulfilment of the Strategic Risk
Framework.

business units in which it operates and to the risk appetite that
the Group wishes to accept. These control systems are linked to
the procedures of acceptance, monitoring, mitigation or
recovery of the most significant risks of the Institution.
Based on the results of the monitoring and control mechanism,
an adequacy plan is set up for each of the tier one basic
metrics. This plan includes all the conditions set out in the RAS
and is established by the relevant participants in each metric.
Similarly, the aggregate limits approved in the RAS are
transferred to the risk policies and procedures in order to
ensure their efficient use in management.

Allocation of roles and responsibilities
The Strategic Risk Framework is covered by an updated risk
governance framework in line with the standards and
regulations, both on a European and a national scale
(specifically, CRR 575/2013 and CRD-IV and its transposition
to national law through Law 10/2014 on Organisation,
Supervision and Solvency of Credit Institutions).
For each significant risk of the Group, details are given of the
main participants, their tasks, policies, methods and
procedures, as well as control and monitoring mechanisms.
Details of the organisation of the risk function are therefore
clearly specified, indicating the roles and responsibilities of the
various committees and divisions in terms of risks and their
control systems. The most notable among these are:


The supervisory role of the Risk Control Committee,
formed of non-executive members of the Board of
Directors, and whose main function is to ensure the
adequacy of risks undertaken by the Group in accordance
with the Risk Appetite Statement approved by the Board of
Directors.



The responsibility of the Risk Control Division to carry out
monitoring and assessments of the most significant risks,
thereby guaranteeing the effective supervision of all
identified risks by the various business units and
permanently ensuring that the Institution’s risk profile is in
line with the Risk Appetite Statement.



The responsibility of the Internal Audit Division to control
the effective fulfilment of risk management policies and
procedures and evaluate the adequacy and efficiency of
control and management activities of each functional and
executive unit. This includes the verification of the design
and effectiveness of the full content of the RAS, its
conformity with the supervisory framework and the
assurance of its implementation and later integration
within the Institution’s management systems.

The RAS is distributed to the entire organisation through the
Strategic Risk Framework by means of different instruments,
including:


Risk management policies.



Models.



Tools.



Standards and regulations.



Strategic planning.



Incentives.



Monitoring and reporting.



Pricing.



Communication.



Adequacy protocols.

Control and monitoring procedures
The Risk Appetite Statement is distributed to the entire
organisation through the Risk Appetite Framework, which also
foresees the control and monitoring mechanisms of the risk
appetite established by the decision-making bodies.

For further details regarding the allocation of roles
and responsibilities, refer to section E of the
Corporate Governance Annual Report, available on
the
group’s
corporate
website
(www.grupobancsabadell.com) in the “Shareholder
and Investor Information” section, under
“Corporate Governance”.

The Group therefore has at its disposal first-rate risk control
systems that have been adapted to the activities of the various

Figure 6. Governance bodies and risk management responsibilities.
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4.4 Management of the most significant
risks of the Group
4.4.1



Credit and Concentration Risks

Reactive score: used to evaluate consumer loans
proposals, mortgages and cards. Once all the data of the
transaction has been introduced, the system calculates a
result based on the estimated creditworthiness, financial
profile and, if applicable, the level of pledged assets.

Early warnings
Credit risk arises from the possibility of losses being caused by
the non-fulfilment of payment obligations by the obligor, as well
as losses of value due to the impairment of the obligors’ credit
rating. Within this section, country, counterparty and
concentration risks are also considered.
The Board of Directors grants powers to the Executive
Committee to allow the latter to delegate at different stages of
the decision-making process. The implementation of measures
to control the attributions in admission systems allows the
delegated group established at each stage to make decisions
based on the expected loss calculated for each transaction of
the presented corporates.

Banco Sabadell has a system of early warnings in place for both
the Corporates sector and the Individual Customers sector.
These early warnings model the risk measurement based on
behavioural factors obtained from available sources of
information (rating or scoring, customer files, balance sheets,
CIRBE (Bank of Spain Central Credit Register), information of a
sectorial, operative, etc. nature). The model measures the risk
created by the customer on a short-term basis (predicted
propensity to default), obtaining a high level of predictability to
detect potential defaults. The rating, which is obtained
automatically, is a basic data input used when monitoring the
risk of corporates and individual customers.

Responsibility both in terms of acceptance of risks as well as
risk monitoring is shared between the business manager and
the risk analyst, in order to optimise the business opportunities
with each customer and guarantee a sufficient level of security.
This in turn provides a comprehensive overview of the situation
of each customer.

This warnings system enables:

Policies for these risks are established, on one hand, in terms
of the management framework and, on the other hand, in the
form of maximum exposure limits or of permitted
mitigation/guarantee techniques. Both of these methods are
based on specific regulations and training programmes which
enable them to be distributed to all levels of the organisation.
A basic management tool for this type of risk is the use of
advanced internal credit rating models of customers or
transactions:

Ratings
Credit risks incurred with corporates, developers, specialised
lending projects, Traders and Self-Employed Professionals,
financial institutions and countries, are rated using a rating
system based on predictive factors and an internal estimate of
the probability of default.
Ratings models are reviewed annually based on the analysis of
behavioural patterns of defaulted loans. A predicted default
rate is assigned to each credit rating level, which also allows a
homogeneous comparison to be made of other segments and
of credit ratings from external credit agencies through a master
ratings scale.

Scorings
The credit risks undertaken with individual customers are rated
using scoring systems which are in turn based on a quantitative
model of historic statistical data, where the relevant predictive
factors are identified. Two types of score are used.


Behavioural score: the system automatically classifies
customers based on information regarding their activity
and on each product. These scores are mainly used in:
authorisation of transactions, setting (authorised)
overdraft limits, advertising campaigns, monitoring and
segmentation
of
claims
and/or
reimbursement
procedures.
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Improved efficiency when monitoring customers with the
lowest rating (different cut-off points for each group).



Foreseeable actions to manage any negative change in
the situation of the customer (change in rating, new severe
warnings, etc.).



Regular control of customers whose situation remains
unchanged and who have been analysed by the Basic
Management Team.

The analysis of indicators and early warnings, in addition to
rating reviews, allows an integrated and continuous
measurement to be made of the appropriateness of the
accepted risk. The establishment of efficient procedures to
manage outstanding risks also benefits the management of
past-due risks by enabling a proactive policy to be devised once
a preliminary identification has been made of any cases with
propensity to default.

Irregular Risk Management
Banco Sabadell also has a management model for irregular
risks in the impaired assets portfolio. The purpose of managing
irregular risks is to identify the best solution for the customer of
any symptoms of impairment, whilst reducing the default of
customers with economic difficulties, ensuring the smooth
progression and intensive management across the different
phases.
The most important characteristic of the collection and
recoveries management procedure is its adaptation to the type
of debt/segment of the obligor, and to the length of time over
which the obligor has defaulted payment. Therefore, the
organisational system used by specialists taking part in this
process is particularly important, as is the availability of an
adequate information system that can facilitate their
coordination and give continuous access to information related
to the situation of the customer in question. The institution
shall search for the most efficient method of ensuring
repayment of the loan in full at all times while also opting, if
necessary, for external management systems with support from
firms that specialise in these types of managerial activities. The
institution shall even consider, if necessary, implementing a
mechanism to freeze the debt in cases where the price is
reasonable in terms of savings or any additional losses that
may result from a different alternative.
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Furthermore, the institution has a disinvestment action strategy
for its acquired real estate assets, which is used to accelerate
the development of real estate properties whilst minimising
losses.

positions and the approval of transactions of each business
unit. The various management units therefore have the duty
and obligation to manage their positions within the established
limits and to obtain approval for the risks undertaken in their
transactions.

Concentration risk

Market risks are monitored on a daily basis and reports of the
existing risk levels and of the abidance by the limits set for each
unit are made to the risk control divisions. Thus, any variations
in risk levels due to either variations in prices of financial
products or due to their volatility are easily identified.

The concentration risk refers to exposures whose risk of
incurring losses is great enough to pose a threat to the financial
Solvency of the Institution.
This risk is divided into two basic sub-types:


Individual concentration risk: imperfect diversification of
the idiosyncratic risk within the portfolio due to either its
reduced size, or due to extensive exposures in specific
customers.



Sectorial concentration risk: imperfect diversification of
systematic components of the risk within the portfolio,
which may be factors relating to the sector, geographical
location, etc.

In order to efficiently manage the concentration risk, Banco
Sabadell has access to a series of specific tools and policies:


Quantitative measures from the Risk Appetite Statement
and their subsequent monitoring, such as level one
metrics.



Individual limits of risks or customers considered to be
significant by the Executive Committee.



Delegations that ensure that all transactions carried out by
the most important customers are approved by the Credit
Operations Committee or even the Executive Committee.

Counterparty Risk
Counterparty risk is defined as the credit risk of transactions in
financial markets which is undertaken with other financial
institutions and which arises from financial operations, both in
accounting operations, where the risk value is similar to the
nominal value of the transaction, and from operations involving
derivative products not contracted in organised markets and
whose risk value is, in most cases, lower than its notional value.

Discretionary market risks are measured using the VaR (Value
at Risk) methodology. This allows for a standardisation of risks
throughout the different types of transactions in financial
markets. The VaR provides an estimate of the maximum
predicted potential losses presented by a position due to an
unusual transaction. This estimate is made in monetary terms
and is associated with a specific date, a particular level of
confidence and a specified time horizon. To this end, different
levels of market risk factors are taken into account.
The VaR limits are approved by the Risk Control Committee and
are applied granularly, resulting in a subdivision of the global
limit into different limits based on the unit and risk factor,
reaching the portfolio level.
There are other types of limit in addition to VaR limits. These
include, inter alia, sensibility limits, nominal limits and stop-loss
limits which, together with the VaR, allow a full assessment to
be made of the market risk. Market risks are monitored daily,
and reports of the existing risk levels and of the adherence to
the limits set for each unit are sent to the risk control divisions.
This allows any changes in risk levels caused by fluctuations in
prices of financial products and their volatility to be easily
identified. The viability of the VaR methodology can be proven
using backtesting techniques, which can be used to verify that
the VaR estimates fall within the contemplated level of
confidence.
The risk control is supplemented by specific simulation
exercises under extreme market scenarios (stress testing),
where different adverse historical and theoretical situations are
analysed, as well as their possible impact on the trading book.

Banco Sabadell has a risk evaluation and management system
in place that allows the adherence to approved limits to be
monitored and controlled on a daily basis.

4.4.3

Additionally, Banco Sabadell has signed CSA (Credit Support
Annex) and GMRA (Global Master Repurchase Agreement)
compensation agreements that can be used to mitigate its
exposure to contra account risk. These agreements have been
negotiated with the majority of counterparties and enable the
incurred risk to be significantly reduced through the provision of
collateral.

Liquidity risk arises from the possibility of incurring losses due
to an inability to fulfil payment obligations, even if only
temporarily, because the necessary liquid assets are
unavailable or because the markets cannot be accessed to
obtain refinancing at a reasonable rate. This risk may be
related to systemic factors or circumstances that are particular
to the institution in question.

4.4.2

The purpose of managing liquidity risk is to provide the Group
with a liquidity capacity at all times, which should at least be in
conformance with the levels established in relevant rules and
regulations and in the internal risk management procedures.

Market Risk

This risk is defined as the possibility of incurring a loss in the
market value of positions maintained in financial assets, as a
result of changes in risk factors which in turn affect their price
and stock exchange contributions, their volatilities and the
correlations between them (for example: equity, interest rates
or exchange rates).

Liquidity Risk

As a supplementary policy, it has been established that the
institution shall have a reserve margin to cover any liquidity
needs. This shall be achieved by maintaining a level of liquid
assets eligible as collateral as per the ECB that is sufficient to
cover past-due debts issued in capital markets within a period
of 12 months.

The market risk acceptance, management and control system
is based on the imposition of limits for specifically assigned

Pillar III Disclosures

41

BancoSabadell
Various methodologies and information systems are used to
evaluate this risk:


Information related to daily balances of assets and
liabilities and regulatory measures such as the LCR
(Liquidity Coverage Ratio) and the NSFR (Net Stable
Funding Ratio).

by the ALCO, which in turn is assigned tasks by the Board of
Directors. The Financial Risks, Countries and Banks Division
monitors this risk and the established managerial limits.

4.4.5

Operational Risk



Information regarding the circumstances of liquid assets
and second lines of liquidity based on deductible assets in
the ECB.



Liquidity gap using the tool’s measurement framework to
measure the interest rate risk in order to carry out
simulations.



Information regarding maturity of financing operations in
wholesale financial markets.

Operational Risk includes the management and control of the
following risks:



Regular stress tests. Banco Sabadell regularly carries out
stress tests focusing on the institution’s position within the
institutional market. The results of these stress tests are
used to ensure that the institution can maintain the
necessary liquid assets buffer to cover the net balance of
incoming and outgoing assets in a stressful situation over
a period of up to one year.



Reputation Risk: possibility of incurring losses derived
from negative publicity related to the institution’s practices
and business, which may also generate a lack of
confidence in the institution, thereby affecting is solvency.



Technological Risk: possibility of incurring losses derived
from an inability of the systems’ infrastructure to fully
continue carrying out its day-to-day activities.

General market information: issuances, spreads, reports
from external credit agencies, etc.



Model Risk: the possibility of incurring losses derived from
decisions reached using inadequate models.



4.4.4

Structural Risks

Interest rate risk
This risk arises from variations in interest rates, their level or
the gradient of their curve, on which assets, liabilities and offbalance positions are based. When these positions show
temporary discrepancies due to different re-pricing or maturity
periods, they are not affected in sync with each other, and this
could have repercussions on the robustness and stability of the
results.
The management of interest rate risks involves a global focus
on financial exposures in the group and entails the proposal of
commercial or hedging alternatives to achieve business
objectives in line with market circumstances and abiding by the
risk limits established for the group. Various methods are used
to measure this risk, such as analysing the sensitivity of the
financial margin to changing interest rates within a time horizon
of one year. This analysis is carried out using statistical
techniques (gap) and dynamic (simulation) techniques. These
techniques consider different hypotheses for the growth of the
balance sheet and changes to the gradient of the interest rates
curve.
Another technique involves analysing the sensitivity of the net
asset value to variations in interest rates using the duration gap
in order to apply the effects of these variations to a superior
time horizon.

Operational Risk is defined as the risk of loss resulting from
inadequate or failed internal processes, people or systems or
from external events. This definition includes Model Risk,
Technological Risk and Reputation Risk (which in turn includes
Conduct Risk).

The Senior Management and the Board of Directors are directly
involved and effectively take part in the management of this
risk by means of approving the management framework and its
implementation as proposed by the Operational Risk
Committee. The latter is formed of Senior Management
members from different functional areas within the institution.
The management of this risk also requires regular audits to be
carried out on the application of the management framework
and the reliability of the information provided, as well as
internal validation tests of the operational risk model.
The operational risk management process is decentralised,
split among the various process managers throughout the
organisation. The processes they manage are indicated in the
corporate process flowchart, which facilitates the distribution of
information throughout the organisation. The group has a
central unit specialised in the management of operational risk,
whose main functions are to coordinate, supervise and promote
both the identification and the assessment and management of
risks that are carried out by the process managers, based on
the management model adopted by Banco Sabadell Group.
A database is available containing information on all losses
incurred due to operational risk since 2002. This database is
continuously updated with new information concerning losses
and any subsequent recoveries achieved either through direct
management or through contracted insurances. Other
management tools are also used: internal assessments of risks
and controls, benchmarking of operational events external to
the institution, etc.

Foreign exchange risk

4.4.6

The foreign exchange risk arises as a consequence of the
variation in exchange rates between different currencies, where
these variations generate losses in financial investments and
on permanent investments in foreign branches and subsidiary
undertakings.

Tax Risk reflects the possible non-fulfilment or uncertainty
associated with the interpretation of tax legislation in any of the
jurisdictions wherein ordinary activities take place.

This type of risk is managed centrally. The Treasury and Capital
Markets Division and the Financial Division are assigned tasks

The objective of Banco Sabadell Group in this regard is to
ensure the fulfilment of tax obligations, whilst guaranteeing an
adequate performance for our shareholders.
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For issues related to tax risk, the Board of Directors is
responsible for establishing management and control policies,
as well as the tax strategy. The purpose behind this is two-fold;
to ensure the fulfilment of legal duties and obligations and to
guarantee the best return for the shareholder.
The Tax Consultancy Division independently reviews operations
of the Bank from a perspective of its conformity with the current
tax legislation. Specifically, the Division’s responsibilities are
divided into two categories, dependant upon the position
adopted by Banco Sabadell in each operation:




As a contributor: in order to verify the timely and correct
fulfilment of Banco Sabadell’s tax duties and obligations,
the Tax Consultancy Division oversees and ensures
compliance with the tax legislation in force of the bank’s
general activities on a regular basis, and of specific
transactions when required.
As a developer of new products: the day-to-day activity of
the Bank requires the creation of new products that can
be offered to customers. The development of these
products requires an examination of their taxation, to
ensure full transparency when displaying their
characteristics.

4.4.7

Responsibility for the execution of Banco Sabadell’s control
programmes also resides with the parent undertaking. Foreign
branches and subsidiary undertakings are assigned
responsibility for the implementation of those policies,
procedures and controls that directly affect them, and are also
responsible for their functional maintenance.
It is a flexible model focused on risk, which is continuously
adapted to the Group’s strategy and which takes full advantage
of any synergies, maintaining a global focus on any aspects that
fall within the general scope and/or which require significant
technological development, but which is also adapted to the
specifications and legislation affecting each business or each
country.
The main challenge is the standardisation within the Group of
regulatory compliance control levels, setting compulsory
minimum standards, irrespective of the activity or country in
which this activity is being carried out.
This model is made up of two pillars:


A central unit which provides services to the whole Group
and which is aimed at globally managing Compliance Risk.
Its main tasks are the analysis, distribution and
implementation control of any new regulations that may
impact the Group, as well as the control, focused on risk,
of the correct fulfilment of the regulations already in place.



Additionally, it is directly responsible for the operation of
various processes which have been categorised as high
risk, as they require comprehensive and direct control
methods: Prevention of Money Laundering and Combating
Financing of Terrorism; control of market abuse practices;
control of fulfilment of Internal Code of Conduct and the
implementation and monitoring elements for investor
protection (MiFID).



A network of Compliance Supervisors located in each
subsidiary undertaking and foreign branch (with functional
dependency on the Central Compliance Unit and
hierarchical reliance on the Manager of the subsidiary or
foreign branch) and which operate their own control
programmes. They regularly report to the Central Unit to
ensure the fulfilment of internal rules and regulations and
compliance with the legislation in force that govern the
countries in which these subsidiary undertakings and
foreign branches operate, and the activities that they carry
out.

Compliance Risk

Compliance risk is defined as the possibility of incurring legal or
administrative sanctions, significant financial losses or loss of
reputation as a result of non-fulfilment of laws, regulations,
internal standards and codes of conduct related to banking
activities.
An essential aspect of the policy of Banco Sabadell Group, and
a foundation of its organisational culture, is the meticulous
fulfilment of all legal terms and conditions. Business objectives
should be achieved in compliance with the body of laws and
applying the best practices at all times.
To this end, the Group has a Compliance Division whose
purpose is to promote and endeavour to reach the highest
degrees of compliance with the legislation in force and the
professional ethics of the group, to minimise the possibility of
non-compliance of the same and ensure that any instances of
non-compliance are identified, reported and diligently resolved,
and that the appropriate preventive measures are adopted to
avoid non-compliance, in the event that these are not already in
place.
The compliance model assigns responsibility for establishing
policies, procedures and controls to the parent undertaking.
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This model is constructed and promoted through six different
means: technology, training, procedures, communication
channels, control and monitoring programmes and an approval
process of products and regulations.
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5. Capital
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5.1 Own Funds
5.1.1



Deferred Tax Assets (DTAs): tax assets that depend upon
future performance are deducted from common equity
tier 1 capital, excepting those that are produced by
temporary discrepancies, which are partially deducted
using a fixed threshold.



Pension fund assets: defined benefit pension fund assets
are deducted from common equity tier 1 capital.



Cross holdings: these are deducted when the Competent
Authority considers these holdings to have been used to
artificially increase own funds.

Introduction

Throughout this section the terms Own Funds, Capital Base
and Capital are synonymous in terms of the described content.
The information included in the present section of this chapter
is in full compliance with the requirements of Article 437 of
Part Eight of the CCR, as well as those of the current European
regulation:


ITS on Disclosure for Own Funds by institutions under
Article 437(2) and 492(5) of Regulation (EU) 575/2013
(CRR).



Commission Implementing Regulation (EU) 1423/2013,
of 20 December 2013, laying down implementing
technical standards with regard to disclosure of own
funds requirements for institutions according to
Regulation (EU) No 575/2013 of the European
Parliament and of the Council.

This European regulation lays down a series of information
requirements to be fulfilled regarding the reconciliation of
elements that comprise the regulatory capital with the balance
sheets in the financial statements of the institution; capital
instruments that make up own funds, and the composition of
said capital instruments.
Additionally, in terms of the composition of capital
instruments, information regarding their transitional nature is
required, in order to identify those elements which shall cease
to be eligible as capital once the transitional period has ended,
or for which the capital category where they will be included
has changed. Similarly, this allows information to be obtained
regarding the partial or gradual adjustments and deductions of
the current own funds calculations (through phases over a
period of 5 years), and how these shall be fully applied after
this period has ended.

Some modifications to deductions already in existence have
also been made:


Major investment in institutions of the financial sector:
where before these were deducted in full, they shall now
be deducted only when they exceed the threshold
established in the CRR. If this threshold is not exceeded,
the value of these holdings shall be weighted at 250%
when used to calculate own funds requirements to cover
credit risk.



Minor investment in institutions in the financial sector:
the main modification is that insurance undertakings are
now taken into account in this deduction.

The result of these legislative changes affects the
consideration of the Group’s own funds, as reflected in the
following graph:

Figure 7. Evolution of own funds (millions of Euros).

In parallel, Banco Sabadell Group has adopted the best
practice recommendations published by the EDTF.

5.1.2

Evolution of Own Funds

The classification of own funds has been significantly modified
since the entry into force of the CRR on 1 January 2014.
On one hand, a new division of the capital base is presented,
considering three types of capital where before there were
two. The previous composition only made a distinction
between Tier 1 and Tier 2 capital. Currently Tier 1 capital has
been sub-divided into Common Equity Tier 1 (CET1) and
Additional Tier 1 (AT1), thereby applying the same
classification method used in Tier 2.
This new classification has also affected the minimum
percentage requirements for different capital ratios, with
Article 92 of the CRR establishing 4.5% for CET1, 6% for Tier 1
and 8% for global own funds.

For the sake of comparison with the data at 31/12/2013, the
Capital Base is calculated in compliance with the standards
and regulations in force on this date and with the new
Solvency regulations (pro-forma BIS III, as they are more
commonly known) on this date. The resulting increase is
mainly due to changes in legislation regarding major
investments in the financial sector. Where these investments
do not exceed, in the case of Banco Sabadell Group, the
forecast threshold indicated in Article 48 of the CRR, these go
from being deducted in full to being calculated as own funds
requirements.
The variation between 31/12/2013 (pro-forma BIS III) and
31/12/2014 is due to an increase in deductions for Intangible
Assets and the partial repayment of Subordinated Debt.

On the other hand, the computability of this classification has
also been modified. The most significant modifications are
reflected by the creation of new deductions. These include:
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5.1.3

Reconciliation between accounting and
regulatory own funds

In accordance with the provisions of Article 2 of Commission
Implementing Regulation 1423/2013, the following table

shows the reconciliation between accounting and regulatory
own funds, showing how the latter are obtained from the net
shareholders’ equity.
The information from 31 December 2013 is pro-forma BIS III,
for the sake of its comparison with new regulatory criteria.

Table 8. Reconciliation of Own Funds due to changes in regulation.
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5.1.4

Composition of own funds

Figure 8. Percentage distribution of own funds.

The following table shows the main elements that make up the
capital base in terms of solvency in Banco Sabadell Group,
both Tier I common and additional capital and Tier II capital, in
accordance with the criteria set out in Part Two of the CRR.
The information dated 31 December 2013 is pro-forma BIS III,
meaning that it has been adapted to enable a comparison to
be made with the new regulatory criteria.
The following table shows the distribution per capital tier in
terms of the total own funds at 31 December 2014. The
institution did not compute Additional Tier 1 capital due to the
effect of deductions, therefore Tier 1 capital is comprised in
full of Common Equity Tier 1 capital.

Table 9. Total amount of eligible own funds.

The Group’s own funds at 31/12/2014 amount to
€9,501,413,000. Tier I own funds stand at €8,703,035,000
and make up 91.60% of the total capital base in terms of
solvency. Common Equity Tier 1 own funds are made up of the
following elements and deductions:
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Social capital and assimilated funds of institutions that
form the Group. The total capital value amounts to
€503,058,000.



Reserves, which are in turn comprised of cash and
express reserves and other elements categorised as
reserves, including paid-up share premiums. The total
value of reserves stands at €8,702,255,000.
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Net attributable profit. This takes into account results of
the tax period, once any possible expenses or dividends
have been deducted. Its total value stands at
€291,188,000.



Own shares. Elements pertaining to the institution or the
group are deducted from its capital, including share
premiums of their own shares. Their current value stands
at €87,376,000.



Non-controlling interests (up to the maximum permitted
amount stipulated in the CRR) make up the Common
Equity Tier I capital of subsidiary undertakings which is
not attributable to the consolidated group, but which
contributes to the total capital of the group. Their total
value stands at €28,919,000.





As with other types of capital, non-controlling interests of
the corresponding tier (up to the maximum limit
stipulated in the CRR), which are contributed to Tier 2
capital by the remaining entities that form the group, are
also taken into account and amount to €680,000.



The excess resulting from the sum of value adjustments
made due to impairment of assets plus provisions for
risks assigned to exposures calculated using the IRB
approach, once these have been compared with the
corresponding expected losses that do not exceed 0.6%
of the calculated risk-weighted exposures.



Adjustments due to generic credit risk, up to a maximum
of 1.25% of risk-weighted exposures, calculated using the
standardised approach. Their total value stands at
€220,202,000.

Deductions for goodwill and intangible assets (20% plus
any excess payments that cannot be deducted from AT1).
They are valued at €683,806,000.

There have been no major changes in this period. The most
significant changes are due to:



Purchase of own shares financing represents a deduction
valued at €50,349,000.





Value adjustments / Other. Total adjustments in this
period have resulted in a negative value of €854,000.

An increase in Intangible Assets due to the acquisition of
Software by BANC SABADELL INFORMATION SYSTEMS
(BSIS) valued at €95,243,000.



The partial amortisation of three issuances of
Subordinated Debt carried out in March, valued at
€66,800,000,
€14,700,000
and
€26,100,000
respectively.



An increase in treasury stock of €29,935,000.

Additional Tier 1 capital in 2014 does not contribute capital to
the Group, as it is compensated by deductions. Therefore, Tier
1 capital is fully comprised of elements that make up Common
Equity Tier 1 capital. The elements that make up the Additional
Tier 1 capital are:


Capital instruments, made up of preferential shares and
mandatory convertible bonds, and, in this case, issuance
of capital from Sabadell International Equity Ltd. Their
total value amounts to €913,681,000.



Non-controlling interests in this tier are also included (up
to the maximum limit stipulated in the CRR). Their total
value stands at €430,000.



Deductions due to goodwill and intangible assets during
the transitional period, 80% are deducted from Additional
Tier 1 capital, where possible. When the AT1 capital is not
enough to absorb this deduction, any excess shall be
deducted from CET1. Therefore in this item, for Banco
Sabadell Group, the regulatory value of CET1 deductions
is over 20% and the value of AT1 deductions is less than
80%. Together they amount to €914,111,000.

The total value of Tier 2 capital stands at €798,378,000. This
figure represents 8.40% of the total capital base in terms of
solvency. It is comprised of various elements, including:


In addition to the description of elements that make up own
funds at 31 December 2014, Annex II also provides details of
all items and deductions that make up own funds, as well as
details of the application of transitional provisions to these
funds, included in Part Ten of the CRR. This allows the
outcomes of the progressive implementation of all changes
included in the CRR regarding the capital composition at the
end of the transitional period to be identified. The content of
Annex II is in full compliance with the European Regulation
cited at the beginning of this chapter, specifically Article 5 of
Commission Implementing Regulation 1423/2013.

5.1.5

Own funds instruments

Each of the aforementioned capital tiers is made up, among
other items, of capital instruments that form part of these tiers
due to their characteristics. In Banco Sabadell Group, the
following instruments should be mentioned:

Capital instruments, formed of subordinated issuances,
valued at €577,496,000.
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Table 10. List of own funds instruments.

Details of each of these instruments can be found in Annex III, which gives details of their main characteristics in accordance with
Article 3 of Commission Implementing Regulation 1423/2013, as well as details of their transitional nature and eligibility as capital
once the transitional period has ended.
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5.2 Own funds requirements
5.2.1

Figure 10. Distribution of credit risk requirements by
exposure class.

Introduction

The information included in this section is in full compliance
with the requirements of Articles 438, 440 and 441 of the
CRR, and with Article 41 of Law 10/2014 on the organisation,
supervision and solvency of credit institutions, which
addresses the Internal Capital Assessment.
The own funds requirements of Banco Sabadell Group are
calculated based on the principles defined in Part Three of the
CRR regarding calculation and control of minimum own funds.
This section details the own funds requirements of Banco
Sabadell Group dependent upon the type of risk, regulatory
category and method of calculation.
One of the most significant causes of the year-on-year
development of these requirements has been the
implementation of the new regulations on 1 January 2014.

Further information regarding the evolution of each risk can be
found in the corresponding chapters of this report.

5.2.3
5.2.2

Own funds requirements’ evolution

The distribution of own funds requirements at 31 December
2014 is as follows:

Figure 9.Distribution of own funds requirements per risk
type.

Total amount of minimum own funds
requirements

The following chart contains information related to own funds
requirements, in line with the requirements of Part Three of
the CRR regarding different types of risk. It also indicates the
calculation method used and, in the case of credit risk, gives
details of the different regulatory exposure classes.
The figures at 31/12/2013 have been recalculated pro-forma,
adhering to the same regulations in order to enable a
comparison to be made between this period and the preceding
period.

Figure 11. Minimum own funds requirements.

This distribution is similar to that of the previous period in that
credit risk is assigned the largest portion of own funds
requirements. One notable difference is the appearance,
although not in material terms, of own funds requirements due
to credit valuation adjustments, as a result of the new
Solvency regulations.
The distribution of own funds requirements to cover credit risk
per exposure class is as follows:
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Table 11. Total amount of minimum own funds requirements.

Pillar III Disclosures

51

BancoSabadell
The minimum own funds required for credit risk of exposures
treated using the standardised approach amount to
€2,828,405,000.

In the case of the trading book, the minimum own funds
required for position risk in this portfolio stand at
€18,152,000. The minimum own funds required for foreign
exchange and currency risks stand at €54,137,000. These
have all been calculated using the standardised approach.

In some portfolios, the Group acts as the supervisory authority
of the treatment of risks using a method based on internal
ratings, specifically for exposures to Corporates and Retail
institutions. In these portfolios, the own funds requirements
for credit risk are calculated using the standardised approach
in a residual fraction of the exposures included in said
portfolios, as they are not eligible for the application of ratings
using internal models.

For operational risk, the minimum own funds stand at
€402,548,000, and are also calculated using the
standardised approach.
One of the new rules for the period introduced by the CRR
involves the inclusion of requirements of credit value
adjustment risk (or CVA risk), with a value of €7,358,000.

The minimum own funds required to cover credit risk for
exposures treated using the internal ratings-based approach
stand at €2,650,590,000, of which €263,665,000
correspond to the amount of the minimum own funds required
for exposures included in the Equity category, calculated by
the Group using the simple weightings method.

The following table indicates factors that have caused a
variation in credit risk requirements from one period to
another:

Table 12. Variation of credit risk requirements during the period.

e

5.2.4

Pillar II: Internal Capital Assessment process

Since 2008, and in conformance with the ICA Guide published
by the Bank of Spain, Banco Sabadell Group has written an
annual internal capital assessment report (also known as
ICAAP – Internal Capital Adequacy Assessment Process), which
includes a three-year capital plan in different stress scenarios,
and a quantification of capital for different material risks.
The recently published Law 10/2014 also mentions, in Article
41, the need for credit institutions to carry out internal capital
assessments.

–


Assessment of internal governance and management and
control systems for each of these risks, identifying
potential areas for improvement.



Quantification of each of the aforementioned risks in
terms of internal or economic capital required to cover
them. To this end, the Group has internal methods of
measuring economic capital for different types of risk.



Forecast of necessary capital based on a three-year
projection in two different scenarios (baseline and
adverse). This forecast is made taking into account
predicted increases in volumes and income, the risk
profile, the expected changes in results, the capabilities
of generating own funds and the assessment of
regulatory and internal requirements.



Establishment of an objective for available own funds
above the minimum regulatory requirements, and
definition of the elements that will comprise own funds.

The Internal Capital Adequacy Assessment Process carried out
by the Group is comprised of the following aspects:


Qualitative and quantitative assessment of the risk profile
of Banco Sabadell. The following risks are assessed:
–

Credit Risk (including Concentration and Equity
Risk).

–

Liquidity Risk.

–

Market Risk.

–

Structural Risk (Interest Rate and Exchange Rate).

–

Operational
Risk
(including
Technological,
Reputation and Model Risk), Tax Risk and
Compliance Risk.

Pillar III Disclosures

Business Risk.



Drafting of an eventual future action plan based on the
conclusions of the Internal Capital Assessment Report
(ICA).
This report, which is the outcome of the ICA, is sent annually to
the Supervisor, following approval by the Board of Directors. It
serves as a basis for establishing a dialogue with the
supervisor to contrast internal and supervisory perceptions of
the risk profile of the institution, requirements of risks that are
not covered or that are insufficiently covered by the minimum
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requirements scheme of the CRR, and of the ability of
available own funds to cover said risks.

current situation, the minimum Capital Ratio required from
Banco Sabadell is 8%.

5.2.5

In accordance with the aforementioned regulations, credit
institutions must fulfil their specific combined requirement of
different capital buffers (detailed hereafter) required for
Common Equity Tier 1 capital at all times.

Capital buffers

In accordance with the transparency requirements detailed in
Article 440 of the CRR and with the new Capital requirements
contained in the CRD-IV (Law 10/2014, Chapter II, Title III),
details of the situation of Banco Sabadell in terms of said
requirements are given hereafter.

When an institution or group does not fulfil the additional
capital buffer requirements, they shall be subject to a series of
restrictions in terms of distribution of benefits or other
elements, and shall have the additional obligation to present a
capital conservation plan.

The situation of Banco Sabadell Group at the end of 2014 is
as follows: this institution has no additional capital
requirements associated with the specifications of CRD-IV and
their transposition into Spanish law. Therefore, given the

The table shown hereafter is a transitional chart detailing the
implementation of these requirements during the phase-in of
the Basel III regulatory framework:

Table 13. Implementation of capital buffers.

5.2.5.1

Capital conservation buffer

The objective of the capital conservation buffer is to ensure
that institutions accumulate sufficient capital during periods of
economic growth to absorb predicted losses in periods of
economic slowdown. The conservation buffer shall be in force
from 2016, and shall be gradually and progressively
implemented until a percentage of 2.5% is eventually
implemented in 2019.

5.2.5.2

Countercyclical buffer

The competent authorities shall have this tool at their disposal
from 2016, in order to mitigate the pro-cyclical effect on credit
of these capital requirements. The counter-cyclical buffer level
shall be determined on a quarterly basis by the Bank of Spain,
calibrated in multiples of 0.25% and within a range from 0% to
2.5% (this may be greater under extraordinary circumstances).

5.2.5.3

Systemic risk buffer

The systemic risk buffer contemplates two reasons for which
additional Capital may be required: where these are required
to cover systemic risks, and where these are required because
an Institution qualifies as a systemic institution. In the event
that both of these reasons are applicable, the one with the
highest demand for capital shall apply.

Systemic risks
The competent authority of each member state may demand,
from 2014, the implementation of a preventive buffer to
mitigate counter-cyclical risks that are not covered by the CRR.
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The systemic risk buffer must be assessed by the Supervisor.
Where applicable, it can vary between 1% and 3% of the
ordinary capital of an Institution, either individual or
consolidated. This percentage will only be greater if a decision
to this effect has been reached by the European Commission.

Systemic institution
A financial institution shall be considered a Global Systemically
Important Institution (G-SII) based on the following criteria


Size of the Institution on a consolidated basis.



Interconnection with the financial system.



Capacity of replacing the rendered services or financial
structure.



Complexity of the Group.



Importance of cross-border activity, both within and
without the EU.

Banco Sabadell Group is not considered to be a G-SII, and it is
therefore exempt from the requirement to introduce a capital
buffer, which is only applicable to systemic institutions.
Consequently, it is also exempt from the requirement to
disclose reports on indicators of global systemic significance,
as this requirement only applies to G-SIIs, as detailed in Article
441 of the CRR.
In the event that, in future, the Group is considered to be a GSII, a buffer between 1% and 3.5% would be required, in line
with the five tranches published by the Financial Stability
Board (FSB).
However, from 2016 Banco Sabadell may have additional
requirements if it is included in the category of Other
Systemically Important Institutions (O-SIIs). The competent
authority shall determine which institutions are to be
considered O-SIIs, based on a scoring system included in the
Guidelines on the criteria to determine the conditions of
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application of Article 131(3) of Directive 2013/36/EU (CRD) in
relation to the assessment of other systemically important
institutions (O-SIIs) of the EBA. This document was adopted by
the Bank of Spain on 12 February 2015.

Table 14. O-SIIs criteria.
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The criteria used to determine the value of indicators shall be
at the discretion of the competent authority of member states,
that shall determine which institutions should be considered
as O-SIIs based on the aggregate calculations of the indicators
of all institutions within its financial system.
Therefore, from 2016, the competent authorities shall
demand the implementation of a buffer of up to 2% by those
institutions whose rating exceeds 350 basis points compared
with their previous scoring, be it on an individual, subconsolidated or consolidated basis.
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5.3 Credit Risk
5.3.1

should be classified as non-performing or write-offs due
to risks attributable to the customer.

Introduction

The information contained in this section is in full compliance
with the information disclosure requirements for institutions,
included in Titles 2 and 3 of Part Eight of the CRR; specifically:


Article 439: regarding exposure to counterparty credit
risk.



Article 442: regarding credit risk adjustments.



Article 444: regarding the use of ECAIs.



Article 447: regarding equity exposures that are not
included in the trading book.



Article 449:
positions.



Article 452: regarding the application of the IRB approach
to credit risk.

5.3.2
5.3.2.1

regarding

exposure

to

Accounting definitions
Accounting definition of default and impaired
positions

Customer risk: the risks in this category encompass:
–

–



Risks due to default: these include (i) debt
instruments that have amounts due on principal,
interest or any contractually agreed expense,
regardless of who the holder is or the guarantee
involved, where these amounts have been past-due
for over 3 months, except where write-offs are
involved; and (ii) debt instruments that have been
classified as doubtful due to an accumulation of
balances classified as non-performing due to
arrears exceeding 25% of the total value of sums
pending collection.
Risks due to reasons other than default: include
debt instruments that do not meet the criteria for
classification as write-offs or non-performing due to
default, and which generate doubts concerning their
full reimbursement (principal and interests) under
the contractually agreed terms and conditions.

Country risk: assets impaired due to country risk are debt
instruments corresponding to transactions in countries
with long-standing difficulties in servicing their debt,
where there are doubts concerning the possibility of
recovery of the debt, with the exception of those
transactions excluded from coverage due to country risk
(e.g. risks attributed to a country, regardless of their
currency, registered in subsidiary undertakings located in
the holder’s country of residence, commercial loans with
a due date not exceeding one year, etc.) and those that
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Finally, write-off risks are debt instruments, past-due or
otherwise, whose possibility of recovery is concluded to be
remote following an individual analysis. Consequently, these
can be removed from the assets.

5.3.2.2

securitisation

In accordance with the Accounting Circular, the Group
classifies its debt instruments under the heading of assets
impaired by credit risk, attributable to both the customer and
to country risk:


In the event that there is more than one reason for which a
transaction is rated due to credit risk, both in terms of risks
attributable to the customer and of country risk, that
transaction will be rated within the category presenting the
greatest risk.

Methods used to establish value adjustments
due to impairment of assets and provisions for
risks and contingency commitments

The book value of financial assets is adjusted, generally, in the
profit and loss account, where there is objective evidence for
the existence of a loss due to impairment. Debt instruments,
i.e. loans and values representing debt, are deemed to be
impaired when, after their initial identification, a single event
occurs or there is a combined effect resulting from multiple
events, which negatively impact their future cash flows. Capital
instruments are deemed to be impaired when, after their initial
identification, a single event occurs or there is a combined
effect resulting from multiple events, which imply that their
initial book value will not be recovered.
For elements valued at their amortised cost, the debt
instrument portfolios, contingency risks and contingency
commitments, regardless of their holder, instrumentation or
guarantee, shall be analysed in order to determine the credit
risk to which the Group is exposed, and to estimate the capital
required to cover losses due to their impaired value. To create
consolidated financial statements, Banco Sabadell Group
classifies its transactions in terms of their credit risk,
individually analysing the insolvency risk attributable to the
customer and the country risk (where applicable) to which they
are exposed.
The objective evidence of impairment is individually identified
for those debt instruments that are individually significant, and
identified either individually or collectively for those debt
instruments that are not individually significant. As an
extraordinary measure, when a specific instrument cannot be
included in any group of assets with similar risk
characteristics, it shall be individually analysed in order to
determine whether it is impaired and, if applicable, to estimate
the losses due to its impairment. These instruments are
classified in terms of the insolvency risk attributable to the
customer or to the transaction, into the following categories:


Normal risk.



Substandard risk.



Non-performing risk due to customer arrears.



Non-performing risk for reasons other than customer
arrears.



Write-off risk.

For debt instruments that are not classified under normal risk,
estimates are made of the hedging requirements needed to
cover their impairment, taking account of how long the sums
have been due, any contributed guarantees, the customer’s
economic circumstances and, if applicable, those of their
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guarantors. This estimate is calculated based on default
calendars issued by the Bank of Spain in line with its
experience and available information regarding the sector.
Similarly, an analysis of these debt instruments is carried out
to determine their credit risk due to country risk, the latter
being defined as the concurring risk of resident customers in a
specific country due to circumstances other than the normal
trade risk.
The extension or re-instrumentation of transactions does not
eliminate their default status and, where these transactions
have been classified into the non-performing risk category
prior to the extension or re-instrumentation, they shall not be
re-classified into the normal or substandard risk categories,
unless there is a reasonable certainty that the customer will be
able to complete payments in line with the repayment
schedule or unless new efficient guarantees are contributed.
In both of these cases, outstanding ordinary interests must be
paid in full, without taking into account the interests on
delayed payments.
In addition to this specific coverage, the Group shall cover any
inherent losses incurred by debt instruments classified under
normal risk by means of collective coverage. This collective
coverage shall be made taking into account the impairment
history and any other relevant circumstances known at the
time of the assessment. Losses correspond to inherent losses
incurred to date in the financial statements, calculated using
statistical procedures, and whose attribution to specific
transactions is still pending.
Since the Group does not have sufficient historical and
statistical evidence in this regard, it has used the parameters
established by the Bank of Spain. This method of estimating
coverage of inherent losses due to impairment incurred in
debt instruments is employed by using percentages that vary
in terms of the classification of these debt instruments of
normal risk into the following sub-categories: (i) no identifiable
risk; (ii) low risk; (iii) medium-low risk; (iv) medium risk; (v)
medium-high risk; (vi) high risk.
Any transactions that have been classified as substandard risk
shall be analysed to determine the necessary coverage
requirements; these must be greater than the generic
coverage requirements that would have been necessary had
they been classified under normal risk. Furthermore, net
expenses incurred during the period in which a transaction of
this category has been classified should also be greater than
the expenses that would have been incurred had the
transaction been classified as normal risk.

conditions is discontinued for all debt instruments that
been individually categorised as impaired, and for
instruments which, when analysed collectively, have
categorised as having losses due to impairment, as
payments have been due for more than three months.

5.3.3

General Credit Risk information

When carrying out its activities, Banco Sabadell is exposed to
credit risk, and therefore calculates capital requirements
associated with this exposure.
The measures used throughout this section with regard to the
magnitude of this exposure generally refer to the EAD,
although in some information charts the use of different
measures has been considered more appropriate. The
concepts used and their descriptions are as follows:


Original exposure: this refers to the exposure to credit
and dilution risk without adjustments due to impairment
of assets and provisions, and without applying risk
mitigation techniques or off-balance sheet items
adjustments.



Exposure (EAD): refers to the exposure to be weighted in
accordance with the CRR, i.e. the exposure in the event of
default. It includes both credit risk mitigation techniques
and off-balance sheet balances that have been adjusted
either in line with the corresponding weightings
(exposures calculated using the standardised approach)
or in line with internal estimates of conversion factors
(exposures calculated using the IRB approach).



Net Exposure: refers to the exposure to credit and dilution
risk, before any value adjustments have been made due
to impairment of assets and provisions, and excluding the
application of risk mitigation techniques and adjustments
of off-balance sheet balances.



Mitigated Exposure: refers to a fully adjusted value of the
exposure to credit and dilution risks following the
application of credit risk mitigation techniques, but
without including adjustments of off-balance balances.

The following charts show the distribution of the exposures of
the Institution compared to its various counterparties, in terms
of the segment into which they are classified. It also
distinguishes between the methods employed to calculate
minimum own funds requirements.

The identification of accrued interest within the consolidated
profit and loss account in terms of contractual terms and
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Figure 12. EAD by segment.

Figure 13. EAD by standardised approach segment.
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Figure 14. EAD by IRB approach segment.
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5.3.3.1

Total amount of exposures after value
adjustments and corrections due to impairment
of assets, without taking into account the
effects of credit risk mitigation.

The following table shows the amount of the exposure to credit
and dilution risk, broken down into exposure classes (for both
standard and IRB approaches), where applicable, before any
value adjustments due to impairment of assets and
provisions:

Table 15. Value of the exposure to credit risk and dilution following value adjustments and corrections due to impairment of
assets, excluding the effects of credit risk mitigation.

Pillar III Disclosures
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Table 16. Value of the exposure to credit and dilution risk following value adjustments and corrections due to impairment of
assets, after the application of credit conversion factors, including credit risk mitigation effects.
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5.3.3.2

Average value of exposures throughout the
period

The following table shows the average value, where applicable,
of exposure to credit and dilution risks, broken down into
exposure classes (for both standardised and IRB approaches).

These figures refer to the average registered exposure on
31/12/2013, 30/06/2014 and 31/12/2014. The data
corresponding to acquisitions of institutions carried out during
this tax period have been included in the relevant periods.

Table 17. Average value of exposures to credit and dilution risk throughout the period.
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5.3.3.3

Geographical distribution of exposures

The following table shows a breakdown of exposures per
geographical location. The purpose of this breakdown is to

calculate the exposure to credit and dilution risk. The
corresponding capital requirements have been calculated
using both the standardised and IRB approaches:

Table 18. Distribution of original exposures due to credit and dilution risk, by geographical location.
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5.3.3.4

Distribution of exposure per sector or
counterparty

The following table shows a breakdown of exposures for each
type of sector and counterparty.

Table 19. Value of impaired and defaulted exposures and general and specific credit risk adjustments.

In terms of details of the information per type of counterparty
shown in the following table, there is no equivalence with the
different regulatory exposure classes (using either the
standardised or the IRB approach) used in other sections of
this document, since the criteria applied depend on the legal
nature of the counterparty involved in each transaction.
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Table 20. Distribution of original exposures due to credit and dilution risk by type of sector or counterparty.
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5.3.3.5

Distribution of exposures by residual maturity

The following table shows a breakdown into exposure classes (for both the standardised
approach and the IRB approach) and into residual maturity thresholds of the value,

where applicable of exposure to credit and dilution risk. For Equity exposures, their own
nature will determine any absence of a specific residual maturity. They are therefore
included in full in the “Total Exposure” column, as a breakdown into residual maturity
thresholds is not applicable.

Table 21. Distribution of exposures due to credit and dilution risk by residual maturity.
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5.3.3.6

Modifications of value adjustments due to
impairment of assets and provisions for risks
and contingent commitments carried out in this
period

The criteria used to determine value adjustments and
provisions in the different items of the balance sheet listed in
the following table have been previously described in this
document, in the section corresponding to the accounting
description of defaulted and impaired positions.
The following table gives details of these modifications.

Table 22. Details of value adjustments made for Credit Risk coverage (excludings Contingent Liabilities).

5.3.3.7

Deductions from capital

The amounts deducted directly from own funds for exposures
correspond to financing operations in which the purpose is to
acquire assets or other eligible items such as the Group’s own
funds, totalling €50,349,000. Its breakdown by method of
calculation can be seen in the following table.

Table 23. Amount of deducted exposures.

regarding the amount of exposure that is treated using this
approach in terms of solvency.

5.3.4.1

External credit assessment institutions or
nominated export credit agencies and, if
applicable, reasons behind any modifications
made in relation to these agencies

Banco Sabadell Group uses ratings from external credit
assessment institutions (ECAIs) deigned to be eligible by the
EBA (European Banking Authority) in order to identify the Risk
Weights that can be used in the calculation of capital
requirements.
The process whereby the Risk Weights are identified using
ratings from ECAIs acknowledged by Banco Sabadell is
governed by the criteria expressed in Article 138 of the CRR.
Therefore:

5.3.4



In the event that only a rating from a single ECAI is
available, this shall be used to determine the applicable
RW (Risk Weight).



In the event that two ratings are available, and where
these have produced different Risk Weights, the most
conservative one shall apply.



For those exposures where more than two ratings are
available, the most conservative of the two best ratings
shall apply.

Standardised approach

Banco Sabadell Group has been authorised to directly
calculate its own funds requirements by means of an
advanced approach based on internal ratings (AIRB –
Advanced Internal Ratings-Based) for a significant portion of
its exposures to credit risk. However, the Group employs the
standardised approach to calculate capital requirements in
certain categories and individual exposures.
The following sub-sections give information related to the main
criteria applied by Banco Sabadell for determining the use of
the standardised approach. They also give information
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The Group does not employ ratings of any export credit agency.
Banco Sabadell Group uses ratings from nominated ECAIs for
exposure categories in which obligors tend to have been
allocated a credit rating by said institutions. In essence, the
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exposure categories in which the Group uses ratings from
external institutions correspond to:


Central governments and central banks.



Regional governments and local authorities.



Public institutions
organisations.



Multilateral development banks.



Institutions.



Corporates.



Covered bonds.



Securitisation positions.



Institutions and corporates with short-term credit ratings.



Collective investment schemes (CIS).

and

other

public

non-profit

In terms of the Corporates and Institutions category, most of
the exposure is treated under the AIRB approach. However, for
a small proportion of this exposure (mainly exceptions to the
rating stated by internal rating models) the calculation of
solvency requirements is carried out under the standardised
approach, using ratings issued by ECAIs where they have
calculated ratings for the obligor.
For Securitisation items, if applicable (when there has been a
significant and effective risk transfer), the Group uses the IRB
approach based on external ratings. This entails using ratings
issued by ECAIs for items associated with the securitisation

framework put forth in Chapter 5 of Title II in Part Three of the
CRR.

5.3.4.2

Process of assigning credit ratings from public
issues of securities to comparable non-trading
book assets

Banco Sabadell Group does not currently assign credit ratings
from public issues of securities to comparable non-trading
book assets for exposures treated using the standardised
approach.

5.3.4.3

Value of exposure before and after the
application of credit risk mitigation techniques
for each credit rating grade

The following table shows a breakdown into exposure classes
for the standardised approach of the value of exposure to
credit and dilution risk after value adjustments due to
impairment of assets and provisions. It also shows, where
applicable, the fully-adjusted value of the exposure to credit
and dilution risk following the application of credit risk
mitigation techniques.

Table 24. Value of exposure before and after credit risk mitigation by exposure classes.

It is important to note that, in accordance with the
specifications of the CRR, the risk mitigation for exposures
treated using the standardised approach is brought to fruition
in the application of the most favourable risk weights, as
established in terms of the credit rating of the guarantors. This
explains why the ‘Mitigated exposure’ contains values lower
than those in the ‘Net Exposure’ in nearly every class, except

Inofor III Disclosures
Pillar

in those corresponding to the guarantees which they are
mitigating.
Of particular relevance is the increase in the mitigated
exposure compared to the net exposure within the ‘Central
governments and central banks’ and ‘Other Exposures’
classes. These classes include cash guarantees, as these are
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the counterparties most commonly used in the risk mitigation
process, as they benefit from reduced risk weights.
In addition, it must be taken into account that the coverage of
the Asset Protection Scheme is considered a ‘Central
Government Guarantee’, as it is provided by the Deposit
Guarantee Fund, and therefore 80% of the exposure it covers
is classed as such in the mitigated exposure.

Inofor III Disclosures
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The following table shows a breakdown by risk weight of the
value, where applicable, of the exposure to credit risk before
applying any value adjustments due to impairment of assets
and provisions. It also shows, where applicable, the fully
adjusted value of the exposure following the application of
credit risk mitigation techniques for each exposure class
applicable to the Institution under the standardised approach.
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Table 25. Value of exposure before and after credit risk mitigation by exposure class, broken down by risk weight.

s
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5.3.5

5.3.5.1

Internal rating-based approach (IRB)

Banco Sabadell Group has extensive experience in using
internal models to assess and monitor the credit risk of its
most representative portfolios. To this end, it has been
continuously developing and perfecting its rating and scoring
tools and internal estimates of risk parameters which, in
accordance with their potential use as foreseen in the CRR,
were submitted for assessment under the supervisory
validation process introduced by the Bank of Spain in 2006.

I.

Calculation of credit risk weighted exposures
under the IRB approach

Authorisation by the Bank of Spain for the use of this
method or for its sequential application
The following table outlines the status of credit rating models
developed by Banco Sabadell Group with regard to the
authorisation by the Bank of Spain for their usage when
calculating own funds requirements:

Table 26. Distribution of portfolios authorised by the Bank of Spain for use or sequential application of internal ratings-based
approaches (IRB).

This table shows that the Group has received authorisation for
the regulatory application of different internal ratings
developed for exposure ratings in the Corporate, Traders and
Self-Employed Professionals, Financial Institutions and Project
Finance classes, as well as scorings for mortgage and
purchase transactions and behavioural scorings of cards and
loans included in the Retail category.

Sabadell Group applies the AIRB (Advanced Internal RatingsBased) approach to calculate its own funds requirements.
The portfolios for which Banco Sabadell has been granted
authorisation to employ the IRB approach (Foundation or
Advanced) to calculate own funds requirements in terms of
solvency (from 1/1/2008) represent 48% of the total credit
risk requirements of the Group.

In addition to those models from which estimates are made
regarding the Probability of Default (PD) or Predicted Default
Rate (PDR) of obligors included in the different portfolios, the
Group also makes its own estimates on loss parameters in the
event of default (LGD – Loss Given Default) and Credit
Conversion Factors (CCF), which have also received
supervisory approval.

Although the Institution has been authorised to use the IRB
approach in certain portfolios, for the integration procedures
of exposures derived from the different institutions that have
been acquired, these portfolios are submitted for a roll-out
period and are consecutively migrated from the standardised
approach to the IRB approach.

Thus, having obtained the aforementioned authorisation for
the regulatory use of PD, LGD and CCF parameters, Banco

The following table shows a breakdown by regulatory exposure
class and method of calculation of the internal rating models
structure for the various portfolios:
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Table 27. Structure of models used to calculate IRB parameters in different portfolios.

II. Internal rating systems
Structure of internal rating systems and link between
internal and external ratings
The main elements that make up the structure of credit rating
systems, for which authorisation for their regulatory application
was granted to the Group on 1/1/2008, are described
hereafter. With regard to this aspect, it is important to
remember that other tools are also available for use in
management processes and these are currently being validated
in order to be granted supervisory authorisation.
Internal PD estimates
When describing the structure of internal credit rating systems
used to obtain PD estimates, it is important to clearly establish
the differences between the rating and scoring models.
Rating models are used to estimate the PD of obligors who,
generally, are included in the different segments of the
Corporates portfolio. The models which have already been
authorised to calculate own funds are the ratings of Corporates,
Developers, Traders and Self-Employed Professionals, Financial
Institutions and Project Finance. These provide an estimate of
the PD of obligors, which is periodically updated in accordance
with the Group’s policies in each case.
Scoring models, on the other hand, are used in the process of
analysing and sanctioning mortgage transactions (mortgage
scoring) and transactions carried out for consumer purposes
(consumer scoring), which are mainly retail-based. They provide
an estimate of the PD throughout the duration of the
transaction based on the data analysed in the authorisation
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phase. Therefore, in contrast with ratings, scorings are static in
nature, except for behavioural scorings, which allow the ratings
assigned to transactions in the authorisation to be regularly
updated.
In all cases, the Group follows a process of continuous
monitoring and internal validation of these models in order to
ensure that they are constantly updated and reviewed.
Rating of Corporates, Traders and Self-Employed Professionals
The rating of Corporates, which was originally developed in the
year 2000, is an internal model characterised by the
incorporation of both factors which have been selected as a
result of a purely statistical analysis and a series of factors
based on the practical experience of the Group’s risk managers
(account managers and risk analysts).
Banco Sabadell uses different rating models categorised into
various central concepts: the size of the obligors (estimated by
their invoicing volume), the sector in which they operate
(developers, industry and services) and their degree of
association with the Group (new customers, existing
customers).
The structure of these models follows a unitary focus that,
depending on the information available for each customer, can
be made up of the following rating modules:


Financial module: formed of factors defined using the
information regarding the financial statement of obligors
and which attempt to characterise different aspects of
their economic and financial situation (profitability,
liquidity, solvency, efficiency).
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Qualitative module: formed of factors defined using the
practical experience of the account managers and risk
analysts. It is used by the Group as part of the risk
monitoring process. This unit uses factors that attempt to
assess the business aspects that are analysed in this
process, such as the managerial capabilities of the
management team or the competitive position within the
market, among others.



Economic data: this module is used to input data
regarding the cash balance of obligors or their borrowing
capacity into the sanction of the transaction.



Guarantee: of particular importance in mortgage
transactions, this module allows information regarding
guarantees that back transactions to be introduced into
the models.



Operational module / CIRBE: it analyses factors related to
information on the credit risk of obligors in the system, in
accordance with the Bank of Spain Risk Information
Centre (Central de Información de Riesgos del Banco de
España, CIRBE), as well as obligors within the Group itself.

The final output of mortgage and consumer scorings allows the
credit rating of transactions to be ranked based on their score,
and their relationship in terms of PD is established by means of
the calibration process.



Adjustments module: it takes into account other factors
such as types and levels of default.

The combination of different factors and modules is translated
into a final score for each obligor, which allows them to be
organised in terms of their probability of default. The calibration
process is used to define the function that allows the link
between this score and the PD levels to be determined.
Rating of Financial Institutions
Although the institution has had other internal models in place
since 2004, the latest review of these models, authorised for
use in regulatory capital calculations at 31/12/2012, uses a
rating method that is very similar to the method currently used
by various credit rating agencies.

Finally, it is useful to add that, as a supplement to these tools,
the Group has developed a behavioural scoring, to regularly
update ratings assigned to transactions during the
authorisation phase. This scoring, specifically for cards and
loans, is used in the capital calculation.
The final results of the application of relevant algorithms of
each internal rating system used by the Group, as has been
indicated, have allowed the Group to rank obligors (in the case
of rating systems) or transactions (in the case of scoring
systems) by means of a calibration process that enables a PD
to be assigned.
The use of a master scale in the Group allows the outputs of
the tools created for each rating system to be compared, as it
standardises the scores assigned to different default rates,
thus allowing a comparison to be made of customers in
different portfolios.

The new model gives three types of rating:


Basic rating: this exclusively considers the fundamental
financial and business aspects of the institution.



Individual rating: this adjusts the basic rating in
accordance with the economic perspectives of the
geographical location in which the business is carried out.



Supported individual rating or long-term rating:
incorporates support, in the final instance, which an
institution may receive from the state or from the financial
group to which it belongs in order to avoid default, i.e. the
impact of this support from the country and/or the parent
undertaking on the institution’s solvency.

Mortgage, consumer and behavioural scorings of individuals’
cards and loans
Mortgage and consumer scorings, initially introduced in 1994
and reviewed in full in 2002, are internal models that are used
when sanctioning risk transactions with retail customers,
providing a risk assessment of the transaction at the time of its
authorisation.
By focusing on modules, these models combine information
regarding the key dimensions that determine the viability of
transactions in the analysis phase. In particular:


Details of the transaction: including factors that enable
aspects such as the term of the transaction and its
purpose to be incorporated into the assessment carried
out by the models.



Social-economic profile: incorporates factors related to
social-demographic aspects of obligors.



Relationship with the Group: when sanctioning
transactions, factors are included to characterise the
degree of the association of obligors with the Group, as
well as past experience in terms of payment behaviours.
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Internal LGD estimates
For irregular transactions in which actions are taken to recover
the debt, the Group shall not necessarily lose the full value of
the owed debt. The severity, or LGD, precisely measures the
percentage loss of the pending payment, taking into account
any recovered sums, expenses incurred during the recovery
process, and the time value of money.
To estimate this parameter, the Group employs the LGD
calculation method, which calculates the criticality of irregular
transactions. Once this calculation has been made, the LGD is
divided into specific pools based on, primarily, the segment and
guarantees of the transaction.
In accordance with the guidelines included in the NBCA
framework, and due to the limitations associated with the
single-factor nature of the underlying model of the definition of
the formula used to calculate capital requirements, the Group
applies its own internal downturn LGD estimates (DLGD –
Downturn Loss Given Default), i.e. the estimated LGD resulting
from a severe crisis situation during the economic cycle, which
increases the value of the LGD calculation (the average of
those LGD identified in the Group’s default portfolio) and,
therefore, leads to the adoption of conservative criteria.
This estimate is particularly relevant in the case of exposures
with mortgage guarantees, where the value of collaterals is
reduced in accordance with the hypothetical scenarios where
housing prices drop significantly.
Internal CCF estimates
For transactions involving the financing of customers with
variable exposure in which there have been instances of
default, the empirical evidence shows a progressive increase in
the use of the exposure as the predicted default date of the
loan approaches. This fact is partly explained by a decrease in
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solvency and, as a consequence, by the growing financial needs
of the obligor, which result in an increased use of available
financing options.
The NBCA has therefore proposed that an estimate be made of
credit conversion factors (CCF) for those transactions in which
the contractual commitment undertaken by a financial
institution with its obligors prevents that financial institution
from withholding any additional financing up to a pre-defined
limit, even where there are instances which, from a prudential
perspective, would demand the removal of outstanding risks.
For these transactions, the exposure at default (EAD) related to
the effects of the calculation of capital requirements shall be
determined by the available balance or by the current exposure
of the transaction plus the estimated increase in use of funds
during the 12 months prior to a defaulted mortgage of the
obligor. This estimate is made by calculating the CCFs.
The Group develops this calculation through the use of
statistical techniques that characterise the factors that explain
the increase in the use of funds to finance defaulted
transactions, based on available information of historic
experience. These estimates are calculated separately for
different types of transactions with variable disposition (credit
policies, financial and technical guarantees, factoring
transactions, etc.).

Use of internal estimates for purposes other than the
calculation of own funds requirements
One of the most important principles in the application of
internal rating systems to estimate the PD of obligors included
in the various portfolios, as well as the LGD parameter and CCF
conversion factors, is that these systems are not used
exclusively to calculate own funds requirements, but that they
can also be used in the daily management of risk management
procedures. Within the Group, these additional uses are:


Approval of transactions: in the case of rating models, the
process whereby transactions are approved is based on
the risk management model of Banco Sabadell Group. The
establishment of levels of autonomy within the credit risk
acceptance procedure is determined by the expected loss,
which helps to improve the continuous monitoring and
control of the portfolio’s risk. Thus, when calculating
expected losses, available internal estimates are also
used when managing PD and LGD parameters, as are CCF
conversion factors (through the use of the EAD).
In the case of scorings, their result, in addition to
consultations of internal and external default databases
and of the risk criteria applied by the corresponding
manager based on their own experience, allows a decision
to be reached in terms of the approval or rejection of
transactions.



Pricing: the price to be applied to assets transactions is
largely determined based on the risk premium. This risk
premium incorporates, in addition to the LGD, the PD
estimated using internal ratings and which has therefore
been adapted to the credit rating level of each obligor.



Return on Capital and limits: an analysis of the return on
capital is carried out at the customer level which allows
the risk adjusted return on capital (RaRoC) to be
determined for each customer. Both the rating of the
obligor and the estimate of LGD and EAD parameters are
taken into account. Furthermore, in order to establish
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limits, the internal ratings of each customer are used
implicitly.


Economic capital: in the case of credit risk, the Group uses
available PD, LGD and EAD estimates to calculate the
economic capital, whilst also using its own correlations
estimates. The purpose is to analyse the level of
concentration of the risk in the portfolio.



Risk monitoring: the rating of obligors is an integral part of
the creation of warnings included in the risk monitoring, in
such a way that a lower rating can demand a more
frequent review of its assigned rating.



Recovery process: the estimates of the LGD parameter are
used inversely through rates of recovery in the
management of the recovery process itself.



Other management procedures: in addition to the
aforementioned uses, the rating is used as an input for
both tolerance of discount limits (the permitted excess of
this limit is calculated based on the rating) and the
possibility of incorporating authorised overdrafts in sight
accounts (based mainly on their rating).



Management reporting: internal estimates form part of the
information on risk management, such as data related to
risk volumes, and allow the risk profile of the portfolio to
be analysed for different disaggregation levels.



Capital planning: the risk parameters are used to
determine the scenarios of eventual losses in the stress
tests, which in turn allow the solvency to be analysed.

Management procedure and acknowledgement of credit
risk mitigation
When carrying out routine credit risk assessment and
acceptance procedures, the Group pays special attention to the
adequate constitution, management and formalisation of
guarantees for financing transactions.
In the relevant sub-sections of the epigraph on credit risk
mitigation techniques of the present document, a detailed
description is provided of procedures used to manage and
identify the mitigation of credit risks. In accordance with the
criteria of Part Three, Title II, Chapter 4 of the CRR, which
outlines the accepted credit risk mitigation techniques, these
procedures mainly apply to two types of guarantee:


Hedging based on financial collateral: this category
includes mortgage guarantees, pledged assets for loans or
securities as well as interbank compensation agreements
for transactions carried out in financial markets.



Personal guarantees and credit derivatives: this category
encompasses hedging instruments based on credit
insurances and signature guarantees, as the Group does
not currently use credit derivatives as a credit risk
mitigation technique.

Banco Sabadell attaches particular importance to the adequate
management and monitoring of guarantees, both from a legal
point of view, to guarantee their validity and legal enforceability,
and from an operational point of view. Guarantees are
managed and monitored using a series of procedures and
established controls, in order to guarantee their adequate
formalisation, incorporation and control in the Group’s
information systems.
Lastly, in terms of the calculation of minimum solvency
requirements for exposures treated under the IRB approach to
which this section refers, it is important to note that Banco
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Sabadell Group has been authorised to use its own internal
LGD estimates as a credit risk mitigation technique. When
estimating the loss given default, guarantees are a key element
used to identify pools of similar transactions in terms of their
severity. This metric can therefore be used in parallel with the
actual management process, seamlessly including these
guarantees in the calculation of capital requirements.

Mechanisms used to control internal rating systems,
including a description of their autonomy, responsibility and
reviewing procedures
Banco Sabadell Group has a continuous control mechanism
made up of three parts:


Continuous monitoring carried out by the Group’s own
teams, who are responsible for developing systems for
credit rating and their subsequent measurements.



Independent and comprehensive internal validation of all
aspects related to internal models (databases,
methodologies, uses, corporate governance, etc.).



Internal audits to supervise both parts mentioned above.

Monitoring of internal rating tools
Given the importance of applying internal credit rating systems
and due to possible changes in their efficiency over time, the
division responsible for the creation of models that use both
rating and scoring systems shall continuously monitor these
tools in order to measure their feasibility and development over
time. Based on the results, the necessary mechanisms can be
put in place to ensure their adequate application to each of the
corresponding portfolios. These controls include an analysis of
predictive capacity and backtesting of the risk parameters
generated as outputs of the credit rating systems.
Additionally, a series of internal controls are also systematically
carried out, for example:


Risk analysts carry out an assessment of the coherence of
rating and scoring during their analysis of transactions,
and verify the adequacy of relevant documentation and
their integration into the tools.



The rating systems are subject to controls that verify the
satisfactory performance of rating transactions, and the
quality of the information stored therein. Therefore, both
preliminary controls (internal, automatic and those carried
out before or during the rating calculation of the credit
rating system) and posterior controls (including monthly
controls to guarantee the consistency in rating
calculations and to verify their correct storage) are
defined.

Internal Validation
The objectives of the validation of rating systems include, but
are not limited to, the verification on at least a yearly basis of
the minimum requirements of these systems in terms of their
design, construction, methodology, capacity to identify risks and
the validity of any resulting risk parameters. The results of the
analysis of these features are reflected in the regular creation
of validation booklets for each internal rating system, from
which decisions can be reached on how to adapt them to the
uses for which they are intended.
The Group grants a reasonable amount of autonomy to the
division responsible for internal validation, compared to the
divisions that develop internal models, estimate risk
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A compulsory prerequisite contained in the principles defined in
the Group’s Validation Framework is that any potential change
to the methodology used in internal rating systems and internal
risk estimates must be backed by the internal validation
division. This aspect represents an additional guarantee for the
internal control mechanisms of these systems.
Results of the validation process are sent to the Financial
Director and, where these results may affect material changes
to internal models, the internal validation views of the Technical
Risks Committee are also sent, thus reinforcing the
participation of the Board of Directors in the monitoring and
control process of the Group’s internal models.
Internal Audit
Internal credit rating systems used by Banco Sabadell Group
are the subject of regular reports written by the Internal Audit
team, based on the framework established by the Bank of
Spain. The minimum requirements, in terms of their scope of
application, include the integrity of the management of internal
credit rating systems (uses, application of rules and regulations,
reviews of established controls, etc.), databases (integrity of the
information, documentation, treatment and data storage
controls, etc.) and technology (applications and processes
used, integration into the Group’s commonly used systems,
etc.).
The Internal Audit team act with full autonomy when carrying
out their tasks, as their direct superior is the Chairman of the
bank. Therefore, they are fully separate from the divisions
responsible for generating exposures and developing,
monitoring and validating models used in internal credit rating
systems.
Additionally, a series of regular reviews are carried out of
aspects related to the adequacy of risk management and its
inherent internal rating systems. Some of these reviews include
audits of the corporate centre (aimed at risk control), audits of
the network of branches (to verify, inter alia, the accuracy and
adaptation of the data introduced into internal credit rating
systems), information technology audits (mainly migration
processes, logical security and outsourcing of processes) and
operational risk audits (risk analysis and management,
authorisation and monitoring of transactions, administration of
transactions and letters of credit, etc.), in addition to other
independent reviews (e.g. general I.T. controls or specific
reviews of processes).

Internal ratings allocation procedure
The process of allocating internal PD ratings involves defining a
link in which the corresponding internal PD level for each
uniform risk pool is calculated based on the Group’s historic
experience. Once this has been done, the process used for
models which have been authorised for regulatory use is
established based on all the internal models used by Banco
Sabadell in risk management.
Corporates
For this category, the Group has been granted authorisation for
the regulatory use of ratings developed for internal company
portfolios. The process of allocating ratings is based on the
identification of groups or pools of obligors whose risk
characteristics are sufficiently similar to each other but also
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different from the rest. These pools are identified using
statistical techniques which ensure that similar obligors are
grouped together and different obligors are grouped separately.
Once these have been identified, a link is established between
these pools and their internal PD level by using their central
tendencies over a specific time period, which shall vary in terms
of the purpose for which these estimates are used. In terms of
management, the central tendencies used are calculated in
terms of point-in-time criteria, which are more closely
associated with the Group’s recent experience with default and
which can therefore be used internally. In terms of their
regulatory application, in accordance with the requirements
stipulated in the CRR, central tendencies adjusted to the cycle
are used, and estimates are made wherein the last complete
economic cycle registered by the Spanish economy is
considered to be the period from 1991 to 2009. These last
estimates can be considered as representative of the long-term
default rate.
It is important to emphasise that, in order to be able to
adequately differentiate the obligors in terms of their probability
of default, the internal ratings allocation process is carried out
in line with the structure of ratings tools. Therefore, the
calibration process is carried out for different algorithms which
have been defined for corporates’ ratings in terms of the size of
the obligors, their activity sector and their degree of affiliation
with the Group.
Financial Institutions
The rating model of financial institutions establishes a final
output which is the grade of the institution in the internal
master scale for each obligor.
The PD estimate is based on long-term historic default data
from the three most relevant credit rating agencies in the
financial institutions segment. A methodology is used whereby
the grades of the internal master scale are associated with a
group of grades from external agencies. The long-term historic

default rate disclosed by these agencies is treated as a
Through-the-Cycle probability of default (PD-TTC) when
calculating regulatory capital.
Retail Institutions
Transactions included in the ‘Retail and residential real estate
mortgages’ exposure class are sanctioned using the mortgage
scoring developed by the Group. The reactive nature of this
scoring results in the ratings allocation process being defined in
terms of the correlation between the maturity of the transaction
and its PD, based on the Group’s past experience.
As in the aforementioned case for exposures corresponding to
the Corporates category, and for each segment of transaction
maturity, a statistical algorithm is implemented to attempt to
identify pools of similar transactions to which internal PD levels
can be allocated.
For retail exposures included in the ‘Others’ category, the Group
has been granted authorisation to use consumer scoring for
regulatory purposes where the internal ratings allocation
process is similar to the one described for mortgage
transactions, and for the use of behavioural scoring of cards
and loans. Additionally, the Group also has its own rating
models for Traders and Self-Employed Professionals.
The Group has established internal rating allocation processes
for each of the aforementioned categories within the retail
institutions segment in order to optimise the usage of PD
estimates, for both internal and regulatory purposes.

Exposure values per exposure class
The following table shows the value of exposure to credit and
dilution risk, broken down by exposure classes, in addition to
the value, where applicable, of exposure in those cases where
the Group applies its own loss estimates in the event of default
or credit conversion factors:

Table 28. Value of exposure, by class, calculated under the internal ratings-based (IRB) approach.

For cases within the ‘Equity’ category, the internal ‘Project
Finance’ portfolio (in the ‘Corporates’ category), and the
Financial Institutions portfolio, the methods of calculation of
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minimum own funds requirements do not use internal LGD
and CCF estimates.
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Exposure to Central Governments and Central Banks,
Institutions, Corporates and Equity per obligor grade
The following table shows the default, the value of exposure to
credit and dilution risk (€’000), the average contemplated LGD
(%), the average risk weight of exposure (%the value of

undrawn commitments (€’000) and the average risk weight of
undrawn commitments (€’000) for the ‘Corporates’ category
broken down into obligor grades.

Table 29. Breakdown of credit risk information using the internal rating-based approach broken down into obligor grades for
the Corporates category.

The results of the ‘Institutions’ category are shown hereafter,
using the same structure used in the table above. Details of
the information regarding undrawn commitments and their

average exposure are not given, as there are no internal CCF
estimates for this category.

Table 30. Breakdown of credit risk information under the internal rating-based approach broken down into obligor grades for
the Insititutions category.

The previous grades have been numbered in ascending order of
credit rating, so that ‘Grade 8’ represents the lowest probability
of default (highest credit rating) and ‘Grade 0’ represents the
highest probability of default (lowest credit rating). The
exposures that are already in default are included in a separate
level (‘Default’).
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This breakdown does not apply to the category of ‘Central
governments and central Banks’, ‘Equity’ or ‘Project Finance’
given the method of calculation used.

Exposure to Retail institutions per obligor grade
The following table shows the default, the value of exposure to
credit and dilution risk (€’000), the average contemplated LGD
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(%), the average risk weight of exposure (%), the value of
undrawn commitments (€’000) and the average risk weight

exposure of undrawn commitments (€’000), broken down by
obligor grade.

Table 31. Credit risk information obtained under the internal rating-based approach (IRB) broken down into obligor grades for
the Retail category.

The previous grades have been numbered in ascending order
of credit rating, whereby ‘Level 8’ represents the lowest
probability of default (highest credit rating) and ‘Level 0’
represents the highest probability of default (lowest credit
rating). Exposures that are already defaulted are included in a
separate level (‘Default’). Additionally, the ‘Mortgages’
breakdown corresponds to the ‘Mortgages for residential or
commercial immovable property’ exposure class defined in the
CRR.

The added value of losses estimated using specific net
provisions adding the effect of amortisation of write-offs
against results, and deducting recovered write-offs, stood at
€1,599,000,000at
31/12/2014,
compared
to
€1,147,131,000 the previous year.
The following table shows the distribution of losses in 2014,
compared to the previous year, segmented by calculation
method and exposure class, for exposures calculated under
the IRB approach:

Value of losses due to impairment of assets during the
previous period and comparison of these losses with
previous experience
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Table 32. Losses due to impairment of assets by risk category.

Pursuant to the recommendations of the CRD (Capital
Requirements Directive) and the EBA (European Banking
Authority), the following paragraphs compare the losses
experienced by the institution with the expected loss estimates
made using credit risk rating and measurement models, in
order to assess their behaviour.
The expected losses for 2014 have been calculated by simply
multiplying the internal risk parameters (PD, LGD and EAD)
based on exposures at 31/12/2013. The losses recorded in
figures have been calculated using the relevant accounting
regulations, adding the effect of net provisions plus
amortisations of write-offs against results and deducting any
recoveries.
For this comparison to be made, certain nuances between both
metrics should be explained. These nuances should be taken
into consideration as they can affect the results of this
comparison.




The exercise should be carried out using the same range
of assets. Where IRB models, and consequently the
expected loss estimates calculated using internal risk
estimates, apply to certain portfolios, any accounting
losses should likewise be indicated.
Expected loss estimates are reached using internal PD
and LGD parameters to calculate own funds requirements.
Therefore, they are based on certain criteria, established
in accordance with regulations and authorised and
validated by the Supervisor. For instance, the through-thecycle adjustments (PD-TTC or Probability of Default
Through-the-Cycle) are based on the institution’s previous
experience. However, losses that are recorded in financial
statement figures follow the principles established in the
accounting regulations.
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LGD estimates are calculated from an overall perspective,
i.e. when the recovery process (workout) has been
finalised. Accounting losses are recorded for a particular
year. Similarly, the LGD is estimated using criteria for a
particularly adverse scenario (LGD downturn), in
compliance with the relevant regulations. However, here,
the recorded accountable losses are based on the
experience of that particular year.



Similarly, the expected loss estimates use estimates from
the CCF (Credit Conversion Factor). This is a parameter
used in, for example, exposure estimates of undrawn
credit balances. However, the recorded accountable
losses are generally determined using undrawn balances
in the balance sheet.



The estimates of losses expected in 2014 have been
calculated using data from the portfolio at 31/12/2013.
Conversely, the accounting losses are those that have
occurred throughout 2014, and these may therefore
consider other on-balance sheet balances, for example,
those of new transactions.

Consequently, these and other technical differences may affect
the contrast made hereafter, which is in line with the
transparency requirements of the relevant regulations.
The following table shows the expected losses for 2014 (in
percentages of the EAD) per exposure class under the IRB
approach of the performing portfolio at 31/12/2013, and the
real losses (as percentages of the total EAD) for 2014, which
have been calculated by adding specific expenses plus
amortisations and then subtracting the recoveries made during
this period:
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Table 33. Losses due to impairment of assets during previous period and deviation of these losses compared to historic
experience.

Average LGDs and PDs in the main geographical locations,
by exposure class

The information presented hereafter relates to average LGD
and PD parameters, shown by exposure class but not
considering the default grade for the sake of clarity.

Table 34. Average parameters by exposure class.

PD and EAD backtesting
The institution has been granted authorisation by the Bank of
Spain to calculate its regulatory capital using advanced
models for the portfolios described previously. It is important
to ensure that the estimates made are sufficiently
conservative and can be used to calculate the solvency of the
institution or for related supplementary analyses. To this end,
the estimated risk parameters are regularly updated and
backtesting is carried out on a yearly basis.
The following sections give details of the analyses of the PD
and EAD parameters backtesting, and include the details of
the institution’s most relevant portfolios.
Contrast of PD estimates with observed default rates
The purpose of PD backtesting is to make a statistical contrast
of the adequacy of the estimated probabilities of default for
regulatory capital using real default rates observed during the
year after the estimate has been made (2014). The institution
calculates estimates of risk parameters on a yearly basis,
therefore the backtesting exercise is also carried out annually.
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The estimated PD for regulatory capital is TTC (Through-theCycle), i.e. a probability of default which is representative of
the average default of a particular economic cycle. This
average default is calculated using data recorded between
1999 and 2013 and estimated data for the period between
1991 and 1998.
In order to contrast the estimated PD-TTC with the recorded
default frequency, the former must be converted to an implicit
PD PIT (Point In Time) for that calculation, which shall be
representative of the real economic situation in 2014. This is
achieved using internal models that estimate the adjustments
to the cycle and relate the previously recorded default rates to
macroeconomic factors.
This procedure is carried out for each of the institution’s
internal models. The results obtained from some models of
representative portfolios are shown hereafter. The graphs
show the default rates recorded in 2014 for each grade or
pool of similar risk ratings with intervals at 95% confidence in
PD PIT.
The backtesting results have led to the following conclusions:


If the observed default rates fall within the confidence
intervals, the contrast is positive. We can conclude that
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the PD in that grade of confidence does not
underestimate or overestimate the observed default
rates.

(represented by the letters R and B respectively). These
grades result in wider confidence intervals due to the
smaller size of the samples.



If the observed default rates are above the confidence
interval, it is likely that the PD has been underestimated.



If the observed default rates are below the confidence
interval, it is likely that the PD has been overestimated.



Wider confidence intervals are associated with the
smallest number of cases observed in the backtesting
sample. This is due to a greater level of uncertainty in
terms of the statistical inference when the samples are
smaller in size.

The results from corporates’ and developers’ models are
satisfactory. The graphs below show some examples of these
portfolios. The levels are arranged in descending order of PD
PIT. In the case of developers, it is likely that the PD has been
overestimated (this is partly due to an adjustment of the
conservative cycle) in accordance with the observed TM, which
is below the confidence interval.



In the Corporates models, specific grades are used when
estimating the PD to populate refinancing items and risk
blocks to capture the intrinsic risk of these populations

Figure 15. SMEs

Figure 16. Corporates

Figure 17. Developers

Note: In the Corporates models, R and B are specific grades used for populating Refinancing items and Risk Blocks.

In terms of the different authorisations of individual customers’
mortgage and consumption loans, the backtesting results are
equally satisfactory. The calibration is carried out by
segmenting the transaction into different levels of maturity in
years of the transaction, as the scorings in question are

Figure 18. Residential Mortgage, maturity of 3 to 4 years.

authorisation scorings. This allows any changes in behaviours
in terms of default payments over time to be identified. The
results of some models that are currently in use are shown
hereafter.

Figure 19. Consumer, maturity greater than or equal to 2 years.

Contrast of estimates and observed CCF for sums undrawn
from credit policies

institution also carries out annual backtesting exercises and
estimates of this parameter.

The purpose of this backtesting is to empirically verify that the
estimated Credit Conversion Factors (CCF) for sums undrawn
from the credit policies product conceded to obligors from the
various business segments (SMEs, corporates and developers)
are adequate in terms of the CCFs values observed during the
year after the current estimate has been made (2014). The

The following table summarises the estimated CCFs used to
calculate the regulatory capital and the CCFs observed in
2014. In terms of the observed year, these could be
considered as representative of a downturn situation. It is
evident that the estimated CCFs give values that are far higher
than the real values that have been recorded due to the
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conservative assumptions established in the regulatory
estimates.

Table 35. Observed vs. Estimated CCF.

5.3.6

Specialised lending exposures by risk weight

For institutions to assign a risk weight to their specialised
lending exposures, the CRR includes an allocation method (or
slotting criteria) based on the classification of exposures into
five categories, using factors such as their financial strength,
the counterparty’s political and legal environment, the specific
characteristics of the transaction and/or the assets, the
reliability of the sponsor and the developer or the collaterals,
considering, in addition, the residual maturity when this is less
than 2.5 years.
In accordance with the criteria described previously, the
following table shows the value of exposure to credit and
dilution risk for the Institution’s specialised lending portfolio
for the different risk weightings, contrasting that data with the
data from the previous period:

Table 36. Breakdown of specialised lending exposures by risk weight.

5.3.7

Exposures of equity by risk weight calculated
using the simple risk-weight approach

The Group uses the simple risk-weight approach to calculate
capital requirements for exposures in the equity category. This
consists in applying a series of risk weights depending on the
nature of the equity (listed or not listed, where a distinction is
made for those that are not listed between the sufficiently
diverse portfolios and the rest of the instruments).

related to the calculation of minimum requirements and the
applicable risk weights, in accordance with the criteria set out
in the CRR.
Additionally, for management purposes, Banco Sabadell also
uses a procedure to allocate ratings obtained from the Group’s
ratings and their relationship in terms of internal PD.
The following table shows the value, where applicable, of the
exposure to credit and dilution risk corresponding to the Equity
category, broken down by the risk weights applied using the
simple risk-weight approach:

The internal ratings allocation process therefore aims to
establish this relationship between the various types of equity

Table 37. Distribution of equity exposures by risk weight, using the simple method.
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5.3.7.1

Minimum own funds requirements

The minimum own funds required to cover credit risk for
exposures treated using the method based on internal ratings
amount to €2,650,590,000, of which €263,665,000
correspond to the cost of the minimum own funds required for
exposures included in the Equity category.

5.3.7.2

Difference between exposures in terms of their
targets



Assets in the Financial Assets held-for-trading portfolio.
These are maintained to be sold in future or as a
strategic investment but do not fulfil the criteria to be
considered as representative of a significant influence.



Assets in Shareholdings. These do fulfil the criteria to be
considered as representative of a significant influence,
and are maintained for strategic purposes.

The following table shows the accounting value, where
applicable, corresponding to each portfolio for both
shareholdings and capital instruments:

In terms of shareholdings and capital instruments not included
in the trading book, the Group records these assets under two
accounting categories:

Table 38. Accounting value of held-for-trading or strategic portfolios.

5.3.7.3

Accounting techniques and valuation methods

Held-for-trading financial assets
This category includes values representing debt and capital
instruments that are not classified as held-to-maturity
investments and other financial assets at fair value which
have suffered changes in profit and loss, such as credit
investments, trading books and institutions which are not
subsidiary undertakings, associates or multi-group institutions.
Held-for-trading financial assets are valued at fair value. The
variations in value are recorded as values net of tax, and
temporarily appear in the epigraph of value adjustments of
consolidated net assets, except when they are the result of
different exchange rates from monetary financial assets. The
values included in the epigraph of value adjustments shall still
form part of the total consolidated equity until the originating
asset has been removed from the balance sheet. When this
occurs the value shall also be deducted from the income
statements.

once their dividends and any other equity deductions have
been applied.

5.3.7.4

Book value and fair value of shareholdings and
non-trading book capital instruments

Capital instruments included in the held-for-trading financial
assets portfolio are recorded in terms of their fair value. This
therefore coincides with their book value which stands at
€701,587,000 at 31/12/2014, of which €196,762,000
correspond to strategic investments.
Conversely, capital instruments classified in undertakings in
which interest is held are recorded as a fraction of the total
assets of the Group, after taking into account both the
dividends earned from them and any other deductions. The
book value can therefore be different to the fair value, which
stands at a total of €790,570,000 at 31/12/2014. The
ranges of the differences between these two values are given
in the section “Hidden profit and loss not recorded in the
balance sheet”.

Shareholdings
Undertakings in which interest is held are institutions in which
the Group has significant influence. This influence is generally,
but not exclusively, evident in the Group’s ownership, direct or
indirect, of 20% or more of the voting rights. Undertakings in
which the Group has shareholdings are valued in consolidated
accounts using the equity method. In other words, they are
valued based on the fraction of their total asset value that is
representative of the Group’s shareholding of their capital,
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5.3.7.5

Types, nature and value of exposures

The following table indicates the accounting values of
shareholdings and capital instruments not included in the
trading book, broken down by nature and type.
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Table 39. Accounting value of exchange-traded instruments, listed instruments, and other concepts.

5.3.7.6

Accrued profit and loss

included in the held-for-trading financial assets portfolio stand
at €22,106,000 (recorded in results from financial
transactions in the tax year’s statement of results).

Profit and losses recorded during the period as a
consequence of the sale or settlement of shareholdings or
capital instruments not included in the trading book

Conversely, the results recorded during the period as a
consequence of the sale or settlement of capital instruments
included in undertakings in which interest is held stand at
€11,411,000.

The profit and losses recorded during the period as a
consequence of the sale or settlement of capital instruments

The total result due to sale or settlement of these positions
during the period stands at €33,517,000.

Table 40. Accrued profit and loss from settlements or sales.

Profit and loss recorded in net assets, with details of
elements included in the capital base
The following table shows the values, where applicable, of
profit and loss recorded in the total equity, as well as elements

included in the capital base, for both undertakings in which
the Group has shareholdings and held-for-trading financial
assets, which include strategic investments over which the
institution does not have significant influence:

Table 41. Unrealised profit and loss included in common equity tier 1 capital.

The elements included in basic own funds correspond to value
adjustments of held-for-trading capital instruments.
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Hidden profits and losses not recorded on the balance
sheet
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Hidden profits not recorded in the balance sheet are
estimated by comparing the accounting value and the market
value of the Groups’ shareholdings. The value of hidden
reserves is estimated at €1,000,000,000.

5.3.8

Credit risk mitigation techniques

Compensation policies and procedures for positions on
and off the balance sheet, and an indication of their scope
of application
When carrying out normal procedures of credit risk
assessment and approval, the Group attaches particular
importance to the adequate constitution, management and
formalisation of collateral for both on and off-balance sheet
positions. In compliance with the risk approval requirements
stipulated in the CRR, a substantial part of these collaterals
are applied in regulatory capital calculation procedures such
as Credit Risk Mitigation Techniques (CRMT), specifically:


Coverage based on collaterals: it corresponds to
collaterals materialised in tangible goods, which back the
successful completion of financing operations. There are
different types of collateral within this category: mortgage
collaterals, collaterals pledged for deposits and
securities.



Personal guarantees and credit derivatives: these are
hedging instruments based on credit insurances and
signature guarantees maintained by the Group and
granted by solvent hedging suppliers. Banco Sabadell
does not use credit derivatives as a credit risk mitigation
technique.

These collaterals are used as credit risk mitigation techniques
when calculating minimum own funds requirements for those
exposures not treated using the internal ratings-based
approach, for which the Group is authorised to use its own
LGD estimates to mitigate credit risk.
Furthermore, Banco Sabadell Group attaches great
importance to policies and procedures that aim to ensure the
legal certainty of these collaterals. Mitigation techniques are
established through legal contracts that are legally binding for
all parties. These contracts are also enforceable in all relevant
jurisdictions, thus guaranteeing that the collateral can be
seized at any time. This process is fully subject to an internal
verification of the legal adequacy of these contracts, where the
opinions of international specialists can be requested and
applied where these contracts have been created under
foreign legislation.
Additionally, various analyses are carried out to verify the
adequacy of the techniques used, including an analysis of the
relationship between CRMTs and the quality of counterparties,
to verify their adequacy and soundness. Conclusions from
these analyses are used to create procedures to analyse and
determine the necessary tools and resources for each type of
collateral that will allow the risk incurred during the
formalisation of transactions to be mitigated.
Lastly, several analyses of the correct authorisation and
formalisation of transactions are carried out as a control
mechanism of possible residual risks that may materialise with
the application of mitigating techniques. These include reviews
of collaterals and a description of all the cases which have
been taken to court, in which all aspects related to collaterals
are also judged.
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This set of control policies and procedures, in addition to the
delegation of tasks and responsibilities, ensures that
portfolios’ collaterals are considered as valid, as they are in
compliance with the established requirements, and that they
can therefore be used as credit risk mitigation techniques.
Nevertheless, Banco Sabadell Group understands the
importance of managing and controlling mitigation techniques,
and therefore constantly reviews its procedures, drafting plans
of action aimed at improving, where possible, the credit risk
mitigation management process.

Collaterals management and valuation policies and
procedures
In order to guarantee the legal certainty of collaterals, the
latter are formalised in a public document issued by a notary
public, thus ensuring their enforceability before third parties.
For property mortgages, these public documents are
submitted to the corresponding land registry offices, thus
gaining constitutional weight before third parties. The legal
system in Spain, unlike in other countries, states that default
payments on mortgage loans shall not be settled when the
mortgaged property is returned (where the value of the
collateral of the mortgage loan is less than the incurred debt).
The obligor shall use their remaining assets until their debt is
paid in full.
In the case of pledged cash or securities, the pledged goods
are generally deposited in one of the Group’s institutions. It is
forbidden for the obligor to unilaterally cancel them, which
guarantees the effectiveness of collaterals until the debt is
fully paid.
For financial collaterals (mainly cash) that can be loaned
thanks to interbank relationships, particularly in the case of
OTC (Over the Counter) derivatives, a collaterals agreement
called ISDA-CSA is generally signed between parties, within the
contract framework backed by the ISDA as a market standard.
The Group has also defined a series of management policies
aimed at limiting the risk acceptance to a series of maximum
percentage figures, depending on the type of asset being used
as collateral. This limits the impact that any possible variations
may have on the valuation of collaterals to hedge operational
risks of transactions. These limits are used mainly in financing
operations guaranteed by pledging real-estate assets (shares,
bonds, etc.) or mutual funds, as well as in maximum
thresholds in terms of the loan-to-value (LTV) of mortgage
transactions.
In terms of the valuation of collaterals at the beginning of
transactions, in the case of mortgages, goods are taxed by
authorised taxation institutions. For this type of collateral, the
Group has determined the need to have insurance policies
that cover various contingencies, including events that may
affect the property itself (fires, lightning, explosions, damage
caused by natural disasters, etc.) and, in certain cases, the
solvency of the obligors (life insurance policies and
unemployment insurances). Additionally, where mortgage
collaterals back facilities that have been conceded to
corporates, their value is monitored in the periodic rating
reassessment process.
The value of financial collaterals is reviewed on a daily basis,
and a warning system sends out alerts for situations where the
value of the collaterals falls below the value indicated in the
contracts.

83

BancoSabadell
Lastly, market transactions which are protected by netting
contracts are valued and conciliated on a daily basis, to allow
the risks and positions to be strictly controlled at all times.

Main types of acceptable collaterals
Pursuant to the criteria established in Part 3, Title II, Chapter 4
of the CRR, the main types of acceptable collaterals are:






Mortgage collaterals: these mainly include mortgage
collaterals for residential real estate and, in some cases,
mortgage collaterals for commercial real estate.
Additionally, but to a lesser extent, the Group also
accepts mortgage collaterals on personal properties, as
in the case of naval mortgages.
Pledged assets: in this type of collateral the main types of
goods which are acceptable as pledged assets are: cash
deposits (fixed term payments, savings accounts and
current accounts), securities that are representative of
the debt (mainly letters of credit, bonds and government
bonds), shares, investment funds, pension plans and, to
a lesser extent, other financial assets such as preferred
stocks or commercial paper.

(Compañía Española de Crédito a la Exportación) are also
used, as are those granted by Public Administration Bodies.
To date, the Group has not used credit derivatives as a risk
mitigation technique.

Concentrations of credit or market risks within credit risk
mitigation techniques
There are no concentrations of credit or market risk among the
counterparties or assets used as risk mitigation techniques.
Therefore, the Group has devised policies aimed at avoiding
excessive risk concentrations, which also apply to
counterparties and any mitigation techniques used.
As previously mentioned in the section regarding credit and
dilution risk, in compliance with the conditions of the
acquisition of Banco CAM in 2012, a significant part of the
portfolios from this institution is protected by an Asset
Protection Scheme (APS) with the following basic terms and
conditions:


Assets covered by this APS are essentially loans to
finance developers and residential construction activities,
real estate assets and stocks in real estate institutions.



The coverage follows a system of shared losses and can
cover up to 80% of eventual losses that assets hedged by
the APS may generate, after the coverages previously
established in Banco CAM on 31/07/2011 have been
absorbed. This implies that Banco Sabadell Group
accepts responsibility for the remaining 20% of these
losses.



This coverage is provided by the Deposits Guarantee
Fund.

Compensation agreements: for interbank relationships,
including repurchase agreement transactions and OTC
derivatives, the parties sign compensation agreements in
ISMA and ISDA contracts, including ISDA-CSA annexes.

Main types and solvency of guarantors and counterparties
for credit derivatives
In terms of personal collaterals, guarantees are the most
commonly used mitigation technique by the Group, if and
when the guarantor has proof of solvency.
The analyses carried out relating to guarantors show that the
main guarantors are corporates, individual customers and
other financial institutions. Guarantees issued by CESCE
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The management procedures of this asset protection scheme
are subject to different execution and control strategies given
their particular importance.
The impact on each exposure class covered by the APS is
detailed hereafter:
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Table 42. Impact of APS coverage for each exposure class.

It should be noted that, pursuant to the specifications
stipulated in the CRR, the values of Exposure before and after
applying the APS collateral are different because in the
Standardised approach the exposure is taken into account
after value adjustments due to impairment of assets and
provisions.
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Total value of exposure after compensation of on and offbalance items covered by personal collaterals or credit
derivatives
The following table shows the value, where applicable, of
exposures covered by personal guarantees for each exposure
class using the standardised approach for the own funds
requirements calculation. Credit derivatives information is not
included, as these are not used by the Group:
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Table 43. Total Value of exposure classes covered by compensation, where applicable, between on and off-balance items, by
type of collateral.

In terms of the use of the internal rating-based approach, as
indicated in previous sections of this document, mitigating
techniques are carried out using LGD, and this approach is
therefore not applicable to this section.

5.3.9

Counterparty credit risk

Counterparty credit risk arises should a counterparty default
before definitively settling cash flows of either a transaction
containing derivatives or a transaction with a repurchase
commitment with deferred settlements or collateral financing.

5.3.9.1

Exposure to Counterparty Risk and method of
calculation of minimum own funds
requirements

In terms of the exposure amount to counterparty risk, Banco
Sabadell Group has a gross positive fair value of its contracts
of €1,710,880,000. The positive effects resulting from
compensation agreements between institutions stand at
€1,063,725,000, therefore the real credit exposure after
compensation is of €1,269,149,000. At the same time, the
bank has contributed collaterals with a total value of
€315,586,000, with a total credit exposure value of
€953,563,000.
In all its exposures, Banco Sabadell Group uses the method of
valuation in terms of market prices to calculate minimum own
funds requirements to cover counterparty risk. The value of
these exposures stands at a total of €953,563,000.
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Table 44. Details of exposure in derivatives.

The following chart shows the distribution by type of product of
exposures in derivatives, using the gross positive fair values
contained in the contracts:

value of transactions is generally established using official
published market prices and, where these are not available,
recognised valuation techniques are used.

Figure 20. Details of exposures in derivatives by type of
product.

For financial operations, the majority of counterparties
intervening in transactions with counterparty risk are financial
institutions, and are therefore subject to the common
management and risk control procedures established for this
segment. These mainly consist in:

Lastly, the following table shows the exposure data (EAD) and
the RWAs for Counterparty Risk of the last two years:

Table 45. Details of Exposure and RWAs for Counterparty
Risk.



Management carried out using a system of pre-defined
limits, which is reviewed annually by the Technical Risk
Committee. The Risk Division proposes maximum limits
for each counterparty, breaking them down into products
and terms.
When defining maximum risk limits, the Group considers
factors such as the rating of each institution calculated
using the internal model, the long-term rating of credit
rating agencies and Banco Sabadell’s own funds. These
limits are conditional upon the total limit of the country
where the counterparties are located.



Control carried out by an independent specialised
institution, of the adequacy of the various transactions
within the established limits using an advanced system.
Where the risk limits in place are exceeded, the
transaction is subject to a separate process to gain
specific approval.

The method used to determine the value of exposure to
counterparty risk, which is then used to allocate the calculated
internal capital is the same method used for regulatory capital:
the value is calculated as the sum of the cost of repositioning
the transaction plus the officially established increase of the
future estimated value. The allocation process of calculated
internal capital is consistent with the general economic model
for credit risk of the Group.

5.3.9.3
5.3.9.2

Methodology used to allocate internal capital
and establish limits to counterparty risk
exposures

Banco Sabadell Group generally manages its counterparty risk
in line with the management of credit risk, adapted to the
various segments. The main difference is that, when
determining the value of exposure to this risk, an internal
model similar to the regulatory model is used. This model
considers the final value to be the sum of the repositioning
value of the transactions plus an increase based on an
estimate of their potential future value. The repositioning
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Policies to ensure efficiency of collateral and to
make value adjustments due to impairment to
mitigate counterparty risk

In order to mitigate its exposure to counterparty risk, the
Group has signed various contractual compensation
agreements with the majority of its financial counterparties
which allows it to hire derivative instruments and carry out
transactions with repurchase commitments, as well as
collateral agreements which provide guarantees which allow
any incurred risk to be significantly reduced.
To ensure the efficiency of these collaterals, contracts signed
with counterparties are ISMA GMRA and ISDA Master
Agreement with its CSA annex. These documents are the
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market standard for formalising these types of collaterals.
Both the Risk Division and the Legal Advice Division took part
in negotiating the clauses of these contracts, in order to
ensure that these contracts have the necessary legal basis to
compensate transactions, and to ensure that the contracting
and risk mitigation procedures are in line with the Bank’s
policies.

5.3.9.7

Additionally, the Risk Division regularly monitors transactions
and levels of exposure in order to have at their disposal, at any
given time, an assessment of the levels of accepted risks and
their effect on compensation and collateral agreements.

5.3.9.8

Notional value of credit derivative transactions

The notional value of transactions completed using credit
derivatives stands at €90,000,000 at 31/12/2014, compared
to €102,420,000 in the previous year.

Estimate of parameter α

This estimate does not apply as own funds requirements are
calculated using the method of valuation at market prices.

Regarding the methods used to adjust the value to cover this
risk, the general criteria established by the Group shall apply.
These have been described previously in the section on
methods to determine value adjustments in the present
document.

5.3.10 Securitisations

5.3.9.4

Banco Sabadell handles its securitisation transactions in full
compliance with the stipulations of Part 3, Title II, Chapter 5 of
the CRR.

Policies regarding the risk of adverse effects
due to reciprocity

Derivative instruments may, depending on the nature of
specific transactions, have adverse effects on the correlation
between the risk exposure to a specific counterparty and its
credit rating, in such a way that when the credit rating falls,
the exposure to the counterparty rises.

Definitions

As an aid to comprehend the content of this chapter, an
explanation of various basic concepts is given hereafter, in line
with the definitions contained in the CRR:


The Group monitors any transactions where this risk arises, so
it can detect where higher risks can be accepted. However, the
possibility of these effects arising is negligible as there are no
relevant material exposures where they can occur.

5.3.9.5

Impact of collaterals in the event of a reduction
of the Institution’s credit rating

In the event that the credit rating of Banco Sabadell Group
were reduced, the impact would be non-existent in nearly all
the current collateral agreements, as the collaterals provided
have been exclusively associated with the value of the
positions (mark-to-market).
The only exception to this is where minimal thresholds have
been established for the value of deposited collaterals,
depending on the credit rating of each institution. This
additional clause states that, in the event that this rating is
lower than or equal to BB+, according to S&P credit institution
(Standard & Poors), the Group would have to have a
permanent deposit of €10,000,000 within the counterparty
institution. However, at present this is not applicable to the
Group.

5.3.9.6



Securitisation: a transaction or mechanism through which
the credit risk associated with an exposure or set of
exposures is divided into tranches, with the following two
characteristics.
–

Payments of the transaction or mechanism are
dependent on the behaviour of the exposure or set
of exposures.

–

The subordination of the tranches determines the
distribution of losses during the period of validity of
the transaction or mechanism.

Tranche: a contractually established credit risk segment
associated with an exposure or set of exposures whereby
each position within the segment has a risk of credit loss
that is greater or lesser than a position of the same value
in each of the other segments in order of priority of the
payments established in the securitisation agreement,
without prejudice to the credit risk hedging offered
directly by third parties to the holders of the positions in
the segment in question or in other segments. To this
end, every securitisation position either forms part of a
tranche or constitutes a tranche in itself. Therefore, there
are different types of tranche, these being:
–

First loss tranche: this is the most subordinated
securitisation tranche, and is the first section to be
affected by any losses associated with securitised
exposures. It therefore extends its protection to the
second loss and, if applicable, to sections of highest
priority.

–

Intermediate risk tranche: this tranche differs from
a first loss tranche. It has a lower priority of
payment than the position with highest priority of
payment in the securitisation agreement, and a
lower priority than any securitisation position within
said agreement which has been allocated a tier 1
credit rating where the securitisation has been
treated using the standardised approach, or a tier 1

Notional value of credit derivatives hedging and
annual distribution of credit exposure

There are currently no instances of credit derivatives hedging
in the Group, as all of the Group’s credit derivative operations
are concentrated in the trading book.
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or 2 credit rating where the securitisation has been
treated using the IRB approach. It does not consider
the credit risk coverage offered directly to holders of
the positions in the tranche in question or in other
tranches by third parties.
–



High priority tranche: any tranche that is not a first
loss tranche or an intermediate risk tranche. The
“highest priority tranche” is the tranche of highest
priority among the securitisation payments. This
excludes any sums due from contracts on interest
rates or currencies, brokerage or other similar
payments.

Traditional securitisation: a securitisation that requires
the economic transfer of securitised exposures to a
“special purpose vehicle” that issues securities. This
operation can be carried out through the sale by the
originating party of their ownership of securitised
exposures or through sub-participation. The latter shall
include the signing of mortgage stocks, mortgage transfer
certificates and other similar securities with “special
purpose vehicles”. Securities issued by these vehicles do
not represent any legally binding payment obligations for
the originating institution.



Synthetic securitisation: a securitisation in which the risk
is transferred by resorting to credit derivatives or
collaterals and where the securitised exposures are still
exposures from the originating party.



Resecuritisation: securitisation in which the risk
associated to an underlying set of exposures is divided
into tranches and where at least one of the underlying
exposures is a position within a securitisation.



circumstances of the market. This programme is
supplementary to other financing and capital sources, thereby
diversifying the recourse to wholesale markets.
The securitisation of assets facilitates the efficient
management of the balance sheet, enabling the Institution to
carry out the following actions:


Generation of liquidity: transformation of relatively illiquid
assets into tradeable values, which can allow wholesale
markets to gain liquidity through the sale or use as a
collateral of these illiquid assets. Securitisation bonds
that have been withheld as collaterals to obtain ECB
financing can also be used.



Credit risk management: the sale of securitisation bonds
to the market can mitigate exposures to credit risk that
are generally derived from the Bank’s commercial
activities.



Capital management: securitisation operations that
achieve the effective transfer of risks also enable the
optimisation of capital and contribute to the generation of
value.

Nature of inherent risks of securitisation activities
Securitisation offers a series of advantages when managing
liquidity and risks. However, there are also risks associated
with securitisation activities which are mainly assumed by the
originator and/or investors.
These risks are:


Credit risk. The risk of the obligor being unable to fulfil
their contractual obligations in due time and proper form
(for example, the non-payment of fees associated with
mortgage loans), which leads to the impairment of the
asset which is backing the issued securities. This is the
main risk that is transmitted to investors through
securities issued during the securitisation process.



Prepayment risk. A risk associated with the predicted
amortisation, either in full or in part, of assets that back
the securitisation. This is a fairly predictable risk that
results in the real maturity of securitisation bonds being
shorter than the contractual maturity of underlying
assets.



Basis risk. The risk that arises when interest rates, or
time periods, of securitised assets do not coincide with
those contained in the issued portfolio. This risk is
generally covered by the originator through financial
exchanges of interest rates.



Liquidity risk. This risk can be understood in different
ways. Firstly, it is a risk that is manifested in the need to
cover any differences between interest payments on
underlying assets and interest payments on issued
bonds. Secondly, it can be understood as a lack of
continuity in the value of assets offered by risk-taking
investors that may be integrated into a future bond for
those securitisations where there is a significant
difference in maturity between the securitised exposures
and the securitisation positions. In other words, it is the
increase in cost for fund of placing new
bonds/commercial paper on the market when the original
bonds/commercial paper are due. Lastly, there have
been instances where one risk derived from
securitisation processes is the low amount of liquidity of
secondary markets where certain tranches of securities
created by the process are traded. This is largely relevant

Originator:
–

–

An institution which participates, either alone,
directly, or indirectly through other institutions
under its control, or which act in conjunction with
the institution, in the preliminary agreement of the
obligations or potential obligations of the obligor or
potential obligor, which leads to the securitisation of
the exposure. For securitisations of financial
liabilities which represent collection rights of the
issuing institution, the issuing institution of these
financial liabilities shall not be considered an
originator in terms of solvency.
An institution which acquires exposures from third
parties and includes them in its balance sheet and
then securitises them.



Sponsor: an institution, different from the originating
institution, that implements and manages a securitisation
commercial paper programme or any other securitisation
scheme by which exposures to third parties are derived.



Investor: any institution or subject, different from the
originator or sponsor, that holds a securitisation position.



Securitisation position: exposure to a securitisation.

Purposes of securitisation activities
Banco Sabadell maintains an issuance programme which
contemplates the adequate diversification of securitised
assets portfolios, adapting the volume of the programme to
the liquidity requirements of the Bank and to the
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as it concerns products that are designed to cover
specific needs of certain investors.




Commingling risk. This is the risk that affects all investors
and which exists in transactions wherein the payment of
interests of the underlying portfolio is not immediately
transferred from the administrator to the securitisation
fund.
Operational and legal risks. As with other types of
financial transactions, securitisations face operational
risks, associated with the inadequacy of applied
processes. In any given securitisation, the greatest
operational risk relates to the necessary operations to
claim and settle payments of cash flows related to the
structure. Legal risks, however, are diverse in nature.

are a group of bonds with a low rating. This equity tranche is
used to cover losses of the securitised portfolio and has been,
in all cases, withheld by Banco Sabadell.

Tasks and implication in securitisation procedures
The main tasks carried out by Banco Sabadell in its
securitisation procedures have been the following:


Types of risk in terms of priority of underlying securitisation
items

Originator. The Group has participated in various
securitisation programmes in which, either individually or,
on occasion, in conjunction with other highly solvent
institutions, the Group has ceded part of its residential
mortgage loans, loans to small and medium institutions
(SMEs), loans to corporates and credit rights derived from
financial lease contracts to be converted into
securitisation bonds.



As mentioned in the introductory section, securitisation bonds
are issued following a specific order of priority of payment. The
structure of the funds in which Banco Sabadell has
participated tends to contain a specific number of tranches,
each with its own credit rating.

Administrator of securitised portfolios. The Group has
also acted as the administrator of securitised assets,
managing the collection of amortisations and interests as
well as its services for issuing securities that have been
backed by these assets.



The first set of tranches, known as high priority or senior,
which includes the series of bonds with the highest credit
rating, is subdivided into intermediate tranches or mezzanine
tranches, which are governed by the first set.

Financing provider. Banco Sabadell also acts as a
provider of financing for securitisation funds associated
with subordinated loans for the creation of reserve funds
and loans for financing preliminary expenses incurred by
these vehicles.



The lower part of the structure contains the tranches with the
lowest credit rating, known as “first loss” or “equity tranche”.
In some cases, these are loans or subordinated advances that
Banco Sabadell has conceded to the fund. In other cases, they

Counterparty institution. Additionally, in the past the
Group has acted as a counterparty in swaps that are
made with the securitisation funds to reduce the risk
associated with the interest rate of structures.



Provider of Treasury accounts.

Figure 21. Graphical representation of tasks carried out by Banco Sabadell in securitisation procedures.
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Banco Sabadell Group has not carried out any tasks as a
sponsor of securitisations, having mainly taken the role of
originator in these operations.
Similarly, it has not carried out any synthetic securitisations,
nor has it participated in structures known as Special
Investment Vehicles (SIV) or conduits, which tend to require a
commitment by the conceding party regarding the securitised
assets.

Methods to calculate risk-weighted exposures
The methods used to calculate risk-weighted exposures in
securitisation activities differ in terms of the fulfilment, or lack
thereof, of criteria that imply that a significant amount of risk
has been transferred, as established in Articles 243 and 244
of the CRR.
For securitisations where a significant amount of risk has been
effectively transferred, and for securitisation positions that are
maintained for investment purposes, Banco Sabadell Group
employs the approach used in external credit ratings (RBA –
Rating-Based Approach).
Where no risk has been transferred, capital requirements are
calculated for the original securitised exposures, in
accordance with the portfolio and with the approach used
depending on their characteristics (standardised approach or
IRB).
At 31 December 2014, the Institution calculates its capital
requirements using the calculation of original securitised
exposures, as it does not consider that any significant amount
of risk is transferred.

Accounting
One of the financial instruments used by the Group to
reinforce its liquidity position is the securitisation of assets.
Since 1993, the Group has taken part in various securitisation
programmes, sometimes acting together with other highly
solvent institutions, granting mortgage loans, loans to small
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and medium institutions, consumer loans and credit rights
derived from financial lease contracts.
Some of the bonds issued by securitisation funds have been
placed in capital markets, and the remainder have remained
in Banco Sabadell’s portfolio. Of the latter, the majority have
been pledged as collateral in the credit policy signed by Banco
Sabadell with the Bank of Spain to manage its liquidity on a
short-term basis.
Financial assets are only removed from the balance sheet
when they no longer generate cash flows or when their
inherent risks and benefits have been substantially
transferred to third parties.
Once the requirements regarding the substantial transfer of
risks and benefits described previously have been met, results
from the sale of financial instruments will be calculated. These
shall be calculated as the difference between the book values
and the sum of the received net value, including any new
asset obtained minus any liability assumed.
When the value of the transferred financial asset coincides
with the total value of the original financial asset, the new
financial assets, financial liabilities and liabilities due to the
rendering of services as a result of the transfer (where
applicable), shall be recorded using their fair value.
The assets and liabilities associated with securitisation funds
of assets originated after 1 January 2004, and for which
inherent risks and benefits have not been transferred to third
parties, have been maintained in the financial statements. In
other words, the risk of these assets is not transferred as
there has been some form of subordinated financing and/or
the subordinated bonds from issuances have been
maintained.

ECAIs used in securitisations
Where securitisations activities are concerned, the Group has
been granted at least one valuation of its issued bonds by one
of the following External Credit Assessment Institutions
(ECAIs): Fitch, Moody’s, S&P and/or DBRS.
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Breakdown of securitised balances
Table 46. Outstanding balance of withheld securitised items, value of impaired and defaulted exposures and provisions
made, by type of securitised asset.

Table 47. Value of securitised items on and off-balance sheet.

Securitisation structure without risk transfer
As the majority of positions of the generated securitisation
funds are retained, the regulatory conditions that would
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enable a significant portion of the risk to be transferred
successfully are not met. Therefore, for these funds, the
capital for securitised exposures is calculated as though the
latter had not been used.
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The following table shows the outstanding balance of
securitised exposures without any transfer of risks by type of

asset.

Table 48. Securitisation structures with no significant risk transfer, by type of underlying asset.

Table 49. Securitisation structures with no significant risk transfer, by capital requirements calculation approach.
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5.4 Market Risk
5.4.1

5.4.2

Introduction

The information given in this section of the present chapter is
in full compliance with the disclosure requirements of Articles
445 and 455 of the CRR.
Market risk refers to the possibility of a loss of value of
positions due to an adverse fluctuation of different risk factors
that affect the price of these positions. These risk factors are:
interest rate, exchange rate, share price, commodities and
credit spread, including their volatilities and correlations.
Although the exposure to this type of risk still represents a very
low percentage of the total risk map of the institution in
absolute terms, it has increased significantly in 2014 in
comparison with the previous period. This is mainly due to
exposure to exchange rates.
The following chart shows the distribution of own funds
requirements for market risk in terms of each of the various
risk factors.

Figure 22. Distribution of own funds requirements for
market risk.

Minimum own funds requirements for
position risk and liquidity risk of the trading
book and for foreign exchange and gold
position risks

Banco Sabadell Group calculates minimum own funds
requirements for the trading book by risks of interest rates,
share price and credit spread (known as position risk) of fixed
income positions and of shares and shareholdings. These
requirements are calculated using the standardised approach.
The trading book can also be subject to certain additional
capital requirements due to a concentration risk in the same
counterparty, when the item in the latter exceeds the limits
stipulated in Article 395 of the CRR.
Additionally, the Group is obliged to fulfil certain own funds
requirements for foreign exchange risk due to its global
foreign-exchange position. Details of the risk-weighted assets
for each of the aforementioned risks are given hereafter, at 31
December 2014:
Banco Sabadell Group is not subject to any additional
requirements due to concentration in the trading book, since,
at 31 December 2014, none of its counterparties exceed the
limits defined in the regulations regarding trading book items.
Liquidation and commodity risks are zero for the Group, and
therefore their capital requirements are also zero. Similarly,
there are no capital requirements for interest rate risks on
securitisation positions, as instruments of this type do not
exist in the trading book.
This information does not include minimum own funds
requirements for counterparty risk, as these are included in
the credit risk section of this document under the epigraphs of
the standard and IRB approaches.
The following table shows the evolution of market riskweighted assets from 2013 to 2014:

Table 50. Evolution of own funds requirements for market risk in the period.

In 2014, there was an increase in the exposure to market risk.
This is mainly due to the exposure to exchange rates in
Mexican Pesos and Dollars.
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5.5 Operational Risk
5.5.1

Introduction

Table 51. Evolution of minimum own funds requirements
for operational risk in the period.

The information included in this chapter is in full compliance
with the disclosure requirements of Article 446 and 454 of the
CRR.
Banco Sabadell Group defines operational risk as the risk of
suffering losses as a consequence of errors or lack of
adequacy caused by people, processes, systems or external
events. This definition includes the model, technological and
reputation risks.
The Institution calculates the operational risk requirements
using the Standardised approach.

5.5.2

Calculation of minimum own funds
requirements for operational risk

To calculate capital requirements using the standardised
approach, the relevant income for each of the last three years
must be calculated, adding the following components from the
income statement consolidated under the reserved perimeter:


Interest receivable and similar income.



Interest payable and similar charges.



Income from shares and other variable/fixed-yield
securities.



Commissions/fees receivable.



Commissions/fees payable.



Net profit or net loss on financial operations.



Exchange differences.



Other operating income.


During 2012 and 2013 the Bank has acquired institutions
whose relevant income is included in the calculation for the
2012-2014 time horizon in order to simulate a constant
consolidation perimeter in compliance with the perimeter in
force on 31/12/2014.

The institution allocates income associated with regulatory
business lines using an internal income statement broken
down into business segments, which is more detailed and
which has been adapted to the statement proposed by the
relevant regulations. This allows each of the internal business
segments to be allocated to a line of business defined in the
regulations.
Article 316 of the CRR states that the associated income
should not include results from insurance activities,
extraordinary or irregularly generated results, or results from
non-trading book financial transactions.
In the calculation carried out by the Institution, private equity
automatically excludes any results from insurance operations.
No exclusions of extraordinary results have had to be made in
the last three years, but results from transactions outside the
trading book have been excluded. The latter had not been
excluded from operation risk requirements calculations carried
out previously as, until 2013, this was calculated in line with
the regulations stipulated in Circular 3/2008 of the Bank of
Spain, which did not include this provision. This partly explains
the differences between the requirements calculations of
2014 and those of previous years.
The following chart shows the average weights of income from
the last three years for each line of business. The lines of
business with most weight in the Group are Retail Banking and
Commercial Banking, in that order. The comparatively small
weight of other wholesale operations in the Bank is also
evident.

Figure 23. Percentage of income by business line

The acquired institutions are Banco CAM in June 2012,
business ventures in Catalonia and Aragón pertaining to Banco
Mare Nostrum in June 2013, Lloyds España in July 2013 and
Banco Gallego in November 2013.
The following table gives details of the development of capital
requirements and RWAs for operational risk from 2013 to
2014.
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6. Other risks
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6.1 Interest Rate Risk
6.1.1

Introduction

Banco Sabadell Group understands this risk to be inherent to
permanent commercial activity with customers and to
corporate transactions. The Group incorporates this risk,
together with the liquidity risk, within a structural management
framework of the balance sheet. The main purpose is to
achieve stability of the financial margin by maintaining
adequate levels of liquidity and solvency.

drawdowns, account maturities and other assets with no
contractual maturities, which usually cannot be modelled until
a significant proportion of them have reached a period of
stability, although they can be required immediately by the
customer. In view of the above, and in line with historic
behaviours, demand deposits have been broken down into:


Unpaid current accounts and savings accounts, which
have shown a lack of sensitivity to interest rate variations.



Administrated interest-bearing current accounts and
savings accounts, where updates to their interest rates
are dependant upon decisions made by the Group. For
these types of demand deposits, three estimates are
obtained from the model: (i) unstable percentage of
demand deposits, where an estimate is obtained of the
percentage of a balance that is considered to be unstable
for reasons unrelated to changes in interest rates; (ii)
sensitivity to changes in interest rates, estimated by
establishing a functional relationship that explains the
transfer of short-term interest rate variations from the
interbank institution to payments made to depositors;
and (iii) estimated time period before a stable percentage
of demand deposits can be reached.



Interbank current accounts and savings accounts, where
payment updates are associated with interest rates in the
interbank market.

The information included in this chapter is in full compliance
with the disclosure requirements of Article 448 of the CRR.

6.1.2

Nature of interest rate risk, basic
assumptions and calculation frequency

This risk is caused by interest rate variations, with fluctuations
of the yield curve, which are the base of reference for asset,
liability or off-balance positions which, in the event of a
temporary discrepancy due to different timings of interest rate
resets or maturity, are not affected in sync with each other,
thereby affecting the soundness and stability of results.
The management of the interest rate risk requires an
evaluation to be made using various methodologies:


The first method involves analysing the financial margin
sensitivity over a time horizon of one year to variations in
interest rates by applying either statistical techniques (repricing gap) or dynamic techniques (financial margin
simulation). The latter contemplate different hypotheses
of balance sheet growth as well as changes to the
gradient of the interest rates curve.



Another method used involves analysing the total equity
value (economic value) sensitivity to variations in interest
rates using the duration gap to observe the effect of
these variations in a superior time horizon.

The analysis of the balance sheet’s sensitivity to interest rate
variations has been taken into account for all transactions
existent at 31/12/2014 (excluding trading book positions)
which correspond to the credit institutions scope. The currency
used is the Euro, as this is the only currency used by
significant items which are sensitive to variations in interest
rates. In compliance with the rules and regulations currently in
force, a currency is deemed to be significant when the
corresponding asset or liability exceeds, on average during the
six preceding months, 5% of the institution’s assets or
liabilities.

Finally, it should be noted that the Group carries out monthly
calculations of exposure to this risk. The results of these are
presented in the Assets and Liabilities Committee (ALCO).

6.1.3

Variation of income, economic value or any
other relevant means used to analyse
disturbances to interest rates, in compliance
with the established internal management
method

The following table shows the sensitivity of the economic value
and the financial margin to an interest rate variation of 200
basis points in a referenced scenario. These sensitivities have
been calculated using the initial economic value and the
financial margin over a period of twelve months.

Table 52. Sensitivity of management
disturbances in interest rates.

variations

In the financial margins and economic value simulations, the
Group uses various scenarios with different interest rate
curves in order to adequately identify the yield curvature and
basis risks. Additionally, when applying both methodologies,
behavioural hypotheses are used. These offer a more realistic
view of the true behaviour of the items in the balance sheet,
which in turn allows for more effective management, than the
view
obtained
when
applying
purely
contractual
characteristics. These hypotheses, based on the Group’s
experience from 1999 to 2007 also allow optionality risks to
be contemplated. Among the most relevant of these
hypotheses are those that model the behaviour of balance
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6.2 Liquidity Risk
6.2.1

normal circumstances or in a stress situation created by either
systemic or idiosyncratic factors.
Additionally, the institution also maintains a diversified
portfolio of liquid assets that are largely eligible as collaterals
for financing operations undertaken with the European Central
Bank (ECB).

Introduction

The information included in this chapter is in full compliance
with the disclosure requirements of Articles 460 and 461 of
the CRR.

6.2.2

The purpose of liquidity management in Banco Sabadell is to
guarantee the financing of banking operations with an
adequate cost and time frame by using a wide range of
instruments that provide access to different financing sources.

6.2.2.1

Banco Sabadell aims to maintain certain liquid assets and a
specific financing structure which, in line with its strategic
objectives, allows the group to satisfy its payment
commitments normally and at a reasonable cost, both under

Figure 24. Distribution
source.

6.2.2.2

of

the

Institution’s

financing

Evolution of the Commercial Gap

Financing strategy and development of
liquidity throughout the period
Financing structure of the institution

The following figures show the distribution of the Institution’s
financing structure at the end of 2014.

by

Figure 25. Distribution of institutional
(wholesale market).

issuances

Figure 26. Evolution of the Commercial Gap (millions of
Euros)

In recent years, the institution’s financing policy has focused
on the generation of a liquidity gap in its commercial business
(defined as the difference between the financing of customers’
liabilities and assets).
Since 2008, a gap of over €43,000 million has been
generated. This is due to the combination of the fall in credit
investment and the increase of customers’ funds. The latter
can be explained by the institution’s various acquisitions
(Banco Gallego in October 2013, the Lloyds’ subsidiary
undertakings in Spain, the franchise of Banco Mare Nostrum
branches in Catalonia and Aragón in June 2013 and Banco
CAM in June 2012), and by the success of the institution’s
financing strategy focused on attracting deposits.

6.2.2.3

Ratio Loan to Deposits (LTD)

In parallel, the recent growth trend of the commercial gap has
also resulted in a significant reduction of the proportion of
credits versus deposits, also known as the LTD ratio. In 2014,
Banco Sabadell has continued to generate liquidity in its
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branch network at a cost of €3,333 million, setting the LTD
ratio at 104% at the end of the tax year.

Table 53. LTD Ratio evolution.

6.2.2.4

Financing in wholesale markets

As a result of the deleveraging process that has taken place in
the institution and of the success in attracting deposits, the
percentage of financing in wholesale markets has
progressively fallen in recent years. At the end of 2014, the
outstanding financing balance in the capital market was
€23,106 million (15.3% of the institution’s total funds)
compared to a balance of €26,063 million at the end of 2013
(19.6% of the total financing). In terms of types of product, the
market financing is focused on those products which, given
the institution’s credit rating, have a smaller cost/period ratio
and for which there is a higher demand from the investment
base. However, the institution has a comfortable maturity
profile with no significant concentrations.

Table 54. Capital market financing structure by product and maturity.

6.2.2.5

Short-term financing

Where short-term financing is concerned, the institution has a
corporate commercial paper programme largely aimed at the
domestic market with a maximum outstanding balance of
€5,000 million , and a Euro Commercial Paper (ECP)
programme with a maximum nominal value of €3,500 million
aimed at qualified international investors. At 31 December
2014, the outstanding balance of the commercial paper
programme and of the ECP programme stood at €2,910
million (excluding commercial paper signed by the group’s
firms).

6.2.2.6

reduced. At 31 December 2014 the net nominal income from
repurchases financing stood at €6,394 million, €1,730 million
more than at the end of 2013.
The second group of assets is far more diverse, comprised of
mortgage-covered bonds and securitisation bonds of the
institution and of third parties, corporate bonds and eligible
loans submitted as collateral for ECB liquidity purposes. In
contrast to the first group of assets, these contribute to the
medium and long-term financing of the institution. In 2014
Banco Sabadell took part in the four-year liquidity auction of
the ECB (Targeted Long Term Refinancing Operations, or
TLTRO) bidding €5,500 million. At 31 December 2014 the
balance with the ECB stood at €7,200 million, slightly less
than the balance at the end of 2013, when the institution had
€8,800 million from the LTRO (Long Term Refinancing
Operations) financing of the ECB.

Collateralised financing

Lastly, collateralised financing should be mentioned as an
additional source of financing. Two groups can be identified in
terms of the nature of the committed assets and the
characteristics of underlying financial transactions.
The first group of assets includes mainly public debt assets
that are submitted as collateral for transactions involving the
temporary removal and short-term acquisition of assets,
generally over a period of less than three months, which are
used to manage the short-term liquidity position of the
institution. With this in mind, the system’s excess liquidity,
resulting from different methods employed by the ECB to
stimulate the economy in the year’s final quarter, together with
a low interest rate scenario, has driven the repurchasing
market, where counterparty tensions have been significantly
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6.2.2.7

Liquid assets buffer

In recent years, liquidity management has led to the creation
of a liquid assets buffer in order to satisfy any liquidity
requirements that may arise. At the end of 2014, the balance
of this liquidity reserve stood at €18,758 million. This reserve
is mainly comprised of the balance of eligible assets that can
be deducted from financing transactions with the ECB (93%)
plus the balance of liquid assets with a very high liquidity
rating in accordance with the LCR ratio criteria, but which are
not eligible to be deducted from the ECB, the value of the
group’s equity portfolio, together with its shareholdings in MIFs
and SIMCAVs, and the net interbank position of the institution.
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The following table shows the balance of assets which can be
used as collateral and thus be discounted from the ECB,
divided in terms of their rating and liquidity categories, as

defined in Technical Application Document 1/2013 of the
Bank of Spain.

Table 55. Balance of assets eligible as collaterals by the ECB, by rating and liquidity categories (as per Technical Application
Document 8/2014 of the Bank of Spain).

Banco Sabadell regularly carries out stress tests, focusing on
the position of the institution within the institutional market.
The stress scenario contemplates a prolonged closure of
capital and interbank markets, combined with a decrease by
one grade of the institution’s credit rating and a flight of
deposits from institutions and corporates that professionally
manage their treasuries. As a result of this stress test, the
institution maintains a liquid assets buffer to withstand a
stress situation of up to one year in duration.
In addition to this liquid assets buffer, the institution also has
buffers for mortgage assets and for loans to public
administrative bodies, which are eligible as collateral for
mortgage-covered bonds and territory-covered bonds
respectively. At the end of 2014, these provided an additional
€9,941 million in terms of the Group’s capability to issue new
bonds eligible as collateral to be deducted from the ECB.
In terms of the new short-term Liquidity Coverage Ratio or LCR
and the Net Stable Funding Ratio or NSFR, Banco Sabadell
currently submits the required information to the regulator
using new liquidity templates created by the EBA on a monthly
and quarterly basis respectively. In terms of the LCR, the group
is in full compliance with the relevant requirements. At the end
of 2014, the institution’s LCR was over 100%, compared to
the minimum requirement of 60% in 2015. In terms of the
NSFR, its regulatory development is still being analysed and
defined. The NSFR is due to be implemented in January 2018,
and the LCR shall be implemented gradually.
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6.2.2.8

Forecast for 2015

The institution is currently in the second year of its three-year
business plan, “TRIPLE”. In line with this plan, and considering
the positive forecasts of economic growth for 2015 in Spain,
the generation of liquidity is expected to continue, although at
a slower rate than in previous years. Specifically, customer
funds are expected to remain stable, whilst credit investments
are expected to continue to fall, although not as sharply.
Considering the institution’s ample liquidity, together with the
liquidity that is expected to be generated during the year as a
result of the newly-created commercial gap, as well as new
long-term ECB liquidity auctions (TLTRO), the refinancing of all
maturities of the capital market is not deemed to be
necessary. As a result, the concentration of maturities for the
year is minimal, and the general atmosphere in the markets is
more favourable. The measures announced by the ECB to
stimulate the economy are expected to result in an excess of
liquidity in the system, which will have a negative effect on the
offer on paper and cause a narrowing of credit spreads. This
suggests that, in conjunction with a low interest rate
environment, the Institution will be able to finance its activities
at a relatively lower cost and over a longer period of time.
Banco Sabadell currently has access to capital markets for all
its products and time frames.
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7. Unencumbered Assets
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7.1.1

Introduction

The information included in this chapter is in full compliance
with the disclosure requirements of Article 443, Part Eight of
the CRR and with the current European regulations regarding
guidelines for disclosure of encumbered and unencumbered
assets
The European regulations establish a series of information
requirements to be met regarding:


Value of encumbered and unencumbered assets by type
of asset.



Encumbered and unencumbered collateral received by
type of asset.



Liabilities subject to assets and encumbered collateral
received.

7.1.2

Encumbered and unencumbered assets

This section gives details of committed or encumbered assets,
which differ in terms of the regulations described previously.
The sources of encumbrance largely correspond to mortgagecovered bonds or territorial bonds, securitisation bonds,
temporary assignments with repurchasing agreements,
financing operations with central banks and deposits to
guarantee the derivatives operations.
The following table shows the accounting value and the fair
value of the Group’s assets, both encumbered and
unencumbered.

Table 56. Encumbered and unencumbered assets.

7.1.3

Encumbered and unencumbered collateral
received

encumbered and unencumbered values are shown in the table
below:

The collateral received at 31 December 2014 is mainly
associated with the temporary acquisition of assets. Their

Table 57. Encumbered and unencumbered collateral received.
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7.1.4

Liabilities subject to assets and encumbered
collateral received

The issuance of mortgage-covered bonds makes up the
collateralisation of the total available mortgage loans portfolio,
therefore the value of encumbered assets does not vary,

regardless of the value of issued bonds. It is therefore
important to align the information contained in this section
with the information in NOTE 9 of the Group’s Annual
Accounts, which gives details of the institution’s mortgages
portfolio, income received from them, and their degree of
coverage.
Financial liabilities linked to assets and encumbered collateral
received are shown in the following table.

Table 58. Liabilities subject to assets and encumbered collateral received.

For further information regarding committed
assets, see NOTE 9 of the Group’s Annual
Accounts: “Information on issuing institutions in
the mortgage market”; for further information
regarding the specialised accounting record, refer
to the section “Shareholder and investor
information” under “Financial information”, in the
subheading “Legal information”.

Pillar III Disclosures

103

BancoSabadell

8. Leverage Ratio
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8.1.1

Introduction

derivatives and the addition of exposures to counterparty risk
in financing values (SFT) respectively.

The information contained in this chapter is in full compliance
with the disclosure requirements of Article 451 of Part Eight of
the CRR, and with the current European regulation: ITS on
disclosure of the leverage ratio under Article 451(2) of
Regulation (EU) No 575/2013 (Capital Requirements
Regulation).

The exposure measure has been calculated using the
definition contained in Delegated Regulation (UE) 62/2015. It
consists of:


Exposures recorded in assets, with the exception of
derivatives and repurchase agreements, are recorded net
of value adjustments.

This European regulation includes a series of tables showing
information on the calculations of fully-loaded and phase-in
leverage ratios. These tables are also shown throughout this
chapter, in accordance with the guidelines issued by the
European authority, despite these not being officially required
until 1 January 2015.



Exposures in derivatives are calculated using the
repositioning cost after applying any compensation
agreements and collateral received (if applicable).
Additionally, the adjustment for potential future risks
(add-on) is included in the exposure measure. Add-ons
are also calculated in conformance with contractual
compensation agreements.



For securities financing transactions (SFT) both the
accounting balance and the added counterparty risk are
taken into account, in line with the provisions of Article
429 ter.



Exposures in risks and contingent commitments are
calculated taking into account the accounting balance
before value adjustments multiplied by the corresponding
conversion factor (with a 10% floor), depending on the
type of exposure in question.

8.1.2

Leverage ratio definition and constitution

The Leverage Ratio (LR) aims to reinforce capital requirements
by providing a supplementary measure which is not associated
with the risk level. It is defined as the ratio between Tier 1
capital and exposure.
The CRR defines a leverage ratio whose application shall be
compulsory as of 1 January 2018. Prior to this, a period of
definition and calibration between 2014 and 2017 has been
established, during which institutions are obliged to disclose
the LR and send information related to the ratio to their
supervisor. The supervisor shall make any adjustments they
consider necessary in view of the results in order to implement
this new leverage ratio. Reports are currently submitted to the
supervisor on a quarterly basis, and the contemplated
benchmark level is 3%.
The calculation of the leverage ratio of Banco Sabadell Group
at of 31/12/2014 has been carried out taking account of the
modifications contained in Delegated Regulation (EU)
62/2015, modifying Article 429 of the CRR, and introducing
Articles 429-bis and 429-ter, which make reference to the
calculation of the value of exposure for transactions containing

The exposure described in preceding paragraphs is the
exposure less depreciation and impairment of:


Accounting items in the asset that have been deducted
from tier 1 capital to guarantee consistency between the
measurements of equity and of exposure (intangible
assets and negative tax bases, inter alia).



Variation margin produced by transactions with
derivatives, in accordance with the third provision of
Article 429-bis.

The following table shows items considered in the leverage
ratio, calculated at 31/12/14, and their reconciliation with the
relevant parties of the private consolidated balance sheet:

Table 59. Reconciliation of phase-in Leverage Ratio.
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As seen in this table, the leverage ratio of Banco Sabadell
Group at 31/12/2014 is 5.22%. This percentage is
significantly higher than the aforementioned benchmark level.

8.1.3

Leverage ratio evolution

As can be seen in the following table, the leverage ratio has
remained stable throughout 2014 due to the stability of the
balance sheet and of tier 1 capital.

Table 60. Evolution of the phase-in Leverage Ratio.

8.1.4

Leverage ratio management

Banco Sabadell Group controls the risk of an excessive
leverage by consistently monitoring the leverage ratio.
This ratio is one of the tier one measures in the Risk Appetite
Statement (RAS), thus guaranteeing that the ratio comfortably
exceeds the minimum required regulatory levels. This is
verified through continuous monitoring of both the exposure
and the institution’s available own funds.
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Within this framework, the Group has set limits and
implemented different operational measures for this ratio,
which guarantee that the leverage is maintained within
tolerable risk levels which are consistent with the sustainable
growth of the Group’s balance sheet and well above the
minimum levels that could be considered a risk.
The estimates of this ratio, its development and its
comparison with different operational measures form part of
the group’s monthly monitoring and reporting activities. The
resulting information is relayed to various committees and
governmental institutions.
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9. Remunerations
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9.1.1

Introduction

compliance with Royal Decree 771/2011 of 3 June, form part
of the identified staff.

The information included in this chapter refers to Article 450
of Part Eight of the CRR: “Remuneration policy”.
In accordance with the provisions of Article 85 of Law
10/2014 of 26 June, regarding the organisation, supervision
and solvency of credit agencies, the agencies will disclose and
regularly update on at least a yearly basis information
regarding, inter alia, their remuneration policies and practices
as established in Part Eight of Regulation 575/2013/EU on
categories of personnel with control functions or whose
professional activities significantly impact the agencies’ risk
profile (“identified staff”).

9.1.2

Information regarding the decision-making
process used to determine the remuneration
policy for identified staff.

The basic responsibilities of the Appointments and
Remunerations Committee, formed exclusively of independent
counsellors, as described in Article 14 of the Regulations of
the Board of Directors, include:


putting forth suggestions to the Board of Directors for the
system and sums of annual remunerations of the
Chairman of the Board, Executive Directors and members
of the Senior Management, and of the systems used by
the Board to participate in social benefits;



providing information concerning
remuneration policies, and



regularly reviewing general principles of remuneration, in
addition to remuneration packages of all employees,
considering their compliance with the aforementioned
principles and ensuring the transparency of all
remunerations.

the

directors’

The Appointments and Remunerations Committee, as defined
in Article 59-ter of the Social Statutes, has convened on 11
occasions in 2014 and, at31 December 2014, was formed by:


Mr Héctor María Colonques Moreno, Independent
Director, Chairman of the Committee.



Mr José Manuel Lara Bosch, Independent Director,
Committee member.



Mr José Javier Echenique Landiribar, Independent
Director, Committee member.



Mr Joaquín Folch-Rusiñol
Director, Committee member.

Corachán,

Independent

The Human Resources Division of Banco Sabadell prepares an
annual remunerations report, in accordance with the
provisions of Articles 76-quater and those contained in Royal
Decree 216/2008 of 15 February, following the modifications
stipulated in Royal Decree 771/2011 of 3 June, and with the
stipulations established in Article 14 of the Regulations of the
Board of Directors. The purpose is to provide the Appointments
and Remunerations Committee with basic information to allow
it to carry out its allocated tasks related to the review of the
general principles of the remuneration policy of Banco
Sabadell and to the supervision of the remuneration of
Executive Directors, the Bank’s Senior Management and any
other persons who, due to their level of responsibility, risktaking capacity and remunerative circumstances, and in
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The specialised consultancy Mercer Consulting, S.L. submitted
an independent assessment, corresponding to 2014, to the
Appointments and Remunerations Committee in January
2015. This assessment analysed the fulfilment of
remuneration standards and procedures adopted by the Board
of Directors, as established in Royal Decree 771/2011. The
content of the latter was deemed adequate and a favourable
report was made by the Risk Control Committee. This
Committee is responsible – according to the provisions of
Article 15 of the Regulations of the Board of Directors – for
assessing whether employees’ remuneration packages are
coherent with the Bank’s levels of risk, capital and liquidity.
Banco Sabadell, with the assistance of Towers Watson
consultancy, regularly compares the salary of positions of
responsibility represented in the identified staff, against those
in the following financial institutions: Banco Santander, BBVA,
Mapfre, Caixabank, Bankia, Abanca, Catalunya Banc,
Bankinter, Kutxa Bank, Barclays and Cecabank; and against
the following non-banking listed companies: CEPSA, Gas
Natural Fenosa, Abertis, Amadeus and Prisa.
In terms of the control group of institutions in the financial
sector, and according to published data for 2013, the position
held by Banco Sabadell is between 50% and 75% in terms of
invoicing (calculated as the sum of accrued interest and
performance, plus performance of the variable portfolio, plus
net commissions) and employees, and over 75% in terms of
total assets.
This comparison was made in November 2014 and the results
were submitted to the Appointments and Remunerations
Committee, thereby providing the latter with information
regarding the remunerative circumstances of identified staff.
The Board of Directors, with the consent of the Appointments
and Remunerations Committee, approved the adaptation of
the Remunerative Policy for ESMA Divisions regarding
remuneration policies and practices in its meeting held in
September 2014.
Similarly, in the meetings held on 22 January 2015, the Board
of Directors approved the remunerations for 2014
corresponding to identified staff, as proposed by the
Appointments and Remunerations Committee. These
remunerations were remunerations of Executive directors,
other members of the Senior Management and the Internal
Audit Division and, on 19 February 2015, of other managerial
staff.

Identified staff
The identified staff refers to managerial staff from different
Units within Banco Sabadell whose remuneration, due to their
level of responsibility, risk-taking capacity and remunerative
circumstances, is supervised by the Appointments and
Remunerations Committee. Their remunerations are also
subject to the criteria defined in Royal Decree 771/2011 of 3
June for deferrals and payment in capital instruments.
The Appointments and Remunerations Committee reviews
and, where applicable, updates the membership of this group.
It adheres to recommendations from regulatory institutions
when establishing the bodies that are to form part of this
group: members of managerial bodies with executive
responsibilities, senior managers responsible for business
management and personnel with control functions.
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The criteria for forming part of the Identified Staff are:


Qualitative criteria:
–

Executive members of the managerial body.

–

Members of the Senior Management.

–

Personnel responsible
compliance and auditing.

–

Global risk manager of a relevant business unit*.

–

Managers of relevant business units*.

–

Managers with significant responsibilities who
report directly to the manager of the relevant
business unit*.

–

Finance, legal advice, human resources and
information technology managers.

for

risks,

regulatory

–

Members of the operational risks committee.

–

Personnel responsible for initiating, approving or
disallowing transactions with relevant risks
(exposure greater than or equal to 0.5% of tier 1
own funds of, at least, €5 million) and members of
committees with the same capacities.

–

Personnel responsible for approving or disallowing
the introduction of new products and committee
members with the same capacities.

* Commission Delegated Regulation (EU) 604/2014 of
4 March 2014, defines a relevant business unit as a
business unit to which internal capital has been
distributed, in compliance with Article 73 of Directive
2013/36/EU, and which represents at least 2% of the
institution’s internal capital.


Quantitative criteria:
–

Employees whose total remuneration exceeds
€500,000.

–

Employees who influence the risk profile of a
relevant business unit, and whose remuneration is
among the top 0.3% of the business.

At 31 December 2014, the identified staff is comprised of 34
managerial staff members: 3 executive directors, 5 members
of the Senior Management, 22 members of the general
management division and 4 directors, representing 0.19% of
the workforce.
The incorporation of new members into the identified staff was
approved in the meeting convened by the Appointments and
Remunerations Committee in January 2015, in full compliance
with Commission Delegated Regulation (EU 604/2014) of 4
March 2014. With these new members, the identified staff is
now formed of 46 employees, representing 0.26% of the
workforce at the end of 2014.

General aspects of the Group’s remunerative policy
The remunerative policy of Banco Sabadell is based on the
understanding of remuneration as an element that generates
value, and which is capable of recruiting and retaining the best
professionals by means of a remunerative package with a
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competitive structure, partly linked to specific targets and
aligned with shareholders’ interests.
The compensation system allows remuneration to be
differentiated and personalised in terms of each employee’s
contribution, professional performance and achievement of
set targets, whilst being competitive in terms of comparable
market parameters and respecting the risk level assumed by
each employee.
The remunerative policy of Banco Sabadell is aligned with the
principles of achieving sound remuneration practices,
published by the Financial Stability Board (FSB) on 2/4/2009,
the regulations regarding remuneration systems contained in
Directive 2013/36/EU (CRD-IV) and the national
transpositions as identified in Law 2/2011 of 4 March on
Sustainable Economy, contained in Royal Decree 771/2011 of
3 June and in Royal Decree 14/2013 of 29 November.
The remunerative policy of the Institutions’ administrators is
aligned with the provisions of Article 217 and its subsequent
Articles of the Ley de Sociedades de Capital (Capital Company
Act), following the modifications introduced by Law 31/2014
of 3 December.
Banco Sabadell’s policies for matters related to remuneration
are in full compliance with the principles of transparency and
public information. During the Annual General Meeting held on
27 March 2014, the Board of Directors submitted the annual
report on remunerations of directors of listed public limited
firms to the General Shareholders for approval. This report was
submitted not only for consultation purposes but also to
approve the maximum remuneration amount of all
administrators. This reinforced corporate governance
principles and established even more stringent criteria than
those required by the regulations currently in force.

Basic remuneration characteristics in Banco Sabadell
Remuneration in Banco Sabadell is formed of a single fixed
component for all employees of the business, associated with
concepts and criteria established by the Banking Collective
Agreement (Convenio Colectivo de Banca). There are voluntary
components, based on the individual’s responsibility and
performance; variable components, based on the achievement
of targets for specific tasks and, where relevant, a long-term
additional incentive approved at the Annual General Meeting
in accordance with the relevant Plans for managers who carry
out specifically assigned tasks. Similarly, there are certain
remunerations in kind associated with the Flexible
Remuneration package, life assurance policies, accidents and
total permanent disability policies, employee loans and/or the
use of vehicles for non-professional purposes.
Of the aforementioned remuneration components, variable
remuneration is vital to the compensation strategy of Banco
Sabadell. Individual variable remuneration is determined by
individual targets, collective targets for each unit and global
targets of the institution, combining both financial and nonfinancial indicators.
In Banco Sabadell, employees who are entitled to variable
remuneration are: executive directors, members of the Senior
Management, other identified staff members, directors of the
institution and other employees, in line with the allocation of
specific targets.
The variable remuneration of each employee forming part of
the identified staff shall not exceed the annual fixed
remuneration limit, although during the Annual General
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Meeting held on 27 March 2014, the Appointments and
Retributions Committee was granted powers to authorise
variable remunerations under extraordinary circumstances of
up to a maximum of two years worth of fixed remuneration.
Long-term incentives constitute another essential element in
the remuneration policy of Banco Sabadell. Their objective is
to align the remuneration of managers with high levels of
responsibility with the interests and risks of shareholders.
Long-term incentives also serve to retain talent in the Group,
and these take shape in systems that allow remuneration
payments to be made in the form of an increase in value of
shares.
The Long-Term Additional Incentive 2014-2017 plan is
currently in place, and was authorised at the Annual General
Meeting on 27 March 2017. This plan will allow all of its
Beneficiaries to receive shares of the Institution in accordance
with any increase in value of Banco Sabadell shares. These
shall be vested 3 years after their approval (coinciding with the
duration of the current TRIPLE Directive Plan).
The beneficiaries of this long-term incentive plan are:
Executive Directors, members of the Senior Management,
members of the General Management team, Corporate
Managers and any other Directors within the TOP-300 group of
the Institution. There are 435 beneficiaries in total, who have
been allocated a total of 37,800,000 rights of 39,242,000
rights that were approved as the maximum figure at the
Annual General Meeting on 27 March 2014. 37,485,000
rights are still valid at 31 December 2014.
The remuneration policy is in line with the corporate strategy
and with the institution’s long-term objectives, values and
interests, and is coherent with the principles that govern the
protection policies of customers, investors and shareholders. It
shall not be used to encourage excessive risk-taking.

For members of the general management team with corporate
responsibilities, 40% is dependent upon common indicators
and 60% upon indicators within their scope of responsibility.
For members of the general management team with business
responsibilities, 30% is dependent upon common indicators
and 70% upon indicators of their own business ventures.
For members of the general management team with regional
responsibilities within the Branch Network, 100% of their
variable remuneration is dependent upon indicators pertaining
to their regional activities.
For identified staff members with control functions, 20% of
their variable remuneration is dependent upon common
indicators of Profit, as listed hereafter, and 80% is dependent
upon indicators within their scope of responsibility.
For other managers forming part of the identified staff, 20% of
their variable remuneration is dependent upon common
indicators, 30% upon indicators of the general management
team of which they form part and the remaining 50% upon
indicators within their scope of responsibility.
The common indicators for 2014 are:


Net Profit, weighted at 25%.



Risk Adjusted Profit – EVA, weighted at 25%.



Margin of Average Total Assets, weighted at 20%.



Mitigation of doubtful balances, weighted at 20%.



Synthetic fee, weighted at 10%.

The final performance in 2014 was 128.01%, including
performances for each objective and taking into account their
relevant weights.
Common indicators and weights established in 2014 shall also
apply to objectives for 2015.

Remuneration policy applicable to identified staff
Identified staff members shall receive the fixed and variable
remuneration to which they are entitled in accordance with
their specific role within the institution. An adequate balance
between fixed and variable remuneration components is
established in accordance with the limits imposed by Royal
Decree 14/2013 of 29 November.
The variable remuneration of identified staff members is
subject to criteria for deferral or payment in capital
instruments, in line with the applicable regulations and with
provisions of relevant competent institutions.

Contemplation of current and future risks in the
remunerations procedure.
In order for current and future risks to be taken into
consideration in the remunerations procedure, the systems in
place for the assessment of targets apply the following criteria:


Establishment of a net profit target, with a weight of 25%.



Establishment of an adjusted profit target, with a weight
of 25%. This risk adjusted profit is determined using the
Economic Value Added (EVA) measure. Specifically, this
measure links the remuneration of identified staff
members to the generation of value for shareholders in
the period, taking into consideration both the profit
generated within the business and the accepted risk. The
latter is determined in terms of the minimum regulatory
capital required and includes any additional requirements
required by the Group’s capital policies, taking into
account the cost of this capital.



Establishment of income objectives for average total
assets and the reduction of doubtful balances. Both of
these aim to mitigate and manage the group’s risks, and
to generate recurrent results.



The payment of 50% of accrued variable remuneration for
all identified staff members in Banco Sabadell shares,
60% of which are vested immediately (50% for executive
directors) and 40% subject to deferral (50% for executive
directors).

The variable remuneration of executive directors is determined
by the Appointments and Retributions Committee, based on
objective criteria such as the profits of the tax year in question,
in addition to any other aspects related to corporate
management during that year and the executive tasks for
which they are responsible.
Variable remuneration of other identified staff members is
determined in accordance with the achievement of common
corporate targets as well as individual targets, in terms of their
scope of responsibility.
For members of the Senior Management with corporate
responsibility, 50% of their variable remuneration is
dependent upon common corporate indicators and the
remaining 50% is dependent upon indicators within their
scope of responsibility.
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20% of accrued variable remuneration for all members of
the identified staff (25% for executive directors) is
deferred and paid in cash.

The percentage corresponding to the non-deferred
remuneration is vested in equal tranches of cash and Banco
Sabadell shares, and is exempt from tax and clawback.



Deferral, of both shares and cash, is subject to the Malus
terms and conditions detailed in section h) below.



All shares awarded as part of variable remuneration are
also subject to a clawback period of one year.

The percentage corresponding to the deferred remuneration is
vested in thirds over three consecutive years and is exempt
from tax and clawback. It is vested in equal tranches of cash
and Banco Sabadell shares, where the number of shares is
fixed in terms of the price of the awarded shares
corresponding to the non-deferred remuneration.

Payment scheme of accrued variable remuneration in
2014
50% of accrued variable remuneration of executive directors in
2014 is deferred for a period of three years.
This
remuneration shall be vested in equal tranches over the three
succeeding years.
50% of accrued variable remuneration of executive directors in
2014 was vested in February 2015, vested in equal tranches
of cash and shares. The latter are subject to a clawback period
of one year.
40% of accrued variable remuneration for other members of
the identified staff in 2014 is deferred for a period of three
years. This remuneration shall be vested in equal tranches
over the three succeeding years.
60% of the accrued variable remuneration for other members
of the identified staff in 2014 was vested in February 2015,
vested in equal tranches of cash and shares. The latter are
subject to a clawback period of one year.
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All awarded shares are subject to a clawback period of one
year.
Banco Sabadell disallows any type of hedging that may
partially or totally guarantee the payment of variable
remuneration irrespective of the achieved results and
performance of each director.

Malus Clauses
Deferred variable remunerations are subject to the following
terms and conditions, which may, in certain cases, prevent the
vest of any pending deferred variable remunerations:


Annual assessment of professional performance below
60%, if and when this low performance rating is due to
activities that would have entitled the employee in
question to variable remuneration in previous years.



Severe breach of applicable internal rules and regulations
during the deferral period.



Statutory dismissal.
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9.1.3

Total remuneration of identified staff

Table 61. Details of total remuneration of identified staff.

Additionally, contributions have been made to long-term
savings systems, used in insurance policies, of €3,297,000
corresponding
to
Executive
Directors,

€1,173,000corresponding to members of the Senior
Management and €884,000corresponding to other identified
staff members.

Table 62. Details of total remuneration by operative areas.

9.1.4

Unvested deferred remunerations accrued in
past tax periods

previous tax periods are pending payment through the
selected means, as indicated:

For those employees forming part of the identified staff at31
December 2014, the following accrued remunerations from
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Table 63. Details of accrued remunerations in previous tax periods.

Of the deferred amounts, 6,129,110 share options
corresponding to Executive Directors were consolidated, as
were 1,012,493 share options corresponding to members of
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the Senior Management and 1,731,168 share options of the
remaining directors.
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Annex I. Consolidated Companies
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Annex II: Transitional own funds
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