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Information and Communication Technology
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CIU
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MAFT

Master Agreement for Financial Transactions

ILAAP

Internal Liquidity Adequacy Assessment Process

CNMV

National Securities and Exchange Commission

IRB

Internal Ratings-Based
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Capital Requirements Regulation
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International Swaps and Derivatives Association
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Credit Valuation Adjustment
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International Securities Markets Association
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Downturn Loss Given Default
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Loan-to-Deposit ratio
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RW

Risk Weight

SSM
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International Accounting Standards
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European Deposit Insurance Scheme
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Observed Default Rate

SICAV

Investment Company with Variable Capital
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SIV
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SMF
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Probability of Default

SPA
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Supervisory Review and Evaluation Process

PRA

Prudential Regulation Authority
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Supervisory Risk Assessment
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Risk Appetite Framework
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Risk-Adjusted Return on Capital
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Stress Test

ROE
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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 of the Council, of 26 June 2013
(hereinafter CRR – Capital Requirements Regulation).



Within this report, any references made to “the Group” or
“Banco Sabadell Group” shall refer to the institutions that
make up the scope of coverage of the Group’s capital
adequacy, of which specific details are given in this report.
“Banco Sabadell” or “Bank” refers to the information of the
Group excluding contributions from TSB.
This report contains information regarding:


A set of key figures used to define the risk profile of the
Group for the 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 nontrading book positions and liquidity risk, inter alia.



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

Strategies and procedures used to manage these
risks.

–

The structure and organisation of the corresponding
risk management function.

–

The scope and nature of the risk measurement and
reporting 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 designated group with risk-taking abilities.

Eligible capital and the level of solvency of the Group, in
accordance with the criteria set forth in the CRR.

Risk
profile

Level of
solvency
Risk
Management
and Control

This report has been written taking into account
recommendations of the EBA (European Banking Authority), in
particular its “Final report on the guidelines on disclosure
requirements under part eight of the regulation (EU) No.
575/2013” published on 14 December 2016 and the EDTF
(Enhanced Disclosure Task Force), as detailed by both
organisations in various published documents, in addition to
the recommendations by the Basel Committee in its
documents “Review of the Pillar 3 disclosure requirements” of
28 January 2015, and “Pillar III disclosure requirements consolidated and enhanced framework” of 11 March 2016, in
furtherance of the improved transparency of disclosed
information.

followed to gather and present regulated financial information,
and pursuant to the provision on the verification of Pillar III
disclosures set forth in Bank of Spain Circular 2/2016.

The disclosed information refers to the activities of Banco
Sabadell Group in 2016, therefore the data presented herein,
unless otherwise stated, is the data available as at
31/12/2016.

The Report on Pillar 3 Disclosures is available on
the Banco Sabadell Group website, in the
Shareholder and Investor Information section, under
Financial Information.

The “Significant Subsidiary Disclosure” is submitted as an
annex to the 2016 Pillar III Disclosures Report, and discloses
the specific information of Part Eight of the CRR which, by
virtue of Article 13 therein, the Group is required to disclose
concerning their significant subsidiaries (in this case, TSB).

The content of this report was approved by the Banco Sabadell
Group Audit and Control Committee in its meeting held on
28/03/2016, in line with its duty to oversee the procedure
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1.2 Transparency
For the purposes of improving the transparency of the
information published herein, Banco Sabadell Group has
attempted to adhere to the EBA’s recommendations detailed
in its Guidelines on disclosure requirements under Part Eight
of Regulation (EU) no. 575/2013 of December 2016, as well
as those that have been included in other documents, such as

Table 1.

the Final Report - Draft Regulatory Technical Standards on
disclosure of encumbered and unencumbered assets under
Article 443 of the CRR of March 2017.
The list below indicates the improvements made in this regard
and the relationship between the tables included in the report
and those included in the reference documents.

Major changes relating to transparency in Pillar III Disclosure Report between 31/12/2016 and 31/12/2016.

Pillar III
Disclosures
section

Table

Best practice source

3 .1 .2 .1

EU LIA Reconciliation between balance sheets in the public and private scope of consolidation

EBA/GL/2016/11

4 .2

EU OVA Institution risk management approach

EBA/GL/2016/11

5 .2

EU C R8 RWA flow statements of credit risk exposures under the IRB approach

EBA/GL/2016/11

5 .2

EU C C R7 RWA flow statements of CCR exposures by Internal Model

EBA/GL/2016/11

5 .3

EU C RA Qualitative information about Credit Risk

EBA/GL/2016/11

5 .3 .2 .3

EU C RB-A Additional disclosure related to credit quality of assets

EBA/GL/2016/11

5 .3 .3 .3

EU C RB-C Breakdown of original exposures to credit and dilution risk, by geography

EBA/GL/2016/11

5 .3 .3 .4

EU C RB-D Breakdown of exposures to credit and dilution risk by sector or counterparty

EBA/GL/2016/11

5 .3 .3 .5

EU C RB-E Breakdown of exposures to credit and dilution risk by residual maturity

EBA/GL/2016/11

5 .3 .4

EU C RD Qualitative disclosure requirements on institutions' use of external credit ratings under the standardised approach for
credit risk

EBA/GL/2016/11

5 .3 .4 .4

EU C R4 Credit risk exposure and CRM effects

EBA/GL/2016/11

5 .3 .4 .5

EU C R5 Value of exposure before and after credit risk mitigation by exposure class, broken down by RW*

EBA/GL/2016/11

5 .3 .5

EU C RE Qualitative disclosure related to IRB models

EBA/GL/2016/11

5 .3 .5

EU M RB Qualitative disclosure for institutions using IMA

EBA/GL/2016/11

5 .3 .5

EU C R9 Backtesting of PD per exposure class

EBA/GL/2016/11

5 .3 .6

EU C R1 0 Breakdown of specialised lending exposures by RW

EBA/GL/2016/11

5 .3 .6

EU IN S1 Non-deducted participations in insurance undertakings

EBA/GL/2016/11

5 .3 .8

EU C RC Qualitative disclosure requirements related to CRM techniques

EBA/GL/2016/11

5 .3 .9

EU C C RA Qualitative disclosure related to CCR

EBA/GL/2016/11

5 .4

EU M RA Qualitative disclosure related to market risk

EBA/GL/2016/11

5 .4

EU M R1 Market risk under the standardised approach

EBA/GL/2016/11

6 .2 .2

Qualitative disclosure on liquidity management

EBA/GL/2017/01

6 .2 .2 .1

Qualitative disclosure on organisation and governance model

EBA/GL/2017/01

6 .2 .2 .2

Figure Liquidity risk management procedures and risk management monitoring and control metrics

EBA/GL/2017/01

6 .2 .3 .1 .1

Qualitative disclosure on retail funding strategy

EBA/GL/2017/01

6 .2 .3 .4

Assets securing financing operations and unencumbered assets

EBA/RTS/2017/03

7 .1 .2

Encumbered and unencumbered assets

EBA/RTS/2017/03

7 .1 .3

Encumbered and unencumbered collateral received

EBA/RTS/2017/03

1 0 .1

EU LI3 Differences in the scopes of consolidation*

EBA/GL/2016/11

NA

EU C R6 Credit risk exposures by exposure class and PD range

EBA/GL/2016/11

NA

EU M R2 -A Market risk under the IMA

EBA/GL/2016/11

NA

EU M R2 -B RWA flow statements of market risk exposures under the IMA

EBA/GL/2016/11

NA

EU M R3 IMA values for trading portfolios

EBA/GL/2016/11

NA

EU M R4 Comparison of VaR estimates with gains/losses

EBA/GL/2016/11

*Empty columns have been adapted for presentation purposes
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2.1 Economic and financial background
Worldwide economy
2016 began with significant turbulences in financial markets
in a situation in which oil prices plunged to minimums not
seen in over a decade and in which concerns arose regarding
China and, in general, the well-being of the world economy.
Actions by central banks then began to calm the situation. In
fact, financial markets have managed to be relatively
successful in overcoming the key, and in some cases
unpredictable, political events which have taken place
throughout the year.
Politics have increasingly taken centre stage and have been a
clear conditioning factor on financial assets. Events which
particularly stood out include the holding and subsequent
outcome of the referendum in the United Kingdom on the
country's membership of the European Union (EU), the
surprising victory of Republican candidate Donald Trump in the
United States presidential elections and Italy’s referendum on
Senate reforms.
The outcome of the referendum in the United Kingdom, which
was held on 23rd June, was a vote in favour of leaving the EU
with 51.9% of the votes. This result led to David Cameron
standing down as Prime Minister, and the appointment of
Theresa May as his successor. The British government has
announced its intention to trigger Article 50, which is the
official notification of a country’s request to withdraw from the
European Union, before the end of March 2017. The UK has
also indicated that its priorities in the negotiations will be to
control immigration and maintain the greatest possible access
to the European market.
In the United States, Republican candidate Donald Trump won
the presidential elections held on 8th November, whilst the
Republican Party maintained control over Congress and the
Senate. Trump has proposed interventionist and protectionist
policies. In fiscal terms, he intends to adopt an expansionary
policy focused on tax cuts and an increase in expenditure on
defence and infrastructures.
In Italy, a majority voted against Senate reforms in a
referendum held on 4th December (with 59.1% of the votes).
Following the outcome, Matteo Renzi announced his
resignation as Prime Minister and a new continuist
government was formed under the leadership of former
Minister of Foreign Affairs, Paolo Gentiloni.
In terms of economic activity, global growth has remained at
relatively low levels in a context of lower potential growth rates
than those observed prior to the international financial crisis.
The euro area has not been overly affected by the UK
referendum and its growth has continued to be driven by
domestic demand. In the UK, the impact of the referendum on
economic activity has been limited and has mainly affected
the construction industry and, to a lesser extent, the
manufacturing industry. In the US, activity has become
increasingly dynamic over the year, and the labour market has
performed well. In Japan, economic growth has been relatively
slow despite new fiscal stimulus measures.
In emerging economies, the growth of the main countries has
continued to be slow or has even declined compared to one
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year previously, in an environment in which further steps have
been taken in the deleveraging process. In the first instance,
concerns regarding the economic and financial situation in
China and Brazil led to a significant increase in risk aversion
and capital outflows in emerging countries were intense. This
situation was subsequently diffused, helped by: (i) more lax
approaches exhibited by central banks in developed countries;
(ii) stimulus policies introduced in China to support growth and
(iii) optimism in terms of the change in government in Brazil.
As a result of this, the deleveraging process in emerging
economies started to progress in a more orderly fashion.
Towards the end of the year, Trump’s victory in the United
States resulted in a downward revision of economic outlooks
for Mexico, insofar as this electoral victory could constitute a
step backwards in the process that has taken place in recent
decades to integrate both of these economies.

Spanish economy
The Spanish economy has maintained a positive trend, with an
increase in GDP in excess of 3.0% and with unemployment
rates at minimum levels not seen since 2009. As regards the
real estate market, this has improved, and housing prices
have continued to rise at a positive rate. In terms of the
external sector, current accounts will have ended the year with
a surplus for the fourth consecutive year. In politics, the failure
to form government following the general elections held in
December 2015 led to another election being called for 26
June. The Spanish Conservative Party, Partido Popular, was
once again victorious, obtaining more votes and MPs than in
December, although they failed to achieve an absolute
majority.

Monetary policies and financial markets
Inflation has continued to fall short of the objectives of the
monetary policies in the main developed economies. In the
euro area, inflation returned to negative figures at the
beginning of the year as a result of the fall in oil prices,
although it subsequently recovered its positive rates coinciding
with the upturn in crude oil prices. In the UK, the devaluation
of the pound as a result of the referendum has driven prices
upwards. In the US, the underlying index (index excluding food
products and energy) reached maximum levels last reached in
2012 in an environment in which surplus economic capacity
has continued to be reduced.
The performance of global financial markets was poor at the
beginning of the year, due to a significant fall in oil prices,
continued capital outflows from China and concerns over the
health of the US economy. The situation was later corrected
thanks to reduced fears of a global economic recession, the
upturn in crude oil prices, lax monetary measures adopted by
China and the European Central Bank (ECB) and the more lax
tone of the US Federal Reserve (Fed). Following the
referendum in the UK at the end of June and Trump’s election
as President of the United States in November, significant
changes also took place in financial markets. However, these
events did not lead to any disruption in financial markets or
liquidity problems.
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Central banks in the main developed economies have
generally maintained an accommodating tone, although in
some regions this is beginning to change. The ECB announced
new lax monetary measures throughout the year. The ECB cut
the deposit interest rate to -0.40% and the benchmark interest
rate to 0.00% in March. It also announced an increase of the
monthly rate of asset purchases (to €80 billion per month) and
the inclusion of corporate bonds as an eligible asset under this
programme. In December, the ECB announced an extension of
its asset purchase programme to the end of 2017 (from March
2017), with a reduction in purchase rates from April (down to
€60 billion). It also introduced various technical changes to
ease the implementation of the programme, such as the
possibility of buying government bonds with a lower yield than
the marginal deposit interest rate. In 2016, new long-term
financing operations have been held to encourage banks to
award credit to the private sector.
In the United Kingdom, Bank of England introduced a
significant stimulus package in August, designed to offset the
potential negative effects of Brexit. In particular, it announced
a decrease in the benchmark interest rate to 0.25%, a
reactivation of the asset purchase programme (public and
corporate debt) and a new programme to stimulate the
granting of credit to the real economy. Subsequently,
coinciding with the upward revision of inflation outlooks, it
adopted a neutral approach and indicated that its monetary
policy can respond in either direction. In the US, the Fed
increased its Fed funds rate in December, to 0.50-0.75%, one
year after the previous increase. Lastly, Bank of Japan, after
placing its marginal deposit interest rate in negative figures (0.10%) for the first time in January, announced a significant
change to the implementation of its monetary policy in
September. In particular, it set a target level for the long-term
yield of Japanese government bonds of close to 0.00%.
Yields of long-term government bonds in the main developed
economies have remained at reduced levels. Throughout the
year, yields reached historical minimums.
The yield of 10-year German government bonds went so far as
to reach negative figures for the first time in history. Yields of
government bonds were subjected to downward pressure
during the first half of the year due to international financial
turbulence at the start of the year and uncertainty surrounding
the results of the referendum in the UK. In the case of
Germany, the downward slide of inflation forecasts and the
ECB asset purchase programme also contributed to contain
yields. Following the summer months, there was a general
upturn in returns, boosted by the increase in the number of
expected Fed funds rate hikes, the lower economic impact
expected from Brexit, the election of Trump as President of the
United States and expectations that the ECB would reduce its
asset purchase rates.
Risk premiums in countries in the European periphery ended
the year at levels similar to or above those of the previous
year. Risk premiums have been driven upwards by factors
such as financial instability during the first quarter and the
outcome of the US elections. By countries, significant
differences have been observed. Spain, where the spread has
barely increased, has clearly performed better than Italy and
Portugal. The risk premium in Italy was also affected by
concerns regarding the domestic financial system and
uncertainty surrounding the referendum on Senate reforms.
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The risk premium in Portugal, aside from being affected by
politics and the situation of the banking system, has been
exposed to fears that the credit rating agency DBRS might
withdraw the investment grade from Portuguese government
bonds.
With respect to emerging countries, financial markets have
exhibited volatility throughout the year. Following the sharp
upturn of risk premiums that also took place in January and
February, risk premiums then normalised and in August they
reached minimum levels not seen since 2014, in a context
characterised by an increase in global liquidity thanks to
monetary policies in developed countries. Markets in Mexico
were negatively and substantially affected by Trump’s electoral
victory in the US. In the final quarter of the year, Turkey also
stood out in a negative light due to uncertainty surrounding its
political situation and economic management.
In forex markets, the performance of the sterling pound has
particularly stood out, as it has significantly depreciated
against its main currency pairs as a result of uncertainty
associated with the referendum on the UK’s membership of
the EU and its subsequent outcome. The US dollar has
appreciated against the euro, largely explained by fluctuations
in the final quarter of the year, in which the dollar benefited
from growing expectations of Fed funds rate hikes. Lastly, the
yen continued its upward trend until summer, boosted by
financial instability at the beginning of the year and the
increase in uncertainty regarding Brexit, and despite Bank of
Japan adopting negative deposit interest rates. In the last
quarter of the year, however, the yen was able to almost fully
return to its original situation as a result of the Fed being more
willing to increase its Fed funds rate.
In equity markets, European stock markets performed
differently in different countries. The improvements in indices
in Germany and France are in sharp contrast with the declines
in Spain and, especially, Italy. In general, following the declines
at the beginning of the year, the performance of the various
indices in the European continent overall did not follow any
particular direction, aside from the improvements at the end of
the year. Indices have proven to be resilient to events such as
the outcome of the UK referendum. The large volume of
liquidity from the main central banks have contributed to this.
S&P in the US and the FTSE 100 in the UK ended the year with
significant improvements. In euros, however, the UK index
declined slightly due to the devaluation of the pound.

Banking sector
The banking system in the Euro area showed itself to be
resilient throughout the many bouts of financial market
volatility that occurred in 2016. Banks’ capital and leverage
ratios showed an improvement on 2015. In late July the
European Banking Authority (EBA) published the results of the
stress tests carried out on the European banking sector. For all
the banks that were tested, the results for the baseline
scenario showed an average CET1 (highest quality) capital
ratio of 13.2%, well above the level demanded by regulators.
In the worst of the scenarios for which the test was carried out,
the adverse scenario, the average ratio would fall to 9.4% in
2018, with just one bank showing a negative CET1 ratio.
European banks proved to be resilient in the face of repeated
episodes of volatility in the financial markets. Bank profitability
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continues to face major challenges related to weak economic
recovery, persistent low interest rates, asset quality issues and
a heavy regulatory burden.

Parliament and the Council to finalise a proposal to
strengthen venture capital markets and social
investments. This will boost investment in venture capital
and social projects and make it easier for investors to fund
small and medium-sized innovative companies.
In addition, the Commission stated its intention to take
forward a programme to support the development of
national and regional capital markets in member states.
The Commission has also proposed a series of measures
to take forward the next phase of CMU actions in the short
term. These measures include support for the
development of personal pensions, drawing up a
comprehensive European strategy on sustainable finance
and a coordinated policy approach that supports the
development of FinTech in an appropriate regulatory
environment. Finally, the Commission promised to
consider, in close consultation with the European
Parliament and the Council, the further steps in relation to
the supervisory framework that are necessary to reap the
full potential of CMU.

Regulatory environment


Banking Union: 2016 was the first year in which the first
two pillars of the Banking Union were in full operation at
the same time:
–

The Single Supervisory Mechanism (which seeks to
ensure uniform supervision across all Euro area
banks).

–

The Single Resolution Mechanism (which seeks the
effective conduct of resolution processes for failing
banks).

The Banking Union is, however, not complete and a third
pillar remains to be added: a European Deposit Insurance
Scheme (EDIS).
In its 2015 proposal, the European Commission (EC)
recommended that the new EDIS should be introduced
gradually.
This would begin in 2017 with a Europe-wide reinsurance
system for national deposit guarantee schemes, followed
by a gradually increasing mutualisation of deposit
protection until full mutualisation was reached in 2024.
There would in practice be no advance in the sharing of
risks until 2020, when the co-insurance phase would
begin. In April 2016, the ECB showed its support for the
proposal. During the year, however, a number of EU
member states expressed a reluctance to embark on any
form of risk mutualisation under a deposit guarantee
scheme unless the risks still present in domestic banking
systems had first been reduced. In response to these
reservations, in November the European Parliament's
Economic and Monetary Affairs Committee published a
draft report in which it modified the Commission's proposal
and replaced it with a reinsurance system to be launched
in 2019 with little or no mutualisation. The demands of
certain key countries and the European political calendar
make it unlikely that the European Deposit Insurance
Scheme can be in full operation by the time or in the form
proposed by the EC.


Action Plan for the Capital Markets Union: In midSeptember the EC put forward further measures to
accelerate the completion of the Capital Markets Union
(CMU). The aim of the CMU is to establish a genuine single
capital market among EU member states, with a view to
providing finance for companies, especially SMEs and
start-ups, and thus boosting investment and job creation.
Among the most significant measures proposed by the EC
was the early introduction of the package of rules on asset
securitisation, which has the potential to rapidly increase
the availability of funds in the real economy.
In particular, the European Parliament and the Council
have adopted a securitisation package that is simple,
transparent and standardised (STS). STS securitisations
should, it is hoped, free up capacity on bank balance
sheets and provide investment opportunities, stimulate
the economy and increase financial stability.
An agreement has also been reached on modernising the
rules governing prospectuses. This will ensure greater
ease of access to capital markets, especially for smaller
companies. The EC also called on the European
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Macroprudential Policy: Macroprudential policies (such as
rules requiring banks to build additional capital buffers
and measures to limit risks in certain sectors) continued to
play an important role in 2016.
In August, the European Commission began a consultation
process to review the EU's macroprudential framework,
having come to the conclusion that macroprudential
regulation had developed incrementally over the years and
that the existing fragmentary approach had created
deficiencies in the system. The aim of the review is to bring
the different elements of the macroprudential framework
into alignment to make the system more effective in
operation, and to strike the right balance between
flexibility at national level and harmonised regulation at EU
level. It should be emphasised here that macroprudential
policy is a vital complement to monetary policy and
microprudential policy, having the capability to address
national or industry-related imbalances and thus be a
further aid in overcoming disparities in the financial and
business cycles of different EU member states.



Regulatory framework: In 2016 the authorities stated their
intention to complete the unfinished part of their
programme of regulatory reform without significantly
increasing overall capital requirements, and at the same
time ensuring the integrity of the capital framework.
However, the considerable number of legislative reforms in
the pipeline (especially in relation to the calculation of riskweighted assets) and further changes to follow in the
gradual implementation (or "phase-in") period continued to
weigh on banks' business operations as investors priced in
the prevailing regulatory uncertainty in the markets.
Some of this uncertainty was removed by the Commission
in late November, when it presented a set of proposals for
the reform of bank regulation in the EU with a view to
boosting financial stability and strengthen the resilience of
the region's banks.
This addresses some of the weaknesses in the existing
regulations and moves towards the definitive
implementation of a more harmonised regulatory
framework within the EU, including regulatory elements
that have recently been agreed at international level, while
taking account of the specificities of EU institutions and
the EU economy.
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The European Commission has proposed amendments to
the following legislative acts:
–

–

The Bank Recovery and Resolution Directive (BRRD)
and the Single Resolution Mechanism Regulation
(SRMR) which were adopted in 2014 and which set
out rules on the recovery and resolution of credit
institutions and establish the Single Resolution
Mechanism, one of the three pillars of the Banking
Union.
The Capital Requirements Regulation (CRR) and the
Capital Requirements Directive (CRD) which were
adopted in 2013 and set out a regulatory framework
of prudential requirements for credit institutions and
investment firms, as well as rules on governance and
on the supervision of these requirements.

The Commission's proposals include the following:
–

Greater harmonisation of national insolvency
legislation on the ranking of creditors in the event of
insolvency. A new "senior non-preferred" category of
senior debt is proposed, which will satisfy the
subordination requirements for eligibility as cover for
the requirements known as TLAC ("total loss
absorbing capacity") and MREL ("minimum
requirement for own funds and eligible liabilities").
The MREL applies to all European banks and the
TLAC to global systemically important institutions (GSIIs).
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–

The introduction of the TLAC into European
legislation and the integration of TLAC requirements
within the MREL rules, thus avoiding duplication and
two sets of requirements side-by-side.

–

A binding minimum Leverage Ratio (LR) of 3%.

–

A binding minimum Net Stable Funding Ratio (NSFR)
of 100%.

–

Increased capital requirements for market risk
(trading portfolio-related operations).

–

Measures to enhance lending to particular sectors
(SMEs and infrastructure).

The Commission has submitted this legislative package to
tri-partite negotiations with the European Council and the
European Parliament (the so-called "Trilogue" meetings)
before the final drafts can be adopted as part of European
law. Subsequently, the directives will need to be
transposed into the national laws of the different member
states, whereas the regulations are directly applicable and
do not require transposition.
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2.2 Regulatory environment
This section contains the main regulatory and supervisory
conditioning factors upon which Banco Sabadell Group bases
its operation as a financial institution, from both a European
and a national perspective.

2.2.1

It assigns the EBA the task of developing a significant
number of Binding Technical Standards (BTS), guidelines
and reports on key areas for restructuring and resolution,
with the purpose of guaranteeing effective and consistent
processes throughout the EU, in particular in respect of
institutions with cross-border activity.

European regulatory environment

Financial regulations have continued to change throughout
2016, in response to the various crisis situations that have
taken place in recent years. The crisis in confidence, capital
and liquidity within the financial sector exposed a series of
weaknesses that caused minimum levels of capital to be
inadequately defined. This was due to elements of procyclicality and the acceptance of inordinately large risks as a
result of erroneous risk measurements and a lack of
information. Consequently, the Basel Committee published the
international recommendations known as Basel III in
December 2010. The aim of this document was to guarantee a
correct operation of the financial system whilst maintaining
certain necessary minimum capital 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, under the legislative
acts detailed hereafter. This agreement came into force on 1
January 2014 and shall be progressively implemented until
2019:


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 (hereinafter, BRRD).

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 (hereinafter, CRD-IV).



In 2016, at European level, various regulations have been
published derived from the aforementioned regulations and
directives, divided into Commission Implementing Regulations
and Commission Delegated Regulations:


Commission Implementing Regulation: the Council uses its
powers to draft standards. The implementing regulation is
prepared by the Council and the Commission but is not
approved by the European Parliament.



Commission Delegated Regulation: this is the result of a
prior mandate implemented through a legislative act.
These documents develop specific aspects of the
regulation.

Noteworthy regulations during 2016 include:


Commission Implementing Regulation (EU) 2016/200 of
15 February 2016 laying down implementing technical
standards with regard to disclosure of the leverage ratio
for institutions, pursuant to Regulation (EU) No.
575/2013 of the European Parliament and of the
Council.



Commission Implementing Regulation (EU) 2016/313 of
1 March 2016 with regard to additional monitoring
metrics for liquidity reporting. For the purpose of
improving effective liquidity supervision, it is considered
expedient to request the disclosure of additional liquidity
monitoring metrics, pursuant to Article 415, section 3b)
of Regulation (EU) No. 575/2013.



Commission Implementing Regulation (EU) 2016/818 of
17 May 2016, amending Commission Implementing
Regulation (EU) No. 1030/2014, laying down
implementing technical standards with regard to
standard models and dates for the purpose of disclosing
the values used to identify Global Systemically Important
Institutions, pursuant to Regulation (EU) No. 575/2013 of
the European Parliament and of the Council.



Commission Implementing Regulation (EU) 2016/892 of
7 June 2016 on the extension of the transitional periods
related to own funds requirements for exposures to
central counterparties set out in Regulation (EU) No.
575/2013 and Regulation (EU) No. 648/2012 of the
European Parliament and of the Council.

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.


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
(hereinafter, 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 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
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Regulation (EU) No. 806/2014 of the European
Parliament and of the Council, of 15 July 2014,
establishing uniform rules and a uniform procedure for
the resolution of credit institutions and certain
investment firms in the framework of a Single Resolution
Mechanism and a Single Resolution Fund and amending
Regulation (EU) No. 1093/2010 (hereinafter, SRMR).
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Commission Implementing Regulation (EU) 2016/1799
of 7 October 2016 laying down implementing technical
standards with regard to the mapping of credit
assessments of external credit assessment institutions
for credit risk in accordance with Articles 136(1) and
136(3) of Regulation (EU) No. 575/2013 of the European
Parliament and of the Council.



Commission Implementing Regulation (EU) 2016/1801
of 11 October 2016 on laying down implementing
technical standards with regard to the mapping of credit
assessments of external credit assessment institutions
for securitisation in accordance with Regulation (EU) No.
575/2013 of the European Parliament and of the
Council.



Commission Implementing Regulation (EU) 2016/2227
of 9 December 2016 on the extension of the transitional
periods related to own funds requirements for exposures
to central counterparties set out in Regulation (EU) No.
575/2013 and Regulation (EU) No. 648/2012 of the
European Parliament and of the Council. Article 497 of
Regulation (EU) No. 575/2013 established a transitional
period during which all CCPs with which institutions
established in the Union clear transactions may be
considered qualifying central counterparties (QCCPs) by
institutions. This transitional period has been extended
until 15 June 2017.



Commission Delegated regulation (EU) 2016/101 of 26
October 2015, setting forth prudential requirements for
credit institutions and investment firms and amending
Regulation (EU) No. 648/2012. This document makes
reference to prudential valuation standards applicable to
all portfolio positions measured at fair value, not only the
trading portfolio. When the application of the prudential
valuation gives an absolute accounting value of assets or
liabilities which is lower or higher, respectively, than that
recognised in the balance sheet, an additional valuation
adjustment (AVA) must be calculated. The regulation sets
forth rules for calculating AVAs.



Commission Delegated Regulation (EU) 2016/861 of 18
February 2016 correcting Commission Delegated
Regulation (EU) No. 528/2014 supplementing Regulation
(EU) No. 575/2013 of the European Parliament and of
the Council with regard to regulatory technical standards
for non-delta risk of options in the standardised market
risk approach and correcting Commission Delegated
Regulation (EU) No. 604/2014 supplementing Directive
2013/36/EU of the European Parliament and of the
Council with regard to regulatory technical standards with
respect to appropriate qualitative and quantitative criteria
to identify categories of staff whose professional activities
have a material impact on an institution's risk profile.





Commission Delegated Regulation (EU) 2016/860 of 4
February 2016 specifying further the circumstances
where exclusion from the application of write-down or
conversion powers is necessary under Article 44(3) of
Directive 2014/59/EU of the European Parliament and of
the Council establishing a framework for the recovery and
resolution of credit institutions and investment firms.
Commission Delegated Regulation (EU) 2016/1075 of
23 March 2016 supplementing Directive 2014/59/EU of
the European Parliament and of the Council with regard
to regulatory technical standards specifying the content
of recovery plans, resolution plans and group resolution
plans, the minimum criteria that the competent authority

Pillar III Disclosures

is to assess as regards recovery plans and group recovery
plans, the conditions for group financial support, the
requirements for independent valuators, the contractual
recognition of write-down and conversion powers, the
procedures and contents of notification requirements and
of notice of suspension and the operational functioning of
the resolution colleges.


Commission Delegated Regulation (EU) 2016/1401 of
23 May 2016, Commission Delegated Regulation (EU)
2016/1401 published in August, supplementing
Directive 2014/59/EU with regards to methodologies and
principles for the valuation of liabilities arising from the
recovery and resolution of institutions. Specifically, it sets
forth a comparison between the loss of value that would
result from the liquidation and potential internal
recapitalisation of derivatives and determines the method
for calculating the value of liabilities arising from
derivative contracts as an early termination amount, as
well as the deadline by which derivative liabilities should
be valued.



Commission Delegated Regulation (EU) 2016/1450 of
23 May 2016 and Commission Delegated Regulation (EU)
2016/1450 published in September, supplementing
Directive 2014/59/EU with regards to the establishment
of criteria relating to the methodology for setting forth the
Minimum Requirements for Own Funds and Eligible
Liabilities (MREL). Specifically, this regulation sets forth
the amount of capital necessary to guarantee the
absorption of losses in a context of resolution of an
institution, as well as the recapitalisation amount
necessary to maintain capital requirements for
authorisation, to perform activities and at the same time
to sustain sufficient market confidence. It also sets forth
certain parameters to be taken into consideration by the
resolution authority when determining MREL, such as the
institution’s size and systemic risk. Lastly, it establishes a
transitional period in which the resolution authority
should set forth a definitive MREL for the institution
under resolution.

The complexity of the European regulatory body with regards to
the solvency of financial institutions has prompted the
creation of Binding Technical Standards (BTS), which act as an
instrument to expand upon aspects contained in CRD-IV and in
the CRR to guarantee a homogeneous application by all
institutions which are bound by the provisions of these
documents.
BTS are therefore legislative acts which allow for a faster
progression towards the consistent fulfilment of European
standards. These regulations are directly applicable to all
member states and do not need to be transposed, once they
have been approved by the European Commission. These
technical standards are divided into two types of documents:


Regulatory Technical Standards (RTS): technical
regulatory standards which amend or supplement nonessential elements of a basic legislative act.



Implementing Technical Standards (ITS): technical
implementation standards which guarantee a uniform
application of the terms of a basic legislative act.

In addition to BTS, the EBA issues another set of non-binding
documents:
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Guidelines: help guidelines and application criteria;
compliance with these is not mandatory.



Guidelines on PD estimation, LGD estimation and the
treatment of defaulted exposures.



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



Final Guidelines LCR disclosure to complement the
disclosure of liquidity risk management under Article 435
of Regulation (EU) No 575/2013.



Draft RTS on disclosure of encumbered and
unencumbered assets under Article 443 of the CRR.

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:

The EBA has also published other documents including:


Report on the impact assessment and calibration of the
Leverage Ratio (LR) of 3 August 2016, introducing the
establishment of a minimum LR in the EU to mitigate the
risk of excessive leverage.



Final draft ITS on G-SII identification, Final draft RTS on GSII identification y Revised Guidelines on G-SII
identification.



Final draft ITS and Guidelines on methodology and
disclosure for global systemically important institutions.



Final draft ITS amending Regulation on Supervisory
Reporting.



Final draft ITS on the mapping of ECAIs credit
assessments for securitisation positions.



Directive 2013/36/EU (CRD) and Regulation (EU)
575/2013 (CRR).



Final draft ITS on margin requirements for non-centrally
cleared OTC derivatives.



Directive 82/891/EEC (BRRD) and Regulation (EU) No.
806/2014 (SRMR).



RTS on Risk Mitigation Techniques for OTC contracts.

The proposed amendments reflect various aspects:



Guidelines on limits on exposures to shadow banking.





Final Guidelines for disclosing confidential information
under the BRR.

The majority of the amendments are in line with
international standards agreed by the Basel Committee.



They establish the principle of proportionality: they seek
to ensure that European legislation is proportional for
smaller, non-complex institutions and to ease their
regulatory burden.

In November 2016, the European Commission presented a
comprehensive package of reforms to further strengthen the
resilience of banks in the EU. With this package, the
Commission proposes a series of amendments to the following
legislative acts:



Public guidance on the review of the qualification of
capital instruments as Additional Tier 1 and Tier 2
instruments.



Guidelines on the treatment of connected clients for large
exposures.



They aim to ease the financing of projects and SMEs to
drive investment.



Guidelines on credit institutions' credit risk management
practices and accounting for expected credit losses.



They establish limits for significant risks of European
sovereign exposures.



Final draft RTS on Assessment Methodology for IRB.

The most significant aspects addressed by these amendments
are:



Final draft ITS on specialized lending exposures.





Final Draft Regulatory Technical Standards on the
materiality threshold for credit obligations past due under
Article 178 of Regulation (EU) No. 575/2013.

A mandatory leverage ratio of 3% to prevent institutions
from lending if they lack sufficient capital.



A mandatory and detailed NSFR to make institutions fund
their long-term activities with stable sources of funds.



Guidelines on the application of the definition of default
under Article 178 of Regulation (EU) No. 575/2013.





Final Guidelines on implicit support for securitisation
transactions.

A requirement that institutions which trade with securities
and derivatives shall comply with the Fundamental
Review of the Trading Book (FRTB).





Final Guidelines on ICAAP and ILAAP information.



Guidelines on internal governance.

The implementation of Total Loss-Absorbing Capacity
(TLAC) standards for global systemically important
institutions (G-SIIs).



Guidelines on the assessment of the Information and
Communication Technology (ICT).



Review regulations on significant exposures.





Guidelines for the application of the IRB approach.

Review the approach for measuring counterparty credit
risk of exposures with central counterparties and
exposures with UCITS.



Final draft RTS on the IMA assessment methodology &
significant shares.



Review the treatment of interest rate risk in the banking
book (IRRBB).



Final Guidelines
requirements.

The proposed amendments will have to be discussed by the
European Parliament and by the Council, with a view to
implementing the majority as of 2020.

on
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2.2.2

National regulatory environment

The regulatory changes introduced in recent years by
European regulations have been adapted in Spain by
transposing Directive 2013/36/EU of 26 June 2013. This
transposition was carried out in two phases.

incurred loss model, which is still valid in the updated Annex
IX, to the expected loss model which will be introduced by IFRS
9.

2.2.3

Regulatory framework review

The first phase involved transposing the more urgent aspects
of the new directive into Royal Decree-Law 14/2013 of 29
November 2013, regarding urgent measures for adapting
Spanish law to European Union regulations in terms of
supervision and solvency of financial institutions, to allow
Bank of Spain to exercise the new powers attributed to it by
the European Union regulations.

In December 2014, the Basel Committee on Banking
Supervision published its first document with regard to the
proposal to review the standardised approach for credit risk.
With the publication of this document, the Committee opened
a channel to receive queries, suggestions and comments, and
conducted a quantitative impact study (QIS) as part of the
Basel III supervision exercise.

Subsequently, Bank of Spain Circular 2/2014 of 31 January
2014 set forth, in line with the conferred powers, the
permanent regulatory discretions attributed to national
competent authorities by the CRR that Bank of Spain would
apply, in order to allow for continuity in the treatment given by
Spanish legislation to certain issues prior to the entry into
force of the aforementioned EU regulation.

Based on the responses received from participants and the
QIS results, the following consultation paper was published in
December 2015: Revisions to the Standardised Approach for
Credit Risk, which carried out an in-depth review of the
methodology used to calculate capital requirements using the
standardised approach set forth in Regulation 575/2013,
addressing matters raised by those surveyed in respect of the
initial proposals and in line with the objectives of the first
document in order to:

A later phase involved the publication 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 2015, implementing
Law 10/2014 of 26 June on the organisation, supervision and
solvency of credit institutions was published in order to
complete the regulatory implementation of Law 10/2014 and
gather all regulatory standards and regulations regarding the
organisation and activity of credit institutions in a single
document.
Lastly, the recently approved Bank of Spain Circular 2/2016,
of 2 February 2016 has the primary objective of completing, in
matters related to credit institutions, the transposition of
Directive 2013/36/EU (Supervision of Credit Institutions) to
the Spanish legal system. It also includes some of the
discretions applicable at national level attributed by the CRR
to national competent authorities, in addition to those already
implemented by Bank of Spain in its Circular 2/2014.
In terms of accounting, Circular 4/2016 of 27 April 2016 was
published, amending both Circular 4/2004 of 22 December
2004 to credit institutions, on reporting standards of public
and confidential financial information and financial statement
formats, and Circular 1/2013 of 24 May 2013, on the Spanish
Risk Information Centre. This Circular, together with the
update of Annex IX, seeks furtherance of the coherent
application of the current accounting framework by
strengthening criteria affecting: (i) policies, methodologies,
procedures and criteria for the management of credit risk,
including those relating to guarantees received, in all
accounting-related aspects, (ii) the accounting classification of
transactions based on their credit risk, and (iii) individual and
collective estimates of provisions.
It should be noted that these developments are not
transitional in nature. Thus, even after IFRS 9 has been
adopted in the European Union, the criteria set forth in this
Circular shall remain valid, without prejudice to any future
amendments to Annex IX to adapt the hedging criteria of the
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Achieve a balance between simplicity and risk sensitivity.



Promote comparability by reducing variability in riskweighted assets across banks and jurisdictions.



Ensure that the standardised approach (SA) constitutes a
suitable alternative that is supplementary to the Internal
Ratings-Based (IRB) approach.

In line with the revision of the framework to calculate own
funds requirements to cover credit risk, in March 2016 the
Basel Committee issued the following consultation paper:
Reducing variation in credit risk-weighted assets - constraints
on the use of internal model approaches, which proposes a
series of limitations to the use of internal models through
either the mandatory use of the standardised approach or the
foundation IRB approach for certain portfolios considered to
be low default, or through the application of floors to the risk
parameters used under the IRB approach. It also intends to
standardise the methodology used to estimate parameters
and review risk mitigation techniques.
In January 2016, the Basel Committee on Banking Supervision
also published a Revised framework for minimum market risk
capital requirements, following its approval by the supervisory
body, the group of Governors and Heads of Supervision
(GHOS).
The document Minimum capital requirements for market risk
seeks to guarantee that the standardised and internal ratingsbased approaches applicable to market risk deliver credible
capitalisation
outcomes
and
promote
consistent
implementation of the standards across all jurisdictions. The
final standards incorporate the changes included in the two
consultation papers published in October 2013 and December
2014 and in various quantitative impact studies.
As part of its reforms, in October 2014 the Basel Committee
published a consultation paper with the new requirements for
using the standardised approach to calculate operational risk.
After receiving feedback from the QIS results, in March 2016
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the Committee launched a new consultation paper with a
proposal for these requirements: Standardised Measurement
Approach for operational risk.
With this proposal, the Basel Committee aims to apply a
methodology which is simple but also sensitive to the risk
profile of each institution, and which encourages the
management of operational risk by incorporating a new
approach which combines two metrics for its calculation: the
Business Indicator or BI (gross income with adjustments),
which is calculated using average figures from the income
statements of the last three years and the historical log of
operational risk losses over the last 10 years. The Advanced
Measurement Approach has been removed, as it is considered
problematic given its complexity, and it is considered to create
difficulties in terms of supervisory validation, comparability
and transparency.
In November 2015, the Basel Committee published a
consultation paper, Guidelines on the treatment of CVA risk
under the supervisory review and evaluation process (SREP),
based on a policy recommendation to review the calculation of
CVA requirements based on three principles:


The capture of all risks.



Alignment with accounting CVA risk.



Alignment with the Fundamental Review of the Trading
Book (FRTB).

During 2016, and in the months prior to the publication of this
report in 2017, the Basel Committee has published various
significant documents, including:


Pillar 3 disclosure requirements - consolidated and
enhanced framework – consultation paper: On 11 March
2016, Basel published the framework for the third pillar
which aims to promote market discipline through
regulatory disclosure requirements. The proposed
improvements published in this document are based on
the review of Pillar III reporting requirements which the
Committee finalised in January 2015.



Revisions to the Basel III leverage ratio framework –
consultation paper: this document of 6 April 2016 sets
out the revisions to the design and calibration of the
Basel III leverage ratio framework proposed by the
Committee.





Interest rate risk in the banking book: on 21 April 2016,
the review of the “Principles for the management and
supervision of interest rate risk” of 2004 was published,
which sets out supervisory expectations for the
identification, measurement, monitoring and control of
interest rate risk in the banking book (IRRBB) models of
institutions, as well as their supervision.
Revisions to the securitisation framework: on 11 July
2016, the Basel Committee published a series of
revisions for the treatment of regulatory capital of
securitisation exposures which includes the treatment of
regulatory capital for “simple, transparent and
comparable” (STC) securitisations. This standard corrects
the Committee’s 2014 capital standards for
securitisations. This standard also publishes certain
additional criteria to differentiate the treatment of capital
for STC securitisations from other transactions. This
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criterion excludes transactions in which standard RW for
underlyings exceed certain levels.


TLAC holdings standard: this document, published on 12
October 2016, is the final report for the treatment of
regulatory capital of banking investments in instruments,
and includes total loss-absorbing capacity (TLAC) for
global systemically important banks (G-SIBs).

In October 2016, the Basel Committee published a
consultation paper: Regulatory treatment of accounting
provisions – interim approach and transitional arrangements
and a discussion paper: Regulatory treatment of accounting
provisions, on how accounting provisions under IFRS 9 interact
with Basel III. The consultation paper proposes three
transitional options for the treatment of provisions to
incorporate the impact of IFRS 9 to the regulatory capital
framework and the discussion paper proposes three options
for the long-term treatment of provisions under the prudential
framework for both approaches: standardised and IRB.
Another of the aspects addressed by the Basel Committee in
its standardised approach review documents is the intention
to carry out a revision of the treatment of sovereign debt,
which could entail changes to the applied risk weights, limits
to investment (concentration), a review of liquidity
requirements and more stringent requirements on the
disclosure of the composition of institutions’ public debt
portfolio.
Lastly, as part of the regulatory framework review process, in
December 2014 the document Capital floors: the design of a
framework based on standardised approaches - consultative
document was published, intended to replace the transitional
floor based on Basel I with another floor or floors based on the
currently reviewed standardised approach for credit, market
and operational risks. Its purpose is to mitigate model risk and
measurement errors arising from IRB approaches. The aim is
to improve the comparability of capital results between
institutions and to ensure that the level of capital does not fall
below a certain level throughout the banking system. These
floors are currently in the calibration stage.

2.2.4

Single Supervisory Mechanism

At the end of 2013, Regulation (EU) 1024/2013 of the
Council, of 15 October 2013 entered into force. This assigned
specific responsibilities regarding policies related to the
prudential supervision of credit institutions to the European
Central Bank (ECB).
This regulation was implemented by Regulation (EU)
468/2014 of the European Central Bank of 16 April 2014,
which lays down a new framework for cooperation between the
European Central Bank, competent national authorities and
designated national authorities.
This new regulation established the Single Supervisory
Mechanism (SSM), which came into effect in November 2014.
The SSM is comprised of the European Central Bank and the
National Supervisory Authorities, which include Bank of Spain.
The European Central Bank takes on tasks of supervision,
authorisation, revocation and sanctioning of credit institutions
within the entire European banking system, directly
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supervising the more significant institutions and indirectly
supervising the less significant institutions. Therefore, in many
cases, the European Central Bank replaces national
authorities.
On a national scale, it was adapted to the legal framework by
means of Royal Decree 84/2015, mentioned previously, which
details a series of provisions in order to adapt it to the new
supervisory framework. The most relevant of these relate to
authorisations, the acquisition of significant interests and
assessments of the suitability of persons holding positions
with high levels of responsibility in credit institutions, in
addition to provisions related to capital buffers.
In March 2016, the ECB published Regulation 2016/445/EU
on the exercise of options and discretions available in Union
law.
This regulation, amending Regulation 1024/2013/EU of the
European Central Bank (ECB), seeks to further develop the
standardisation of regulations applicable to entities under its
direct supervision, for which reason it shall apply exclusively
with regard to those credit institutions classified as being
significant.

date, to varying degrees, each Member State has been
exercising options and discretions for credit institutions under
their jurisdiction.
With this regulation, the ECB seeks to reduce the number of
discrepancies in the application of prudential requirements for
credit institutions under its direct supervision. Nevertheless,
the ECB only exercises some of the available options and
discretions set forth in prudential regulations; the regulation
itself recognises the need to allow transitional periods to be
established when the exercise of options by the ECB strays
“considerably” from the approach followed to date by national
competent authorities.
In March 2016, the ECB Guide on options and discretions
available in Union law was published. This document lays
down the method of standardising the exercise of options and
discretions provided for in banking legislation in the Eurozone
and seeks to bring consistency, efficiency and transparency to
supervision policies that will be applied by the Single
Supervisory Mechanism with respect to national discretions
exercised by Member States. This guide is therefore not
applicable to the Regulation on Options and Discretions.

With regard to prudential requirements, Union Law, both
Directive 2013/36/EU and, especially, Regulation 575/2013,
provide for a significant number of options and discretions to
enable competent authorities to decide to what extent or level,
and from what moment, certain prudential requirements
should be applicable to each entity under their supervision. To
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2.3 Executive Summary
Banco Sabadell Group is comprised of different financial
institutions, brands, subsidiaries and affiliates that cover all
aspects of financial business.
The development of the Group's business is geared towards
profitable growth that generates value for shareholders
through a business diversification strategy based on
profitability, efficiency and service quality, with a conservative
risk profile within the framework of ethical and professional
codes and taking into account the interests of different
stakeholders.

Key Figures
The process to acquire 100% of shares in TSB and thereby
become holder of 100% of its share capital was completed in
2015. As a result, the income statement accumulated figures
at 2016 are not comparable with those of the previous year.
The positive performance of the ordinary business, strict
control of recurring operating expenses, judicious
management of customer spreads and the continuous
reduction of problematic assets were the main factors behind
Banco Sabadell’s business performance in 2016.

19.8 %
Net Interest
Income
(Group)

4.6 %
Net Interest
Income
(ex-TSB)

0.3 %
Group net
attributable
profit
(710.4M)

Net interest income in 2016 amounted to €3,838 million, a
19.8% increase compared to the net interest income obtained
in the previous year. Excluding TSB, net interest income
amounted to €2,787 million at 2016 year-end, a 4.6%
increase compared with the previous year.
In cumulative average terms, the net interest margin as a
percentage of total assets stood at 1.86% (1.72% in 2015).
The increase in average returns on average total assets was
due to many factors, mainly the increase in the customer
spread (due mainly to the reduced cost of funding of customer
deposits), cheaper capital market costs, the reduction of the
volume of problematic assets and the improved profitability of
the completed acquisitions.
Income from net fees and commissions amounted to €1,149
million (€1,022.8 million excluding TSB), increasing by 14.5%
year-on-year (10.6% excluding TSB). This increase was mainly
due to the positive performance of fees from the sale of
insurance and pension funds, which increased by 48.9%
compared with the previous year.
The increase in gross income in 2016, as well as operating
expenses containment policies, led to an improvement in the
cost-to-income ratio, which at the end of 2016 stood at
48.68% (42.66% excluding TSB), compared to 48.96%
(44.59% excluding TSB) in 2015.

After deducting corporation tax and minority interests, net
profit attributed to the Group amounted to €710 million at the
en
d of 2016, a 0.3% increase compared with the
previous year. Excluding TSB, net profit attributed to the Group
amounted to €531 million at 2016 year-end, 9.4% less than
that obtained in the same period during 2015, as this included
the negative goodwill (net of tax) generated by the acquisition
of TSB.
At the end of 2016, total assets for Banco Sabadell and its
Group increased by 1.9% to €212,508 million (€168,787
million excluding TSB), compared with the 2015 year-end
figures of €208,628 million (€165,249.6 million excluding
TSB).
Gross performing loans amounted to €140,557 million at
2016 year-end (€106,305 million excluding TSB).
Year-on-year, they increased by 0.1% (1.7% excluding TSB),
and the reduction of non-performing assets was
-22.7%
(the same reduction excluding TSB).
Secured mortgage loans formed the largest single component
of gross loans and receivables, amounting to €88,430.6
million at 31 December 2016, representing close to 60% of
total gross loans and receivables.
The Group’s NPL ratio continued to decline due to the
continuous reduction of doubtful balances and stood at 6.14%
(7.72% excluding TSB), compared to 13.6% in December
2013.
The doubtful asset coverage level is comfortable, as the
coverage of real estate stood at 47.6% at 2016 year-end.
At the end of 2016, Banco Sabadell Group's balance of
doubtful risks amounted to €9,582.5 million, having declined
by €2,761.7 million in aggregate during the year. The balance
of problematic assets (which include doubtful risks and
foreclosed properties) declined by a notable €2,961.4 million
during the year. At 2016 year-end, Banco Sabadell Group's
balance of problematic assets amounted to €18,617.1 million.

6.1 %
NPL ratio

49.6 %
Problematic
asset coverage
ratio

22.4 %
Doubtful
exposures

In terms of Liabilities, at 2016 year-end, on-balance sheet
customer funds increased by 1.5%, totalling €133,456.6
million (€99,123.0 million excluding TSB), compared with
€131,489.2 million at 2015 year-end (€96,227 million
excluding TSB).

Earnings before tax increased by 36.9% (17.6% excluding
TSB), compared with that obtained in 2015.
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Figure 1. Banco Sabadell Group balance sheet structure.
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Loans and receivables
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ASSETS

Total off-balance sheet customer funds amounted to
€40,605.9 million, an 8.6% increase year-on-year. Within this
item, the balance of assets in collective investment institutions
increased steadily, to €22,594.2 million at 31 December
2016, i.e. a 5.4% increase year-on-year, while insurance
premiums amounted to €10,243.4 million, a 34.0% increase
year-on-year.
Total funds under management amounted to €201,588.8
million at 31 December 2016 (€162,584.9 million excluding
TSB), an increase of 0.6% with respect to the balance of
€200,355.1 million (€160,605.2 million excluding TSB) at 31
December 2015 (+1.2% excluding TSB).
During 2016, the funding gap continued to widen, as it had in
previous years, which enabled the bank to continue both its
policy of partially refinancing maturities in the capital markets
and, at the same time, the downward trend in the loan to
deposit (LtD) ratio (from 147% at 2010 year-end to 105.1% at
2016 year-end). To calculate the loan to deposit (LtD) ratio,
net customer loans (adjusted for subsidised funding) is taken
as the numerator, and retail funding as the denominator.
The volume of funding obtained in the capital markets has
declined in recent years. €4,420 million in capital market
funding matured in 2016. In contrast, Banco Sabadell issued
€7,658.5 million under its various shelf registrations.

Provisions
0,15%

Other
liabilities
2,56%

Financial liabilities held
for trading
0,99%

Liabilities under
insurance and
reinsurance
contracts
0,02%

Financial liabilities
measured at
amortised cost
96,28%

LIABILITIES

€11,000 million that it had borrowed under the TLTRO
transactions in late 2014.
The group has maintained a liquidity buffer in the form of
liquid assets to meet any eventual liquidity needs. The
Liquidity Coverage Ratio (LCR) entered into force on 1 October
2015 and will be phased in until 2019. The required ratio was
70% in 2016. All of the bank’s liquidity management units
(UGLs, for their acronym in Spanish) comfortably surpassed
this minimum requirement. At Group level, the LCR remained
well above 100% at all times.
With regard to the Net Stable Funding Ratio (NSFR), which is
expected to come into force in January 2018, the Group has
maintained stable levels above 100%.
In terms of Capital, at 31 December 2016, the Group’s CET1
capital ratio stood at 11.94%. It also amply cleared the stress
test performed by the European Banking Authority together
with the European Central Bank. The stress test, which was
performed in July 2016, concluded that, in the most adverse
scenario considered, Banco Sabadell Group would have a
Common Equity Tier 1 (CET1) capital ratio of 8.19% on a
phased-in basis and 8.04% fully loaded in 2018, evidencing
the Group's capital strength and its resilience in the face of
very adverse economic circumstances.

Specifically, Banco Sabadell made two public issues of
mortgage covered bonds in June (eight years) and October
(seven years) amounting to €1,000 million; a €100 million tap
of an existing mortgage covered bond in March; three issues of
8-year mortgage covered bonds amounting to a combined
€850 million, which were fully subscribed by the European
Investment Bank (EIB); a 10-year issue of subordinated bonds
amounting to €500 million in May; eight issues of nonconvertible bonds at terms of between 1 and 3.25 years for a
total amount of €2,488 million, and eleven issues of
structured bonds for a total of €221 million at terms between
1 and 5 years. In the first half of 2016, TSB placed a
securitisation issue for the equivalent of €664 million.
Banco Sabadell participated in the ECB's targeted long-term
refinancing operation II (TLTRO II) in 2016 for a total amount
at year-end of €10,000 million; at the same time, it repaid
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Business activity
The Group is organised into the following business areas and has six autonomous regional divisions:

Retail and
Business
Banking

Markets and
Private
Banking

United
Kingdom

Business and Retail Banking is the largest
of the Group’s lines of business. It
focuses on providing financial products
Retail and
and services to large and medium-sized
Business
businesses, SMEs, retailers and sole
Banking
proprietors,
professional
groupings,
entrepreneurs and other individuals. It
includes the Group's Bancassurance and Sabadell Consumer.
Noteworthy developments in 2016 included a rise in net
interest income, deeper customer relationships, substantial
growth in the insurance business, especially insurance linked
to pensions, increased home and consumer loans and strong
growth in current accounts and mutual fund assets.
Key priorities for 2016, the last year of the Group's Triple
business plan, were increased profitability and transformation
of the business model with the aim of securing higher returns
and achieving greater productivity from new capacity added as
a result of recent acquisitions.
In the business customer segment its efforts were focused on
two key aims: attracting customers and growing its loan
portfolio. The result was another year of increased growth,
both in customers and in market shares.
Improvements in both productivity and customer experience
were achieved thanks, in part, to the introduction of tablets as
an aid for the use of sales personnel during visits to potential
customers, especially in the business and retailer segments of
the market. To meet its lending targets and to further its aim
of giving access to credit to any business requiring it, the
Group continued its policy of reaching agreements with
regional, national and European official bodies, and of
reaffirming its commitment to the customer.
The Bank continued to be an acknowledged domestic leader in
the franchising market and was able to position itself as a
major player in the agricultural and holiday/ tourist markets,
and to do so barely three years after setting up special units to
develop its business with these customer segments.
In the individual customer segment its efforts were directed
towards two aims: maintaining the high levels of new customer
enrolment achieved in earlier years and becoming the primary
bank for all its customers by developing durable customer
relationships and providing a quality service and an improved
customer experience.
Key business figures
In 2016 the net interest income attributable to Business and
Retail Banking was €2,212.3 million and earnings before tax
was €1,133.4 million. The ROE ratio stood at 15.7% and the
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Global
Corporate
Banking

Sabadell
Americas

Asset
Transformation

cost-to-income ratio at 48.1%. The bank’s turnover amounted
to €76,928 million, loans and receivables to €252 million and
funds under management to €95,726 million.
Banco Sabadell has a comprehensive range
of products and services for customers
wishing to place their savings and
investments under its management.
Markets and
These
range
from
researching
Private
investment alternatives to trading in
Banking
securities, active wealth management
and custodian services.
It encompasses the following businesses: Private Banking,
Asset Management and Research, Treasury and Capital
Markets, and Securities Trading and Custody.
Markets and Private Banking continued to carry out its
business of offering and designing value-added products and
services, deliver good returns to customers and increase and
diversify the customer base, as well as providing products and
tools to enable firms to manage financial risk, especially that
arising from their foreign trade transactions. It also ensured
that its business processes remained consistent with its
disciplined research and renowned service quality, while
moving towards a relationship model based on multi-channel
interactions.
The Bank has a design and approval process for products and
services which ensures that the full range of offerings
available to customers more than meets their requirements in
terms of quality, returns and ability to meet market needs.
Constantly reviewed identification and “know your customer”
procedures and practices ensure that products are offered
and investments are selected with customers' profiles firmly in
mind and that all investor protection measures are complied
with as required by the Markets in Financial Instruments
Directive (MiFID) and its provisions as transposed into
domestic law.
The effort put into designing a range of products and services
to meet the needs of each customer continued to strengthen
and enhance the Bank's position as a broker providing access
to new markets and its ability to offer customers new services,
create new investment opportunities and raise the profile of
the brand under which we operate in this business: Sabadell
Urquijo Banca Privada.
Demanding new regulations are bringing about changes in the
way we sell and the advice we give on savings and investment
products. The Bank decided to meet these challenges head-on
by setting up the new Savings and Investment Business
Strategy Division. This Division is tasked with developing a
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response to the new regulatory environment from a business
perspective and using that opportunity to build a competitive
advantage based on a value proposition for products having
regard to new digital channels and solutions.

TSB successfully fulfilled its strategy.
Provide great
banking to more
people

Key financial data and trading results for 2016
Net interest income amounted to €237 million in 2016, while
earnings before tax was €124.4 million. The ROE ratio stood at
42.3% and the cost-to-income ratio at 47%. Total customer
funds under management amounted to €21,438 million.
Sabadell Urquijo Banca Privada continued to add value as a
provider of personalised advice and of products specific to
private banking customers, such as mutual funds,
discretionary portfolio management and SICAVs. These
confirmed the position of Sabadell Urquijo as a top ranking
Private Banking company. Sabadell Asset Management ended
the year with €14,122.1 million in assets under management
in Spanish-domiciled mutual funds, 7.9% more than at 2015
year-end and surpassing the 7.0% growth rate for the industry
as a whole. This number assured the Group's fund manager of
a 6% share of assets under management by Spanishdomiciled mutual fund managers.
For Treasury and Capital Markets the year 2016 was a year of
consolidation, both in the more traditional areas of activity and
in those falling within the scope of the Triple plan.
As one of the more traditional forms of investment and with
interest rates at record lows, non-convertible bonds continued
to gain ground and to be seen as an attractive investment
option. However, structured investment products again proved
to be of interest to investors in search of higher returns.
In pursuit of its goal of developing and expanding its Capital
Markets business, the Bank continued to identify potential
financing deals and collect mandates from issuers and
institutional clients relying on the Bank's services to meet their
financing and investment needs.
The Trading business was affected by the current state of the
market, with European market returns at historic lows and
excess liquidity at record highs. Despite this, thanks to the
Bank's increased international presence, trading operations
linked to the world of currency interest rate management and
variations in interest rate spreads gained in importance as
part of the Bank's overall securities trading operations.
During the year Securities Trading and Custody Services saw
increased participation in deals with issuers, acting as agent
bank in operations of various kinds such as intermediary
services in liquidity agreements and execution of treasury
share transactions, both on the custodian and the brokerage
sides. This year Banco Sabadell could once again claim a
leading position among the top three market traders by
dealing volume with an 11.80% share which was exceeded
only by major financial institutions with market shares of
between 12.99% and 12.52%.

United
Kingdom

The TSB franchise (TSB Banking Group
Plc), which was acquired by the Group
in June 2015, is a provider of retail
banking services in the United
Kingdom, including current and
savings accounts, personal loans and
credit/debit cards.
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Help more people
borrow well

Provide the kind
of banking
experience
people want and
deserve

TSB has a nationwide multi-channel distribution model
including 587 branches in England, Wales and Scotland. At
the end of the year, it had 5.0 million customers and 8,060
employees.
TSB's business is divided into the following segments:



The franchise comprising the multi-channel retail banking
business;



Mortgage enhancement consisting of a separate set of
mortgages which was assigned to TSB as part of the
restructuring of Lloyds; and



The Whistletree portfolio (UKAR assets), a set of
mortgages managed by the British government that were
bought from Cerberus while repossession proceedings
were in progress.

For TSB 2016 was an important year in which it saw faster
than expected organic growth in assets and customer
numbers. It achieved its lending growth targets, fixed at the
time of flotation, three years earlier than expected. During the
year TSB was named "Best British high street bank".
Having set itself these three strategic aims in late 2013, TSB
went on to set the following objectives:



Grow its market share of bank accounts to more than 6%
of gross flow within five years.



Increase TSB Franchise lending by 40% to 50% within five
years of flotation.



Develop its digital capabilities. Promote the TSB brand.
Offer a differentiated service to customers.

Activity and key events during 2016
In 2016 TSB achieved its target of growing its market share of
bank accounts, capturing 6.4% of customers switching banks
or opening a new account, exceeding the Bank's 6% target
(according to the CACI Current Account and Savings Database
[CSDB] which includes current, packaged, youth, student and
basic accounts as well as new account openings excluding
account upgrades; data are presented on a 2-month time-lag).
Customer deposits increased to £29.4 billion (up by 13.6%
year-on-year), a reflection of the trust placed in TSB by
customers.
In fulfilment of its lending growth objective, in 2016 TSB
increased its loans and advances to £29.4 billion (a year-onyear rise of 11.4%), due to the success of the mortgage
brokerage platform. In fact TSB saw its lending rise more
rapidly than was forecast at the time of its flotation, achieving
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an increase of 46% (excluding its Mortgage Enhancement
portfolio) three years earlier than expected.
As for the third aim of increased brand recognition, TSB scored
notable successes in three key indicators. During the year it
was rated the best British high street bank in a study carried
out in March 2016 by BDRC Continental (an independent
market survey covering all the major banks based on a sample
of 15,000 UK consumers).
At the end of the year TSB saw its Net Promoter Score (NPS)
for 2016 rise to +23, up from +16 in 2015 (compared with a
score of -24 at the time of its launch in 2013 according to data
for October of that year). The NPS indicator is based on the
question: “On a scale of 1 to 10, where 0 is not at all likely and
10 is extremely likely, how likely is it that you would
recommend TSB to a friend or colleague?” The NPS is the
proportion of customers rating the brand 9-10 after
subtracting those rating it in the 0-6 range. Lastly, TSB climbed
84 places in KPMG Nunwood’s 2016 UK Customer Experience
Excellence ranking, to become the UK's top-rated high street
bank.
Another important development for TSB was the start of
migration to a new technology platform provided by Sabadell.
This will give it a more agile approach to selling and a faster
pace in adapting to its customers' requirements.
Key business figures

Earnings before tax and exceptional items increased by 68.1%
to £177.7 million in 2016, compared with £105.7 million in
2015. The result is attributable to three main factors:



The growth in income generated by the Franchise
business. This was thanks to the successful
intermediation platform, which contributed to a
significant increase in mortgage volumes;



The acquisition of the Whistletree loan portfolio; and



A one-off gain of £32.5 million on the sale of TSB's stake
in Visa Europe following its acquisition by Visa Inc. These
exceptional gains were partially offset by the expected
decline in the contribution of the Mortgage Enhancement
portfolio as loan repayments continued.

TSB continued to show a strong capital position, with a CET1
capital ratio of 18.4% at the close of 2016, well above the
17.8% ratio reported for 2015.
Global Corporate Banking offers financial
solutions and advisory services to large
Global
companies and financial institutions,
Corporate
both Spanish and foreign, with branches
Banking
throughout Spain and in 16 other
countries. It encompasses Corporate
Banking, Structured Finance, Trade Finance
and International Financial Institutions.
Corporate Banking

Strong balance
sheet growth
continues

Net interest
income increases
by 94.5%.

Excellent perception
of TSB’s business
model by its
customers

In 2016 TSB expanded its lending thanks to a strong sales
momentum, the high quality of service offered to customers
and the sources of its funding, which spring largely from the
growth in its customer deposit balances and a successful
policy of diversification. It also saw an improvement in credit
quality and succeeded in reducing non-performing assets in its
loan book, with the loan-to-value ratio remaining at a low level
of just 42%.
The growth in customer deposit balances was driven by
increases in both current and savings accounts, which grew by
14.8% and 13.3% respectively over the year. This growth
continues to reflect the success of the “Classic Plus” account;
however, it is also significant that more and more customers
are choosing to place their savings with TSB.
With regard to the principal components of the profit and loss
account, net interest income remained largely unchanged as a
result of low interest rates and the maturing of non-core loans,
offset by good volume and margin growth from new customer
accounts.
Operating costs declined by 1.1% over the year and totalled
£703.8 million in 2016. In 2017 the cost of IT services
provided by Lloyds Bank is expected to go up by as much as
£100 million until migration to the new platform, which is
scheduled for completion by the end of the year.
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Corporate Banking is the unit that handles large enterprises;
to address the needs of these customers the Bank offers a
global solutions approach and a team of professionals located
in Madrid, Barcelona, London, Paris, Miami, Mexico City,
Bogotá, Lima and Casablanca. The business model is based
on a close strategic relationship with customers, providing
them with global solutions adapted to their needs, taking into
account the specific features of their industry and the markets
in which they operate. Our value contribution takes a number
of forms: support from our sales teams working in the various
geographies; a client-focused service delivered by dedicated
teams with expertise in particular industries; and constantly
improving middle office support to assure excellence in service
delivery.
To achieve coverage and coordination, in recent years Banco
Sabadell has increased its international presence in new
markets such as Mexico, Peru and Colombia. With these
markets, it now has a direct presence in a total of sixteen
countries, which allows it to provide customers with the
necessary knowledge to adapt to the particular characteristics
of each market, and to accompany customers during their own
internationalisation projects.
Activity and key events during 2016
2016 was an excellent year for Global Corporate Banking
which saw the roll-out of a coordinated strategy across all
working teams and geographies and in which huge strides
were made in firmly establishing Banco Sabadell as the best
Corporate Banking experience for customers. Key values
underpinning our business model are: knowing the customer,
coverage and coordination, excellence in service and
specialisation.
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The Bank's "know your customer" policy means engaging with
the client in a strategic partner relationship, being
knowledgeable about their industry or sector, and
understanding their development strategy, their most
immediate challenges and their key markets. It does all this
through a process of collaborative working with its sales and
specialist teams serving customers in the different
geographies where they are operating, to draw up
personalised service and global risk proposals for foreign
markets and coordination with its teams abroad, enabling the
Bank to continue to support its customers' expansion plans
anywhere in the world. An indication of this was that funds
under management (customers' investments and deposit
balances) increased overall; however, in Spain the increases
were mainly in deposits while our offices abroad showed
increases both in deposits and in investments.
The cost-to-income ratio was once again very low, at 17.5%.
The return on equity rose to 7.8% in spite of the addition
provisions made during the year.
Structured Finance
This business is centred on the origination and structuring of
corporate and acquisition finance and project finance deals. In
addition to traditional forms of bank lending, the unit has also
specialised in corporate bond issuance, enabling it to cover
the full range of options in long-term business finance.
Banco Sabadell’s structured finance team operates globally
from offices in Madrid, Barcelona, Alicante, Bilbao, Alicante,
Oviedo, Paris, London, Lima, Bogotá, Miami, New York and
Mexico City, and has more than 20 years' experience.
In 2016 Banco Sabadell maintained its policy of supporting
customers and adapting to meet their new needs as the
economic environment improved in Spain and worldwide, in
line with changing credit market conditions.
A notable success on the international front was the Bank’s
launch of a new Mexican subsidiary, through which it
participated in numerous syndicated loan deals with Mexican
companies.
The Bank's representative offices in Lima and Bogota began
operations in the structured finance business in Latin America.
Fee income in these and other international markets where
the unit operates accounted for 42% of total Structured
Finance revenues in 2016.
Additionally, the business of originating bonds for customers
has gained in strength. Bond issuance, which is operated
alongside the treasury business, means that the unit can offer
customers a full range of options in long-term finance
packages. In 2016 it played an active role in a number of bond
issues in the Spanish and French markets.
TradeFinance & International Financial Institutions
The business model in TradeFinance & IFIs focuses on two
main activities: providing optimal support to our corporate
customers as they expand abroad, in coordination with the
Group's network of branches, subsidiaries and investees, and
managing the business with the “bank” customer segment
(over 3,000 financial institutions worldwide) with which Banco
Sabadell has entered into cooperation agreements to provide
Group customers with the best possible coverage worldwide.
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The year 2016 saw more than 500 rounds of negotiations on
bilateral business flows being concluded with bank customers
in international markets, ensuring a balance between
defending the interests of the Group and its customers and
safeguarding shared commercial interests with the IFI
customer segment while complying with internationally
accepted rules and practices. The Bank focused on expanding
its business with other banks in the international arena, in
accordance with its risk policy, with the aim of ensuring the
growth, robustness, quality and profitability of the Group's
business with IFIs.
Activity and key events during 2016
During 2016, the Bank gained substantial market shares in
the documentary credit business received from correspondent
banks: 30.3% of export documentary credit — 1.7% more than
in 2015 — based on SWIFT traffic data.
Banco Sabadell Americas comprises
several business units, investees and
representative offices which together
Sabadell
provide corporate banking, retail
Americas
banking and private banking services.
The bank has the capacity and
experience to provide all types of banking
services, from the most complex and
specialised for large enterprises, such as structured project
finance operations, to products for individuals. This business is
carried out via Banco de Sabadell Miami Branch, Sabadell
United Bank and Sabadell Securities in the United States, and
by Sabadell Capital SOFOM and Banco Sabadell Institución de
Banca Múltiple in Mexico.
Considerable progress was made in 2016 in consolidating
existing business lines and furthering the initiatives that
commenced in 2015, resulting in a 19% growth in business
volumes (lending, customer funds and securities deposited).
In December Sabadell International Branch (SIB) acquired a
portfolio of banking business worth close to USD 800 million
from Itau Private Banking, giving Sabadell a further boost as a
major private banking player for customers in Latin America.
This acquisition is the Bank's eighth corporate operation in the
region in less than ten years.
In its corporate banking operations SIB continued to expand
into new markets, with 90% of this growth being achieved in
coordination with the Bank's representative offices in Peru and
Colombia.
In the US the Bank, through Sabadell United Bank, continued
its programme of promoting brand awareness among the
market segments it serves. The campaign was specifically
targeted at professional people and entrepreneurs, as well as
high net worth individuals, to whom it provides private banking
and wealth management services through its Sabadell Bank
and Trust division (SB&T). Thanks to these efforts, in 2016
SB&T was awarded a prize by the Daily Business Review as
Best bank for wealth management in the south of Florida.
Elsewhere in the Americas region, implementation of the Triple
plan continued with actions started in 2014 and 2015 to
establish a strong base for Sabadell Capital, a Mexican multipurpose financial company ("SOFOM") engaging in the
businesses of corporate banking and structured finance.

28

BancoSabadell
In continuation of the Group's strategy of expansion in Mexico,
in late 2015 a banking licence was obtained authorising
Banco Sabadell to establish itself in that country. In January
2016 the Bank commenced trading, concentrating initially on
financial services for business banking.

Asset transformation

The Asset Transformation unit manages
the Group's abnormal risk and real
estate exposure across all its
businesses, and it sets and implements
the strategy with regard to real estate
investees, including notably Solvia.

The approach to abnormal risk and real estate exposure is to
develop an asset transformation strategy based on a
comprehensive vision of the Group's real estate portfolio with
the goal of maximising its value. During the year the Asset
Transformation and Industrial and Real Estate Holdings
division continued to plan and implement improvements to the
asset transformation strategy developed over the preceding
years with the primary aim of making troubled asset recovery
and transformation processes more effective and maximising
any possible recovery in value, either by efficient management
or, if likely to be a better option, by divesting the assets. A
policy to deal with loan defaults was drawn and is reflected in
the following action guidelines:
Default prevention by developing early warning indicators so
that pre- default action can, to the extent possible, be taken at
an earlier stage and suitable alternative measures put in place
to reduce new cases of default.
Specialisation, that is, specialised account managers working
on specific segments of the loan portfolio, so that solutions are
arrived at on a case- by-case basis and value preservation is
optimised.
Productivity, for example by developing ad hoc default
management tools, forming dedicated teams and improving
the procedures for increasing productivity and efficiency in the
management and transformation of troubled assets.
Streamlining the recovery process through a segment-based
approach to problematic loan portfolios so as to minimise
potential losses.
To perform its function of implementing the above strategy,
the Asset Transformation business unit is split among the
Bank's various departments and divisions, where it scrutinises
each stage of the recovery process and of the administration,
management and transformation of any troubled assets,
making use of its experience and specialist knowledge of the
different parts of the process. This organisational structure
has evolved and been adapted over the years to respond more
effectively to the needs and priorities inherent in the asset
transformation process. It has proved to be effective, as
reflected in a continuous and gradual reduction in the Group's
doubtful or problematic accounts over the last few years. It is
structured into the following divisions, each focusing on a
different part of the process.
The following divisions are involved in the loan loss recovery
and default management process:
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The Default Prevention and Management Division is primarily
responsible for the practical implementation of policies and
decisions on managing abnormal credit risk and seeking an
amicable arrangement with the customers involved, where this
is the best way of resolving the case. Special care is always
taken in handling any risk of social exclusion that could arise
in these situations.
The Recovery Division covers the areas of external debt
collection, insolvency and legal proceedings. Its mission is to
optimise the credit risk management/recovery process by
means of external or dispute resolution procedures, where an
amicable settlement is not sufficient or is considered
inappropriate.
The Corporate Loan Restructuring Division specialises in
dealing with issues surrounding the recovery of corporate,
property and developer loans and focuses on loan
restructuring, recovery and loss minimisation within that
borrower category.
The Business Intelligence, Management Control and Asset
Protection Scheme Division is a Group-wide servicing unit
tasked with optimising and continually improving the Group's
recovery processes and overseeing the management of those
processes. Its responsibilities include the handling and use of
existing information on the Group's troubled assets in order to
assist decision-making by the Group on different balance
sheet transformation options.
The Sabadell Real Estate and Institutional Markets Division is
charged with handling the Group's real estate exposures and
the transformation of those exposures on a Group-wide basis
with the aim of reducing them and maximising their value. A
special section within the division has responsibility for
structuring loans and planning sales processes aimed at
institutional and wholesale investors.
Throughout 2016, in all actions taken by the Bank to recover
payment arrears, the Bank adopted a proactive approach in
handling mortgage default situations where the mortgaged
property was the borrower's usual residence, and looked for
solutions that did not involve court proceedings or, in any
circumstances, eviction. For example, a total of 3,042 cases
resulted in "datio in solutum" settlements with an aggregate
value of €479 million. As a consequence of its policy of
offering alternative accommodation to customers at risk of
social exclusion and involved in mortgage foreclosure or "datio
in solutum" proceedings, the Bank has a stock of nearly 6,600
homes to be let out at reduced rents, including the homes
contributed to the Social Housing Fund.
In 2016, properties worth €3,107 million were sold or
otherwise disposed of, with the result that for the first time the
objective of having a lower number of properties than at the
beginning of the year was achieved, showing that the real
estate market is now on an upward trend which is likely to
continue in 2017. It is especially significant that property sales
within the real estate sector (building sites, vacant land and
completed non-residential buildings) were higher than in
previous years, standing at 112% of the figure at the close of
the previous year. This suggests that the revival of the sector is
being experienced not only by the end-user or the small
investor, but that we are seeing an upturn in business
investment fuelled by shortages of properties in certain areas.
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To take advantage of this revival, enhancements were made to
the sales channel for properties of this type.

26.050

24.758

Sales to real estate investors and of big-ticket assets
continued to be made throughout the year and are expected to
continue in the coming year.

7,433M€
21.579

8.096
8.848

18.617
9.234

Problematic assets have consolidated their steady rate of
decline, driven by real estate asset foreclosures, which
have experienced a continuous decline throughout the
year for the first time.

9.035

17.954

15.910
12.344
9.583

Doubtful balances
Foreclosed assets

2013
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2014

2015

2016
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2.4 Own Funds key figures
Figure 2. Capital and Risk in Banco Sabadell Group.
Regulatory capital ratio.
13,74%

12,79%
T2 1,36%

T2 1,80%

CET1
11,43%

CET1
11,94%

2015
(Phase-In)

2016
(Phase-In)

Eligible capital (€ million)*

Own funds requirements (€ million)*

11.435

11.820

2015

2016

6.975

6.882

2015
(Grupo BS)

2016
(Grupo BS)

* Ratios calculated applying a gradual (transitional) schedule for the implementation of Basel III capital requirements are called phase-in
ratios. Fully-loaded ratios are ratios calculated based on the full application of the final standard, i.e. not subject to phase-in
implementation.
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Breakdown of Own Funds Requirements by risk type.

Operational
risk
9,24%

Credit
valuation
adjustment
risk
0,29%

Market risk
0,78%
Credit risk
89,68%

Own funds requirements by geography*.

North America
2,13%
IberoAmerica
2,75%
Rest of EU
5,42%

United
Kingdom
14,71%

Own funds requirements by segment*.

Retail SMEs
5,10%

Other OECD
0,79%
Rest of the
world
0,08%

Spain
74,12%

* Own funds requirements to cover credit risk broken down by geography
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Corporate SMEs
14,09%
Mortgage
loans
22,76%
Loans
3,99%

Other Retail
4,09%

Public
sector
1,96%

Retailers and
Sole
Proprietors…
Corporates
19,62%
Financial
institutions
2,80%
Others
24,29%

* Own funds requirements to cover credit risk broken down by segment
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Leverage ratio, under phase-in scenario*

Leverage ratio, under fully-loaded scenario*

4,73 %

4,74 %

CET1 capital ratio, under fully-loaded scenario*

11,95 %

* Ratios calculated applying a gradual (transitional) schedule for the implementation of Basel III capital requirements are called phasein ratios. Fully-loaded ratios are ratios calculated based on the full application of the final standard, i.e. not subject to phase-in
implementation.
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3. Scope of application
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3.1 Introduction
This report applies to the consolidated group of credit
institutions that form part of Banco Sabadell Group for the
purpose of implementing European regulations currently in
force regarding the calculation of own funds (also calculated
for prudential and solvency purposes).
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

3.1.2

Differences in the basis of consolidation for
accounting and prudential purposes

The differences between the consolidated group of credit
institutions for prudential purposes, and the group of credit
institutions in accountancy terms, make up two different bases
of consolidation known as private scope and public scope
respectively.
As stated in Part 1, Title II, Chapter 2 of the CRR and in section
3 of the 3rd Regulation of Bank of Spain Circular (BSC)
4/2004 and successive amendments 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, 5/2014,
3/2015, 4/2015, 4/2016 and 7/2016 (jointly referred to
hereafter as Accounting Circular) they mainly differ in that the
private scope of consolidation takes into account:


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

Credit institutions.

–

Investment service firms.

–

Investment firms, as defined in Article 9 of Law
35/2003 of 4 November 2003 on Collective
Investment Undertakings.

–

Managing companies of collective investment
institutions, managing companies of pension funds
and managing companies of mortgage securitisation
or asset securitisation funds, whose corporate
objective is the administration and management of
the aforementioned funds.
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Venture capital firms and venture capital fund
management firms.

–

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

–

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



Similarly, special purpose entities whose business
activities involve extending one or more consolidated
financial institutions, or which consist primarily in
providing ancillary services to said entities, shall also be
deemed to be fully consolidated.



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

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.

–

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 primary 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:


It possesses the majority of voting rights.



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



It can exercise the majority of voting rights, under
agreements reached with other partners.



It has appointed the majority of members of the
governing body, solely through the 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 financial years. This shall
not lead to its consolidation if the institution whose
governors 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,
in the case of Banco Sabadell Group, there are certain
differences between the two scopes of consolidation.
Specifically, this has resulted in the full incorporation into
public financial statements of the following institutions using
the private equity method:

35

BancoSabadell

Table 2.

Banco Sabadell Group companies at 31 December 2016, fully incorporated into public financial statements using the
private equity method.

Company name

Shareholding (%)*

AC Dos Lerida, S.L.U.
AC Dos Malaga,S.L.U.
Acteón Siglo XXI, S.A.U.
Assegurances Segur Vida, S.A.U.
Compañía de Cogeneración del Caribe Dominicana, S.A.
Creativ Hotel Catarina, SA.
HI Partners Holdco Gestión Activa, S.L.U.
HI Partners Holdco Value Added, S.L.U.
HIP Francia 184, S.L.U.
Hotel Atocha 49, S.L.U.
Hotel Autovía del Mediterráneo 165, S.L.U.
Hotel Avenida Rhode 28, S.L.U.
Hotel Calle de los Molinos 10, S.L.U.
Hotel Calle Mayor 34, S.L.U.
Hotel Carretera de Taull, S.L.U.
Hotel Carretera N 632, S.L.U.
Hotel Cavall de Mar 25, S.L.U.
Hotel Héroe de Sostoa 17, S.L.U.
Hotel Investment Partners, S.L.
Hotel Jardín Tropical, SLU
Hotel Malaga Palacio S.A.U.
Hotel María Tarrida 6, S.L.U.
Hotel Mirador del Valle, S.L.U.
Hotel Paseo Marítimo 80, S.L.U.
Hotel SA Torre Mallorca, S.L.
Hotel Value Added Primera, S.L.U.
Mediterráneo Vida, S.A.U. de Seguros y Reaseguros
Viacarla Inversiones, S.A.U.
Xeresa Golf, SA

100,00
100,00
100,00
50,97
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
80,00

Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation

* Indirect plus direct shareholding

3.1.2.1

Entities eligible for deduction from CET1 items

The following table shows investments in financial entities
which are deemed to be consolidated given their business
activity, in accordance with the definition of ‘financial sector
entity’ as stated in Article 3(27) and Article 43 of the CRR, but
which are not fully incorporated into the public and private
scopes of consolidation. The institution’s investment in such
entities exceeds 10% of the investees’ capital and can be
directly deducted from the institution’s CET1 items provided

Table 3.

that they exceed the thresholds set forth in Article 48 of the
CRR. Currently, the significant investments in financial sector
entities, including insurance undertakings, that are shown in
Table 4, are not directly deducted from own funds but are riskweighted at 250% and included in the calculation of own funds
requirements.

Banco Sabadell Group companies at 31 December 2016, incorporated using public and private equity methods whose
shareholding exceeds 10%.

Company name
Diana Capital, S.G.E.C.R., S.A.
Financiera Iberoamericana, S.A.
Murcia Emprende, S.C.R. De R.S., S.A.
Sociedad De Cartera Del Vallés, S.I.C.A.V., S.A.

Shareholding*

Public and private scope

20,66%
50,00%
28,70%
47,87%

Investee
Investee
Investee
Investee

* Indirect plus direct shareholding
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The following table lists the institution’s investments in
insurance and reinsurance undertakings, and in institutions
whose primary activity involves acquiring holdings in insurance
undertakings, as described in the Spanish Capital Companies
Act or in which the institution holds, directly or indirectly, 10%

Table 4.

or more of the voting rights or capital of the investee, for which
reason they are considered financial sector entities for
prudential purposes pursuant to Article 3 of the CRR, and can
be deducted from CET1 items, as explained previously:

Banco Sabadell Group companies at 31 December 2016, owned by the insurance group, incorporated using the
private equity method.
Shareholding*

Public scope of
consolidation

Private scope of
consolidation

Assegurances Segur Vida, S.A.

50,97%

Full consolidation

Investee

BanSabadell Seguros Generales, S.A. de Seguros y Reaseguros

50,00%

Investee

Investee

BanSabadell Vida, S.A. de Seguros y Reaseguros

50,00%

Investee

Investee

100,00%

Full consolidation

Investee

Company name

Mediterráneo Vida, S.A.U. de Seguros y Reaseguros**
* Direct plus indirect shareholding
** Classfied under both scopes as non-current asset held for sale

Banco Sabadell Group has considered it expedient to adopt
the recommendations put forth by, amongst others, the EDTF
(Enhanced Disclosure Task Force). The reconciliation between
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the public and private balance sheets is shown, with a brief
explanation of the differences between them.
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Table 5.

Reconciliation between balance sheets in the public and private scope of consolidation.
Public scope

Private scope

Differences

11,688,250
3,484,221
34,827
18,718,339

11,682,027
3,484,221
18,718,339

6,223
34,827
-

Loans and receivables
Held-to-maturity investments
Derivatives – Hedge accounting
Fair value changes of the hedged items in portfolio hedge of interest rate risk
Investments in joint ventures and associates
Assets under insurance and reinsurance contracts
Tangible assets
Intangible assets
Tax assets
Memorandum item: Deferred tax assets
Other assets
Non-current assets and disposal groups classified as held for sale

150,384,445
4,598,190
535,160
965
380,672
4,475,600
2,135,215
7,055,876
6,775,337
4,437,265
4,578,694

150,661,384
4,598,190
535,160
965
488,115
4,106,658
2,133,025
7,043,993
6,765,715
4,436,738
2,444,877

-276,939
-107,443
368,942
2,190
11,883
9,622
527
2,133,817

Total assets
Data at 31/ 12/ 2016, in thousand euro

212,507,719

210,333,692

2,174,027

Public scope

Private scope

Differences

1,975,806

1,975,806

-

-

-

-

192,011,024

192,097,098

-86,074
-

C ash and cash balances at central banks and other demand deposits
Financial assets held for trading
Financial assets designated at fair value through profit or loss
Available-for-sale financial assets

Financial liabilities held for trading
Financial liabilities designated at fair value through profit or loss
Financial liabilities measured at amortised cost
Derivatives – Hedge accounting

1,105,806

1,105,806

Fair value changes of the hedged items in portfolio hedge of interest rate risk

64,348

64,348

-

Liabilities under insurance and reinsurance contracts

34,836

-

34,836

Provisions

306,214

305,656

558

Tax liabilities

778,540

776,172

2,368

542,265

541,538

727

-

-

-

934,801

931,331

3,470

2,213,368

2

2,213,366

199,424,743

197,256,219

2,168,524

12,926,166

12,926,166

-

107,142

107,142

-

49,668

44,165

5,503

Memorandum item: Deferred tax liabilities
Share capital repayable on demand
Other liabilities
Liabilities included in disposal groups classified as held for sale
Total liabilities
Ow n funds
Accumulated other comprehensive income
Minority interest (minority interest)
Total equity
Total liabilities and equity

13,082,976

13,077,473

5,503

212,507,719

210,333,692

2,174,027

Data at 31/ 12/ 2016, in thousand euro

The differences between the public and private scope of
consolidation can be explained by the method of consolidation
of certain Group companies, in line with current regulations.
The most significant differences in terms of assets and
liabilities mainly correspond to:




Liabilities included in disposal groups classified as held for
sale (Liabilities) in the public scope of consolidation, whilst
in the private scope they have been consolidated using the
equity method, and are presented as non-current assets
held for sale.

The acquisition of the company Mediterráneo Vida, S.A.U.
de Seguros y Reaseguros, which has been fully integrated
into the public scope of consolidation and is presented as
a non-current asset held for sale in the private scope of
consolidation.
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3.1.3

Variations throughout the period

The following tables show the business combinations,
acquisitions and sales which best represent business
operations and capital stocks in other institutions

Table 6.

(subsidiaries, joint ventures and/or investments in associates)
carried out by the Group in 2016.

Changes to the Banco Sabadell Group scope of consolidation: additions during the period.

Name of acquired or merged undertaking (or field of
activity)
Rubí Gestión, S.L.U.
Aurica IIIB, Soc de Capital Riesgo, S.A.
Hotel Value Added Primera, S.L.U.
Parque Eólico Los Ausines, S.L.
Duncan 2016 -1 Holdings Limited
Hotel Carretera N 632, S.L.U.
Hotel Paseo Marítimo 80, S.L.U.
Gate Solar Gestión, S.L.
HI Partners Starwood Capital Holdco Value Added, S.L.U.
TSB Covered Bonds Holdings Limited
Acteon Siglo XXI, S.A.
Creativ Hotel Catarina, S.A.
Hotel Jardín Tropical, S.L.
Hotel SA Torre Mallorca, S.L.
Aurica III, Fund de Capital Riesgo
Empire Properties Spain, S.L.
Malbrouck, S.I.C.A.V.
Sabadell Information Systems Limited
VeA Rental Homes SOCIMI, S.A.
AC Dos Lerida, S.L.U.
AC Dos Malaga S.L.U.
Hotel Malaga Palacio S.A.U.
Puerto de Tamariu, A.I.E.
Xeresa Golf, S.A.

Category

Subsidiary
Subsidiary
Subsidiary
Associate
Subsidiary
Subsidiary
Subsidiary
Associate
Associate
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary

Effective
date of
transaction

Amount
paid

31/01/2016
29/02/2016
29/02/2016
29/02/2016
31/03/2016
31/03/2016
31/03/2016
31/03/2016
31/03/2016
15/05/2016
31/07/2016
31/07/2016
31/07/2016
31/07/2016
30/09/2016
30/09/2016
30/09/2016
30/09/2016
30/09/2016
31/10/2016
31/10/2016
31/10/2016
05/12/2016
31/12/2016

3
756
3
2.282
1
3
3
1.860
117
1
11.030
42.400
71.500
13.519
2.041
49.607
16.679
332
5.000
2.290
22.985
1
24.300

Acquired
Total voting
Type of
voting
rights shareholding
rights
100,00%
63,00%
100,00%
50,00%
100,00%
100,00%
100,00%
50,00%
30,00%
100,00%
100,00%
100,00%
100,00%
100,00%
61,31%
100,00%
99,99%
100,00%
100,00%
100,00%
100,00%
100,00%
100,00%
80,00%

100,00%
63,00%
100,00%
50,00%
100,00%
100,00%
100,00%
50,00%
30,00%
100,00%
100,00%
100,00%
100,00%
100,00%
61,31%
100,00%
99,99%
100,00%
100,00%
100,00%
100,00%
100,00%
100,00%
80,00%

Direct
Indirect
Indirect
Indirect
Indirect
Indirect
Indirect
Direct
Indirect
Indirect
Indirect
Indirect
Indirect
Indirect
Indirect
Direct
Direct
Direct
Direct
Indirect
Indirect
Indirect
Direct
Indirect

Method

Full Consolidation
Full Consolidation
Full Consolidation
Equity method
Full Consolidation
Full Consolidation
Full Consolidation
Equity method
Equity method
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation
Full Consolidation

Data in thousand euro
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Table 7.

Changes to the Banco Sabadell Group scope of consolidation: removals during the period.

Name (or field of activity) of divested, divided or removed
entity

Category

Effective
date of
transaction

Divested
voting rights

Total voting
rights after
divestment

Resulting
profit/loss

Type of
shareholding

Method

Activos Valencia I, S.A.U. en liquidación (b)
Parque Eólico Loma del Capón, S.L.U. (a)
Energías Renovables Sierra Sesnández, S.L. (a)
Sistema Eléctrico de Conexión Valcaire, S.L. (a)
Parque Eólico Magaz, S.L. (a)
Torre Sureste, S.L. (b)
Fomento de la Coruña, S.A.U. (a)
Gate Solar, S.L. (d)
Blue-Lor, S.L. (b)
Dexia Sabadell , S.A. (a)
Solvia Actividades y Services Inmobiliarios, S.A.U. (b)
Mirador del Segura 21, S.L. (b)
Vistas del Parque 21, S.L. (b)
CAM Capital, S.A.U. (b)
Cantabria Generación, S.L.U. (b)
Sabadell Asia Trade Services, S.L.. (b)
Proteo Banking Software, S.L.U. (b)
Easo Bolsa, S.A. (b)
Desarrollo Y Ejecución Urbanística Del Mediterráneo, S.L. (b)
Gest Galinver, S.L. (b)
Herrero Internacional Gestión, S.L.U. (b)
Procom Residencial Rivas, S.A.U. (b)
Simat Banol, S.L.U. (b)
Bajo Almanzora Desarrollos Inmobiliarios, S.L. (b)
Intermas Nets, S.A. (a)
Promociones E Inmuebles Blauverd Mediterráneo, S.L.U. (b)
Aviones Carraixet CRJ-200 Ii A.I.E. (b)
Aviones Portacoli CRJ-200 Iii A.I.E. (b)
Aviones Turia CRJ-200 I, A.I.E. (b)
Ballerton Services, S.L.U. (b)
Eólica De Valdejalón, S.L. (a)
Épila Renovables, S.L. (a)
Mursiya Golf, S.L. (a)
Promociones Y Financiaciones Herrero, S.A. (b)
Delta Swing, S.A.U. (b)

Subsidiary
Subsidiary
Associate
Associate
Associate
Associate
Subsidiary
Associate
Associate
Associate
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Associate
Associate
Subsidiary
Associate
Associate
Associate
Subsidiary
Subsidiary
Subsidiary
Associate
Subsidiary
Subsidiary

31/01/2016
29/02/2016
29/02/2016
29/02/2016
29/02/2016
29/02/2016
31/03/2016
31/03/2016
31/03/2016
30/04/2016
31/05/2016
31/05/2016
31/05/2016
31/05/2016
30/06/2016
30/06/2016
30/06/2016
30/06/2016
31/07/2016
31/07/2016
31/07/2016
31/07/2016
31/07/2016
31/07/2016
31/07/2016
31/08/2016
30/09/2016
30/09/2016
30/09/2016
30/11/2016
30/11/2016
30/11/2016
15/12/2016
16/12/2016
31/12/2016

100,00%
100,00%
40,00%
46,88%
49,00%
40,00%
100,00%
50,00%
27,62%
20,99%
100,00%
100,00%
100,00%
100,00%
100,00%
100,00%
100,00%
100,00%
100,00%
100,00%
100,00%
100,00%
100,00%
39,14%
20,00%
100,00%
25,00%
25,00%
25,00%
100,00%
50,97%
51,00%
49,70%
100,00%
100,00%

0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%
0,00%

-1.233
-517
-61
-37
-7
6
47.891
-6
32
30
243
8
-152
3
15
-48
206
2
450
409
150
179
185
-22
-2
-74
-313
-10

Indirect
Indirect
Indirect
Indirect
Indirect
Indirect
Indirect
Direct
Indirect
Direct
Direct
Indirect
Indirect
Direct
Direct
Direct
Direct
Direct
Indirect
Indirect
Indirect
Indirect
Indirect
Indirect
Indirect
Indirect
Direct
Direct
Direct
Indirect
Direct
Direct
Indirect
Direct
Indirect

Full consolidation
Full consolidation
Equity method
Equity method
Equity method
Equity method
Full consolidation
Equity method
Equity method
Equity method
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Equity method
Equity method
Full consolidation
Equity method
Equity method
Equity method
Full consolidation
Full consolidation
Full consolidation
Equity method
Full consolidation
Full consolidation

Data in thousand euro.
(a) Removals from scope of consolidation due to sale of stakes held.
(b) Removals from scope of consolidation due to dissolution and/or liquidation.
(c) Removals due to mergers.
(d) Removals due to loss of significant influence.
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3.1.3.1

Major changes

3.1.5

Associates and subsidiaries consolidated for the first time
No significant associates or
consolidated for the first time.

subsidiaries

have

been

Associates and subsidiaries no longer consolidated
On 13 April 2016, Banco Sabadell transferred its full holding
(20.994% of its share capital) in Dexia Sabadell, S.A. to Dexia
Crédit Local, S.A. (Dexia), at a price of €52,390 thousand,
representing gross gains for Banco Sabadell in the same
amount, under the terms ratified by the arbitration award.
This transfer was the result of Banco Sabadell exercising its
put option on 6 July 2012 to Dexia, holder of the remaining
share capital of the above-referred institution.
The transfer of shares by Banco Sabadell and their acquisition
by Dexia occurred after having sent the relevant
communications to the corresponding regulatory authorities.

3.1.4

Possible material, practical or legal
impediments to the transfer of own funds

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

There are no subsidiary undertakings outside of the
consolidated Group whose own funds are below the minimum
requirements set forth in applicable regulations.

3.1.6

Exemptions from these requirements

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


Sabadell Consumer Finance, E.F.C., S.A. (formerly,
BanSabadell Fincom, E.F.C., S.A.)



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

The Group has proven its fulfilment of the requirements
detailed in Article 7 of the CRR, including the negligible
materiality of third party risks with these subsidiaries
compared with the risks of the Group.

There are no current or foreseen material, practical or legal
impediments to the prompt transfer of own funds or to the
repayment of liabilities between subsidiaries and their parent
undertaking.
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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”’.
Banco Sabadell Group has a Risk Appetite Framework which
identifies the most significant risks to which the Group is
exposed: credit risk, operational risk, market risk, structural
interest rate risk and liquidity risk, in terms of their relative

importance, measured in terms of capital, which is an indicator
of the eventual unexpected losses that each risk could entail
with a sufficiently high level of certainty.
The Risk Appetite Framework also includes Tax Risk and
Compliance Risk.
The improvement in the Group’s fundamentals is reflected in
the generalised upgrade in ratings allocated by credit rating
agencies.

Figure 3. Main indicators of the Banco Sabadell Group risk profile, at 31/12/2016.

Lending: breakdown of exposure by segment.

Public
sector
21,29%

Retailers
and Sole
Proprietors
1,53%

Other Retail
3,18%

Lending: Loan loss ratio.

Corporates
10,44%
Financial
institutions
2,47%

Others
9,54%

6,14%

Loans
1,83%

Retail SMEs
6,21%
Corporate
SMEs
9,90%

Mortgage loans
33,61%

Operational: breakdown of losses by risk type over the last Operational: breakdown of losses by risk type over the last 5
year.
years.

Execution,
delivery and
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processes
60,06%

Internal
fraud
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Business
incidents and
systems
failures
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External
fraud
5,18%
Work
relationships and
workplace safety
0,50%
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products and
business practices
27,63%
Damages to
tangible assets
6,14%

Execution, delivery
and mgmt. of
processes
46,34%

Business incidents
and systems
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0,37%
Damages to
tangible assets
5,92%

Internal
fraud
1,32%

External
fraud
7,28%
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relationships and
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business
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Market risk: VaR of trading book during the last year (€).
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Liquidity: Loan to Deposit (LTD) ratio.

Liquidity: Liquidity Coverage Ratio (LCR).

Leverage Ratio, under phase-in scenario.

For further information regarding the institution’s risk
profile and risk management, refer to the ‘Risk
Management’ section in the Annual Report, available on
the corporate website under the subheading ‘Annual
Reports’ under ‘Financial Information’ in the ‘Shareholder
and Investor Information’ section.
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4.1.2

Improvements to the risk profile in 2016

The Group’s risk profile during 2016 has improved in five
fundamental aspects:

4.1.2.2



In 2016 the three agencies that assessed the credit quality of
Banco Sabadell were S&P Global Ratings, Moody’s Investors
and DBRS. The table below shows the current ratings, and the
last date on which they were affirmed.

Internationalisation: following the acquisition of British
bank TSB in 2015, Banco Sabadell Group has continued to
strengthen its international diversification process in 2016,
with a growth in its international exposure of €641 million.
Most of this increase has taken place in regions such as
the UK, the US and Mexico. This increases the weight of the
Group’s international portfolio to 32% of its credit portfolio.



Concentration: reduction of both individual and sector-wide
concentration risk.



Price discrimination: Improvements have been made to the
risk-adjusted pricing system with a process for allocating
costs, risk and capital at the transaction level, ensuring the
oversight of risk-adjusted pricing and incurred expenses.





Reduction of problematic risk: intensive reduction of
problematic assets, in excess of €2,960 million during
2016, resulting in a higher growth than that considered in
the targets set forth in the Triple strategic plan.
Establishment of specific management frameworks for
each portfolio and continuous improvements in the
management of credit risk.

The improvement in the Group’s fundamentals, particularly in
terms of risk, is reflected in the overall improvement of the
rating of the bank's senior debt by credit rating agencies in
2016.

4.1.2.1

Stress tests

As part of the Supervisory Review and Evaluation Process
(SREP), as the final results are used as an additional variable
with which the ECB can set minimum capital requirements for
each of the entities supervised in July 2016, the results of the
stress test carried out by the European Banking Authority,
together with the European Central Bank have been published.
It should be noted that this year assumptions were more
demanding than in 2014, but even so the stress test concluded
that in the most adverse scenario contemplated, Banco
Sabadell Group would have a phase-in Common Equity Tier I
capital (CET1) ratio of 8.19%, and a fully-loaded capital ratio of
8.04% in 2018, evidencing the Group's capital strength and its
resilience in the face of very adverse economic circumstances.
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Credit ratings

On 8 August 2016, DBRS Ratings Limited confirmed Banco
Sabadell’s long-term rating at BBB (high) and its short-term
rating at R-1 (low). The resilience of business in Spain is
particularly notable, along with the positive integration of TSB’s
business and the ability of reducing problematic assets at a
faster rate than the average of its competitors. Outlooks remain
stable.
On 2 November 2016, S&P Global Ratings improved the
outlook on Banco Sabadell’s rating to positive (from stable) and
affirmed the BB+ long-term rating and the B short-term rating.
The positive outlook was based mainly on the significant
improvement in asset quality, stronger capital and the
consolidation of the market position in Spain, as well as the
geographical diversity of revenue sources.
On 1 December 2016, Moody’s Investors announced an
upgrade of Banco Sabadell’s deposit rating from Baa3/Prime-3
to Baa2/Prime-2 and those of senior debt from Ba1 to Baa3.
The outlook on both the long-term deposit and senior debt
rating is stable. Moody's Investors stated that the rating action
reflected the improvement in Banco Sabadell's fundamentals,
mainly in terms of risk, due to substantial decline in
problematic assets tending to continue in the following year.
Banco Sabadell met with the three agencies in 2016, and has
addressed subjects such as the Bank’s strategy, TSB’s
performance, results, capital, liquidity, risks and credit quality,
and problematic asset management.

Table 8.

Ratings allocated by credit rating agencies.

Agency
DBRS
S&P Global Rating*
Moody´s**

Date
02.08.2016
02.08.2016
02.08.2016

Long Term Short Term
BBB(high)
R-1 (low)
BB+
B
Baa3/Baa2
P-3/P-2

Outlook
Stable
Positive
Stable

* Copyright Standard & Poor´s, a division of McGraw-Hill Companies, Inc.
** Corresponds to senior debt and deposits, respectively.
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4.2 Risk management and control
During 2016, Banco Sabadell Group has continued to
strengthen its risk management framework by making
improvements in line with best practices in the financial
sector.
Banco Sabadell Group has a clear-cut organisational structure
of risk management and control and clearly defined
responsibilities.

Banco Sabadell Group has a risk culture that is embedded
throughout the Group, with units specialised in the treatment of
risks, guaranteeing the independence of the risk function and a
strong involvement of the Senior Management.
The Board of Directors has defined the following basic
principles related to risk control and management.

Figure 4. Principles of risk management and control in Banco Sabadell Group.

SOLVENCY

Banco Sabadell Group follows a prudent and balanced risk policy to ensure the sustained and
profitable growth of its business activity, 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, and methodologies for measurement,
monitoring and control. In the executive arena, there is a clear segregation of tasks between
business units, where risks originate, and risk control units.

MONITORING AND
CONTROL

Risk management is underpinned by solid, ongoing procedures for checking that risks conform to
predefined limits, with clearly defined responsibilities for identifying and tracking indicators and
early warnings, and an advanced risk assessment methodology.

The Board implements a corporate risk culture through the
Executive Committee, the Risk Committee, the Audit and
Control Committee and the Remuneration Committee and, if
delegated, the Financial Division, the Risk Control Division, the
Risk Management Division, the Asset Transformation and
Industrial and Real Estate Holdings Division and the Internal
Audit Division, in order to ensure the sophistication of risk
governance, management, control and measurement
procedures and their adequate implementation in terms of the
Group’s risks and business operations.

4.2.1

Corporate risk culture

Risks are managed based on the points of view expressed
by each party. Decisions must always be discussed and
resolved by means of an agreement between all parties
involved. This provides a high degree of involvement of the
team in the decision-making process, and contributes
depth and solidity to the judgements.


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



Advanced internal credit rating models that have served as
a fundamental element of decision-making processes for
over 15 years (since 1999 for individuals and since 2000
for corporates). The Group, in accordance with the relevant
best practices, applies said practices in order to improve
the general efficiency of the process. As these models not
only allow borrowers to be organised in ordinal terms but
also provide a basis for a quantitative risk measurement,
they can be used in multiple key management processes:
fine-tuning of the delegation of powers, efficient risk
monitoring, Group-wide risk management, risk-adjusted
returns, the calculation of provisions and the Group's
capital adequacy assessment are just some examples.



The delegation of powers for approving corporate risk
transactions at the various different decision-making
levels is based on the volume of expected losses. As a
general policy in respect of the delegation of powers, the
Bank has opted for a system in which different decisionmaking levels are determined using the Expected Loss

The risk culture of Banco Sabadell Group 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 Committee in the Group, whose
main task is to oversee the management of all significant
risks and to align these with the risk profile defined by the
Group.
A Basic Management Team as a key player in the
acceptance and monitoring of risk. The team has existed
for more than two decades, and is formed of the account
manager on one hand, and the risk analyst on the other.

Pillar III Disclosures

46

BancoSabadell
metric, which takes into account the exposure to credit
risk of the customers’ transactions pending approval as
well as their risk group, expected default rate and
estimated severity of such default.








A rigorous monitoring of credit risk carried out through an
advanced system of early warnings for corporates and
individuals. The risk monitoring at customer and risk group
level can be divided into three types: operational,
systematic and comprehensive. One of the key sources for
this monitoring is the implementation of an early warning
indicator system for both Corporates and Individuals
(started in 2008 and 2011 respectively) which allows
credit risk to be anticipated. These warnings are based on
internal information such as, for example, number of days
in an irregular situation, exceeded invoice discounting
limits, bank guarantees and international credit, as well as
external information, such as customers classed as
defaulters in the rest of the financial system or in
information received from available credit bureaux.
Advanced abnormal risk management model that
strengthens the anticipation and specialised management
of risks. A comprehensive abnormal risk management
model has been implemented which allows the treatment
of risk to be aimed at those situations where default is
most likely (anticipated default, refinancing, collections,
etc.). This comprehensive system uses specific tools
(simulators to help find the best solution on a case-by-case
basis), as well as managers who specialise in the different
segments and who are dedicated exclusively to this task.
Risk-adjusted pricing. The commercial policy in respect of
price management is dynamic, and adapts to the
economic and financial environment of the market
(liquidity premiums, difficulty to access credit, interest rate
volatility, etc.). The cost of financing, structural costs and
cost of risk (expected losses and cost of capital) are taken
into account in order to avoid adverse selection caused by
an inadequate identification of the risk involved. Risk
models are a key element in setting prices and profitability
objectives.
The risk management model is fully integrated into the
Group’s technology platform, so as to allow all policies to
be immediately transferred for daily management: the
policies, procedures, methodologies and models that
make up the risk management model are technically
integrated into the Group’s operational platform. This
element has been particularly relevant in the Group’s
recent acquisitions.



Use of stress testing as a management tool: For years, the
Group has been using an internal tool to conduct stress
tests, working together with internal teams with extensive
experience in carrying out these tests.



Since 2014, Banco Sabadell Group has had a new Risk
Appetite Framework in place which includes, amongst
others, 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.
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4.2.2

Risk Appetite Framework

Banco Sabadell Group has a new Risk Appetite Framework,
which includes, amongst others, the Risk Appetite Statement,
which guarantees control and proactive management of risks
under a strengthened corporate governance framework, which
has been approved by the Board of Directors.
During 2016, the Group has continued to strengthen its control
environment by deploying the Risk Appetite Framework thanks
to the establishment of specific management and control
frameworks intended for the management and control of risks
linked to the financing of certain segments, sectors and
geographies. These frameworks aim to set forth policies, tools
and asset allocation in line with the type of risk and geography,
aligned with the Group’s Risk Appetite Framework.
Furthermore, during 2016 the Group has deployed the Risk
Appetite Framework through RAS metrics specific to each
portfolio, in order to set objectives/limits for monitoring both
existing and new stock, with a particular focus on the latter.

Risk Appetite Statement
The Risk Appetite Framework includes, amongst others, the
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 comprised of quantitative measures which allow an
objective monitoring to be carried out of the achievement of
objectives and established limits, and of a series of qualitative
elements that supplement these measures and govern the
Group’s risk control and management policy.
Banco Sabadell Group has amended its risk appetite
framework to adapt it to the changes in its organisational
structure which have been brought about by its successful
internationalisation. Therefore, with a view to ensuring the
consistency and effective deployment of the Group’s RAS to all
geographies in which it is present, a first level is established
which makes up the Group's RAS, setting overall objectives and
limits, and a second level deploys the objectives and limits of
the first level to different geographical regions.
The structure of the risk management policies and procedures
is the same. There is a general framework of policies for the
entire Group and a separate deployment plan for each
geography, which takes into account the specific aspects of
these geographies and fits them into the general framework.
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Figure 5. Risk Appetite Statement structure in Banco Sabadell Group.
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Basic tier one metrics of the Risk Appetite Statement



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



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



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 variable 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 requires solid and continuous control
procedures to keep risks 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 levels of Capital and Liquidity should be sufficient to
cover the risks accepted by the Group, including in
unfavourable economic scenarios.



There should not be any risk concentration levels that
could significantly compromise own funds.



The objective behind accepting market risk for trading
purposes is to handle the flow of transactions produced by
customers’ operations and to seize market opportunities,
whilst maintaining a position which is in line with the
Group’s market share, risk appetite, capabilities and
profile.



The risk function is independent and closely involved with
Senior Management, thereby guaranteeing a strong risk

The quantitative metrics of the RAS in Banco Sabadell Group
are divided into ten general areas:


Capital and Solvency: level and quality of capital.



Liquidity: liquidity buffers and financing structure.



Profitability: balance between return and risk.



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



Impairment of capital under a stress scenario.



Credit and Concentration: at individual and sector level.



Market Risk.



Operational Risk.



Structural Risks, both interest rate and exchange rate.



Counterparty Risk.

Qualitative elements
As a supplement to these quantitative metrics, the Risk
Appetite Framework also includes certain qualitative aspects:




The general position maintained by the Group with regards
to risk-taking aims to achieve a medium-low risk profile
through the use of a prudent and balanced risk policy that
ensures the profitable and sustainable growth of its
activity, and which is in line with the strategic objectives of
the Group, in order to maximise value creation while
guaranteeing an appropriate level of solvency.
The Board of Directors is committed to risk management
and control procedures: it approves policies, limits,
management model and procedures, as well as
methodologies for risk measurement, monitoring and
control.
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culture which is focused on safeguarding and ensuring an
appropriate return on capital.


The achievement of corporate objectives should be sought
in such a way that is compatible with the legal system at
all times and by applying best practices.



The Group will have the necessary human and
technological resources to monitor, control and manage all
risks that may arise during the course of its activities.



The Group’s remuneration systems should align individual
interests with compliance of the Risk Appetite Framework.

The Group establishes its Control Framework based on the
model of Three Lines of Defence, structured around the
following assignment of responsibilities:


It is responsible for the implementation of corrective
actions to correct any weaknesses in processes and
controls. The core responsibilities attributed to this line
under the control framework are:

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


Risk management policies.



Models.



Tools.



Standards and regulations.



Strategic planning.



Incentives.



Monitoring and reporting.



Pricing.



Communication.



Remediation procedures.

First Line of Defence, consisting mainly of Business Units
and Corporate Centres, among the most noteworthy of
which are the Risk Management Division and the Financial
Division. The first line of defence is responsible for the
management of risks inherent to the bank’s activity,
mainly in the acceptance, monitoring and assessment of
risks and associated processes.



–

Maintaining effective internal controls and performing
risk assessment and control procedures on a daily
basis.

–

Identifying, assessing, controlling and mitigating risks,
following internal policies and procedures and
ensuring that activities are consistent with the bank’s
targets and objectives;

–

Implementing adequate management and oversight
processes to ensure regulatory compliance and which
focus on control errors, inadequate procedures and
unforeseen events.

Second Line of Defence, consisting mainly of:
–

The Risk Control function, which is independent from
the First Line of Defence and is responsible for
assessing, monitoring and controlling the Group’s
significant risks and for providing information about
such risks.

–

The Internal Validation function is responsible for
checking that the models work as expected (for
further details, see page 100: “Internal Validation”)
and that the results obtained from these models are
appropriate to their various uses, both internal and
regulatory.

–

The Compliance, Corporate Social Responsibility and
Corporate Governance Division, which aims to
minimise the possibility of failing to comply with
regulations and ensure that any instances of noncompliance are diligently identified, reported and
resolved and that the appropriate preventive
measures are implemented.

–

The IT Control Division is responsible for identifying
risk situations associated with the use of technology
across all units in the Group that could give rise to
operational or reputation risks for the Group. It also
promotes necessary training and support among the
Group’s units to enable them to resolve risk situations
associated with their scope of responsibility and
actions, and independently transfers any significant
residual risks that have not been covered by the
implemented controls to the Group’s Operational Risk
Division.

Control and monitoring procedures
The RAS is disclosed to the entire organisation through the Risk
Appetite Framework (RAF), which also foresees mechanisms to
oversee and monitor the risk appetite determined by decisionmaking bodies.
The Group therefore has state of the art risk control systems in
place that have been adapted to the activities of the business
areas in which it operates and to its risk appetite. These control
systems are enshrined in procedures for the acceptance,
monitoring, mitigation and recovery of the most significant risks
of the Group.
Based on the results of the monitoring and control mechanism,
a remediation plan is devised for each of the basic metrics. This
plan includes all the conditions set out in the RAS and is
prepared by the main persons and units involved in each
metric.
Similarly, aggregate limits approved in the RAS are applied to
the risk policies and procedures in order to ensure their
efficient use in management.

Organisation of the risk function
The Risk Appetite Framework is part of an updated risk
governance framework in line with both European and Spanish
standards and regulations (specifically, CRR, CRD-IV and its
transposition to Spanish law through Law 10/2014 on
Organisation, Supervision and Solvency of Credit Institutions).
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In general, the Second Line of Defence ensures that the First
Line of Defence is well designed, fulfils its assigned
responsibilities and puts forward suggestions for its continuous
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improvement. The core responsibilities attributed to this Line
under the control framework are:
–

Proposing the Risk Management Framework;

–

Guiding and ensuring the implementation of risk
policies, defining responsibilities and objectives for
their effective implementation.

–



Verifying compliance with regulations applicable to
the Group in the performance of its business
activities.

–

Providing the technological infrastructure for risk
management, measurement and control.

–

Analysing and comparing existing and future incidents
by reviewing available information.

–

Identifying changes in the underlying risk appetite of
the organisation.

–

Working with the management team to develop risk
management processes and controls.

–

Ensuring that the models work as expected and that
the results obtained from them are appropriate to
their various uses, both internal and regulatory.

–

Promoting and pursuing the highest possible levels of
compliance with current legislation and professional
ethics within the Group.

–

Guaranteeing both the operational continuity of
ordinary business activities and the security of the
information on which such activities are based.

As a Third Line of Defence, the Internal Audit function:
–

–

It helps the Group to achieve its objectives by
providing a systematic, disciplined approach to
evaluate the sufficiency and effectiveness of the
organisation’s governance processes and its risk
management and internal control activities.

During 2016, the Group has continued to strengthen its Risk
Control function, reorganising the structure to give it more
independence. Note should be taken of the following:


The supervisory role of the Risk Committee, formed of nonexecutive members of the Board of Directors, and whose
main responsibility is to ensure the adequacy of risks
taken by the Group in terms of the RAS approved by the
Board of Directors.



The Risk Control Division, which monitors and assesses
the most significant risks to ensure that all of the
identified risks are effectively supervised by the various
business units and to guarantee that the Group’s risk
profile is in line with its Risk Appetite Statement at all
times. In 2016 Banco Sabadell Group has strengthened
the role of the Risk Control unit by changing its risk
governance, and now the Risk Control Division reports
directly to Management.



The Internal Audit Division oversees the effective
implementation of risk management policies and
procedures, evaluating the adequacy and efficiency of
control and management activities carried out by each
functional and executive unit. This includes the verification
of the design and effectiveness of the RAS, its alignment
with the supervisory framework and the assurance of its
implementation and subsequent integration within the
Group’s management systems.

Performs an independent and objective verification
and assurance activity, which aims to provide added
value by helping the Group to achieve its objectives.
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Figure 6. Governing bodies and their responsibilities in risk management. *

Delegated Board committees
related to risks
Risk Committee

Executive Committee

Audit and Control
Committee

Remuneration
Committee

Risk profile oversight and
monitoring

Approval of transactions
using delegated powers.
Approval of asset allocation
strategy

Oversight of the efficiency
of internal control, internal
audit and risk management
systems

Oversight of remuneration
policy and its alignment
with the risk appetite
framework

Main committees related to risks
Technical
Risk
Committee

Assets and
Liabilities
Committee

Credit
Operations
Committee

Asset
Operations
Committee

Operational
Risk
Committee

Institutional
Coordination
Committee

Support the
Risk
Committee.
Risk
Management

Management
and oversight of
structural
balance sheet
risk

Approval of
credit operations
using delegated
powers

Approval of
asset operations
using delegated
powers

Management
and oversight
of operational
risk

Guarantee
alignment
between TSB
and Group
policies

* In addition to those shown in the figure, there are other specific models for certain areas such as the Liquidity Committee, the Models Committee and the
Provisions Committee.

Internal Risk Models Governance Framework
The risk assessment also forms part of the control framework
and is established through advanced measurement
methodologies. In this regard, the CRR and CRD IV set forth
requirements relative to internal models to calculate minimum
capital requirements and Bank of Spain Circular 4/2016 sets
forth requirements for the calculation of provisions using
internal models. The basic principle underpinning these
regulations and their implementation in the Bank consists in
drawing up a closer link between own funds requirements and
provisions through the use of internal models, using the real
risks that have been incurred and the expectations of the
possibility of them materialising in the future.
Banco Sabadell is aware that having an advanced methodology
will allow the risks taken to be reliably valued and actively
managed. Banco Sabadell has been authorised to use the IRB
(Internal Ratings Based) approach since 2008 and it promotes
the development of the necessary aspects to complete its risk
measurement systems and the applications deriving therefrom.
The Group has risk control systems in place that have been
adapted to the activities of the various business areas in which
it operates and to the risk profile that it is willing to accept.
These control systems are enshrined in the procedures for the
acceptance, monitoring, mitigation and recovery of the
aforementioned risks and are also monitored.
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The Bank also has a system in place which is made up of three
lines of defence to ensure the quality and oversight of internal
models, as well as a governance process which has been
specifically designed to manage and monitor these models and
to ensure compliance with regulations and the Supervisor’s
instructions.
During 2016, Banco Sabadell Group has strengthened the
management framework of its internal credit risk and
impairment models.
The governance framework of internal credit risk and
impairment models (risk management, regulatory capital and
provisions) is based on the following pillars:


Effective management of changes to internal models.



Recurring monitoring of the environment of internal models.



Regular reporting, both internal and external.



Management tools in internal models.

Some of the main bodies within the governance framework of
internal risk and impairment models include the Models
Committee, which meets on a monthly basis and carries out
internal approval functions, in line with the levels of materiality
of the risks, and monitors internal credit risk models.

51

BancoSabadell
4.3 Management of the Group’s main risks
Risk management and control is embodied in a broad
framework of principles, policies, procedures and advanced
valuation methodologies, forming an efficient decision-making
structure within a risk function governance framework which is
in line with Spanish and European regulations.
The principles, policies, procedures and methodologies
framework is reflected in the document entitled “Banco
Sabadell Group risk policies”, which is revised at least once a
year. The Board of Directors is responsible for its approval. The
document was last updated in January 2017.
For each significant risk, the Group has policies which give
details of the main persons or units involved, their tasks,
specific policies, methods and procedures, as well as control
and monitoring mechanisms. Details are also given of the
organisation of the Risk Function, indicating the roles and
responsibilities of the various divisions and committees with
regard to risks and risk control systems, adapted to the
business units’ activities, including loan and credit granting
functions.

4.3.1

Credit and Concentration Risk

Credit risk arises from the possibility of losses arising from
borrowers defaulting on their payment obligations, as well as
losses of value due to the impairment of the borrowers’
creditworthiness. Country, counterparty and concentration risks
are also considered in this section.
Credit risk exposure is subjected to rigorous monitoring and
control through regular reviews of borrowers’ creditworthiness
and their ability to meet their payment obligations entered into
with the Group, with exposure limits for each counterparty being
adjusted to levels that are deemed to be acceptable. It is also
normal practice to mitigate exposure to credit risk by requiring
borrowers to provide collateral or other security to the bank.
The Board of Directors grants powers and discretions to the
Executive Committee to allow the latter to delegate
responsibilities to different decision-making levels. The
implementation of authority thresholds on credit approval
management systems ensures that powers delegated at each
level are linked to the expected loss calculated for each
business loan or other transaction that is requested.
To optimise the business opportunities provided by each
customer and to guarantee an appropriate degree of security,
responsibility for both risk acceptance and for the monitoring of
risks is shared between the relationship manager and the risk
analyst, who by maintaining effective communication are able
to obtain a comprehensive view of each customer’s individual
circumstances.
The relationship manager monitors the business aspect
through direct contact with customers and by handling their
day-to-day banking, while the risk analyst takes a more systembased approach making use of his/her specialised knowledge.
The implementation of advanced methodologies for managing
risk exposures (adapted to the New Basel Capital Accord
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(NBCA) and industry best practices) also benefits the process in
ensuring that proactive measures can be taken once a risk has
been identified. Of vital importance in this process are rating
tools such as credit rating for corporate borrowers and credit
scoring for retail customers, as well as early warning indicators
for monitoring risk.
The analysis of indicators and early warnings, in addition to
rating reviews, allows an integrated and continuous
measurement to be made of the level of the accepted risk. The
establishment of efficient procedures to manage performing
loans also benefits the management of past-due loans by
enabling a proactive policy to be devised based on a
preliminary identification of any cases with propensity to
default.
The early warnings system allows an integrated measurement
to be made of the level of the risk taken and allows it to be
transferred to recovery management specialists, who will
determine the different types of procedures that should be
applied. Groups and categories are established for loans in
excess of a certain limit and based on the predicted default
rates, to allow them to be managed separately. These warnings
are additionally managed by the business manager and the risk
analyst. Policies for these risks are set out, 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 and
transactions:

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

Scorings
In general, 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.
In geographies in which scoring takes place, the latter is divided
into two types:


Reactive scorings: used to evaluate applications for loans
and other transactions before awarding them. Once all of
the data relating to the transaction has been entered, the
system calculates a result based on the estimated debt
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capacity, financial profile and, if applicable, the level of
pledged assets.


Performance scorings: the system automatically classifies
customers based on information regarding their activity
and on each product which they have acquired. These
scorings are mainly used in: the granting of transactions,
setting (authorised) overdraft limits, advertising
campaigns, monitoring and segmentation of claims and/or
repayment procedures.

Warning tools
In general, Banco Sabadell Group has a system of early
warnings in place, comprised of both individual warnings and
advanced early warning models, for both the Corporates
segment and the Individuals segment. These early warnings are
based on indicators obtained from available sources of
information (rating or scoring, customer files, balance sheets,
CIRBE (Bank of Spain Central Credit Register), industry
information, operational information, etc.). They measure the
risk presented by the customer on a short-term basis (predicted
propensity to default), obtaining a high level of predictability to
detect potential defaulters. The rating, which is obtained
automatically, is one of the basic input data used when
monitoring the risk of corporates and individual customers.
This warnings system offers:


More effective monitoring of customers with the lowest
rating (different cut-off points for each group).



Actions to be taken in advance 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 evaluated by the Basic
Management Team.

about the situation of the customer in question. The Group
continuously searches for the most efficient method of ensuring
repayment of as much of the loan as possible whilst also
opting, if necessary, to use external management systems with
support from firms that specialise in this type of managerial
activity. The institution shall even consider, if necessary,
implementing a mechanism to transfer the debt, if the cost
associated with this mechanism is less than that associated
with a different option which could result in additional losses.
Each geography has its own circuit in place to manage
abnormal risk, which takes into consideration the situation of
each customer, their segment and the applicable legislation in
each region.
Furthermore, the Group has a divestment action strategy for its
acquired real estate assets, which is used to accelerate the
development of real estate properties whilst minimising losses.

Concentration risk
Concentration risk refers to exposures that can potentially
generate losses large enough to threaten the institution's
financial solvency or the viability of its ordinary business
activity. Concentration risk is organised into two basic subtypes:


Individual concentration risk: imperfect diversification of
idiosyncratic risk in portfolio due to its small size or to very
large exposure by specific clients.



Sector concentration risk: imperfect diversification of
systematic risk components in the portfolio. Such
concentrations may occur in particular sectors or
geographical regions, for example.

Banco Sabadell has a series of specific tools and policies to
ensure efficient management of concentration risk:

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



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



Individual limits for risks and customers considered to be
significant, which are established by the Executive
Committee.



A structure of delegation which requires relevant customer
transactions to be approved by the Credit Operations
Committee, or even by the Executive Committee.

Abnormal risk management

Counterparty Risk

Banco Sabadell Group has a management model in place to
manage abnormal risk in the impaired assets portfolio. The
purpose of managing abnormal risk is to identify the best
solution for the customer when they first show symptoms of
impairment, whilst reducing the entry into default of customers
with economic difficulties, ensuring a smooth and consistent
management across the different phases.

Counterparty risk is defined as the credit risk on financial
market transactions that is undertaken with other financial
institutions. It arises from financial trades, involving both cash
(where the risk amount is comparable to the transaction's
nominal amount) and derivatives not traded in organised
markets (whose amount is less than the notional value, in the
vast majority of cases).

The most notable aspect of the collection and recovery
management process is its adaptability to the type of
debt/segment of the borrower and how long they have been in
arrears. For this reason, the organisational structure of the
specialists involved in the collection and recovery process is
particularly important, as is the availability of an adequate
information system that helps them in their coordination
activities and gives them permanent access to information

The counterparty risk management culture is aligned with the
business strategy, and seeks at all times to ensure value
creation while maintaining a balance between return and risk.
For this purpose, criteria have been established for supervising
and tracking counterparty risk deriving from activity in the
financial markets so as to ensure that the Group can carry out
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its business activity within the risk thresholds established by
Senior Management.

by the Bank to provide services to its customers as well as
discretionary proprietary positions.

Actions have been taken by the Group to facilitate the
implementation of a sound risk culture led by the highest level
of responsibility within the Group and which involves the entire
organisation, from Management itself to the business units
taking the risks.

It may also arise simply due to maintaining overall balance
sheet positions (also known as structural positions) that in net
terms are left open. In the latter case, the Group uses the
market risk management and monitoring system to manage the
structural market risk position.

Banco Sabadell Group has a system for evaluating and
managing those risks that enables it to monitor and oversee
compliance with the approved limits on a daily basis.

The principal risk factors considered by Banco Sabadell in its
trading activity are:

Internal units in each subsidiary are in charge of measuring
counterparty risk (of all financial transactions, including
derivatives,
repos,
fixed-income
and
correspondent
transactions) and of adhering to counterparty risk limits set for
financial institutions and central counterparty clearing houses.
In terms of specific policies for mitigating counterparty risk,
master agreements for financial transactions have been
entered into with the following counterparties: ISDA and MAFT
for derivatives and GMRA for repos.

Country risk
Country risk is defined as the risk of a country's debts taken as
a whole due to factors inherent to the sovereignty and the
economic situation of a country, i.e. for circumstances other
than regular credit risk. It manifests itself in a debtor's potential
inability to honour their foreign currency payment obligations to
external creditors due, among other reasons, to the country
preventing access to the foreign currency, the inability to
transfer it or the non-enforceability of legal action against
borrowers for reasons of sovereignty, war, expropriation or
nationalisation.
Country risk affects not only debts contracted with a state or
entities guaranteed by it but also all private debtors that belong
to such state and who, for reasons outside their control and not
at their volition, are generally unable to honour debts.
There are no significant restrictions (e.g. statutory, contractual
or regulatory) on the ability to access or use assets and settle
liabilities of the Group provided that the entity complies with
regulatory requirements established in each country.
An exposure limit is set for each country which is applicable
across the whole Banco Sabadell Group. These limits are
approved by the Executive Committee and the corresponding
decision-making bodies, depending on the level of delegation,
and are constantly monitored to ensure that any deterioration
in the political, economic or social situation in a country can be
detected in good time.

4.3.2

Market Risk

Market risk is defined as arising from the possibility of loss in
the market value of financial asset positions due to variations
in risk factors with an impact on their market prices, volatility or
correlation between them.
Those positions that generate market risk are usually held in
trading activities, consisting of hedging transactions arranged
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Interest rate risk: risk associated with the possibility of
fluctuations in interest rates adversely affecting the value
of a financial instrument. This is reflected, for example, in
interbank deposit operations, fixed-income and interest
rate derivatives.



Credit spread risk: this risk derives from the fluctuations
in the credit spreads at which instruments are quoted
with respect to other benchmark instruments, such as
interbank interest rates. This risk occurs mainly in fixedincome instruments.



Exchange rate risk: risk associated with the fluctuation in
exchange rates with respect to the reference currency. In
the case of Banco Sabadell, the reference currency is the
euro. This risk occurs mainly in currency exchange
transactions and currency derivatives.



Equity risk: risk which derives from the fluctuation in the
value of capital instruments (shares and indices). This
risk is reflected in the market prices of the securities and
their derivatives.

The Market Risk acceptance, management and oversight
system, based on the RAS approved by the Board of Directors,
involves setting limits for specifically assigned positions and
approving transactions of each business unit; in this way, the
various management units have the obligation to manage their
positions within the established limits and to obtain approval
for transactions from the Risk Division.
Limits are established for the different market risk metrics: VaR
and Stressed VaR, sensitivities and stop-loss.
VaR and Stressed VaR limits are assigned on a general basis
and they are transferred to management by assigning sub-limits
to each market risk-generating unit (business units). For each
business unit, limits are set for all other management metrics
in such a way so as to be consistent with the assigned VaR and
Stressed VaR limits.
VaR provides an estimate of the maximum potential loss posed
by a position due to an adverse but normal movement of any of
the identified parameters influencing market risk. This estimate
is expressed in monetary terms and refers to a specific date, a
specified level of confidence and a specific time horizon. A 99%
confidence level is used. Due to the low complexity of the
instruments and the high liquidity of the positions, a time
horizon of 1 day is used.
The methodology used to calculate VaR is historical simulation.
The advantages of this methodology are that it is based on the
full appreciation of the transactions under recent historic
scenarios, and no assumptions are required concerning the
distribution of market prices. The main limitation to this
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methodology is its reliance on historical data, given that, if a
potential event did not materialise within the range of historical
data used, it will not be reflected in the VaR information.
The reliability of the VaR methodology can be checked using
backtesting techniques, which serve to verify that the VaR
estimates fall within the contemplated confidence level.
Backtesting consists of a comparison between daily VaR and
daily results. If losses exceed the level of VaR, an exception
occurs. In 2016 no exceptions occurred in backtesting due to
the low exposure to the year's significant events, such as the
Brexit referendum (23 June).
Stressed VaR is calculated in the same way as VaR but with a
historical window of variations in the risk factors in stressed
market conditions. This stress situation is determined on the
basis of current operations, and it can vary if the risk profile of
portfolios changes. The methodology used for this risk metric is
historical simulation.
This is supplemented with additional measures such as
sensitivities, which refer to the change produced in the value of
a position or portfolio in response to a change in a specific risk
factor, and also with the calculation of management results,
used to monitor stop-loss limits.
Furthermore, specific simulation exercises are carried out with
extreme market scenarios (stress testing), in which the impacts
of different past and theoretical scenarios on portfolios are
analysed.
The Financial Risks, Countries and Banks Division ensures that
risks incurred are within the established limits, and strategies
and positions are monitored on a daily basis in order to
guarantee compliance with the limits and risk appetite
approved by Senior Management.
This monitoring is reflected by the daily generation of reports,
and this information is reported to the various business units
and the Technical Risk Committee.

under business-as-usual conditions or under a stress situation
caused by systemic or idiosyncratic factors.
In order to achieve these objectives, the Group’s liquidity risk
management strategy is based on a series of principles and
pillars, in line with the retail business model and the defined
strategic objectives.
The Group systematically carries out a procedure to identify
liquidity risks and determine which of those risks are
significant, taking into account the business model, the current
and potential situation in terms of the environment and the
Group’s liquidity and funding position at any given time.
In order to manage its liquidity, the Group applies a structure
based on Liquidity Management Units (UGLs, for their acronym
in Spanish). Each UGL is responsible for managing its own
liquidity and for setting its own metrics to control liquidity risk,
in coordination with the Group’s corporate functions.
As a basic policy, the Banco Sabadell UGL must have a level of
liquidity which, at least, should be in line with the risk appetite
set forth in the RAS, which also sets forth objective levels,
warning levels and limits for first tier liquidity risk control
metrics. Other second tier metrics which supplement the
aforementioned metrics are also monitored. Together, both tier
one and tier two metrics adequately cover the different types of
risk identified.
The governance structure for Banco Sabadell’s liquidity
management is based on the direct involvement of Senior
Management, a clear delimitation of the three lines of defence
and a strict separation of functions, as well as a clear structure
of responsibilities in committees, divisions, subdirectoratesgeneral and functional areas.
Senior Management is involved in managing and controlling
liquidity risk through the Board of Directors, as the Group's
highest governing body, and also directly through three
delegated Board committees:

Data from transactions carried out when connected to front
office applications are fed into market risk applications on a
daily basis.



Executive Committee.



Risk Committee.

Calculations are subsequently carried out in batch processes.
At the beginning of each day, the Market and Counterparty
Risks Division verifies that risk measurement results are
consistent by carrying out reconciliation tests with source
applications and backtesting exercises.



Audit and Control Committee.

4.3.3

Liquidity risk

Liquidity risk arises due to the possibility of losses being
incurred as a result of the Bank’s being unable, albeit
temporarily, to honour payment commitments due to a lack of
liquid assets, or of its being unable to access the markets to
refinance debts at a reasonable cost. This may be associated
with factors of a systemic nature or specific to the Group itself.
In this regard, the objective of Banco Sabadell Group is to
maintain liquid assets and a funding structure that, in line with
its strategic objectives and based on its risk appetite statement
(RAS), approved by the Board of Directors, allows it to honour
its payment commitments normally and at a “reasonable cost”,
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These governing bodies receive regular information from all
divisions associated with liquidity risk management and control,
through the various committees, divisions and subdirectoratesgeneral.
Various methodologies and information systems are used to
assess this risk:


Information related to daily balances of assets and
liabilities and the situation in financial markets.



Information regarding the positions of liquid assets and
second lines of liquidity based on assets that can be
discounted in central banks and the capacity to generate
such assets.



Information on maturities of wholesale market funding
transactions in the short, medium and long term.
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Early Warning Indicators (EWIs), which allow any tensions
in capital markets or in the Group’s funding structure that
could endanger its liquidity position to be identified.

4.3.4

Structural risks

Structural interest rate risk
Structural Interest rate risk (also known as Interest Rate Risk in
the Banking Book, or IRRBB) is inherent to banking and is
defined as the possibility of incurring losses as a result of the
impact of interest rate fluctuations on the income statement
(revenues and expenses) and on the entity’s equity structure
(current value of assets, liabilities and off-balance sheet
positions that are sensitive to interest rates).
The management of interest rate risk involves a Group-wide
approach to financial exposure based on its RAS, approved by
the Board of Directors, and entails the proposal of commercial
and hedging options to achieve business objectives in line with
market circumstances and abiding by the risk limits established
for the Group. The Group follows a structure based on Balance
Sheet Management Units (UGBs, for their acronym in Spanish)
to manage its structural interest rate risk. Each UGB is
responsible for managing and setting its own metrics to control
the risk, in coordination with the Group’s corporate functions.
The metrics developed to control and monitor the Group’s
structural interest rate risk are aligned with market best
practices and are implemented consistently across all UGBs
and by local asset and liability committees. The effect of
diversification between currencies and UGBs is taken into
account when presenting overall key figures.
The Group's current interest rate risk management strategy
relies particularly on the following principles and pillars, in line
with the business model and the defined strategic objectives:




Each UGB has appropriate tools and processes and
robust systems in order to properly identify, measure,
manage, control and report on IRRBB. This allows them to
obtain information from all of the identified sources of
IRRBB, assess their effect on financial margins and the
economic value of assets and measure the vulnerability
of the Group/UGB to potential losses deriving from IRRBB
under different stress scenarios.
At corporate level, a set of limits is established for
overseeing and monitoring the level of IRRBB exposure
that are appropriate in the light of internal risk tolerance
policies. However, each UGB has the autonomy to set any
other additional limits it deems necessary, based on its
specific needs and the nature of its activities.

(simulation) techniques. The latter consider different
assumptions for balance sheet growth and changes to the
gradient of the interest rate curve.
Another technique involves analysing the sensitivity of net asset
value to interest rate fluctuations using the duration gap in
order to apply the effects of these fluctuations to a longer time
horizon.
Additionally, different scenarios are considered for the annual
planning of the income statement, the evolution of the balance
sheet and capital of the Group. Specifically, the central
scenario, based on the Group's Strategic Plan, is compared
against an alternative scenario consisting in stressing the
relevant macroeconomic conditions. This exercise determines
the sensitivity and volatility of the key figures of the Group (net
interest income, profit and capital) to adverse scenarios.

Structural exchange rate risk
This risk arises as a consequence of changes in exchange rates
between different currencies, which could generate losses
recorded on the income statement on financial investments
and on permanent investments in overseas branches and
subsidiaries.
The purpose of managing structural exchange rate risk is to
minimise the impact of adverse movements in currency
markets on the value of the portfolio and the Group's equity.
The risk appetite defined in the RAS takes precedence and the
established levels for the risk metrics must be complied with at
all times.
This type of risk is managed centrally. The Financial Division is
assigned tasks by the ALCO, which in turn is assigned tasks by
the Board of Directors. The Treasury and Capital Markets
Division, in addition to managing the operational position on a
daily basis, also executes structural management operations in
markets. The Financial Risks, Countries and Banks Division
monitors this risk and its adherence to existing management
limits. Portfolio exchange rate risk is managed together with the
remaining exchange rate risk of the balance sheet.
Exchange rate risk is monitored on a daily basis and reports are
prepared on current risk levels and on compliance with the
limits assigned by the Risk Committee, which are then sent to
the risk control bodies. The main metric is currency exposure
(as a percentage of Tier 1), which measures the sum of the
entity's net open position (assets less liabilities) in each
currency through any type of financial instrument (FX spot,
forward and option transactions), measured in euro and in
terms of Tier 1.



The existence of a transfer pricing system.

Compliance with and the effectiveness of the Group's targets
and policies are monitored and reported on a monthly basis to
the Risk Committee and to the Audit and Control Committee,
respectively.



The set of systems, processes, metrics, limits, reporting
and governance covered by the IRRBB strategy is
compliant with regulatory requirements at all times.

4.3.5

Various methods are used to measure this risk, including an
assessment of the sensitivity of net interest income to changing
interest rates over a one-year period. This assessment is
carried out using statistical techniques (gap) and dynamic
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Operational risk

Operational risk is defined as the risk of incurring losses due to
inadequate or failed internal processes, people or systems or
due to unexpected external events. This definition includes
Model Risk, Technological Risk, Reputation Risk and
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Outsourcing Risk. Behavioural risk is considered to affect the
institution as a whole, as it relates to the behaviour of people
within the organisation, and therefore has elements relating to
all of the categories in the previous classification.



On one hand, the probability of failing to comply with the
tax obligations that may result in a failure to pay taxes
that are due or the occurrence of any other event that
impairs attainment of the Bank's goals.

Operational risk includes management and oversight of the
following main risks:



On the other hand, the probability of paying taxes not
actually due under tax obligations, thus impairing the
position of shareholders or other stakeholders.



Reputation Risk: the possibility of losses arising from
negative publicity related to the Group's practices and
activities, potentially leading to a loss of trust in the
institution with an impact on its solvency.



Technology Risk: possibility of losses due to the inability
of the systems infrastructure to fully support the
continuation of ordinary business activity.



Model Risk: the possibility of losses arising from decisionmaking based on the use of inadequate models.



Outsourcing risk: the possibility of losses deriving from
failure by providers of external services to provide
subcontracted services or from the discontinuation of
such services.

Senior Management and the Board of Directors are directly and
effectively involved in managing this risk by approving the Risk
Appetite Framework and its implementation as proposed by the
Operational Risk Committee. The latter is formed of Senior
Management members from different functional areas. The
management of this risk also requires regular audits to be
carried out on the application of the risk management
framework and the reliability of the information provided, as
well as internal validation tests of the operational risk model.
Management of operational risk is decentralised and devolved
to 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 main subsidiaries of the
Group have a central unit specialised in the management of
operational risk, whose main functions are to coordinate,
oversee and promote the identification, assessment and
management of risks by the process managers, based on the
management model adopted by Banco Sabadell Group.
A database is available containing historical records of actual
losses resulting from operational risk dating back to 2002. It is
constantly being updated as information is received on losses
and recoveries, whether resulting from the bank’s own efforts
or from insurance. Other management tools are also used:
internal assessments of risks and controls, benchmarking of
operational events external to the Group, etc.
The Group calculates its requirements using the Advanced
Measurement Approach (AMA), although it has not been
granted supervisory authority to use it in the calculation of Pillar
I requirements (calculated using the standardised approach).

4.3.6

Tax risk

Tax risk is defined as the probability of failing to comply with the
objectives set out in Banco Sabadell's tax strategy Sabadell
from a dual perspective due to either internal or external
factors:
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Banco Sabadell’s tax risk policies aim to set out principles and
guidelines in order to ensure that any tax risks that may affect
the Group's tax strategy and objectives are systematically
identified, measured and managed so as to comply with the
new requirements of the Spanish Capital Companies Act and
meet the demands of Banco Sabadell Group stakeholders.
Banco Sabadell aims to meet its tax obligations at all times
while conforming to the current legal framework in matters
relating to taxation. Banco Sabadell’s tax strategy also reflects
its commitment to promoting responsible taxation, promoting
safety and developing transparency schemes in order to
strengthen trust among stakeholders.
The Group's tax strategy is aligned with its business strategy,
and tax issues are managed efficiently in line with the
principles of prudence and minimisation of tax risk.
The Board of Directors of Banco Sabadell, under the mandate
set out in the Spanish Capital Companies Act for the
improvement of corporate governance, is responsible, and
cannot delegate such responsibility, for the following:


Setting the company's tax strategy.



Approving investments and operations of all types which
are considered strategic or to have a particular tax risk
due to their amounts or specific characteristics, except
when such approval corresponds to the Annual General
Meeting.



Approving the creation and acquisition of holdings in
special purpose entities or entities domiciled in countries
or territories classified as tax havens.



Approving any similar transaction which, due to its
complexity, might undermine the transparency of the
company and its Group.

Thus, the functions of the Board of Directors of Banco Sabadell
include the obligation to approve the corporate tax policy and
ensure compliance therewith by implementing an appropriate
control and oversight system as part of the Group's general risk
management and control framework.

4.3.7

Compliance risk

Compliance risk is the risk of incurring legal or administrative
sanctions, significant financial losses or loss or damage to the
entity’s reputation as a result of an infringement of laws,
regulations, internal procedures and codes of conduct
applicable to the banking industry. An essential aspect of
Banco Sabadell Group’s policy, and one of the foundations of
its organisational culture, is the meticulous fulfilment of all
legal terms and conditions. The achievement of the business
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objectives must be compatible, at all times, with compliance
with the law and the application of best practices.
To this end, the Group has a Compliance Division whose
purpose is to promote and endeavour to reach the highest
levels of compliance with the legislation in force and principles
of professional ethics within the Group so as to minimise the
possibility of non-compliance and ensure that any instances of
non-compliance are identified, reported and diligently resolved,
and that the appropriate preventive measures are adopted if
not already in place. The compliance model centralises
responsibility for establishing policies, procedures and controls
and executing oversight programmes in the parent undertaking.
Execution of specific programmes is decentralised to the
overseas subsidiaries and branches, while retaining functional
responsibility.
It is a flexible risk-focused model which can be adapted to the
Group's strategy at all times and leverages synergies,
maintaining an overall approach to those aspects that are
general in scope and/or which require major technological
developments, whilst also adapting to the specific features and
legislation affecting each business or country.
The main challenge is to standardise the levels of compliance
oversight and establish minimum standards for mandatory
compliance, regardless of the activity or country.
This model is comprised of two main pillars:
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A central unit providing services to the entire Group in
pursuit of comprehensive management of Compliance
Risk. Its main activity is the analysis, distribution and
oversight of the implementation of any new regulations
with an impact on the Group, as well as risk-focused
oversight of compliance with pre-existing regulations.
It is also directly responsible for the implementation of a
number of processes that are classified as high risk as
they require direct and comprehensive control: Anti-Money
Laundering and Combating the Financing of Terrorism,
oversight of market abuse, oversight of compliance with
the Internal Code of Conduct and the implementation and
monitoring of measures for investor protection (MiFID).



A network of compliance officers in each overseas
subsidiary and branch (functionally dependent on the
central compliance unit and hierarchically dependent on
the head of the overseas subsidiary/branch), who execute
their own oversight programmes and report periodically to
the central unit, ensuring compliance with the internal rules
and the legislation in force in all countries and activities in
which the Group operates.

To ensure its efficiency, this model is implemented and
enhanced using six catalysts (technology, training, procedures,
communication
channels,
oversight
and
monitoring
programmes, and product and rule approval processes).
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5. Capital
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5.1 Own Funds


Deferred Tax Assets (DTAs): tax assets that rely on future
profitability are deducted from CET 1 capital, except
those that are produced by temporary differences, which
are partially deducted using a fixed threshold.



Pension fund assets: defined benefit pension assets are
deducted from Common Equity Tier 1.

The information included in this 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 current European regulations:



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



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

Some changes to already existing deductions have also been
made:



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/.



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



Non-significant investments in financial sector entities:
the main change is that insurance undertakings are now
taken into account in this deduction.



Insufficient credit risk adjustments calculated under the
IRB approach in terms of expected losses.

5.1.1

Introduction

Throughout this section the terms Own Funds, Qualifying
Capital and Capital are synonymous in terms of the described
content.

This European regulation sets forth a series of disclosure
requirements to be complied with regarding the reconciliation
of items that comprise regulatory capital with the balance
sheets in the financial statements of the institution, capital
instruments that make up own funds, and their composition.
Additionally, in terms of the composition of capital
instruments, information regarding their transitional nature is
required, in order to identify those items which shall cease to
be eligible as capital once the transitional period has ended, or
for which the capital category in which they can be included
has changed. 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 once this
period has ended.
In parallel, Banco Sabadell Group has adopted the best
practice recommendations published by the EDTF.

5.1.2

Figure 7. Own funds evolution (€ million).

11.435

11.820

2015

2016

Evolution of Own Funds

The classification of own funds has undergone significant
changes since the entry into force of the CRR on 1 January
2014.
On one hand, a new breakdown of eligible capital is set forth,
made up of 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 subdivided into Common Equity Tier 1 (CET1) and Additional Tier 1
(AT1), applying the same classification method used for Tier 2
capital.

The main change in own funds between 31/12/2015 and
31/12/2016 is due to the issuance of subordinated bonds.
Capital strength: the Common Equity Tier 1 ratio stood at
11.94 % at the end of December 2016.

This new classification has also affected the minimum
percentage requirements for different capital ratios, with
Article 92 of the CRR setting forth: 4.5% for CET1, 6% for Tier 1
and 8% for the total capital ratio.
The qualifying characteristics have also changed. The most
significant amendments involve the creation of new
deductions. These include:
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5.1.3

Reconciliation between book equity and
regulatory own funds

Pursuant to the provisions of Article 2 of Commission
Implementing Regulation 1423/2013, the following table
shows the reconciliation between book equity and regulatory

Table 9.

own funds, showing how the latter are obtained from net
equity.

Reconciliation of own funds for accounting and regulatory purposes.

Ow n funds
C apital
Share premium
Other capital instruments (convertible bonds)

Public Balance
Sheet

31/ 12/ 2016
Differences
betw een scope

Private Balance
Sheet

Public Balance
Sheet

31/ 12/ 2015
Differences
betw een scope

Private Balance
Sheet

12,926,166

-

12,926,166

12,274,945

-

12,274,945

702,019

-

702,019

679,906

-

679,906

7,882,899

-

7,882,899

7,935,665

-

7,935,665

38,416

-

38,416

14,322

-

14,322

3,805,065

-

3,805,065

3,175,065

-

3,175,065

Less: treasury securities

-101,384

-

-101,384

-238,454

-

-238,454

Profit attributed to the Group

710,431

-

710,431

708,441

-

708,441

Less: dividends and remuneration

-111,281

-

-111,281

-

-

-

Valuation adjustments

107,143

-

107,143

455,606

-1

455,605

Available-for-sale financial assets

280,548

-

280,548

579,295

-251,004

328,291

-21,521

-

-21,521

16,412

4,169

20,581

C overage of net investments in business outside Spain

151,365

-

151,365

17,927

-

17,927

Ex change differences

-428,650

-772

-429,423

-23,690

-523

-24,213

Reserves

C ash flow hedges

C ompanies accounted for under equity method

15,840

772

16,612

16,510

84,297

100,807

109,561

-

109,561

-150,848

163,060

12,212

49,668

-5,503

44,165

37,110

-184

36,926

13,082,976

-5,503

13,077,473

12,767,661

-185

12,767,476

(-) Non-eligible valuation adjustments

-133,668

-

-133,668

-365,023

1

-365,022

(-) Estimated dividend adjustment

-168,485

-

-168,485

-113,414

-

-113,414

-46,915

-

-46,915

-49,565

-

-49,565

-2,135,521

2,190

-2,133,331

-2,095,043

10,981

-2,084,062

(-) minority interests not eligible as C ET1 capital

-27,976

5,503

-22,473

-12,771

184

-12,587

(-) Value adjustments due to prudent valuation requirements

-10,360

-

-10,360

-4,201

-

-4,201

Other valuation adjustments
minority interests
Equity

(-) Financing for the purchase of treasury shares
(-) Goodw ill and intangible assets

(-) Assets from defined benefit pension schemes
(-) Deferred tax assets dependent upon future yields and not deriving from
temporary differences, less associated tax liabilities
(-) Other non-eligible capital instruments

-

-

-

-

-

-

-62,192

-

-62,192

-23,135

-

-23,135

-38,416

-

-38,416

-14,322

-

-14,322

Mandatorily convertible subordinated bonds

17,680

-

17,680

77,598

-

77,598

-

-

-

16,660

-

16,660

1,569

-

1,569

947

-

947

-98,616

-

-

-

-

-111,380

-4,213

-

-4,213

Preferred shares
Instruments issued by subsidiaries
(-) Treasury shares
(-) Insufficient provisions for ex pected losses under IRB

-111,380

Tier 1 capital
Subordinated bonds
Instruments issued by subsidiaries
Generic funds and surplus of provisions
Preferred shares
(-) Insufficient provisions for ex pected losses under IRB
Tier 2 C apital
Total Regulatory C apital

2,190

10,270,885

10,981

10,192,160

1,253,010

-

1,253,010

969,627

-

969,627

2,131

-

2,131

1,304

-

1,304

321,617

-

321,617

272,171

-

272,171

-

-

-

1,740

-

1,740

-27,845

-

-27,845

-1,806

-

-1,806

-

1,548,914

-

1,243,036

2,190

11,819,798

10,981

11,435,196

Data at 31/ 12/ 2016, in thousand euro
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The table below shows the main movements recorded in terms
of the composition of the Group's own funds during the period
corresponding to the last fiscal year.

Table 10. Movements in capital.
Balance at 31/ 12/ 2015

C ET1 C apital

AT1 C apital

Tier2 C apital

Total

10,192,160

-

1,243,036

11,435,196

Issued shares and share premium

-30,653

Treasury share and financed treasury shares

41,104

-30,653
41,104

Reserves

630,000

630,000

Attributable profit net of dividends

-164,361

-164,361

Goodw ill and intangible assets
Minority interests

-142,668

-142,668

-2,647

-2,647

Other deductions

-144,882

-144,882

Goodw ill and intangible assets*

17,443

17,443

Tax -Loss carry forw ards

-39,057

-39,057

Positive valuation adjustments
Ex change differences and others
Qualifying Tier II capital instruments

285,467

285,467

-408,734

-408,734

Generic funds and surplus of IRB insolvencies
Subsidiaries Tier II
Insufficient provisions for ex pected losses under IRB
Balance at 31/ 12/ 2016

-107,168
10,270,886

-

281,643

281,643

49,446

49,446

827

827

-26,039

-133,207

1,548,913

11,819,799

In thousand euro
* Part of the change in intangible assets is included in the change in goodwill and intangible assets; the other part is recorded under " Other deductions" , as when subordinated
bonds are converted, some of the intangible assets that were deducted from Tier 1 (phase-in) capital are deducted from C ET1 as Tier 1 capital is not sufficient to absorb them.

5.1.4

Composition of own funds

The following graph shows the breakdown per capital tier in
terms of total own funds at 31 December 2016. Pursuant to
that set out in regulations, CET1 capital needs to be deducted
if the amount of Additional Tier 1 (AT1) capital is insufficient.
However, this is not the case with the institution, therefore its
Tier 1 capital is comprised in full of Common Equity Tier 1
capital.
The following table shows the main items comprising eligible
capital in terms of solvency in Banco Sabadell Group, both
Common Equity Tier 1 and Additional Tier 1 capital and Tier 2
capital, in accordance with the criteria set out in Part Two of
the CRR.
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Figure 8. Percentage breakdown of own funds.
Own funds
Tier 2
13,10%

Own funds
Common
Equity Tier
1
86,90%
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Table 11. Total amount of eligible capital.
Minimum ow n funds requirements ex cl. floor, as per C ircular 5/ 93
+ Share capital and similar funds
+ Reserves

31/ 12/ 2016

31/ 12/ 2015

6,881,528

6,974,830

702,019

679,906

11,687,964

11,110,730

+ Profit attributable to the group net of dividends

430,666

595,027

+/ - Treasury shares held by entity

-200,000

-238,454

21,692

24,339

-2,133,331

-1,990,663

- Financing for the purchase of treasury shares

-46,915

-49,565

+ Valuation adjustments / others

-36,886

86,382

- Deferred tax assets

-62,192

-23,135

- Insufficient provisions for ex pected losses under IRB

-92,131

-2,407

10,270,886

10,192,160

+ Minority interests
- Goodw ill and intangible assets

C ommon Equity Tier 1 ow n funds

-

16,660

+ C onvertible bonds

17,680

77,598

+ Minority interests

1,569

947

+ Preferred shares

+ Negative valuation adjustments

-

-

- Goodw ill and intangible assets

-

-93,399

-

-

-19,249

-1,806

- Other deductions
- Insufficient provisions for ex pected losses under IRB
Additional Tier 1 ow n funds
Total Tier 1 ow n funds
+ Subordinated financing
+ Minority interests
+ C redit risk adjustments *

0

0

10,270,885

10,192,160

1,253,010

969,627

2,131

1,304

321,617

272,171

- Other deductions

-

-

+ Preferred shares

-

1,740

-27,845

-1,806

- Insufficient provisions for ex pected losses under IRB
Total Tier 2 ow n funds
Total eligible capital

1,548,913

1,243,036

11,819,799

11,435,196

Data in thousand euro
* Surplus of provisions under IRB for eligible ex pected losses and general credit risk adjustments under standardised approach

The Group’s own funds at 31/12/2016 amount to
€11,819,798 thousand. Tier 1 own funds stand at
€10,270,885 thousand and make up 86.90% of the total
eligible capital in terms of solvency. The main items and
deductions comprising Common Equity Tier 1 own funds are
as follows:



Minority interests (up to the maximum permitted amount
stipulated in the CRR) make up the Common Equity Tier 1
capital of subsidiaries which is not attributable to the
consolidated Group, but which contributes to the total
capital of the Group. Their total value stands at €21,692
thousand.



Share capital and similar funds of institutions that form
the Group. Total capital amounts to €702,019 thousand.





Reserves, which are in turn comprised of cash and
express reserves and other items categorised as
reserves, including paid-up issue premiums. The total
value of reserves stands at €11,687,964 thousand.

Deductions for goodwill and intangible assets (60% plus
any surplus that cannot be deducted from AT1). They
amount to €2,133,331 thousand.



Financing for the purchase of treasury shares represents
a deduction of €46,915 thousand.





Profit attributable to the Group net of dividends. This
takes into account revenue during the tax period, once
any possible expenses and dividends have been
deducted. The total value stands at €430,666 thousand.

Value adjustments / Other. Total adjustments in this
period amount to €-36,886 thousand.



Deferred tax assets represent a deduction of €62,192
thousand.



Insufficient allowances for expected losses based on the
IRB approach (60% plus any surplus which cannot be
deducted from AT1) entails a deduction of €92,131
thousand.



Treasury shares held by the entity. The treasury portfolio
limit authorised by the Supervisor is deducted from own
funds. The treasury portfolio at 31/12/2016 amounted
to €101 thousand after deducting the limit of €200,000
thousand.
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Additional Tier 1 capital in 2016 does not contribute to the
Group’s own funds, as it is offset by deductions. Therefore,
Tier 1 capital is fully comprised of items that make up
Common Equity Tier 1 capital. Additional Tier 1 capital is
comprised of:


Capital instruments, made up of preferred shares and
convertible bonds. They amount to €17,680 thousand.



Minority interests in this tier are also included (up to the
maximum limit stipulated in the CRR). They amount to
€1,569 thousand.



Deductions due to goodwill and intangible assets; 40% is
deducted from Additional Tier 1 capital, where possible,
during the transitional period. When the AT1 capital is not
enough to absorb this deduction, any excess is deducted
from CET1. Therefore in this item, for Banco Sabadell
Group, the amount deducted from CET1 is 100% and the
amount deducted from AT1 is 0%.



20% of additional tier 1 capital needs to be deducted due
to insufficient allowances for expected losses calculated
under the IRB approach. When the AT1 capital is not
enough to absorb this deduction, any surplus is deducted
from CET1. Therefore in this item, for Banco Sabadell
Group, the amount deducted from CET1 is over the
regulatory 60% and the amount deducted from AT1 is
less than the regulatory 20%. Their amount entails a
deduction of €19,249 thousand.

Tier 2 capital amounts to €1,548,914 thousand. This figure
represents 13.10% of the total eligible capital in terms of
solvency. It is comprised of various items, including:


Capital instruments, formed of subordinated issuances,
valued at €1,253,010 thousand.



As with other types of capital, minority interests of the
corresponding tier (up to the maximum limit permitted in
the CRR), which are contributed to Tier 2 capital by the
other entities that comprise the Group, are also taken
into account and amount to €2,131 thousand.



The surplus resulting from the sum of value adjustments
made due to impairment of assets and risk provisions
allocated 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, amounts to
€223,009 thousand.


Adjustments due to generic credit risk, up to a maximum
of 1.25% of risk-weighted exposures, calculated using the
standardised approach. In total, they amount to €98,608
thousand.



20% of tier 2 capital needs to be deducted during the
transitional period due to insufficient allowances to cover
expected losses calculated under the IRB approach. The
deducted amount stands at €27,845 thousand.

The most significant changes during the period are due to:


The capital increase, completed in April, which produced
a CET1 increase of €15 million.



The capital increase and reserves deriving from the
conversion of €59.9 million during 2016 of mandatory
convertible subordinated bonds, offset by the reduction in
the Additional Tier 1 balance used to alleviate the surplus
of deductions.

In addition to the description of items that make up own funds
at 31 December 2016, 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
outcome of the phase-in 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:

Table 12. List of own funds instruments.
Instrument name
Shares
Convertible bonds OSNC IV/2013
Step-up preferred bonds *
Subordinated bonds I/2010
Subordinated bonds I/2011
Subordinated issuance June 92
2nd EMTN LT 2 SPAIN EUR 500 mill
Subordinated bonds TSB
Subordinated bonds I/2016

Issuer

ISIN

Type of instrument

Banco Sabadell SA
Banco Sabadell SA
Banco Sabadell SA
Banco Sabadell SA
Banco Sabadell SA
CAM
CAM International Issues SAU
TSB Banking Group plc
Banco Sabadell SA

ES0113860A34
ES0313860597
XS0267456084
ES0213860051
ES0213860069
330112000000
XS0296798431
XS1061206337
XS1405136364

Ordinary shares
Convertible instruments
Preferred shares
Subordinated bonds
Subordinated bonds
Subordinated bonds
Subordinated bonds
Subordinated bonds
Subordinated bonds

* Step-up preferred bonds are not recorded as own funds

Details of each of these instruments can be found in Annex III,
which gives details of their main characteristics in compliance
with Article 3 of Commission Implementing Regulation
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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. Breakdown of credit risk requirements by
segment.

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 Adequacy Assessment.

Other retail
4,09%

The own funds requirements of Banco Sabadell Group are
calculated based on the principles set out in Part Three of the
CRR regarding calculation and oversight of minimum own
funds.

Retailers
and Sole
Proprietors
1,29%

Corporates
19,62%
Financial
institutions
2,80%

Retail SMEs
5,10%
Corporate
SMEs
14,09%

This section gives details of the own funds requirements of
Banco Sabadell Group in line with the type of risk, regulatory
category and calculation approach.

5.2.2

Public
sector
1,96%

Mortgage
loans
22,76%

Others
24,29%
Loans
3,99%

Evolution of own funds requirements

The breakdown by type of own funds requirement in respect of
total own funds at 31 December 2016 is as follows:

Figure 9. Breakdown of requirements by risk type.

Operational
risk
9,24%

Credit rating
adjustment
risk
0,29%

5.2.3

Total amount of minimum own funds
requirements

Key figures are further broken down, distinguishing between
Banco Sabadell and TSB.
The following table 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 approach used and, in the case of credit risk, gives
details of the different regulatory exposure classes.

Market risk
0,78%

Credit risk
89,68%

This breakdown is similar to that of the previous year in that
credit risk is assigned the largest portion of own funds
requirements. The breakdown of own funds requirements to
cover credit risk, broken down by segment, is as follows:
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Further information regarding the evolution of each of these
risks can be found in the corresponding chapters of this
report.

Figure 10. Minimum own funds requirements (€ million).

6.975

6.882

2015
(Grupo BS)

2016
(Grupo BS)
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Table 13. Total amount of risk-weighted assets and minimum own funds requirements.
Exposure classes and risk types
Credit risk (standardised approach)
Central governments and central banks
Regional governments and local authorities
Public sector entities and other public institutions
Multilateral development banks
International organisations
Institutions
Corporates
Retailers
Exposures secured with residential or commercial property
Exposures in default status
High risk exposures
Guaranteed bonds
Securitisation positions
Exposures to institutions and corporates with short-term credit rating
Exposures to collective investment undertakings
Equity exposures
Other exposures
Credit risk (internal ratings-based (IRB) approach)
Central governments and central banks
Institutions
Corporates
Retailers
i) Mortgages on residential or commercial property
ii) Eligible revolving exposures
iii) Rest
Equity
Under approach:
i) Simple*
ii) PD/LGD
iii) Internal models
By nature:
i) Listed instruments
ii) Unlisted instruments included in sufficiently diversified portfolios
iii) Other equity exposures*
Securitisation positions and exposures
Other non-financial assets
Contribution to default guarantee fund of a CCP
Trading Book risk
Position risk (standardised approach)
Material risks
Foreign exchange risk (standardised approach)
Settlement risk
Commodities risk
Operational risk
Operational risk (standardised approach)
Operational risk (basic indicator approach)
Risk due to general fixed expenses
Credit valuation adjustment risk
Other exposures to risk

31/12/2016
(RWA)

31/12/2016
(Req)

31/12/2015
(RWA)**

31/12/2015
(Req)**

38.095.937
1.034.278
719
395.896
960.438
3.568.127
2.085.030
10.655.260
2.322.981
119.617
20.129
59.948
16.873.513
39.044.642
1.119.136
20.821.084
13.922.734
7.593.594
1.627.154
4.701.986
3.181.688

3.047.675
82.742
58
31.672
76.835
285.450
166.802
852.421
185.838
9.569
1.610
4.796
1.349.881
3.123.571
89.531
1.665.687
1.113.819
607.488
130.172
376.159
254.535
254.535
45.054
112.578
96.902
212
29.390
29.390
24.517
635.955
635.955
20.207
-

39.235.338
1.005.433
1.035
240.613
585.705
3.808.555
2.187.655
11.528.027
2.877.662
21.184
119.529
16.859.941
39.684.559
1.085.860
21.910.093
13.899.325
7.257.018
1.824.630
4.817.677
2.789.281

3.138.827
80.435
83
19.249
46.856
304.684
175.012
922.242
230.213
1.695
9.562
1.348.795
3.174.765
86.869
1.752.807
1.111.946
580.561
145.970
385.414
223.142
223.142
60.161
74.923
88.058
80
16.724
16.724
17.121
602.378
602.378
24.935
6.974.830

3.181.688

563.180
1.407.231
1.211.277
2.653
367.372
367.372
306.463
7.949.438
7.949.438
252.590
-

2.789.281

752.017
936.537
1.100.728
1.002
209.055
209.055
214.013
7.529.725
7.529.725
311.688
-

Total
86.019.094
6.881.528
87.185.380
Data in thousand euro, requirements calculated assuming a ratio of 8%.
* Includes amount of equity exposures subject to risk weights of 250% in significant investments as thresholds for their deduction from own funds are not
met, and amounts weighted at 370% of capital shareholdings in insurance undertakings that are not deducted from own funds.

** Data corresponding to 2015 have been adapted throughout the document to the latest COREPs reported, corresponding to December 2015, in which the
waiver for exchange rate risk (article 352(2) of the CRR), authorised by the supervisor with retroactive effect (see section on Market Risk for more information
in this regard).
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Minimum own funds required to cover credit risk for exposures
treated under the standardised approach amount to
€3,047,675 thousand.
In some portfolios, for which the Group has been granted
authorisation to treat risks using the internal ratings-based
approach, specifically those of exposures to Corporates and
Retailers, own funds requirements to cover credit risk are
calculated using the standardised approach for a residual
fraction of the exposures included in these portfolios, as they
are not eligible for the application of internal ratings.
Minimum own funds required to cover credit risk of exposures
treated under the internal ratings-based approach amount to
€3,123,571 thousand, of which €254,535 thousand
correspond to the amount of the minimum own funds required
to cover exposures included in the Equity category, calculated
by the Group using the simple risk weight approach.

In the case of the trading book, the minimum own funds
required for position risk in this portfolio stand at €29,390
thousand. Minimum own funds required for foreign exchange
and currency risk stand at €24,517 thousand, calculated
using the standardised approach.
For operational risk, the minimum own funds required amount
to €635,955 thousand and are also calculated using the
standardised approach.
Additionally, credit valuation adjustment risk (CVA risk) is
included in minimum capital requirements, and amounts to
€20,207 thousand.
Due to the heavier weight of credit risk in terms of minimum
capital requirements, the following table indicates factors that
have caused a change in credit risk requirements between one
reporting period and the next:

Table 14. Changes in capital requirements to cover credit risk and counterparty risk (CR8 and CCR7).

Amounts at end of year prior to reporting
Change in business
Asset quality
Changes in models
Methodology, parameters and policies
Exchange rate*
Other

RWA

Capital requirements

78.919.898

6.313.592

744.801
-257.704
-504.842
-159.840
-1.599.492
-2.242

59.584
-20.616
-40.387
-12.787
-127.959
-179

Amounts in the current reporting year
77.140.579
6.171.246
Data at 31/12/2016, in thousand euro.
* Exchange rate fluctuations are due to structural positions in GBP and USD which are held uncovered in order to safeguard the capital ratio in the event of
adverse exchange rate effects.
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The following table shows the amount of risk-weighted assets
and minimum own funds requirements, breaking down credit
and counterparty risk in line with the approach used.

Table 15. Amount of risk-weighted assets and minimum own funds requirements by approach (OV1).

31/12/2016

31/12/2015

Minimum capital
requirements
31/12/2016

Credit risk (excl. Counterparty risk)
of which: Standardised Approach (SA)
of which: Foundation IRB (FIRB) approach
of which: Advanced IRB (AIRB) approach
of which: Equity IRB under simple risk weight approach or IMA
Counterparty risk
of which: Mark to Market
of which: Original exposure
of which: Standardised approach for counterparty risk
of which: Internal Model Method (IMM)
of which: Value of exposure due to contributions to the default funds or to CCPs
of which: CVA
of which: Internal model method (IMM)
Settlement risk
Exposure in treasury securitisations
of which: IRB approach
of which: Supervisory Formula Approach (SFA)
of which: Internal Assessment Approach (IAA)
of which: Standardised Approach
Market risk
Standardised Approach (SA)
Internal ratings-based (IRB) approach (IM)
Significant exposures
Operational risk
Basic Indicator Approach
Standardised Approach
Advanced Measurement Approach (AMA)
Amounts below the deduction threshold (subject to a 250% risk weight)
Floor adjustment

74.007.562
36.834.627
4.090.605
31.111.920
1.970.410
1.191.256
936.014
2.653
252.590
673.835
673.835
7.949.438
7.949.438
2.197.003
-

75.819.103
37.989.229
3.801.312
32.340.008
1.688.554
1.150.487
837.796
1.003
311.688
423.068
423.068
7.529.725
7.529.725
2.262.997
-

5.920.605
2.946.770
327.248
2.488.954
157.633
95.301
74.881
212
20.207
53.907
53.907
635.955
635.955
175.760
-

Total
Data in thousand euro.

86.019.094

87.185.380

6.881.527

Exposure classes and risk types
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Table 16. Key regulatory reporting figures of the Group, broken down at different levels.
Exposure classes and risk types

Opening
balance
(Group)

EAD
(Group)

RWA
(Group)

Opening
EAD
balance
(Sabadell)
(Sabadell)

Credit risk (standardised approach)
Central governments and central banks
Regional governments and local authorities
Public sector entities and other public institutions
Multilateral development banks
International organisations
Institutions
Corporates
Retailers
Exposures secured with residential or commercial property
Exposures in default status
High risk exposures
Guaranteed bonds
Securitisation positions
Exposures to institutions and corporates with short-term credit rating
Exposures to collective investment undertakings
Equity exposures *
Other exposures
Credit risk (internal ratings-based (IRB) approach)
Central governments and central banks
Institutions
Corporates
Retailers
i) Mortgages on residential or commercial property
ii) Eligible revolving exposures
iii) Rest
Equity *
Under approach:
i) Simple**
ii) PD/LGD
iii) Internal models
By nature:
i) Listed instruments
ii) Unlisted instruments included in sufficiently diversified portfolios
iii) Other equity exposures
Securitisation positions and exposures
Other non-financial assets
Contribution to default guarantee fund of a CCP
Trading Book risk
Position risk (standardised approach)
Material risks
Foreign exchange risk (standardised approach)
Settlement risk
Commodities risk
Operational risk
Operational risk (standardised approach)
Operational risk (basic indicator approach)
Risk due to general fixed expenses
Credit valuation adjustment risk
Other exposure to risk

116.383
40.239
4.922
2.697
147
2.698
5.805
4.331
31.311
3.852
134
101
63
20.083
124.540
3.119
46.573
73.412
51.784
7.316
14.312
1.436
1.436
194
757
485
-

113.933
46.275
4.613
2.467
418
2.614
4.175
2.978
29.017
2.251
80
101
60
18.884
109.946
2.703
36.171
69.653
51.913
5.547
12.193
1.419
1.419
194
741
485
-

38.096
1.034
1
396
960
3.568
2.085
10.655
2.323
120
20
60
16.874
39.045
1.119
20.821
13.923
7.594
1.627
4.702
3.182
3.182
563
1.407
1.211
3
367
367
306
7.949
7.949
253
-

101.978
33.584
4.922
2.697
1.505
5.804
3.967
26.336
3.600
134
101
63
19.265
89.608
3.119
46.573
38.480
23.318
2.296
12.866
1.436
1.436
194
757
485
-

Total

240.923

223.877

86.019

191.586

RWA
(Sabadell)

Opening
balance
(TSB)

EAD
(TSB)

99.739
39.621
4.613
2.467
270
1.421
4.174
2.649
24.214
2.003
80
101
60
18.066
74.404
2.703
36.171
34.111
22.074
1.320
10.717
1.419
1.419
194
741
485
-

34.959
744
1
396
665
3.567
1.867
8.976
2.073
120
20
60
16.470
32.675
1.119
20.821
7.553
4.477
125
2.952
3.182
3.182
563
1.407
1.211
2
367
367
306
6.287
6.287
172
-

14.407
6.655
147
1.193
1
365
4.975
253
818
34.932
34.932
28.466
5.020
1.446
-

14.193
6.655
147
1.193
1
328
4.803
248
818
35.541
2
2
35.541
29.839
4.227
1.476
-

3.138
291
295
1
218
1.680
250
403
6.369
6.369
3.117
1.502
1.750
1
1.663
1.663
80
-

174.143

74.768

49.338

49.734

11.251

RWA
(TSB)

Data at 31/12/2016, in € million
* TSB calculates its equity exposures under the standardised approach, although Group calculations are made under the IRB approach. This is why they are included in the calculation of the whole
Group portfolio ex-TSB. The affected EAD amounts to €6,073 million.
** Includes amount of equity exposures subject to risk weights of 250% in significant investments as thresholds for their deduction from own funds are not met, and amounts weighted at 370% of
capital shareholdings in insurance undertakings that are not deducted from own funds.

For further information specific to TSB related to
Own Funds Requirements, see the annex to this
document (TSB Significant Subsidiary Disclosures)
or Table 16 herein.
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5.2.4

Pillar II: Internal Capital Adequacy
Assessment Process

Since 2008, Banco Sabadell Group has been writing an
annual internal capital assessment report (also known as
ICAAP – Internal Capital Adequacy Assessment Process), which
includes a three-year capital plan for different economic
scenarios, a quantification of the capital required to cover
different material risks and an internal assessment of the risks
undertaken by the entity and the adequacy of the available
capital to cover such risks.
This process is based on current capital adequacy regulations,
and for 2016 it has been carried out following the draft
guidelines issued by the EBA, Guidelines on ICAAP and ILAAP
information, as well as the requirements set forth by the SSM.
Law 10/2014 on the organisation, supervision and solvency of
credit institutions also mentions, in its Article 41, the need for
credit institutions to carry out regular internal assessments of
the sufficiency of their capital to cover their risks.
The process uses an inventory of previously identified risks
and a qualitative internal assessment of policies, procedures
and systems for accepting, measuring and controlling each
type of risk and the corresponding mitigation techniques.
Based on the Group’s inventory of material risks, its risk
management and its business model, a comprehensive
quantitative assessment of the necessary capital based on
internal approaches is carried out, integrating the entity’s own
models (such as borrower credit rating and scoring systems)
and other internal estimates appropriate to each type of risk.
In addition, the Group’s business and financial plans and
projection exercises carried out under various different
scenarios (stress tests) are reviewed to reach a final
determination as to whether certain business developments or
adverse scenarios could pose a threat to the Group's solvency
based on its available own funds. In these scenarios,
projections are also made of the main RAS metrics in order to
assess the Group's risk profile under these scenarios.
The level and quality of capital are metrics corresponding to
the Risk Appetite Statement within the Group’s Risk Appetite
Framework.

This process is based on current capital adequacy regulations
(Article 73 of Directive 2013/36/EU, transposed into Spanish
law with Law 10/2014 of 26 June). For 2016, it has been
carried out following the information principles and
requirements described in the EBA Guidelines on ICAAP and
ILAAP Information Collected for SREP Purposes, the definitive
version of which (EBA/GL/2016/10) was issued on 3
November 2016.
In addition to the EBA Guidelines, the process was carried out
following the contents of a letter sent by the SSM on 8 January
2016, which set out requirements relating to the information
that should be included in the ICAAP and ILAAP. This letter also
set out the requirement to follow the EBA guidelines, focusing
particularly on the ICAAP governance process and on the
preparation of a concise statement setting forth the position of
the Board in respect to entities’ solvency positions, the
identification and measurement of material risks for entities,
available capital and its composition and on the need to
perform forward-looking exercises under stressed economic
scenarios and adapted to the weaknesses of each entity.
On 20 February 2017, the ECB published guidelines for
preparing the ICAAP which are currently in their consultation
phase. The definitive guidelines will be published in mid-2018,
and from 2019 they shall form the basis on which to carry out
the ICAAP supervisory review and will be included as part of
the SREP process.

5.2.5

Capital buffers

In accordance with the transparency requirements detailed in
Article 440 of the CRR and with the capital requirements
contained in the CRD-IV (Law 10/2014, Chapter II, Title III),
details of the situation of the Group in terms of said
requirements are given hereafter.
Pursuant to the aforementioned regulations, credit institutions
must satisfy their specific requirement made up of different
capital buffers (detailed hereafter) required for Common
Equity Tier 1 capital at all times.
The table below gives an overview of the institution’s phase-in
implementation of the Basel III regulatory framework:

Table 17. Implementation of capital buffers.

Capital buffer
Capital conservation buffer
Specific countercyclical buffer*
Systemic buffer**

2016

2017

2018

2019

0,625%
0%
0%

1,250%
0%
0,125%

1,875%
0.1875**

2,5%
0.25**

* At the discretion of the Competent Authority: Bank of Spain set the countercyclical buffer at 0% for 2016 and
the first quarter of 2017.
** At the discretion of the Competent Authority: Bank of Spain has named Banco Sabadell as an O-SII for 2017.
If Banco Sabadell continues to be named as a O-SII, the systemic buffer will be 0.1875 (75%) in 2018 and 0.25% (100%) in 2019.
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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 possible losses in periods of
economic slowdown. The phase-in implementation of the
capital conservation buffer has begun in 2016, and it will
continue to be gradually and progressively implemented until
the set percentage of 2.5% is reached. The capital
conservation buffer required for 2016 was 0.625%.

Specific countercyclical buffer
The specific counter-cyclical buffer seeks to mitigate and
prevent cyclical risks caused by an excessive growth of capital
on an aggregate basis. This buffer has begun to be applied in
2016, and its level is set on a quarterly basis by Bank of
Spain, calibrated in multiples of 0.25% and within a range of
0% and 2.5% (in exceptional cases, it can be higher), and
taking into account the initial reference indicator of the Basel
Committee on Banking Supervision, recommendations and
guidelines issued by the European Systemic Risk Board and
any other variables deemed appropriate by Bank of Spain.
Bank of Spain has agreed to set the specific counter-cyclical
buffer applicable to credit exposures in Spain at 0% as of 1
January 2016.

Systemic risk buffer
The systemic risk buffer contemplates two reasons for which
additional capital may be required: where additional capital is
required to cover systemic risks, and where it is required
because an Institution qualifies as a systemic institution. In
the event that both of these reasons are applicable, the one
with the highest capital requirement shall apply.
Systemic risks
Since 2014, the competent authority of each member state
has been able to require the implementation of a systemic risk
buffer of common equity tier 1 capital in order to prevent or
avoid
any
long-term
counter-cyclical
systemic
or
macroprudential risks not covered by the CRR.
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, on either a stand-alone or
consolidated basis. This percentage will only be greater if a
decision to this effect has been reached by the European
Commission.



Importance of cross-border activity, both within and
outside of the EU.

The methodology used to identify G-SIIs is based on the
methodology prepared by the Basel Committee on Banking
Supervision, which considers the aspects mentioned above
through 12 indicators which, together, give a final score.
Banco Sabadell Group is not considered a G-SII, and it is
therefore exempt from the requirement for systemic
institutions to introduce the capital buffer. Consequently, it is
also exempt from the requirement to disclose reports on
indicators of global systemic importance, 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 a G-SII, a
buffer between 1% and 3.5% would be required, in line with
the five tranches published by the Financial Stability Board
(FSB).
However, Banco Sabadell Group is considered an O-SII (Other
Systemically Important Institution). The competent authority
determines the institutions that are to be considered O-SIIs
based on a scoring system included in the 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)
of the EBA (EBA/GL/2014/10). The criteria set forth in the
aforementioned EBA Guidelines have been included in
Standard 14 and Annex 1 to Bank of Spain Circular 2/2016.
The basic criteria for calculating the systemic importance
score are the following:


The size of the entity.



The importance of the entity to the Spanish or EU
economy, considering the replaceability of the entity’s
services and financial infrastructure.



The entity’s complexity, including that arising from its
cross-border activity.



The entity’s interconnection with the financial system.

Each of these criteria will be appraised using the mandatory
indicators set out below (table 1 of Annex I of Circular
2/2016).

Table 18. Criteria for identifying O-SIIs.
Criteria

Indicator

Weight

Size

Total assets
Value of domestic transactions
Deposits from EU private sector
Loans to EU private sector
Notional value of OTC derivatives
Liabilities in other jurisdictions
Claims from other jurisdictions
Financial system liabilities
Financial system assets
Securities other than shares

25,00%

Significance in Spain/EU

Systemic institution
Pursuant to the provisions of Law 10/2014, the criteria which
financial institutions need to meet in order to be considered a
global systemically important institution (G-SII) are as follows:


Size of the Institution on a consolidated basis.



Interconnection with the financial system.



Capability of replacing the services or financial structure
provided.



Complexity of the Group.
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Complexity/Cross-border
activity

Interconnectivity

8,33%
8,33%
8,33%
8,33%
8,33%
8,33%
8,33%
8,33%
8,33%

Ahead of 2017, Bank of Spain has identified Spanish entities
which exceed the threshold of 350 basis points compared with
their previous scoring, whether on an individual, subconsolidated or consolidated basis, as being O-SIIs.
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Pursuant to the foregoing, the applicable buffers in 2017 will
only be 50% of the maximum buffer that can be required as of
1 January 2019, as the first transitional provision of Bank of
Spain
Circular
2/2016
contemplates
a
phase-in
implementation period.

5.2.5.1

Capital buffer requirements

In 2016, the Entity received a notification from the European
Central Bank regarding the decision on the prudential
minimum requirements applicable to the entity for 2017,
following a supervisory review and evaluation process (SREP),
determining that Banco Sabadell must maintain, on a
consolidated basis, a Common Equity Tier 1 (CET1) ratio of
7.375% measured against phase-in regulatory capital.
This requirement of 7.375% includes:


The minimum required by Pillar 1 (4.50%);



The Pillar 2 requirement (1.50%);



The capital conservation buffer (1.25%); and



The requirement arising from its consideration as an O-SII
(other systemically important institution) of 0.125%.
Based on the press release published on 7 November
2016, Bank of Spain has set the prudential capital buffer
for Other Systemically Important Institutions at 0.25%, to
be complied with in 2019. The applicable buffers for
2017 will be 50 % of the maximum buffer that can be
required, but only as of 1 January 2019, as the first
transitional provision of Bank of Spain Circular 2/2016 of
2
February
2016
contemplates
a
phase-in
implementation period. Banco Sabadell will therefore
have to comply with an additional capital buffer of
0.125% for 2017.

Furthermore, this is the consolidated CET1 level (7.375%)
below which the Group would be obligated to calculate the
maximum distributable amount (MDA), which would limit its
distributions in the form of dividends, variable remuneration
and coupon payments to holders of AT1 capital securities.

Table 19. Banco Sabadell Group required capital buffers for
2017.
Criteria

Buffer

Capital conservation buffer
Specific countercyclical buffer
Systemic buffer (0-SII)

1,25%
0%
0,125%

For further information on the identification of
systemic institutions in 2017 and the establishment
of capital buffers, please refer to the press release
of 7 November 2016, available on the Bank of
Spain (BoS) website.
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5.2.6

Recovery and Resolution Plans

On 15 May 2014, Directive 2014/59/EU was published in the
Official Journal of the European Union, setting forth a
framework for the recovery and resolution of credit institutions
and investment firms, commonly known by its English acronym
BRRD (Bank Recovery and Resolution Directive). The Directive,
whose implementation began in January 2015, indicates that
member states should ensure that entities prepare and
maintain an up-to-date recovery plan (RP) aimed at enabling
recovery options to be adopted by the entity, with a view to
restoring its financial position after a significant deterioration.
With the publication on 6 November 2015 of Royal Decree
1012/2015, implementing Law 11/2015 of 18 June 2015 on
the recovery and resolution of credit institutions and
investment firms, the process of transposing the BRRD to
Spanish law was completed. As regards recovery plans, it sets
forth that, as a preventive measure, all banks shall prepare
and maintain an up-to-date recovery plan, which must be
approved by the entity’s governing body, and subsequently
reviewed by the competent supervisor.
In September 2016, the Banco Sabadell Group Board of
Directors approved the third version of the recovery plan at
corporate level. The 2015 version included the subsidiary TSB
Banking Group plc (TSB) for the first time. This subsidiary was
acquired on 30 June 2015. The third version has been
submitted to the European Central Bank for review. It is worth
mentioning that TSB, pursuant to local regulatory
requirements, has prepared and keeps an up-to-date recovery
plan on an individual basis which is aligned with the corporate
recovery plan, which is approved by local governing bodies.
The Group has based its recovery plan on directives set forth
by the European Banking Authority (EBA) and on non-binding
recommendations made by the Financial Stability Board (FSB).
In line with these recommendations and the content of Royal
Decree 1012/2015 of 6 November 2015, the recovery plan
addresses, amongst other aspects, detailed recovery options
of various types that the institution may adopt in order to
maintain or restore its financial position following a significant
deterioration, a framework of indicators that determines the
areas in which such options could be implemented and a set
of hypothetical scenarios of instability where either the entire
system or the entity alone is affected and which are used to
assess the feasibility of the recovery options being considered.
It should be noted that when preparing the recovery plan,
special attention has been given to incorporating the recovery
plan into the entity’s governance structure, guaranteeing a
high level of involvement of the entity’s governing bodies and
Senior Management in respect of the preparation and
enforcement of the plan. As regards corporate recovery plans,
the competent preventive resolution authority is generally
responsible for preparing and approving the Group’s recovery
plan, acting together with the recovery authorities of other
subsidiaries under the framework of resolution bodies.
Banco Sabadell Group is currently actively working together
with the preventive resolution authority to prepare the second
Group-level recovery plan, and has been providing all of the
necessary information for its development.

72

BancoSabadell
5.3 Credit risk
5.3.1

5.3.2.2

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:

Impairment in the value of financial assets
impaired due to credit risk



Article 439: regarding exposure to counterparty credit
risk.

A financial asset is deemed to be impaired and therefore its
carrying value is adjusted to reflect the effect of such
impairment when there is objective evidence that an event has
occurred, or that various events have occurred, and their
combined effect have given rise to:



Article 442: regarding credit risk adjustments.





Article 444: regarding the use of ECAIs.

For debt instruments, including loans and debt securities,
a negative impact on future cash flows estimated at the
time the transaction was formalised.



Article 447: regarding exposures in equities not included
in the trading book.



For equity instruments, a situation in which their carrying
values will not be recovered.



Article 449:
positions.



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



Article 453: regarding the use of credit risk mitigation
techniques.

5.3.2

5.3.2.1

regarding

exposure

to

securitisation

Impairment and provisions

Provisions Governance Framework

In 2016, the governance framework relating to provisions and
allowances has been strengthened through the creation of a
Provisions Committee, which meets on a monthly basis and
reports to the Executive Management Committee. The
Provisions Committee is a body responsible for the provisions
and allowances to cover credit risk and real estate
impairment, and seeks to strengthen the governance relating
to the control and monitoring of the classification of risk and
impairments, aligning it as far as possible with best practices
observed in the industry and to new regulatory requirements.

As a general rule, the carrying amount of impaired financial
assets is adjusted by charging it to the consolidated income
statement for the year in which the impairment materialises.
The recoveries of previously recognised impairment losses are
also reflected, if appropriate, in the consolidated income
statement for the year in which the impairment is reversed or
reduced. However, the recovery of previously recorded
impairment losses relating to equity instruments classified as
available-for-sale financial assets is recognised under the
heading “Accumulated other comprehensive income” in the
consolidated statement of equity.
The impairment on financial assets is calculated depending on
the type of instrument and other circumstances that could
affect it, taking into account the guarantees received. The
Group recognises both allowance accounts, when insolvency
provisions are established to cover estimated losses, and
direct write-downs against the asset concerned when recovery
is deemed to be remote.
In general, contractually accrued interests cease to be
recognised on the consolidated income statement for all debt
instruments classed as impaired. If such interests are
subsequently recovered, the amount received is recognised on
the consolidated income statement.

The responsibilities of the Provisions Committee include:


Monitoring and understanding changes in impairment and
the accounting classification of credit risk.

5.3.2.3



Monitoring changes and estimates of the level of
impairment as well as changes in the classification of
credit risk and problematic assets.



Monitoring borrowers who are appraised on an individual
basis.



Monitoring regulations applicable to the recognition of
provisions, the accounting classification of borrowers and
the monitoring of problematic assets.

To determine impairment losses, the Group monitors
borrowers individually, at least those who are significant
borrowers, and collectively, for groups of financial assets with
similar credit risk characteristics indicative of the capacity of
borrowers to satisfy their outstanding payments. When a
specific instrument cannot be included in any group of assets
with similar risk characteristics, it is analysed on a solely
individual basis to determine whether it is impaired and, if so,
to estimate the losses due to impairment.

The Model Committee has been created to supplement the
Provisions Committee and strengthen the governance
framework relating to internal models used to calculate
provisions following the publication by Bank of Spain of its
Circular 4/2016 of 27 April 2016.
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Debt instruments measured at amortised cost

The Group has policies, methods and procedures in place to
estimate losses that may arise as a result of its credit risks,
both due to insolvency attributed to counterparties and due to
country risk. These policies, methods and procedures are
applied when granting, assessing and formalising off-balance
sheet debt instruments and exposures, and when identifying
their possible impairment and, where applicable, when
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calculating the necessary amounts to cover such estimated
losses.

which, despite not being in any of the two previous
situations, are undergoing a manifest and
irreversible deterioration of their solvency.

Classification of transactions on the basis of credit risk
attributable to insolvency

–

The Group has set forth criteria that allow borrowers showing
weaknesses or objective evidence of impairment to be
identified and classified in line with their credit risk.
The following sections explain the principles and classification
methodology used by the Group.
Definition of classification categories
Debt instruments not included in financial assets held for
trading and off-balance sheet exposures shall be classified in
terms of credit risk attributable to insolvency into one of the
following categories:






Standard exposure:
–

Transactions which do not meet the requirements to
enable them to be classified into other categories.

–

Standard exposure under special monitoring:
transactions that, while not meeting the criteria for
individual classification as doubtful or write-off,
present weaknesses that may lead to the incurrence
of losses exceeding those on other similar
transactions classified as standard exposures.

Doubtful exposures:
–

As a result of borrower arrears: transactions any part
of whose principal, interest or contractually agreed
expenses is, in general, more than 90 days past due,
although the specific characteristics of the markets
in which overseas subsidiaries operate are taken
into account, unless they should be classed as writeoffs. This category also includes guarantees given if
the guaranteed party has fallen into in arrears in the
guaranteed transaction. This category also includes
the amounts of all a borrower’s transactions when
such transactions have a amounts which are
generally, as previously indicated, more than 90
days past due, and exceed 20% of the amounts
pending collection (outstandings).

–

For reasons other than borrower arrears:
transactions which are not classifiable as write-off or
doubtful due to arrears, but for which there are
reasonable doubts as to their full repayment under
the contractual terms. This category also includes
off-balance sheet exposures not classified as
doubtful due to borrower arrears whose payment by
the Group is likely but whose recovery is doubtful.

Write-off risk:
–

The Group derecognises from the consolidated
balance sheet transactions for which the possibility
of recovery is considered remote after an individual
assessment. This category includes risks of
customers who are in bankruptcy proceedings filing
for liquidation and transactions classified as
doubtful due to arrears with payments over four
years past-due, except balances that have sufficient
efficient guarantees. It also includes transactions
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In the past, the Group has derecognised from the
consolidated balance sheet any amount recorded
together with its provision, without prejudice to any
actions that may be taken to collect payment, until
the collection claims have been fully extinguished,
whether due to prescription, discharged loans or any
other reasons.

Classification criteria for transactions
In line with Circular 4/2016, the Group classifies its borrowers
under the categories of either standard exposure under
special monitoring or as doubtful exposure as a result of
borrower arrears, or maintains their classification under
standard exposure.
The Group also applies diverse criteria to classify borrowers
and transactions under the different categories based on their
credit risk. These criteria include:


Automatic criteria.



Specific refinancing criteria.



Criteria based on indicators.

Automatic factors and specific criteria for classifying
refinancing operations constitute the classification and cure
algorithm and are applied to the entire portfolio.
Similarly, for the purpose of allowing any weaknesses or
impairment of transactions to be detected early, the Group has
established indicators or “triggers”, distinguishing between
significant and non-significant borrowers. In particular, nonsignificant borrowers who, once the automatic classification
algorithm has been applied, do not meet any of the conditions
based on which they would be classed as doubtful or under
special monitoring are evaluated using indicators which aim to
identify any signs of weakness that could lead to the
incurrence of losses exceeding those on other similar
transactions classified as standard exposures. This indicator is
based on the best current estimate of the probability of each
transaction being downgraded to the doubtful category
(synthetic trigger).
Transactions classified as doubtful are reclassified as
standard exposures when, as a consequence of the full or
partial collection of defaulted amounts in the case of
transactions classed as doubtful as a result of borrower
arrears, or for having exceeded the grace period for reasons
other than arrears, the reasons for which they were classified
as doubtful no longer exist, unless other reasons make it
advisable to keep them in this category.

Individual risk
The Group has established an exposure threshold to
determine which borrowers are significant based on their
exposure at default (EAD) parameter.
For significant borrowers, a system of indicators has been
established which allows any weaknesses or signs of
impairment to be identified. An expert team of risk analysts
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analyses borrowers that have triggered indicators to determine
whether any weaknesses exist or whether there is any
objective evidence of impairment. If there is evidence of
impairment, they determine whether the event or events that
have given rise to the loss have an impact on estimated future
cash flows of the financial asset or its group.

classified as standard exposure. The group has set thresholds
which, once breached, result in these exposures automatically
being classified as standard exposure under special
monitoring due to their associated weaknesses.

The indicators system for significant borrowers is automated
and takes into account the specificities of segments that
perform differently to the loan portfolio. The indicators system
seeks to identify the following aspects:

Credit risk management policies and procedures applied by
the Group guarantee a detailed monitoring of borrowers, and
demonstrate the need to make provisions when there is
evidence of impairment to their solvency. For this purpose, the
Bank prepares insolvency provisions for transactions requiring
such provisions due to the borrower’s circumstances, prior to
formalising the restructuring/refinancing operations, which
should be understood as follows:



Significant financial difficulties of the issuer or obligor:
these are indicative of an impairment event insofar as
their classification as being significant limits the ability of
the issuer or obligor to honour their financial obligations.
Impairment can only be identified by considering both
variables which are indicative of a poor economic and
financial situation and variables that are the potential
cause or which give advance notice of this poor economic
and financial situation.



Non-compliance with contractual clauses, defaults or
delays in the payment of interest: in addition to defaults
longer than 90 days, which form part of the automatic
classification algorithm, defaults and delays of less than
90 days are also identified, as these can be a sign of
impairment.



Borrowers are granted concessions or advantages due to
their financial difficulties that would not otherwise be
considered: the act of conceding refinancing to a debtor
in financial difficulties may prevent or delay their failure
to comply with their obligations whilst at the same time
preventing or delaying the recognition of the impairment
associated with the financial asset linked to that debtor.



Probability of the borrower becoming insolvent: in cases
in which there is a high probability of borrowers going
bankrupt or entering restructuring proceedings, the
solvency of the issuers and obligors is noticeably
affected, and could give rise to a loss event depending on
the impact on estimated future cash flows.



The disappearance of an active market for the financial
instrument due to financial difficulties: the suspension of
financial assets issued by the obligor or issuer could lead
to a complicated economic and financial situation and
therefore a reduced capability of them honouring their
obligations.

The Bank carries out an annual review on the reasonability of
the thresholds and the items covered through the application
of individual assessments.
The defined levels place a volume of borrowers that allows the
total credit exposure to be reasonably hedged above the
materiality threshold, and these borrowers should therefore be
subject to an individual expert analysis.

Collective risk
The Group has defined a synthetic indicator for borrowers who
have been classed below the materiality threshold and who, in
addition, have not been classified as doubtful exposures or
under special monitoring, with which it identifies exposures
that exhibit weaknesses that could potentially lead to incurring
losses higher than losses on other similar transactions
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Refinancing and restructuring operations



Refinancing operation: this is granted or used for
economic or legal reasons associated with current or
foreseeable financial difficulties of the borrower to cancel
one or more operations granted by the Group, or by which
outstanding payments for such operations are met in full
or in part, for the purpose of enabling borrowers to pay
their debt (principal and interest) because they are
unable, or will predictably soon be unable, to honour their
payment obligations in due time and form.



Restructuring operations: financial terms and conditions
of an operation are amended for economic or legal
reasons associated with current or foreseeable financial
difficulties of the borrower for the purpose of facilitating
the payment of their debt (principal and interest) because
they are unable, or will predictably soon be unable, to
meet such terms and conditions in due time and form,
even when this amendment is already included in the
contract. Restructured operations are those in which the
terms and conditions are amended to extend the term to
maturity, to amend the repayment schedule to reduce the
amounts of short-term repayments or to reduce the
repayment frequency, to establish or extend the grace
period for the payment of principal, interest, or both,
unless it can be proven that the terms and conditions are
being amended for reasons other than borrowers’
financial difficulties and which are equivalent to the
terms that would be applied by other institutions in the
market for similar risks.

The formalisation of amendments to contractual terms and
conditions does not entail any significant additional
deterioration of the borrowers’ circumstances that will require
the creation of additional provisions.
If a transaction is classified under a specific risk category, the
refinancing operation does not entail any automatic
improvement in its risk classification. In terms of refinanced
transactions, the algorithm initially classifies them based on
their characteristics. These characteristics chiefly involve
borrowers having financial difficulties and the existence of
certain clauses such as long grace periods; the algorithm then
changes its initial classification in line with the set cure
periods. A reclassification into a lower risk category shall only
be considered if there is a quantitative or qualitative increase
in efficient guarantees backing the transaction and if there
has been a significant improvement in the continuous recovery
of the debt over time, therefore the act of refinancing does not
in itself produce any immediate improvements.
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With regard to refinanced/restructured loans classified as
standard exposure, different types of transactions are
specifically assessed to reclassify them, if applicable, into a
higher risk category using the same categories described in
the previous section (i.e. assets whose repayment is
considered doubtful as a result of borrower arrears when
payments are, in general, over 90 days past-due, or for
reasons other than borrower arrears, when there are
reasonable doubts concerning their recoverability).
Estimated losses due to credit impairment that are consistent
with the accounting classification of the risk are provisioned
for as soon as they are identified.
The methodology used to estimate losses for these portfolios
is generally similar to that used for other financial assets
measured at amortised cost, but it is considered that, a priori,
a transaction that has had to be restructured to enable
payment obligations to be satisfied should have a higher loss
estimate than a transaction that has never suffered default
(unless there are sufficient additional effective guarantees to
justify otherwise).
After the initial rating of the transaction, the change to a lower
risk category must be supported by significant evidence of
improvement in the expected recovery of the transaction,
either because the borrower has been consistently honouring
their payment obligations over a prolonged period of time or
because the initial debt has been significantly repaid.
Nevertheless, that transaction shall continue to be identified
as a restructuring or refinancing operation.

Calculation of hedges
The Bank applies the following criteria when calculating
hedges for credit risk losses.
In terms of transactions identified as having no appreciable
risk (mostly those carried out with central banks, general
governments, public enterprises and financial institutions
belonging to the European Union or certain countries
considered to be risk-free), a hedging percentage of 0% is
applied, except in the case of transactions classed as doubtful
exposure, for which an individual impairment estimate is
made. During this estimation process, calculations are made
of the amount required to hedge credit risk attributable to the
borrower and to hedge credit risk attributable to country risk. If
there are reasons for hedging both credit risk attributable to
the borrower and that attributable to country risk, the most
stringent hedging criteria are applied.
The metrics considered by the Bank to hedge this risk are the
currently drawn balances and the estimate of the amounts
expected to be disbursed in the event of entry into default of
off-balance sheet exposures through the application of a credit
conversion factor (CCF).
For transactions classified as doubtful exposures, an estimate
is made of the incurred losses, defined as the difference
between the gross carrying amount of the exposure and the
present value of the estimated future cash flows, as described
further on in this document.
The group uses lower horizons in certain segments when there
is evidence to suggest that the reclassification procedures can
ensure that loss events are detected sooner.
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Subsequently, these cash flows are updated by applying the
effective interest rate of the instrument (if its interest rate is
fixed) or by applying the effective contractual interest rate on
the date on which they are updated (if the interest rate is
variable).
The following sections describe the different methodologies
employed by the Group.
Individual hedging estimations
The following must be estimated individually:


Transactions considered
significant borrowers.



Where applicable, the operations or borrowers whose
characteristics do not allow a collective calculation of
impairment to be carried out.



Operations identified as without appreciable risk
classified as doubtful, both due to arrears as well as for
reasons other than arrears.

doubtful

by

individually

The Group has prepared a methodology to estimate these
hedges, calculating the difference between the gross carrying
amount of the transaction and the present value of the
estimated cash flows expected to be collected, discounted
using the original effective interest rate of the transaction. For
this purpose, the effective guarantees received are taken into
account. In order to determine the recoverable amount of
these guarantees, the average parameters used in the
collective impairment estimation models are used, adapting
them, when relevant, to the best information available in the
individual analysis.
Three methods are established to calculate the recoverable
value of assets which are evaluated individually:


Discounted cash flow method: debtors who are estimated
to be able to generate future cash flow through their own
business activity, by which, and through the economicfinancial structure of the company, allows for the partial
or full repayment of the debt owed. This implies the
estimation of cash flows generated by the borrower
through their business activity.



Recovery of financial guarantees: debtors who do not
have the capacity to generate cash flow through carrying
out their own business activities, who are then forced to
liquidate assets in order to meet their debt payments.
Implies the estimation of cash flows based on the
execution of the guarantees.



Combined method: debtors who are estimated to be able
to generate future cash flow and also have non-core
assets. These flows can be supplemented with the
potential sale of non-functional assets, insofar as that
they are not required for the development of their activity,
and subsequently, for the generation of future cash flows.

Collective hedging estimations
The following must be estimated collectively:


Exposures classed as standard exposure (including those
exposures classed as under special monitoring), for which
the Group believes that a loss has been incurred, but not
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notified, (“IBNR coverage”), as the impairment has not
been declared in the individual operations.


Exposures classed as doubtful which are not valued
through individual hedging estimations.

By carrying out the calculation for loss due to collective
impairment, the Group, in accordance with the Implementation
Guidance on IAS 39 and the guidance issued by ESMA on IAS
39, has taken the following considerations into account:




The process to estimate impairment takes all credit
exposures into account, except for those non-doubtful
exposures without appreciable risk, for which the
methods established by Bank of Spain would be used,
based on the data and statistical models which sum
together the average performance of entities in the
banking sector in Spain. The Group recognises an
impairment loss equal to the best estimation available
from internal models, taking into account all of the
relevant information which the Group holds on the
current conditions at the end of the period which is being
reported on.
For the purpose of carrying out a collective impairment
evaluation, the financial assets are grouped based on the
similarity of their characteristics with regard to credit risk,
for the purpose of estimating differentiated risk
parameters for each group. This segmentation differs
based on the estimated risk parameter. The
segmentation takes into account the historical loss
experience observed for a homogeneous group of assets
(segment), once it has been conditioned to the current
economic situation, which is representative of the losses
incurred but not reported in this period. This
segmentation screens risk, it is aligned with risk
management, and it is used in the Group’s internal
models with multiple uses by the internal control units
and the supervisor. Lastly, it is subject to recurring backtests and the regular update and review of the
estimations in order to include all of the information
available.

Effective guarantees are financial and personal guarantees for
which the Group proves their validity as mitigates of credit risk.
The analysis of the effectiveness of the guarantees takes into
account, amongst others, the time required to execute the
guarantees, and the Group's capacity to execute them, as well
as its experience in executing them.
Under no circumstances will guarantees whose effectiveness
significantly depends on the credit quality of the debtor, or
when relevant, the economic group of which the debtor forms
part, be accepted as effective guarantees.
By complying with these conditions, the following types of
guarantees could be considered as effective:


Completed buildings and parts thereof:

Country risk is the risk arising in counterparties resident in a
specific country for reasons other than ordinary commercial
risk (sovereign risk, transfer risk or risks derived from
international financial activity). The Bank classifies
transactions conducted with third parties into different groups
depending on the economic changes of countries, their
political situation, the regulatory and institutional framework
and the payment capacity and experience, and assigns
percentages of insolvency provisions, pursuant to that set
forth in current regulations.
Assets considered as doubtful exposures due to the
materialisation of country risk are transactions in which the
final obligors are residents in countries experiencing long-term
difficulties to meet their debt obligations, and the possibility of
recovery is considered doubtful, as well as other off-balance
sheet exposures whose recovery is considered remote due to
circumstances attributable to the country.
The provision levels for this item are not significant in terms of
the hedges for impairment established by the Group.

Guarantees

Pillar III Disclosures

o

Housing.

o

Offices and commercial premises and multipurpose industrial buildings.

o

Other buildings, such as non-multipurpose
industrial buildings and hotels.

Urban land and regulated building land.
Other real estate.


Collateral in the form of pledged financial instruments:

Cash deposits.
Equity instruments in listed entities and debt securities issued
by creditworthy issuers.


Other collateral:

Personal property received as collateral.
Subsequent mortgages on properties.


Classification and hedging of country risk

Real estate guarantees, applied as real estate mortgages
provided that they are the first mortgage.

Personal guarantees such that direct and joint liability to
the customer falls to the new guarantors, whose solvency
is sufficiently verified to ensure the full reimbursement of
the transaction under the terms established.

The Bank has valuation criteria for financial collateral for
assets located in Spain. This criteria is aligned with current
regulations. Specifically, the Bank applies selection criteria
and the contracting of suppliers of valuations oriented towards
guaranteeing the independence of the same, and the quality
of the valuations, all of them being appraisal companies and
agencies registered with the Bank of Spain Special Registry for
Appraisal Companies. The appraisals are carried out in
accordance with criteria set forth in Order ECO/805/2003 on
valuation regulations for property and certain rights related to
particular financial objectives.
Real estate guarantees for credit operations and property are
appraised at their origination or registration date, the latter
whether it is via the purchase, foreclosure or payment in kind
and when the asset suffers a significant reduction in value.
Additionally, minimum update criteria is applied, which
guarantees an annual update in the case of impaired assets
(special monitoring, doubtful and foreclosed properties or
received in settlement of debt), or triennially for large debts in
a standard situation with no signs of latent risk. Statistical
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methodologies are only used to update appraisals for the
assets described above when they have reduced exposure and
risk, although a full ECO appraisal must be carried out at least
triennially.
For assets located in the rest of the European Union, the
appraisal is carried out in accordance with that set forth in
Royal Decree 716/2009 of 24 April, and in the rest of the
world, by companies and/or experts with recognised expertise
in the country.

Global contrast between credit risk provisions and
provisions for the impairment of real estate assets
The Group has established backtesting methodologies
between estimated losses and actual losses.
As a result of this backtesting, the Group has established
amendments to the internal methodologies when the
backtesting shows significant differences between the
estimated losses and actual losses.
Additionally, these methodologies, as well as the backtests,
are reviewed by the internal control division.
In 2016 the Group has carried out a review of the procedures
which have been followed to calculate impairment. It has also
strengthened the criteria and information used to determine
individual and collective estimations of loan losses and the
recoverable amount of foreclosed assets or assets received in
payment of debt. As a result of this review, the Group has
increased its provisions for these assets by approximately
€378 million, with a charge to the 2016 consolidated profit
and loss statement.

5.3.2.4

Available-for-sale financial instruments

The amount of losses due to impairment incurred in debt
securities included under the heading of “Available-for-sale
financial assets” is equal to the positive difference between
their cost of acquisition, net of any amortisation of principal,
and their fair value less any losses due to impairment
previously recognised in the consolidated income statement.
When there is objective evidence to suggest that the decline in
their fair value is due to impairment, unrealised losses
recognised directly under the “Accumulated other
comprehensive income” heading in the consolidated
statement of equity are immediately recorded in the
consolidated income statement. To conclude as to the
existence of objective evidence of impairment, the Group
analyses events that might potentially cause the losses.
In general, the Group considers the following as signs of
impairment:


An increase in the probability that the issuer will undergo
financial restructuring;



The disappearance of an active market for the financial
asset in question; and



A downgrade of its credit rating.

For sovereign debt instruments, the assessment of possible
impairments is made by assessing changes in stock market
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trading caused mainly by changes in risk premiums and by the
continuous assessment of solvency.
If, after an impairment has been recognised, the losses are
fully or partly recovered, their amount is recognised in the
consolidated income statement for the year in which they were
recovered.

5.3.2.5

Equity instruments

The amount of losses due to impairment incurred in equity
instruments included under the heading “Available-for-sale
financial assets” is equal to the positive difference between
their cost of acquisition, net of any amortisation of principal,
and their fair value less any losses due to impairment
previously recognised in the consolidated income statement.
When there is objective evidence to suggest that the decline in
their fair value is due to impairment, unrealised losses
recognised directly under the “Accumulated other
comprehensive income” heading in the consolidated
statement of equity are immediately recorded in the
consolidated income statement.
To conclude on the existence of objective evidence of an
impairment in value of equity instruments, the Group assesses
whether there has been a prolonged or significant decline in
the fair value of the investment to a value below its cost. In
particular, the Group impairs these investments when their fair
value declines, and such declines are calculated individually,
over a period longer than 18 months or when the fair value
declines by 40% or more, taking into consideration the number
of instruments held for each individual investment and their
unit share price.
For unquoted equity instruments, the Group calculates a
discounted cash flow valuation using directly observable
market variables and/or data such as a published net asset
value, or comparable data and sector multipliers of similar
issuers in order to determine value adjustments. Equity
instruments valued at their acquisition cost are exceptions and
are not significant in terms of the Group’s consolidated annual
accounts. At 2016 and 2015 year-end there were no
investments in unquoted equity instruments therefore their
quoted market price has not been considered as a reference
for their fair value.
If, after an impairment has been recognised, all or part of such
losses are recovered, their amount is recognised under the
heading “Accumulated other comprehensive income” in the
consolidated statement of equity.
In the case of interests in associates included under the
heading “Investments in joint ventures and associates”, the
Group estimates impairment losses for each of them by
comparing the recoverable amount with the carrying value of
the investments. The recorded impairment is the result of an
individual assessment of the portfolio of investees, which are
assessed based on their net asset value or based on
projections of their results, pooling them into activity sectors
(real estate, renewable energy, industrial, financial, etc.) and
evaluating the macroeconomic and specific factors of each
sector that could affect the business activity of such
companies, in order to estimate their use value.
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Specifically, insurance undertakings are valued by applying the
market consistent embedded value methodology, companies
engaged in real estate activities are valued based on their net
asset value, and financial investees based on multiples of
their book value and/or the profit from other comparable listed
companies.



Net Exposure: refers to the exposure to credit and dilution
risk, net of value corrections due to impairment of assets
and provisions, and without applying credit 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 risk following the
application of credit risk mitigation techniques, but
without including adjustments of off-balance sheet
balances.



Exposure at Default (EAD): refers to the exposure to be
risk-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 risk weights (exposures calculated using
the standardised approach) or in line with internal
estimates of conversion factors (exposures calculated
using the IRB approach).

Losses due to impairment are recorded in the consolidated
income statement for the year in which they took place and
subsequent recoveries are recognised in the consolidated
income statement for the year in which they were recovered.

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.

Understanding exposure information

The following figures show the distribution of the
exposures of the Group with its various counterparties, in
terms of the segment into which they are classified. It
also distinguishes between the approaches used to
calculate minimum own funds requirements.

The metric used throughout this section with regards to
exposure measurements generally refers to EAD, although in
some information charts the use of different metrics has been
deemed more appropriate. The terms 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 credit risk
mitigation techniques or adjustments of off-balance sheet
balances.

Figure 11. EAD by segments.
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Figure 12. EAD by segment under standardised approach.
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Figure 13. EAD by segment under IRB approach.
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5.3.3.1

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

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

Table 20. Value of exposure to credit and dilution risk following value adjustments and corrections due to asset impairment,
excluding credit risk mitigation effects.
31/12/2016
Exposure class
Under standardised approach
Central governments and central banks
Regional governments and local authorities
Public sector entities and other public institutions
Multilateral development banks
International organisations
Institutions
Corporates
Retailers
Exposures secured with residential or commercial property
Exposures in default status
High risk exposures
Guaranteed bonds
Securitisation positions
Exposures to institutions and corporates with short-term credit rating
Exposures to collective investment undertakings
Equity exposures
Other exposures
Under internal ratings-based (IRB) approach
Central governments and central banks
Institutions
Corporates
Retailers
Securitisation positions
Equity exposures **
Other assets that are not credit obligations

Original exposure

Provisions

Exposure net of
provisions *

116.384.060
40.239.059
4.922.233
2.696.900
147.322
54
2.697.528
5.805.165
4.331.463
31.311.381
3.852.320
133.956
100.647
-

-1.510.724
-7
-1
-7
-5.374
-22.795
-23.628
-152.010
-1.219.772
-20.983
-

114.873.336
40.239.052
4.922.232
2.696.893
147.322
54
2.692.154
5.782.370
4.307.835
31.159.371
2.632.548
112.973
100.647
-

31/12/2015
Exposure net of
provisions *
108.356.270
25.513.234
4.796.893
3.331.680
55
1.764.998
5.545.418
4.417.708
33.407.952
3.297.223
105.919
-

-

-

-

-

63.431
20.082.601

-4
-66.143

63.427
20.016.458

133.986
26.041.204

124.055.971
3.118.960
46.573.382
73.412.364
951.265
-

-

124.055.971
3.118.960
46.573.382
73.412.364
951.265
-

123.989.562
2.942.941
48.716.937
71.568.717
760.966
-

Total net exposure
240.440.031
-1.510.724
238.929.307
232.345.831
Data in thousand euro
* Value adjustments are not deducted when calculating exposure under the IRB approach. For the purposes of alignment with the information reported in COREPs,
this criteria is maintained.
** Equity exposure excludes the amount corresponding to significant shareholdings (€484,511 thousand).
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Table 21. Value of exposure to credit and dilution risk following value adjustments and corrections due to asset impairment,
after applying CCFs and considering credit risk mitigation effects.
31/12/2016
Mitigated offAverage
balance sheet
CCF
exposure

Exposure class

Mitigated onbalance sheet
exposure

Under standardised approach
Central governments and central banks
Regional governments and local authorities
Public sector entities and other public institutions
Multilateral development banks
International organisations
Institutions
Corporates
Retailers
Exposures secured with residential or commercial property
Exposures in default status
High risk exposures
Guaranteed bonds
Securitisation positions

112.419.763
46.251.442
4.473.541
2.393.129
414.436
17
2.581.488
3.796.177
2.879.930
28.649.543
2.246.736
75.244
100.647
-

5.475.941
84.305
448.691
296.706
15.325
37
50.235
874.368
1.091.028
1.665.865
27.467
9.002
-

59.219
18.498.214
96.296.798
2.441.888
32.262.511
60.657.551
934.848
-

31/12/2015
EAD

EAD

97%
100%
94%
92%
97%
31%
99%
89%
75%
96%
99%
95%
100%
-

113.931.148
46.275.459
4.613.101
2.466.582
417.576
17
2.613.625
4.174.998
2.977.639
29.016.800
2.251.228
79.745
100.647
-

107.984.585
32.897.042
4.382.488
3.094.591
187
20
1.655.574
4.005.376
3.122.496
31.576.397
2.739.304
105.919
-

2.139
910.773

98%
97%

59.948
18.883.784

119.529
24.285.662

22.907.973
631.133
10.856.419
11.420.421
-

92%
88%
84%
97%
100%
-

109.461.542
2.702.811
36.171.067
69.652.816
934.848
-

109.067.526
2.664.354
37.511.922
68.139.020
752.230
-

Total net exposure
208.716.561
28.383.914
Data in thousand euro
* Equity exposure excludes the amount corresponding to significant shareholdings (€484,511 thousand).

94%

223.392.690

217.052.111

Exposures to institutions and corporates with short-term credit rating
Exposures to collective investment undertakings
Equity exposures
Other exposures
Under internal ratings-based (IRB) approach
Central governments and central banks
Institutions
Corporates
Retailers
Securitisation positions
Equity exposures *
Other assets that are not credit obligations
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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 risk, broken down into exposure
classes (for both standardised and IRB approaches).

The data corresponding to acquisitions of institutions carried out
during this financial year have been included in the relevant
periods.

Table 22. Average value of exposure to credit and dilution risk throughout the period.

Exposure class

2016
Average EAD during
the year

2015
Average EAD during
the year

109.912.291
37.851.884
4.633.315
4.613.362
221.274
15
2.373.079
4.023.981
3.174.264
29.777.716
2.474.650
58.021
104.652
75.381
16.125
20.514.571
106.735.602
2.617.859
36.941.638
66.290.641
885.464
-

107.293.005
36.498.889
4.668.091
3.115.200
62
8
1.481.039
3.477.316
3.314.637
29.363.082
6.359.972
131.543
101.808
6.025
18.775.331
102.898.730
2.743.571
37.533.237
61.734.431
887.491
-

Under standardised approach
Central governments and central banks
Regional governments and local authorities
Public sector entities and other public institutions
Multilateral development banks
International organisations
Institutions
Corporates
Retailers
Exposures secured with residential or commercial property
Exposures in default status
High risk exposures
Guaranteed bonds
Securitisation positions
Exposures to institutions and corporates with short-term credit rating
Exposures to collective investment undertakings
Equity exposures
Other exposures
Under internal ratings-based (IRB) approach
Central governments and central banks
Institutions
Corporates
Retailers
Securitisation positions
Equity exposures *
Other assets that are not credit obligations

Average value of exposure
216.647.893
Data in thousand euro, based on annual average, taking as reference 31/12/2014, 30/06/2015 and 31/12/2015 for 2015;
and 31/12/2015, 30/06/2016 and 31/12/2016 for 2016 which in this table includes TSB's EAD throughout the year.

210.191.735

* Equity exposure excludes the amount corresponding to significant shareholdings (€484,511 thousand).
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5.3.3.3

Geographical distribution of exposures

The following table shows a breakdown of exposures by
geography. This breakdown is shown for the exposure to credit
and dilution risk. The corresponding capital requirements have
been calculated using both the standardised and IRB
approaches:

Table 23. Breakdown of original exposures to credit and dilution risk, by geography (CRB-C).
Original exposure
Rest of EU
Ibero-America North America
countries

Spain

United
Kingdom

916
40.113
36.707
637

796
478
35.534
35

768
2.195
445
150

138
1.304
57
53

93
2.187
74
77

24
55
120
-

383
241
475

3.119
46.573
73.412
951

78.373

36.842

3.558

1.551

2.432

199

1.100

124.056

Governments and central banks
Regional governments and local
authorities
Public sector entities
Multilateral development banks
International organisations
Financial institutions
Corporates
Retailers

21.731

6.539

8.815

1.039

2.039

-

76

40.239

4.917

-

-

-

4

-

1

4.922

1.916
902
2.732
3.474

31
781
47
379

35

183
681
164

1
15
4

17
185
114

2.697
147

248
646
63

781
82
566
1.499
133

Secured by mortgages on real property

21.571

5.856

219

67

3.207

51

340

31.311

3.300

345

121

10

24

6

47

3.852

134

-

-

-

-

-

-

134

101

-

-

-

-

-

-

101

-

-

-

-

-

-

-

-

61

-

-

2

-

-

-

63

19.251

818

9

2

2

-

-

20.083

80.090

14.795

10.156

2.149

8.337

76

780

116.384

158.463

51.637

13.714

3.701

10.769

276

1.880

240.440

Governments and central banks
Financial institutions
Corporates
Retailers
Equity
Total IRB approach

Exposures in default status
Items linked to a particularly high level of
risk
Guaranteed bonds
Financial institutions and corporates with
short term credit ratings
Stakes or shares held with collective
investment undertakings (CIUs)
Equity exposures
Other exposures
Total standardised approach
Total
Data at 31/12/2016, in million euro.
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Other OECD

Rest of the
world

Total

2.698
5.805
4.331
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5.3.3.4

Breakdown of
counterparty

exposures

by

sector

or

The following table shows a breakdown of exposures for each
type of sector and geography, with details of exposures
considered doubtful and value adjustments due to
impairment.

Table 24. Value of impaired and defaulted exposures and general and specific credit risk adjustments.
31/12/2016
Value adjustments due
Doubtful exposures
to impairment
Lending
Specific provision
Sector
Credit institutions
General governments
Others
Geography
Spain
Rest of European Union
Ibero-America
North America
Other OECD
Rest of the world

31/12/2015
Value adjustments due
Doubtful exposures
to impairment

9.650.056
368
13.863
9.635.825

3.770.052
330
5.280
3.764.442

12.479.784
566
11.458
12.467.760

5.293.034
298
5.292.736

9.650.056
9.069.826
479.338
33.933
25.631
6.471
34.857

3.770.052
3.511.983
212.862
27.465
1.817
2.530
13.395

12.479.784
11.696.560
589.474
101.482
42.602
9.507
40.159

5.295.644
4.991.176
241.458
45.554
8.900
1.749
6.807

IBNR provision
Country risk provision

1.160.549
8.506

1.324.295
4.555

Contingent liabilities
Specific provision
Generic provision
Country risk provision

84.032
26.775
54.997
2.260

113.679
45.188
67.159
1.332

5.023.139

6.735.563

Total adjustments due to impairment
Data in thousand euro

In terms of the breakdown of information by 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, as the criteria applied depend
on the legal nature of the counterparty involved in each
transaction.
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Accommodation and
catering services

Information and
communication

Real estate development

Professional, scientific
and technical activities

4.212
3.582
-

1.756
761
-

2.452
992
-

-

7.750
2.926
-

175
143
-

Total IRB approach

773

339

7.022

6.544

-

2.044

7.794

2.517

3.445

-

10.676

318

8
21
42
15
1
-

1
95
2
1
-

52
147
75
23
10
-

12
2
64
33
4
-

-

7
64
62
19
4
-

68
124
150
53
93
-

17
90
42
11
1
-

31
31
75
186
3
-

1
-

8
462
24
288
38
77
-

4
21
18
4
-

Governments and central banks
Regional governments and local authorities
Public sector entities
Multilateral development banks
International organisations
Financial institutions
Corporates
Retailers
Secured by mortgages on real property
Exposures in default status
Items linked to a particularly high level of risk
Guaranteed bonds
Financial institutions and corporates with short term credit assessments

Individuals

Transport and storage

1.383
661
-

Other

Wholesale and retail
trade

-

Financial and Insurance
Activities

Construction

6.062
482
-

Art, entertainment and
leisure

Water supply

5.084
1.938
-

Healthcare services and
social services activities

Electric, gas, steam and
air conditioning supply

303
36
-

Education

Manufacture

349
424
-

Public administration and
defence, social security

Mining and quarrying

Governments and central banks
Financial institutions
Corporates
Retailers
Equity*

Administrative activities
and ancillary services

Agriculture, forestry and
fishing

Table 25. Breakdown of exposures to credit and dilution risk by sector or counterparty (CRB-D).

2.293
1.040
-

11
1
-

151
108
-

758
356
-

923
307
-

2.703
2.133
62
-

375
697
935

55.138
-

3.333

12

258

1.114

1.230

4.898

2.007

55.138

20
95
43
45
4
-

46.275
4.613
2.467
4
21
32
-

3
6
22
-

11
41
26
22
7
-

14
144
21
43
6
-

149
1.687
1.309
33
49
14
101

12
924
1.350
216
1.572
40
-

115
2.107
26.639
1.999
3
-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Stakes or shares held with collective investment undertakings (CIUs)
Equity exposures
Other exposures

12

3

44

14

-

51

27

1

2

-

11
57

-

44

1

18

50

71

49
639

17.100

748

Total standardised approach

99

102

352

130

-

208

515

160

328

2

965

47

250

53.414

50

156

299

4.030

21.214

31.611

Total
872
441
7.374
Data at 31/12/2016, in million euro.
* Equity exposure excludes the amount corresponding to significant shareholdings (€484,511 thousand).

6.674

-

2.252

8.309

2.676

3.773

2

11.641

365

3.583

53.426

308

1.270

1.529

8.927

23.221

86.749
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5.3.3.5

Breakdown of exposures by residual maturity

The following table shows a breakdown by exposure class (for
both the standardised approach and the IRB approach) and by
residual maturity tranches of the value, where applicable, of
exposure to credit and dilution risk. For Equity exposures, their

own nature implies the absence of a specific residual maturity.
They are therefore included in full in the “Total Exposure”
column, as a breakdown into residual maturity tranches is not
applicable.

Table 26. Breakdown of exposures to credit and dilution risk by residual maturity (CRB-E).

On demand

<= 1 year

> 1 year and
<= 5 years

> 5 years

Maturity not
established

Total

Governments and central banks
Financial institutions
Corporates
Retailers
Equity*
Total IRB approach

180.692
151.714
4.307.228
4.639.634

1.984.250
8.777.294
6.681.037
17.442.580

238.884
12.120.291
7.372.507
19.731.682

206.181
14.436.916
51.123.110
65.766.207

92.804
684.852
168.935
934.848
1.881.439

2.702.811
36.171.067
69.652.816
934.848
109.461.542

Governments and central banks
Regional governments and local authorities
Public sector entities
Multilateral development banks
International organisations
Financial institutions
Corporates
Retailers
Secured by mortgages on real property
Exposures in default status
Items linked to a particularly high level of risk
Guaranteed bonds
Financial institutions and corporates with short term ratings

10.132.547
398
368
1.076.859
3.813
91.053
38.009
16.724
-

1.024.312
961.182
337.470
843
17
931.984
1.163.483
969.816
106.792
122.675
14.825
-

10.099.865
1.331.002
803.798
164.763
313.730
2.027.351
1.007.968
3.861.513
159.681
11.486
33.396
-

23.458.111
2.319.734
1.299.151
251.969
276.387
907.969
850.682
25.008.960
1.951.068
53.434
67.251
-

1.560.623
785
25.796
14.665
72.382
58.120
1.524
1.080
-

46.275.459
4.613.101
2.466.582
417.576
17
2.613.625
4.174.998
2.977.639
29.016.800
2.251.228
79.745
100.647
-

1.319

46.060

5.358

5.022

2.188

59.948

568.041

725.332

3.238.980

6.084.738

8.266.693

18.883.784

11.929.132

6.404.792

23.058.889

62.534.478

10.003.856

113.931.148

Total
16.568.765
23.847.372
Data at 31/12/2016, in thousand euro.
* Equity exposure excludes the amount corresponding to significant shareholdings (€484,511 thousand).

42.790.570

128.300.685

11.885.296

223.392.690

Stakes or shares held with collective investment undertakings (CIUs)
Equity exposures
Other exposures
Total standardised approach
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5.3.3.6

Changes in value adjustments due to asset
impairment and changes to provisions for risks
and contingent commitments carried out in this
period

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

Table 27. Movements in value adjustments made to hedge credit risk (excludes contingent liablities).

1.399.618

Coverage
determined
collectively
5.192.484

1.136.010

3.761

7.731.873

1.873
781.673
181.108
-761.152
942.260
-

76.755
155.376
-2.496.998
-1.205.625
-1.291.373
1.142

183.053
192.533
-193.239
-282.651
89.412
5.940

653
141

261.681
1.130.235
-2.509.129
-2.249.428
-259.701
7.223

Balance at 31/12/2015

2.364.272

2.928.759

1.324.297

4.555

6.621.883

Movements reflected on the income statement
Movements not reflected on the income statement
Utilisation of provisions
Other movements
Exchange differences

86.581
-1.128.701
-967.417
-161.284
-193

190.444
-670.236
-683.484
13.248
-1.797

103.911
-261.218
-241.775
-19.443
-5.518

-1.965
5.414
5.414
502

378.971
-2.054.741
-1.892.676
-162.065
-7.006

Balance at 31/12/2016
Data in thousand euro

1.321.959

2.447.170

1.161.472

8.506

4.939.107

Coverage determined
individually
Balance at 31/12/2014
Acquisition of TSB
Movements reflected on the income statement
Movements not reflected on the income statement
Utilisation of provisions
Other movements
Exchange differences

5.3.3.7

Changes in stock of impaired and defaulted
loans and debt securities

The table below shows the changes in stock of impaired and
defaulted loans and debt securities during the year:

Table 28. Changes in stock of impaired and defaulted
loans and debt securities (CR2-B).

Opening balance sheet balance
Impaired and defaulted loans and debt securities since
last reporting date
Disposals of default exposures
Value of amortisations
Other adjustments
Closing balance sheet balance
Data at 31/12/2016, in thousand euro.

Gross carrying value of
default positions
12.482.401
1.755.062

5.3.3.8

IBNR coverage

Country Risk

Total

Deductions from Own Funds

Exposures deducted directly from own funds correspond to
financing operations the purpose of which is to acquire shares
or other securities eligible as the Group’s own funds. These
exposures are excluded from the calculation of own funds
requirements in order to avoid them being considered more
than once in the capital adequacy ratio. EAD for these
deductions amounts to a total of €26,660 thousand, and its
breakdown by calculation approach can be seen in the
following table.

Table 29. Amount of deducted exposures.

-4.058.422
-528.116
-869

Method

9.650.056

AIRB
STDA

Deducted balance

EAD

34.967
11.949

19.895
6.765

46.915

26.660

Total
Data at 31/12/2016, thousand euro

During 2016 an improvement has been noted in the reduction
of doubtful assets held on the balance sheet, which have been
reduced by €2,832 million.
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5.3.4

Standardised approach

Banco Sabadell Group has been authorised to directly
calculate own funds requirements by means of the AIRB
(Advanced Internal Ratings-Based) approach for a significant
proportion of its credit risk exposures. However, the Group
employs the standardised approach to calculate capital
requirements in certain categories and individual exposures.
The information below relates to the main criteria on which
Banco Sabadell Group bases its use of the standardised
approach, and on the levels of exposure that are treated using
this approach for solvency purposes.

5.3.4.1

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

Banco Sabadell Group uses assessments from external credit
assessment institutions (ECAIs) deigned to be eligible by the
EBA (European Banking Authority) in order to determine risk
weights applicable to the calculation of capital requirements.
The process to determine applicable risk weights based on
ECAI assessments acknowledged by the Group is governed by
the criteria expressed in Article 138 of the CRR. Therefore:


In the event that only one credit assessment from an
ECAI is available, this shall be used to determine the
applicable RW (risk weight).



In the event that two credit assessments are available,
and where these have produced different RWs, the higher
risk weight shall be assigned.



For exposures where more than two credit assessments
are available, the higher of the two lowest risk weights
shall be assigned.



Central governments and central banks.



Regional governments and local authorities.



Public sector entities and other public non-profit
organisations.



Multilateral development banks.



Institutions.



Corporates.



Covered bonds.



Securitisation positions.



Exposures to institutions and corporates with a short-term
credit assessment.



Exposures to collective investment undertakings (CIUs).

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 established by internal rating models) the calculation of
capital requirements is carried out under the standardised
approach, using ECAI assessments in cases in which they have
rated the borrower.
For securitisation positions, 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
ECAI assessments of positions under the securitisation
framework set forth in Part Three, Title 2, Chapter 5 of the
CRR.

5.3.4.3

Process of assigning credit ratings of public
issuances of securities to comparable nontrading book assets

The Group does not use assessments of any export credit
agency.

Banco Sabadell Group does not currently allocate credit
ratings of public issuances of securities to comparable nontrading book assets for exposures treated under the
standardised approach.

5.3.4.2

5.3.4.4

Type of exposures for which assessments of
each ECAI or export credit rating agency are
used

Banco Sabadell Group uses assessments from nominated
ECAIs for exposure classes in which borrowers have generally
been allocated a credit rating by such institutions. In essence,
the exposure classes in which the Group uses assessments
from external agencies correspond to:
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Exposure to credit risk and credit risk mitigation
effects

The table below shows a breakdown of the impact of the
application of the Credit Conversion Factors (CCF) on the
exposures, as well as credit risk mitigation techniques. The
table also shows the RWA and the density of the RWA for each
exposure category under the standardised approach.
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Table 30. Exposure to credit risk and credit risk mitigation effects (EU CR4).

Exposures before CCF and Exposures after CCF and CRM
CRM (net exposure)
(EAD)
On-balance
sheet
exposures
Central governments and central banks
Regional governments and local authorities
Public sector entities and other public institutions
Multilateral development banks
International organisations
Institutions
Corporates
Retailers
Exposures secured with residential or commercial property
Exposures in default status
High risk exposures
Guaranteed bonds
Financial institutions and corporates with short term credit rating

Off-balance
sheet
exposures

On-balance
sheet
exposures

Off-balance
sheet
exposures

RWA and RWA density

RWA*

RWA Density

37.399.280
4.471.721
2.371.713
147.322
17
1.995.912
4.766.724
3.139.952
29.645.185
3.821.238
124.954
100.647
-

5.919
448.692
300.047
37
56.763
824.674
1.172.907
1.666.196
31.082
9.002
-

43.417.582
4.471.720
2.367.990
414.435
17
1.936.635
3.719.646
2.861.326
28.649.544
2.246.735
75.244
100.647
-

24.017
139.561
73.452
3.141
32.137
241.585
97.709
367.256
4.493
4.501
-

1.034.266
719
377.911
779.853
3.541.163
2.076.161
10.655.260
2.322.981
119.618
20.129
-

2,38%
0,02%
15,48%
0,00%
0,00%
39,61%
89,40%
70,16%
36,72%
103,19%
150,00%
20,00%
0,00%

61.011

2.142

58.940

730

59.670

100,00%

19.299.474

741.430

18.456.518

385.569

16.831.816

0,00%
89,33%

Total
107.345.150
5.258.891 108.776.979
1.374.151
Data at 31/12/2016, in thousand euro.
* RWA with SME supporting factor.
* For the purpose of alignment with other tables, it should be noted that derivatives, repos and instalment sales are not considered

37.819.547

34,33%

Stakes or shares held with collective investment undertakings (CIUs)
Equity exposures
Other exposures

Información con Relevancia Prudencial
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5.3.4.5

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

The following table shows a breakdown by exposure class for
which the standardised approach has been used of the value
of exposure to credit and dilution risk net of 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 31. Value of exposure before and after credit risk mitigation by exposure class.
Exposure class
Central governments and central banks
Regional governments and local authorities
Public sector entities and other public institutions
Multilateral development banks
International organisations
Institutions
Corporates
Retailers
Exposures secured with residential or commercial property
Exposures in default status
High risk exposures
Guaranteed bonds
Securitisation positions
Exposures to institutions and corporates with short-term credit rating
Exposure to collective investment undertakings
Equity exposures
Other exposures
Total value
Data in thousand euro. CCFs are not applied

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, which
are determined based on 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 in those corresponding to mitigating guarantees.
Of particular relevance is the increase in the mitigated
exposure in respect of the net exposure within the ‘Central
governments and central banks’, as these are the
counterparties most commonly used in the risk mitigation
process, as they benefit from lower risk weights.

Información con Relevancia Prudencial

31/12/2016
31/12/2016
Net exposure Mitigated exposure
40.239.052
4.922.232
2.696.893
147.322
54
2.692.154
5.782.370
4.307.835
31.159.371
2.632.548
112.973
100.647
-

46.335.747
4.922.232
2.689.835
429.761
54
2.631.723
4.670.545
3.970.958
30.315.408
2.274.203
84.246
100.647
-

31/12/2015
31/12/2015
Net exposure Mitigated exposure
25.513.234
4.796.893
3.331.680
55
1.764.998
5.545.418
4.417.708
33.407.952
3.297.223
105.919
-

32.960.362
4.796.893
3.318.920
187
55
1.692.919
4.495.460
4.104.738
32.505.779
2.795.411
105.919
-

-

-

-

-

63.427
20.016.458

61.358
19.408.987

133.986
26.041.204

123.050
24.769.573

114.873.336

117.895.704

108.356.270

111.669.266

In addition, it must be taken into account that the coverage of
the Asset Protection Scheme (APS) 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.
The following table shows a breakdown by risk weight of the
value, where applicable, of the exposure to credit and dilution
risk net of 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 32. Value of exposure after credit risk mitigation (EAD) by exposure class (EU CR5).

Exposure class

0%

2%

4%

20%

35%

50%

75%

100%

150%

250%

Deducted

Total

44.888.063
4.612.382
2.030.041
417.576
17
26.187
289.784
23
13
-

70.131
279.395
6.446
-

165.459
-

32.407
1.019.966
2.306
100.647

26.256.395
-

1.055.106
29.441
1.166.912
60.349
2.172.807
-

2.971.171
507.952
-

215.995
719
374.694
164.968
3.523.648
79.646
2.107.684
-

8
19.516
143.531
79.745
-

116.287
-

3.524
398
-

46.275.459
4.613.102
2.466.582
417.576
17
2.613.625
4.174.998
2.977.639
29.016.800
2.251.228
79.745
100.647

-

-

-

-

-

-

-

-

-

-

-

-

1.587.842

10

-

507.229

-

-

1.736.453

59.948
14.773.302

944

278.004

2.842

Total
53.851.928 355.982 165.459
Data at 31/12/2016, in thousand euro.
The total amount coincides with the EAD reported in COREP for standardised approach.
Deducted amounts coincide with the standard amount in table 29. "Amount of deducted exposures"

1.662.556

26.256.395

4.484.615

5.215.575

21.300.604

243.744

394.292

6.765

59.948
18.883.784
113.931.149

Central governments and central banks
Regional governments and local authorities
Public sector entities and other public institutions
Multilateral development banks
International organisations
Institutions
Corporates
Retailers
Exposures secured with residential or commercial property
Exposures in default status
High risk exposures
Guaranteed bonds
Financial institutions and corporates with short term credit rating
Stakes or shares held with collective investment undertakings
Equity exposures
Other exposures
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5.3.5

Internal ratings-based (IRB) approach

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 in 2006.
TSB also has AIRB (Advanced Internal Rating Based) models
and has been authorised by the PRA (Prudential Regulation
Authority) to use such models to calculate individual
requirements for all of its most significant portfolios. Its
internal models were originally inherited from LBG (Lloyds
Banking Group) when TSB split from the latter in 2014.
Previously, extensive validations and, in some cases,
modifications, were made to ensure that the risk was
adequately measured, a process which was fully certified by
the PRA.

a consolidated basis based on TSB’s IRB models. This
authorisation is subject to the completion of a plan for the
integration of such models into all of the entity’s corporate
capital and risk processes (this plan has already been partially
enforced and is scheduled for completion at the end of 2017),
once the data start-up and migration to the Group’s technology
platform has been fully completed.

5.3.5.1

Calculation of credit risk-weighted exposures
under the IRB approach

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

Since then, TSB has continued to develop its internal models
and has improved their adaptation to the current customer
portfolio and risk policy.
At present, the Group has been granted temporary
authorisation by the SSM to calculate capital requirements on

Table 33. Breakdown of portfolios authorised by the supervisor for use or subsequent application of internal ratings-based (IRB)
approaches.
Regulatory
Exposure Portfolio

Internal Portfolio

Internal Estimates Used

Internal ratings-based
approach

Status

Sabadell

Corporates

Portfolios based on rating models that
rate segments from corporate banking
to SMEs and Developers

Probability of Default (PD)
Loss Given Default (LGD)
Credit Conversion Factor (CCF)

Advanced IRB

Authorised on
01/2008

Sabadell

Retailers

Mortgage Scoring

Probability of Default (PD)
Loss Given Default (LGD)

Advanced IRB

Authorised on
01/2008

Sabadell

Retailers

Consumer Scoring

Probability of Default (PD)
Loss Given Default (LGD)

Advanced IRB

Authorised on
01/2008

Sabadell

Corporates

Project Finance

Probability of Default (PD)

Supervisory Slotting
Criteria

Authorised on
12/2009

Sabadell

Retailers

Retailers and Sole Proprietors

Advanced IRB

Authorised on
12/2010

Sabadell

Retailers

Performance Scoring-Cards and Loans

Advanced IRB

Authorised on
12/2011

Sabadell

Institutions

Financial Institutions

Foundation IRB

Authorised on
12/2012

TSB

Retailers

Mortgage Scoring

Advanced IRB

Authorised on
06/2014

TSB

Retailers

Consumer Loans Scoring

Advanced IRB

Authorised on
10/2014

TSB

Retailers

Cards Scoring

Advanced IRB

Authorise don
06/2015

TSB

Retailers

Current Account Scoring

Advanced IRB

Authorised on
06/2015

Sabadell

Corporates

Corporates and Groups

Advanced IRB

Authorised on
03/2016

Entity

Probability of Default (PD)
Loss Given Default (LGD)
Credit Conversion Factor (CCF)
Probability of Default (PD)
Loss Given Default (LGD)
Credit Conversion Factor (CCF)
Probability of Default (PD)
Probability of Default (PD)
Loss Given Default (LGD)
Credit Conversion Factor (CCF)
Probability of Default (PD)
Loss Given Default (LGD)
Credit Conversion Factor (CCF)
Probability of Default (PD)
Loss Given Default (LGD)
Credit Conversion Factor (CCF)
Probability of Default (PD)
Loss Given Default (LGD)
Credit Conversion Factor (CCF)
Probability of Default (PD)

Data from models approved by the supervisor, at 31/12/2016.
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This table shows that Banco Sabadell has been granted
authorisation for the regulatory application of different internal
ratings developed for exposures in the Corporates, Retailers
and Sole Proprietors, Financial Institutions and Project Finance
categories, as well as scorings for mortgage and consumer
loans and performance scorings for cards and credit; these four
are included in the Retail category.

Although the Institution has been authorised to use the IRB
approach in certain portfolios, for the integration procedures of
exposures deriving from the different institutions that have
been acquired and which did not have authorised IRB models,
these portfolios are submitted for a roll-out period and are
successively migrated from the standardised approach to the
IRB approach.

In addition to models from which estimates are made regarding
the Probability of Default (PD) or Predicted Default Rate (PDR)
of borrowers 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.

TSB has also been authorised to employ the AIRB approach to
calculate own funds requirements for its mortgage loans,
consumer loans, credit card and current account portfolios.

Thus, having obtained the aforementioned authorisation for the
regulatory use of PD, LGD and CCF parameters, Banco Sabadell
Group applies the AIRB (Advanced Internal Ratings-Based)
approach to calculate its own funds requirements.
The portfolios for which Banco Sabadell Group has been
granted authorisation to use the IRB approach (Foundation or
Advanced) to calculate own funds requirements for solvency
purposes (from 1/1/2008) represent 52% of the total credit
risk requirements of the Group.

The following table shows a breakdown by regulatory exposure
class and calculation approach of the number of internal rating
models for the various portfolios. The criteria for quantifying
LDG and EAD models were reviewed in 2016, which is why
there are certain differences between the 2015 Report on Pillar
III disclosures.
The number of models for each estimated parameter need not
be the same, as this estimate may apply to more than one
portfolio, and some of them may be estimated at sub-portfolio
level.

Table 34. Outline of models used to calculate IRB parameters in the different portfolios.
Models with PD
estimates

Models with
LGD estimates

Models with
CCF estimates

13

12

7

Sole Proprietors

1

4

2

Advanced IRB

Retail Mortgages

10

10

1

Advanced IRB

Retail Consumer Loans

4

8

1

Advanced IRB

Retail Cards

8

6

4

Advanced IRB

Current Accounts

7

4

3

Advanced IRB

Retail Credit

1

1

1

Foundation IRB *

Financial Institutions

1

-

-

Supervisory Slotting Criteria

Project Finance

1

-

-

Ratings Based Method

Securitisations

-

-

-

Simple Risk-Weight Approach

Equity

-

-

-

46

45

19

Internal Ratings-Based Approach

Portfolio

Advanced IRB

Corporates

Advanced IRB

Total Models
Data from models approved by the supervisor at 31/12/2016
* Only applies to Banco Sabadell
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The following table shows the different portfolios of the Group
that are currently undergoing a roll-out process. Work has been
carried out, and has reached very advanced stages in some
cases, to apply estimates based on internal models, although

the definitive date for their implementation in some cases is
being reviewed by the supervisor.

Table 35. Outline of roll-out models used to calculate IRB parameters in the different portfolios.

Entity

Sabadell

Portfolio pending roll-out

Date of IRB calculation

Individual customers with risk originating from entities acquired in Spain: Banco CAM, BMN
branch network in Catalonia and Aragon, Banco Gallego and Lloyds Banking Group network in
Spain. Includes mortgage loans and consumer loans.

Pending roll-out

TSB

SME

2023

TSB

Enhancement Portfolio *

2018

TSB

Loans acquired from ex Northern Rock

2021

* Enhancement portfolio: mortgage portfolio temporarily granted by Lloyds Banking Group (LBG) for the purpose of improving

TSB's income during its first few years. The elimination of the roll-out process and the classification as
a permanent standard until the portfolio is returned to LGB is being discussed with the PRA.

Internal rating systems
Structure of internal rating systems and relationship
between internal and external ratings
The main aspects that make up the structure of credit rating
systems, for which the Group has been granted authorisation
for their use when calculating minimum capital requirements
are described hereafter. It is important to remember that other
models are used for management purposes and these are
currently being validated in order to be granted supervisory
authorisation.
A description of the rating systems of Banco Sabadell is given
hereafter, followed by a description of TSB’s rating systems.
Internal Probability of Default (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 borrowers who,
generally, are included in the different segments of the
Corporates portfolio. Models that have already been authorised
for use when calculating own funds are the rating models for
Corporates, Developers, Holdings, Large Enterprises, Groups,
Retailers and Sole Proprietors, Financial Institutions and Project
Finance. They provide an estimate of the PD of borrowers,
which is regularly 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 accepting mortgage transactions (mortgage
scoring) and transactions carried out for consumer purposes
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(consumer scoring), which are mainly retail-based. They provide
an estimate of the PD throughout the life of the transaction
based on the data analysed in the granting phase. Therefore, in
contrast with ratings, scorings are static in nature, except for
performance scorings, which allow the ratings assigned to
transactions being granted to be regularly updated.
In all cases, Banco Sabadell follows a process of continuous
monitoring and internal validation of these models in order to
ensure that they are constantly reviewed and updated.
Rating of Corporates, Retailers and Sole Proprietors
The Corporates rating model, 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 assessment and a series of factors
based on the practical experience of the Bank’s risk managers
(account managers and risk analysts).
Banco Sabadell uses different rating models divided according
to various key concepts: the size of the borrowers (estimated by
their invoicing volume), the sector in which they operate
(developers, industry and services), the type of borrower
(holdings, Groups) and their degree of engagement with the
Bank (new customers, existing customers).
The structure of these models follows a unitary approach that,
depending on the information available for each customer, can
be made up of the following rating units:


Financial unit: formed of factors defined using information
from financial statements of borrowers and which attempt
to characterise different aspects of their economic and
financial situation (profitability, liquidity, solvency,
efficiency).
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Qualitative unit: formed of factors defined using the
practical experience of the account managers and risk
analysts, which is the structure used by the Group to
monitor risks. This unit uses factors that attempt to
evaluate the business aspects that are assessed in this
process, such as the managerial capabilities of the
management team or the competitive position within the
market, amongst others.
Operational unit / CIRBE: this unit analyses factors related
to information on the credit risk of borrowers 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 borrowers within the
Group itself.
Adjustments unit: this unit takes into account other factors
such as types and levels of default.

The combination of different factors and units translates into a
final scoring for each borrower, which allows them to be
organised in terms of their propensity to default. The calibration
process is used to define the function that allows the
relationship between this scoring 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 as of 31/12/2012, uses a
rating method that is closely aligned with the method currently
used by various credit rating agencies.
The new model gives three types of rating:


Basic rating: only considers the financial and business
fundamentals of the institution.



Individual rating: adjusts the basic rating in accordance
with the economic outlooks of the geography in which the
business is carried out.



Individual support 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 prevent it from defaulting, i.e. the
impact of this support from the country and/or the parent
undertaking on the institution’s solvency.

Mortgage, consumer and performance scorings of individuals’
cards and loans
Mortgage and consumer reactive scoring models are internal
models that are used when accepting risk transactions with
retail customers, providing a risk assessment of the transaction
at the time when it is granted.
These models combine information regarding the key factors
that determine the feasibility of transactions in the assessment
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.



Socio-economic profile: incorporates factors related to
socio-demographic aspects of borrowers.
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Relationship with the Bank: when approving transactions,
factors are included to characterise the degree of the
borrowers’ engagement with the Group, as well as past
experience in terms of their repayment history.



Economic data: this unit is used gather data regarding the
debt capacity of borrowers before approving a transaction.



Guarantee: this unit is particularly important in mortgage
transactions, as it allows information regarding guarantees
that back transactions to be entered into the models.



The final output of the reactive mortgage and consumer
scoring models allows the credit quality of the transactions
to be ordered based on their score. Their relationship in
terms of PD is determined by means of the calibration
process.



Lastly, it should be noted that the Bank has developed
performance scoring models, which calculate, on a
monthly basis, a scoring for all of its current products held
by natural persons. This scoring model means it is
possible to generate a monthly update of the status of the
contract and the characteristics of the contract holders.
Currently, the use of card and credit models is authorised
in the calculation of regulatory capital requirements,
although the use of consumer and mortgage loan models
is in the roll-out phase, to be used in future capital
calculations.

As indicated, the final results of the application of relevant
algorithms for each internal rating system used by Banco
Sabadell allow it to rank borrowers (in the case of rating
systems) and 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 Banco Sabadell allows the outputs
of the tools created for each rating system to be compared, as
it standardises the scorings assigned to different default rates,
thus allowing a comparison to be made of customers in
different portfolios.
Internal LGD estimates
For defaulted transactions in which actions are taken to recover
the debt, the Bank shall not necessarily lose the full
outstanding amount. The severity, or LGD, precisely measures
the percentage loss of the amount outstanding, taking into
account any recovered amounts, expenses incurred during the
recovery process, and the time value of money.
To estimate this parameter, the ‘workout LGD’ approach is
used, which calculates the severity of defaulted transactions
observed during the period of the available historical data.
Once this calculation has been made, the LGD is divided into
specific pools based primarily on the segment and guarantees
of the transaction.
Pursuant to the guidelines set forth in the NBCA framework,
and given 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 DLGD (Downturn Loss Given Default) estimates,
i.e. the estimated LGD resulting from a severe crisis situation
during the economic cycle, which increases the value of the
workout LGD (average of historic LGDs observed in the Bank’s
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default portfolio) and, therefore, leads to the adoption of
conservative criteria.
This estimate is particularly relevant in the case of mortgage
secured exposures, where the value of collateral is reduced in
accordance with hypothetical scenarios in which housing prices
drop significantly.
Internal CCF estimates
For customer financing transactions with contingent
commitments or contingent liabilities in which there have been
instances of default, empirical evidence shows a progressive
increase in the use of the loan as the predicted default date of
the loan approaches. This fact is partly explained by the decline
in their solvency and, in consequence, the growing financial
needs of the borrower, which result in an increased use of
available financing options.

In terms of EAD, TSB also has different internal estimates for
each of the aforementioned portfolios. These estimates, in the
case of products with committed credit facilities, include
estimates of the use of such facilities in a downturn scenario.

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


The NBCA has therefore proposed that an estimate be made of
Credit Conversion Factors (CCFs) for those transactions in
which the contractual commitment undertaken by a financial
institution with its borrowers 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) for the
purpose of calculating capital requirements shall be
determined by the drawn balance or current exposure of the
transaction plus the estimated increase in use of funds during
the 12 months prior to a hypothetical entry into default by the
borrower. This estimate is reached based on the calculation of
CCFs.
Banco Sabadell calculates CCFs using statistical techniques
that characterise the factors that explain the increase in the
use of funds to finance defaulted transactions, based on
available historical information. Estimates are made separately
for different types of transactions with variable draw-downs
(credit facilities, financial and technical guarantees, factoring
transactions, etc.).

In the case of reactive scoring models, their result, in addition
to consultations of internal and external loan loss 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 applied to asset transactions takes into
consideration the risk premium and the cost of capital
calculated based on regulatory capital. Both items form
part of the costing to be applied to prices and include
LGDs and PDs estimated based on internal models for
each borrower or transaction.



Profitability and limits: the Bank has tools which allow it to
calculate the risk adjusted return on capital (RaRoC). This
metric is used particularly often in Corporate Banking and
it can be calculated ex-ante to the granting of credit,
affecting the price, or ex-post to its granting, for the
monitoring of its risk adjusted profitability. Furthermore,
the internal ratings obtained through the assessment of
each customer are used implicitly in order to establish
limits.



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



Risk monitoring: the rating of borrowers is an integral part
of the establishment of warnings included in the risk
monitoring. In general, a lower rating determines the need
of a more frequent review of the risk associated with an
exposure.



Recovery process: the recovery rates are used as a
fundamental metric to monitor and manage the recovery
processes.



Other management procedures: in addition to the
aforementioned uses, the rating is also used as an input

TSB models and parameter estimates
TSB has acceptance scoring models to rate the granting of new
transactions for each of its four individual risk portfolios
(mortgage loans, consumer loans, credit cards and overdrafts
in current accounts). It also has performance scorings for these
portfolios that rate the existing risk based on how much time
they have been on the balance sheet (between three and six
months depending on the product). These models reflect the
characteristics of the business and market in the United
Kingdom, although the information that they use is similar to
that described previously for the Group’s other scoring models.
The use of these models has been approved by the regulator
(PRA) for regulatory own funds requirements.
Regulatory PD is estimated based on these models' scorings.
In terms of LGD downturn, this is estimated to reflect a stressed
period for the British economy. LGDs correspond to different
sets of significant variables depending on the portfolio: LTV or
geography in mortgage loans and the recovery status of
defaulted loans as well as the borrowers’ characteristics for
other unsecured products.
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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
setting of levels of autonomy within the credit risk
acceptance procedure is determined by expected losses,
which helps to improve the continuous monitoring and
control of the portfolio’s risk. Thus, when calculating
expected losses, available internal estimates are used
when managing PD and LGD parameters, as are CCFs
(through the use of EAD).
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for both tolerance of bill discounting facilities (the
authorised excess of these facilities is calculated based on
the rating) and the possibility of incorporating authorised
overdrafts in sight accounts (mainly based on their rating).

assigning an estimated LGD to each observed pool of
transactions identified in the current exposures of the entity.

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

5.3.5.2



Capital planning: risk parameters which are conditioned to
the economic situation are used to determine the
scenarios of eventual losses in the stress tests or
forecasts, which in turn allow the impact of these
scenarios on the Bank’s income statement or capital
adequacy to be assessed.



Provisions: The Group currently uses internal models in
line with IAS 39 to calculate provisions. Currently, the
Group is finalising the development and implementation of
the adaptation of these models to IFRS9, which is
expected to enter into force on 1/1/2018.

The Group establishes its Governance Framework of Models
based on the Three Lines of Defence model (3 LoD) in terms of
internal models, the committees which participate in the
decision making process, and the delegation system required
for such committees. Furthermore, the Group's framework
allows it to identify procedures and tools which it has adopted
or improved to ensure effective management.
The first line of defence is comprised of those units responsible
for building the models, estimating parameters and calculating
capital, which, as part of the Group structure, act independently
to the units which manage risk approval, and therefore use
internal models, acting as a first level of control.
The second line of defence acts independently to the first line
of defence, and it is comprised of the Internal Validation unit,
which is responsible for assessing the suitability of the models,
or changes made to the models prior to their implementation,
which is a fundamental aspect of the management of model
risk.

Management procedure and recognition of credit risk
mitigation
When carrying out routine credit risk assessment and
acceptance procedures, the Group pays particular 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 this document, a detailed description
is provided of procedures used to manage and recognise the
mitigation of credit risk. 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:




Funded credit protection: this category includes mortgage
guarantees, collateral to secure deposits and securities as
well as interbank netting agreements for transactions
carried out in financial markets.
Unfunded credit protection: this category encompasses
hedging instruments based on credit insurance and
signature guarantees, as the Group does not currently use
credit derivatives as a credit risk mitigation technique.

Governance of models and managing model risk

Lastly, the third line of defence, which is comprised of the
Internal Audit department, is responsible for controlling the
functioning of the first two lines of defence, and reports directly
and independently to the Audit Committee (delegated to the
Board).


The Group has identified the following as pillars for the efficient
governance of the models:


Effective management of changes to models.



Frequent monitoring of performance and the uses of the
models.



Regular internal reporting to committees and external
disclosures.



Support tools for the management of the models. Examples
of support tools include the inventory of models, scorecard,
planning and monitoring of activities.

The Group 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 appropriate
formalisation, registration and oversight in the Group’s
information systems.

Additionally, the main aspects of the models governance
environment are listed below:


The Models Committee is a body which is responsible for all
of the Group’s IRB models. This committee enjoys the
autonomy to approve less significant aspects of the models,
and it supervises and coordinates tasks relating to the
management of the models.

Lastly, in terms of the calculation of minimum capital
requirements for exposures treated under the IRB approach to
which this section refers, it is important to note that the Group
has been authorised to use its own internal LGD estimates as a
credit risk mitigation technique. When estimating loss given
default, guarantees are a key element used to identify pools of
similar transactions in terms of their observed or estimated
severity under stress scenarios. The calculation of capital
requirements is conducted in a coherent manner i.e. by



The most significant aspects of the models are submitted to
the Technical Risks Committee, escalating them, in the
case of favourable opinion, to the Risks Committee. The
final approval is granted by the Board of Directors.



The Group has
systematic procedures and internal
guidelines in place, which are oriented towards the
successful management, coordination and control of the
models at corporate level.

Pillar III Disclosures

97

BancoSabadell
A Models Governance Framework has been established
between the Group and TSB (IRB entity) to improve the
coordination and homogenisation of the procedures/criteria
between the Group and the Local entity.

scoring models, parameter estimating processes, the
calculation of own funds requirements process and the
technological environment, as well as internal validation.

Monitoring of internal rating tools

The Internal Audit team act with full autonomy when carrying
out their tasks, as their functional direct report is the Audit and
Control Committee. Therefore, they are fully separate from the
divisions responsible for generating exposures and for their
development, monitoring and Internal Validation. For example,
as the third line of defence, Internal Audit audits the activities
carried out by Internal Validation and its Validation Framework.

Given the importance of applying internal credit rating systems
and due to possible changes in their efficiency over time, the
divisions responsible for the creation of rating and scoring
models and models for the estimation of parameters (PD, LGD
and EAD) continuously monitor these models, analysing
reliability measures and their development over time. Based on
the results, the necessary mechanisms can be put in place to
ensure their adequate application in each of the corresponding
portfolios. These controls include an analysis of predictive
capabilities and backtesting of the risk parameters generated
by credit rating systems. The opinions of risk analysts and
business experts is frequently taken into account as a
challenge of the models and their adequacy.

Furthermore, a series of regular reviews is carried out on
aspects related to the adequacy of risk management and its
associated internal rating systems. Some of these reviews
include audits of the corporate centre (aimed at risk control),
audits of the branch network (to verify, amongst others, the
accuracy and appropriateness of data entered into internal
credit rating systems), information technology audits (mainly
migration processes, logical security and outsourcing of
processes) and operational risk audits (risk assessment and
management, approval and monitoring of transactions,
management of transactions and guarantees, etc.), in addition
to other independent reviews (e.g. general computer controls or
specific reviews of processes).

Internal Validation

In terms of the internal models used by TSB, its Internal Audit
department acts as the final control level, and it has sufficient
independence to perform its functions. It is responsible for
overseeing compliance with policies and procedures as well as
their effective implementation, by reviewing the associated
control environment. In terms of the implementation of
advanced models, TSB’s Internal Audit activities include the
review of models and their incorporation into the company’s
capital requirements calculation processes, the control of
information (databases and data flows between different
applications) and the review of the technological environment.

Mechanisms used to control internal rating systems,
including a description of their autonomy, responsibility and
reviewing procedures

The objectives of the validation of the Group’s rating systems
include, but are not limited to, the verification (whenever a
change occurs in the models or, alternatively, on at least an
annual basis) of the minimum requirements of these systems in
terms of their design and structure, methodology, capacity to
identify risks and the use and validity of any resulting risk
parameters. The results of the analysis of these aspects are
reported to the committees who are responsible for the
approval and management of the models, and the results are
included in reports which are submitted to the supervisor, and
to the units who are involved in the management of the rating
system.
The Group sufficiently guarantees the independence of the
division responsible for internal validation, compared to the
divisions that develop internal models, estimate risk
parameters and subsequently use these models and
parameters.
A compulsory prerequisite contained in the principles set forth
in the Group’s Validation Framework is that the implementation
of 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.
Internal Audit
Internal credit rating systems used by Banco Sabadell are the
subject of regular review and reports written by the Internal
Audit team, based on the framework set out by the SSM (Single
Supervisory Mechanism). On a minimum annual basis Internal
Audit assesses whether the Group’s rating systems comply with
the requirements set forth in the applicable regulatory
framework, for their use in the calculation of credit risk capital
requirements. The scope of these reports includes rating and
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Supervisory framework
In February 2016, the SSM initiated TRIM (Targeted Review of
Internal Models) as a priority project with a three year horizon.
The objective of TRIM is to reduce the variability of the RWA in
the IRB portfolios, explained by the different procedures
previously authorised by different NCAs, which hamper the
assessment and the disclosure of the real underlying risk. TRIM
covers several aspects, and encompasses all of the activities
related to the management and control of the rating systems:
governance, internal validation, internal audit, data quality,
methodology, uses of the models, reporting… The objective of
TRIM is to substantially improve the robustness of the models,
their reliability and their use in risk management, increasing the
level of confidence in the system as well as the SSM’s
confidence in the same.
The first stage of the initiative consisted of the review of the
practices related to entities’ internal models within their scope
of monitoring, for the purpose of establishing criteria which is
more harmonised (supervisory expectations) which the entities
should mould into best practices. In the second stage, which
was started in 2017, on-site inspections were carried out of the
rating systems of the most significant high default portfolios, for
the purpose of identifying and establishing the necessary
corrective actions which would guarantee adequate
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harmonisation. In the third stage, which will be initiated in the
second quarter of 2017, and is expected to continue
throughout 2018, the low default models in the most
The Bank believes that TRIM is an opportunity, in the sense
that it is a catalyst in order to quickly move towards high
standards of quality in models which strengthen risk
management and decision making processes which are based
on such models. For this reason, several improvement
initiatives have already been carried out, the most notable of
which relate to the governance of the models and the
strengthening of the control units, completed at the close of
2016. Furthermore, the implementation of other initiatives are
also in place, the most notable of which is the improvement in
IRB data quality, using a Risk Data Aggregation (RDA) approach,
to which the Bank should converge in 2018.

Internal ratings assignment procedure
In general, the process of assigning internal PD ratings involves
defining a relationship between PD and the uniform risk pools
calculated based on the Group’s historical experience
(observed data). In the case of TSB, PDs are assigned at
customer-product level, or collateral in the case of mortgage
loans, without pooling these PDs, thereby largely maintaining
the continuous nature of the PD curve.
Subsequently, the process for estimating PD for models for
which authorisation has been granted for their use to calculate
regulatory capital is determined based on the set of internal
models used by the Group in its risk management.
Corporates
The process of assigning ratings is based on the identification
for each internal model of groups or ‘pools’ of borrowers whose
risk characteristics are sufficiently similar to each other but also
different from the rest. These pools are identified using
statistical techniques which ensure that similar borrowers are
grouped together and different borrowers are grouped
separately.
Once these have been identified, a correspondence is
established between these pools and their regulatory PD,
which, according to the requirements set forth in the CRR, are
TTC PDs adjusted to the cycle or representative of the average
PD for a full economic cycle.
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significant portfolios will be reviewed, having firstly defined the
supervisory expectations for such portfolios.
Financial Institutions
The rating model of financial institutions determines a final
output which is the grade of the institution’s internal master
scale for each borrower.
The PD estimate is based on long-term historical default data
from the three most significant credit rating agencies in the
financial institutions segment. A methodology is used whereby
the grades of the internal master scale are associated with a
pool 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 (TTC PD) when
calculating regulatory capital.
Retailers
For Banco Sabadell, transactions included in the ‘Mortgages for
residential or commercial property’ exposure class are rated
using the acceptance mortgage scoring model. Given the
reactive nature of this scoring, the process for assigning
regulatory PD is estimated in terms of combinations (pools) of
similar scorings and ages of transactions in terms of historic
loan loss ratios. The similarity of these pools is determined
using statistical criteria similar to those described previously for
corporates ratings.
For retail exposures included in the ‘Others’ category, Banco
Sabadell has been granted authorisation to use consumer
scorings for regulatory purposes where the internal ratings
allocation process is similar to the process described for
mortgage transactions, and to use performance scoring of
cards and loans. Additionally, the Group also has its own rating
models for Retailers and Sole Proprietors with exposure
allocation criteria similar to those described for corporate
ratings.
TSB follows a similar structure for all its retail products:
mortgages, consumer loans, credit cards and current accounts
with committed credit facilities. These four segments have
acceptance and performance models, both of which are used
when assigning PDs depending on the age of the transaction.
PDs are assigned granularly, and ratings are not pooled. This
allows each customer, or collateral in the case of mortgages,
for each of the four segments to be assigned its own PD.
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Exposure values per exposure class
The following table shows the value of exposure to credit and
dilution risk, broken down by exposure class, as well as the
value, where applicable, of the exposure in those cases where

the Group applies its own estimated losses in the event of
default or credit conversion factors:

Table 36. Value of exposure (EAD) subject to internal ratings-based (IRB) approach by exposure class.
Exposure class
Central governments and central banks
Institutions*
Corporates
Retailers
i) Mortgages on residential or commercial property
ii) Eligible revolving exposures
iii) Rest
Equity
Securitisation positions and exposures
Other non-financial assets
Total
Data at 31/12/2016, thousand euro
*For Institutions, only internal probability of default (PD) estimates are used.

For cases within the ‘Equity’ category and the internal ‘Project
Finance’ portfolio (in the ‘Corporates’ category), the simple risk
weight approach and slotting criteria are applied respectively,
and these do not depend on internal risk parameters, but are
assigned RWA percentages based on certain attributes.
In the case of the Financial Institutions portfolio, the methods
used to calculate minimum own funds requirements do not
use internal LGD and CCF estimates.

Exposure to Central Governments and Central Banks,
Institutions, Corporates and Equity by debtor grade
The following tables show a breakdown into debtor grades of
Banco Sabadell and of the different regulatory exposure
segments, including default, the value of exposure to credit
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Exposure

Exposures with internal LGD
or CCF estimates

N/A
2.702.811
36.171.067
69.652.816
51.912.732
5.546.978
12.193.106
934.848
N/A
N/A

N/A
N/A
31.847.289
69.652.816
51.912.732
5.546.978
12.193.106
N/A
N/A
N/A

109.461.542

101.500.105

and dilution risk (€’000), the average risk-weighted LGD (%),
the average risk weight weighted by exposure (%), the value of
undrawn commitments (€’000) and the average risk weight of
undrawn commitments (€’000).
The grades have been numbered in ascending order of credit
rating, where ‘Level 8’ represents the lowest probability of
default (highest credit rating) and ‘Level 0’ represents the
highest probability of default (lowest credit rating). Exposures
already in default status are included in a separate grade
(‘Default’).
This breakdown does not apply to the ‘Central Governments
and Central banks’, ‘Equity’ and ‘Project Finance’ categories,
due to the calculation approach used to calculate minimum
own funds requirements.
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Table 37. Breakdown of information on credit risk under internal ratings-based (IRB) approach by debtor grades for the
Corporates category.
Debtor grade

Average LGD
Average risk weight
Exposure weighted by exposure weighted by exposure
(%)
(%)

Grade 8
Grade 7
Grade 6
Grade 5
Grade 4
Grade 3
Grade 2
Grade 1
Grade 0
Default

4.637.389
6.277.372
6.340.222
4.372.402
2.852.159
1.384.705
1.146.067
382.867
295.496
4.158.611

Total 31/12/2016
Total 31/12/2015
Data in thousand euro

31.847.289
33.658.770

50,54%
47,09%
44,88%
43,39%
40,06%
40,45%
33,14%
44,69%
36,33%
37,19%
43,80%
42,32%

The results of the ‘Institutions’ category for Banco Sabadell
are shown hereafter, using the same structure as that in the
table above.

19,95%
37,51%
52,48%
77,02%
84,94%
109,35%
121,02%
206,12%
182,60%
16,65%
54,38%
55,37%

Amount of undrawn
commitments

Exposure of undrawn
commitments

2.170.137
3.097.145
2.516.593
1.327.339
608.692
335.440
170.944
63.794
106.509
339.650

843.162
1.297.877
848.324
479.998
223.311
167.058
32.678
11.664
24.147
82.660

10.736.242
10.897.230

4.010.879
3.783.241

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 38. Breakdown of information on credit risk under internal ratings-based (IRB) approach by debtor grades for the
Institutions category.
Debtor grade
Grade 8
Grade 7
Grade 6
Grade 5
Grade 4
Grade 3
Grade 2
Grade 1
Grade 0
Default
Total 31/12/2016
Total 31/12/2015
Data in thousand euro
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Average LGD
Average risk weight
Exposure weighted by exposure weighted by exposure
(%)
(%)

Amount of undrawn
commitments

Exposure of undrawn
commitments

1.807.447
207.609
132.057
497.204
1.812
245

45,00%
45,00%
45,00%
30,39%
45,00%
45,00%

29,20%
47,91%
56,21%
56,70%
117,35%
152,66%

N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
N/A

56.437

45,00%

236,16%

N/A

N/A

2.702.811
2.664.354

42,31%
39,11%

41,41%
40,76%

N/A
N/A

N/A
N/A
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Table 39. Breakdown of information on credit risk under internal ratings-based (IRB) approach in Banco Sabadell by debtor
grade for the Retailers category.
Debtor grade
Mortgages
Grade 8
Grade 7
Grade 6
Grade 5
Grade 4
Grade 3
Grade 2
Grade 1
Grade 0
Default
Eligible revolving exposures
Grade 8
Grade 7
Grade 6
Grade 5
Grade 4
Grade 3
Grade 2
Grade 1
Grade 0
Default
Rest
Grade 8
Grade 7
Grade 6
Grade 5
Grade 4
Grade 3
Grade 2
Grade 1
Grade 0
Default
Total 31/12/2016
Total 31/12/2015
Data in thousand euro.

Average LGD
Average risk weight
Exposure weighted by exposure weighted by exposure
(%)
(%)

Amount of undrawn
commitments

Exposure of undrawn
commitments

22.074.214

15,60%

20,28%

534.621

296.286

1.510.537
1.739.491
4.844.839
5.912.079
3.741.120
918.918
807.131
276.007
361.944
1.962.148

17,30%
11,75%
12,54%
14,61%
16,95%
16,72%
16,98%
17,50%
16,13%
24,23%

2,38%
3,67%
7,33%
14,90%
28,52%
42,74%
66,93%
87,25%
81,27%
30,86%

54.982
59.100
111.020
135.200
135.931
13.057
10.404
4.824
3.262
6.841

35.642
23.964
61.660
73.623
93.330
3.568
1.459
684
960
1.394

1.320.209

43,52%

9,45%

1.965.234

989.534

881.092
121.704
592
146.003
54.384
56.628
27.096
25.425
7.171
115

43,52%
43,52%
42,49%
43,52%
43,51%
43,52%
43,52%
43,53%
43,53%
45,12%

1,30%
4,23%
5,66%
11,76%
26,41%
40,25%
63,33%
104,79%
138,59%
3,93%

1.557.446
176.179
791
153.499
36.132
24.275
7.180
4.123
5.602
7

784.112
88.698
416
77.304
18.228
12.243
3.622
2.078
2.829
3

10.717.040

43,84%

27,55%

3.147.694

1.374.181

1.479.163
1.560.941
1.772.652
1.727.097
1.757.989
723.981
464.094
153.610
320.766
756.746

50,98%
51,27%
43,04%
40,47%
38,15%
39,66%
40,78%
39,67%
36,63%
47,08%

6,98%
14,09%
21,12%
30,97%
38,72%
48,18%
56,76%
69,34%
78,61%
9,01%

911.083
695.960
524.167
403.752
302.616
114.567
37.620
32.551
34.200
91.177

392.465
276.378
255.913
196.083
161.016
45.241
15.600
7.097
8.476
15.911

34.111.463
32.471.653

25,55%
23,36%

22,14%
22,19%

5.647.549
4.469.714

2.660.001
2.020.645

The previous grades have been numbered in ascending order
of credit rating, where ‘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 property’ exposure class defined in the CRR.
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TSB retail exposures by debtor grade
The following tables show the breakdown of TSB’s retail
exposures by debtor grade.
The difference in grades between Banco Sabadell and TSB are
due to the use of different master scales.

In the case of TSB, as can be seen in the following tables, the
credit quality of its debtor grades is opposite to Banco
Sabadell’s scale, where 0 represents the highest credit quality.

Table 40. Breakdown of information on credit risk under internal ratings-based (IRB) approach in TSB by debtor grade for the
Mortgages category.
Debtor grade
Grade 0
Grade 1
Grade 2
Grade 3
Grade 4
Grade 5
Grade 6
Grade 7
Grade 8
Grade 9
Grade 10
Grade 11
Grade 12
Default
Total 31/12/2016
Total 31/12/2015
Data in thousand euro.

Average LGD
Average risk weight
Exposure weighted by exposure weighted by exposure
(%)
(%)
25.346.928
3.479.211
361.951
135.433
125.651
103.322
51.135
41.758
39.208
9.697
29.840
20.483
16.095
77.808
29.838.519
29.087.225

Amount of undrawn
commitments

Exposure of undrawn
commitments

9,70%
12,10%
12,40%
10,60%
10,40%
10,00%
9,90%
9,30%
11,10%
10,70%
9,70%
10,20%
17,30%
10,20%

6,88%
23,50%
45,23%
51,64%
63,12%
68,68%
68,68%
60,17%
62,20%
56,62%
34,20%
23,38%
26,01%
80,74%

972.300
678.811
77.186
8.595
2.042
479
694
-

1.013.695
711.592
80.956
9.017
2.141
502
728
-

10,00%
10,00%

10,40%
10,30%

1.740.104
1.962.713

1.818.630
2.053.840

Table 41. Breakdown of information on credit risk under internal ratings-based (IRB) approach in TSB by debtor grade for the
Consumer Loans category.

Debtor grade

Grade 0
Grade 1
Grade 2
Grade 3
Grade 4
Grade 5
Grade 6
Grade 7
Grade 8
Grade 9
Grade 10
Grade 11
Grade 12
Default
Total 31/12/2016
Total 31/12/2015
Data in thousand euro.
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Average LGD
Average risk weight
Exposure weighted by exposure weighted by exposure
(%)
(%)

Amount of undrawn
commitments

Exposure of undrawn
commitments

2.067
47.732
171.626
296.146
547.664
268.357
67.022
15.915
10.761
6.191
3.525
2.820
9.568
26.674

80,10%
78,20%
80,50%
85,40%
89,60%
92,60%
94,10%
94,90%
95,40%
95,00%
95,30%
94,50%
94,10%
89,80%

17,50%
42,40%
68,80%
93,30%
117,50%
137,70%
149,30%
161,60%
179,50%
210,40%
241,00%
263,50%
199,90%
482,30%

5
126
446
827
1.900
1.128
370
100
69
35
22
18
40
-

1
26
89
166
380
225
74
20
14
7
5
4
8
-

1.476.067
1.720.405

88,20%
85,80%

118,50%
113,90%

5.084
10.221

1.017
2.044
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Table 42. Breakdown of information on credit risk under internal ratings-based (IRB) approach in TSB by debtor grades for the
Current Accounts category.
Debtor grade
Grade 0
Grade 1
Grade 2
Grade 3
Grade 4
Grade 5
Grade 6
Grade 7
Grade 8
Grade 9
Grade 10
Grade 11
Grade 12
Default
Total 31/12/2016
Data in thousand euro.

Average LGD
Average risk weight
Exposure weighted by exposure weighted by exposure
(%)
(%)

Amount of undrawn
commitments

Exposure of undrawn
commitments

336.252
664.952
257.511
134.647
213.058
122.254
65.768
27.951
21.068
15.074
10.961
6.486
9.170
17.753

81,60%
80,10%
79,90%
79,80%
79,20%
79,60%
80,10%
79,80%
79,90%
80,20%
80,20%
80,60%
79,50%
77,70%

3,40%
10,40%
21,10%
32,10%
48,60%
77,70%
113,60%
144,60%
173,30%
205,50%
236,90%
259,30%
145,70%
540,80%

190.771
339.001
139.457
66.518
91.366
42.125
16.050
5.436
3.505
1.940
1.232
438
751
579

334.921
651.562
230.679
110.228
153.190
72.702
35.605
13.253
9.035
5.682
3.871
2.083
2.717
-

1.902.905

80,20%

37,40%

899.167

1.625.526

Table 43. Breakdown of information on credit risk under internal ratings-based (IRB) approach in TSB by debtor grade for the
Cards category.
Debtor grade
Grade 0
Grade 1
Grade 2
Grade 3
Grade 4
Grade 5
Grade 6
Grade 7
Grade 8
Grade 9
Grade 10
Grade 11
Grade 12
Default
Total 31/12/2016
Data in thousand euro.
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Average LGD
Average risk weight
Exposure weighted by exposure weighted by exposure
(%)
(%)

Amount of undrawn
commitments

Exposure of undrawn
commitments

746.670
651.794
238.193
127.428
214.027
138.616
86.928
30.446
28.927
15.707
9.829
5.208
4.882
25.207

70,50%
75,60%
82,70%
85,60%
87,70%
90,10%
91,30%
91,90%
90,40%
92,30%
92,70%
93,60%
94,30%
81,80%

2,70%
9,00%
22,00%
34,50%
54,10%
88,30%
128,50%
166,50%
194,70%
236,40%
275,40%
301,40%
232,80%
268,60%

1.272.927
1.119.905
322.785
133.766
164.044
61.415
23.529
5.852
9.570
1.917
1.022
465
321
10.997

710.691
540.108
146.915
61.581
79.970
34.890
16.741
5.048
7.504
2.299
1.407
737
613
-

2.323.863

78,50%

34,00%

3.128.514

1.608.505
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Average LGDs and PDs in the main geographies, 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 44. Average parameters by exposure class.
Banco Sabadell
Central governments and central banks
Institutions
Corporates
Retailers
i) Mortgages on residential or commercial property
ii) Eligible revolving exposures
iii) Rest
Equity
Securitisation positions and exposures
Other non-financial assets

Average weighted PD (%)

Average weighted LGD
(%)

0,55%
1,67%
1,94%
1,87%
0,92%
2,20%
-

42,11%
44,77%
25,07%
14,72%
43,52%
43,58%
-

Average weighted PD (%)

Average weighted LGD
(%)

1,26%
1,12%
1,65%
2,70%
-

21,91%
10,00%
79,20%
86,15%
-

Data at 31/12/2016. Does not include exposures in default status.

TSB
Central governments and central banks
Institutions
Corporates
Retailers
i) Mortgages on residential or commercial property
ii) Eligible revolving exposures
iii) Rest
Equity
Securitisation positions and exposures
Other non-financial assets
Data at 31/12/2016. Does not include exposures in default status.

PD and EAD backtesting
The institution has been granted authorisation by the
Supervisor to calculate its regulatory capital using advanced
models. It is important to ensure that the estimates made are
adequate and can be used to calculate the solvency of the
institution or for associated supplementary analyses. To this
end, backtesting exercises are carried out on an annual basis.
The backtesting which is shown below covers the Group’s IRB
risk exposures (ex-TSB) and it has been carried out by taking
into account the Guidelines “Guidelines on disclosure
requirements under Part Eight of Regulation (EU) No
575/2013” as set forth by the EBA with regard to the
disclosure format for this year.
The following sections give details of the backtesting
assessments of the PD and EAD parameters.
Comparison of PD estimates against observed default rates
The purpose of the PD backtesting explained in this section is
to compare the estimated probabilities of default for regulatory
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capital at December 2015 against the actual default rates
observed during 2016 (the following 12 months).
The estimated PD for regulatory capital is TTC (Through-theCycle), i.e. a probability of default which is representative of
the average default over a particular economic cycle. This
average default is calculated using data recorded since 1999
to date and estimated data for the period between 1991 and
1998 to complete the period not recorded during the cycle.
It is important to highlight that it is being compared with an
estimated PD TTC with the default frequency observed in the
last year. These methods are not fully compatible due to their
heterogeneity, as the PD TTC corresponds to the frequency of
average default in an economic cycle, referring to a long term
horizon, whilst the frequency of default observed and
presented below is associated with the economic situation
during the last year. Therefore, the visible differences between
both methods can be explained by taking this into account.
The exercise is based on the existing portfolio at the end of
December 2015, considering Banco Sabadell data (excluding
TSB data). The structure and the content of the table of results
are shown below:
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The column “Exposure class” shows the segmentation
used to prepare the report based on the type of
regulatory exposure.



The column “PD Range” used to establish the
benchmarking, includes the PD tranches proposed in the
document published by the Basel Committee on Banking
Supervision and the column “Equivalent external rating”
shows the equivalence relation between the PDs and the
ratings by external rating agencies.



The following two columns include the regulatory “PDs
weighted by
EAD” and per borrower or contract”,
depending on whether the segment includes corporates
or individuals,.



The column “Number of debtors” is broken down into
“debtors at the end of the previous year” and “debtors at

the end of the current year ”, which include the number of
borrowers/contracts in the portfolio at the end of 2015
and 2016, respectively. The differences in the figures are
explained by migrations between tranches, portfolio
inflows and outflows, and inflows and outflows in default
.


The column “Debtors in default status during the year”
includes new entries into default throughout 2016 of the
non-default portfolio at the end of 2015.



The column “ODR” shows the frequency of default
observed (Observed Default Rate) and shows the
frequency of default observed, calculated as “Debtors in
default status during the year/ Number of debtors at the
end of the previous year.

Table 45. PD backtesting by exposure class (EU CR9).

Exposure class

Corporates - SME

Corporates - Other

Retailers - Secured
by real property SME

Retailers - Secured
by real property Non SME

Retailers - Credit
cards

Retailers - Others SME

Retailers - Others Non SME

P D Range

[0.00%, 0.15%)
[0.15%, 0.25%)
[0.25%, 0.50%)
[0.50%, 0.75%)
[0.75%, 2.50%)
[2.50%, 10.0%)
[10.0%, 100%)
100%
[0.00%, 0.15%)
[0.15%, 0.25%)
[0.25%, 0.50%)
[0.50%, 0.75%)
[0.75%, 2.50%)
[2.50%, 10.0%)
[10.0%, 100%)
100%
[0.00%, 0.15%)
[0.15%, 0.25%)
[0.25%, 0.50%)
[0.50%, 0.75%)
[0.75%, 2.50%)
[2.50%, 10.0%)
[10.0%, 100%)
100%
[0.00%, 0.15%)
[0.15%, 0.25%)
[0.25%, 0.50%)
[0.50%, 0.75%)
[0.75%, 2.50%)
[2.50%, 10.0%)
[10.0%, 100%)
100%
[0.00%, 0.15%)
[0.15%, 0.25%)
[0.25%, 0.50%)
[0.50%, 0.75%)
[0.75%, 2.50%)
[2.50%, 10.0%)
[10.0%, 100%)
100%
[0.00%, 0.15%)
[0.15%, 0.25%)
[0.25%, 0.50%)
[0.50%, 0.75%)
[0.75%, 2.50%)
[2.50%, 10.0%)
[10.0%, 100%)
100%
[0.00%, 0.15%)
[0.15%, 0.25%)
[0.25%, 0.50%)
[0.50%, 0.75%)
[0.75%, 2.50%)
[2.50%, 10.0%)
[10.0%, 100%)
100%

Equivalent
external rating
AAA to AA- to BBB+
BBB+ to BBBBBB- to BB+
BB+ to BBBB- to BB- to C
D
AAA to AA- to BBB+
BBB+ to BBBBBB- to BB+
BB+ to BBBB- to BB- to C
D
AAA to AA- to BBB+
BBB+ to BBBBBB- to BB+
BB+ to BBBB- to BB- to C
D
AAA to AA- to BBB+
BBB+ to BBBBBB- to BB+
BB+ to BBBB- to BB- to C
D
AAA to AA- to BBB+
BBB+ to BBBBBB- to BB+
BB+ to BBBB- to BB- to C
D
AAA to AA- to BBB+
BBB+ to BBBBBB- to BB+
BB+ to BBBB- to BB- to C
D
AAA to AA- to BBB+
BBB+ to BBBBBB- to BB+
BB+ to BBBB- to BB- to C
D

Average weight of
P D weighted by
EAD
0,07%
0,20%
0,37%
0,55%
1,26%
6,43%
17,24%
100%
0,08%
0,20%
0,34%
0,56%
1,11%
6,06%
15,58%
100%
0,07%
0,18%
0,34%
0,56%
1,31%
5,97%
17,04%
100%
0,10%
0,22%
0,36%
0,63%
1,41%
4,93%
19,98%
100%
0,04%
0,17%
0,35%
0,59%
1,72%
4,02%
19,51%
100%
0,06%
0,18%
0,36%
0,61%
1,28%
5,27%
17,41%
100%
0,06%
0,19%
0,38%
0,69%
1,56%
4,36%
22,63%
100%

Average P D per
borrower or
contract
0,07%
0,19%
0,37%
0,59%
1,28%
5,83%
18,91%
100%
0,07%
0,20%
0,35%
0,59%
1,25%
5,44%
22,88%
100%
0,07%
0,18%
0,34%
0,57%
1,33%
5,77%
17,31%
100%
0,10%
0,22%
0,36%
0,64%
1,40%
4,83%
20,55%
100%
0,04%
0,17%
0,35%
0,59%
1,71%
4,00%
20,17%
100%
0,06%
0,17%
0,35%
0,61%
1,28%
4,61%
16,61%
100%
0,07%
0,21%
0,39%
0,66%
1,59%
4,57%
20,71%
100%

Number of debtors
End of previous
year

End of current
year

2.240
1.601
1.334
963
1.782
1.113
449
2.801
1.097
522
477
320
367
262
64
211
1.124
1.780
1.670
2.641
3.358
2.772
2.115
5.865
24.465
8.688
39.631
42.237
41.351
9.457
8.359
8.847
600.369*
96.185
643
103.429
35.463
47.549
16.412
58
11.256
9.272
13.365
9.617
31.590
11.899
5.772
9.445
21.830
10.349
11.733
8.624
45.007
33.231
32.550
11.040

1.582
939
1.632
347
1.281
689
373
2.081
883
582
467
113
406
120
76
168
1.065
427
3.859
1.101
3.345
1.954
2.108
5.477
20.044
5.970
40.388
41.060
38.092
7.545
4.686
8.503
578.958
72.387
581
76.821
26.172
36.901
13.078
79
8.798
5.095
14.980
3.868
20.087
8.040
4.687
7.846
14.413
4.804
6.511
7.393
27.281
23.922
12.331
11.031

Debtors in default
status during the
year**

ODR**

5
3
10
9
31
76
52

0,22%
0,19%
0,75%
0,93%
1,74%
6,83%
11,58%

2
2
2
5
23
4

0,18%
0,00%
0,42%
0,63%
1,36%
8,79%
6,25%

1
5
7
17
47
197
200

0,05%
0,28%
0,43%
0,65%
1,40%
7,12%
9,46%

36
16
157
215
236
488
1.291

0,15%
0,19%
0,40%
0,51%
0,57%
5,16%
15,44%

408
236
6
706
722
2.516
3.470

0,07%
0,25%
0,93%
0,68%
2,04%
5,29%
21,14%

26
35
84
138
937
946
939

0,23%
0,38%
0,63%
1,43%
2,96%
7,95%
16,27%

25
59
107
119
1.160
1.731
4.882

0,11%
0,57%
0,91%
1,38%
2,58%
5,21%
15,00%

Data at 31/12/2016.
* Includes unused credit cards, which explains why the PD is so low.
** The calculation for a 100% PD range and ODR does not apply to defaults during the year, as portfolios with no default are used for this analysis.
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As can be seen in the table, the models clearly screen in an
exponentially increasing manner, the default rates observed in
2016, which reflects the screening capacity of the internal
models and their calibration. The lower range of PD is
comprised of borrowers who are practically low default. For this
category, a higher variability of the ODR can be seen, due to the
lower number of defaults observed.

On the other hand, the default rates observed during the last 5
years in the Corporates and Individuals segments (Behavioural
for Mortgages and Consumption), where the downward trend in
default rates during the period can be observed, with a trend
towards stabilisation and a slight upturn in mortgages in 2016.

Figure 15. ODR Individuals – Mortgages.

Figure 16. ODR Corporates.
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For Individuals- Mortgages, the PD is higher than the OD as it
is a cyclical portfolio in which the ODR decrease faster as the
environment improves.
For Corporates, the PD is lower than ODR as it concerns
segments which are less cyclical in which the default rate
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decreases at a slower rate since the last recession. It is
expected that in the following years the ODR continues to
decrease in line with the progressive consolidation in the
Spanish economy.

Comparison between estimated and observed CCFs to
calculate available credit in credit facilities

Table 46. Observed vs. Estimated CCF.

The purpose of this backtesting exercise is to empirically verify
that the Credit Conversion Factors (CCF) estimated for
available credit in credit facilities granted to borrowers from
the various business segments (SMEs, corporates and
developers) are adequate in terms of the CCF values observed
during the year after the current estimate (2015). The entity
carries out annual backtesting exercises for this parameter.

Segment

The following table summarises the estimated CCFs used to
calculate regulatory capital and the CCFs observed in 2016,
which according to the year analysed, could be considered to
be representative of a downturn situation. It is evident that
estimated CCFs give values that are far higher than the real
values that have been recorded due to the conservative
assumptions of regulatory estimates.

Observed CCF

Estimated CCF

SMEs
Corporates
Developers
Retailers and Sole
Proprietors

58,3%
6,3%
-2,0%

72,9%
42,6%
64,2%

88,6%

107,0%

Total
Data at 31/12/2016

64,9%

81,3%

Overall, estimated CCFs stand at 81.30% and observed CCFs
at 64.90%.

Amount of losses due to asset impairment during the
previous period
Aggregate losses estimated using specific net provisions plus
the effect of depreciation of write-offs charged to results, and
deducting write-off recoveries, stood at €414,297 thousand at
2016 year-end, compared to €1,373,545 thousand the
previous year.
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Table 47. Impairment losses.
Risk Category
Loans and receivables
Risks and contingent commitments
Total
Data in thousand euro.

Contrast between expected losses and actual losses for
2016.

Estimated expected loss at 31/12/15.



Actual losses incurred due to entry into default during
2016.

31/12/2015

-441.414
27.117

-1.396.177
22.632

-414.297

-1.373.545

are authorised and validated by the Supervisor. For
example, the PD adjusted to an average through-the-cycle
probability of default (TTC-PD), which is based on the
entity’s historical data. The estimation of LGD is carried
out under an adverse scenario (LGD downturn) in
accordance with regulations.

Below, the actual loss observed by the entity during the past
year (2016) is compared with the estimated expected loss of
the internal IRB models. To ensure that the exercise is
coherent, the perimeter for the analysis is defined as the nondefault IRB portfolio at the close of 2015. The metrics which
have been compared for this portfolio are:


31/12/2016

Expected losses are calculated by simply multiplying the
internal risk parameters (PD, LGD and EAD) calculated based
on exposures at 31/12/2015. The losses recognised on the
financial statements have been calculated in line with the
relevant accounting regulations, adding the effect of net
provisions for new defaults plus depreciations of write-offs
against results and deducting any recoveries.



Losses accounted for in the financial statements relate to
net provisions and amortisations of the new defaults in
2016, associated with their balance at default observed,
in accordance with current regulations (IAS 39 and Bank
of Spain Circular 4/2016).



Additionally, it is worth noting that Circular 4/2016 of 27
April 2016 was implemented in 2016, which has impacted
provisions in this year.

The following table shows expected losses for 2016 (as
percentages of EAD) for each exposure class, calculated using
the IRB approach, of the performing portfolio at 31/12/2015,
and the actual losses (as percentages of EAD) for 2016.

It is worth describing the differences between both metrics, for
the purpose of correctly interpreting the results.


Expected losses are determined using internal PD and
LGD parameters to calculate own funds requirements.
They are based on the criteria set out in regulations and

Table 48. Expected losses on EAD of performing portfolio.
Expos ure c las s

Corporates - SME
Corporates - other
Retailers - Secured by real property - SME
Retailers - Secured by real property - Non SME
Retailers - Qualifying revolving
Retailers - Others - SME
Retailers - Others - Non SME

EA D

Regulatory
expec ted los s es

A c tual los s es
2016

Regulatory
expec ted los s es
(%)

A c tual los s es
2016 (%)

12.695
14.424
3.498
15.689
1.124
6.427
2.676

97,27
77,06
20,75
40,93
3,74
44,31
38,12

44,88
42,29
17,3
20,79
4,32
36,03
20,7

0,77%
0,53%
0,59%
0,26%
0,33%
0,69%
1,42%

0,35%
0,29%
0,49%
0,13%
0,38%
0,56%
0,77%

Data in million euro

As can be seen in the table, the regulatory expected losses
(EL) surpass the actual losses, except in credit cards. Although
in the previous comparative period, it was observed that PD
was lower than ODR in the majority of the segments, the
regulatory expected losses are higher than the accounting
loss, which could be deemed as a conservative estimate with
regard to the actual losses in 2016.
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5.3.6

Specialised lending exposures by risk weight

and/or the assets, the reliability of the sponsor and the
developer or the collateral, considering, in addition, the
residual maturity depending on whether or not this is less than
2.5 years.

In order to allow 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 classes, using factors such as their
financial soundness, the counterparty’s political and legal
environment, the specific characteristics of the transaction

In accordance with the criteria described above, the following
table shows the value of exposure to credit and dilution risk for
the Group’s specialised lending portfolio for the different risk
weights.

Table 49. Breakdown of specialised lending exposures by risk weight (CR10).

Regulatory category

Residual maturity

Specialised lending
On-balance
Off-balance
sheet amount
sheet amount

Less than 2.5 years
Equal to or more than 2.5 years
Less than 2.5 years
Equal to or more than 2.5 years
Less than 2.5 years
Equal to or more than 2.5 years
Less than 2.5 years
Equal to or more than 2.5 years
Less than 2.5 years
Equal to or more than 2.5 years

69.035
2.345.376
29.202
500.185
8.644
727.720
762
61.823
10.148
176.384

13.743
198.929
4.499
98.141
399
76.132
19.363
158
13.235

Less than 2.5 years
Equal to or more than 2.5 years
Data at 31/12/2016, in thousand euro.

117.791
3.811.488

18.798
405.799

Category 1
Category 2
Category 3
Category 4
Category 5
Total

5.3.7

Equity exposures by risk weight calculated
using the simple risk weight approach

Risk weight

Exposure
amount

RWA

Expected losses

50%
70%
70%
90%
115%
115%
250%
250%
-

81.077
2.532.481
32.823
588.104
9.037
800.246
762
81.186
10.306
187.755

40.536
1.772.681
22.976
529.281
10.392
920.273
1.905
202.965
-

10.130
131
4.705
253
22.407
61
6.495
5.153
93.878

134.005
4.189.773

75.810
3.425.201

5.598
137.614

The internal ratings assignment process therefore aims to
establish the correspondence between the various types of
interest held subject to the calculation of minimum
requirements and the applicable risk weights, in accordance
with the criteria set out in the CRR.

At consolidated level, 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 interest held (listed or
unlisted shares, distinguishing in the latter case between
sufficiently diverse portfolios and the rest of the instruments).
It should be noted that TSB, at subgroup level, calculates its
equity exposures using the standardised approach, which
means that different criteria are used when incorporating
these exposures at Group level.

Additionally, for management purposes, Banco Sabadell also
has a procedure in place to assign ratings obtained from the
Group’s ratings and their correspondence in terms of internal
PD.
The following table shows the value, where applicable, of the
exposure to credit risk corresponding to the Equity exposure
class, broken down by the risk weights applied under the
simple risk weight approach to calculate own funds:

Table 50. Breakdown of equity exposures by risk weight under simple risk weight approach (CR 10 & INS1)

Categories
Exposures in equity traded on organised markets
Private equity exposures
Other equity exposures
Total
Data at 31/12/2016, in thousand euro.
Exposures weighted at 250% are listed in table INS1.

Equity under simple risk weight approach
On-balance
Risk weight
sheet amount
757.065
194.200
951.265

190%
290%
370%

Exposure
amount

RWA

Capital
requirements

740.648
194.200
-

1.407.231
563.180
-

112.578
45.054
-

934.848

1.970.411

157.633

Amount
Participations in the own funds instruments of a financial sector entity where the entity holds a significant investment not deducted from
own funds (before weighting)
Total amount of exposures weighted at 250% (RWA)

484.511
1.211.277

Data at 31/12/2016, in thousand euro.
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5.3.7.1

Minimum own funds requirements



Assets in Shareholdings. These meet the criteria for the
Group to be considered to have significant influence, and
are maintained for strategic purposes. This category also
includes companies over which control is held but that
are accounted for by the equity method in the
consolidated group of credit institutions for prudential
purposes (see ‘Scope of Application’).



Those classified as non-current assets and disposal
groups of items classified as held for sale, which includes
interests which are intended to be sold, or for which there
is a sale agreement in the short term.

The minimum own funds required to hedge credit risk for
exposures treated under the internal ratings-based approach
amount to €3,123,571 thousand, of which €254,535
thousand correspond to the amount of the minimum own
funds required for exposures included in the Equity category.

5.3.7.2

Difference between exposures in terms of their
objectives

In terms of non-trading book shareholdings and capital
instruments, the Group records these assets under two
accounting categories:


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

Assets in the Available-for-sale Financial Assets portfolio.
These are maintained to be sold in future or as a
strategic investment but do not meet the criteria for the
Group to be considered to have significant influence.

Table 51. Carrying value of portfolios held for sale and for strategic purposes.

Type of instrument

31/12/2016

31/12/2015

Shareholdings and
other strategic Capital instruments
investments

Shareholdings and
other strategic Capital instruments
investments

Permanent lending portfolio
Available-for-sale financial assets
Non-current assets and disposal groups classified as held for
sale
Other financial assets with changes to P&L
Total
Data in thousand euro.

5.3.7.3

Accounting records and subsequent valuation

Available-for-sale financial assets
This category includes debt securities and capital instruments
that are not classified as held-to-maturity investments, as well
as other financial assets at fair value affecting profit and loss,
such as credit investments, the trading portfolio and
institutions which are not subsidiary undertakings, associates
or jointly controlled institutions.
Available-for-sale financial assets are measured at fair value.
Changes in value are recorded net of tax, and temporarily
appear under the heading of adjustments due to the valuation
of consolidated equity, except when they are the result of
exchange differences deriving from monetary financial assets.
The amounts included under the value adjustments heading
form part of the consolidated equity statement until the
originating asset has been derecognised from the balance
sheet. When this occurs, the value is then cancelled against
the profit and loss statement.
To conclude on the existence of objective evidence of an
impairment in value, the Group assesses whether there has
been a prolonged or significant decline in the fair value of the
investment to a value below its cost. In particular, the Group
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488.115
-

597.809

668.979
146.449

425.271

340.382

-

-

-

828.497

597.809

815.428

425.271

impairs these investments when there are such declines,
which are determined separately, over a period longer than 18
months or when the fair value declines by 40% or more, taking
into consideration the number of instruments held for each
individual investment and their unitary share price.
For non-listed capital instruments, the Group calculates a
discounted cash flow valuation using directly observable
market variables and/or data such as a published net asset
value, or comparable data and sector multipliers of similar
issuers in order to determine value adjustments.
If, after an impairment has been recognised, all or part of such
losses are recovered, their amount is recognised under the
heading of valuation adjustments in the statement of equity.

Shareholdings
In the consolidated financial statements, associates are
accounted for by the equity method, i.e. by the fraction of net
equity represented by the Group's holding of its share capital
after considering dividends received from such associates and
other equity disposals. Companies over which control is held
but that are accounted for by the equity method in the
consolidated group of credit institutions for prudential
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5.3.7.4

purposes (see ‘Scope of Application’) are also accounted for by
the equity method.
The Group estimates impairment losses for each associate by
comparing the recoverable amount with their book value. The
recorded impairment is the result of an individual assessment
of the portfolio of investees, which are assessed based on
their net asset value or based on projections of their results,
pooling them into activity sectors (real estate, renewable
energy, industrial, financial, etc.) and evaluating the
macroeconomic and specific factors of each sector that could
affect the business activity of such companies, in order to
estimate their use value.

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

Capital instruments included in the available-for-sale financial
assets portfolio are recorded at fair value. This therefore
coincides with their book value which stands at €597,809
thousand at 31/12/2016.
Conversely, capital instruments classified under Shareholdings
are recorded as a fraction of the Group’s net equity, after
taking into account both the dividends earned from them and
any other equity disposals. Their book value can therefore
differ from their fair value, which stands at a total of €488,115
thousand at 31/12/2016. The ranges of the differences
between these two values are given in the section ‘Hidden
profit and loss not recorded on the balance sheet’.

Specifically, insurance undertakings are assessed by applying
the market consistent embedded value methodology,
companies related to real estate are assessed based on their
net asset value, and financial investees based on multiples of
their book value and/or the profit from other comparable listed
companies.

5.3.7.5

Losses due to impairment are recognised in the profit and loss
statement for the period in which they took place and
subsequent recoveries are recognised in the profit and loss
statement for the period in which they were recovered.

Types, nature and value of exposures

The following table indicates the carrying values of
shareholdings and non-trading book capital instruments,
broken down by nature and type:

Table 52. Carrying value of instruments traded on organised markets, unlisted instruments and other items.

Nature of instruments

Shareholdings and other strategic investments
Capital instruments
Total
Data in thousand euro.

5.3.7.6

Listed
instruments

31/12/2016
Unlisted
instruments in
sufficiently
diversified
portfolios

Rest of unlisted
instruments

Listed
instruments

31/12/2015
Unlisted
instruments in
sufficiently
diversified
portfolios

Rest of unlisted
instruments

187.124

828.497
410.685

-

146.449
103.624

668.979
321.647

-

187.124

1.239.182

-

250.073

990.626

-

Accumulated profit and loss

Profit and loss recorded during the period as a
consequence of the sale or settlement of shareholdings or
non-trading book capital instruments

Conversely, losses recorded during the period as a
consequence of the sale or settlement of capital instruments
classified under Shareholdings amount to €46,883 thousand.

Profit and loss recorded during the period as a consequence
of the sale or settlement of capital instruments included in the
available-for-sale financial assets portfolio amounts to
€101,071 thousand (recognised in the financial year’s income
statement under net trading income).

Total net losses on the sale or settlement of these positions
during the period amount to €54,188 thousand.
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Table 53. Cumulative profit or loss due to sale or liquidation.
Item
Shareholdings
Income from sales
Available-for-sale financial assets
Value adjustment at beginning of the year
Change in valuation adjustments
Transferred to results
Due to sale
Due to impairments
Value adjustment at year-end

31/12/2016

31/12/2015

-46.883

-31.087

120.471
-80.617
11.686
-101.071
112.757
51.540

26.604
-10.486
104.353
-29.750
134.103
120.471

Data in thousand euros.

Profit and loss recorded in the statement of equity, with
details of items included under eligible capital
The following table shows the values, where applicable, of
profit and loss recognised in equity, as well as items included

in eligible capital, for shareholdings and available-for-sale
financial assets, which include strategic investments with no
significant influence:

Table 54. Unrealised profit or loss included in CET1.
Type of exposure
Shareholdings
Available-for-sale financial assets
Non-current assets and disposal groups classified as held for sale
Total exposure
Data in thousand euro

Items included in core capital correspond to
adjustments of available-for-sale capital instruments.

value

Off-balance sheet hidden profit and loss
Off-balance sheet hidden profit is estimated by comparing the
carrying value and the market value of the Groups’
shareholdings. Unrealised capital gains are estimated at
€1,000,000 thousand.

5.3.8

Credit risk mitigation techniques

Compensation policies and procedures for positions on
and off the balance sheet, and their scope of application
As part of its routine procedures of credit risk assessment and
acceptance, the Group attaches particular importance to the
adequate constitution, management and formalisation of
guarantees for both on and off-balance sheet positions. In
compliance with the risk acceptance requirements stipulated
in the CRR, a substantial part of these guarantees is applied in
regulatory capital calculation procedures such as Credit Risk
Mitigation Techniques (CRMT), specifically:


Funded credit protection: Corresponds to guarantees
materialised in tangible goods, called collateral, which
are used to secure the successful completion of financing
operations. There are different types of guarantee within
this category: mortgage guarantees, collateral to secure
deposits and collateral to back securities.
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31/12/2016

31/12/2015

16.829
51.540
96.299

96.861
83.441
-

164.668

180.302

Unfunded credit protection: hedging instruments based
on credit insurance and signature guarantees maintained
by the Group and provided by solvent hedging suppliers.
The Group does not use credit derivatives as a credit risk
mitigation technique.

These guarantees are used as credit risk mitigation
techniques when calculating minimum own funds
requirements for exposures not treated using the internal
ratings-based approach. For the specific case of exposures
treated under the IRB approach, with the exception of the
Institutions segment, 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 in order to ensure the
legal enforceability of these guarantees. Credit risk mitigation
techniques are established under contracts that are legally
binding for all parties. These contracts are also enforceable in
all relevant jurisdictions, thus guaranteeing that the guarantee
can be settled at any time. The entire process is subject to an
internal verification of the legal alignment of these contracts,
and opinions of international experts can be requested and
applied where these contracts have been established under
foreign legislation.
Furthermore, various assessments are carried out to verify the
adequacy of the techniques used, including an analysis of the
correlation between CRMTs and the quality of counterparties,
to verify their adequacy and soundness. Depending on the
type of guarantee, procedures have been prepared to assess
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and determine the necessary tools and resources to mitigate
the risk incurred during the formalisation of transactions.
Lastly, several evaluations of the correct authorisation and
formalisation of transactions are carried out as a mechanism
to control possible residual risks that may arise from the
application of mitigating techniques. These include reviews of
guarantees and an appraisal of all the cases in which legal
proceedings have been initiated, in which all aspects related
to guarantees are also analysed.
This set of control policies and procedures, in addition to the
segregation of tasks and responsibilities, ensures that
portfolios’ guarantees meet the criteria for them to be
considered valid, allowing them to be used as credit risk
mitigation techniques. In any case, Banco Sabadell Group
understands the importance of managing and overseeing
mitigating techniques, and therefore regularly reviews its
procedures, drafting plans of action aimed at improving, where
possible, the credit risk mitigation management process.

Collateral management
procedures

and

valuation

policies

and

In order to guarantee the legal certainty of collateral, the latter
are formalised before a notary public through a public
document in order to ensure their enforceability before third
parties. In the case of mortgages, these public documents are
registered with the corresponding property registries, thus
gaining constitutive effectiveness before third parties. The
legal system in Spain, unlike other countries, states that
defaults on mortgage loans shall not be settled when the
mortgaged property is returned (where the value of the
collateral securing the mortgage loan is less than the incurred
debt), requiring the borrower to use their remaining assets
until their debt is paid in full.
In the case of collateral pledged to secure cash and securities,
the pledged property is generally deposited with one of the
Group’s institutions. The unilateral cancellation by the
borrower is prohibited, which guarantees the effectiveness of
collateral until the debt is fully paid.
For collateral (mainly cash) that can be loaned under interbank
relationships, particularly in the case of OTC (Over the Counter)
derivatives, a collateral agreement called ISDA-CSA is
generally signed between the parties, within the contracting
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 pledged as
collateral. This limits the impact that any possible changes in
the valuation of collateral may have when hedging risks
associated with transactions. These limits are used mainly in
financing operations guaranteed by pledging transferable
securities (shares, bonds, etc.) or mutual funds, as well as in
maximum thresholds based on the loan-to-value (LTV) of
mortgage transactions.
In terms of the valuation of collateral at the beginning of
transactions, in the case of mortgages, property is valued by
official appraisal institutions. For this type of collateral, the
Group has determined the need to have insurance policies
that cover various contingencies, including events that could
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affect the property itself (fires, lightning, explosions,
catastrophic damage, etc.) and, in certain cases, the solvency
of the borrowers (life insurance policies and unemployment
benefit schemes). Additionally, where mortgage guarantees
are used to secure facilities that have been granted to
corporates, their value is monitored in the regular rating
revaluation process.
Financial guarantees are valued on a daily basis, and a
warning system sends out alerts for situations in which the
value of collateral falls below the amount indicated in the
contracts.
Lastly, market transactions under netting agreements are
valued and reconciled on a daily basis, to allow risks and
positions to be strictly monitored at all times.

Main types of eligible collateral
Pursuant to the criteria set forth in Part 3, Title II, Chapter 4 of
the CRR, the main types of eligible collateral are:


Mortgage guarantees: these mainly include mortgage
guarantees for residential real estate and, in some cases,
mortgage guarantees for commercial real estate.
Additionally, but to a lesser extent, the Group also
accepts mortgage guarantees on movable property, as in
the case of naval mortgages.



Collateral pledged to secure cash and security: in this
type of collateral the main types of property that can be
pledged are: cash deposits (fixed term deposits, current
accounts and savings accounts), debt securities (mainly
letters of credit, bonds and government bonds), shares,
investment funds, pension schemes and, to a lesser
extent, other financial assets such as preferred shares
and promissory notes.



Netting agreements: for interbank relationships, including
repos and OTC derivatives, the parties sign netting
agreements through ISMA and ISDA contracts, including
ISDA-CSA annexes.

Main types and solvency of guarantors and counterparties
for credit derivatives
In the case of personal guarantees, sureties are the most
commonly used mitigation technique employed by the Group,
provided that the guarantor can verify their solvency.
The assessments carried out relating to guarantors show that
the main guarantors are corporates, individual customers and
other financial institutions. Guarantees issued by CESCE
(Spanish Export Credit Company) are also used, as are those
given by General Governments.
To date, the Group has not used credit derivatives as a risk
mitigation technique.

Credit risk or market risk concentration as a credit risk
mitigation technique
There are no concentrations of credit risk or market risk
among the counterparties or assets used as risk mitigation
techniques. The Group has created policies aimed at avoiding
excessive risk concentration, which also apply to
counterparties and risk mitigation techniques used.
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As previously mentioned in the section regarding credit risk, in
compliance with the terms 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) under the
following basic terms and conditions:

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 Deposit Guarantee Fund.



Assets covered by the APS are mainly loans for
developers and residential construction projects, real
estate assets and stakes in real estate institutions.

The management procedures of this asset protection scheme
are subject to specific execution and control strategies given
their particular importance.



The coverage follows a system of shared losses and can
hedge up to 80% of eventual losses that assets covered
by the APS may generate, after the hedges previously

The impact on each exposure class covered by the APS is
detailed hereafter:

Table 55. Impact of APS coverage for each exposure class.

Exposure classes

Before applying APS guarantee
Minimum own funds
EAD
required

After applying APS guarantee
Minimum own funds
EAD
requirements

Under standardised approach
Central governments and central banks
Regional governments and local authorities
Public sector entities and other public institutions
Multilateral development banks
International organisations
Institutions
Corporates
Retailers
Exposures secured with residential or commercial property
Exposures in default status
High risk exposures
Guaranteed bonds
Securitisation positions
Exposure to institutions and corporates with short-term credit rating
Exposures to collective investment undertakings
Equity exposures
Other exposures

97.139.893
34.207.653
4.613.100
2.470.278
270.254
17
1.474.990
4.176.557
2.666.607
25.049.223
2.356.637
108.459
100.647
60.171
19.585.301

2.981.222
59.485
57
31.967
57.563
285.575
150.388
743.142
194.462
13.015
1.610
4.814
1.439.144

99.738.653
39.620.678
4.613.100
2.466.582
270.254
17
1.420.937
4.174.011
2.649.415
24.214.164
2.003.095
79.745
100.647
59.948
18.066.061

2.796.635
59.485
57
31.672
53.239
285.371
149.356
718.042
165.805
9.569
1.610
4.796
1.317.632

Under internal ratings-based (IRB) approach
Central governments and central banks
Institutions
Corporates
Retailers
Securitisation positions
Equity exposures *
Other assets that are not credit obligations

77.411.690
2.702.811
38.695.153
35.062.460
951.265
-

2.606.982
89.531
1.726.845
630.479
160.128
-

73.920.188
2.702.811
36.171.067
34.111.463
934.848
-

2.517.126
89.531
1.665.687
604.275
157.633
-

173.658.841

5.313.761

Total value
174.551.583
5.588.205
Data at 31/12/2016, in thousand euro. Excludes TSB exposures.
* Excludes significant shareholdings that are not deducted from Own Funds, weighted at 250%, amounting to €484,511 thousand in EAD
and €96,902 thousand in Own Funds Requirements.

It should be noted that, pursuant to the specifications set out
in the CRR, the value of exposure before and after applying the
APS are different because under the standardised approach
the exposure is taken into account net of value adjustments
due to asset impairment and provisions. Additionally, the
Credit Conversion Factors (CCFs) applied to IRB exposures and
standard exposures are different.
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Total value of exposure hedged after netting between on
and off-balance sheet items, by personal guarantees or
credit derivatives
The following table shows the value, where applicable, of
exposures hedged by personal guarantees for each exposure
class using the standardised approach to calculate own funds
requirements as the Group does not use credit derivatives to
hedge exposures:

114

BancoSabadell

Table 56. Total value, for each exposure class hedged after netting, where applicable, between on-balance sheet and offbalance sheet items, by type of guarantee.
Exposure class
Under Standardised Approach
Central governments and central banks
Regional governments and local authorities
Public sector entities and other public institutions
Multilateral development banks
International organisations
Institutions
Corporates
Retailers
Exposures secured with residential or commercial property
Exposures in default status
High risk exposures
Guaranteed bonds
Securitisation positions
Exposures to institutions and corporates with short-term credit rating
Exposure to collective investment undertakings
Equity exposures
Other exposures

31/12/2016
Financial
guarantees
679
7.509
593.289
299.478
8.267
2.493
12
1.846
19.493

Under internal ratings-based (IRB) approach
Central governments and central banks
Institutions
Corporates
Retailers
Securitisation positions
Equity exposures
Other assets that are not credit obligations
933.066

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

5.3.9.1

Counterparty credit risk

Counterparty credit risk refers to the risk of a counterparty
defaulting before definitively settling cash flows of either a
transaction with derivatives or a transaction with a repurchase
commitment, with deferred settlements or collateral financing.

14.161
6.379
54.144
546.513
37.399
835.696
355.852
28.715
223
1.521.045

31/12/2015
Financial
guarantees

Personal
guarantees

676
15.105
504.920
273.889
4.588
11.358
704
21.214

4.145
12.084
57.993
551.187
39.081
897.586
490.453
10.232
2.082.870

45.939
3.454.452
1.334.392
-

Total
Data in thousand euro

5.3.9

Personal
guarantees

8.234.910

19.706
4.027.110
1.293.775
832.453

9.486.221

Exposure to Counterparty Risk and approach
used to calculate minimum own funds
requirements

In all of its exposures, Banco Sabadell Group uses the market
price valuation method to calculate minimum own funds
requirements to hedge counterparty risk. These exposures
amount to a total of €1,640,926 thousand.
The calculation of this exposure is detailed hereafter:

Table 57. Derivatives exposure.
Derivatives exposure. Effect of netting and collateral
Gross positive fair value of contracts
Positive effect of netting agreements
Credit exposure after netting and before guarantees received *
Guarantees received
Credit exposure in derivatives after netting and guarantees received
Data in thousand euro
*Includes the potential future value of derivatives, calculated as nominal by means of an add-on.
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31/12/2016

31/12/2015

2.047.949
2.122.318
1.146.117
652.507

1.837.821
1.124.904
1.662.761
211.135

1.640.926

1.451.625
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The following figure shows the breakdown by type of product
of exposures in derivatives, using the gross positive fair values
contained in the contracts:

Control Division proposes maximum limits for each
counterparty, subsequently 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 in
which the counterparties are located.



Control carried out by an independent specialised unit, to
ensure that the various transactions remain within the
established limits using an advanced system. Where the
risk limits in place are breached, the transaction is
subject to a separate process to gain specific approval.

Figure 17. Breakdown of derivative exposures by product
type.

Commodities
0,18%

Equity
6,28%

Exchange
rate
28,95%

Interest rate
64,59%

The method used to determine the value of exposure to
counterparty risk in order allocate the calculated internal
capital is the same method used to calculate regulatory
capital: the value, if positive, of the sum of the cost of
repositioning the transaction plus the regulatory established
increase of the estimated future value. The process of
allocating calculated internal capital is consistent with the
general economic model for credit risk of the Group.

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

5.3.9.3

Table 58. Counterparty risk exposure and RWAs.

In order to mitigate its exposure to counterparty risk, the
Group has signed various contractual netting agreements with
the majority of its financial counterparties with which it
contracts derivative instruments and carries out transactions
with repurchase commitments, as well as collateral
agreements which allow any incurred risk to be significantly
reduced by means of the provision of guarantees.

Approach
AIRB
STDA

EAD

31/12/2016
RWA

1.241.093
1.105.868

EAD

31/12/2015
RWA

660.432
275.581

1.161.657
319.692

753.962
83.833

Total
2.346.961
936.014
Data in thousand euro. Includes repos.

1.481.349

837.795

5.3.9.2

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

Banco Sabadell Group generally manages its counterparty risk
in a manner that is consistent 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 sum of the repositioning value of the
transactions plus an increase based on an estimate of their
potential future value. The repositioning value of transactions
is generally calculated using published market prices and,
where these are not available, recognised valuation
techniques are used.
For financial operations, the majority of counterparties
involved in transactions with counterparty risk are financial
institutions, and these are therefore subject to the routine risk
management and control procedures set down for this
segment. These mainly consist in:


Management based on a system of pre-defined limits,
which is approved annually by the Credit Operations
Committee and the Executive Committee. The Risk
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Policies to ensure the efficiency of collateral
and to make value adjustments due to
impairment for counterparty risk hedging

To ensure the efficiency of these guarantees, contracts signed
with counterparties are ISMA, GMRA, and the ISDA Master
Agreement with its CSA annex. These documents constitute
the market standard for the formalisation of these guarantees.
Both the Risk Control Division and the Legal Division take part
in negotiating the clauses of these contracts, in order to
ensure that they have the necessary legal basis for the netting
of transactions, and to ensure that the contracting and risk
mitigation procedures are in line with the Bank’s policies.
Additionally, the Risk Control Division regularly monitors
transactions and levels of exposure in order to have available,
at all times, an assessment of the accepted risk levels and
their effect on netting and collateral agreements.
Regarding the methods used to apply value adjustments to
hedge this risk, the general criteria set forth by the Group shall
apply. These have been described previously in the section of
this document on methods to determine value adjustments.

5.3.9.4

Policies regarding the risk of adverse effects
due to the existence of correlations

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



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 taking place is negligible as there
are no relevant material exposures where they can occur.

5.3.9.5

Impact of collateral in the event of a downgrade
of the Institution’s credit rating



In the event that the credit rating of Banco Sabadell Group
were downgraded, the impact would be non-existent in nearly
all of the current collateral agreements, as the guarantees
provided have only been linked to the valuation of the
positions (mark-to-market).
The only exception to this is where minimum thresholds have
been set for the amount of deposited guarantees, depending
on the credit rating of each institution. An additional clause
states that, in the event that this rating is lower than or equal
to BB+, according to S&P Global Rating, the Group would need
to have €10,000 thousand permanently deposited in the
counterparty institution. However, at present no activities are
performed with this counterparty.

5.3.9.6

Notional value of credit derivatives hedging and
breakdown of current credit exposure

Securitisation: a transaction or scheme whereby the
credit risk associated with an exposure or pool of
exposure is tranched, having both of the following
characteristics.
–

Payments in the transaction or scheme are
dependent upon the performance of the exposure or
pool of exposures.

–

The subordination of tranches determines the
distribution of losses during the ongoing life of the
transaction or scheme.

Tranche: a contractually established segment of the
credit risk associated with an exposure or a number of
exposures, where a position in the segment entails a risk
of credit loss greater than or less than a position of the
same amount in each other such segment in line with the
order of payment priority set forth in the securitisation,
without taking account of credit protection provided by
third parties directly to the holders of positions in the
segment 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
tranche in a securitisation that is the first tranche to
bear losses incurred on the securitised exposures
and thereby provides protection to the second loss
and, where relevant, higher ranking tranches.

–

Intermediate risk tranche: this tranche differs from a
first loss tranche. It has a lower ranking than the
highest ranking position in the securitisation, and
ranks lower than any securitisation position within
said agreement which has been assigned a level 1
credit quality where the securitisation has been
treated using the standardised approach, or a level
1 or 2 credit quality where the securitisation has
been treated under the IRB approach. It does not
consider the credit risk coverage offered directly by
third parties to holders of the positions in the
tranche in question or in other tranches.

–

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 under derivatives contracts
on interest rates or currencies, brokerage or other
similar payments.

There are currently no credit derivatives hedges in the Group,
as all of the latter’s credit derivative operations are
concentrated in the trading book.

5.3.9.7

Notional value of credit derivative transactions

The notional value of transactions completed using credit
derivatives stands at €85,000 thousand at 31/12/2016,
compared to €92,000 thousand in the previous year.

5.3.9.8

Estimate of parameter α

This estimate does not apply as own funds requirements are
calculated using the mark to market price valuation approach.



Traditional securitisation: a securitisation involving the
economic transfer of the exposures being securitised to a
‘securitisation special purpose entity’ (SSPE) that issues
securities. This can be accomplished by the transfer of
ownership of the securitised exposures from the
originator institution or through sub-participation, which
shall include the signing of mortgage stocks, mortgage
transfer certificates and other similar securities by the
‘securitisation special purpose entities’. Securities issued
by SSPEs do not represent any legally binding payment
obligations for the originator institution.



Synthetic securitisation: a securitisation where the
transfer of risk is achieved by the use of credit derivatives
or guarantees, and the exposures being securitised
remain exposures of the originator institution.

5.3.10 Securitisations
Definitions
The Group processes its securitisation transactions in full
compliance with the provisions set forth in Part three, Title II,
Chapter 5 of the CRR.
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:
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Resecuritisation: securitisation where the risk associated
with an underlying pool of exposures is tranched and at
least one of the underlying exposures is a securitisation
position.



Originator institution:
–

–

An entity which, itself or through related entities,
directly or indirectly, was involved in the original
agreement which created the obligations or
potential obligations of the debtor or potential
debtor giving rise to the exposure being securitised.
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 institution in
terms of solvency.



Credit risk: the risk of borrowers being unable to honour
their contractual obligations in due time and 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 transferred to investors through securities
issued in the securitisation.



Prepayment risk: a risk deriving from the early
amortisation, either in full or in part, of assets that back
the securitisation. This is a fairly predictable risk that
results in the actual maturity of securitisation bonds
being shorter than the contractual maturity of the
underlyings.



Basis risk: the risk that arises when interest rates or the
maturity schedule of securitised assets do not coincide
with those of issued bonds. This risk is generally covered
by the originator institution through financial interest rate
swaps.

An entity which purchases a third party’s exposures
for its own account and then securitises them.



Sponsor: an institution other than an originator institution
that establishes and manages an asset-backed
commercial paper programme or other securitisation
scheme that purchases exposures from third-party
entities.



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.



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





Securitisation position: an exposure to a securitisation.

Legal and operational risks: as with other types of
financial transactions, securitisations are subject to
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.

Purposes of securitisation activities
Banco Sabadell maintains a securitisation programme which
contemplates an adequate diversification of its securitised
asset portfolios, adapting the volume of the programme to the
Bank’s liquidity requirements and market circumstances. This
programme is supplementary to other sources of financing
and capital, thereby diversifying the recourse to wholesale
markets.
The securitisation of assets facilitates the efficient
management of the balance sheet, as it is a tool that allows:


Generation of liquidity: transformation of relatively illiquid
assets into marketable securities, which can allow
wholesale markets to gain liquidity through their sale or
use as a collateral or through a drawdown from the ECB
facility.



Diversification of financing sources: the diversification of
the sources the Group uses to finance itself derives from
its objective of obtaining liquidity.



Capital management: securitisation operations in which
there is an effective transfer of risks also enable the
optimisation of capital management and contribute to the
generation of value.

Nature of other risks inherent to 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 institution and/or investor institutions.
These risks are:
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Types of risk in terms of priority of underlying securitisation
positions
As mentioned in the introductory section, securitisation bonds
are issued following a specific order of payment priority. The
structure of the funds in which Banco Sabadell Group has
participated tends to contain a specific number of tranches,
each with its own credit rating.
The first set of tranches, known as preferred or senior, which
includes the series of bonds with the highest credit quality and
therefore the highest rating, is subdivided into intermediate or
mezzanine tranches, which are subordinate to the first set.
The lower part of the structure contains the tranches with the
lowest credit quality, known as ‘first loss’ or ‘equity’ tranches.
In some cases, these are subordinated loans or credit that the
Group has awarded to the fund. In other cases, they are a pool
of bonds with a low credit quality. This equity tranche is used
to cover the first percentage of losses of the securitised
portfolio and has been, in all cases, withheld by Banco
Sabadell Group.

Functions and involvement in securitisation processes
The main functions carried out by Banco Sabadell Group in its
securitisation processes have been the following:


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 granted part of its residential
mortgage loans, loans to small and medium-sized
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enterprises (SMEs), loans to corporates and credit rights
deriving from financial lease contracts to be converted
into securitisation bonds.




and for loans to fund preliminary expenses incurred by
these items.

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 backed by these
assets.



Counterparty: additionally, in the past the Group has
acted as counterparty in swaps made with securitisation
funds to mitigate structural interest rate risk.



Provider of the treasury account of the Fund.

Provider of financing: Banco Sabadell Group also acts as
a provider of financing for securitisation funds associated
with subordinated loans for the creation of reserve funds

Figure 18. Chart showing the functions performed by Banco Sabadell in securitisation processes.
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Performed by the Group

The Group has taken on the role of originator as well as
investor for those operations used to create collateral. The
Group has not performed any sponsor activities in the
securitisations it has carried out.

Where no risk has been transferred, capital requirements are
calculated for the original securitised exposures, in line with
the portfolio and the approach used depending on their
characteristics (standardised or IRB).

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 assignors regarding the securitised assets.

At 31 December 2016, the Group calculates its capital
requirements using the calculation of original securitised
exposures, as it does not consider that any significant amount
of risk is transferred.

Methods to calculate risk-weighted exposures

Accounting

The methods used to calculate risk-weighted exposures in
securitisation activities differ in terms of the fulfilment or nonfulfilment of conditions necessary in order to assume that a
significant amount of risk has been transferred, as set forth in
Articles 243 and 244 of the CRR.

One of the financing instruments that the Group has used in
the past to strengthen its liquidity position is asset
securitisation. 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 and medium-sized enterprises, consumer loans
and credit rights deriving from financial lease contracts.

For securitisations in which the risk has been significantly and
effectively transferred, and for securitisation positions
maintained for investment purposes, Banco Sabadell Group
employs the approach based on external credit ratings (RBA –
Rating-Based Approach).
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Some of the bonds issued by securitisation funds have been
placed in capital markets, and the remainder have remained
in the Group’s portfolio. Of the latter, those originated by
Banco Sabadell, the majority have been pledged as collateral
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Group securitisation activities during 2016

in return for access to Banco Sabadell’s credit facility, which it
holds with Bank of Spain.

During 2016 the Group has originated two traditional
securitisation funds, whose underlying portfolios are
residential mortgages and loans to corporates (or SMEs).

Financial assets are only derecognised 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.



Residential mortgage backed securitisation carried out
by TSB during the second quarter for €3,934 million, of
which €664 million were placed in the market through
two tranches, one in euros and one in sterling.

Once the requirements regarding the substantial transfer of
risks and benefits described previously have been met, gains
from the sale of financial instruments will be recognised.
These shall be calculated as the difference between the book
value and the sum of the consideration received, including any
new asset obtained less 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
provision of services originating from the transfer (where
applicable) shall be recorded at fair value.

The purpose of the funds originated in 2016 is liquidity
management, and neither of these funds implies a significant
transfer of risk.

Securitisation of loans to corporates (or SMEs) carried out
by Banco Sabadell in the third quarter amounted to
€1,750 million , of which the bonds were fully retained
with the objective of raising collateral to obtain liquidity.

Furthermore, in 2016 several Banco Sabadell securitisation
funds were cancelled early. Two funds, one for financial
leases and a second fund for loans to corporates or SMEs
were cancelled due to a clean up call, in line with that set forth
in the information leaflet, after the outstanding balance of the
securitised portfolio fell below 10% of the opening balance.
Additionally, a mortgage loan fund was also cancelled prior to
its maturity date.

The assets and liabilities associated with securitisation funds
of assets which 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.

Below, the balance of the Group's securitisation positions at
the end of 2016 is listed by the type of securitised asset:

ECAIs used in securitisations
Where securitisation activities are concerned, the Group has
been given at least one valuation of its issued bonds by at
least one of the following External Credit Assessment
Institutions (ECAIs): Fitch, Moody’s Investors, S&P Global
Rating, DBRS and Scope. The agencies carry out regular
monitoring, as well as the initial rating.

Breakdown of the securitised balances
Table 59. Performing balance of withheld securitisation positions, amount of impaired and defaulted exposures and
provisions, by type of securitised asset.

Type of asset

Originator
Residential mortgages
Commercial mortgages
Credit cards
Financial leases
Loans to corporates or SMEs (treated as
corporates)
Consumer loans
Collection rights (invoices)
Securitisation/resecuritisation positions
Other
Total
Data in thousand euro.
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Traditional

31/12/2016
Of which:
impaired
exposures and
exposures in
default status

Provisions

Traditional

31/12/2015
Of which:
impaired
exposures and
exposures in
default status

Provisions

16.565.228
-

407.378
-

126.226
-

15.711.170
111.182

674.908
9.711

126.933
5.431

2.955.665
-

58.976
-

25.862
-

1.714.866
-

95.925
-

36.506
-

19.520.893

466.354

152.088

17.537.218

780.544

168.870
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Table 60. Amount of on-balance sheet and off-balance sheet securitisation positions.
Type of asset

31/12/2016
Issued positions Withheld positions

31/12/2015
Issued positions Withheld positions

On-balance sheet assets
Residential mortgages
Commercial mortgages
Credit cards
Financial leases
Loans to corporates or SMEs (treated as corporates)
Consumer loans
Collection rights (invoices)
Securitisation / Resecuritisation positions
Other

16.522.718
2.535.982
-

11.217.023
2.341.090
-

15.293.488
80.990
1.150.120
-

8.924.523
35.196
860.496
-

Off-balance sheet assets
Residential mortgages
Commercial mortgages
Credit cards
Financial leases
Loans to corporates or SMEs (treated as corporates)
Consumer loans
Collection rights (invoices)
Securitisation / Resecuritisation positions
Other

5.655.694
614.575
-

5.348.205
614.575
-

7.164.662
75.987
854.370
-

6.786.646
75.987
854.370
-

Total
25.328.969
19.520.893
Data in thousand euro.
Banco Sabadell fund swaps are included as off-balance sheet assets due to their notional value.

24.619.617

17.537.218
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Securitisation structure without risk transfer
As the majority of positions originating from securitisation
funds are retained, the regulatory conditions that would
enable a significant portion of the risk to be effectively
transferred are not met. Therefore, for these funds, the capital
for securitised exposures is calculated as though the latter
had not been securitised.

The following table shows the performing balance of
securitised exposures without any transfer of risks by type of
asset

For the purposes of Article 409 and in compliance with that
set forth in Article 405, both from the CRR, the Group
maintains its commitment to retain the securitisation funds of
which it is an originator from 1 January 2011, consistently, of
significant net economic interest measured at origin, which will
be at least 5%.

Table 61. Securitisation structures with no significant risk transfer by type of underlying asset.
Type of asset
Mortgages
Leasing
SMEs

Balance *

31/12/2016
EAD

RWAs

Balance *

31/12/2015
EAD

RWAs

15.975.025
18
2.214.297

16.266.257
18
2.188.568

2.964.071
7
726.308

15.209.963
80.606
1.039.589

15.408.757
80.591
1.010.397

3.039.552
17.066
255.486

Total
18.189.340
18.454.843
3.690.386
16.330.158
16.499.745
3.312.104
Data in thousand euro.
* The difference between the amount of issued securitisation positions and the balance of underlying assets corresponds to derivative hedging
instruments, computed in terms of EAD.

Table 62. Securitisation structures with no significant risk transfer by capital requirements calculation approach.
Calculation approach
Advanced IRB
Standardised

Balance *

31/12/2016
EAD

RWAs

Balance *

31/12/2015
EAD

RWAs

11.486.184
6.703.156

11.895.823
6.559.020

1.324.532
2.365.854

8.851.237
7.478.922

9.168.777
7.330.968

666.368
2.645.736

Total
18.189.340
18.454.843
3.690.386
16.330.158
16.499.745
3.312.104
Data in thousand euro.
* The difference between the amount of issued securitisation positions and the balance of underlying assets corresponds to derivative hedging
instruments, computed in terms of EAD
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5.4 Market Risk
5.4.1

Introduction

The information given in this section of this 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 maintained 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.
The exposure to this type of risk still represents a very low
percentage of the total risk map of the entity in absolute
terms.

5.4.2

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

Banco Sabadell Group calculates minimum own funds
requirements for the trading book to cover interest rate risk,
share price risk and credit spread risk (known as position risk)
of fixed-income positions and of shares and stakes. These
requirements are calculated using the standardised approach.

On 13 May 2016, the ECB granted Banco Sabadell Group a
waiver from the calculation of own funds requirements for
foreign exchange risk, applicable retroactively from December
2015 for structural positions in GBP and USD, in accordance
with article 352(2) of the CRR. The objective of requesting this
waiver is for these positions to remain open for the purpose of
protecting the capital ratio against adverse fluctuations in the
exchange rate. Furthermore, the Group also received
authorisation to exclude the positions previously deduced from
the calculation of own funds from the requirements
calculation.
Banco Sabadell Group is not subject to any additional
requirements due to risk concentration in the trading book,
since, at 31 December 2016, none of its counterparties
exceed the limits set forth in the regulations regarding trading
book positions. Liquidity and commodity risks are non-existent
for the Group, and therefore their capital requirements are
also zero. Similarly, there are no capital requirements for
interest rate risk of securitisation positions, as instruments of
this type do not exist in the trading book.
This information does not include minimum own funds
requirements to cover counterparty risk, as these are included
in the credit risk section of this document under the headings
standardised and IRB approaches, as applicable.
The following table shows the composition of the capital
requirements for market risk for Banco Sabadell Group at 31
December, 2016.

The trading book can also be subject to certain additional
capital requirements due to concentration risk in the same
counterparty, provided that the position in the latter exceeds
the limits stipulated in Article 395 of the CRR.
Additionally, the Group is subject to certain own funds
requirements to cover foreign-exchange risk due to its global
foreign-exchange position.

Table 63. Own funds requirements by market risk during the period (EU MR1).
RWA

Capital requirements

Outright products
Interest rate risk (general and specific)
Equity risk (general and specific)
Foreign exchange risk
Commodities risk
Options
Simplified approach
Delta-plus approach
Scenario approach
Securitisations (specific risk)

642.471
314.758
21.250
306.463
31.364
31.364
-

51.398
25.181
1.700
24.517
2.509
2.509
-

Total

673.835

53.907

Data at 31/12/2016, in thousand euro.

Outright products refers to positions in products that are not options

Información con Relevancia Prudencial
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Between 31 December 2015 and 31 December 2016 a
variation of 251 million in RWA has occurred, due to the
following factors:




Figure 19. Breakdown of own funds requirements by
market risk.

Variation of 92 million in the RWA corresponding to
exchange rate risk, principally due to the increase in the
open position in Mexican pesos. CRR:
Variation of 159 million in RWA corresponding to exchange
rate risk, as the Group has increased its positions in fixed
income instruments included in the trading portfolio in the
period referred to herein.
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Shares
3,15%
Exchange
rate
45,48%

Fixedincome
positions
51,37%
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5.5 Operational Risk
5.5.1

Introduction

The information included in this chapter is in full compliance
with the disclosure requirements of Articles 446 and 454 of
the CRR.
Banco Sabadell Group defines operational risk as the risk of
incurring losses as a consequence of errors caused by, or lack
of suitability of, people, processes, systems or external events.
This definition includes model, technological, reputation and
behavioural risks, which arise when financial services are
inadequately provided, either wilfully or due to negligence.
The Institution calculates the operational risk requirements
using the standardised approach.

5.5.2

Calculation of minimum own funds
requirements to cover operational risk

To calculate capital requirements using the standardised
approach, the significant income for each of the last three
financial years must be calculated, adding the following
components from the income statement under the private
scope of consolidation:


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.



Profit or loss from financial transactions (net).



Exchange differences (net).



Other operating income.

Between 2014 and 2016 the Group has acquired institutions
and has launched new businesses whose significant income is
included in the calculation for a three-year time horizon in
order to simulate a constant scope of consolidation in
compliance with the scope in force at 31/12/2016. On the
one hand, in June 2015 the Group acquired TSB Banking
Group, and in the same year the Group also began to operate
in Mexico.
The following table gives details of changes in capital
requirements and RWAs for operational risk from 2015 to
2016.
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Table 64. Evolution of minimum own funds requirements
to cover operational risk during the period.
Figure at 31/12/2015
Changes in business
Figure at 31/12/2016
Data in thousand euro.

RWAs
7.529.725

Capital
602.378

419.715

33.577

7.949.441

635.955

The institution allocates significant income associated with
regulatory lines of business using an internal income
statement broken down into business segments, which is
more detailed and which has been adapted to the provisions
of the relevant regulations. Therefore, it is possible to allocate
each one of the internal businesses to one of the business
lines defined in the regulation and its respective ratios in order
to calculate own funds requirements (Article 317, CRR). The
average ratio for the Entity for 2016 is 12.88%
Article 316 of the CRR states that the relevant indicator should
not include income derived from insurance, income from
extraordinary or irregular items, or realised profits/losses from
the sale of non-trading book items.
In the calculation carried out by the Group, the private scope
automatically excludes income derived from insurance. No
extraordinary gains have been deducted in the last three
years, but realised profits/losses from non-trading book items
have been deducted.
The following chart shows the average weights of significant
income over the last three years for each line of business. The
lines of business with the most weight in the Group are clearly
Retail Banking and Commercial Banking (which in Spain
includes both retail and business banking services), in that
order. The comparatively small weight of other wholesale
businesses in the Group is also evident.

Figure 20. Percentage of revenue by line of business.

Corporate
funding
0,48%
Asset
management
1,09%

Agency
services
0,24%

Retail brokerage
0,55%

Trading and
sale
5,89%

Commercial
banking
16,00%
Retail
banking
75,76%
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5.5.3

Contribution to the consolidated Profit of the
most significant subsidiary companies

The contribution to consolidated capital due to operational risk
represented by the most significant subsidiary companies
shows the level of the Group's geographical diversification,
where TSB and Andorra are retail businesses, and Mexico and
the US are more focused on corporate banking.

Figure 21. Percentage of revenue by line of business.

BSab Andorra
0,49%

SUB-IPH
3,17%

SOFOM
Mexico
1,03%
TSB
20,92%

Rest of
Group
74,39%
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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 carried out with customers and
to corporate operations. The Group incorporates this risk,
together with liquidity risk, within a structural balance sheet
management framework. The main purpose is to achieve
stability of the financial margin by maintaining adequate levels
of liquidity and solvency.
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

Structural interest rate risk arises in consequence of market
interest rate fluctuations affecting the different on-balance
sheet assets and liabilities which show gaps due to different
timings of interest rate repricing or maturity, as is common in
banking activity. The exposure to this risk as a result of
unforeseen interest rate fluctuations may result in unexpected
changes in the financial margin and economic value.
The metrics developed to control and monitor the Group’s
structural interest rate risk are aligned with the best market
practices and are consistently implemented across all balance
sheet management units (UGBs, for their acronym in Spanish),
and by internal Asset and Liability Committees. The effect of
diversification between currencies and UGBs is taken into
account when presenting overall key figures.
The Group has two fundamental objectives for its interest rate
risk management:


Optimise net interest income.



Maintain the economic value of the balance sheet.

The following metrics are used:


Interest rate gap, a static measure showing the
breakdown of maturities and repricing of sensitive items
on the balance sheet. For items with no contractual
maturity, expected maturities estimated using the bank’s
past experience are considered, setting forth stability and
remuneration assumptions in line with the type of
product.



Net interest income sensitivity: measures the short and
medium-term impact of interest rate fluctuations. This
figure is obtained by comparing net interest income over
one year under a baseline scenario, obtained based on
implicit market interest rates, against that obtained from
parallel and instantaneous changes of ±100 basis points,
always considering the least favourable scenario.



Economic value sensitivity: measures the long-term
impact of interest rate fluctuations. This figure is obtained
by comparing the economic value of the balance sheet
under a baseline scenario with that obtained from
parallel and instantaneous changes of ±100 basis points,
always considering the least favourable scenario.
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Other statistical and econometric models that estimate
correlations between different market variables, or
between these and the past performance observed
among the customer base.

The analysis of the balance sheet’s sensitivity to interest rate
fluctuations has been taken into account for all transactions at
31/12/2016 (excluding trading book positions) which
correspond to the scope of credit institutions and using, as
significant currencies, the euro, the sterling pound and the US
dollar. In compliance with the regulations currently in force, a
currency is deemed significant when the corresponding asset
or liability exceeds, on average during the six immediately
preceding months, 5% of the institution’s assets or liabilities.
Calculations are also made of net interest income sensitivity
and economic value sensitivity applying different scenarios in
which changes occur in the various interest rate curves in
order to adequately capture the curve and basis risks. When
applying both methodologies, performance assumptions are
used in order to obtain a more realistic outlook, which is
therefore more effective in terms of management, of the true
performance of balance sheet items than the outlook obtained
by treating them based on purely contractual characteristics.
Among the most significant of these are assumptions that
model the performance of balance drawdowns, the maturity of
sight accounts and other liabilities with no contractual maturity
where, although they may be immediately requested by the
customer, it is generally required to wait for them to become
substantially more stable.
It should be noted that the Group carries out monthly
calculations of exposure to this risk. The results of these are
submitted to the Assets and Liabilities Committee.
Additionally, different scenarios are considered in the annual
planning exercises of the income statement, the evolution of
the balance sheet and capital of the Group. Specifically, the
central scenario, based on the Group's Strategic Plan, is
compared against an alternative scenario consisting in
stressing the relevant macroeconomic conditions. This
exercise determines the sensitivity and volatility of the key
figures of the Group (net interest income, profit and capital) to
adverse scenarios.
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6.1.3

Changes in income, economic value or any
other relevant measure used to analyse
interest rate shocks, in compliance with the
internal management method

The Group calculates the sensitivity of different key economic
figures (financial margin, economic value) to changes of 100
basis points in the interest rate curve.
The following table shows the interest rate risk level in terms
of the sensitivity of the main currencies of the Group at 2016
year-end:
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Table 65. Sensitivity of management changes to interest
rate shocks.
Upward interest rates

EUR
GBP
USD

Downward interest rates

Impact on
financial
margin

Impact on
economic
value

Impact on
financial
margin

Impact on
economic
value

0,1%
1,9%
0,2%

1,3%
-2,2%
-0,3%

-0,4%
-1,0%
-1,0%

10,5%
1,1%
1,5%

Values at 31/12/2016.

In addition to the impact on net interest margin within the time
horizon of one year shown in the previous table, the Group
calculates the impact on net interest margin in the time
horizon of two years, the result of which is notably more
positive for all of the currencies.

129

BancoSabadell
6.2 Liquidity Risk
6.2.1

Introduction

Banco Sabadell Group is exposed to daily demands on its
available cash resources to meet contractual obligations
related to financial instruments with which it trades, such as
maturing deposits, drawdowns of credit facilities, settlements
of derivatives, etc. Experience shows, however, that only a
minimum amount is ever actually required and this can be
predicted with a high degree of confidence.
The objective of Banco Sabadell Group is to maintain liquid
assets and a financing structure that, in line with its strategic
objectives and based on its Risk Appetite Statement, allows it
to honour its payment commitments normally and at a
‘reasonable cost’, under both business-as-usual conditions or
under a stress situation caused by systemic and/or
idiosyncratic factors.

6.2.2

Liquidity management

Banco Sabadell’s liquidity management seeks to ensure
funding for its commercial activity at an appropriate cost and
term while minimising liquidity risk. The entity’s financing
policy is focused on maintaining a balanced funding structure,
based mainly on customer deposits, and supplemented by
access to wholesale markets that allows the Group to maintain
a comfortable liquidity position at all times.
Banco Sabadell Group has established a structure based on
Liquidity Management Units (UGLs for their acronym in
Spanish) to manage its liquidity. Each UGL is responsible for
managing its own liquidity and for setting its own metrics to
control liquidity risk, working together with the Group’s
corporate departments. This tends to be due to the lack of
financial dependency between the parent company and the
LMUs (Liquidity Management Units, UGL for their acronym in
Spanish), limiting intragroup exposures, with the principal
objective of limiting the potential contagion between the
different units of the Group.

Currently, the companies that make up these UGLs are: Banco
Sabadell, including its businesses in Mexico and activity in its
subsidiaries (Miami, London, Casablanca and Paris), Sabadell
United Bank, Banco Sabadell d’Andorra and TSB.

when evaluating positions and when controlling and
assessing risks.


Decentralised liquidity management system for the more
significant units but with a centralised risk oversight and
management system.



Sound identification, measurement, management, control
and reporting processes on the different liquidity and
funding risks to which the Group is exposed.



Existence of a transfer pricing system to transfer the cost
of funding.



Balanced funding structure largely based on customer
deposits.



Extensive base of unencumbered liquid assets that can be
accessed immediately to generate liquidity and which
comprises the first line of liquidity of the Group.



Diversification of sources of funding, with controlled use of
short-term wholesale funding without having to depend on
individual fund suppliers.



Self-funding by the main banking subsidiaries outside of
Spain.



Oversight of the degree of encumbrance of the balance
sheet.



Maintenance of a second line of liquidity that includes the
issuing capacity of covered bonds and territorial bonds.



Availability of a Liquidity Contingency Plan.

6.2.2.1

The governance structure for Banco Sabadell’s liquidity
management is based on the direct involvement of Senior
Management, a clear delimitation of the three lines of defence
and a strict separation of functions, as well as a clear
structure of responsibilities in committees, divisions,
subdirectorates-general and functional areas.
The Three Lines of Defence model is structured as follows:


First Line of Defence: the initial responsibility for the
management and decision making process with regard to
liquidity and funding risk lies with the business units, as
well as risk measurement and monitoring of the areas
under their responsibility. Each business unit is
responsible for establishing controls and metrics to
monitor risk, as well as complying with the policies and
procedures approved by Senior Management.



Second Line of Defence: the risk control function is
independent from the first line of defence and it is
responsible for risk evaluation, monitoring and control.
This line of defence provides a second level of control and
supervision through the independent analysis of the
management of the business units and the development
of its own additional reporting body. It provides

The Group’s current liquidity risk management strategy is
based on the following principles and pillars, in line with the
UGLs’ retail business model and the defined strategic
objectives:


The involvement of the Board of the Directors and Senior
Management in the management and control of the
liquidity and funding risk.



Clear segregation of functions between the different areas
within the organisation, with a clear-cut definition of the
three lines of defence, to give a degree of independence
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recommendations about potential areas of improvement
and guarantees compliance with the risk appetite
established by Senior Management.


Third Line of Defence: Internal Audit carries out
verification, independent and objective advice
activities for the management of liquidity risk carried
out by the business units, as well as the supervisory
activities and risk control function activities. It
prepares reports on the gaps which have been
identified, and makes specific recommendations on
the actions that should be taken in terms of the
management of liquidity risk reported to Senior
Management.

The involvement of the entity’s Senior Management in
managing and controlling liquidity risk entails the involvement
of the Board of Directors, as the highest governing body of the
institution, and also the direct involvement of its three
delegated committees:


Executive Committee, linked to the first line of defence.



Risk Committee, linked to the second line of defence.



Audit and Control Committee, linked to the third line of
defence.

These governing bodies receive regular information from all
divisions associated with liquidity risk management and
control, through the various committees and/or divisions and
general sub-divisions.
The Assets and Liabilities Committee (ALCO) is the
management body responsible for managing the structural
risks of the balance sheet, including the management of
structural balance sheet risks, which include liquidity risk. Its
main responsibility is the optimisation of the financial
structure of the balance sheet, in line with the guidelines and
objectives set forth by the Board of Directors. The ALCO meets
on a quarterly basis.
The Liquidity Committee is responsible for the decision making
process for short term liquidity management. It is formed of
members of the Financial Division, the Risk Control Division,
the Treasury and Capital Markets Division and the Corporate
Banking Division. This Committee meets on a fortnightly basis,
prior to the ALCO meeting.
The Financial Division, via the Global Financial Management
Division and CFO Spain, and the Markets and Private Banking
Division, via the Treasury and Capital Markets Division, the
latter which focuses on very short term liquidity management,
together, form the first line of defence within the liquidity risk
management and control model implemented by the Group.
The functions of the Financial Management Division, which
forms part of the Global Financial Management Division and
CFO Spain, include defining the Entity’s Financing Plan,
planning and executing issues in capital markets, measuring
and managing liquidity and exchange rate risk, monitoring
liquid assets and collateral, managing its own portfolio and
managing transfer prices.

significant role in the first line of defence against liquidity risk,
as it is responsible for the management of the Entity's joint
liquidity.
The Risk Control Division, as the second line of defence,
undertakes control and supervision functions of the
management procedures developed by the units which
comprise the first line of defence. It is charged with the
proposal and development of the Risk Appetite Framework,
and specifically, it is charged with the supervision and
measurement of liquidity risk, by which it identifies, measures,
and supervises, facilitating a full and transversal view of this
risk.
Lastly, the Internal Audit Division acts as the third line of
defence of Banco Sabadell Group. This Division is charged
with controlling effective compliance with the management
policies and procedures, assessing the sufficiency and
efficiency of the management and control activities of each
functional unit, reporting directly to the Audit and Control
committee. Furthermore, the Internal Audit Division verifies
the design and efficiency of the principles established in the
Risk Appetite Statement (RAS) and their alignment with the
supervisory framework, and offers security regarding the
implementation of the same, both in the structure of the
documents (consistency between these documents and the
Statement) as well as in the subsequent integration into the
Entity’s management, verifying compliance with the metrics
and action plans established.

6.2.2.2

Liquidity risk measurement and information
systems

Liquidity management is carried out through the following
procedures


The identification of material liquidity risks for the Entity.



The establishment of the strategic principles which the
Group should follow in the management of each one of
these risks.



The delimitation of relevant metrics for each one of these
risks.



Setting risk appetite levels, Early Warning Indicators,
limits / tolerance and when relevant, Recovery levels, in
the Risk Appetite Framework and the set of risk
management limits which complement this framework.



Establishment of monitoring and control procedures for
each one of these risks, which include systematic internal
and external reporting mechanisms.



A stress testing framework and a Liquidity Contingency
Plan, which guarantee the management of liquidity risk in
moderate and major crisis situations.

The Treasury and Capital Markets Division performs functions
related to the management and control of short term liquidity
risk through the Trading Division, thus undertaking a
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Figure 22. Liquidity risk management procedures
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even if they include other additional indicators.
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establishment of remediation plans / action plans for each of
the basic first-tier metrics, the definition of roles and
responsibilities of all functions, and the incorporation of the
approved limits in management policies.
Banco Sabadell Group defines two series of metrics that allow
it to measure and control its liquidity risk: 1) First-tier RAS
metrics and 2) Second-tier metrics of the RAS.
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Banco Sabadell Group systematically identifies liquidity risks
based on regulatory requirements established by the Basel
Committee and the European Banking Authority (EBA) with the
objective of strengthening the liquidity of financial institutions,
and the business model, the current and potential
environment and the liquidity and financing position at all
times. This risk identification process at Group level is applied
to each LMU, taking into account proportionality criteria,
specific characteristics of the business and the risk of each
jurisdiction, as well as compliance with local regulatory
requirements. The process to identify relevant risks and their
materiality is carried out on an annual basis in the preparation
of the ILAAP (Internal Liquidity Adequacy Assessment
Processes) which consists of an internal auto-assessment
process of internal liquidity. This should be integrated into the
rest of the Group’s strategic and risk management processes,
allowing Senior Management and the Board of Directors to
assess whether the levels of liquidity are in line with the risk
appetite framework defined. The ILAAP is approved by the
Board of Directors on an annual basis.
In order to evaluate the materiality of each type of liquidity risk
which has been identified, and calibrate its materiality, each
UGL identifies a series of quantitative and qualitative
indicators. From the analysis of the evolution of this set of
indicators, together with the current liquidity position and the
Entity’s future estimates, as well as its Funding Plan and the
macroeconomic and market environment, the liquidity risk
categories which are considered to be material are identified.

The first level RAS metrics are comprised of quantitative
metrics which permit an objective monitoring of compliance
with the objectives and limits established, which should not be
exceeded under any circumstances, and the second level RAS
management metrics, which are qualitative, are used to
complement the first level metrics in the forms of control
variables or indicators which permit a regular monitoring of
changes in risk management and control in line with the risk
appetite approved by the Group.
All metrics are calculated from a perspective of prudent risk
management, assessing each of them in economic scenarios
and/or events that are particularly detrimental to the Group.
The set of first level metrics included in the RAS for the
monitoring of liquidity risk, common to all of the LMUs, and
which should additionally be complied with on a consolidated
level, are as follows:


LCR (Liquidity Coverage Ratio): this is a regulatory ratio
which aims to allow the entity to maintain a suitable
volume of available high-quality liquid assets with which to
cover its liquidity needs in a combined idiosyncratic and
systemic crisis scenario with a 30-day horizon.



NSFR (Net Stable Funding Ratio): is a regulatory ratio
which measures the amount of available stable funding in
comparison to the amount of required stable funding
during the time horizon of one year.



Survival Horizon: is a stress exercise focused on the
entity’s position in the institutional market, whereby a
prolonged closure of the capital and interbank markets is
simulated, combined with a flight of deposits from those
institutions and corporates whose cash is managed
professionally. Once this stress scenario has been
applied, a Survival Horizon is established, which shows the
period during which the entity can ‘survive’ without
needing to capture liquidity thanks to its liquid assets
buffer, without this affecting its day to day business.



Loan-to-Deposits: this ratio shows the ratio between a
bank’s total loans and total deposits, which is used to
determine the sustainability and stability of the financing
structure.



For its calculation, net loans adjusted by credit
intermediation are set as the numerator, and retail
funding, mainly customer deposits (including those
issuances placed through the branch network) is set as
the denominator.

Tools/metrics for monitoring and overseeing risk
management
Banco Sabadell Group has prepared a Risk Appetite
Framework (RAF) the purpose of which is to ensure control and
the proactive management of all of the Group’s risks. The RAF
is the set of policies, procedures, controls and systems
through which the risk appetite is set forth, reported and
controlled. This framework is set out in the Risk Appetite
Statement (RAS), which establishes 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 Board of Directors of Banco Sabadell is responsible for
defining the Group’s liquidity and funding risk appetite
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The Boards of Directors of UGLs are responsible for approving
local RAS in which corporate guidelines and their respective
local requirements must be taken into consideration. Aside
from the metrics included in the Risk Appetite Framework,
each UGL defines a set of second-tier metrics which contribute
to the assessment and monitoring of funding and liquidity risk.
These metrics are monitored continuously in each of the local
ALCOs.
Furthermore, the Group has designed and implemented a
system of early warning indicators (EWIs) at the UGL level,
which includes market and liquidity indicators adapted to the
funding structure and the business model of each UGL. The
deployment of these metrics at UGL level complements the
RAS indicators and second-tier metrics and allows local
threats to the liquidity position and funding structure to be
detected early, thereby facilitating the implementation of
corrective measures and actions and reducing the risk of
contagion between the different management units.
Lastly, in line with the decentralised liquidity management
model, each UGL, taking into consideration proportionality
criteria, has designed and regularly conducts liquidity stress
tests, which allows them to assess their liquidity and funding
position, control their risk profile and guarantee their ability to
honour payment commitments under various time horizons
and under severe crisis scenarios, including systemic crisis
scenarios, idiosyncratic crisis scenarios, and a combination of
the two.

6.2.3

adequate diversification in terms of product, term and
investor.
With regard to retail funding, the Group has a wide customer
deposit base (mainly sight accounts and term deposits
captured through the branch network) which is the main pillar
of funding. The Group aims to maintain and increase the level
of operability and the degree of closeness customers, with the
objective, among others, of maintaining a stable deposit base.
As a complementary source of funding to the deposit base, the
Group has various short and long term funding programmes
through which the Group accesses capital markets via
different instruments. With regard to funding in markets,
diversify its funding sources, in terms of horizon as well as the
product, optimising the cost of the funding.
This funding structure model is common to all of the LMUs,
meeting proportionality criteria and considering the issue
capacity of each UGL.
The Group’s principal sources of funding at the end of 2016
are shown below according to the type of instrument and
counterparty:

Funding strategy and development of
liquidity throughout 2016

6.2.3.1

Funding strategy of the entity

The objective of the Group’s funding strategy is to maintain a
stable funding structure. The main source of the Group’s
funding is its customers deposit base, which is complemented
with financing via the interbank market and the capital
market, in which the Group always seeks to maintain

Figure 23. Breakdown of the Bank’s sources of funding by
type.
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6.2.3.1.1

Retail funding strategy

The level of funding in capital markets has decreased in the
last few years, consequence of, amongst others, a positive
evolution in the commercial gap which has allowed maturities
in capital markets to be partially refinanced. The entity’s
market funding strategy focuses more on products which,
given the institution’s credit rating, have a better cost-to-term
ratio and which are more in demand among the institution’s
investors.

Table 66. On-balance sheet customer funds.
Total on-balance sheet customer funds (*)
Term deposits
Sight accounts
Retail issuances

2016
133.457
37.214
92.011
4.232

3 months
10,3%
34,7%
0,0%
21,4%

6 months
6,8%
21,3%
0,0%
28,0%

12 months >12 months
7,9%
5,9%
26,7%
17,3%
0,0%
0,0%
15,7%
34,9%

No mat.
68,9%
0,0%
100,0%
0,0%

Data in million euro
*Includes customer deposits (excl. repos) and other liabilities placed by the branch network: mandatorily convertible bonds, Banco Sabadell non-convertible
bonds, promissory notes and others.

Total on-balance sheet customer funds (*)
Term deposits
Sight accounts
Retail issuances

2015
131.489
42.947
84.536
4.006

3 months
8,7%
25,2%
0,0%
15,9%

6 months
8,0%
22,5%
0,0%
21,6%

12 months >12 months
12,7%
6,3%
34,6%
17,7%
0,0%
0,0%
46,4%
16,1%

No mat.
64,3%
0,0%
100,0%
0,0%

Data in million euro
*Includes customer deposits (excl. repos) and other liabilities placed by the branch network: mandatorily convertible bonds, Banco Sabadell non-convertible
bonds, promissory notes and others.

In 2016, the positive trend in terms of the generation of a
customer funding gap (defined as the gap between customer
liabilities and customer assets) observed in recent years has
continued, which has allowed the entity to strengthen its
liquidity position and continue with its policy to partially
refinance capital market maturities, which together have
resulted in a reduction of the Group's loan-to-deposit (LtD)
ratio (from 147% at 2010 year-end to 105.1% at 2016 yearend).

Figure 25. Evolution of funding gap (€ million).
-1.250

4.493 43.622

2014

2015*

2016

15.453

3.877

Table 67. Evolution of LTD ratio.

Loan to Deposit (LtD) ratio

3.333
10.122

5.896

31/12/2015

31/12/2016

106,5%

105,1%

1.700
2009

2010

2011

2012

2013

Total

*
TSB’s contribution to the funding gap amounted to €-5,278 million,
and was mainly associated with the purchase of Northern Rock’s
loan portfolio, for an amount of GBP 3,040 million.
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6.2.3.1.2

Wholesale market funding strategy

given the institution’s credit rating, have a better cost-to-term
ratio and which are more in demand among the institution’s
investors. At the end of 2016, the performing balance of
financing in capital markets stood at €25,160 million,
compared with €27,436 million at the end of 2015.

Banco Sabadell Group's wholesale funding management
strategy is oriented towards maintaining and guaranteeing
access to the capital markets as a stable part of the Group’s
financial structure.

By product type, at December 2016, €13,607 million of the
total amount placed in capital markets corresponded to
covered bonds, €2,612 million to promissory notes and ECP
placed with wholesale investors, €1,741 million to senior debt
(of which €1,059 million corresponded to state-secured
transactions from the acquisition of Banco CAM), €1,514
million corresponded to issuances of subordinated bonds and
preferred shares, €5,653 million to securitisation bonds
placed on the market (of which €3,433 million correspond to
TSB), and €33 million corresponded to other medium and
long-term financial instruments. The entity has a comfortable
maturity profile in terms of maturity periods without heavy
concentrations.

At the same time, the entity seeks to maintain a diversified
financing structure, in terms of horizon as well as instruments
which allows it to optimise its cost of financing.

6.2.3.2

Long-term funding

The level of funding in capital markets has been decreasing in
the last few years, consequence of, amongst others, a positive
evolution in the commercial gap which has allowed maturities
in capital markets to be partially refinanced. The entity’s
market funding strategy focuses more on products for which,

Table 68. Capital market funding structure by product and maturity.
2017

2018

2019

2020

2021

2022

>2023

Outstanding
balance

Mortgage bonds and covered bonds
Secured issuances
Senior Debt
Subordinated and Preferred Shares
Other medium and long term financial instruments

2.022
1.059
57
66
-

1.560
600
18

1.124
-

2.165
425
-

2.108
490
10

1.119
25
-

3.509
533
5

13.607
1.059
682
1.514
33

Total

3.204

2.178

1.124

2.590

2.608

1.144

4.047

16.895

Data in € million.
This table does not include the balance of securitisation positions (€5,653 million) or the balance of promissory notes + wholesale ECP (€2,612 million).

Throughout 2016 the entity has accessed the market on
different occasions, making the most of the liquidity windows
available. The public issue of one eight and one seven year
mortgage bonds in June and October 2016, respectively, for a
total amount of 1 billion euros, and an issue of 10 year
subordinated debt for the amount of 500 million euros in May,
stand out.
On the other hand, the creditworthiness of Banco Sabadell is
assessed by three credit rating agencies: S&P Global Ratings,
Moody’s Investors and DBRS.
In December 2016, the credit rating agency Moody’s Investors
announced an upgrade of one notch in its rating of the bank’s
senior debt, from Ba1 to Baa3. This rating upgrade reflects the
improvement in Banco Sabadell’s fundamentals, particularly in
terms of risk. In November, the credit rating agency S&P
Global Ratings changed its rating outlook of Banco Sabadell
from stable to positive, as it considered that the bank is
reducing the risks on its balance sheet and is gradually
strengthening its solvency in a more positive economic
environment, and that it is consolidating its market position in
Spain and diversifying its sources of income in terms of
geography.
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6.2.3.2.1

Short-term funding

Where short-term funding is concerned, the Bank has a
corporate promissory notes programme targeted mainly at the
domestic market with a maximum issue limit of €7,000
million, extendible to €9,000 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 2016 the outstanding balance of the promissory
note programme and the ECP programme stood at 3,922
million euros (net of the promissory notes subscribed to by the
Group companies), of which 1,310 million euros were placed
among retail customers and 2,512 million are held by
institutional customers. During the year the promissory notes
and the ECP’s placed with institutional customers were
reduced by 204 million euros, whilst those placed with retail
customers have increased by 189 million euros.

6.2.3.2.2

Secured funding

Lastly, secured funding should be mentioned as an additional
source of funding. Two groups can be identified in terms of the
nature of the pledged assets and the characteristics of
underlying financial transactions.
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The first group of assets includes mainly government bonds
submitted as collateral for transactions involving short-term
repos and reverse repos, generally over a period less than
three months, which are used to manage the institution’s
short-term liquidity position. The system’s surplus liquidity,
together with a low interest rate environment, has reduced
prices of repo funding compared to other alternatives. At 31
December 2016, the net amount of repo financing in nominal
terms for the Bank reached 7,927 million euros, having
increased by 2,625 million euros during the year in
comparison to 2015 (5,303 million at 31 December 2015).
The second group of assets is far more diverse, comprised of
covered bonds and securitisation bonds of the institution itself
and of third parties, corporate bonds and eligible loans
submitted as collateral under the various funding measures of
the ECB and which, unlike the first group of assets, contribute
to the medium and long-term funding of the institution. In
March 2016, the European Central Bank announced new
economic stimulation measures through a new targeted longterm refinancing operations programme (TLTRO II), consisting
of four 4-year liquidity auctions with execution dates between
June 2016 and March 2017. In 2016, Banco Sabadell has
taken part in TLTRO II, with a total of €10,000 million, though
the early amortisation of €11,000 million from TLTRO I
auctions announced by the ECB in June 2014. Additionally, at
the close of 2016, Banco Sabadell participates in other ECB
funding measures, through which the Bank’s global position
with the ECB rose to 11,818 million euros.

In August, Bank of England also implemented a series of
measures to support economic growth. These measures
included a reduction of the Bank Base Rate and the
introduction of the Term Funding Scheme (TFS). TSB, as a
member of the Sterling Monetary Framework (SMF), plans to
use the TFS as usual, with a view to obtaining funding at low
costs. The amount drawndown under TFS at the close of the
year was 0.

6.2.3.3

Evolution of liquidity in 2016

In recent years, liquidity management in the Group has been
geared towards the creation of a liquid asset buffer in order to
satisfy any liquidity requirements that may arise. At the end of
2016, the balance of this liquidity reserve stood at €26,881
million, mainly comprised of the balance of assets eligible as
collateral in return for access to the ECB facility plus the
available balance of extremely HQLAs in accordance with the
LCR ratio criteria, but which are not eligible as collateral in
return for access to the ECB facility and the net interbank
position of the institution. Within this liquidity buffer it should
be noted that, in the case of TSB, the first line of liquidity at 31
December 2016 is mainly comprised of gilts amounting to
€1,678 million and a surplus of reserves in Bank of England
(BoE) amounting to €4,191 million. The following table shows
the balance of total available liquid assets (first line of
liquidity).

Table 69. balance of avaliable liquid assets.
Item
Cash (1) + net interbank position
Available in facility
Assets pledged under facility (2)
Balance drawn from central bank facility (3)
Non-facility assets eligible as collateral for access to ECB facility
Other marketable assets not deemed eligible by the central bank (4)
TOTAL

31/12/2016

31/12/2015

8.002
6.869
18.687
11.818
8.423
3.587

4.016
4.349
15.899
11.550
10.785
3.097

26.881

22.247

Data at 31/12/2016, in € million of effective value (market value + ECB valuation haircut)
(1)

Surplus of reserves in Central Banks

(2)

At market value and having applied the ECB haircut to monetary policy transactions

(3)

Of which, in 2016 €10,000 correspond to ECB four-year liquidity auctions (TLTROs-II or Targeted Longer-term refinancing operations) of 29 June 2016. En
2015, €11,000 million correspond to BoS auction of the TLTRO of 17 December 2014.
(4)

At market value, and having applied the Liquidity Coverage Ratio (LCR) haircut. Includes fixed-income considered as a HQLA in line with the LCR and other
marketable assets from different Group companies.
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It should be noted that Banco Sabadell Group follows a
decentralised liquidity management model. This model tends
to limit the transfer of liquidity between the various
subsidiaries involved in liquidity management, going beyond
the potential restrictions imposed on each subsidiary by local
regulators. Thus, each UGL determines its liquidity position by
considering only those assets in its possession which meet the
criteria of eligibility, availability and liquidity set forth both
internally and in regulations in order to comply with regulatory
minimums.
In addition to the first line of liquidity, the entity maintains a
buffer of real estate assets and loans to general governments,
which are eligible as collateral for covered bonds and territorial
bonds respectively, and which at the end of 2016 contributed
€4,924 million in terms of the capacity to issue new treasury
bonds eligible as collateral in return for access to the ECB
facility, after discounting the average ECB haircut for this type
of instrument, applicable to financing operations.
Banco Sabadell Group has included, as part of its liquidity
management, the monitoring of a new short-term liquidity
coverage ratio (LCR) and the net stable funding ratio (NSFR),
disclosing to the regulator the information required on a
monthly and quarterly basis, respectively. The measurement of
liquidity based on these metrics forms part of the liquidity risk
oversight process in the set of UGLs.
As regards LCR, since 1 January 2016, the regulatory
minimum is 70%, a level which is comfortably surpassed by all
of the entity’s UGLs, and TSB and Banco Sabadell stand out
due to their extremely high LCRs. At Group level, the bank’s

LCR has consistently been substantially above 100%
throughout the year.
In terms of NSFR, this is still undergoing evaluation and has
yet to be finalised. Its implementation is scheduled for January
2018 and, as with the LCR, it will be progressively
implemented. However, the Group has already started
monitoring this ratio as a liquidity metric at UGL level.
At the end of 2016, available liquidity amounted to €31,805
million in cash, corresponding to the amount of the first line of
liquidity, of €26,881 million, plus the bank’s capacity to issue
covered bonds and territorial bonds.

6.2.3.4

Compliance with regulatory ratios

Given the bank's funding structure, in which customer deposits
have a significant weight, and as the majority of its market
funding is in the medium/long-term, the bank has maintained
stable levels consistently well above 100%.

6.2.3.5

Encumbered assets in financing operations
(asset encumbrance)

At the end of 2016, encumbered assets in financing
operations, which are assets , used as collateral or guarantees
for certain liabilities, and those which are unencumbered, are
shown below:

Table 70. Assets securing financing operations and unencumbered assets.
Data 31/12/2016
Carrying value of
Carrying value of
pledged assets
unpledged assets
Capital instruments
Debt securities
Lending
Other assets

7.804.433
39.314.917
675.780

608.438
17.471.968
121.760.706
23.107.448

Data 31/12/2015
Carrying value of
Carrying value of
pledged assets
unpledged assets
9.810.284
51.590.100
312.237

582.932
13.269.455
106.855.235
24.019.946

TOTAL
47.795.130
162.948.560
61.712.621
144.727.568
Data at 31/12/2016, in thousand euro.
The main reason behind the differences between this table and table 72 "Encumbered and unencumbered assets" is that, in this table, the mortgage
portfolio contained in lending is considered to be pledged by 125% of the performing balance of covered bonds placed with third parties or used as
collateral in repo transactions and transactions with the ECB.
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These pledged assets correspond mainly to loans linked to the
issue of covered bonds, territorial bonds and long-term
securitisation bonds. The remaining pledged assets are debt
securities which are submitted in operations of assets sold
under repurchase agreements, pledged collateral (loans or
debt instruments) to access certain financing operations with

central banks and all types of collateral provided to guarantee
derivative transactions.
At 31 December, the collateral received, mainly from repos
and security loans, and those the majority of which could not
be pledged, for the purpose of obtaining funding are shown
below:

Table 71. Encumbered and unencumbered collateral received.
Data 31/12/2016
Carrying value of
Carrying value of
pledged assets
unpledged assets
Collateral received
Capital instruments
Debt securities
Lending
Issued treasury portfolio
TOTAL
Data at 31/12/2016, in thousand euro.

Data 31/12/2015
Carrying value of
Carrying value of
pledged assets
unpledged assets

855.145
855.145
-

1.358.736
1.260.986
97.750
10.969

1.349.574
1.349.574
-

4.264.732
4.220.169
44.563
130.828

855.145

1.369.705

1.349.574

4.395.560

The bank has used part of its portfolio of loans and similar
credit in fixed-income securities by transferring assets to
various securitisation funds created for this purpose. Under
current regulations, securitisations where there is no
substantial risk transfer cannot be derecognised from the
balance sheet.
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7. Unencumbered assets
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7.1.1



Introduction

The information presented herein is fully compliant with the
disclosure requirements set forth in Article 443 of Part Eight of
the CRR and with those set forth in the document
“EBA/RTS/2017/03 Draft Regulatory Technical Standards on
disclosure of encumbered and unencumbered assets under
Article 443 of the CRR” relating to the disclosure of
encumbered and unencumbered assets.

7.1.2

Value of encumbered and unencumbered assets by type
of asset.



Encumbered and unencumbered collateral received by
type of asset.

Encumbered and unencumbered assets

This section gives details of pledged or encumbered assets,
which are differentiated as per the regulations described
above.
The sources of encumbrance largely correspond to covered
bonds and territorial bonds, securitisation bonds, repos with
repurchasing agreements, funding operations with central
banks and deposits to guarantee derivative transactions.

European regulations set forth a series of reporting
requirements to be met regarding:


Liabilities associated with encumbered assets and
collateral received.

The following table shows the carrying value and the fair value
of the Group’s assets, both encumbered and unencumbered.

Table 72. Encumbered and unencumbered assets.

Assets

Entity's assets

Carrying
value of
encumbered
assets

Of which:
Notionally
eligible as
EHQLA and
HQLA*

Fair value of
encumbered
assets

62.007.503

6.231.802

N/A

N/A

148.736.186

-

-

N/A

N/A

608.438

7.804.433

6.168.510

7.923.608

6.168.510

248.561

40.162

248.561

10.450

10.450

10.450

7.545.338

5.909.415

259.095

259.095

Equity instruments
Debt securities:
of which: guaranteed bonds
of which: asset-backed securities
of which: issued by central
governments
of which: issued by financial
institutions
of which: issued by non-financial
institutions
Other assets

Of which: Carrying value
Notionally
of
eligible as unencumbere
EHQLA and
d assets
HQLA*

Carrying value
of
unencumbere
d assets

EHQLA and
HQLA*

23.228.385

N/A

N/A

-

N/A

N/A

17.471.968

14.164.771

17.738.769

14.164.771

40.162

75.817

-

75.817

-

10.450

21.933

-

21.933

-

7.664.513

5.909.415

15.331.742

13.220.212

15.598.543

13.220.212

259.095

259.095

1.971.153

914.854

1.971.153

914.854

EHQLA and
HQLA*

-

-

-

-

169.073

29.705

169.073

29.705

54.203.070

63.292

N/A

N/A

130.655.780

9.063.614

N/A

N/A

Data at 31/12/2016, in thousand euro.
*Assets of extremely high liquidity and credit quality (EHQLA) and assets of high liquidity and credit quality (HQLA)
The main reason behind the differences between this table and table 70 "Assets securing financing operations and unencumbered assets" is that, in table 70, the mortgage
portfolio contained in lending is considered to be pledged by 125% of the performing balance of covered bonds placed with third parties or used as collateral in repo
transactions and transactions with the ECB.
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7.1.3

Encumbered and unencumbered collateral
received

Collateral received at 31 December 2016 are mainly
associated with repos. Their encumbered and unencumbered
values are shown in the table below:

Table 73. Encumbered and unencumbered collateral received.
Unencumbered assets
Fair value of guarantees received and
Fair value of guarantees received and
of issued encumbered treasury debt
issued unencumbered treasury debt
securities
securities
Notionally eligible as
EHQLA and HQLA*
EHQLA and HQLA*
Guarantee received by the institution
Call loans
Equity
Debt securities
of which: guaranteed bonds
of which: asset-backed securities
of which: issued by central governments
of which: issued by financial institutions
of which: issued by non-financial institutions
Loans and advances other than call loans
Other guarantees received
Issued treasury debt securities other than guaranteed bonds or ABSs
Guaranteed bonds or Asset backed securities issued and not yet
guaranteed
Total assets, guarantees received and issued treasury debt securities

855.145
855.145
855.145
-

855.145
855.145
855.145
-

1.408.178
1.260.986
51.148
1.209.838
97.750
49.442
10.969

1.260.986
1.260.986
51.148
1.209.838
10.781

N/A

N/A

9.246.249

7.891.848

62.862.648

7.086.947

N/A

N/A

Data at 31/12/2016, in thousand euro.
*Assets of extremely high liquidity and credit quality (EHQLA) and assets of high liquidity and credit quality (HQLA)

7.1.4

Liabilities associated with assets and
encumbered collateral received

The issuance of covered bonds requires the collateralisation of
the total available mortgage loan portfolio, therefore the value
of encumbered assets does not vary, regardless of the value of
issued covered bonds. It is therefore important to qualify the

information contained in this section with the information
contained in Schedule III to the Group’s annual accounts,
which gives details of the institution’s mortgage loan portfolio,
amounts issued, and their degree of coverage.
Financial liabilities linked to encumbered assets and collateral
received are shown in the following table.

Table 74. Liabilities associated with assets and encumbered guarantees received.
Encumbered assets and collateral and associated
liabilities
Carrying value of selected financial liabilities

Associated liabilities, contingent
liabilities or securities given

Assets, collateral received and issued
treasury debt securities, other than
guaranteed bonds and securitisation
bonds of encumbered assets

42.399.744

61.331.309

Data at 31/12/2016, in thousand euro.
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8.1.1

Introduction

The information contained in this chapter is in full compliance
with the disclosure requirements contained in Commission
Implementing Regulation (EU) 2016/200 of 15 February 2016
laying down implementing technical standards with regard to
disclosure of the leverage ratio for institutions, according to
Regulation (EU) No. 575/2013 of the European Parliament
and of the Council.

8.1.2

Leverage ratio description and composition

The CRR sets forth a leverage ratio compliance with which is
mandatory as of 1 January 2018. Previously, a definition and
calibration period between 2014 and 2017 was established,
during which institutions are required to disclose their leverage
ratio and send information relative to the ratio to the
supervisor who, based on the results, shall implement
amendments as they see fit for its entry into force. At present,
the bank reports to the supervisor on a quarterly basis and a
reference level of 3% is considered.
The level of exposure is calculated in line with the definition
contained in Commission Delegated Regulation (EU) 62/2015,
and its composition is as follows:


Exposures recorded under assets, with the exception of
derivatives and repos, are recorded net of value
adjustments.



Exposures in derivatives are calculated using the
repositioning cost after applying netting agreements and
collateral received (if any). Additionally, the adjustment
for potential future risks (add-on) is included in the
exposure measurement. Add-ons are also calculated
taking into account contractual netting agreements.



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



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



The percentage change produced by derivative
transactions, pursuant to Part Three, Article 429-bis.

The Leverage Ratio (LR) aims to strengthen capital
requirements by providing a supplementary measure which is
not linked to the risk level. It is defined as the ratio between
Tier 1 own funds and the exposure, the calculation of which
differs from the calculation of capital requirements for repos,
derivatives and the application of CCFs for memoranda
accounts.
The reconciliation between the Group’s financial statements
and the exposure considered when calculating the leverage
ratio is shown below:

Table 75. Summary of reconciliation of book assets and exposures corresponding to the leverage ratio.
Item

Balance

Total assets according to published financial statements
Adjustments by entities consolidated for accounting purposes, outside the scope of regulatory consolidation
Adjustment due to assets in trust recognised on the balance sheet, but deducted from the exposure
Adjustments due to derivative financial instruments
Adjustments due to securities financing transactions (SFT)
Adjustments due to off-balance sheet items
Adjustments due to intragroup exposures deducted from the exposure
Adjustments due to exposures exempted
Other adjustments

212.507.719
-460.059
-1.703.452
-913.386
10.317.059
-2.658.148

Total exposure corresponding to the leverage ratio
Data at 31/12/2016, in thousand euro

217.089.732

Regarding the exposure described in the previous paragraphs,
items accounted for under assets that have been deducted
from tier 1 capital have been reduced to ensure consistency
between the measurement of capital and that of exposure
(amongst others, intangible assets and tax-loss carryforwards).
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The following table shows items considered in the leverage
ratio calculated at 31/12/2016:

Table 76. Common disclosure table of leverage ratio.
Item
On-balance sheet exposures (excluding derivatives and SFTs)
On-balance sheet items (excluding derivatives, SFTs and assets in trust, but including collateral)
Amounts of deducted assets to determine tier 1 capital
Total on-balance sheet exposures (derivative exposures, SFTs and assets in trust)
Exposure to derivatives
Repositioning cost associated with all derivatives transactions (net of % change in eligible cash amounts)
Amount of addition due to potential future exposure of all derivative transactions (valued at market price)
Exposure calculated under original exposure method
Collateral given in connection with derivatives when assets are deducted from the balance sheet assets pursuant to accounting
framework
Deductions of assets pending collection due to % change in cash contributed through derivative transactions
ECC component exempt from trading exposures offset by the customer
Adjusted notional cash amount of subscribed credit derivatives
Adjusted notional cash netting and deductions of additions due to subscribed credit derivatives
Total exposure to derivatives
Exposures to SFTs
Gross SFT assets (not recognising netting), following adjustments due to accounting sale transactions
Net cash amount pending payment and cash pending collection in gross SFT assets
Exposure of SFT assets to counterparty credit risk
Exception for SFT: exposure to counterparty credit risk
Exposure to transactions as agent
ECC component excluded from SFT exposures offset by the customer
Total exposure to SFTs
Other off-balance sheet exposures
Off-balance sheet exposures valued at their gross notional value
Adjustments due to conversion into credit equivalents
Other off-balance sheet exposures
Exempt exposures (both on and off the balance sheet)
Intragroup exposures [on stand-alone basis] exempt pursuant to Art. 429(7) of the CRR
Exposures exempt pursuant to Art. 429(14) of the CRR
Capital and total exposure measurement
Tier 1 capital
Total exposure measurement corresponding to leverage ratio
Leverage ratio
Selection of transitional drawdowns and amount of derecognised items in trust
Selection of transitional drawdowns to define capital measurement
Amount of derecognised items in trust

LR exposure
207.891.572
-2.650.931
205.240.641
975.229
1.125.857
-1.431.015
670.071
1.712.335
-1.291.574
441.201
861.961
31.232.915
-20.915.857
10.317.059
10.270.885
217.089.732
4,73%
Transitional measurement
-

Data at 31/12/2016, in thousand euro

As seen in this table, the leverage ratio of Banco Sabadell
Group at 31/12/2016 is 4.73%. This percentage is
significantly higher than the aforementioned reference level.
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The following table shows a breakdown of on-balance sheet
exposures, with the exception of derivatives and repos
exposures, classified by portfolio:

Table 77. Breakdown of on-balance sheet exposures (excluding derivatives, SFTs and deducted exposures).
Item

LR exposures

Total on-balance sheet exposures (excluding derivatives, SFTs and exempt exposures)

206.460.558

Trading book exposures
Banking portfolio exposures

1.649.730
204.810.828

Guaranteed bonds
Exposures related to exposures to sovereign issuers
Exposures to regional governments, multilateral development banks, international organisations and public sector entities
not related to exposures to sovereign issuers
Entities
Secured with mortgages on real property
Retail exposures
Corporates
Exposures in default status
Other exposures (equity, securitisations and other assets that are not credit obligations, etc.)

325.869
50.329.019
340.141
3.498.944
80.485.605
13.887.130
25.448.583
6.809.310
23.686.227

Data at 31/12/2016, in thousand euro.

* The difference between total exposures in this table compared with those in the previous table is due to exposures exempt from
the same, corresponding to the collection rights due to the % change in cash contributed through derivative transactions.

8.1.3

Leverage ratio evolution

As the table below shows, the leverage ratio has been
significantly above the reference level throughout 2016:

Table 78. Evolution of phase-in leverage ratio.

TIER I
Exposure
Leverage Ratio

31/12/2015

31/03/2016

30/06/2016

30/09/2016

31/12/2016

10.199
210.370

10.184
206.152

10.281
212.869

10.231
210.410

10.271
217.090

4,85%

4,94%

4,83%

4,86%

4,73%

Data in € million.

8.1.4

Leverage risk management

Banco Sabadell Group controls the risk of excessive leverage
by closely monitoring the leverage ratio.
This ratio is one of the tier one measures in the Risk Appetite
Statement (RAS), and this ensures that the ratio comfortably
exceeds the minimum regulatory requirements. This is verified
through continuous monitoring of both the exposure and the
institution’s available own funds.
Within this framework, the Group has set limits and
implemented different operational measures for this ratio,
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which guarantee that the leverage is maintained within
acceptable 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 evolution 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 governance
bodies.
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9. Remuneration
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9.1.1

Introduction

The information included in this chapter refers to Part Eight,
Article 450 of the CRR: ‘Remuneration policy’.
In accordance with the provisions of Article 85 of Law
10/2014 of 26 June 2014 on the organisation, supervision
and solvency of credit institutions, and Article 93 of Royal
Decree 84/2015 of 13 February 2015, implementing Law
10/26 of 26 June 2014, on the organisation, supervision and
solvency of credit institutions, entities will publically disclose
and regularly update on at least an annual basis information
regarding, amongst others, their remuneration policy and
practices as set out in Part Eight of Regulation 575/2013/EU
for those categories of staff who exercise control functions or
whose professional activities have a material impact on their
risk profile (‘Designated Group’).

9.1.2

Information concerning the decision-making
process for determining the remuneration
policy of the Designated Group

The basic responsibilities of the Remuneration Committee,
formed mostly of independent directors, as described in Article
14 bis of the Regulations of the Board of Directors and Article
63 of the entity’s Articles of Association, include:


Proposing to the Board of Directors the remuneration
policy for Directors and General Managers and others
performing senior management functions who report
directly to the Board of Directors, the Executive
Committees or the Managing Directors, and the individual
remuneration and other contractual terms and conditions
for Executive Directors, exercising oversight to ensure
that they are complied with.



Regularly reviewing the remuneration policy and general
remuneration principles, in addition to remuneration
programmes for all employees, considering whether they
conform to those principles.



Verifying the information on remuneration contained in
the various corporate documents, including the ‘Report
on Director Remuneration’.



Ensuring that remuneration is transparent.



Advising on remuneration programmes based on shares
and/or options.



Ensuring that any conflicts of interest are not detrimental
to the independence of external advisors.

The Remuneration Committee, as defined in Article 59 of the
Articles of Association, has convened on 11 occasions in 2016
and, at 31 December 2016, was formed by:


Ms Aurora Catá Sala, Independent Director, Chair of the
Committee.



Mr Joaquín Folch-Rusiñol Corachán,
Director, Committee Member.



Ms María Teresa Garcia-Milà Lloveras Independent
Director, Committee Member.
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All of the directors which form part of the Remuneration
Committee have a proven capacity to carry out their functions
at the heart of this committee, thanks to their experience and
their knowledge of remunerations.
Furthermore, as the members of the Remuneration Committee
also form part of other committees of the Board of Directors,
they are privy to the latest information regarding risks, capital
base and liquidity of Banco Sabadell Group, which is
particularly relevant in the establishment of remuneration
systems, their control and the determination of the specific
amounts of variable remuneration, amongst others.
The Human Resources Division of Banco Sabadell Group, in
accordance with that set forth in article 37 in Royal Decree
84/2015, of 13 February 2015, implementing Law 10/2014
of 26 June 2014, on the Regulation, Supervision and Solvency
of Credit Institutions, and that set forth in Article 14 bis of the
Regulation of the Board of Directors of Banco Sabadell Group,
prepares an annual remuneration report, the objective of
which is to:
(i) provide the Remuneration Committee with basic
information to allow it to carry out its assigned tasks relating to
the review of the general principles of the remuneration policy
of Banco Sabadell Group and (ii) oversee the remuneration of
Executive Directors, the Senior Management and any other
persons who, due to their level of responsibility, risk-taking
capacity and remunerative circumstances, and in compliance
with Law 10/2014 of 26 June 2014 and Commission
Delegated Regulation (EU) 604/2014, of 4 March 2014, form
part of the Designated Group.
The specialised consultancy firm Mercer Consulting, S.L.
submitted an independent assessment, corresponding to
2016, of the compliance with remuneration standards and
procedures adopted by the Board of Directors, as set forth in
Law 20/2014 of 26 June. The content was deemed adequate
and a favourable report was made by the Risk Committee to
the Remuneration Committee, as the latter is responsible –
according to the provisions of Article 15 of the Regulations of
the Board of Directors – for assessing whether employees’
remuneration programmes are consistent with the entity’s
levels of risk, capital and liquidity. Banco Sabadell, with the
assistance of Towers Watson consultancy firm, regularly
compares the salaries of executive directors and senior
management staff against those of the following financial
institutions: Banco Santander, BBVA, Caixabank, Bankia and
Bankinter, as well as the following non-financial listed
companies: Gas Natural Fenosa, Abertis, Amadeus, Ferrovial
and Red Eléctrica.
In terms of the peer group of institutions in the financial
sector, and according to published data for 2015 year-end, the
position held by Banco Sabadell is at the average level in
terms of turnover (calculated as the sum of interest and
similar income, returns on the equity portfolio, plus net fees
and commissions) and between 50% and 75% in terms of
employees and total assets.
This comparison was made in December 2016 and the results
were submitted to the Remuneration Committee on 24
January 2017, thereby providing the latter with information
regarding the remunerative circumstances of executive
management and senior management staff.
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The Board of Directors approved the remuneration for 2017
corresponding to designated group, as proposed by the
Remuneration Committee. During its meeting held on 24
January 2017, it approved remuneration for Executive
Directors, other senior management staff and internal audit
staff. On 15 February 2017 it approved remuneration for all
other directors.

Designated Group
The designated group refers to directors from different units
within Banco Sabadell whose remuneration, due to their level
of responsibility, risk-taking capacity and remunerative
circumstances, is supervised by the Remuneration Committee.
Their remuneration is also subject to the criteria set forth in
Law 10/2014 of 26 June 2014 on the organisation,
supervision and solvency of credit institutions for deferrals and
payment in capital instruments.
The Remuneration Committee reviews and, where applicable,
updates the membership of the designated group. It adheres
to recommendations from regulatory bodies when defining the
professional categories that are to form part of the designated
group: members of governing bodies, senior managers
responsible for business management, personnel with control
functions and other risk-takers of the entity.
The inclusion criteria in the collective are, in accordance with
that set forth in the Delegated Regulation (EU) no.
604/2014 of the Commission, of 4 March 2014:




Qualitative criteria:
–

Members of the governing body.

–

Senior Management staff.

–

Staff members responsible for risks, compliance and
auditing.

–

Staff members with overall responsibility for risk
management within a material business unit.
Commission Delegated Regulation (EU) 604/2014
of 4 March 2014, defines a material business unit
as a business unit to which internal capital has been
distributed that represents at least 2% of the
institution’s internal capital (in compliance with
Article 73 of Directive 2013/36/EU).

–

Staff members who head material business units.

–

Staff members with significant responsibilities who
report directly to the staff member who heads the
material business unit.

–

Staff members responsible for finance, legal affairs,
human resources and information technology.

–

Operational Risk Committee members.

–

Staff responsible for initiating, approving or vetoing
transactions with significant risks and members of
committees with the same capacities. A significant
risk is one whose exposure is greater than or equal
to 0.5% of tier 1 own funds or, at least, €5 million.

–

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

Quantitative criteria:
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–

Employees whose total remuneration is €500,000 or
more.

–

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

–

Employees who receive a total remuneration which
is equal to or higher than the lowest remuneration of
a member of senior management, or an employee
who complies with any of the criteria included in
items 1,3,5,6,8,11,12,13 or 14 of article 3 of
Delegated Regulation (EU) no. 604/2014 of the
Commission, of 4 March 2014.

At 31 December 2016, the Designated Group is formed of 130
management staff i.e. representing 0.50% of the workforce. Of
these, 67 are assigned to Banco Sabadell: 3 Executive
Directors, 7 Senior Management members, 19 General
Management members and 38 Directors. Additionally, 63
directors are assigned to TSB, of which 19 are members, both
executive and non-executive, of the Board of Directors or the
Executive Committee, and the remaining directors are
considered risk-takers.
To avoid duplication, for the purposes of calculating
consolidated Designated Group, in 2016 a member of
Designated Group of Banco Sabadell formed part of TSB,
been calculated in the Designated Group of TSB at
December 2016.

the
the
has
31

Banco Sabadell Group shall restructure the composition of the
Designated Group, including the categories of personnel, as
necessary at any given time, based on the requirements which
are established for this purpose, in compliance with the
website’s regulation.

General aspects of the Group’s remuneration policy
The remuneration policy of Banco Sabadell Group is based on
the understanding of remuneration as an element that
generates value, and which is capable of attracting and
retaining the best professionals by means of a remunerative
package with a 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 level of risk accepted
by each employee.
The remuneration policy is aligned with the principles of
achieving sound remuneration practices, published by the
Financial Stability Board (FSB) on 2 April 2009 in Directive
2013/36/EU (CRD-III) in terms of its provisions on
remuneration systems as well as transpositions into Spanish
law, largely contained in Law 10/2014 of 26 June 2014.
Therefore, the remuneration policy is subject to more stringent
criteria in terms of transparency and deferral applicable to
regulated listed companies, and places particular emphasis on
the achievement of objectives, transparency and long-term
interests of the institution, as well as on the discouragement
of excessive risk-taking in order to guarantee the protection of
its customers, investors and shareholders.
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The remuneration policy of the Institution’s directors is in line
with the provisions of Article 217 and 529 sexdecies et seq. of
the Spanish Capital Companies Act, following the amendments
introduced by Law 31/2014 of 3 December 2014.

These incentives will allow all of their 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.

Banco Sabadell Group complies with the principles of
transparency and public information relating to remuneration.
As in 2014 and 2015, on 31 March 2016 the General Meeting
of Shareholders prepared the annual report on remuneration
of directors of listed public limited companies, which was
submitted for approval and not only for a consultative vote,
thereby strengthening corporate governance principles and
setting down even more demanding criteria than those
required by the regulations currently in force. This report
made
available
on
the
Bank’s
website
(www.grupbancsabadell.com) as from the date of the General
Meeting.

The beneficiaries of the Long Term Complementary Initiative
2014-2017 are executive directors, members of senior
management, the rest of the directors who form part of the
Designated Group and other directors of Banco Sabadell, and
directors of investees which form part of the Designated Group
of Banco Sabadell who determines, in each case, the Board of
Directors of the Group, based on the proposal from the
Remunerations Committee, up to a total of 435 beneficiaries
to whom a total of 37,837.000 rights have been assigned out
of the 39,242,000 maximum number of rights approved at the
General Shareholders Meeting held on 27 March 2014. At 31
December 2016, there are a total of 38,932.477 existing
rights.

Basic remuneration characteristics in Banco Sabadell
Remuneration in Banco Sabadell is formed of a single fixed
component for all employees of the company, associated with
concepts and criteria set down by the Banking Collective
Agreement, and also by voluntary components, based on the
individual’s responsibility and professional performance. There
are also variable components, based on the achievement of
specific targets (which apply to certain functions) and, in
accordance with the Plans approved by the General Meeting of
Shareholders (if any), a long-term additional incentive for
management staff who carry out specifically assigned tasks.
Similarly, there are certain concepts of fixed remuneration in
kind associated with life insurance policies, accidents and
total permanent disability policies, employee loans and/or the
use of schemes for non-professional purposes, and the use of
Flexible Remuneration products.
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 overall
targets of the institution, combining both financial and nonfinancial indicators.
In Banco Sabadell, employees who are entitled to variable
remuneration are: Executive Directors, Senior Management
staff, other Designated Group members, directors of the
institution and other employees, in line with the assignment of
specific objectives.
Long-term incentives constitute another core element of
Banco Sabadell’s remuneration policy. Their objective is to
align the remuneration of management staff with high levels of
responsibility with the interests and risks of shareholders,
whilst also serving to retain talent in the Group, and these take
shape in systems that link the payment of remuneration to an
increase in the value of shares.
At 31 December 2016 the Long Term Complementary
Initiative 2014-2017 (“ICLP for its acronym in Spain, 20142017)” was in place. It was approved by the General
Shareholders’ Meeting held on 27 March 2014, and the Long
Term Complementary Initiative 2016-2019 (“ICLP 20162019)” was approved by the General Shareholder’s Meeting
held on 31 March 2016.
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The beneficiaries of the Long Term Complementary Initiative
2016-2019 are executive directors, members of senior
management, the rest of the directors who form part of the
Designated Group and other directors of Banco Sabadell, and
directors of investees which form part of the consolidated
group of Banco Sabadell which determines, in each case, the
Board of Directors of the Group, based on the proposal from
the Remunerations Committee, up to a total of 482
beneficiaries to whom a total of 29,215.000 rights have been
assigned out of the 30,000,000 maximum number of rights
were approved at the General Shareholders Meeting held on
31 March 2016. At 31 December 2016, there are a total of
28,495.00 existing rights.
The remuneration policy is in line with strict standards, the
corporate strategy and with the institution’s long-term
objectives, values and interests, and is consistent with the
principles governing the protection of customers, investors
and shareholders. It shall not be used to encourage excessive
risk-taking.
It also allows employee remuneration to be aligned with the
institution’s profit, the cost and volume of capital necessary to
back the risks taken, the cost and liquidity risk level accepted
during the course of managing its activities, the consistency
with the probability and the time when potential future income
will be included in current earnings, the risks taken by
employees and the qualitative criteria set out in the
performance assessment.

Remuneration policy applicable to designated group
Designated group 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
has been established, within the limits set forth in Law
10/2014 of 26 June 2014.
In accordance with the principle of proportionality, the
adequate balance of the fixed and variable components of the
remuneration varies between the categories of professionals,
depending on market conditions and the specific context in
which Banco Sabadell operates. Due to all of the foregoing,
the remuneration policy aims to seek a reasonable and
prudent balance between fixed and variable remuneration. In
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this way, Banco Sabadell aims to make its remuneration
policies and practices compatible with individual risk profiles,
risk propensity and the bank’s strategy, in such a way that the
objectives of the regulation are effectively fulfilled.
The fixed remuneration of each one of the employees which
forms part of the Designated Group is sufficiently high enough
for these employees not to rely on the granting of variable
remuneration, with the objective of not incentivising excessive
risk assumption in the short term.
The variable remuneration of each employee forming part of
the designated group does not exceed the maximum limit of
one year’s fixed remuneration, although the General Meeting
of Shareholders held on 31 March 2016 authorised, with
93.23% of the total share capital in attendance and
represented with voting rights, the Remuneration Committee
to authorise, in exceptional circumstances, variable
remuneration up to a maximum of two years’ fixed
remuneration.
The variable remuneration of designated group members is
subject to criteria for deferral or payment in capital
instruments, in line with the applicable regulations and with
provisions of the relevant competent bodies, thereby aligning
this perception with the bank’s long-term results and linking it
to share price performance, resulting in an alignment between
shareholders’ interests and risks.
The variable remuneration of executive directors is determined
by the Remuneration Committee, based on objective criteria
such as earnings of the year in question, in addition to any
other aspects related to corporate management during that
year and the executive functions carried out by those executive
directors.
Variable remuneration of other designated group members is
determined in accordance with the achievement of common
corporate objectives as well as individual objectives,
depending on the scope of responsibility assigned to them.
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.

In accordance with the foregoing, as part of the variable
remuneration of the members of the Group Identified who
carry out control functions, there is a greater weight of
indicators related to their functions, favouring their
independence with regard to the business units which they
control.
Thus, non-financial indicators have a greater weight than
financial indicators in the units which carry out control
functions, to strengthen the independence of the personnel
who carry out control functions in the areas which they control.
For other managers forming part of the designated group, in
general, 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 2016 are:


Net Profit, weighted at 20%.



Risk Adjusted Profit – EVA, weighted at 20%.



Basic cost-to-income ratio, weighted at 20%.



Income from Average Total Assets, weighted at 15%.



Reduction of doubtful balances, weighted at 15%.



Net promoter score, weighted at 10%.

The final achievement of objectives in 2016 was 63.33%,
including the achievement of each objective and taking into
account their respective weights.
When setting objectives for 2017, the following indicators
have been determined:


Net Profit, weighted at 15%.



Risk Adjusted Profit – EVA, weighted at 15%.



Net interest income and income from fees and
commissions, weighted at 15%.



Expenses and amortisations, weighted at 15%.



Reduction of problematic assets, weighted at 10%.



Cost of risk, weighted at 10%.

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.



TSB migration, weighted at 10%.



Net promoter score, weighted at 10%.

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.

Consideration of current and future risks in the remuneration
process.

For members of the general management team with regional
responsibilities within the branch network, 20% of their
variable remuneration is subject to common indicators and
80% of their variable remuneration is dependent upon
indicators pertaining to their regional activities.
For designated group members with control functions, 20% of
their variable remuneration is dependent upon common
indicators of earnings, as described hereafter (with the
exception of the net promoter score), and 80% is dependent
upon indicators within their scope of responsibility.
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In order for current and future risks to be taken into
consideration in the remuneration process, the systems in
place for the appraisal of the achievement of objectives apply
the following criteria:


Establishment of a net profit objective.



Establishment of a risk-adjusted profit objective,
determined using the Economic Value Added (EVA)
metric. This metric links the remuneration of designated
group members to the generation of value for
shareholders in the period, taking into consideration both
the profit generated by the company and the accepted
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risk. The latter is determined in terms of minimum
regulatory capital requirements and includes any
additional requirements determined by the Group’s
capital policies, taking into account the cost of this
capital.


Setting of a target basic cost-to-income ratio:
administrative expenses (excluding depreciations) as a
proportion of net interest income and income from fees
and commissions.



Establishment of target income based on average total
assets and the reduction of doubtful balances. Both of
these aim to mitigate and manage the bank’s risks and
generate core earnings.



Establishment of a net promoter score, which applies to
all employees receiving variable remuneration, with the
exception of those with control functions. This is
assessed using surveys carried out by third parties in
which customers are asked to what extent they would
recommend Banco Sabadell to a friend or family member.



Payment of 50% of variable remuneration earned by all
designated group members in Banco Sabadell shares,
60% of which are vested immediately (50% for Executive
Directors) and 40% are subject to deferral (50% for
Executive Directors).



20% of variable remuneration earned by all members of
the designated group (25% for executive directors) is
deferred and paid in cash.



Deferred payments, in both shares and cash, are subject
to the malus clauses detailed in the specific section
below.



Payments made, in both shares and cash, are subject to
the clawback terms and conditions detailed in the
specific section below.



All shares delivered as part of variable remuneration are
also 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
professional performance of each director.

three years for the rest of the members of the Designated
Group), receiving a third of the same in each one of the three
following years.
50% of variable remuneration earned by Executive Directors in
2016 was vested in February 2017, vested in equal tranches
of cash and shares. The latter are subject to a clawback period
of one year.
40% of variable remuneration earned by other members of the
Designated Group in 2016 is deferred for a period of three
years. This remuneration shall be vested in equal tranches
over the three succeeding years.
60% of variable remuneration earned by other members of the
Designated Group in 2016 was vested in February 2017,
vested in equal tranches of cash and shares. The latter are
subject to a clawback period of one year.
The percentage corresponding to the non-deferred
remuneration is vested in equal tranches of cash and Banco
Sabadell shares, the latter of which are net of tax and
withholdings.
The percentage corresponding to the deferred remuneration is
vested in thirds over three consecutive years. It is vested in
equal tranches of cash and Banco Sabadell shares, the latter
of which are net of tax and withholdings, where the number of
shares is fixed in terms of the price of the awarded shares
corresponding to the non-deferred remuneration.
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
professional performance of each director.
Malus clauses and clawback
Deferred variable remuneration is subject to the following
malus clauses, which may, in certain cases, prevent the
payment of any pending deferred variable remuneration:

Payment scheme of variable remuneration earned in 2016



Fixed remuneration earned by members of the Designated
Group in 2016 is paid in cash, with the exception of
remuneration in kind associated with life insurance policies,
accidents and total permanent disability policies, employee
loans and/or the use of schemes for non-professional
purposes, and the use of Flexible Remuneration products.

Annual appraisal 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.

Furthermore, the entity applies a deferral calendar to the
variable remuneration which duly aligns the remuneration of
the personnel in the Designated Group with the Bank’s
activities, the economic cycle, risk profile, and the activities of
the members of the Designated Group, in such a way that an
adequate amount of the variable remuneration can be
adjusted depending on the risk results over time, through expost risk adjustments.

Furthermore, the variable remuneration is subject to Clawback
clauses by which the Bank can recover up to 100% of the total
variable remuneration paid, independently of the method used
for the payment, when the member of the Group Identified has
significantly contributed to the achievement of weak or
negative financial results, as well as in cases of fraud or any
other wilful misconduct or gross negligence which leads to
significant losses. These ex-post adjustments are associated
with results or risk.

50% of the variable remuneration accrued by the Executive
Directors in 2016 is deferred for a period of three years (the
period of deferral for variable remuneration accrued in 2017 is
five years for Executive Directors and Senior Directors, and
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Other Group companies with their own designated groups



TSB Banking Group plc.
Basic remuneration characteristics in TSB
The main aspects of the institution’s remuneration policy are:
a competitive fixed salary, a short-term incentive (TSB Award)
for all company employees and a long-term incentive
(Sustainable Performance Award - SPA) for management staff.
An additional incentive has been set (Sabadell Integration
Award - SIA) for a limited number of employees with a critical
role in the success of the integration and migration process of
the company to Banco Sabadell’s technology systems. This
incentive will only be applicable over the 2015-2017 period.
The remuneration policy is competitive in the market in which
the institution conducts its activity, and is aligned with the
institution's strategic objectives, promoting the institution’s
values and sustainably generating income, taking into
consideration the effective management of associated risks
and adjusted at all times to ensure compliance with applicable
regulations.
TSB’s fixed salary includes the base salary, contributions to
pension schemes, social benefits and other benefits available
to employees through Flexible Remuneration schemes.
TSB Award is an annual incentive for all employees, and the
same terms apply. It awards the achievement of annual
business targets and individual objectives, thereby aligning all
employees with the achievement of the institution's objectives.
The adequate achievement of targets entails an incentive
equivalent to 10% of the Fixed Salary, which could increase up
to 15% for particularly noteworthy achievements and
performance. This incentive is only received if certain
prerequisites are met in terms of risk, earnings and individual
conduct.
The Remuneration Committee may set a different percentage
for TSB Award, between 0% and 15%, based on exceptional
circumstances. On an individual basis, it can set up to double
the incentive amount (up to a maximum of 30% of the fixed
salary) to award exceptional performance.
In order to set the percentage of incentives given, the
Committee considers the following aspects:




Whether the minimum earnings and risk management
objectives have been achieved, and the capacity to pay the
proposed incentive amount.
Whether the minimum targets for key indicators have been
met. Indicators set for 2016 are based on three strategic
priorities: Customers’ opinions (weighted at 50%), financial
resilience (25%) and strategic business objectives (25%).
Customers’ opinions are assessed using Net Promoter
Score (NPS), customer comments and complaints. To
assess the financial resilience, an objective has been set
relating to earnings, and lastly for strategic business
objectives, targets have been set for the market share of
personal current accounts, the increase in assets and
profit from the migration plan.
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Whether individual performances justify payment of an
incentive or a higher percentage in the case of exceptional
performance, subject to the aforementioned maximum
limit of 30% of the fixed salary.

The Sustainable Performance Award (SPA) is an incentive
aimed solely at Executive Committee members, their direct
reports, and certain functions of particular importance within
the institution.
This incentive can be up to 100% of the base salary.
Achievement of these objectives would entail 62.5% of the
base salary for members of the Executive Committee and this
varies for other persons benefiting from the incentive.
Exceptional performances may justify larger percentages, but
under no circumstances does the initiative exceed 100% of
the basic salary.
The criteria for applying the Incentive are the same as those
indicated for TSB Award.
The resulting amounts of this incentive are consolidated over a
5-year period, in five tranches, with the first instalment paid
one year after being agreed (in the case of senior managers,
the period is 7 years and the first payment is made 3 years
after the incentive has been agreed).
The purpose of SIA (Sabadell Integration Award) is: (i) to
encourage the fulfilment of the migration plan created as a
result of the acquisition of the institution by Banco Sabadell,
ensuring an effective migration of TSB’s systems and
processes to those of Sabadell Group, and (ii) compliance with
the Integration Plan, and also ensures that key personnel in
within the organisation are focused on achieving objectives
tied to this integration/migration plan, thereby keeping TSB’s
management team motivated.
The SIA was submitted for approval to TSB’s Remuneration
Committee and the Group Remuneration Committee in
September 2015.
The incentive shall be annual and shall be limited to a 3-year
period: 2015, 2016 and 2017, and has been awarded to 31
persons taking part in the plan during 2016.
The resulting amounts of this incentive are consolidated over a
5-year period, in five tranches, with the first instalment paid
one year after being agreed (in the case of senior managers,
the period is 7 years and the first payment is made 3 years
after the incentive has been agreed).
Malus clauses and clawback
Deferred amounts corresponding to the Sustainable
Performance Award and Sabadell Integration Award for all
eligible employees as well as those corresponding to TSB
Award for designated group members shall be subject to the
enforcement of malus clauses related to individual
professional performance and conduct and collective
indicators, including, but not limited to:


Restructuring of the financial statements of the company
or its subsidiaries.



Inappropriate behaviour or material errors attributable to
the employee.
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Decline in financial results of the company.



Material deficits in the company’s risk management.

The Remuneration Committee’s enforcement of malus clauses
may reduce, and even cancel, the crediting of deferred
amounts pending payment.
Designated group members sign individual agreements in
which they accept that their variable remuneration is subject
to malus clauses and clawback, through which they may be
requested to return amounts already paid.

members are members due to their identification as ‘risktakers’.
Any variable remuneration to which a member of the
Designated Group is entitled shall be paid in shares and cash,
as follows:


TSB Award: 60% in shares and 40% in cash for members
of the Executive Committee; 50% in shares and 50% in
cash for all other members of the Designated Group.



Sustainable Performance Award: 70% in shares and 30%
in cash for the CEO and CFO; 60% in shares and 40% in
cash for members of the Executive Committee; 50% in
shares and 50% in cash for all other members of the
Designated Group.



Sabadell Integration Award: 70% in shares and 30% in
cash for the CEO; 60% in shares and 40% in cash for
members of the Executive Committee; 50% in shares and
50% in cash for all other members of the Designated
Group.

Remuneration governance
The Board charges the Remuneration Committee with
ensuring that the remuneration policy is appropriate and in
line with regulations and the market. For this reason, on at
least an annual basis, the Board approves the institution’s
Remuneration Policy, once it has been approved by the
Remuneration Committee. The effectiveness of the policy and
its enforcement is assessed on an annual basis by the
institution’s Risk Control function.
The Remuneration Committee is chaired by Dame Sandra
Dawson, and its members are: Polly Williams, who is also a
member of the Audit Committee, and Miquel Montes Güell,
General Manager for Banco Sabadell.
The Remuneration Committee receives external advisory
services from Deloitte LLP, which provides it with information
and impartial opinions regarding remuneration.
Designated Group

All delivery of shares shall be subject to a 6-month clawback
period.
Additionally, 60% of any variable remuneration to which a
member of the Executive Committee is entitled to, is deferred.
For the rest of the members of the Designated Group, 50% of
the variable remuneration is deferred. The deferral period has
a duration of between 3 and 7 years for senior management
and between 1 and 5 years for the rest of the members of the
Designated Group.

At 31 December 2016, TSB’s Designated Group was formed of
a total of 63 members, representing 0.76% of the workforce.
The designated group members include 9 members, executive
and non-executive, of the Board of Directors. The remaining 54
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9.1.3

Total remuneration of designated group

Table 79. Total remuneration of the designated group.
Type of remuneration

Board
members**

Senior
mgmt.

Other
directors

Total

5.679
4.950
1.651
659
992
736.442
3.299
1.137
2.162
1.621.254
1.167

10.576
9.096
3.423
1.733
1.690
1.259.009
5.673
2.346
3.327
2.502.965
77
-

21.867
11.462
5.254
2.646
2.608
1.843.356
6.208
3.104
3.104
2.260.623
-

38.122
25.508
10.328
5.038
5.290
3.838.807
15.180
6.587
8.593
6.384.842
77
1.167

10
-

19
16
1

101
171
2

130
187
3

Fixed remuneration
2016 variable remuneration
Payable immediately
In cash
In shares and other instruments
No. of Banco Sabadell shares *
Subject to deferred payment
In cash
In shares and other instruments
No. of Banco Sabadell shares *
Other remuneration
Remuneration as entity administrators
No. of employees in the designated group
Amount of compensation paid yearly
No. of employees receiving compensation
Data at 31/12/2016, in thousand euro

* Gross no. of shares pending delivery. Shares delivered in cash correspond to the value net of tax. The number of shares is determined according to
their share price at close of trading on 31/12/2016 for TSB, and their share price at close of trading on 28/2/2017 for the rest of the Group.
** Of the 10 Directors who form part of the Designated Group, 5 Directors receive remuneration as entity administrators only.

Additionally, contributions have been made to long-term
savings schemes implemented through insurance policies and
pension schemes, where €4,004 thousand corresponded to
Executive Directors, €1,690 thousand corresponded to Senior
Management members and €933 thousand corresponded to
other designated group members.
During 2016, ten people have been assigned to the
designated group, two under the category ‘of ‘Directors’ and
eight under the category ‘Other directors’ (three in Retail
Banking and seven in other areas), whose total annual fixed
remuneration amounted to €1,386 thousand, and their
variable remuneration amounted to €1,207 thousand, and the

period of their employment between date on which they were
assigned to the group and the end of the year has been of
0.56 years.
In 2016 five people no longer performed their roles
corresponding to one “Director", one “Senior Director” and
three “Other Directors” (all of whom were assigned to “Other
Areas of Activity”), having received compensation for a total
amount of 187 thousand euros, a maximum amount of 136
thousand euros.
Employees who received payment through an employee
settlement agreement had worked for the Group for an
average period of 9.78 years.

Table 80. Remuneration broken down by remuneration brackets.
Amount of total remuneration *

No. of Banco Sabadell
employees

No. of TSB employees

No. of Group
employees

61
4
2
67

56
6
1
63

117
10
2
1
130

€1- 1,000,000 €
€1,000,001- €2,000,000
€2,000,001- €3,000,000
€3,000,001 -€4,000,000
€4,000,001 -€5,000,000
Total
Data at 31/12/2016
*Total remuneration is the sum of fixed remuneration and earned variable remuneration.
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Table 81. Total remuneration by activity area.
Type of remuneration

Investment
banking

Retail &
Business
banking

Asset
management

Other activity
areas

Total

4.052
13

13.196
35

1.568
6

46.058
76

64.874
130

Total remuneration
No. of employees in designated group
Data at 31/12/2016, in thousand euro.

9.1.4

Unvested deferred remuneration earned in
past tax periods

For those employees forming part of the designated group at
31 December 2016, the following remuneration earned from
previous tax periods is pending payment through the selected
means, as indicated:

Table 82. Remuneration earned in previous years.
Type of remuneration (Group)
Remuneration earned during previous years pending payment
In cash
In shares and other instruments*
No. of Banco Sabadell shares**
No. of options for Banco Sabadell shares***

Executive
directors

Senior
mgmt.

Other
directors

Total

1.847
5.791
2.205.113
3.591.939

3.035
5.482
3.609.305
-

4.071
4.786
3.027.817
-

8.953
16.059
8.842.235
3.591.939

Data at 31/12/2016, in thousand euro.
* Valuation at market price on the date on which they are given.
** Gross no. of shares pending delivery. Shares delivered correspond to their value net of tax.
*** Of the deferred amounts, 3,242,842 options corresponding to Executive Directors have been consolidated.
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10. Annex
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10.1 Annex I. Consolidated entities
In the EBA’s “Final Report on the Guidelines on disclosure
requirements under part eight of regulation (EU) No
575/2013” various regulatory conciliation methods are
established, as indicated in Part One, Heading II, Chapter 2 of
the CRR. As the entity only carries out “full conciliation” or
“conciliation recognised under the equity method” the rest of
the methodologies have been eliminated from the tables.

The consolidated entities of Banco Sabadell Group are shown
below, indicating the consolidation method, both in terms of
accounting as well as regulation.

Regulatory consolidation method
Entity

Accounting
consolidation method

Shareholding (%)*

Entity description

X
X
X
X
X
X
X
X
X
X
X
X
X
X

100,00
100,00
100,00
100,00
100,00
50,97
100,00
61,31
63,00
100,00
100,00
100,00
100,00
50,97
100,00
100,00
100,00
100,00
100,00
100,00

Real estate development
Real estate development
Real estate development
Real estate
Real estate
Other regulated companies
UCITS manager
Other regulated companies
Other regulated companies
Other regulated companies
Credit institution
Credit institution
Credit institution
Credit institution
Other investees with their own business
Other investees with their own business
Credit institution
SPE
SPE
Other regulated companies

Full consolidation

Full
consolidation

Recognised
under the equity
method

AC Dos Lerida, S.L.U.
AC Dos Malaga S.L.U.
Acteon siglo XXI, S.A.
Alfonso XII, 16 Inversiones, S.L.
Arrendamiento De Bienes Inmobiliarios Del Mediterráneo, S.L.
Assegurances Segur Vida, S.A.U.
Aurica Capital Desarrollo, S.G.E.I.C., S.A.Unipersonal
Aurica III, Fund de Capital Riesgo
Aurica IIIB, Soc. de Capital Riesgo, S.A
Aurica Xxi, S.C.R. De R.S., S.A.U.
Banco Atlantico (Bahamas) Bank & Trust Ltd.
Banco De Sabadell, S.A.
Banco Sabadell, S.A., Institución De Banca Múltiple
Bancsabadell d'Andorra, S.A.
Sabadell Strategic Consulting, S.L.U.
Bansabadell Factura, S.L.U.
Bansabadell Financiación, E.F.C., S.A.
Bansabadell Holding, S.L.U.
Bansabadell Inversió Desenvolupament, S.A.U
Sabadell Asset Management, S.A., S.G.I.I.C
Bansabadell Mediación, Operador De Banca-Seguros Vinculado
Del Grupo Banco Sabadell, S.A.
Bansabadell Renting, S.L.U.
Bansabadell Securities Services, S.L.U
Bitarte, S.A.
Bstartup 10, S.L.U.
Sabadell Information Systems, S.A.
Business Services For Operational Support, S.A.U.
Cam Global Finance, S.A.U.
Cam International Issues, S.A.U.
Caminsa Urbanismo, S.A.U.
Cape Holdings No.1 Limited
Compañía De Cogeneración Del Caribe Dominicana, S.A.
Creativ Hotel Catarina, SA.
Desarrollos Y Participaciones Real estates 2006, S.L.U.
Duncan 2016 -1 Holdings Limited

Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation

X

100,00

Other regulated companies

Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation

X
X
X
X
X
X
X
X
X
X

100,00
100,00
100,00
100,00
81,00
80,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00

Duncan de Inversiones SICAV, S.A.

Full consolidation

X

87,35

Duncan Holdings 2015-1 Limited
Ederra, S.A.
Empire Properties Spain, S.L.
Eólica De Cuesta Roya, S.L.
Europa Invest, S.A.
Europea Pall Mall Ltd.
Exel Broker Seguros, S.A.
Fonomed Gestión Telefónica Mediterráneo, S.A.
Gala Domus, S.A.
Galeban 21 Comercial, S.L.U.
Galeban Control Y Asesoramiento, S.L.U.
Gazteluberri S.L.
Gest 21 Real estate, S.L.U
Gestión de Proyectos Urbanísticos Del Mediterráneo, S.L.

Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation

X
X
X
X
X
X
X
X
X
X
X
X
X
X

100,00
97,85
100,00
50,97
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00

Other investees with their own business
Other investees with their own business
Other investees with their own business
SPE
Other investees with their own business
Services
Other regulated companies
Other regulated companies
Real estate
Fund
Services
Real estate development
Real estate
Holding
Collective investment undertakings, Funds and
similar financial institutions
Fund
Real estate
Real estate
Services
Other regulated companies
Real estate
Other regulated companies
Other investees with their own business
Real estate
SPE
Services
Real estate
SPE
Real estate

X
X
X

X
X
X

X

X
X
X
X

* Direct plus indirect interest
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Regulatory consolidation method
Entity

Accounting
consolidation method

Full
consolidation

Recognised
under the equity
method

Shareholding (%)*

Entity description

100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
55,06

SPE
SPE
Real estate
Real estate
Real estate
Real estate
Real estate
SPE
Real estate
Real estate development
Real estate development
Real estate development
Real estate development
Real estate development
Real estate
Real estate development
Real estate
Real estate
Real estate development
Real estate development
Real estate development
Real estate
Real estate
Real estate development
Real estate development
SPE
Real estate
SPE
Real estate
Collective investment undertakings, Funds and
similar financial institutions
Real estate
Real estate
SPE
Other regulated companies
Real estate
Wind energy
Wind energy
Wind energy
Wind energy
Real estate
Services
Other financial services
Credit institution
Credit institution
Credit institution
Other investees with their own business
Other regulated companies
Provision of technology services
Real estate
Real estate
Real estate
Real estate
Other investees with their own business

Gestión Financiera del Mediterráneo, S.A.U.
Guipuzcoano Promoción Empresarial, S.L.
Guipuzcoano Valores, S.A.
Hi Partners Holdco Gestión Activa, S.L.U.
Hi Partners Holdco Value Added, S.L.U.
Hip Francia 184, S.L.U.
Hobalear, S.A.U.
Hondarriberri, S.L.
Hotel Atocha 49, S.L.U.
Hotel Autovia del Mediterraneo 165, S.L.U
Hotel Avenida Rhode 28, S.L.U
Hotel Calle de Los Molinos 10, S.L.U
Hotel Calle Mayor 34, S.L.U
Hotel Carretera de Taull, S.L.U
Hotel Carretera N 632, S.L.U.
Hotel Cavall del Mar 25, S.L.U
Hotel Héroe de Sostoa 17, S.L.U.
Hotel Investment Partners S.L. (5)
Hotel Jardín Tropical, SL.
Hotel Malaga Palacio S.A.U.
Hotel Maria Tarrida 6, S.L.U
Hotel Mirador Del Valle, S.L.U.
Hotel Paseo Marítimo 80, S.L.U.
Hotel Sa Torre Mallorca, S.L.
Hotel Value Added Primera, S.L.U.
Interstate Property Holdings, Llc.
Inverán Gestión, S.L.
Inversiones Cotizadas del Mediterráneo, S.L.
Inversiones en Resorts Mediterráneos, S.L. en liquidación

Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation

X
X
X

Malbrouck, S.I.C.A.V.

Full consolidation

X

99,99

Manston Invest, S.L.U.
Mariñamendi, S.L.
Mediterráneo Sabadell, S.L.
Mediterráneo Vida, S.A.U. de Seguros Y Reaseguros
Mercurio Alicante Sociedad de Arrendamientos 1, S.L.
Parque Eólico Jaufil, S.L.U.
Parque Eólico Las Lomas De Lecrín, S.L.U.
Parque Eólico Lecrín, S.L.U.
Parque Eólico Lomas De Manteca, S.L.U.
Placements Immobiliers France, S.A.S.
Puerto de Tamariu, AIE
Rubí Gestión, S.L.U.
Sabadell Brasil Trade Services - Assessoria Comercial Ltda.
Sabadell Capital S.A De C.V. Sofom E.N.R.
Sabadell Consumer Finance, E.F.C., S.A.U
Sabadell Corporate Finance, S.L.
Sabadell d'Andorra Inversions Sgoic, S.A.U.
Sabadell Information Systems Limited
Sabadell Patrimonio Inmobiliario, S.A.U.
Sabadell Real Estate Activos, S.A.U.
Sabadell Real Estate Development, S.L.U.
Sabadell Real Estate Housing, S.L.U.
Sabadell Securities Usa, Inc.
Sabadell Solbank Sociedad de Gestión de Activos Adjudicados,
S.A.U.
Sabadell United Bank, N.A.
Sabadell Venture Capital, S. L.U.
Serveis d´Assessorament Bsa, S.A.U.
Sinia Renovables, S.A.U. (4)
Solvia Gestora de Vivienda Social, S.L.U.
Solvia Pacific, S.A. De C.V.

Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation

X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X

100,00
100,00
100,00
100,00
97,26
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
50,97
100,00
100,00
100,00
100,00
100,00
100,00

Full consolidation

X

100,00

Real estate

Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation

X
X
X
X
X
X

100,00
100,00
50,97
100,00
100,00
100,00

Credit institution
Holding
Other investees with their own business
Other regulated companies
Real estate
Real estate

X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X

X

* Direct plus indirect interest
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Regulatory consolidation method
Entity

Accounting
consolidation method

Solvia Services Inmobiliarios, S.L.U.
Stonington Spain, S.L.U.
Tasaciones de Bienes Mediterráneo, S.A. (En Liquidación)
Tenedora de Inversiones Y Participaciones, S.L.
Tierras Vega Alta Del Segura, S.L.
Tratamientos Y Aplicaciones, S.L.U. En Liquidación
TSB Bank Plc
TSB Banking Group Plc
TSB Coverd Bonds Holdings Limited
TSB Scotland (Investment) Nominees Limited
TSB Scotland Nominees Limited
Urquijo Gestión, S.A.U., S.G.I.I.C.
Urumea Gestión, S.L.
VeA Rental Homes SOCIMI, S.A
Verum Real estate Urbanismo Y Promocion, S.A.
Viacarla Inversiones, S.A.
Xeresa Golf, SA
Aviación Regional Cántabra, A.I.E.
Aviones Alfambra CRJ-900, A.I.E.
Aviones Cabriel CRJ-900, A.I.E.
Aviones Gorgos CRJ-900, A.I.E.
Aviones Sella CRJ-900, A.I.E.
Bansabadell Pensiones, E.G.F.P., S.A.

Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Full consolidation
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration

Bansabadell Seguros Generales, S.A. De Seguros Y Reaseguros
Bansabadell Vida, S.A. De Seguros Y Reaseguros
Diana Capital, S.G.E.C.R., S.A.
Emte Renovables, S.L.
Esus Energía Renovable, S.L.
Financiera Iberoamericana, S.A.
Gate Solar Gestión, S.L.
Gesta Aparcamientos, S.L.
Gestora De Aparcamientos Del Mediterráneo, S.L.
Grupo Luxiona, S.L.
Guisain, S.L.
HI Partners Starwood Capital Holdco Value Added, S.L.U.
Hydrophytic, S.L.
Murcia Emprende, S.C.R. De R.S., S.A.
Nueva Pescanova, S.L.
Parque Eólico Los Ausines, S.L
Parque Tecnológico Fuente Álamo, S.A.
Planificació TGN2004, S.L. en liquidación
Plaxic Estelar, S.L.
Ribera Salud, S.A.

Full
consolidation

Recognised
under the equity
method

X
X
X
X
X
X
X
X
X
X
X
X
X
X
X

Shareholding (%)*

Entity description

X
X
X
X
X
X
X
X

100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
100,00
97,20
100,00
80,00
26,42
25,00
25,00
25,00
25,00
50,00

Real estate
Real estate
Other investees with their own business
SPE
Real estate
Services
Credit institution
Holding
Holding
Other regulated companies
Other regulated companies
Other regulated companies
Other investees with their own business
Letting of own property
Real estate
Services
Real estate development
Services
Services
Services
Services
Services
Other regulated companies

Partial integration

X

50,00

Other regulated companies

Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration
Partial integration

X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X

50,00
20,66
62,11
45,00
50,00
50,00
40,00
40,00
20,00
40,00
30,00
50,00
28,70
14,64
50,00
22,54
25,00
45,01
50,00

Other regulated companies
Other regulated companies
SPE
Services
Credit institution
Services
Real estate
Services
Other investees
Real estate
Real estate development
Real estate
Other regulated companies
Wholesale trade
Other energy sources
Services
Real estate
Real estate
Services

Sabadell Bs Select Fund Of Hedge Funds Sicav (Luxembourg)

Partial integration

X

45,89

Other investees

Sbd Creixent, S.A.
Sociedad De Cartera Del Vallés, S.I.C.A.V., S.A.
Societat D'Inversió Dels Enginyers, S.L.
Tremon Maroc Mediterraneo Services Immobiliers, S.A.R.L.
Visualmark Internacional, S.L.

Partial integration
Partial integration
Partial integration
Partial integration
Partial integration

X
X
X
X
X

23,05
47,87
35,78
40,00
20,00

Real estate
Other associates
SPE
Real estate
Services

* Direct plus indirect interest
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10.2 Annex II: Transitional own funds
(A) Amount on
reporting date

(B) Reference to article
in Regulation (EU) No.
575/ 2013 (CRR)

8,584,918

26 (1), 27, 28, 29, EBA
list 26 (3)

702,019

EBA list (3)

-

26 (1) ( c )

3,912,207

26 (1)

(C) Amounts subject to
treatment prior to CRR or
residual amounts prescribed by
CRR

Common equity tier 1 capital: instruments and reserves
1

Capital share instruments and corresponding share premiums
of which: ordinary shares

2

Accrued profit

3

Accumulated other comprehensive income (and other reserves, to include
unrealised profit or loss, under applicable accounting regulations)

3a

Funds for general banking risk

-

26 (1) (f)

4

Amount of items referred to in Art. 484 (3), and corresponding share premium
accounts subject to gradual deduction from common equity tier 1 capital

-

486 (2)

Contributions to public sector capital ex empt until 1 January 2018

-

483 (2)

5

Minority interests (amount accepted in consolidated CET1 capital)

21,692

84, 479, 480

5a

Provisional profit verified independently, net of any foreseeable charge or dividend

430,666

26 (2)

6

Common equity tier 1 capital before regulatory adjustments

-155,406

9,489

-145,917

12,949,483

Common equity tier 1 capital: regulatory adjustments
7

Additional value adjustments (negative amount)

8

Intangible assets (net of tax liabilities) (negative amount)

10

Deferred tax assets that rely on future profitability, ex cluding those deriving from
temporary differences (net of corresponding tax liabilities when the terms set forth
in Art. 38, section 3 are met) (negative amount)

11

Fair value reserves related to gains or losses on cash flow hedges

-10,360

34, 105

-2,133,331

36 (1) (b), 37, 472 (4)

853,332

-155,480

36 (1) (c), 38, 472 (5)

93,288

21,738

33 (a)

36 (1) (d), 40, 159, 472
-139,225
(6)

12

Negative amounts resulting from calculation of ex pected losses

13

Any increase in equity resulting from securitised assets (negative amount)

-

32 (1)

14

Gains or losses on liabilities valued at fair value that result from changes in the
own credit rating of the institution

-

33 (b)

15

Defined benefit pension fund assets (negative amount)

Direct and indirect holdings by an institution of own Common Equity Tier 1
instruments (negative amount)
Holdings of Common Equity Tier 1 instruments of financial sector entities where
17 those entities have a reciprocal cross holding with the institution designed to
inflate artificially the own funds of the institution (negative amount))
Direct and indirect holdings of Common Equity Tier 1 instruments of financial
sector entities where the institution does not have a significant investment in
18
those entities (amount in ex cess of 10% threshold and net of eligible short
positions) (negative amount)
Direct, indirect and synthetic holdings of Common Equity Tier 1 instruments of
financial sector entities where the institution has a significant investment in those
19
entities (amount in ex cess of 10% threshold and net of eligible short positions)
(negative amount)
Ex posure amount of the following items which qualify for a risk weight of 1 250%,
20a
where the institution deducts that ex posure amount
16

-

36 (1) (e), 41, 472 (7)

-200,000

36 (1) (f), 42, 472 (8)

-

36 (1) (g), 44, 472 (9)

-

36 (1) (h), 43, 45, 46,49
(2) (3), 79, 472(10)

-

36 (1) (i), 43, 45, 47,48
(1) (b), 49 (1) a (3), 79,
470, 472 (11)

-

36 (1) (k)

20b of which: qualifying holdings outside the financial sector (negative amount)

-

36 (1) (k) (i), 89 a 91

20c of which: securitisation positions (negative amount)

-

36 (1) (k) (ii) 243 (1)
(b) 244 (1) (b) 258

20d of which: free deliveries (negative amount)

-

36 (1) (k) (iii), 379 (3)

21

Deferred tax assets deriving from temporary differences (amount in ex cess of 10%
threshold, net of related tax liabilities, provided that they meet the conditions set
forth in Art. 38 (3) (negative amount)

-

36 (1) (c), 38, 48 (1) (a),
470, 472 (5)

22

Amount ex ceeding 15% threshold (negative amount)

-

48 (1)

23

of which: direct and indirect holdings by the institution of Common Equity Tier 1
instruments of financial sector entities where the institution has a significant
investment in those entities

-

36 (1) (i), 48 (1) (b),
470, 472 (11)

55,690

Data at 31/ 12/ 2016, thousand euro
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25

of which: deferred tax assets deriving from temporary differences

25a Losses for the current financial year (negative amount)
Foreseeable tax charges relating to Common Equity Tier 1 items (negative
25b
amount)
Regulatory adjustments made to Common Equity Tier 1 in respect of amounts
26
subject to treatment prior to CRR
Regulatory adjustments in respect of unrealised gains and losses by virtue of Art.
26a
467 and 468

(A) Amount on
reporting date

(B) Reference to article
in Regulation (EU) No.
575/ 2013 (CRR)

-

36 (1) (c), 38, 48 (1)
(a), 470, 472 (5)

-

36 (1) (a), 472 (3)

-

36 (1) (l)

799,988
-155,406

Of which filter for unrealised losses 1

467

Of which filter for unrealised losses 2

26b
27

467

Of which filter for unrealised gains 1

-57,670

468

Of which filter for unrealised gains 2

-97,736

468

955,395

481

-861,928

36 (1) (j)

Amount to be deducted from or included in Common Equity Tier 1 items as regards
other filters and deductions required prior to CRR
Amount of items to be deducted from Additional Tier 1 items that ex ceed the
Additional Tier 1 capital of the institution (negative amount)

28

Total regulatory adjustments to Common Equity Tier 1 items

29

Common Equity Tier 1 items

(C) Amounts subject to
treatment prior to CRR or
residual amounts prescribed by
CRR

-861,928

-2,678,598

140,382

10,270,885

-5,535

Additional Tier 1 items: instruments
30

Capital instruments and corresponding share premium accounts

31

of which: classified as net equity under applicable accounting regulations

-

32

of which: classified as liabilities under applicable accounting regulations

17,680

33

Amount of items referred to in Art. 484 (4) and corresponding share premium
accounts subject to gradual deduction from Additional Tier 1 items

-

486 (3)

Contribution to public sector capital ex empt until 1 January 2018

-

483 (3)

1,569

85, 86, 480

-1,046

486 (3)

34

Amount of qualifying Tier 1 capital included in consolidated Tier 1 items (including
minority interests not included in row 5) issued by subsidiaries and held by third
parties

35

of which: instruments issued by subsidiaries subject to gradual deduction

36

Additional Tier 1 capital before regulatory adjustments

Additional Tier 1 capital: regulatory adjustments
Direct and indirect holdings by the institution of own Additional Tier 1 instruments
37
(negative amount)
Holdings of Additional Tier 1 instruments of financial sector entities with which
38 the institution has reciprocal cross holdings designed to inflate artificially the own
funds of the institution (negative amount)
Direct and indirect holdings of Additional Tier 1 instruments of financial sector
entities where the institution does not have a significant investment in those
39
entities (amount in ex cess of 10% threshold and net of eligible short positions)
(negative amount)
Direct and indirect holdings of Additional Tier 1 instruments of financial sector
entities where the institution has a significant investment in those entities
40
(amount in ex cess of 10% threshold and net of eligible short positions) (negative
amount)
41

Regulatory adjustments applied to Additional Tier 1 capital in respect of amounts
subject to treatment prior to CRR and transitional treatments subject to gradual
deduction pursuant to the provisions of Regulation (EU) No. 575/ 2013

Residual amounts deducted from Additional Tier 1 capital in respect of deductions
41a from Common Equity Tier 1 items during the transitional period, by virtue of Art.
472 of Regulation (EU) No. 575/ 2013
Residual amounts deducted from Additional Tier 1 capital in respect of deductions
41b from Tier 2 items during the transitional period, by virtue of Art. 472 of Regulation
(EU) No. 575/ 2013
Amount to be deducted from or included in Additional Tier 1 items as regards
41c
other filters and deductions required prior to CRR
Items required to be deducted from Tier 2 items that ex ceed the Tier 2 capital of
42
the institution (negative amount)
43

Total Additional Tier 1 regulatory adjustments

44

Additional Tier 1 capital

17,680

51, 52

19,249

-1,046

-1,046

-

52 (1) (b), 56 (a), 57,
475 (2)

-

56 (b), 58, 475 (3)

-

56 (c), 59, 60, 79, 475
(4)

-

56 (d), 59, 79, 475 (4)

-19,249

-881,177

472, 472(3)(a), 472 (4),
472 (6), 472 (8) (a),
472 (9), 472 (10) (a),
472 (11) (a)

-

477, 477 (3), 477 (4)
(a)

861,928

467, 468, 481

-

56 (e)

-881,177

861,928

-19,249
-

Data at 31/ 12/ 2015, in thousand euro.
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(B) Reference to article
(A) Amount on
no. in Regulation (EU) No.
reporting date
575/ 2013
45

Tier 1 capital (Tier 1 capital = Common Equity Tier 1 items + Additional Tier 1
items)

10,270,885

(C) Amounts subject to
treatment prior to CRR or
residual amounts prescribed by
CRR
-537,549

Tier 2 items: Instruments and provisions
46

Capital instruments and corresponding share premium accounts

47

Amount of items referred to in Art. 484 (5) and corresponding share premium
accounts subject to gradual deduction from Tier 2 capital

486 (4)

Contributions of public sector capital ex empt until 1 January 2018

483 (4)

48

Amount of qualifying own funds included in consolidated Tier 2 items (including
minority interests and Additional Tier 1 instruments not included in rows 5 or 34)
issued by subsidiaries and held by third parties

49

of which: instruments issued by subsidiaries subject to gradual deduction

50

Credit risk adjustments

51

Tier 2 capital before regulatory adjustments

Tier 2 capital: regulatory adjustments
Direct and indirect holdings by an institution of own Tier 2 instruments (negative
52
amount)
Holdings of Tier 2 instruments and subordinated loans of financial sector entities
53 with which the institution has reciprocal cross holdings designed to inflate
artificially the own funds of the institution (negative amount)
Direct and indirect holdings of Tier 2 instruments and subordinated loans of
financial sector entities where the institution does not have a significant
54
investment in those entities (amount in ex cess of 10% threshold and net of
eligible short positions) (negative amount)
54a Of which, new stakes not subject to transitional mechanisms
54b

55

56

Of which, ex isting stakes before 1 January 2013 and subject to transitional
mechanisms
Direct and indirect holdings of Tier 2 instruments and subordinated loans of
financial sector entities where the institution has a significant investment in those
entities (amount in ex cess of 10% threshold and net of eligible short positions)
(negative amount)
Regulatory adjustments applied to Tier 2 capital in respect of amounts subject to
treatment prior to CRR and transitional treatments subject to gradual deduction
pursuant to the provisions of Regulation (EU) No. 575/ 2013 (i.e. residual
amounts set forth in the CRR)

Residual amounts deducted from Tier 2 capital in respect of capital deducted from
56a Common Equity Tier 1 items during the transitional period, by virtue of Article 472
of Regulation (EU) No. 575/ 2013
Residual amounts deducted from Tier 2 capital in respect of capital deducted from
56b Additional Tier 2 items during the transitional period, under Article 475 of
Regulation (EU) No. 575/ 2013
Amount to be deducted from or included in Tier 2 items as regards other filters
56c
and deductions required prior to CRR
57

Total Tier 2 capital regulatory adjustments

58

Tier 2 capital

59

Total capital (Total capital = Tier 1 capital + Tier 2 capital)

Risk weighted assets in respect of amounts subject to treatment prior to CRR and
59a transitional treatments subject to gradual deduction, pursuant to the provisions of
Regulation (EU) No. 575/ 2013 (i.e. residual amounts set forth in CRR)
Of which: ...items not deducted from Common Equity Tier 1 [Regulation (EU) No.
575/ 2013, residual amounts] (items that should be described line by line, e.g.
deferred tax assets that rely on future net income from associated tax liabilities,
indirect holdings of own Common Equity Tier 1 instruments, etc.)
Of which: items not deducted from Additional Equity Tier 1 [Regulation (EU) No.
575/ 2013, residual amounts] (items that should be described line by line, e.g.
reciprocal cross holdings of Tier 2 instruments, direct holdings of non-significant
investments in other financial sector entities, etc.)

1,278,849

2,131

62, 63

87, 88, 480

-1,355

486 (4)

321,617

62 (c) y (d)

-

-1,355

1,602,597

-25,838

63 (b) (i), 66 (a), 67,
477(2)

-

66 (b),68, 477 (3)

-

66 (c), 69, 70, 79,
477(4)

-

-

66(d), 69, 79, 477 (4)

-27,845

-27,845

472, 472(3)(a), 472(4),
472 (6), 472 (8)(a), 472
(9), 472 (10) (a), 472
(11) (a)

-

475, 475 (2) (a),
475(3), 475 (4) (a)

-

467, 468, 481

-27,845

-53,684
1,548,914
11,819,798
2,197,004

-

472, 472 (5), 472
(8)(b), 472 (10) (b),
472(11) (b)

475, 475 (2)0 (b), 4752) (c), 475 (4) (b)

Data at 31/ 12/ 2016, in thousand euro
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(B) Reference to article
(A) Amount on
no. in Regulation (EU) No.
reporting date
575/ 2013
Items not deducted from Tier 2 capital [Regulation (EU) No. 575/ 2013, residual
amounts] (items that should be described line by line, e.g. indirect holdings of own
Tier 2 instruments, non-significant holdings of investments in other financial
sector entities, indirect holdings of significant investments in other financial
sector entities, etc.)
60

Total risk-weighted assets

-

(C) Amounts subject to
treatment prior to CRR or
residual amounts prescribed by
CRR

477, 477 (2) (b), 477(c),
477 (4) (b)

86,019,094

Capital ratios and buffers
61

Common Equity Tier 1 capital ratio (% of total risk ex posure amount)

11.94%

92 (2) (a), 465

62

Tier 1 capital ratio (% of total risk ex posure amount)

11.94%

92 (2) (b), 465

63

Total capital ratio (% of total risk ex posure amount)

13.74%

92 (2) (c)

64

Requirements of the entity's specific buffer [Common Equity Tier 1 requirement
pursuant to provisions of Article 92, section 1, letter a), and requirements of
capital conservation buffer and counter-cyclical capital buffer, plus systemic risk
buffer, plus buffer for systemically important institutions (buffer for GSIIs and OSIIs) ex pressed as percentage of total risk ex posure amount]

5.22%

DRC 128, 129 y 130

65

of which: requirement relative to capital conservation buffer

0.63%

66

of which: requirement relative to counter-cyclical buffer

0.09%

67

of which: requirement relative to systemic risk buffer

0.00%

of which: buffer for global systemically important institutions (GSII) and other
67a
systemically important institutions (OSII)
Common Equity Tier 1 items available to meet capital buffer requirements (% of
68
total risk ex posure amount)

0.00%

DRC 131

6.73%

DRC 128

224,307

36 (1) (h), 45, 46,
472(10) 56 (c), 59, 60,
475 (4) 66 (c), 69, 70,
477 (4)

484,511

36 (1) (i), 45, 48,
470,472 (11)

394,290

36 (1) (c), 38, 48,
470,472 (5)

98,608

62

98,608

62

420,201

62

223,009

62

Capital ratios and buffers
72

73

75

Direct and indirect holdings by the institution of capital of financial sector entities,
where the institution does not have a significant investment in those entities
(amount below the 10% threshold and net of eligible short positions)
Direct and indirect holdings of Common Equity Tier 1 instruments of financial
sector entities where the institution has a significant investment in those entities
(amount below the 10% threshold and net of eligible short positions)
Deferred tax assets deriving from temporary differences (amount below 10%
threshold, net of associated deferred tax liabilities, provided that the conditions
set forth in Article 38 (3) are met)

Applicable limits related to inclusion of Tier 2 capital provisions
Credit risk adjustments included in Tier 2 capital with respect of ex posures
76
subject to standardised approach (before applying limit)
Limit relative to inclusion of risk adjustments in Tier 2 capital under standardised
77
approach
Credit risk adjustments included in Tier 2 capital in respect of ex posures subject
78
to internal ratings-based approach (before applying limit)
Limit relative to inclusion of credit risk adjustments in Tier 2 capital under internal
79
ratings-based approach

Capital instruments subject to provisions of gradual deductions (only applicable between 1 January 2013 and 1 January 2022)
Current limit for Common Equity Tier 1 instruments subject to provisions of
80
484(3), 486 (2)
gradual deductions
Amount deducted from Common Equity Tier 1 due to limit (limit ex ceeded after
81
484 (3), 486 (2)
repayments and maturities)
Current limit for Additional Tier 1 instruments subject to provisions of gradual
82
484 (4), 486 (3)
deductions
Amount deducted from Additional Tier 1 due to limit (limit ex ceeded after
83
484 (4), 486 (3)
repayments and maturities)
84
85

y (5)
y (5)
y (5)
y (5)

Current limit for Tier 2 instruments subject to provisions of gradual deductions

-

484 (5), 486 (4) y (5)

Amount deducted from Tier 2 due to limit (limit ex ceeded after repayments and
maturities)

-

484 (5), 486 (4) y (5)

Data at 31/ 12/ 2016, in thousand euro.
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10.3 Annex III: Capital instruments

1
2
3
4
5

Shares

Convertible Bonds OSNC IV/2013

Step-up preference shares

BANCO SABADELL SA
ES0113860A34
Spanish law
No
Common Equity Tier 1

BANCO SABADELL SA
ES0313860597
Spanish law
No
Common Equity Tier 1

BANCO SABADELL SA
XS0267456084
Spanish law
Yes
Not eligible without transitional drawdowns

Stand-alone and consolidated

Stand-alone and consolidated

Stand-alone and consolidated

Ordinary shares

Instruments convertible into shares
17,680.112,5. Differs from issued amount
because conversions have already been made
17.680.113

Preferred shares

7

Issuer
Single identifier
Legislation applicable to instrument
CRR transitional standards
CRR standards after transfer
Eligible on a stand-alone/(sub-)consolidated/standalone and (sub-)consolidated basis
Type of instrument

8

Amount recognised in regulatory capital

702.018.900

9

Instrument nominal amount

702.018.900

9a

Price of issuance

9b
10
11
12
13

Repayment amount
Accounting classification
Data of initial issuance
Indefinite or with fixed maturity
Date of initial maturity
Issuer's purchase option subject to prior approval by
supervisory authorities

6

14

15

Optional date to exercise purchase option, dates of
contingent financial years and amount to be repaid

16
17

Dates of subsequent financial years, if applicable
Dividend or fixed or variable interest coupon

18

Coupon interest rate and any associated index

19

22
23

Existence of limits to payment of dividends
Fully discretionary, partly discretionary or mandatory
(in terms of schedule)
Fully discretionary, partly discretionary or mandatory
(in terms of amount)
Existence of coupon increase or other repayment
incentives
Cumulative or non-cumulative
Convertible or non-convertible

24

20a
20b
21

0
18.400.000

N/A

Result of management of B.Gallego hybrid
instruments. Bonds offered at 100% of their
nominal value

100%

Net equity
N/A
Indefinite
-

N/A, it is a mandatory convertible issuance
Liability-amortised cost
28/10/2013
Fixed maturity
28/10/2017

Liability amortised cost
20/09/2006
Indefinite
No maturity

No

N/A

Yes

-

-

First date 29/09/2016, at discretion of issuer
subject to BoS authorisation. Amortisation at
nominal amount plus accrued interest

Variable

Fixed

0,00%

5%

-

No

Coinciding with remuneration payment date
From fixed to variable
5.234% until 20/09/2016, and thereafter
Euribor 3m + 2.17%
Yes

Fully discretionary

Fully discretionary

Partly discretionary

Fully discretionary

Fully discretionary

Partly discretionary

-

No

Yes

Non-cumulative
-

Non-cumulative
Convertible

Non-cumulative
No

If convertible, factor(s) that trigger conversion

-

Maturity, dissolution or liquidation, capital
reduction, or recovery or restructuring

-

25

If convertible, fully or partially

-

Fully or partially

-

26

If convertible, applicable type of conversion

-

Number of shares after dividing nominal value
of Bonds IV/2013 by value attributed to Banco
Sabadell Ordinary Shares

-

27

If convertible, mandatory or optional conversion
If convertible, type of instrument into which it can be
converted
If convertible, issuer of instrument into which it is
converted
Depreciation characteristics
In case of depreciation, factor(s) triggering such
depreciation
In case of depreciation, total or partial
In case of depreciation, permanent or temporary
If depreciation is provisional, description of
appreciation mechanism
Position in settlement subordination ranking
Non-compliant characteristics after transition
If yes, give details of such non-compliant
characteristics

-

At discretion of holders and issuer

-

-

Common Equity Tier 1

-

-

Ordinary shares

-

-

No

No

-

-

-

-

-

-

28
29
30
31
32
33
34
35
36
37
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-

-

-

No subordination
No

Preferred
No

-

-

Subordinated
Yes
Article 52.1.b), article 56.a), article 484, article
486.3, article 489 CRR
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1
2
3
4
5

7

Issuer
Single identifier
Legislation applicable to instrument
CRR transitional standards
CRR standards after transfer
Eligible on a stand-alone/(sub-)consolidated/standalone and (sub-)consolidated basis
Type of instrument

8

Amount recognised in regulatory capital

9

Instrument nominal amount

9a

Price of issuance

9b
10
11
12
13

Repayment amount
Accounting classification
Data of initial issuance
Indefinite or with fixed maturity
Date of initial maturity
Issuer's purchase option subject to prior approval by
supervisory authorities

6

14

15

Optional date to exercise purchase option, dates of
contingent financial years and amount to be repaid

16
17

Dates of subsequent financial years, if applicable
Dividend or fixed or variable interest coupon

18

Coupon interest rate and any associated index

19

22
23

Existence of limits to payment of dividends
Fully discretionary, partly discretionary or mandatory
(in terms of schedule)
Fully discretionary, partly discretionary or mandatory
(in terms of amount)
Existence of coupon increase or other repayment
incentives
Cumulative or non-cumulative
Convertible or non-convertible

24

20a
20b
21

Subordinated Bonds I/2010

Subordinated Bonds I/2011

Subordinated Issuance June 92

BANCO SABADELL SA
ES0213860051
Spanish law
No
Tier 2

BANCO SABADELL SA
ES0213860069
Spanish law
No
Tier 2

CAM
330112000000
Spanish law
No
Tier 2

Stand-alone and consolidated

Stand-alone and consolidated

Stand-alone and consolidated

Subordinated bonds
267,057,917 Includes deduction due to holding
of instrument in Group portfolio
424.600.000

Subordinated bonds
27.645.974 Includes deduction due to holding
of instrument in Group portfolio
40.400.000

Subordinated bonds

99%

97%

100%

1
Liability amortised cost
26/04/2010
Fixed maturity
26/04/2020

1
Liability amortised cost
25/02/2011
Fixed maturity
25/02/2021

Liability amortised cost
17/06/1992
Indefinite
No maturity

No

Yes

No

-

First date 25/05/2016, at discretion of issuer
subject to BoS authorisation. Amortisation at
nominal amount plus accrued interest

-

Fixed

Coinciding with remuneration payment date
Variable

Fixed

6,25%

Euribor 3m + 4.00%

0

No

No

No

Mandatory

Mandatory

-

Mandatory

Mandatory

-

15.025.303
15.025.303

No

No

No

Cumulative
No

Cumulative
No

No

If convertible, factor(s) that trigger conversion

-

-

-

25

If convertible, fully or partially

-

-

-

26

If convertible, applicable type of conversion

-

-

-

27

If convertible, mandatory or optional conversion
If convertible, type of instrument into which it can be
converted
If convertible, issuer of instrument into which it is
converted
Depreciation characteristics
In case of depreciation, factor(s) triggering such
depreciation
In case of depreciation, total or partial
In case of depreciation, permanent or temporary
If depreciation is provisional, description of
appreciation mechanism
Position in settlement subordination ranking
Non-compliant characteristics after transition
If yes, give details of such non-compliant
characteristics

-

-

-

-

-

-

28
29
30
31
32
33
34
35
36
37
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-

-

-

No

No

No

-

-

-

-

-

-

-

-

-

Subordinated
No

Subordinated
No

Subordinated
No

-

-

-
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1
2
3
4
5

7
8
9

Issuer
Single identifier
Legislation applicable to instrument
CRR transitional standards
CRR standards after transfer
Eligible on a stand-alone/(sub-)consolidated/standalone and (sub-)consolidated basis
Type of instrument
Amount recognised in regulatory capital
Instrument nominal amount

9a

Price of issuance

9b
10
11
12
13

Repayment amount
Accounting classification
Data of initial issuance
Indefinite or with fixed maturity
Date of initial maturity
Issuer's purchase option subject to prior approval by
supervisory authorities

6

14

15

Optional date to exercise purchase option, dates of
contingent financial years and amount to be repaid

16
17

Dates of subsequent financial years, if applicable
Dividend or fixed or variable interest coupon

18

Coupon interest rate and any associated index

19

22
23

Existence of limits to payment of dividends
Fully discretionary, partly discretionary or mandatory
(in terms of schedule)
Fully discretionary, partly discretionary or mandatory
(in terms of amount)
Existence of coupon increase or other repayment
incentives
Cumulative or non-cumulative
Convertible or non-convertible

24
25

20a
20b
21

2nd EMTN LT 2 SPAIN EUR 500 mill

Subordinated Bonds I/2016

Subordinated T2 Notes

CAM International Issues SAU
XS0296798431
English law
Yes
Not eligible without transitional drawdowns

BANCO SABADELL SA
XS1405136364
English law
No
Tier 2

TSB Banking Group plc
XS1061206337
English law
No
Tier 2

Consolidated

Individual and consolidated

Consolidated

Subordinated bonds
66.050.000

Subordinated bonds
495.020.363
500.000.000

Subordinated bonds
448.260.880
449.671.798

100%

100%

99%

1
Liability amortised cost
39198
Fixed maturity
26/04/2017

1
Liability amortised cost
06/05/2016
Fixed maturity
06/05/2026

1
Liability amortised cost
01/05/2014
Fixed maturity
06/05/2026

Yes

No

First date 26/04/2012, at discretion of issuer
subject to BoS authorisation. Amortisation at
nominal amount plus accrued interest.
Amortisation shall be full, with no possibility of
partial amortisation
Coinciding with remuneration payment date
Variable
Euribor 3 months + 0.30%
Euribor 3 months + 0.80% as of 26/04/2012
No

Yes

No

First date 6/05/2021, at discretion of issuer
subject to PRA authorisation. Amortisation at
nominal amount plus accrued interest.
Amortisation shall be full, with no possibility of
partial amortisation
Coinciding with remuneration payment date
From fixed to variable
5.75% until 06/05/2021, thereafter LIBOR 3
months + 3.43%
No

Mandatory

Mandatory

Mandatory

Mandatory

Mandatory

Mandatory

-

Fixed
0,05625

Yes

No

No

Cumulative
No

Cumulative
No

Cumulative
No

If convertible, factor(s) that trigger conversion

-

-

-

If convertible, fully or partially

-

-

-

26

If convertible, applicable type of conversion

-

-

-

27

If convertible, mandatory or optional conversion
If convertible, type of instrument into which it can be
converted
If convertible, issuer of instrument into which it is
converted
Depreciation characteristics
In case of depreciation, factor(s) triggering such
depreciation
In case of depreciation, total or partial
In case of depreciation, permanent or temporary
If depreciation is provisional, description of
appreciation mechanism
Position in settlement subordination ranking
Non-compliant characteristics after transition
If yes, give details of such non-compliant
characteristics

-

-

-

-

-

-

28
29
30
31
32
33
34
35
36
37
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-

-

-

No

No

No

-

-

-

-

-

-

-

-

-

Senior debt
Yes
Article 62.a), article 63 to 65, article 66.a),
article 67 CRR

Subordinated
No

Subordinated

-
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10.4 Annex IV: Definitions
AMA (Advanced Measurement Approach): This method is one
of the three possible operational risk methods used under
Basel II. It includes the most sophisticated regulatory and
supervisory constraints based on which Banco Sabadell Group
operates as a financial institution.
Risk appetite: The level and type of risk the bank is prepared
to assume, accept and tolerate.
Risk Weighted Assets or RWAs: Assets which are weighted
based on their risk, calculated by multiplying the Risk
Weighted (RW) ratio by the Exposure Value of each on and off
balance sheet item. Risk weightings are determined based on
the CRD IV.
BCBS (Basel Committee on Banking Supervision): The Basel
Committee is the principal regulatory organism for the
prudential regulation of banks. It provides a forum for regular
cooperation on banking supervisory matters. Its purpose is to
strengthen regulations and supervise banks’ practices with the
aim of improving financial stability. The Committee reports to
the Group of Governors and Heads of Supervision (GHOS).
BTS (Binding Technical Standards): BTS are legal acts which
specify particular aspects of an EU legislative text with the aim
of ensuring consistent harmonisation in specific areas. On the
contrary
to
documents
such
as
Guidelines
or
Recommendations, BTS are directly applicable to Member
States.
Economic capital: amount of risk capital that bank’s
shareholders would choose in the absence of any regulation.
Both regulatory and economic capital depend on default
probabilities, loss given default and default correlation.
Nevertheless, relevant differences between economic and
regulatory capital can arise as a result of those variables that
only affect economic capital, such as net interest margin or
cost of bank capital.
Regulatory capital: The minimum level of capital requirements
set by the regulator.
CCoB (Capital Conservation Buffer): Its purpose is to conserve
a bank’s capital. When losses are incurred the amount of the
dividend and bonus that could be paid are automatically
limited.
CCyB (Countercyclical Capital Buffer): Its purpose is to protect
the banking sector against potential losses deriving from an
increase in systemic cyclical risks in the economy. The
Countercyclical Capital Buffer requires institutions to
accumulate capital during credit expansion periods, in such a
way that this buffer can be drawn down when the economic
cycle changes.
CCP (Central Counterparty): Clearing house which acts
between counterparties of contracts negotiated in one or more
financial markets, whereby it is the buyer for any seller and the
seller for any buyer. In a capital environment a CCP is a
financial institution.
CET1 (Common Equity Tier 1): The highest quality regulatory
capital, in accordance with that set forth in CRD IV. It includes
common shares issued and their corresponding issue
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premium, retained earnings and other provisions less specific
regulatory adjustments.
Common Equity Tier 1 ratio: Common Equity Tier 1 Capital as a
percentage of risk weighted assets.
Common equity: Amount invested by common shareholders of
the company, also includes retained earnings and the issue
premium. Preferential shareholders are not included in
common equity.
CCF (Credit conversion factor): Conversion factor which is used
to determine EAD with regard to credit exposure. CCF is an
estimation of contingent commitments with the expectation
that it will be drawn down upon default.
CDS (Credit default swap): Financial swap agreement.
CRR (Capital Requirements Regulation) and CRD IV (Capital
Requirements Directive): On 27 June 2013, the European
Commission published the Capital Requirements Directive and
Capital Requirements Regulation (CRR), which forms part of
the CRD IV, and includes European legal order in the
framework of Basel III. Amendments were made in the
regulation published on 30 November 2013.
CRMT (Credit Risk Mitigation Techniques): Techniques used to
reduce the credit risk associated with an exposure through the
application of credit risk mitigants such as collateral,
guarantees etc.
CVA (Credit Valuation Adjustment): Adjustment of the value of
OTC derivatives which reflects the current market value of the
counterparty’s credit risk.
Derivatives: Financial instruments based on the price of an
underlying asset. A derivate is a forward contract in which all
of the terms are agreed upon entering into the agreement,
whilst the effective exchange is produced at a future date.
Derivatives are subject to leverage effects, as the initial
investment necessary is lower in comparison with the
exposure to the underlying obtained, for which reason the
results could multiply, both positively or negatively with regard
to the cash paid. Derivatives can be listed on organised
markets (stock exchange) or non-organised markets (OTC).
EBA (European Banking Authority): The EBA is an independent
authority in the European Union which works to ensure the
consistent and effective regulation and prudential supervision
of the European banking sector. Its primary objectives are to
maintain financial stability in the EU and safeguard the
integrity, efficiency and orderly functioning of the banking
system.
ECAI (External Credit Assessment Institution): Institution which
is dedicated to issuing credit ratings. These ratings are
opinions regarding the solvency of an entity, a debt or financial
obligation, preferential share or any other financial instrument,
or of the issuer of such debt or financial obligation.
EDTF (Enhanced Disclosure Task Force): Created by the
Financial Stability Board in May 2012 with the purpose of
improving the quality, comparability and transparency of Risk
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disclosure. It published a report in October 2012, making 32
recommendations in 7 areas of risk.
GSIB (Global Systemically Important Banks): These are banks
which due to their size, complexity and systemic connections
are considered to be globally systemically important. The
bankruptcy of these banks would result in a very significant
disturbance to the financial system and economic activity.
OSIB (Other Systemically Important Banks): In this case, the
objective is to evaluate the impact that the insolvency or
bankruptcy of such an entity could have on a specific
economy.
EAD (Exposure at Default): Represents the estimated exposure
of a debtor at the time of default.
Original exposure: The value of the exposure without taking
into account adjustments and provisions, conversation factors
and credit mitigants.
HQLA (High Quality Liquid Assets): Assets which may be
converted into cash with no or little loss of value. In order to be
classified as a HQLA the assets must be liquid in markets
during stress periods. They tend to be broken down into Level
1, Level 2A and Level 2B.
EHQLA (Extremely High Quality Liquid Assets): These liquid
assets are deemed be of extremely high quality.
ICAAP (Internal Capital Adequacy Assessment Process). In
Spanish, known as Informe de Autoevaluación de Capital.
IRRBB (Interest Rate Risk Banking Book): Interest rate risk in
an investment portfolio.
JST (Joint Supervisory Team): Persons responsible for the
continuous supervision of significant European entities. It is a
collaboration between the ECB and national supervisors.
Leverage Ratio: Capital Tier 1 divided by the entity’s total
exposure. Basel III introduced a minimum leverage ratio in
order to ensure capital adequacy.
Leverage Ratio Exposure: Comprised of the sum of the
following exposures: (a) on-balance sheet exposures; (b)
derivatives exposures; (c) exposures in securities financing
transactions (SFT) and (d) off-balance sheet concepts (OBS).

approach under Basel prescribes the use of external credit
ratings to determine the risk weighting for certain exposures.
The Committee aims to significantly improve the standardised
approach for credit risk in several areas, reducing the use of
external credit ratings, increasing risk sensitivity, reducing
national discretion, strengthening the link between the
standardised approach and the internal ratings based
approach (IRB), allowing a better comparison of capital
requirements between banks.
IRB approach (Internal Ratings-based): Credit risk estimation
approach using internal risk parameters to calculate capital
requirements. Basel II allows the preparation and
implementation of own models to measure financial risks in
credit institutions. These models are based on the institution’s
own estimates.
MiFID (Markets in Financial Instruments Directive): The reform
to this directive entails an increase in protection for investors,
and in general, customers, in terms of financial instruments by
strengthening the criteria for an instrument to be deemed as
non-complex, and placing greater emphasis on the prevention
and management of conflicts of interest.
NSFR (Net Stable Funding Ratio): Requires banks to maintain
a stable funding profile with regard to the structure of their offbalance sheet assets. A sustainable funding structure aims to
reduce the probability of disturbances to a bank’s regular
funding sources from eroding its liquidity position and
increasing its risk of bankruptcy, which could lead to a larger
systemic disturbance.
OTC (Over-the-counter): Over the counter market (not
organised) wherein financial instruments are directly traded
between two parties.
Expected loss: Represents expected loss in a time horizon of
12 months, in the case of default, of a credit risk exposure
modelled by the IRB method. Expected loss is determined by
multiplying the probability of default, loss given default and
exposure at default.
Pillar I: The first pillar of Basel III includes quantitative
elements, minimum regulatory capital requirements for credit
risk, operational risk and market risk.

LCR (Liquidity Coverage Ratio): The objective of the LCR is for
banks to have sufficient high quality liquid assets (HQLA) to
cover net cash outflows during 30 days. An entity’s liquid
assets must have a value which is higher than or equal to
potential outflows.

Pillar II: The second pillar of Basel III includes qualitative
expectations which will be carried out via the supervisory
process. Includes ICAAP. Governance and Supervisory Review
Process. Represents the review of bank’s internal capital
adequacy assessment, which may lead to additional capital
requirements.

LGD (Loss Given Default): Represents the estimated
proportion of EAD which would not be recovered in the event
of default. It is calculated after taking into account credit risk
mitigations and includes the cost of recovery.

Pillar III: The third Pillar of Basel III aims to support market
discipline through an improvement in the disclosure of
information on behalf of the institution.

LTV (Loan to value): This ratio measures the relationship
between the loan and the value of the asset purchased. It is
calculated as the amount granted divided by the value of the
guarantee or collateral.
Standardised approach: This method is used to capital credit
risk capital requirements in which credit risk weightings are
established directly by the regulator. The current standardised

Pillar III Disclosures

PD (Probability of default): Represents an estimation of the
probability of a customer not complying with their payment
obligations in a time horizon of 12 months.
PD PIT (PD point-in-time): PD estimates carried out at point-intime (PiT), which is to say, at a specific moment in time. They
are sensitive to changes in the economic cycle. The difference
with a TTC (through-the-cycle) base is that the latter uses a
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long term average for economic and risk information to reduce
this sensitivity.
Repurchase agreements or ‘repos’: Short term financing
agreements which allow the borrower to sell a financial asset,
such as collateral, for cash. As part of the agreement, the
lender agrees to repurchase the security on a future date, in
general, less than 30 days.
Credit risk: The risk of incurring financial losses as a
consequence of non-compliance with contractual obligations
on behalf of the debtor of a credit operation.
Counterparty credit risk: Risk that the counterparty in a
transaction could enter into default prior to the end of the
contract agreed to. These contracts include derivatives and
repos.
Risk of Default: The risk that a party of a contract does not
make a payment when they are obliged to do so.
Liquidity risk: The risk that an entity cannot fulfil its short-term
payment obligations.
Market risk: The risk that the value of an asset in the market
decreases due to unfavourable market movements.
Operational risk: Risk of reduction in earnings through
reputational loss or as a consequence of failures in processes
and/or systems, persons or external events.
RAROC (Risk Adjusted Return on Capital): Measures the return
provided by an investment based on the volume of legal
capital which the entity should have in order to hold such
investment.
SAREB: Company for the Management of Assets proceeding
from Restructuring of the Banking System.
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SFTs (Securities financing transactions): In this type of
transaction the lender lends the securities for a price, using a
guarantee in the form of financial instruments given by the
customer or counterparties. The main types of SFTs are
securities lending and repos.
Stress testing: Stress and scenario testing are terms used to
describe the techniques used to calculate the impacts on
equity provoked by stress events.
Tier 1: Basic own funds less hybrid instruments.
Tier 1 capital ratio: Tier 1 capital as a percentage of risk
weighted assets.
Tier II: Tier II components of own funds of entities which are
included in the calculation of the solvency ratio. Specifically
includes adjustment, updating and revaluation reserves of
assets; social capital of shares without voting rights,
subordinated financing and those which have an
undetermined duration which can be used to absorb losses at
the entity together with other requirements.
Asset securitisation: Securitisations are the process by which a
relatively homogenous asset portfolio, which complies with
certain requirements, is transformed into securities or
marketable values in an organised market. Securitised assets
support the securities issued and the payment obligations.
Trading book: Positions in financial instruments for trading or
hedging purposes of other trading book items.
Value at risk (VAR): Aims to quantitatively establish market risk
in monetary units, defining it as the maximum expected loss of
a position during a specific interval and under normal market
conditions based on the level of confidence given. Value at risk
depends on the entity’s position, the risk factor considered
and the period of the calculation.
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