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The undersigned, MIQUEL ROCA I JUNYENT, Secretary to the Board of Directors
of BANCO DE SABADELL, S.A., with registered offices in Sabadell, Placa de Sant
Roc, 20, and VAT number A08000143

DOES HEREBY CERTIFY THAT

In the Board of Directors' meeting held today, duly called in writing on January 17"
2017 and with the personal attendance of Mr. José Oliu Creus, Mr. José Javier
Echenique Landiribar, Mr. Jaime Guardiola Romojaro, Mr. Joan Llonch Andreu, Mr.
Joaquin Folch-Rusifiol Corachan, Ms. Maria Teresa Garcia-Mila LLoveras, Mr. José
Ramén Martinez Sufrategui, Mr. José Luis Negro Rodriguez, Mr. José Manuel
Martinez Martinez, Mr. David Martinez Guzman, Ms. Aurora Cati Sala, Mr. José
Manuel Lara Garcia, Mr. David Vegara Figueras and Mr. Manuel Valls Moraté,
under the chairmanship of Mr. Oliu, and the undersigned acting as Secretary and as
Vice Secretary Ms. Maria José Garcia Beato, after due deliberation and amongst
other items that do not contradict them, the following was unanimously resolved:

The members of the Board of Directors hereby declare that, to the best of their
knowledge, the individual and consolidated annual accounts for the year 2016,
approved by them today and drawn up in accordance with the applicable
accounting principles, give a true and fair view of the assets, liabilities, financial
position and profit or loss of Banco de Sabadell, S.A. and the enterprises
included in the consolidation taken as a whole, and that the management reports
respectively approved by them include a fair review of the development and
performance of the business and the position of Banco Sabadell, S.A. and the
enterprises included in the consolidation taken as a whole, together with a
description of the principal risks and uncertainties they face.

Express mention is hereby made of the reading of the minutes of the aforesaid
meeting of the Board in which the above resolution was unanimously agreed upon
and the approval of such minutes when the meeting was adjourned by both the
Secretary’s signature and Chairman’s approval.

In witness whereof, I hereby issue this certificate with the approval of the Chairman
and the signature of the Secretary of Banco de Sabadell, SA, in Barcelona on this day,
January 26" in the year two thousand and seventeen.

APPROVED BY
The Chairman The Secretary
@I 112 Banco Ssbadell S.A., - PL de Sant Roc. 20 {Sabadell) - Ina. R.M. Barcedona. Tomo 20093, Folio 1. Hoja B1581 - CFF AQBDO0143
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This version of our report is a free translation of the original, which was prepared in Spanish. All possible
care has been taken to ensure that the translation is an accurate representation of the original. However, in
all matters of interpretation of information, views or opinions, the original language version of our report
takes precedence over this translation.

INDEPENDENT AUDITOR’S REPORT ON CONSOLIDATED ANNUAL ACCOUNTS

To the shareholders of Banco de Sabadell, S.A.:
Report on the consolidated annual accounts

We have audited the accompanying consolidated annual accounts of Banco de Sabadell, S.A. (herein
after the parent company) and its subsidiaries (herein after the Group), which comprise the
consolidated balance sheet as at December 31, 2016, the consolidated income statement, the
consolidated statement of recognised income and expenses, the consolidated statement of changes in
total equity, the consolidated cash flow statement and related notes for the year then ended.

Directors' responsibility for the consolidated annual accounts

The parent company s directors are responsible for the preparation of these consolidated annual
accounts, so that they present fairly the consolidated equity, financial position and financial
performance of Banco de Sabadell, S.A. and its subsidiaries, in accordance with International Financial
Reporting Standards, as adopted by the European Union, and other provisions of the financial
reporting framework applicable to the Group in Spain and for such internal control as directors
determine is necessary to enable the preparation of consolidated annual accounts that are free from
material misstatement, whether due to fraud or error.

Auditor's responsibility

Our responsibility is to express an opinion on these consolidated annual accounts based on our audit.
We conducted our audit in accordance with legislation governing the audit practice in Spain. This
legislation requires that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the consolidated annual accounts are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated annual accounts. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the consolidated annual accounts,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the parent company’s directors” preparation of the consolidated annual accounts in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the presentation of the consolidated annual
accounts taken as a whole.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

' PricewaterhouseCoopers Auditores, S.L., Avinguda Diagonal, 640, 08017 Barcelona, Espaiia

Tel.: +34 932 532 700 / +34 902 021 111, Fax: +34 934 059 032, WWWw.pwe.es 1

R. M. Madrid, hoja 87.250-1, folio 75, tomo 9.267, libro 8.054, seccion 3°
Inscrita en el R.0.A.C. con el nimero 50242 - CIF: B-79 031290
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Opinion

In our opinion, the accompanying consolidated annual accounts present fairly, in all material respects,
the consolidated equity and financial position of Banco de Sabadell, S.A. and its subsidiaries as at
December 31, 2016, and its consolidated financial performance and its consolidated cash flows for the
year then ended in accordance with International Financial Reporting Standards, as adopted by the
European Union, and other provisions of the financial reporting framework applicable in Spain.

Report on other legal and regulatory requirements

The accompanying consolidated directors’ Report for 2016 contains the explanations which the parent
company s directors consider appropriate regarding Banco de Sabadell, S.A. and its subsidiaries”
situation, the development of their business and other matters and does not form an integral part of
the consolidated annual accounts. We have verified that the accounting information contained in the
directors’ Report is in agreement with that of the consolidated annual accounts for 2016.0ur work as
auditors is limited to checking the directors’ Report in accordance with the scope mentioned in this
paragraph and does not include a review of information other than that obtained from Banco de
Sabadell, S.A. and its subsidiaries” accounting records.

PricewaterhouseCoopers Auditores, S.L.

PRICEWATERHOUSECOOPERS AUDITORES, SL.

Original in Spanish signed by
Ratl Ara Navarro

January 31, 2017
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Consolidated balance sheets of Banco Sabadell Group

At 31 December 2016 and 31 December 2015

Thousand euro

Assets Note 2016 2015 (%)
Cash and cash balances at central banks and other demand deposits (**) 7 11,688,250 7,343,481
Financial assets held for trading 3,484,221 2,312,118
Derivatives 10 1834,495 1508,446
Equity instruments 9 10,629 n21r
Debt securities 8 1639,097 792,460
Loans and advances - -
Central banks - -
Credit institutions - -
Customers - -
Memorandum item:loaned or pledged as security with sale or pledging rights - -
Financial assets designated at fair value through profit or loss 34,827 77,328
Equity instruments 9 34,827 77,328
Debt securities - -
Loans and advances - -
Central banks - -
Credit institutions - -
Customers - -
Memorandum item:loaned or pledged as security with sale or pledging rights - -
Available-for-sale financial assets 18,718,339 23,460,356
Equity instruments 9 597,809 572,730
Debt securities 8 8,220,530 22,887,626
Memorandum item: loaned or pledged as security with sale or pledging rights 6,761231 5,778,397
Loans and receivables 150,384,445 153,550,281
Debt securities 8 918,584 1732478
Loans and advances n #9,465,861 151817,803
Central banks 66,229 -
Credit institutions 4,225,767 5,002,066
Customers 45,173,865 46,815,737
Memorandum item: loaned or pledged as security with sale or pledging rights 855,45 1349,574
Held-to-maturity investments 8 4,598,190 -
Memorandum item:loaned or pledged as security with sale or pledging rights - -
Derivatives - Hedge accounting 13 535,160 700,813
Fair value changes of the hedged items in portfolio hedge of interest rate risk 12 965 7,693
Investments in joint ventures and associates 15 380,672 340,996
Jointly controlled entities - -
Associates 380,672 340,996
Assets under insurance or reinsurance contracts - 14,739
Tangible assets B 4,475,600 4,188,526
Property, plant and equipment 2,071353 1846,621
Forownuse 1887,634 1709,5623
Leased out under operating leases 183,819 137,098
Investment property 2,404,247 2,341905
Of which: leased out under operating leases - -
M emorandum item: acquired through finance leases - -
Intangible assets i 2,135,215 2,080,570
Goodwill 1094,526 1092,777
Other intangible assets 1040,689 987,793
Tax assets 7,055,876 7,255,450
Current tax assets 280,539 678,938
Deferred tax assets 43 6,775,337 6,576,512
Other assets B 4,437,265 4,753,034
Insurance contracts linked to pensions 153,989 163,631
Inventories 2,924 459 3,655,548
Rest of other assets 1358,817 943,855
Non-current assets and disposal groups classified as held for sale % 4,578,694 2,542,386
TOTAL ASSETS 212,507,719 208,627,771
(*) Shown for comparative purposes only (see Note 14).
(**) See details in the consolidated cash flow statement of the Group.
Notes 1through 47 inthe report and its Schedules formanintegral part of the consolidated balance sheet at 31December 2016.
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Consolidated balance sheets of Banco Sabadell Group
At 31 December 2016 and 31 December 2015

Thousand euro

Liabilities Note 2016 2015 (*)
Financial liabilities held for trading 1,975,806 1,636,826
Derivatives 10 196,94 1484,922
Short positions 59,892 151904
Deposits - -
Central banks - -

Credit institutions - -
Customers - -

Debt securities issued - -
Other financial liabilities - -
Financial liabilities designated at fair value through profit or loss - -
Deposits - -
Central banks - -

Credit institutions - -
Customers - -

Debt securities issued - -
Other financial liabilities - -
Memorandum item: subordinated liabilities -
Financial liabilities measured at amortised cost 192,011,024 189,468,677
Deposits 162,909,052 169,182,125
Central banks ] 1827,573 11566,070
Credit institutions ] 16,666,943 U,724718
Customers 20 134,414,536 132,891337
Debt securities issued 21 26,533,538 27,864,371
Other financial liabilities 22 2,568,434 2,422,181
Memorandum item: subordinated liabilities 1561069 1472,779
Derivatives - Hedge accounting 3 1,105,806 681,461
Fair value changes of the hedged items in portfolio hedge of interest rate risk ? 64,348 16,330
Liabilities under insurance or reinsurance contracts 23 34,836 2,218,295
Provisions 24 306,214 346,225
Pensions and other post-employment defined benefit obligations 89,471 86,305
Other long-term employee benefits 24554 28,713
Pending legal issues and tax litigation 49,404 51971
Commitments and guarantees given 84,032 13,679
Other provisions 58,753 65,557
Tax liabilities 778,540 580,357
Current tax liabilities 236,275 88,21
Deferred tax liabilities 43 542,265 492,43
Share capital repayable on demand - -
Other liabilities 934,801 911,939
Liabilities included in disposal groups classified as held for sale % 2,213,368 -
TOTAL LIABILITIES 199,424,743 195,860,110

(*) Shown for comparative purposes only (see Note 14).
Notes 1through47inthereport and its Schedules forman integral part of the consolidated balance sheet at 31December 2016.
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Consolidated balance sheets of Banco Sabadell Group
At 31 December 2016 and 31 December 2015

Thousand euro

Equity Note 2016 2015 (%)
Own Funds 25 12,926,166 12,274,945
Capital 702,019 679,906
Paid up capital 702,019 679,906
Unpaid capital which has been called up - -
Memorandum item: capital not called up -
Share premium 7,882,899 7,935,665
Equity instruments issued other than capital - -
Equity component of compound financial instruments - -
Other equity instruments issued - -
Other equity 38416 4,322
Retained earnings - -
Revaluation reserves - -
Otherreserves 3,805,065 3,175,065
Reserves or accumulated losses of investments in joint ventures and associates 109,510 162,296
Other 3,695,555 3,022,769
(-) Treasury shares (101384) (238,454)
Profit/(loss) attributable to owners of the parent company 710,432 708,441
(-) Interim dividends (111,281) -
Accumulated other comprehensive income 26 107,142 455,606
ltems that will not be reclassified to profit orloss 13,261 212
Actuarial gains or (-) losses on defined benefit pension plans 13,261 ©212
Non-current assets and disposal groups classified as held for sale - -
Share of other recognised income and expense of investments in joint ventures and associates - -
Other valuation adjustments - -
ltems that may be reclassified to profit orloss 93,881 443,394
Hedge of net investments in foreign operations (effective portion) 151365 17,927
Foreign currency translation (428,650) (23,690)
Hedging derivatives. Cash flow hedges (effective portion) (21521) 412
Available-for-sale financial assets 280,548 416,235
Debt instruments 229,008 495,688
Equity instruments 51540 83,607
Other value adjustments - (163,060)
Non-current assets and disposal groups classified as held for sale 96,299 -
Share of other recognised income and expense of investments in joint ventures and associates 15,840 16,510
Minority interests (non-controlling interests) 27 49,668 37,110
Accumulated other comprehensive income 172 (39)
Other items 49,496 37,49
TOTAL EQUITY 13,082,976 12,767,661
TOTAL EQUITY AND TOTAL LIABILITIES 212,507,719 208,627,771
Memorandum item
Guarantees given 28 8,529,354 8,356,167
Contingent commitments given 29 25,208,687 21,130,614
(*) Shown for comparative purposes only (see Note 14).
Notes 1through 47 inthe report and its Schedules formanintegral part of the consolidated balance sheet at 31December 2016.
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Consolidated income statements of Banco Sabadell group
For the years ended 31 December 2016 and 2015

Thousand euro

Nota 2016 2015 (*)
Interestincome 31 5,170,100 4,842,356
(Interest expense) 31 (1,332,348) (1,639,526)
(Expense on share capital repayable on demand) - -
Net interest income 3,837,752 3,202,830
Dividend income 10,037 2,912
Share of profit orloss of entities accounted forusing the equity method 74,573 48,795
Fee and commission income 32 1,376,364 1,166,677
(Fee and commission expense) 32 (227,782) (163,333)
Net gains (losses)on financial assets and liabilities 33 609,722 1,208,161
Gains or (- ) losses on derecognition of financial assets and liabilities not measured at fair value through profit or
loss, net 476,217 1,052,288
Gainsor(-)losses on financial assets and liabilities held fortrading, net 107,593 150,440
Gainsor(-)losses on financial assets and liabilities designated at fair value through profit orloss, net 14 109
Gainsor(-)losses fromhedge accounting, net 25,798 5,324
Exchange differences (gains or (- ) losses), net 16,902 137,926
Otheroperating income 34 286,725 216,718
(Otheroperating expenses) 35 (466,873) (298,111)
Income from assets underinsurance and reinsurance contracts 23 165,781 174,226
(Expenses on liabilities underinsurance and reinsurance contracts) 23 (212,503) (218,431)
Gross income 5,470,698 5,478,370
(Administrative expenses) 36 (2,663,347) (2,286,515)
(Staff expenses) (1,663,053) (1,457,341)
(Otheradministrative expenses) (1,000,294) (829,174)
(Depreciation) 16.17 (395,896) (328,862)
(Provisions or (- ) reversal of provisions) 24 3,044 20,216
(Impairment or (- ) reversal of impairment on financial assets not measured at fair value through profit or loss) 37 (553,698) (1528,567)
(Financial assets measured at cost) - -
(Available- for- sale financial assets) (112,284) (132,390)
(Loans and receivables) (441,414) (1,396,177)
(Investments held to maturity) - -
Profit/(loss) on operating activities 1,860,801 1,354,642
(Impairment of (- ) reversal of impairment of investments in joint ventures and associates) 15 (3,820) (25,694)
(Impairment or (- ) reversal of impairment on non- financial assets) 38 (558,148) (618,250)
(Tangible assets) (20,276) (158,626)
(Intangible assets) - (1)
(Other) (537,872) (459,623)
Gains or (-) losses on derecognition of non-financial assets and shareholdings, net 39 35,108 (16,960)
Negative goodwill recognised in profit orloss 40 - 231,891
P'rofitor.(-)Iossfromﬂon-currentassets and disposal groups classified as held for sale not qualifying as 41 (314,519) (180,868)
discontinued operations
Profit or (-) loss before tax from continuing operations 1,019,422 744,761
(Tax expense or (- ) income related to profit from continuing operations) 43 (303,569) (32,516)
Profit or (-) loss after tax from continuing operations 715,853 712,245
Profit or (-) loss from discontinued operations - -
PROFIT/(LOSS) DURING THE YEAR 715,853 712,245
Attributable to minority interests (non- controlling interests) 27 5,421 3,804
Attributable to owners of the parent company 710,432 708,441
Earnings per share 0.13 0.14
Basic 0.13 0.14
Diluted 0.13 0.14

(*) Shown for comparative purposes only (see Note 14).
Notes 1through 47 inthe report and its Schedules forman integral part of the consolidated income statement for 2016.
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Consolidated statements of changes in equity of Banco Sabadell group

Consolidated statements of recognised income and expenses
For the years ended 31 December 2016 and 2015

Thousand euro

2016 2015 (%)
Profit/(loss) during the year 715,853 712,245
Other comprehensive income 26 (348,253) (483,367)
ltems that will not be reclassified to profit orloss 1049 (10,317)
Actuarial gains or (-) losses on defined benefit pension plans 1499 (14,738)
Non-current assets and disposal groups held for sale - -
Share of other recognised income and expense of investments in joint ventures and associates
Other valuation adjustments - -
Income tax relating to items that will not be reclassified (450) 4,421
ltems that may be reclassified to profit orloss (349,302) (473,050)
Hedge of net investments in foreign operations [effective portion] 133,438 2561
Valuation gains or (-) losses taken to equity 133,438 2561
Transferred to profit orloss - -
Other reclassifications - -
Foreign currency translation (404,960) (38,401)
Translation gains or (-) losses taken to equity (404,960) (38,401)
Transferred to profit orloss - -
Other reclassifications - -
Cash flow hedges [effective portion] (54,190) (316,94)
Valuation gains or (-) losses taken to equity 5,785 (392,627)
Transferred to profit orloss (569,975) 76,713
Transferred to initial carrying amount of hedged items - -
Other reclassifications -
Available- for-sale financial assets (193,537) (345,004)
Translation gains or (-) losses taken to equity 415,704 723428
Transferred to profit orloss (483,609) (1,103,025)
Other reclassifications (125,632) 34,593
Non-current assets and disposal groups held for sale 137,570 -
Translation gains or (-) losses taken to equity 1938 -
Transferred to profit orloss - -
Other reclassifications 125,632 -
Share of other recognised income and expense of Investments in joint ventures and associates (670) (1454)
Income taxrelating to items that may be reclassified to profit or (-) loss 33,047 202,12
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 367,600 228,878
Attributable to minority interest (Non-controlling interest) 5,632 2,247
Attributable to owners of the parent company 361968 226,631

(*) Shown for comparative purposes only (see Note 14).

The consolidated statement of recognised income and expense, together with the consolidated statements of total changes in equity of Banco Sabadell Group, make up the statement of changes in

equity.

Notes 1through 47 inthe report and its Schedules formanintegral part of the consolidated statement of changes in equity for 2016.
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Consolidated statements of changes in equity of Banco Sabadell group

Consolidated statements of total changes in equity
For the years ended 31 December 2016 and 2015

Thousand euro

Minority interests

Profit/(loss)
Equity attributable Accumulate Accumulate
instruments to owners of dother dother
Share issued other Retained Revaluation Other (-) Treasury the parent (-) Interim comprehens comprehens Other

Sources of changes in equity Capital premium than capital Other equity earnings reserves reserves shares company _ dividends _iveincome _iveincome items Total
Opening balance 31/12/2015 (*) 679,906 7,935,665 - 14,322 - - 3,175,065 (238,454) 708,441 - 455,606 (39) 37,149 12,767,661
Effects of error corrections - - - - - - - - - - - - - -
Effects of changes in accounting policies - - - - - - - - - - - - - -
Opening balance 31/12/2015 (*) 679,906 7,935,665 - 14,322 - - 3,175,065 (238,454) 708,441 - 455,606 (39) 37,149 12,767,661
Total comprehensive income for the year - - - - - - - - 710,432 - (348,464) 21 5421 367,600
Other changes in equity 22,13 (52,766) - 24,094 - - 630,000 137,070 (708,441 (111,281 - - 6,926 (52,285)
Issuance of ordinary shares 15,877 - - - - - (16,877) - - - - - - -
Issuance of preference shares - - - - - - - - - - - - - -
Issuance of other equity instruments - - - - - - - - - - - - - -
Exercise or maturity of other equity instruments issued - - - - - - - - - - - - - -
Conversion of debt into equity - - - - - - - - - - - - - -
Capital reduction - - - - - - - - - - - - - -
Dividends (or remuneration paid to partners) (**) - (106,448) - - - - (77,947) 135,695 - (11281 - - - (159,981)
Purchase of treasury shares - - - - - - - (322,822) - - - - - (322,822)
Sale or cancellation of treasury shares - - - - - - 15,690 324,97 - - - - - 339,887
Reclassification of financial instruments from equity to liabilities - - - - - - - - - - - - - -
Reclassification of financial instruments from liabilities to equity 6,236 53,682 - - - - - - - - - - - 59,918
Transfers between equity components (**) - - - 3,393 - - 705,048 - (708,441 - - - - -
Increase or (-) decrease in equity arising from business

combinations - - - - - - - - - - - - - -
Payments based on shares (***) - - - 8,271 - - - - - - - - - 18,271
Other increases or (-) decreases in equity - - - 2,430 - - 3,086 - - - - - 6,926 12,442
Closing balance 31/12/2016 702,019 7,882,899 - 38,416 - - 3,805,065 (101,384) 710,432 (111,281) 107,142 172 49,496 13,082,976

(*) Shown for comparative purposes only (see Note 14).
Notes 1through 47 in the report and its Schedules formanintegral part of the statement of changes in equity for 2016.
The main movements in own funds are given in Note 25, unless otherwise indicated.

The consolidated statement of recognised income and expense, together with the consolidated statements of total changes in equity of Banco Sabadell Group, make up the statement of changes in equity.

(**) See Note 3. Proposed distribution of profits.
(***) Includes mainly the distribution of profit/(loss) during the year.
(****) See Note 36. Administrative expenses - Staff expenses.
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Consolidated statements of changes in equity of Banco Sabadell group
Consolidated statements of total changes in equity
For the years ended 31 December 2016 and 2015

Thousand euro

Minority interests

Profit/(loss)
Equity attributable Accumulate Accumulate
instruments to owners of dother dother
Share issued other Retained Revaluation Other (-) Treasury the parent  (-) Interim comprehens comprehens Other

Sources of changes in equity Capital premium than capital Other equity earnings reserves reserves shares company  dividends _iveincome iveincome items Total
Opening balance 31/12/2014 503,058 5,710,626 727,567 6,564 - - 2,991,627 (87,376) 371,677 - 937,416 1,517 53,276 11,215,952
Effects of error corrections - - - - - - - - - - - - - -
Effects of changes in accounting policies - - - - - - - - - - - - - -
Opening balance 31/12/2014 503,058 5,710,626 727,567 6,564 - - 2,991,627 (87,376) 371,677 - 937,416 1,517 53,276 11,215,952
Total comprehensive income for the year - - - - - - - - 708,441 - (481810) (1557) 3,804 228,878
Other changes in equity 176,848 2,225,039 (727,567) 7,758 - - 183,438 (161078) (371677) - - 1 (19,931 1,322,831
Issuance of ordinary shares %5257 1470,867 i - - - (9,568) - - - - - - 1,606,556
Issuance of preference shares - - - - - - - - - - - - - -
Issuance of other equity instruments - - - - - - - - - - - - - -
Exercise or maturity of other equity instruments issued - - - - - - - - - - -
Conversion of debt into equity 30,302 738,622 (727,567) - - - (34,688) - - - - - - 6,669
Capital reduction - - - - - - - - - - - - - -
Dividends (or remuneration paid to partners) - (50,678) - - - - (21172) 50,678 - - - - - (21,172)
Purchase of treasury shares - - - - - - - (519,652) - - - - - (519,652)
Sale or cancellation of treasury shares - - - - - - 7440 317,896 - - - - - 325,336
Reclassification of financial instruments from equity to liabilities - - - - - - - - - - - - - -
Reclassification of financial instruments from liabilities to equity 1289 18,409 - - - - - - - - - - 19,698
Transfers between equity components - - - - - - 371677 - (371677) - - - - -
Increase or (-) decrease in equity arising from business - - -

combinations - - - - - - - - - - -
Payments based on shares - - - 7,758 - - 1371 - - - - - - 9,129
Otherincreases or (-) decreases in equity - 47,819 - - - - (131622) - - - - 1 (19,931 (103,733)
Closing balance 31/12/2015 679,906 7,935,665 - 14,322 - - 3,175,065 (238,454) 708,441 - 455,606 (39) 37,149 12,767,661

(*) Shown for comparative purposes only (see Note 14).
Notes 1through 47 inthereport and its Schedules formanintegral part of the statement of changes in equity for 2016.



Consolidated cash flow statements of Banco Sabadell group
For the years ended 31 December 2016 and 2015

Thousand euro

Note 2016 2015 (*)
Cash flows from operating activities 4,149,262 1,608,785
Profit/(loss)during the year 715,853 712,245
Adjustments to obtain cash flows from operating activities 2,050,862 2,175,554
Depreciation 395,896 328,862
Other adjustments 1654,966 1846,692
Net increase/decrease in operating assets (1811,380) (8,471408)
Financial assets held for trading (1,172,098) (53,282)
Financial assets designated at fair value through profit or loss 36,152 59,820
Available-for-sale financial assets (2,373,182) (1344,438)
Loans and receivables 1583,632 (6,912,675)
Other operating assets 14,16 (220,833)
Net increase/decrease in operating liabilities 3,316,932 7,497 237
Financial liabilities held for trading 338,933 (137,280)
Financial liabilities designated at fair value through profit or loss - -
Financial liabilities measured at amortised cost 2,481603 8,318,813
Other operating liabilities 496,396 (684,296)
Collections/Payments due to income tax (123,005) (304,843)
Cash flows from investment activities 408,441 2,028,121
Payments (1016,913) (4,665,091)
Tangible assets B (581077) (626,863)
Intangible assets 7 (288,998) (186,397)
Investments in joint ventures and associates 5] (8,953) (116,469)
Subsidiaries and other business units (136,885) (2,361922)
Non-current assets and liabilities classified as held for sale - (1373,440)
Investments held to maturity - -
Other payments related to investment activities - -
Collections 1424354 6,693,212
Tangible assets 6, 39 356,795 413,257
Intangible assets - -
Investments in joint ventures and associates 5 85,407 277,236
Subsidiaries and other business units - -
Non-current assets and liabilities classified as held for sale u, 41 982,152 58131
Investments held to maturity - -
Other collections related to investment activities - 5421408
Cash flows from financing activities 52,366 1,221,727
Payments (787,521) (710,165)
Dividends (**) (169,981 (21172)
Subordinated liabilities (302,373) (87,505)
Amortisation of own equity instruments - -
Acquisition of own equity instruments (**) (322,822) (519,652)
Other payments related to financing activities (2,345) (81836)
Collections 839,887 1931892
Subordinated liabilities 500,000 -
Issuance of own equity instruments - 1606,556
Disposal of own equity instruments (**) 339,887 325,336
Other collections related to financing activities - -
Effect of exchange rate fluctuations (265,300) (5,744)
Net increase (decrease) in cash and cash equivalents 4,344,769 4,852,889
Cash and cash equivalents at the start of the year 7,343,481 2,490,592
Cash and cash equivalents at the end of the year 11,688,250 7,343,481
Memorandum item
CASH FLOWS CORRESPONDING TO:
Interest received 4,975,485 4,888,454
Interest paid 1513,810 1930,625
Dividends received 10,037 2912
COMPONENTS OF CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR
Cash 759,357 734,362
Balances of cash equivalents in central banks 10,122,725 5,405,097

Other demand deposits 806,168 1204,022
Other financial assets -
Less: bank overdrafts reimbursable on demand -

TOTAL CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR 11,688,250 7,343,481
Of which: held by Group entities but not drawable by the Group - -

(*) Shown for comparative purposes only (see Note 14).
Notes 1through47inthe report and its Schedules formanintegral part of the consolidated cash flow statement for 2016.

(**) See consolidated statement of changes in equity.
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NOTES TO THE CONSOLIDATED ANNUAL ACCOUNTS OF THE BANCO SABADELL GROUP

For the year ended 31 December 2016.

Note 1 - Activity, accounting policies and practices
1.1. Activity

Banco de Sabadell, S.A. (hereinafter, also referred to as Banco Sabadell, the bank or the Company), with
registered office in Sabadell, Plaza de Sant Roc, 20, engages in banking business and is subject to the
standards and regulations governing banking institutions operating in Spain. The functions of prudential
supervision of Banco Sabadell on a consolidated basis were taken on by the European Central Bank (ECB) in
November 2014.

The bank is the parent company of a corporate group (see Schedule I) whose activity it controls directly or
indirectly and which comprise, together with the bank, the Banco Sabadell Group (hereinafter, the Group).

1.2. Basis of presentation

The Group's consolidated annual accounts for 2016 have been prepared in accordance with the International
Financial Reporting Standards (IFRS) adopted by the European Union applicable at the end of 2016, taking
into account Bank of Spain Circular 4/2004 of 22 December 2004 and amendments thereto and other
financial reporting regulations applicable to the group, in order to fairly present the Group's equity and
consolidated financial situation as at 31 December 2016 and the results of its consolidated operations,
changes in equity and cash flows in 2016.

The consolidated annual accounts have been prepared based on the accounting records kept by the bank and
each of the other entities in the Group, and include adjustments and reclassifications necessary to ensure the
harmonisation to the accounting principles and policies and the measurement criteria applied by the Group,
which are described below.

The information provided in these consolidated annual accounts is the responsibility of the directors of the
Group’s parent company. The consolidated annual accounts for 2015 were signed off by the directors of Banco
Sabadell at a meeting of the Board on 26 January 2017 and will be submitted to the shareholders at the
Annual General Meeting for approval. It is expected that the shareholders will approve the accounts without
significant changes.

Except as otherwise indicated, these consolidated annual accounts are expressed in thousands of euros. In
order to show the amounts in thousands of euros, the accounting balances have been subject to rounding; for
this reason, some of the amounts appearing in certain tables may not be the exact arithmetic sum of the
preceding figures.

Standards and interpretations issued by the International Accounting Standards Board (IASB) coming into
effect in 2016.

During 2016, the following standards have been enforced and have been adopted by the European Union:

Standards Title

Amendment of IAS 19 Defined Benefit Plans: employee contributions

Amendment of IAS 16 and IAS 38 Clarification of Acceptable Methods of Depreciation and Amortisation
Amendment of IFRS 11 Accounting for acquisitions of interests in joint operations
Amendment of IFRS 10 and 12 and IAS 28 Investment entities: Applying the consolidation exception
Amendment to IAS 1 Disclosure initiative
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Amendment to IAS 19 “Defined Benefit Plans: employee contributions”

These amendments to IAS 19 clarify and amend the accounting requirements for employee or third party
contributions to a defined benefit plan.

In particular, if the amount of the contributions is independent of the number of years of service (for example,
when contributions are a fixed percentage of employee wages), it allows an entity to recognise these
contributions as a reduction in the cost of the service during the period in which it is rendered, instead of
allocating the contributions to service periods.

If the amount of the contributions depends on the number of years of service, the amendments require an
entity to allocate these contributions to service periods using the same allocation method required in IAS 19
for gross profits.

Amendments to IAS 16 and IAS 38 “Clarification of acceptable methods of depreciation and amortisation”

The amendments to IAS 16 and 38 aim to clarify the use of revenue-based depreciation methods. Both
standards establish that the depreciation method used must reflect the pattern of the expected consumption
by the entity of the asset’s future economic benefits. The IASB had indicated that, except in certain cases, a
depreciation method based on revenue generated by an activity that includes the use of assets is not an
appropriate method. This is because it would depict the pattern of economic benefits generated by operating
the businesses (of which assets form part) instead of the economic benefits that are being consumed through
the use of assets.

Amendments to IFRS 11 “Accounting for acquisitions of interests in joint operations”

This amendment to IFRS 11 provides accounting guidance for the acquisition of interests in a joint venture
whose activities constitute a business. In particular, it sets forth that all of the principles contained in IFRS 3
“Business combinations” and other IFRS concerning the accounting treatment of business combinations
should be applied, with the exception of those that conflict with the guidance of IFRS 11 (as amended).

Amendments to IFRS 10 and 12 and IAS 28 “Investment entities: applying the consolidation exception”

The amendments clarify three aspects of enforcing the requirement for investment institutions to measure
their subsidiaries at fair value instead of consolidating them. These amendments:

- Confirm that the exception to the submission of consolidated financial statements shall continue to
apply to the subsidiaries of an investment institution when such subsidiaries are, at the same time,
the parent companies;

- Clarify in which circumstances a parent investment institution should consolidate a subsidiary that
provides services related to the investment instead of measuring that subsidiary at fair value; and

- Simplify the application of the equity method for an institution which is not in itself an investment
institution, but which has interests in an associate entity which is an investment institution.

Amendments to IAS 1 “Disclosure Initiative”

The amendments to IAS 1 arise from the IASB initiative for the improvement of information reported by
institutions, and introduce changes to the current wording of IAS 1 for the purpose of facilitating the use of
professional judgement in the preparation of such information. These amendments affect items such as
relative importance, the structure of the notes and information to be disclosed on accounting policies, among
others.

There have been no significant effects caused by the application of these accounting standards on these
consolidated annual accounts of the Group.
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IASB-issued standards and interpretations not yet in effect

At the date of preparation of these consolidated annual accounts, the most significant standards and
interpretations for the Group that have been published by the IASB but which have not yet come into force,
either because their effective date is subsequent to the date of the consolidated annual accounts or because
they have not yet been endorsed by the European Union, are as follows:

Mandatory for years
Standards and Interpretations Title commencing:

Approved for application in the EU

IFRS 9 Financial instruments 1 January 2018

IFRS 15 Revenue from contracts with customers 1 January 2018

Not approved for application in the EU

IFRS 16 Leases 1 January 2019
Amendments to IAS 12 Recognition of deferred tax assets for unrealised losses 1 January 2017
Amendments to IAS 7 Disclosure Initiative 1 January 2017
Clarifications regarding IFRS 15 Revenue from contracts with customers 1 January 2018

Classification and measurement of share-based payment

Amendments of IFRS 2 : 1 January 2018
transactions
Applying IFRS 9 Financial Instruments with IFRS 4 Insurance
Amendments to IFRS 4 pRying 1 January 2018
Contracts
) 1 January 2017/
Annual improvements to IFRS Cycle 2014 - 2016 1 January 2018
Amendments to IAS 40 Investment property transfers 1 January 2018
Interpretation of IFRIC 22 Foreign currency transactions and advance consideration 1 January 2018

The Group carried out an assessment of the impacts resulting from these standards and decided not to
exercise its option to adopt early, where possible. In addition, unless otherwise indicated below, Management
considers that their adoption will not have a significant effect for the Group.

Approved for application in the EU

IFRS 9 “Financial Instruments”

The IASB published the full version of IFRS 9 in July 2014, the date of first application being 1 January 2018.
This standard, which will replace the current IAS 39 “Financial Instruments; recognition and measurement”,
lays down a comprehensive set of accounting requirements for recognising and measuring financial assets and
liabilities.

Regarding the classification and measurement of financial assets, the approach of IFRS 9 is based on
considering, jointly, both the characteristics of the cash flows derived from the instruments and the business
model under which they are managed. In practice, this reduces the number of portfolios and impairment
models currently envisaged in IAS 39, among them, the classifications of “Available-for-sale financial assets”
and “Investments held to maturity”. Financial assets with cash flows that represent only principal and interest
payments and which are held under a business model with the objective of receiving those flows are to be
measured at amortised cost. In contrast, if the objectives of the business model are both to receive cash flows
and sell the assets, the assets should be measured at fair value and the measurement changes should be
recorded under equity. The remaining financial assets, including those containing implicit derivatives, are to be
measured in full at their fair value through profit or loss.
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The most substantial changes of IFRS 9 as regards to the current IAS 39 model involve value impairments
based on expected losses incurred by credit risk. In particular, IFRS 9 requires institutions to base their
measurements of provisions for insolvency applying a focus on impairment that differentiates between three
conditions. The measurement of expected losses depends on whether there has been a significant increase in
credit risk since the initial recognition, or if the asset has been impaired, such that: (i) the expected loss in a
time horizon of 12 months (condition 1) applies to all assets (since their initial recognition) provided that there
is no significant increase in credit risk, (ii) the total expected loss for the effective life of the assets (expected
lifetime loss) must be recorded when a significant increase in credit risk occurs, measured on an individualised
or collective basis (condition 2), or when it is considered that assets have been impaired (condition 3).
Financial interests on financial assets and classified in condition 3 shall be accrued at the net accounting
value.

An assessment shall be made as to whether there has been a significant increase in credit risk based on
reasonable and verifiable information that is available at no cost and that can be obtained without the need for
disproportionate efforts, which indicates that the credit risk has increased since the initial recognition and
shows historic, current and forward-looking data.

Changes between the new model for expected loss described in IFRS 9 as regards to the current model for
incurred loss set out in IAS 39 include the following:

e |FRS 9 recognises losses due to credit risk for all common loan and credit activities originated in the
Group and all fixed-income (sovereign or otherwise) securities that are acquired, and irrespective of
their credit rating at the time of their initial recognition.

e More judgements will be necessary to determine forward-looking information and credit scenarios
which could arise during the life of operations, and to determine how these scenarios are included in
the assessment of expected loss.

e There will be major factors which could give rise to changes in expected loan losses, for example, the
introduction of mechanisms to reclassify financial assets from condition 1 to 2.

In relation to financial liabilities, the categories envisaged in IFRS 9 are similar to those currently contained in
IAS 39 and their measurement will not be altered except for the requirement to record the changes in fair
value related to own credit risk as a component of equity in the event that financial liabilities to which the fair
value option has been applied, have been recorded.

For hedge accounting (excluding the part relating to macro-hedges) the granularity of the current requirements
under IAS 39 has been replaced by a new model that better reflects internal risk management activities in the
financial statements. Changes have been made in a number of areas with respect to IAS 39, such as hedged
items, hedging financial instruments, accounting for the time value of options and effectiveness measurement.
However, the greatest improvements refer to the possibility of hedging non-financial risks, and therefore they
will be particularly applicable to non-financial institutions.

At the end of 2014, the group began preparatory work for the implementation of this standard. This project
covers three years (2015, 2016 and 2017) and is cross-cutting, as it will have an impact on the Group’s
processes and systems, and on the financial reporting governance and controls. This project is headed by a
specific committee which is responsible, and has been from its inception, for coordinating the different Group
departments involved and for ensuring that the implementation objectives which have been set are achieved
on time.

The approach followed by the entity to take on new classification criteria for the purpose of presenting
information related to financial instruments has consisted in establishing a process for the assessment of
characteristics of financial assets which will determine their classification into one of the portfolios set forth in
the standard. The results obtained after this assessment will be taken into consideration in the processes for
accepting and granting new operations, when defining policies and fitting in new decisions to be taken within
the entity’s governance environment, and when determining changes in current accounting cycles in order to
incorporate these new requirements.

With regard to the focus of the project on the new estimated impairment loss model, the entity has worked on
adapting the triggers or indicators to classify its financial instruments into one of the three portfolios defined
in the standard, and their implementation into the systems: the development of individual and collective
analysis tools, together with their corresponding accounting processes and the definition of information flows
between divisions and the assignment of responsibilities according to the functions established; the
incorporation of forward looking information in the calculation of expected loss; the update of internal and
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external reporting based on the changes in IFRS 9, the analysis and development of the project for its
implementation in the Group’s subsidiaries; the documentation process of the criteria used for the adoption of
the standard and the amendment of accounting policies; the adaptation of information flows to the governing
bodies on aspects relating to implementation and review, and the approval and decision making process. In
this regard, the Group will maintain its approval processes for internal models, although the Group is reviewing
them to ensure their compliance with the new requirements. Furthermore, a plan is being developed to amend
and adapt the systems, which includes the relationship between the requirements set forth in the standard and
the relationship on system tests and users to be carried out. These models will be subject to review by the
Group’s internal control functions.

The Group does not expect significant changes for the purposes of classifying operations on the balance sheet
arising from the use of the business model under which its financial assets are managed, given that the
majority of cash flows that these represent, are only principal and interest payments, for which reason they are
valued at amortised cost, which is the principal criteria by which the Group’s financial assets are currently
valued, as they are mainly loans and receivables.

The most relevant impacts will arise as a consequence of the establishment of criteria to determine the
operations for which a significant increase in credit risk has occurred since its initial recognition, and from the
application of an expected lifetime loss model for these operations. For these purposes, as indicated above,
the Group is in the process of adapting the triggers or indicators of an increase in risk, which together with the
use of internal models based on credit ratings, aligned with the Group’s risk management, shall be used to
determine the classification of each financial asset into one of the three portfolios mentioned earlier. On the
other hand, the Group will use its credit ratings models as a basis for the application of the expected lifetime
loss model. The Group's credit rating models are already used for regulatory purposes, incorporating the
necessary changes to their calibration in order to comply with the new accounting standard.

Additionally, the Group has scenario forecasting models, which shall be used to include forward looking
information, both for the purpose of determining whether there is a significant increase in credit risks exists,
as well as for estimating total expected loss for assets.

Furthermore, significant impacts on hedge accounting as a consequence of the entry into force of this
standard are not expected.

In 2017 the Group shall establish a process in which impairment losses incurred from the application of
current accounting regulations (IAS 39), shall be calculated simultaneously with those losses that would be
incurred from the application of IFRS 9 (parallel run), with the objective of ensuring the correct implementation
of the latter. Furthermore, the Group will develop procedures to redraft the information corresponding to credit
risk impairment in 2017 in accordance with IFRS 9 criteria, with the objective of presenting this information
for comparison purposes against information corresponding to 2018, which shall be prepared in accordance
with the accounting criteria of the new standard, both in the consolidated annual accounts as well as in the
rest of the interim financial information of such year which requires comparable information from the previous
year to be presented.

The Group considers that the incorporation of IFRS 9 does not entail a significant change in its tools and
methodologies for the management and monitoring of impairment losses on financial assets, although it does
imply a necessity to carry out an assessment, through which the new changes in this standard should be
incorporated into the processes and systems already established by the Group.

The project for the adoption of IFRS 9 is being developed in accordance with the plan and in line with expected
implementation dates. As indicated above, the Group is currently assessing different existing alternatives for
the practical application of some of the new requirements established by IFRS 9, and, as a consequence, its
estimated impact will vary depending on the decisions which are finally adopted. Due to the foregoing, at the
date of formulating these consolidated annual accounts, the Group still does not have a sufficiently precise
estimation of the impact that the initial application of this standard will have on consolidated financial
statements.

IFRS 15 “Revenue from contracts with customers”

IFRS 15 lays down new income recognition requirements based on the principle that an institution should
recognise revenue to depict the transfer of promised goods or services to customers in an amount that reflects
the consideration to which the company expects to be entitled in exchange for those goods or services.

This principle is reflected in a model for revenue recognition comprising five steps, in which institutions must
identify the separate performance obligations in contracts with customers, allocate the transaction price to
the performance obligations identified and recognise revenue when, or as, the institution satisfies the
performance obligation. This standard is therefore expected to have a greater impact on companies selling
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products and services on a combined basis or those that take part in long term projects, such as
telecommunications, software, engineering, construction and property companies.

In view of the Group’s core activities and the fact that the standard is not applicable to financial instruments
and other contractual rights and obligations under the scope of IAS 39 (IFRS 9, once it comes into effect), the
Group does not expect any significant impact from the future application of this standard.

Not approved for application in the EU

IFRS 16 “Leases”

In January 2016, IASB published a new standard on leases, which supersedes IAS 17 “Leases”, and
establishes new criteria for the identification and accounting of leasing contracts, for both lessors as well as
lessees.

IFRS 16 establishes a control model for the identification of these contracts, distinguishing between lease and
service contracts based on the existence of a specified asset controlled by the lessee.

This standard includes significant changes in the accounting of lessees, eliminating the classification between
finance leases and operating leases. The standard requires right-of-use assets and lease liabilities to be
recognised on the balance sheet, with the exception of short term leases or leases of low value assets. This
standard does not introduce significant amendments in the accounting of these contracts by lessors.

The standard has a mandatory effective date of 1 January 2019. Institutions can opt to apply it in advance, but
only if it is applied at the same time as IFRS 15 “Revenue from contracts with customers”.

Due to the volume of current, operational lease contracts in which consolidated entities act as lessees, the
Group does not expect significant equity effects on the consolidated financial statements from the future
application of this standard.

Amendments to IAS 12 “Recognition of deferred tax assets for unrealised losses”

On 19 January 2016, the IASB published the following amendments to IAS 12 — "Income Taxes", which is the
standard containing the requirements to measure deferred tax assets and liabilities. The amendments clarify
when a deferred tax asset should be recognised for unrealised losses related to debt instruments measured at
fair value.

The application of this Standard shall be mandatory from 1 January 2017, although institutions can opt to
apply it in advance.

Amendments to IAS 7 “Disclosure Initiative”

These amendments introduce additional disclosure requirements to already existing requirements, with the
aim of clarifying information provided to the users of financial statements about an entity’s financing activities.
In particular, they require entities to provide disclosures of information that enables users of financial
statements to evaluate changes in liabilities arising from financing activities. Although a pre-determined
format is not required, it is specified that the presentation of the reconciliation of liabilities at the beginning
and end of the year together with cash flows for financing activities is a method of complying with these
obligations.

Clarifications regarding IFRS 15 “Revenue from contracts with customers”

These clarifications address the identification of performance obligations, principal versus agent
considerations and licensing, as well as some information regarding transition rules.

Amendments to IFRS 2 “Classification and measurement of share-based payment transactions”
These amendments address specific issues such as the accounting of cash-settled share-based payment
transactions that include a performance condition, the classification of share-based payments settled net of

tax withholdings and some aspects of the accounting of the amendments to the terms and conditions of share-
based payments.
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Amendments to IFRS 4 “Applying IFRS 9 “Financial Instruments” with IFRS 4 “Insurance Contracts”

The objective of these amendments is to address the concerns of some entities, particularly insurance
entities, regarding the different effective dates of the first application of IFRS 9 and the new standard on
insurance contracts, which has not yet been approved. These concerns relate to the possibility of accounting
mismatches and volatility in results if IFRS 9 is applied before the new standard on insurance contracts, as
well as on the difficulties and costs of implementing both standards.

Therefore, in accordance with IFRS 4, entities who issue Insurance contracts may choose from the following
two options:

e Reclassification of gains included in profit or loss for the year to total equity, except for income and
expenses deriving from financial assets measured at fair value.

e Temporarily not applying IFRS 9, in the case of entities whose activity predominantly consists of
issuing insurance contracts within the scope of IFRS 4.

Annual Improvements to IFRS “Cycle 2014-2016"

These improvements include non-urgent amendments to IFRS 1 “First-time Adoption of International Financial
Reporting Standards”; IFRS 12 “Disclosure of Interests in Other Entities”; and IAS 28 “Investments in
Associates and Joint Ventures.”

Amendments to IAS 40 “Investment property transfers”

According to these amendments, it is only possible to record one asset as a real estate investment, or
reclassify it to a different item on the balance sheet, when there is evidence that a change in its use has
occurred. In particular, in accordance with these amendments, a change in the intended use of the asset does
not constitute, in itself, evidence of a change in the use of the asset.

Interpretation of IFRIC 22 “Foreign currency transactions and advance consideration”
This interpretation refers to the treatment of transactions in a foreign currency, when an entity recognises a
monetary or non-monetary liability arising from the payment or receipt of advance consideration before the

entity recognises the related asset, expense or income associated with it.

In these cases, the exchange rate to be used is the date of initial recognition of the payment or receipt of
advance consideration.

Accounting estimates made
The preparation of the consolidated annual accounts requires certain estimates to be made. It also requires
that Management exercise judgement in the process of applying the Group’s accounting policies. Such

estimates could affect the amount of assets and liabilities and breakdown of contingent assets and liabilities
at the date of the consolidated annual accounts, as well as income and expenses during the year.
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The main estimates refer to the following concepts:

e Losses due to the impairment of certain financial assets (see Notes 1.3.4, 7, 8, 9, and 11).

e The assumptions used in the actuarial calculation of the liabilities and the commitments in respect of
post-employment remuneration, as well as those used in the calculation of the liabilities of insurance
contracts (see Notes 1.3.16, 1.3.18, 23 and 24).

e The useful life of tangible and intangible assets (see Notes 1.3.10, 1.3.12, 16 and 17).

e The valuation of consolidated goodwill (see Notes 1.3.12 and 17).

e The provisions and consideration of contingent liabilities (see Notes 1.3.17 and 24).

e The fair value of certain unquoted financial assets (see Note 6).

e The fair value of real estate assets included in the balance sheet (see Notes 1.3.9, 1.3.10, 13.13 and
Note 6).

Although estimates are based on the best information available to Management about the present and
foreseeable circumstances, final outcomes may be at variance with these estimates.

1.3. Accounting principles and policies and measurement criteria

The most significant principles, accounting standards and measurement criteria that have been applied in
preparing these consolidated annual accounts are as follows:

1.3.1 Consolidation principles

In the consolidation process a distinction is drawn between subsidiaries, joint ventures, associates and
structured entities.

Subsidiaries

Subsidiaries are institutions over which the Group has control. This occurs when the Group is exposed to or
is entitled to variable returns derived from its involvement in the subsidiary and it has the ability to
influence those returns through its power over the subsidiary.

For control to exist, the following criteria must be met:

e Power: An investor has power over an investee when it holds rights which provide it with the capacity
to direct the relevant activities, i.e. those that significantly affect the investee’s results.

e Results: An investor is exposed, or has rights, to variable returns from its involvement in the investee
when the returns it obtains from such involvement may vary depending on the investee’s business
performance. The returns may be only positive, only negative or both positive and negative.

e Relationship between power and results: An investor controls an investee if the investor not only has
power over the investee and is exposed or has rights, to variable returns due to its involvement with
the investee, but also the ability to use its power to affect the returns from its involvement with the
investee.

At the time of the takeover a subsidiary, the Group applies the acquisition method provided for in the
regulatory framework (see Note 1.3.2) except in the case of acquisitions of an asset or group of assets.

The subsidiaries’ financial statements are consolidated with the bank’s financial statements using the full
consolidation method.

Third parties’ interests in the Group’s consolidated equity are disclosed in the consolidated balance sheet
under the heading “Minority interests (non-controlling interests)”, and the portion of the profit or loss for
the year attributable to such interests is reflected in the consolidated income statement under
“Gains/(losses) attributable to non-controlling interests”.
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Joint ventures

These are institutions covered by joint control agreements whereby decisions on the relevant activities
are made unanimously by the institutions which share control.

Interests in joint ventures are accounted for by the equity method i.e. they are accounted for in terms of
the fraction of equity represented by the Group’s holding of their share capital, after taking account of any
dividends received from them and any other equity disposals.

The Group has not held investments in joint ventures during 2016.

Associates

Associates are institutions over which the Group has a significant influence which generally, but not
exclusively, takes the form of direct or indirect interest representing 20% or more of the investee’s voting
rights.

In the consolidated annual accounts associates are accounted for using the equity method.

Structured entities

A structured entity is an entity that has been designed so that voting or other similar rights are not the
determining factor when it comes to deciding who controls the entity.

In cases in which the Group holds a stake in an entity, or constitutes an entity, for the purpose of
transferring risks or for any other purposes, or to allow customers access to certain investments, whether
or not there is control over the entity is determined based on the provisions of the regulatory framework,
as described above and, subsequently, a determination is made as to whether or not they should be
subject to consolidation. Specifically, the following factors, among others, are considered:

e Analysis of the influence of the Group over the relevant activities of the entity that could have an
influence on the amount of its returns.

e Implicit or explicit commitments of the Group to provide financial support to the entity.
e |dentification of the entity manager and analysis of the system of returns.

e Existence of exclusion rights (possibility of dismissing managers).

e Significant exposure of the Group to the variable returns on the assets of the entity.

These entities include those known as “Asset securitisation funds”, which are consolidated in cases
where, based on the above analysis, it is determined that the Group has maintained control. For these
operations, there are contractual agreements for financial aid commonly used in securitisation markets,
but there are no significant financial aid agreements other than those established contractually. By
reason of the foregoing, it is considered that for virtually all securitisations made by the Group, the risks
transferred cannot be derecognised from the consolidated balance sheet assets, and the issues of
securitisation funds are recorded as liabilities on the Group consolidated balance sheet. At 31 December
2016, there was no significant financial aid from the Group for unconsolidated securitisations.

In the case of investment firms and funds and pensions managed by the Group (in most cases, retail funds
with no status as a legal entity over which the investors acquire proportional units providing them with
ownership of the equity managed), they are considered not to meet the requirements of the regulatory
framework for them to be considered structured entities, while they are analysed under the same criteria
as subsidiaries.

Such firms and funds are self-sufficient in terms of their activities, and their capital structure does not
prevent them from carrying out their activities without further financial aid, therefore they are not
consolidated.

Schedule Il provides the details of the structured entities of the Group.
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In all cases, the consolidation of the results obtained by the companies forming part of the Group during a
given year is carried out considering only those relating to the period spanning between the acquisition date
and year-end. Additionally, the consolidation of the results generated by the companies sold during the year is
accomplished considering only those relating to the period spanning between the beginning of the year and the
date of sale.

In the consolidation process, all material balances and transactions between the companies forming part of
the Group have been eliminated, in the proportion corresponding to them based on the applied consolidation
method.

The financial and insurance entities of the Group, both subsidiaries and associates, regardless of the country in
which they are located, are subject to supervision and regulation by various bodies. Current laws in the various
jurisdictions, along with the need to meet certain minimum capital requirements and carry out oversight
activities, are circumstances that could affect the capacity of such institutions to transfer funds in the form of
cash, dividends, loans or advances.

Note 2 includes information on the most significant acquisitions and sales that have taken place during the
year. Relevant information regarding the Group’s companies is provided in Schedule I.

1.3.2 Business combinations

A business combination is a transaction, or any other event, whereby the Group obtains control over one or
more businesses. Business combinations are accounted for using the acquisition method.

Under this method, the acquiring entity recognises the assets and liabilities acquired in its financial
statements, also considering contingent liabilities, in line with their fair value, including those which were not
recognised for accounting purposes by the acquired entity. This method also requires the estimate of the cost
of the business combination, which will normally correspond to the consideration paid, defined as the fair
value, on the date of acquisition, the assets delivered, the liabilities incurred against the former owners of the
acquired business and the equity instruments issued, if any, by the acquiring entity.

The Group recognises goodwill in the consolidated annual accounts if at the acquisition date there is a positive
difference between:

e the sum of the consideration paid and the amount of all minority interests and the fair value of prior
shareholdings in the business acquired; and

e the fair value of the financial assets and liabilities recognised.

If the difference is negative, it is recorded under the heading “Negative goodwill recognised in profit and 10ss”
on the consolidated income statement.

In cases where the amount of the consideration depends on future events, any contingent consideration is
recognised as part of the consideration paid and is measured at fair value on the acquisition date. The costs
associated with the transaction do not form part of the cost of the business combination for these purposes.

If the cost of the business combination at fair value assigned to the acquired entity’s assets, liabilities or
contingent liabilities cannot be definitively determined, the initial accounting of the business combination is
considered provisional. In any event, the process should be completed within a maximum of one year from the
acquisition date and takes effect on that date.

Minority interests in the acquired entity are measured on the basis of the proportional percentage of its
identified net assets. All purchases and disposals of these minority interests are accounted for as equity
transactions when they do not result in a change of control. No profit or loss is recognised in the consolidated
income statement and the initially recognised goodwill is not remeasured. Any difference between the
consideration paid or received and the decrease or increase in minority interests, respectively, is recognised in
reserves.

With regard to non-monetary contributions of business to associates or jointly controlled institutions in which

control is lost over said businesses, the Group’s accounting policy is to record the full profit or loss on the
consolidated income statement, recognising any remaining interest at fair value (if any).
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1.3.3 Measurement of financial instruments and recognition of changes arising in their subsequent
measurement

In general all financial instruments are initially recorded at fair value (see definition in Note 6) which, unless
evidence to the contrary is available, coincides with the transaction price. In general, conventional sales and
purchases of financial assets are recognised in the Group’s consolidated balance sheet using the settlement
date.

Changes in value of financial instruments originating from the accrual of interest and similar items are
recorded under Interest on the consolidated income statement, under the headings “/nterest income” or
“Interest expenses”, as applicable, with the exception of derivatives (see Note 1.3.5). Dividends received from
other companies are recognised on the consolidated income statement for the year in which the right to
receive them is originated.

Changes in valuations arising after initial recognition due to reasons other than those mentioned in the
preceding paragraph are accounted for on the basis of the classification of financial assets and liabilities:

Financial assets and liabilities held for trading

Financial assets and liabilities held for trading include financial assets and liabilities which have been acquired
or issued to be sold or repurchased in the short term, or which form part of a portfolio of financial instruments
that are identified and managed together and in which there has been recent action to achieve short-term
profits. Short positions in securities arising from sales of assets and liabilities acquired under non-optional
repurchase agreements or loans of securities, as well as derivative instruments that do not comply with the
definition of a financial guarantee contract and have not been designated as hedging instruments for
accounting purposes are also considered to be financial assets held for trading.

Derivatives embedded in other financial instruments or other primary contracts are recorded separately as
derivatives where the risk and other characteristics of the derivative are not closely related to those of the
primary contract and the primary contracts are not classified as “Financial assets held for trading” or as
“Financial assets and liabilities designated at fair value through profit or loss” or “Financial liabilities held for
trading”.

Changes in fair value of these instruments are recorded on the consolidated income statement.

Financial assets and liabilities designated at fair value through profit or loss

This category includes financial instruments that, designated on initial recognition, are regarded as hybrid
financial instruments, they do not form part of financial instruments held for trading, and are measured entirely
on a fair value basis. It also includes financial assets which are managed together with liabilities under
insurance contracts measured at fair value or which are managed in combination with financial liabilities and
derivatives for the purpose of significantly reducing overall exposure to interest rate risk.

Changes in fair value of these instruments are recorded on the consolidated income statement.

Available-for-sale financial assets

This category includes debt securities and equity instruments which are not shareholdings in subsidiaries,
associates or joint ventures and which have not been classified under any other category.

Changes in the fair value of these assets are temporarily recorded, net of taxes, under the heading
“Accumulated other comprehensive income” in consolidated equity, unless they are due to foreign exchange
differences arising on monetary financial assets that are recognised in the consolidated income statement.

Amounts recorded under the heading “Accumulated other comprehensive income” continue to be included in
consolidated equity until the asset from which they have originated is derecognised on the consolidated
balance sheet, at which point they are written off against the consolidated income statement, or until an
impairment in the value of the financial instrument is determined.

Loans and receivables

This category includes financial assets which, while not traded in an active market or needing to be
recognised as at fair value, generate cash flows of a fixed or determinable amount in which the Group’s
disbursement will be recovered in full, except for reasons related to the borrower’s solvency. This category
comprises investments associated with the Group’s normal lending activities and includes amounts loaned to
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customers and not yet repaid; deposits placed with other institutions, regardless of the legal arrangements
under which the funds were provided; unquoted debt securities; and any debts incurred by purchasers of goods
or services forming part of the Group’s business.

Upon initial recognition, they are recorded at fair value, incorporating all costs directly related to the
transaction.

Following initial recognition they are stated at amortised cost, which consists of the acquisition cost adjusted
for principal repayments and the portion allocated in the consolidated income statement using the effective
interest rate method of the difference between the initial cost and the repayment value at maturity. In
addition, the amortised cost is decreased by any reduction in value due to impairment recognised directly as a
decrease in the value of the asset or through an allowance or compensatory item.

The effective interest rate is the discount rate that equals the value of a financial instrument exactly to the
estimated cash flows over the instrument’s expected life, on the basis of the contractual conditions, such as
early repayment options, but without taking into account future credit risk losses. For fixed rate financial
instruments, the effective interest rate coincides with the contractual interest rate set at the time of their
acquisition, plus, where appropriate, the fees which, because of their nature, may be likened to an interest
rate. In the case of a variable-rate instrument the effective interest rate is the same as the rate of return in
respect of interest and fees on the instrument, until the first date on which the base rate is reviewed.

Interest accrued calculated using the effective interest rate method is recorded under “/nterest similar
income” on the consolidated income statement.

Investments held until maturity

This category includes debt securities which have a specific maturity date, and lead to payments on pre-
established dates for fixed or pre-determined amounts, with a proven capacity and intention for holding these
securities to maturity.

The valuation criterion for investments held to maturity are the same as the criteria for loans and receivables.

Financial liabilities at amortised cost

This category comprises those financial liabilities that cannot be classified under any other consolidated
balance sheet heading and are associated with the normal deposit-taking activity of a financial institution,
irrespective of the term or the arrangement involved.

In particular, this category includes capital having the nature of a financial liability. This item corresponds to
the amount of financial instruments issued by the Group which, although they are treated as capital for legal
purposes, do not qualify for classification as consolidated equity for accounting purposes. They consist mainly
of issued shares that do not carry voting rights on which a dividend is paid based on a fixed or variable rate of
interest.

Following initial recognition they are valued at amortised cost, applying similar criteria to loans and
receivables and investments held to maturity. Interest accrued calculated using the effective interest rate
method is recorded under the heading “/nterest expenses” on the consolidated income statement. However, if
the Group has discretional powers with regards to the payment of coupons associated with the financial
instruments issued and reclassified as financial liabilities, the Group’s accounting policy consists of
recognising them by charging them to reserves.

The fair value of the Group’s financial instruments at 31 December 2016 and 2015 is included in Note 6.

1.3.4 Impairment of financial assets

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, or the combined effect of various events, has

occurred which gives rise to:

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

e For equity instruments, a situation in which their carrying values will not be recovered.
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As a general rule, the carrying amount of impaired financial assets is adjusted with a charge to the
consolidated income statement for the period in which the impairment becomes known. The recoveries of
previously recognised impairment losses are 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 consolidated equity.

The calculation of the impairment on financial assets is determined by the type of instrument and other
circumstances that could affect it, taking into account the guarantees received. The Group recognises both
allowances, when bad-debt provisions are recorded to cover estimated losses, and direct write-downs against
the asset concerned when recovery is deemed to be remote.

In general terms, the recognition of the accrual of interest in the consolidated income statement based on
contractual terms is discontinued for all debt instruments classified as impaired. If such interests are
subsequently recovered, the amount received is recognised on the consolidated income statement.

Debt instruments measured at amortised cost

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 risk characteristics that indicate 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 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
calculating the necessary amounts to cover such estimated losses.

Accounting classification based on credit risk attributable to insolvency.

The Group has established criteria which allows it to identify borrowers who show signs of weakness or
objective evidence of impairment, and classify them based on their credit risk.

The following sections lay out the classification principles and methodologies used by the Group.

Definition of the classification categories

Debt instruments not included in the portfolio of financial assets held for trading, as well as off-balance sheet
exposures, are classified in terms of credit risk attributable to insolvency into:

e Standard exposures:
= QOperations which do not meet the requirements to be classified into other categories.

= Standard exposure subject to special monitoring: this includes all 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.

e Doubtful risk:

= As a result of borrower arrears: transactions, any part of whose principal, interest or contractually
agreed expenses is more than 90 days past due, even if taking into consideration the particular
characteristics of the markets in which foreign subsidiaries operate, unless they should be classified as
being written off. This category also include guarantees given if the guaranteed party has fallen into
arrears in the guaranteed transactions. Furthermore, this category also includes the amounts of all a
borrower’s transactions if the transactions with amounts more than 90 days past due, as indicated
earlier, exceed 20% of the amounts outstanding.

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

The Group derecognises from the consolidated balance sheet transactions whose recovery is considered
very unlikely 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 which, despite not being in any of the two previous situations, are undergoing a
manifest and irreversible deterioration of their solvency.

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 no
more rights to collect payment exist, whether due to prescription, discharged loans or any other reasons.

Classification criteria for transactions

The Group applies diverse criteria to classify borrowers and operations into different categories based on their
credit risk. These categories include:

e Automatic criteria;
e  Specific criteria for refinancing; and;
e Criteria based on indicators.

The automatic factors and specific criteria for refinancing constitute the classification and cure algorithm, and
are applied to the entire portfolio.

Furthermore, and with the objective of the early identification of the weaknesses and impairment of the
transactions, the Group establishes indicators or triggers, distinguishing between significant and non-
significant borrowers In particular, non-significant borrowers, who, once they have passed the automatic
classification algorithm, do not comply with any of the conditions to be classed as doubtful or subject to
special monitoring, are evaluated through indicators, the objective of which is to identify early signs of
weaknesses that could lead to the incurrence of losses exceeding those on other similar transactions
classified as standard exposures. This trigger is based on the best estimate of probability of being classified
as doubtful associated with each transaction (synthetic trigger).

Transactions classified as doubtful are reclassified as standard exposure when, as a consequence of the full or
partial collection of defaulted amounts in the case of transactions classed as doubtful due to 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.

As a result of these procedures, the group classifies its borrowers into the categories of standard exposure;
subject to special monitoring or doubtful due to borrower arrears, or maintains them in the category of
standard exposure.

Individual risk

The Group has established a threshold in terms of exposure to classify borrowers as significant, based on the
parameter exposure at default (EAD).

For significant borrowers, an indicator system is established which enables weaknesses or early signs of
impairment to be detected An expert team of risk analysts analyses the borrowers, using the indicators to
determine whether there is weakness or objective evidence of impairment, and in the event of finding evidence
of impairment, will determine whether this event, or events causing the loss, will impact the estimated future
cash flows of the financial asset or its group.
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The indicators system for significant borrowers is automated, and includes particularities of behaviour
segments differentiated from the loan book. The items which the indicators system aims to identify are listed
below:

e Significant financial difficulties by the issuer or the obligor: these difficulties are indicative of an
impairment event to the extent that, due to their significance, they limit the issuer or obligor's
capacity to fulfil their financial obligations.

In this regard, to identify an impairment, it is necessary to consider the variables indicative of a
negative economic-financial situation, as well as variables which could be potential causes of, or lead
to, this negative economic-financial situation.

e Non-compliance with contractual clauses, default or delays in the payment of interests: in addition to
defaults more than 90 days past due, which form part of the automatic classification algorithm, by
which defaults or delays less than 90 days past due are identified, which could be a sign of
impairment.

o Due to financial difficulties, concessions or advantages are granted to the borrower, which would not
be granted otherwise. Granting refinancing to a debtor in difficulties could prevent or delay the non-
compliance with their obligations, and at the same time, the recognition of the impairment related to
the financial assets associated with the debtor.

e The probability of the borrower becoming subject to bankruptcy proceedings: in those cases in which
there is a strong probability of the borrower entering into bankruptcy or restructuring, the liquidity of
the issuers or obligors becoming considerably affected, possibly leading to a loss event based on the
impact on estimated future cash flows.

e The disappearance of an active market for that financial asset due to financial difficulties: the
suspension of financial assets issued by the obligor or issuer could imply a complicated economic-
financial situation, and therefore, a reduced capacity to fulfil their obligations.

The Group carries out an annual review of the reasonableness of the thresholds and the individual analysis
coverage achieved through their application.

The levels defined include a volume of borrowers which permits reasonable coverage of the total credit
exposure, set above the materiality threshold, which are therefore subject to individual expert analysis.

Collective risk

For borrowers who have not surpassed the threshold set by the bank and have also not been classified as
doubtful or subject to special monitoring by the automatic classification algorithm, the Group has defined a
synthetic indicator through which it identifies those exposures which show weaknesses that could lead to
incurring losses higher than losses in other similar operations classified as standard exposure. In this regard,
the Group has established thresholds which, once exceeded, imply the automatic classification of standard
exposure subject to special monitoring due to the associated weaknesses.

Refinancing and restructuring operations

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 (see Note 4). For this purpose, the Group constitutes the insolvency provisions for transactions in
which the borrower’s circumstances requires them, prior to formalising the restructuring/refinancing
operations, which should be understood as follows:

e Refinancing transaction: this is granted or used for economic or legal reasons associated with current
or foreseeable financial difficulties of the holder 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 holders to pay their debt (principal and interest) because they are unable, or will
predictably soon be unable, to fulfil their payment obligations in due time and proper form.

e Restructuring transaction: the financial terms and conditions of an operation are amended for
economic or legal reasons associated with current or foreseeable financial difficulties of the holder in
order to facilitate payment of the debt (principal and interest) because the borrower is, or will,
foreseeably become unable to comply with those terms and conditions on time and in due form, even if
that change was envisaged in the contract. In any event, transactions are considered to be
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restructured when a debt reduction takes place, assets are received to reduce the debt or their terms
and conditions are changed to extend their maturity, change the repayment table to reduce
instalments in the short term or reduce their frequency, or establish or extend the principal repayment
and/or interest grace period, except when it can be demonstrated that the terms and conditions were
changed for reasons other than the borrowers’ financial difficulties and are similar to those terms that
would be applied by other entities in the market for similar risks.

The formalisation of amendments to contractual terms and conditions does not entail any significant additional
deterioration to the borrowers’ circumstances that will require the creation of additional provisions.

If a transaction is classified within a specific risk category, the refinancing transaction does not entail any
automatic improvement in its risk assessment. For refinancing operations, the algorithm establishes its initial
classification based on the characteristics of the operations, mainly that the borrower encounters financial
difficulties, the fulfiiment of certain clauses as well as long grace periods. Subsequently, the algorithm
modifies the initial classification based on the fixed cure periods. A reclassification into a lower risk category
shall only be considered if there is a quantitative or qualitative increase in efficient guarantees that back the
transaction and if there is an evident significant improvement in the continuous recovery of the debt over time,
therefore the act of refinancing does not in itself produce any immediate improvements.

With regards to refinanced/restructured loans classified as standard, 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 considered doubtful due to counterparty arrears, when payments
are, in general, over 90 days past-due, or for reasons other than arrears, when there are reasonable doubts
concerning their recoverability).

Estimates of 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 the other financial assets
measured at amortised cost, but it is considered that, as a rule, a transaction that has had to be restructured
in order to meet payment obligations 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 meeting 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.

Hedging operations

The Group applies the criteria described below to calculate allowances and provisions for credit risk losses.

With regard to the transactions identified without negligible risk (fundamentally, transactions with central
banks, general governments, companies, public and financial institutions, all of whom are European Union
countries, or determined countries deemed to be risk-free), they are covered by a credit risk allowance of 0%,
except in the case of operations classified as doubtful, for which an individual estimation of the impairment is
carried out. In the estimation process, the amount of the allowance and provisions is calculated, on the one
hand, for credit risk attributable to the holder, and on the other hand, for country risk. If there are reasons for
simultaneously recording allowances or provisions against a transaction for credit risk attributable to the
holder and credit risk, the most demanding criteria is applied.

As an exposure metric for allowances and provisions, the Group uses current drawn down balances, and the
estimation of the amounts that it expects to disburse in the case of entry into default for off-balance sheet
exposures, through the application of a Credit Conversion Factor (CCF).

For transactions classified as doubtful, an estimate shall be made of the losses incurred , 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.

The Group uses shorter time horizons in certain segments when it has evidence that the reclassification
procedures ensure that loss events are detected in a shorter period.

186 Banco Sabadell Annual report 2016



Subsequently, these estimated cash flows are updated to the effective interest rate of the instrument (if its
contractual interest rate is fixed) or to the contractual effective interest rate on the date of the update (when
the interest rate is variable).

The Group’s methodologies are described in the following sections.

Individual estimates of allowances and provisions

The following items must be estimated individually:

e Allowances and provisions for borrower transactions that are doubtful, and that the Group considers to
be significant.

o Where relevant, the operations or borrowers whose characteristics prevent impairment from being
calculated collectively.

e Allowances and provisions for transactions identified as being without negligible risk, classified as
doubtful, whether due to arrears or for other reasons.

The Group has developed a methodology to estimate these provisions and allowances, calculating the
difference between the gross carrying amount of the operation and the present value of the estimated cash
flows it expects to collect, discounted using the effective interest rate. In order to do so, effective
guarantees/collateral received are taken into account. In order to evaluate the recoverable amount using
these guarantees, the average parameters of the collective impairment estimation model are used as a
benchmark, adapting them, where relevant, to the best information available in the individual analy sis.

Three methods are established for the calculation of the recoverable amount of assets evaluated on an
individual basis:

e Discounted cash flow approach: for debtors whom are estimated as being capable of generating future
cash flows through their own business activity, permitting, through the development of their activity
and the economic-financial structure of the company, the partial or full re-payment of the debt owed.
This entails the estimation of cash flows obtained by the borrower in their business activity.

e Recovery of collateral approach: debtors without capacity of generating cash flows through their own
business activity, becoming forced to liquidate assets to make their debt payments. This entails the
estimation of cash flows based on the execution of guarantees.

e Combined approach: debtors who are estimated to have capacity of generating future cash flows, and
who, in addition, also have non-core assets. These flows could be supplemented with the potential
sales of non-performing assets, insofar as they are not necessary for the development of their activity,
and, as a consequence, for the generation of the aforesaid future cash flows.

Collective coverage estimates

The following items are subject to collective estimation:

e Exposures classified as standard exposure (including those classified as subject to special
monitoring), which the Group believes have incurred a loss that has not been communicated (IBNR
coverage), due to not having stated the impairment in operations considered on an individual basis.

e Exposures classed as doubtful, which are not evaluated through the individual estimation of coverage.

When carrying out the calculation of collective impairment loss, the Group, in accordance with that laid out in
the Implementation Guidance IAS 39, and the guidelines issued by ESMA on IAS 39, principally takes the
following aspects into consideration:

e The impairment estimation process takes into account all credit exposures, except for non-doubtful
exposures without appreciable risk. For these exposures the methods established by Bank of Spain
based on data and statistics models are used, which add up the average performance of the entities in
the Spanish banking sector. The Group recognises an impairment loss equal to the best estimation
using available internal models, taking into account all of the relevant information available to it under
the existing conditions at the end of the period it is reporting on.
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e With the objective of carrying out a collective assessment of the impairment, the financial assets are
grouped based on the similarities of their characteristics regarding credit risk, with the aim of
estimating different risk parameters for each homogeneous group. This segmentation differs for each
estimated risk parameter. The segmentation takes into account the historic record of the losses
observed for a homogenous group of assets (segment), once conditioned to the current economic
situation, which is representative of the non-reported losses incurred which will arise in this segment.
This segmentation discriminates against risk, and it is aligned with risk management. It is used in the
Group’s internal models, as well as by internal control units for different purposes, and the Supervisor.
Lastly, it is subjected to regular back testing and the regular update and review of estimates to
incorporate all of the information available.

Classification and coverage of credit risk due to country risk

Country risk is the risk arising in counterparties resident in a specific country for reasons other than normal
commercial risk (sovereign risk, transfer risk or risks derived from international financial activity). The Group
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 doubtful due to the materialisation of country risk are transactions in which the final
borrowers are resident 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

Collateral and personal guarantees are defined as those which the Group is able to show as being valid as a
means of mitigating credit risk. The analysis of the effectiveness of the collateral/guarantees takes into
account, amongst others, the time required to execute them, the Group’s capacity to do, as well as its
previous experience in doing so.

Under no circumstances shall collateral/guarantees whose effectiveness depends substantially upon the
credit quality of the debtor, or of any economic group to which the debtor may belong, be admissible. In
compliance with these conditions, collateral/guarantees can be defined as:
e Real estate mortgages, provided they are the first mortgage:
= Completed buildings and parts thereof:

- Housing.

- Offices, commercial premises and multi-purpose industrial buildings.

- Other buildings, such as single purpose industrial buildings and hotels.

- Urban land and regulated building land.

- Other real estate.

e Collateral in the form of pledged financial instruments:

=  Cash deposits.

= Equity instruments in listed entities and debt securities issued by creditworthy issuers.
e Other types of collateral:

= Personal property received as collateral.

= Subsequent mortgages of properties.

e Personal guarantees, which imply the direct and joint liability of the guarantors to the client, and it is these
persons or entities whose liquidity has been sufficiently proved for the purposes of guaranteeing the full
amortisation of the transaction under the terms agreed.
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The Group has collateral assessment criteria for assets located in Spain, aligned with current regulations. In
particular, the Group applies selection and contracting criteria of appraisers that are geared towards assuring
the independence of the appraisers, and the quality of the appraisals. For this purpose, all of the appraisal
companies are registered in the Bank of Spain Special Registry, and the assessments are carried out in
accordance with the criteria established in Ministerial Order ECO/805/2003 on rules for the appraisal of real
estate and of certain rights for financial purposes.

Real estate guarantees for credit transactions and properties are appraised when they are granted or
registered, the latter whether through a purchase, foreclosure or in lieu of payment, and when the asset has
suffered a significant reduction in value. Additionally, minimum update criteria are applied which guarantee
annual frequency in the case of impaired assets (special monitoring, doubtful, foreclosed properties or received
in payment of debt), or three times a year for large debts in a standard situation without signs of latent risk.
Statistical methodologies are used to update appraisals exclusively for previous assets when they have
reduced exposure and risk, although a full ECO appraisal is carried out, as a minimum, on a triennial basis.

For assets which are located in the rest of the European Union the appraisal is carried out pursuant to Royal
Decree 716/2009 of 24 April, and in the rest of the world, by companies and/or experts with recognised
capacity and experience in the country.

Global comparison of provisions for credit risk and impairment real estate assets

The Group has established back testing methods between estimated losses and losses incurred.

Thanks to this comparison, the Group establishes amendments to its internal methodologies when the regular
comparison, through back testing, reveals significant differences between expected losses and losses
incurred.

Additionally, the methodologies, as well as the back tests, are reviewed by the Group’s internal control
functions.

In 2016 the Group has carried out a review of the procedures followed to calculate impairment, and it has
strengthened the criteria and information used to determine individual and collective estimations of losses
arising from insolvency, and of the recoverable amount of the foreclosed assets or received in payment of
debt. As a result of this review, the Group has increased its provisions for these assets by approximately 378
million euros, which it has recorded with a charge to the consolidated income statement for 2016.

Debt instruments measured at fair value

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 its fair value less any loss due to impairment previously recognised in the
consolidated income statement.

When there is objective evidence to suggest that a 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. In order to determine
whether there is objective evidence of value impairment in the debt instruments, the Group analyses the
occurrence of potential loss causing events. In general, the Group considers the following as impairment
indicators:

(i) an increase in the probability that the issuer enters into a situation of financial reorganisation;
(ii) the disappearance of an active market for the financial asset in question; and
(iii) a downgrade in credit rating.
For sovereign debt instruments, the assessment of possible impairments is made by assessing changes in

market share prices caused mainly by changes in risk premiums and by the continued assessment of the
solvency of each of their financial statements.

If, after an impairment has been recognised, all or part of such losses are recovered, their amount is
recognised in the consolidated income statement for the year in which they were recovered.
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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 its fair value less any loss due to impairment previously recognised in the
consolidated income statement.

When there is objective evidence to suggest that a 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 the 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 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 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 of 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 *“/nvestments in joint ventures and
associates”, the Group estimates impairment losses for each of them by comparing the amount recoverable
with the carrying value of the investments. The recorded impairment is the result of an individual assessment
of the investees portfolio which are assessed based on their net asset value or based on projections of their
results, grouping them into activity sectors (real estate, renewable energy, industrial, financial, etc.) and
evaluating the macroeconomic factors specific to that sector that could affect the performance of such
companies, in order to estimate their value in use.

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.
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.

1.3.5 Hedging operations

The Group uses financial derivatives to: (i) supply them to customers when they so require; (ii) to manage
risks associated with the Group’s own exposures (hedging derivatives); or (iii) to realise gains as a result of
price movements. The Group uses both derivatives traded in organised markets and those traded bilaterally
with counterparties in the over-the-counter (OTC) market.

Financial derivatives that do not qualify for designation as hedging instruments are classified as derivatives
held for trading. To be designated as a hedging instrument, a financial derivative must satisfy the following
conditions:

e |t must cover exposure to changes in the values of assets and liabilities caused by interest rate
and/or exchange rate movements (fair value hedge); exposure to changes in the estimated cash flows
from financial assets and liabilities and from commitments and highly probable forecast transactions
(cash flow hedge), or the exposure associated with net investments in foreign operations (hedge of
net investments in foreign operations).

e The derivative must effectively eliminate a risk that is inherent in the hedged item or position over the

expected term of the hedge, in terms of both prospective and retrospective efficiency. To this end, the
Group analyses whether, at the time the hedge is arranged, it is expected in ordinary conditions to
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operate with a high degree of effectiveness and verifies over the life of the hedge, using effectiveness
tests, that the results of the hedge vary in the range of 80% to 125% with respect to the result of the
item covered.

e Suitable documentation must be available to show that the financial derivative has been entered into
specifically to provide a hedge for certain balances or transactions, and to show how effective
coverage is to be achieved and measured, provided that this is consistent with the Group’s risk
management.

Hedges may be associated with individual items or balances (micro-hedges) or with portfolios of financial
assets and liabilities (macro-hedges). In the latter case, all financial assets and liabilities being collectively
hedged involve the same types of risk; this requirement is considered to be satisfied when the interest rate
sensitivities of the individual hedged items are similar.

Subsequent changes to the designation of the hedge, in the measurement of the financial instruments
designated as hedged items and in the financial instruments designated as hedging instruments are recorded
as follows:

e |n fair value hedges, differences arising in the fair value of the derivative and the hedged item
attributable to the risk being hedged are recognised directly in the consolidated income statement;
the balancing entries consist of the consolidated balance sheet headings in which the hedged item is
recorded or under the “ Hedging derivatives” heading, as appropriate.

In fair value hedges of interest rate risk in a portfolio of financial instruments, gains or losses arising
when the hedging instrument is measured are recognised directly in the consolidated income
statement while losses and gains arising from changes in the fair value of the hedged item attributable
to the risk hedged are recognised in the consolidated income statement under the heading
“Adjustments to the fair value of hedged items in a portfolio with interest rate risk heage” under
assets or liabilities in the consolidated balance sheet, as applicable. In this case, effectiveness is
assessed by comparing the overall net amount of assets and liabilities in each time period with the
hedged amount designated for each one of them, and the ineffective part is immediately recorded in
the consolidated income statement.

e |n cash flow hedging, measurement differences in the effective portion of hedging instruments are
recorded under the “Accumulated other comprehensive income - heaging derivatives” heading. “Cash
flow hedges (effective portion)” of consolidated net equity. These differences are recognised in the
consolidated income statement when the gains or losses of the hedged item are recognised, when the
envisaged transactions are performed or on the date of maturity of the hedged item.

e |n hedges of net investments in foreign operations, measurement differences in the effective portion of
hedging instruments are recorded temporarily in the consolidated statement of equity under
“Accumulated other comprehensive income — Hedges of net investments in foreign operations
(effective portion)”. These differences are recognised on the consolidated income statement when the
investment in a foreign operation is disposed of or derecognised from the consolidated balance sheet.

e Measurement differences in hedging instruments relating to the ineffective portion of cash flow
hedging instruments and net investments in foreign operations are recognised in the consolidated
income statement under the heading “ Net trading income (net)”.

If a derivative which is treated as a hedging derivative does not meet the above requirements due to its
termination, ineffectiveness, or for any other reason, it will be treated as a derivative held for trading for
accounting purposes.

When a fair value hedge is discontinued any previous adjustments made to the hedged item are taken to the
income statement using the effective interest rate method, recalculated as of the date on which the item
ceased to be hedged. The previous adjustments must be fully amortised by the maturity of the item that was
previously hedged.

Where a cash flow hedge is discontinued, the cumulative gains or losses on the hedging instrument recognised
in the consolidated statement of equity under “Accumulated other comprehensive income” (while the hedge
was in effect) continues to be recognised under that heading until the hedged transaction takes place, at
which time the gain or loss will be recognised in the income statement, unless the hedged transaction is not
expected to take place, in which case it is recognised in the income statement immediately.
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1.3.6 Financial guarantees

Financial guarantees are contracts by which the Group undertakes to make specific payments for a third party
in the event of the third party failing to do so, irrespective of their legal form, which can be, among others,
bonds, bank guarantees, insurance contracts or credit derivatives.

The Group recognises financial guarantee agreements under the heading “Financial liabilities measured at
amortised cost - Other financial liabilities” at their fair value which, at inception and unless otherwise
evidenced, is the present value of the expected fees and returns to be received. At the same time, the Group
recoghises as credit under assets the fees and similar income received at the commencement of the
operations and the accounts receivable for the present value of future cash flows yet to be received.

In the particular case of long-term guarantees given in cash to third parties within the framework of service
contracts, when the Group guarantees a certain level or volume in terms of the rendering of these services, it
initially recognises these guarantees at their fair value. The difference between their fair value and the
disbursed amount is considered as an early payment or collection of this service, and this is recorded in the
consolidated income statement during the period for which it is rendered. Subsequently, the Group applies
analogous criteria to debt instruments carried at amortised cost.

Financial guarantees are classified according to the credit risk attributable to the customer or the transaction
and in appropriate cases an assessment is made of the need to provide for the risk by following similar
procedures for debt instruments carried at amortised cost.

Income from guarantee instruments are recorded under the heading “/ncome from fees and commissions” on
the consolidated income statement and are calculated applying the rate laid down in the related contract to
the nominal amount of the guarantee. Interest from long-term guarantees given in cash to third parties is
recognised under the heading “/nterest income” in the consolidated income statement.

1.3.7 Transfer and derecognition of financial instruments

Financial assets are only derecognised from the consolidated balance sheet when they no longer generate
cash flows or when their inherent risks and benefits have been substantially transferred to third parties.
Similarly, financial liabilities are derecognised from the consolidated balance sheet only when the obligations
generated by the liabilities have expired or are acquired for settlement or resale.

Note 4 provides details of asset transfers in effect at the end of 2016 and 2015, indicating those that did not
involve the derecognition of the asset from the consolidated balance sheet.

1.3.8 Offset of financial instruments

Financial assets and liabilities are offset, i.e. reported in the consolidated balance sheet at their net amount,
only when the Group has a legally enforceable right to offset the amounts recognised in such instruments and
intends to settle them at their net amounts or to realise the asset and settle the liability simultaneously.

1.3.9 Non-current assets and assets and liabilities included in disposal groups classified as held for sale and
discontinued operations

The “Non-current assets and disposal groups classified as held for sale” heading on the consolidated balance
sheet comprises the carrying values of assets — stated individually or combined in a disposal group, or as part
of a business unit that the Group intends to sell (discontinued operations) — which are very likely to be sold in
their current condition within one year of the date of the consolidated annual accounts.

It can therefore be assumed that the carrying value of an asset of this kind, which may be of a financial or non-
financial nature, will be recovered through the disposal of the item concerned rather than from its continued
use.

Specifically, real estate or other non-current assets received by the Group in full or partial settlement of
borrowers’ payment obligations are treated as non-current assets held for sale, unless the Group has decided
to make use of the assets on a continuous basis or include them in its rental operations. Investments in joint
ventures or associates that meet these criteria also qualify as non-current assets held for sale. For all these
assets, the Group has specific units focused on real estate management and sale.

The heading “Liabilities included in disposal groups classified as held for sale” includes amounts payable that
are associated with disposal groups or assets, or with the Group's discontinued operations.
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Non-current assets and disposal groups of items classified as held for sale are measured, on the acquisition
date or thereafter, at the lowest amount of their carrying value and the net fair value of the selling costs
estimated in relation to them. The carrying value at the date of acquisition of non-current assets and disposal
groups of items classified as held for sale derived from foreclosure or recovery is defined as the balance
pending collection on the loans or credit facilities that give rise to these purchases (net of any associated
impairment allowances). Tangible and intangible assets that would otherwise be subject to depreciation and
amortisation are not depreciated or amortised while they remain in the category of “Non-current assets and
disposal groups classified as held for sale”.

The valuations of these assets are carried out following the policies and criteria described in the section
“Guarantees” in note 1.3.4

The main valuation companies and agencies used to obtain market value appraisals are listed in Note 6. In
order to calculate the fair value less costs to sell, the Group takes into account both these appraisals and the
length of time that each asset remains on the consolidated balance sheet.

Profits and losses arising from the sale of assets and liabilities classified as non-current held for sale, and
impairment losses and their reversal, if applicable, are recognised under the heading “ Gains or losses on non-
current assets and disposal groups classified as held for sale not eligible as discontinued operations” on the
consolidated income statement. The remaining income and expenses relating to these assets and liabilities
are disclosed based on their nature.

Discontinued operations are components of the entity that have been disposed of or classified as held for sale
and which: (i) represent a line of business or geographical area which is significant and separate from the rest
or is part of a single coordinated plan to dispose of said business or geographical area; or (ii) are subsidiaries
acquired solely in order to be resold. Income and expenses of any kind generated by discontinued operations
during the year, including those granted before they were classified as discontinued operations, are presented
net of the tax effect as a single amount under the heading “Gains or losses after tax from discontinued
operations” in the consolidated income statement, both when the business has been derecognised and when it
continues to be recorded under assets at the year end. This heading also includes results from their sale or
disposal.

1.3.10 Tangible assets

Tangible assets include: (i) property, plant and equipment held by the Group for current or future use which is
expected to be used for over one year; (ii) property, plant and equipment transferred to customers under
operating leases; and (iii) investment properties, which include land, buildings and other construction held in
order to be leased out or to obtain a capital gain on their sale. This heading also includes tangible assets
received as payment of debts classified on the basis of their end utilisation.

As a general rule, tangible these assets are valued at cost less accumulated depreciation and less any
impairment losses identified from a comparison of the carrying value of each item with its recoverable amount.

Depreciation of tangible assets is calculated using the straight-line method, applying the estimated years of
useful life of the various items to the acquisition cost of the assets less their residual value. The land on which
the buildings and other structures stand is considered to have an indefinite life and is therefore not
depreciated.

The annual depreciation charge on tangible assets is reflected against the consolidated income statement and
calculated over the remaining years of their estimated useful lives, on average, of the different asset groups:

Useful life (years)

Land and buildings 37.5t075
Fixtures and fittings 421025
Furniture and office equipment 3.3t018
Vehicles 3.1t06.25
Cash dispensers, computers and computer equipment 4

The Group reviews the estimated useful life of tangible assets at least at the end of each year in order to
detect any major changes in them which, if they arise, are adjusted through the relevant adjustment in the
consolidated income statement in future years to the depreciation charge based on the new estimated useful
life.
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At each reporting date, the Group analyses whether there are internal or external indications that a tangible
asset might be impaired. If there is evidence of impairment, the Group analyses if such impairment has
actually taken place by comparing the asset’s carrying value with its recoverable value (the higher of its fair
value less selling costs and its value in use). When the asset’s carrying value exceeds the recoverable value,
the Group reduces the carrying value of the corresponding item to its recoverable value and future depreciation
charges are adjusted in proportion to the adjusted carrying value and new remaining useful life, if this needs to
be re-estimated. Where there are indications that the value of an asset has been recovered, the Group records
the reversal of the impairment loss recognised in previous years and adjusts future depreciation charges
accordingly. The reversal of an impairment loss on an asset will in no circumstances result in an increase in its
carrying value above the value that the asset would have had if impairment losses had not been recognised in
previous periods.

In particular, certain tangible assets are assigned to cash generating units in the banking business.
Impairment tests are conducted on these units to verify whether sufficient cash flows are generated to support
the assets’ value. To this end, the Group: (i) calculates recurring net cash flow at each branch based on the
accumulated contribution margin less an allocated recurring risk cost; and (ii) this recurring net cash flow is
regarded as a perpetual flow and a valuation is effected using the discounted cash flow method applying a cost
of capital of 10% and a zero growth rate in perpetuity.

For real estate investments, the Group uses third party appraisals, registered in the Bank of Spain’s special
register of valuation firms according to criteria set forth in Order ECO/805/2003. In the case that tangible
assets have been received in payment of debt, independently of their intended use, the Group applies criteria
which is similar to the criteria described in note 1.3.4 for these assets. Maintenance expenses and the
maintenance of tangible assets are recorded on the consolidated income statement for the year in which they
occur.

1.3.11 Leases
Finance leases

A lease is treated as a finance lease if substantially all of the risks and rewards of ownership of the asset are
transferred.

Where the Group is the lessor of an asset, the sum of the present values of payments receivable from the
lessee is recorded as financing provided to a third party and is therefore included in the consolidated balance
sheet under the heading “Loans and receivables”. This financing includes the exercise price of the purchase
option available to the lessee upon the termination of the contract in cases where the exercise price is
sufficiently lower than the fair value of the asset at the date of maturity of the option, such that it is
reasonably likely to be exercised.

When the Group acts as lessee, the cost of the leased assets is recorded in the consolidated balance sheet
according to the nature of the leased asset, and at the same time a liability is reflected for the same amount
which will be the lower of the fair value of the leased asset and the sum of the present values of the amounts
payable to the lessor, plus, if appropriate, the exercise price of the purchase option. These assets are
depreciated using procedures similar to those applicable to tangible assets for the Group’s own use.

Finance income and expense arising from leasing agreements are credited or charged to the consolidated
income statement such that the return remains constant throughout the term of the lease.

Operating leases

In operating leases, ownership of the leased asset and substantially all of the risks and rewards of ownership
of the asset remain with the lessor.

When the Group is the lessor of the asset, the acquisition cost of the leased item is recorded under the
heading “Tangible assets”. These assets are depreciated by the same procedure as for own-use property of
similar type and the revenues from the leases are recognised in the consolidated income statement on a
straight-line basis.

Where the Group is the lessee, the expenses arising from the lease, including any incentives offered by the
lessor, are recorded in the consolidated income statement on a straight-line basis. When contracts provide for
the possibility of revising the instalments, the revision takes place, in general, annually on the basis of
fluctuations in the consumer price index in Spain or the country in which the asset is located, without any
mark-up being added to the figure obtained thereby.
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Sale and lease-back

In the case of sale at fair value and subsequent lease-back under an operating lease, any profit or loss is
recorded at the time of the sale. In the event of a subsequent financial lease, the income generated is
apportioned over the term of the lease.

When determining whether a sale with lease-back operation results in an operating lease the Group analyses,
among other points, whether at the inception of the lease there are purchase options which, due to their
terms, are reasonably likely to be exercised, and which party will receive the losses or gains derived from
fluctuations in the fair value of the residual amount of the relevant asset.

1.3.12 Intangible assets

Intangible assets are identifiable, non-physical, non-monetary assets that arise as a result of an acquisition
from third parties or which are developed internally by the Group. An intangible asset will be recognised when
it meets this criterion and the Group considers it likely that economic benefits will flow from the asset and its
cost can be reliably measured.

Intangible assets are initially recognised at acquisition or production cost and are subsequently measured at
cost less, if appropriate, accumulated depreciation and any impairment loss which may have been sustained.

Gooawill

A positive difference between the cost of a business combination and the acquired portion of the net fair value
of the assets, liabilities and contingent liabilities of the acquired entity is recognised on the consolidated
balance sheet as goodwill. This difference represents an advance payment made by the Group of the future
economic benefits derived from the entities acquired that are not individually and separately identifiable and
recognisable. Goodwill is not amortised and is recognised only when acquired for valuable consideration in a
business combination.

Goodwill is assigned to one or more cash generating units (CGU) which are expected to benefit from the
synergies derived from the business combinations. These CGU are the smallest identifiable groups of assets
which, as a result of their continuous functioning, generate cash flow for the Group irrespective of other assets
or groups of assets.

The CGUs to which the goodwill has been assigned are tested annually for impairment, or whenever there is
evidence that impairment might have arisen. In this respect, the Group recalculates the recoverable amount
mainly using the distributed profit discount method in which the following parameters are taken into account:

e Key business assumptions: these assumptions are used as a basis for cash flow projections as part of
the valuation. For businesses engaging in financial operations, projections are made for variables such
as: changes in lending volumes, default rates, customer deposits and interest rates under a forecast
economic scenario, and capital requirements.

e Estimates of macroeconomic variables and other financial parameters.

e Projection periods: this is usually five years, after which a recurring level is attained in terms of both
income and profitability. These projections take account of the economic outlook at the time of the
valuation.

e Type of discount: the present value of future dividends, from which a value in use is derived, calculated
using a discount rate that portrays the capital cost of the entity (Ke) from the standpoint of a market
participant. To determine the capital cost the CAPM method is used in accordance with the formula:
“Ke = Rf + B (Rm) + o”, where: Ke = required return or cost of capital; Rf = Risk-free rate; p =
Company’s systemic risk coefficient; Rm = Expected return of the market and a = Non-systemic risk
premium.

e Growth rate used to extrapolate cash flow projections beyond the period covered by the most recent
forecasts: based on long-term estimates for the main macroeconomic figures and key business
variables, and bearing in mind the current financial market outlook at all times, an estimate of a zero
rate of growth in perpetuity can be arrived at.
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If the carrying value of CGU is higher than its recoverable amount, the Group recognises an impairment loss
which is allocated firstly by reducing the goodwill attributed to that CGU and secondly, if any losses remain to
be allocated, by reducing the carrying value of the remaining assigned assets on a proportional basis.
Impairment losses recognised for goodwill cannot subsequently be reversed.

Other intangible assets

This heading mainly includes intangible assets identified in business combinations such as brands and
contractual rights arising from relations with customers derived from acquired businesses, as well as computer
software.

These intangible assets have finite useful lives and are amortised on the basis of their useful lives according to
criteria similar to those used for tangible assets. In particular, the useful lives of brands and contractual rights
arising from customer relations in acquired businesses vary between five and 15 years, while for computer
software the average useful life is seven years.

The criteria for recognising impairment losses in intangible assets and any recoveries of impairment losses
recorded in earlier periods are similar to those applied to tangible assets. In this respect, the Group
determines whether there is evidence of impairment, comparing actual trends with assumptions applied in the
parameters used when they were first recognised. These include possible loss of customers, average
customers’ balances, average ordinary margin and the efficiency ratio assigned.

1.3.13 Inventories

Inventories are non-financial assets that are held for sale or for use by the Group in the normal course of
business, or are in the process of production, construction or development for such sale, or are to be
consumed in the production process of in the rendering of services.

In general, inventories are valued at the lower of their cost value, including all purchase and conversion costs
and other direct and indirect costs incurred in bringing the inventories to their present condition and location,
and their net realisable value.

Net realisable value means the estimated sale price net of the estimated production and marketing costs to
carry out the sale. This figure is revised and recalculated on the basis of actual losses incurred on the sale of
the assets.

Any value adjustments to inventories, whether caused by impairment due to damage, obsolescence or a fall in
sale prices, to reflect their net realisable value, or arising from other losses, are recognised as expense in the
year in which the impairment or other loss occurred. Any subsequent recoveries in value are recognised in the
consolidated income statement in the year in which they occur.

Impairments in the value of inventories comprising land and buildings are calculated on the basis of appraisals
by independent professional valuation companies registered into the Bank of Spain’s Special Register of
Valuation Firms. Such appraisals are carried out according to the rules for the valuation of real estate and
associated rights for specified financial purposes, set out in the Order ECO/805/2003. In the case that the
inventories have been received in payment of debt, the Group applies criteria similar to the criteria described
in note 1.3.4 for these assets. The book value of the inventories is derecognised from the consolidated
balance sheet, and it is recorded as en expense during the year in which the income proceeding from its sale
is recorded.

1.3.14 Own equity items
An own equity item is defined as an equity instrument that:

e Does not involve any contractual obligation to the issuer which entails: delivering cash or another
financial asset to a third party, or exchanging financial assets or liabilities with a third party on terms
potentially unfavourable to the issuer.

e Will or may be settled in the issuer’s own equity instruments: when it is a non-derivative instrument,
the issuer is or may not be obliged to deliver a variable number of its own equity instruments; when it

is a derivative instrument, it will or may be settled for a fixed amount of cash or another financial
asset, for a fixed number of the issuer’s own equity instruments.
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All transactions in the Group’s own equity items, including their issuance or redemption, are recognised
directly as consideration in the consolidated statement of equity.

Changes in the value of instruments classified as own equity items are not recognised in the financial
statements. Any consideration paid or received for such instruments is added to or deducted directly from the
consolidated statement of equity and the associated transaction costs are deducted therefrom.

Equity instruments issued in full or partial settlement of a financial liability are recognised at fair value unless
this cannot be reliably determined. In this case, the difference between the carrying value of a financial liability
(or any part thereof) that has been settled and the fair value of the equity instruments issued is recognised in
the income statement for the period.

On the other hand, compound financial instruments, which are those contracts which simultaneously generate
a financial liability and their own equity instrument for the issuer (such as, for example, convertible debentures
which grant their holder the right to convert them into equity instruments of the issuing entity) are recognised
on the date of their issue, separating their components and classifying them in accordance with the economic
fund.

The assignment of the initial amount to the different components of the compound instrument will not imply,
under any circumstances, a recognition of income. The amount shall firstly be assigned to the component
which is a financial liability, including any implicit derivative for which its own equity is not used as an
underlying asset. The amount shall be obtained based on the fair value of the entity’s financial liabilities, with
similar characteristics to compound instruments, but which are not associated with own equity instruments.
The attributable value at the start of the capital instrument will be the residual portion of the initial amount of
the compound instrument, once the fair value assigned to the financial liability has been deducted.

1.3.15 Remuneration based on equity instruments

The delivery to employees of the Group’s own equity instruments in payment for their services, where the
instruments are determined at the start and are delivered on completion of a specified period of service, is
recognised as an expense for services over the period during which the services are being provided, with a
balancing entry under the heading “Other equity instruments” in the consolidated statement of equity. On the
grant date, the services received are measured at fair value, unless this cannot be reliably estimated in which
case they are measured by reference to the fair value of the committed equity instruments, bearing in mind the
time-periods and other conditions envisaged in the commitments.

The amounts recognised in the consolidated statement of equity are not subsequently reversed, even when
employees do not exercise their right to receive the equity instruments.

For transactions involving remuneration based on shares which are paid in cash, the Group records an expense
for services as the employees provide them, with a balancing entry under the heading “Provisions - Other
provisions” for the fair value of the liability incurred. The Group recognises said liability at fair value until it is
settled. Value fluctuations are recognised in profit/loss for the year.

1.3.16 Insurance contracts

Insurance premiums under insurance contracts issued by the consolidated insurance companies are taken to
the income statement when the relevant receipts are issued. The estimated cost of claims to be paid is
charged to the consolidated income statement based on the amounts that will be necessary to settle the
claim. At year end the amounts collected and not accrued and the costs incurred but not paid at that date are
apportioned to the appropriate periods.

Direct insurance technical reserves received by the consolidated companies to cover obligations undertaken
arising from the insurance contracts that are in force at the year end are recorded by the Group under the
heading “Liabilities under insurance or reinsurance contracts” of the consolidated balance sheet.

The most significant technical reserves are as follows:

e Unearned premium reserves: records the fraction of premiums accrued during the year that must be
allocated to the period between the year end date and the termination of the relevant insurance
coverage.

e Current risk provisions: this complements the unearned premium reserve with respect to the amount

in which this reserve is not sufficient to reflect the valuation of risks and expenses to be covered
which pertain to the coverage period still to run at the year-end date.
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Provisions for claims: this reflects estimated values of outstanding obligations derived from claims
arising before the year end, for both claims pending settlement and payment and claims yet to be
recognised, after deducting payments made in advance and taking into consideration the internal and
external settlement expenses.

Mathematical provisions: includes the year-end value of the insurance company’s obligations net of
the obligations pertaining to the policy holder under life insurance policies.

Provisions for life insurance when the investment risk is assumed by the insurance policy holders: the
amount of the provisions is determined according to the valuation of the assets linked specifically to
the contract.

Provisions for premiums and profit-sharing: includes benefits accruing in favour of policy holders as a
whole and premiums to be returned to them, provided these amounts have not been allocated on an
individual basis.

The heading “Assets under insurance or reinsurance contracts” on the consolidated balance sheet recognises
the amounts that the consolidated companies are entitled to receive under reinsurance contracts between
them and third parties and, specifically, the share of the reinsurance in the technical reserves.

To reduce any accounting mismatches, the Group records changes in the fair value of the financial assets that
back up insurance contracts and are classified under the heading “Available-for-sale financial assets” under
the heading “Liabilities under insurance and reinsurance contracts” on the consolidated balance sheet.

The Group’s insurance companies utilise the following assumptions for pricing and calculating insurance
contract reserves:

The biometric tables allowed by the Regulations on the arrangement and supervision of private
insurance are utilised for guarantees in the life insurance business.

Mortality tables published by reinsurers or rates supplies by the Company’s reinsurers are used for
guarantees in the casualty insurance business and in areas complementary to the life insurance
business. These rates are recharged after adding the relevant mark-ups to avoid potential variances
due to claims during the term of the product.

Technical interest on the products with a high savings component is calculated taking into account
whether or not there are investments assigned to the product. In insurance products with assigned
investments, technical interest is set based on the yield from the investments assigned after
deducting the relevant mark-up to comply at all times with current regulations governing the matching
of flows as well as the corresponding profit margin for the insurance companies. In insurance products
without assigned investments, a minimum technical interest rate is applied, which is revised on a half-
yearly or annual basis. Additionally, there are products in which customers are provided with a share in
profits in addition to the minimum technical interest rate based on the yield obtained by the insurance
companies on the investment of the technical reserves which are recorded by increasing the technical
provisions as it is attributed to the customers concerned.

The following table sets out the main technical bases for the insurance companies’ products:

Product Mortality table Technical interest rate
Individual risk life insurance GKM/F 95 - GKM-5 95 - PASEM 2010 - PASEM 0.5% - 2%

2010 unisex
Individual savings insurance PERM/F 2000 P — GRM/F 95 -PER M/F 2000 P 0.25% - 6%

unisex - GKM/F 95 - PASEM 2010 unisex

At each reporting date the Group evaluates the adequacy of the liabilities recognised under insurance
contracts by comparing the value recognised on the consolidated balance sheet against the current estimates
of future cash flows resulting from the contracts in force. If these estimates are higher than the recognised
value, the Group records the difference on the consolidated income statement for the year.
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1.3.17 Provisions and contingent assets and liabilities

Provisions are current obligations of the Group which have arisen from past events and whose nature at the
balance sheet date is clearly specified, but which are of uncertain timing and amount; when such obligations
mature or become due for settlement, the Group expects to settle them through an outflow of resources
embodying economic benefits.

In general, the Group’s consolidated annual accounts include all significant provisions with respect to which it
is estimated that the likelihood of having to meet the obligation is higher than not having to meet it. These
provisions include, among others, commitments undertaken with employees by some entities within the Group
(see Note 1.3.18), as well as provisions for legal and other disputes.

Contingent liabilities are possible obligations that arise from past events and whose existence will be
confirmed only by the occurrence or non-occurrence of one or more future events that lie outside the Group’s
control. Contingent liabilities include present obligations of the Group, the settlement of which is not likely to
result in an outflow of resources embodying economic benefits or whose amount, in extremely rare instances,
cannot be measured with sufficient reliability. Contingent liabilities are not recognised in the consolidated
annual accounts but are disclosed in the consolidated notes of the accounts.

As set forth in IAS 37.92, if the bank considers that to give a detailed breakdown of information on certain
provisions and contingent liabilities would seriously affect the Group’s position in disputes with third parties
related to situations which contemplate provisions and contingent liabilities (such as those linked to certain
disputes or arbitration issues), the bank chooses not to give details of this information.

Contingent assets are potential assets arising out of past events the existence of which is conditional and
must be confirmed when events that are out of the Group’s control occur or do not occur. These contingent
assets are not recognised on the balance sheet or consolidated income statement, but are disclosed in the
consolidated notes to the accounts provided that an increase in resources that embody profits for this reason
is likely.

1.3.18 Provisions for pensions

Pension commitments

The Group’s pension commitments to its employees are as follows:

Defined contribution schemes

These are predetermined contributions made to a separate entity under the agreements reached with each
group of employees in particular, without any legal or effective obligation to make additional contributions
where the separate entity is unable to pay benefits to the employees for the services rendered in the current
year and in previous years.

These contributions are recorded each year in the consolidated income statement.

Defined benefit plans

Defined benefit plans provide for all current commitments under Articles 42, 43, 44 and 48 of the 23rd
Collective Agreement for the Banking Industry.

These commitments are financed through the following vehicles: the pension scheme, insurance contracts,
internal funds and the voluntary benefit entity “E.P.S.V.”.
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1. The pension scheme:

Banco Sabadell’s employee pension scheme covers benefits payable under the aforementioned Collective
Agreement with the employees belonging to regulated collectives, with the following exceptions:

e Additional commitments on early retirement as provided for by Article 43 of the Collective Agreement.
e Disability occurring in certain circumstances.

e Benefits for widowhood and orphanhood payable on the death of retired employees recognised as
having entered the Bank’s service after 8 March 1980.

The Banco Sabadell employee pension scheme is regarded for all intents and purposes as an asset of the plan
for the obligations insured in non-Group entities (National-Nederlanden Vida, VidaCaixa and Generali Seguros).
Those pension scheme obligations which are insured in the Group's associates are not regarded as scheme
assets.

2. Insurance contracts:

The insurance policies provide general cover for specified commitments under Articles 43 and 44 of the 23rd
Collective Agreement for the Banking Industry, including:

e Commitments that are expressly excluded from the Banco Sabadell employee pension scheme
(described above).

e Serving employees covered by a collective agreement with the former Banco Atlantico.

e Pension commitments in respect of some serving employees, not provided for under the collective
agreement.

e Commitments towards employees on leave of absence who are not entitled to benefits under the
Banco Sabadell employee pension scheme.

e Commitments towards early retirees. These may be partly financed out of pension rights under the
Banco Sabadell employee pension scheme.

These insurance policies have been arranged with non-Group insurers, principally for commitments to former
Banco Atlantico employees (FIATC and VidaCaixa), and also with BanSabadell Vida, S.A. de Seguros y
Reaseguros.

3. Internal funds:

Internal funds cover obligations to early retirees up to their legal retirement age for employees previously
working for Banco Sabadell, Banco Guipuzcoano and Banco CAM.

4. The voluntary benefit entity “E.P.S.V.".

The acquisition of Banco Guipuzcoano resulted in the takeover of Gertakizun, E.P.S.V., which covers defined
benefit commitments in respect of the bank’s serving and former employees and are insured by policies
(National-Nederlanden Vida, Plus Ultra Seguros and CNP Vida). This entity was set up by Banco Guipuzcoano in
1991 as a legally separate entity. Pension commitments to serving and former employees are fully covered by
non-Group entities.

Accounting record

The consolidated balance sheet heading “Provisions - Pensions and other post employment defined benefit
obligations” includes the actuarial present value of pension commitments, which is calculated individually
using the projected unit credit method on the basis of financial and actuarial assumptions with are set out
below. The same method is used to analyse the sensitivity described in Note 24.

From the obligations so calculated, the scheme assets at their fair value have been deducted. These assets,

including insurance policies, are those from which pension obligations are to be settled since they meet the
following requirements:
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They are not owned by the Group but by a legally separate, non-related third party.

They are available only to pay or fund employee benefits and are not available to creditors of the
Group, even in the event of the Bank becoming insolvent.

They cannot be returned to the Group unless the assets remaining in the scheme are sufficient to
meet all obligations of the scheme and of the bank relating to employee benefits, or unless assets are
to be returned to the bank to reimburse it for employee benefits previously paid.

They are not non-transferable financial instruments issued by the Group.

The assets that back pension commitments shown in the individual balance sheet of BanSabadell Vida, S.A. de
Seguros y Reaseguros are not scheme assets as the company is a related party of the bank.

Pension commitments are recognised as follows:

On the consolidated income statement, net interest on the net defined benefit liability (asset) arising
from pension commitments and the cost of the services, including this cost (i) cost of current year
services, (ii) cost of past services arising from past changes made to existing commitments or from
the introduction of new benefits and (iii) any gain or loss arising from a scheme settlement.

Under the heading “Accumulated other comprehensive income” in the consolidated statement of
equity, the re-evaluation of the net liabilities (assets) for pension commitments, which includes (i)
actuarial gains and losses generated in the year arising from differences between the prior actuarial
assumptions and the real situation and from changes in the actuarial assumptions made, (ii) the
performance of the scheme assets, and (iii) any change in the effects of the asset limit, excluding, for
the last two items, the amounts included in net interest on the net liabilities (assets).

The amounts recorded in the consolidated statement of equity are not reclassified to the consolidated
income statement in subsequent years but are reclassified under the heading “ Other reserves - Other”
in the consolidated statement of equity.

Assumptions

The most relevant actuarial assumptions used in the valuation of pension commitments are as follows:

2016

2015

Tables

Technical interest rate, pension scheme
Technical interest rate, internal fund
Technical interest rate, related-party policies
Technical interest rate, non-related party policies
Inflation

Salary growth

Retirements due to disability

Staff turnover

Early retirement

Ordinary retirement

PERM / F 2000 New production
1.25% annual
1.25% annual
1.25% annual
1.25% annual

PERM / F 2000 New production
1.75% annual
1.75% annual
1.75% annual
1.75% annual

2.00% annual 2.00% annual
3.00% annual 3.00% annual
SS90-Absolute SS90-Absolute

None assumed
Allowed for
65 or 67 years

None assumed
Allowed for
65 or 67 years

In 2016 and 2015, the technical interest rate on all commitments has been determined by reference to the
yield on AA-rated corporate bonds (iBoxx € Corporates AA 10+), with an average duration of 10.62 years in

2016 and 10.74 years in 2015.

The age of early retirement is assumed to be the earliest retirement date after which pension entitlements
cannot be revoked by the employer for all employees.

The yield on long-term assets related to scheme assets and insurance policies linked to pensions has been

determined by applying the same technical interest rate (1.25% in 2016).
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1.3.19 Transactions in foreign currency and currency translation differences

The Group’s functional and presentation currency is the euro. All balances and transactions denominated in
currencies other than the euro are therefore treated as denominated in a foreign currency.

On initial recognition, debit and credit balances denominated in foreign currency are translated to the
functional currency at the spot exchange rate, defined as the exchange rate for immediate delivery, on the
recognition date. Subsequent to initial recognition, the following procedures are used to translate foreign
currency balances to the functional currency of each investee:

e Monetary assets and liabilities are translated at the closing exchange rate, defined as the average
spot exchange rate at the reporting date.

e Non-monetary items measured at historical cost are translated at the exchange rate ruling on the date
of acquisition.

e Non-monetary items stated at fair value are translated at the exchange rate ruling on the date on
which the fair value was determined.

e Income and expenses are translated at the exchange rates ruling at the transaction date.

In general, foreign exchange differences arising on the translation of debit and credit balances denominated in
foreign currency are recorded in the consolidated income statement. However, for foreign exchange
differences arising on non-monetary items measured at fair value where the fair value adjustment is made and
recognised under the heading “Accumulated other comprehensive income” in the consolidated statement of
equity, a breakdown is given for the exchange rate component of the revaluation of the non-monetary item.

Balances in the financial statements of consolidated companies whose functional currency is not the euro are
translated as follows:

o Assets, liabilities and valuation adjustments are translated applying the year-end exchange rate.

e Income and expenses by applying the average exchange rate weighted by the volume of transactions
of the converted entity.

e Own funds, at historical exchange rates.
Differences arising on the translation of the financial statements of consolidated companies whose functional
currency is not the euro are recorded in “Accumulated other comprehensive income” under consolidated

equity.

The exchange rates applied in the translation of foreign currency balances to euro are those published by the
European Central Bank at 31 December each year.

1.3.20 Recognition of income and expense

Interest income and expense and similar items are generally accounted for over the period in which they
accrue using the effective interest rate method, under the headings “/nterest income” or “Interest expenses”
of the consolidated income statement, as applicable. Dividends received from other entities are recognised as
income at the time the right to receive them originates.

Generally, fee and commission income and expense and similar fees are recorded in the consolidated income
statement in accordance with the following criteria:

e Those linked to financial assets and liabilities carried at fair value through profit or loss are reflected
at the time of disbursement.

e Those related to transactions or services performed over a period of time are reflected over this
period.

e Those relating to a transaction or service that is performed in a single act are recorded when the
originating act takes place.
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Financial fees and commissions forming an integral part of the effective cost or yield of a financial transaction
are deferred net of associated direct costs and recognised in the consolidated income statement over the
expected average life of these transactions.

The equity managed by the Group that is owned by third parties is not included in the consolidated balance
sheet. Fees generated by this activity are recorded under the heading “/ncome from fees and commissions” on
the consolidated income statement.

Non-financial income and expense is accounted for on an accrual basis. Deferred payments and collections are
accounted for at the amount obtained by discounting expected cash flows at market rates.

For levies and tax obligations whose amount and date of payment are definitive, the commitment is recognised
when the event that leads to its payment takes place in line with the legislative terms and conditions.

Therefore, the item pending payment is recognised whenever there is an obligation to pay these levies, such as
in the case of contributions to deposit guarantee funds of different countries in which the Group operates. In
those cases where the payment obligation is accrued over time, this is progressively recognised throughout
the accrual period.

Deposit Guarantee Fund

The bank forms part of the Deposit Guarantee Fund. In 2016, the Management Committee of the Deposit
Guarantee Fund of Credit Institutions, in accordance with that laid out in Royal Decree Law 16/2011 and
Royal Decree 2606,/1996, set the contribution for all entities adhered to the deposit guarantee scheme at
1.6 per thousand of the amount of the deposits guaranteed at 30 June 2016. The calculation of each entity’s
contribution was based on the amount of deposits guaranteed, and the risk profile of the entity, taking into
account indicators such as capital adequacy, the quality of the assets and liquidity, which have been defined
in Bank of Spain Circular 5/2016 of 27 May. Furthermore, the contribution to the securities guarantee fund
has been set at 0.2% of each 5% of the guaranteed amount of the securities and other financial instruments at
31 December 2016. In accordance with IFRIC 21, the transaction is recognised whenever there is a payment
obligation, recorded at 31 December each year (see Note 35).

Some of the consolidated entities are integrated into systems which are similar to the Deposit Guarantee Fund
and they make contributions to these systems in accordance with national regulations (see Note 35). The
most relevant entities are listed below:

e TSB Bank plc makes contributions to the Financial Services Compensation Scheme which are not
accrued until 1 April each year.

e Sabadell United Bank makes contributions to the Deposit Guarantee Fund as established by the
Federal Deposits Insurance Corporation. The payment obligation, and therefore its collection, is
quarterly.

Single Resolution Fund

Law 11/2015 of 18 June, together with its regulatory implementation with Royal Decree 1012/2015, entailed
the transposition of Directive 2014/59/EU to the Spanish legal system, therefore a new framework for the
resolution of credit institutions and investment firms was established, which is also one of the standards that
have contributed to the constitution of the Single Resolution Mechanism, created through Regulation (EU)
806/2014, which establishes standards and procedures for credit institutions and investment firms within the
framework of a Single Supervisory Mechanism and a Single Resolution Fund at a European level.

In the context of the implementation of this regulation, on 1 January 2016, the Single Resolution Fund entered
into force, which established itself as a financing instrument which the Single Resolution Board could use. The
Single Resolution Board is the European Authority which makes decisions on the resolution of failing banks, in
order to efficiently undertake the resolution measures which are adopted. The Single Resolution Fund receives
contributions from credit institutions and investment services companies subject to the same.

The calculation of each entity’s contribution to the Single Resolution Fund, regulated by Regulation (EU)
2015/63, is based on the proportion that each entity represents with respect to the aggregate total liabilities
of the entities adhered to the Fund, after shareholders’ funds have been deducted and the guaranteed amount
of the deposits are deducted. The latter is then adjusted to the entity’'s risk profile (see Note 35). The
obligation to contribute to the Single Resolution Fund is accrued on 1 January of each year.
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1.3.21 Corporate income tax

Corporate income tax applicable to the Spanish companies in Banco Sabadell Group and similar taxes
applicable to foreign subsidiaries and investees are treated as expenses and are recorded in the consolidated
income statement under the heading “Expenses or income from tax on income from continuous activities”
unless the tax has arisen on a transaction accounted for directly in the consolidated statement of equity, in
which case it is also recognised directly therein.

The total corporate income tax expense is equivalent to the sum of current tax calculated by applying the
relevant rate to taxable income for the year (after applying legally admissible deductions and credits) and the
variation in deferred tax assets and liabilities recognised in the consolidated income statement.

Taxable income for the year may be at variance with the profit for the year as shown on the consolidated
income statement, as it excludes items of income or expenditure that are taxable or deductible in other years
as well as items which are non-taxable or non-deductible.

Deferred tax assets and liabilities relate to taxes expected to be payable or recoverable arising from
differences between the carrying value of the assets and liabilities figuring in the financial statements and the
related tax bases (“tax value”), as well as tax losses carried forward and unused tax credits that might be
offset or applied in the future. They are calculated by applying to the relevant temporary differences or tax
credits at the tax rate at which they are expected to be recovered or settled (see Note 43).

A deferred tax asset such as a tax prepayment or a credit in respect of a tax deduction or allowance, or a
credit in respect of tax loss is always recognised provided that the Group is likely to obtain sufficient future
taxable profits against which the tax asset can be realised, and that these are not derived from the initial
recognition (except in a business combination) of other assets and liabilities in an operation that does not
affect either the tax result or the accounting result.

“Tax assets” and “Tax liabilities” figuring on the consolidated balance sheet include all tax assets/liabilities,
differentiating between current (to be recovered in the coming 12 months, such as the payment of Corporate
Income Tax to the Spanish Tax Authorities ( Hacienda Puablica) and deferred (to be recovered/paid in future
years).

Deferred tax liabilities arising from temporary differences associated with investments in subsidiaries and
associates are recognised in the accounts unless the Group is capable of determining when the temporary
difference will reverse and, in addition, such a reversal is unlikely.

At each year-end, recorded deferred tax assets and liabilities are reviewed to ascertain whether they are
current and to ensure that there is sufficient evidence of the likelihood of generating future tax profits that will
allow them to be used, in the case of assets, applying relevant adjustments as necessary.

To conduct the above-mentioned analysis, the following variables are taken into consideration:

e Forecasts of results of the Spanish tax group and of the other entities, based on the financial budgets
approved by the bank’s administrators for a four-year period, subsequently applying constant growth
rates similar to the mean long-term growth rates of the sector in which the various companies of the
Group operate.

e Estimation of the reversal of timing differences, based on their nature, and

e The term or deadline established by current laws in each country for the reversal of the various tax
assets.

Income or expenses recognised directly in the consolidated statement equity that do not affect profits for tax
purposes are recorded as temporary differences.

Banco Sabadell Group companies included in Spain’s consolidated tax regime for Corporate Income Tax are
listed in Schedule I.
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1.3.22 Consolidated cash flow statements

Consolidated cash flow statements have been prepared using the indirect method, so that, based on the
Group’s results, the non-monetary transactions and all types of deferred payment items and accruals which
have been or will be the cause of operating income and expense have been taken into account, in addition to
the income and expense associated with cash flows from activities classified as investment or funding
activities. Therefore, in addition to cash, cash components or their equivalents are classified as short-term
investments in highly liquid assets which have a low risk of changes in value, specifically cash balances,
deposits in central banks and demand deposits in credit institutions.

The consolidated cash flow statement includes certain items which are defined as follows:

e (Cash flows: inflows and outflows of cash and cash equivalents, where “cash equivalents” are short-
term, highly liquid investments with a low risk of changes in value. For these purposes, in addition to
cash, cash components or equivalent are also classified as deposits held with central banks and
demand deposits held with credit institutions.

e Operating activities: typical day-to-day activities of the Group and other activities that cannot be
classified as investment or financing activities.

e Investment activities: the acquisition, sale or other disposal of long-term assets and other investments
not included in cash and cash equivalents or in operating activities.

e Financing activities: activities that result in changes in the size and consolidated composition of
equity and of liabilities that do not form part of operating activities.

No situations requiring the application of significant judgements to classify cash flows have arisen during the
period.

There have been no significant transactions that have not generated cash flows not reflected in the cash flow
statement.

1.4. Comparability

The information presented in these consolidated annual accounts for 2015 is provided solely and exclusively
for purposes of comparison with the information for the year ended 31 December 2016, and therefore does not
constitute the Group’s consolidated accounts for 2015.

These consolidated annual accounts have been adapted to Circular 5/2014 of 28 November and Circular
3/2015, of 29 July, of Bank of Spain, and subsequent Circulars published by Bank of Spain, amending Circular
4/2004 of 22 December, and therefore the terminology and presentation of certain items of the financial
accounts have been modified compared with the 2015 consolidated annual accounts. Furthermore, the
information corresponding to 2015 included in these current consolidated current accounts has been redrafted
in accordance with this criteria in order for it to become comparable.

The main reclassification for this purpose has involved assets on the consolidated balance sheet, relative to
demand deposits with credit institutions, which have gone from being recorded under the heading “ Loans and
receivables” (“Lending”, pursuant to the terminology previously used in the consolidated balance sheet), to
being recorded under the heading “ Cash and cash balances at central banks”, in the amount of €1,204 million
at 31 December 2015 (€1,300 million at 1 January 2015.) The reclassifications in the rest of the headings in
the consolidated annual accounts have not been significant.

Furthermore, in order to interpret the 2016 consolidated annual accounts, it should be taken into account that
on 30 June, 2015, the Group took control of TSB Banking Group plc (see Note 2), for which reason the
consolidated income statement for 2015, presented for comparison purposes with the consolidated income
statement for 2016, only includes the results obtained by this investee from the date of its acquisition until
the end of 2015, pursuant to current legislation (see note 1.3.1).
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Note 2 — Banco Sabadell Group
The companies comprising the Group at 31 December 2016 and 2015 are listed in Schedule | along with their

registered offices, principal activities, the bank’s proportional holding in each, key financial data and the
consolidation method used (full consolidation or equity method) in each case.

Schedule |l provides a breakdown of consolidated structured entities (securitisation funds).
The following section provides a description of the business combinations, acquisitions and sales or
liquidations which are most representative of shareholdings in other entities (subsidiaries and/or investments

in associates) performed by the Group during 2016 and 2015. Schedule | also includes a detailed list of the
companies consolidated for the first time and those no longer consolidated for each year.

Changes in the Group scope in 2016
Associates consolidated for the first time:

No significant additions in the scope of consolidation have taken place during the year (see Schedule I).

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 entity.

The transfer of shares by Banco Sabadell and their acquisition by Dexia occurred after having sent the relevant
communications to the corresponding regulatory authorities.

Other significant corporate operations and contracts in 2016

Agreement for the sale of Mediterraneo Vida, Sociedad Anonima de Seguros y Reaseguros

On 22 June 2016, the Group reached an agreement to sell 100% of its shares in Mediterraneo Vida, Sociedad
Anénima de Seguros y Reaseguros, a life insurance and saving/retirement insurance undertaking that has
managed a portfolio with no new business since 2014 to a consortium led by Ember. The closing of this
transaction is subject to obtaining the corresponding regulatory authorisation. Consequently, the Group has
not recorded any gains/(losses) from this transaction in the consolidated income statement for 2016,
although it has reclassified assets and liabilities from this subsidiary company to the headings of “Non-current
assets and disposal groups classified as held for sale” and “Liabilities and disposal groups classified as held
for sale”, of the consolidated balance sheet at 31 December 2016 pursuant to current legislation (see Note
14).

Changes in the Group scope in 2015
Associates consolidated for the first time:

Founding of Banco Sabadell, S.A., Institucion de Banca Mdltiple

On 29 January 2015, Banco Sabadell, S.A., Institucion de Banca Mdltiple was created in Mexico, and in
August that year it obtained local regulatory licences to start operating as a commercial bank. On 4 January
2016, after completing the certification procedure of the Mexican National Banking and Securities
Commission, and having met the requirements of the Bank of Mexico, the bank formally began operating.

This bank carries out corporate and business banking operations and, during 2016, it has started personal
banking operations.

The Group’s total investment in this bank at 31 December 2016 amounts to €91,554 thousand (€57,375
thousand in 2015).
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Combination of business with TSB Banking Group plc

Acquisition process

The European Commission (EC) declared that the financial aid loaned by the British Ministry of Finance to
Lloyds Banking Group plc (Lloyds) in 2008 and 2009 constituted unauthorised state aid in accordance with
European regulations. As a result, the EC decided that Lloyds had to part with a business unit that provided
commercial banking services in the United Kingdom which would have to meet certain conditions in order to
promote competition within the sector.

This divestment obligation would have to take place before a specified date (31 December 2015, which could
be extended to the end of 2016 depending on the extent to which Lloyds had decreased its shareholding in
TSB).

With a view to benefiting from a banking licence already held by Lloyds Group, in September 2013, Lloyds
Group decided to transfer the entirety of its divested equity to one of its vehicle companies, TSB Bank plc
(whose parent company is TSB Banking Group plc or* TSB’) under a new brand and operating as a new credit
institution for commercial banking.

After analysing various divestment alternatives in TSB, Lloyds decided to launch a public offering in June 2014,
and TSB’s ordinary shares were quoted and admitted to trading in the London Stock Exchange in June 2014.
Lloyds then held a 50% stake in TSB.

It was in the context of this need for divestment that, on 19 March 2015, the Board of Directors of Banco
Sabadell approved the presentation of a takeover bid to acquire 100% of shares in TSB Banking Group plc
(“TSB”) at a price of 340 pence per share in cash, to all TSB’s shareholders. Adhering to the terms of its
public offering, Banco Sabadell acquired approximately 9.99% of TSB’s share capital on 24 March 2015, which
was owned by Lloyds Banking Group plc (“Lloyds”). The latter made an irrevocable commitment to accept the
previous offer for the remaining TSB shares which it held, until it held a 50.01% stake in TSB.

The terms and conditions of the public offering, and the procedures for the bid acceptance, were set out in the
offer published and distributed to TSB shareholders on 17 April 2015.

The takeover bid was supported by TSB’s Board of Directors and was recommended to the shareholders at the
time. It was subject to the acceptance of a minimum of 75% of TSB’s share capital and voting rights, a
percentage that included the shares already acquired from Lloyds and its irrevocable commitment. Similarly,
the acquisition of TSB was also subject to obtaining various authorisations and consent from the Prudential
Regulation Authority (PRA) of Bank of England as well as from other regulators, including anti-trust authorities.

On 30 June 2015 the final condition precedent for the acquisition of TSB was met, and this is the date on
which the Group considers that it took control of TSB’s assets and acquired its liabilities (acquisition date), as
this was the date on which the public offering was declared unconditional in all respects.

Given that the number of bid acceptances represented over 90% of TSB shares, the Group exercised its right of
forceful acquisition of TSB shares whose holders had declined the bid, pursuant to the English Companies Act,
under the same conditions accepted by the other shareholders. As a result, the Group consolidated 100% of its
investment in TSB on 30 June 2015, and recorded the corresponding liability with the shareholders at the
amount pending settlement.

On 10 and 15 July 2015, consideration payable to TSB shareholders was paid in full to those shareholders who
accepted the public offering, whose shares represented approximately 87.1% of TSB’s share capital. The
settlement period for the remaining shareholders, including those affected by the forceful acquisition, ended in
September 2015.

On the takeover date, TSB was a bank aimed at retail customers and small businesses with a distribution
reach of approximately 7% of branches in the United Kingdom, having a Common Equity Tier 1 Capital Ratio of
19.5%, and a comfortable funding position with a franchise loan-to-deposit ratio of 76.6%.

The acquisition of TSB has allowed the Group to access the UK banking market, which is attractive due to its
well established and stable regulatory framework, its consistent rates of return and its good outlook for future
growth. The Group expects that, under its control, TSB will be able to continue to strengthen its growth and
efficiency strategies, benefiting from the Group’s resources and experience in SMEs financing in the Spanish
banking market.
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In 2016, progress has been made in the building of the technology platform for TSB, and this project is
developing satisfactorily.

A summary of TSB’s consolidated balance sheet at the date of acquisition is shown below:

Thousand euro

Asset Equity and Liabilities
Liabilities
Cash and balances with central banks 5,421,408 Trading portfolio 47,852
Held for trading 52,801 Trading derivatives 47,852
Trading derivatives 52,801 Financial liabilities at amortised cost 36,092,913
Financial assets held for sale 1,418,035 Deposits from credit institutions 111
Debt securities 1,418,035 Customer deposits 35,517,525
Lending 31,377,312 Marketable debt securities 14,077
Deposits held with credit institutions 936,800 Subordinated liabilities 561,200
Loans and advances to customers 30,440,512 Adjustments to financial liabilities due to macro-hec 46,111
Adjustments to financial assets due to macro-hedge 6,182 Hedging derivatives 266,174
Hedging derivatives 62,441 Provisions 47,090
Tangible assets 211,762 Other provisions 47,090
Property, plant and equipment 211,762 Other liabilities 613,451
For own use 211,762
Tax assets 148,914 Equity

Deferred 148,914 Shareholders' Funds 2,323,852
Other assets 738,225 Capital 7,028
Other 738,225 Issued 7,028
Share premium 1,356,621
Reserves 947,023
Accumulated reserves (losses) 947,023
Less: Treasury shares (14,523)
Profit for the year attributed to the parent company 27,703
Valuation adjustments (362)
Financial assets held for sale 1,042
Cash flow hedges (1,403)
Total assets 39,437,080 Total liabilities and equity 39,437,080

Memorandum item:
Contingent commitments 6,186,296

The exchange rate applied was the rate on 30/06/2015 (0.7 14 pound/euro)

Accounting of the business combination

These consolidated accounts record the valuation and accounting of this business combination based on
Management’s estimates of fair values of assets and liabilities; the cost of the transaction is allocated to
specific assets, liabilities and contingent liabilities (“Purchase Price Allocation” or PPA). These estimates
were reviewed by an independent third party.

At the takeover date, TSB’s shareholders’ equity stood at €2,324 million (€2,336 million excluding treasury
stock).

The total price paid by Banco Sabadell for the acquisition of 100% of TSB’s share capital was €2,362 million.

The following assets, liabilities and contingent liabilities of the acquired entity were valued as part of the PPA
exercise:

1. Based on the analyses carried out by the Group, an expected lifetime loss on the loans to customer lending
portfolio was estimated in order to adjust its estimated fair value. The amount allocated to additional
provisions amounted to €151 million. A point in time Probability of Default (PD) was applied for the first three
years, and a cycle-adjusted PD was applied from the fourth year on. The cycle-adjusted PD mainly affected the
mortgage portfolio, due to its longer-term nature, and allowed medium- and long-term behaviour to be reflected
rather than conditioning the calculation to economic conditions at the time of their valuation. For residential
mortgages, a point in time Loss Given Default (LGD) was applied for the first 3 years, increased from the fourth
year to reflect a longer-term parameter, less conditioned by current real estate market conditions in the UK; to
this effect, the point in time LGD was weighted with the LGD downturn. For the remaining segments, the LGD
corresponded to the point in time value, as these are shorter-term operations, and in segments where the LGD
is not as cycle-sensitive.

2. Intangible assets including the value of contractual rights arising from relations with customers acquired
from TSB for core deposits were estimated at €354 million. The value attributable to this asset was
determined using the cost-saving method, estimating the current value of savings on financing costs with core
deposits compared with alternative financing methods. This asset will be amortised within 8 years.
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3. The value of the exclusive right of use of the TSB brand was estimated at €73 million. The value attributable
to this asset was determined through the replacement cost method, consisting of establishing the cost of
rebuilding or acquiring an exact replica of the asset in question. This asset will be amortised within 12 years.

4. Lastly, in the headings “Deferred tax assets” and “Deferred tax liabilities”, the tax effect (with a 20% rate)
was adjusted in line with the adjustments described in points 1 and 3, totalling €31 million and €15 million
respectively.

A 10.9% discount rate was used in the valuation of intangible assets, which was calculated based on the
Capital Asset Pricing Model (CAPM) methodology. This rate is comprised of a risk-free rate of 2.6% (using the
bond in the United Kingdom with a 20-year maturity at the takeover date as a reference), a market premium of
6.0% and a beta of 1.21 plus an additional premium of 1.0% as the assets are not very liquid.

After the assets and liabilities acquired from TSB were adjusted, the resulting negative consolidation
difference amounted to €266 million, which is recorded on the consolidated profit and loss statement net of
expenses associated with the acquisition, amounting to €232 million. As explained above, the reason for
which this transaction resulted in profit is due to the origin of the acquired entity TSB and the divestment
carried out by Lloyds Banking Group plc (Lloyds).

If the acquisition date had been 1 January 2015, ordinary income and profit after tax that would have been

contributed to the Group by TSB would amount to approximately €1,202 million and €168 million, respectively.

The variation in the Group’s cash and cash equivalents resulting from the takeover of TSB amounted to €5,421
million, recorded in the heading “ Other collections relating to investment activities” of the consolidated cash
flows statement.

The amounts of TSB ordinary income and profit after tax since the takeover date included in the consolidated
income statement for 2015 amount to €617 million and €122 million respectively.

Other significant corporate operations and contracts in 2015

Purchase of ex-UKAR credit assets

On 7 December 2015, TSB acquired a portfolio of credit assets, mostly mortgage assets, valued at GBP 3,006
million which had previously been managed by the UK Assets Resolution (UKAR). The price paid, GBP 3,041
million, was considered to reflect the fair value of the assets as the transaction was carried out at a public
auction and the price of all factors influencing said fair value such as, among others, credit and conduct risk,
were accounted for.

Acquisition of shareholding in GNB Sudameris

On 1 October 2015, Banco Sabadell acquired 4.99% of the Colombian bank GNB Sudameris, for USD 50
million. The majority shareholder of Banco GNB Sudameris is Gilex Holding, B.V., a subsidiary of Starmites
Corporation, S.A.R.L., a company owned by the Gilinski family. The acquisition was complemented by a
strategic business cooperation agreement, in order to seize mutual business opportunities in markets with a
high growth potential, such as Colombia, Peru and Paraguay.

Other relevant information

Asset protection scheme

As a result of the acquisition of Banco CAM on 1 June 2012, the Asset Protection Scheme (APS) came into
force with retroactive effect as from 31 July 2011, in accordance with the protocol on financial assistance for
the restructuring of Banco CAM. Under the scheme, which covers a specified portfolio of assets with a gross
value of €24,644 million at 31 July 2011, the Deposit Guarantee Fund (hereinafter, FGD) will bear 80% of
losses on the portfolio for a period of ten years, once impaired allowances in respect of those assets, which
amounted to €3,882 million at that date, have been fully applied.

Statutory information 209



The table below shows a breakdown of the asset portfolio covered by the APS on the date it entered into force
(31 July 2011):

€million

On individual balance sheet On Group balance sheet
Balance Provision Balance Provision
Loans and advances 21,711 2,912 19,117 2,263

Of which risk drawn down 21,091 - 18,460
Of which guarantees and contingent liabilities 620 - 657 -
Real-estate assets 2,380 558 4,663 1,096
Investments in joint venture and associates 193 52 504 163
Written-off assets 360 360 360 360
Total 24,644 3,882 24,644 3,882

Movements in the balance of the customer lending portfolio protected by the APS from its entry into force until
31 December 2016 are as follows:

€million

Balance at 31 July 2011 18,460
Acquisition of real-estate assets (6,611)
Collections and subrogation (3,324)
Increase in written-off assets (1,128)
Credit draw-downs 56
Balance at 31 December 2016 7,454

Movements in the balance of the real estate asset portfolio protected by the APS from its entry into force
through 31 December 2016 are as follows:

€million

Balance at 31 July 2011 4,663
Acquisition of real-estate assets 4,913
Sales of real-estate assets (4,769)
Balance at 31 December 2016 4,807

In general, the objective of financial statements is to provide information which fairly represents the financial
situation, financial performance, changes in equity and cash flows of an entity, for the purpose of constituting
useful information to a wide range of users when they make their economic decisions. At the same time, as
laid out in IAS 1- Presentation of Financial Statements, to meet this objective, the financial statements should
provide information on the management carried out by the administrators of the assets they have been
entrusted. Amongst other aspects, a fair presentation requires the entity to present its information so that it is
relevant, reliable, comparable and understandable.

Taking the foregoing into account, and the relevance of the economic impacts deriving from the granting of the
APS in the Group’s financial statements, particularly with regard to: (i) the volume of doubtful assets; (ii) the
NPL ratio; and (iii) the level of hedging of provisions, certain characteristics have been considered with the
objective of not distorting the three indicators mentioned earlier, and therefore, ensuring that the presentation
of the financial statements on the guarantees granted under the APS protocol is as faithful and comparable as
possible.

With regard to customer lending classified as doubtful, as well as the real-estate assets deriving from non-
payment on behalf of the loan holders covered by the protocol, the Bank classifies doubtful balance as the
amount corresponding to 20% of retained exposure due to not having transferred the credit risk to the DGF and
80% of the risk. Whilst the credit or loan is included on the balance sheet, it is presented as a standard
exposure due to the existence of the transfer of credit risk. That is, for each covered asset, the Group
considers the proportion of its flows that would be obtained from the borrowers or third parties and the
proportion that would be obtained from the DGF as a result of the guarantee provided, taking into account the
value of any mortgage guarantees securing the loan.
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For the purposes of preventing gross loans from becoming overvalued or duplicated by recording under the
same heading the balance receivable from the DGF as well as the 80% exposure covered by the APS, the
provisions constituted for this 80% are presented net of gross loans. This treatment in the presentation of such
information does not have any impact on net loans.

The breakdown of the asset portfolio protected by the APS at 31 December 2016 is shown below, together

with the NPL and coverage ratios, and the breakdown

development prior to the transfer of credit risk to the DGF:

€million

of financing for construction and real estate

On Group Balance Sheet

Of which doubtful

Balance Provision Balance Provision
Loans and advances 7,463 2,571 4,768 2,652
Of which risk drawn down 7,454 2,570 4,767 2,652
Of which guarantees and contingent liabilities 9 1 1
Real estate assets (*) 4,807 2,903
Investments in joint venture and associates 49 30
Written-off assets 1,476 1,476
Total 13,794 6,980 4,768 2,652

(*) Real estate exposure for which credit risk has been transferred, applying the Asset Protection Scheme (see detail on the exposure to the sector of provision and real estate development in Note 4).

%

2016
NPL ratio 63.89
NPL coverage ratio 53.92

€euros

On Group Balance Sheet

Of which doubtful

Balance Provision Balance Provision

Draw down risk loans and advances 7,454 2,570 4,767 2,652
Of which financing for construction and real estate development (business in Spain) 3,760 1,991 3,384 1,984
For which credit risk has been transferred 3,008 1,593 2,707 1,587

For which credit risk has not been transferred 752 398 677 397

Total 7,454 2,570 4,767 2,652

The reconciliation between gross loans and net loans prior to and after the transfer of credit risk to the DGF is

shown below:

Thousand euro

Post credit risk Credit risk Pre credit risk
transfer transfer transfer
2016 2016 2016
Gross lending excluding repos 150,087,282 2,039,956 152,127,239
Of which doubtful assets 9,641,526 3,811,104 13,452,630
Of which other investments 140,445,756 (1,771,148) 138,674,609
Net lending excluding repos 145,165,935 - 145,165,935
Of which doubtful assets 9,641,526 3,811,104 13,452,630
Of which other investments 140,445,756 (1,771,148) 138,674,609
Of which allowances (4,921,348) (2,039,956) (6,961,304)
NPL ratio 6.14 2.30 8.44
NPL coverage ratio 51.55 0.56 52.11
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For all losses recorded for accounting purposes, deriving from loan loss provisions, loan reductions, provisions
for real estate asset impairments and losses from the disposal of these assets, the bank keeps a billing
statement classed under the “Loans and receivables’ heading and recognised on the income statement, in
order to reflect the collection rights of the DGF for the guarantee granted by the DGF, and to neutralise the
impact of recorded losses related to assets covered by the APS. The cumulative amount recorded as of 31
December 2016 amounts to close to €5,700 million.

Nota 3 — Proposed distribution of profits and earnings per share
Set out below is the distribution of 2016 Banco de Sabadell, S.A. profits which the Board of Directors will

propose to the shareholders at the Annual General Meeting for their approval, together with the proposed
distribution of Banco de Sabadell S.A.’s 2015 profits approved by the shareholders on 31 March 2016:

Thousand euro

2016 2015
To dividends 279,766 (a)
To statutory reserve 4,423 35,370
To Canary Island investment reserve 314 192
To voluntary reserves 95,336 266,336
Profit for the year of Banco de Sabadell, S.A. 379,839 301,898

Proposed distributions of profits of subsidiaries are subject to approval by shareholders at their respective
Annual General Meetings.

The Board of Directors will propose, to the General Meeting of Shareholders, the agreement for the distribution
of a gross dividend per share for the year 2016 of 0.05 euros per share.

On 27 October, 2016 the Board of Directors agreed to the distribution of a divided charged to the 2016
income statement for the total amount of 111,281 thousand euros (gross payment of 0.02 euros per share),
which was paid on 30 December 2016.

Pursuant to Article 277 of the Law on Corporate Enterprises, the provisional accounting statement prepared to
demonstrate the existence of sufficient liquidity and profit at the Bank at the time of approving the interim
dividend is shown below.

Thousand euro

Available for the payment of dividends according to the interim statement at: 30/11/2016
Banco Sabadell profit as of the date indicated, after provisions for taxes 511,195
Estimated statutoryreserve 4,423
Estimated Canary Island investment reserve 34
M aximum amount available for distribution 506,458
Interim dividend, proposed and distributed 111,281
Cash balance at Banco de Sabadell, S.A available (*) 4,035,094

*Includes the balance of the heading " Cash, cash balances from central banks and other demand deposits".

(a) On 31 March 2016, the General Meeting of Shareholders approved a flexible remuneration to shareholders
arranged in the form of a capital increase charged to reserves in the amount of €0.05 per share, offering
shareholders the opportunity to receive that amount in cash and/or in new shares through the sale of rights to
free assignment, with the commitment of purchasing the free allocation rights that would be assumed by the
bank.

Each shareholder received a free allocation right for each of the bank’s shares which they owned. When the

capital increase was carried out, each bank shareholder received one new share for every 34 right to free
assignment.
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As aresult, on 25 April 2015, a capital increase was carried out charged to reserves in the amount of €15,877
thousand through the issuance of 127,016,761 new shares with a par value of €0.125 each, since 79.40% of
the owners of the rights to free assighment elected to receive new shares. The remaining 18.57% of holders of
rights to free assignment accepted the bank's irrevocable commitment to purchase the rights, with the result
that the bank acquired 1,010,122,734 rights for a total gross amount of €48,486 thousand, which is
presented under “Dividends (or members’ remuneration)”, reducing “Other reserves’ in the consolidated
statement of changes in equity.

The General Meeting of Shareholders approved shareholder remuneration, supplementary to the dividend, of
€0.02 per share consisting of the delivery of shares from the bank's treasury portfolio for an equivalent
amount, which was recognised at its market value charged to the issue premium at €106,448 thousand, and
at the difference compared to the value of the delivered treasury portfolio (€135,695 thousand) and cash flow
peaks (€213 thousand) charged to Other reserves amounting to €29,461 thousand. Both are shown under the
heading “ Dividends (or remuneration)” of the statement of changes in equity.

The Board submitted a proposal to the Annual General Meeting in March 2016 for the reclassification of part
of the voluntary reserves from 2014 as a restricted reserve over a period of 5 years to serve as a capitalisation
reserve in order to apply a reduction on the tax base for Corporate Tax in accordance with the provisions of
Law 27/2014 of 27 November (see Notes 25 and 43).

Under this proposal, retribution to shareholders this year, compared with the previous year, would be as
follows:

In euro

2016 2015
Flexible remuneration - 0.05
Complementary remuneration in shares - 0.02
Cash remuneration 0.05
Total remuneration 0.05 0.07

Earnings per share

Basic earnings per share are calculated by dividing the net profit or loss attributable to the Group by the
weighted average number of ordinary shares outstanding in the year, excluding any treasury shares purchased
by the Group. Diluted earnings per share are calculated by adjusting the attributable profit or loss, and the
weighted average number of ordinary shares outstanding, for the estimated effect of all potential conversions
to ordinary shares.

Earnings per share calculations are shown in the following table:

Thousand euro

2016

2015

Net profit attributable to the owners of the parent company (€'000)
Profit or loss (-) after taxes deriving from discontinued operations

Weighted average number of ordinary shares outstanding (*)

Weighted average number of ordinary shares using adjustment factor (**)
Conversion undertaken of convertible debt and other equity instruments
Adjusted weighted average number of outstanding ordinary shares

710,432

5,451,978,110
5,451,978,110

7,520,252
5,459,498,362

708,441

4,889,348,750
5,027,194,131

33,006,410
5,060,200,541

Earnings per share (€)

Basic earnings per share adjusted for
mandatorily convertible bonds (€)

Diluted earnings per share (€)

0.13

0.13
0.13

0.14

0.14
0.14

(*) Average number of shares in circulation (million), excluding the average number of own shares held in treasury stock during the period.

(**) Adjustment factor of the effects of the capital increase with preference rights applied to years prior to the issue.

During the first half of 2015 the bank carried out several capital increases. As laid out in IAS 33, after capital increases with rights, basic and diluted earnings per share must be recalculated. To do so, an
adjustment factor must be applied to the denominator (weighted average number of shares outstanding). This adjustment factor is the result of the division of the fair value of each share immediately prior

to the exercise of the preference subscription rights between the theoretical fair value ex-rights per share.

As of 31 December 2016 and 2015, there were no other share-based financial instruments or commitments to
employees with a material impact on the calculation of diluted earnings per share for the periods presented.

For this reason, basic earnings per share coincide with diluted earnings per share.
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Nota 4 — Financial risk management
4.1 Introduction

During 2016, Banco Sabadell Group has continued to strengthen its risk management framework,
incorporating improvements which align it with the best practices in the financial sector.

Banco Sabadell Group has prepared a Strategic Risk Framework, the purpose of which is to ensure control and
the proactive management of all of the Group’s risks. This framework is set forth, amongst others, in the Risk
Appetite Statement (RAS), which establishes the quantity and diversity of risks that the Group seeks and
tolerates in order to achieve its business objectives, whilst maintaining a balance between return and risk.

The Risk Appetite Statement is comprised of quantitative metrics that allow an objective monitoring to be
conducted on the risk management, as well as the qualitative aspects that complement such management.

Risk management and control is embodied in a broad framework of principles, policies, procedures and
advanced valuation methods, 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 titled “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 of the Group, details are given of the main persons or units involved, their tasks,
policies, methods and procedures, as well as control and monitoring mechanisms. Details are also given of
Risk Function Organisation, indicating the roles and responsibilities of divisions and committees with regard to
risks and risk control systems, adapted to the business units’ activities, including loan and credit granting
functions.

The main financial risks faced by Banco Sabadell Group companies as a result of their activity related to the
use of financial instruments are credit risk, liquidity risk and market risk. Of these risks, credit risk is the most
significant in the Group’s portfolio.

The main non-financial risks faced by the Group are operational risk, tax risk and compliance risk.

When managing risks, the Group considers the macroeconomic and regulatory environments. The most
significant aspects in 2016 are described hereafter:

e During the first months of the year, there was significant volatility in financial markets in a situation in
which oil prices declined to minimums not seen for more than a decade and in which concerns arose
regarding China and, in general, the state of the world economy.

e Politics have increasingly taken centre stage throughout the year. Events which particularly stood out
include the formation of a minority government in the second elections in Spain, the UK’s decision to
withdraw from the European Union, the victory of Republican candidate Donald Trump in the US
presidential elections and Italy’s referendum on Senate reforms.

e The growth of the global economy has remained at relatively reduced levels in a context of lower
potential growth rates than those observed prior to the international financial crisis.

e Emerging economies have taken further steps in the deleveraging process.

e In the UK, the impact of Brexit on economic activity has been limited to date and has mainly affected
the construction industry and, to a lesser extent, the manufacturing industry.

e The Spanish economy has performed extremely well, with an increase in GDP in excess of 3.0% and
significant job creation.

e In Mexico, Trump’s victory in the US led to a downward revision of future economic outlooks for the
Mexican economy.

e Inflation has continued to be below the targets of the monetary policies in the main developed
economies, although it has experienced an upturn in the final months of the year.

214 Banco Sabadell Annual report 2016



e The ECB has cut its deposit rate to -0.40%, and has increased the monthly rate of its asset purchases
to €80 billion per month. In December, the duration of this programme was extended, although asset
purchases returned to €60 billion per month.

e Bank of England introduced a significant stimulus package in August to offset the potential negative
effects of Brexit (benchmark interest rate cuts, reactivation of the asset purchase programme, etc.).

e The Fed increased its Fed funds rate in December, to 0.50-0.75%, one year after the previous
increase.

e Bank of Japan announced a significant change to the implementation of its policy, setting a target
level for the long-term yield of Japanese government bonds.

e Yields of long-term government bonds in the United States and Germany have remained at reduced
levels. The yield of 10-year German government bonds went so far as to reach negative figures for the
first time in history. In the final months of the year, there was a general upturn in yields following
Trump’s victory, and due to expectations that the ECB will reduce its asset purchases and that the
Fed will hike its Fed funds rates, amongst other reasons.

e Risk premiums in countries in the European periphery ended the year with higher figures than in the
previous year, particularly Italy and Portugal, which have been affected by their domestic political
situation and the situation of their financial systems, with the exception of the risk premium in Spain,
which has performed relatively well.

e The sterling pound significantly depreciated against its main currency pairs as a result of uncertainty
associated with holding the referendum on the UK’s membership of the European Union and the
referendum’s subsequent outcome.

e The dollar appreciated against the euro, supported by growing expectations of a hike in the Fed funds
rate.

e The European banking sector proved to be resilient to the main episodes of volatility in financial
markets. Bank profitability still faces significant challenges related to the weak economic recovery,
the lower-for-longer interest rate environment, asset quality issues and stringent regulatory
requirements.

e In terms of the construction of Europe, no significant progress has been made to complete the
Banking Union, although efforts have been made to accelerate the design and implementation of
measures to develop the Capital Markets Union.

e Regulatory requirements have continued to be demanding, and banking activity has been conditional
upon this.
4.2 Key milestones during the year

Strengthening of the Strategic Risks Framework, giving it a greater deployment in terms of industry and
geography

The Strategic Risk Framework of Banco Sabadell Group has been adapted to the new structure of the Group as

a result of its internationalisation. It aims to ensure consistency and an effective deployment of the Group RAS
across all geographies.
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First level
metrics

RAS Banco
Sabadell Group

Thus, 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.

During 2016, the Group has continued to strengthen its control environment by deploying the Strategic Risk
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 Strategic Risk Framework.

Furthermore, during 2016, the Group has deployed the Strategic Risk Framework through tier two RAS metrics
specific to each portfolio, in order to set objectives/limits for monitoring both existing, and with a particular
focus on, new stock.

Improvement of the Group’s risk profile during the year
The Group’s risk profile during 2016 has improved in five fundamental aspects:

(i) Internationalisation: following the acquisition of British bank TSB in 2015, Banco Sabadell Group
has strengthened 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
31% of its credit portfolio.

(i) Concentration: reduction of both individual and sector-wide concentration risk. This is coupled
with an improvement in the composition of the portfolio, with a reduction of over €1,733 million in
the developer sector and increasing the exposure in sectors with higher credit quality.

(iii) Price discrimination: risk-adjusted pricing system with a process for allocating costs, risk and
capital, and at operation level, ensuring the oversight of the adjustment of prices to risks and
incurred expenses.

(iv) Reduction of problematic risk: intense reduction of problematic assets, in excess of €2,960
million, resulting in a higher growth than that considered in the targets set forth in the TRIple
strategic plan and that observed by the Group’s peers in the same period.

(v) Establishment of specific management frameworks for each portfolio and constant improvements
in credit risk management, incorporating lessons learned during the economic crisis with a
particular focus on new entry.

The improvement in the Group’s key aspects, particularly in terms of risk, is reflected in the overall

improvement of the bank's senior debt rating by credit rating agencies in 2016 (see Directors’ Report - Other
significant information).
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Strengthening of risk governance and internal credit risk models

The strategic risk framework is part of a risk governance framework in line with both European and Spanish
standards and regulations (specifically, the European Parliament Regulation, CRR 575/2013, and Directive
CRD-IV and its transposition to Spanish law through Law 10/2014 on Organisation, Supervision and Solvency
of Credit Institutions).

During 2016, the Group has continued to strengthen its risk control function, reorganising the structure to give
it more independence.

During 2016, Banco Sabadell Group has strengthened the management framework of its internal credit risk
models. Banco Sabadell Group has at its disposal risk control systems that have been adapted to the activities
of the various business units in which it operates and to the risk profile that it wishes to accept. These control
systems are under the framework of the procedures of acceptance, monitoring, mitigation and recovery of the
aforementioned risks and are monitored in turn.

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 of these regulations and their
implementation in the bank consists of 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 their arising in the future. The bank has a system made up of three lines of
defence to ensure the quality and monitoring of internal models, and a governance process specifically
designed to manage and monitor these models and compliance with regulations and the Supervisor.

Banco Sabadell is aware that having an advanced methodology will allow the risks taken to be reliably valued
and actively managed. It 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.

Some of the main bodies within the governance framework of internal risk models include the new Models
Committee, which convenes on a monthly basis and strengthens the governance of internal credit risk models
(risk management, regulatory capital and provisions), which is based on the following pillars:

e Effective management of changes to internal models.

e Recurring monitoring of the environment of internal models.
e Regular reporting, both internal and external.

e Internal models management tools.

4.3 General principles of risk management.
4.3.1 Corporate risk culture

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:

e A high level of involvement of the Board of Directors in risk management and control procedures. Even
prior to 1994 there has been a Risk Control Committee in the bank, whose main task is to supervise
the management of all relevant risks and to align these with the risk profile defined by the Group.

e A Basic Management Team as a key player in the acceptance and monitoring of risk. The team has
existed for more than 20 years, and is formed of the account manager on one hand, and the risk
analyst on the other. 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. All of the foregoing requires a high degree of involvement of the team in the decision-making
process, and also contributes depth and solidity to the judgements.

e High degree of specialisation: 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.
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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. Insofar as these models not only allow borrowers to be organised in ordinal
terms but also provide a basis for a quantitative risk measurement, and allow for their use in various
key management processes: slight adjustments to the delegation of powers, efficient risk monitoring,
Group-wide risk management, risk-adjusted returns and the Group's solvency assessment are just
some examples.

The delegation of powers for sanctioning corporate risk transactions at the various different levels is
based on expected losses. As a general policy in respect of the delegation of powers, the Group has
opted for a system in which different levels are determined using the expected loss metric, which
takes into account the exposure to credit risk of the sanctionable transaction of the customer and
their risk group, expected default rate and estimated severity.

A rigorous monitoring of credit risk carried out in an advanced system of early warnings for corporates
and individuals. The risk monitoring at customer and 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) which allows credit risk to be anticipated. These warnings are based on internal
information such as, for example, the number of days past-due, overdrawn/exceeded credit lines, 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 available from credit bureaux.

An 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 directed to those situations where default is most likely
(anticipated default, refinancing, collections, etc.). This comprehensive system uses specific tools
(simulators to help determine the best solution in each situation), as well as managers who specialise
in the different segments and who are dedicated exclusively to this task.

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 of accessing
credit, interest rate volatility, etc.). It takes into account the cost of funding and the risk (expected
losses and cost of capital). Risk models are a key element in setting prices and return objectives.

The risk management model is fully integrated into the bank’s technological platform, so that all
policies can be immediately transferred for daily management: the policies, procedures, methodologies
and models that make up the risk management model of Banco Sabadell are technically integrated in
the bank’s operational platform. This allows policies to be transferred immediately for an effective
daily management. This element has been particularly relevant in the bank’s acquisitions.

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

Banco Sabadell Group has a Strategic Risk Framework, which includes the Risk Appetite Statement,
that guarantees control and proactive management of risks under a strengthened framework of
corporate governance, which has been approved by the Board of Directors.

4.3.2 Strategic Risk Framework (Risk Appetite Framework)

The Strategic Risk Framework includes, amongst others, the Risk Appetite Statement, 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 Risk Appetite Statement (RAS) is composed of quantitative metrics which allow an objective monitoring
to be carried out of the achievement of objectives and of established limits, and of qualitative elements that
supplement these measures and govern the Group’s risk control and management policy.
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Quantitative elements

The quantitative metrics of the RAS are divided into ten general areas:

Capital and Solvency: level and quality of capital.

Liquidity: liquidity buffers and financing structure.

Return: balance between return and risk.

Quality of Assets: for different significant risks and in stress scenarios.
Credit and Concentration: on both a stand-alone and at sector-level.
Market Risk

Structural Interest Rate and Exchange Rate Risks

Counterparty Risk

Operational Risk

Qualitative aspects

In addition to these quantitative metrics, the following qualitative principles should be used to guide the
Group’s risk management and control:

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

The Board of Directors is committed to risk management and control procedures: approval of policies,
limits, management model and procedures, as well as methodologies for risk measurement,
monitoring and control.

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.

The risk management policies and procedures are aimed at adapting the risk profile to the strategic
risk framework, whilst maintaining a balance between the expected return and risk.

The 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 entity,
including in unfavourable economic scenarios.

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

line with the bank’s market share, risk appetite, capacities and profile.

The risk function is independent, and senior management has a high degree of involvement that
guarantees a strong risk culture focused on protecting and ensuring an appropriate return on capital.

The Group’s aim in terms of fiscal risk is to ensure compliance with fiscal obligations whilst
guaranteeing an adequate return for shareholders.

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

e The Group’s remuneration systems should align the interests of employees and Senior Management
with the fulfiiment of the Strategic Risk Framework.

4.3.3 General Organisation of the Risk Function

The Group has a risk culture that is embedded throughout all units, with units specialised in the treatment of
risks, guaranteeing the independence of the risk function and a strong involvement of Senior Management.

The Board of Directors is the body responsible for setting forth general guidelines on the organisational
distribution of risk management and control functions and for determining the main strategic lines in this
regard. It is the body responsible for approving the Risk Appetite Framework (developed in cooperation with
the Managing Director, the Chief Risk Officer and the Chief Financial Officer) and ensuring that it is aligned
with the entity’s short- and long-term objectives, as well as with the business plan, capital planning, risk
capacity and compensation programmes.

There are four committees in the Board of Directors itself which are involved in risk management and control.
The Bank also has several other Committees which take part in this function.

Board of Directors

Audit and Control PPl R o

Risk Commiliee Executlive Commitiee Conuitiog Remt.neraﬂon
Commitiee

+ Approval of operations Risk management systems,
Risk profile oversight and according to delegations intemnal audit and internal
monitoring » Approval of asset efficiency monitoring
allocation strategy

Retributive policy monitoring
and alignment with Risk
Appetite: Framework

Main committees related to risk management

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

e First line of defence, consisting mainly of business units and corporate centres, among the most
noteworthy of which are the Risk Management Division, the Financial Division and the Treasury and
Capital Markets Division. The first line of defence is responsible for the management of risks inherent in
the bank’s activity, mainly in the acceptance, monitoring and assessment of risks and associated
processes.

They are responsible for the implementation of corrective actions to correct deficiencies in their
processes and controls. The functions attributed to this line under the control framework are:

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

= |dentify, assess, control and mitigate risks, following internal policies and procedures and ensuring
that activities are consistent with the bank’s targets and objectives.

= Establish adequate management and supervision processes to ensure regulatory compliance and
focus on control errors, inadequate procedures and unexpected events.
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e Second line of defence, consisting mainly of:

= The risk control function 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 reviewing these models and ensuring that they
work as expected and that the results obtained from them are appropriate to their various uses,
both internal and regulatory.

= The Regulatory Compliance, Corporate Social Responsibility and Corporate Governance Divisions,
which aim to minimise the possibility of regulatory breaches occurring and ensure that any
breaches that occur 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 may 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 risks that have not been covered by the implemented controls to the
Group’s Operational Risk Division.

In general, the second line of defence ensures that the first line of defence is well designed, fulfils the
functions assigned to it and puts forward suggestions for its continuous improvement. The core functions
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.

= |dentifying changes in the underlying risk appetite of the organisation.

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

e Third line of defence:
= The Internal Audit Division conducts an independent and objective verification and advisory
activity, governed by a philosophy of adding value and helping the Group to fulfil its objectives.
= |t provides assistance to the Group in meeting its objectives by providing a systematic, disciplined

approach to evaluate the sufficiency and effectiveness of the organisation’s governance processes
and the risk management and internal control activities.

4.4 Managing and monitoring the main significant risks
4.4.1 Credit risk

Credit risk arises from the possibility of losses arising from defaults on payment obligations by borrowers, as
well as losses of value due to the impairment of the borrowers’ credit rating.

4.4.1.1. Credit risk management framework.

Credit risk control framework

Credit risk exposure is subjected to rigorous monitoring and control through regular reviews of borrowers’
creditworthiness and their ability to meet their obligations to 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 different parts of the decision-making process. 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.
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To optimise the business opportunities provided by each customer and to guarantee an appropriate degree of
security, responsibility for monitoring 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 system-based approach making use of their
specialised knowledge.

The implementation of advanced methodologies for managing risk exposures (adapted to the New Basel
Capital Accord (NBCA) and industry best practice) 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 appropriateness of the accepted risk. The establishment of
efficient procedures to manage outstanding risks also benefits the management of outstanding debt 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. Therefore, based on superior risks up to a certain limit and on the predicted
default rates, groups or categories are identified for their individual treatment. These warnings are additionally
managed by the business manager and the risk analyst.

Abnormal risk management

Refinancing and restructuring processes are generally more relevant risk management techniques during the
weaker stages of the economic cycle. The bank’s objective, when faced by debtors and borrowers that have,
or are expected to have, financial difficulties when meeting their payment obligations under the agreed
contractual terms, is to facilitate the repayment of the debt by reducing the likelihood of non-payment to the
minimum possible level. A number of common policies to achieve this are in place across the Group, including
procedures for the approval, monitoring and control of debt refinancing and restructuring processes, the most
relevant of which are the following:

e Having a sufficiently detailed compliance record for the borrower and a clear intention to repay the
loan, assessing the time-frame of the financial difficulties experienced by the customer.

e Refinancing and restructuring conditions based on a realistic payment schedule which is in line with
the borrower’s current and predicted payment capacity, preventing problems from being postponed
until a later date.

o |f new guarantees are provided, these must be regarded as a secondary and exceptional source for
recovering the debt, so as to avoid adversely affecting existing sources. All ordinary interest accrued
must always be paid up to the refinancing date.

e Limitations of any lengthy grace periods.

The Group continually monitors compliance with current terms and conditions and with the above policies.

Banco Sabadell Group also has an advanced abnormal risk management model in place to manage the
impaired assets portfolio. The purpose of managing abnormal risks is to identify the best solution for the
customer of any symptoms of impairment, whilst reducing the default of customers with economic difficulties,

ensuring smooth progression and consistent management across the different phases.

For further quantitative information, see section 4.4.1.6 of this note “Credit risk: refinancing and restructuring
operations”.
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Real estate credit risk management

As part of its ongoing risk management and, in particular, its policy on the construction and real estate
industries, the Group has a number of specific policies for mitigating risks.

The main measure being implemented is continuous monitoring of risks and the reappraisal of borrowers’
continued financial viability in the new economic environment. If the position is satisfactory, the existing
arrangements continue on the basis agreed, with new commitments being required where appropriate in light
of changed circumstances.

The policy to be applied depends in each case on the type of asset being financed. For completed
developments, sale support actions are carried out through the group's distribution channels, setting a
competitive price which enables the transactions to be activated and allowing final buyers access to financing,
provided they comply with risk requirements. For works in progress, the main objective is to complete the
work, provided that short and medium term market expectations are sufficient to absorb the resulting supply
of dwellings.

For land-related loans, the saleability of properties to be built on the site is the key consideration in deciding
on the provision of finance for construction.

Where monitoring and scrutiny of a borrower’s position do not indicate a reasonable degree of viability, the
solution may take the form of a surrender of assets in settlement of the debt and/or the purchase of assets.

Where a solution of this kind is not practicable, legal proceedings will be taken, leading to the foreclosure of
the assets.

All assets taken into possession by the Group, whether through the transfer of debt, purchase, or as a result of
legal proceedings, to ensure collection or to execute other lending improvements are mainly foreclosed
tangible assets received from borrowers and other obligors of the bank, to satisfy financial assets representing
the bank’s collection rights, and are actively managed with the primary purpose of divestment.

In terms of the degree of maturity of real estate assets, three strategic lines of action have been established:
1. Trading:

Different trading mechanisms are in place for the sale of the final product (households, retail properties,
warehouses, parking spaces, etc.) in the different distribution channels and agents, which change according
to the type, condition and location. The real estate portal www.solvia.es is a fundamental factor in this
strategy.

2. Mobilisation:

Given the very difficult conditions surrounding the sale of building plots and buildings under construction, a
mobilisation strategy has been adopted whose aim is to generate liquidity from building plots. A number of
mobilisation schemes have been launched:

e Collaboration with real estate developers: this seeks to make building land available in areas of high
housing demand and allow developers to develop and sell properties.

e |nvestor programme: the aim of this is to develop sites for office, commercial and industrial use with
capital inputs from investors.

e Council housing programme: this involves developing council housing units to be leased out and
subsequently sold.

3. Urban planning management:

Land that is not yet ready for development must be managed to secure development rights. This is vital as a
means of leveraging the value of the sites and is key to any subsequent development and sale.

In the case of new financing for construction and real estate development, a series of criteria adapted to the
specific type of business is established, mainly to the different stages of the maturity of the project and the
market situation. Additionally, there is a monitoring process for this type of specialised risk, managed by
business and risk experts who manage the different alerts established, and the customer’s behaviour in the
different financing stages, so as to ensure that when the facilities granted are drawn down, this is done in
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parallel to developments in the building works.

The Group, due to having previously reached a high concentration of this risk, has a first level RAS metric
which establishes a maximum level of concentration in terms of concentration metric for real-estate promotion
based on TIER1 in Spain. This metric is monitored on a monthly basis, and it is reported to the Technical Risks
Committee, the Risk Committee and the Board of Directors.

Lastly, it is worth highlighting that the Risk Control Division, together with the Business and Risk divisions,
regularly monitors the adequacy of new financing granted to the RE developer, as part of which compliance
with policies, as well as asset allocation, is reviewed. This monitoring is escalated to the Technical Risks
Committee for their information.

For further quantitative information, see section 4.4.1.7 of this Note “Credit risk: Risk concentration, exposure
to construction and real estate sectors”.

4.4.1.2. Risk management models

Credit rating

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 behavioural 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 through a master
ratings scale.

%

Breakdown of BS corporates portfolio

9 8 7 6 5 4 3 2 1 0 TOTAL

1.87% 10.91% 17.76% 20.35% 26.99% 14.24% 5.71% 1.72% 0.34% 0.11% 100%

Credit scoring

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:

Behavioural scoring: the system automatically classifies customers based on information regarding their
activity and on each product. These scores are mainly used in: authorisation of transactions, setting
(authorised) overdraft limits, advertising campaigns, monitoring and segmentation of claims and/or
reimbursement procedures.

Reactive scoring: this is used to evaluate applications for personal loans, mortgage loans and credit cards.
Once all the data of the transaction has been introduced, the system calculates a result based on the
estimated creditworthiness, financial profile and, if applicable, the level of pledged assets.

If no scoring system exists, it is replaced with individual assessments supplemented with policies.

%

Breakdown by rating of individuals portfolio

9 8 7 6 5 4 3 2 1 0 TOTAL

1.48% 8.76% 8.65% 22.06% 26.92% 21.55% 9.49% 0.82% 0.12% 0.13% 100%
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Warning tools

In general, Banco Sabadell Group has a system of early warnings comprised of both individual warnings and
advanced early warning models in place for both the Corporates sector and the Individuals sector. 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), information of a sector or operative,
nature, 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 a basic data input used when monitoring the risk of corporate and individual customers.

This warnings system offers:

e Improved efficiency when monitoring customers with the lowest rating (different cut-off points for each
group).

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

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

4.4.1.3. Credit risk exposure

Financial assets exposed to credit risk by portfolio, type of counterparty and instruments, and areas in which
the risks generated are, at the end of each year, those shown below by their carrying value, representative of
the highest level of exposure to the credit risk incurred, inasmuch as they reflect the highest level of debt of
the borrower at the date to which they refer.

Thousand euro

2016 2015
Operations in Foreign Operations in Foreign
Exposure to credit risk Spain operations Total Spain operations Total
Cash and cash balances at central banks and
other demand deposits 6,698,325 4,989,926 11,688,250 2,556,385 4,787,096 7,343,481
Derivatives 1,642,555 191,940 1,834,495 1,409,197 99,249 1,508,446
Debt securities 21,163,557 4,124,844 25,288,402 22,430,654 2,995,027 25,425,681
Central banks - - - - - -
General governments 19,450,973 3,426,317 22,877,291 19,111,364 1,980,098 21,091,462
Credit institutions 612,727 319,361 932,088 1,068,101 145,489 1,213,590
Other sectors 1,099,857 379,166 1,479,023 2,251,189 869,440 3,120,629
Of which: doubtful assets 9,030 - 9,030 11,422 - 11,422
Loans and receivables 106,929,401 47,464,488 154,393,890 110,179,308 46,625,728 156,805,036
Central banks - 66,229 66,229 - - -
General governments 9,630,502 125,376 9,755,878 8,887,684 78,394 8,966,078
Credit institutions 3,434,759 797,690 4,232,448 4,156,500 662,878 4,819,378
Other sectors 93,864,141 46,475,194 140,339,334 97,135,124 45,884,456 143,019,580
Of which: Doubtful assets 9,411,042 230,853 9,641,894 12,185,068 285,911 12,470,979
Derivatives - hedge accounting 413,322 121,838 535,160 642,718 58,095 700,813
Guarantees given 8,314,594 214,760 8,529,354 8,086,858 269,309 8,356,167
Contingent liabilities and commitments given 17,762,582 7,446,105 25,208,687 11,690,016 9,440,598 21,130,614
Total 162,924,336 64,553,902 227,478,237 156,995,136 64,275,102 221,270,238

The Group also maintains guarantees and contingent commitments with borrowers, materialised by the
establishment of guaranties provided or commitments inherent in the credit agreements up to an availability
level or limit ensuring financing for the customer when required. These facilities also imply the acceptance of
credit risk and are subject to the same management and monitoring systems described above.
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Information on the value of financial guarantees given at 31 December 2016 and 2015 year-end is shown
below:

Thousand euro

2016 2015

Loan commitments given 19,567,289 19,306,331
Of which classified as doubtful
Amount recorded under liabilities on the balance sheet 23,160

Financial guarantees given (*) 1,878,608 1,834,870
Of which classified as doubtful 42,507 53,254
Amount recorded under liabilities on the balance sheet (**) 35,382 45,259

Other commitments given 6,650,746 6,521,297
Of which classified as doubtful 61,632 36,573
Amount recorded under liabilities on the balance sheet 25,490 68,420

(*) Of which 89 and 5%4 million euros in December 2016 and 2015 granted in relation to construction and real estate development
(**) Of which 2 and 43 million euros in December 2016 and 2015 recorded under liabilities on the balance sheet inrelation to real estate development

The credit risk exposure described above includes the amount of collateral and other credit enhancements to
ensure compliance, which are commonly used in the types of financial instrument managed by the entity.

4.4.1.4. Credit risk mitigation

Credit risk exposure is subjected to rigorous monitoring and control through regular reviews of borrowers’
creditworthiness and their ability to meet their obligations to 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.

Generally, these take the form of financial collateral, mainly mortgages on properties used as housing, whether
finished or under construction. The entity also accepts, although to a lesser degree, other types of financial
collateral, such as mortgages on local properties, industrial warehouses, etc., and financial assets. Another
credit risk mitigation technique that is commonly used by the entity is to accept guarantees, in this case
subject to the guarantor presenting a contrasted certificate of good standing.

All of these mitigation techniques are established ensuring their legal enforceability, i.e. under legal contracts
that are legally binding for all parties and which are also enforceable in all relevant jurisdictions, thus
guaranteeing that the collateral can be seized at any time. This process is fully subject to an internal
verification of the legal adequacy of these contracts, and legal opinions of international specialists can be
requested and applied where these contracts have been created under foreign legislation.

Collaterals are formalised before a notary public through a public document, thus ensuring their enforceability
before third parties. For property mortgages, these public documents are also registered with the
corresponding land registries, thus gaining constitutional weight before third parties. In the case of pledges,
the pledged goods are regularly deposited in the entity. Unilateral cancellation by the debtor is not permitted,
and the guarantee shall remain valid until repayment in full of the debt.

The personal guaranties or bonds are established in favour of the entity and, except in certain exceptional
scenarios, are also formalised before a notary public via a public document, to vest the agreement with the
highest possible legal security of formalisation and to allow legal claims to be submitted through executive
proceedings in case of non-payment. They constitute a credit right with respect to the guarantor that is
irrevocable and payable on first demand.

In addition to the mitigation of the risk derived from the guarantees formalised between the debtors and the
entity as a result of the acquisition of Banco CAM, the Group has an additional guarantee for a particular asset
portfolio, provided by the APS, with retroactive effects from 31 July 2011, and for a period of ten years (see
further details in Note 2).

The bank has not received significant guarantees which it is authorised to sell or pledge, irrespective of any
non-payment by the owner of the referred guarantee, except for those intrinsic to treasury activities, which are
mostly repos with maturities of no more than three months, therefore their fair value does not differ
substantially from their carrying value (Note 6). The fair value of the assets sold with a buyback agreement
derived from the repurchase agreements is included under the heading “ Financial liabilities held for trading”,
under short securities positions.
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Conversely, transferred assets from the same operation amount to €855,145 thousand and are included in line
with their nature under temporary transfers in Notes 19 and 20.

The breakdown of the heading “Loans and advances - Customers” by activity and guarantee, excluding
advances not classed as loans, at 31 December 2016 and 2015, respectively, is as follows:

Thousand euros

2016

Collateralised loans. Carrying amount based on the last valuation available.

Of which: Of which: other Loan to value

TOTAL Secured on real financial Over 40% and  Over 60% and  Over 80% and
estate collateral  40% or less  less thanor  less than or  less thanor  Over 100%
equal to 60%  equal to 80% equal to 100%
Central governments 9,672,203 63,328 29,611 33,797 26,686 21,300 10,914 242
Other financial companies and individual
entrepreneurs (financial business activity ) 1,529,964 225,431 11,544 129,186 61,213 32,120 418 14,038
Non-financial companies and individual
entrepreneurs (non-financial business activity) 54,865,311 21,039,638 2,118,596 8,682,983 5,619,744 3,279,982 1,764,821 3,810,704
Real estate construction and development (including lan 7,384,262 6,414,054 59,769 1,873,838 1,312,792 794,888 564,358 1,927,947
Civil engineering construction 929,939 109,506 5,157 47,865 30,444 12,022 10,183 14,149
Other purposes 46,551,110 14,516,078 2,053,670 6,761,280 4,276,508 2,473,072 1,190,280 1,868,608
Large companies 23,147,491 2,212,883 1,014,578 1,982,462 300,686 326,487 341,261 276,565
SMES and individual entrepreneurs 23,403,619 12,303,195 1,039,092 4,778,818 3,975,822 2,146,585 849,019 1,592,043
Rest of households 78,337,895 71,880,048 171,628 16,989,062 24,219,108 21,953,667 6,810,869 2,079,072
Housing 67,015,350 66,723,129 15,227 15,008,921 22,647,654 20,966,329 6,422,914 1,692,538
Consumer loans 7,513,943 3,819,744 44510 1,517,874 1,177,020 738,124 246,145 185,091
Other purposes 3,808,602 1,337,175 111,891 462,267 394,432 249,114 141,810 201,443
TOTAL 144,405,373 93,208,445 2,331,379 25,835,028 29,926,749 25,286,969 8,587,022 5,904,056
MEMORANDUM ITEM 4
Refinancing, refinanced and restructured loans 7,599,200 5,944,077 106,074 1,349,978 1,539,868 1,450,836 820,973 888,496
Thousand euro
2015
Collateralised loans. Carrying amount based on the last valuation available.
Of which: Of which: Loan to value
TOTAL Secured on real Other financial Over 40% and Over 60% and Over 80% and
estate collateral 40% or less less than or less than or less than or Over 100%
equal to 60% equal to 80% equal to 100%
Central Governments 9,117,775 84,116 35,454 27,545 24,336 56,378 - 11,311
Other financial companies and individual
entrepreneurs (financial business activity ) 1,930,145 96,692 73,652 34,811 52,148 26,123 56,238 923
Non-flnanclal companles and indlvidual
entrepreneurs (non-financial business activity) 54,617,204 21,544,274 1,470,640 7,331,451 7,375,951 5,039,786 1,700,141 1,567,585
Real estate construction and development (including lan 6,482,205 5,489,223 158,548 1,389,145 1,472,436 1,601,418 618,009 566,763
Civil engineering construction 928,439 129,484 7,899 42,030 49,973 25,769 9,312 10,299
Other purposes 47,206,560 15,925,567 1,304,193 5,900,276 5,853,542 3,412,598 1,072,820 990,523
Large companies 21,256,755 2,360,762 495,054 995,638 791,985 614,005 242,127 212,060
SMEs and individual entrepreneurs 25,949,805 13,564,805 809,140 4,904,638 5,061,558 2,798,593 830,693 778,463
Rest of households 80,413,566 74,150,874 380,177 16,401,039 24,428,393 24,336,020 7,804,259 1,561,340
Home loans 69,018,520 68,704,994 157,732 14,503,321 22,762,361 23,073,052 7,269,305 1,254,687
Consumer loans 7,526,530 4,073,179 57,061 1,369,493 1,250,297 928,638 384,342 197,471
Other purposes 3,868,515 1,372,701 165,384 528,225 415,735 334,330 150,613 109,182
Less: Allowances due to asset impalrment not
allocated to specific operations 345,106 - - - R
TOTAL 145,733,584 95,875,956 1,959,822 23,794,846 31,880,828 29,458,306 9,560,639 3,141,159
MEMORANDUM ITEM
12,494,952 10,364,463 121,128 2,325,378 2,645,365 2,421,065 1,253,233 1,840,550

Refinancing, refinanced and restructured loans

In terms of risks with LTV >80%, which mainly correspond to operations from acquired institutions or business
operations in which, as a supplement to the valuation of the operation, a mortgage guarantee is available for
its coverage. Similarly, there are other additional reasons for approval, which mainly respond to solvent
borrowers with proven payment capacity, as well as customers with a good profile who contribute additional
guarantees (personal and/or pledged) to the mortgage guarantees already considered in the LTV ratio.
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The value of the collateral received to ensure collection, broken down into financial guarantees and other
collateral, at 31 December 2016 and at 2015 year-end, are as follows:

Thousand euro

Guarantees received 2016 2015
Value of collateral 87,667,577 88,011,916
Of which: guarantees doubtful risks 4,500,350 6,472,226
Value of other collateral 8,911,554 8,625,811
Of which: guarantees doubtful risks 485,640 386,881
Total value of guarantees received 96,579,131 96,637,727

The main concentration of risk in relation to all these types of financial guarantees and credit improvements
corresponds to the use of the mortgage guarantees as a credit risk mitigation technique in exposures of loans,
for use in the financing or construction of housing, or other types of real estate. In relative terms, the exposure
secured with mortgages represents 66.1% of the overall gross investment.

In the case of market operations, in line with general trends, Banco Sabadell Group also provides rights and
contractual compensation (netting) agreements with all financial counterparties with which derivative
instruments, and some collateral agreements (CSA) are contracted, in order to mitigate the exposure to credit
risk and avoid excessive concentrations.

The following table shows the aggregate amount reflected on the balance sheet for the financial instruments
subject to a master netting and collateral agreement for the years 2016 and 2015:

Thousand euro

2016

Amounts disclosed not netted in
the statement of financial

position
Gross amounts
of recognised Net amount of
financial financial
Gross liabilities liabilities
amounts of netted in the presented in the
recognised statement of statement of
financial financial financial Financial Cash collateral
assets position position instruments received Net amount
Derivatives 1,681,362 - 1,681,362 (1,540,141) (118,525) 22,696
Repurchase agreements 1,711,930 - 1,711,930 (1,699,240) (12,690) -
Total 3,393,292 - 3,393,292 (3,239,381) (131,215) 22,696

Thousand euro

2016

Amounts disclosed not netted in
the statement of financial

position
Gross amounts Net amount of
of recognised financial
Gross financial assets liabilities
amounts of netted in the presented in the
recognised statement of statement of
financial financial financial Financial Cash collateral
liabilities position position instruments given Net amount
Derivatives 2,712,049 - 2,712,049 (1,540,141) (1,714,105) (542,197)
Repurchase agreements 10,093,135 - 10,093,135 (10,012,798) (80,337) -
Total 12,805,184 - 12,805,184 (11,552,939) (1,794,442) (542,197)
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Thousand euro

2015

Amounts disclosed not netted in
the statement of financial

position
Gross amounts

of recognised Net amount of

financial financial

Gross liabilities liabilities

amounts of netted in the presented in the

recognised statement of statement of

financial financial financial Financial Cash collateral
assets position position instruments received Net amount
Derivatives 1,401,047 - 1,401,047 (1,180,616) (210,870) 9,561
Repurchase agreements 3,793,740 - 3,793,740 (3,786,560) (7,180) -
Total 5,194,787 - 5,194,787 (4,967,176) (218,050) 9,561
Thousand euro
2015

Amounts disclosed not netted in
the statement of financial

position
Gross amounts Net amount of
of recognised financial
Gross financial assets liabilities
amounts of netted in the presented in the
recognised statement of statement of
financial financial financial Financial Cash collateral
liabilities position position instruments given Net amount
Derivatives 1,894,664 - 1,894,664 (1,180,616) (814,429) (100,381)
Repurchase agreements 8,986,432 - 8,986,432 (8,576,373) (410,059) -
Total 10,881,096 - 10,881,096 (9,756,989) (1,224,488) (100,381)

The guarantees deposited at Banco Sabadell as collateral at the closing of 2016 amounted to €131 million
(€218 million at the closing of 2015).

The amounts of derivative financial instruments which are settled through a clearing house represent
€348,850 (€58,225 at the end of 2015), corresponding to financial assets and €293,150 euros (€84,911
thousand euros at the end of 2015) corresponding to financial liabilities.

The notional amount of derivative financial instruments accounted at 31 December 2016 stands at 164.277
million euros (143,297 million euros at end of 2015), of which 2,195 million euros correspond to operations
with organised markets (1,720 million euros at end of 2015) and 133,379 million euros (115,313 million
euros at close of 2015) correspond to OTC operations, of which 25,140 million euros are settled through
clearing houses (10,450 million euros at end of 2015).

4.4.1.5. Credit quality of financial assets

As stated earlier, in general terms, the Group uses internal models to rate most borrowers (or transactions)
through which credit risk is incurred. These models have been designed considering the best practices
proposed by the NBCA. However, not all portfolios in which credit risk is incurred use internal models, partly
due to the fact that a minimum level of experience in cases of non-payment is required for their reasonable
design. Therefore, in order to best describe the quality of the portfolio from an overall perspective, the
following chart uses the rating system of Bank of Spain to analyse the Group’s credit risk exposure and to
estimate the hedging requirements due to impaired values of debt instrument portfolios.
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%

Credit quality of financial assets 2016 2015
Without negligible risk 28 29
Low risk 24 25
Medium-low risk 13 11
Medium risk 32 29
Medium-high risk 2 5
High risk 1 1
Total 100 100

The (original) percentage exposure, calculated using internal models, in terms of solvency for the bank is

52.12 %.

The breakdown of the exposure, rated based on the internal rating levels, is as follows:

%

Distribution of exposure by

Risk assigned rating /scoring

rating 2016 2015
AAA/AA 5 5

A 14 12

BBB 55 56

BB 20 19

B 5 7

Resto 1 1

Total 100 100

Does not include operations derived from TSB, or individuals' operations from Banco Cam, BM N-Penedés, Banco Gallego and Sabadell Solbank (formerly Lloydsbank).

During 2016 an improvement has been noted in the reduction of doubtful assets, which have been reduced by

2,814 million euros in 2016, with a NPL ratio as shown in the table below.

%

2016 2015
NPL ratio (*) 6.14 7.79
NPL coverage ratio (*) 51.55 53.64
(*) The NPL ratio excluding TSB stands at 7.72 and the NPL coverage ratio at 51.53 (in 2015, 9.86 and 53.1).
The NPL ratio, broken down by financing segment, is set out below:
%
Proforma Proforma

4Q15 2Q16 (*) 2Q16 4Q16 (*) 4Q16
Real-estate development and construction 38.71 33.29 33.21 29.05 28.98
Non-real-estate construction 14.35 11.76 11.75 9.68 9.67
Companies 4,62 3.89 3.89 3.82 3.82
SMEs and independent contractors 10.76 9.39 9.33 8.47 8.42
Private individuals with 1st mortgage guarantee 4,71 7.47 4.56 7.25 4.36
BS Group NPL ratio 7.79 8.54 6.83 7.72 6.14

(*) Corresponds to the NPL ratio excluding the addition of TSB.

Further information of the quantitative breakdown of coverage and doubtful assets is included in Note 11 to
these consolidated annual accounts.

230 Banco Sabadell Annual report 2016



4.4.1.6. Refinancing and restructuring operations

The outstanding balance of refinanced and restructured loans as of 31 December 2016 and 2015 is as follows:

Thousand euro

2016
Other financial Non-financial
companies and companies and Of which: Additional Information:
individual individual finance for finance classified as non-
entrepreneurs entrepreneurs construction current assets and
(flnanclal (non-flnanclal and real estate disposal groups
Credit Central i i Rest of classified as held for
institutions Governments activities) activities) (i land) h hold Total sale
TOTAL
Unsecured
Number of operations 56 19,308 700 60,132 79,496 -
Gross carrying amount 134,220 1,403,486 152,090 214,648 1,752,354 -
With financial collateral
Number of operations 28 23 20,241 7,609 51,912 72,204 -
Gross carrying amount 21,259 12,253 3,929,309 1,412,073 3,548,530 7,511,351 -
Impairment adjustments 865 255 1,240,631 558,242 422,435 1,664,186 -
Of which doubtful risk
Unsecured
Number of operations - - 11 5219 381 24,434 29,664 -
Gross carrying amount 417 602,180 136,516 89,514 692,111 -
With financial collateral
Number of operations 9 12 11,373 6,342 20,735 32,129 -
Gross carrying amount - 3,125 689 2,388,137 1,112,891 1,669,943 4,061,894 -
Specific coverage 865 228 1,150,073 550,584 380,629 1,531,795 -
TOTAL
Number of operations 28 79 39,549 8,309 112,044 151,700
Gross amount 21,259 146,473 5,332,795 1,564,163 3,763,178 9,263,705
Impairment adjustments 865 255 1,240,631 558,242 422,435 1,664,186
Thousand euro
2015
Non-financial
Other financial companies and Of which: Additional Information:
companles and Indlvidual flnance for flnance classifled as non-
individual borrowers (non- construction current assets and
borrowers financial and real estate disposal groups
Credit Central (fi lal busl develop Rest of classifled as held for
institutions governments business activity) activity) (i land) d; Total sale
TOTAL
Unsecured
Number of operations 39 14,217 728 56,756 71,012 -
Gross carrying amount 137,614 2,158,922 177,239 236,782 2,533,318 -
WIth flnanclal collateral
Number of operations 45 23 20,865 9,023 54,278 75,211 -
Gross carrying amount 89,624 11,104 7,067,314 2,700,087 5,114,947 12,282,989 -
Impairment allowances 39 2,365 2,544,560 1,232,342 612,761 3,159,725 -
Of which doubtful risk
Unsecured
Number of operations 7 3,733 450 21,646 25,386 -
Gross carrying amount - 228 790,083 150,328 79,875 870,186 -
With financial collateral
Number of operations 9 7 12,839 7,872 19,389 32,244 -
Gross carrying amount 6,487 2,562 3,768,774 2,077,150 1,646,115 5,423,938 -
Specific coverage 2,010 2,127,500 1,158,779 362,164 2,491,674 -
TOTAL
Number of operations 45 62 35,082 9,751 111,034 146,223
Gross amount 89,624 148,718 9,226,236 2,877,326 5,351,729 14,816,307
Impairment allowances 39 2,365 2,544,560 1,232,342 612,761 3,159,725

The value of the collateral received to ensure collection associated with refinancing and restructuring
operations, broken down into collateral and other guarantees, at 31 December 2016 and 2015 year-end, are

as follows:

Thousand euro

Guarantees received 2016 2015
Value of collateral 5,817,830 8,453,534
Of which: guarantees doubtful risks 2,621,019 3,082,379
Value of other guarantees 653,986 752,003
Of which: guarantees doubtful risks 250,968 195,667
Total value of guarantees received 6,471,816 9,205,537
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Detailed movements of the refinancing and restructuring balance and associated provisions during 2016 and
2015 are as follows:

Thousand euro

2016 2015

Opening balance 14,816,307 15,961,422
Addition of TSB - 596,000
(+) Refinancing and restructuring in the period 1,687,111 2,309,180
Memorandum item. impact recorded on the income statement for the period 89,471 293,281

(-) Debt amortisations (1,790,243) (1,017,792)
(-) Foreclosure (551,942) (945,528)
(-) Derecognised from the balance sheet (reclassified as write-off) (175,353) (237,161)
(+)/(-) Other changes (4,722,175) (1,849,814)
Balance at the end of the year 9,263,705 14,816,307

(*) Includes operations which are no longer identified as refinancing, refinanced or restructured, due to complying with requirements for their reclassification from standard exposure
subject to special monitoring to standard exposure (see Note 1.3.4).

The table below shows the value of operations which, after refinancing or restructuring, have been classified
as doubtful during 2016 and 2015:

Thousand euro

2016 2015

Central governments 707 5,964
Other corporate borrowers and individual entrepreneurs 444,792 571,709
Of which: Finance for construction and real estate development 124,975 149,605
Other individual borrowers 349,306 268,057
Total 794,805 845,730

The average probability of default of current refinancing and restructuring operations per activity at 31
December 2016 and 2015 is as follows:

%

2016 2015

Central governments (*) - -
Other corporate borrowers and individual entrepreneurs 11 10
Of which: Finance for construction and real estate development 12 12
Other individual borrowers 12 11
Total 11 10

(*) Authorisation has not been granted for the use of internal models in the calculation of capital requirements.
Average probability of default calculated at September 2016.

4.4.1.7. Concentration risk

Concentration risk refers to exposures whose risk of incurring losses is great enough to pose a threat to the
financial solvency of the entity or the feasibility of its ordinary business activities. This risk is divided into two
basic sub-types:

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

e Sector concentration risk: imperfect diversification of systematic components of risk within the
portfolio, which can be sector-based factors, geographical factors, etc.
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In order to efficiently manage concentration risk, Banco Sabadell has a series of specific tools and policies in
place:

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

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

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

4.4.1.7.1.Exposure to customers or significant risks

At 31 December 2016 there were no borrowers with a ceded risk that individually exceeded 10% of the
Group’s equity.

4.4.1.7.2.Country risk.: geographic exposure to credit risk

Country risk is that applicable to the debts of a country, globally considered as a result of reasons inherent in
the sovereignty and the economic situation of a country, i.e. for circumstances other than the regular credit
risk. It manifests itself in the eventual inability of a debtor to meet their foreign currency payment obligations
with external creditors due to, among other reasons, the country not permitting access to that foreign
currency, the inability to transfer it, the ineffectiveness of legal actions against borrowers for reasons of
sovereignty, or for reasons of war, expropriation or nationalisation.

Country risk not only affects debts contracted with a state or entities guaranteed by it, but the entire group of
private debtors forming part of that state and which for reasons outside of their own control or decision, are
generally unable to pay off their debts.

There are no significant restrictions (such as statutory, contractual and regulatory restrictions) on the ability
to access or use assets and settle liabilities of the Group provided that the entity complies with regulatory
requirements set forth in each country, and no restrictions of any other type considered in IFRS 12.

An overall exposure limit is set for each country and this applies across the whole Banco Sabadell Group.
These limits are approved by the Executive Committee and the corresponding decision-making bodies,
depending on the powers delegated to them, and are continuously monitored to ensure that any deterioration
in the political, economic or social situation in a country can be detected in good time.

The principal component of the framework for the acceptance of country risk and financial statement risk is
the limits structure for different metrics. Based on this structure, the monitoring of the different risks is carried
out by Senior Management, and the delegated bodies establish the Group’s risk appetite.

The limits structure is based on two levels: first level metrics in the Risk Appetite Statement and second level
limits or management.

Additionally, different indicators and tools are used to manage country risk: ratings, CDS, macroeconomic
indicators, etc.
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Thousand euro

The breakdown of risks by activity and at global level at 31 December 2016 and 2015 is as follows:

2016
Rest of
Rest of the
TOTAL Spain European America
i world
Union
Credit institutions 18,269,730 8,058,200 8,463,915 1,208,778 538,837
General Governments 32,794,943 19,758,603 9,533,956 3,425,625 76,759
Central Governments 25,016,113 14,395,295 9,403,079 1,179,130 38,609
Rest 7,778,830 5,363,308 130,877 2,246,495 38,150
Other financial institutions 3,761,100 2,700,955 525,918 481,114 53,113
Non-financial companies and
individual entrepreneurs 64,159,247 51,874,700 3,429,712 8,211,138 643,697
Real estate construction and development 7,647,180 7,008,309 87,631 505,737 45,503
Civil engineering construction 1,879,036 1,820,929 23,810 22,712 11,585
Other purposes 54,633,031 43,045,462 3,318,271 7,682,689 586,609
Large companies 24,658,629 16,496,530 2,424,411 5,408,744 328,944
SMEs and individual entrepreneurs 29,974,402 26,548,932 893,860 2,273,945 257,665
Non-profit institutions serving
households (NPISH) 78,609,080 39,866,067 36,253,458 1,614,775 874,780
Housing 67,015,350 31,112,369 33,598,901 1,579,745 724,335
Consumer loans 7,515,541 5,764,952 1,603,144 17,097 130,348
Other purposes 4,078,189 2,988,746 1,051,413 17,933 20,097
TOTAL 197,594,100 122,258,525 58,206,959 14,941,430 2,187,186
Thousand euro
2015
Rest of
TOTAL Spain European America Rest of the
. world
Union
Credit institutions 16,156,173 6,403,443 8,363,438 1,006,313 382,979
General governments 30,358,097 18,361,762 8,671,837 3,289,083 35,415
Central governments 25,569,000 13,590,807 8,653,695 3,289,083 35,415
Rest 4,789,097 4,770,955 18,142
Other financial institutions 5,195,327 3,720,608 304,733 1,083,588 86,398
Non-financial companies and
individual entrepreneurs 64,635,729 53,899,509 3,538,584 6,818,518 379,117
Real estate construction and development 7,014,805 6,646,225 99,755 268,454 371
Civil engineering construction 1,916,850 1,876,893 16,776 19,722 3,459
Other purposes 55,704,074 45,376,392 3,422,053 6,530,342 375,287
Large companies 26,444,931 18,951,422 2,447,837 4,748,993 296,679
SMEs and individual entrepreneurs 29,259,143 26,424,970 974,216 1,781,350 78,608
Non-profit institutions
serving households (NPISH) 80,595,940 40,366,740 37,990,201 1,546,907 692,093
Housing 69,016,929 31,926,682 34,916,458 1,513,349 660,441
Consumer loans 7,526,497 5,607,390 1,882,205 18,323 18,579
Other purposes 4,052,514 2,832,667 1,191,539 15,235 13,073
Less: Adjustments due to asset
impairment not allocated to 345,106
specific operations
TOTAL 196,596,160 122,752,062 58,868,794 13,744,409 1,576,001
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4.4.1.7.3.Sovereign risk exposure

The breakdown, by type of financial instrument, of the exposure to sovereign risk, applying the criteria required
by the European Banking Authority (EBA), at 31 December 2016 and 2015, is as follows:

Thousand euro
2016
Sovereign debt securities Loans and Derivatives Other
i 0 advances to Total exposures %
::V::'inbrmk Held for Short Available-for- Loans and Held until  sustomers Direct Indirect (***)
P y Trading positions sale receivables  maturity exposure exposure
country (*)
Spain 932,175 (59,891) 8,461,114 320,667 10,080,456 13,352 19,747,873 99,927 57.4%
Italy 502,026 - 2,711,220 2,818,518 - 4,026 6,035,790 2,362,526 24.3%
United States - 1,323,396 93,665 30,720 1,447,781 265,456 5.0%
United Kingdom 2,187,458 - 19 2,187,477 - 6.3%
Portugal - 1,106,401 - 1,106,401 3.2%
Mexico - 201,802 550,184 - 751,986 - 2.2%
Rest of the world 10,332 324,489 123,088 125,818 583,727 (1) 1.7%
Total 1,444,533 (59,891) 15,209,479 320,667 4,598,191 10,299,957 48,099 31,861,035 2,727,908 100.0%
(*) Sovereign exposure positions shown in accordance with EBA criteria.
(**) Includes those available under credit transactions and other contingent risks (544 million euros at 31December 2016)
(***) Relates to commitments for cash purchases and sales of financial assets.
Thousand euro
2015
Derivatives

Sovereign debt securities Loans and Other

Sovereign risk advances to Total exposures %
vereign i Held for Short Available-for- Loans and Held until  sustomers Direct Indirect (***)

exposure by Tradin ositions sale receivables maturit exposure exposure
country (*) ading P Y P P
Spain 419,990 (151,904) 6,171,544 962,177 9,689,055 (1,624) 13,536,438 355,677 53.8%
Italy 227,598 - 5,832,532 - - (8,872) 6,051,258 194,111 24.2%
United States - 2,352,299 46,746 2,399,045 - 9.3%
United Kingdom 1,690,073 - 1,690,073 6.5%
Portugal 675,933 212 676,145 2.6%
Mexico 582,514 - 582,514 2.3%
Rest of the world 304,301 46,760 351,061 1.4%
Total 647,588 (151,904) 17,609,196 962,177 - 9,682,561 - (10,284) 25,286,534 549,788 100.0%

(%) Sovereign exposure positions shown in accordance with EBA criteria. Mainly excludes sovereign risk of Group insurance undertakings (1340 million euros at 31December 2075)
(*) Includes those available under credit transactions and other contingent risks (657 million euros at 31December 2015)

(***) Relates to commitments for cash purchases and sales of financial assets.

4.4.1.7.4.Exposure to construction and real estate sectors

Details of financing intended for construction and real estate development and its coverage are as follows: The
classification of the credit which is presented has been defined in accordance with the purpose of the credits,
and not with the debtor’s National Classification of Economic Activities (CNAE). This implies, for example, that
if a debtor belongs to: (a) a real estate company, but uses the financing granted for a purpose other than real-
estate construction or promotion, it is not included in this table; and (b) a company whose principal activity is
not construction or real estate, but the credit is used for the financing of properties intended for real-estate

promotion, it is included in the same table:

€million
2016
Gross Excess value Impairment
carrying Or which: of the Of which: adj upstments
APS (*#) APS (*%)
amount collateral (% **)
Finance for construction and real-estate development
. . . . . P 7,762 3,008 2,602 1,301 1,183
(including land)(business in Spain) (*)
Of which: doubtful 2,387 - 759 1,136
(**) Exposure for which, by applying the Asset Protection Scheme (see Note 2), the credit risk has been transferred. Corresponds to 80%of the total value of the exposure.
(***) Allowances for the exposure for which the bank retains the credit risk. Does not include allowances for exposures with transferred risk.
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€million

2015
Gross Excess value .
carrying Del que: of the Del que: Impairment
* * i * %
amount EPA (*) collateral EPA (*) adjustments (**)
Finance for construction and real-estate development
nance tion ai . P 9,517 3,567 2,902 1,119 2,039
(including land)(business in Spain) (*)
Of which: doubtful 3,844 - 1,158 - 1,948

) Exposure for which, by applying the Asset Protection Scheme (see Note 2), the credit risk has been transferred. Corresponds to 80%of the total value of the exposure.

&
(**) Allowances for the exposure for which the bank retains the credit risk. Does not include allowances for exposures with transferred risk.

€million
Gross carrying amount

Memorandum item 2016 2015
Written-off assets 136 186
€million

Amount Amount
Memorandum item 2016 2015
Loans. and advar.wes to cust'omers, excluding General Governments 93,865 97,135
(Spanish operations) (carrying amount)
Total assets (total operations) (carrying amount) 212,508 208,628
Allowances and provisions for exposures classed as standard (total operations) 880 354

The breakdown of financing intended for construction and real estate development for operations registered by
credit institutions (business in Spain) is as follows:

€million

Gross carrying Of which: Gross carrying Of which:
amount 31/12/2016 APS amount 31/12/2015 APS
Unsecured 701 62 699 70
With collateral 7,061 2,945 8,818 3,497
Buildings and other finished constructions 4,820 1,717 5,754 2,061
Housing 3,487 1,281 3,999 1,519
Rest 1,333 436 1,755 542
Buildings and other constructions 380 245 482 273

under construction
Housing 343 222 455 261
Rest 37 23 27 12
Land 1,861 984 2,582 1,163
Consolidated urban land 1,555 805 2,147 949
Other land 306 179 435 214
Total 7,762 3,008 9,517 3,567

The figures shown do not show the total value of guarantees received, but the net accounting value of the
associated exposure.

Guarantees received associated with financing intended for construction and real estate development are
shown hereafter, for both periods.

€million

Guarantees received 2016 2015

Value of collateral 4,142 6,266
Of which: guarantees doubtful risks 1,068 2,019

Value of other guarantees 309 285
Of which: guarantees doubtful risks 64 47

Total value of guarantees received 4,451 6,551
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The breakdown of loans and advances to households for the acquisition of property for transactions recorded

by credit institutions (business in Spain) is as follows:

€million

2016

Gross carrying value

Of which: APS

Of which: doubtful

Loans for property purchase
Without mortgage guarantee
With mortgage guarantee

33,697
199
33,497

693
1
692

2,052
4
2,047

€euro

2015

Gross carrying value

Of which: APS

Of which: doubtful

Loans for property purchase
Without mortgage guarantee
With mortgage guarantee

34,995
135
34,860

771
1
770

2,286
3
2,283

The table below shows the breakdown of secured mortgage loans granted to households for the purchase of
housing by the percentage of total risk of the last available taxation amount for transactions recorded by

credit institutions (business in Spain):

€million
2016
Gross amount Of which: APS Of which: doubtful
LTV ranges 33,497 692 2,047
LTV <= 40% 8,132 172 337
40% < LTV <= 60% 11,268 251 480
60% < LTV <= 80% 10,196 194 726
80% < LTV <= 100% 2,650 43 307
LTV > 100% 1,251 31 197
€million
2015
Gross amount Of which: APS Of which: doubtful
LTV ranges 34,860 770 2,283
LTV <= 40% 8,118 176 357
40% < LTV <= 60% 11,360 270 495
60% < LTV <= 80% 11,067 235 842
80% < LTV <= 100% 2,942 60 381
LTV > 100% 1,373 29 208
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Lastly, the table below gives details of foreclosed assets of companies in the consolidated group for
transactions recorded by credit institutions in Spain:

€million
2016
Gross
carrying Gross Allowances
amount Allowances amount (**) (**)
Real estate assets deriving from financing of construction and real estate 7.842 3,026 7,116 3,438
development
Finished buildings 3,241 855 2,788 1,086
Housing 1,729 425 1,377 576
Rest 1,512 430 1,412 510
Buildings under construction 564 176 477 212
Housing 467 140 389 171
Rest 97 36 88 41
Land 4,037 1,995 3,851 2,140
Building land 1,564 721 1,455 820
Other land 2,473 1,274 2,396 1,320
Real estate assets deriving from home loan mortgages 1,999 599 1,918 859
Rest of real-estate assets received in payment of debts - - - -
Foreclosed capital instruments or received in payment of debts 30 1 - -
Equity instruments of entities holding foreclosed assets or received in payment of B . R
debts
Financing to entities holding foreclosed assets or received in payment of debts (*) - - - -
Total real-estate portfolio 9,871 3,626 9,035 4,297

(*) Financing to investees who are not consolidated is included in the first table of this note

(**) Problematic real-estate assets including properties outside of national territory, considering the hedging in the original financing and the credit risk transferred upon application of the APS

€million
2015

Gross carrying Impairment
value allowances
Real estate assets deriving from financing of construction and real estate 8,577 2,966

development
Finished buildings 3,520 749
Housing 2,009 358
Rest 1,511 391
Buildings under construction 624 167
Housing 524 139
Rest 100 28
Land 4,433 2,050
Building land 1,820 719
Other land 2,613 1,331
Real estate assets deriving from home loan mortgages 2,129 460
Rest of real estate assets acquired in payment of debts - -
Capital instruments, interests and financing to companies holding assets (*) - -
Total real-estate portfolio 10,706 3,426

(*) Financing to non-consolidating investees is included in the first table in this Note.

Given that for part of these assets, the risk of loss of value is transferred by the Asset Protection Scheme, the
table below shows the reconciliation with the amount corresponding to problematic real estate assets,
including amounts from outside of Spain.
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€million

2016
Gross Value Net value Allowances
Total operations national territory 9,841 6,216 3,625
Total operations outside of national territory and others 49 45 4
Credit risk transferred upon application of APS (1,966) (1,523) (443)
Hedging of the original funding 1,111 - 1,111
Total 9,035 4,738 4,297
€million
2015
Gross Value Net value Allowances
Total operations national territory 10,706 7,280 3,426
Total operations outside of national territory and others 53 49 4
Credit risk transferred upon application of APS (2,547) (2,139) (407)
Hedging of the original funding 1,022 - 1,022
Total 9,234 5,190 4,044

4.4.1.8. Counterparty risk

Under this heading, credit risk arising from activities in financial markets that are carried out through specific
counterparty operations is considered (derivatives and operations with repurchase agreements), operations in
money markets and fixed income operations. In this manner, an integral management and monitoring of the
exposure is carried out, as a result of the activity in financial markets.

The exposure resulting from activity in financial markets under management criteria is mainly concentrated in
financial institutions (FI) and Central Counterparty Clearing houses (CCP).

The following two tables show the distribution of exposure by rating and the Group’s geographies.

%

AAA  AA+ AA AA- A+ A A- BBB+ BBB BBB- BB+ BB BB- raTi(;g

230 039 217 6.44 37.27 16.66 8.94 1254 511 3.04 122 224 0.00 042 1.26 100.00
%

2016

Euro Zone 50.42
Rest of Europe 35.75
U.S.A and Canada 13.33
Rest of the World 0.50
Total 100.00

As can be seen in the table, the risk in concentrated into counterparties with a high credit quality rating, with
65% of the risk with counterparties with a rating equal to or higher than A.

In June 2016, under EMIR (Regulation 648/2012), the obligation to clear and settle certain OTC derivatives
through Central Counterparty Clearing houses (CCP) became applicable to the Group. For this reason, the
derivatives subscribed by the Group susceptible to being cleared through a CCP are channelled via these
agents. At the same time, the Group has strengthened the standardisation of OTC derivatives with a view to
increasing the use of CCPs. The exposure through CCPs is equivalent to the amount of the guarantees
deposited.
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With regard to derivatives transactions in organised markets (OM), in line with management criteria, it is
deemed that there is no exposure, given that there is no risk as the OMs act as a counterparty in the
transactions, and due to having clearing and guarantee mechanisms, this ensures the transparency and
continuity of the activity. As in the case of CCPs, the exposure is equivalent to the deposits guaranteed.

The philosophy behind counterparty risk management is in line with the business strategy, and seeks to ensure
value creation whilst maintaining a balance between profitability and risk. For this purpose, supervision and
counterparty risk criteria has been established, deriving from activity in financial markets, which ensures that
the bank can carry out its business activity whilst respecting the risk thresholds established by Senior
Management.

The methodology used to quantify the exposure is Mark to Market (hereinafter, MtM), plus Add-on. MtM
represents current exposure, and is defined as the cost of substituting a transaction at market value in the
event that a counterparty defaults. Add-on represents a potential future risk, which an operation could reach in
a certain period, due to the characteristics of the operation and the variables of the market it depends on. In
the case of transactions under a collateral agreement, add-on represents the possible fluctuation of MtM
between the time of default and the close of the position in the market. If the transaction is not carried out
through a collateral agreement, it represents the possible fluctuation of MtM throughout the life of the
operation.

Each day at market close all of the exposures are recalculated in accordance with the entry and exit flows of
transactions, in line with the changes in market variables and the risk mitigation mechanism established by
the Group. In this manner, the exposures are subjected to daily monitoring and are controlled in accordance
the limits approved by Senior Management. This information forms part of the risk reports which are escalated
to the divisions and areas responsible for the management and monitoring of the same.

With regard to counterparty risk, the Group adopts three different mitigation measures. The main measures
are:

o Netting agreements for derivatives (ISDA and CMOF).

e Collateral agreements for derivatives (CSA and Annex Ill) and in repos (GMRA).
Netting agreements allow positive and negative MtM to be aggregated with the same counterparty, in such a
way that in the event of default, a single payment or collection obligation is established in relation to all of the
operations closed with this counterparty.

By default, the Group has netting agreements with all of the counterparties that wish to operate in derivatives.

Collateral agreements, as well as including the netting effect, also include the periodic exchange of
guarantees which mitigate the exposure with a counterparty in respect of the operations subject to such
agreement.

In order to operate in derivatives or repos with financial institutions, the Group has established the
requirement of having a collateral agreement. The Group’s standard collateral contract is bilateral (that is to
say, both parties are obliged to deposit collateral), and with a daily exchange of guarantees, always in cash
and always denominated in euro.

4.4.1.9. Assets pledged in financing activities

At the end of 2016 and 2015, there are certain financial assets pledged in financing operations, i.e. offered as
collateral or guarantees for certain liabilities. These assets correspond mainly to loans linked to the issue of
mortgage covered bonds, territorial bonds or long-term securitisation bonds (see Note 21 and Schedules lll
and 1V). 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 derivatives.

Information on loans secured with mortgage guarantees included in the “Loans and advances - Customers”
portfolio and which are linked to the issue of mortgage covered bonds pursuant to the Mortgage Market Law is
included in Schedule Ill on “Policies and procedures on the mortgage market”, a special accounting record of
issuing entity Banco Sabadell, required by Bank of Spain Circular 5/2011, implementing Royal Decree
716/2009, of 24 April (implementing certain aspects of Law 2/1981 of 25 March on the regulation of the
mortgage market).
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The bank has used part of its loans and advances portfolio 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.

The balance of the financial assets securitised under these programmes by the Group, identifying those in
which the risks and associated profits have been transferred, is as follows:

Thousand euro

2016 2015
Derecognised in full from the balance sheet 1,200,421 1,390,427
Securitised mortgage assets 294,998 358,803
Other securitised assets 19,332 20,630
Other financial assets transferred 886,092 1,010,994
Retained in full on the balance sheet: 17,873,959 15,943,390
Securitised mortgage assets 16,911,366 15,788,059
Other securitised assets 962,593 155,331
Other transfers to credit institutions - -
Total 19,074,380 17,333,817

The assets and liabilities associated with securitisation funds of assets originated after 1 January 2004, and
for which inherent risks and benefits have not been transferred to third parties, have been maintained in the
consolidated financial statements. In terms of the assets shown, the risk is not transferred as some form of
subordinated financing or credit improvement has been transferred to the securitisation funds.

Within the heading of other transferred financial assets fully derecognised from the balance sheet, it mainly
included assets transferred to SAREB by Banco Gallego, as they continue to be administered by the entity.
These assets amount to €698,084.

Details of Securitisation Funds are included in Schedule II.

4.4.2 Liquidity risk

4.4.2.1. Description

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 risk may also arise from factors of a systemic nature
or specific to the Bank itself.

The 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.

In this regard, 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 fulfil its
payment commitments normally and at a ‘reasonable cost’, under business-as-usual conditions or under a
stress situation caused by systemic and/or idiosyncratic factors.

The governance structure in terms of Banco Sabadell’s liquidity management is based on the direct
involvement of Senior Management, the clear-cut definition of the Three Lines of Defence and a strict
separation of functions and a clear structure of responsibilities in Committees, Divisions, General Sub-Divisions
and functional areas.

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:

e Executive Committee.

e Risk Committee.
e Audit and Control Committee
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These governing bodies receive regular information from all departments associated with liquidity risk
management and control, through the various Committees and/or Divisions/General Sub-Divisions.

4.4.2.2. 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 bank’s financing policy is focused on maintaining a balanced
funding structure, based mainly on customer deposits, and supplemented with access to wholesale markets
that allows the Group to maintain a comfortable liquidity position at all times.

The Group follows 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, in coordination with the Group’s corporate functions. Currently, the UGLs are Banco
Sabadell (includes OFEX), Sabadell United Bank (SUB), Banc Sabadell d’Andorra (BSA) and TSB.

In order to achieve objectives, 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:

e The involvement of the Board of the Directors and Senior Management in the management and control
of the liquidity and funding risk.

e 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 when evaluating positions
and when controlling and assessing risks.

o Decentralised liquidity management system for the more significant units but with a risk oversight and
management system at a centralised level.

e Sound identification, measurement, management, control and reporting processes on the different
liquidity and funding risks to which the Group is exposed.

o Existence of a transfer pricing system to transfer the cost of funding.
e Balanced funding structure largely based on customer deposits.

e Ample base of unencumbered liquid assets that can be accessed immediately to generate liquidity and
which comprises the first line of defence of the Group.

e Diversification of sources of funding, with controlled use of short-term wholesale funding without
having to depend on individual fund suppliers.

e  Self-funding by the main banking subsidiaries outside of Spain.
e Qversight of the degree of encumbrance of the balance sheet.

e Maintenance of a second line of liquidity that includes the capacity of issuing covered bonds and
territorial bonds.

e Availability of a Liquidity Contingency Plan.
With respect to TSB, although ring-fencing will not officially enter into effect until 2019, TSB is an autonomous
unit within the Group’s liquidity management as it is an independent UGL. The future economic performance of
the United Kingdom should not generate liquidity problems, as TSB operates independently from its parent
company.
Tools/metrics for monitoring and control of risk management
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. Liquidity risk is also monitored and controlled on a daily basis
through the early warning indicators (EWI) system and the Structural Treasury Report.
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The Board of Directors of Banco Sabadell is responsible for defining the Group’s liquidity and funding risk
appetite statement (RAS) at consolidated level and for setting indicators that UGLs must include in their local
RAS, even if they include other additional indicators.

The RAS is comprised of quantitative metrics that allow an objective monitoring to be conducted on the risk
management, as well as the qualitative aspects that complement such management.

The Board 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 the funding and liquidity risk. These metrics are monitored continuously in each of the local
ALCOs.

Lastly, it should be mentioned that the Group has designed and implemented an early warning indicators
(EWIs) system 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 decision-making process and implementation of corrective actions
and reducing the risk of contagion between the different management units.

These warnings are broken down into different levels of severity based on which the Group must consider
taking different corrective measures and actions in order to return to a BaU situation. The early warning
system is linked to the Liquidity Contingency Plan (LCP).

Banco Sabadell has an LCP in place, which sets forth the strategy for guaranteeing that the institution has the
sufficient management capacities and measures in place to limit any negative impacts of a crisis scenario
affecting its liquidity position and to allow it to return to a business-as-usual situation. The LCP also aims to
facilitate operational continuity in the management of liquidity, particularly in the event that the crisis has
arisen due to a flawed performance of one or more market infrastructures. The LCP can be activated in
response to different crisis scenarios of either the markets or the entity itself. In general, and in line with the
impact channels considered in the entity’s stress tests, these scenarios can be classed as systemic crises,
idiosyncratic crises or combined crises.

The risk control and reporting framework for the liquidity risk management limits is comprised of:

e  Supervision of Group-wide liquidity risks, independently calculating the risk management metrics
within risk systems.

e Definition of risk measurement methodologies and verification of the correct operation of control and
measurement systems.

e Daily monitoring of risk indicators and limits reporting to the different management units.

e Systematic control and analysis of the adherence to limits, identifying instances of non-fulfilment and
activating the necessary procedures for their correction.

e Establishment and generation of the necessary reporting framework for optimum monitoring and
control of risk management limits.

Furthermore, the risk control and reporting framework for RAS indicators is comprised of:

e Preparation and regular updates of a scorecard to show the evolution of the main metrics, ensuring
their adherence to the framework and limits set forth.

e Systematic control and assessment of changes to all material risks.

e Reporting and proposing actions (activation of procedures, changes to guidelines, etc.) based on the
assessment of changes to risks.
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4.4.2.3. Residual term of transactions

The table below shows the breakdown by contractual balance maturity, excluding, in some cases, value
adjustments and losses due to impairment, of certain items on the consolidated balance sheet at 31
December 2016 and 2015, under business-as-usual conditions:

Thousand euro

Upto1l More than 5
Time to Contractual Maturity Demand month 1-3 months 3-12 months 1-2 years 2-3 years 3-4 years 4-5 years years Total
Money Market 383,232 11,063,550 507,680 883,355 10,056 15,433 435,058 - 13,298,364
Loans and receivables 318,850 4,238,238 5,884,157 15,517,248 13,888,186 11,664,735 9,733,905 9,008,065 60,823,760 131,077,143
Debt securities 38,307 59,429 1,100,296 1,014,272 938,892 907,656 1,827,359 18,552,479 24,438,690
Rest of assets 546,756 10,679 - - - - - - - 557,435

1oLl asseLs

1,248,837 15,350,774 6,451,267 17,500,899 14,912,514 12,619,060 11,076,620 10,835,424 79,376,239 169,371,633

Money Market 1,534 9,548,830 1,954,808 2,423,471 304,337 2,244,063 10,650,509 66,769 53,170 27,247,492
Customer funds 80,027,468 6,350,790 8,471,037 22,525,772 5,394,356 1,588,454 801,168 818,282 55,571 126,032,898
EZSS:t;SSiS)e”ted by marketable 2093982 2440386 4909701 3,366,905 1,757,627 3,998,428 3278376 5985687 27,831,091
Of which: Subordinated liabilities - - - 83,730 - - 424,600 490,061 533,425 1,531,817
Other liabilities - 410,667 243,272 1,397,473 802,843 614,196 403,583 298,528 1,767,318 5,937,879
Total liabilities: 80,029,002 18,404,269 13,109,502 31,256,417 9,868,440 6,204,340 15,853,688 4,461,955 7,861,746 187,049,360
Of which:
Secured liabilities - 8,478,820 1,882,382 3,974,636 2,094,706 3,822,941 3,663,130 2,682,400 5,385,729 31,984,744
Unsecured liabilities 80,029,002 9,925,449 11,227,121 27,281,780 7,773,734 2,381,399 12,190,558 1,779,555 2,476,018 155,064,615
Trading and Hedging Derivatives
Receivable 406 9,001,830 9,145,760 18,968,059 16,589,433 7,200,243 5,940,177 8,066,168 44,857,154 119,769,230
Payable - 11,218,731 16,426,905 21,866,001 16,740,936 7,359,623 9,392,160 6,721,421 45,770,028 135,495,805
Net 406 (2,216,901) (7,281,145) (2,897,942) (151,503) (159,380) (3,451,983) 1,344,747 (912,874) (15,726,575)
Contingent risks
Financial guarantees 177 93,030 109,441 497,196 207,737 223,510 80,672 109,238 1,350,151 2,671,150
(*) See i he y of issues aimed at i ional investors in section 4.4.2.4
Thousand euro
Upto1l 1to3 3to12 More than 5
Time to contractual maturity Demand month months months 1 to 2 years 2 to 3 years 3 to 4 years 4 to 5 years years Total
Money Market 391,065 9,413,792 445,450 306,027 - - 301,580 - 10,857,915
Lending 8,680 5,805,725 7,386,137 18,498,673 20,598,107 15,271,840 11,429,305 10,484,936 41,549,170 131,032,575
Debt Securities 13,749 63,365 72,594 1,799,352 1,278,195 842,971 1,082,323 1,026,202 17,927,448 24,106,198
Other assets - - - - 12,355 - - 12,355
Total assets 413,494 15,282,883 7,904,182 20,604,053 21,876,302 16,127,166 12,511,628 11,812,718 59,476,617 166,009,043
Money Market 3,143 5,844,513 3,339,127 462,042 - 11,000,000 3,200,491 552,585 - 24,401,902
Customer funds 78,362,599 5,802,802 7,117,230 25,203,139 5,987,693 1,984,034 311,899 770,482 96,975 125,636,854
Liabilities in the form of tradable securities - 2,263,333 1,670,623 8,346,885 4,423,114 2,108,140 1,616,318 3,827,523 5,948,667 30,204,603
Subordinated liabilities - - 12,600 329,088 101,410 - 424,600 598,384 1,466,082
Other liabilities - 153,040 272,013 1,498,599 1,293,407 596,506 415,350 237,867 613,301 5,080,082
Total llabllitles 78,365,742 14,063,688 12,398,994 35,510,665 11,704,214 15,688,680 5,544,068 5,388,457 6,658,942 185,323,441
Trading and Hedgling Derlvatives
Receivable 227 10,274,530 6,890,247 20,901,948 16,104,460 11,772,818 5,687,379 5,457,472 33,915,963 111,005,045
Payable - 11,356,744 8,560,152 23,358,811 15,153,056 11,621,381 5,696,020 8,264,069 34,621,332 118,631,566
Net 227 (1,082,214) (1,669,905) (2,456,863) 951,404 151,437 (8,641) (2,806,597) (705,369) (7,626,521)
Contingent risks
Financial guarantees 96 111,405 135,530 451,011 254,863 128,974 170,322 59,095 1,225,625 2,536,921

In this analysis, very short-term loans traditionally present financing needs as they contain the continuous
maturities of short-term liabilities, which in typical banking activities see higher turnover rates than assets,
but as they are continuously renewed they end up actually covering such needs and even resulting in an
increase of the outstanding balances.

It should be noted that it is systematically evident that the financing capacity of the Group in capital markets
guarantees short, medium and long-term needs.

With regard to the information included in this table, it is worth highlighting that the table is a snapshot of the
balance sheet which shows residual time to maturity of the asset and liability positions on the balance sheet,
distributed in different temporary tranches.

The information provided is static, and it does not reflect foreseeable financing needs, as it does not include
performance models of the asset/liability items.

At the same time, it is worth highlighting that the breakdown of the cash flows in the parent company have
not been discounted.
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The parent company’s treatment of the contractual maturities of financial liabilities with specific
characteristics for the purposes of their reflection, are as follows:

e For any transaction that includes early repayment flows (regular or irregular), each capital flow is
shown in the temporary category in which it is expected that the payment/collection will be made (in
accordance with the contractual amortisation schedule).

In the case of demand liabilities, they are included in the “demand” tranche, without taking into
account their type (stable vs. unstable).

e There are also contingent commitments which could lead to changes in liquidity requirements. These
are fundamentally credit facilities granted with limits that have not been drawndown at the balance
sheet date by the borrowers. The Board of Directors also establishes limits in this regard for its
control.

Note 29 breaks down balances by contingent commitments given the characteristics of these
contracts, contingent commitments are generally demandable from the time of the contractual
formalisation of such commitments. It is for this reason that they should appear as “demand” in the
table of contractual maturities.

e Balances from financial guarantee contracts have been included in the table, assigning them the
maximum amount of the guarantee for the first year in which the guarantee can be executed.

e Financing in the capital markets via instruments which include clauses that could lead to accelerated
repayment (puttables, or instruments with clauses linked to a downgrade in credit rating) is reduced
in line with the Group’s financial liabilities. It is for this reason that the estimated impact on the
parent would not be significant.

e At 31 December 2016 and 2015 the Group does not present additional instruments to regulated
instruments from framework contracts associated with the contracting of derivative products or
temporary acquisitions/sales of financial assets.

e The Group does not have instruments which allows the entity to decide whether to liquidate its
financial liabilities using cash (or another financial asset) or through the submission of its own shares
at 31 December 2016 and 2015.

e At 31 December 2016 and 2015 the Group does not have instruments which are subject to master
netting agreements.

4.4.2.4. Financing strategy and development of liquidity throughout 2016

The main source of the Group’s funding is customer deposits (mainly demand accounts and term deposits
captured through the branch network), supplemented by funding through interbank and capital markets in
which the entity maintains various short-term and long-term funding programmes in order to achieve an
adequate level of diversification by type of product, term and investor. The entity maintains a diversified
portfolio of liquid assets that are largely eligible as collateral in exchange for access to financing from the
European Central Bank (ECB).

On-balance sheet customer funds

At 31 December 2016, on-balance sheet customer funds amounted to €133,457 million, compared with
€131,489 million at 2015 year-end and €94,497 million at 2014 year-end (1.5% increase in December 2016
compared with December 2015, and a 39.2% increase in December 2015 compared with December 2014 as a
result of the acquisition of TSB in June 2015). In 2016, the movement of balances from term deposits to
current accounts and investment funds has continued, as a result of the downward trend of interest rates. At
31 December 2016, the balance of sight accounts totalled €92,011 million euros (+8.8%), to the detriment of
term deposits, which showed a -13.3% decrease.
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On-balance sheet customer funds by maturity:

€million
2016 3 months 6 months 12 months >12months No mat.
Total on balance sheet customer funds (*) 133,457 10.3% 6.8% 7.9% 5.9% 68.9%
Deposits with agreed maturity 37,214 34.7% 21.3% 26.7% 17.3% 0.0%
Demand deposits 92,011 0.0% 0.0% 0.0% 0.0% 100.0%
Retail issues 4,232 21.4% 28.0% 15.7% 34.9% 0.0%

(*) Includes customer deposits (ex-repos) and other liabilities placed in the branch network: notes necessarily convertible into shares, Banco Sabadell non-
convertible bonds, promissory notes and others.

€million
2015 3 months 6 months 12 months >12months No mat.
Total on balance sheet customer funds (*) 131,489 8.7% 8.0% 12.7% 6.3% 64.3%
Deposits with agreed maturity 42,947 25.2% 22.5% 34.6% 17.7% 0.0%
Demand deposits 84,536 0.0% 0.0% 0.0% 0.0% 100.0%
Retail issues 4,006 15.9% 21.6% 46.4% 16.1% 0.0%

(*) Includes customer deposits (ex-repos) and other liabilities placed in the branch network: notes necessarily convertible into shares, Banco Sabadell non-
convertible bonds, promissory notes and others.

Off-balance sheet customer funds managed by the Group and those traded but not under management are
shown in Note 30 to these consolidated annual accounts.

The deposits of the entity are traded through the following units/companies of the Group (Commercial
Banking, Corporate Banking and Global Businesses, Private Banking, SUB and TSB). Details of the volumes of
these business units are included in the section on Business results of the Directors’ Report.

In 2016, the positive trend in terms of the generation of a commercial gap observed in recent years has
continued, which has allowed the entity to continue with its policy to partially refinance capital market
maturities and, at the same time, continue reducing the Group's Loan to Deposits (LtD) ratio (from 147% at
2010 year-end to 105.1% at 2016 year-end). To calculate the Loan to Deposits (LtD) ratio, the net lending to
customers, adjusted by subsidised financing, is used as the numerator, and retail financing as denominator.

Capital Markets

The level of financing in the capitals market has been declining in the last few years, as a consequence of,
amongst others, a positive performance of the commercial gap. At the end of 2016, the outstanding balance of
financing in capital markets stood at €25,160 million, compared with €27,436 million at the end of 2015. By
product type, as of December 2016, €13,607 million of the total amount placed in capital markets
corresponded to covered mortgage bonds, €2,816 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 correspond to other medium and long-term financial instruments.

Maturities of issuances aimed at institutional investors by product type at 31 December 2016 are analysed
below:

€million

2017 2018 2019 2020 2021 2022 >2023 ng
Bonds and mortgage covered bonds (*) 2,022 1,560 1,124 2,165 2,108 1,119 3,508 13,607
Guaranteed issues (*) 1,059 - - - - - - 1,059
Senior Debt (**) 57 600 - - - 25 - 682
Subordinated debt and preference shares ( 66 - - 425 490 - 533 1,514
Other medium/long term financial
instruments (**) - 18 - - 10 - 5 33
Total 3,204 2,178 1,124 2,590 2,608 1,144 4,047 16,895

(*) Secured issues
(**) Unsecured issues
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Banco Sabadell Group is an active participant in the capital markets and has a number of funding programmes
in operation, with a view to diversifying its sources of liquidity.

In terms of short-term financing, the entity maintains a company promissory notes programme and a Euro
Commercial Paper (ECP) programme:
e Company promissory notes programme: this programme regulates issues of promissory notes and is
aimed at institutional and retail investors. On 3 March 2016, the promissory notes programme of
Banco Sabadell for 2016 was registered with the CNMV (Spanish Securities Commission), with an
issue limit of €6,000 million, extendible to €9,000 million. The outstanding balance of the promissory
notes programme has remained stable, with a slight reduction in the outstanding balance between
institutional investors, and a slight increase in the balance allocated to non-qualified investors. At 31
December, the outstanding balance stood at €3,676 million (net of promissory notes subscribed by
companies of the Group), compared with €3,661 million euros at 31 December 2015.

e Euro Commercial Paper (ECP) Programme, aimed at institutional investors, whereby securities are
issued for the short term in various foreign currencies: euros, USD and GBP. On 18 December 2015,
Banco Sabadell renewed its Euro Commercial Paper Programme for a maximum nominal amount of
€3.5 billion. At 31 December 2016 the outstanding balance stood at €246 million, in comparison to
€275,9 million at the end of 2015.

Regarding medium- and long-term financing, the entity maintains the following active programmes:

e Programme for the issue of non-equity securities registered with CNMV (“Fixed Income Programme”):
this programme regulates the issues of bonds and obligations, both straight and subordinated, and
mortgage covered bonds, territorial bonds and structured bonds, carried out under Spanish law
through the CNMV (Spanish Securities Commission) and aimed at both national and foreign investors.
The limit available for new issues under the Programme for the issue of non-equity securities for 2016
of Banco Sabadell at 31 December 2016, was of €10,638.8 million (at 31 December 2015, the
outstanding balance under the Fixed Income Programme of 2015 was of €6,145.8 million).

e During 2016, Banco Sabadell has carried out issuances under the Fixed-Income Scheme in force for a
total of €7,658.5 million. Throughout this year, the bank has accessed the market on several
occasions, taking advantage of available liquidity windows. Specifically, in March Banco Sabadell
carried out two public issuances of mortgage covered bonds at eight and seven years in June and
October 2016, totalling €1 billion, respectively; the extension of an existing covered bond by €100
million in March, three 8-year issuances of covered bonds totalling €600 million fully subscribed by the
European Investment Bank (EIB); 8 issuances of senior debt with a 1 to 3.25 year term totalling
€2,488 million and 11 issuances of structured notes totalling €220.6 million and with terms varying
between 1 and 5 years. In the current market environment, the entity would have the capacity to
issue in different formats and terms.

e Euro Medium Term Notes (EMTN) Programme, registered on 31 March 2016 with the Irish Stock
Exchange. This programme allows senior debt and subordinated bonds to be issued in any currency,
with a maximum limit of €5 billion. On 6 May 2016, Banco Sabadell carried out an issuance of 10-year
subordinated bonds amounting to €500 million under this new EMTN programme.

On the other hand, activity in Banco Sabadell’s primary markets has currently not been affected due to the
result of the Brexit referendum held in June 2016, on the UK’s membership in the European Union. As an
example, in October 2016 the Bank issued a seven year mortgage covered bond in the market for the amount
of 1 billion euros, achieving a historically low cost.

TSB has continued to consolidate itself as a benchmark issuer, and it would appear that the market also views
it as such. In this regard, although TSB continues to have access to wholesale markets, very high volumes are
not expected, due to its ease of access to retail markets and the implementation of the Term Funding Scheme
by Bank of England in August. The Term Funding Scheme is a programme which aims to incentivise funding,
allowing British banks to make drawdowns for terms of 4 years from the date of drawdown in exchange for
eligible collateral.

e Asset securitisation: Since 1993, the Group has been very active in this market and 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.
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There are currently 34 outstanding asset securitisation operations (including the securitisation of Banco
Guipuzcoano, Banco CAM, BMN, Banco Gallego and TSB), although part of the bonds issued were withheld by
the entity as liquid assets eligible for financing operations with the European Central Bank, the rest of the
bonds were placed in capital markets. At the closing of 2016, the balance of securitisation bonds placed in
the market stood at €5,653 million.

For efficiency reasons, during 2016, 3 securitisation operations with relatively small outstanding balances
were terminated early (see further details on securitisation funds in Schedule Il of the annual report).

On 28 July 2016, Banco Sabadell carried out a new securitisation of loans awarded to SMEs named IM
Sabadell Pyme 10, for an amount of €1,750 million, the amount of which has been fully withheld in the
portfolio.

During the first half of 2016, TSB launched a new mortgage securitisation named Duncan Funding 2016-1 PLC
for an amount equivalent to €3,934 million, of which €664 million have been placed in the market.

In general terms, in 2016, the tone of the markets has been positive, although there have been several
episodes of volatility caused by political and regulatory uncertainty, which have led to tensions and even the
closure of markets during relatively prolonged periods. In the overall system, a large portion of maturities in
the market have not been refinanced, which together with the ECB’s economic stimulation measures from the
last quarter of 2014 and the beginning of 2016, has resulted in excess liquidity.

In March 2016, the European Central Bank announced new economic stimulation measures through a new
targeted long-term refinancing operations programme (TLTRO Il), consisting of four 4-year liquidity auctions
with execution dates between June 2016 and March 2017. Banco Sabadell has taken part in TLTRO IlI, with a
total of €10,000 million, though the early redemption of €11,000 million from TLTRO | auctions announced by
the ECB in June 2014. Similarly, the entity has taken part in the Covered Bond Purchase Programme (CBPP3)
implemented by the European Central Bank.

In August, Bank of England also implemented a series of measures to support economic growth. This package
includes 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. There are no drawdowns under TFS at the close of 2016.

The market’s excess liquidity, together with a low interest rate environment, has reduced prices of repo
funding compared to other alternatives. At 31 December 2016 the net nominal income from repo funding stood
at €7,927 million.

Liquid assets

In addition to these sources of funding, Banco Sabadell maintains a liquidity buffer in the form of liquid assets
with which to meet possible liquidity needs.

€million
2016 2015
Cash(*) + Net Interbank Position 8,002 4,016
Funds available in facility 6,869 4,349
Pledged assets in facility (**) 18,687 15,899
Drawn-down balance on Bank of Spain facility(* * *) 11,818 11,550
Eligible ECB assets not included in the policy 8,423 10,785
Other tradable assets not eligible for the central bank(* ***) 3,687 3,097
Total Liquid Assets Available 26,881 22,247

(*) Excess reserves at Central Banks

(**) Market value and once the ECB discount has been applied for monetary policy operations.

(***) Of which, in2016, 10,000 correspond to ECB four year liquidity auctions with a specific objective (TLTRO or Targeted Longer-term refinancing operations). En 2015, 11,000
correspond to BoS auction of TLTRO of 177 December 2014.

(****) Market value and once the Liquidity Coverage Ratio (LCR) discount has been applied. Includes Fixed Income considered as a high quality and liquid asset according to LCR
(HQLA and other tradable assets from different Group entities.

With respect to 2015, Banco Sabadell’s first line of liquidity has grown by 4,634 million euros, partly due to
the commercial gap, the diversification of the properties portfolio and the creation of own collateral.
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In the case of TSB, the first line of liquidity at 31 December 2016 is mainly comprised of gilts amounting to
€1,678 million (€1,718 million at 31 December 2015) and a surplus of reserves in Bank of England (BoE)
amounting to €4,191 million (€3,383 million at 31 December 2015).

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,
thereby limiting intra-group exposures, going beyond the potential restrictions imposed by local regulators on
each subsidiary. Thus, the subsidiaries involved in liquidity management determine their liquidity position by
considering only those assets in their possession which meet the requirements of eligibility, availability and
liquidity set forth both internally and in regulations in order to comply with regulatory minimums.

There are no significant amounts of cash and cash equivalents which are unavailable for use by the Group.

In addition to the first line of liquidity, the bank maintains a buffer of real estate assets and loans to central
governments eligible as collateral of covered mortgage bonds and covered territorial bonds respectively, 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. At the end of 2016, available liquidity amounted to €31,805
million in cash, corresponding to the amount of the first line of liquidity plus the bank’s capacity at year-end to
issue covered bonds and territorial bonds, adjusted to the average haircut applicable to covered bonds by the
ECB.

4.4.2.5. Compliance with regulatory ratios

Banco Sabadell Group has included as part of its liquidity management the monitoring of a short-term liquidity
coverage ratio (LCR) and the net stable funding ratio (NSFR), reporting 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 control of liquidity risks in the set of UGLs.

As regards the LCR ratio, since 01 January 2016, the regulatory minimum is 70%, a level which is comfortably
surpassed by all of the entity’s UGLs, in which TSB and Banco Sabadell Spain stand out due to their extremely
high LCRs. At Group level, the bank’s LCR has consistently been above 100% throughout the year.

In terms of NSFR, this is still under review and pending finalisation. The scheduled date for its implementation
is January 2018, and, as with the LCR, a period has been set for its gradual implementation. However, the
bank has already started monitoring this ratio as a liquidity metric for UGLs.

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 over
100%.

4.4.3 Market Risk

This risk is defined as the possibility of incurring a loss in the market value of positions maintained in financial
assets, as a result of changes in risk factors which in turn affect their share price and stock exchange
contributions, their volatilities and the correlations between them.

These positions that generate market risk are usually limited to trading activities, which consist of the
coverage operations performed by the bank to provide services to its customers and the maintenance of the
entity’s own positions of a discretionary nature.

Market risk may also arise simply by maintaining global balance sheet positions (also known as structural
positions) that in net terms are left open. In the latter case, the entity uses the market risk management and
monitoring system to treat the structural exchange rate risk position. Other market risks of a structural
nature, affected by such factors as interest rates, are addressed in the relevant sections.

The market risk acceptance, management and oversight system is based on the imposition of limits for
specifically assigned positions and the approval of transactions of each business unit. The various
management units therefore have the duty and obligation to manage their positions within the established
limits and to obtain approval from the risks department.

Statutory information 249



Trading activity

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

e 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.

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

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

e Equity risk: risk which derives from the fluctuation in the value of capital instruments (shares and
listed stock exchanges). This risk is reflected in the market prices of securities, as well as their
derivatives.

The changes in commodities prices has not had an impact in the year, given that the Group has residual
exposures, neither as direct positions nor as derivatives underlying exposures.

Discretionary market risks in trading activities are measured using the VaR and stressed VaR methodologies.
This allows for a standardisation of risks across different types of financial market transactions.

VaR provides an estimated of the maximum potential loss associated with a position due to adverse, but
normal, movements of one or more of the identified parameters affecting market risk. This estimate is made in
monetary terms and is associated with a specific date, a particular confidence level and a specified 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 advantages of this methodology are that it is based on the full revaluation of the operations under recent
historic scenarios, and it is not necessary to make assumptions on the distribution of market prices. The main
limitation to this methodology is its dependence on historic data used, given that if a potential event has not
materialised within the range of historic data used, it will not be reflected in the VaR information.

The reliability of the VaR methodology can be proven using backtesting techniques, which can be used to
verify that the VaR estimates fall within the contemplated confidence level. Backtesting consists of the
comparison between daily VaR and daily results. In the event that losses exceed the level of VaR, an
exception occurs. In 2016 no exceptions occurred in the backtesting, due to the low exposure to significant
events during the year, such as the Brexit referendum (24" June).

Stressed VaR is calculated in the same way as VaR but with a historical insight of variations of the risk factors
in stressed market conditions. This stress situation is determined on the basis of current operations, and it
varies if the risk profile of portfolios changes. The methodology used for this risk metric is the historic
simulation.

Its monitoring is complemented with additional measures such as sensitivities, which refer to a change taking
place in the value of a position or portfolio in response to a change in a specific risk factor. It is also
complemented by 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.

Market risks are monitored on a daily basis and reports are made on the existing risk levels and on the
abidance by the limits set forth by the Risk Committee for each management unit (limits based on nominal,
VaR and sensitivity, as applicable). This allows any changes to the risk levels to be detected, and also gives
information regarding the contribution of market risk factors.
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Market risk for the trading activity incurred in terms of the VaR at day 1 with 99% confidence for 2016 and
2015 is as follows:

€million

2016 2015
Medium Maximum Minimum Medium Maximum Minimum
Interest rate risk 0.90 2.86 0.45 0.94 1.68 0.54
Currency risk-trading 0.20 0.55 0.04 0.14 0.51 0.03
Equity risk 0.69 1.62 0.30 0.52 1.15 0.21
Credit spread 0.99 3.58 0.32 0.10 0.18 0.06
Aggregate VaR 2.78 7.90 1.23 1.70 3.52 0.84

4.4.3.1. Structural Interest Rate and Exchange Rate 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 activities and is defined as the possibility of incurring losses as a result of the impact caused by
interest rate fluctuations on the income statement (income and expenses) and on an entity’s equity structure
(current value of assets, liabilities and off-balance sheet positions sensitive to interest rates).

The following types are considered under structural risks:

e Repricing risk: related to a temporary mismatch between the maturity dates and the repricing of
assets, liabilities and short and long-term off-balance sheet positions.

e Curve risk: arising from changes in the level or gradient of the interest rate curve.

e Base risk: arising from hedging exposure of an interest rate using exposure to an interest rate that is
repriced in different conditions.

e Option risk: arising from options, including implicit options.

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 local asset and liability committees. The diversification between currencies
and UGBs is taken into consideration when presenting figures at a global level.

The current interest rate risk management strategy of the Group is mainly based on the following principles
and pillars, in line with the business model and the strategic objectives defined:

e FEach UGB has appropriate tools and processes and robust systems in order to perform an adequate
identification, measurement, management, control and reporting of IRRBB. This allows them to obtain
information from all of the identified IRRBB sources, 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.

e At a corporate level, a set of limits is set forth for overseeing and monitoring the level of exposure to
IRRBB which will be in line with the internal risk tolerance policies. However, each UGB has the
autonomy to set any other additional limits deemed necessary, based on their specific needs and the

nature of their activities.
e The existence of a transfer pricing system.

e The set of systems, processes, metrics, limits, reporting and governance covered by the IRRBB
strategy must comply with regulatory requirements.
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The metrics used to monitor structural interest rate risk include, on one hand, the interest rate gap, which is a
static measure which shows 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 hypotheses in line with the type of product.

Thousand euro

Upto1 1 and 3 3 and 1 and 2 and 3 and 4 and More than
Time untll review or maturlty month months 12 months 2 years 3 years 4 years 5 years 5 years Total
Money Market 11,582,282 995,726 694,867 10,056 15,433 - - 13,298,364
Loans and receivables 30,239,930 24,172,993 45,704,621 9,829,568 4,643,156 4,606,265 3,652,136 10,718,929 133,567,598
Debt Securities 777,973 425,453 470,589 595,616 965,449 792,510 1,758,988 16,708,412 22,494,992
Other assets 10,679 - - - - - - 10,679
Total assets 42,610,865 25,594,173 46,870,078 10,435,240 5,624,039 5,398,775 5,411,124 27,427,341 169,371,633
Money Market 9,833,363 5,315,743 1,528,052 300,052 - 10,264,091 - 6,190 27,247,492
Customer funds 29,916,721 27,956,566 20,218,285 7,942,095 3,874,426 2,588,029 35,293,842 10,080 127,800,043
Debits represented by marketable securities 5,838,507 6,244,639 3,626,795 2,763,070 635,725 2,671,713 2,168,561 3,882,080 27,831,091
Of which: subordinated liabilities 66,050 58,800 17,680 - 424,600 449,661 515,025 1,631,817
Other liabilities 413,359 578,921 1,915,619 405,944 306,036 178,685 109,491 262,678 4,170,734
Total liabilities 46,001,950 40,095,869 27,288,751 11,411,161 4,816,187 15,702,518 37,571,894 4,161,028 187,049,360
Hedging Derivatives 479,189 4,499,515 (1,712,535) (704,377) 121,734 65,789 391,706 (3,141,020)
Interest rate gap (2,911,897) (10,002,181) 17,868,792 (1,680,299) 929,586 (10,237,954) (31,769,065) 20,125,293 (17,677,726)

On the other hand, the sensitivity of different key economic figures (financial margin, economic value) to
changes in the interest rate curve is calculated. 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:

Instant and parallel increase of 100 b.p's

Interest rate sensitivity Impact on financial spread Impact on economic value
EUR 0.1% 1.3%
GBP 1.9% (2.2%)
usD 0.2% (0.3%)

In addition to the impact on net interest income, in the time horizon of one year, presented in the previous
table, the Group calculates the impact on net interest income for the time horizon of two years, the result of
which is notably more positive for all currencies.

Given the current level of market interest rates, in the scenario of a decline in interest rates, a maximum shift
of 100 basis points in each term is applied, so that the resulting interest rate is always greater than or equal
to zero.

Derivatives derived from financial markets are used as risk hedging instruments, mainly interest rate swaps
(IRS), which are considered as hedging instruments for accounting purposes. Two different forms of macro-
hedging are used:

e Macro-hedging of interest rates of cash flows, the purpose of which is to reduce the volatility of net
interest income as a result of interest rate fluctuations, for a one-year time horizon.

e Macro-hedging of interest rates at fair value, the purpose of which is to maintain the economic value
of the hedged items, consisting of assets and liabilities at a fixed interest rate.

Balance sheet items accounted at amortised cost do not show any valuation adjustments associated with
interest rate changes. On the other hand, for financial assets classified as “Available-for-sale financial assets”
valued at fair value, the change in risk premiums has had a greater impact than the decline in interest rates
during the year.

Structural exchange rate risk

Structural exchange rate risk arises ahead of the event that changes in market rates between different
currencies could generate losses in financial investments, and for permanent investments in foreign branches
and subsidiaries with functional currencies other than the euro.
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The purpose of managing structural exchange rate risk is to minimise its impact on the value of the portfolio /
the entity's equity due to adverse movements in currency markets. This management is subject to the risk
appetite set forth in the RAS and must comply at all times with the levels set forth for established risk
metrics.

Exchange rate risk is monitored on a daily basis, and reports on current risk levels and on compliance with the
limits assigned to each unit are sent to the risk control functions established by the Risk Committee. The main
monitoring metric is currency exposure (as a percentage of Tier 1), which measures the sum of the net open
position (assets less liabilities) maintained by the entity in each currency through any type of financial
instrument (FX spots, forwards and options), valued in euros and in terms of Tier 1.

Compliance 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 Financial Division, through ALCO, has desighed and executed the coverage of foreign exchange structural
positions with the primary aim of minimising the negative impact on CET1 capital ratios caused by exchange
rate fluctuations.

In 2016, in a context of continued uncertainty, caused by the post-Brexit referendum negotiations, Banco
Sabadell continues to be vigilant with respect to the EUR/GBP exchange rate. During this period the Group
has adopted a hedging policy which aims to mitigate the negative effects on capital ratios, as well as the
results generated from its business in GBP, which may arise from the evolution of the EUR/GBP exchange
rate.

During 2016, capital hedging has increased, from 768 million sterling pound in 2015, until the current 1,368
million sterling pound, which represents 73% of the total investment carried out (see Note 13 Hedging of net
investments in foreign businesses).

This currency hedging is continuously monitored based on market movements.

The exchange value in euro of assets and liabilities in foreign currencies maintained by the Group at 31
December 2016 and 2015, classed in line with their nature, is as follows:

Thousand euro

2016
u.S.D GBP Other currencies Total
Assets denominated in foreign currency: 15,878,614 44,435,457 1,133,974 61,448,045
%?ina;gn?::: ;’:;2’;?;5 with central banks and 652,889 4,266,002 165,408 5,084,299
Debt securities 3,731,567 2,450,815 60,693 6,243,075
Loans and advances
Central banks and credit institutions 277,689 721,908 12,572 1,012,168
Customers 10,735,376 35,012,927 810,188 46,558,492
Other assets 481,094 1,983,805 85,112 2,550,010
Liabilities denominated in foreign currency: 14,864,643 41,702,364 418,332 56,985,338
Deposits
Central banks and credit Institutions 4,639,081 969,118 208,281 5,816,480
Customers 9,873,168 35,482,586 166,121 45,521,875
Other liabilities 352,393 5,250,659 43,930 5,646,983
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Thousand euro

2015

U.S.D GBP Other currencies Total
Assets denominated in foreign currency 14,737,033 46,239,931 665,890 61,642,854
%ﬁzraé‘:r:::: é’:")i';‘i:t‘is with central banks and 570,278 4,211,810 38,684 4,820,772
Debt securities 4,290,721 1,690,073 38,925 6,019,719
Loans and advances
Central banks and credit Institutions 201,959 28,587 50,827 281,373
Customers 9,097,497 36,296,135 456,138 45,849,770
Other assets 576,578 4,013,326 81,316 4,671,220
Liabilities denominated in foreign currency 11,731,015 41,052,234 221,502 53,004,751
Deposits
Central banks and credit institutions 3,525,967 31,655 110,588 3,668,210
Customers 7,898,875 35,528,670 94,662 43,522,207
Other liabilities 306,173 5,491,909 16,252 5,814,334

The net position of foreign currency assets and liabilities includes the structural position of the bank valued at
a historic exchange rate at €1,685 million, of which €597 million correspond to permanent shareholdings in
GBP, €769 million to permanent shareholdings in USD and €279 million in stakes in MXN. Net assets and
liabilities valued at the exchange rate are hedged through forwards and foreign exchange options, in
accordance with the Group’s risk management policy.

At the end of 2016, the sensitivity of equity exposure to a 1% devaluation in exchange rates against the euro
of the main currencies to which the bank is exposed amounted to €17 million, of which 35% correspond to the
sterling pound, 46% to the US dollar, 17% to the Mexican peso and the rest to other currencies.

4.4.4 Operational Risk

Operational risk is defined as the risk of incurring losses due to from inadequate or failed internal processes,
people or systems or due to unexpected external events. This definition includes reputation risk (which in turn
includes behavioural risk), technology, model and outsourcing risks.

The operational risk management process is decentralised, split among the various process managers
throughout the organisation. The processes they manage are indicated in the corporate process flowchart,
which facilitates the distribution of information throughout the organisation. The Group has a central unit
specialised in the management of operational risk, whose main functions are to coordinate, supervise and
promote the identification, assessment and management of risks by the process managers, based on the
management model adopted by Banco Sabadell Group.

Senior Management and the Board of Directors are directly involved and effectively take part in the
management of this risk by approving the management framework and its implementation as proposed by the
Operational Risk Committee. The latter is formed of Senior Management members from different functional
areas within the entity. The management of this risk also requires regular audits to be carried out on the
application of the management framework and the reliability of the information provided, as well as internal
validation tests of the operational risk model. Operational risk management is based on two lines of action:

The first line of action is based on the analysis of processes, the identification of risks associated with such
processes that may result in losses, a qualitative assessment of the risks and the associated controls, carried
out jointly between process managers and the central operational risk unit. This provides an assessment which
lets the entity know its future exposure to the risk in terms of expected and unexpected loss, and also allows
trends to be foreseen and the corresponding mitigating actions to be efficiently planned.

This is complemented by the identification, monitoring and active management of the risk through the use of
key risk indicators, causing the establishment of alerts to warn of any increase in this exposure, the
identification of the causes for this increase, and the measurement of the efficiency of the resulting controls
and improvements.
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At the same time, a check is made to ensure that processes identified as being highly critical in the event of
discontinued service have specific business continuity plans in place and that they are implemented. In terms
of the risks identified, a qualitative estimate is made of the reputation impact that these risks could cause in
the event of their occurrence.

The second line of action is based on experience. It consists of recording all losses suffered by the entity in a
database, providing information about operational risks encountered by each line of business, as well as their
causes, so that action may be taken to minimise these risks.

Additionally, this information allows the coherence between the estimates made on potential and real losses
to be compared and contrasted, in terms of both frequency and severity, iteratively improving the estimates of
exposure levels.

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

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

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

e Qutsourcing risk: the possibility of incurring losses deriving from: suppliers failing to provide
subcontracted services or discontinuing their provision, weaknesses in their systems’ security,
disloyal customers or a breach of applicable regulations.

e Model Risk: the possibility of incurring losses derived from decisions taken based on the use of
inadequate models.

4.4.5 Fiscal risk

Fiscal risk is defined as the probability of failing to comply with the objectives set forth in the fiscal strategy of
Banco Sabadell from a dual perspective due to either internal or external factors:

e On one hand, the probability of failing to comply with the tax obligations that may result in an undue
lack of income, or the occurrence of any other event that generates potential damages for the bank in
terms of its meeting objectives.

e On the other hand, the probability of undue income arising from meeting tax obligations, thus
negatively affecting shareholders or other stakeholders.

Banco Sabadell’s fiscal risk policies aim to set forth principles and guidelines in order to ensure that any fiscal
risks that may affect the strategy and fiscal objectives of the Group are systematically identified, assessed
and managed, so as to comply with the new requirements of the Spanish Capital Companies Act and
stakeholders of Banco Sabadell Group.

In terms of fiscal risk, Banco Sabadell aims to meet its tax obligations at all times, adhering to the current
legal framework in matters relating to taxation.

Banco Sabadell’s fiscal strategy reflects its commitment to promoting responsible taxation, promoting the
prevention and development of key transparency schemes in order to strengthen the trust of the various
stakeholders.

The Group's fiscal strategy is aligned with its business strategy, and manages fiscal aspects efficiently and in
line with the principles of prudence and mitigation of fiscal risk.
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The Board of Directors of Banco Sabadell, under the framework of powers set forth in the Spanish Capital
Companies Act for the improvement of corporate governance, is responsible, and cannot delegate such
responsibility, for the following:

o Setting the company's fiscal strategy.

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

e Approving the creation and acquisition of interests in special purpose entities or entities domiciled in
countries or territories considered as tax havens.

e Approving any similar transaction which, due to its complexity, could 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
fiscal policy and ensure compliance therewith by implementing an appropriate control and oversight system,
covered by the general risk management and control framework of the Group.

4.4.6 Compliance risk

Compliance risk is defined as the possibility of incurring legal or administrative sanctions, significant financial
losses or loss of reputation as a result of breaches of laws, regulations, internal standards and codes of
conduct related to banking activities.

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

To this end, the Group has its Compliance Division whose purpose is to promote and endeavour to reach the
highest degrees of compliance with the legislation in force and the professional ethics of the Group, to
minimise the possibility of non-compliance and ensure that any instances of non-compliance are identified,
reported and diligently resolved, and that the appropriate preventive measures are adopted in the event that
these are not already in place.

The compliance model assigns responsibility for establishing policies, procedures and controls to the parent
undertaking. Responsibility for the execution of control programmes also resides with the parent undertaking.
Foreign branches and subsidiary undertakings are assigned responsibility for the implementation of those
policies, procedures and controls that directly affect them, and are also responsible for their functional
maintenance.

It is a flexible model focused on risk, which is continuously adapted to the Group’s strategy and which takes
full advantage of synergies, maintaining an overall focus on any aspects that fall within the general scope
and/or which require significant technological development, but which is also adapted to the specifications
and legislation affecting each business or each country.

The main challenge is the standardisation within the Group of regulatory compliance control levels, setting
compulsory minimum standards, irrespective of the activity or country in which this activity is being carried
out.

This model is made up of two pillars:

(i) A central unit which provides services to the whole Group and which is aimed at the Group-wide
management of compliance risk. Its main tasks are the analysis, distribution and implementation control of
any new regulations that could impact the Group, as well as the control, focused on risk, of the correct
fulfilment of the regulations already in place.

Additionally, it is directly responsible for the execution of various processes which have been categorised as
high risk, as they require comprehensive and direct control methods: anti-money laundering and combating the
financing of terrorism; control of market abuse practices; control of fulfilment of Internal Code of Conduct and
the implementation and monitoring elements for investor protection (MiFID).
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(ii) A network of compliance supervisors located in each subsidiary and foreign branch (with functional
dependency on the central compliance unit and hierarchical reliance on the manager of the subsidiary or
foreign branch) and which operate their own control programmes. They regularly report to the central unit to
ensure the fulfilment of internal rules and regulations and compliance with the legislation in force that govern
the countries in which these subsidiaries and foreign branches operate, and the activities that they carry out.

This model is constructed and implemented through six different means to ensure its efficiency: technology,
training, procedures, communication channels, control and monitoring programmes and an approval process of
products and regulations.

Nota 5 — Minimum own funds and capital management
Regulatory Framework

On 1 January 2014, the new regulatory framework entered into force, whereby the European Union has
implemented the capital regulations of the Basel Ill accords by the Basel Committee on Banking Supervision
(BCBS) under a phase-in model until 1 January 2019.

This regulation, which is split into three pillars, regulates the minimum own funds to be kept by credit
institutions, on both an individual and consolidated basis, and the way in which these own funds must be
calculated (Pillar I), as well as the various internal capital assessment process that must be performed (Pillar
I1), and the public information that must be disclosed to market (Pillar Il).

This regulatory framework consists of:

e Directive 2013/36/EU (generally known as CRD-1V), of 26 June 2013, of the European Parliament and
of the Council, on access to the activity of credit institutions and the prudential supervision of credit
institutions and investment firms, amending Directive 202/87/EC and repealing Directives
2006/48/EC and 2006/49/EC.

e Regulation (EU) 575/2013 (generally known as CRR), of 26 June 2013, of the European Parliament
and of the Council, on prudential requirements for credit institutions and investment firms and
amending Regulation (EU) 648/2012.

Directive CRD-IV was transposed into Spanish law through:

e RD-Law 14/2013, of 29 November, on urgent measures for adapting Spanish law to European Union
regulations in terms of supervision and solvency of financial institutions.

e Law 10/2014 of 26 June, on the ordering, supervision and solvency of credit institutions.

e Royal Decree 84/2015, of 13 February, implementing Law 10/2014 of 26 June, on the ordering,
supervision and solvency of credit institutions, completing the regulatory implementation of the above
law, while merging into a single text all the regulatory requirements for the ordering and discipline of
credit institutions.

e Bank of Spain Circular 2/2016, of 2 February, the primary objective of which is to complete, in
matters related to credit institutions, the transposition of Directive 2013/36/EU (Supervision of
Credit Institutions) to the Spanish legal system.

The CRR, which is immediately applicable to Member States and, as such, to Spanish credit institutions,
implements the requirements of Directive CRD-IV, granting authority to the national authorities of competent
jurisdiction to make use thereof in certain regulatory options.

In this respect, Bank of Spain, by virtue of the enabling clause included in RD Law 14/2013, published
Circulars 2/2014 and 3/2014, of 31 January and 30 July, respectively. It also recently published Circular
2/2016 by which it makes use of these regulatory options.

Under the requirements set forth in the CRR, credit institutions must comply with a total capital ratio of 8% at

all times. However, regulators may exercise their authority under the new regulatory framework and require
institutions to maintain additional capital.
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The stress test exercise carried out by the European Banking Authority, in collaboration with the European
Central Bank, concluded in July 2016 that in the most adverse scenario contemplated Banco Sabadell Group
would have a Common Equity Tier 1 (CET1) ratio of 8.19%, and 8.04% fully loaded in 2018, which is proof of
the Group’s high liquidity to overcome very adverse economic scenarios.

The entity received a notification in November 2016 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 Group must maintain, on a consolidated basis, a
CET1 ratio of 7.375% measured against phased-in regulatory capital. This requirement 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-Sll (0.125%). Furthermore, this is the consolidated CET1
level 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.

Furthermore, based on the note published by Bank of Spain on 14 December 2016, which designates systemic
institutions for 2017 and sets their countercyclical capital buffers in line with the European Banking Authority
Guidelines on criteria for the assessment of O-Slls (EBA/GL/2014/10), included in Standard 14 and Annex 1
to Bank of Spain Circular 2/2016, Banco Sabadell is considered an O-SlI(Other Systemically Important
Institution) and the countercyclical capital buffer has been set at 0% for 2017, and the prudential capital
buffer has been set at 0.125%.

At 31 December 2016, the Group’s CET1 capital ratio stood at 12%. Therefore, these capital requirements do
not entail any of the aforementioned limitations.

Capital management

The management of capital funds is the result of the ongoing process of capital planning. This process
considers the expected evolution of the economic, regulatory, and sectoral environment, as well as more
adverse scenarios. It takes into account the expected capital consumption in different activities, under the
various scenarios envisaged, and the market conditions that could determine the effectiveness of the various
actions that could be considered for implementation. The process is always in line with the strategic
objectives of the bank and strives to achieve an attractive return for shareholders, whilst always ensuring that
its own funds are appropriate in terms of the inherent risks of the activity.

The bank’s general policy on capital management is to ensure that its available capital is sufficient to cover
the overall levels of risk being incurred.

The Group follows the guidelines defined by the Basel Capital Accord as a basic principle that most closely
relates institutions’ own funds requirements with the real risks incurred, based on internal risk measurement
models that have been previously validated by independent parties.

The Group has been authorised by the supervisor to use the majority of its internal models to calculate
regulatory capital requirements. Based on the risk measurements provided by these new methodologies, the
Group has a comprehensive risk measurement model under one internal measurement unit, in terms of
allocated capital.

The allocation of capital by risk type at the end of 2016 is as follows:

In percentage

2016
Credit risk 82%
Structural risk 4%
Operational risk 8%
Market risk 1%
Other 5%
Total 100%
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The risk assessment in terms of necessary allocated capital enables it to be linked to the yield obtained from
customer and operation levels to a business unit level. The Group has implemented a risk adjusted return on
capital (RaRoC) system which provides this assessment, enabling uniform comparisons to be made and be
included in the transaction pricing process.

The Group has a sophisticated system to measure each type of risk incurred and methodologies capable of
integrating all of them. Such an approach requires a broad perspective of risk that takes account of possible
stress scenarios and suitable financial planning in each case. The risk assessment systems used are in line
with current best practices.

Each year the Group carries out its own internal capital assessment process as prescribed by the New Basel
Capital Accord (NBCA), and more specifically in regulatory standards on regulatory own funds, and reports the
results to the Supervisor.

The process starts from a broad spectrum of previously identified risks and a qualitative internal assessment of
policies, procedures and systems for accepting, measuring and controlling each type of risk and appropriate
mitigation techniques.

The next stage involves a comprehensive quantitative assessment of the necessary capital based on internal
parameters and using the institution’s own models (such as borrower credit rating or scoring systems) and
other internal estimates appropriate to each type of risk. The assessments for each type of risk are then
integrated and a figure is calculated to be used as an indicator in terms of allocated capital. In addition, the
institution’s business and financial objectives and stress testing exercises are reviewed to reach a final
determination as to whether certain business developments or extreme scenarios could pose a threat to its
solvency when compared to its available own funds.

The level and quality of capital are metrics corresponding to the Risk Appetite Statement within the Group’s
Strategic Risk Framework, which is explained in Note 4. Financial risk management.

For more information on capital management see the document published annually regarding Pillar Il
Disclosures, available on the bank’s website (www.grupbancsabadell.com) under the section Information for
Shareholders and investors / Financial information.

Capital resources and capital ratios

At 31 December 2016, the group's qualifying capital amounted to €11,852 million, representing a surplus of
€4,966 million, as shown below:

Thousand euro

Year-on year

2016 2015 change (%)
Capital 702,019 679,906 3.25
Reserves 11,874,214 11,428,739 3.90
Bonds convertible into shares - - -
Non-controlling interests 21,490 24,339 (11.71)
Deductions (2,265,363) (1,923,514) 17.77
CET1 resources 10,332,360 10,209,470 1.20
CET1 (%) 12.0 115
Preference shares, convertible bonds and deductions - - -
Tier one resources 10,332,360 10,209,470 1.20
Tier 1 (%) 12.0 11.5
Tier two resources 1,519,237 1,207,912 25.77
Tier 11 (%) 1.8 14
Capital base 11,851,597 11,417,382 3.80
Minimum capital requirement 6,885,598 7,101,497 (3.04)
Capital surplus 4,965,998 4,315,885 15.06
BIS ratio (%) 13.8 12.9 7.06
Risk weighted assets (RWA) 86,069,980 88,768,713 (3.04)

Common Equity Tier 1 (CET1) capital accounted for 87.2% of qualifying capital resources.
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Tier 1 of Basel Ill consists of, in addition to CET1 capital, convertible bonds and the deduction of intangible
assets by the same amount.

Secondary or Tier Il capital provide a further 12.8% of the BIS ratio and is mainly made up of subordinated
bonds and generic provisions (subject to regulatory limits as to eligibility), and other required deductions.

Over the last 5 years, the bank has increased its capital base through issuances classed as tier 1 capital,
which have increased the Group’s capital by more than €6,600 million. These include the capital increase with
pre-emptive subscription rights of €1,607 million, carried out in April 2015 as a result of the acquisition of
TSB.

During 2016 the total mandatory conversion due to the maturity of the Mandatory Convertible Subordinated
Bonds series (Series I11/2013) was exercised, as well as the conversion of 25% of the nominal amount of the
MCSD (Series IV 2013), without any impact on capital ratios. Additionally, in 2016, a Subordinated Debt issue
for the amount of 500 million euros was also executed, leading eligible TIER2 resources to amount to €1,519
million.

The change in Common Equity Tier 1 (CET1) phased-in 2015 (€10,209 million) and 2016 (€10,332 million) is
mainly due to the retained earnings in the year, larger deductions and including all valuation adjustments
(incorporating valuation adjustments for sovereign debt instruments).

Risk-weighted assets (RWAs) for the period stand at €86,069,980 thousand, which represents a 3.04%
decrease compared with the previous year, mainly due to the devaluation during the year of the British pound
sterling against the euro.

All of these actions and events have enabled Banco Sabadell to reach a phased-in Common Equity Tier 1 (CET
1) level of 12.0%, and a total capital ratio of 13.8% at December 2016, which widely surpasses the levels
required in the regulatory framework.

The table below shows the reconciliation of net equity with regulatory capital:

€million
2016 2015
Equity 12,926 12,275
Valuation adjustments 107 456
Non-controlling interests 50 37
Total net equity 13,083 12,767
Goodwill and intangibles (2,128) (1,989)
Other adjustments (623) (569)
Regulatory accounting adjustments (2,751) (2,558)
Common equity tier 1 10,332 10,209
Additional tier 1 capital - -
Tier 2 capital 1,519 1,208
Total regulatory capital 11,852 11,417
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Risk weighted assets (RWAs) are distributed by risk type, as shown below,

largest risk:

Distribution of own funds by risk type

Operation risk

Credit valuation
adjustment risk
0.30%

Credit risk

90.54%

The distribution of own funds requirements to cover this type of risk (credit risk), broken down

geography and sector is shown below:

Own funds requirements by geography

IBERO-AMERICA
REST OF EU 232%
3.49% —l

REST OF THE WORLD

REST OF OECD
0.16%

NORTH AMERICA.

Extractive industries

Exposure
by sectors

Transport, distribution
and hotels

Real-estate
development
4.46%

3.77%
Production and energy\\ ‘

distribution
2.14%

Manufacturing
industries
4.68%

0.35%

Retail
4033%

Agriculture, farming,
hunting and fishing
0.53%

Construction
0.89%

Finance, commerce
and other services
42.83%

with Credit Risk showing the

by segment,

For the calculation of risk-weighted assets by credit risk, for some portfolios the Bank has received approval
from the Supervisor to treat them using an internal ratings based model, which represents 52.12% of the total.

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:

Distributlon of portfollos approved by the supervisor for the use, or the applicatlon of internal ratings based methods (IRB).

Regulatory
Entity Exposure Internal Portfollo Internal Estimations Used Method Based on Status
Internal Ratings
Portfollo
Portfolios based on rating models that Probability of Default (PD) Approved on
BS Corporates rate corporate banking up to SMEs Loss Given Default (LGD) Advanced IRB 01,2008
and developers Credijt Conversion Factor (CCF)
N ) Probability of Default (PD) Approved on
BS Retail Mortgage scoring Loss Given Default (LGD) Aadvanced IRB 01,2008
N ) Probability of Default (PD) Approved on
BS Retail Consumer scoring Loss Given Default (LGD) Aadvanced IRB 01,2008
. . » Supervisory Slotting Approved on
BS Corporates Project Finance Probability of Default (PD) Criteria 12,2009
Probability of Default (PD)
N . N Approved on
BS Retail Retailers & Self-Employed Loss Given Default (LGD) Advanced IRB 12/2010
Credit Conversion Factor (CCF)
. . N Probability of Default (PD)
BS Retail Behavioural scoring cards & credit Loss Given Default (LGD) Advanced IRB Az‘;'}’;gdli”
Credit Conversion Factor (CCF)
BS Institutions Financial Institutions Probability of Default (PD) Foundation IRB Ajp-pzr;);?)cl;n
Probability of Default (PD)
N . i Approved on
TSB Retail Mortgage scoring Loss Given Default (LGD) Aadvanced IRB 06,2014
Credit Conversion Factor (CCF)
Probability of Default (PD)
N . . Approved on
TSB Retail Consumer Loans scoring Loss Given Default (LGD) Advanced IRB 10/2014
Credit Conversion Factor (CCF)
Probability of Default (PD)
. X . Approved on
TSB Retail Cards scoring Loss Given Default (LGD) Advanced IRB 06,2015
Credit Conversion Factor (CCF)
Probability of Default (PD)
N . N Approved on
TSB Retail Current account scoring Loss Given Default (LGD) Aavanced IRB

Credit Conversion Factor (CCF)

06/2015

Data from models approved by the supervisor at 31,/12,/2015.
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The Group carries out frequent backtesting of its IRB (Internal Ratings Based) models, at least on an annual
basis. These exercises are independently reviewed by the Internal Validation unit and reported for their
monitoring to the internal governing bodies, such as the Technical Risks Committee or the Risk Commission
(delegated committees). Additionally, the backtesting results that affect the risk parameters, and the main
conclusions from these results, taking into account the criteria established by the EBA in its disclosure
Guidelines, are included in the annual Pillar Ill Disclosures report.

The distribution, based on the calculation methods of exposures and risk weighted assets for different
portfolios, is shown below:

EAD by segment

Retailers & Self- Equity

0.83%
employed ,
2.03%

RWA by segment
Retailers & Self-
Corporates Public sector employed
13.03% 1.69% 1.45%
Other retail /

Equity
4.51%

Public sector Financial

1.66%

2077% T institutions 21.36%
2.74% Retail SMEs
5.50%
Other retail Othe: Financial
1.15% 11.49% Corporate SMEs Institutions
15.85% 3.12%

Retail SMEs
Loans

8.23% 2.27%
Mortgage loans
Corporate SMEs 23.93% Mor;gsa(g):;oans
13.51% -

EAD per segment using the IRB method RWA per segment using the IRB method

Retailers & Self-

employed
3.73%

r

Retailers & Self-
employed

/ 2.52%

Other retail
0.51%

Other retail
0.77%
Retail SMEs

Corporates 10.50%

27.18%
Retail SMEs
15.65%

Financial Corporate SMEs
institutions 26.58%
3.70%
Loans
Corporate SMEs 3.41%

22.95%

Financial
institutions

Mortgage loans Mortgage loans
22.61% 10.02% Loans
1.97% 3.71%

EAD by segment using the standard method RWA by segment using the standard method

Equity Corporates Retailers & self-

Financial Equit
Retailers & Self__ 145% 252 heneR public sector e’gps'::fd ey~ Corporates
employed 2.03% 2.97% / 4.05%

0.77% Other retail - Fln.anc.|al
Others 2.53% institutions
20.04% 2.67%

Retail SMEs
1.71%

Public Sector

36.21%
I:[T;; Corporate SMEs
e 7.70%
Other retail
1.43% Other
Retail SMES Mortgage loans Mortgage loans 43.33%

y 24.10%
2.71% 24.92%

Loans

Corporate SMEs 2.38%

6.50%
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The Leverage Ratio aims to strengthen capital requirements with a supplementary measure not linked to the
level of risk. The leverage ratio is the ratio between qualifying Tier 1 capital resources (Tier 1) and exposure.

The CRR sets forth a leverage ratio, the fulfiiment of which is mandatory as of 1 January 2018. Previously, a
definition and calibration period between 2014 and 2017 was set forth, 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 their 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. The leverage ratio at 31 December 2016 and 31 December 2015 is shown below:

Thousand euro

2016 2015
Tier 1 capital 10,332,360 10,209,470
Exposure 217,918,574 210,369,669
Leverage ratio 4.74% 4.85%

Note 6 — Fair value of assets and liabilities
Financial assets and liabilities

The fair value of a financial asset or liability at a given date is understood as the amount at which it could be
sold or transferred, respectively, at that date, between independent and knowledgeable parties acting freely
and prudently and without coercion in market conditions. The most objective and commonly used reference for
the fair value of a financial asset or liability is the price that would be paid for it in an organised, transparent
and deep market (“quoted price” or “market price”).

When there is no market price for a particular financial asset or liability, the fair value is estimated from the
values established for similar instruments in recent transactions or, failing that, by using mathematical
valuation models suitably tested by the international financial services community. When using these models,
the specific characteristics of the financial asset or liability being valued are taken into account, particularly
the different types of risk that may be associated with them. The above notwithstanding, the limitations
inherent in the valuation models that have been developed and possible inaccuracies in the assumptions and
parameters required by these models may result in the estimated fair value of a financial asset or liability not
precisely matching the price at which the asset or liability could be delivered or settled as of the valuation
date.

The fair value of financial derivatives quoted on an active market is the daily market price.

In the case of instruments for which quoted prices cannot be determined, prices are estimated using internal
models developed by the bank, most of which take data based on observable market parameters as significant
inputs. Otherwise, the models make use of other inputs which rely on internal assumptions based on generally
accepted practices within the financial services community.

For financial instruments the fair value measurements disclosed in the financial statements are classified
according to the following fair value levels:

° Level I: Fair values are obtained from the (unadjusted) prices quoted on active markets for that
instrument.

° Level II: Fair values are obtained from the prices being quoted on active markets for similar
instruments, the prices of recent transactions, expected flows or other measurement techniques for
which all significant inputs are based on directly or indirectly observable market data.
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° Level IlI: Fair values are obtained through measurement techniques for which some significant inputs
are not based on observable market data.

Set out below are the main valuation methods, assumptions and inputs used when estimating the fair value of
financial instruments classified in Levels 2 and 3, according to the type of instrument concerned:

Level 2 financial instruments

Valuation
methods

Main assumptions

Main inputs used

Debt securities

Present value
method

Calculation of the present value of financial
instruments as the present value of future
cash flows (discounted at market interest
rates), taking into account:

- An estimate of pre-payment rates

- Issuers' credit risk

- Issuer credit spreads
- Observable market interest rates

Capital instruments

Sector multiples
(P/BV)

Based on the CNAE that is best adjusted to
the company's main activity, the P/BV
multiple obtained in the comparison is
applied.

- CNAE's
- Share price listings in organised
markets

Derivatives (*)

Black-Scholes
model
(analytic/semi-
analytic formulae)

For equity derivatives, inflation, currencies or
commodities:

- Black-Scholes assumes a lognormal
process of forw ard rates taking into account
potential convexity adjustments

For equity
derlvatlv.es, Black-Scholes model: a lognormal distribution
currencies or . . .
. is assumed for the underlying asset with

commodities: - .

Monte Carl volatility depending on the term.

. e. ° - SABR: stochastic volatility model.
simulations
- SABR
For‘mt(?rest rate These models assume that:
derivatives:

- Standard Model
- Libor Market
Model

- The standard and shifted model allow
negative rates

- Forward rates in the term structure of the
interest rate curve are perfectly correlated

For credit
derivatives:
- Intensity models

These models assume a default probability
structure resulting from term-based default
intensity rates.

For equity derivatives, inflation,
currencies or commodities:

- Forw ard structure of the underlying
asset, given by market data
(dividends, sw aps points, etc.)

- Option volatility surfaces

For interest rate derivatives:

- Interest rate time structure

- Underlying Options asset volatility
surfaces on Libor rate (caps) and
Sw aps rates (sw aptions)

- Probability of default for CVA and
DVA calculation (**)

For credit derivatives:
- Credit Default Sw aps (CDS) values
- Historic credit spread volatility

(*) Due to Banco Sabadell's reduced net position, it is estimated that the funding value adjustment (FVA) has a non-material impact on the valuation of derivatives.

(**) For CVA and DVA calculation fixed severities at 60%have been used, corresponding to the market standard for senior debt. Average future exposures, positive and negative, have been estimated
using market models, libor for rates and black for currencies, using market inputs. The probability of default for customers without quoted debt securities or CDS were obtained from the internal
rating model, and for Banco Sabadell Banco Sabadell those obtained fromthe CDS quotation have been used.
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Level 3 financial

N Valuation methods
instruments

Main assumptions Main non-observable inputs

Calculation of the present value of financial
instruments as the present value of future cash
flows (discounted at market interest rates),
taking into account:

- An estimate of pre-payment rates

- Issuers' credit risk

- Current market interest rates

- Estimated credit spreads of issuer or

Debt securities Present value method a similar issuer.

Calculation of the present value of future cash
flows discounted at market rate adjusted for
risk (CAPM method), taking into account:

- The entity’s business plans
- Risk premiums for the company’s

sector
ital instrumen Di n hfl meth - Estim h fl for th mpan . L
Capital instruments iscounted cash flow method sti atel>d cash flows for the company -Adjustment for systematic risk (Beta
- Sector risk for the company
parameter)

- Macroeconomic inputs

For equity derivatives, inflation,
currencies or commodities:

- Historical volatilities

- Historical correlations

- PD for calculation CVA and DVA (a)

For equity derivatives, currencies |Black-Scholes model: a lognormal distribution is
or commodities: assumed for the underlying asset w ith volatility
- Monte Carlo simulations depending on the term.

- SABR: stochastic volatility model.

These models assume a structure of For credit derivatives:

probabilities of default due to default intensity |- Estimated credit spreads of issuer or
rates due to default a similar issuer.

- Historical volatility of credit spreads

For credit derivatives:

Derivatives (*) - Intensity models

These models assume that:

- The standard model allows negative rates

- The forward rates in the term structure of the
interest rate curve are perfectly correlated

For interest-rate derivatives:
- Standard model
- Libor Market Model

For interest-rate derivatives:
- PD for calculation CVA and DVA (a)

(*) Due to Banco Sabadell's net position, it is estimated that the funding value adjustment (FVA) has a non-material impact on the valuation of derivatives.

(**) For the calculation of CVA and DVA fixed severities at 60%have been used, which correspond to the market standard for senior debt. The positive and negative future average exposures were
estimated using market inputs. The probability of default for customers without quoted debt securities or CDS were obtained fromthe internal rating model and for Banco Sabadell those obtained from
the CDS quotation have been used.

Determination of the fair value of financial instruments

A comparison between the value at which the group's financial assets and liabilities are recognised on the
accompanying consolidated balance sheets and the related fair value is as follows:

Thousand euro

2016 2015
Accounting Accounting
Note balance Fair value balance Fair value

Assets:
Cash, cash and cash balances with central banks 7 11,688,250 11,688,250 7,343,481 7,344,287

and other demand deposits
Financial assets held for trading 8.9 3,484,221 3,484,221 2,312,118 2,312,118
Financial assets at fair value through

profit or loss 9 34,827 34,827 77,328 77,328
Available-for-sale financial assets 8.9 18,718,339 18,718,339 23,460,356 23,460,356
Loans and receivables 11 150,384,445 158,022,457 153,550,281 160,473,352
Held to maturity investments 4,598,190 4,956,486 - -
Derivatives - hedge accounting 13 535,160 535,160 700,813 700,813
Fair value changes of the hedged items in portfolio 12 965 965 7,693 7,693

hedge of interest rate risk

Total assets

189,444,397

197,440,705

187,452,070

194,375,947

Statutory information

265



Thousand euro

2016 2015

Accounting Accounting

Note balance Fair value balance Fair value
Liabilities:
Financial liabilities held for trading 1,975,806 1,975,806 1,636,826 1,636,826
Financial liabilities designated at fair value
through profit or loss - - - -
Financial liabilities at amortised cost 19,20,21y 22 192,011,024 193,175,272 189,468,677 190,919,750
Derivatives - hedge accounting 13 1,105,806 1,105,806 681,461 681,461
Fair value_ changes ofthe hedged items in portfolio 12 64.348 64.348 16,330 16,330
hedge of interest rate risk
Total liabilities 195,156,984 196,321,232 191,803,294 193,254,367

In relation to financial instruments whose carrying amount differs from their fair value, the latter has been
calculated as follows:

— The fair value of "Cash and balances with central banks” has been considered to be the carrying amount, as
these are mainly short-term balances.

— The fair value of "Loans and receivables" and "Financial liabilities at amortised cost" has been estimated by
the discounted cash flow method, using market interest rates at the end of each year.

—The heading "Fair value changes of the hedged items in portfolio hedge of interest rate risk" on the
accompanying consolidated balance sheets records the difference between the carrying amount of the
deposits covered (recorded in "Loans and receivables") and the fair value calculated using internal models
and observable market variables.

The following table presents the main financial instruments recognised at fair value in the accompanying
consolidated balance sheets, broken down according to the valuation method used when estimating their fair
value:

Thousand euro

2016
Note Level 1 Level 2 Level 3 Total

Assets:

Financial assets held for trading 1,624,748 1,859,473 - 3,484,221
Derivatives 10 3,774 1,830,721 - 1,834,495
Equity instruments 9 - 10,629 - 10,629
Debt securities 8 1,620,974 18,123 - 1,639,097
Loans and advances-Customers - - - -

Financial assets designated at fair value through . 34,827 . 34,827

profit or loss
Equity instruments - 34,827 - 34,827
Debt securities - - - R
Loans and advances-Credit institutions - - - R

Available-for-sale financial assets 16,784,526 1,683,006 250,807 18,718,339
Equity instruments 9 100,006 246,996 250,807 597,809
Debt securities 8 16,684,520 1,436,010 - 18,120,530

Derivatives-hedge accounting 13 108,078 427,082 - 535,160

Total assets 18,517,352 4,004,388 250,807 22,772,547
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Thousand euro

2016

Note Level 1 Level 2 Level 3 Total

Liabilities:

Financial liabilities held for trading 59,900 1,915,906 - 1,975,806
Derivatives 10 8 1,915,906 - 1,915,914
Short positions 59,892 - - 59,892
Deposits with credit institutions - - -

Financial liabilities designated at fair value through R R R

profit or loss

Derivatives-hedge accounting 13 63,745 1,042,061 - 1,105,806

Total liabilities 123,645 2,957,967 - 3,081,612

Thousand euro

2015
Note Level 1 Level 1 Level 3 Total

Assets:

Financial assets held for trading 794,117 848,633 669,368 2,312,118
Derivatives 28 848,433 659,985 1,508,446
Equity instruments 9 11,212 - 11,212
Debt securities 8 782,877 200 9,383 792,460
Loans and advances- Customers - -

Financial assets designated at fair value through 77,328 R 77,328

profit or loss
Equity instruments 9 77,328 - 77,328
Debt securities - -
Loans and advances-Credit institutions - - - -

Available-for-sale financial assets 21,917,058 1,383,697 159,601 23,460,356
Equity instruments 9 202,301 211,677 158,752 572,730
Debt securities 8 21,714,757 1,172,020 849 22,887,626

Derivatives-hedge accounting 13 1,814 560,363 138,636 700,813

Total assets 22,712,989 2,870,021 967,605 26,550,615

Thousand euro

2015
Note Level 1 Level 2 Level 3 Total

Liabilities:

Financial liabilities held for trading 151,904 1,235,836 249,086 1,636,826
Derivatives 10 - 1,235,836 249,086 1,484,922
Short positions 151,904 - 151,904
Deposits with credit institutions - -

Financial liabilities designated at fair value through R B

profit or loss

Derivatives-hedge accounting 13 12,098 484,211 185,152 681,461

Total liabilities 164,002 1,720,047 434,238 2,318,287

Derivatives without a collateral contract (CSA) include credit valuation adjustment (CVA) and debit valuation
adjustment (DVA) in their fair value. The fair value of these derivatives represents 7.16% of the total, and their
adjustment for credit and debit risks represents 4.86% of their fair value.
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The movements in the balances of the financial assets and liabilities classified as Level 3 that are disclosed in
the accompanying consolidated balance sheets are as follows:

Thousand euro

Asset Liability
Balance at 31 December 2014 880,713 409,262
Valuation adjustments recorded to profit and loss (*) 35,758 75,980
Valuation adjustments not recorded to profit and loss 69,638 -
Purchases, sales and write-offs (199,051) (58,725)
Net additions/(exits) on Level 3 181,672 6,117
Exchange differences and other (1,125) 1,604
Balance at 31 December 2015 967,605 434,238
Valuation adjustments recorded to profit and loss (*) - -
Valuation adjustments not recorded to profit and loss - -
Purchases, sales and write-offs 61,447 (24,339)
Net additions/(exits) on Level 3 (773,540) (409,899)
Exchange differences and other (4,705) -
Balance at 31 December 2016 250,807 -

(*) Relates to securities kept on the balance sheet

Financial instruments that were transferred between valuation levels during 2016 present the following
balances in the accompanying consolidated balance sheet at 31 December 2016:

En miles de euros

2016
From: Level 1 Level 2 Level 3

Note To: Level 2 Level 3 Level 1 Level 3 Level 1 Level 2
Assets:
Financial assets held for trading - - - - - 634,920
Financial assets designated at fair value through R R R
profit or loss
Available-for-sale financial assets - - - -
Derivatives 10 - - - - - 138,620
Liabilities
Financial liabilities held for trading - - - - - 226,050
Financial liabilities designated at fair value through R R R
profit or loss
Derivatives-hedge accounting 13 - - - - - 183,849
Total - - - - - 1,183,439

Transfers from Level 3 to Level 2 are due to an assessment made of the impact of non-observable market data
on the valuation of these instruments and, as such valuation is residual, it has been deemed appropriate to
transfer these instruments to Level 2.
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Thousand euro

2015

From: Level 1 Level 2 Level 3

Note To: Level 2 Level 3 Level 1 Level 3 Level 1 Level 2
Assets:
Financial assets held for trading - - 64,187 - 1,380
Financial assets designated at fair value through
profit or loss
Available-for-sale financial assets
Derivatives
Liabilities
Financial liabilities held for trading - - 6,171 - 54
Financial liabilities designated at fair value through
profit or loss
Derivatives-hedge accounting 13
Total - - - 70,358 - 1,434

At 31 December 2015, the effect of replacing the main assumptions used in the valuation of Level 3 financial
instruments with other reasonably possible assumptions, taking the highest value (most favourable
assumption) or lowest value (least favourable assumption) in the range that is considered likely, is not
significant because the amount of financial instruments classified as Level 3 is non-material.

At 31 December 2016 this estimate has not been presented, as the instruments considered as level 3 mainly
correspond to the investment the entity holds in the Management Company for Assets Arising from the
Banking Sector Reorganisation (SAREB), and that, due to the singularity of this investment it has been valued
at its purchase price after applying impairment adjustments where necessary (see Note 9).

At 31 December 2016, income from sales of real estate assets classified as Level 3, recognised in the
accompanying profit and loss statement, was not material.

Loans and financial liabilities designated at fair value through profit or loss
At 31 December 2016 and 2015, there were no loans or other financial liabilities at fair value other than those
recognised under "Financial assets held for trading — Loans and advances - Customers", "Other assets

designated at fair value through profit or loss" and "Other liabilities designated at fair value through profit or
loss" in the accompanying balance sheets.

Financial instruments at cost

At 31 December 2016 and 2015 there were equity instruments which were recorded at cost in the
consolidated balance sheets because their fair value could not be estimated in a sufficiently reliable manner.
This was because they pertained to investments in companies that are not quoted in organised markets and

are not unique in nature. As mentioned above, this is how the interest in SAREB has been recorded (see Note
9).

At the end of both years there were no equity derivatives such as underlyings and equity interest in
discretionary benefits in some companies.

During 2016, there were no sales of financial instruments recorded at cost.
Non-financial assets
Real estate assets

At 31 December 2016 and 2015, net accounting values of real estate assets do not differ significantly from
the fair values of these assets (see Notes 14, 16 and 18).

The selection criteria for valuation suppliers and the update of appraisals are defined in the section
“Guarantees”, in Note 1.3.4. of the present consolidated annual accounts.
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The valuation techniques are generally used by all appraisal companies based on the type of each real-estate
asset.

Due to a regulatory requirement, in the valuation techniques used, the valuation companies maximise the use
of observable market data and other factors which would be taken into account by market operators when
setting prices, endeavouring to keep the use of subjective considerations and non-observable or non-verifiable
data to a minimum.

The following measurement hierarchy levels would correspond to the main valuation methods used:

Level 2

- Comparison method - applicable to all kinds of properties provided that there is a representative market of
comparable properties and sufficient data is available on transactions that reflect the current market situation.

- Rental update method - applicable when the valued property generates or may generate income and there is a
representative market of comparable data.

- Statistical model — This model adjusts the value of the assets based on the date of acquisition and their
location, updating the value in accordance with price trends in the area concerned as from the date of
purchase. To this end, it includes statistical information on price trends in all provinces provided by external
valuation companies and demographic data from the Spanish National Statistics Institute to calculate
sensitivity at a municipality level. At the same time, the value obtained is adjusted based on the degree of
maturity (finished product, development in progress, plots or land under management) and use (residential,
industrial, etc.) of the asset.

Level 3

- Cost method — applicable to determine the value of buildings being planned, under construction or undergoing
renovations.

- Residual method — in the present macroeconomic climate, the dynamic calculation procedure is being used
preferentially in new land valuations to the detriment of the statistical procedure, which is reserved for specific
cases in which the envisaged time frames for project completion are in line with the relevant regulations.

Depending on the type of asset, the methods used in the valuation of the Group’s portfolio are the following:

- Completed buildings: valued in comparable terms, based on updates to income or the statistical model (Level
2).

- Buildings under construction: valued using the cost method as a sum of the land value and the value of the

work carried out (Level 3).
- Land: valued using the residual method (Level 3).

Calculation of fair value

The following table shows the main real estate assets broken down using the valuation method used in their
fair value estimate:

Thousand euro

Fair Value
Level 1 Level 2 Level 3 Total
Housing - 2,704,401 - 2,704,401
Offices, retail outlets and other properties - 3,456,469 - 3,456,469
Land and building plots - - 2,041,785 2,041,785
Work in progress - - 387,736 387,736
Total assets - 6,160,870 2,429,521 8,690,391

Significant non-observable variables used in valuations classed on Level 3 were developed not by the Group but
by the independent valuation companies that performed the appraisals. Due to the general use of appraisals,
the valuation techniques of which are clearly defined in regulations on property valuations, the unobservable
variables used reflect the assumptions which are habitually used by all appraisal companies. The Group does
not have, at 31 December 2016 or 2015, the quantification of these unobservable variables used in the
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appraisals. Therefore, as such valuations were not performed internally, it has not been considered necessary
to conduct a sensitivity assessment.

The movements of balances during 2016 classified as Level 3 are shown below:

Thousand euro

Offices, retail
outlets and Land, building
other plots and work

Housing properties in progress
Balance at 31 December 2015 - - 2,840,000
Purchases - - 402,403
Sales - - (378,629)
Impairments recorded on income statement (*) - - (318,623)
Net additions/(exits) on Level 3 - - (115,630)
Balance at 31 December 2016 - - 2,429,521

(*) Relates to assets kept on the balance sheet at 31December 2016 and 2015

At 31 December 2016, income from sales of real estate assets classified as Level 3, recognised in the
accompanying profit and loss statement, was not material.

The fair value of real estate assets valued by valuation companies, portfolios of foreclosed assets and own-use
assets classified in Non-current assets and disposal groups classified as held for sale, investment properties
and inventories in 2016 is as follows:

Thousand euro

Non-current assets held for Tangible assets
sale
Real estate
Appraisal company For own use Foreclosed For own use investments Inventories
Afes Tecnicas de Tasacion, S.A. 11,310 15,830 117,185 85,081 9,169
Alia Tasaciones, S.A. - 120,074 8,359 94,944 63,749
Arco Valoraciones S.A. 1,664 10,759 29,132 22,925 4,664
Col.lectiu D'arquitectes Taxadors, S.A. 86 27,266 15,540 13,743 28,987
Cushman & Wakefield - 1,544 - -
Egara Informes, S.L. - 1,807 - 628 -
Eurovaloraciones, S.A 16,979 47,111 102,530 42,415 35,330
Gestion de Valoraciones y Tasaciones, S.A. 3,186 256,948 114,214 541,657 367,597
Iberica de Tasaciones, S.A - 21,463 - 18,856 -
Ibertasa, S.A. 2,238 165,478 21,778 143,901 531,118
Knight Frank Madrid S.a - - - - 15,222
Krata, S.A. 1,506 163,612 158,169 95,853 194,185
Servatas S.A. - 82 - 647 -
Sociedad de Tasacion, S.A. 604 738,605 236,304 561,272 965,171
Tabimed Gestion de Proyectos S.I. - 23,750 - 3,233 2,392
Tasaciones de Bienes Mediterraneo, s a - 67,738 - 10,001 1,796
Tasaciones Hipotecarias 369 16,201 - 17,817 12,025
Tasaciones Inmobiliarias, S.A - 13,084 - 1,945 29,488
Tasaciones Madrid, s a - 274 - - 7,206
Tecnicos en Tasacion, S.A. 654 - - - -
Tecnitasa Técnicos en Tasacion S.A. 1,340 104,036 17,913 54,684 222,682
Thirsa - 17,830 - 3,347 3,624
Tinsa Tasaciones Inmobiliarias, S.A. 2,126 223 130,198 2,058 82
Valoraciones Mediterraneo, S.A. - 1,090 - 543 2,578
Valtecnic, S.A. - 692 - 129 1,239
Other (*) 429 246,642 205,733 688,568 426,155
Total 42,491 2,060,595 1,158,599 2,404,247 2,924,459

(*) Includes restated valuations using statistical methods (see Note 1).

Statutory information 271



Note 7 — Cash and cash balances at central banks and other demand deposits

The composition of this asset heading in the consolidated balance sheets at 31 December 2016 and 2015
was as follows:

Thousand euro

2016 2015
By nature:
Cash 759,357 734,362
Cash balances at central banks 10,122,725 5,405,097
Other demand deposits 806,168 1,204,022
Total 11,688,250 7,343,481
By currency:
In euro 6,603,951 2,522,709
In foreign currency 5,084,299 4,820,772
Total 11,688,250 7,343,481

Average annual interest rates on deposits in credit institutions for 2016 and 2015 were 0.30% and 0.57%
respectively.

Note 8 — Debt securities

Debt securities reported in the consolidated balance sheet at 31 December 2016 and 2015 are analysed

below:

Thousand euro

2016 2015
By heading
Financial assets held for trading 1,639,097 792,460
Financial assets designated at fair value through profit or loss - -
Available-for-sale financial assets 18,120,530 22,887,626
Loans and receivables 918,584 1,732,478
Held to maturity investments 4,598,190 -
Total 25,276,401 25,412,564
By nature:
Central Banks - -
General Governments 22,877,291 21,091,462
Credit institutions 925,180 1,204,554
Other sectors 1,476,902 3,118,243
Doubtful assets 9,030 11,422
Impairment adjustments (12,001) (13,117)
Total 25,276,401 25,412,564
By currency:
In euro 19,033,326 19,392,845
In foreign currency 6,243,075 6,019,719
Total 25,276,401 25,412,564

Average annual interest rates on debt securities for 2016 and 2015 were 2.37% and 2.79% respectively
(2.42% in 2016 excluding TSB).
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Details of debt instruments recorded under the heading Available-for-sale financial assets are as follows:

Thousand euro

2016 2015
Amortised cost (*) 17,825,735 22,180,596
Fair value 18,120,530 22,887,626
Accumulated losses recognised in equity at year end (101,268) (231,960)
Accumulated capital gains recognised in equity at year end 396,063 938,990

(*) Includes net results due to impairment in the profit and loss statement for the year 2016 and 2015for 521and 1,719 thousand euros, of whichlosses amounted to

(3,935) and 1,106 inthe years 2016 and 2015.

The breakdown of government debt exposures classified as available-for-sale financial assets is as follows:

Thousand euro

2016 2015

Amortised cost 16,174,690 18,941,738
Fair value 16,443,443 19,450,687
Accumulated losses recognised in equity at year end (78,972) (211,136)
Accumulated capital gains recognised in equity at year end 347,725 720,085
As regards the portfolio of investments held to maturity, it is broken down as follows:
Thousand euro

2016 2015
Central banks - .
General governments 4,598,190 -
Credit institutions - -
Other sectors - -
Impairment adjustments - -
Total 4,598,190 -

In the second half of 2016, certain debt securities were reclassified from the heading “Available-for-sale
financial assets” to the heading “Investments held to maturity”. This reclassification took place at the end of
the two years of penalisation set forth in standard IAS-39 (a penalisation which entailed not being able to hold
the portfolio to maturity due to the significant sales produced during 2013) and given that the Group’s

intended way of managing these securities was to hold them to maturity.

Statutory information

273



Note 9 - Equity instruments

Equity instruments reported in the consolidated balance sheet at 31 December 2016 and 2015 are analysed
below:

Thousand euro

2016 2015

By heading:

Financial assets held for trading 10,629 11,212

Financial assets designated at fair value through profit or loss 34,827 77,328

Available-for-sale financial assets 597,809 572,730

Total 643,265 661,270

By nature:

Resident sector 361,290 168,931
Credit institutions 9,418 9,207
Other 351,872 159,724

Non resident sector 148,839 324,737
Credit institutions 95,955 227,247
Other 52,884 97,490

Equity investments in investment funds and companies 133,136 167,602

Total 643,265 661,270

By currency:

In euro 496,356 514,216

In foreign currency 146,909 147,054

Total 643,265 661,270

At 2016 year-end there were no investments in quoted equity instruments for which their market price has not
been considered as a reference of their fair value.

Financial assets designated at fair value through profit or loss consisted of investments associated with unit-
linked life policies sold through the subsidiary Assegurances Segur Vida, S.A.

Details of equity instruments recorded under the heading Available-for-sale financial assets are as follows:

Thousand euro

Note 2016 2015
Acquisition cost 532,378 452,213
Fair value 597,809 572,730
Accumulated losses recognised in equity at year end (2,333) (1,236)
Accumulated capital gains recognised in equity at year end 67,764 121,753
Losses recorded as impairment in profit and loss for the year 37 (112,806) (134,109)

During the first half of 2016, Banco Sabadell and its investee, BanSabadell Holding, S.L. reduced the value of
the interest they held in Banco Comercial Portugués, S.A. (“Millennium BCP”) for the amount of 92,324
thousand euros (71,215 thousand euros in 2015).

In December 2016 both entities sold 38,577,892 Millennium BCP shares, representing 4.08% of its share
capital and its voting rights. The shares were sold at a price of 1.15 euros per share, which represented a total
of 44,364 thousand euros for the block of shares sold, and the overall result of the transaction was a loss of
8,375 thousand euros.

After this sale, Banco Sabadell is a direct owner of 1,353,619 Milennium BCP shares, representing 0.14% of
its capital valued at 1,450 thousand euros.

On the other hand, during 2016 Banco Sabadell increased the cost of its interest by 143,550 thousand euros
in the Management Company for Assets Arising from the Banking Sector Reorganisation (SAREB), as a
consequence of the execution of the capital increase to convert the “Unsecured Convertible Subordinated
Debentures 2013”.
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At 31 December 2016, the impairment of this interest amounted to 56,756 thousand euros. Subsequently, it is
valued at 170,174 thousand euros (26,624 thousand euros in 2015).

On 2 November 2015, Visa Inc. announced a tender offer to purchase 100% of Visa Europe shares, which
materialised on 21 June 2016. The consideration for shares owned by the Group consisted in the up-front
delivery of a cash amount plus the delivery of convertible preferred shares of Visa Inc., as well as a cash
amount payable within 3 years. The recorded capital gain amounted to €109 million.

At 31 December 2016 the valuation of the interest held in Visa Inc has been updated, and 3 million euros have
been offset by other comprehensive income in the statement of equity.

Note 10 — Asset and liability derivatives held for trading

The breakdown by transaction types of trading derivatives balances on the asset and liability sides of the

consolidated balance sheet at 31 December 2016 and 2015 is as follows:

Thousand euro

2016 2015

Assets Liabilities Assets Liabilities
Securities risk 169,449 170,058 259,555 233,732
Interest rate risk 1,122,057 1,137,713 916,789 961,604
Currency risk 467,291 530,860 312,200 269,290
Other kinds of risk 75,698 77,283 19,902 20,296
Total 1,834,495 1,915,914 1,508,446 1,484,922
By currency:
In euro 1,609,077 1,738,788 1,367,187 1,342,124
In foreign currency 225,418 177,126 141,259 142,798
Total 1,834,495 1,915,914 1,508,446 1,484,922

Fair values of derivatives at 31 December
instrument:

Thousand euro

2016 and 2015 are broken down below, by type of derivative

2016 2015
Assets
Derivatives held for trading 1,834,495 1,508,446
Swaps, CCIRS, Call Money Swap 1,128,670 910,320
Exchange-rate options 30,068 22,631
Interest-rate options 54,365 56,296
Index and securities options 184,169 279,457
Currency forwards 437,223 239,742
Total assets held for trading 1,834,495 1,508,446
Liabilities
Derivatives held for trading 1,915,914 1,484,922
Swaps, CCIRS, Call Money Swap 1,125,749 894,460
Exchange-rate options 31,323 29,298
Interest-rate options 100,774 103,588
Index and securities options 186,571 254,027
Currency forwards 471,497 203,549
Total liabilities held for trading 1,915,914 1,484,922
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Note 11 - Loans and advances
Central banks and Credit institutions

The composition of the headings “Loans and advances - Central banks” and “Loans and advances - Credit
institutions” in the consolidated balance sheets at 31 December 2016 and 31 December 2015 is as follows:

Thousand euro

2016 2015
By heading:
Financial assets held for trading
Financial assets designated at fair value through profit or loss - -
Loans and receivables 4,291,996 5,002,066
Total 4,291,996 5,002,066
By nature:
Deposits with agreed maturity 2,320,133 1,311,414
Assets acquired under repurchase agreements 1,704,404 3,101,716
Hybrid financial assets 89 3,176
Other 269,122 583,416
Doubtful assets 368 566
Impairment adjustments (6,681) (1,801)
Other valuation adjustments (interest, fees and commissions, other) 4,560 3,579
Total 4,291,996 5,002,066
By currency:
In euro 3,279,828 4,720,693
In foreign currency 1,012,168 281,373
Total 4,291,996 5,002,066
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Customer base

The composition of the heading “Loans and advances - Customers” (General governments and Other sectors)
of the consolidated balance sheets at 31 December 2016 and 31 December 2015 is as follows:

Thousand euro

2016 2015
By heading:
Financial assets held for trading -
Financial assets designated at fair value through profit or loss - -
Loans and receivables 145,173,865 146,815,737
Total 145,173,865 146,815,737
By nature:
On-demand loans and other 6,801,456 7,206,937
Trade credit 5,530,045 5,665,062
Finance leases 2,168,803 2,070,028
Secured loans 90,693,505 92,739,951
Repos 7,930 728,475
Other term loans 35,363,490 32,685,849
Doubtful assets 9,641,526 12,470,413
Impairment adjustments (4,921,348) (6,609,577)
Other valuation adjustments (interest, fees and commissions, other) (111,543) (141,401)
Total 145,173,865 146,815,737
By sector:
General governments 9,683,466 8,954,620
Other sectors 130,881,764 132,141,682
Doubtful assets 9,641,526 12,470,413
Impairment adjustments (4,921,348) (6,609,577)
Other valuation adjustments (interest, fees and commissions, other) (111,543) (141,401)
Total 145,173,865 146,815,737
By currency:
In euro 98,615,373 100,965,967
In foreign currency 46,558,492 45,849,770
Total 145,173,865 146,815,737
By geography:
Spain 98,965,788 104,752,006
Rest of European Union 39,707,952 36,417,861
Latin America 3,619,712 2,351,185
North America 6,431,602 9,235,497
Other OECD countries 245,475 149,741
Rest of the world 1,224,683 519,024
Impairment adjustments (4,921,347) (6,609,577)
Total 145,173,865 146,815,737

Average annual interest rates on customer lending on the asset side of the balance sheet for 2016 and 2015
were 3.16% and 3.27 % respectively (2.94% in 2016 excluding TSB).

The heading “Loans and advances” on the consolidated balance sheets include certain assets pledged in

financing operations, i.e. offered as collateral or guarantees for certain liabilities. For more information, see
Note 4. Financial risk management — Credit risk.
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Finance leases

Items sold under finance leases are recorded at the amortised cost of the fees payable by the lessee, plus the
secured and unsecured residual value, excluding financial expenses and value added tax. Their composition is
as follows:

Thousand euro

2016 2015

Finance leases
Total gross investment 2,137,815 2,083,279
Of which: Contingent lease payments recognised in income 74,007 77,630
Unearned financial income 245,716 272,662
Unguaranteed residual value 139,827 126,034
Impairment adjustments 38,881 68,509

A continuacién se presenta un detalle por plazos del valor actual de los pagos futuros minimos a recibir por el
grupo durante el periodo de obligado cumplimiento (al considerarse que no se van a ejercitar prérrogas ni
opciones de compra existentes).

Thousand euro

Up to 1 year 1-5 years More than 5 years Total

Minimum lease payments receivable

Mandatory minimum lease payments receivable 510,790 1,312,388 456,022 2,279,200

Unimpaired financial assets past-due

The credit balance of non-doubtful lending to customers past-due and pending collection at 31 December 2016
amounts to €222,083 thousand (€161,702 thousand at 31 December 2015). Of this total, over 75% of the
balance at 31 December 2016 (60% of the balance at 31 December 2015) has reached maturity over a term
not exceeding one month.

Doubtful assets

Assets recognised as doubtful in the different balance sheet asset headings at 31 December 2016 and 2015
were as follows:

Thousand euro

Note 2016 2015

Debt securities 9,030 11,422
Loans and advances

Customers 9,641,526 12,470,413

Central Banks and Credit Institutions 368 566
Total 9,650,925 12,482,401
By sector:
General governments 13,863 11,458
Central Banks and Credit Institutions 7,276 566
Other private sectors 9,629,785 12,470,377
Total 9,650,925 12,482,401
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The movements of doubtful assets is as follows:

Thousand euro

Balance at 31 December 2014 15,726,087

Addition of TSB (*) 252,697
Additions 1,984,531
Disposals (4,443,097)
Amortisations (1,037,817)
Balance at 31 December 2015 12,482,401

Additions 1,755,062
Disposals (4,058,422)
Amortisations (528,116)
Balance at 31 December 2016 9,650,925

(*) See note 2.

The breakdown of doubtful assets by type of guarantee at 31 December 2016 and 2015 is as follows:

Thousand euro

2016 2015
Secured with a mortgage (*) 5,694,291 7,308,197
Other collateral (**) 1,838,432 2,878,060
Rest 2,118,202 2,296,144
Total 9,650,925 12,482,401

(*) Assets secured with a mortgage with an outstanding risk below 100%of their valuation amount.

(**) Includes the rest of assets secured with collateral.

The breakdown of the balance of doubtful assets by geography at 31 December 2016 and 2015 is as follows:

Thousand euro

2016 2015
Spain 9,070,695 11,699,177
Rest of European Union 479,338 589,474
Ibero-America 33,933 101,482
North America 25,631 42,602
Rest of OECD 6,471 9,507
Rest of the world 34,857 40,159

Total

9,650,925 12,482,401

Financial income on impaired financial assets incurred but not recorded in the consolidated income statement
amounts to €610,673 thousand at 31 December 2016 and to €723,241 thousand at 31 December 2015.
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The movements in impaired financial assets written off because their recovery is regarded as unlikely is as

follows:

Thousand euro

Balance at 31 December 2014 5,610,127
Scope additions / exclusions (*)

Addition of TSB (*) 118,093
Additions 1,124,696
Charged to impairment adjustments 1,037,225
Charged directly to the income statement 43,999
Overdue unpaid items 43,472
Other items

Disposals (897,205)
Recovery of principal in cash (**) (100,013)
Recovery of overdue unpaid items in cash (**) (18,865)
Acquisitions of tangible assets and debt remission (19,714)
Expiry -
For debt refinancing or restructuring -
Due to bad-debt write off (758,613)
Exchange differences

Balance at 31 December 2015 5,955,711
Additions 648,028
Charged to impairment adjustments 612,583
Charged directly to the income statement 1,296
Overdue unpaid items 33,591
Other items 558
Disposals (1,327,929)
Recovery of principal in cash (**) (109,360)
Recovery of overdue unpaid items in cash (**) (64,960)
Acquisitions of tangible assets and debt remission (92,933)
Expiry -
For debt refinancing or restructuring -
Due to bad-debt write off (1,060,676)
Exchange differences (26,127)
Balance at 31 December 2016 5,249,683

(*) See note 2.

(**) Disposals due to recovery of principal in cash and recovery of overdue unpaid items in cash are reflected in the heading " Impairment losses on financial assets". (See Note 37).

Value adjustments

The amounts of value adjustments due to asset impairment under the different balance sheet asset headings

at 31 December 2016 and 2015 are as follows:

Thousand euro

2016 2015

Debt securities 12,001 13,117
Loans and advances

Customers 4,921,348 6,609,577

Central Banks and Credit Institutions 6,681 1,801

Total 4,940,030 6,624,495

The bank considers that the Group’s value adjustments due to asset impairment and its provisions are
sufficient to absorb any possible losses resulting from its assets and the outcome of any open contingency

that the bank may have.
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Impairment adjustments include €410 million to cover contingencies which have arisen related to mortgage
floor clauses. Excluding the described impairment, the NPL coverage ratio would stand at 47.34%, and the
coverage ratio of problematic assets would stand at 47.45% (47.25% and 47.40%, respectively, excluding

TSB).

Details of the value adjustments made for credit risk hedging and their cumulative amount at the start and at

the end of the year is as follows:

Thousand euro

Determined Determined IBNR coverage
individually collectively (**%*) Country risk Total
Balance at 31 December 2014 1,399,618 5,194,280 1,136,010 3,761 7,733,669
Scope additions / exclusions (*) - - - - -
Addition of TSB (*) 1,873 76,755 183,053 - 261,681
Movements reflected in impairment losses (**) 781,673 155,376 192,533 653 1,130,235
Movements not reflected in impairment losses 181,108 (2,496,182) (193,239) - (2,508,313)
Utilisation of allowances (761,152) (1,205,625) (282,651) (2,249,428)
Other movements (****) 942,260 (1,290,557) 89,412 (258,885)
Adjustments for exchange differences - 1,142 5,940 141 7,223
Balance at 31 December 2015 2,364,272 2,931,371 1,324,297 4,555 6,624,495
Movements reflected in impairment losses (**) 86,581 190,444 103,911 (1,965) 378,971
Movements not reflected in impairment losses (1,128,701) (671,925) (261,218) 5,414 (2,056,430)
Utilisation of allowances (967,417) (685,173) (241,775) (1,894,365)
Other movements (****) (161,284) 13,248 (19,443) 5,414 (162,065)
Adjustments for exchange differences (193) (1,797) (5,518) 502 (7,006)
Balance at 31 December 2016 1,321,959 2,448,093 1,161,472 8,506 4,940,030

(*) Seenote2.
(**) This figure, impaired financial assets written off against income and bad-debt recoveries are reflected under the heading " Impairment losses on financial assets" (see Note 37).

(****) Corresponds to the transfer of €62,065 thousand of value adjustments recognised for credit risk hedging to non-current assets held for sale (see note 14) and investment properties (see note 16).

The breakdown of value adjustments due to asset impairment by geography at 31 December 2016 and 2015 is

as follows:
Thousand euro

2016 2015
Spain 4,657,319 6,238,422
Rest of the European Union 220,814 309,367
Ibero-America 38,610 49,408
North America 2,317 7,057
Rest of OECD 2,998 4,630
Rest of the world 17,972 15,611
Total 4,940,030 6,624,495

Note 12 - Fair value changes of the hedged items in portfolio hedge of interest rate risk

The balances under this heading on the asset and liability sides of the consolidated balance sheet correspond
to gains and losses on items covered by fair value hedges of the interest rate risk on portfolios of financial

instruments, almost entirely offset by gains and losses associated with their corresponding hedging derivative.
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Note 13 — Derivatives — Asset and liability hedge accounting

The composition of the fair values of these headings in the consolidated balance sheets at 31 December 2016
and 2015, in terms of the type of hedging carried out, was as follows:

Thousand euro

2016 2015

Assets Liabilities Assets Liabilities
Micro-hedges:
Fair value hedges 147,563 54,611 171,755 379,355
Cash flow hedges 339,357 216,022 436,441 161,281
Hedge of net investment in foreign operations 26,934 - 13,383 173
Macro-hedges:
Fair value hedges 21,306 785,819 79,234 76,857
Cash flow hedges - 49,354 - 63,795
Total 535,160 1,105,806 700,813 681,461
By currency:
In euro 379,914 484,487 537,267 353,525
In foreign currency 155,246 621,320 163,546 327,936
Total 535,160 1,105,806 700,813 681,461

The bank enters into interest rate hedging contracts as part of its policy for managing interest rate risk (see
Note 4 on financial risk management).

The main types of hedging instrument used are described below:

a) Fair value hedges

These are hedges which cover exposure to changes in the fair value of a specific type of risk, with micro-
hedging operations being those covering the risk of an asset or liability operation, and macro-coverage being
those covering a portfolio of financial assets or financial liabilities.

The Group classifies in this category the derivatives contracted to mitigate the interest rate risk in fixed-rate
asset and liability transactions.

The derivatives used in such hedging mainly consist of interest rate swaps. The composition of these hedges is
as follows:

e Macro-hedges of liabilities at a fixed rate, including the financing operations of the entity in capital
markets and operations involving deposits with agreed maturity contracted with customers. The fair
value of the swaps included in these hedges, at 31 December 2016 and 31 December 2015, amounts
to a credit balance of €72 thousand and €32,740 thousand respectively.

e Macro-hedges of fixed-rate debt securities classified in the available-for-sale portfolio. The fair value of
the swaps included in these hedges, at 31 December 2016 and 31 December 2015, amounts to a
credit balance of €741,648 thousand and €16,683 thousand respectively.

e Macro-hedges of mortgage loans granted to customers. The fair value of the swaps included in these
hedges amounts to €22,792 thousand at 31 December 2016 (€971 thousand at 2015 year-end).

e Micro-hedges of fixed-rate liability transactions consisting of deposits with agreed maturity contracted
with customers and issued subordinated debt. The fair value of the swaps included in these hedges, at
31 December 2016 and 31 December 2015, amounts to a credit balance of €2,666 thousand and
€22,853 thousand respectively.

e Micro-hedges of fixed-rate liability transactions consisting of customer sight accounts. The fair value
of the swaps included in these hedges amounts to a debit balance of €14,905 thousand at 31
December 2016 (€271 thousand at 2015 year-end).
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e Micro-hedging of fixed-rate asset transactions. The fair value of the swaps included in these hedges,
at 31 December 2016 and 31 December 2015, amounts to a credit balance of €8,547 thousand and
€323,165 thousand respectively.

Gains and losses recognised during the year on hedging instruments and on hedged items are shown in the
following table:

Thousand euro

2016 2015
Hedging Hedging
instruments Hedged items instruments Hedged items
Micro-hedges (36,928) 33,031 (25,763) 24,604
Fixed-rate assets (38,816) 35,366 (16,526) 16,604
Capital markets (2,327) 2,607 (5) (570)
Fixed-rate liabilities 4,215 (4,942) (9,232) 8,570
Macro-hedges (248,285) 277,980 (15,053) 24,252
Capital markets and fixed-rate liabilities 32,129 5,958 6,338 3,411
Fixed-rate assets (280,414) 272,022 (21,391) 20,841
Total (285,213) 311,011 (40,816) 48,856

b) Cash flow hedges

These hedges cover changes in cash flows from financial instruments associated with a specific risk or a
transaction which is highly likely to occur.

The derivatives used in such hedging mainly consist of forward interest rate swaps and transactions. The
composition of the main hedges is as follows:

e Micro-hedges for interest rates on future transactions involving fixed income securities. The entity
designates as hedging items the derivative agreements which will be settled at their gross amount
through the delivery of the underlying asset (according to the contracted price) which, in accordance
with the implementation guidelines in IAS 39, may be considered as cash flow hedges with respect to
the consideration to be settled in a future transaction which is to take place as a result of the
settlement of the derivative itself in gross terms. If the derivative had not been contracted, the Group
would be exposed to changes in the purchase price. The fair value of forward securities contracted at
31 December 2016 and 31 December 2015 amounted to a debit balance of €44,332 and a €10,284
thousand, respectively.

e Micro-hedges of interest rates on bonds tied to inflation. The bank has contracted financial swaps to
cover the variation in future cash flows to be settled with inflation-linked bonds. The fair value of these
swaps at 31 December 2016 and 31 December 2015 amounted to a credit balance of €15,580
thousand and a debit balance of €280,814 thousand, respectively.

e Macro-hedges of cash flows, the purpose of which is to reduce the volatility of the buy-sell spread due
to interest rate fluctuations over a one-year time horizon. Thus, macro-hedges cover future cash flows
based on the net exposure of a portfolio consisting of highly probable liabilities with a similar exposure
to interest rate risk. Interest rate swaps are the hedging instruments used for this purpose. The fair
value of these swaps at 31 December 2016 and 31 December 2015 amounted to a credit balance of
€49,354 thousand and €60,211 thousand, respectively.

e Micro-hedges of securitisation bonds denominated in foreign currency to reduce volatility in the event
of exchange rate fluctuations. A cross currency interest rate swap has been contracted to hedge this
amount, the fair value of which, at 31 December 2016, amounted to a debit balance of €65,283
thousand (€10,288 thousand at 2015 year-end).

e Exchange rate hedges for future transactions. The entity has taken out forward exchange contracts to
cover exchange rate fluctuations. The fair value of the forward securities contracted at 31 December
2016 amounted to a debit balance of €23,364 thousand.

Amounts recognised in equity during the year and amounts written off from equity and included as income
during the year are recorded in the statement of total changes in equity of Banco Sabadell.

No market failure has been recognised in the 2016 results related to cash flow micro-hedges being non-
material.
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c) Hedge of net investment in foreign operations

The entity uses hedging policies with the primary aim of minimising the negative impact of adverse movements
in currency markets on capital ratios and on income generated through its currency business. Hedging
operations cover the foreign exchange risk of investments made in companies of the Group located in
countries in which the operating currency is not the euro (see Note 4.4.3.1 on Structural exchange rate risk).

At present, GBP 1,368 million, USD 100 million and MXN 1,293 million are being hedged by currency forwards.
The fair value of these hedging derivatives at 31 December 2016 amounted to a debit balance of €29,192
thousand.

During 2016, the coverage of capital has increased from GBP 768 million in 2015 to the current GBP 1,368
million, representing 73% of the total investment.

This currency hedge is continuously monitored in light of market fluctuations.

Note 14 - Non-current assets and assets and liabilities included in disposal groups
classified as held for sale

The composition of these headings in the consolidated balance sheets at 31 December 2016 and 2015 is as
follows:

Thousand euro

2016 2015
Assets 5,423,159 3,165,293
Loans and advances 28,584 -
Credit institutions 28,284
Customers 301
Debt securities 2,375,232 -
Equity instruments 7,012 19,452
Tangible assets 2,942,683 3,145,841
Tangible assets for own use 66,958 97,351
Foreclosed tangible assets 2,874,314 3,047,535
Leased out under operating leases 1,411 955
Rest of other assets 69,648 -
Impairment adjustments (844,464) (622,907)
Non-current assets and disposal groups classified as held for sale 4,578,694 2,542,386
Liabilities
Financial liabilities measured at amortised cost 2,058
Tax liabilities 52,106
Liabilities under insurance or reinsurance contracts 2,159,084
Rest 119
Liabilities included in disposal groups classified as held for sale 2,213,368

The main change year-on-year corresponds to the reclassification of assets and liabilities from Mediterraneo
Vida, Sociedad Anénima de Seguros y Reaseguros to this heading, as explained in Note 2 to these
consolidated annual accounts.

The contribution of Mediterraneo Vida to the heading “Accumulated other comprehensive income” of the
consolidated equity statement, has been reclassified under the sub-heading “/tems that may be reclassified to
profit or loss - Non-current assets and disposal groups classified as held for sale". This contribution includes
two items, valuation adjustments of available-for-sale financial assets and the effect of accounting mismatches
arising from different valuations of financial assets and associated insurance commitments.

Foreclosed tangible assets comprise assets received from borrowers or other debtors of the bank for the full or
partial settlement of financial assets representing collection rights against those borrowers or debtors.

Total tangible assets for own use relates to residential property (offices).

As regards assets arising from foreclosures, 90.37% of the balance corresponds to residential assets, 7.74%
to industrial assets and 1.89% to rural properties.
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The average term during which assets remained within the category of “Non-current assets and disposal
groups classified as held for sale - Foreclosed assets” was 31.6 months in 2016. Policies for the sale of these

assets and their disposal though alternative means are described in Note 4.

The percentage of foreclosed assets sold to purchasers financed by the bank in 2016 was 30.49% (34.73% in

2015).

Movements in non-current assets and disposal groups classified as held for sale during 2016 and 2015 were

as follows:

Thousand euro

Non-current assets held for sale

Cost:

Balances at 31 December 2014 Note 2,873,974
Additions 1,373,440
Disposals (722,570)
Other transfers 16 (113,611)
Transfer of credit losses (*) (245,940)

Balances at 31 December 2015 3,165,293
Reclassification Mediterraneo Vida 2,438,066
Additions 1,094,360
Disposals (1,062,491)
Other transfers 16 (58,107)
Transfer of credit losses (*) (153,962)

Balances at 31 December 2016 5,423,159

Value adjustments due to impairment:

Balances at 31 December 2014 624,039
Impairment through profit or loss 41 261,552
Reversal of impairment through profit or loss 41 (160,291)
Utilisations (61,653)
Other transfers 16 (40,740)

Balances at 31 December 2015 622,907
Impairment through profit or loss 41 778,838
Reversal of impairment through profit or loss 41 (495,648)
Utilisations (49,010)
Other transfers 16 (12,623)

Balances at 31 December 2016 844,464

Net balances at 31 December 2015 2,542,386

Net balances at 31 December 2016 4,578,695

(*) Allowance arising from value adjustments made in relation to credit risk hedging.
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Note 15 — Investments in joint ventures and associates

Movements in this item at 31 December 2016 and 2015 were as follows:

Thousand euro

Balance at 31 December 2014 513,227

Scope additions/exclusions -
Profit/(loss) for the year 48,795

Capital increase or acquisition 116,469
Sale or dissolution (273,253)
Dividends (35,070)
Transfer -
Impairment, valuation adjustments, translation differences and other (29,172)
Balance at 31 December 2015 340,996

Scope additions/exclusions (249)
Profit/(loss) for the year 74,573
Capital increase or acquisition (*) 8,953
Sale or dissolution (21,365)
Dividends (17,159)
Transfer -
Impairment, valuation adjustments, translation differences and other (5,077)
Balance at 31 December 2016 380,672

(*) See cash flow statement.

In the cash flow statement — cash flows from investment activities, the item on payments relating to
investments in joint ventures and associates gives the sum of €21,365 thousand in sales and €17,159
thousand in dividends in the preceding table, plus the result of gains from investees no longer consolidated in
Note 39 which amounted to 46,883 thousand.

The main investees included for the first time in the balance sheet and those no longer in the balance sheet in
2016 and 2015 are indicated in Schedule I, the most significant of which are described hereafter.

As disclosed in Note 2 to these consolidated annual accounts, in April 2016, Banco Sabadell transferred 100%
of its stake in Dexia, for a total price of €52,390 thousand.

In April 2015 Banco Sabadell took part in the capital increase carried out by Metrovacesa, contributing €112
million and carrying an impairment of €59.2 million (see Note 37). In September 2015, 100% of the interests
held in this company were sold (the derecognised net carrying value amounted to €270,027 thousand).

2015 includes €30.2 million from the recovery of the impairment of the stake in Ribera Salud, S.A.

Goodwill associated with investments in joint ventures and associates at 31 December 2016 amounted to
€305 thousand (€14,473 thousand in 2015).

At 31 December 2016 and 2015 no support agreements or other type of significant contractual commitment
had been provided by the bank or its subsidiaries to associates.

The reconciliation between the Group’s investment in investees and the balance recorded under the heading
“Investments in joint ventures and associates” is as follows:

Thousand euro

2016 2015
Group investment in investees (Schedule ) 230,781 370,706
Contributions due to accumulated profits 162,200 199,821
Valuation adjustments (impairment and exchange differences) (12,309) (229,531)
Total 380,672 340,996

At 31 December 2016 and 2015, the aggregate book value of investments in associates considered as non-
material on an individual basis was of €164,144 thousand and €144,986 thousand, respectively.
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The main financial data of the investment considered to be individually significant, Bansabadell Vida, at 31
December 2016 and 2015 are as follows:

Thousand euro

BanSabadell Vida (*)

2016 2015

Total assets 9,396,948 6,500,714
Of which: financial investments 9,163,245 6,314,678
Total liabilities 8,920,224 6,122,844
Of which: technical provisions 8,501,287 5,765,573
Result of the technical life account 105,434 96,528
Of which: premiums allocated to the year 4,366,127 2,829,184

Of which: claims ratio for the year (4,297,929) (2,768,577)

Of which: technical financial yield 133,934 108,566

(*) Figures taken from BanSabadell Vida accounts without taking into consideration consolidation adjustments nor the Group's percentage holding.

Note 16 — Tangible assets

The composition of this heading in the consolidated balance sheets at 31 December 2016 and 2015 was as

follows:

Thousand euro

2016 2015
Cost Depreciation Impairment Net value Cost Depreciation Impairment Net value

Property, Plant and Equipment: 3,667,707 (1,454,273) (42,080) 2,071,354 3,223,624 (1,351,880) (25,123) 1,846,621
For own use: 3,338,350 (1,409,450) (41,366) 1,887,534 3,034,705 (1,300,962) (24,220) 1,709,523
Computer equipment and

related facilities 510,075 (362,317) 147,758 490,400 (352,834) 137,566
Furniture, vehicles

and other facilities 1,276,676 (695,499) 581,177 1,275,207 (683,205) (1,631) 590,371
Buildings 1,510,659 (344,634) (41,366) 1,124,659 1,215,047 (256,076) (22,589) 936,382
Work in progress 10,161 (0) 10,161 16,060 - - 16,060
Other 30,779 (7,000) 23,779 37,991 (8,847) 29,144
Leased out under operating leases 229,357 (44,823) (714) 183,820 188,919 (50,918) (903) 137,098
Investment properties: 2,966,638 (181,841) (380,551) 2,404,247 2,940,088 (149,513) (448,670) 2,341,905
Buildings 2,929,488 (180,655) (374,238) 2,374,594 2,918,157 (147,503) (442,003) 2,328,651
Rural property, plots and sites 37,150 (1,186) (6,312) 29,652 21,931 (2,010) (6,667) 13,254
Total 6,534,345 (1,636,114) (422,631) 4,475,601 6,163,712 (1,501,393) (473,793) 4,188,526
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Changes in the balance of the heading “ Tangible assets” during 2016 and 2015 were as follows:

Thousand euro

Assets leased

Furnishings and Investment out under
Property equipment property operating leases Total

Cost: Note

Balances at 31 December 2014 1,128,609 1,558,746 2,838,267 111,735 5,637,357
Scope additions / exclusions 2 17,600 4,635 - - 22,235
Included due to TSB 2 234,460 104,709 - 28,204 367,373
Additions 34,100 191,203 323,511 78,049 626,863
Disposals (145,300) (93,651) (382,838) (28,577) (650,366)
Other transfers 6,902 3,495 174,092 - 184,489
Transfer of credit losses (*) - - (12,944) - (12,944)
Exchange rate (7,273) (3,530) (492) (11,295)

Balances at 31 December 2015 1,269,098 1,765,607 2,940,088 188,919 6,163,712
Scope additions / exclusions 2 290,922 80,183 133,547 - 504,652
Additions 44,295 124,940 301,663 110,179 581,077
Disposals (41,392) (172,720) (381,063) (50,016) (645,191)
Other transfers 23,977 3,850 (19,494) (15,701) (7,368)
Transfer of credit losses (*) - - (8,103) - (8,103)
Exchange rate (35,301) (15,109) - (4,024) (54,434)

Balances at 31 December 2016 1,551,599 1,786,751 2,966,638 229,357 6,534,345

Accumulated depreciation:

Balances at 31 December 2014 198,413 933,411 114,576 31,365 1,277,765
Scope additions / exclusions 2 - 3,728 - 3,728
Included due to TSB 2 76,115 60,450 - 19,045 155,610
Additions 19,715 104,467 54,801 17,979 196,962
Disposals (26,266) (66,680) (17,616) (17,280) (127,842)
Other transfers (533) 2,776 (2,248) - (5)
Exchange rate (2,521) (2,113) - (191) (4,825)

Balances at 31 December 2015 264,923 1,036,039 149,513 50,918 1,501,393
Scope additions / exclusions 2 57,328 49,744 14,959 - 122,031
Included due to TSB 2
Additions 34,983 103,362 61,426 25,182 224,953
Disposals (1,887) (125,918) (32,866) (15,830) (176,501)
Other transfers 8,690 3,613 (11,191) (12,759) (11,647)
Exchange rate (12,403) (9,024) - (2,688) (24,115)

Balances at 31 December 2016 351,634 1,057,816 181,841 44,823 1,636,114

Impairment losses:

Balances at 31 December 2014 21,486 1,128 354,112 - 376,726
Scope additions / exclusions 2 10,244 - - - 10,244
Impairment through profit or loss 38 3,646 - 263,328 903 267,877
Reversal of impairment through profit or lo. 38 (1,438) (100) (107,713) - (109,251)
Utilisations (10,746) - (106,846) - (117,592)
Other transfers (603) 603 45,789 - 45,789

Balances at 31 December 2015 22,589 1,631 448,670 903 473,793
Scope additions / exclusions 2 18,777 - 47,050 - 65,827
Impairment through profit or loss 38 - - 403,856 41 403,897
Reversal of impairment through profit or lo. 38 - (383,620) - (383,620)
Utilisations - (1,631) (80,268) (230) (82,129)
Other transfers - - (565,137) - (55,137)

Balances at 31 December 2016 41,366 - 380,551 714 422,631

Net balances at 31 December 2015 981,586 727,937 2,341,905 137,098 4,188,526
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Details of the source of the amortised cost of the transfers to the “ Tangible assets” heading during 2016 are
as follows:

En miles de euros

Note 2016 2015
Inventories 18 13,932 65,835
Non-current assets and disposal groups classified as held for sale 14 45,484 72,871
Credit losses (8,103) (12,944)
Total 51,313 125,762

The gross value of own-use tangible assets that were fully depreciated and remained in use at 31 December
2016 and 2015 amounted to €477,722 thousand and €379,757 thousand, respectively.

The net book value of tangible assets corresponding to foreign operations amounted to €251,723 thousand at
31 December 2016 (€279,021 thousand at 31 December 2015).

The Group concluded property sales in which operating leases (maintenance, insurance and taxes borne by the
bank) relating to those properties were simultaneously arranged with the purchasers. The main characteristics
of the most significant lease contracts in effect at the end of 2016 are as follows:

2016
No. contracts No. contracts
Operating lease contracts No. properties  with purchase without
sold option purchase option Mandatory term
2010 379 379 - 10 years
2012 4 4 - 15 years
2012 (inclusion Banco CAM) 20 20 - 10 to 12 years

For the batch of 379 properties sold in April 2010 for which an operating lease was arranged at the time of the
sale, the income for the mandatory term of the lease, initially set at €37.5 thousand per month, is updated
annually based on the Spanish CPI and with a minimum increase of 2.75% per year until April 2018. Rentals on
other properties are updated annually in line with the CPI.

In relation to this group of operating leases:

- Lease expenses for all lease contracts in effect during 2016 and 2015 amounted to €49,183 thousand and
€49,131 thousand respectively, recognised under other general administrative expenses for property, plant
and equipment under the heading “Administrative expenses’ (see Note 36).

- As regards this set of operating lease contracts, the present values of minimum future rental pay ments to be
incurred by the bank during the mandatory term of the leases (assuming that none of the available options to
renew the lease or purchase the asset are likely to be exercised) at 31 December 2016 stood at €50,889
thousand for leases with terms of one year (€50,983 thousand in 2015), €155,778 thousand for one to five
years (€168,370 thousand in 2015) and €232,017 for more than five years (€253,034 thousand in 2015).

With regard to the tangible assets leased out under operating leases heading, the bulk of the operating lease
arrangements is carried out by BanSabadell Renting, S.A. and consists in vehicle leasing.

As regards the investment properties item, neither the rental income from these investment properties nor the

associated direct costs, whether or not the investment properties were producing rental income during the
year, were significant in relation to the consolidated annual accounts.
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Note 17 — Intangible assets

The breakdown of this item at 31 December 2016 and 2015 was as follows:

Thousand euro

2016 2015

Goodwill: 1,094,526 1,092,777
Banco Urquijo 473,837 473,837
Grupo Banco Guipuzcoano 285,345 285,345
Sabadell United Bank, N.A. 72,960 70,645
From acquisition of Banco BMN Penedés assets 245,364 245,364
Rest 17,020 17,586
Other intangible assets: 1,040,689 987,793
With a finite useful life: 1,040,689 987,793
Contractual relations with customers and brand (Banco Urquijo) 5,734 7,106
Contractual relations with customers (Banco Guipuzcoano) 21,753 26,960
Private Banking Business, Miami 29,725 25,783
Contractual relations with customers (Sabadell United Bank) 12,488 15,795
Contractual relations with TSB customers and brand 292,043 388,978
Computer applications 675,397 508,397
Other deferred expenses 3,549 14,774
Total 2,135,215 2,080,570

Goodwill

As set forth in the applicable regulatory framework, Banco Sabadell has performed an assessment to
determine whether there is a potential for impairment to goodwill.

The valuation method used in the assessment has consisted in discounting the future attributable net profit
associated with activities performed by the bank over a 5-year forecasting period (to 2021). It is expected
that by 2021 the bank will have generated recurring profits and therefore, taking that year as a reference, the
terminal value is estimated using a growth rate in perpetuity of 2%.

A discount rate of 9.5% was used, a figure reached through the CAPM (Capital Asset Pricing Model)
methodology. This rate is comprised of a risk-free rate of return on Spanish bonds, plus one market risk
premium.

The key variables on which the financial projections are based are: growth in brokerage margin (determined by
expected trading volumes and interest rates) and changes of other items on the income statement and capital
ratios.

Recoverable values, both overall and at the level of the CGUs, are higher than their respective book values and
therefore no impairment has been recognised.

In addition, a sensitivity analysis has been conducted in which some key valuation variables were subjected to
stress; again, there was no indication of any impairment. The variables on which this analysis was based
include:

e A 15% haircut in recurring fees and commissions for 2021.
e A 50% increase in recurrent cost of risk for 2021.

e Anincrease in expenses for 2021 arising from the application of a multiplier of five times the
expected inflation on 2020 expenses.

e An additional 1% increase in the premium when calculating the discount rate.
e A +0.5% increase in minimum capital requirements for each year.

o No growth rate has been applied.
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Macroeconomic assumptions used in the assessment of goodwill impairment are as follows:

The Spanish economy will maintain relatively favourable growth trends in 2017 and will continue to stand out
in a positive light from other Eurozone countries. The economy has room to continue growing above its
potential and domestic demand will continue driving economic growth. GDP will be somewhat less dynamic
than in the last two years due to: (i) the smaller positive impact of factors that have been boosting activity
(oil, fiscal policies, low interest rates) and (ii) the consequences of uncertainty surrounding the process of the
UK’s withdrawal from the EU. In terms of the labour market, unemployment rates will continue to decline.

The adjustment of imbalances dating back to before the crisis (finalisation of the adjustments to the real
estate sector, external surplus, significant reduction in private sector debts) has laid the foundations from
which to move towards a more sustainable economic growth over time. The real estate sector will continue to
improve as a result of the improved performance of the labour market and low mortgage interest rates.
External surplus will prevail in a situation in which the internationalisation process of Spanish companies will
continue. The deleveraging of the private sector will take place following the improved performance of nominal
GDP, which will allow lending to stabilise.

The main domestic risk will continue to be the country’s politics. The political situation will make it harder to
adopt new structural reforms and comply with the fiscal goals set by the European Commission.

Inflation will increase positively, following its negative track record in recent years. This will be possible as the
underlying effect linked to oil prices will dissipate and further steps will be taken to continue reducing surplus
capacity.

Evaluation of whether there is any evidence of impairment to significant goodwill:

Banco Urquijo

Banco Urquijo’s goodwill is allocated to the cash-generating units (CGUs) thought likely to benefit from the
identified synergies. CGUs and their relative weight with respect to total goodwill are as follows: Private
Banking CGU (12.7%), Commercial Banking CGU (21.2%), Corporate Banking CGU (1.9%) and Remainder CGU
(2.3%). Synergies that could not be allocated to any one CGU because of limitations in the historical data
available for the acquired entity were assigned to all CGUs (61.9%).

Banco Guipuzcoano

Banco Guipuzcoano’s goodwill was assigned to the Commercial Banking CGU and reflects the future profit-
generating potential of the acquired assets and liabilities, the value of the potential cost and income synergies
identified and the costs associated with the transaction.

Sabadell United Bank

The valuation method used for the goodwill of Sabadell United Bank consisted in discounting the present value
of future distributable net profits associated with the business carried out by the bank over a projection period
of 4 years (up to 2020) and the calculation of their a terminal value based on a zero growth rate in perpetuity.
The discount rate used was 12.7%.

BMN-Penedés

The goodwill resulting from the business combination consisting of the acquisition of assets from BMN-
Penedés was assigned to the Commercial Banking CGU.

Under the revised Spanish Corporate Income Tax Act, this goodwill is not tax deductible.

Other intangible assets

Banco Urquijo

Under other intangible assets, the main intangible assets associated with the purchase of Banco Urquijo were
mainly the values of contractual rights under agreements with customers taken over from Banco Urquijo in

relation to certain products (SICAVs, investment and pension funds, credit/debit cards, short-term loans and
credit, brokerage and securities custody), the values of deposits, and the value of the Banco Urquijo brand.
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These intangible assets have finite useful lives of 12 years for Private Banking customers, seven years for
Commercial Banking customers and five years for other categories. They are being amortised of these lives on
a straight-line basis in a similar way to that used for tangible assets.

Banco Guipuzcoano

The intangible assets associated with the acquisition of Banco Guipuzcoano are largely made up of the value
of contractual rights arising from relations with customers from Banco Guipuzcoano for core deposits and
mutual funds. Core deposits were valued according to the income approach, using the cost saving method. The
fair value was mainly determined by estimating the net present value of the cash flows generated by the lower
cost of core deposits compared with alternative funding sources. The mutual fund management was valued by
the income approach using the excess earnings method. The fair value was determined, in most cases, by
estimating the net present value of the cash flows generated by fees and commissions from the sale of mutual
funds. These assets are amortised over a period of 10 years from the date of acquisition of Banco
Guipuzcoano.

Private Banking business Miami

Intangible assets associated with the 2008 acquisition of the Miami Private Banking business include the
value of contractual rights arising from customer relationships transferred along with the business and
consisting mainly of short-term loans and deposits. These assets are being amortised over a period of 15 years
as from their creation.

Sabadell United Bank

Sabadell United Bank encompasses a number of acquisitions made in the United States (Mellon United Bank,
Lydian and JGB) in which intangible assets amounting to USD 40,496 thousand were recognised relating
mainly to core deposits and contractual relations with certain customers. These are intangible assets with
finite lives since it can be assumed that customer accounts will be closed over time due to changes in
address, decease or changes in bank preferences.

The assets are being amortised over a period of 7 to 11 years from initial recognition and were valued at USD
13,164 thousand and USD 17,196 thousand at 31 December 2016 and 31 December 2015, respectively.

TSB

Note 2 to these consolidated annual accounts contains details of the intangible assets associated with the
acquisition of TSB.

To measure the evidence of impairment of other intangible assets, the value in use is calculated using the
income approach (discounted cash flow), with the multi-period excess earnings technique being used for
income from contractual customer relations and deposits, and the price premium technique to measure the
brand value. These intangible assets have not suffered any decline in value.

Software purchase costs comprise mainly the capitalised costs of developing the Group’s computer software
and the purchase of software licences.
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Movements in goodwill in 2016 and 2015 were as follows:

Thousand euro

Goodwill Impairment Total

Balance at 31 December 2014 1,084,146 - 1,084,146
Additions 683 683
Disposals - -
Exchange differences 7,948 7,948
Other
Balance at 31 December 2015 1,092,777 - 1,092,777
Additions
Disposals - -
Exchange differences 1,749 1,749
Other - -
Balance at 31 December 2016 1,094,526 - 1,094,526
Movements in other intangible assets in 2016 and 2015 were as follows:
Thousand euro

Note Cost Depreciation Impairment Total
Balance at 31 December 2014 1,387,652 (874,960) (5,542) 507,150
Included due to TSB (*) 2 426,948 426,948
Additions 186,397 (131,900) (1) 54,496
Disposals (9,723) 4,024 5,490 (209)
Other (7,029) 6,437 (592)
Balance at 31 December 2015 1,984,245 (996,399) (53) 987,793
Additions 288,998 (170,943) 118,055
Disposals (18,987) 6,880 52 (12,055)
Other
Exchange differences (59,079) 5,975 (53,104)
Balance at 31 December 2016 2,195,177 (1,154,487) (1) 1,040,689

(*) seeNote 2.

The gross value of other intangible assets that were still in use and had been fully amortised at 31 December

2016 and 2015 totalled €420,775 thousand and €408,239 thousand, respectively.
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Note 18 — Other assets

The composition of the heading “ Other assets” at 31 December 2016 and 2015 was as follows:

Thousand euro

2016 2015
Insurance contracts linked to pensions 153.989 153.631
Inventories 2.924.459 3.655.548
Rest of other assets 1.358.817 943.855
Total 4.437.265 4.753.034

The “Rest of other assets” heading includes mainly unearned expenses paid, the accrual of customers’ fees
and commissions and transactions in progress pending settlement.

Movements in inventories in 2016 and 2015 were as follows:

Thousand euro

Buildings under Finished

Notes Land construction buildings Total
Balance at 31 December 2014 2,207,879 405,304 1,408,174 4,021,357
Additions 389,468 138,919 516,064 1,044,451
Disposals (338,388) (130,612) (415,802) (884,802)
Impairment through profit or loss 38 (131,883) (73,428) (254,312) (459,623)
Reversal of impairment through profit or loss
Other transfers 16 (42,268) (26,650) 3,083 (65,835)
Other
Balance at 31 December 2015 2,084,808 313,533 1,257,207 3,655,548
Additions 182,646 " 56,381 385,950 624,977
Disposals (277,711) (110,769) (415,782) (804,262)
Impairment through profit or loss 38 (183,017) (26,660) (328,195) " (537,872)
Reversal of impairment through profit or loss - - - -
Other transfers 16 (29,868) 2,437 13,499 " (13,932)
Other
Balance at 31 December 2016 1,776,858 234,922 912,679 2,924,459

At 31 December 2016 and 2015, there are no inventories associated with mortgage loans.
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Note 19 — Deposits in credit institutions and central banks

The breakdown of deposits in credit institutions and central banks in the consolidated balance sheets at 31

December 2016 and 2015 is as follows:

Thousand euro

2016 2015
By heading:
Financial liabilities measured at amortised cost 28,494,516 26,290,788
Total 28,494,516 26,290,788
By nature:
Demand deposits 330,937 323,546
Deposits with agreed maturity 18,119,583 18,059,035
Sale of assets 9,858,488 7,181,238
Deposits redeemable at notice 551,116
Hybrid financial liabilities - 10
Other accounts 170,165 180,233
Valuation adjustments 15,344 (4,390)
Total 28,494,516 26,290,788
By currency:
In euro 22,678,036 22,622,578
In foreign currency 5,816,480 3,668,210
Total 28,494,516 26,290,788

Average annual rates of interest payable on deposits from credit institutions for 2016 and 2015 were 0.43%

and 0.80% respectively (0.44% in 2016 excluding TSB).
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Note 20 — Customer deposits

The deposits from customers reported on the consolidated balance sheets at 31 December 2016 and 2015

can be analysed as follows:

Thousand euro

2016 2015

By heading:

Financial liabilities measured at amortised cost 134,414,536 132,891,337

Total 134,414,536 132,891,337

By nature:

Demand deposits 92,010,553 84,536,132
Current accounts 58,651,052 49,828,204
Savings accounts 32,292,578 33,622,239
Rest 1,066,923 1,085,689

Deposits with agreed maturity 35,290,208 43,144,910
Fixed term 32,057,280 39,576,739
Non-marketable covered bonds and bonds issued 2,691,720 3,427,124
Rest 541,208 141,047

Deposits redeemable at notice 30,384 -

Hybrid financial liabilities 4,833,384 3,246,439

Sale of assets 2,072,155 1,950,585

Valuation adjustments 177,851 13,271

Total 134,414,536 132,891,337

By sector:

General governments 3,700,137 5,547,511

Other sectors 130,536,548 127,330,555

Other valuation adjustments (interest, fees and commissions, other) 177,851 13,271

Total 134,414,536 132,891,337

By currency:

In euro 88,892,661 89,369,130

In foreign currency 45,521,875 43,522,207

Total 134,414,536 132,891,337

Average annual rates of interest payable on customer deposits for 2016 and 2015 were 0.39% and 0.67%

respectively (0.30% in 2016 excluding TSB).
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Note 21 — Debt securities issued

Details of debt securities issued by the Group by type of issuance

sheets at 31 December 2016 and 2015 are as follows:

Thousand euro

and recognised on the consolidated balance

2016 2015

Straight bonds 4,743,071 5,729,404
Straight bonds 3,226,857 4,378,806
Structured bonds 457,164 291,548
Government guaranteed ordinary bonds 1,059,050 1,059,050
Promissory notes 3,938,500 3,937,214
Covered bonds 10,856,100 9,999,800
Territorial bonds - -
Securitisation funds 5,345,117 6,601,999
Subordinated marketable debt securities 1,481,042 1,441,587
Subordinated liabilities 1,462,642 1,423,187
Preference shares 18,400 18,400
Valuation and other adjustments 169,708 154,367
Total 26,533,538 27,864,371

Schedule V shows details of the outstanding issues at 2016 and 2015 year-end.

On 22 December 2014, under the powers granted by the Board of Directors at its meeting held on 18
December 2014, the Executive Committee of Banco de Sabadell, S.A. and the competent governing bodies of
Sabadell International Equity Ltd., Guipuzcoano Capital S.A.U. and CAM Capital S.A.U. respectively agreed,
following authorisation by Bank of Spain, to redeem the outstanding nominal balance of the following issues of

preference shares and subordinated bonds:

€million

Outstanding

Redemption nominal
Name Issuing entity date balance
Series 1/2009 Preference Shares Banco de Sabadell, S.A. 24/02/2015 10.84
Special Subordinated Debt Issue Banco de Sabadell, S.A. (originally issued by CAM) 24/02/2015 6.13
Subordinated Bonds November 1988 Issue Banco de Sabadell, S.A. (originally issued by Caja de Ahorros de 24/02/2015 0.1
First Issue Subordinated Bonds September 1988 Banco de Sabadell, S.A. (originally issued by CAM) 24/02/2015 0.62
Series A Preference Shares Sabadell International Equity LTD. 24/02/2015 18.79
Series | Preference Shares Guipuzcoano Capital, S.A.U. 24/02/2015 1.16
Series Il Preference Shares Guipuzcoano Capital, S.A.U. 19/02/2015 17.73
Series A Preference Shares CAM Capital, S.A.U. 24/02/2015 6.07
Series B Preference Shares CAM Capital, S.A.U. 24/02/2015 3.45
Series C Preference Shares CAM Capital, S.A.U. 24/02/2015 20.4

The Issues were redeemed through the payment in cash on the redemption date of 100% of the nominal value
plus any accrued unpaid remuneration, in accordance with the issuer’s redemption powers as provided in the
terms and conditions of the relevant prospectuses approved and entered in the official registry of the Spanish
National Securities Market Commission. The entire redemption was carried out in February 2015.

At a meeting held on 30 September 2013, the Board of Directors of Banco de Sabadell, S.A. agreed to the
involvement of Banco Sabadell in the management of the subordinated debt and preference shares of Banco
Gallego, S.A. within the resolution plan for NCG Banco Gallego. The management of Banco Gallego’s hybrid
instruments consisted of a forced reduction in their valuation. This reduction took the form of:

— for the subordinated debt, an obligatory amendment to certain characteristics of those instruments
and their reconfiguration as senior fixed-income securities of Banco Gallego;

— for the preference shares, the mandatory repurchase in cash by Banco Gallego, with the repurchase
price including the aforementioned reduction in the valuation of the instrument and with the holder of
the securities being obliged to reinvest the repurchase price in the subscription of senior fixed-income
securities of Banco Gallego.

By means of its involvement in the management of hybrid instruments, Banco Sabadell offered investors the
possible alternative of subscribing new Banco Sabadell mandatory convertible subordinated bonds in Series
111/2013 (“ll1/2013 Bonds”) or Series IV/2013 (“IV/2013 Bonds”), depending on the type of Banco Gallego
securities in their possession.
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Once the period was concluded during which hybrid instrument holders could choose to subscribe the 111/2013
Bonds and 1V/2013 Bonds issued by Banco Sabadell, applications were received for 50,954,400 I11/2013
Bonds and 70,720,450 IV/2013 Bonds. The nominal values at which they were issued and the nominal
outstanding balance of mandatory convertible subordinated bonds are as follows:

Thousand euro

Mandatory convertible bonds Opening nhominal balance Outstanding nominal balance

2016 2015
Bonds 111/2013 50,954 - 42,238
Bonds IV/2013 70,720 17,680 35,360

I11/2013 Bonds matured on 28 October 2016. The 1V/2013 Bonds mature on 28 October 2017, and 25% of
the initial nominal value must be converted annually. The annual nominal interest rate corresponding to the
I11/2013 and IV/2013 bonds is 5%.

On 27 October 2015, at the end of the second voluntary conversion period for holders of mandatory convertible
subordinated bonds issue 111/2013, at a meeting of the Executive Committee on 5 November 2015, the
Committee agreed to partially implement, for a nominal amount of €131,339.875, the resolution to increase
capital adopted by the Board of Directors at its meeting held on 30 September 2013 in order to satisfy the
voluntary conversion of 2,018,480 bonds under said issue. The increase in capital was filed with the Barcelona
Mercantile Registry on 19 November 2015, and resulted in the issue and allotment of a total of 1,050,719
new ordinary shares with a nominal value of €0.125 each; the new shares were admitted to trading on the
Barcelona, Bilbao, Madrid and Valencia Stock Exchanges via the electronic trading system (Mercado
Continuo) on 26 November 2015.

On 28 October 2015 the second mandatory partial conversion of the Banco Sabadell mandatory convertible
subordinated bonds issue IV/2013 took place, and accordingly 25% of the initial nominal amount of the
70,720,450 1V/2013 Bonds was converted through a reduction of 25% in their initial nominal value, which is
equivalent to a total of 9,261,430 shares of Banco Sabadell for a nominal amount of €1,157,678.75. To
complete the mandatory partial conversion of the IV/2013 Bonds, on 5 November 2015, the capital increase
resolution adopted by the Board of Directors on 30 September 2013 was partially implemented by the
Executive Committee, for a nominal amount of €1,157,678.75. The capital increase was filed with the
Barcelona Mercantile Registry on 19 November 2015, and resulted in the issue and allotment of a total of
9,261,430 new ordinary shares with a nominal value of €0.125 each; the new shares were admitted to trading
on the Barcelona, Bilbao, Madrid and Valencia Stock Exchanges via the electronic trading system ( Mercado
Continuo) on 26 November 2015.

On 28 October 2016, the final maturity was reached of the Series 111/2013 Mandatory Convertible
Subordinated Bond issue, resulting in the mandatory conversion of the 42,237,846 111/2013 Bonds which
remained in circulation into ordinary shares of Banco Sabadell. As a result, on 7 November 2016, the public
deed for the capital increase of a nominal amount of €4,396,034.125 was registered with the Barcelona
Mercantile Registry, agreed by the Executive Committee of Banco Sabadell on 3 November 2016, to attend to
the mandatory total conversion arising from the maturity of the issue of Mandatory Convertible Subordinated
Bonds Series I11/2013, which gave rise to the conversion of the 42,237,846 bonds still in circulation and to
the issue and allotment of a total of 35,168,313 new ordinary shares of Banco Sabadell. On 15 November
2016, the Spanish National Securities Market Commission (CNMV) verified that the requirements were
satisfied for the admission to trading of the aforementioned new shares, with a nominal value of €0.125 each,
issued by Banco Sabadell. Lastly, on 16 November 2016, the Governing Bodies of the Stock Exchanges in
Barcelona, Bilbao, Madrid and Valencia agreed to the admission to trading of the aforementioned new shares,
therefore the effective purchase of these new shares in the Stock Exchanges of Barcelona, Bilbao, Madrid and
Valencia via the electronic trading system (Mercado Continuo) was initiated on 17 November 2016.

On 28 October 2016 the third mandatory partial conversion of the Banco Sabadell mandatory convertible
subordinated bonds issue IV/2013 took place, and accordingly 25% of the initial nominal amount of the
70,720,450 IV/2013 Bonds were converted through a reduction of 25% in their initial nominal value. On 7
November 2016, the public deed for the capital increase of a nominal amount of €1,840,141.25 was
registered with the Barcelona Mercantile Registry, agreed by the Executive Committee of Banco Sabadell on 3
November 2016, to attend to the third mandatory partial conversion arising from Mandatory Convertible
Subordinated Bonds Series 1IV/2013, and accordingly 25% of the initial nominal amount of the 70,720,450
bonds were converted through a reduction of 25% of their initial hominal value, giving rise, in consecutive
order, to the issue and allotment of a total of 14,721,130 new ordinary shares of Banco Sabadell. On 15
November 2016, the Spanish National Securities Market Commission (CNMV) verified that the requirements
were satisfied for the admission to trading of the aforementioned new shares, with a nominal value of €0.125
each, issued by Banco Sabadell. Lastly, on 16 November 2016, the Governing Bodies of the Stock Exchanges
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in Barcelona, Bilbao, Madrid and Valencia agreed to the admission to trading of the aforementioned new
shares, therefore the effective purchase of these new shares in the Stock Exchanges of Barcelona, Bilbao,
Madrid and Valencia via the electronic trading system (Mercado Continuo) would be initiated on 17 November

2016.

The capital increases implemented as a result of the voluntary and mandatory partial conversions in 2016 and

2015 are as follows:

Capital
Conversion/ increase at Date of
maturity Bonds nominal value admission to
Issue date Reason for conversion converted (*) Shares issued (thousand euro) quotation
OSNC 111/2013 28/10/2016 mandatory total conversion 42,237,846 35,168,313 4,396 16/11/2016
OSNC IV/2013 28/10/2016 mandatory partial conversion 14,721,130 1,840 16/11/2016
Total 2016 (**) 6,236
OSNC 111/2013 28/10/2015 voluntary conversion 2,018,480 1,050,719 131 26/11/2015
OSNC IV/2013 28/10/2015 mandatory partial conversion 9,261,430 1,158 26/11/2015
Total 2015 (**) 1,289

(*) Inthe OSNC (mandatory convertibles) IV/2013 issue, each year 25%of the nominal value of the 70,720,450 bonds was converted through a reduction of 25%of the initial nominal value..

(**) See Statement of changes in equity for 2016 and 2015.

Expenses due to the payment of mandatory convertible subordinated bonds amounted to €2,345 thousand and
€30,989 thousand at 31 December 2016 and 2015.

Note 22 — Other financial liabilities

The balance of other financial liabilities on the consolidated balance sheets at 31 December 2016 and 2015 is

analysed below.

Thousand euro

2016 2015
By heading:
Financial liabilities measured at amortised cost 2,568,434 2,422,181
Total 2,568,434 2,422,181
By nature:
Debentures payable 331,680 409,601
Guarantee deposits received 56,423 60,895
Clearing houses 626,516 313,492
Collection accounts 889,252 883,596
Other financial liabilities (*) 664,564 754,597
Total 2,568,434 2,422,181
By currency:
In euro 2,391,198 2,298,309
In foreign currency 177,236 123,872
Total 2,568,434 2,422,181
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Set out below is the information concerning the average payment period for suppliers required under Additional
Provision Three of Law 15/2010, taking into account the amendments introduced by Law 31/2014 of 3
December which amended the Spanish Capital Companies Act in order to improve corporate governance:

Number of days and thousand euro

2016 2015
Days
Average payment period for suppliers 31.51 27.75
Ratio of paid operations 31.52 27.74
Ratio of operations pending payment 18.69 39.34
Amount
Total payments made 937,522 1,018,008
Total payments pending 323 1,076

Note 23 — Liabilities under insurance and reinsurance contracts

In December 2015, liabilities under insurance and reinsurance contracts mainly included balances
corresponding to Mediterraneo Vida, S.A.U. de Seguros y Reaseguros. In 2016, these have been reclassified
under the heading “Liabilities included in disposal groups classified as held for sale” (see Note 14).

The main products offered by the Group insurance companies are life insurance (risk of death), as well as life
insurance (savings) and casualty insurance.

Within life insurance (risk), it is necessary to differentiate between unrestricted policies and policies offered to
customers with a mortgage or consumer loan, in order to fully or partially cover the amount of the loan in the
event that a contingency covered by the policy arises.

The purpose of recurring life savings products is to guarantee a sum at the date indicated by customers in the
policy, with an additional benefit in the event of death or disability in certain products over the period during
which premiums are paid.

In unit-linked savings products, the amount receivable by the customer at the date set in the policy consists of
the fund accumulating at that date, without this sum being guaranteed.

Casualty insurance products are aimed at retail customers in which the principal risk is death or absolute
permanent disability due to an accident.

The balance at 31 December 2016 and 2015 of liabilities under insurance and reinsurance contracts is as
follows:

Thousand euro

2016 2015

Unearned premiums and unexpired risks 1,396 1,785
Non-life insurance

Benefits 55 147
Life insurance:

Mathematical reserves 1,874,810 1,873,147

Benefits 20,584 23,034

With profits insurance and returned premiums 4,738 5,536

Life insurance in which the investment risk is borne by the policyholders 44,311 81,704

Implicit adjustments due to accounting mismatches 248,026 232,942
Total 2,193,920 2,218,295
Of which recognised as Non-current liabilities included in disposal groups classified as 2,159,084 )

held for sale

Income and expenses of assets and liabilities under insurance and reinsurance contracts have been recorded
under the headings “/ncome from assets under insurance and reinsurance contracts” and “Expenses on
liabilities under insurance or reinsurance contracts”, respectively, on the consolidated income statement.
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Income from insurance and reinsurance contracts issued include the amount of premiums accrued
corresponding to the insurers Mediterraneo Vida, S.A.U. de Seguros y Reaseguros (in which the Group holds an
indirect interest through Mediterraneo Sabadell, S.L.) and Assegurances Segur Vida, S.A. (in which the Group
holds an indirect interest through BancSabadell d’Andorra, S.A.).

Expenses under insurance and reinsurance contracts issued include the amount of accrued premiums relating
to the insurance companies of the Group.

The net balance of income and expenses from insurance and reinsurance issued is negative because it does
not include net financial income associated with the insurance business which is recorded under “/nterest

income” in the income statement for the year, amounting to €83,810 thousand in 2016 (€88,424 thousand in
2015).

The gains and losses generated by the Group’s insurance companies by type of product sold are as follows:

Thousand euro

2016 2015

Life insurance 18,712 23,082
Life Risk 255 1,387
Life Saving 18,434 21,777
Unit linked 23 (82)
Casualty Insurance 406 529
Non-technical account 1,479 2,129
Total 20,597 25,740

Given the volume that the insurance companies represent within the parameters of the Group and the high
concentration of business involving life savings products, sensitivity towards insurance risk and the
concentrations of insurer risk are not significant for the Group. In this respect, for the death and disability
business an increase of 25% in claims would have an impact on results of €2 million.

Concerning objectives, policies and processes for managing risk associated with the insurance business:

e On a monthly basis, the Group analyses the proper matching of flows of assets and liabilities from
individual and group life products, as well as compliance with the requirements as to the limits set by
current legislation and internal management policies relating to the quality, type and volume of
financial investments.

e Most Group insurance companies’ investments relate to debt securities with a weighted average
rating of BBB+, the level of which is expected to be maintained in the future in accordance with the
maximum credit quality policy established internally. Regarding liquidity, 91.40% of total investments
is positioned in liquid assets, this amount being considered sufficient to cover payment obligations in
the short term.

e |n relation to market risk, the Group’s insurance companies monitor on a monthly basis the market
price performance of their financial assets and any latent capital gains/losses in the investments
managed.

e The Group uses reinsurers to transfer risks that exceed the limits set forth in the Group’s internal
policies.
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Note 24 - Provisions

Movements in the “Provisions” heading during 2016 and 2015 are shown below:

Thousand euro

Pensions and other Commitments
post-employment Other long term Pending legal and
defined benefit employee issues and tax guarantees Other

obligations benefits litigation given  provisions Total
Balance at 31December 2014 77,916 44,525 51,821 131,861 89,092 395,215
Scope additions/exclusions (*) - - - - 47,090 47,090
Interest and similar charges - pension commitments 1,427 632 - - - 2,059
Allowances charged to income statement - staff expenses 4,950 13 - - . 4,963
Allowances charged to income statement - provisions (2,931) 374 210 (22,630) (14,121) (39,098)
Provisions 1902 417 2,732 (22,630) 398 (13481
Reversal of provisions - - (2,522) - (4,51) (17,041)
Actuarial losses / (gains) (4,833) (3,743) - - - (8,576)
Exchange differences - - - 2,757 (1,440) 1,317
Utilisations: 3,692 (17,069) (60) - (21,204) (34,641)
Contributions of the promoter (1031 2 - - - (1029)
Pension payments (10,025) (17,060) - - - (27,085)
Other %748 n (60) - (21204) (6,527)
Other movements 1,251 238 - 1,691 (33,860) (30,680)
Balance at 31December 2015 86,305 28,713 51,971 113,679 65,557 346,225
Scope additions/exclusions (*) - - - - (977) (977)
Interest and similar charges - pension commitments 1,410 400 - - - 1,810
Allowances charged to income statement - staff expenses 2,311 1" - - - 2,322
Allowances charged to income statement - provisions 546 8,109 (949) (27,116) 16,366 (3,044)
Provisions - 1,48 1771 63,95 24,990 01104
Reversal of provisions - - (2,720) (90,311 (8,624) (101655)
Actuarial losses / (gains) 546 (3,039) - - (2/493)
Exchange differences - - - (893) (2,611) (3,504)
Utilisations: (11,268) (13,050) (10,797) - (18,647) (53,762)
Contributions of the promoter - (1335) - - - (1335)
Pension payments (9,796) (11689) - - - (21485)
Other (1472) (26) (10,797) - (18,647) (30,942)
Other movements 10,167 371 9,179 (1,638) (935) 17,144
Balance at 31December 2016 89,471 24,554 49,404 84,032 58,753 306,214

(*) see Note 2.

The heading “Pension funds and other post-employment defined benefit obligations” includes the amount of
provisions for the coverage of post-employment remuneration, including commitments undertaken with early
retirees and similar commitments.

The heading “Provisions for commitments and guarantees given” includes the amount of provisions for the
coverage of guarantees given as a result of financial guarantees or other types of contract.

During the usual course of business, the Group is exposed to fiscal, legal and regulatory contingencies, among
others. All significant contingencies are analysed on a regular basis, with the collaboration of third party
experts when necessary, in order to determine the probability of the Group being faced with a disbursement
situation. For those cases in which this disbursement is considered likely, a provision is created corresponding
to the amount of the best estimate of the current value of said disbursement, recorded under the heading
“Pending legal issues and tax litigation” or under the heading “Other provisions’. At 31 December 2016 and
2015, this heading mainly includes:
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° Provisions for tax contingencies of €49 million at 31 December 2016 (€52 million at 31 December 2015)
which mainly include tax office inspection records of the tax authority signed on a contested basis (see
Note 43) and appealed tax settlements.

o At 31 December 2016, operating losses from the sale of products to TSB customers of €12 million (€19
million at 31 December 2015). TSB is protected from the incurred losses due to historic operations
through a hedge provided by Lloyds Bank Plc, and an account receivable of the equivalent amount is
therefore recognised under the heading “ Other assets”.

° Liabilities due to legal contingencies valued at €32 million (€13 million at 2015 year-end).

The final disbursement amount, as well as the payment schedule, is uncertain as a result of inherent
difficulties when estimating the factors used to determine the provision amount.

As regards potential impacts for Banco Sabadell of the repayment of amounts received due to the application
of the ‘floor clauses’, whether as a result of the hypothetical nullity of floor clauses imposed by courts of law,
or as a result of enforcing Royal Decree-Law 1/2017 of 20 January on urgent measures to protect consumers
regarding floor clauses, the following considerations should be taken into account:

Banco Sabadell believes that its floor clauses are transparent and clear-cut. The aforementioned floor clauses
have not been definitively and generically declared null and void by any final ruling, as the entity has legal and
procedural arguments that should be reviewed and taken into consideration before filing such an action before
the Court of Appeal in Madrid (Audiencia Provincial de Madrid) to appeal the ruling of the mercantile court no.
11 of Madrid (juzgado mercantil n°11 de Madrid) on the nullity of interest rate floor clauses.

Our assessment is that the probability of the risk of Banco Sabadell floor clauses being definitively and
generically declared null and void by higher instance courts materialising is remote, both for substantial and
temporary reasons, for which reason no provisions have been established pursuant to IAS 37.

The above notwithstanding, the publication of Royal Decree-Law 1/2017, of 20 January, on urgent measures
to protect consumers regarding floor clauses sets forth a series of measures which Banco Sabadell will apply
within the time frames set out in this Royal Decree-Law, and although they have no direct economic impact
nor do they presuppose or prejudge the validity of floor clauses in Banco Sabadell’s mortgage contracts, for
each case that is presented, an assessment will be made of each individual clause to determine whether they
meet the transparency requirements set out by the Supreme Court.

The maximum estimated impact in the event that all floor clauses were to be declared null and void, and
considering full retroactive effects, would be €490 million, an amount which would be reduced in line with the
specific terms of the ruling, its method of enforcement and the number of claims addressed through
extrajudicial proceedings.

Pensions and similar commitments

The items giving rise to defined benefit pension liabilities recognised in the Group balance sheet are as
follows:

Thousand euro

2016 2015 2014 2013 2012
Obligations arising from pension commitments 862,218 858,877 1,044,326 1,036,360 950,952
Assets recognised on balance sheet - - - 696 -
Fair value of scheme assets (749,295) (744,256) (922,165) (889,575) (752,281)
Net liability recognised on balance sheet 112,923 114,621 122,161 147,481 198,671

The yield on the Banco Sabadell pension scheme was negative at -0.91% and the yield on the E.P.S.V. was
0.15% for 2016.

The yield on the Banco Sabadell pension scheme was 0.33% and the yield on the E.P.S.V. was negative, at -
0.16% for 2015.
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Movements in 2016 and 2015 in obligations due to pension commitments and the fair value of the scheme
assets are as follows:

Thousand euro

Obligations arising
from pension
commitments

Fair value of
scheme assets

Balance at 31 December 2014 1,044,326 922,165
Interest costs 17,057

Interest income 14,998
Normal cost in year 4,963

Past service cost 6,019

Benefit payments (64,051) (36,966)
Settlements, reductions and terminations (150,296) (145,486)
Contributions made by the institution (154)
Actuarial gains and losses due to changes in demographic assumptions

Actuarial gains and losses due to changes in financial assumptions

Actuarial gains and losses due to changes in experience assumptions 3,743

Yield on scheme assets excluding interest income (7,417)
Other movements (2,884) (2,884)
Balance at 31 December 2015 858,877 744,256
Interest costs 14,520

Interest income 12,710
Normal cost in year 2,322

Past service cost 9,813

Benefit payments (58,620) (37,135)
Settlements, reductions and terminations (12,544) (13,092)
Contributions made by the institution (924)
Actuarial gains and losses due to changes in demographic assumptions

Actuarial gains and losses due to changes in financial assumptions 47,694

Actuarial gains and losses due to changes in experience assumptions 3,098

Yield on scheme assets excluding interest income 46,422
Other movements (2,942) (2,942)
Balance at 31 December 2016 862,218 749,295

The Group’s pension commitments at 31 December 2016 and 2015 based on their financing vehicle, coverage
and interest rate applied in their calculation, are set out below:

Thousand euro

2016
Financing vehicle Coverage Amount Interest rate
Pension schemes 459,487
Insurance policies with related parties Matched 50,204 1.25%
Insurance policies with unrelated parties Matched 409,283 1.25%
Insurance policies 379,596
Insurance policies with related parties Matched 98,272 1.25%
Insurance policies with unrelated parties Matched 281,324 1.25%
Internal funds Without cover 23,135 1.25%
Total commitments 862,218
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Thousand euro

2015

Financing vehicle Coverage Amount Interest rate
Pension schemes 454,828
Insurance policies with related parties Matched 50,320 1.75%
Insurance policies with unrelated parties Matched 404,508 1.75%
Insurance policies 377,657
Insurance policies with related parties Matched 97,935 1.75%
Insurance policies with unrelated parties Matched 279,722 1.75%
Internal funds Without cover 26,392 1.75%
Total commitments 858,877

The amount of the obligations covered by matched insurance policies at 31 December 2016 stands at
€839,083 thousand (€832,485 thousand at 31 December 2015) and therefore in 97.32% of its commitments
(96.93% at 31 December 2015) there is no survival risk (mortality tables) or profitability (interest rate) for the
Group. Therefore, the interest rate fluctuations throughout the year have not had an impact on the entity’'s

financial situation.

Obligations covered by specific assets totalled €839,083 thousand (of which €711 thousand covered
commitments for early retirements) at 31 December 2016 and €832,485 thousand (of which €2,158 thousand
covered commitments for early retirements) at 31 December 2015.

The sensitivity analysis for each main actuarial assumption at 31 December 2016 and 31 December 2015
shows how the commitment and cost of the services in the current year would have been affected by

reasonably possible changes at that date.

%

2016 2015
Sensitivity analysis % change
Discount rate
Discount rate -50 basis points:
Assumption 0.75% 1.25%
Change in obligation 6.13% 6.27%
Change in cost of services in current year 9.09% 9.50%
Discount rate +50 basis points:
Assumption 1.75% 2.25%
Change in obligation (5.58%) (5.67%)
Change in cost of services in current year (8.04%) (8.38%)
Salary increase rate
Salary increase rate -50 basis points:
Assumption 2.50% 2.50%
Change in obligation (0.34%) (0.98%)
Change in cost of services in current year (3.42%) (3.75%)
Salary increase rate +50 basis points:
Assumption 3.50% 3.50%
Change in obligation 0.34% 1.04%
3.50% 3.81%

Change in cost of services in current year

Estimates of probability-weighted present values at 31 December 2016 of benefits payable over the next ten

years are shown below:

Thousand euro

Years

2017 2018

2020 2021 2022

2024 2025 2026

Total

Probable pensions 18,867 16,189 13,240 10,618 9,416 8,663

7,723 7,444 7,166 107,407

Statutory information

305



The fair value of pension-linked assets reported in the Group balance sheet stood at €153,989 thousand at 31
December 2016 and €153,631 thousand at 31 December 2015.

The main categories of scheme assets as a proportion of total scheme assets were as follows:

%

2016 2015
Own equity items 0.02% 0.02%
Other equity instruments 0.00% 0.00%
Debt instruments 2.51% 4.02%
Investment funds 1.07% 0.04%
Deposits and current accounts 0.74% 0.99%
Other (insurance policies with unrelated parties) 95.66% 94.93%
Total 100.00% 100.00%

The fair value of scheme assets includes the following financial instruments issued by the bank:

Thousand euro

2016 2015
Equity instruments 131 161
Debt instruments
Deposits and current accounts 517
Total 648 161

Note 25 — Own funds

Own funds recognised in the consolidated balance sheets at 31 December 2016 and 2015 are analysed below:

Thousand euro

2016 2015
Capital 702,019 679,906
Share premium 7,882,899 7,935,665
Equity instruments issued other than capital - -
Other equity 38,416 14,322
Retained earnings - -
Revaluation reserves - -
Other reserves 3,805,065 3,175,065
(-) Treasury shares (101,384) (238,454)
Profit/(loss) attributable to owners of the parent company 710,432 708,441
(-) Interim dividends (111,281) -
Total 12,926,166 12,274,945

Capital

Share capital at year-end

The bank’s share capital at 31 December 2016 amounted to €702,108,899.50, divided into 5,616,151,196
registered shares with a par value of €0.125 each (€679,905,624 divided into 5,439,244,992 registered
shares with the same par value at 31 December 2015). All shares have been fully disbursed and are numbered
in sequential order from 1 through 5,616,151,196, both included.

The bank’s shares are quoted on the Madrid, Barcelona, Bilbao and Valencia stock exchanges via the
electronic stock market (mercado continuo) managed by the Sociedad de Bolsas, S.A.
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None of the other companies included in the consolidated group is quoted on a stock exchange.
The rights attaching to equity instruments are those regulated by the Spanish Capital Companies Act. At the

General Meeting of Shareholders, shareholders may cast votes in a number that reflects their proportional
holding in share capital.

Changes in share capital during 2016

Thousand euro

Number of shares Capital
Balances at 31 December 2015 5,439,244,992 679,906
Capital Increase due to Scrip Dividend - April 2016 127,016,761 15,877
Conversion of mandatory convertible bonds I11/2013 - November 2016 (*) 35,168,313 4,396
Conversion of mandatory convertible bonds IV/2013 - November 2016 (*) 14,721,130 1,840
Balances at 31 December 2016 5,616,151,196 702,019

(*) see Note 21

At its meeting on 31 March 2016, the Board of Directors of Banco Sabadell resolved to implement the
resolution to increase capital charged to reserves as approved by the Ordinary General Meeting of
Shareholders on 31 March 2016 under the first proposal of item three of the agenda, in order to pay flexible
remuneration to shareholders (scrip dividend) for an amount of approximately €0.05 per share, the nominal
value of the capital increase being €19,997,224.125, by issuing and allotting 159,977,793 new shares with a
nominal value of €0.125 each.

On 19 April 2016, the negotiation period for rights to free assignment corresponding to the capital increase
having expired, the Executive Committee of Banco Sabadell, at its meeting on 25 April 2016, exercised the
powers conferred to it by the Board of Directors on 31 March 2016, under the delegation of powers conferred
to the Board by the General Ordinary Meeting of Shareholders, carried out a capital increase of
€15,877,095.125, by means of the issue and allotment of 127,016,761 new ordinary shares at a nominal
value of €0.125 each, with no share premium, rendering the unsubscribed and unpaid portion of the capital
increase null and void, which amounted to €4,120,129.

The public instrument corresponding to the capital increase was registered with the Barcelona Mercantile
Registry on 27 April 2016, and the 127,016,761 ordinary shares with a nominal value of €0.125 that had been
issued and allotted were admitted to trading on the Barcelona, Bilbao, Madrid and Valencia stock exchanges
through Spain's electronic trading system (Mercado Continuo) on 4 May 2016.

Significant investments in the bank’s capital
As required by Article 23 of Royal Decree 1362/2007 of 19 October, implementing the Securities Market Law

(Law 24/1988 of 28 July), the following table gives details of significant investments in Banco Sabadell (i.e.
investments amounting to 3% or more of the share capital or voting rights) at 31 December 2016.

Company Direct holding Number of shares Indirect holding
Various subsidiaries of BlackRock Inc. 3.00% 208,735 BlackRock Inc.
Fintech Investment Ltd. 3.42% 192,209 Winthrop Securities Ltd.

The sources for the information provided are communications sent by shareholders to the Spanish Securities Exchange Commission (CNMV) or directly to the institution.

Statutory information 307



Share premium

The balance in the share premium account at 31 December 2016 amounted to €7,882,899 thousand
(€7,935,665 thousand at 31 December 2015).

Movements in 2016 and 2015 were as follows:

Thousand euro

Balance at 31 December 2014 5,710,626

Capital increase 1,470,867
Conversion of subordinated bonds (equity) 738,621
Conversion of subordinated bonds (financial liabilities) 18,409
Dividend payment (50,678)
Reclassification of capital increase expenses to reserves 47,691
Rest 129
Balance at 31 December 2015 7,935,665

Capital increase -
Conversion of subordinated bonds (equity) R

Conversion of subordinated bonds (financial liabilities) 53,681
Dividend payment (106,448)
Reclassification of capital increase expenses to reserves -
Rest -
Balance at 31 December 2016 7,882,898

Other reserves

The balance of this heading breaks down as follows on the consolidated balance sheets at 31 December 2016
and 2015:

Thousand euro

2016 2015
Restricted reserves: 377,792 328,049
Legal reserve 135,981 100,612
Reserves for treasury shares pledged as security 194,477 216,281
Capitalisation reserve Law 27/2014 35,985 -
Canary Island investment reserve 8,234 8,041
Reserve for capital redenomination in euro 113 113
Capital redemption reserve 3,002 3,002
Unrestricted reserves 3,317,763 2,694,720
Reserves for investments in joint ventures and associates 109,510 152,296
Total 3,805,065 3,175,065

The contributions of consolidated companies to Group reserves are shown in Schedule |.

Equity instruments issued other than capital

At 31 December 2016 and 2015, the bank had no equity instruments issued other than capital.

Other equity items

Other equity items include the amounts of instruments associated with remuneration paid through incentives
plans in 2016 and 2014 (see Note 36 “Staff expenses”) which, at 31 December 2016 and 2015 amounted to
€38,416 thousand and €14,322 thousand (see Note 36 under “ Staff expenses”).
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Transactions in own equity instruments

Movements in the parent company’s shares acquired by the bank were as follows:

Nominal value Average price

No. of shares (in thousand euro) (in euro) % Holding
Balance at 31 December 2014 40,830,340 5,103.79 2.14 1.01
Purchases 253,341,455 31,667.68 2.01 4.66
Sales 179,327,159 (*) 22,415.89 2.10 3.30
Balance at 31 December 2015 114,844,636 14,355.58 1.99 2.11
Purchases 238,760,796 29,845.10 1.34 4.25
Sales 301,703,766 (**) 37,712.97 1.52 5.37
Balance at 31 December 2016 51,901,666 6,487.71 1.72 0.92

(*) Includes the delivery of 21,486,946 shares as supplementary shareholder remuneration.
(**) Includes the delivery of 63,803,147 shares as supplementary shareholder remuneration (see Note 3).

Net gains and losses arising on transactions in own equity instruments have been included under the heading
“Own funds - Other reserves” on the consolidated balance sheet, and they are shown in the statement of
changes in equity, in the row corresponding to sales or cancellations of treasury shares.

At 31 December 2016, TSB owned 7,686,005 Banco Sabadell shares (4,497,443 at 2015 year-end), at a cost
of €12,004 thousand (€9,764 thousand at 2015 year-end), which are recognised as treasury shares in the
consolidated balance sheet.

At 31 December 2016, a total of 146,996,917 shares of the bank with a nominal value of €18,375 thousand
were pledged as security (132,281,811 shares with a nominal value of €16,535 thousand at 31 December
2015).

The number of Banco de Sabadell, S.A. own equity instruments held by third parties but under management by
Group companies at 31 December 2016 and 2015 was 16,886,009 and 20,294,304, respectively, with a

nominal value of €2,111 thousand and €2,537 thousand. In both years, all securities correspond to Banco
Sabadell shares.

Note 26 — Accumulated other comprehensive income

The composition of this Group item at 31 December 2016 and 2015 was as follows:

Thousand euro

2016 2015
Items that will not be reclassified to profit or loss 13,261 12,212
Actuarial gains or (-) losses on defined benefit pension schemes 13,261 12,212
Non-current assets and disposal groups classified as held for sale
Share of the income and expenses of investments in joint ventures and associates
Other valuation adjustments - -
Items that may be reclassified to profit or loss 93,881 443,394
Hedge of net investments in foreign operations (effective portion) 151,365 17,927
Foreign currency translation (428,650) (23,690)
Hedging derivatives. Cash flow hedges (effective portion) (21,521) 16,412
Available-for-sale financial assets 280,548 416,235
Debt instruments 229,008 495,688
Equity instruments 51,540 83,607
Other value adjustments - (163,060)
Non-current assets and disposal groups classified as held for sale 96,299 -
Share of the income and expenses of investments in joint ventures and associates 15,840 16,510
Total 107,142 455,606
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The heading “/tems which may be reclassified to profit or loss - Other value adjustments” included, at 31
December 2015, mainly adjustments made by the Group’s insurance companies for the purpose of correcting
accounting mismatches arising from the different valuation of financial assets and associated insurance
commitments. At 31 December 2016, all items included under “Accumulated other comprehensive income of
Mediterréaneo Vida, S.A.” have been reclassified under the heading “ Non-current assets and disposal groups
classified as held for sale” (see Notes 2 and 14).

The breakdown of taxes on gains relating to each item on the statement of recognised income and expenses
at 31 December 2016 and 2015 was as follows:

Thousand euro

2016 2015
Gross Gross
Tax effect Net Tax effect Net
amount amount
Items that will not be reclassified to profit or loss 1,499 (450) 1,049 (14,738) 4,421 (10,317)
Actuarial gains or (-) losses on defined benefit pension
plans 1,499 (450) 1,049 (14,738) 4,421 (10,317)
Non-current assets and disposal groups classified as held
for sale
Share of other recognised income and expenses of
investments in joint ventures and associates
Other valuation adjustments - - - - . .
Items that may be reclassified to profit or loss (382,349) 33,047 (349,302) (675,162) 202,112 (473,050)
Hedge of net investments in foreign operations (effective
portion) 133,438 - 133,438 25,611 (7,684) 17,927
Foreign currency translation (404,960) - (404,960) (38,401) 11,521 (26,880)
Hedging derivatives. Cash flow hedges (effective portion) (54,190) 16,257 (37,933) (315,914) 94,774 (221,140)
Available-for-sale financial assets (193,537) 58,061 (135,476) (345,004) 103,501 (241,503)
Debt instruments (380,670) 114,201 (266,469) (471,736) 141,522 (330,214)
Equity instruments (45,810) 13,743 (32,067) 92,139 (27,642) 64,497
Other value adjustments 232,943 (69,883) 163,060 34,593 (10,379) 24,214
Non-current assets and disposal groups classified as held
for sale 137,570 (41,271) 96,299
Share of other recognised income and expenses of
investments in joint ventures and associates (670) - (670) (1,454) - (1,454)
Total (380,850) 32,597 (348,253) (689,900) 206,533 (483,367)

Note 27- Minority interests (non-controlling interests)

The companies included under this heading are as follows:

Thousand euro

2016 2015
Of which: Of which:
% Profit/ % Profit/
Non- (loss) Non- (loss)
controlling Amount attributed controlling Amount attributed
BancSabadell d'Andorra, S.A. 49.03% 39,081 4,659 49.03% 36,163 3,785
Aurica lll, Fondo de Capital Riesgo 38.68% 1,064 (223)
Business Services for Operational Support, S.A.U. 20.00% 2,163 916
Xeresa Golf, SA 20.00% 5919 0
Rest 0.00% 1,441 69 - 947 19
Total 49,668 5,421 37,110 3,804
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Movements in this heading in 2016 and 2015 were as follows:

Thousand euro

Balances at 31 December 2014 54,793
Valuation adjustments (1,556)
Rest (16,127)
Scope additions/exclusions (20,777)
Percentage holding and other 846
Profit/(loss) for the year 3,804
Balances at 31 December 2015 37,110
Valuation adjustments 211
Rest 12,347
Scope additions/exclusions 7,650
Percentage holding and other (724)
Profit/(loss) for the year 5,421
Balances at 31 December 2016 49,668

Dividends paid to the minority shareholders of the Group companies in 2016 totalled €1,288 thousand

(BancSabadell d’Andorra, S.A.) and €1,226 thousand in 2015.

In 2016, the company Xeresa Golf, SA is assigned to the Real Estate Asset Transformation business, and
Aurica Ill, Fondo de Capital Riesgo and Business Services for Operational Support, S.A.U to banking business

in Spain.

BancSabadell d’Andorra, S.A. is assigned to a non-reported business segment, due to its materiality.

Note 28 — Guarantees given

The breakdown of this Group heading is as follows:

Thousand euro

2016 2015
Financial guarantees 1,872,647 1,874,676
Assets under third party obligations - -
Non-revocable documentary credit 1,119,550 1,112,265
Additional settlement guarantee 20,000 19,000
Other bonds and guarantees given 5,517,157 5,350,226
Other contingent liabilities
Total 8,529,354 8,356,167
Non-performing guarantees given
Movements in the balance of non-performing guarantees given were as follows:
Thousand euro
Balances at 31 December 2014 195,073
Additions 15,206
Disposals (120,452)
Balances at 31 December 2015 89,827
Additions 77,472
Disposals (63,160)
Balances at 31 December 2016 104,139
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The breakdown of the balance of non-performing guarantees given by geography at 31 December 2016 and
2015 is as follows:

Thousand euro

2016 2015
Spain 103,728 89,406
Rest of European Union 12 396
Ibero-America 111 20
Rest of OECD - 5
Rest of the world 288
Total 104,139 89,827
Credit risk hedging for non-performing guarantees given is as follows:
Thousand euro

2016 2015

Specific coverage determined individually: 12,236 15,542
Hedging of customer insolvency risk 12,236 15,542
Specific coverage determined collectively: 13,125 30,978
Hedging of customer insolvency risk 10,865 29,646
Allowances for country risk 2,260 1,332
IBNR coverage (*) 35,510 67,159
Total 60,871 113,679

(*) Collective value adjustments for losses incurred but not reported (see Note 13.4).

Movements of this hedge, together with the heading “Contingent commitments given”, included under the
liabilities heading “Provisions”, are detailed in Note 24.

Note 29 — Contingent commitments given

The breakdown of this item at 31 December 2016 and 2015 was as follows:

Thousand euro

2016 2015

Drawable by third parties 19,567,289 19,306,331

By credit institutions 660 652

By general governments 518,018 615,956

By other resident sectors 11,522,581 10,567,226

By non-residents 7,526,029 8,122,497

Financial asset forward purchase commitments 2,675,004 426,102

Conventional financial asset purchase contracts 2,779,198 652,802
Subscribed securities pending disbursement 1,939

Securities placement and subscription commitments - -

Other contingent commitments given 185,257 745,379

Total 25,208,687 21,130,614

Note: Hedge of contingent commitments of €3,%61thousand, the movements of which are given in Note 24, together with movements of guarantees given.

Total commitments drawable by third parties at 31 December 2016 included credit commitments secured with
a mortgage in the amount of €2,180,435 thousand (€1,845,200 thousand at 31 December 2015). Regarding
other commitments, in the majority of cases there are other guarantees in place in line with the Group’s risk
management policy.
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The balance of forward purchase commitments of financial assets includes the amount of forward purchases of
debt securities which will be classified in the available-for-sale financial assets portfolio.

Note 30 — Off-balance sheet customer funds

Off-balance sheet customer funds under the Group’s management and funds sold but not managed by the

Group were as follows:

Thousand euro

2016 2015
Under Group management: 20,223,209 19,460,848
Investment funds and companies 16,571,928 15,458,944
Asset management 3,651,281 4,001,904
Investment funds sold but not managed 6,022,265 5,968,308
Pension funds (*) 4,116,997 4,305,121
Insurance (*) 10,243,421 7,646,801
Financial instruments deposited by third parties 66,438,327 58,394,937
Total 107,044,219 95,776,015

(*) The balance in pension funds and insurance relates to those sold by the Group.

Note 31 - Interest income and expenses

These headings on the consolidated income statement include interests accrued during the year on all
financial assets and liabilities whose yield, implicit or explicit, is obtained by applying the effective interest
rate approach, irrespective of whether they are valued at fair value or otherwise, and using product
adjustments due to accounting hedges. Interests are recorded at gross value, without deducting any tax
withholdings exercised at the source.

The majority of interest income is generated by the Group’s financial assets measured either at amortised cost
or at fair value through equity.

The quarterly net interest income since 2015 and the average income and costs of the various components
that make up the total investment and funds is broken down as follows:

Thousand euro
2016
1st quarter 2nd quarter 3rd quarter 4th quarter TOTAL
Average balance _Rate % _Profit/(loss) Average balance Rate % _Profit/(loss) Average balance Rate % Profit/(loss) Average balance Rate % Profit/(loss)

Average yield of the Investment 204,805,768 2.62 1,332,686 207,152,833 2.53 1,301,850 206,477,426 2.42 1,255,294 206,618,507 2.40 1,244,039 5,133,869
Cash, cash balances at central banks and other
demand deposits 8,715,273 0.40 8,573 10,281,886 0.35 9,067 10,294,580  0.27 6,920 10,300,469 0.21 5,351 29,911
Loans and advances 138,493,620 3.28 1,129,678 139,254,470 3.21 1,112,814 137,426,703  3.10 1,071,244 137,648,550 3.03 1,047,551 4,361,287
Fixed-income portfolio (*) 27,244,720 2.60 175,880 27,415,453 2.34 159,309 28,008,522 2.25 158,193 28,410,351  2.31 165,047 658,429
Equity portfolio 966,252 - 980,312 - 1,057,539 - 1,012,966 - - -
Tangible and intangible assets 4,801,034 - 5,282,354 - 5,241,423 - 5,060,240 - - -
Rest of other assets 24,584,869  0.30 18,555 23,938,358  0.35 20,660 24,448,659 0.31 18,937 24,185,931 043 26,090 84,242
Average cost of

resources 204,805,768 (0.70) (358,793) 207,152,833 (0.65) (333,268) 206,477,426 (0.59) (306,918) 206,618,507 (0.57) (297,138) (1,296,117)
Credit institutions 18,204,599  (0.60) (27,174) 18,622,667 (0.60) (28,004) 17,393,074 (0.22) (9,406) 17,972,285 (0.31) (13,790) (78,374)
Customer deposits 126,728,578 (0.44) (139,626) 129,503,193 (0.40) (128,697) 128,777,499 (0.38) (123,142) 126,933,935 (0.34) (108,179) (499,644)
Capital markets 30,640,997 (2.12) (161,610) 30,264,910 (1.89) (142,108) 30,440,556 (1.88) (143,630) 29,515,748 (1.87) (138,411) (585,759)
Assignments fixed income portfolio 6,825,602 (0.64) (10,822) 5,797,497 (0.79) (11,442) 5,850,037 (0.22) (3,186) 8,744,762  0.00 63 (25,387)
Other liabilities 9,832,268 (0.80) (19,561) 10,046,358 (0.92) (23,017) 10,807,323 (1.01) (27,554) 10,427,589 (1.39) (36,821) (106,953)
Own funds 12,573,724 - 12,918,208 - 13,208,937 13,024,188 - - -
Net Interest Income 973,893 968,582 948,376 946,901 3,837,752
Total ATAs 204,805,768 207,152,833 206,477,426 206,618,507 -
Ratlo (margin/ATA) 1.91 1.88 1.83 1.82
(") Includes © 670 thousand corresponding (o interest from financial assets designated at fair value through profit or loss (financial assets held for trading).
Financial income or expenses deriving from the application of negative interest rates are recorded in line with the nature of the associated asset or liability. The credit institutions heading under liabilities includes income from negative interest on with credit institut
relating to TLTRO I
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Thousand euro

2015
1st quarter 2nd quarter 3rd quarter 4th quarter TOTAL
Average balance Rate % _ Profit/(loss) Average balance Rate % _Profit/(loss) Average balance Rate % Profit/(loss) Average balance Rate % Profit/ (loss)
. ) 166,113,468 2.63 1,077,248 165,959,873 2.54 1,050,338 204,223,215 2.63 1,352,633 209,189,206 2.58 1,362,137 4,842,356
Average yield of the investment
Cash, cash balances at central banks and other 42,204
demand deposits 4,506,907 0.69 7,620 4,239,111 0.72 7,608 10,017,261 0.58 14,711 10,593,706 0.46 12,265 "
Loans and advances 105,699,264  3.32 866,029 106085332  3.20 845109 135,423,423  3.29 1,122,412 137,816,428  3.28 1,140,285 3,973,835
Fixed-income portfolio (*) 26,659,263  2.94 193,159 26,000,342  2.87 186,025 28,002,837  2.73 192,541 28,859,636  2.64 191,805 763,530
Equity portfolio 1,466,208 - 1,765,119 - 1,291,662 - 1,207,389 - - -
Tangible and intangible assets 3,712,828 - - 3,486,114 - 4,795,049 - - 4,900,001 - - -
Rest of other assets 24,068,998  0.18 10,440 24,383855  0.19 11,596 24,692,983  0.37 22969 25812046  0.27 17,782 62,787
Average cost of 166,113,468 (1.06) (434,171) 165,959,873 (0.95) (394,437) 204,223,215 (0.80) (411,317) 209,189,206 (0.76) (399,601) (1,639,526)
resources 4 y . ' ' 7 : y " ' . 4 ' " . ' ' '
Credit institutions 15,819,325 (1.06) (41,192) 16,682,943 (0.91) (37,966) 18,932,939 (0.74) (35,120) 18,554,312 (0.56) (26,341) (140,619)
Customer deposits 92,350,893 (0.88)  (200,352) 93,214,329 (0.73)  (169,704) 126,974,770 (0.62) (198,163) 127,755,652 (0.53) (170,767)  (738,986)
Capital markets 25,895,734 (2.71) (173,287) 25,814,242  (2.56) (164,870) 25,989,440 (2.35) (153,697) 29,439,078 (2.27) (168,539) (660,393)
Assignments fixed income portfolio 10,118,263 (0.42) (10,564) 8,425,452  (0.43) (9,016) 9,767,542 (0.28) (6,936) 10,179,453 (0.59) (15,052) (41,567)
Other liabilities 10,323,239  (0.34) (8,776) 9,485,553  (0.54) (12,881) 10,312,976 (0.67) (17,401) 10,468,171 (0.72) (18,902) (57,961)
Own funds 11,606,014 - 12,337,354 - 12,245,548 - - 12,792,540 - - -
Net Interest Income 643,077 655,901 941,316 962,536 3,202,830
Total ATAs 166,113,468 165,959,873 204,223,215 209,189,206 -
Ratlo (margin/ATA) 1.57 1.59 1.83 1.83

(%) Includes ©,799 thousand to interest from f

| assets designated at fair value through profit or loss (financial assets held for trading).

In 2016, the net interest margin over average total assets has continued to improve, due to various factors,
the most noteworthy of which are the increase in customer spreads (due to reduced financing costs of
customer deposits), the reduction in capital market costs, the reduction of problematic assets and the
improvement in profitability as a result of the acquisition of TSB.

In annual average terms, the net interest margin as a percentage of average total assets stood at 1.86%
(1.71% excluding TSB), increasing by 14 basis points compared with the previous year (1.72% in 2015). In
terms of the quarterly changes in this item, the net interest margin as a proportion of average total assets in
the fourth quarter of 2016 stood at 1.82% (1.69% excluding TSB). In the fourth quarter 2015 it stood at

1.83%.

The following table shows, for investment positions and deposits in the business in Spain - branch network
operations, excluding subsidiaries’ operations, the contractual spread on transactions arranged in each quarter
in 2016 and 2015 (new business additions) and the resulting final portfolio (stock) at the end of each period:

Basis point spread Additions (quarterly average) Stock

2016 2016
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Credit 225 257 249 258 243 234 249 247
Loans 243 261 306 253 232 238 239 240
Home mortgage loans 179 163 175 138 101 104 105 106
Leasing 294 297 290 284 214 218 221 223
Renting 532 429 524 434 558 521 513 512
Discounting 316 296 297 278 342 315 323 302
Confirming 261 265 283 275 255 252 264 254
Forfaiting 469 438 470 362 534 457 435 396
Lending 263 261 269 250 175 178 180 181
1- month term deposit 54 76 84 83 60 76 81 77
3-month term deposit 61 69 86 85 60 71 84 77
6-month term deposit 49 79 75 75 39 64 60 65
12- month term deposit 42 30 25 20 39 36 35 32
+12- month term deposit 54 46 54 42 64 53 47 44
Term deposits 50 49 56 50 51 45 42 40
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Basis point spread

Additions (quarterly average)

Stock

2015 2015

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Credit 243 275 247 271 293 276 263 272
Loans 236 247 282 279 245 239 234 230
Home mortgage loans 197 179 181 182 97 99 100 101
Leasing 322 304 279 270 198 203 206 210
Renting 557 514 574 528 598 570 562 568
Discounting 364 332 315 310 386 349 344 338
Confirming 332 296 284 273 331 296 280 260
Forfaiting 579 573 586 463 609 588 656 535
Lending 293 282 278 272 181 178 176 175
1- month term deposit 33 32 33 34 34 30 34 35
3-month term deposit 38 39 38 48 38 37 37 49
6- month term deposit 26 19 26 31 41 24 23 27
12-month term deposit 45 40 30 34 54 47 41 39
+12-month term deposit 36 30 34 39 18 106 92 71
Term de posits 37 34 32 37 93 79 66 54

With respect to the existing home mortgages portfolio at 31 December 2016, the breakdown on the basis of

when the interest rate on the transaction is to be revised is as follows:

Thousand euro

Mortgage repricing schedule

1Q17

2017

3Q17

4Q17

Total

Home mortgages

8,162,137

7,975,802

5,945,708

7,252,711 29,336,358

Corresponds to Business Spain - branch network operations.

New deposits to 31 December 2016 and 2015, broken down by contractual maturity, are as follows:

€million
Additions

Deposits by maturity 2016

Q1 Q2 Q3 Q4
Up to 3M 2,653 2,797 3,058 3,186
3 to 6M 664 635 429 572
6 to 12M 4,112 4,359 2,867 2,749
12 to 18M 629 771 824 532
More than 18M 2,671 2,257 2,379 4,054
Total deposits 10,729 10,819 9,657 11,093
%
Up to 3M 24.7 25.9 32.0 28.7
3 to 6M 6.2 5.9 4.5 5.2
6 to 12M 38.3 40.3 30.0 24.8
12 to 18M 5.9 7.1 8.6 4.8
More than 18M 24.9 20.9 24.9 36.5
Total deposits 100 100 100 100
Corresponds to Business Spain - branch network operations.
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€million

Additions

Deposits by maturity 2015

Q1 Q2 Q3 Q4
Up to 3M 2,866 3,013 2,877 2,908
3 to 6M 951 917 758 908
6 to 12M 3,212 4,612 4,051 4,556
12 to 18M 844 1,008 753 754
More than 18M 2,401 2,122 2,407 4,169
Total deposits 10,274 11,672 10,846 13,295
%
Up to 3M 27.9 25.8 26.5 21.9
3 to6M 9.3 7.9 7.0 6.8
6 to 12M 31.3 39.5 37.4 34.3
12 to 18M 8.2 8.6 6.9 5.7
More than 18M 23.4 18.2 22.2 31.4
Total deposits 100 100 100 100

Corresponds to Business Spain - branch network operations.

Note 32 — Fee and commission income and expenses

Fee and commission income and expenses on financial operations and the provision of services are as follows:

Thousand euro

2016 2015
Fees derived from risk operations 316,676 273,725
Asset operations 215,700 169,708
Guarantees 100,976 104,017
Service fees 520,028 455,530
Cards 191,219 172,324
Payment orders 50,408 48,287
Securities 50,392 52,846
Sight accounts 89,854 91,698
Rest 138,155 90,375
Asset management fees 311,878 274,089
Investment funds 145,714 146,887
Sale of pension funds and insurance products 140,863 94,631
Asset management 25,301 32,571
Total 1,148,582 1,003,344
Memorandum item
Fee-related income 1,376,364 1,166,677
Fee-related expenses (227,782) (163,333)
Net fees and commissions 1,148,582 1,003,344
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Note 33 — Net trading income

Net trading income consists in a group of headings from the consolidated income statement for the years

ended 31 December 2016 and 2015, which are shown below:

Thousand euro

2016 2015
By heading:
Gains or (-) losses on derecognition of financial assets and liabilities not measured at fair value through
profit or loss, net 476,217 1,052,288
Gains or (-) losses on financial assets and liabilities held for trading, net 107,593 150,440
Gains or (-) losses on financial assets and liabilities designated at fair value through profit or loss, net 114 109
Gains or (-) losses from hedge accounting, net 25,798 5,324
Total 609,722 1,208,161
By type of financial instrument:
Net gain/(loss) on debt securities 385,194 1,051,570
Net gain/(loss) other equity instruments 100,933 29,983
Net gain/(loss) on derivatives 130,987 149,562
Net gain/(loss) on other items (*) (7,392) (22,954)
Total 609,722 1,208,161

(*) Mainly includes income from the sale of various credit portfolios sold during the year.

In 2016 and 2015 the Group sold certain debt securities from its portfolio of available-for-sale financial assets,
generating profits of €382,538 thousand at 31 December 2016 (€1,045,492 thousand at 31 December 2015).
This included profits of €362,211 thousand (€1,020,466 thousand in 2015) on sales of debt securities held

with general governments.

As explained in Note 9 to these consolidated annual accounts, in June 2016 the offer to purchase 100% of

Visa Europe shares materialised, generating capital gains of €109 million.

Note 34 - Other operating income

The composition of this item of the consolidated income statement for the years ended 31 December 2016

and 2015 is as follows:

Thousand euro

2016 2015
Income from operation of investment properties 108,195 95,856
Sales and other income from the provision of non-financial services 92,537 61,507
Other operating income 85,993 59,355
Total 286,725 216,718

Sales and income from the provision of non-financial services include income generated by the management of
real estate asset portfolios from other entities (Sareb, the Spanish company for the management of assets

proceeding from the restructuring of the banking system).

Income recorded under other products is mainly derived from income of Group entities involved in non-financial

activities (mainly operating leases).
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Note 35 — Other operating expenses

The composition of this item of the consolidated income statement for the years ended 31 December 2016
and 2015 is as follows:

Thousand euro

2016 2015

Contribution to deposit guarantee funds (94,880) (85,997)
Other items (371,994) (212,114)
Of which: Contribution to resolution fund (47,661) (43,510)
Total (466,873) (298,111)

Expenses recognised under the heading “Contribution to deposit guarantee funds” correspond to the
contributions made by Banco Sabadell (€84,119 thousand and €82,968 thousand in 2016 and 2015,
respectively). They also include expenses recorded by TSB (€7,614 thousand in 2016, corresponding to the
contribution to the UK Financial Services Compensation Scheme) and by Sabadell United Bank, N.A.
(contribution to the Deposit Guarantee Fund established by the US Federal Deposits Insurance Corporation), of
€2,929 thousand in 2016 and €3,029 thousand in 2015.

The heading “Other items” included, at 31 December 2016, estimated financial contributions for the
conversion of deferred tax assets into credit receivable by the Spanish Tax Authority amounting to €57 million,
as well as expenses corresponding to tax on deposits in credit institutions amounting to €27,590 thousand in
2016 (€27,450 thousand in 2015). The other items included in this heading largely correspond to expenses
associated with non-financial activities.

Note 36 — Administrative expenses

This heading on the consolidated profit and loss statement includes expenses incurred by the Group in respect
of staff and other general administrative expenses.

Staff expenses

The staff expenses charged to the consolidated income statement for the periods ended 31 December 2016
and 2015 are as follows:

Thousand euro

2016 2015
Payrolls and bonuses for active staff (1,217,862) (1,075,803)
Social Security payments (241,201) (220,457)
Contributions to defined benefit pension schemes (2,322) (4,963)
Contributions to defined contribution pension schemes (68,534) (49,772)
Other staff expenses (133,135) (106,346)
Total (1,663,053) (1,457,341)

At 31 December 2016 and 2015, the distribution of the average workforce for all companies within the Group
by category and gender is as follows:

Average number of employees

2016 2015
Men Women Total Men Women Total
Management staff 490 146 636 439 106 545
Technical staff 9,403 9,670 19,073 8,425 8,338 16,763
Administrative staff 1,643 4,670 6,313 1,335 3,236 4,571
Total 11,536 14,486 26,022 10,199 11,680 21,879
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The breakdown of the bank's average workforce with a disability of at least 33% by category at 31 December
2016 and 2015 is as follows:

Average number of employees with a disability

2016 2015
Management staff 4 4
Technical staff 149 127
Administrative staff 108 74
Total 261 205

At 31 December 2016 and 2015, the distribution of employees by category and gender is as follows:

Number of employees

2016 2015
Men Women Total Men Women Total
Management staff 491 154 645 490 137 627
Technical staff 9,339 9,756 19,095 9,375 9,560 18,935
Administrative staff 1,610 4,595 6,205 1,714 4,814 6,528
Total 11,440 14,505 25,945 11,579 14,511 26,090

Of the total workforce at 31 December 2016, 263 were recognised as having some form of disability (254 at
31 December 2015).

The increase in the average workforce is due to the inclusion of TSB’s workforce during the second half of
2015.

Non-recurring staff expenses amounted to €67,988 thousand at 31 December 2016. Expenses which do not
form part of the entity’s ordinary activities are considered non-recurring. Expenses tied to the new structure
and commercial transformation are considered staff expenses.

Deferred payment system for variable remuneration accrued in previous years

- At the General Meeting of Shareholders held on 26 March 2013, shareholders approved a payment
system for the payment of variable remuneration accrued during 2012 to the Executive Directors and a group
of management staff, through the delivery of Banco de Sabadell, S.A. stock options (“SREO 2012"). Executive
Directors could choose to receive up to 100% of their variable remuneration in options, and other directors up
to 50%. This plan was concluded in March 2016, and its settlement gave rise to the delivery in cash of €2,414
thousand.

- At the General Meeting of Shareholders held on 27 March 2014, shareholders approved a payment
system for the approved amounts of variable remuneration accrued during 2013 to be paid to the bank’s
Executive Directors through the delivery of the equivalent value of that remuneration in Banco de Sabadell,
S.A. stock options (hereinafter, “the System”).

Each option grants the holder the right to receive, in cash, after a three-year period, the difference between
the Final Value of the Banco de Sabadell, S.A. shares at the end of said period and the Exercise Price of the
option under the System. The exercise date is 29 March 2017.

The option’s exercise price is €2.015, with the settlement amount being the difference, if positive, between
the quoted share price at the end of the scheme and the exercise price.

The hedging mechanism for the System was determined through the conclusion of the relevant counterparty
agreement, based on general market rules. The premium paid when arranging the hedge was €2.4 million and
did not entail any cost increase for the bank with respect to the option to receive the variable remuneration in
effect up to the date of implementation of the System. This premium was recorded as a trading derivative. The
options that were sold were recorded under the heading “ Financial liabilities held for trading — Derivatives” on
the liability side of the balance sheet and at 31 December 2016 the recorded amount amounted to €4
thousand (€425 thousand at 2015 year-end).
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Long-term supplementary incentive system based on shares

- At the General Meeting of Shareholders held on 27 March 2014, shareholders approved a long-term
supplementary incentive based on the increase in value of Banco de Sabadell, S.A. shares for executive
directors, five senior management members and 419 management staff (hereinafter, “the Incentive”).

The Incentive consists of the assignment of a certain number of rights to the beneficiaries, which include the
right to receive the increase in value of the same number of Banco de Sabadell, S.A. shares over a three-year
period, taking as a reference their listed share price, to be paid in the form of bank shares. The termination
date is 31 March 2017. The exercise price is €1.75 and the maximum number of rights to shares covered by
the Incentive is currently 38,932,447 (39,242,000 at the time of their issue).

The fair value of services received has been calculated based on the fair value of pledged capital instruments,
i.e. bank stock options, as indicated in Note 6, employing the Monte Carlo simulations valuation technique and
the Black-Scholes valuation model.

A necessary condition for the rights coming into effect will be that the beneficiary exceed the minimum
compliance level for the personal target called “Professional Efficiency Appraisal” set by the bank’s
Remuneration Committee.

Rights

Balance at 31 December 2014 37,529,000
Granted (*) 3,123,730
Cancelled (580,536)
Balance at 31 December 2015 40,072,194
Granted -
Cancelled (1,139,747)
Balance at 31 December 2016 38,932,447

(*) Resulting from capital increase.

- At the General Meeting of Shareholders held on 31 March 2016, shareholders approved a long-term
supplementary incentive based on the increase in value of Banco de Sabadell, S.A. shares for three executive
directors, seven senior management members and 472 Group management staff (hereinafter, ICLP Plan 2016).

The ICLP Plan 2016 consists of the assignment of a certain number of rights to the beneficiaries which include
the right to receive the increase in value of the same number of Banco de Sabadell, S.A. shares over a three-
year period, taking as a reference their listed share price, to be paid in the form of bank shares. The
termination date is 30 April 2019. The exercise price is €1.494 and the maximum number of rights to shares
covered by the Incentive will be 30,000,000.

The fair value of services received has been calculated based on the fair value of pledged capital instruments,
i.e. bank stock options, as indicated in Note 6, employing the Monte Carlo simulations valuation technique and
the Black-Scholes valuation model.

A necessary condition for the rights coming into effect will be that the beneficiary exceed the minimum
compliance level for the personal target called “Professional Efficiency Appraisal” set by the bank’s
Remuneration Committee.

Dutys

Balance at 30 April 2016 30,000,000
Granted -
Cancelled (1,505,000)
Balance at 31 December 2016 28,495,000

- TSB Banking Group employees have a supplementary incentive linked to a target fulfiiment plan
between 2016 and 2020, and this remuneration is paid in Banco Sabadell, S.A. shares and in cash.

In terms of staff expenses associated with share-based incentive schemes (see Note 1.3.15), their expenses

in 2016 and 2015 totalled €18,271 thousand and €9,129 thousand, respectively; the counterparty is reflected
in equity (see statement of changes in equity in the row corresponding to payments based on shares).
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Other administrative expenses

This includes all other administrative expenses incurred during the year:

Thousand euro

2016 2015
Property, plant and equipment (249,682) (211,020)
Information technology (246,396) (102,157)
Communication (47,156) (63,674)
Publicity and propaganda (111,148) (87,497)
Subcontracted administrative services (99,097) (72,308)
Contributions and taxes (95,748) (101,134)
Technical reports (40,341) (86,170)
Security services and fund transfers (21,042) (19,267)
Business entertainment expenses and staff travel expenses (20,357) (19,148)
Membership fees (16,788) (20,159)
Other expenses (52,539) (46,640)
Total (1,000,294) (829,174)

Fees from Auditing Institutions

The fees received by PricewaterhouseCoopers Auditores, S.L. in 2016 for account auditing services and other
audit-related services provided in Spain amounted to €1,666 thousand and €485 thousand, respectively
(€1,456 thousand and €341 thousand in 2015). Auditing services provided by other companies in the PwC
network in relation to branches and subsidiaries abroad totalled €2,782 thousand in 2016 (€2,296 thousand in
2015).

Fees received by other auditors in 2016 for account auditing and other audit-related services provided in Spain
amounted to €112 thousand and €0 thousand, respectively (€121 thousand and €0 thousand in 2015). Fees
for the audit of branches and subsidiaries abroad amounted to €0 thousand and €25 thousand in 2016,
respectively (€24 thousand and €0 thousand in 2015).

Fees received by other companies in the PwC network for tax advisory services and other services provided in
2016 amounted to €183 thousand and €1,179 thousand. Fees for these services in 2015 amounted to €116
thousand and €1,232 thousand, respectively.

Other information

At 31 December 2016, non-recurring administrative expenses amounted to €19,073 thousand, including
expenses associated with specific cost-reduction programmes and expenses relating to special projects
associated with changes in the scope of consolidation.

The cost-to-income ratio at 2016 year-end (staff and general expenses / gross income) stood at 48.68%
(48.96% in 2015), and at 42.66% excluding TSB (44.59% in 2015), improving in respect of the cost-to-income
ratio in 2015. For the purpose of calculating this ratio for 2015, recurring net trading income of €400 million
per year has been considered.

Information about the Group's branches is given below:

Number of branches

2016 2015
Branches 2,767 2,873
Spain 2,119 2,204
Outside Spain 648 669
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Note 37 - Impairment or (-) reversal of impairment on financial assets not measured at

fair value through profit or loss

The composition of this item of the consolidated income statement for the years ended 31 December 2016

and 2015 is as follows:

Note 2016 2015

Available- for-sale financial assets (112,284) (132,390)
Debt securities 8 521 1,719
Other equity instruments 9 (112,806) (134,109)
Loans and receivables (*) 11 (441,414) (1,396,177)
Total (553,698) (1,528,567)

(*) This figure equates to the sum of provisions/reversals through profit or loss of value adjustments made for credit risk hedging, depreciation through profit or loss of financial assets no longer

classified as assets and the recovery of write-offs.

Note 38 — Impairment or (-) reversal of impairment on non-financial assets

The breakdown of this heading in the consolidated balance sheets for the years ended 31 December 2016 and

2015 was as follows:

Thousand euro

Note 2016 2015
Property plant and equipment 16 (41) (3,011)
Investment property 16 (20,236) (155,615)
Goodwill and other intangible assets - (1)
Inventories 18 (537,872) (459,623)
Total (558,148) (618,250)

The total investment property impairment provision in 2016 and 2015 was calculated based on Level 2
valuations (see Note 6). The fair value of impaired assets amounts to €2,404,246 thousand and €2,341,905

thousand in 2016 and 2015, respectively.

Of the total inventory impairment provision for 2016 and 2015, €328,195 thousand and €168,492 thousand
was calculated based on Level 2 valuations, respectively, and €209,677 thousand and €291,131 thousand
based on Level 3 valuations, respectively. The fair value of impaired assets stood at €2,924,459 thousand and

€3,655,548 thousand at the end of 2016 and 2015.
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Note 39 - Gains or (-) losses on derecognition of non-financial assets and interests, net

The composition of this heading of the consolidated income statement for the years ended 31 December 2016
and 2015 is as follows:

Thousand euro

2016 2015

Gains or (-) losses on derecognition of non-financial assets, net 35,108 (16,960)
Property, Plant and Equipment (29,766) (6,252)
Investment Properties - 14,578
Intangible assets - -
Interests (*) 46,883 (31,087)
Other capital instruments - -
Other items 17,991 5,801

(*) see Schedule | - Companies no longer consolidated.

In both years, the amount corresponding to property, plant and equipment included losses from the sale of
branches which had already closed. 2015 also included gains on the sale of the building located in Principe de
Vergara in Madrid for €21.2 million.

Note 40— Negative goodwill recognised in profit or loss

The negative consolidation difference in 2015 corresponds to the business combination with TSB, which is
detailed in Note 2 to these consolidated annual accounts.

Note 41 — Profit or (-) loss from non-current assets and disposal groups classified as
held for sale not qualifying as discontinued operations

The breakdown of this heading for the years ended 31 December 2016 and 2015 was as follows:

Thousand euro

Note 2016 2015
Profit or (-) loss from non-current assets and disposal groups
classified as held for sale not qualifying as discontinued
operations, net (314,519) (180,868)
Property, plant and equipment for own use and foreclosed (313,810) (180,868)
Gains/losses on sales (30,620) (79,607)
Impairment/Reversal 14 (283,190 (101,261)
Investment properties (556)
Intangible assets -
Interests (41)
Other capital instruments (99)
Other items (14)

The impairment of non-current assets held for sale excludes income from the increase in fair value less sale
costs.

The total provision for the impairment of non-current assets held for sale in 2016 and 2015 was calculated

based on Level 2 valuations (see Note 6). The fair value of impaired assets amounts to €2,103,086 thousand
and €2,521,979 thousand at the end of 2016 and 2015.
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Note 42 — Segment reporting
Segmentation criteria

The business units described below have been created based on the different business lines established in line
with the Group’s organisation and structure.

Segment information is first broken down by geography and then broken down based on the management
characteristics of each of the customers to which each segment is aimed.

Segmentation by geography and business unit

As regards the bases of presentation and methodologies used, information for each business unit is based on
the individual accounting records of each Group company, after all consolidation disposals and adjustments
have been made, and on analytical accounting of income and expense where particular business lines are
allocated to one or more legal entities, which allows income and expense to be allocated to each customer in
line with the business to which they are assigned.

Each business unit is treated as an independent business, for which reason flows of income and expenses are
generated between them when providing services for the distribution of products, services and systems. The
final impact on the Group’s income statement is zero.

Each business bears its own direct costs, on the basis of general and analytical accounting, as well as the
indirect costs of corporate units.

Capital is allocated in such a way that each business is assigned capital equivalent to the minimum regulatory
capital requirements to cover its risk exposure. This minimum regulatory requirement depends on the body
responsible for supervising each business.

The capital assigned to each business in order to align them with the 12% capital requirement placed on the

Group has been updated for 2016, and the capital assigned during 2015 has therefore been recalculated for
the purpose of comparability.
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Details of profit before tax and other key figures for each business unit for the years 2016 and 2015 are shown
in the table below, along with a reconciliation of the totals shown in the table with those shown in the

consolidated Group accounts:

2016

Banking Business

Asset Banking Business

Banking Business

Thousand euro Spain Transformation UK (*) Americas (*)
Net interest income 2,554,248 (30,990) 1,050,862 249,933
Net fees and commissions 966,983 (1,390) 122,741 41,914
Other income 336,880 92,294 35,176 14,446
Gross income 3,858,111 59,914 1,208,779 306,293
Operating expenses (1,837,278) (167,844) (874,546) (164,827)
of which staff expenses (1,068,707) (66,038) (426,461) (94,677)
Provisions (net) 2,399 1,386 - 41
Profit/(loss) and losses on problematic assets (502,265) (801,941) (106,913) (14,867)
Other profit/(loss) 39,251 - (4,431) 538
Profit/(Loss) before taxes by segment 1,560,218 (908,485) 222,889 127,178
Ratios (%)
ROE (earnings divided by average equity) 13.7% -26.1% 7.0% 7.0%
Cost-to-income (administrative expenses divided by
gross income) 40.2% - 72.6% 50.6%
Other data
Employees 15,973 915 8,060 868
Branches in Spain and abroad 2,138 - 587 35

Reconciliation of profit/(loss) before taxes

Consolidated

Total business units
(+/-) Other profit/(loss) (**)
Profit/(loss) before taxes

1,001,800
17,622
1,019,422

(*) Banking Business United Kingdom applying an exchange rate in 2016 of GBP 0.8166 to the balance sheet and GBP 0.8562 to the income statement (year average). In 2015, an exchange rate of GBP 0.7340

was applied to the balance sheet and GBP 0.7201to the income statement (average of last six months). 2015 only includes 6 months of results. For ROE, considering shareholders' equity.

(*) Business Americas applying an average exchange rate in 2016 of USD 1.1052 and M XN 20.7365 to the income statement, and applying USD 1.0541and M XN 21.7719 to the balance sheet. The exchange rate

used in 2015 was USD 10887 and M XN 18.9145.
(**) Corresponds to unreported results fromother geographies.

2015

Banking Business

Asset Banking Business Banking Business

Thousand euro Spain Transformation UK (*) Americas
Net interest income 2,479,316 (44,772) 539,620 216,096
Net fees and commissions 867,878 (1,584) 78,829 37,080
Other income 1,161,305 107,853 (3,721) 2,209
Gross income 4,508,499 61,497 614,728 255,385
Operating expenses (1,821,970) (143,180) (493,566) (142,338)
of which staff expenses (1,078,081) (50,491) (238,036) (83,636)
Provisions (net) 18,350 (71) - 2,938
Profit/(loss) and losses on problematic assets (1,571,893) (762,453) (59,500) (29,152)
Other profit/(loss) 283,689 - - 4,769
Profit/(Loss) before taxes by segment 1,416,675 (844,207) 61,662 91,602
Ratios (%)
ROE (earnings divided by average equity) 10.4% -13.6% 5.3% 7.1%
gross income) 42.5% - 77.9% 54.1%
Other data
Employees 16,260 712 8,224 764
Branches in Spain and abroad 2,224 - 614 28

Reconciliation of profit/(loss) before taxes

Consolidated

Total business units
(+/-) Other profit/(loss) (**)
Profit/(loss) before taxes

725,733
19,028
744,761

(*) Only includes TSB Banking Group PLC and 6 months of results. Exchange rate of GBP 0.7340 applied to the balance sheet and GBP 0.7201applied to the income statement
(average of last sixmonths). For ROE, considering shareholders' equity.

(**) Corresponds to unreported results from other geographies.
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Average total assets for the entity as a whole at 31 December 2016 amounted to €206,265,187 thousand,
compared with €186,538,365 thousand on the same date in the preceding year.

The types of products and services from which ordinary income is derived are described below for each
business unit:

- Banking Business Spain includes the following business units for customers:

e Retail and Business Banking offers both investment and savings products. In terms of investment, the
sale of mortgage products, current assets and loans is particularly noteworthy. In terms of savings, the
main products are deposits (demand deposits and deposits with agreed maturity), investment funds,
savings insurance and pension schemes.

Insurance protection products and payment services are also noteworthy, such as credit cards and
transfers, amongst others.

e Corporate Banking has a comprehensive offering of specialised financing services and solutions, ranging
from transaction banking to more sophisticated, tailor-made solutions in such areas as financing,
treasury services and corporate finance.

e Markets and Private Banking offers and designs products and services with a high added-value with a
view to achieving a high rate of return for the customer, increasing and diversifying the customer base
and ensuring consistency of investment processes through a rigorous analysis and with high-quality
management, while taking the customer relationship model to a multichannel level.

- Asset Transformation comprehensively manages abnormal risk and real estate exposure, and also sets out
and implements the strategy of real estate investees, such as Solvia. In terms of abnormal risk and real estate
exposure, the unit focuses on developing its asset transformation strategy and integrating the overall vision of
the Group’s real estate balance sheet in order to maximise its value.

- Banking Business United Kingdom: The TSB franchise includes retail business conducted in the United
Kingdom, which includes current and savings accounts, personal loans, credit cards and mortgages. For 2015,
it only includes TSB Banking Group PLC and 6 months of results.

- Banking Business Americas: Offers all types of banking and financial services, from the most complex and
specialist services for large enterprises, such as project finance operations, to products for individual
customers, offering all products and services that professionals and companies of all sizes might need.

Ordinary income generated by each business unit for 2016 and 2015 is shown below:

Thousand euro

Consolidated

Ordinary income from Ordinary income between . .
Total ordinary income
customers segments

SEGMENTS 31/12/2016 31/12/2015 31/12/2016 31/12/2015 31/12/2016 31/12/2015
Banking Business Spain 4,501,233 4,629,242 175,709 245,005 4,676,942 4,874,247
Asset Transformation 243,965 377,195 2,748 27,168 246,714 404,363
Banking Business UK 1,471,662 798,311 - - 1,471,662 798,311
Banking Business Americas 394,242 310,976 - - 394,242 310,976
F-) Adjustments and disposals of ordinary R : (181,042) (276,617) (181,042) (276,617)
income between segments

Total 6,611,103 6,115,724 (2,584) (4,444) 6,608,518 6,111,280
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The table below shows the balances, net interest income and income from net fees and commissions
generated by each business unit as a percentage of the total for 2016 and 2015:

2016

Breakdown net interest income and net fees and commissions

Income from (*)

Customer lending Customer deposits services
% of average % Yield to % of average % Yield to
balance total balance total % of total balance
SEGMENTS
Banking Business Spain 67.3% 60.8% 69.1% 40.3% 82.7%
Asset Transformation 4.1% 2.4% 0.1% 0.1% 0.2%
Banking Business UK 22.5% 29.3% 25.3% 48.5% 13.8%
Banking Business Americas 6.2% 7.6% 5.4% 11.2% 3.4%
Total 100.0% 100.0% 100.0% 100.0% 100.0%
(*) Percentage by segment over total fees and commissions.
%
2015

Breakdown net interest income and net fees and commissions

Income from (*)

Customer lending Customer deposits services
% of average % Yield to % of average % Yield to
balance total balance total % of total balance

SEGMENTOS

Banking Business Spain 66.0% 73.3% 64.1% 76.4% 83.9%
Asset Transformation 5.5% 3.6% 0.2% 0.1% 0.4%
Banking Business UK 23.7% 16.4% 31.1% 16.7% 12.3%
Banking Business Americas 4.8% 6.7% 4.6% 6.8% 3.3%
Total 100.0% 100.0% 100.0% 100.0% 100.0%

(*) Percentage by segment over total fees and commissions.

Furthermore, the breakdown by geography of interest and similar income during 2016 and 2015 is shown

below:

Thousand euro

Distribution of interest and similar income by geography

Individual Consolidated
2016 2015 2016 2015
Domestic market 3,352,651 3,769,230 3,416,633 3,828,512
Exports:
European Union 50,202 44,347 1,399,788 728,561
OECD countries 116,713 80,653 337,330 267,633
Other countries 3,999 3,727 16,349 17,650
Total 3,523,565 3,897,957 5,170,100 4,842,356
Section 2 of the Directors’ Report gives a more detailed assessment of each of these business units.
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Note 43 — Tax situation (tax on gains from continued activities)

Consolidated tax group

Banco de Sabadell, S.A. is the parent company of a tax consolidation group for corporate income tax purposes,
comprising all the Spanish companies in which Banco de Sabadell, S.A. holds an interest that meets the
requirements of the Spanish Corporate Income Tax Act (see Schedule 1).

The remaining Spanish companies in the accounting group pay corporate income tax on an individual basis.
Companies in the accounting group that are not resident in Spain for tax purposes are taxed in accordance
with the tax regulations applicable to them

Reconciliations

The reconciliation of the difference between consolidated accounting results and taxable Corporate Income
Tax income is as follows:

Thousand euro

2016 2015
Profit/(loss) before taxes 1,019,422 744,761
Increases in tax base 1,949,598 2,161,120
From profits 1,949,598 2,161,120
From equity - -
Decreases in tax base (958,341) (951,151)
From profits (954,991) (866,445)
From equity (3,350) (84,706)
Taxable base 2,010,679 1,954,730
Tax payable (30%) 603,204 586,419
Deductions for double taxation, training and other (2,152) (1,452)
Tax payable 601,052 584,967
Due to temporary differences (net) (306,173) (499,886)
Adjustments for tax credits
Other adjustments (net) (*) 8,690 (52,565)
Tax expense or (-) income related to profit or loss from continuing operations 303,569 32,516

(*) Includes €9 million from impact of Royal Decree 3/20%6.

The “Other adjustments” heading includes €9 million (loss) from the impact of Royal Decree-Law 3/2016,
whereby losses from sales of certain interests are not tax-deductible as from 1 January 2017 in Spain. In
2015, €45.3 million (GBP 32 million) were included, corresponding to the effect of changes in tax regulations
in the United Kingdom affecting TSB Bank PLC. The legislative change introduced a surcharge of 8%, effective
as of 1 January 2016, and applicable to the tax bases in excess of GBP 25 million per year, and also reduced
the main tax rate from 20% to 19% as of 1 April 2017, and to 18% as of 1 April 2020.
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The reconciliation between the Group corporate income tax expense calculated by applying the general tax
rate and the expense recorded for corporate income tax on the consolidated income statement is as follows:

Thousand euro

2016 2015
Profit/ (loss) before taxes 1,019,422 744,761
Domestic tax rate (30%) 305,827 223,428
Tax-exempt income (negative consolidation difference) - (79,807)
Difference in effective tax rate on companies outside Spain (*) (**) 14,024 (49,588)
Capitalisation reserve / Generated deductions / Non-deductible expenses (7,222) (8,786)
Income subject to lower tax rates (dividends and international source income) - (426)
Income from associates (22,372) (14,639)
Rest 13,312 (37,668)
Tax expense or (-) income related to profit or loss from continuing operations 303,569 32,516
Effective tax rate 30% 4%

(*) Calculated applying the difference between the current tax rate for the Group in Spain (30%) and the effective tax rate applied to the Group's profit/(loss) in each jurisdiction.
(**) Includes €45.3 million due to change in UK tax regulations, as explained previously.

Taxable income — increases and deductions

The increases and deductions in taxable income are analysed in the following table on the basis of whether
they arose from temporary or permanent differences:

Thousand euro

2016 2015
Permanent difference 46,748 23,311
Temporary difference arising during the year 1,804,878 1,701,251
Temporary difference arising in previous years 97,972 436,558
Increases 1,949,598 2,161,120
Permanent difference (76,069) (479,627)
Temporary difference arising during the year (4,437) -
Temporary difference arising in previous years (877,835) (471,524)
Decreases (958,341) (951,151)

Deferred tax assets and liabilities

Under current tax and accounting regulations certain timing differences should be taken into account when
quantifying the relevant tax expense related to profit from continuing operations.

In 2013, Royal Decree-Law 14/2013 gave rise to the condition of assets guaranteed by the Spanish State, tax
assets generated by allowances for impairment of loans and other assets arising from the possible insolvency
of debtors not related to the taxpayer and those pertaining to apportionments or contributions to social
welfare systems and, where appropriate, early retirement (hereinafter, “monetisable tax assets”).

Monetisable tax assets can be converted into a loan enforceable before the Spanish Tax Authority in cases
where the taxpayer incurs accounting losses or the entity is liquidated or judicially declared insolvent.
Similarly, they can be exchanged for Government Debt securities, once the 18-year term has elapsed,
calculated from the last day of the tax period in which these assets were included in the accounting records.
In order to maintain the guarantee offered by the Spanish State, these are subject to an annual contribution of
1.5% of their amount as from 2016 (see Note 35).

Royal Decree-Law 3/2016, of 2 December, introduced a series of amendments to Law 27/2014, of 29
November, on Corporate Income Tax, in force for the tax periods started on 1 January 2016. The most
significant changes and their impact on Banco Sabadell Group at 31 December 2016 are described below:

e Limitation on the inclusion of monetisable tax assets in the tax base and on the offsetting of tax

losses at 25% for 2015. No significant impacts for the Group are expected in terms of the expected
period for offsetting tax loss carry-forwards and non-monetisable tax assets.
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e A new limit for the application of deductions due to double taxation, calculated at 50 per cent of the
full amount, for companies with a net turnover in excess of €20 million. This measure is applied for tax
periods started in 2016. No impact on Banco Sabadell Group.

e Impairments in the value of stakes which were tax deductible in tax periods prior to 2013 will be
included, at least, in equal amounts in the tax base for the first five subsequent tax periods. The
expected impact will not affect the Group’s financial position, and will only affect the cash flow over
the next four years by approximately €160 million.

e Asfrom 2017, losses on the transfer of stakes, provided that they meet the requirements in respect of
the right to be exempt from paying tax on the profits obtained, shall not be tax deductible. The impact
for the Group amounts to €9 million.

The sources of the deferred tax assets / liabilities recognised in the balance sheets at 31 December 2016 and

2015 are as follows:

Thousand euro

Deferred tax assets 2016 2015
Monetisable 5,806,136 5,521,558
Due to credit impairment 3,916,675 3,555,130
Due to real estate asset impairment 1,762,269 1,836,497
Due to pension funds 127,192 129,931
Non-monetisable 611,883 618,348
Due to merger funds 128,716 141,965
Due to credit impairment outside of Spain 72,044 77,236
Due to other non-deductible provisions 10,664 13,139
Due to impairment of capital and debt instruments 15,130 136,787
Due to real estate asset impairment 179,918 -
Other 205,411 249,221
Tax credits for losses carried forward 350,261 430,598
Deductions not applied 7,057 6,008
Total 6,775,337 6,576,512
Deferred tax liabilities 2016 2015
Property restatements 70,239 74,081
Adjustments to value of wholesale debt issuances arising on business combinations 78,628 104,177
Other financial asset value adjustments 322,230 244,048
Other 71,168 69,837
Total 542,265 492,143
The breakdown of deferred tax assets and liabilities by country is as follows:
Thousand euro
2016 2015

Deferred tax Deferred tax Deferred tax Deferred tax
Country assets liabilities assets liabilities
Spain 6,586,676 530,948 6,314,494 487,073
UK 116,287 10,796 168,683 107
us 58,708 472 79,374 4,564
Mexico 13,417 0 13,371 244
Other 249 49 590 155
Total 6,775,337 542,265 6,576,512 492,143

As indicated in Note 1.3.21, according to the information available at the end of the year, and the projections
taken from the Group’s business plan for the coming years, the Group estimates that it will be able to generate
a tax base which shall be sufficient to offset tax loss carry-forwards over the next four years and non-
monetisable assets when these are deductible in line with current fiscal regulations.

Monetisable tax assets are guaranteed by the Spanish State, therefore their recoverability does not depend on
the generation of future tax deductions.
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Other information

Banco Sabadell Group obtained income qualifying for the reinvestment deduction regulated by Article 42 of the
revised Corporate Income Tax Act, which was invested in the years indicated below:

Thousand euro
Year in which qualifying

income was generated Amount of income Year of reinvestment
2011 6,318 2011
2013 5,640 2012
2013 30,008 2013
2014 43,759 2014

Information on mergers carried out in previous years has been included in the consolidated annual accounts of
the years in which each merger took place.

Capitalisation reserve and reserve for investments in the Canary Islands

As explained in Note 3 to these consolidated annual accounts, the Annual General Meeting held on 31 May
2016 approved a reserve for investments in the Canary Islands of €192 thousand. This reserve was fully
materialised in 2015 by means of investments carried out in that same year in various items of property, plant
and equipment classified as facilities. The reclassification of voluntary reserves as a restricted reserve over a
period of five years to serve as a capitalisation reserve was approved (the reclassified amount covers the
reduction of the tax base carried out in 2015 and that estimated for 2016).

Years open to inspection

In July 2016, the Spanish Tax Authority notified Banco de Sabadell, S.A. of the start of verification and
investigation activities related to the following items and periods:

Iltems Periods
Withholdings/Payments on Work/Professional Income Account 07/2012 to 12/2014
Withholdings/Payments on Investment Income Account 07/2012 to 12/2014
Corporate Income Tax 01/2011 to 12/2014
Value Added Tax 07/2012 to 12/2014

These activities are under way and are currently in the documents submission stage, and no proposed tax
settlement exists to date. The review of all taxes not verified and not legally required is still pending for other
companies which are not taxed within the tax consolidation group in Spain.

The inspections in previous years by the Spanish Tax Authority led to assessments being raised for a total tax
liability of €43,971 thousand, which were contested in their entirety by the bank and the acquired and
subsequently merged entities. The Group has, in any event, made suitable provisions for any contingencies
that could arise in relation to these tax settlements.

Tax liabilities of a contingent nature could arise as a result of different possible interpretations of the tax rules
applicable to certain types of transaction within the banking industry. However, the possibility of such
liabilities materialising is remote, and if they did materialise the resulting tax charge would not be such as to
have any significant impact on these consolidated annual accounts.

Note 44 — Related-party transactions

No transactions that could be described as significant were entered into with administrators and management
staff of the bank. Those that did take place were in the normal course of the company’s business or were
conducted at market prices or on the terms normally applicable to employees.

The Group is not aware of any transaction, other than at market prices, involving any person or entity
connected in any way to an administrator or to Senior Management.
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The most significant balances recognised by the Group in its dealings with related parties, and the effect on
the income statement of related-party transactions, are shown below:

Thousand euro

2016 2015
Joint
control or
signif.
Influence Key Other related
(in B.Sab) Associates personnel parties (*) TOTAL TOTAL
Assets:
Customer lending and other financial assets 207,934 16,177 146,911 371,022 1,379,108
Liabilities:
Customer deposits and other financial liabilities 1,231,351 13,459 83,902 1,328,712 1,334,649
Memorandum accounts:
Contingent exposures 8,781 1,613 10,394 243,383
Contingent commitments 582 3,331 26,291 30,204 165,190
Income statement:
Interest and similar income 6,152 122 4,734 11,008 19,934
Interest and similar charges (9,964) (42) (527) (10,533) (27,916)
Return on capital instruments - 49
Net fees and commissions 30,814 23 650 31,487 35,240
Other operating income 3,268 3,268 29,157

(*) Includes employee pension schemes.
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Note 45 — Remuneration of and balances with members of the Board of Directors and
senior management

The following table shows, for the years ended 31 December 2016 and 2015, the amount paid to directors in
remuneration and in contributions to meet their pension commitments for services provided by them in that
capacity:

Thousand euro

Pension
Remuneration commitments Total

2016 2015 2016 2015 2016 2015
José Oliu Creus (*) 214 214 32 32 246 246
José Manuel Lara Bosch (1) - 4 - - - 4
José Javier Echenique Landiribar (2) 182 184 - - 182 184
Jaime Guardiola Romojaro (*) 92 92 - - 92 92
Aurora Caté Sala (3) 117 83 - - 117 83
Héctor Marfa Colonques Moreno (4) 81 119 - 16 81 135
Joaquin Folch-Rusifol Corachan 108 102 16 16 124 118
M. Teresa Garcia-Mila Lloveras (5) 155 130 - - 155 130
José Manuel Lara Garcia (6) 92 48 - - 92 48
Joan Llonch Andreu 126 130 16 16 142 146
David Martinez Guzman 83 83 - - 83 83
José Manuel Martinez Martinez 158 148 - - 158 148
José Ramén Martinez Sufrategui 107 107 - - 107 107
Anténio Vitor Martins Monteiro 83 87 - - 83 87
José Luis Negro Rodriguez (*) 92 92 16 16 108 108
José Permanyer Cunillera (7) - 67 - - - 67
David Vegara Figueras (8) 159 88 - - 159 88
Total 1,849 1,778 80 96 1,929 1,874

(*) Perform executive functions.

(1) On30 September 2013, the Board of Directors approved his appointment as First Deputy Chairman, a position which he held until his death on 31January 2015.
(2) Held aposition as lead independent director between 23 April 2015and 21April 2016.

(3) On29 January 2015, the Board of Directors approved her appointment as member of the Board of Directors in the capacity of independent director. The Annual General Meeting held on 28 May
2015 confirmed the appointment through co-option made by the Board of Directors and approved her appointment as member of the Board of Directors.

(4) On 22 September 2016, he submitted his resignation in effect fromthe end of the Board of Directors' M eeting on the same date.
(5) On 21April 2016, the Board of Directors approved her appointment as lead independent director.

(6) On 19 March 2015, the Board of Directors approved his appointment as member of the Board of Directors in the capacity of independent director. The Annual General Meeting held on28 May 2015
confirmed the appointment through co-option made by the Board of Directors and approved his appointment as member of the Board of Directors. On 21April 2016 he was given the capacity of non-
executive director.

(7) On 23 April 2015 submitted his resignation as director in effect fromthe Annual General M eeting held on28 May 2015.
(8) The Annual General M eeting held on 18 May 2015 approved his appointment as member of the Board of Directors in the capacity of independent director.

Aside from the items mentioned above, the members of the Board of Directors have received €64 thousand as
fixed remuneration in 2016 (€71 thousand in 2015) by reason of their belonging to Boards of Directors in
Banco Sabadell Group companies or to advisory boards (these amounts are included in the annual report on
Directors’ remuneration).

Contributions for life insurance premiums covering contingent pension commitments in respect of pension
rights accruing in 2016 amounted to €4,036 thousand (€3,780 thousand in 2015), of which €80 thousand are
detailed in the table above and €3,956 thousand correspond to directors for the performance of executive
functions.

Emoluments paid to directors for performing executive functions during 2016 totalled €5,254 thousand
(€6,021 thousand in 2015).

Loan and guarantee risks undertaken by the bank and consolidated companies for the directors of the parent
company totalled €10,866 thousand at 31 December 2016, of which €8,232 thousand comprised loans and
receivables and €2,634 thousand related to guarantees and documentary credit (€14,155 thousand in 2015,
consisting of €11,657 thousand in loans and receivables and €2,498 thousand in guarantees and documentary
credit). The average interest rate charged was 0.79% (0.91% in 2015). Balances of liabilities in 2016
amounted to €12,172 thousand (€8,047 thousand in 2015).
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Total Senior Management remuneration accrued during 2016 amounted to €7,312 thousand. Under the
applicable regulations, this amount includes the remuneration of the seven Senior Management members plus
that of the Internal Audit Director.

Risks undertaken by the bank and consolidated companies for Senior Management (other than executive
directors, for whom details are provided above) totalled €8,642 thousand at 31 December 2016 (€8,904
thousand in 2015), comprising €7,946 thousand in loans and receivables and €696 thousand in guarantees
and documentary credit (and in 2015, of which €7,832 thousand relate to loans and receivables and €1,072
thousand to guarantees and documentary credit). Balances of liabilities amounted to €1,287 thousand (€678
thousand in 2015).

Share appreciation rights granted to members of the Senior Management, including executive directors, under
the 2016 remuneration incentive schemes (see Note 36) resulted in staff expenses of €2.7 million during the
year (€2.2 million in 2015).

Details of existing agreements between the company and administrators and management staff with regard to
compensation upon severance of contracts are set out in the Annual Report on Corporate Governance, which
forms part of the Directors’ Report.

The administrators and management staff mentioned above are specified below with their positions in the bank
at 31 December 2016:

Executive Directors

José Oliu Creus Chairman
Jaime Guardiola Romojaro CEO for Sabadell Group
José Luis Negro Rodriguez Director-General Manager

Senior Management

Maria José Garcia Beato Deputy Secretary to the Board - General Secretary
Tomas Varela Muina General Manager

Miquel Montes Guell General Manager

Carlos Ventura Santamans General Manager

Fernando Pérez-Hickman Munoz General Manager

Ramén de la Riva Reina Assistant General Manager

Enric Rovira Masachs Assistant General Manager

Other information about the Board of Directors

Pursuant to Article 229 of Law 31/2014 of 3 December, amending the revised Spanish Capital Companies Act
in order to improve corporate governance and strengthen transparency in public limited companies, the
directors have notified the company that, during 2016, they and persons related to them, as defined in Article
231 of the revised Spanish Capital Companies Act:

a. Have not carried out transactions with the Company, without taking into account ordinary operations
performed in standard conditions for customers and which were not material, these being understood as
those the reporting of which is not necessary to give a true and fair view of the Company’s equity,
financial position and results.

b. Have not used the Company’s name or used their capacities as directors to unduly influence the course of
private transactions.

c. Have not used corporate assets, including the Company’s confidential information, for private purposes.
d. Have not taken advantage of the Company’s business opportunities.
e. Have not obtained benefits or remuneration from third parties other than the Company and its Group

associated with the performance of their duties, except in cases of items in which mere courtesy is
involved.

334 Banco Sabadell Annual report 2016



f. Have not carried out activities directly or on behalf of a third party involving competition with the
Company, whether on an isolated or potential basis, or which might otherwise place them in permanent
conflict with the Company’s interests.

The bank has signed a liability insurance policy for the period from 31-12-2015 to 31-12-2016, which covers
the entity’s administrators and senior management. The total premium paid was €651 thousand.

Note 46 — Other information
Transactions with significant shareholders

No material transactions took place with significant shareholders during the years 2016 and 2015, except as
described below; those transactions that did take place were in the company’s normal course of business and
on an arm’s length basis.

According to a significant event issued to the Comisién Nacional del Mercado de Valores (Spanish Securities
and Stock Exchange Commission) on 1 October 2015, Banco Sabadell acquired 8,238,084 shares of the
Colombian bank Banco GNB Sudameris, S.A., representing 4.99% of its share capital, for a price of USD
50,000,000. The majority shareholder of Banco GNB Sudameris is Gilex Holding, B.V., a subsidiary of
Starmites Corporation, S.A.R.L., a company owned by the Gilinski family. On the date of this transaction, Mr
Jaime Gilinski Bacal was a significant shareholder of the bank, a capacity which he ceased to hold at the end
of 2016.

Environmental disclosures

All global Group operations are subject to legal requirements on environmental protection and health and
safety in the workplace. The Group considers that it substantially complies with these legal requirements and
has procedures in place to encourage and guarantee such compliance.

The Group has taken appropriate measures relating to environmental protection and improvement and to
minimise possible environmental impacts, as required by law. A number of Group-wide waste management,
consumable recycling and energy saving schemes continued to be implemented during the year. Given the
absence of any environment-related contingencies, it was not thought necessary to make any provision for
risks or expenses related to environmental protection and improvement.

Section 3 of the Directors’ Report provides more details of the bank’s environmental policies and actions.
Customer Care Service (SAC)

The Customer Care Service is located on the control line of the organisational structure of Banco Sabadell
Group and its director, who is appointed by the Board of Directors, reports to the General Secretariat of the
bank. Its functions are to handle and resolve complaints and claims from customers and users of the Group’s
financial services, when these relate to their interests and legally recognised rights arising from contracts,
transparency and customer protection regulations or good banking practices.

Cases handled

During 2016, the Customer Care Service received 24,529 complaints and claims (21,517 in 2015), of which
22,565 (19,773 in 2015) were accepted, in accordance with the provisions of Finance Ministry Order
734/2004 of 11 March. The number of cases handled, however, was 22,131 (19,650 in 2015) due to the
resolution of cases pending from the previous year (663 cases, against 1,097 in 2016). By type, 12.1% were
complaints (14.7% in 2015) and 87.9% were claims (85.3% in 2015).

Of the total complaints and claims examined by the Customer Care Service, 57.3% resulted in a decision that
was favourable to the customer or user (51.9% in 2015), 1.5% were settled by agreement with the customer
or user (3.9% in 2015), in 1.2% of cases the customer withdrew the claim (1.6% in 2015) and 35.1% were
resolved in favour of the entity (38% in 2015). At 31 December, 2.6% of cases had yet to be ruled on by the
regulatory bodies and the Customer and Stakeholder Ombudsman. Lastly, the Customer Care Service declared
itself not to be authorised to resolve 2.3% of the cases.
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In addition to its main activity, the Customer Care Service also provides assistance and information to
customers and users on matters that do not take the form of complaints or claims, in accordance with Finance
Ministry Order 734/2004 of 11 March, and the Regulations for the Protection of Customers and Users of
Financial Services of Banco Sabadell Group. In this respect, the Service has handled 1,057 requests for
assistance and information during 2016, compared to 408 in 2015.

The average response time to complaints and claims was as follows: 10,078 cases were resolved within 15
days (12,011 cases in 2015), 9,360 cases were resolved between 15 and 30 days (5,046 cases in 2015) and
2,693 cases were resolved in a period of over 30 days (2,593 cases in 2015). The Finance Ministry Order and
the bank’s Regulations for the Protection of Customers and Users of Financial Services sets forth a maximum
response period of 60 days.

Customer and Stakeholder Ombudsman

In the Group, the role of Customer and Stakeholder Ombudsman is assumed by Mr José Luis Gomez-Dégano y
Ceballos-Ziniga. The Ombudsman has the legal capacity to resolve complaints brought by customers and
users of Banco Sabadell Group, both in the first and second instances, and for settling issues that are passed
on to him by the Customer Care Service.

The Customer and Stakeholder Ombudsman received 1,087 complaints and claims in 2016 (1,284 in 2015), of
which 1,074 were accepted. During the year, the Ombudsman has processed and resolved 996 claims (1,150
in 2015), as certain cases had remained unresolved from the previous year. At 31 December 2016, 88 claims
remained to be resolved by the Ombudsman (132 in 2015). In 26 cases, the Customer Care Service had yet to
submit the corresponding complaints and claims.

Of the total complaints and claims resolved by the Ombudsman, 38.0% were resolved in favour of the entity
(32.4% in 2015) and 2.3% in favour of the customer (2.2% in 2015). Of the remaining cases to be processed
and resolved, the bank agreed to customer petitions in 40.3% of the cases (43.7% in 2015). In 17.9% of the
cases (17.1% in 2015) the Ombudsman did not issue any judgements due to a lack of authority (without
prejudice to the claimants’ option to pursue their claims elsewhere). 0.1% of the cases were settled by
agreement with the customer or user (0.5% in 2015) and in 1.4% of the cases the customer withdrew the
complaint (4.0% in 2015).

Bank of Spain, the Spanish National Securities Market Commission (CNMV) and the Directorate General for
Insurance and Pension Schemes

Under current legislation, customers and users can submit their claims and complaints to the Bank of Spain
Market Conduct and Complaints Department, to the CNMV (Spanish National Securities Market Commission)
and to the Directorate General for Insurance and Pension Schemes. In any event, it is a prerequisite that the

parties concerned first address their complaints to the entity concerned in order to attempt to resolve the
conflict.

Note 47 — Post-balance sheet events

Since 31 December 2016, there have been no post-balance sheet events worthy of mention.
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Banco Sabadell Group companies at 31 December 2016 consolidated by the full consolidation method

Thousand euro

Contribution
to reserves or

Contribution

losses In to Group  Balance
Reglstered Consolldated Net Group consolldated consolldated sheet
Company name Line of business office % Shareholding taxation Company data (a) investment companies  profit/(loss) date
Direct Indirect Capital Reserves Profit/(loss) (b) Dividends paid (c) Total assets
AC Dos Lerida, S.L.U. Real estate development  Barcelona 100.00 2,793 (3,292) 3,083 - 2,706 2,290 - - 12/16
Pozuelo de
AC Dos Malaga S.L.U. Real estate development Alarcon 0.00 100.00 2,404 (9,766) (943) - 11,024 22,985 - - 12/16
Acteon siglo XXI, S.A. Real estate development Barcelona 0.00 100.00 No 13,130 (16,723) 15,210 - 13,325 11,030 - - 12/16
Sant Cugat del
Alfonso XlI, 16 Inversiones, S.L. Real estate Valles 0.00 100.00 No 11,400 (25,005) 116 - 6,389 15,939 (16,185) 226 12/16
Arrendamiento De Bienes
Inmobiliarios Del Mediterraneo, S.L. Real estate Alicante 100.00 0.00 Yes 100 10,943 (769) - 10,306 20,038 (9,219) 96 12/16
Other regulated
Assegurances Segur Vida, S.A.U. companies Andorra 0.00 50.97 No 602 311 68 - 35,843 602 159 34 12/16
Aurica Capital Desarrollo, S.G.E.I.C.,
S.A.Unipersonal UcITs Barcelona 100.00 0.00 Yes 3,601 92 84 - 4,245 4,445 (753) 84 12/16
Other regulated
Aurica lll, Fondo de Capital Riesgo companies Barcelona 0.00 61.31 No 3,329 - (578) - 2,757 2,041 - (354) 12/16
Aurica IlIB, Soc. de Capital Riesgo, Other regulated
S.A companies Barcelona 0.00 63.00 No 1,200 (2) (229) - 974 756 (1) (144) 12/16
Other regulated
Aurica Xxi, S.C.R. De R.S., S.A.U. companies Barcelona 100.00 0.00 Yes 14,200 30,768 (3,367) - 42,082 17,492 37,122 (3,367) 12/16
Banco Atlantico (Bahamas) Bank &
Trust Ltd. Credit institution Bahamas 99.99 0.01 No 1,598 1,197 (29) - 3,542 2,439 848 (137) 06/15
Banco De Sabadell, S.A. Credit institution Sabadell 0.00 0.00 Yes 702,019 11,662,454 380,557 - 166,590,720 9,533,480 566,772 12/16
Banco Sabadell, S.A., Institucién De
Banca Miltiple Credit institution Mexico 99.99 0.01 No 93,549 (17,740) (13,131) - 342,006 91,554 (6,202) (13,244) 12/16
Bancsabadell d'Andorra, S.A. Credit institution Andorra 50.97 0.00 No 30,069 39,244 8,491 1,339 703,222 15,326 20,075 4,046 12/16
Sabadell Strategic Consulting, S.L.U. Other investees with their Sant Cugat del
(1) own business Vallés 100.00 0.00 Yes 3 252 142 - 934 3 252 142 12/16
Other investees with their Sant Cugat del
Bansabadell Factura, S.L.U. own business Vallés 100.00 0.00 Yes 100 (2,721) 252 - 1,290 299 (2,912) 244 12/16
Bansabadell Financiacién, E.F.C., S.A. Credit institution Sabadell 100.00 0.00 Yes 24,040 27,372 1,611 - 688,405 24,040 27,372 1,611 12/16
Sant Cugat del
Bansabadell Holding, S.L.U. SPE Vallés 100.00 0.00 Yes 330,340 (435,133) (68,073) - 168,186 239,544 (375,946) (68,073) 12/16
Bansabadell Inversio
Desenvolupament, S.A.U SPE Barcelona 100.00 0.00 Yes 16,975 117,972 4,805 - 198,561 108,690 26,649 14,052 12/16
Sabadell Asset Management, S.A., Other regulated Sant Cugat del
S.G.l.I.C (2) companies Vallés 100.00 0.00 Yes 601 148,545 36,858 - 260,742 607 148,539 25,774 12/16
Bansabadell Mediacion, Operador De
Banca-Seguros Vinculado Del Grupo  Other regulated
Banco Sabadell, S.A. companies Barcelona 0.00 100.00 Yes 301 11,973 30,761 24,217 78,195 524 10,323 30,761 12/16
Other investees with their Sant Cugat del
Bansabadell Renting, S.L.U. own business Valles 100.00 0.00 Yes 2,000 18,878 12,043 - 414,882 3,861 17,747 12,043 12/16
Bansabadell Securities Services, Other investees with their
S.L.U own business Sabadell 100.00 0.00 Yes 2,500 24,326 7,700 - 38,677 2,500 24,000 7,700 12/16
Other investees with their
Bitarte, S.A. own business San Sebastian 99.99 0.01 No 6,506 3,267 (633) - 9,289 9,272 (3,463) (633) 12/16
Bstartup 10, S.L.U. SPE Barcelona 0.00 100.00 Yes 1,000 (1,090) (428) - 1,595 1,000 (1,744) (605) 12/16
SABADELL INFORMATION SYSTEMS, Other investees with their
A.(3) own business Sabadell 81.00 0.00 Yes 240 62,906 14,028 - 839,145 3,687 40,251 25,821 12/16
Business Services For Operational Sant Cugat del
Support, S.A.U. Services Vallés 80.00 0.00 Yes 530 2,161 4,580 - 29,009 3,259 2,137 3,664 12/16
Other regulated
Cam Global Finance, S.A.U. companies Alicante 100.00 0.00 Yes 61 79 58 - 100,922 2,059 67 58 12/16
Subtotal 25,5656 606,282 9,472,596 606,571
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Banco

Sabadell Group companies at 31 December 2016 consolidated by the full consolidation method

Thousand euro

Contributlon
to reserves or

Contrlbution

losses in to Group  Balance
Registered Consolidated Net Group consolidated consolidated sheet
Company name Line of business office % Shareholding taxatlon Company data (a) Investment companles profit/(loss) date
Direct Indirect Capital Reserves Profit/(loss) (b) Dividends paid (c) Total assets
Other regulated
Cam International Issues, S.A.U. companies Alicante 100.00 0.00 Yes 61 337 34 o8 66,560 114,079 (42,413) (7,433) 12/16
Caminsa Urbanismo, S.A.U. Real estate Alicante 0.00 100.00 Yes 2,000 (1,606) (52) - 1,368 800 (233) (21) 12/16
Cape Holdings No.1 Limited Fund London 0.00 100.00 No 1 - - - 1 1 - - 12/16
Compania De Cogeneracion Del Dominican
Caribe Dominicana, S.A. Services Republic 0.00 100.00 No 5,016 (4,226) - - 809 - 18 - 12/16
Creativ Hotel Catarina, SA. Real estate development _ Barcelona 0.00 100.00 No 1,232 2,993 1,401 - 11,211 42,400 - - 12/16
Desarrollos Y Participaciones
Inmobiliarias 2006, S.L.U. Real estate Alicante 0.00 100.00 No 1,942 (86,364) (3,233) - 59 13,085 (62,556) (14,898) 12/16
Duncan 2016 -1 Holdings Limited Holding company London 0.00 100.00 No 1 - - - 1 1 - - 12/16
Collective investment
Duncan de Inversiones SICAV, S.A. undertakings, Funds and  Barcelona 87.35 0.00 No 7,842 1,177 (46) - 2,791 2,560 (85) (41) 12/16
Duncan Holdings 2015-1 Limited Fund London 0.00 100.00 No 1 - - - 1 1 - - 12/16
Ederra, S.A. Real estate San Sebastian 97.85 0.00 No 2,036 24,257 7,206 - 34,079 36,062 (10,335) 7,051 12/16
Sant Cugat del
Empire Properties Spain, S.L. Real estate Vallés 60.54 39.46 Yes 4,963 44,643 306 - 50,667 49,607 (1) 306 12/16
Edlica De Cuesta Roya, S.L. Services Zaragoza 50.97 0.00 No 3 (15) - - 2 2 - - 11/15
Other regulated
Europa Invest, S.A. companies Luxembourg 22.00 78.00 No 125 392 97 - 708 336 180 97 12/16
Europea Pall Mall Ltd. Real estate London 100.00 0.00 No 20,843 (4,063) 82 - 17,103 20,843 (1,885) (3,846) 12/16
Other regulated
Exel Broker Seguros, S.A. companies San Sebastian 99.40 0.60 No 100 748 1,494 1,230 4,976 3,940 (1,192) 1,494 12/16
Fonomed Gestion Telefénica Other investees with their
Mediterraneo, S.A. own business Alicante 99.97 0.03 Yes 180 285 115 - 817 240 228 115 12/16
Gala Domus, S.A. Real estate A Coruna 0.00 100.00 No 4,000 (29,131) (2,636) - 1,340 2,000 (20,078) (2,624) 12/16
Galeban 21 Comercial, S.L.U. SPE A Coruha 100.00 0.00 Yes 10,000 (4,256) (32) - 5,712 14,477 (8,730) (32) 12/16
Galeban Control Y Asesoramiento,
S.L.U. Services A Coruha 100.00 0.00 Yes 8 27 (20) - 15 80 - - 12/16
Gazteluberri S.L. Real estate San Sebastian 0.00 100.00 No 53 (18,476) (2,289) - 8,752 23,891 (60,126) (2,289) 12/16
Sant Cugat del
Gest 21 Inmobiliaria, S.L.U SPE Vallées 100.00 0.00 Yes 7,810 (321) 342 - 7,857 80,516 (68,474) 340 12/16
Gestion de Proyectos Urbanisticos Sant Cugat del
Del Mediterraneo, S.L. Real estate Vallés 0.00 100.00 Yes 33,850 (27,134) (4,174) - 10,426 32,832 (14,153) 1,835 12/16
Gestion Financiera del Mediterraneo,
S.A.U. SPE Alicante 100.00 0.00 Yes 13,000 119,270 24,647 27,614 157,037 352,584 45,376 322 12/16
Guipuzcoano Promocién Empresarial,
S.L. SPE San Sebastian 0.00 100.00 No 53 (76,486) (769) - 6,480 7,160 (101,430) (441) 12/16
Guipuzcoano Valores, S.A. Real estate San Sebastian 99.99 0.01 No 4,514 2,706 118 - 7,416 10,833 (3,608) 114 12/16
Hi Partners Holdco Gestion Activa,
S.L.U. Real estate Barcelona 0.00 100.00 Yes 11,070 (220) 1 - 37,382 9,398 - - 12/16
Hi Partners Holdco Value Added,
S.L.U. Real estate Barcelona 0.00 100.00 Yes 17,014 (86) 836 - 287,492 6,506 - - 12/16
Hip Francia 184, S.L.U. Real estate Barcelona 0.00 100.00 Yes 3 (2) (83) - 83 3 - - 12/16
Hobalear, S.A.U. Real estate Barcelona 0.00 100.00 Yes 60 654 18 - 756 414 654 18 12/16
Hondarriberri, S.L. SPE San Sebastian 99.99 0.01 No 41 (3,613) (9,853) - 58,570 110,169 (49,869) (71) 12/16
Hotel Atocha 49, S.L.U. Real estate Barcelona 0.00 100.00 Yes 6,500 (24) (32) - 8,963 6,500 - - 12/16
Hotel Autovia del Mediterraneo 165,
S.L.U Real estate development _ Barcelona 0.00 100.00 Yes 3 (1) (11) - 57 3 - - 12/16
Hotel Avenida Rhode 28, S.L.U Real estate development _ Barcelona 0.00 100.00 Yes 3 (1) (12) - 62 3 - - 12/16
Hotel Calle de Los Molinos 10, S.L.U _Real estate development _ Barcelona 0.00 100.00 Yes 2,077 (1) (241) - 2,409 3 - - 12/16
Hotel Calle Mayor 34, S.L.U Real estate development  Barcelona 0.00 100.00 Yes 3 (1) (18) - 109 3 - - 12/16
Hotel Carretera de Taull, S.L.U Real estate development  Barcelona 0.00 100.00 Yes 3 (1) (9) - 6 3 - - 12/16
Hotel Carretera N 632, S.L.U. Real estate Barcelona 0.00 100.00 Yes 3 - (195) - 4,230 3 - - 12/16
Hotel Cavall del Mar 25, S.L.U Real estate development _Barcelona 0.00 100.00 Yes 3 (1) (12) - 10,946 3 - - 12/16
Subtotal 28,942 941,341 (398,712) (20,004)
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Banco Sabadell Group companies at 31 December 2016 consolidated by the full consolidation method

Thousand euro

Contribution
to reserves or

Contribution

losses In to Group Balance
Reglstered Consolldated Net Group consolldated consolldated sheet
Company name Line of business office % Shareholding taxation Company data (a) investment companies profit/(loss) date
Direct Indirect Capital Reserves Profit/(loss) (b) Dividends paid (c) Total assets
Hotel Héroe de Sostoa 17, S.L.U. Real estate Barcelona 0.00 100.00 Yes 10,511 (98) 220 - 11,809 3 - - 12/16
Hotel Investment Partners S.L. (5) Real estate Barcelona 100.00 0.00 Yes 69,145 51,206 (1,238) - 464,016 117,308 (2,872) 396 12/16
Hotel Jardin Tropical, SL. Real estate development Barcelona 0.00 100.00 No 8,288 2,169 4,411 - 32,931 71,500 - - 12/16
Hotel Malaga Palacio S.A.U. Real estate development Malaga 100.00 3,140 (777) 1,708 - 7,093 - - - 12/16
Hotel Maria Tarrida 6, S.L.U Real estate development Barcelona 0.00 100.00 Yes 8,996 (1) 19 - 9,188 8,996 - - 12/16
Hotel Mirador Del Valle, S.L.U. Real estate Barcelona 0.00 100.00 Yes 3 (16) (273) - (14) 3 - - 12/16
Hotel Paseo Maritimo 80, S.L.U. Real estate Barcelona 0.00 100.00 Yes 3 - (65) - 27,400 3 - - 12/16
Hotel Sa Torre Mallorca, S.L. Real estate development Barcelona 0.00 100.00 No 76 (7,649) 22,683 - 16,125 13,519 - - 12/16
Hotel Value Added Primera, S.L.U. Real estate development Barcelona 0.00 100.00 Yes 3 - (92) - 21,624 3 - - 12/16
Interstate Property Holdings, Llc. SPE Miami 100.00 0.00 No 7,293 (11,965) 4,175 - 14,507 3,804 (11,855) 546 12/16
Sant Cugat del
Inveran Gestion, S.L. Real estate Vallés 44.83 55.17 Yes 45,090 (55,173) (660) - 24,876 45,090 (34,504) (660) 12/16
Inversiones Cotizadas del
Mediterraneo, S.L. SPE Alicante 100.00 0.00 Yes 308,000 171,076 7,159 - 488,358 589,523 (94,647) (4,422) 12/16
Inversiones en Resorts
Mediterraneos, S.L. en liquidacion Real estate Murcia 0.00 55.06 No 299,090 (302,156) - - 881 175,124 - - 12/16
Collective investment
Malbrouck, S.I.C.A.V. undertakings, Funds and  Madrid 99.99 0.00 No 14,554 - (408) - 16,703 16,679 - - 12/16
Sant Cugat del
Manston Invest, S.L.U. Real estate Vallés 100.00 0.00 Yes 33,357 (4,689) (4,946) - 24,001 33,357 (8,147) (3,518) 12/16
Sant Cugat del
Marifiamendi, S.L. Real estate Vallés 0.00 100.00 Yes 55,013 (90,911) (6,151) - 100,122 55,013 (93,495) 421 12/16
Mediterraneo Sabadell, S.L. SPE Alicante 50.00 50.00 Yes 85,000 113,996 8,668 312 207,745 632,713 (528,079) 179 12/16
Mediterraneo Vida, S.A.U. de Seguros Other regulated
Y Reaseguros companies Alicante 0.00 100.00 Yes 102,044 174,958 27,246 8,489 2,521,494 127,827 6,250 27,246 12/16
Mercurio Alicante Sociedad de
Arrendamientos 1, S.L. Real estate Alicante 97.26 0.00 No 795 (474) (8) - 7,655 973 (366) 191 12/16
Parque E6lico Jaufil, S.L.U. Wind energy Madrid 100.00 0.00 No 163 (2,936) 651 - 6,504 163 N - 12/16
Parque Edlico Las Lomas De Lecrin,
S.L.U. Wind energy Madrid 100.00 0.00 No 83 (1,038) 304 - 3,739 83 12/16
Parque Edlico Lecrin, S.L.U. Wind energy Granada 100.00 0.00 No 4,003 (8,920) (5,691) - 16,819 4,003 - - 12/16
Parque Edlico Lomas De Manteca,
S.L.U. Wind energy Madrid 100.00 0.00 No 163 (1,762) 1,565 - 7,803 163 12/16
Placements Immobiliers France,
S.A.S. Real estate Paris 0.00 100.00 No 30,002 76,677 10 N 106,593 101,343 1,711 (65) 12/16
Santa Cruz de
Puerto de Tamariu, AIE Services Tenerife 99.90 0.10 No 1 - - 1 12/16
Rubi Gestion, S.L.U. Other financial services Barcelona 100.00 0.00 Yes 3 - 1,915 - 78,136 3 - 1,915 12/16
Sabadell Brasil Trade Services -
Assessoria Comercial Ltda. Credit institution Sao Paulo 99.99 0.01 No 905 (795) - 136 250 (164) 531 12/16
Sabadell Capital S.A De C.V. Sofom
E.N.R. Credit institution Mexico 97.50 2.50 No 284,666 (39,652) 18,828 - 1,419,245 277,016 3,219 18,992 12/16
Sabadell Consumer Finance, E.F.C., Sant Cugat del
S.A.U Credit institution Vallés 100.00 0.00 Yes 35,720 38,972 17,933 - 879,962 72,232 7,456 17,860 12/16
Other investees with their
Sabadell Corporate Finance, S.L. own business Madrid 100.00 0.00 Yes 70 1,510 892 381 3,199 9,373 67 892 12/16
Sabadell d'Andorra Inversions Sgoic, Other regulated
S.A.U. companies Andorra 0.00 50.97 No 300 892 256 - 2,138 300 455 131 12/16
Sabadell Information Systems Provision of technology
Limited services London 100.00 0.00 No 332 27 (185) - 713 332 - (185) 12/16
Subtotal 9,182 2,356,700 (754,971) 60,450
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Banco Sabadell

Group companies at 31 December 2016 consolidated by the full consolidation method

Thousand euro

Contribution
to reserves or

Contribution

losses In to Group Balance
Reglstered Consolldated Net Group consolldated consolldated sheet
Company name Line of business offlce % Shareholding taxation Company data (a) Investment companles profit/(loss) date
Direct Indlrect Capltal Reserves Proflt/(loss) (b) Dlvidends pald (c) Total assets
Sabadell Patrimonio Inmobiliario, Sant Cugat del
S.A.U. Real estate Vallés 100.00 0.00 No 30,116 843,327 19,636 - 980,768 939,334 (62,191) 19,636 12/16
Sant Cugat del
Sabadell Real Estate Activos, S.A.U. Real estate Vallés 100.00 0.00 Yes 100,060 283,564 (25,608) - 360,179 500,622 (116,997) (21,019) 12/16
Sabadell Real Estate Development, Sant Cugat del
S.L.U. Real estate Vallés 100.00 0.00 Yes 15,807 (740,256) (527,637) - 4,838,543 2,147,442 (2,834,744) (310,468) 12/16
Sant Cugat del
Sabadell Real Estate Housing, S.L.U. Real estate Vallés 100.00 0.00 Yes 2,073 (1,281) 1,806 - 37,617 14,292 (13,500) 1,806 12/16
Other investees with their
Sabadell Securities Usa, Inc. own business Miami 100.00 0.00 No 551 2,259 468 - 3,680 551 1,672 475 12/16
Sabadell Solbank Sociedad de Sant Cugat del
Gestion de Activos Adjudicados, Real estate Vallées 100.00 0.00 Yes 60 2,394 64 - 2,553 3,074 (619) 64 12/16
Sabadell United Bank, N.A. Credit institution Miami 100.00 0.00 No 3,003 536,619 43,888 - 5,490,936 371,241 103,301 50,165 12/16
Sabadell Venture Capital, S. L.U. Holding company Barcelona 0.00 100.00 No 3 (2) (149) - 3,871 3 (2) (149) 12/16
Other investees with their
Serveis d’Assessorament Bsa, S.A.U. own business Andorra 0.00 50.97 No 60 48 3 - 239 60 24 2 12/16
Other regulated
Sinia Renovables, S.A.U. (4) companies Barcelona 100.00 0.00 Yes 15,000 (13,834) (536) - 15,861 15,000 (9,743) (733) 12/16
Solvia Gestora de Vivienda Social,
S.L.U. Real estate Alicante 0.00 100.00 Yes 3 481 1,506 - 4,396 3 709 1,279 12/16
Solvia Pacific, S.A. De C.V. Real estate Mexico 0.00 100.00 No 28,947 (14,927) (1,418) - 13,020 29,164 (10,312) (1,418) 12/16
Solvia Servicios Inmobiliarios, S.L.U. Real estate Alicante 100.00 0.00 Yes 660 15,493 36,890 - 138,874 5,023 14,849 41,688 12/16
Sant Cugat del
Stonington Spain, S.L.U. Real estate Vallés 100.00 0.00 Yes 60,729 549 (6,882) - 54,702 60,729 (7,814) (4,752) 12/16
Tasaciones de Bienes Mediterraneo, Other investees with their
A. (En Liquidacién) own business Alicante 99.88 0.12 Yes 1,000 2,047 (667) - 2,388 5,266 152 (667) 12/16
Tenedora de Inversiones Y
Participaciones, S.L. SPE Alicante 100.00 0.00 Yes 296,092 (106,921) (219,514) - 2,295,111 2,564,914 (1,748,323) 39,345 12/16
Sant Cugat del
Tierras Vega Alta Del Segura, S.L. Real estate Vallés 0.00 100.00 Yes 4,550 (14,286) (836) - 15,568 16,823 (21,567) 1,741 12/16
Tratamientos Y Aplicaciones, S.L.U.
En Liquidacion Services Alicante 100.00 0.00 Yes 3,003 (354) N - 2,656 4,654 2,285 - 12/16
TSB Bank Plc Credit institution Edinburgh 0.00 100.00 No 92,796 1,723,948 156,944 - 50,246,247 1,856,372 - - 12/16
TSB Banking Group Plc Holding company London 100.00 0.00 No 5,840 708,749 (122) N 2,308,833 2,214,865 119,995 176,256 12/16
TSB Coverd Bonds Holdings Limited Holding company London 100.00 No 1 - - - 1 1 - - 12/16
TSB Scotland (Investment) Nominees Other regulated
Limited companies Scotland 0.00 100.00 NO 1 - - - 1 1 - - 12/16
Other regulated
TSB Scotland Nominees Limited companies Scotland 0.00 100.00 NO 1 - - - 1 1 - - 12/16
Other regulated
Urquijo Gestién, S.A.U., S.G.I.I.C. companies Madrid 0.00 100.00 Yes 3,606 10,938 3,461 - 24,178 5,286 9,668 1,965 12/16
Other investees with their
Urumea Gestion, S.L. own business San Sebastian 0.00 100.00 No 9 (2) (3) - 5 9 (9) (3) 12/16
Independent lease of real Sant Cugat del
VeA Rental Homes SOCIMI, S.A estate assets Valles 100.00 0.00 No 5,000 (3) - - 5,001 5,000 (3) - 12/16
Verum Inmobiliaria Urbanismo Y Sant Cugat del
Promocion, S.A. Real estate Valles 0.00 97.20 Yes 12,000 (38,609) (4,562) - 17,176 11,664 (30,116) (4,562) 12/16
Viacarla Inversiones, S.A. Services Madrid 0.00 100.00 No 7,250 (8,381) 2,023 - 10,429 402 - - 12/16
Xeresa Golf, SA Real estate development Alicante 0.00 80.00 No 4,531 36,511 (11,447) - 63,057 24,300 - - 12/16
Total 63,680 14,700,419 3,715,628 637,668

(1) Formerly BanSabadell Consulting, S.L.U.

(2) Formerly Bansabadell Inversion, SA.U., S.G

11.C

(3) Formerly Business Services For Information Systems, SA.

(4) Formerly Sinia Renovables, S.C.R.De R.S., SA.U.

(5) Formerly Hotel Investment Partnership, S.L.
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Banco Sabadell Group companies at 31

December 2016 consolidated by the equity method (*)

Thousand euro

Contribution
to reserves or

Contribution

losses in to Group Balance

Registered Group consolidated consolidated sheet

Company name Line of business office % Shareholding Company data (a) investment companies profit/(loss) date
Profit/(loss) Dividends Total
Direct Indirect Capital Reserves (b) paid (c) assets

Aviacion Regional Cantabra, A.l.E. Services Madrid 26.42 0.00 16,918 2,527 10,388 2,352 - 4,472 (1,118) 4,528 12/16
Aviones Alfambra CRJ-900, A.l.E. Services Madrid 25.00 0.00 1 4,132 423 - 12,225 1,060 (269) 402 10/16
Aviones Cabriel CRJ-900, A.l.E. Services Madrid 25.00 0.00 1 4,158 421 - - 1,060 (269) 401 10/16
Aviones Gorgos CRJ-900, A.lLE. Services Madrid 25.00 0.00 1 4,175 416 - 12,130 1,060 (270) 399 10/16
Aviones Sella CRJ-900, A.l.E. Services Madrid 25.00 0.00 1 4,190 417 - 12,083 1,060 (270) 398 10/16

Sant Cugat del
Bansabadell Pensiones, E.G.F.P., S.A. Other regulated companies Vallés 50.00 0.00 7,813 59,497 (16,098) 2,908 57,722 40,378 (6,441) (8,049) 12/16
Bansabadell Seguros Generales, S.A. Sant Cugat del
De Seguros Y Reaseguros Other regulated companies Vallés 50.00 0.00 10,000 66,941 13,060 9,750 203,641 45,000 (6,353) 6,072 12/16
Bansabadell Vida, S.A. De Seguros Y Sant Cugat del
Reaseguros Other regulated companies Vallés 50.00 0.00 43,858 328,318 104,548 - 9,396,948 27,106 125,723 53,5677 12/16
Diana Capital, S.G.E.C.R., S.A. Other regulated companies Madrid 20.66 0.00 606 3,012 (29) - 4,296 521 173 (167) 10/16
Emte Renovables, S.L. SPE Barcelona 0.00 62.11 7,050 (632) (8) - - 4,379 (4,379) - 11/15
Esus Energia Renovable, S.L. Services Vigo 0.00 45.00 50 (295) (8) - - 23 (23) - 10/15
Financiera Iberoamericana, S.A. Credit institution Havana 50.00 0.00 38,288 12,152 2,059 2,149 88,522 19,144 1,328 1,389 12/16
Gate Solar Gestion, S.L. Services Vitoria-Gasteiz 50.00 0.00 300 3,233 (137) - - 1,860 36 378
Gesta Aparcamientos, S.L. Real estate Alicante 0.00 40.00 301 (244) (17) - 642 120 (1,047) 16 06/16
Gestora De Aparcamientos Del
Mediterraneo, S.L. Services Alicante 0.00 40.00 1,000 (9,514) (525) - 27,607 7,675 (2,012) - 09/16
Grupo Luxiona, S.L. Other investees Canovelles 0.00 20.00 2,561 9,846 (1,552) - 65,490 10,835 (10,835) - 09/16
Guisain, S.L. Real estate Vizcaya 0.00 40.00 4,200 (139) (15) - 6,829 2,593 (246) (1,284) 03/16
HI Partners Starwood Capital Holdco
Value Added, S.L.U. Real estate development Barcelona 0.00 30.00 127 262 181 - - 117 - - 12/16
Hydrophytic, S.L. Real estate Vitoria 0.00 50.00 186 95 16 - 467 93 42 14 12/16
Murcia Emprende, S.C.R. De R.S., S.A. Other regulated companies Murcia 28.70 0.00 6,800 (1,838) (182) - 4,799 2,026 (534) 517 09/16
Nueva Pescanova, S.L. Wholesale trade Pontevedra 14.64 0.00 12,188 12,997 (25,360) - 971,313 1,785 - - 12/15

Alternative energy

Parque Eélico Los Ausines, S.L production Ponferrada 0.00 50.00 4,465 (435) (506) - 47,218 2,282 - (303) 12/16
Parque Tecnolégico Fuente Alamo,
S.A. Services Murcia 22.54 0.00 3,508 (1,076) (118) - 4,827 918 (385) 522 09/16
Planificacio TGN2004, S.L. en
liquidacién Real estate Tarragona 0.00 25.00 3,309 (31,119) 24 - 7,488 827 (154) - 12/15
Plaxic Estelar, S.L. Real estate Barcelona 0.00 45.01 3 (21,646) (3) - 31,998 2,738 (6,918) - 09/16
Ribera Salud, S.A. Services Valencia 0.00 50.00 9,518 50,888 29,594 - 412,585 30,203 - 14,797 12/15
Sabadell Bs Select Fund Of Hedge
Funds Sicav (Luxembourg) Other investees Luxembourg 45.89 0.00 - - - - 43,800 16,400 3,052 - 11/16
Shd Creixent, S.A. Real estate Sabadell 23.05 0.00 5,965 284 (55) - 16,307 3,524 (1,134) (804) 09/16
Subtotal 17,159 229,259 87,697 72,803
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Banco Sabadell Group companies at 31 December 2016 consolidated by the equity method (*)

Thousand euro

Contribution
to reserves or Contribution

losses in to Group Balance
Registered Group consolidated consolidated sheet
Company hame Line of business office % Shareholding Company data (a) investment companies profit/(loss) date
Profit/(loss) Dividends Total
Direct Indirect Capital Reserves (b) paid (c) assets
Sociedad De Cartera Del Vallés,
S.I.CA.V, SA. Other associates Sabadell 47.87 0.00 4,818 4,408 109 - 4,926 422 1,981 (55) 12/16
Societat D'Inversi6 Dels Enginyers,
S.L. SPE Barcelona 0.00 35.78 2,540 (743) (10) - 1,791 915 (190) 27 09/16
Tremon Maroc Mediterraneo Services
Immobiliers, S.A.R.L. Real estate Tangier 0.00 40.00 457 (405) - - 183 (49) (12) 12/14
Visualmark Internacional, S.L. Services A Coruna 0.00 20.00 12 (5) - - 72 2 (2) - 06/08
Total 17,159 230,781 89,437 72,763
Total 3,805,065 710,431

Balance sheet date includes last available date.

(*) Companies consolidated by the equity method as the Group cannot take part in their management.

(a) Companies outside Spain have been translated to euros applying a historical exchange rate and the average exchange rate for profit/(loss) during the year.
(b) Results pending approval at the General M eeting of Shareholders.

(c) Includes supplementary dividends from the previous year and dividends on account paid to the Group.

The balance of total ordinary income from associates consolidated by the equity method amounted to €776,581 thousand at 31 December 2016. The liabilities
balance of associates at the end of 2016 totalled €10,699,214 thousand.



uopjew.oju; A10ynjels

{525

Changes in the Group scope i

n 2016

Associates and subsidiaries consolidated for the first time:

Thousand euro

Cost of combination

Effective date of Fair value of equity instruments Type of

Name of entity (or line of business) acquired or merged Category the transaction Cost of acquisition issued for the acquisition % Voting rights acquired % Total voting rights shareholding Method
Rubi Gestion, S.L.U. Subsidiary 31/01/2016 3 - 100.00% 100.00% Direct Full consolidation
AURICA 111B, SOC. DE CAPITAL RIESGO, S.A Subsidiary 29/02/2016 756 - 63.00% 63.00% Indirect Full consolidation
Hotel Value Added Primera, S.L.U. Subsidiary 29/02/2016 3 - 100.00% 100.00% Indirect Full consolidation
Parque Edlico Los Ausines, S.L Associate 29/02/2016 2,282 - 50.00% 50.00% Indirect Equity method
Duncan 2016 -1 Holdings Limited Subsidiary 31/03/2016 1 - 100.00% 100.00% Indirect Full consolidation
Hotel Carretera N 632, S.L.U. Subsidiary 31/03/2016 3 - 100.00% 100.00% Indirect Full consolidation
Hotel Paseo Maritimo 80, S.L.U. Subsidiary 31/03/2016 3 - 100.00% 100.00% Indirect Full consolidation
Gate Solar Gestion, S.L. Associate 31/03/2016 1,860 - 50.00% 50.00% Direct Equity method
HI Partners Starwood Capital Holdco Value Added, S.L.U. Associate 31/03/2016 117 - 30.00% 30.00% Indirect Equity method
TSB COVERED BONDS HOLDINGS LIMITED Subsidiary 15/05/2016 1 - 100.00% 100.00% Indirect Full consolidation
ACTEON SIGLO XXI, S.A. Subsidiary 31/07/2016 11,030 - 100.00% 100.00% Indirect Full consolidation
Creativ Hotel Catarina, SA. Subsidiary 31/07/2016 42,400 - 100.00% 100.00% Indirect Full consolidation
Hotel Jardin Tropical, SL. Subsidiary 31/07/2016 71,500 - 100.00% 100.00% Indirect Full consolidation
HOTEL SA TORRE MALLORCA, S.L. Subsidiary 31/07/2016 13,519 - 100.00% 100.00% Indirect Full consolidation
AURICA IIl, FONDO DE CAPITAL RIESGO Subsidiary 30/09/2016 2,041 - 61.31% 61.31% Indirect Full consolidation
Empire Properties Spain, S.L. Subsidiary 30/09/2016 49,607 - 100.00% 100.00% Direct Full consolidation
MALBROUCK, S.I.C.A.V. Subsidiary 30/09/2016 16,679 - 99.99% 99.99% Direct Full consolidation
Sabadell Information Systems Limited Subsidiary 30/09/2016 332 - 100.00% 100.00% Direct Full consolidation
VeA Rental Homes SOCIMI, S.A Subsidiary 30/09/2016 5,000 - 100.00% 100.00% Direct Full consolidation
AC DOS LERIDA, S.L.U. Subsidiary 31/10/2016 2,290 - 100.00% 100.00% Indirect Full consolidation
AC DOS MALAGA S.L.U. Subsidiary 31/10/2016 22,985 - 100.00% 100.00% Indirect Full consolidation
HOTEL MALAGA PALACIO S.A.U. Subsidiary 31/10/2016 - 100.00% 100.00% Indirect Full consolidation
Puerto de Tamariu, AIE Subsidiary 05/12/2016 1 - 100.00% 100.00% Direct Full consolidation
Xeresa Golf, SA Subsidiary 31/12/2016 24,300 - 80.00% 80.00% Indirect Full consolidation
Total newly consolidated subsidiaries (¥) 262,454

Total newly consolidated associates (*) 4,259

(*) See cash flow -i 1t activities, under Ir

Payments/Collections in joint ventures and associates.
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Associates and subsidiaries no longer consolidated:

Thousand euro

Name of entity (or line of business) sold, spun off or Effective date of % Voting rights % Total voting rights following Profit/(loss) Type of

otherwise disposed of Category the transaction disposed of disposal generated shareholding Method Reason
Activos Valencia |, S.A.U. In liquidation Subsidiary 31012016 100.00% 0.00% (1,233) Indirect  Full consolidation b
Parque Edlico Loma del Capon, S.L.U. Subsidiary 29/02/2016 100.00% 0.00% (517) Indirect  Full consolidation a
Energias Renovables Sierra Sesnandez, S.L. Associate 29/02/2016 40.00% 0.00% ©1) Indirect Equity method a
Sistema Eléctrico de Conexion Valcaire, S.L. Associate 29/02/2016 46.88% 0.00% 0 Indirect Equity method a
Parque Edlico Magaz, S.L. Associate 29/02/2016 49.00% 0.00% 37) Indirect Equity method a
Torre Sureste, S.L. Associate 29/02/2016 40.00% 0.00% (7) Indirect Equity method b
Fomento de la Corufia, S.A.U. Subsidiary 3103/2016 100.00% 0.00% 6 Indirect  Full consolidation a
Gate Solar, S.L. Associate 31/03/2016 50.00% 0.00% 0 Direct Equity method d
Blue-Lor, S.L. (In liquidation) Associate 31/03/2016 27.62% 0.00% 0 Indirect Equity method b
Dexia Sabadell, S.A. Associate 30/04/2016 20.99% 0.00% 47,891 Direct Equity method a
Solvia Actividades y Servicios Inmobiliarios, S.A.U. Subsidiary 31/05/2016 100.00% 0.00% 6) Direct Fullconsolidation b
Miradordel Segura 21, S.L. In liquidation Subsidiary 31/05/2016 100.00% 0.00% 32 Indirect  Full consolidation b
Vistas del Parque 21, S.L. In liquidation Subsidiary 3105/2016 100.00% 0.00% 30 Indirect  Full consolidation b
CAM Capital, S.A.U. In liquidation Subsidiary 3105/2016 100.00% 0.00% 243 Direct  Full consolidation b
Cantabria Generacién, S.L.U. Subsidiary 30/06/2016 100.00% 0.00% 8 Direct  Fullconsolidation b
Sabadell Asia Trade Services, Ltd. Subsidiary 30/06/2016 100.00% 0.00% (152) Direct  Fullconsolidation b
Proteo Banking Software, S.L.U. Subsidiary 30/06/2016 100.00% 0.00% 3 Direct Fullconsolidation b
Easo Bolsa, S.A. Subsidiary 30/06/2016 100.00% 0.00% 15 Direct Full consolidation b
Desarrollo Y Ejecucion Urbanistica Del Mediterraneo, S.L. Subsidiary 31/07/2016 100.00% 0.00% (48) Indirect  Full consolidation b
Gest Galinver, S.L. Subsidiary 31/07/2016 100.00% 0.00% 206 Indirect  Full consolidation b
Herrero Internacional Gestién, S.L.U. Subsidiary 31/07/2016 100.00% 0.00% 0 Indirect  Full consolidation b
Procom Residencial Rivas, S.A.U. Subsidiary 3107/2016 100.00% 0.00% 2 Indirect  Full consolidation b
Simat Banol, S.L.U. Subsidiary 31/07/2016 100.00% 0.00% 450 Indirect  Full consolidation b
Bajo Almanzora Desarrollos Inmobiliarios, S.L. In liquidation Associate 31/07/2016 39.14% 0.00% 0 Indirect Equity method b
Intermas Nets, S.A. Associate 31/07/2016 20.00% 0.00% 0 Indirect Equity method a
Promociones E Inmuebles Blauverd Mediterraneo, S.L.U. Subsidiary 3108/2016 100.00% 0.00% 409 Indirect  Full consolidation b
Aviones Carraixet CRJ-200 i A.LE. Associate 30/09/2016 25.00% 0.00% 150 Direct Equity method b
Aviones Portacoli CRJ-200 li A.LE. Associate 30/09/2016 25.00% 0.00% 179 Direct Equity method b
Aviones Turia CRJ-200 |, A.LE. Associate 30/09/2016 25.00% 0.00% 185 Direct Equity method b
Ballerton Servicios, S.L.U. Subsidiary 30/11/2016 100.00% 0.00% (22) Indirect  Full consolidation b
Edlica De Valdejalén, S.L. Subsidiary 30/11/2016 50.97% 0.00% (2) Direct Fullconsolidation a
Epila Renovables, S.L. Subsidiary 30/11/2016 51.00% 0.00% (74) Direct  Fullconsolidation a
Mursiya Golf, S.L. Associate 15/12/12016 49.70% 0.00% 0 Indirect Equity method a
Promociones Y Financiaciones Herrero, S.A. Subsidiary 16/12/2016 100.00% 0.00% (313) Direct  Full consolidation b
Delta+A8:A38 Swing, S.A.U. Subsidiary 3112/2016 100.00% 0.00% (10) Indirect  Full consolidation b
Other (444)

Total 46,883

(a) Disposals fromthe scope of consolidation due to sale of shareholding.
(b) Disposals fromthe scope due to dissolution and/or liquidation.

(c) Disposals due to reclassification into non-current assets held for sale.
(d) Disposals due to merger.
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Banco Sabadell Group companies at 31 December 2015

consolidated by the full consolidation method

Thousand euro

Contribution
to reserves or

Contribution

losses in to Group Balance
Registered Consolidated Net Group consolidated consolidated sheet
Company name Line of business office % Shareholding taxation Company data (1) investment companies profit/(loss) date
Profit/(loss) Dividends Total
Direct  Indirect Capital Reserves (2) paid assets
Activos Valencia |, S.A.U. en
liquidacion Real estate Valencia 0.00 100.00 No 10,000 19,812 (57,752) - 2,211 168,777 (43,544) (57,752) 12/15
Sant Cugat del
Alfonso XII, 16 Inversiones, S.L. Real estate Vallés 0.00 100.00 No 11,400 (24,502) (503) - 8,930 15,939 (15,682) (503) 12/15
Arrendamiento De Bienes
Inmobiliarios Del Mediterréneo, S.L. Real estate Alicante 100.00 0.00 Yes 100 12,429 (164) - 12,431 20,038 (9,026) (164) 12/15
Assegurances Segur Vida, S.A.U. Other regulated companies Andorra 0.00 50.97 No 602 372 68 63 71,541 602 189 68 12/15
Aurica Capital Desarrollo, S.G.E.I.C.,
S.A.Unipersonal (1) UCITS Barcelona 100.00 0.00 Yes 601 332 (240) - 919 1,446 (513) (240) 12/15
Aurica Xxi, S.C.R. De R.S., S.A.U. Other regulated companies Barcelona 100.00 0.00 Yes 14,200 36,180 (5,412) - 48,554 17,492 33,286 (5,412) 12/15
Other investees with their ~ Sant Cugat del
Ballerton Servicios, S.L.U. own business Valles 0.00 100.00 Yes 50 24,334 100 - 24,486 3,140 (111) 100 12/15
Banco Atlantico (Bahamas) Bank &
Trust Ltd. Credit institution Bahamas 99.99 0.01 No 1,837 876 (6) - 3,455 2,439 704 (6) 06/15
Banco De Sabadell, S.A. Credit institution Sabadell 0.00 0.00 Yes 679,906 11,742,689 402,449 - 163,629,701 - 8,410,409 402,449 12/15
Banco Sabadell, S.A., Institucién De
Banca Miiltiple (2) Credit institution Mexico 99.99 0.01 No 52,922 - (6,202) - 52,754 57,110 - (6,202) 12/15
Bancsabadell D'Andorra, S.A. Credit institution Andorra 50.97 0.00 No 30,069 35,259 7,431 1,275 662,313 15,326 17,990 7,431 12/15
Other investees with their ~ Sant Cugat del
BanSabadell Consulting, S.L.U. own business Valles 100.00 0.00 Yes 3 127 125 - 718 3 127 125 12/15
Other investees with their ~ Sant Cugat del
Bansabadell Factura, S.L.U. own business Vallés 100.00 0.00 Yes 100 (2,969) 256 - 1,007 299 (3,168) 256 12/15
Bansabadell Financiacion, E.F.C., S.A. Credit institution Sabadell 100.00 0.00 Yes 24,040 26,216 1,156 - 682,546 24,040 26,216 1,156 12/15
Sant Cugat del
Bansabadell Holding, S.L.U. SPE Valles 100.00 0.00 Yes 330,340 (388,318) (46,815) - 236,674 239,544 (329,131) (46,815) 12/15
Bansabadell Inversio
Desenvolupament, S.A.U SPE Barcelona 100.00 0.00 Yes 16,975 63,905 27,209 - 207,062 108,474 (5,171) 27,209 12/15
Sant Cugat del
Bansabadell Inversion, S.A.U., S.G.I.I.C Other regulated companies Vallés 100.00 0.00 Yes 601 122,273 26,272 - 235,480 607 122,263 26,272 12/15
Bansabadell Mediacién, Operador De
Banca-Seguros Vinculado Del Grupo
Banco Sabadell, S.A. Other regulated companies Barcelona 0.00 100.00 Yes 301 11,973 24,252 20,770 60,356 524 10,288 24,252 12/15
Other investees with their ~ Sant Cugat del
Bansabadell Renting, S.L.U. own business Vallés 100.00 0.00 Yes 2,000 8,732 10,146 7,742 312,831 3,861 7,600 10,146 12/15
Bansabadell Securities Services, Other investees with their
S.LU own business Sabadell 100.00 0.00 Yes 2,500 14,066 10,260 - 29,372 2,500 13,838 10,260 12/15
Other investees with their
Bitarte, S.A. own business San Sebastian 99.99 0.01 No 6,506 3,202 65 - 9,907 9,272 (3,473) 65 12/15
Bstartup 10, S.L.U. SPE Barcelona 0.00 100.00 Yes 1,000 (511) (579) - 982 1,000 (839) (579) 12/15
Business Services For Information Other investees with their
Systems, S.A. own business Sabadell 81.00 0.00 Yes 240 34,410 9,528 - 513,232 3,687 30,723 9,528 12/15
Business Services For Operational Sant Cugat del
Support, S.A.U. Services Vallés 100.00 0.00 Yes 60 1,802 359 - 5,202 60 1,793 359 12/15
Cam Capital, S.A.U. Other regulated companies Alicante 100.00 0.00 Yes 61 297 (31) 264 326 1,217 278 (31) 12/15
Cam Global Finance, S.A.U. Other regulated companies Alicante 100.00 0.00 Yes 61 64 15 - 207,727 2,059 52 15 12/15
Cam International Issues, S.A.U. Other regulated companies Alicante 100.00 0.00 Yes 61 337 98 156 146,903 114,079 (33,673) 98 12/15
Caminsa Urbanismo, S.A.U. Real estate Alicante 0.00 100.00 Yes 2,000 (1,590) (16) - 1,398 800 (617) (16) 12/15
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Banco Sabadell Group companies at 31 December 2015

consolidated by the full consolidation method

Thousand euro

Contrlbution
to reserves or

Contribution

losses in to Group Balance
Registered Consolidated Net Group consolidated consolidated sheet
Company name Line of business office % Shareholding taxation Company data (1) investment companies profit/(loss) date
Profit/(loss) Dividends Total
Direct Indirect Capital Reserves (2) paid assets
Cantabria Generacion, S.L. Services Santander 100.00 0.00 No 60 (902) (100) - 2,378 3,404 2,382 11/15
Cape Holdings No.1 Limited Fund London 0.00 100.00 No - - - - - - - - 12/15
Compaiiia De Cogeneracion Del Caribe
Dominicana, S.A. Services Dominican Republic 0.00 100.00 No 7,348 (6,583) - - 783 - 112 - 12/15
Delta Swing, S.A.U. Services Barcelona 0.00 100.00 No 981 (2,709) (151) - 40 - (1,832) (151) 12/15
Desarrollo Y Ejecucion Urbanistica Del Sant Cugat del
Mediterraneo, S.L. Real estate valles 0.00 100.00 Yes 15,533 (9,311) (199) - 9,491 15,279 (9,311) (199)  12/15
Desarrollos Y Participaciones
Inmobiliarias 2006, S.L.U. Real estate Alicante 0.00 100.00 No 1,942 (58,358) (11,105) - 31,955 1,919 (51,451) (11,105) 12/15
Collective Investment,
Duncan de Inversiones SICAV, S.A. Funds Barcelona 87.35 0.00 No 7,842 1,221 (43) - 2,837 2,560 - (43) 12/15
Duncan Holdings 2015-1 Limited Fund London 0.00 100.00 No - - - - - - - - 12/15
Other investees with their
Easo Bolsa, S.A. own business San Sebastian 100.00 0.00 No 15,150 25,070 (1,108) - 39,112 38,317 3,527 (1,108) 12/15
Ederra, S.A. Real estate San Sebastian 97.85 0.00 No 2,036 24,037 220 - 27,342 36,062 (10,549) 220 12/15
Eélica De Cuesta Roya, S.L. Services Zaragoza 50.97 0.00 No 3 (15) - - 2 2 10 11/15
Eblica De Valdejalon, S.L. Services Zaragoza 50.97 0.00 No 3 (19) (1) - 2 2 14 11/15
Epila Renovables, S.L. Services Zaragoza 51.00 0.00 No 8 (97) (7) - 203 74 (24) 11/15
Europa Invest, S.A. Other regulated companies Luxembourg 22.00 78.00 No 125 321 70 - 588 336 121 70 12/15
Europea Pall Mall Ltd. Real estate London 100.00 0.00 No 21,087 (1,323) 32 - 20,361 20,843 (1,792) 32 12/15
Exel Broker Seguros, S.A. Other regulated companies San Sebastian 99.40 0.60 No 100 748 1,233 963 4,094 3,940 (1,182) 1,233 12/15
Sant Cugat del
Fomento De La Corufna, S.A.U. Real estate Vallés 0.00 100.00 No 100 (103) (13) - 27 9,612 (102) (13) 12/15
Fonomed Gestion Telefonica Other investees with their
Mediterraneo, S.A. own business Alicante 99.97 0.03 Yes 180 57 228 87 830 240 - 228 12/15
Gala Domus, S.A. en liquidacién Real estate A Coruha 0.00 100.00 No 4,000 (29,003) (128) - 9,235 2,000 (19,836) (128) 12/15
Galeban 21 Comercial, S.L.U. SPE A Coruna 100.00 0.00 Yes 10,000 (4,587) 331 - 5,748 14,477 (9,054) 331 12/15
Galeban Control Y Asesoramiento,
S.L.U. Services A Coruna 100.00 0.00 Yes 8 (2) 7 - 86 80 13 11/15
Gazteluberri S.L. Real estate San Sebastian 0.00 100.00 No 53 (15,312) (3,164) - 11,838 23,891 (56,962) (3,164) 12/15
Sant Cugat del
Gest 21 Inmobiliaria, S.L.U SPE Vallés 100.00 0.00 Yes 7,810 (29) (292) - 13,460 80,516 (57,404) (292) 12/15
Sant Cugat del
Gest Galinver, S.L. en liquidacion Real estate Vallés 0.00 100.00 Yes 6,580 (3,070) (617) - 2,906 7,155 (963) (617) 12/15
Gestion De Proyectos Urbanisticos Del Sant Cugat del
Mediterraneo, S.L. Real estate Vallés 0.00 100.00 Yes 33,850 (15,341) 170 - 26,445 32,832 (15,341) 170 12/15
Gestion Financiera Del Mediterraneo,
S.A.U. SPE Alicante 100.00 0.00 Yes 13,000 114,560 27,614 - 155,408 357,245 42,045 27,614 12/15
Guipuzcoano Promocién Empresarial,
S.L. SPE San Sebastian 0.00 100.00 No 53 (70,574) (5,911) - 8,066 7,160 (85,355) (5,911) 12/15
Guipuzcoano Valores, S.A. Real estate San Sebastian 99.99 0.01 No 4,514 3,949 (1,243) - 7,353 10,833 (2,365) (1,243) 12/15
Other investees with their ~ Sant Cugat del
Herrero Internacional Gestién, S.L.U.  own business Vallés 0.00 100.00 Yes 354 3,760 - - 4,114 1,139 63 - 12/15
Hi Partners Holdco Gestion Activa,
S.L.U. Real estate Barcelona 0.00 100.00 Yes 3 - 771 - 8,494 408 - 12/15
Hi Partners Holdco Value Added,
S.L.U. Real estate Barcelona 0.00 100.00 Yes 6,506 - 4 - 8,138 6,503 - 12/15
Hip Francia 184, S.L.U. Real estate Barcelona 0.00 100.00 Yes 3 - (27) - 83 3 - 12/15
Hobalear, S.A.U. Real estate Barcelona 0.00 100.00 Yes 60 637 17 - 734 414 622 17 12/15
Hondarriberri, S.L. SPE San Sebastian 99.99 0.01 No 41 3,665 (7,278) - 62,251 110,169 (56,060) (7,278) 12/15
Hotel Atocha 49, S.L.U. Real estate Barcelona 0.00 100.00 Yes 6,500 - 24 - 6,223 3 - 12/15
Hotel Autovia Del Mediterraneo 165,
S.L.U Real estate development Barcelona 0.00 100.00 Yes 3 - 1 - 2 3 - 12/15
Hotel Avenida Rhode 28, S.L.U Real estate development  Barcelona 0.00 100.00 Yes 3 - 1 - 2 3 - 12/15
Hotel Calle De Los Molinos 10, S.L.U  Real estate development Barcelona 0.00 100.00 Yes 3 - 1 - 2 3 - 12/15
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Banco Sabadell Group companies at 31 December 2015

consolidated by the full consolidation method

Thousand euro

Contribution
to reserves or

Contribution

losses In to Group Balance
Registered Consolidated Net Group consolidated consolidated sheet
Company name Line of business office % Shareholding taxation Company data (1) investment companies profit/(loss) date
Profit/(loss) Dividends Total
Direct  Indirect Capital Reserves (2) paid assets
Hotel Calle Mayor 34, S.L.U Real estate development  Barcelona 0.00 100.00 Yes 3 - 1 - 2 3 - 12/15
Hotel Carretera De Taull, S.L.U Real estate development Barcelona 0.00 100.00 Yes 3 - 1 - 2 3 - 12/15
Hotel Cavall Del Mar 25, S.L.U Real estate development  Barcelona 0.00 100.00 Yes 3 - 1 - 2 3 - 12/15
Hotel Héroe De Sostoa 17, S.L.U. Real estate Barcelona 0.00 100.00 Yes 3 - 93 - 299 6,500 - 12/15
Hotel Investment Partnership, S.L. (3) Real estate Barcelona 100.00 0.00 Yes 22,309 - 3,376 - 66,832 45,010 - (4,349) 12/15
Hotel Maria Tarrida 6, S.L.U Real estate development Barcelona 0.00 100.00 Yes 3 - 1 - 2 3 - 12/15
Hotel Mirador Del Valle, S.L.U. Real estate Barcelona 0.00 100.00 Yes 3 - 16 - - 3 - 12/15
Interstate Property Holdings, Llc. SPE Miami 100.00 0.00 No 7,348 (16,162) 4,150 - 27,622 3,804 (16,004) 4,150 12/15
Sant Cugat del
Inveran Gestion, S.L. Real estate Vallés 44.83 55.17 Yes 45,090 (53,400) (1,773) - 25,478 45,090 (33,910) (1,773) 12/15
Inversiones Cotizadas Del
Mediterréneo, S.L. SPE Alicante 100.00 0.00 Yes 308,000 192,435 10,488 - 509,936 589,523 (97,971) 10,488 12/15
Inversiones en Resorts
Mediterraneos, S.L. en liquidacion Real estate Murcia 0.00 55.06 No 299,090 (535,837) 233,681 - 881 175,124 - 12/15
Sant Cugat del
Manston Invest, S.L.U. Real estate Vallés 100.00 0.00 Yes 33,357 773 (5,462) - 28,776 33,357 (2,685) (5,462) 12/15
Sant Cugat del
Marifiamendi, S.L Real estate Vallés 0.00 100.00 Yes 55,013 (89,011) (1,900) - 74,980 55,013 (91,595) (1,900) 12/15
Mediterréneo Sabadell, S.L. SPE Alicante 50.00 50.00 Yes 85,000 104,641 312 723 190,076 623,393 (545,166) 312 12/15
Mediterraneo Vida, S.A.U. De Seguros
Y Reaseguros Other regulated companies Alicante 0.00 100.00 Yes 102,044 72,193 24,276 1,901 2,482,599 127,827 (25,067) 24,276 12/15
Mirador Del Segura 21, S.L. en Sant Cugat del
liquidacion Real estate Vallés 0.00 100.00 No 4,637 (4,970) 203 - 1,059 4,526 (4,794) 203 12/15
Parque Eélico Jaufil, S.L.U. Wind energy Madrid 100.00 0.00 No 163 (3,750) 586 - 8,438 163 - 11/15
Parque Eélico Las Lomas De Lecrin,
S.L.U. Wind energy Madrid 100.00 0.00 No 4,003 (14,858) (998) - 34,691 83 - 11/15
Parque Eélico Lecrin, S.L.U. Wind energy Granada 100.00 0.00 No 83 (1,449) 174 - 4,497 4,003 - 11/15
Parque Eélico Loma Del Capén, S.L.U. Services Barcelona 0.00 100.00 Yes 3,124 (1,240) 46 - 54,129 2,904 (177) 46 11/15
Parque Eélico Lomas De Manteca,
S.L.U. Wind energy Madrid 100.00 0.00 No 163 (2,576) 567 - 8,803 163 - 11/15
Placements Immobiliers France,
S.AS. Real estate Paris 0.00 100.00 No 30,002 60,313 16,439 - 115,283 101,343 (3,303) 16,439 11/15
Procom Residencial Rivas, S.A.U. Real estate Alicante 0.00 100.00 No 12,500 (100,722) (2,354) - 22,576 5,625 (45,919) (2,354) 12/15
Promociones E Inmuebles Blauverd
Mediterraneo, S.L.U. Real estate Alicante 0.00 100.00 No 17,666 (76,398) (3,698) - 24,544 10,684 (42,137) (3,698) 12/15
Promociones Y Financiaciones Other investees with their
Herrero, S.A. own business Oviedo 100.00 0.00 Yes 3,456 269 - - 3,724 24,185 7 - 12/15
Other investees with their ~ Sant Cugat del
Proteo Banking Software, S.L.U. own business Vallés 100.00 0.00 Yes 3 - (1) - 2 5 (2) (1) 12/15
Other investees with their
Sabadell Asia Trade Services, Ltd. own business Hong Kong 100.00 0.00 No - - - - 8 - - - 12/14
Sabadell Brasil Trade Services -
Assessoria Comercial Ltda. Credit institution Sao Paulo 99.99 0.01 No 793 (706) - - 107 251 (154) - 12/15
Sabadell Capital S.A De C.V. Sofom
EN.R. Credit institution Mexico 97.50 2.50 No 211,478 (490) 3,485 - 1,008,188 222,901 (266) 3,485 12/15
Sabadell Consumer Finance, E.F.C., Sant Cugat del
S.A.U (4) Credit institution Vallés 100.00 0.00 Yes 35,720 26,391 12,654 - 730,254 72,232 (5,199) 12,654 12/15
Other investees with their
Sabadell Corporate Finance, S.L. own business Madrid 100.00 0.00 Yes 70 1,510 381 215 2,429 9,373 67 381 12/15
Sabadell D'Andorra Inversions Sgoic,
S.A.U. Other regulated companies Andorra 0.00 50.97 No 300 1,104 324 285 2,101 300 563 324 12/15
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Banco Sabadell Group companies at 31 December 2015 consolidated by the full consolidation method

Thousand euro

Contribution
to reserves or

Contribution

losses in to Group Balance
Registered Consolidated Net Group consolidated consolidated sheet
Company name Line of business office % Shareholding taxation Company data (1) investment companies profit/(loss) date
Profit/(loss) Dividends Total
Direct Indirect Capital Reserves (2) paid assets
Sabadell Patrimonio Inmobiliario, Sant Cugat del
Socimi, S.A.U. Real estate Valles 100.00 0.00 No 30,116 868,085 (24,757) - 956,940 939,334 (44,054) (24,757) 12/15
Sabadell Real Estate Activos, S.A.U. Sant Cugat del
(5) Real estate Valles 100.00 0.00 Yes 100,060 296,368 (12,970) - 388,230 500,622 (104,194) (12,970) 12/15
Sabadell Real Estate Development, Sant Cugat del
S.L.U. (8) Real estate Valles 100.00 0.00 Yes 15,807 (264,236) (452,028) - 4,597,107 2,147,442 (2,380,220) (452,028) 12/15
Sabadell Real Estate Housing, S.L.U. Sant Cugat del
(7) Real estate Valles 100.00 0.00 Yes 2,073 1,161 (2,441) - 35,406 14,292 (11,059) (2,441) 12/15
Other investees with their
Sabadell Securities Usa, Inc. own business Miami 100.00 0.00 No 735 1,815 142 - 2,789 551 1,493 142 12/15
Sabadell Solbank Sociedad De Gestion Sant Cugat del
De Activos Adjudicados, S.A.U. Real estate Vallés 100.00 0.00 Yes 60 2,413 (19) - 2,467 3,074 (601) (19) 12/15
Sabadell United Bank, N.A. Credit institution Miami 100.00 0.00 No 3,306 490,881 32,085 - 4,836,978 366,749 70,390 32,085 12/15
Sabadell Venture Capital, S. L.U. Holding company Barcelona 0.00 100.00 No 3 - (1) - 2,004 3 - (1) 12/15
Other investees with their
Serveis D"Assessorament Bsa, S.A.U. own business Andorra 0.00 50.97 No 60 83 (37) - 239 60 37 (37) 12/15
Simat Banol, S.L.U. Real estate Alicante 0.00 100.00 Yes 1,482 (6,027) 608 - 6,378 667 (3,818) 608 12/15
Sinia Renovables, S.C.R. De R.S.,
S.A.U. Other regulated companies Barcelona 100.00 0.00 Yes 15,000 (19,994) 6,338 - 25,923 15,000 (17,866) 6,338 12/15
Solvia Actividades Y Servicios
Inmobiliarios, S.A.U. Real estate Alicante 100.00 0.00 Yes 60 - (3) - 57 60 - (3) 12/15
Solvia Gestora De Vivienda Social,
S.L.U. Real estate Alicante 0.00 100.00 Yes 3 - 709 - 655 3 - 709 12/15
Solvia Pacific, S.A. De C.V. Real estate Mexico 0.00 100.00 No 25,980 (6,982) (2,939) - 16,184 29,164 (7,179) (2,939) 12/15
Solvia Servicios Inmobiliarios, S.L.U.  Real estate Alicante 100.00 0.00 Yes 660 (5,070) 20,860 N 143,971 5,023 (6,012) 20,860 12/15
Sant Cugat del
Stonington Spain, S.L.U. Real estate Valles 100.00 0.00 Yes 60,729 7,111 (6,562) - 61,551 60,729 (1,252) (6,562) 12/15
Tasaciones De Bienes Mediterraneo,  Other investees with their
S.A. (En Liguidacién) own business Alicante 99.88 0.12 Yes 1,000 1,944 103 - 3,302 5,266 144 103 12/15
Tenedora De Inversiones Y
Participaciones, S.L. SPE Alicante 100.00 0.00 Yes 296,092 27,447 (202,281) - 2,566,475 2,397,018 (1,411,856) (202,282) 12/15
Sant Cugat del
Tierras Vega Alta Del Segura, S.L Real estate Valles 0.00 100.00 Yes 4,550 (13,298) (988) - 16,343 16,823 (20,579) (988) 12/15
Tratamientos Y Aplicaciones, S.L.U.
En Liquidacion Services Alicante 100.00 0.00 Yes 3,003 (312) (41) - 2,653 4,654 2,326 (41) 12/15
Tsb Bank Plc Credit institution Edinburgh 0.00 100.00 No 108,250 1,301,694 137,916 - 48,601,454 2,165,527 - 12/15
Tsb Banking Group Plc Holding company London 100.00 0.00 No 6,812 (935) 13,736 - 2,692,899 2,344,750 - 120,911 12/15
Tsb Scotland (Investment) Nominees
Limited Other regulated companies Scotland 100.00 0.00 NO 1 - - - - 1 - - 12/15
Tsb Scotland Nominees Limited Other regulated companies Scotland 100.00 NO 1 - - - - 1 - - 12/15
Urquijo Gestion, S.A.U., S.G.I.I.C. Other regulated companies Madrid 0.00 100.00 Yes 3,606 6,955 3,982 N 21,400 5,286 5,690 3,982 12/15
Other investees with their
Urumea Gestién, S.L. own business San Sebastian 0.00 100.00 No 9 2 (4) - 8 9 (5) (4) 12/15
Verum Inmobiliaria Urbanismo Y Sant Cugat del
Promocion, S.A. Real estate Valles 0.00 97.20 Yes 12,000 (37,547) (1,062) - 19,239 11,664 (30,366) (1,062) 12/15
Viacarla Inversiones, S.A. Services Madrid 0.00 100.00 No 7,250 (15,192) 85 - 8,273 402 - 12/15
Vistas Del Parque 21, S.L. en Sant Cugat del
liquidacion Real estate Valles 0.00 100.00 No 4,646 (4,791) 98 - 1,062 4,535 (4,672) 98 12/15
Total 34,444 14,803,868 3,022,769 (66,345)

(*) Companies which have changed their corporate name

in 2015.

(1) Formerly Sabadell Solbank Sociedad de Gestion de Activos Adjudicados, S.A.U.
(2) Formerly Desarrollos Corporativos Sabadell, S.A. De C.V

(3) Formerly Solvia Hotels, S.L.
(4) Formerly BanSabadell Fincom
(5) Formerly Solvia Activos,
S.A.U.

(6) Formerly Solvia Development,

(7) Formerly Solvia Housing, S.L.

, E.F.C., S.A.U.

S.L.
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Banco Sabadell Group companies at 31 December 2015 consolidated by the equity method (*)

Thousand euro

Contribution
to reserves or

Contribution

losses in to Group Balance

Registered Consolidated Net Group consolidated consolidated sheet

Company name Line of business office % Shareholding taxation Company data (1) investment companies profit/(loss) date
Profit/(loss) Dividends Total
Direct Indirect Capital Reserves (2) paid (3) assets

Aviacién Regional Cantabra, A.L.E. Services Madrid 26.42 0.00 No 29,606 2,953 49 70,564 7,824 1,233 - 09/15
Aviones Alfambra CRJ-900, A.l.E. Services Madrid 25.00 0.00 No 1 2,937 292 11,992 1,060 (269) - 11/15
Aviones Cabriel CRJ-900, A.I.E. Services Madrid 25.00 0.00 No 1 2,855 281 - 11,861 1,060 (269) - 11/15
Aviones Carraixet CRJ-200 li A.L.E. Services Madrid 25.00 0.00 No 1 4,047 (389) - 6,998 894 - - 11/15
Aviones Gorgos CRJ-900, A.I.E. Services Madrid 25.00 0.00 No 1 2,778 271 - 11,727 1,060 (270) - 11/15
Aviones Portacoli CRJ-200 lii A.LE. Services Madrid 25.00 0.00 No 1 4,196 (375) - 7,163 897 - - 11/15
Aviones Sella CRJ-900, A.lL.E. Services Madrid 25.00 0.00 No 1 2,694 260 - 11,586 1,060 (270) - 09/15
Aviones Turia CRJ-200 I, A.L.E. Services Madrid 25.00 0.00 No 1 4,125 (384) - 7,089 896 - - 11/15
Bajo Almanzora Desarrollos
Inmobiliarios, S.L. En Liquidacion Real estate Almeria 0.00 39.14 No 450 (4,223) (50) - 5,864 176 (3,426) - 12/15

Sant Cugat del
Bansabadell Pensiones, E.G.F.P., S.A. Other regulated companies Vallés 50.00 0.00 No 7,813 5 816 1,429 79,456 40,378 (3,941) 408 09/15
Bansabadell Seguros Generales, S.A. Sant Cugat del
De Seguros Y Reaseguros Other regulated companies Vallés 50.00 0.00 No 10,000 (421) 8,280 6,331 197,916 45,000 (743) 4,140 09/15
Bansabadell Vida, S.A. De Seguros Y Sant Cugat del
Reaseguros Other regulated companies Vallés 50.00 0.00 No 43,858 28,123 81,471 25,141 6,500,714 27,106 108,884 40,736 09/15
Blue-Lor, S.L. (En Liquidacion) Real estate Barcelona 0.00 27.62 No 1,858 (29,296) (674) - 28,391 4,138 - - 07/14
Dexia Sabadell , S.A. Credit institutions Madrid 20.99 0.00 No 120 - - - - 108,026 64,554 - 10/15
Diana Capital, S.G.E.C.R., S.A. Other regulated companies Madrid 20.66 0.00 No 606 170 - - - 521 173 - 12/14
Emte Renovables, S.L. SPE Barcelona 0.00 62.11 No 7,050 (632) (8) - 6,709 4,379 (1,350) - 11/15
Energias Renovables Sierra
Sesnandez, S.L. Services Leon 0.00 40.00 No 1,903 (68) (116) 9,407 761 (49) - 11/15
Esus Energia Renovable, S.L. Services Vigo 0.00 45.00 No 50 (295) (8) - 1,861 23 (23) - 10/15
Financiera Iberoamericana, S.A. Credit institutions Havana 50.00 0.00 No 31,912 1 5,052 2,268 76,776 12,644 586 2,890 12/15
Gate Solar, S.L. Services Vitoria 50.00 0.00 No 3,005 (18) 17 - 3,845 1,860 36 - 12/15
Gesta Aparcamientos, S.L. Real estate Alicante 0.00 40.00 No 301 (210) (110) - 970 120 (1,047) - 11/15
Gestora De Aparcamientos Del
Mediterraneo, S.L. Services Alicante 0.00 40.00 No 1,000 (7,207) (136) - 4,808 7,675 (2,012) - 09/15
Grupo Luxiona, S.L. Other investees Canovelles 0.00 20.00 No 2,561 - 39 - 44,493 10,835 (3,236) - 09/15
Guisain, S.L. Real estate Vizcaya 0.00 40.00 No 4,200 (6,332) (46) - 6,851 2,593 (173) (74) 03/15
Hydrophytic, S.L. Real estate Vitoria 0.00 50.00 No 186 - 14 - 20 93 28 8 11/15
Intermas Nets, S.A. Services Llinars del Vallés 0.00 20.00 No 846 (1,644) 162 - 83,951 22,213 (1,350) - 09/15
Mercurio Alicante Sociedad De
Arrendamientos 1, S.L. Real estate Alicante 75.00 0.00 No 795 (848) 36 - 7,698 796 (362) 1 10/15
Murcia Emprende, S.C.R. De R.S., S.A. Other regulated companies Murcia 28.70 0.00 No 6,000 (281) - - - 2,026 (534) - 12/14
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Banco Sabadell Group companies at 31 December 2015 consolidated by the equity method (*)

Thousand euro

Contribution
to reserves or  Contribution

losses in to Group Balance

Registered Consolidated Net Group consolidated consolidated sheet

Company name Line of business office % Shareholding taxation Company data (1) investment companies profit/(loss) date
Profit/(loss) Dividends Total
Direct Indirect Capital Reserves (2) paid (3) assets

Mursiya Golf, S.L. Real estate Murcia 0.00 49.70 No 300 (323) (72) - 8,408 264 (46) - 12/14
Nueva Pescanova, S.L. Wholesale trading Pontevedra 14.64 0.00 No - - - - 1,800 - - 10/15
Parque Edlico Magaz, S.L. Services Leon 0.00 49.00 No 1,500 (308) 891 - 38,559 6,200 (309) - 10/15
Parque Tecnolégico Fuente Alamo,
S.A. Services Murcia 22.54 0.00 No 4,128 (2,543) (317) - 5,638 918 (385) - 11/15
Planificacié TGN2004, S.L. en
liquidacion Real estate Tarragona 0.00 25.00 No 3,309 (31,085) (3) - 7,463 827 (154) - 12/14
Plaxic Estelar, S.L. Real estate Barcelona 0.00 45.01 No 3 (21,385) (261) - 32,000 2,738 (6,595) (269) 12/15
Ribera Salud, S.A. Services Valencia 0.00 50.00 No 9,518 49 (4,899) - 440,308 30,203 - - 09/15
Sabadell Bs Select Fund Of Hedge
Funds Sicav (Luxembourg) Other investees Luxembourg 47.37 0.00 No - - - - - 16,400 3,086 - 11/15
Sbd Creixent, S.A. Real estate Sabadell 23.05 0.00 No 15,284 (9,163) (37) - 16,475 3,524 (1,157) 24 11/15
Sistema Eléctrico De Conexion
Valcaire, S.L. Services Madrid 0.00 46.88 No 175 (336) 11 - 5,971 82 - - 09/15
Sociedad De Cartera Del Vallés,
S.I.CAV,SA. Other associates Sabadell 47.87 0.00 No 4,818 - (657) 106 - 422 2,264 (267) 09/15
Societat D'Inversi6 Dels Enginyers,
S.L. SPE Barcelona 0.00 35.78 No 2,040 (611) (22) - 1,408 909 (180) (10) 09/15
Torre Sureste, S.L. Real estate Alicante 0.00 40.00 No 300 (506) (717) - 20 120 (348) (61) 09/15
Tremon Maroc Mediterraneo Services
Immobiliers, S.A.R.L. Real estate Tangier 0.00 40.00 No 5,000 (4,430) (3) - - 183 (49) - 12/14
Visualmark Internacional, S.L. Services A Corufia 0.00 20.00 No - - - - - 2 (2) - 06/08
Total 35,324 370,706 152,295 47,526
Consolidation adjustments 727,260
Total 3,175,064 708,441

The balance sheet date includes the last available date.

(*) Companies consolidated by the equity method as the Group cannot take part in their management.

(1) Data for companies outside Spain have been translated to euros using the fixing exchange rate at 31December 2015.
(2) Results pending approval at the General M eeting of Shareholders.

(3) Includes supplementary dividends from the previous year and dividends on account paid to the Group.

The balance of total ordinary income from associates consolidated by the equity method amounted to €363,943 thousand at 31 December 2015. The liabilities
balance of associates at the end of 2015 totalled €7,036,457 thousand.
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Changes in the Group scope in 2015

Associates and subsidiaries consolidated for the first time:

Thousand euro
Cost of combination
Effective date of Fair value of equity instruments Type of

Name of entity (or line of business) acquired or merged Category the transaction Cost of acquisition issued for the acquisition % Voting rights acquired % Total voting rights shareholding Method
Banco Sabadell, S.A., Institucion de Banca Mdltiple Subsidiary 29/01/2015 57,375 100.00% 100.00% Direct Full consolidation
Solvia Actividades y Servicios Inmobiliarios, S.A.U. Subsidiary 19/05/2015 60 100.00% 100.00% Direct Full consolidation
TSB Banking Group PLC Subsidiary 30/06/2015 2,361,922 100.00% 100.00% Direct Full consolidation
TSB Bank PLC Subsidiary 30/06/2015 100.00% 100.00% Indirect  Full consolidation
Cape Holdings No.1 Limited Subsidiary 30/06/2015 100.00% 100.00% Indirect Full consolidation
Duncan Holdings 2015-1 Limited Subsidiary 30/06/2015 100.00% 100.00% Indirect Full consolidation
Tsb Scotland (Investment) Nominees Limited Subsidiary 30/06/2015 100.00% 100.00% Indirect Full consolidation
Tsb Scotland Nominees Limited Subsidiary 30/06/2015 100.00% 100.00% Indirect Full consolidation
Solvia Gestora de Vivienda Social, S.L.U. Subsidiary 18/09/2015 100.00% 100.00% Indirect Full consolidation
HI Partners Holdco Gestién Activa, S.L.U. Subsidiary 01/10/2015 408 100.00% 100.00% Indirect Full consolidation
HI Partners Holdco Value Added, S.L.U. Subsidiary 01/10/2015 6,503 100.00% 100.00% Indirect Full consolidation
Viacarla Inversiones, S.A. Subsidiary 08/10/2015 402 100.00% 100.00% Indirect Full consolidation
Hotel Atocha 49, S.L.U. Subsidiary 23/10/2015 3 100.00% 100.00% Indirect Full consolidation
Hotel Héroe de Sostoa 17, S.L.U. Subsidiary 23/10/2015 6,500 100.00% 100.00% Indirect Full consolidation
Parque E6lico Lecrin, S.L.U. Subsidiary 30/10/2015 4,003 100.00% 100.00% Direct Full consolidation
Parque Edlico Las Lomas de Lecrin, S.L.U. Subsidiary 30/10/2015 83 100.00% 100.00% Direct Full consolidation
Parque E6lico Lomas de Manteca, S.L.U. Subsidiary 30/10/2015 163 100.00% 100.00% Direct Full consolidation
Parque Edlico Jaufil, S.L.U. Subsidiary 30/10/2015 163 100.00% 100.00% Direct Full consolidation
HIP Francia 184, S.L.U. Subsidiary 16/11/2015 3 100.00% 100.00% Indirect Full consolidation
Hotel Mirador del Valle, S.L.U. Subsidiary 16/11/2015 3 100.00% 100.00% Indirect Full consolidation
Sabadell Venture Capital, S. L. Subsidiary 23/11/2015 100.00% 100.00% Indirect Full consolidation
Nueva Pescanova, S.L. Associate 30/11/2015 1,800 14.64% 14.64% Direct Equity method
Duncan de Inversiones SICAV, S.A. Subsidiary 01/12/2015 2,560 87.35% 87.35% Direct Full consolidation
Hotel Autovia Del Mediterraneo 165, S.L Subsidiary 17/12/2015 3 100.00% 100.00% Indirect Full consolidation
Hotel Avenida Rhode 28, S.L Subsidiary 17/12/2015 3 100.00% 100.00% Indirect Full consolidation
Hotel Calle De Los Molinos 10, S.L Subsidiary 17/12/2015 3 100.00% 100.00% Indirect Full consolidation
Hotel Calle Mayor 34, S.L Subsidiary 17/12/2015 3 100.00% 100.00% Indirect Full consolidation
Hotel Carretera De Taull, S.L Subsidiary 17/12/2015 3 100.00% 100.00% Indirect Full consolidation
Hotel Cavall Del Mar 25, S.L Subsidiary 17/12/2015 3 100.00% 100.00% Indirect Full consolidation
Hotel Maria Tarrida 6, S.L Subsidiary 17/12/2015 3 100.00% 100.00% Indirect  Full consolidation
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Associates and subsidiaries no longer consolidated:

Thousand euro

Name of entity (or line of business) sold, spun off or

Effective date of

% Voting rights

% Total voting rights following

Type of

otherwise disposed of Category the transaction disposed of disposal Profit/(loss) generated shareholding Method
Balam Overseas BV (a) Associate 13/03/2015 40.00% 0.00% 1,320 Indirect Equity method
Edlica Mirasierra, S.L. (a) Associate 27/03/2015 50.00% 0.00% 1,012 Indirect Equity method
Pemapro, S.L. (a) Associate 31/03/2015 49.00% 0.00% 0 Indirect Equity method
Inversiones Ahorro 2000 (a) Associate 28/04/2015 20.00% 0.00% 3,922 Direct Equity method
Sercacin, S.A. (a) Associate 04/05/2015 20.00% 0.00% 19 Direct Equity method
Villacarrilla FV (a) Subsidiary 05/05/2015 100.00% 0.00% 61 Direct Full consolidation
Casiopea Energia 1,S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 10, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 11, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 12, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 13, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 14, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 15, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 16, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 17, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 18, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 19, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 2, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 3, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 4, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 5, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 6, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 7, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 8, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Casiopea Energia 9, S.L.U (a) Subsidiary 05/05/2015 100.00% 0.00% 0 Direct Full consolidation
Promociones y Desarrollos Ribera Mujeres S.A, de C.V. (a) Subsidiary 01/06/2015 100.00% 0.00% 0 Direct Full consolidation
Rocabella, S.L. (a) Associate 26/06/2015 36.09% 0.00% “47) Indirect Equity method
Queenford, S.L. (b) Associate 26/06/2015 31.54% 0.00% 0 Indirect Equity method
Hansa Mexico S.A.De C.V. (b) Subsidiary 30/06/2015 82.40% 0.00% (5,530) Indirect Full consolidation
Hansa Cabo, S.A. De C.V. (b) Subsidiary 30/06/2015 80.00% 0.00% 5,712 Indirect Full consolidation
Operadora Cabo De Cortes S.R.L. De C.V. (b) Subsidiary 30/06/2015 81.22% 0.00% 205 Indirect Full consolidation
Servicios Inmobiliarios Trecam, S.L. (b) Associate 11/07/2015 30.01% 0.00% 0 Indirect Equity method
Metalplast C.F.E. S.L. (In liquidation) (b) Associate 21/07/2015 20.00% 0.00% 0 Indirect Equity method
Adara Renovables S.L. (a) Associate 22/07/2015 34.00% 0.00% 0 Direct Equity method
Alze Mediterraneo, S.L. In liquidation (b) Associate 29/07/2015 45.00% 0.00% 0 Indirect Equity method
Inerzia Mediterraneo, S.L. (b) Associate 01/08/2015 40.00% 0.00% 632 Indirect Equity method
Metrovacesa, S.A. (a) Associate 15/09/2015 13.04% 0.00% 0 Direct Equity method
Hotelera Marina, S.A, De C.V. (a) Subsidiary 01/10/2015 100.00% 0.00% 0 Indirect Full consolidation
Playa Marina, S.A, De C.V. (a) Subsidiary 01/10/2015 100.00% 0.00% 0 Indirect Full consolidation
Banco Gallego Vida Y Pensiones, S.A. De Seguros Y Reaseguros (d) Subsidiary 26/10/2015 100.00% 0.00% 0 Direct Full consolidation
Residencial Kataoria, S.L. In liquidation (b) Subsidiary 27/10/2015 100.00% 0.00% (6) Indirect Full consolidation
Gest Madrigal, S.L.U. In liquidation (b) Subsidiary 27/10/2015 100.00% 0.00% 6 Indirect Full consolidation
Boreal Renovables 14, S.L.U. In liquidation (b) Subsidiary 27/10/2015 100.00% 0.00% (636) Direct Full consolidation
Son Blanc Caleta S.L. In liquidation (b) Subsidiary 27/10/2015 100.00% 0.00% 27) Indirect Full consolidation
Urdin Oria, S.A. In liquidation (b) Subsidiary 27/10/2015 100.00% 0.00% ) Direct Full consolidation
Tabimed Gestiéon De Proyectos, S.L. In liquidation (b) Subsidiary 27/10/2015 100.00% 0.00% 10 Indirect Full consolidation

(a) Disposals fromthe scope of consolidation due to sale of shareholding
(b) Disposals from the scope due to dissolution and/or liquidation.

(c) Disposals due to reclassification into non-current assets held for sale
(d) Disposals due to merger.
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Thousand euro

Name of entity (or line of business) sold, spun off or

Effective date of

% Voting rights

% Total voting rights following

Type of

otherwise disposed of Category the transaction disposed of disposal Profit/(loss) generated shareholding Method
Servicio De Administracion De Inversiones, S.A. In liquidation (b) Subsidiary 27/10/2015 100.00% 0.00% (392) Direct Full consolidation
Gestién Mediterranea Del Medio Ambiente, S.A. In liquidation (b) Subsidiary 05/112015 100.00% 0.00% 404 Direct Full consolidation
Guipuzcoano Capital, S.A. Unipersonal (b) Subsidiary 05/112015 100.00% 0.00% 1 Direct Full consolidation
Eco Resort San Blas, S.L.U. (a) Subsidiary 19/11/2015 100.00% 0.00% (3,461) Indirect Full consolidation
GdsurAlicante, S.L. In liquidation (b) Associate 20/112015 27.75% 0.00% (155) Indirect Equity method
Galenova Sanitaria, S.L. (b) Associate 26/112015 50.00% 0.00% 49 Indirect Equity method
Bluesky Property Development, S.L. In liquidation (b) Subsidiary 30/112015 100.00% 0.00% (175) Indirect Full consolidation
Gazteluberri Gestion S.L. In liquidation (b) Subsidiary 30/112015 100.00% 0.00% 2,683 Indirect Full consolidation
Grao Castalia, S.L. In liquidation (b) Subsidiary 30/112015 100.00% 0.00% (126) Indirect Full consolidation
Promociones Y Desarrollos Creaziona Levante, S.L. In liquidation (b) Subsidiary 30/112015 100.00% 0.00% (242) Indirect Full consolidation
Hotelera H.M., S.A.De C.V. (a) Subsidiary 07/12/2015 88.00% 0.00% (148) Indirect Full consolidation
Luzentia Fotovoltaica Sl (a) Associate 10/12/2015 25.93% 0.00% 0 Direct Equity method
Sabadell Intemational Equity, Ltd. (b) Subsidiary 18/12/2015 100.00% 0.00% 156 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 106, S.L.U. (a) Subsidiary 22/12/2015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 113, S.L.U. (a) Subsidiary 22/12/2015 100.00% 0.00% 80 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 119, S.L.U. (a) Subsidiary 22/12/2015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 121, S.L.U (a) Subsidiary 22/12/12015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 127, S.L.U (a) Subsidiary 22/12/12015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 130, S.L.U (a) Subsidiary 22/12/12015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 131, S.L.U (a) Subsidiary 22/12/2015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 144, S.L.U (a) Subsidiary 22/12/2015 100.00% 0.00% 80 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 162, S.L.U (a) Subsidiary 22/12/12015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 163, S.L.U (a) Subsidiary 22/12/2015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 164, S.L.U (a) Subsidiary 22/12/2015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 165, S.L.U (a) Subsidiary 22/12/2015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 166, S.L.U (a) Subsidiary 22/12/12015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 167, S.L.U (a) Subsidiary 22/12/12015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 168, S.L.U (a) Subsidiary 22/12/2015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 169, S.L.U (a) Subsidiary 22/12/2015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 170, S.L.U (a) Subsidiary 22/12/2015 100.00% 0.00% 77 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 171, S.L. (a) Associate 22/12/12015 50.00% 0.00% 20 Direct Equity method
Fotovoltaica De La Hoya De Los Vicentes 189, S.L. (a) Associate 22/12/2015 25.00% 0.00% 17 Direct Equity method
Fotovoltaica De La Hoya De Los Vicentes 195, S.L. (a) Subsidiary 22/12/2015 75.00% 0.00% 31 Direct Full consolidation
Fotovoltaica De La Hoya De Los Vicentes 200, S.L.U (a) Subsidiary 22/12/2015 100.00% 0.00% 80 Direct Full consolidation
Espais Arco Mediterraneo, S.L.U. (b) Subsidiary 24/12/2015 100.00% 0.00% 0 Indirect Full consolidation
Artemus Capital, S.L.U. (b) Subsidiary 31/12/2015 100.00% 0.00% (28,900) Indirect Full consolidation
Costa Mujeres InvestmentB.V. (b) Subsidiary 3112/2015 100.00% 0.00% (6,842) Direct Full consolidation
Playa Caribe Holding vB.V. (b) Subsidiary 3112/2015 100.00% 0.00% 0 Direct Full consolidation
Playa Caribe Holding V B.V. (b) Subsidiary 3112/2015 100.00% 0.00% 0 Direct Full consolidation
Rest+A101+A61:A100+A60:A100+A101+A61:A6 1:A100 Subsidiary 3112/2015 100.00% 0.00% 0 Direct Full consolidation
Rest - - - - (2,048)

Total (31,087)

(a) Disposals from the scope of consolidation due to sale of shareholding.
(b) Disposals from the scope due to dissolution and/or liquidation.

(c) Disposals due to reclassification into non-current assets held for sale.
(d) Disposals due to merger.



Schedule Il — Structured entities - Securitisation funds

Thousand euro

Total securitised assets

Year Consolidated securitisation funds Entity at 31/12/2016
2004 GC SABADELL 1, F.T.H Banc Sabadell 192,508
2004 TDA CAM 3 Banco CAM 136,334
2004 FTPYME TDA CAM 2 F.T.A Banco CAM 23,840
2005 TDA 23,F.T.A Banco Guipuzcoano 48,647
2005 TDA CAM 4 F.T.A Banco CAM 388,749
2005 TDA CAM 5 F.T.A Banco CAM 615,224
2006 TDA 26-MIXTO, F.T.A Banco Guipuzcoano 123,339
2006 TDA CAM 6 F.T.A Banco CAM 419,933
2006 EMPRESAS HIPO TDA CAM 3 F.T.A Banco CAM 74,738
2006 FTPYME TDA CAM 4 F.T.A Banco CAM 197,513
2006 TDA CAM 7 F.T.A Banco CAM 637,543
2006 CAIXA PENEDES 1 TDA, FTA BMN- Penedés 312,038
2007 TDA 29, F.T.A Banco Guipuzcoano 149,028
2007 TDA CAM 8 F.T.A Banco CAM 625,638
2007 TDA CAM 9 F.T.A Banco CAM 584,135
2007 CAIXA PENEDES PYMES 1 TDA, FTA BMN- Penedés 82,528
2007 CAIXA PENEDES 2 TDA, FTA BMN- Penedés 243,184
2008 IM SABADELL RMBS 2, F.T.A Banc Sabadell 517,464
2008 IM SABADELL RMBS 3, F.T.A Banc Sabadell 592,059
2008 FTPYME TDA CAM 7 F.T.A Banco CAM 262,637
2008 TDA CAM 11 F.T.A Banco CAM 815,946
2008 CAIXA PENEDES FTGENCAT 1 TDA, FTA BMN- Penedés 112,646
2009 TDA CAM 12 F.T.A Banco CAM 956,074
354 Banco Sabadell Annual report 2016



Schedule Il -Information required to be kept by issuers of mortgage market securities

and regarding the special mortgage register

Information concerning the data kept in the special accounting register of the issuer Banco Sabadell referred
to in Article 21 of Royal Decree 716/2009, as required by Bank of Spain Circular 5/2011 is as follows,

without taking account of the guarantee provided by the DGF.

A) Asset operations

Details of the aggregate nominal values of the portfolio of mortgage loans and credit at 31 December 2016
and 2015 backing issues, their eligibility and the extent to which they qualify as such for mortgage market

purposes, are presented in the following table:

Thousand euro

Analysis of overall mortgage loan & credit portfolio; eligibility and qualifying amounts (nominal values)

2016 2015
Total mortgage loan and credit portfolio 60,284,332 66,147,385
Participation mortgages issued 5,144,462 5,530,881
Of which : Loans held on balance sheet 4,835,597 5,166,060
Mortgage transfer certificates 3,963,115 4,370,275
Of which: Loans held on balance sheet 3,768,861 4,180,536
Mortgage loans pledged as security for financing received -
Loans backing issues of mortgage bonds and covered bonds 51,176,755 56,246,229
Ineligible loans 15,411,370 19,382,351
Fulfil eligibility requirements except for limit under Article 5.1 of Royal Decree 716,/2009 12,290,896 14,389,421
Rest 3,120,474 4,992,930
Eligible loans 35,765,385 36,863,878
Non-qualifying portions 107,768 146,914
Qualifying portions 35,657,617 36,716,964
Loans covering mortgage bond issues
Loans eligible as coverage for covered bond issues 35,657,617 36,716,964

Substitution assets for covered bond issues
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A breakdown of these nominal values according to different classifications is given below:

Thousand euro

Analysis of total mortgage loan and credit portfolio backing mortgage market issues

2016 2015

Of which: Eligible Of which: Eligible

Total Igans Total ,gans
Total mortgage loan and credit portfolio 51,176,755 35,765,385 56,246,229 36,863,878
Origin of operations 51,176,755 35,765,385 56,246,229 36,863,878
Originated by the Bank 50,346,578 35,295,368 55,382,031 36,376,744
Subrogated from other entities 269,891 224,558 273,461 218,221
Rest 560,286 245,459 590,737 268,913
Currency 51,176,755 35,765,385 56,246,229 36,863,878
Euro 51,045,668 35,705,266 55,593,779 36,810,879
Other currencies 131,087 60,119 652,450 52,999
Payment status 51,176,755 35,765,385 56,246,229 36,863,878
Satisfactory payment 41,444,636 32,026,465 43,807,302 32,165,666
Other situations 9,732,119 3,738,920 12,438,927 4,698,212
Average residual period to maturity 51,176,755 35,765,385 56,246,229 36,863,878
Up to 10 years 14,278,937 8,669,175 16,958,565 8,983,758
10 to 20 years 17,327,453 13,335,178 18,041,830 13,031,187
20 to 30 years 14,651,158 10,747,915 15,529,950 11,333,611
More than 30 years 4,919,207 3,013,117 5,715,884 3,515,322
Interest rate 51,176,755 35,765,385 56,246,229 36,863,878
Fixed 9,321,347 6,334,684 3,443,868 1,382,883
Variable 41,855,408 29,430,701 52,802,361 35,480,995
Mixed - -
Holders 51,176,755 35,765,385 56,246,229 36,863,878
Legal entities and individual entrepreneurs 19,786,398 10,745,538 24,582,556 11,860,390
Of which: Real estate developments 6,539,086 2,637,346 8,088,495 3,102,456
Other individuals and NPISHs 31,390,357 25,019,847 31,663,673 25,003,488
Type of guarantee 51,176,755 35,765,385 56,246,229 36,863,878
Assets /finished buildings 46,669,023 34,402,220 50,519,701 35,093,621
Residential 37,442,623 28,517,150 40,175,606 28,875,792

Of which: Subsidised housing 1,744,996 1,233,156 1,520,057 1,026,431
Commercial 9,088,092 5,783,908 10,245,126 6,145,363
Other 138,308 101,162 98,969 72,466
Assets/ buildings under construction 535,955 312,429 690,409 483,774
Residential 495,870 278,110 643,299 443,712
Of which: Subsidised housing 63 - 3,009 2,935
Commercial 36,568 30,804 45,517 38,470
Other 3,517 3,515 1,593 1,592
Land 3,971,777 1,050,736 5,036,119 1,286,483
Developed 2,158,151 452,427 2,934,471 724,994

Rest 1,813,626 598,309 2,101,648 561,489

The nominal values of drawable funds (i.e. undrawn loan commitments) within the total mortgage loans and

credit portfolio were as follows:

Thousand euro

Drawable balances (nominal value). Total mortgage loans and credit backing the issue of mortgage bonds and covered

bonds

2016 2015
Potentially eligible 1,057,382 1,131,564
Ineligible 1,537,366 962,059
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The distribution of nominal values based on the loan-to-value (LTV) ratio measuring the risk based on the last
available valuation of the mortgage loans and credit portfolio eligible for the issuance of covered mortgage

bonds and covered bonds is given hereafter:

Thousand euro

LTV ratio by type of security. Eligible loans for the issue of mortgage bonds and covered bonds

2016 2015

Secured on residential property 28,928,427 29,509,448

Ofwhich LTV < 40% 8,694,798 8,733,958

Of which LTV 40%-60% 11,062,573 11,065,725

Of which LTV 60%-80% 9,271,056 9,709,765
Ofwhich LTV > 80%

Secured on other properties 6,836,958 7,354,430

Ofwhich LTV < 40% 4,131,633 4,441,514

Ofwhich LTV 40%-60% 2,705,325 2,912,916

Ofwhich LTV > 60%

Changes during 2016 and 2015 in the nominal values of mortgage loans that back issues of mortgage bonds
and covered bonds (eligible and non-eligible) are as follows:

Thousand euro

Changes in nominal values of mortgage loans

Eligible Ineligible

Balance at 31 December 2014 38,986,881 20,497,568
Derecognised during the year (6,461,478) (5,263,151)
Terminations at maturity (2,445,835) (719,117)
Early terminations (1,212,274) (755,535)
Subrogations by other entities (24,601) (7,687)
Rest (2,778,768) (3,780,812)
Additions during the year 4,338,475 4,147,934
Originated by the Bank 2,577,936 1,995,185
Subrogations from other entities 31,882 10,973
Rest 1,728,657 2,141,776
Balance at 31 December 2015 36,863,878 19,382,351
Derecognised during the year (6,365,271) (6,806,531)
Terminations at maturity (2,439,564) (550,120)
Early terminations (1,190,892) (558,712)
Subrogations by other entities (28,495) (8,661)
Rest (2,706,320) (5,689,038)
Additions during the year 5,266,778 2,835,550
Originated by the Bank 3,256,162 1,593,583
Subrogations from other entities 27,712 12,309
Rest 1,982,904 1,229,658
Balance at 31 December 2016 35,765,385 15,411,370
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B) Liability operations

Information on issues carried out and collateralised by Banco Sabadell’s mortgage loans and credit portfolio is
provided in the following table, analysed by residual maturity and according to whether the sale was by public
offering or otherwise.

Thousand euro

Nominal value 2016 2015
Covered bonds isued 23,457,544 22,352,359
Of which: Not reflected under liabilities on the balance sheet 9,556,900 8,133,200
Debt securities. Issued through public offering 7,600,000 7,250,000
Time to maturity up to one year 1,500,000 1,750,000
Time to maturity from one to two years 1,000,000 1,500,000
Time to maturity from two to three years - 1,000,000
Time to maturity from three to five years 3,100,000 1,750,000
Time to maturity from five to ten years 2,000,000 1,250,000
Time to maturity more than ten years -
Debt securities. Other issues 12,813,000 10,883,000
Time to maturity up to one year 500,000 420,000
Time to maturity from one to two years 1,150,000 500,000
Time to maturity from two to three years 3,150,000 1,150,000
Time to maturity from three to five years 6,380,000 7,530,000
Time to maturity from five to ten years 1,633,000 1,283,000
Time to maturity more than ten years - -
Deposits 3,044,544 4,219,359
Time to maturity up to one year 330,000 1,174,815
Time to maturity from one to two years 593,710 330,000
Time to maturity from two to three years 524,146 593,710
Time to maturity from three to five years 445,833 669,980
Time to maturity from five to ten years 1,130,855 1,430,855
Time to maturity more than ten years 20,000 20,000
2016 2015
Average Average
Nominal value residual term Nominal value residual term
(thousand euro) (years) (thousand euro) (years)
Mortgage transfer certificates 3,963,115 17 4,370,275 18
Issued through public offering - - - -
Other issues 3,963,115 17 4,370,275 18
Participation mortgages 5,144,462 16 5,630,881 17
Issued through public offering - - -
Other issues 5,144,462 16 5,530,881 17

Banco de Sabadell, S.A.'s over-collateralisation ratio (the nominal value of all the mortgage loans and credit
backing the issue of mortgage bonds and covered bonds, divided by the nominal value of issued covered
bonds) stood at 218% at 31 December 2016 (258% at 30 June 2016).

As required by Royal Decree 716/2009, implementing certain aspects of Law 2/1981 of 25 March on the
regulation of the mortgage market and other matters relating to mortgage lending, the Board of Directors
represents that it is responsible for ensuring that the bank has a set of policies and procedures in place to
assure compliance with mortgage market regulations.

In line with these policies and procedures related to the Group's mortgage market activities, the Board of
Directors is responsible for ensuring compliance with the mortgage market regulations and for implementing
the Group's risk management and control procedures (see Note 4 on Financial Risk Management). In terms of
credit risk, in particular, the Board of Directors delegates powers and discretions to its Executive Committee,
which then sub-delegates authority at each level of decision-making. The internal procedures set up to handle
the origination and monitoring of assets that make up the Group's lending and particularly those secured by
mortgages, which serve as cover for the Group's issued covered bonds, are described in detail below for each
type of loan applicant.
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Individuals

Analyses and decisions on risks undertaken with individuals are based on the scoring tools described in Note 4
on financial risk management. Where necessary, these tools are complemented with the work of a risk
analyst, who carries out more in-depth studies of supplementary materials and reports. Furthermore, a series of
other information and parameters are considered, such as the consistency of customers' applications and the
degree to which these applications are in line with their possibilities; customers' ability to pay based on their
current and future position; the value of the property provided as security (as determined by an appraisal
carried out by valuation firms authorised by Bank of Spain and which Banco Sabadell's own internal approval
processes will, additionally, have shown to be free of any association with the Group); the availability of any
additional guarantees; examinations of internal and external databases of defaulters, etc.

One aspect of the decision-making process involves establishing the maximum amount of the loan, based on
the assessed value of the assets submitted as security (hereinafter, loan-to-value, or LTV). As a general rule,
under internal Group policies the maximum LTV is applicable to purchases by individuals of properties for use
as their usual residence and is fixed at 80%. This provides an upper limit below which a range of other
maximum LTV ratios of less than 80% are set, having regard to the purpose of the loan.

A further step that must be taken before an application can be decided upon is to review all charges
associated with the property on which the loan is to be secured and also any insurance taken out to cover the
security. Once a loan application has been approved, the mortgage must be registered with the Property
Registry as part of the formalities for arranging the loan.

Concerning approval autonomy levels, the scoring tools are the main reference for determining the feasibility of
the loan. Where the loan being sought is above a certain amount, or where factors are present that are not
readily captured by a scoring procedure, a risk analyst will be involved. The limit for each autonomy level is
based on credit scores, with additional conditions being specified at each level to determine when special
intervention is required. A list of exceptions has been drawn up, based on the particular circumstances of the
borrower and the operation, and these exceptions are covered in the Group's internal rules and procedures.

As mentioned in Note 4 on financial risk management, the Group has an integrated monitoring system in place
which uses early warning tools that enable the early detection of borrowers that could have compliance issues.
A key part of this process consists of well-established procedures to review and validate the guarantees
provided.

Businesses (other than construction and/or real estate development)

Analyses and decisions concerning the undertaking of risks are based on rating tools and "basic management
teams", formed by one person from the business side and one from the risks side at different decision-making
levels, both described in Note 4 on financial risk management. A range of other data and parameters is also
taken into account, such as the consistency of the application, ability to pay and the nature of the security
provided (as determined by an appraisal carried out by valuation firms authorised by Bank of Spain and which
Banco Sabadell's own approval processes will, additionally, have shown to be free of any association with the
Group) and considering any supplementary guarantees, the "fit" between the company's working capital and
its total sales; the appropriateness of the total amount borrowed from the Group based on the business' own
funds, examinations of internal and external databases of defaulters, etc.

Business loans are likewise subject to processes to evaluate any charges associated with the security
provided any mortgages given must be registered with the Property Registry.

An autonomy level is assigned on the basis of the expected loss associated with a transaction. There are
several levels at which decisions may be taken. Each of these levels has a “basic management team", one
member of which will be on the business side and one on the risks side. All loan approvals must be the result
of a joint decision. As with individual customers, a set of exceptional circumstances has been drawn up for
borrowers and sectors, and these are provided for in the Group's internal regulations.

As in the case of individuals, operations are monitored using early warning tools. There are also procedures in
place to ensure that the borrower's security and guarantees are constantly being reviewed and validated.
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Businesses (construction/real estate development)

Real estate assets and real estate developer loans are handled by the bank’s Asset Transformation and
Industrial and Real Estate Holding division. This division is organisationally structured to focus on the
specialised management of assets of this type based on knowledge of the status and development of the real-
estate market. Managing the risks in this portfolio is the responsibility of the bank’s Asset Risk unit, part of
the Risk Management division.

Risk assessments are carried out by teams of specialist analysts who operate in conjunction with the real
estate lending units to ensure that a risk management perspective is combined with a view based on direct
contact with customers.

Factors influencing the decision include the borrower’s credit rating assessment together with a series of
other considerations such as the financial position and net worth of the business, revenue and cash flow
projections, any business plans and, most particularly, an in-depth study of current credit risks whether related
to completed developments, land holdings or other assets.

There is a scale of maximum LTV ratios defined internally by the Group based on the purpose of the loan,
quality of the developer and an internal appraisal of the development.

Decision-making powers and discretions are assigned according to the specific types of asset portfolio handled
within this business segment, which may be related to new projects, sales, purchases or action plans. All
these different circumstances are provided for in the entity’s internal rules and procedures.

Loans are subject to the kind of continuous monitoring that asset management necessarily implies. For
completed developments, monitoring will focus on sales or rental figures; for developments under construction,
the state of progress of the work. Constant checks are made that commitments are being adhered to and, as
with non-real estate businesses, procedures are in place for the continuous review and validation of the
guarantees provided.

Other matters

Banco Sabadell Group is an active participant in the capital markets and has a number of funding programmes
in operation (see Note 4). As one element of the Group’s funding strategy, Banco de Sabadell, S.A. is an issuer
of covered bonds. Covered bond issues are backed by the bank’s portfolio of loans secured by real estate
mortgages granted by the issuer that meet the eligibility criteria defined in Royal Decree 716/2009 regulating
the mortgage market and other standards of the mortgage and financial system in Spain. The Group has
control procedures in place to monitor its entire portfolio of mortgage loans and credit (one of which involves
maintaining special accounting records of all mortgage loans and credit — and any assets that replace them
— used to back issues of covered bonds and mortgage bonds, as well as records of any financial derivatives
associated with them). There are also procedures in place to verify that all loans and other assets meet the
eligibility criteria for use as collateral in issues of covered bonds, and to ensure that bond issues are kept
within their maximum limits at all times. These procedures are all regulated by current mortgage market
regulations.
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Schedule IV — Information required to be kept by issuers of territorial bonds and
regarding the special territorial bonds record

Details of the data from the special accounting record of territorial bonds of Banco Sabadell, referred to in the
sole additional provision of Royal Decree 579/2014, required by Circular 4/2015 of the Bank of Spain, are
given below:

A) Asset operations

Details of the aggregate nominal values of the portfolio of loans and credit with general governments at 31
December 2016 and 2015 backing issues, their eligibility and the extent to which they qualify as such for
territorial bond hedging purposes are presented in the following table:

Thousand euro

2016

Residents in
other countries
Residents in in the European

Total Spain Economic Area
Central governments 278,620 278,620 -
Regmnalgovernments or governments in autonomous 1,206,406 1,206,406 )
communities
Local governments 739,232 739,232 -
Total loans and credit portfolio 2,224,258 2,224,258 -
Thousand euro

2015

Residents in
other countries
Residents in in the European

Total Spain Economic Area
Central governments 236,245 236,245 -
Reg|onal'g'overnments or governments in autonomous 770,350 770,350 )
communities
Local governments 785,879 785,879 -
Total loans and credit portfolio 1,792,474 1,792,474 -
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B) Liability operations
Information on issues carried out and collateralised by the bank’s portfolio of loans and credit to general

governments is provided in the following table, analysed by residual maturity and according to whether the
sale was by public offering or otherwise:

Thousand euro

Nominal value 2016 2015
Territorial bond in issue 900,000 900,000
Of which: Not reflected under liabilities on the balance sheet 900,000 900,000

Issued through public offering

Time to maturity up to one year - -
Time to maturity from one to two years _ _
Time to maturity from two to three years _ -
Time to maturity from three to five years - -
Time to maturity from five to ten years - -
Time to maturity more than ten years _ _
Other issues 900,000 900,000
Time to maturity up to one year - -
Time to maturity from one to two years - -
Time to maturity from two to three years - -
Time to maturity from three to five years 900,000 900,000
Time to maturity from five to ten years - -
Time to maturity more than ten years - -

The over-collateralisation ratio (the nominal value of all the loans and credit to general governments backing
the issue of territorial bonds divided by the nominal value of territorial bonds issued) for Banco de Sabadell,
S.A. stood at 247.14% at 31 December2016 (199.16% at 31 December 2015).

As required by Royal Decree 579/2014, the Board of Directors represents that it is responsible for ensuring
that the bank has a set of policies and procedures in place in terms of the financing activities of public entities
to ensure compliance with regulations governing the issue of these securities (see Note 4 on financial risk
management).

In terms of credit risk, in particular, the Board of Directors delegates powers and discretions to its Executive
Committee, which then sub-delegates authority at each level of decision-making. The internal procedures set
up to handle the origination and monitoring of the assets that make up the Group’s loans and receivables and
particularly assets with public entities, which back the Group's territorial covered bond issues.
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Schedule V — Details of outstanding issues and subordinated liabilities of the Group
Debt securities issued

The breakdown of the Group’s issues at 31 December 2016 and 2015 is as follows:

Thousand euro

Date of A mount Interest rate ruling at M aturity Issue Target of
Issuing entity issue  31/12/2016 31/12/2015 31/12/2016 date currency offering
Banco de Sabadell. SA. 04/10/2006 - 50,000 EURIBOR 3M +0.14 04/10/2016 Euro Institutional
CAM Global Finance S.A.U. 05/12/2006 - 107,000 EURIBOR 3M +0.225 05/12/2016 Euro Institutional
Banco Gallego. S.A. (*) 28/10/2013 186 186 2.00% 29/12/2019 Euro Retail
Banco de Sabadell. S.A. 05/12/2013 - 600,000 2.50% 05/12/2016 Euro Institutional
Banco de Sabadell. S.A. 10/03/2014 - 1,022 3.00% 10/03/2016 Euro Institutional
Banco de Sabadell. S.A. 10/03/2014 - 1287 2.99% 10/03/2016 Euro Institutional
Banco de Sabadell. S.A. 10/03/2014 - 1486 EURIBOR 6M +2.30 10/03/2016 Euro Institutional
Banco de Sabadell. S.A. 10/03/2014 1495 3,281 EURIBOR 6M +3.50 10/03/2018 Euro Institutional
Banco de Sabadell. SA. 10/03/2014 2,604 3,348 EURIBOR 6M +3.50 10/03/2020 Euro Institutional
Banco de Sabadell. S.A. 18/03/2014 5,000 5,000 EURIBOR 3M +1.30 18/03/2019 Euro Institutional
Banco de Sabadell. S.A. 18/03/2014 11,500 11,500 EURIBOR 3M +1.60 18/03.2019 Euro Institutional
Banco de Sabadell. SA. 10/04/2014 - 3,550 2.89% 10/04/2016 Euro Institutional
Banco de Sabadell. S.A. 10/04/2014 - 2,479 2.98% 10/04/2016 Euro Institutional
Banco de Sabadell. S.A. 10/04/2014 - 711 2.92% 10/04/2016 Euro Institutional
Banco de Sabadell. SA. 10/04/2014 - 767 3.02% 10/04/2016 Euro Institutional
Banco de Sabadell. S.A. 10/04/2014 - 3,558 EURIBOR 6M +2.30 10/04/2016 Euro Institutional
Banco de Sabadell. S.A. 10/04/2014 1,109 1810 4.30% 10/04/2018 Euro Institutional
Banco de Sabadell. SA. 10/04/2014 1994 9,391 EURIBOR 6M +3.50 10/04/2018 Euro Institutional
Banco de Sabadell. S.A. 10/05/2014 - 2,891 2.82% 10/05/2016 Euro Institutional
Banco de Sabadell. S.A. 10/05/2014 - 2,604 2.84% 10/05/2016 Euro Institutional
Banco de Sabadell. SA. 10/05/2014 - 1597 2.91% 10/05/2016 Euro Institutional
Banco de Sabadell. S.A. 10/05/2014 - 811 2.87% 10/05/2016 Euro Institutional
Banco de Sabadell. S.A. 10/05/2014 - 6,627 EURIBOR 6M +2.30 10/05/2016 Euro Institutional
Banco de Sabadell. S.A. 10/05/2014 1,270 2,074 4.18% 10/05/2018 Euro Institutional
Banco de Sabadell. S.A. 10/05/2014 1,309 2,175 4.22% 10/05/2018 Euro Institutional
Banco de Sabadell. S.A. 10/05/2014 4,455 7,648 EURIBOR 6M +3.50 10/05/2018 Euro Institutional
Banco de Sabadell. SA. 10/05/2014 3,180 8,61 4.42% 10/05/2020 Euro Institutional
Banco de Sabadell. S.A. 10/05/2014 4,452 9,563 EURIBOR 6M +3.50 10/05/2020 Euro Institutional
Banco de Sabadell. SA. 13/05/2014 20,000 20,000 EURIBOR 3M +0.80 13/05/2019 Euro Institutional
Banco de Sabadell. S.A. 10/06/2014 - 2,537 2.31% 10/06/2016 Euro Institutional
Banco de Sabadell. S.A. 10/06/2014 - 500 2.33% 10/06/2016 Euro Institutional
Banco de Sabadell. S.A. 10/06/2014 - 2,860 2.58% 10/06/2016 Euro Institutional
Banco de Sabadell. SA. 10/06/2014 - 492 2.60% 10/06/2016 Euro Institutional
Banco de Sabadell. S.A. 10/06/2014 - 2,192 EURIBOR 6M + 185 10/06/2016 Euro Institutional
Banco de Sabadell. SA. 10/06/2014 - 1,893 EURIBOR 6M +2.10 10/06/2016 Euro Institutional
Banco de Sabadell. S.A. 10/06/2014 1,309 2,146 3.39% 10/06/2018 Euro Institutional
Banco de Sabadell. S.A. 10/06/2014 2,577 4,220 3.63% 10/06/2018 Euro Institutional
Banco de Sabadell. S.A. 10/06/20 14 1284 2,41 EURIBOR 6M +2.75 10/06/2018 Euro Institutional
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Thousand euro

A mount

Date of Interest rate ruling at M aturity Issue Target of
Issuing entity issue 31/12/2016 31/12/2015 31/12/2016 date currency offering
Banco de Sabadell. SA. 10/06/2014 1,972 3,287 EURIBOR 6M +3.00 10/06/2018 Euro Institutional
Banco de Sabadell. SA. 10/06/2014 2,216 2,977 EURIBOR 6M +2.75 10/06/2020 Euro Institutional
Banco de Sabadell. SA. 10/06/2014 3,005 3,863 EURIBOR 6M +3.00 10/06/2020 Euro Institutional
Banco de Sabadell. SA. 27/06/2014 20,000 20,000 EURIBOR 3M +0.75 27/06/2019 Euro Institutional
Banco de Sabadell. S.A. 10/07/2014 - 4,555 2.47% 10/07/2016 Euro Institutional
Banco de Sabadell. SA. 10/07/2014 - 4,984 2.40% 10/07/2016 Euro Institutional
Banco de Sabadell. SA. 10/07/2014 - 2,834 2.44% 10/07/2016 Euro Institutional
Banco de Sabadell. SA. 10/07/2014 - 8,541 EURIBOR 6M +1.85 10/07/2016 Euro Institutional
Banco de Sabadell. SA. 10/07/2014 1643 2,422 3.52% 10/07/2018 Euro Institutional
Banco de Sabadell. SA. 10/07/2014 2,613 4,385 3.61% 10/07/2018 Euro Institutional
Banco de Sabadell. SA. 10/07/2014 4,904 7974 EURIBOR6M +2.75 10/07/2018 Euro Institutional
Banco de Sabadell. SA. 10/07/2014 5,705 7474 EURIBOR 6M +2.75 10/07/2020 Euro Institutional
Banco de Sabadell. S A. 10/08/2014 - 4,164 2.50% 10/08/2016 Euro Institutional
Banco de Sabadell. SA. 10/08/2014 - 1709 2.54% 10/08/2016 Euro Institutional
Banco de Sabadell. S A. 10/08/2014 - 3,632 2.55% 10/08/2016 Euro Institutional
Banco de Sabadell. SA. 10/08/2014 - 5718 EURIBOR6M +185 10/08/2016 Euro Institutional
Banco de Sabadell. SA. 10/08/2014 3,157 4,924 3.64% 10/08/2018 Euro Institutional
Banco de Sabadell. S A. 10/08/2014 1,736 2,679 3.73% 10/08/2018 Euro Institutional
Banco de Sabadell. SA. 10/08/2014 4,184 6,277 EURIBOR 6M +2.75 10/08/2018 Euro Institutional
Banco de Sabadell. SA. 10/08/2014 4,458 6,730 EURIBOR6M +2.75 10/08/2020 Euro Institutional
Banco de Sabadell. SAA. 10/09/2014 - 2,557 2.53% 10/09/2016 Euro Institutional
Banco de Sabadell. SA. 10/09/2014 - 2,400 EURIBOR6M +185 10/09/2016 Euro Institutional
Banco de Sabadell. SA. 10/09/2014 1,853 2,730 3.71% 10/09/2018 Euro Institutional
Banco de Sabadell. SA. 10/09/2014 2,289 3,490 EURIBOR6M +2.75 10/09/2018 Euro Institutional
Banco de Sabadell. SA. 10/10/2014 - 1959 2.27% 10/10/2016 Euro Institutional
Banco de Sabadell. SA. 10/10/2014 - 2,141 2.67% 10/10/2016 Euro Institutional
Banco de Sabadell. SA. 10/10/2014 - 1,306 EURIBOR 6M + 155 10/10/2016 Euro Institutional
Banco de Sabadell. SA. 10/10/2014 - 2,825 EURIBOR 6M +185 10/10/2016 Euro Institutional
Banco de Sabadell. SA. 10/10/2014 1922 2,750 EURIBOR6M +2.35 10/10/2020 Euro Institutional
Banco de Sabadell. SA. 04/112014 - 360,000 110% 04/05/2016 Euro Retail
Banco de Sabadell. SA. 10/1/2014 - 2,376 2.26% 10/112016 Euro Institutional
Banco de Sabadell. SA. 10/11204 - 4,462 2.24% 10/1172016 Euro Institutional
Banco de Sabadell. SA. 10/17/2014 - 4,213 EURIBOR6M +155 10/112016 Euro Institutional
Banco de Sabadell. SA. 10/11/2014 1,705 2,516 3.34% 10/1172018 Euro Institutional
Banco de Sabadell. SA. 10/17/2014 5,630 8,445 EURIBOR6M +2.35 10/112018 Euro Institutional
Banco de Sabadell. SA. 10/11204 3,681 4,601 EURIBOR6M +2.35 10/11/2020 Euro Institutional
Banco de Sabadell. SA. 10/12/2014 - 6,659 EURIBOR6M +155 10/12/2016 Euro Institutional
Banco de Sabadell. SA. 10/12/2014 - 5571 2.13% 10/12/2016 Euro Institutional
Banco de Sabadell. SA. 10/12/2014 - 3,349 2.19% 10/12/2016 Euro Institutional
Banco de Sabadell. SA. 10/12/2014 5985 9,064 EURIBOR6M +2.35 10/12/2018 Euro Institutional
Banco de Sabadell. SA. 10/12/2014 1934 2,857 3.19% 10/12/2018 Euro Institutional
Banco de Sabadell. SA. 10/12/2014 4,512 5640 EURIBOR6M +2.35 10/12/2020 Euro Institutional
Banco de Sabadell. SA. 30/12/2014 - 500,000 0.90% 30/06/2016 Euro Retail
Banco de Sabadell. SA. 02/02/2015 - 200,000 0.80% 02/08/2016 Euro Retail
Banco de Sabadell. SA. 26/02/2015 - 500,000 1.00% 26/08/2016 Euro Retail
Banco de Sabadell. SA. 13/04/2015 - 250,000 100% 13/10/2016 Euro Retail
Banco de Sabadell. SA. 12/05/2015 - 200,000 0.80% 12/08/2016 Euro Retail
Banco de Sabadell. SA. 29/06/2015 - 450,000 1.50% 29/12/2016 Euro Retail
Banco de Sabadell. SA. 14/07/2015 - 300,000 150% 14/10/2016 Euro Retail
Banco de Sabadell. SA. 04/08/2015 - 250,000 125.00% 04/112016 Euro Retail
Banco de Sabadell. SA. 16/10/2015 300,000 300,000 0.75% 16/012017 Euro Retail
Banco de Sabadell. SA. 26/112015 300,000 300,000 0.75% 26/05/2017 Euro Retail
Banco de Sabadell. SA. 03/02/2016 300,000 - 0.75% 03/05/2017 Euro Retail
Banco de Sabadell. SA. 05/04/2016 300,000 - 0.65% 05/07/2017 Euro Retail
Banco de Sabadell. SA. 14/06/2016 300,000 - 0.60% 14/06/2018 Euro Retail
Banco de Sabadell. SA. 26/07/2016 316,371 - 0.50% 26/07/2018 Euro Retail
Banco de Sabadell. SA. 20/09/2018 256,479 - 0.40% 20/09/2018 Euro Retail
Banco de Sabadell. SA. 05/12/2016 500,000 - 0.65% 05/03/2020 Euro Retail
Banco de Sabadell. SA. 12/12/2016 15,000 - MAX(EURIBOR 3M; 0.5% 12/12/2019 Euro Retail
Banco de Sabadell. SA. 29/12/2016 500,000 - 0.30% 29/06/2018 Euro Institutional
Subscribed by Group companies (9,820) (312,087)
Total straight bonds 3,226,857 4,378,806

(*) Companies merged with Banco Sabadell.
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Thousand euro

Date of Amount Interest rate ruling at M aturity Issue Target of
Issuing entity issue 31/12/2016 31/12/2015 31/12/2016 date currency offering
Banco Guipuzcoano. S.A. (*) 18/04/2007 25,000 25,000 170% 18/04/2022 Euro Institutional
CAM Global Finance. S.A.U. 04/06/2008 100,000 100,000 ref. underlying assets 04/06/2018 Euro Institutional
Banco de Sabadell. S A. 25/07/2012 3,000 3,000 ref. underlying assets 25/07/2022 Euro Retail
Banco de Sabadell. S.A. 10/10/2012 - 1600 ref.underlying assets 10/10/2016 Euro Retail
Banco de Sabadell. SA. 10/10/2012 1425 1,425 ref.underlying assets 10/10/2017 Euro Retail
Banco de Sabadell. S A. 20/12/2012 3,000 3,000 ref. underlying assets 20/12/2019 Euro Retail
Banco de Sabadell. S.A. 02/04/2013 - 4,000 ref. underlying assets 02/06/2016 Euro Retail
Banco de Sabadell. S.A. 16/04/2013 - 1,170 ref. underlying assets 18/04/2016 Euro Retail
Banco de Sabadell. SA. 16/05/2013 5,000 5,000 ref.underlying assets 16/05/2018 Euro Retail
Banco de Sabadell. S.A. 27/05/2014 5,000 5,000 ref.underlying assets 27/05/2019 Euro Retail
Banco de Sabadell. S A. 14/07/2014 10,000 10,000 ref. underlying assets 16/07/2024 Euro Retail
Banco de Sabadell. S A. 14/07/2014 3,000 3,000 ref.underlying assets 14/07/2021 Euro Retail
Banco de Sabadell. S A. 16/07/2014 5,000 5,000 ref.underlying assets 16/07/2019 Euro Retail
Banco de Sabadell. SA. 24/07/2014 4,000 4,000 ref. underlying assets 24/07/2019 Euro Retail
Banco de Sabadell. S.A. 10/10/2014 - 6,000 ref.underlying assets 10/1172016 Euro Retail
Banco de Sabadell. SA. 18/12/2014 5,000 5,000 ref.underlying assets 18/12/2019 Euro Retail
Banco de Sabadell. S A. 03/02/2015 7,000 7,000 ref.underlying assets 03/02/2020 Euro Retail
Banco de Sabadell. S.A. 15/04/2015 4,000 4,000 ref. underlying assets 15/04/2020 Euro Retail
Banco de Sabadell. S.A. 15/04/2015 - 8,500 ref.underlying assets 15/04/2020 Euro Retail
Banco de Sabadell. SA. 15/04/2015 8,000 8,000 ref.underlying assets 15/04/2020 Euro Retail
Banco de Sabadell. S.A. 22/05/2015 - 10,000 ref. underlying assets 22/05/2020 Euro Retail
Banco de Sabadell. SA. 06/07/2015 1800 15,000 ref. underlying assets 06/07/2020 Euro Retail
Banco de Sabadell. SA. 24/07/2015 39,998 39,998 ref. underlying assets 24/07/2018 Euro Retail
Banco de Sabadell. S.A. 14/10/2015 - 10,500 ref. underlying assets 14/10/2020 Euro Retail
Banco de Sabadell. S A. 18/12/2015 8,200 8,200 ref. underlying assets 18/12/2020 Euro Retail
Banco de Sabadell. S A. 12/02/2016 13,500 - ref.underlying assets 12/02/2021 Euro Retail
Banco de Sabadell. S.A. 15/03/2016 10,500 - ref.underlying assets 15/03/2021 Euro Retail
Banco de Sabadell. S A. 0104/2016 13,200 - ref.underlying assets 0104/2022 Euro Retail
Banco de Sabadell. SA. 0104/2016 10,000 - ref.underlying assets 0104/2022 Euro Retail
Banco de Sabadell. S.A. 13/05/2016 1,600 - ref.underlying assets 13/05/2021 Euro Retail
Banco de Sabadell. SA. 0106/2016 6,000 - ref.underlying assets 03/06/2019 Euro Retail
Banco de Sabadell. S.A. 17/06/2016 75,000 - ref.underlying assets 17/06/2019 Euro Retail
Banco de Sabadell. S.A. 20/06/2016 8,000 - ref. underlying assets 20/06/2019 Euro Retail
Banco de Sabadell. S.A. 2106/2016 8,500 - ref.underlying assets 17/06/2019 Euro Retail
Banco de Sabadell. S.A. 23/06/2016 19,300 - ref.underlying assets 23/06/2021 Euro Retail
Banco de Sabadell. S.A. 30/1172016 45,000 - ref.underlying assets 30/1172021 Euro Retail
Subscribed by Group companies (1,859) (1,845)
Total structured bonds 457,164 291,548
(*) Companies merged with Banco Sabadell.
Thousand euro

Date of Amount Interest rate ruling at M aturity Issue Target of
Issuing entity issue 31/12/2016 31/12/2015 31/12/2016 date currency offering
Banco CAM.S.A. (*) 09/03/2012 1,059,050 1,059,050 4.50% 09/03/2017 Euro Institutional
Subscribed by Group companies
Total ordinary government guarantee b« 1,059,050 1,059,050
(*) Companies merged with Banco Sabadell.
Thousand euro

Date of A mount Interest rate ruling at M aturity Issue Target of
Issuing entity issue 31/12/2016 31/12/2015 31/12/2016 date currency offering
Banco de Sabadell. SA.
(London office) (*) 18/12/2015 246,089 291918 Entre 0.13%y 1.86% Various Euro Institutional
Banco de Sabadell. S.A. (**) 03/03/2016 6,024,080 5,699,452 Entre 0.13%y 149% Various Euro Institutional
Subscribed by Group companies (2,331,669) (2,054,156)
Total promissory notes 3,938,500 3,937,214

(*) Promissory notes (ECP).

(**) Prospectus for €7.000.000 thousand, extendable to €9.000.000 thousand, filed with the Spanish National Securities Exchange Commission (CNM V).
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Thousand euro

Date of Amount Interest rate ruling at M aturity Issue Target of
Issuing entity issue 31/12/2016 31/12/2015 31/12/2016 date currency offering
Banco de Sabadell. SA. 19/012006 - 1,750,000 3.50% 19/012016 Euro Institutional
Banco de Sabadell. S.A. 10/05/2006 - 300,000 4.13% 10/05/2016 Euro Institutional
Banco de Sabadell. SA. 16/05/2006 - 120,000 4.25% 16/05/2016 Euro Institutional
Banco de Sabadell. S.A. 24/012007 1,500,000 1,500,000 4.25% 24/012017 Euro Institutional
Banco de Sabadell. S.A. 20/06/2007 300,000 300,000 EURIBOR 3M +0.045 20/06/2017 Euro Institutional
Banco de Sabadell. SA. 08/05/2009 100,000 100,000 EURIBOR 3M +1 08/05/2021 Euro Institutional
Banco de Sabadell. S.A. 3107/2009 200,000 200,000 EURIBOR 3M +130 3107/2017 Euro Institutional
Banco de Sabadell. SA. 18/09/2009 150,000 150,000 EURIBOR 3M +0.90 18/09/2018 Euro Institutional
Banco CAM.S.A. (%) 27/04/2010 30,000 30,000 4.60% 3107/2020 Euro Institutional
Banco de Sabadell. S.A. 10/12/2010 150,000 150,000 EURIBOR 3M +2.35 10/12/2020 Euro Institutional
Banco de Sabadell. SA. 1012011 100,000 100,000 EURIBOR 3M +2.60 1012019 Euro Institutional
Banco Guipuzcoano. S.A. (*) 19/017201 100,000 100,000 EURIBOR 3M +2.75 19/0172019 Euro Institutional
Banco de Sabadell. S.A. 07/06/201 200,000 200,000 EURIBOR 3M +2.25 07/06/2019 Euro Institutional
Banco de Sabadell. SA. 13/07/2011 50,000 50,000 EURIBOR 3M +2.60 13/07/2021 Euro Institutional
Banco de Sabadell. S.A. 12/12/201 150,000 150,000 EURIBOR 3M +3.10 12/12/2021 Euro Institutional
Banco de Sabadell. SA. 05/10/2012 95,000 95,000 EURIBOR 3M +4.80 05/10/2022 Euro Institutional
Banco de Sabadell. S.A. 28/12/2012 200,000 200,000 EURIBOR 3M +4.15 28/12/2020 Euro Institutional
Banco de Sabadell. S.A. 23/012013 1,000,000 1,000,000 3.38% 23/0172018 Euro Institutional
Banco de Sabadell. S.A. 09/12/2013 200,000 200,000 EURIBOR 3M+ 160 09/12/2021 Euro Institutional
Banco de Sabadell. S.A. 26/09/2014 250,000 250,000 EURIBOR 3M +0.70 26/09/2022 Euro Institutional
Banco de Sabadell. SA. 03/10/201%4 38,000 38,000 EURIBOR 3M +0.68 03/10/2023 Euro Institutional
Banco de Sabadell. SA. 12/112014 1,350,000 1,250,000 0.88% 12/112021 Euro Institutional
Banco de Sabadell. S.A. 26/1172014 1,000,000 1,000,000 EURIBOR 12M +0.055 26/1172018 Euro Institutional
Banco de Sabadell. SA. 05/12/2014 100,000 100,000 EURIBOR3 M +0.40 05/12/2022 Euro Institutional
Banco de Sabadell. S.A. 29/012015 1,250,000 1,250,000 EURIBOR 12 M +0.232 29/0172019 Euro Institutional
Banco de Sabadell. SA. 23/04/2015 1,500,000 1500,000 EURIBOR 12 M +0.08 23/04/2019 Euro Institutional
Banco de Sabadell. SA. 04/05/2015 250,000 250,000  EURIBOR 3 M +0.13 04/05/2023 Euro Institutional
Banco de Sabadell. S.A. 10/06/2015 750,000 750,000 0.38% 10/06/2020 Euro Institutional
Banco de Sabadell. SA. 18/06/2015 1,500,000 1500,000 EURIBOR 12 M +0.05 18/06/2020 Euro Institutional
Banco de Sabadell. S.A. 03/07/2015 50,000 50,000 EURIBOR3 M +0.20 03/07/2023 Euro Institutional
Banco de Sabadell. S.A. 20/07/2015 1,500,000 1,500,000 EURIBOR 12 M +0.05 20/07/2020 Euro Institutional
Banco de Sabadell. SA. 16/09/2015 1,000,000 1000,000 EURIBOR 12 M +0.07 16/09/2020 Euro Institutional
Banco de Sabadell. S.A. 03/1172015 1,000,000 1,000,000 0.63% 03/112020 Euro Institutional
Banco de Sabadell. SA. 26/012016 550,000 - EURIBOR 3M +0.80 26/012024 Euro Institutional
Banco de Sabadell. SA. 24/05/2016 50,000 - EURIBOR 3M +0.535 24/05/2024 Euro Institutional
Banco de Sabadell. S.A. 10/06/2016 1,000,000 - 0.625% 10/06/2024 Euro Institutional
Banco de Sabadell. SA. 20/10/2016 1,000,000 - 0.125% 20/10/2023 Euro Institutional
Banco de Sabadell. S.A. 15/12/2016 1,000,000 - EURIBOR 12M +0.24 15/12/2020 Euro Institutional
Banco de Sabadell. S.A. 2112/2016 500,000 - EURIBOR 12M +0.27 2112/2021 Euro Institutional
Banco de Sabadell. SA. 29/12/2016 250,000 - 0.969% 27/12/2024 Euro Institutional
Subscribed by Group companies (9,556,900) (8,133,200)
Total covered bonds 10,856,100 9,999,800
(*) Companies merged with Banco Sabadell.
Thousand euro

Date of Amount Interest rate ruling at M aturity Issue Target of
Issuing entity issue 31/12/2016 31/12/2015 31/12/2016 date currency offering
Banco de Sabadell. SA. 23/04/2015 500,000 500,000 EURIBOR 12M +0.13 23/04/2019 Euro Institutional
Banco de Sabadell. S.A. 16/12/2015 400,000 400,000 EURIBOR 12M +0.33 16/12/2019 Euro Institutional
Subscribed by Group companies (900,000) (900,000)

Total territorial bonds

(*) Companies merged with Banco Sabadell.
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Securitisations

The following table shows the bonds issued by securitisation funds of assets pending depreciation at 31

December 2016 and 2015, respectively.

Thousand euro

Issue Liability outstanding

Type of assets Number
Year securitised f securities Amount 2016 2015 Yield
2004 TDA CAM 3.FTA (*) (A) 12,000 1,200,000 117,948 146,580 EURIBOR 3M + (between 0.23%and 0.70%
2004 GC SABADELL1F.TH.(A) 12,000 1200,000 134,309 159,515 EURIBOR 3M + (between 0.06%and 0.78%
2004 FTPYMETDA CAM 2 F.TA(Y) (A) 1968 196,800 8,748 4,527 EURIBOR 3M + (between 0%and 0.70%)
2005 TDA CAM 4.FTA (*) (A) 20,000 2,000,000 255,169 321,190 EURIBOR 3M + (between 0.09%and 0.24%
2005 TDA CAM 5FTA (*) (A) 20,000 2,000,000 250,566 289,145 EURIBOR 3M + (between 0.12%and 0.35%)
2005 TDA 23.FTA (**) (A) 8,557 289,500 24,747 30,934 EURIBOR 3M + (between 0.09%and 0.75%
2006 TDA CAM 6 F.T.A (*) (A) 13,000 1,300,000 171,566 205,117 EURIBOR 3M + (between 0.13%and 0.27%
2006 IM FTGENCAT SABADELL2.F.T.A.(C) 5,000 500,000 - 45,751 EURIBOR 3M + (between 0.045%and 0.70%)
2006 EMPRESASHIPOTDA CAM 3 F.T.A (*)(A) 5,750 575,000 21079 45,582 EURIBOR 3M + (between 0.18%and 0.80%
2006 TDA CAM 7F.T.A (*)(A) 15,000 1,500,000 202,119 291599 EURIBOR 3M + (between 0.14%and 0.30%
2006 CAIXA PENEDES 1TDA.FTA (***) (A) 10,000 1,000,000 82,962 93,796 EURIBOR 3M + (between 0.14 %and 0.55%)
2006 TDA 26-MIXTO. FTA (**) (A) 6,783 435,500 5,079 6,062 EURIBOR 3M + (between 0.14%and 3.50%)
2006 FTPYMETDA CAM 4 F.T.A (*) (A) 1918 1,191,800 103,915 137,791 EURIBOR 3M + (between 0.02%and 4%
2007 TDA CAM 8 F.T.A(*) (A) 17,128 1,712,800 188,620 339,552 EURIBOR 3M + (between 0.13%and 3.50%
2007 CAIXA PENEDES PYMES 1TDA, FTA (***) (A) 7,900 790,000 9,183 20,712 EURIBOR 3M + (between 0.19%and 0.80%
2007 GCFTPYME SABADELL6,F.T.A.(C) 10,000 1,000,000 - 37,951 EURIBOR 3M + (between -0.005%and 0.75%
2007 TDA CAM 9 F.T.A (*)(A) 15,150 1,515,000 220,748 332,655 EURIBOR 3M + (between 0.12%and 3.50%)
2007 TDA 29.FTA (**) (A) 8,128 452,173 116,097 132,867 EURIBOR 3M + (between 0.20%and 3.50%)
2007 CAIXA PENEDES 2 TDA. FTA (***) (A) 7,500 750,000 - - EURIBOR 3M + (between 0.30%and 1.75%
2008 IM SABADELLRMBS2.F.T.A.(A) 14,000 1400,000 - = EURIBOR 3M + (between 0.45%and 1.75%
2008 FTPYMETDA CAM 7F.T.A (*) (A) 10,000 1,000,000 - - EURIBOR 3M + (between 0.30%and 150%)
2008 CAIXA PENEDES FTGENCAT 1TDA. FTA (***) (A) 5,700 570,000 - - EURIBOR 3M + (between 0.35%and 1.75%
2008 TDA CAM MF.T.A (*) (A) 13,812 1381200 - - EURIBOR 3M + (between 0.40%and 3.50%
2008 IM SABADELLRMBS3.F.T.A.(A) 14,400 1440,000 - - EURIBOR 3M + (between 0.40%and 125%
2008 TDA 31.FTA (**) (C) 3,000 300,000 - - EURIBOR 3M + (between 0.30%and 120%
2009 TDA CAM 12 F.T.A (*) (A) 15,960 1,596,000 - - EURIBOR 3M + (between 0.40%and 3.50%
2009 GAT-ICO-FTVPO 1. F.TH(*™) (A) 3,374 337,400 - - EURIBOR 3M + (between 140%and 1.50%
2014  CAPEFUNDING 20#4-1PLC (****) 1 3,315,420 2,235915 3,209,094 3M £ LIBOR +0.6%
2015 DUNCAN FUNDING 2015-1PLC (*****) (B) 21638 2,940,691 601,347 741,579 EURIBOR3 M +0.48%y £ LIBOR 3 M + (between 0%and 1.5%
2016 DUNCAN FUNDING 2016-1PLC (*****) (B) 33,895 4,354,356 595,000 - EURIBOR 3 M +0.40%y £ LIBOR 3 M +(between 0.77%and 2.5%)
2016 IM SABADELLPYME 10.F.T.(A) 17,500 1,750,000 - - EURIBOR 3M + (between 0.75%and 0.90%
Subtotal 5,345,117 6,601,999

(*) Banco CAM securitisation funds in effect.

(**) Banco Guipuzcoano securitisation funds in effect.

(***) Securitisation funds in effect derived from acquisition of assets from BM N-Penedés.
(****) TSB securitisation fund in effect. The fund was fully drawn down in November.
(*****) TSB securitisation fund in effect.

(A) Issues quoted on AIAF (Spanish Brokers' Association) fixed income market.

(B) Issues quoted on the LSE market.

(C) Securitisation funds liquidated during 2016.

Statutory information

367



Subordinated liabilities

The subordinated liabilities issued by the Group at 31 December 2016 and 2015 are as follows:

Thousand euro

Interest rate Maturity /

Amount ruling at cancellation Issue Target of
Issuing entity Date of issue 31/12/201631/12/2015 31/12/2016 date currency offering
Banco Guipuzcoano. S.A. (*) 21/03/2006 - 12,600 - 21/03/2016 Euro Institutional
Banco de Sabadell. S.A. 25/05/2006 - 206,600 - 25/05/2016 Euro Institutional
CAM International Issues. S.A.U. 29/09/2006 - 80,250 - 29/09/2016 Euro Institutional
CAM International Issues. S.A.U. 26/04/2007 66,050 66,050 RIBOR 3M +0.80% 26/04/2017 Euro Institutional
Banco de Sabadell. S.A. 26/04/2010 424,600 424,600 6.250% 26/04/2020 Euro Institutional
Banco de Sabadell. S.A. 25/02/2011 40,400 40,400 RIBOR 3M +4.00% 25/02/2021 Euro Institutional
Banco de Sabadell. S.A. (**) 28/10/2013 - 42,238 - 28/10/2016 Euro Retail
Banco de Sabadell. S.A. (**) 28/10/2013 17,680 35,360 5.000% 28/10/2017 Euro Institutional
TSB Banking Group Plc 01/05/2014 449,672 547,921 5.750% 06/05/2021  Pound sterling Institutional
Banco de Sabadell. S.A. 06/05/2016 500,000 - 5.625% 06/05/2026 Euro Institutional
Subscribed by Group companies (35,760) (32,832)
Total subordinated bonds 1,462,642 1,423,187

(*) Currently merged with Banco de Sabadell. SA.
(*) Convertible subordinated bonds.

Thousand euro

Interest rate Maturity /

Amount ruling at cancellation Issue Target of
Issuing entity Date of issue 31/12/201631/12/2015 31/12/2016 date currency offering
Banco de Sabadell. S.A. 20/09/2006 18,400 18,400 RIBOR 3M +2.17% - Euro Institutional
Subscribed by Group companies
Total preference shares 18,400 18,400

The issues included in subordinated liabilities, for the purpose of credit priority, are placed after all the
unsecured creditors of the Group. All issues have been made in euros.
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Schedule VI - Concentration of risks by geography

The risk concentration broken down by activity and at the level of Spanish autonomous communities at 31
December 2016 and 2015, respectively, is as follows:

Thousand euro

2016
AUTONOMOUS REGIONS
TOTAL illa- i
Andalusia Aragén Asturias aric Islandsary Islands Cantabria Castilla Castilla y Catalonia
La Mancha Leén
Credit institutions 8,058,200 159,408 268 21,191 660 530 67,007 667 810 963,535
General Governments 19,758,603 262,488 102,732 198,955 77,310 46,294 27,866 34,531 455,564 908,625
Central Governments 14,395,295 - - - - - - - - -
Rest 5,363,308 262,488 102,732 198,955 77,310 46,294 27,866 34,531 455,564 908,625
Other financial institutions 2,700,955 3,485 573 2,568 1,192 336 243 10,912 6,356 1,103,938
Non-financial companies and individual
entrepreneurs 51,874,700 3,022,132 920,867 1,783,544 1,744,371 918,666 248,723 772,935 1,344,358 15,452,306
Real estate construction and development 7,008,309 809,916 131,480 162,490 168,889 121,984 20,999 87,377 76,785 1,516,773
Civil engineering construction 1,820,929 66,313 33,551 62,007 9,993 3,569 4,935 10,701 29,719 457,671
Other purposes 43,045,462 2,145,903 755,836 1,559,047 1,565,489 793,113 222,789 674,857 1,237,854 13,477,862
Large companies 16,496,530 623,660 202,157 505,496 606,523 274,833 106,154 309,685 356,569 4,218,630
SMEs and individual entrepreneurs 26,548,932 1,522,243 553,679 1,053,551 958,966 518,280 116,635 365,172 881,285 9,259,232
Non-profit Institutions serving househo 39,866,067 2,676,893 491,153 1,251,325 1,547,361 601,614 113,166 603,886 696,765 13,926,972
Housing 31,112,369 2,120,396 385,655 932,183 1,244,639 438,654 86,041 477,313 545,996 10,843,832
Consumer loans 5,764,952 394,163 79,137 208,159 194,390 130,065 20,591 85,630 101,401 2,184,199
Other purposes 2,988,746 162,334 26,361 110,983 108,332 32,895 6,534 40,943 49,368 898,941
TOTAL 122,258,525 6,124,406 1,515,593 3,257,583 3,370,894 1,567,440 457,005 1,422,931 2,503,853 32,355,376
Thousand euro
2016
AUTONOMOUS REGIONS
Extremadura Galicia Madrid Murcia Navarra Valencia Basque La Rioja CoUta &
Country Melilla
Credit institutions 57 16,192 6,257,400 5,194 96 140,057 425,039 59 30
General governments 51,105 111,799 1,395,725 50,704 135,033 801,309 648,641 46,504 8,123
Central governments
Rest 51,105 111,799 1,395,725 50,704 135,033 801,309 648,641 46,504 8,123
Other financial institutions 105 4,410 1,331,397 3,860 388 144,341 86,757 - 94
Non-flnanclal companles and indlvidual 142,876 1,788,990 12,409,279 1,655,492 566,155 5,476,742 3,408,825 196,008 22,431
Real estate construction and development 12,010 114,673 1,399,907 673,205 25,821 1,429,989 218,541 33,275 4,195
Civil engineering construction 4,013 119,996 802,568 9,541 9,767 66,475 129,163 947
Other purposes 126,853 1,554,321 10,206,804 972,746 530,567 3,980,278 3,061,121 161,786 18,236
Large companies 40,352 368,535 5,699,514 205,117 213,023 1,124,970 1,606,150 34,866 296
SMEs and individual entrepreneurs 86,501 1,185,786 4,507,290 767,629 317,544 2,855,308 1,454,971 126,920 17,940
Non-profit institutions serving househo 124,839 733,164 4,702,056 2,732,930 162,883 8,414,576 962,429 71,437 52,618
Housing 96,037 514,363 3,809,902 2,029,706 119,493 6,592,794 773,925 55,165 46,275
Consumer loans 22,327 157,083 525,936 427,443 24,594 1,082,532 110,169 12,132 5,001
Other purposes 6,475 61,718 366,218 275,781 18,796 739,250 78,335 4,140 1,342
TOTAL 318,982 2,654,555 26,095,857 4,448,180 864,555 14,977,025 5,631,691 314,008 83,296
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Thousand euro

2015

AUTONOMOUS REGIONS

TOTAL illa- i
Andalusia Aragén Asturias aric Islandsary Islands Cantabria Castilla Castillay Catalonia
La Mancha Leén
Credit institutions 6,403,443 66,554 12,766 33,476 25,840 10,135 2,617 7,002 16,072 3,757,280
General governments 18,361,763 295,734 9,411 144,030 101,402 77,956 27,674 47,420 182,844 962,002
Central governments 13,590,809 - - - - - - - - -
Rest 4,770,954 295,734 9,411 144,030 101,402 77,956 27,674 47,420 182,844 962,002
Other financial institutions 3,720,607 33,695 6,891 15,483 15,209 5,708 1,691 4,277 16,613 410,437
Non-financial companies and
individual entrepreneurs 53,899,509 2,187,545 767,820 1,687,938 1,343,311 572,115 191,485 303,341 991,055 18,680,551
Real estate construction and development 6,646,225 631,075 127,920 173,724 160,246 107,166 16,222 35,197 87,612 1,517,128
Civil engineering construction 1,876,893 41,451 13,170 66,230 10,428 4,748 5,559 9,806 38,783 229,203
Other purposes 45,376,391 1,515,019 626,730 1,447,984 1,172,636 460,200 169,704 258,338 864,660 16,934,220
Large companies 18,951,422 380,037 189,319 486,782 457,561 120,692 32,145 18,444 194,726 9,432,943
SMEs and individual entrepreneurs 26,424,969 1,134,982 437,411 961,202 715,076 339,509 137,559 239,894 669,934 7,501,277
Non-profit institutions serving househc 40,366,740 2,584,092 488,119 1,269,102 1,587,907 566,976 91,960 482,604 652,803 14,109,616
Housing 31,926,681 2,086,178.00 378,962 965,836 1,283,895 435,331 70,564 395,120 520,832 11,170,364
Consumer loans 5,607,390 357,901.00 76,262 197,081 196,978 101,932 17,146 64,106 88,618 2,141,084
Other purposes 2,832,669 140,013.00 32,894 106,186 107,034 29,713 4,250 23,378 43,353 798,168
Less: Adjustments due to asset
impairment not allocated to specific - - - - - - - - - -
operations
TOTAL 122,752,062 5,167,621 1,285,007 3,150,029 3,073,670 1,232,889 315,426 844,643 1,859,388 37,919,888
Thousand euro
2015
AUTONOMOUS REGIONS
. . . . L Ceuta y
Extremadura Galicia Madrid Murcia Navarra Valencia jue Country La Rioja Melilla
Credit institutions 1,656 22,521 1,522,237 60,996 9,760 708,912 35,711 109,476 430
General governments 52,777 408,216 908,307 57,780 62,232 912,111 503,970 17,087 -
Central governments - - - - - - - - -
Rest 52,777 408,216 908,307 57,780 62,232 912,111 503,970 17,087 -
Other financial institutions 996 16,697 463,294 23,393 3,691 2,651,788 48,265 2,099 380
Non-financial companies and individual 40,974 1,441,997 8,052,634 1,152,625 496,696 13,065,676 2,705,310 206,935 11,503
Real estate construction and development 5,882 91,812 914,094 549,118 31,288 1,925,077 246,507 25,869 288
Civil engineering construction 1,174 124,349 1,123,183 8,244 12,531 61,532 124,796 1,706 -
Other purposes 33,918 1,225,836 6,015,357 595,263 452,877 11,079,067 2,334,007 179,360 11,215
Large companies 5,316 288,870 2,790,482 55,755 183,315 3,205,105 1,054,217 55,594 120
SMESs and individual entrepreneurs 28,602 936,966 3,224,875 539,508 269,562 7,873,961 1,279,790 123,766 11,095
Non-profit institutions serving househo 109,036 696,608 4,744,180 2,909,028 142,065 8,923,178 901,633 72,189 35,645
Housing 85,016 518,296 3,926,839 2,151,181 111,158 6,999,237 740,527 56,297 31,049
Consumer loans 17,877 136,918 494,410 443,617 21,576 1,131,940 105,201 10,963 3,780
Other purposes 6,143 41,394 322,931 314,230 9,331 792,001 55,905 4,929 816
Less: Adjustments due to asset
impairment not allocated to specific - - - - - - - - -
operations
TOTAL 205,439 2,586,038 15,690,652 4,203,823 714,443 26,261,665 4,194,889 407,787 47,958
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Schedule VIl — Annual banking report

INFORMATION REQUIRED UNDER ARTILE 89 OF EUROPEAN PARLIAMENT AND COUNCIL DIRECTIVE
2013/36/EU OF 26 JUNE 2013

This information has been prepared in compliance with Article 89 of Directive 2013/36/EU of the European
Parliament and Council of 26 June 2013 relating to access to the activity of credit institutions and the
prudential supervision of credit institutions and investment firms, amending Directive 2002/87/EC and
repealing Directive 2006/48/EC and Directive 2006/49/EC, and the transposition thereof into Spanish
national legislation in accordance with Article 87 and Transitional Provision 12 of Law 10/2014 of 26 June
2014 on the arrangement, supervision and solvency of credit institutions published on the Official State
Gazette of 27 June 2014.

In accordance with the above regulations the following information is presented on a consolidated basis for the
financial year 2016:

Turnover No. equivalent full Gross income Corporate income

(thousand euro) time employees before tax tax

Spain 4,034,753 16,680 665,161 (187,738)
United Kingdom 1,209,891 7,239 253,442 (81,216)
United States 159,176 683 86,880 (35,694)
Rest 66,878 396 13,939 1,079
Total 5,470,698 24,998 1,019,422 (303,569)

At 31 December 2016, income from the Group's assets calculated dividing the consolidated gains/(losses)
during the year between total assets amounts to 0.34%.

This information is available in Schedule | to these consolidated Annual Accounts for the year ended 31
December 2016, in which the companies operating in each jurisdiction are listed, including among other
details their names, geographical location and area of activity.

As can be seen in Schedule |, the main activity carried out by the group in the different jurisdictions in which it
operates is banking, and fundamentally commercial banking through an extensive range of products and
services for large and medium enterprises, SMEs, businesses and self-employed professionals, professional
groups, other individuals and Bancassurance.

For the purposes of this information, business volume is regarded as the gross income reflected on the
consolidated income statement for December 2016. Data on full-time equivalent employees have been
obtained from the template of each company/country at the end of 2016.

The amount of public grants and aid received is not material.
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CONSOLIDATED REPORT OF THE DIRECTORS FOR 2016

This report has been prepared in line with the recommendations contained in the Guide for the preparation of
directors’ reports by listed companies, published by the Spanish National Securities Commission (CNMV) in
July 2013.
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GOVERNANCE STRUCTURE AND STRATEGY OVERVIEW

1.1. Organisation structure

The Group is organised into the following business units:

Banking business Spain includes the following business units for customers:

= Retail and Business Banking: this is the largest single business line in the Group; it focuses on
offering financial products and services to large and medium-sized enterprises, SMEs, retailers and
sole proprietors, individuals and professional groups, Consumer Finance and Bancassurance.

Sabadell is the reference brand which operates in the majority of the Spanish market. It also operates
under the following brands;

- SabadellHerrero in Asturias and Leon.

- SabadellGuipuzcoano in the Basque Country, Navarre and La Rioja.

- SabadellGallego in Galicia.

- SabadellSolbank in the Canary Islands, Balearic Islands, and coastal regions in the South and the
Levante region.

- ActivoBank focuses its activity on customers who operate exclusively over the Internet and/or by
phone.

= Corporate Banking; this unit offers products and services to large enterprises and financial
institutions, both national and international. Its activities encompass corporate banking, structured
finance, and Trade Finance & IFI.

=  Markets and Private Banking: this unit offers savings and investment management services to Banco
Sabadell customers, including the analysis of investment options, market trading, active asset
management and custody services. It comprises the following businesses, which are managed on an
integrated basis: SabadellUrquijo Private Banking, the Investment, Products and Analysis unit,
Treasury and Capital Markets, and Securities Trading and Custody.

Asset Transformation manages the bank’s real estate balance sheet with a general overview of the entire
transformation process, providing services to the real estate portfolio of the Group and of third parties, with a
commitment to business and maximising value.

Banking business United Kingdom: The TSB franchise includes retail business conducted in the United
Kingdom, which includes current and savings accounts, personal loans, credit cards and mortgages. For
2015, it only includes TSB Banking Group PLC and 6 months of results.

Banking business Americas: this area is made up of a number of business units, investees and
representative offices that engage in corporate banking, private banking and retail banking activities
related to finance. 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. The business is carried out through the Banco Sabadell Miami Branch, Sabadell
United Bank and Sabadell Securities in the United States and Sabadell Capital SOFOM and Banco Sabadell
Institucién Banca Miltiple in Mexico.

BancSabadell d’Andorra: Banco Sabadell holds a 50.97% stake in BancSabadell d’Andorra, an entity

incorporated in the Principality of Andorra and which targets individuals with medium-to-high earnings and
leading companies in the Principality of Andorra.
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Banco Sabadell is the parent company of a group of companies which at 31 December 2016 numbered a total
of 159, of which 127 are considered part of the group and 32 are associates (at 31 December 2015, they
numbered 170, of which 127 were considered Group companies and 43 were associates).

The Board of Directors is the highest decision-making body of the company and its consolidated group, as it is
responsible under the law and the Articles of Association for managing and representing the bank. The Board
of Directors is basically configured as a supervision and control instrument, delegating the management of
ordinary business to executive bodies and the management team.

The Board of Directors is governed by clear-cut and transparent governance regulations, specifically the
Articles of Association and Board Regulations in accordance with corporate governance standards.

Its responsibilities include:
a) Approving the Company's general strategies;
b) Appointing and, if appropriate, discharging management staff in the various subsidiaries;

c) ldentifying the Company's main risks and implementing and monitoring the appropriate internal control and
reporting systems;

d) Setting policies on the reporting and disclosure of information to shareholders, the markets and the general
public;

e) Setting policies on the treasury portfolio in accordance with any guidelines laid down at the General
Meeting of Shareholders;

f) Approving the Annual Report on Corporate Governance;

g) Authorising transactions between the Company and its management staff and significant shareholders that
may pose a conflict of interest; and

Generally deciding on business or financial transactions that are of particular importance for the Company.

The composition of the Board of Directors as of 31 December 2016 is as follows:

José Oliu Creus Chairman

José Javier Echenique Landiribar Deputy Chairman

Jaime Guardiola Romojaro CEO for Banco Sabadell
Aurora Cata Sala Director

Joaquin Folch-Rusifiol Corachan Director

Maria Teresa Garcia-Mila Lloveras Director

José Manuel Lara Garcia Director

Joan Llonch Andreu Director

David Martinez Guzman Director

José Manuel Martinez Martinez Director

José Ramoén Martinez Sufrategui Director

Anténio Vitor Martins Monteiro Director

José Luis Negro Rodriguez Director-General Manager
David Vegara Figueras Director

Miquel Roca i Junyent Non-voting Secretary
Maria José Garcia Beato Non-voting Deputy Secretary

The Board of Directors has implemented a series of clear-cut and transparent rules and regulations on
corporate governance, which are in line with Spanish regulations on corporate governance. The majority of the
Board members (11 of 14) are non-executive directors, including 7 independent directors.

On 22 September 2016, the Board of Directors approved the appointment of Mr Manuel Valls Moraté as
Independent Director. On 20 January 2017, his suitability was confirmed by the European Central Bank and
this appointment was registered with the Bank of Spain official Senior Officers Register (Registro de Altos
Cargos), but it has not yet been registered with the Mercantile Registry.
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On 20 January 2017, Proprietary Director Mr Anténio Vitor Martins Monteiro submitted his voluntary
resignation from his post of Director.

At present, there are five delegated committees in operation to which the Board of Directors delegates
functions by making use of the powers conferred on it in the Articles of Association; meetings of the
committees are attended by members of the General Management.

These Committees are:
= The Executive Committee
=  The Audit and Control Committee
=  The Appointments Committee
=  The Remuneration Committee
= The Risk Committee

The composition of these Committees at 31 December 2016 is shown in the table below:

Composition of Committees

Position Executive Audit Appointments Remuneration Risk
y Control
Chair Josep Oliu Maria Teresa Aurora Cata Aurora Cata David Vegara
Creus Garcia-Mila Lloveras Sala Sala Figueras
Member José Javier Echenique Joan Llonch Joaquin Folch- Joaquin Folch- Maria Teresa
Landiribar Andreu Rusifiol Corachan Rusifiol Corachan Garcia-Mila Lloveras
Member Jaime Guardiola José Ramon Joan Llonch Maria Teresa Joan Llonch
Romojaro M artinez Sufrategui Andreu Garcia-Mila Lloveras Andreu
Member José Manuel Martinez
Martinez
Member José Luis Negro -
Rodriguez
Non-voting Maria José Garcia Miquel Roca Miquel Roca Maria José Garcia Maria José Garcia
Secretary Beato i Junyent i Junyent Beato Beato
Number of meetings in 2016 36 7 © n 9

Executive Committee

The Executive Committee is responsible for coordinating the bank’s Executive Management, adopting to this
end any resolutions and decisions within the scope of the powers vested in it by the Board of Directors, for
monitoring usual activities in the bank. Any decisions adopted during Committee meetings are reported to the
Board of Directors, without prejudice to any other functions assighed to the Executive Committee in the
Articles of Association and the Board’s Regulations.

Audit and Control Committee
The Audit and Control Committee is responsible for functions established by Law, including:

a) Reporting to the General Meeting of Shareholders on all issues raised by shareholders that are within its
remit;

b) Monitoring the effectiveness of the company’s internal controls, any Internal Audit carried out and the risk
management systems, including those for fiscal risks, in place, and discussing with account auditors or
auditing firms any significant internal control weaknesses identified in the course of the audit;

c) Overseeing the preparation and presentation of regulated financial information;

d) Making recommendations to the Board of Directors, for submission at the General Meeting of Shareholders,
on the appointment of external account auditors and their terms of engagement, the scope of their
professional mandate and, if applicable, the renewal or non-renewal of their engagement; overseeing
compliance with the audit agreement and ensuring that the opinion on the annual accounts and the main
findings of the auditor’s report are expressed in a clear and precise way;
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e) Advising on the annual accounts and the quarterly and half-yearly financial statements and any
prospectuses required to be filed with the regulatory or supervisory authorities; monitoring regulatory
compliance and ensuring that generally accepted accounting principles have been correctly applied, and
reporting on any proposed amendments to those principles;

f) Maintaining working relations with external auditors to receive information on, and enquire into, any issues
that could compromise their independence, to be reviewed by the Committee, and any other matters related to
the account auditing process and auditing standards;

g) Advising on any issues referred to the Committee by the Board of Directors that are within its remit;

h) Any other matters for which the Committee is responsible by law or under the Articles of Association or any
of their implementing regulations, or under any generally applicable rules on good governance.

Pursuant to its Regulations, the Audit and Control Committee performs functions related to the process of
financial reporting and internal control systems, functions related to account auditing, functions related to
economic and financial information, functions related to internal audit servicing and functions related to
compliance with regulatory requirements, legal requirements and good governance codes, specifically:

a) Overseeing compliance with the law, internal regulations and regulatory provisions concerning Company
activities;

b) Assessing the effectiveness of, and compliance with, the Regulations of the General Meeting of
Shareholders, the Board of Directors’ Regulations, the Company’s Code of Conduct and, particularly, the
Internal Code of Conduct for Securities Market Trading;

¢) Reviewing compliance with the Company’s rules on corporate governance and submitting recommendations
for improvement to the Board as it sees fit; and

d) Supervising the corporate governance report to be approved by the Board of Directors and included in the
annual report.

Appointments Committee

The Appointments Committee shall have, as a minimum, the following basic responsibilities, without prejudice
to any other functions assigned to the Appointments Committee by Law, in the Articles of Association, the
Board of Directors and the Board’s Regulations:

a) Make recommendations to the Board of Directors on the appointment of independent directors for their co-
opted appointment or for their subjection to the decision at the General Meeting of Shareholders, in addition to
any proposals for re-electing or discharging these directors;

b) Submit the proposals for the appointment of the remaining directors for their co-opted appointment or for
their subjection to the decision at the General Meeting of Shareholders, in addition to any proposals for re-
electing or discharging these directors;

¢) Ensure compliance with the qualitative composition of the Board of Directors, in accordance with the
provisions of Article 53 of the Articles of Association;

d) Evaluate the suitability, skills, knowledge and experience necessary for members of the Board of Directors;

e) Submit the proposals for the appointment and discharge of senior management staff and of the Designated
Group;

f) Report the basic terms and conditions of the contracts of the executive directors and senior management
staff;

g) Examine and organise the plans of succession of the Chairman of the Board and the first executive director
of the bank and, where applicable, present proposals to the Board;

h) Establish an objective for gender diversity in the Board of Directors and prepare ideas on how to reach this
objective.
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Remuneration Committee

The Remuneration Committee shall have, as a minimum, the following basic responsibilities, without prejudice
to any other functions assigned to the Remuneration Committee by Law, in the Articles of Association, by the
Board of Directors and the Board’s Regulations:

a) Propose to the Board of Directors the directors’ remuneration policy;

b) Propose to the Board of Directors the remuneration policy of General Managers and those performing Senior
Management functions who directly report to the Board, Executive Committee members or CEOs, and the
individual remuneration and other contractual conditions of the Executive Directors, ensuring their compliance;
c) Regularly review the remuneration policy;

d) Report on the schemes for remuneration in shares and/or options;

e) Regularly review the general principles in matters of remuneration, and the remuneration schemes of all
employees, ensuring that the latter are in line with these principles;

f) Ensure that remuneration is transparent;
g) Ensure that any potential conflicts of interest do not hinder the impartiality of external consultants;

h) Verify the information on remuneration contained in the various corporate documents, including the
Directors’ Remuneration Report.

Risk Committee

The Risk Committee shall have, as a minimum, the following basic responsibilities, without prejudice to any
other functions assigned to the Risk Committee by Law, in the Articles of Association, the Board of Directors
and the Board’s Regulations:

a) Supervising the implementation of the Risk Appetite Framework;

b) Determining and making recommendations to the full Board on annual levels of investment in the real estate
market, as well as criteria and volumes applicable to all different types of such investments;

c) Reporting to the full Board on the performance of its functions, in accordance with this Article and any other
applicable legal provisions or provisions in the Articles of Association;

d) Making quarterly reports to the full Board on the levels of risk taken, investments carried out and on their
evolution, as well as on any possible repercussions on the Group’s income caused by fluctuations in interest
rates and their adjustment to their VAR approved by the Board;

e) Monitoring and detecting any breaches of the approved tolerance thresholds, ensuring the activation of the
corresponding contingency plans established to this effect;

f) Reporting to the Remuneration Committee on whether the employees’ Remuneration Programmes are
consistent with the bank’s risk, capital and liquidity levels.

1.2. Operation: main objectives achieved and actions implemented

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.

The bank's management model is focused on long-term customer retention, through on-going efforts designed
to build customer loyalty by taking initiatives and being proactive in its relationship with customers. The bank
has a comprehensive offering of products and services, a qualified work force, a technology platform that
supports growth and a constant focus on the pursuit for quality.
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Since the onset of the financial crisis, Spain’s banking sector has been undergoing an unprecedented process
of consolidation. Higher levels of capital, stricter provisioning requirements, the economic recession and
pressure from capital markets are some of the factors that have driven Spanish entities to merge and thus
expand their footprint, maximise efficiency and strengthen their balance sheets.

During the last decade, Banco Sabadell has expanded its geographical footprint and increased its market
share in Spain through several acquisitions, the largest of which was Banco CAM in 2012, which enabled it to
significantly expand its balance sheet. In 2013 Banco Sabadell was able to undertake further corporate
actions on economically acceptable terms in a context of banking sector restructuring. Following the
acquisition of the Penedés branch network, Banco Gallego and Lloyds Espana in 2014, Banco Sabadell is well
positioned to grow organically and to benefit from the economic recovery in Spain.

In terms of the completed acquisitions, synergies from the Banco CAM merger exceeded expectations, and
the technological and operational integration of the Penedés branch network into that of Banco Sabadell was
successfully completed in 2013, followed by the integration of Banco Gallego and Lloyds Espana in 2014.

Acquisitions and organic growth in recent years have enabled Banco Sabadell to strengthen its position in
some of Spain’s most prosperous regions (e.g. Catalonia, Valencia and the Balearic Islands) and to increase
its market share in other key areas. Based on the most recent information available, Banco Sabadell’s market
share in Spain stands at 7.6% in lending and 6.8% in deposits (November 2016). Furthermore, Banco Sabadell
stands out in products such as ICO funding, with a market share of 35.6% (December 2016); trade credit with
a market share of 9.7% (November 2016); payrolls with a market share of 9.1% (December 2016) and POS
turnover with a market share of 14.4% (September 2016).

In terms of international business, Banco Sabadell has always been exemplary. This has not changed in 2016
and Sabadell has continued being present in strategic areas and has accompanied companies in their
international activity, reaching market shares of 29.4% and 15.1 % in documentary credit for exports and
imports, respectively (November 2016).

As regards internationalisation, the current plan has represented Banco Sabadell’s definitive leap towards
becoming a global bank. Over the last three years, we have expanded our international footprint, and our main
milestones have been: the acquisition of British bank TSB and the entry into the Mexican market, after
obtaining a licence to operate in this country as a commercial bank. During this period, we have also opened
two representative offices in Colombia and Peru, with the purpose of originating corporate business. Thus, at
December 2016, more than 30% of the Group's lending was generated outside of Spain (24% in the United
Kingdom and 8% in the Americas and other countries/regions), comfortably exceeding the objective that we
had set ourselves of having 10% of our lending outside of Spain by the end of the TRIPLE Plan.

Short-term priorities in TSB are the implementation of its current business plan on one hand, and technology
migration and integration on the other. In the medium term, the high market share of Banco Sabadell in the
SMEs sector in Spain, together with its international experience, will be a sound added-value tool to support
TSB in the development of efficient and high-quality services for SMEs in the United Kingdom.

In 2016, Banco Sabadell has maintained its policy of removing problematic assets, reducing them by €2,962

million, and it has implemented allowances of €1,427 million, allowing it to achieve an NPL coverage ratio of
51.6%.
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2 — BUSINESS PERFORMANCE AND RESULTS
2.1. Economic and financial background

2016 began with significant turbulence in financial markets in a situation in which oil prices declined 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 principal, 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 for 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, and 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. As regards 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 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.
Subsequently, however, this situation calmed down, supported 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 that this electoral
victory could constitute a step backwards in the process of integrating both economies that has taken place
in recent decades.

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 grow positively. In terms of the external sector, current
accounts will have closed 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
26th June. In June, the Spanish Conservative Party, PP, was once again victorious, obtaining more votes and
MPs than in December, although they again failed to achieve an absolute majority. The investiture of Mariano
Rajoy was possible thanks to the support of Ciudadanos and the abstention of PSOE following the latter’s
internal crisis which arose during the attempts to form government, and which ended with the resignation of
its General Secretary, Pedro Sanchez.
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Inflation has continued to be below the targets 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. Inflation then recovered, reaching positive figures, 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.

Global financial markets started the year with a very negative tone due to the fall in oil prices, continued
capital outflows from China and concerns over 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 poor performance of financial markets or liquidity problems.

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. In March, it cut the deposit interest rate to -0.40% and the benchmark interest rate to 0.00%. It also
announced an increase in the monthly rate of asset purchases (to €80 billion per month) and included
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 in its programme to ease its
implementation (e.g. the possibility of buying government bonds with a lower yield than the marginal deposit
interest rate). Furthermore, in 2016 new targeted long-term financing operations have been held to encourage
banks to grant credit to the private sector. In the UK, 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. After the summer months, there was a general upturn in returns, boosted by the increase in the number
of expected hikes in Fed funds rates, the lower economic impact expected from Brexit, the election of Trump
as President of the United States and the possibility of tapering the ECB asset purchase programme in 2017.

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.
Performance in Spain, where the spread has barely increased, was clearly better than Italy and Portugal. The
risk premium in Italy has been affected by concerns regarding the domestic financial system and uncertainty
surrounding the referendum on Senate reforms. 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.

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 surrounding increases in the Fed funds rate. 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 previous situation as a result of the Fed being more
willing to increase its Fed funds rate.
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In equity markets, European stock markets performed differently in different countries. 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 did not exhibit clear trends in 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.

Lastly, financial markets in emerging countries exhibited volatile performance throughout the year. Following
the sharp upturn of risk premiums that took place in January and February, risk premiums then normalised and
in August they reached minimum levels not seen since 2014, in an environment characterised by an increase
in global liquidity thanks to monetary policies in developed countries. A the end of the year, however, Trump’s
victory and greater expectations of interest rate hikes in the US led to a new increase in risk premiums, with
premiums reaching pre-Brexit referendum levels. 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.
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2.2. Key financial and non-financial indicators

The key figures for the bank, including financial and non-financial data of critical
management of the bank, are set out below:

importance for the

Change (%)
2016 2015 year-on-year
Balance sheet (thousand euro) (A)
Total assets 212,507,719 208,627,771 1.9
Gross lending to customers
excluding repos 150,087,283 152,696,839 (1.7)
Gross lending to customers 150,095,213 153,425,314 (2.2)
On-balance sheet funds (1) 160,982,910 162,974,003 (1.2)
Of which: on-balance sheet customer funds (2) 133,456,633 131,489,191 1.5
Mutual funds 22,594,193 21,427,252 5.4
Pension funds and insurance products sold by the Group 14,360,418 11,951,922 20.2
Funds under management (3) 201,588,802 200,355,081 0.6
Own funds 12,926,165 12,274,945 5.3
Income statement (thousand euro) (B)
Net interest income 3,837,752 3,202,830 19.8
Gross income 5,470,698 5,478,370 (0.1)
Pre-provisions income 2,411,455 2,862,993 (15.8)
Profit attributed to the Group 710,432 708,441 0.3
Ratios (%) (C)
ROA (4) 0.35% 0.38%
ROE (5) 5.84% 6.34%
ROTE (6) 7.01% 7.58%
Cost-to-income (7) 48.68% 48.96%
Core capital / Common Equity (8) 12.0% 11.5%
Tier | (9) 12.0% 11.5%
BIS ratio (10) 13.8% 12.9%
Risk management (D)
Non-performing loans (thousand euro) 9,746,034 12,560,805
Loan loss ratio (%) 6.14 7.79
Reserves for NPLs and real estate (thousand euro) 9,873,054 11,344,044
NPL coverage ratio (%) 51.6 53.6
Shareholders and shares (figures at year-end) (E)
Number of shareholders 260,948 265,935
Number of shares 5,616,151,196 5,439,244,992
Share price (euro) 1.323 1.635
Market capitalisation (thousand euro) (11) 7,430,168 8,893,166
Net attributed earnings per share (EPS)(euro) 0.13 0.13
Book value per share (euro) (12) 2.30 2.26
Price/book value 0.57 0.72
PER (share price / EPS) 10.46 12.55
Other data
Branches 2,767 2,873
Employees 25,945 26,090
Number of customers (million) 11.9 11.4
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(A) The purpose of these key figures is to provide a general overview of year-on-year changes in the main
items on the Group’s consolidated balance sheet, focusing especially on data related to lending and
customer funds.

(B) This section sets out key components of the income statement for the last two years.

(C) The ratios in this section of the table have been included to give a meaningful indication of profitability,
efficiency and capital adequacy in the last two years.

(D) This section gives some key balances related to risk management within the Group, as well as the most
significant ratios related to risk.

(E) This section provides information related to the share price and other stock market ratios and indicators.

(1) Includes customer deposits, debt securities issued and liabilities under insurance and reinsurance
contracts.

(2) Includes customer deposits (ex repos) and other liabilities placed via the branch network: mandatory
convertible bonds, non-convertible bonds issued by Banco Sabadell, promissory notes and others.

(3) Includes on-balance sheet funds, mutual funds, pension funds, asset management and insurance products
sold by the Group.

(4) Consolidated income during the financial year / average total assets.

(5) Profit attributable to the Group / average own funds (not treating profit attributable to the Group as part
of own funds).

(6) Profit attributable to the Group / average own funds (not treating profit attributable to the Group as part
of own funds and deducting goodwill).

(7) Staff expenses and other administrative expenses /gross income. To calculate these ratios, in 2015
gross income was adjusted considering only recurrent net trading income (NTI).

(8) Core capital / risk-weighted assets (RWA).

(9) Tier 1 capital / risk-weighted assets (RWA).

(10) Total capital / risk-weighted assets (RWA).

(11) Number of shares by quoted market price at year-end.

(12) Own funds / Number of shares.

2.3. Financial review

Balance sheet and income statement

The process to acquire 100% of shares in TSB and thereby become holder of 100% of its share capital was
completed in 2015 (see Note 2 to these annual accounts).

As a result, the income statement accumulated figures at 2016 are not comparable with those of the previous
year.

Banco Sabadell and its group ended 2016 with a net attributed profit of €710.4 million (€531.1 million
excluding TSB).

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
underlying Banco Sabadell’s business performance in 2016.
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Balance sheet

At the end of 2016, total assets for Banco Sabadell and its group amounted to €212,507.7 million
(€168,787.3 million excluding TSB), compared with the 2015 year-end figures of €208,627.8 million

(€165,249.6 million excluding TSB).

Thousand euro

Change (%)
2016 2015 year-on-year
Cash and cash balances at central banks and other demand deposits (**) 11,688,250 7,343,481 59.2
Financial assets held for trading 3,484,221 2,312,118 50.7
Financial assets designated at fair value through profit or loss 34,827 77,328 (55.0)
Available-for-sale financial assets 18,718,339 23,460,356 (20.2)
Loans and receivables 150,384,445 153,550,281 (2.1)
Debt securities 918,584 1,732,478 (47.0)
Loans and advances 149,465,861 151,817,803 (1.5)
Held-to-maturity investments 4,598,190 (0] -
Investments in joint ventures and associates 380,672 340,996 11.6
Tangible assets 4,475,600 4,188,526 6.9
Intangible assets 2,135,215 2,080,570 2.6
Other assets 16,607,960 15,274,115 8.7
Total assets 212,507,719 208,627,771 1.9
Financial liabilities held for trading 1,975,806 1,636,826 20.7
Financial liabilities measured at amortised cost 192,011,024 189,468,677 1.3
Deposits 162,909,052 159,182,125 2.3
Central banks 11,827,573 11,566,070 2.3
Credit institutions 16,666,943 14,724,718 13.2
Customers 134,414,536 132,891,337 1.1
Debt securities issued 26,533,538 27,864,371 (4.8)
Other financial liabilities 2,568,434 2,422,181 6.0
Liabilities under insurance and reinsurance contracts 34,836 2,218,295 (98.4)
Provisions 306,214 346,225 (11.6)
Other liabilities 5,096,863 2,190,087 132.7
Total liabilities 199,424,743 195,860,110 1.8
Own funds 12,926,166 12,274,945 5.3
Accumulated other comprehensive income 107,142 455,606 (76.5)
Attributable to minority interest (non-controlling interest) 49,668 37,110 33.8
Equity 13,082,976 12,767,661 2.5
Total equity and liabilities 212,507,719 208,627,771 1.9
Guarantees given 8,529,354 8,356,167 2.1
Contingent commitments given 26,376,666 21,130,614 24.8
Total off-balance sheet items 34,906,020 29,486,781 18.4

Gross performing loans amounted to €140,557.3 million at 2016 year-end (€106,304.6 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.

Thousand euro

Change (%) Ex TSB Ex TSB Change (%)
2016 2015 year-on-year 2016 2015 year-on-year
Loans and credit secured with mortgages 88,430,561 90,538,646 (2.3) 56,692,260 57,835,895 (2.0
Loans and credit secured with other collateral 2,262,944 2,201,305 2.8 2,262,944 2,201,305 2.8
Trade credit 5,530,045 5,665,062 (2.4) 5,530,045 5,410,519 22
Finance leases 2,168,803 2,070,028 4.8 2,168,803 2,070,028 4.8
Loans on demand and miscellaneous 42,164,947 39,892,786 5.7 39,650,527 37,018,900 71
Gross performing loans 140,557,300 140,367,827 0.1 106,304,579 104,536,647 1.7
Non-performing assets 9,641,526 12,470,413 (22.7) 9,478,033 12,253,836 (22.7)
Accrual adjustments (111,543) (141,401) (21.1) (142,280) (155,715) (8.6)
Gross lending to customers excluding
repos 150,087,283 152,696,839 (1.7) 115,640,332 116,634,768 (0.9)
Repos 7,930 728,475 (98.9) 7,930 728,475 (98.9)
Gross lending to customers 150,095,213 153,425,314 (2.2) 115,648,262 117,363,243 (1.5)
Allowances for loan losses and country risk (4,921,348) (6,609,577) (25.5) (4,835,226) (6,425,973) (24.8)
Loans and advances to customers 145,173,865 146,815,737 (1.1) 110,813,036 110,937,270 (0.1)
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The evolution of problematic assets has shown improvement throughout 2016. Quarter-on-quarter changes in
these assets ex-TSB (non-performing assets plus real estate assets not covered by the Asset Protection
Scheme) were as follows:

Million euro

2016 2015

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
Ordinary net inflows (457) (969) (333) (474) (802) (731) (540) (544)
Change in real estate assets (41) 71 (158) (73) 211 167 1 7
Ordinary net inflows + properties (498) (898) (491) (547) (591) (564) (539) (537)
Write-offs 213 70 144 101 245 170 300 234
QoQ ordinary change in balance of
non-performing and real estate assets (711) (968) (635) (648) (836) (734) (839) (771)

The reduction in non-performing assets was reflected in a loan loss ratio of 6.14% at the end of 2016,
compared with 7.79% at the end of 2015 — a fall of 165 basis points. The NPL coverage ratio at 31 December
2016 was 51.6%, compared with 53.6% one year earlier.

During 2016, customer funds performed well and overall increased by 3.1% year-on-year (4.6% excluding TSB),
mainly due to the steady growth of off-balance sheet funds, in particular in terms of assets managed and
traded in mutual funds and insurance products sold by the Group.

At 2016 year-end, on-balance sheet customer funds totalled €133,456.6 million (€99,123.0 million excluding
TSB), compared with €131,489.2 million at 2015 year-end (€96,227.0 million excluding TSB). The balances of
sight accounts amounted to €92,010.6 million (€62,624.0 million excluding TSB), representing a year-on-year
change of 8.8% (16.3% excluding TSB) and customer deposits with agreed maturity amounted to €40,154.0
million (€35,206.9 million excluding TSB), 13.4% lower than in the previous year (15.8% lower excluding TSB).

Total off-balance sheet customer funds amounted to €40,605.9 million, an 8.6% increase compared with the
end of the previous year. Within this chapter, particularly worthy of note was the uninterrupted growth in
assets in Undertakings for Collective Investment in Transferable Securities (UCITS), which at 31 December
2016, stood at €22,594.2 million, a 5.4% increase compared to 2015 year-end, and insurance products sold
by the Group, which amounted to €10,243.4 million, representing a 34.0% increase compared to 2015 year-
end.

Issued debt securities amounted to €24,987.5 million at 2016 year-end, compared with €26,406.6 million at
31 December 2015.
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Total funds under management at 31 December 2016 amounted to €201,588.8 million (€162,548.9 million
excluding TSB), compared with €200,355.1 million at 31 December 2015 (€160,605.2 million excluding TSB),
representing an increase during 2016 of 0.6% (1.2% excluding TSB).

Thousand euro

Change (%) Ex TSB Ex TSB Change (%)
2016 2015 year-on-year 2016 2015 year-on-year
On-balance sheet customer funds (*) 133,456,633 131,489,191 1.5 99,122,992 96,227,003 3.0
Customer deposits 134,414,536 132,891,337 1.1 99,325,679 97,640,089 1.7
Current and savings accounts 92,010,553 84,536,132 8.8 62,623,976 53,849,513 16.3
Deposits with agreed maturity 40,153,977 46,391,349 (13.4) 35,206,913 41,815,779 (15.8)
Assets sold under repurchase agreements 2,072,155 1,950,585 6.2 1,302,980 1,950,586 (33.2)
Accrual adjustments and hedges using derivatives 177,851 13,271 - 191,810 24,211 -
Borrowing operations and other marketable securities 24,987,494 26,406,617 (5.4) 21,555,232 22,455,945 (4.0)
Subordinated liabilities 1,546,044 1,457,754 6.1 1,063,294 909,833 16.9
Liabilities under insurance contracts (**) 34,836 2,218,295 (98.4) 34,836 2,218,295 (98.4)
On-balance sheet funds 160,982,910 162,974,003 (1.2) 121,979,041 123,224,162 (1.0)
Investment funds 22,594,193 21,427,252 5.4 22,594,193 21,427,252 5.4
Equity investment funds 1,313,045 1,417,574 (7.4) 1,313,045 1,417,574 (7.4)
Mixed investment funds 4,253,352 4,271,899 (0.4) 4,253,352 4,271,899 (0.4)
Fixed income investment funds 4,773,219 4,327,692 10.3 4,773,219 4,327,692 10.3
Guaranteed investment funds 4,057,238 3,380,152 20.0 4,057,238 3,380,152 20.0
Real estate investment funds 88,334 67,407 31.0 88,334 67,407 31.0
Investment companies 2,065,362 1,994,220 3.6 2,065,362 1,994,220 36
Venture capital investment funds 21,378 - - 21,378 - -
UCITS schemes sold but not managed 6,022,265 5,968,308 0.9 6,022,265 5,968,308 0.9
Asset management 3,651,281 4,001,904 (8.8) 3,651,281 4,001,904 (8.8)
Pension funds 4,116,997 4,305,121 (4.4) 4,116,997 4,305,121 (4.4)
Individuals 2,620,950 2,759,773 (5.0) 2,620,950 2,759,773 (5.0)
Corporates 1,481,408 1,529,575 (3.1) 1,481,408 1,529,575 (3.4)
Associates 14,639 15,773 (7.2) 14,639 15,773 (7.2)
Insurance products sold 10,243,421 7,646,801 34.0 10,243,421 7,646,801 34.0
Funds under management 201,588,802 200,355,081 0.6 162,584,933 160,605,240 1.2

(*) Includes customer deposits (ex-repos) and other liabilities placed by the branch network: mandatory convertible bonds, non-convertible Banco Sabadell bonds, promissory notes and others.
(™) The decline mainly corresponds to €,%59 million from Mediterraneo Vida, classed as non-current liabilities included in disposal groups classified as held for sale.
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Income statement

Thousand euro
Change (%) Ex TSB Ex TSB Change (%)
2016 2015 year-on-year 2016 2015 year-on-year
Interest and similar income 5,170,100 4,842,356 6.8 3,820,513 4,158,143 (8.1)
Interest and similar charges (1,332,348) (1,639,526) (18.7) (1,033,622) (1,494,933) (30.9)
Net interest income 3,837,752 3,202,830 19.8 2,786,891 2,663,210 4.6
Return on capital instruments 10,037 2912 2447 10,037 2,912 2447
Share of profit/(loss) of companies accounted for by equity method 74573 48,795 52.8 74573 48,795 52.8
Net fees and commissions 1,148,582 1,003,344 145 1,022,771 924,515 10.6
Net trading income 609,722 1,208,161 (49.5) 556,168 1,207,108 (53.9)
Exchange differences (net) 16,902 137,926 (87.7) 16,902 137,926 (87.7)
Other operating income and expenses (226,870) (125,598) 80.6 (209,053) (123,377) 69.4
Gross income 5,470,698 5,478,370 (0.1) 4,258,289 4,861,089 (12.4)
Staff expenses (1,663,053) (1,457,341) 14.1 (1,235,646) (1,219,305) 1.3
Recurring (*) (1,595,065) (1,417,493) 125 (1,186,378) (1,183,777) 0.2
Non-recurring (67,988) (39,848) 706 (49,268) (35,528) 38.7
Other general administrative expenses (1,000,294) (829,174) 206 (581,033) (588,418) (1.3)
Recurring (**) (981,221) (805,201) 219 (581,033) (579,645) 0.2
Non-recurring (19,073) (23,973) (20.4) - (8,773) (100.0)
Depreciation (395,896) (328,862) 20.4 (323,242) (289,588) 11.6
Pre-provisions income 2,411,455 2,862,993 (15.8) 2,118,368 2,763,778 (23.4)
Provisions for loan losses and other impairments (1,427,141) (2,333,163) (38.8) (1,399,030) (2,333,163) (40.0)
Gains from the sale of assets 35,108 (16,960) - 39,539 (16,960) -
Negative goodwill - 231,891 (100.0) - 231,891 (100.0)
Income from discontinued operations - - - -
Profit/(loss) before tax 1,019,422 744,761 36.9 758,877 645,546 17.6
Corporate income tax (303,569) (32,516) - (222,350) (55,318) 301.9
Consolidated profit/(loss) for the year 715,853 712,245 0.5 536,527 590,228 (9.1)
Profit/(loss) attributed to non-controlling interests 5,421 3,804 425 5,421 3,804 425
Profit attributed to the Group 710,432 708,441 0.3 531,106 586,424 (9.4)
Memorandum item:
Average total assets 206,265,187 186,538,365 10.6 163,325,693 165,826,790 (1.5)
Earnings per share (euro) 0.13 0.13 0.09 0.11

Net interest income in 2016 amounted to €3,837.8 million, a 19.8% increase compared to the net interest
income obtained in the previous year. Excluding TSB, net interest income amounted to €2,786.9 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 problematic assets and the improved profitability of the completed acquisitions.

Thousand euro

2016 2015 Change Effect
Average balance Profit/(loss) Rate % Average balance Profit/(loss) Rate % Average balance Profit/(loss) Rate % Volume Days

Cash, central banks and credit in 9,900,235 29,911 0.30 7,363,259 42,204 0.57 2,536,976 (12,293) 17,293 (29,691) 105
Lending to customers 138,202,184 4,361,287 3.16 121,382,919 3,973,834 3.27 16,819,265 387,453 712,130 (329,928) 5,251
Fixed-income portfolio 27,772,164 658,429 2.37 27,388,253 763,530 2.79 383,911 (105,101) 4,123 (110,605) 1,381
Subtotal 175,874,583 5,049,627 2.87 156,134,431 4,779,668 3.06 19,740,152 270,059 733,546 (470,224) 6,737
Equity portfolio 1,004,437 - - 1,431,499 - - (427,062)

Tangible and intangible fixed ass 5,096,560 - - 4,228,316 - - 868,244 - -

Other assets 24,289,607 84,242 0.35 24,744,119 62,788 0.25 (454,512) 21,454 - 21,454 -
Total Lending 206,265,187 5,133,869 2.49 186,538,365 4,842,356 2.60 19,726,822 291,613 733,546 (448,770) 6,737
Credit institutions 18,046,159 (78,374) (0.43) 17,508,806 (140,619) (0.80) 537,353 62,245 18,076 44577 (408)
Customer deposits 127,985,090 (499,644) (0.39) 110,217,214 (738,986) (0.67) 17,767,876 239,342 (37,071) 277,000 (587)
Capital markets 30,214,256 (585,759) (1.94) 26,792,153 (660,394) (2.46) 3,422,103 74,635 (110,734) 187,051 (1,682)
Sales of fixed-income portfolio 6,807,168 (25,387) (0.37) 9,623,242 (41,567) (0.43) (2,816,074) 16,180 11,364 4,944 (128)
Subtotal 183,052,673 (1,189,164) (0.65) 164,141,415 (1,581,565) (0.96) 18,911,258 392,401 (118,365) 513,672 (2,808)
Other liabilities 10,280,237 (106,953) (1.04) 10,148,335 (57,961) (0.57) 131,902 (48,992) - (48,992)

Own funds 12,932,277 - - 12,248,615 - - 683,662 - - - -
Total funds 206,265,187 (1,296,117) (0.63) 186,538,365 (1,639,526) (0.88) 19,726,822 343,409 (118,365) 464,580 (2,806)
Total ATAs 206,265,187 3,837,752 1.86 186,538,365 3,202,830 1.72 19,726,822 634,922 615,181 15,809 3,932

Financial income or costs deriving from the application of negative interest rates are recorded in line with the nature of the associated asset or liability. The credit institutions item under liabilities
includes negative interest from balances of liability headings of credit institutions, the most significant of which is income from TLTRO II.

Dividends charged and profit from companies consolidated under the equity method together amounted to
€84.6 million, compared with €51.7 million in 2015. These revenues mainly include income from the insurance
and pensions business.

Income from net fees and commissions amounted to €1,148.6 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 insurance and pension sales, which increased by 48.9% compared with the previous
year.
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Net trading income amounted to €609.7 million (€556.2 million excluding TSB), including, amongst others,
€382.5 million in gains on the sale of available-for-sale fixed-income financial assets, €109.5 million from the
sale of 100% of Visa Europe shares and €-8.3 million from the sale of BCP shares. At the end of 2015, total
net trading income amounted to €1,208.2 million (€1,207.1 million excluding TSB), including €1,045.5 million
in gains on the sale of available-for-sale fixed-income financial assets. In 2015, the high level of trading income
deriving from the management of the ALCO portfolio up to June 2015 is also noteworthy, as it allowed the
levels of coverage to be strengthened.

Net income from exchange differences amounted to €16.9 million, compared with €137.9 million in 2015.

Other operating income and expenses amounted to €-226.9 million (€-209.1 million excluding TSB), compared
with €-125.6 million in the first half of 2015 (€-123.4 million excluding TSB). Within this heading, particularly
noteworthy were contributions to the Deposit Guarantee Fund of €-87.3 million, contributions to the national
resolution fund of €-47.7 million and TSB’s contribution to the Financial Services Compensation Scheme of €-
7.6 million, the contribution of tax on deposits in credit institutions amounting to €-27.6 million and €-57.0
million in financial contributions for converting deferred tax assets into credit receivable by the Spanish Tax
Authority.

Operating expenses (staff and general) in 2016 amounted to €2,663.3 million (€1,816.7 million excluding
TSB), of which €87.1 million were non-recurring items (consisting essentially of redundancy payments to
employees); in 2015, operating expenses amounted to €2,286.5 million (€1,807.7 million excluding TSB) and
included €63.8 million in non-recurring expenses.

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. For the purpose of calculating this cost-to-income ratio,
recurring trading income of €400 million per year has been considered for 2015.

As a result of the foregoing, pre-provisions income at 2016 year-end amounted to €2,411.5 million (€2,118.4
million excluding TSB), compared with €2,863.0 million in 2015 (€2,763.8 million excluding TSB).

Allowances for loan losses and other impairments (primarily real estate and financial assets) amounted to
€1,427.1 million, compared with €2,333.2 million in 2015. Allowances during 2016 of €92.3 million for the
impaired shareholding in BCP are particularly noteworthy.

Capital gains on asset disposals amounted to €35.1 million and mainly included gross gains of €52 million on
the sale of the stake held in Dexia Sabadell. In 2015, gains on sales of assets amounted to €-17.0 million.

Profit before tax increased by 36.9% (17.6% excluding TSB), compared with that obtained in 2015.
After deducting income tax and non-controlling interests, net profit attributed to the Group amounted to
€710.4 million at the end of 2016, a 0.3% increase compared with the previous year. Excluding TSB, net profit

attributable to the Group amounted to €531.1 million at 2016 year-end, a 9.4% decrease compared to the
same period in 2015.

2.4. Business review

The key financial figures associated with the Group’s largest business units are shown hereafter, in line with
the segment reporting described in Note 42 to these consolidated annual accounts.

Banking business Spain

Within banking business in Spain, the most significant businesses should be noted, on which information is
shown regarding changes in income and key figures.
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Commercial Banking

Thousand euro

2016 2015 Change (%) year-on-year
Net interest income 2,212,327 2,141,985 3.3
Net fees and commissions 733,823 651,564 12.6
Other income (127,506) (55,635) 129.2
Gross income 2,818,644 2,737,914 2.9
Operating expenses (1,383,799) (1,395,259) (0.8)
Operating income 1,434,845 1,342,655 6.9
Gains and losses on problematic assets (301,387) (642,929) (53.1)
Profit/(loss) before taxes 1,133,458 699,726 62.0
Ratios (%):
ROE (earnings divided by average own funds) 15.7% 8.9%
F)ost—to—lncome (administrative expenses divided by gross 48.1% 49.9%
income)
Loan loss ratio 7.4% 9.0%
NPL coverage ratio 38.6% 52.7%
Customer volumes (million euro)
Lending 76,928 77,708 (1.0)
Funds 95,726 94,053 1.8
Deposited securities 6,873 9,008 (23.7)
Other data
Employees 12,343 12,550 (1.6)
Branches in Spain 2,105 2,190 0.0

The Group's largest business line is Retail and Business Banking, which focuses its activity on providing a
range of financial products and services for large and medium-sized enterprises, SMEs and retailers, individuals
(including private banking, personal banking and mass market customers), non-residents and professional
groups, with a degree of specialisation that provides customers with tailored care depending on their
requirements, whether from experts throughout its multi-brand branch network or via other channels intended
to support the customer relationship and give access to remote banking services.

In terms of individuals, in 2016 the Group has worked towards maintaining the high rate of acquisition of new
customers of previous years and towards becoming the primary bank for all of its customers, building long-term
relationships and offering a high service quality. During 2016, a new model has been implemented involving
Hub & Spoke branches, and Remote Management has been deployed to Retail Banking, with a view to
addressing our customers’ needs remotely.

In addition, new services have been implemented to improve customers’ daily transactions and operations,
such introducing our new Digital Signature for all individual customers, as well as mobile payments in retailers
(Sabadell Wallet) and between individuals (Bizum).

In corporates, during 2016 the bank has consolidated its new relationship model based on its Companies
Commitment Plan. With this Plan, the bank places customers at the centre of the relationship, and commits,
in writing and together with the customer, to a series of aspects of this relationship that are in the common
interest of both parties.

This relationship model has been positively valued by the bank's customers, as reflected in surveys that have
been conducted, and is the main pillar for turning the bank into the primary financial supplier of its customers.

In 2016, net interest income attributed to Retail and Business Banking stood at €2,212.3 million, and income
before tax stood at €1,133.4 million. The ROE ratio stood at 15.7% and the cost-to-income ratio at 48.1%. The
bank’s turnover amounted to €76,928 million in loans and receivables and €95,726 million in funds under
management.
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Corporate Banking
Corporate Banking offers financial solutions and advisory services to large enterprises and financial

institutions, both national and international. Its activities encompass corporate banking, structured finance,
and Trade Finance & IFI.

Thousand euro

2016 2015 Change (%) year-on-year
Net interest income 162,391 164,053 (1.0)
Net fees and commissions 39,609 25,492 55.4
Other income 12,732 7,445 71.0
Gross income 214,732 196,990 9.0
Operating expenses (37,879) (29,660) 27.7
Operating income 176,853 167,330 5.7
Gains/(losses) on problematic assets (87,349) (96,720) (9.7)
Profit/(loss) before taxes 89,504 70,610 26.8
Ratios (%):
ROE (earnings divided by average own funds) 5.2% 5.5%
F)ost—to—mcome (administrative expenses divided by gross 17.5% 14.8%
income)
Loan loss ratio 2.0% 3.2%
NPL coverage ratio 76.0% 65.0%
Customer volumes (million euro)
Lending 11,432 11,702 (2.3)
Funds 6,431 6,191 3.9
Deposited securities 2,269 666 241.0
Other data
Employees 130 124 4.8
Branches in Spain 2 2
Branches outside of Spain 3 3

2016 has been a year in which Global Corporate Banking teams have deployed a coordinated strategy across
geographies, allowing Banco Sabadell to make significant progress towards its consolidation as “the best
experience in Corporate Banking for its customers”.

The higher investment appetite of customers outside of Spain during 2016 (due to the higher rates of return
that they receive on their assets), together with our capacity outside of Spain and our coordination between
teams, allows us to continue to be there for our corporate customers in all geographies in which they intend to
grow.

In 2016, net interest income attributed to Corporate Banking stood at €162.4 million, and income before tax
stood at €89.5 million. The ROE ratio stood at 5.2% and the cost-to-income ratio at 17.5%.
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Markets and Private Banking

Markets and Private Banking offers and designs products and services with a high added-value with a view to
achieving a high rate of return for the customer, increasing and diversifying the customer base and ensuring
the consistency of investment processes through a rigorous analysis and with high-quality management, while
taking the customer relationship model towards a multichannel level.

Thousand euro

2016 2015 Change (%) year-on-year
Net interest income 49,251 44,884 9.7
Net fees and commissions 188,057 183,414 2.5
Other income 48,961 6,895 610.1
Gross income 237,018 235,193 0.8
Operating expenses (112,882) (104,446) 8.1
Operating income 124,136 130,747 (5.1)
Gains/(losses) on problematic assets 313 (7,797) (104.0)
Profit/(loss) before taxes 124,449 122,950 1.2
Ratios (%):
ROE (earnings divided by average own funds) 42.3% 38.7%
_Costftoflncome (administrative expenses divided by gross 47.2% 44.0%
income)
Loan loss ratio 3.0% 4.3%
NPL coverage ratio A47.7% 62.1%
Customer volumes (million euro)
Lending 938 981 (4.4)
Funds 15,554 16,854 (7.7)
Deposited securities 5,884 6,231 (5.6)
Assets managed by UCITS 16,572 15,459 7.2
Total assets including assets managed but not sold by 22,504 21,427
UCITS 5.4
Other data
Employees 525 529 (0.8)
Branches in Spain 12 12 0.0

In 2016, attributed gross income amounted to €237 million, and profit before tax was €124.4 million. The ROE
ratio stood at 42.3% and the cost-to-income ratio at 47%. The volume of customer funds under management
stands at €21,438 million.

SabadellUrquijo Private Banking has continued to contribute value through personalised advisory services and
the offering of specific Private Banking products, such as investment funds, discretionary management
portfolios or SICAVs, which have allowed SabadellUrquijo to achieve the highest rankings in Private Banking
entities.

At the end of the year, Sabadell Asset Management had assets under management in investment funds under
management of Spanish law which amounted to €14,122.1 million, 7.9% more than at the end of the previous
year, and more than the sector increase of 7.0%. With this volume of assets under management, the Group has
achieved a market share of 6% in assets managed by Spanish investment funds.

For Treasury and Capital Markets, 2016 has been a year of consolidation of activities, both traditional
activities and those forming part of the development of the Triple Plan.

Within traditional activities and in a low interest rate environment, straight bonds are becoming more popular
and have been consolidated as an attractive investment alternative. Even so, structured investment continues
to be an interesting option when pursuing higher returns.

As part of the objective of developing and strengthening Capital Markets activity, the bank continues
identifying potential operations and receiving mandates, both from issuers and from institutional customers
who channel their financing and investment needs through us.

Lastly, in the current market environment in which European profitability is at an all-time low and excess
liquidity at an all-time high, together with the bank’s larger international footprint, has resulted in trading
activity linked to the world of managing currency interest rates with different interest rate spreads continuing
to gain in prominence in terms of total trading.
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Securities Trading and Custody during this year has become more prominent in transactions with issuers,
acting as an agent bank for different transactions, as brokers in liquidity contracts and in the execution of
treasury portfolios, amongst others, both in terms of custody and brokerage.

This year, Banco Sabadell has managed to maintain its leadership position, allowing it to close the year as one
of the top three market entities in terms of trading volume, with an 11.80% share, behind only Morgan Stanley
and BBVA (with shares of 12.99% and 12.52%, respectively).

Banking business United Kingdom
Banking business in the United Kingdom corresponds to TSB Banking Group PLC and 6 months of results. The

TSB franchise includes retail business conducted in the United Kingdom, which includes current and savings
accounts, personal loans, credit cards and mortgages.

En miles de euros

2016 2015 Change (%) year-on-year
Net interest income 1,050,862 539,620 94.7
Net fees and commissions 122,741 78,829 55.7
Other income 35,176 (3,721) -1045.3
Gross income 1,208,779 614,728 96.6
Operating expenses (874,546) (493,566) 77.2
Operating income 334,233 121,162 175.9
Gains/ (losses) on problematic assets (106,913) (59,500) 79.7
Other profit/(loss) (4,431) - -
Profit/(loss) before taxes 222,889 61,662 261.5
Ratios (%):
ROE (earnings divided by average own funds) 7.0% 5.3%
Cost-to-income (administrative expenses divided by gross 72.6%

B 0

income) 77.9% -6.8
Loan loss ratio 0.5% 0.6% -21.0
NPL coverage ratio 52.7% 44.8% 17.6
Customer volumes (million euro)
Lending 34,447 36,062 -4.5
Funds 34,320 35,249 -2.6
Other data
Employees 8,060 8,224 -2.0
Branches 587 614 -4.4

(*) Applying an exchange rate in 2016 of GBP 0.8562 to the balance sheet and GBP 0.8166 to the income statement (year average).
Applying an exchange rate in 2015 of GBP 0.7340 to the balance sheet and GBP 0.7201to the income statement (average of last sixmonths).

2015 onlyincludes 6 months of results. For ROE, considering own funds.

Banking business United Kingdom includes TSB Banking Group PLC and 6 months of results for 2015. TSB is
comprised of the following businesses:

e Retail business conducted in the United Kingdom, which includes current and savings accounts,
personal loans, cards and mortgages, all under the TSB franchise.

e The “mortgage premium” which is a separate set of mortgages allocated to TSB as part of the
restructuring of Lloyds.

o Ex-UKAR assets, which are comprised of a set of mortgages that were managed by the British
government and which were purchased from Cerberus during the acquisition process effective from 8
December 2015.

Sources of funding are mainly the result of an increase in customer deposits and the success in their
diversification. These funds are mainly used to increase the lending portfolio, following a successful launch of a
mortgage brokering platform and the acquisition of ex-UKAR mortgages, as explained previously.

In 2016, funds have increased significantly thanks to the success of the “Classic Plus” account, which has
allowed TSB to reach a share of 6.4% in terms of accounts opened in the UK during 2016.
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This increase in funds has also helped to boost customer investment, supporting TSB’s strategy and reflecting
the success of TSB’s mortgage brokering service.

Banking business Americas

En miles de euros

2016 2015 Change (%) year-on-year
Net interest income 249,933 216,096 15.7
Net fees and commissions 41,914 37,080 13.0
Other income 14,446 2,209 554.0
Gross income 306,293 255,385 19.9
Operating expenses (164,827) (142,338) 15.8
Operating income 141,466 113,047 25.1
Provisions (net) 41 2,938 (98.6)
Gains/(losses) on problematic assets (14,867) (29,152) (49.0)
Other profit/(loss) 538 4,769 (88.7)
Profit/(loss) before taxes 127,178 91,602 38.8
Ratios (%):
ROE (earnings divided by average own funds) 7.0% 7.1% -
.Costftofmcome (administrative expenses divided by gross 50.6% 54.1%
income) -
Loan loss ratio 0.3% 0.6% -
NPL coverage ratio 269.7% 142.6% -
Customer volumes (million euro)
Lending 9,261 7,374 25.6
Funds 7,815 6,769 15.5
Assets under management 2,562 1,996 28.3
Other data
Employees 868 764 13.6
Branches 35 28 25.0

(*) Applying an exchange rate in 2016 of USD 1.1052 and M XN 20.7365 to the income statement and USD 1.054 1and M XN 21.7119 to the balance sheet.
Applying an exchange rate in 2015 of USD 1.0887 and M XN 18.9145.

The business of Sabadell Americas is comprised of various business units, three banking institutions, a stock
market and investment broker, investees and representative offices, which together manage the financing
business of corporate banking, retail and business banking and private banking. Furthermore, the bank
provides services to its customers from operating centres, in coordination with the bank’s representative
offices in Colombia, Peru and Dominican Republic.

2016 was an important year for the consolidation of current business lines and allowed initiatives started in
2015 to be further developed, which in turn led to an increase in turnover.

In December, Sabadell International Branch (SIB) acquired a portfolio of close to USD 800 million in turnover
from Itau Private Banking, thereby strengthening Sabadell’s position as a reference institution in private
banking for customers in Latin America. This acquisition marks the eighth corporate operation in the region in
less than 10 years.

In terms of corporate banking, SIB continued to grow in new markets, with a growth totalling 65% in
investments together with representative offices opened in Peru and Colombia in 2015.
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In the US, through Sabadell United Bank (SUB), the bank achieved a turnover of USD 9.2 billion. Furthermore,
its private banking and asset management division, Sabadell Bank and Trust (SB&T), emerged as the best
bank for asset management in South Florida, according to the “Daily Business Review”.

In Mexico, through Sabadell Capital, the bank managed financial corporate banking and structured finance
operations with a significant increase in investment of USD 414 million, achieving USD 26 million in profit
before tax. Additionally, and in line with the strategy for expansion in Mexico, at the end of 2015 a banking
licence was obtained, allowing Banco Sabadell to be set up in this country. The bank began operating in
January 20186, initially focusing on the provision of financial services relating to business banking. Less than a
year since it began operating, the bank has already achieved a turnover of USD 313 million between loans and
deposits.

Real Estate Asset Transformation

Thousand euro

2016 2015 Change (%) year-on-year
Net interest income (30,990) (44,772) (30.8)
Net fees and commissions (1,390) (1,584) (12.2)
Other income 92,294 107,853 (14.4)
Gross income 59,914 61,497 (2.6)
Operating expenses (167,844) (143,180) 17.2
Operating income (107,930) (81,683) 32.1
Provisions (net) 1,386 (71) (2,046.0)
Gains/ (losses) on problematic assets (801,941) (762,453) 5.2
Other profit/(loss) - - -
Profit/(loss) before taxes (908,485) (844,207) 7.6
Ratios (%):
ROE (earnings divided by average own funds) (26.1)% (13.6)%
Cost-to-income (administrative expenses divided by gross
income) - -
Loan loss ratio 70.2% 64.9%
NPL coverage ratio 54.9% 52.5%
Customer volumes (million euro)
Lending 6,041 8,413 (28.2)
Funds 213 301 (29.4)
Real estate assets (gross) 9,035 9,234 (2.2)
Other data
Employees 915 712 28.5

Branches in Spain

During the year, further progress has been made in the development and implementation of improvements in
the asset transformation strategy established in previous years. The main lines of approach in this strategy are
based on the following management principles:

In 2016, for the first time the bank achieved its milestone of reducing the total volume of properties in respect
of the figures at the beginning of the year, showing that real estate market trends continue to improve at a
rate which will continue to be positive in 2017. In terms of actions for the recovery of defaulted loans, it is
particularly important to note that during 2016 Banco Sabadell has continued to pro-actively manage defaults
on mortgage loans taken out by customers for their usual residence, seeking solutions to these situations
which avoid having to resort to legal proceedings and without any forceful evictions.
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As regards Banco Sabadell’s real estate services, activity has continued to be extremely dynamic during 2016.
Solvia is one of the main real estate servicing platforms, with a comprehensive offering of real estate services
(from development and asset management through to sale, mainly to retail customers).

In terms of business development, the company has continued to diversify its customer portfolio. This year’'s
incorporation of the real estate company Neinor, for which Solvia provides sale services, is particularly
noteworthy. The portfolio of services provided to SAREB (the Spanish company for the management of assets
proceeding from the restructuring of the banking system) has been extended, incorporating real estate
development activities. Solvia also performs real estate advisory services, making use of its market expertise,
for international funds acquiring portfolios in Spain.

A key milestone in terms of business development in 2016 was the decision to provide brokerage services
(sale and rental) for individuals and corporates. For this purpose, Solvia is strengthening the skills of its teams
and is focusing particularly on extending its own network of agents and consultants. With these purposes in
mind, during the year Solvia has opened 11 offices on the high street and has started to franchise out its
commercial network, and now has additional points of sale in its franchised network. Assets of individuals and
corporates for which Solvia acts as broker have already been included in the available properties offering on
solvia.es. The company continues to focus on developing its marketing channels, and has continued to be a
leader in terms of brand awareness in 2016.

3 - The environment
Environmental sustainability

We care about the future and about sustainability. This is why Banco Sabadell has an environmental policy in
place, is a signatory of the main international covenants on the environment and promotes a commitment to
the environment globally.

Environmental policy

e Minimising the possible impact on the environment derived from processes, facilities and services.
e Managing environmental risks and opportunities inherent to the business in a suitable way.

e Encouraging all employees of the Group to be committed to environmental protection.

Global covenants and partnerships

e A signatory of the United Nations Global Compact: in taking this step we are committing ourselves to
adopting a preventive approach to environmental protection, promoting initiatives to foster
environmental responsibility and supporting the development of technologies that do not harm the
environment.

e A signatory of the Carbon Disclosure Project (CDP) and CDP Water Disclosure: a commitment to
actively combat climate change and publish an annual inventory of corporate emissions.

e A signatory of the Equator Principles: inclusion of environmental and social governance (ESG) in the
funding of large-scale projects.

e A signatory of the United Nations Principles for Responsible Investment in the “investment manager”
category: inclusion of environmental, social and good governance criteria in investment policies and
practices.

e A collaborating partner of the Spanish Association of Renewable Energy Producers and a member of
the Spanish Wind Energy Association.

e 6 corporate offices certified to 1ISO 14001 standards. Our environmental management system has
been adapted for the rest of the Group.

e Certified to Gold level under LEED New Construction for sustainable buildings: certification was
obtained for the service area of the Group’s main corporate headquarters in Sant Cugat del Vallés.

e A member of the European Commission’s GreenBuilding Programme: Banco Sabadell is a partner in
the European GreenBuilding Programme for the sustainable construction of the Group’s logistics
centre and general archive in Polinya.

Statutory information 395



All departments of the organisation have the financial resources they need to meet Banco Sabadell’s aims and
commitments on the environment. Due to the structure of the Group and the nature of its business, these
funds are not recognised under a specific item that can provide an overview of environment-related costs and
investment.

Key environmental action areas
Renewable energy — finance and investment

Banco Sabadell promotes the development of a sustainable energy model through direct investment and as a
provider of finance for renewable energy projects.

Banco Sabadell provides finance to companies for renewable energy generation projects, such as wind energy,
photovoltaic power, thermal solar energy, biomass or biofuel projects, in addition to advisory and brokerage
services for this type of energy projects. Banco Sabadell also makes direct investments in the equity capital of
renewable energy generation projects. Most of this business is carried out through Sinia Renovables, a wholly-
owned subsidiary.

The Equator Principles

Banco Sabadell adopted the Equator Principles in September 2011. Based on the policies, standards and
guidelines of the International Finance Corporation (IFC), the Principles apply to structured finance projects
and corporate loans.

Since then, the entity has applied the Equator Principles to all of its new structured finance projects valued at
an amount greater than, or equal to, USD 10 million and corporate loans from USD 100 million. The projects
are classed as A, B or C following the standard developed by the International Finance Corporation (IFC) and in
all class A or B projects a social and environmental assessment is carried out and reviewed by an independent
expert.

Banco Sabadell publishes the details of each of its projects associated with the Equator Principles in its
annual report, and they can also be consulted through the bank’s website.

Environmental management and climate change management system

The Environment Committee is charged with overseeing compliance with Group environmental policy and
reviewing Group performance in environmental matters. The entity has an environmental management system
which was set up in 2006 according to the I1SO 14001:2004 standard. Currently 16.05% of the Group’s
employees in Spain work in one of the six office buildings that have been certified to that standard. The
environmental management system has been adapted for use at all other Group work centres in Spain.

Year after year Banco Sabadell works to improve the eco-efficiency of its facilities and reduce the
environmental impacts of the services it provides to customers.

Some of the measures the bank has taken to reduce consumption and emissions are as follows:

e Inventory of CO2 emissions: In 2009 the bank compiled an independently verified inventory of
corporate CO2 emissions. We are continuing to apply our target reduction of 3% for the 2015-2020
period of scope 1 and 2 emissions, taking 2014 as a base. In 2016, emissions have been reduced by
94.77%, mainly by purchasing electrical power generated from renewable sources.

e Electrical power consumption; overall consumption of electrical power in Spain in 2016 was 89,808
MWh from 97,575 MWh at the end of 2015. It should be noted that Banco Sabadell continues to
contract renewable energy sources through Nexus Renovables, which has provided 99.84% of the
total electricity provided to the Group this year.

e The majority of Group branches are equipped with centralised lighting and climate control systems.
Lighting systems fitted with LED lamps and presence detectors have been installed in some areas of
the corporate centres.

o Widespread use of energy-efficient light fixtures and billboard lighting systems fitted with daylight
switching systems.
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e Energy recovery climate control systems are installed in corporate centres and larger branches.

e Branches use Thin Client lightweight computers that consume 90% less energy than conventional
PCs.

e Paper consumption: reduce, reuse and recycle. Paper consumption by the Group in Spain in 2016 was
1,062 tonnes, a 27.72% reduction from the 1,469 tonnes in 2015. At the same time, the main actions
taken to reduce paper consumption were as follows:

=  Banking services are now available to customers 24 hours a day via remote access channels,
ATMs, telephone banking, email or social media. 100% of correspondence with customers
was sent electronically.

= Branches are equipped with digital tablets for customers’ signatures. In 2016 this made it
possible for 29 million printed forms to be eliminated.

= Conventional paper is chlorine-free, certified by the FSC and produced to 1ISO 9001 and ISO
14001 standards; all of the Group’s printers are configured for duplex printing by default.

e Water usage: The Group’s water consumption in Spain is limited to sanitary uses and to some
watering of gardens. With regard to waste water management, all our facilities and offices are
connected to the public sewage network. Toilet cisterns and taps are fitted with water-saving
mechanisms. The main Group headquarters have a cistern for collecting rainwater and greywater for
watering plants. Landscaped areas have been planted with autochthonous drought-resistant plants.

e Waste: in all Group premises, used paper is treated as confidential waste for shredding and 100% is
recycled through authorised waste managers. All corporate centres have facilities for the separation
and collection of packaging, organic matter and batteries. Banco Sabadell works with Ricoh (only
branches as banking printers are available) and the HP Planet Partners programme to manage the
collection and reuse of toner cartridges and disposes of computer waste through authorised waste
managers. There are specific oversight mechanisms for managing waste at branches that are in the
process of closing or being merged.

Environmental training and awareness

All Group employees have access to an online training course the completion of which is mandatory for staff at
certified corporate centres.

Banco Sabadell also keeps all its suppliers informed of the Group’s environmental policy and integrates
environmental and social responsibility into its supply chain in a number of ways. In the Group-level
procurement processes, tenders or offers from suppliers with ISO 9001, ISO 14001/EMAS or EFQM
certifications are looked on favourably. Consideration is given to the environmental qualities (recycled,
ecological, good for the environment, etc.) of the products offered. Banco Sabadell’s basic contract with
suppliers includes specific clauses on compliance with environmental criteria, human rights and the Ten
Principles of the United Nations Global Compact, as well as acceptance of the Supplier Code of Conduct. In
particular, environmental requirements are included in specifications for products and services that have
significant environmental impacts.

4.- HUMAN RESOURCES

Human Resources aims to support the transformation of the organisation through a people agenda that is an
integral part of its day-to-day business operations and its growth. Its key objective is to maximise the value-
creating potential of Banco Sabadell’s workforce by developing their talent, managing their expectations and
fully leveraging their capabilities.

Throughout the Triple Plan, talent management and human capital have been crucial in order to support the
main pillars of the strategic plan.

The Triple plan included drivers of organisational change and development as well as a wide-ranging and
completely updated view of the Human Resources function.
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In the area of organisational change and development, three strategic priorities have been identified:
comprehensive talent management (strengthening leadership and fostering a culture in which talent is planned
for and nurtured) to meet the needs generated by growth; raising the bar on employee performance (a
universal and updated model that allows people’s performance to be actively managed); and involving and
engaging all employees in the Group’s development.

Key human resources data

Number of employees

2016 2015

Average equivalent workforce 26,022 21,879
Spanish workforce at year-end 16,771 16,869
Workforce at year-end 25,945 26,090
Turnover rate (%) (*) 0.92% 1.02%
Absenteeism (%) (**) 2.60% 2.45%
Hours of training per employee (***) 32.68 20.99
The average equivalent workforce is calculated based on the average number of employees at the end of each month.
(*)Unwanted staff turnover: number of dismissals and voluntary extended leaves of absence divided by the average workforce x100.
(**)This figure is the absenteeism severity rate of the absenteeism (workdays missed / total workdays * 100).
(***)In Spanish workforce
Number of employees

Men Women Total
National workforce 8,307 8,464 16,771
International workforce 3,133 6,041 9,174
By gender (%) 44 1% 55.9% 100%
Average age (*) 42.92 42.12 42.72
Average length of service (*) 16.31 15.46 16.09
Data calculated based on Group workforce.
Number of employees

Men Women Total
Administrative staff 1,610 4,595 6,205
Technical staff 9,339 9,756 19,095
Management staff 491 154 645
Total 11,440 14,505 25,945

Data calculated based on Group workforce.

Human resources management — policies and principles

Human Resources policy is grounded in respect for human dignity, fair and competitive remuneration,
transparent and accurate information, and lasting cooperation.

Recruitment policy

In line with its human resources policy, Banco Sabadell has a staff recruitment process which ensures that
objective criteria based on professionalism and suitability are applied in finding the right person for each job
and career path. The Group seeks to ensure optimal professional development for its employees by
encouraging them to excel and rewarding hard work. This mutual commitment is set out in the Banco Sabadell
Group Code of Conduct.

In 2016, work has been made on a number of actions and projects to strengthen and improve its procedures
for attracting and recruiting talent.

Attracting, selecting and recruiting staff are a part of this new environment: a higher intake of new employees,
new job profiles and geographic dispersion are making it necessary to redesign and update the procedures,
skills, technologies and capabilities used to attract the best candidates and provide them with a professionally
rewarding experience.
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To meet this need, make the internal recruitment service more dynamic, offer opportunities for career
development and to favour internal movements of employees within the Group, the following measures have
been taken:

e Increase in the flexibility of internal recruitment (and transfer) regulations, in order to attract more
talent internally.

e Approval of a procedure to actively search for and recruit internal employees.

e Internationally, the pillars of an international internal recruitment policy have been described and
shared, with a view to standardising and enhancing the efficiency of transfers of employees between
the different regions in which the Group operates.

Between January and December 2016, 184 vacancies were filled internally and 77 externally.

In parallel, work has continued on the full digitalisation of the recruitment procedure, which has now been
completed. Candidates are attracted, identified and assessed through a single technology platform. This
change has allowed a more objective model to be defined and implemented, and has increased the overall
quality and robustness of the process.

The bank is still working on the consolidation of a group of employees to selectively nurture future expansion,
as well as the incorporation of international experience in management careers.

For this reason, a service unit has been created intended to design and manage programmes for attracting
young talents with potential and develop this programme to work as a system that will expand together with
the bank.

e Internship Programme
e Young Talents
e Talent Graduate Programme.

This year, 140 interns, 30 Young Talents and 40 Graduates have been recruited.

Great efforts have also been made to be present in the main forums and build closer, stronger relationships
with universities and business schools considered to be of vital importance for Banco Sabadell. The bank has
taken part in different activities including networking sessions, stands and presentations to students: AFI,
BGSE, CUNEF, Deusto, ESADE, JOBarcelona, UEM, UPC, and IDEC amongst others.

These actions have also led to an improvement in external reputation, including the achievement, for the first
time, of a place in the Mercopersonas Top 20 (ranked number 17), the Spanish corporate reputation monitor,
which measures the appeal of institutions as employers.

Equality, work-life balance and integration

Banco Sabadell guarantees gender equality and equal opportunities in all areas of its activity affecting its
workers: recruitment, training, promotions and career development, salaries, work-life balance, etc. These
principles are set out in the Banco Sabadell Group Equality Plan, the Human Resources policy and code of
conduct.

Gender equality

With the firm commitment of Senior Management, and in line with the objective set forth in the Equality Plan,
which was signed by representatives of employees in 2010 (renewed in June 2016), Banco Sabadell has
increased the presence of women in management positions by 2% during 2016.

The new equality plan, in the same way as its previous version, aims to prevent all forms of discrimination in
the work-place between women and men in the company, and sets out new lines of approach, with perfected
systems to monitor performance and evaluate objectives in the areas of training, promotions, career
development, salaries, work/life balance, gender violence and sexual abuse.

2016 2015
% of promotions given to women 53.77% 56.45%
% of women in management positions 23.88% 21.85%

Data calculated based on Group workforce.
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Diversity and integration

Banco Sabadell promotes all types of employee diversity and encourages the integration of all of its partners in
the workplace with non-discriminatory career development and recruitment processes.

The Group sets out actions relating to the suitability of positions in cases of functional diversity that require
such actions, in line with the special sensitivity procedures of the occupational medicine service. The bank
also assists employees with paperwork and procedures in their dealings with municipal, regional and national
governments, thus helping to improve employees’ well-being outside the strictly professional sphere. In
compliance with Spain’s General Disability Act (LGD, for its acronym in Spanish), the bank pursues other
measures such as buying services and supplies from special employment centres.

In 2016, the Group had 263 employees with some form of disability (254 at the end of 2015).

Functional diversity is not the only diversity that is managed in a distinctive way by Banco Sabadell. Policies
aimed at making the most of talent across generations have become particularly important during 2016, due
to the evolution of the age pyramid in the Group.

Banco Sabadell has conducted a comprehensive study of the generational situation of its workforce,
identifying the complexity of experiences, skills, abilities and training in each generation represented by that
workforce and devising proposals for improvement that take into account their main interests, needs,
expectations and concerns.

Work-life balance

Employees have at their disposal a series of social benefits agreed with Banco Sabadell and union
representatives in agreements on measures aimed at achieving a healthy work/life balance. The full workforce
has been notified of these benefits and they can be consulted on the employee portal on the Intranet, therefore
they are widely known to the workers, who have been requesting and enjoying these benefits for a long time.

Benefits include time off from work, paid or unpaid (e.g. to nurse an infant); unpaid leave (for maternity or to
care for a relative); leave in special circumstances (for studies, personal reasons, inter-country adoption);
extension of paternity leave; and flexitime arrangements.

With a view to improving the work/life balance of Banco Sabadell partners, in recent months, a pilot
teleworking test has been implemented, and the aim is to deploy this remote working option throughout the
Corporate Centre.

Banco Sabadell also offers a wide range of measures aimed at improving the work/life balance of its
workforce, by offering an option to contract services and purchase items through the employee portal, which
gives employees an opportunity to save both money and time, as they receive the items in their workplace,
saving transportation expenses and avoiding having to run errands outside of their working hours.

In the corporate centres in Sant Cugat del Vallés and Madrid, various services are also put at the disposal of
employees which allow them to save time and transportation expenses, including a gymnasium, dry-cleaning
services, a parapharmacy (which sells typical pharmacy items but not prescription drugs), a travel agency, a
hair salon, a banking branch, etc., thereby making it easier for employees to do certain activities.

Compensation policy

Banco Sabadell’s compensation policy is based on the principles of internal fairness, external competitiveness,
transparency, differentiation, flexibility, simplicity, confidentiality and communication, as prescribed by the
Group’s human resources policy.

The compensation policy is based on the degree of responsibility attaching to the position and on each
employee’s professional development. This determines Group practices with regard to increases in both fixed
and variable remuneration. In total, 88.47% of the workforce in Spain had salaries which included variable
remuneration in 2016 (89.7% in 2015).

Other types of benefits are available to employees, including interest-free loans and grants to help with training
or children’s schooling.

400 Banco Sabadell Annual report 2016



Workplace hazards

Banco Sabadell has a policy of constantly striving to improve employees’ health and working conditions.

As required by law, the bank has a health and safety plan setting out policy measures in this area. Each year it
publishes a report on health and safety initiatives undertaken by the company, which is available on the
employee portal and the corporate website.

An initial risk assessment is performed on each new workplace and also on workplaces that have undergone
refurbishment or alterations. A follow-up assessment is performed at a later date to evaluate individual
workstations and common areas, facilities and aspects such as temperature, lighting, etc.

All Banco Sabadell staff and new employees receive information on workplace hazard prevention and are
required to take an online course in health and safety at work. The training is supplemented by publications,
such as ergonomics factsheets and equipment manuals, related to hazards which are specific to the bank’s
activities.

Employee development
New learning mode/

In 2016, given the challenges facing the organisation and the market, the training department has sought to
promote the implementation of the new learning model of Banco Sabadell with the launch of the Sabadell
Campus and its different Schools and Spaces. The pillars of Banco Sabadell’s training model play out in this
project, and are based on:

Innovation, with a flexible digital training model based on learning through experience and with a high
emotional impact. To this end, the most innovative methodologies available at an international level have been
analysed, to create new training programmes and redesign existing ones.

Personalisation of training, offering training that can be adapted to each pivotal moment in people's lives and
to their individual way of learning, and which can help to achieve personal and professional challenges that
they set themselves.

Alignment of business and training, with the latter acting as a driver for change and a key lever for the
business. In order to construct each training programme and solution, we have worked with the different
business areas, identifying which indicators they would like to improve and what impact they expect to
achieve with the training.

Efficiency, a model which seeks efficiency both in economic terms and in terms of learning, to pro-actively
meet requirements with a higher quality and greater transfer of knowledge.

2016 2015
Employees who received training (%) 98% 98%
Investment in training per employee (euro) 371.8 257.1

Datafor Spain.

Launch of the Digital Space

Sabadell Campus has put a Digital Space at the disposal of all its employees for them to develop their digital
skills, with which it aims to help the digital transformation of all Banco Sabadell employees. During 2016, two
training activities have been launched, which have been extremely successful and in which many employees
have taken part: over 6,000 people have already taken part in Digitalizate con Google (Go Digital with Google)
and Digitalizate con LinkedIn (Go Digital with LinkedIn).

Launch of the Business School

The launch of the Business School means that available training programmes are fully focused on challenges
facing the branch network.
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Specific online content has been created to help overcome cross-cutting business challenges and new in-
person business skills workshops have been designed. There is a far more comprehensive, employee-oriented
offering which can be adapted to the needs of each professional.

Furthermore, work has begun on redesigning the old training activities that were in place for each function,
transforming them into a programme part of which employees attend in person, to welcome employees to their
new position and recommending online and in-person training in line with their professional profile. This is a
more modern programme focused on training in line with professional profiles, which allows each employee to
tailor their training plans.

During 2016, this programme has already been implemented for the professional profiles of Branch Managers,
Business Banking Directors and Relationship Managers, and we are still working on including more profiles in
this programme next year.

Launch of the Management School and redesigning of MCP Programme

The new Management School has been launched with the objective of providing content to Banco Sabadell
employees to enable them to develop skills with which to achieve their personal and professional objectives.

To this end, new online training formats have been included, such as videos, games, scenarios, etc., and
programmes have been redesigned to include informal learning, networking, gamification and other innovative
teaching methods, improving the impact of transformation in terms of both those taking part in the programme
and the entity.

We have also launched a renewed MCP programme, which has been redesigned to allow more employees to
make use of it, and to enable their final projects to have a greater impact within the organisation.

Launch of the Technical-Financial School

Lastly, the new Technical-Financial School has been started up, which aims to improve the financial culture of
the entity, offering specialised training methods and placing an attractive offering of content and learning
methods at the disposal of all employees.

As part of the Technical-Financial School, a new Risk Management Programme has been implemented, run by
UPF (Pompeu Fabra University in Barcelona), for the bank's risk analysts.

Additionally, in the Technical-Financial School, all employees can access exclusive financial content created
by professors from the Open University of Catalonia (Universitat Oberta de Catalunya), which has been adapted
to the practical challenges faced by Banco Sabadell employees.

Launch of the Languages Space

As part of the ongoing objective to improve the level of foreign languages spoken and written by employees
within the entity, a new Languages Space has been created in Sabadell Campus. This is a space in which
employees can find information about the language learning options offered by the bank in line with their
specific professional profile and requirements.

New Internal Trainers project

One of the key pillars of Banco Sabadell’s new training model is its internal trainers, who enable the
management of internal knowledge and talent and the model allows training to be available to all regions as
and when it is required.

We understand the importance of internal trainers, and have therefore launched a campaign to recruit new
internal trainers to form part of our new training plan. In parallel, a new training plan is being designed for
trainers for use as a talent detection and development tool.

Leadership management

The new Strategic Talent Division has been consolidated, and its main challenge in 2016 has been
implementing a new talent management model for management staff and staff considered for management
positions. To this end, the HR information has been integrated into the model, and structured interviews have
been carried out designed to determine employees’ potential, adding new, highly reliable psychometric tools to
the assessment. Based on this information, “people’s committee” meetings have been held in each Division in
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order to identify and develop talent to meet the current and future needs of the bank. People’s committee
meetings have taken place in all divisions, 19 in total, between a total of 285 management staff and staff
considered for management positions.

After holding these committee meetings, a feedback process was initiated and a development plan
implemented for all employees involved in these meetings. The purpose was to build a culture of development
in order to maximise future performance, under the guidance of their line managers and together with the
Human Resources Business Partners (HRBP) to move forwards in identifying, developing and promoting talent.

In this context, the consolidation of the figure of the HRBP is notable under the leadership of the Strategic
Talent Management Division. There are currently 10 employees who have taken on the new role of HRBP, and
like the figure which already exists in the network through Regional Organisation and Resources Directors,
their objective is three-fold: to be a strategic partner of the various divisions, to centralise activities relating to
people and to pro-actively manage human capital.

We encourage our management staff to have a shared leadership vision and standard, and we favour the
professional growth and development in line with the bank’s culture, using personal change as a basis to
facilitate changes at an organisational level. The programme has a synergic effect where it achieves the
‘cascade’ transfer of knowledge of the people forming part of the teams, as well as a warmer and more human
attitude. These attitudes position our management staff as an example of quality and openness, both internally
and in the external market.

One of the main outcomes of this exercise has been the continuation of the Corporate Management
Programme, which is designed for new heads of department and corporate centre directors with subordinates
working under them. The Programme is based on developing management and team-building skills, promoting
joined-up management in corporate centres and improving familiarity with Human Resources policies as a way
of managing professional development and promoting success-driven behaviours appropriate to each role. The
sixth edition took place in 2016.

One of the organisation’s main tools in managing people and focusing on results is the annual performance
review and interview, where managers hold a mandatory one-to-one meeting with their direct reports, the goal
being also to foster professional growth and build trust. This year, we have improved the validity and reliability
(rigour in the assessment — greater level of distinction) of the process, which has allowed us to focus
particularly on employees who can perform better, with whom specific plans for improvement have been
established, managed together with their line managers.

HR Operations

The HR Operations division, which includes the Shared Services Centre and the Employee Assistance Office,
has started a stage of consolidation to hone skills in service provision and enhance the efficiency of
processes. Within this division, to strengthen the management teams, a Human Resources Middle Office has
been created aimed at giving specialised support to HRBPs during their activities. The creation of the HR
Middle Office is the culmination of a series of HR processes which will lead to a greater focus and efficiency in
the management of people throughout all corporate divisions.

Communication, participation and the volunteer programme
Communication

Banco Sabadell has numerous channels of communication between the different levels of the organisation to
enhance internal communication and involve employees in the bank’s goals.

The “Banco Sabadell ldea” platform allows employees to propose improvements in any area of the
organisation. The platform is also an excellent communication channel through which employees can make
queries and share experiences on products and processes. The ideas with the most votes and those which add
the greatest value to the entity are considered by the persons in charge of the processes concerned and by
members of a Decision Committee, who together reach a decision on their implementation. The ideas with
most votes also receive a cash prize.
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Participation

Banco Sabadell respects and guarantees employees’ basic rights, including freedom of association and
collective bargaining, enshrined in Spanish law. These principles are set out in its code of conduct and human
resources policy.

Union representatives represent the entire workforce, not just union members; accordingly, labour agreements
apply to all employees at the level at which the negotiation was conducted (industry, corporate group,
company, etc.). All employees are given one month’s notice of significant changes. Union elections are held
every four years. Banco Sabadell’s management meets periodically with the general secretaries of the various
trade unions and the latter participate regularly in various committees of the organisation (National Health and
Safety Committee, Equal Opportunities Committee, Training Committee and the Pension Plan Oversight
Committee). Workplaces with more than 50 workers have a workers council. Workplaces with between 6 and
10 workers may elect a union representative.

In response to the results of the workplace environment survey conducted in 2015, between May and
September 2016 23 Focus Groups have been held, in which over 400 employees have taken part, the main
objectives of which were: to identify the main needs and priorities of the bank in terms of improving its
workplace environment and analyse more quantitative information based on the GPTW survey. These Focus
Groups have been held in all of the bank's divisions and regional branches, and give a view of employees’
thoughts about their workplace environment and the current and future outlooks of the bank. Based on the
conclusions reached, plans of action have been defined at a global level and by divisions / regional branches,
which will help to consolidate the bank as an “Excellent Place in which to Work” and improve the experience
of the bank’s employees.

Volunteer programme

In response to this line of approach, defined in the Corporate Social Responsibility Plan 2013, SabadellLife, a
new internal portal, has been introduced, which incorporates all actions that involve our employees in terms of
health, solidarity and sport.

The SabadellLife Portal publicises social action and corporate volunteer initiatives. The successes achieved
year after year has led to a substantial increase in the number of volunteers and in the number of activities
organised in 2016, many of which were proposed by the employees themselves.

Details of some of the most significant activities in 2016 are given below:

Oxfamintermon Trailwalker. 405 people representing Banco Sabadell took park in this year’s Trailwalker,
making Banco Sabadell the company with the largest number of employees taking part in Madrid, raising over
€90,000 for water supply projects carried out by Oxfam in the Sahara region.

Together with Banc de Sang i Teixits, Banco Sabadell makes blood donations, where year after year the
number of blood donations has increased significantly.

Success of the BSImparables campaign, which led to over €6,000 being raised for research into leukaemia by
the Josep Carreras Foundation. Furthermore, 20 employees have registered with the Spanish registry of bone
marrow donors (REDMO). This campaign saw high levels of employee involvement through social media
(hasthag #BSImparables).

For the fourth consecutive year, 164 volunteers from the bank participated in workshops for students in their
fourth (and final) year of compulsory secondary education as part of the Schools Financial Education
Programme in Catalonia (EFEC). The cooperation agreement signed with Catalonia’s regional government
(Generalitat de Catalunya) and Instituto de Estudios Financieros covered 301 schools in Catalonia.
Additionally, this year Banco Sabadell has taken part in the “Tus Finanzas, tu futuro” (Spanish Banking
Association) programme, where 34 volunteers shared basic knowledge about finance with students in their
second and third years of compulsory secondary education throughout Spain.

Through ‘Sabadell en accién’ (Sabadell in action), over €60,000 were raised for emergencies and charitable
causes. 'Sabadell en accién’ will soon be included under the item ‘Actitud Solidaria’ (Solidarity actions), which
will expand the framework of our alliance with the startup Worldcoo.

This year, 580 letters were requested from the Magone Foundation, so that Banco Sabadell employees could
become Wise Men and Women at Christmas for a day, sending a Christmas gift to children at risk of social
exclusion.

COACH Foundation: a corporate volunteer initiative aimed at improving employability of young people at risk of
social exclusion through coaching and mentoring. Twenty young people have benefited from the Programme
this year, double last year’s number.
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Social Business Mentoring with the SHIP2B Foundation. 17 management staff of Banco Sabadell have taken
part as mentors in the B-Ready programme to accelerate social start-ups.

The success of initiatives intended to provide healthcare tools to our employees should also be noted, in which
over 1000 employees took part, particularly in initiatives concerning healthy eating and sport. In this context,
the number of employees taking part in various races for women is also noteworthy, with over 140 employees
signing up to take part.

5 - LIQUIDITY AND CAPITAL RESOURCES
5.1 Liquidity
The key aspects in the evolution of liquidity during the year at Group level have been as follows:

e The entity has continued to generate a liquidity gap in its commercial business, reducing total funding in
wholesale markets and increasing its liquidity position.

e On-balance sheet customer funds increased by 1.5% compared to 2015 year-end.

e In 2016, the growing tendency of the generation of a gap between loans and deposits observed in
recent years has continued. The Loan to Deposits (LtD) ratio of the Group at year-end stood at 105.1%.

e The level of funding in capital markets has been declining in recent years. Issues maturing during the
year in capital markets amounted to €4,420 million. Banco Sabadell carried out issues under its
Programmes totalling €7,658.5 million. Specifically, in March Banco Sabadell carried out two public
issuances of covered bonds at eight and seven years in June and October 2016, totalling €1 billion,
respectively; an extension of an existing covered bond issue by €100 million in March, three 8-year
issuances of covered bonds totalling €850 million fully subscribed by the European Investment Bank
(EIB); one issuance of 10-year subordinated bonds totalling €500 million in May, eight issuances of non-
convertible bonds with a 1 to 3.25 year term totalling €2,488 million and 11 issuances of structured
notes totalling €220.6 million and with terms varying between 1 and 5 years. In the first half of 2016,
TSB launched a securitisation operation on the market with a value in euros of €664 million.

e In 2016 the three agencies that assessed the credit quality of Banco Sabadell were Standard & Poor’s,
Moody’s Investors Service and DBRS. In December, the credit rating agency Moody’s Investors Service
announced an upgrade of one notch in its rating of the bank’s senior debt, which has been given an
investment grade once more after four years. This rating upgrade reflects the improvement in Banco
Sabadell’s fundamentals, particularly in terms of risk. In November, the credit rating agency Standard &
Poor's 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.

e Banco Sabadell took part in the ECB’s four-year liquidity auction in 2016 (TLTRO2 or Targeted Long
Term Refinancing Operations 2) totalling €10,000 million at year-end, whilst simultaneously redeeming
€11,000 million in its possession corresponding to the TLTRO auctions at the end of 2014.

e The entity has maintained a liquidity buffer in the form of liquid assets to meet eventual liquidity needs.

e On 1 October 2015, the Liquidity Coverage Ratio (LCR) came into force, with a phase-in enforcement
period up to 2019. In 2016, the regulatory minimum requirement was 70%. All of the entity’s Liquidity
Management Units (UGLs, for their acronym in Spanish) comfortably surpassed this minimum. At Group
level, the bank’s LCR has consistently been above 100% throughout the year. As regards the Net Stable
Funding Ratio (NSFR), the implementation date of which has been set for January 2018, the entity has
continued to maintain stable levels above 100%.
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Key figures and basic liquidity ratios at the end of 2016 were:

€million Ex TSB Ex TSB

2016 2015 2016 2015
Gross loans and advances to customers, excluding repos 150,087 152,697 115,640 116,635
Provisions for insolvencies and country-risk (4,921) (6,610) (4,835) (6,426)
Brokered loans (4,900) (6,069) (4,900) (6,069)
Adjusted net loans 140,266 140,018 105,905 104,140
On-balance sheet customer funds 133,457 131,489 99,123 96,227
Adjusted loans to deposits ratio (%) 105.1 106.5 106.8 108.2

The EUR/GBP exchange rate used for the balance sheet is 0.8562 at 31.12.16 and 0.7340 at 3

1.12.15.

The Group’s principal sources of funding at the end of 2016 are shown in the following figures according to the

type of instrument and counterparty:

Financing Structure

Breakdown of institutional issuances

Guaranteed debt
ECB 4.3%
o
Wholesale e
market
13.3% )
Securitisation
21.5%
ICO financing
2.2%
HEPOS. Mortgage covered
o ECP + institutional bonds
Retail issues promisiory 54 7%
23% Deposits 10.5%
69.4%

Prefs+Subordinated

s Senior Debt

28%

For further information regarding the Group’s liquidity management, strategy and evolution, see Note 4 on
Risks, under the Liquidity Risk section in the notes to the annual accounts.

5.2. Capital resources

Note 5, “Own funds and capital management” of the consolidated annual report of the Group, contains a
detailed report of its capital management (regulatory framework, detailed data and capital activity).

The main figures related to capital management are shown below:

%/ €million

2016 2015
CET1 12.0 11.5
Tier | 12.0 11.5
Tier Il 1.8 1.4
BIS ratio 13.8 12.9
Capital base 11,852 11,417
Minimum capital requirement 6,886 7,102
Risk weighted assets 86,070 88,769

Note 5 of the annual report explains the main changes compared with the previous year in terms of regulation,
evolution of risk weighted assets (RWAs) and the main components of own funds.
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In recent years, Banco Sabadell has been actively managing its capital, which is a crucial aspect for the
entity’s growth. In recent years, the bank has increased its capital base through issues classified as tier one
capital, as shown in the table below:

M =Million euro

Amount Impact on capital
Febmayaon DOt ey gl gt etk ang o o esmmotcorter
February 2012 Preference share swap for ordinary shares 785 +B1bp of core tier |
March 2012 Capital increase 903 +161bp of core tier |
July 2012 Preference debt instruments and subordinated Banco CAM debt swap for shares 1404 +186 bp of core tier |
September 2013 Accelerated bookbuilding and capital increase with rights 1383 +178 bp of core tier |
October 2013 Issue of Mandatory Convertible Subordinated Debentures for B. Gallego hybrid swap ©°2 +17 bp of core tier |
April 2016 Capital increase with pre-emptive rights - TSB 1607 +181bp of core tier |

Note: The impact on capital (in basis points) is calculated using figures at the close of each year, these figures have changed significantly due to the increase in the Group's scope during these years.

6 — RISKS

During 2016, Banco Sabadell Group has continued to strengthen its risk management framework,
incorporating improvements which align it with the best practices in the financial sector.

For more details regarding the corporate risk culture, the risk appetite framework and the global organisation
of the risks function, as well as the main financial and non-financial risks, see Note 4 Financial Risk
Management in the consolidated annual accounts for 2016.

This year’s main milestones in terms of the Group’s risk management have been the strengthening of the Risk
Appetite Framework, giving it an international focus point, and the improvement of the Group’s risk profile over
the year, as explained in greater detail in Note 4 of the annual report.

7 — POST-BALANCE SHEET EVENTS

Since 31 December 2016, there have been no significant events worthy of mention.

Statutory information 407



8 — EXPECTED FUTURE DEVELOPMENTS

Banco Sabadell adopts three-year strategic plans in which it sets out its objectives for subsequent years in line
with the regulatory and macroeconomic environment.

The 2014-2016 business plan, called Triple, was based on three main pillars. The first pillar was based on
improving profitability. In this regard, we have been able to consolidate our leadership in terms of domestic
business and significantly improve our customer spread.

The second pillar of the Triple plan was based on transformation, of both the balance sheet and of the
commercial and production model. In terms of the transformation of our balance sheet, it should be noted that
the balance of both non-performing assets and that of problematic assets has been significantly reduced,
surpassing our original objectives. In terms of commercial transformation, technological capacities have been
developed which have allowed us to continue improving customers’ experience (trust, service delivery,
transparency and convenience), which allow us to be the current leaders in service quality in SMEs and
Corporates. Lastly, the transformation of the production model has improved the efficiency of our entity, and
we are now one of the best entities within the Spanish banking industry.

The final pillar of the Triple plan is based on internationalisation. Today, over 30% of the Group's lending is
generated outside of Spain (amply surpassing the plan’s objective of 10%). The main milestones that have
been achieved include the acquisition of British bank TSB and the entry into the Mexican market, after
obtaining a licence to operate in this country as a commercial bank.

Following the success of the Triple Plan, Banco Sabadell is starting 2017 with an even more ambitious
strategic plan, which will be developed following a 1 + 3 structure, with 2017 as a transition year during which
TSB will be fully integrated into the Group.

The strategic objectives set forth for the 2020 horizon include, amongst others, the consolidation of the
business in markets in which we currently operate, together with the reduction of non-performing problematic
assets, with a view to achieving a normalised cost of risk level. Banco Sabadell will also focus on establishing
an efficient management model, by deploying the necessary technological capabilities to perform its digital
business.

9 — RESEARCH, DEVELOPMENT AND INNOVATION

2016 has been characterised by the TSB project, with a strong impact on the technological organisation,
which has been restructured to take on the project with the utmost guaranties. Internationally, the bank has
continued working on its project in Mexico to develop a full-service bank for corporates and individuals.

A Systems Plan has been conducted in parallel, as intensively as in the previous year, in line with the
objectives of the Triple business plan for 2014-2016.

In terms of boosting commercial management, the implementation of the new campaign management tool has
been completed and the project for developing a business portfolio of relationship managers and customer files
has continued, and is already in its user testing phase ahead of its implementation in 2017. The 'Alta de
Cliente Cuenta’ project has been started up, the aims of which include simplifying the contracting of the basic
Expansion Account package and optimising its functionality. This application is available both in branches and
on tablets for relationship managers who travel frequently, allowing 100% of customer on-boarding to be
carried out remotely, without the customer having to visit the branch, thanks to the incorporation of a
biometric signature.

In terms of corporate mobility, the system whereby relationship managers can operate using tablets has been
fully developed and deployed. Relationship managers can perform various operations using their tablet,
including operations involving the product catalogue/offering, as well as operating, monitoring, reporting and
contracting simulations, allowing relationship managers to perform all their activities whilst outside of their
offices.

As regards Insurance Systems, a multi-simulator has been developed which uses minimum information about
the customer in order to generate a proposition centred on five products: Car, Home, Health, Life and Funeral
insurance, offering a package deal with optimum conditions, which allows relationship managers to interact
with the generated proposition while negotiating with the customer, making the management of this type of
operation extremely dynamic.
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In terms of markets, the Proteox project has developed a new key feature for the distribution of Forex products
in the field of Treasury. From the beginning, the application, which is built on the Reuters pricing service and a
front-end web technology, HTML5 Responsive, has been easily adaptable to multi-channel environments
(Treasury Room, Branches and Banco Sabadell Online) and multi-platform environments (desktop, mobile and
tablet). It allows the bank's full distribution of Forex products to be centralised in a single application.

As regards the Corporate Administration Systems, the most noteworthy actions performed during the year are
related to projects for the adaptation of hub and spoke branch management systems and the Remote
Management Branch Network. Also worthy of mention in the field of Human Resources are new projects for

internal talent management, training and recruitment.

10 - TREASURY SHARE SALES AND BUYBACKS

For information on treasury sales and buybacks see Note 25 to the annual report.

11 - OTHER RELEVANT INFORMATION

a) Shares and share price information

Some indicators of the bank’s share performance are shown in the following table:

Change (%)
2016 2015 year-on-year
Shareholders and buybacks
Number of shareholders 260,948 265,935 (1.9)
Number of shares 5,616,151,196 5,439,244,992 3.3
Average daily buybacks (number of shares) 29,994,232 32,155,802 (6.7)
Share price (euro)
Start date 1.635 2.205
Maximum 1.810 2.499
Minimum 1.065 1.577
End date 1.323 1.635
Market capitalisation (thousand euro) 7,430,168 8,893,166
Market ratios
Earnings per share (EPS) (euro) 0.13 0.13
Book value per share (euro) 2.30 2.26
Price / book value 0.57 0.72
PER (share price / EPS) 10.46 12.55

The bank’s share price fell by -19.1% in 2016, a more significant decline than the average of listed Spanish

banks (-1.9%), while the IBEX-35 share price depreciated by -2.0%.
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b) Dividend policy

The bank’s shareholder remuneration policy, in accordance with the bank’s Articles of Association, is
submitted to shareholders for approval on a yearly basis at the General Meeting of Shareholders.

In 2015, the bank compensated shareholders with €0.07 per share through a flexible remuneration scheme
that offers them the chance to choose to receive this remuneration in cash and/or in new shares, and a
supplementary remuneration scheme consisting in the handover of shares from the treasury portfolio. This
amount represented profits on the quoted share price at year-end of 4.3%.

On 27 October 2016, the Board of Directors agreed to distribute a dividend charged to the 2016 income
statement totalling €111,281 thousand (€0.02 (gross) per share), paid on 30 December 2016.

Furthermore, the Board of Directors will submit a proposal at the General Meeting of Shareholders on the
distribution of a €0.05 (gross) dividend per share for 2016.

Over the coming years, Banco Sabadell foresees a continuation of cash payments as remuneration to its
shareholders.

¢) Managing the credit rating

In 2016 the three agencies that assessed the credit quality of Banco Sabadell were S&P Global Ratings,
Moody’s and DBRS. The current ratings, and the last dates on which they were affirmed, are as follows:

Long-term Short-term Outlook Last updated
DBRS BBB (high) R-1 (low) Stable 02.08.2016
Standard & Poor's BB+ B Positive 02.11.2016
Moody's (*) Baa3 / Baa2 P-3/P-2 Stable 01.12.2016

(*) Corresponds to senior debt and deposits, respectively

On 2 November 2016, S&P Global Ratings raised Banco Sabadell’s rating outlook to positive (from stable) and
confirmed the long-term rating at BB+ and the short-term rating at B. The positive outlook is mainly due to the
significant improvement in asset quality, strengthening capital and consolidating the market position in Spain,
as well as the geographical diversity of the various sources of income.

On 2 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 1 December 2016, Moody’s Investor Service announced the upgrade of Banco Sabadell’s deposit ratings
from Baa3/Prime-3 to Baa2/Prime-2 and those of senior debt from Bal to Baa3. The outlook for long-term
deposit ratings and senior debt is stable. This rating upgrade reflects, according to Moody’s Investors Service,
the improvement in Banco Sabadell’s fundamentals, particularly in terms of risk, with a substantial decrease in
problematic assets and its steady downward trend which will continue next year.

During 2016, Banco Sabadell has met with the three agencies. At these visits and teleconferences, the
discussions have addressed subjects such as the bank’s strategy, TSB's performance since its acquisition,
results, capital, liquidity, risks, credit quality, and the management of problematic assets.
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d) Branch network

At the end of 2016, Banco Sabadell was operating 2,767 branches (including 587 TSB branches), a net
decrease of 106 branches compared with 31 December 2015 (79 fewer branches excluding TSB), that is
mainly due to the optimisation of the branch network.

Of the total number of Banco Sabadell Group branches, 1,583 were operating under the Sabadell brand
(including 47 business banking and 2 corporate banking branches); 123 were operating as Sabadell Gallego
(including 3 business banking branches); 166 under Banco Herrero in Asturias and Leon (including 3 business
banking branches); 128 were SabadellGuipuzcoano branches (including 5 business banking branches); 12
were SabadellUrquijo branches; 105 were Solbank branches; and there were 648 international branches,
including 27 operated by Sabadell United Bank, 7 by BancSabadell d'Andorra and 587 by TSB. Additionally,
ActivoBank has two "Active Centres" open to the public. The distribution of the Group’s branches in Spain by
autonomous community is as follows:

Autonomous Community Branche Autonomous Community Branche
Andalusia 142 Valencia 381
Aragon 34 Extremadura 7
Asturias 134 Galicia 123
Balearic Islands 62 La Rioja 8
Canary Islands 30 Madrid 201
Cantabria 6 Murcia 141
Castilla-La Mancha 23 Navarre 18
Castillay Leon 64 Basque Country 105
Catalonia 638 Ceuta and Melilla 2

The Group is present in the following countries:

Representative Subsidiaries &

Countr Branches
untry Offices Investees

Europe

Andorra .
France o

Poland o

Turkey .

United Kingdom . .
Americas

Brazil .

Colombia o o
Dominican Republic o

Mexico o
Peru

United States 3 . .
Venezuela .

Asia

China

India

Singapore

United Arab Emirates
Africa

Algeria .
Morocco .
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Corporate Governance

As required by Article 540 of the Spanish Capital Companies Act, Banco Sabadell Group has prepared an
annual report on Corporate Governance for the year 2016, which, in accordance with Article 49 of the Spanish
Commercial Code, forms part of this Directors’ Report, included herein as a separate document, and which
includes a section on the extent to which the bank is following recommendations on corporate governance
that currently exist in Spain.

Information on  Corporate  Governance is available on the Group’s corporate website

(www.grupobancosabadell.com), and can be accessed directly from the “Corporate Governance and
remuneration policy” link on this website’'s homepage.
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Glossary of terms on performance measures

In its presentation of its results to the market, and for the purpose of monitoring the business and decision-
making processes, the Group uses performance measures pursuant to the generally accepted accounting
regulations (IFRS-EU), and also uses other non-audited measures commonly used in the banking sector
(Alternative Performance Measures, or APMs) as monitoring indicators for the management of assets and
liabilities, and the financial and economic situation of the Group, which facilitates its comparison with other
entities.

Following the ESMA guidelines on APMs (ESMA/2015/1415es of October 2015), the purpose of which is to
promote the use and transparency of information for the protection of investors in the European Union, the
Group presents below, for each APM, its definition and its use. The Group presents the reconciliation of
components of APMs in the Directors’ Report, with the items shown in the financial statements and their
quantification for each period.

Performance indicator

Definition and calculation

Use or purpose

Loan to deposits ratio

Pre-provisions income

Customer spread

NPL coverage ratio

Cost-to-income ratio ™)

Loan loss ratio

Gross customer lending

Gross performing loans

Net loans and receivables divided by retail funding. Calculated by
subtracting brokerage loans from the numerator. Retail funding
and customer funds, defined in this table, are used as the
denominator.

Comprised of gross income accounting entries
administrative and depreciation expenses.

Difference between returns and expenses of customer assets
and liabilities, i.e. the contribution of transactions exclusively with
customers to net interest income. Calculated considering the
difference between the average rate charged by the bank on its
customer loans and credit and the average rate that the bank
pays for its customer deposits. The average rate on customer
loans and credit is calculated as the accounting financial income
on customer lending as an annualised percentage of the average
daily balance of customer loans and credit. The average rate of
customer funds is calculated as the accounting financial
expenses on customer funds as an annualised percentage of the
average daily balance of customer funds.

Gives the percentage of non-performing loans covered by
provisions. Calculated as the ratio between the impairment
allowance for loans and advances to customers (including
contingent liability funds) over total non-performing loans
(including non-performing contingent loans).

Staff expenses and other general administrative expenses/gross
income. To calculate this ratio, gross income is adjusted by
linearising net trading income. The denominator includes the
linear accrual of contributions to deposit guarantee funds and
resolution funds except at year-end.

Expresses non-performing loans as a percentage of total
customer lending. All calculation components correspond to
headings or sub-headings on financial statements. Calculated as
the ratio between non-performing loans, including contingent
liabilities, over total customer loans and contingent liabilities. Non-
performing loans are described in this table. Contingent liabilities
include guarantees given and contingent commitments given.

plus

Includes loans and advances to customers excluding insolvency
provisions and allowances for country risk.

Includes gross customer lending excluding repos,
adjustments and non-performing assets.

accrual
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Measures a bank's liquidity by calculating the
relationship between the funds available and the
volume of loans and credit given to its customers.
Liquidity is one of the key aspects which define an
entity's structure.

Significant indicator which reflects the evolution of
the Group's consolidated profit/(loss).

Indicator of the profitability of our purely banking
activity.

One of the main indicators used in the banking
industry to monitor the status and changes in the
quality of credit risk incurred with customers and
gives the coverage provided by provisions prepared
by the entity for doubtful assets.

Main indicator of efficiency or productivity of banking
activity. It is an indicator which is monitored and
included in the Group's Strategic Plan for 2014-
2016.

One of the main indicators used in the banking
industry to monitor the status and evolution of the
quality of credit risk incurred with customers and to
assess the management of that risk.

Key figure and one of the main business indicators
for financial institutions, and which is monitored.
Key figure and one of the main business indicators
for financial institutions, and which is monitored.
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liabilities, and the financial and economic situation of the Group, which facilitates its comparison with other
entities.
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Loan to deposits ratio

Pre-provisions income

Customer spread

NPL coverage ratio

Cost-to-income ratio

Loan loss ratio

Gross customer lending

Gross performing loans
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Net loans and receivables divided by retail funding. Calculated by
subtracting brokerage loans from the numerator. Retail funding
and customer funds, defined in this table, are used as the
denominator.

Comprised of gross income accounting entries plus
administrative and depreciation expenses.

Difference between returns and expenses of customer assets
and liabilities, i.e. the contribution of transactions exclusively with
customers to net interest income. Calculated considering the
difference between the average rate charged by the bank on its
customer loans and credit and the average rate that the bank
pays for its customer deposits. The average rate on customer
loans and credit is calculated as the accounting financial income
on customer lending as an annualised percentage of the average
daily balance of customer loans and credit. The average rate of
customer funds is calculated as the accounting financial
expenses on customer funds as an annualised percentage of the
average daily balance of customer funds.

Gives the percentage of non-performing loans covered by
provisions. Calculated as the ratio between the impairment
allowance for loans and advances to customers (including
contingent liability funds) over total non-performing loans
(including non-performing contingent loans).

Staff expenses and other general administrative expenses/gross
income. To calculate this ratio, gross income is adjusted by
linearising net trading income. The denominator includes the
linear accrual of contributions to deposit guarantee funds and
resolution funds except at year-end.

Expresses non-performing loans as a percentage of total
customer lending. All calculation components correspond to
headings or sub-headings on financial statements. Calculated as
the ratio between non-performing loans, including contingent
liabilities, over total customer loans and contingent liabilities. Non-
performing loans are described in this table. Contingent liabilities
include guarantees given and contingent commitments given.

Includes loans and advances to customers excluding insolvency
provisions and allowances for country risk.

Includes gross customer lending excluding repos, accrual
adjustments and non-performing assets.
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Measures a bank's liquidity by calculating the
relationship between the funds available and the
volume of loans and credit given to its customers.
Liquidity is one of the key aspects which define an
entity's structure.

Significant indicator which reflects the evolution of
the Group's consolidated profit/(loss).

Indicator of the profitability of our purely banking
activity.

One of the main indicators used in the banking
industry to monitor the status and changes in the
quality of credit risk incurred with customers and
gives the coverage provided by provisions prepared
by the entity for doubtful assets.

Main indicator of efficiency or productivity of banking
activity. It is an indicator which is monitored and
included in the Group's Strategic Plan for 2014-
2016.

One of the main indicators used in the banking
industry to monitor the status and evolution of the
quality of credit risk incurred with customers and to
assess the management of that risk.

Key figure and one of the main business indicators
for financial institutions, and which is monitored.
Key figure and one of the main business indicators
for financial institutions, and which is monitored.



Performance indicator

Definition and calculation

Use or purpose

On-balance sheet customer funds

Off-balance sheet customer funds

On-balance sheet funds

Funds under management

Non-performing loans

Problematic assets

Foreclosed available-for-sale real
estate assets coverage ratio

ROA

ROE

RORWA

ROTE

Market capitalisation

Earnings per share

Book value per share

Price/book value

Price/earnings ratio

Includes customer deposits (ex-repos) and other liabilities
allocated by the branch network (Banco Sabadell non-convertible
bonds, promissory notes and others).

Includes mutual funds, equity management, pension funds and
insurance products sold by the Group.

Includes accounting sub-headings of customer deposits,
marketable debt securities, subordinated liabilities and liabilities
under insurance and reinsurance contracts.

The sum of on-balance sheet funds and off-balance sheet
customer funds.

The sum of accounting headings of non-performing assets within
loans and advances to customers together with non-performing
guarantees given.

The sum of non-performing loans and foreclosed real estate
assets.

This calculation gives the ratio between impairment allowances
for foreclosed real estate assets divided by total foreclosed real
estate assets. The amount of foreclosed real estate assets
includes properties classified in the portfolio of non-current
assets and disposal groups classified as held for sale.
Consolidated profit/(loss) during the year / average total assets.
Considers annualised linearisation of profits obtained to date
adjusted by the relative accrual of contributions to deposit
guarantee and resolution funds. The total average are the
weighted moving average of total assets during the last twelve
calendar months.

Profit attributed to the Group / average own funds. The numerator
uses the linear annualisation of profits obtained to date adjusted
by the relative accrual of contributions to deposit guarantee and
resolution funds. The denominator excludes profit attributed to the
Group as part of own funds.

Consolidated results for the year/ risk-weighted assets (RWA).

Profit attributed to the Group / average own funds. The numerator
uses the linear annualisation of profits obtained to date adjusted
by the relative accrual of contributions to deposit guarantee and
resolution funds. The denominator excludes profit attributed to the
Group as own funds and goodwill.

Calculated by multiplying the share price by the number of shares
in circulation at the closing date of the period.

This divides net profit attributed to the Group by the number of
shares in circulation at the closing date of the period. The
numerator uses the linear annualisation of profits obtained to date
adjusted by the relative accrual of contributions to deposit
guarantee and resolution funds except at year-end.

Calculated by dividing the book value by the number of shares at
the closing date of the period. Book value refers to the sum of
own funds, using the linear annualisation of profit obtained to date
adjusted by the relative accrual of contributions to deposit
guarantee and resolution funds, except at year-end.

Calculated by dividing the share price by the book value.

Calculated by dividing the share price by the net attributable profit
per share.

Key figure and one of the main balances in the
Group's consolidated balance sheet, and which is
monitored.

Key figure and one of the main business indicators
for financial institutions, and which is monitored.

Key figure and one of the main business indicators
for financial institutions, and which is monitored.

Key figure and one of the main business indicators
for financial institutions, and which is monitored.

Key figure and one of the main indicators used in the
banking industry to monitor the status and evolution
of the quality of credit risk incurred with customers
and to assess the management of that risk.

Indicator of the total exposure to risks and non-
performing assets, including real estate assets.
This indicator gives the entity's real estate asset
exposure.

Measurement commonly used in the financial
industry to determine the accounting profitability of
the Group assets.

Measurement commonly used in the financial
industry to determine the accounting profitability of
the Group's own funds.

An additional measurement of profit, calculated
through risk-weighted assets divided by the Group's
risk level.

Additional measure of profit obtained from equity,
although goodwill is excluded from the calculation.
This indicator is included in the Group's strategic
plan for 2014-2016, and its evolution is monitored.

It is an economic market indicator or market ratio
that gives the total value of a company in line with
market prices.

It is an economic market indicator or market ratio
that indicates the profitability of a company, and is
one of the most commonly used measurements to
measure performance.

It is an economic market indicator or market ratio
that determines the "book" or carrying value of a
company for each security in the possession of
shareholders.

An economic measurement or market ratio
commonly used by the market, which compares the
share price against the book value of that share.

An economic measurement or market ratio
commonly used by the market, which is
representative of the market's assessment of a
company's profit-generating capacity.

(*) The linear accrual of the contribution to deposit guarantee and resolution funds during the first three quarters of the year has been made based on the Group's best estimates.

(**) Average calculated based on average daily balances.

(***) Average calculated based on the last 13 positions at the end of the month.
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