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INDEPENDENT AUDITOR'S REPORT ON FINANCIAL
STATEMENTS

To the Shareholders of CaixaBank, S.A.,

Report on the Financial Statements

We have audited the financial statements of Caixabank, S.A. (the Company), which comprise
the balance sheet as at 31 December 2017, and the statement of profit or loss, statement of
comprehensive income, statement of changes in total equity, statement of cash flows and notes
to the financial statements for the year then ended.

In our opinion, the accompanying financial statements present fairly, in all material respects,
the equity and financial position of the Company as at 31 December 2017, and its results and
its cash flows for the year then ended in accordance with the regulatory financial reporting
framework applicable to the Company (identified in Note 1 to the financial statements) and, in
particular, with the accounting principles and rules contained therein.

We conducted our audit in accordance with the audit regulations in force in Spain. Our
responsibilities under those regulations are further described in the Auditor's Responsibilities
for the Audit of the Financial Statements section of our report.

We are independent of the Company in accordance with the ethical requirements, including
those pertaining to independence, that are relevant to our audit of the financial statements in
Spain pursuant to the audit regulations in force. In this regard, we have not provided any
services other than those relating to the audit of financial statements and there have not been
any situations or circumstances that, in accordance with the aforementioned audit regulations,
might have affected the requisite independence in such a way as to compromise our
independence.

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

Delonte, S.L. Inscrita en el Registro Mercantil de Madnd, tomo 13.650, seccién 8, folio 188, hoja M-54414, inscripcion 96°. CIF.: B-79104469.
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Key audit matters are those matters that, in our professional judgement, have been of most
significance in our audit of the financial statements of the current period. These matters have
been addressed in the context of our audit of the financial statements as a whole, and in
forming our opinion thereon, and we do not provide a separate opinion on these matters.

As described in Note 3 to the
accompanying financial statements, the
credit risk relating to the loans and
receivables at 31 December 2017 is one of
the risks to which the Company is most
exposed. The Company estimates the
impairment losses due to credit risk
relating to loans and receivables on an
individual and on a collective basis, as
described in Note 2.9 to the
aforementioned financial statements.

The aforementioned estimate is based on
internal models designed by the Company
on the basis of incurred loss methodologies
in accordance with the applicable
regulations in force. These models entail
the application of a high level of judgement
and complexity, as well as technical
difficulty since, among other factors, the
following are taken into account: (i) the
use of significant assumptions and
hypotheses, (ii) the correct accounting
classification of transactions and the
appropriate segmentation of credit risk and
(iii) the performance of complex
calculations that require mass data
processing in order to calculate the
impairment losses that are assessed on a
collective basis using statistical procedures.

Therefore, we considered this matter to be
a key matter in our audit.

In order to address this key matter, our work
included the performance of audit procedures
to assess the operating effectiveness of the
relevant controls established by the Company
in this area, as well as the conduct of
substantive audit procedures on the estimates
of impairment losses calculated on an
individual and on a collective basis. In this
respect, among others, we carried out the
following procedures: (i) analysis of the
reasonableness of the calculation
methodology of the internal models designed
by the Company, reviewing the criteria
adopted, as well as the compliance thereof
with applicable regulations, (ii) analysis of the
classification criteria and the reasonableness
of the segmentation variables, (iii) review of
the relevant applications supporting the
calculation engines for estimating impairment
and the transfer of information to the
accounting applications, (iv) tests to verify the
completeness of the information used as the
basis for estimating impairment, (v)
replication of the calculation of certain
variables for determining impairment, (vi)
analysis of the backtesting of the models and
of the results obtained by the Company’s
Validation and Internal Audit Unit in its
reviews and (vii) tests, on a selective basis, to
assess the correct classification and
recognition of impairment.



Estimation of impairment losses on loans and receivables

Description Procedures applied in the audit

In addressing this matter, we involved
internal specialists in information technology
systems and mass data processing, as well as
internal specialists in modelling and the
valuation of credit risk.

In addition, with regard to the impairment
losses estimated on an individual basis, we
reviewed borrowers’ files, on a selective basis,
to evaluate whether they have been properly
classified and adjusted for impairment,
considering, among other information, the
cash flow discounting model used to
determine the recoverable amount, the
existing financial information on the debtor
and, where appropriate, the value of any
collateral provided.

Lastly, we evaluated whether the
accompanying financial statements contain
the disclosures required in this connection by
the regulatory financial reporting framework
applicable to the Company.



Note 2.19 explains how the Company
estimates the impairment losses on
property assets held for sale arising from
loan foreclosures on the basis of appraisals
conducted by third parties, and
subsequently adjusts them using internal
models designed by the Company to
estimate the discount on the appraisal value
and the costs to sell. The use of internal
models involves the application of
judgements and estimates that include,
among other factors, experience of sales of
similar assets and the expenses expected to
be incurred until the assets are realised.
Therefore, we considered this matter to be
a key matter in our audit.

Our audit procedures included, among others,
the review of the design and implementation
of the relevant controls that mitigate the risks
associated with the valuation of property
assets, as well as tests to verify that the
aforementioned controls operate effectively.
Tests were also conducted to verify the
completeness of the information used as the
basis for estimating the impairment and, in
particular, the adjustment applied by the
Company in accordance with the internal
valuation model.

In this connection, with the cooperation of
our internal specialists in the valuation of
property assets, we: (i) assessed the
competence, capability and objectivity of the
experts engaged by the Company to value its
property assets, as well as the
appropriateness of their work to be used as
audit evidence, (ii) analysed, for a sample of
appraisals determined on a selective basis,
the reasonableness of the valuation
procedures and methodology used by the
experts engaged by Company management
and (iii) analysed the reasonableness and
consistency of the main property-related
assumptions considered in the internal
valuation model.

Lastly, we evaluated whether the
accompanying financial statements contain
the disclosures required in this connection by
the regulatory financial reporting framework
applicable to the Company.



As indicated in Note 23, the balance sheet
as at 31 December 2017 includes EUR
7,892 million of deferred tax assets that are
recoverable in the context of the tax group
to which the Company belongs.

At the end of the year management of
CaixaBank, S.A. prepared financial models
to assess the recoverability of the
aforementioned tax assets, taking into
consideration new legislative developments
and the most recently approved business
plans.

We identified this matter as key in our
audit, since the preparation of these models
requires a significant level of judgement,
mainly in connection with the projections of
business performance, which affect the
estimate made of the recoverability of the
tax assets.

Our audit procedures included, among others,
the review of the aforementioned financial
models, including the analysis of the
consistency of the actual results obtained
compared with the results projected in the
previous year's models, the reasonableness
of the budgeted results included in the
current year’'s models and the tax legislation
applicable where the deferred tax assets are
recognised, as well as the reasonableness of
the projections for future years and their
consistency with those used in other
judgements and estimates.

We also involved our internal specialists from
the tax area in the analysis of the
reasonableness of the tax assumptions
considered on the basis of the applicable
legislation.

Lastly, we evaluated whether the
accompanying financial statements contain
the disclosures required in this connection by
the regulatory financial reporting framework
applicable to the Company.



As indicated in Note 2.22, as a result of its
business activity the Company is involved in
various court and administrative
proceedings, including most notably those
relating to claims in connection with the so-
called floor clauses. Management of the
Company must evaluate whether these
proceedings represent contingencies or
whether, on the contrary, a provision
associated with them should be recognised.
This is a key matter for our audit, since the
analysis of contingencies requires significant
judgements to be made, in particular as to
whether it is probable that there will be a
future outflow of resources and whether the
amount of the obligation can be estimated
reliably. The directors make these
judgements and estimates mainly on the
basis of the analysis of the legal and
financial department -which in turn is based
on the information available at any given
time-, the outcomes of similar litigation
and, as applicable, the opinion of their legal
or other advisers.

Our audit procedures included, among others,
analysing the judgements used by the
Company's directors and management based
on the information available at any given
time and the outcomes of similar litigation.

The main audit procedures we performed in
order to assess the reasonableness of the
conclusions reached by management
consisted of (i) analysing the court
proceedings, monitoring and estimating the
possible consequences thereof in the various
related phases, (ii) understanding the
response adopted by CaixaBank for dealing
with any potential claims and (iii)
understanding and reviewing the various
claim scenarios established by the Entity.

We also verified the accounting treatment
adopted and evaluated whether the
accompanying financial statements contain
the disclosures required in this connection by
the regulatory financial reporting framework
applicable to the Company.



The other information comprises only the directors' report for 2017, the preparation of which
is the responsibility of the Company's directors and which does not form part of the financial
statements.

Our audit opinion on the financial statements does not cover the directors’' report. Our
responsibility relating to the information contained in the directors' report is defined in the audit
regulations in force, which establish two distinct levels:

a) A specific level that applies to the non-financial information statement, as well as to certain
information included in the Annual Corporate Governance Report, as defined in Article 35.2.b)
of Spanish Audit Law 22/2015, which consists solely of checking that the aforementioned
information has been provided in the directors' report or, where appropriate, that the
corresponding reference to the separate report on non-financial information has been
incorporated in the form provided for in the regulations, and, if this is not the case, reporting
this fact.

b) A general level applicable to the other information included in the directors' report, which
consists of evaluating and reporting on whether the aforementioned information is consistent
with the financial statements, based on the knowledge of the entity obtained in the audit of
those financial statements and excluding any information other than that obtained as evidence
during the audit, as well as evaluating and reporting on whether the content and presentation
of this part of the directors' report are in conformity with the applicable regulations. If, based
on the work we have performed, we conclude that there are material misstatements, we are
required to report that fact.

Based on the work performed, as previously described, we have checked that the specific
information described in section a) above is provided in the directors’ report and that the other
information in the directors' report is consistent with that contained in the financial statements
for 2017 and its content and presentation are in conformity with the applicable regulations.

The directors are responsible for preparing the accompanying financial statements so that they
present fairly the Company's equity, financial position and results in accordance with the
regulatory financial reporting framework applicable to the Company in Spain, and for such
internal control as the directors determine is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the Company's
ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the directors either intend to
liquidate the Company or to cease operations, or have no realistic alternative but to do so.

The audit and control committee is responsible for overseeing the process involved in the
preparation and presentation of the financial statements.



Our objectives are to obtain reasonable assurance about whether the financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor's report that includes our opinion.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit
conducted in accordance with the audit regulations in force in Spain will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is included
in Appendix I to this auditor's report. This description in the aforementioned Appendix I forms
part of our auditor's report.



Report on Other Legal and Regulatory Requirements

The opinion expressed in this report is consistent with the content of our additional report to
the Company's audit and control committee dated 23 February 2018.

The Annual General Meeting held on 28 April 2016 appointed us as auditors for a period of one
year from the year ended 31 December 2016.

Previously, we were designated pursuant to a resolution of the General Meeting for the period
of one year and have been auditing the financial statements uninterruptedly since the year
ended 31 December 2000, taking into account the content of Article 17.8 of Regulation (EU)

No 537/2014 on specific requirements regarding statutory audit of public-interest entities.
e ‘-\I|
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Registered in ROAC under no. S0692

Francisco Ignacio Ambros
Registered in ROAC under no. 20526
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Appendix I to our auditor's report

Further to the information contained in our auditor's report, in this Appendix we inciude our
responsibilities in relation to the audit of the financial statements.

As part of an audit in accordance with the audit regulations in force in Spain, we exercise
professional judgement and maintain professional scepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit 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.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the directors.

e Conclude on the appropriateness of the use by the directors of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Company's ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor's report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions
are based on the audit evidence obtained up to the date of our auditor's report. However,
future events or conditions may cause the Company to cease to continue as a going concern.

o Evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

We communicate with the entity's audit and control committee regarding, among other
matters, the planned scope and timing of the audit and significant audit findings, including any
significant deficiencies in internal control that we identify during our audit.

We also provide the entity’'s audit and control committee with a statement that we have
complied with relevant ethical requirements, including those regarding independence, and we
have communicated with it to report on all matters that may reasonably be thought to
jeopardise our independence, and where applicable, on the related safeguards.

From the matters communicated with the entity's audit and control committee, we determine
those matters that were of most significance in the audit of the financial statements of the
current period and are therefore the key audit matters.

We describe these matters in our auditor's report unless law or regulation precludes public
disclosure about the matter.

10



CONTENTS

e (CaixaBank Financial Statements for 2017

e CaixaBank proposed appropriation of profit for 2017

e CaixaBank Management Report for 2017



K

CAIXABANK FINANCIAL STATEMENTS FOR 2017

e Balance sheet at 31 December 2017 and 2016, before appropriation of profit
e Statement of profit or loss for the years ended 31 December 2017 and 2016
e Statement of changes in equity for the years ended 31 December 2017 and 2016

o Statement of other comprehensive income
o Statement of total changes in equity

e Statement of cash flows for the years ended 31 December 2017 and 2016

e Notes to the financial statements for the year ended 31 December 2017



K

BALANCE SHEET
At 31 December 2017 and 2016, in thousands of euros
CAIXABANK, SA

Assets
31.12.2017  31.12.2016 (*)
Cash and cash balances at central banks (Note 9) 18,796,313 12,973,689
Financial assets held for trading (Note 10) 16,124,866 18,096,145
Derivatives 14,804,098 16,004,290
Equity instruments 268,242 294,923
Debt securities 1,052,526 1,796,932
Memorandum items: Loaned or advanced as collateral with the right of sale or pledge 1,052,526 1,796,932
Financial assets designated at fair value through profit or loss (Note 22) 116 0
Equity instruments 116
Available-for-sale financial assets (Note 11) 16,192,506 17,350,445
Equity instruments 2,473,837 2,798,772
Debt securities 13,718,669 14,551,673
Memorandum items: Loaned or advanced as collateral with the right of sale or pledge 7,333,479 9,377,156
Loans and receivables (Note 12) 213,261,388 217,279,927
Debt securities 1,374,602 1,032,770
Loans and advances 211,886,786 216,247,157
Credit institutions 6,927,325 7,096,315
Customers 204,959,461 209,150,842
Memorandum items: Loaned or advanced as collateral with the right of sale or pledge 90,327,313 81,184,554
Held-to-maturity investments (Note 13) 11,070,175 8,305,651
Memorandum items: Loaned or advanced as collateral with the right of sale or pledge 3,600,019 2,875,627
Derivatives - Hedge accounting (Note 14) 2,645,873 3,100,597
Fair value changes of the hedged items in portfolio hedge of interest rate risk (Note 14) (9,726) 134,586
Investments in subsidiaries, joint ventures and associates (Note 15) 13,450,504 12,597,234
Group entities 9,163,376 7,956,994
Jointly controlled entities 129,688 122,824
Associates 4,157,440 4,517,416
Tangible assets (Note 16) 2,920,257 2,888,215
Property, plant and equipment 2,807,268 2,773,760
For own use 2,807,268 2,773,760
Investment properties 112,989 114,455
Intangible assets (Note 17) 1,326,768 1,606,146
Goodwill 958,782 1,199,756
Other intangible assets 367,986 406,390
Tax assets (Note 23) 8,622,377 8,180,426
Current tax assets 730,347 859,398
Deferred tax assets 7,892,030 7,321,028
Other assets (Note 18) 3,141,491 2,918,903
Insurance contracts linked to pensions (Note 21) 2,117,090 2,106,431
Inventories 6,345 15,861
Other assets 1,018,056 796,611
Non-current assets and disposal groups classified as held for sale (Note 19) 855,649 951,993
Total assets 308,398,557 306,383,957
Memorandum items:
Guarantees given (Note 24) 5,095,290 3,854,302
Contingent commitments given (Note 24) 71,064,811 70,107,048
(*) Presented for comparison purposes only.
The accompanying Notes 1 to 40 and appendices 1 to 6 are an integral part of the balance sheet at
31 December 2017.
CaixaBank — 2017 Financial Statements -1-
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BALANCE SHEET

At 31 December 2017 and 2016, in thousands of euros
CAIXABANK, SA

Liabilities
31.12.2017 31.12.2016 (*)
Financial liabilities held for trading (Note 10) 15,213,577 16,720,748
Derivatives 14,469,285 15,823,009
Short positions 744,292 897,739
Financial liabilities designated at fair value through profit or loss (Note 20) 116 0
Other financial liabilities 116
Financial liabilities measured at amortised cost (Note 20) 261,753,290 258,507,103
Deposits 230,508,106 230,141,295
Central banks 29,685,311 30,029,382
Credit institutions 8,964,624 5,789,101
Customers 191,858,171 194,322,812
Debt securities issued 27,385,271 25,628,858
Other financial liabilities 3,859,913 2,736,950
Memorandum items: Subordinated liabilities 5,999,252 4,118,792
Derivatives - Hedge accounting (Note 14) 723,289 625,544
Fair value changes of the hedged items in portfolio hedge of interest rate risk (Note 14) 1,409,748 1,984,854
Provisions (Note 21) 4,704,599 4,570,303
Pensions and other post-employment defined benefit obligations 2,105,931 2,026,667
Other long-term employee benefits 1,222,557 972,301
Pending legal issues and tax litigation 727,621 629,526
Commitments and guarantees given 261,948 220,034
Other provisions 386,542 721,775
Tax liabilities (Note 23) 984,384 836,172
Current tax liabilities 227,681
Deferred tax liabilities 756,703 836,172
Other liabilities (Note 18) 1,628,408 1,595,715
Total liabilities 286,417,411 284,840,439

(*) Presented for comparison purposes only.

The accompanying Notes 1 to 40 and appendices 1 to 6 are an integral part of the balance sheet at 31 December 2017.

CaixaBank — 2017 Financial Statements -2-
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BALANCE SHEET
At 31 December 2017 and 2016, in thousands of euros

CAIXABANK, SA

Equity
31.12.2017 31.12.2016 (*)
SHAREHOLDERS’ EQUITY (Note 22) 21,956,181 21,382,546
Capital 5,981,438 5,981,438
Paid up capital 5,981,438 5,981,438
Share premium 12,032,802 12,032,802
Equity instruments issued other than capital 0 0
Other equity instruments 10,054 7,499
Retained earnings 5,055,789 4,612,500
Other reserves (2,121,960) (2,095,349)
Less: Treasury shares (11,619) (14,241)
Profit/(loss) for the period 1,428,131 1,035,077
Less: Interim dividends (Note 6) (418,454) (177,180)
ACCUMULATED OTHER COMPREHENSIVE INCOME (Note 22) 24,965 160,972
Items that will not be reclassified to profit or loss 0
Items that may be reclassified to profit or loss 24,965 160,972
Hedge of net investments in foreign operations (effective portion)
Foreign currency exchange (1,270) 1,416
Hedging derivatives. Cash flow hedges (effective portion) 16,657 25,880
Available-for-sale financial assets 9,578 133,676
Debt instruments 395,604 445,998
Equity instruments (386,026) (312,322)
Total equity 21,981,146 21,543,518
Total equity and total liabilities 308,398,557 306,383,957
(*) Presented for comparison purposes only.
The accompanying Notes 1 to 40 and appendices 1 to 6 are an integral part of the balance sheet at 31 December 2017.
CaixaBank — 2017 Financial Statements -3-
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STATEMENT OF PROFIT OR LOSS

for the years ended 31 December 2017 and 2016, in thousands of euros
CAIXABANK, SA

2017 2016 (*)
Interest income (Note 26) 4,297,184 4,582,718
Interest expenses (Note 27) (840,179) (1,227,440)
NET INTEREST INCOME 3,457,005 3,355,278
Dividend income (Note 28) 998,686 1,061,200
Fee and commission income (Note 29) 2,108,427 1,972,681
Fee and commission expenses (Note 29) (151,178) (140,574)
Gains/(losses) on derecognition of financial assets and liabilities not measured at fair value through
profit or loss, net (Note 30) 95,381 640,677
Gains/(losses) on financial assets and liabilities held for trading, net (Note 30) 38,249 21,457
Gains/(losses) from hedge accounting, net (Note 30) (7,964) 13,572
Exchange differences (gain/(loss), net 66,570 30,364
Other operating income (Note 31) 207,482 130,507
Other operating expenses (Note 31) (525,269) (437,527)
GROSS INCOME 6,287,389 6,647,635
Administrative expenses (3,308,367) (3,400,685)

Staff expenses (Note 32) (2,426,115) (2,553,922)

Other administrative expenses (Note 33) (882,252) (846,763)
Depreciation and amortisation (Notes 16 and 17) (483,244) (473,685)
Provisions or reversal of provisions (Note 21) (471,113) 68,688
Impairment or reversal of impairment on financial assets not measured at fair value through profit
or loss (Note 34) (812,657) (418,022)

Available-for-sale financial assets (133,664) (52,215)

Loans and receivables (678,993) (484,763)

Held-to-maturity investments 118,956
NET OPERATING INCOME/(LOSS) 1,212,008 2,423,931
Impairment or reversal of impairment on investments in subsidiaries, joint ventures and associates
(Note 15) 433,174 (507,367)
Impairment or reversal of impairment on non-financial assets (Note 35) (95,791) (17,438)

Tangible assets (26,174) (13,829)

Intangible assets (69,617)

Other (3,609)
Gains/(losses) on derecognition of non-financial assets and investments, net (Note 36) 20,930 332,805
Profit/(loss) from non-current assets and disposal groups classified as held for sale not qualifying as
discontinued operations (net) (Note 37) (1,968) (7,894)
PROFIT/(LOSS) BEFORE TAX FROM CONTINUING OPERATIONS 1,568,353 2,224,037
Tax expense or income related to profit or loss from continuing operations (Note 23) (140,222) (1,188,960)
PROFIT/(LOSS) AFTER TAX FROM CONTINUING OPERATIONS 1,428,131 1,035,077
PROFIT/(LOSS) FOR THE PERIOD 1,428,131 1,035,077

(*) Presented for comparison purposes only.

The accompanying Notes 1 to 40 and appendices 1 to 6 are an integral part of the statement of profit or loss for the year ended 31

December 2017.

CaixaBank — 2017 Financial Statements
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STATEMENT OF CHANGES IN EQUITY (PART A)
STATEMENT OF OTHER COMPREHENSIVE INCOME

for the years ended 31 December 2017 and 2016, in thousands of euros
CAIXABANK, SA

2017 2016 (*)
PROFIT/(LOSS) FOR THE PERIOD 1,428,131 1,035,077
OTHER COMPREHENSIVE INCOME (136,007) (813,458)
Items that will not be reclassified to profit or loss 0 0
Actuarial gains/(losses) on pension plans
Non-current assets and disposal groups held for sale
Other valuation adjustments
Items that may be reclassified to profit or loss (136,007) (813,458)
Foreign currency exchange (2,713) 1,285
Translation gains/(losses) taken to equity (2,713) 1,285
Transferred to profit or loss
Other reclassifications
Cash flow hedges (effective portion) 2,265 (86,850)
Valuation gains/(losses) taken to equity 44,591 (69,621)
Transferred to profit or loss (42,326) (17,229)
Transferred to initial carrying amount of hedged items
Other reclassifications
Available-for-sale financial assets (189,365) (723,662)
Valuation gains/(losses) taken to equity (291,564) (284,442)
Transferred to profit or loss 102,199 (439,220)
Other reclassifications
Non-current assets and disposal groups classified as held for sale 0 0
Valuation gains/(losses) taken to equity
Transferred to profit or loss
Other reclassifications
Entities accounted for using the equity method 0 0
Valuation gains/(losses)
Transferred to profit or loss
Other reclassifications
Share of other recognised income and expense of investments in joint ventures and associates
Income tax relating to items that may be reclassified to profit or loss 53,806 (4,231)
TOTAL OTHER COMPREHENSIVE INCOME FOR THE PERIOD 1,292,124 221,619

(*) Presented for comparison purposes only.

The accompanying Notes 1 to 40 and appendices 1 to 6 are an integral part of the statement of other comprehensive income for
the year ended 31 December 2017.

CaixaBank — 2017 Financial Statements -5-



N

STATEMENT OF CHANGES IN EQUITY (PART B)
STATEMENT OF TOTAL CHANGES IN EQUITY

for the years ended 31 December 2017 and 2016, in thousands of euros

CAIXABANK, SA

Shareholders' equity

Accumulated

Less: other
Share Retained Treasury Profit/(loss) for  Less: Interim comprehensive
2017 Capital premium  Other equity earnings Other reserves shares the period dividends income Total
Opening balance (before restatement) 5,981,438 12,032,802 7,499 4,612,500 (2,095,349) (14,241) 1,035,077 (177,180) 160,972 21,543,518
Effects of corrections of errors 0
Effects of changes in accounting policies 0
Opening balance at 31.12,2016 5,981,438 12,032,802 7,499 4,612,500 (2,095,349) (14,241) 1,035,077 (177,180) 160,972 21,543,518
Total comprehensive income for the period 1,428,131 (136,007) 1,292,124
Other changes in equity 0 0 2,555 443,289 (26,611) 2,622 (1,035,077) (241,274) 0 (854,496)
Issuance of ordinary shares 0
Issuance of other equity instruments 0 0
Dividends (or remuneration to shareholders) (Note 6) (358,675) (418,454) (777,129)
Purchase of treasury shares (Note 22) (40) (40)
Sale or cancellation of treasury shares (Note 22) 34 2,662 2,696
Transfers among components of equity 857,897 (1,035,077) 177,180 0
Other increases/(decreases) in equity 2,555 (55,933) (26,645) (80,023)
Closing balance at 31.12.2017 5,981,438 12,032,802 10,054 5,055,789 (2,121,960) (11,619) 1,428,131 (418,454) 24,965 21,981,146

The accompanying Notes 1 to 40 and appendices 1 to 6 are an integral part of the statement of total changes in equity for the year ended 31 December 2017.
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STATEMENT OF CHANGES IN EQUITY (PART B)
STATEMENT OF TOTAL CHANGES IN EQUITY

for the years ended 31 December 2017 and 2016, in thousands of euros

CAIXABANK, SA

Shareholders' equity

Accumulated

Less: other
Share Retained Treasury Profit/(loss) for  Less: Interim comprehensive
2016 Capital premium  Other equity earnings Other reserves shares the period dividends income Total
Opening balance (before restatement) 5,823,990 12,032,802 5,120 4,671,316 (1,158,435) (19,713) 419,170 (232,754) 974,430 22,515,926
Effects of corrections of errors 0
Effects of changes in accounting policies 0
Opening balance at 31.12,2015 5,823,990 12,032,802 5,120 4,671,316 (1,158,435) (19,713) 419,170 (232,754) 974,430 22,515,926
Total comprehensive income for the period 1,035,077 (813,458) 221,619
Other changes in equity 157,448 0 2,379 (58,816) (936,914) 5,472 (419,170) 55,574 0 (1,194,027)
Issuance of ordinary shares 157,448 (157,448) 0
Dividends (or remuneration to shareholders) (283,204) (177,180) (460,384)
Purchase of treasury shares (Note 22) (2,008,557) (2,008,557)
Sale or cancellation of treasury shares (Note 22) (703,738) 2,014,029 1,310,291
Transfers among components of equity 417,938 (231,522) (419,170) 232,754 0
Other increases/(decreases) in equity 2,379 (36,102) (1,654) (35,377)
Closing balance at 31.12.2016 5,981,438 12,032,802 7,499 4,612,500 (2,095,349) (14,241) 1,035,077 (177,180) 160,972 21,543,518

The accompanying Notes 1 to 40 and appendices 1 to 6 are an integral part of the statement of total changes in equity for the year ended 31 December 2017.
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STATEMENT OF CASH FLOWS (INDIRECT METHOD)

for the years ended 31 December 2017 and 2016, in thousands of euros

CAIXABANK. SA

2017 2016 (*)
A) CASH FLOWS FROM/(USED IN) OPERATING ACTIVITIES 6,562,353 15,680,020
Profit/(loss) for the period 1,428,131 1,035,077
Adiustments to obtain cash flows from operating activities 1,545,970 1,315,226
Depreciation 483,244 473,685
Other adjustments 1,062,726 841,541
Net increase/(decrease) in operating assets 6,093,290 18,257,571
Financial assets held for trading 1,971,278 (620,524)
Available-for-sale financial assets 868,814 2,477,798
Loans and receivables 3,232,993 13,423,042
Other operating assets 20,321 2,977,255
Net increase/(decrease) in operating liabilities (2,658,190) (5,029,002)
Financial liabilities held for trading (1,507,171) 357,075
Financial liabilities measured at amortised cost 168,202 (3,644,982)
Other operating liabilities (1,319,221) (1,741,095)
Income tax (paid)/received 153,152 101,148
B) CASH FLOWS FROM/(USED IN) INVESTING ACTIVITIES (3,041,041) (4,406,729)
Payments: (3,838,487) (5,899,490)
Tangible assets (244,783) (227,869)
Intangible assets (129,898) (108,783)
Investments in joint ventures and associates (47,923) (1,419,457)
Other business units (644,523) 0
Non-current assets and liabilities classified as held for sale (6,836) (11,844)
Held-to-maturity investments (2,764,524) (4,131,537)
Proceeds: 797,446 1,492,761
Tangible assets 95,186 50,721
Investments in joint ventures and associates 1,236 382,498
Non-current assets and liabilities classified as held for sale 701,024 1,059,542
C) CASH FLOWS FROM/(USED IN) FINANCING ACTIVITIES 2,303,628 (4,582,238)
Payments: (5,574,068) (7,392,928)
Dividends (Note 6) (777,129) (460,384)
Subordinated liabilities (1,301,502) 0
Purchase of own equity instruments (Note 22) (40) (346)
Other payments related to financing activities (3,495,397) (6,932,198)
Proceeds: 7,877,696 2,810,690
Subordinated liabilities 2,150,000 0
Disposal of own equity instruments (Note 22) 2,696 1,310,690
Other proceeds related to financing activities 5,725,000 1,500,000
D) EFFECT OF EXCHANGE RATES CHANGES (2,316) (1,317)
E) NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS (A+B+C+D) 5,822,624 6,689,736
F) CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 12,973,689 6,283,953
G) CASH AND CASH EQUIVALENTS AT END OF PERIOD (E+F) 18,796,313 12,973,689
COMPONENTS OF CASH AND CASH EQUIVALENTS AT END OF PERIOD
Cash on hand 1,955,938 1,584,155
Cash equivalents at central banks 16,403,415 10,909,339
Other financial assets 436,960 480,195
TOTAL CASH AND CASH EQUIVALENTS AT END OF PERIOD 18,796,313 12,973,689

(*) Presented for comparison purposes only.

The accompanying Notes 1 to 40 and appendices 1 to 6 are an integral part of the statement of cash flows for the year ended 31
December 2017.
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Notes to the financial statements
for the year ended 31 December 2017

CAIXABANK, SA

As required by current legislation governing the content of financial statements, these notes to the financial
statements complete, extend and discuss the balance sheet, statement of profit or loss, statement of
changes in equity and statement of cash flows, and form an integral part of them to give a true and fair
view of the equity and financial position of CaixaBank at 31 December 2017, and the results of its
operations, the changes in equity and the cash flows during the year then ended.

. Corporate and other information

Corporate information

CaixaBank, SA (“CaixaBank” or the “Entity”), with tax identification number (NIF) A0O8663619 and registered
address at Pintor Sorolla, 2-4, Valencia (until 6 October 2017 Avenida Diagonal 621, Barcelona), was created
through the transformation of Criteria CaixaCorp, SA which culminated on 30 June 2011 with the entry of
CaixaBank in the Bank of Spain’s Registry of Credit Institutions (“Registro de Entidades de Crédito”) and its
listing on the Spanish stock markets — as a credit institution —on 1 July 2011.

On 26 September 2017, the ECB Governing Committee ruled that given that the terms and conditions
established in Article 26.8 of EU Regulation 1024/2013, of the Council, have been met, CriteriaCaixa no
longer has control or exercises a significant dominant influence over CaixaBank, and consequently is no
longer the parent of the financial conglomerate. This ruling came into force the same day. Therefore,
CaixaBank has become the parent company of the financial conglomerate formed by the group's entities
that are considered to be regulated, recognising CaixaBank as a significant supervised entity, whereby
CaixaBank comprises, together with the credit institutions of its Group, a significant supervised group of
which CaixaBank is the entity at the highest level of prudential consolidation.

The corporate object of CaixaBank mainly entails:

a) all manner of activities, operations, acts, contracts and services related to the banking sector in
general, including the provision of investment services and ancillary services and performance of
the activities of an insurance agency;

b) receiving public funds in the form of irregular deposits or in other similar formats, for the purposes
of application on its own account to active credit and microcredit operations, and other
investments, providing customers with services including dispatch, transfer, custody, mediation and
other; and

c) acquisition, holding, enjoyment and disposal of all manner of securities and drawing up takeover
bids and sales of securities, and of all manner of ownership interests in any entity or company.

As a listed bank, CaixaBank is subject to oversight by the European Central Bank, the Bank of Spain and the
Spanish national securities market regulator (the Comision Nacional del Mercado de Valores, CNMV).
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Basis of presentation

The accompanying financial statements have been prepared by the Company’s Board of Directors in
accordance with the applicable regulatory financial reporting framework at 31 December 2017, and in
particular with the accounting principles and criteria contained therein, established by Bank of Spain
Circular 4/2004 (the “Circular”), and its successive amendments in force at that date, the Commercial Code
and other applicable company law.

The aim of Circular 4/2004 is to adapt the accounting regime for Spanish credit institutions to the
International Financial Reporting Standards adopted by the European Union through EU regulations, in
accordance with Regulation 1606/2002 of the European Parliament and of the Council of 19 July 2002 on
the application of International Accounting Standards in force at 31 December 2017.

On 6 December 2017, Bank of Spain Circular 4/2017, of 27 November, was published on public and
reserved financial information standards and formats for credit institutions. This new circular transposes
into Spanish law the main aspect of the new financial asset impairment models, based on expected loss
under IFRS 9 Financial instruments and the recognition of ordinary income other than income deriving from
financial instruments, established in IFRS 15 Revenue from contracts with customers.

Circular 4/2017 came into force on 1 January 2018 and applies to CaixaBank's individual financial
statements, repealing Circular 4/2004 of 22 December from that date.

The accompanying financial statements were prepared from the accounting records of CaixaBank. The
financial statements were prepared using the accounting principles and measurement bases defined in the
Circular, described in Note 2, to present fairly the Company's equity, financial position, results of operations
and cash flows for 2016. No policy was applied that entailed a difference to these and had a significant
impact.

Further, the presentation formats used in the accompanying financial statements are those established by
the Circular.

The accompanying separate financial statements of CaixaBank do not reflect any variations in equity which
might result from using the full consolidation of equity accounting, as appropriate, for the equity
investments in subsidiaries, joint ventures and associates pursuant to prevailing regulations governing the
consolidation of credit institutions. The consolidated financial statements for the CaixaBank Group for the
year ended 31 December 2017, authorised for issue on 22 February 2018, reflect these changes in
accordance with the International Financial Reporting Standards (IFRS) adopted by the European Union.

The table below shows CaixaBank’s consolidated equity and total assets at 31 December 2017 and 2016.

Equity and total assets
(Thousands of euros)

31.12.2017 31.12.2016

Equity 24,683,281 23,555,562
Shareholders' equity 24,203,895 23,399,819
Accumulated other comprehensive income 45,366 126,621
Minority interests 434,020 29,122
Total assets 383,186,163 347,927,262
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Figures are presented in thousands of euros unless the use of another monetary unit is stated explicitly.
Certain financial information in these notes was rounded off and, consequently, the figures shown herein
as totals may differ slightly from the arithmetic sum of the individual figures given before them.

In addition, in deciding which information to disclose in these annual financial statements, materiality was
assessed in relation to the annual financial data.

Responsibility for the information and for the estimates made

The financial statements of CaixaBank for 2017 were authorised for issue by the Board of Directors at a
meeting held on 22 February 2018. They have not yet been approved by the Annual General Meeting of the
Company. However, the Board of Directors of CaixaBank expects they will be approved without any
changes. The financial statements of CaixaBank for 2016 were authorised for issue at the Annual General
Meeting held on 6 April 2017.

The preparation of the financial statements required CaixaBank’s directors to make certain judgements,
estimates and assumptions in order quantify certain of the assets, liabilities, revenues, expenses and
obligations shown in them. These estimates relate primarily to:

e The fair value of certain financial assets and liabilities (Note 2.2)

e The criterion for timing of recognition in profit and loss of income from ancillary activities
provided by CaixaBank (Note 2.12).

e Impairment losses on certain financial assets and the fair value of the related guarantees (Notes
11 to 13).

e The measurement of investments in Group entities, joint ventures and associates (Note 15).

e The useful life of and impairment losses on other tangible assets and intangible assets (Notes 16
and 17).

e The measurement of goodwill and intangible assets (Note 2.17 and 17).

e Impairment losses on non-current assets and disposal groups classified as held for sale (Note 19).

e Actuarial assumptions used to measure post-employment liabilities and commitments (Note 21).

e The measurement of the provisions required to cover labour, legal and tax contingencies (Note
21).

e The income tax expense based on the income tax rate expected for the full year and the
capitalisation and recoverability of tax assets (Note 23).

These estimates were made on the basis of the best information available at the date of preparation of the
financial statements. However, events may occur that make it necessary for them to be changed in future

periods. According to applicable legislation, the effects of these changes would be recognised prospectively
in the corresponding statement of profit or loss.

Comparison of information

The 2016 figures presented in the accompanying 2017 financial statements are given for comparison
purposes only.
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Seasonality of operations

The cyclical or seasonal nature of CaixaBank's operations is not significant. Nevertheless, certain taxes and
levies are expensed when the payment obligation arises, as per prevailing regulations. The Entity recognises
property tax on 1 January each year while contributions to the Deposit Guarantee Fund (DGF) and the
Single Resolution Fund (SRF) are recognised once notification has been received stating the amount payable
to each fund.

In April 2017, the Entity recognised a contribution to the Single Resolution Fund (SRF) of EUR 88 million, of
which EUR 75 million were recognised in the statement of profit and loss under “Other operating expenses”
and EUR 13 million under “Loans and receivables” as CaixaBank elected to materialise 15% of the
contribution using irrevocable payment commitments, for which it provided cash collateral (the
contribution for 2016 was EUR 87 million, of which EUR 74 million were recognised in the statement of
profit or loss under “Other operating expenses” and EUR 13 million under “Loans and receivables”. The
ordinary contributions from the institutions are based on: (i) the proportion it represents relative to the
total aggregate of the institutions in terms of total liabilities, excluding own funds and the amount of
guaranteed deposits, and (ii) the institution's risk profile, including an assessment, inter alia, of the
probability of resolution, the complexity of its structure and resolvability, and indicators of the institution's
financial situation and level of risk.

In October 2017, the Entity recognised a contribution of EUR 214 million to the DGF on the statement of
profit or loss under “Other operating expenses” corresponding to that year (the contribution for 2016 was
EUR 187 million). At its meeting of 19 July 2017, the Fund Management Committee resolved to set the
annual contribution for the deposit guarantee part at 1.8 per thousand of the calculation basis of deposits
effectively guaranteed (1.6 per thousand in 2016). Guaranteed deposits of less than EUR 100,000 hold the
direct guarantee of the Deposit Guarantee Fund, and in addition, will have a preferential treatment
maximum in the hierarchy of creditors. The annual contributions made by entities for the deposit
guarantee part are adjusted according to their risk profile, according to the calculation method developed
by the Bank of Spain.

Investments in credit institutions

At 31 December 2017, CaixaBank held no ownership interest equal to or greater than 5% of the capital or
voting rights of any credit institution other than the investments in subsidiaries and associates listed in
Appendices 1 and 3 and no Spanish or foreign credit institution or group including a credit institution held
an ownership interest equal to or greater than 5% of the capital or voting rights of any of the credit
institutions that are subsidiaries of the CaixaBank Group.

Minimum reserve ratio

Throughout 2017, CaixaBank complied with the minimum reserve ratio required by applicable regulations.

Acquisition of control of Banco BPI

On 16 January 2017, the Portuguese securities commission (Comisidon del Mercado de Valores Mobiliarios)
registered the prospectus for CaixaBank’s takeover bid for BPI at a price per share of EUR 1,134, and the
acceptance period of the bid was opened. This period closed on 7 February 2017. Having secured the
required approvals and following completion of the acceptance period for the takeover bid, CaixaBank
obtained a stake of 84.51% in BPI. The payment for the 39.01% of share capital acquired in the bid stood at
EUR 645 million.
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The acquisition of control of Banco BPI entailed a change in the nature of this investment, from an
investment in an associate to an investment in a Group company (Note 15).

Events after the reporting period

Issuances of debt securities

On 3 January 2018, CaixaBank successfully placed a long-term issuance of mortgage covered bonds. This
new 10-year issuance, for the amount of EUR 1,000 million, was placed at 22 basis points above the
midswap rate. The coupon was set at 1%. The issuance of 15-year mortgage covered bonds completed in
July 2017 was also reopened and increased by a further EUR 375 million, thus bringing the total to EUR 750
million. The price was set at 32 basis points over the midswap rate.

Additionally, on 10 January 2018, a 5 year and 3 months senior debt issuance was made for the amount of
EUR 1,000 million, paying a coupon of 0.75% (midswap + 0.48%).
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2. Accounting policies and measurement bases

The main accounting principles and policies, and measurement bases applied specifically by CaixaBank, with
the quantitative and qualitative explanations considered appropriate, are:

2.1. Investments in subsidiaries, joint ventures and associates

CaixaBank considers as subsidiaries companies over which it has the power to exercise control. Control is
evidenced when it has:

e power to direct the relevant activities of the investee, i.e. the rights (legal or by-law provisions or
through agreements) that confer the ability to direct the activities of the investee that significantly
affect the investee’s returns,

e the present (practical) ability to exercise the rights to exert power over the investee to affect its
returns, and,

e exposure, or rights, to variable returns from its involvement with the investee.

In general, voting rights give the ability to direct the relevant activities of an investee. To calculate voting
rights, all direct and indirect voting rights, as well as potential voting rights (e.g. call options on equity
instruments of the investee) are considered. In some circumstances, a company may have power to direct
the activities without holding a majority of the voting rights, such as when the remaining voting rights are
widely dispersed, when it holds more than any other holder, or when there is a contractual arrangement
with other vote holders to grant their votes.

In circumstances when it is difficult to determine whether an investor’s rights are sufficient to give it power
over an investee, the investor considers whether it has the practical ability to direct the relevant activities
unilaterally. Relevant activities include establishing financial and operating decisions, or appointing and
remunerating management bodies.

Joint ventures include entities which are controlled jointly under contractual arrangements, by virtue of
which, decisions on relevant activities are taken unanimously by the entities that share control, holding
rights over the net assets.

Investments in joint ventures are accounted for using the equity method, i.e. in the proportion to the share
of the assets of the investee, after adjusting for dividends received and other equity eliminations.

Associates are companies over which CaixaBank exercises significant direct or indirect influence, but which
are not subsidiaries or joint ventures. In the majority of cases, significant influence is understood to exist
when the company holds 20% or more of the voting rights of the investee. If voting rights are less than 20%,
the existence of significant influence is usually evidenced if other circumstances arise, such as having
representation on the board of directors, participation in the investee's policy-making processes, material
transactions between the entity and its investee, interchange of managerial personnel or the provision of
essential technical information.

Exceptionally, investees in which more than 20% of the voting rights is held, but it can clearly be
demonstrated that significant influence does not exist, and therefore, CaixaBank effectively does not have the
power to govern the entity’s financial and operating policies, are not considered associates. Based on these
criteria, at 31 December 2017 and 2016, CaixaBank held some equity investments for insignificant amounts,
ranging from 20% to 50%, classified under “Available-for-sale financial assets” in the balance sheet.
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The most representative investments in which the Group has significant influence with a stake of less than
20% are as follows:

e Erste Group Bank AG (Erste): the relationship with this investee began in 2008 and it is classified as
an associate. There is a preferred partnership agreement between Erste’s controlling shareholder
(the Erste Foundation) and CaixaBank that confirms the amicable nature and long-term outlook of
the investment, a corporate and sales collaboration agreement between Erste Bank and CaixaBank,
and a collaboration agreement between Erste Foundation and ”la Caixa”.

Under this preferred partnership agreement, CaixaBank can appoint a director to Erste’s Supervisory
Board. In December 2014, CaixaBank strengthened its strategic agreement with Erste Foundation
through an amendment to the preferred partnership agreement. Under the amended agreement,
CaixaBank can appoint a second director to Erste’s Supervisory Board. The same agreement also
states that CaixaBank will vote at the Annual General Meeting in the same way as Erste Foundation,
solely in respect of the election of members of the Supervisory Board. Through this agreement,
CaixaBank has become one of the Austrian bank's stable shareholders, alongside a group of Austrian
savings banks and some of their foundations, and the WSW holding company. Combined, they have a
shareholding of approximately 30%. CaixaBank’s stake at 31 December 2017 was 9.92%.

e Repsol, SA (Repsol): with a stake of 9.64% at 31 December 2017, CaixaBank is currently Repsol’s
largest shareholder. Since it was created, CaixaBank has always held a relevant position in Repsol’s
shareholder structure and on its Board of Directors. The chairman of CaixaBank is a member of the
Repsol Board, Nomination Committee and Sustainability Committee. CaixaBank’s Chief Executive
Officer is a Repsol director, the First Vice Chairman of its Board, and a member of both its Board
Committee and its Remuneration Committee.

Equity investments in Group companies, joint ventures and associates are initially measured at cost, i.e. the
fair value of the consideration paid plus directly attributable transaction costs. The value of any preferential
subscription rights acquired is also included in the initial measurement.

These investments are subsequently measured at cost less any accumulated impairment losses.

The investments are assessed for impairment at least at the end of each reporting period and whenever
there is objective evidence that a carrying amount may not be recoverable. The impairment is calculated as
the difference between the carrying amount and recoverable amount, which is the higher of its current fair
value less costs to sell and the present value in use of the investment.

Impairment losses and any reversals are recognised as an expense or income, respectively, in the statement
of profit or loss.

Where an impairment loss reverses, the carrying amount of the investment is increased, but so that the
increased carrying amount does not exceed the carrying amount that would have been determined had no
impairment loss been recognised.
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2.2. Financial instruments
Classification of financial assets and liabilities

Financial assets are classified in the balance sheet for management and measurement purposes under the
categories of: “Financial assets held for trading”, “Financial assets designated at fair value through profit or
loss”, “Available for sale financial assets”, “Loans and receivables” and “Held-to-maturity investments”,
unless they must be presented under “Non-current assets classified as held for sale" or relate to “Cash and
cash balances at central banks and other demand deposits”, “Fair value changes of the hedged items in

portfolio hedge of interest rate risk” or “Derivatives — Hedge accounting”, which are presented separately.

n

Financial liabilities are classified under: “Financial liabilities held for trading”, “Financial liabilities designated
at fair value through profit or loss” and “Financial liabilities measured at amortised cost”, unless they must
be presented under “Liabilities included in disposal groups classified as held for sale” or relate to “Fair value
changes of the hedged items in portfolio hedge of interest rate risk” or “Derivatives — Hedge accounting”,
which are presented separately.

Financial assets and liabilities held for trading: this item mainly comprises financial assets or liabilities
acquired or issued for the purpose of selling in the short term or which are part of a portfolio of
identified financial instruments managed together and for which there is evidence of a recent pattern
of short-term profit-taking. Financial liabilities held for trading also comprise short positions arising
from sales of assets acquired temporarily under a non-optional reverse repurchase agreement or
borrowed securities. Also included as financial assets or liabilities held for trading are derivative assets
and liabilities that do not meet the definition of a financial guarantee contract and have not been
designated as hedging instruments.

Financial assets and liabilities designated at fair value through profit or loss: includes, where
applicable, financial instruments designated by CaixaBank upon initial recognition, e.g. hybrid financial
assets or liabilities mandatorily measured in full at fair value, or with financial derivatives, the purpose
of which is to mitigate the exposure to changes in fair value, or managed as a group with financial
liabilities and derivatives to mitigate the overall exposure to interest rate risk. In general, the category
includes all financial assets and liabilities when such designation eliminates or significantly reduces a
measurement or recognition inconsistency (accounting mismatches) that would otherwise arise.
Financial instruments in this category must be subject at all times to an integrated and consistent
measurement system, management and control of risks and returns permitting verification that risk
has effectively been mitigated. Financial assets and liabilities may only be included in this category on
the date they are acquired or originated.

Available for sale financial assets: includes debt and equity instruments not classified under any of the
preceding categories.

Loans and receivables: includes financing granted to third parties through ordinary lending and credit
activities carried out by CaixaBank, receivables from purchasers of goods and services it renders, and
for debt securities not quoted in an active market.

Held-to-maturity investments: includes debt securities traded in an active market, or those whose fair
value can be reliably estimated despite not being quoted on an active market, with fixed or
determinable payments and fixed maturity dates that the Entity has the positive intention and ability
to hold to maturity.

Financial liabilities measured at amortised cost: includes financial liabilities not classified as financial
liabilities held-for-trading or as other financial liabilities at fair value through profit or loss. The
balances recognised in this category, irrespective of the substances of the contractual arrangement
and maturity of such liabilities, arise from the ordinary deposit capture activities of credit institutions.
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Measurement of financial instruments and recognition of changes in subsequent measurements

All financial instruments are initially recognised at their fair value, which, unless there is evidence to the
contrary, is the transaction price.

Subsequently, at a specified date, the fair value of a financial instrument is the amount for which an asset
could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length
transaction. The most objective reference for the fair value of a financial instrument is the price that would
be paid for it on an active, transparent and deep market. Accordingly, the quoted or market price is used.

If there is no market price, fair value is estimated on the basis of the price established in recent transactions
involving similar instruments and, in the absence thereof, of valuation techniques commonly used by the
international financial community, always taking into account the specific features of the instrument to be
measured and, in particular, the various types of risk associated with it.

Any changes in fair value of financial instruments, except for trading derivatives, due to the accrual of
interest and similar items, are recognised in the statement of profit or loss of the year of the accrual.
Dividends received from other companies are recognised in the statement of profit or loss of the year in
which the right to receive the dividend is established.

Changes in fair value after initial recognition for reasons other than those indicated in the preceding
paragraph are treated as described below based on the category of financial asset or financial liability:

) u

e Financial instruments classified as “Financial assets held for trading”, “Financial assets designated at
fair value through profit or loss”, “Financial liabilities held for trading” and “Financial liabilities
designated at fair value through profit or loss” are measured initially at fair value, with any changes
in fair value recognised with a balancing entry in the statement of profit or loss.

e Financial instruments classified as "Available for sale financial assets" are measured initially at fair
value, with subsequent changes, , net of the related tax effect, recognised with a balancing entry in
"Equity — Accumulated other comprehensive income — Items that may be reclassified to profit or
loss — Available for sale financial assets” and “Equity — Accumulated other comprehensive income —
Items that may be reclassified to profit or loss — Foreign currency exchange” in the balance sheet.

e Derivatives are recognised in the balance sheet at fair value. When derivatives are entered into, in
the absence of evidence to the contrary, fair value is the transaction price. The derivative is
recognised as an asset if the fair value is positive and a liability if it is negative. For derivatives
classified in Levels 1 and 2 of the fair value hierarchy (see section on "Fair value of financial
instruments" of this Note), if the price differs from the fair value when the derivative is entered
into, the difference is recognised immediately in the statement of profit or loss.

Subsequent changes in fair value of derivatives are recognised in the statement of profit or loss,
except with cash flow hedges, in which case they are recognised under "Equity — Accumulated
other comprehensive income — Items that may be reclassified to profit or loss — Hedging
derivatives. Cash flow hedges.

Derivatives embedded in other financial instruments or in other contracts are treated as separate
derivatives when their risks and characteristics are not closely related to those of the instrument or
host contract, provided a reliable fair value can be attributed to the embedded derivative taken
separately.

e Financial instruments classified as “Loans and receivables” and “Financial liabilities measured at
amortised cost” are measured at amortised cost. Amortised cost is the acquisition cost, plus or
minus (as applicable) principal repayments and the cumulative amortisation using the effective
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interest method of any difference between that initial amount and the maturity amount and, in the
case of assets, minus any reduction for impairment.

The effective interest rate is the discount rate that exactly equates the initial value of a financial
instrument to the estimated cash flows for all items until the instrument matures or is cancelled.
For fixed-rate financial instruments, the effective interest rate coincides with the contractual
interest rate plus any commission or transaction costs included in its yield. Where the fixed rate of
interest is contingent, the Company includes it in the estimate of the effective interest rate only if it
is highly probable that the triggering event will be reached. For floating-rate financial instruments,
the effective interest rate is calculated as a fixed rate until the next reference rate reset.

Fair value of financial instruments

All financial instruments are classified into one of the following levels using the following hierarchy for
determining fair value by valuation technique:

e Level 1: on the basis of quoted prices in active markets.

e Level 2: using valuation techniques in which the assumptions correspond to directly or indirectly
observable market data or to quoted prices on organised markets for similar instruments.

e Level 3: using valuation techniques where some of the significant assumptions are not supported
by directly observable market data.

The fair value of the Group's financial instruments, according to their calculation method and carrying
amounts at 31 December 2017 and 2016 are as follows:
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(Thousands of euros)

31.12.2017 31.12.2016
Fair value Fair value
Carrying Carrying
amount Total Level 1 Level 2 Level 3 amount Total Level 1 Level 2 Level 3
Financial assets held for trading (Note 10) 16,124,866 16,124,866 1,332,897 14,791,969 0 18,096,145 18,096,145 2,104,647 15,991,498 0
Derivatives 14,804,098 14,804,098 12,582 14,791,516 0 16,004,290 16,004,290 14,693 15,989,597
Equity instruments 268,242 268,242 268,242 294,923 294,923 294,923
Debt securities 1,052,526 1,052,526 1,052,073 453 0 1,796,932 1,796,932 1,795,031 1,901
Financial assets designated at fair value through profit or loss 116 116 116 0 0
Available-for-sale financial assets (Note 11) 16,192,506 16,192,506 15,637,274 247,403 307,829 17,350,445 17,350,445 16,545,046 360,424 444,975
Equity instruments 2,473,837 2,473,837 2,166,032 307,805 2,798,772 2,798,772 2,359,123 439,649
Debt securities 13,718,669 13,718,669 13,471,242 247,403 24 14,551,673 14,551,673 14,185,923 360,424 5,326
Loans and receivables (Note 12) 213,261,388 229,189,471 0 256,983 228,932,488 217,279,927 234,732,814 1] 332,324 234,400,490
Debt securities 1,374,602 1,396,089 0 256,983 1,139,106 1,032,770 1,038,160 332,324 705,836
Loans and advances 211,886,786 227,793,382 0 0 227,793,382 216,247,157 233,694,654 0 0 233,694,654
Credit institutions 6,927,325 7,503,895 0 0 7,503,895 7,096,315 7,733,260 7,733,260
Customers 204,959,461 220,289,487 0 0 220,289,487 209,150,842 225,961,394 225,961,394
Held-to-maturity investments (Note 13) 11,070,175 11,192,288 9,521,219 1,671,069 0 8,305,651 8,409,603 6,138,097 2,271,506
Derivatives - Hedge accounting (Note 14) 2,645,873 2,645,873 0 2,645,873 0 3,100,597 3,100,597 3,100,597
Total 259,294,924 275,345,120 26,491,506 19,613,297 229,240,317 264,132,765 281,689,604 24,787,790 22,056,349 234,845,465
Fair value of financial liabilities
(Thousands of euros) 31.12.2017 31.12.2016
Fair value Fair value
Carrying Carrying
amount Total Level 1 Level 2 Level 3 amount Total Level 1 Level 2 Level 3
Financial liabilities held for trading (Note 10) 15,213,577 15,213,577 777,069 14,436,508 0 16,720,748 16,720,748 944,174 15,776,574 [1]
Derivatives 14,469,285 14,469,285 32,777 14,436,508 15,823,009 15,823,009 46,435 15,776,574
Short positions 744,292 744,292 744,292 0 897,739 897,739 897,739 0
Financial liabilities measured at amortised cost (Note 20) 261,753,290 262,584,621 28,496,513 0 234,088,108 258,507,103 260,059,134 26,657,824 0 233,401,310
Deposits 230,508,106 229,774,336 0 0 229,774,336 230,141,295 230,083,226 0 0 230,083,226
Central banks 29,685,311 29,832,380 0 0 29,832,380 30,029,382 30,067,713 30,067,713
Credit institutions 8,964,624 8,918,538 0 0 8,918,538 5,789,101 5,783,259 5,783,259
Customers 191,858,171 191,023,418 0 0 191,023,418 194,322,812 194,232,254 194,232,254
Debt securities issued 27,385,271 28,950,372 28,496,513 0 453,859 25,628,858 27,238,958 26,657,824 581,134
Other financial liabilities 3,859,913 3,859,913 0 0 3,859,913 2,736,950 2,736,950 2,736,950
Derivatives - Hedge accounting (Note 14) 723,289 723,289 0 723,289 0 625,544 625,544 625,544
Total 277,690,272 278,521,603 29,273,698 15,159,797 234,088,108 275,853,395 277,405,426 27,601,998 16,402,118 233,401,310
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Process for determining fair value

The Entity's process for determining fair value ensures that its assets and liabilities are measured
appropriately. A committee structure has been put in place on which the process for proposing and
approving the arrangement of financial instruments on the market is based. The market inputs and other
risk quantification and measurement parameters and methodologies, together with the conditioning
factors for registering trades and their potential accounting, legal and tax impacts, are analysed by the
Areas responsible prior to authorisation. An independent unit is responsible for issues related to the
measurement of derivatives and fixed income securities. It reports organisationally to CaixaBank's Risks
Area, which discloses the decisions taken to the management area where the new product should be
arranged. Without reducing its freedom and independence when making decisions about risk evaluation
and quantification, this analysis does entail a process of comparing, reconciling and, where possible,
obtaining the consensus of the business areas.

For CaixaBank, most of the financial instruments recognised as available-for-sale financial assets have, as
the objective reference for determining their fair value, quoted prices in active markets (Level 1) and,
therefore, the fair value is determined on the basis of the price that would be paid for it on an organised,
transparent and deep market (“quoted price” or “market price”). In general, this level includes debt
securities with a liquid market, quoted equity securities, derivatives traded on organised markets and
mutual funds.

The fair value of the instruments classified in Level 2, for which there is no market price, is estimated on the
basis of the quoted prices of similar instruments and valuation techniques commonly used by the
international financial community, taking into account the specific features of the instrument to be
measured and, particularly, the various types of risk associated with it. The fair value of OTC (over the
counter) derivatives and financial instruments (mainly debt securities) traded in scantly deep or transparent
organised markets is determined using methods such as “net present value” (NPV), where each flow is
estimated and discounted bearing in mind the market to which it belongs, the index to which it refers and
the credit risk assumed with the issuer or counterparty, or option pricing models based on observable
market data (e.g. Black’76 for caps, floors and swaptions, and Black-Scholes for exchange rates and equity
options). Virtually all the financial instruments classified as trading and hedging derivatives are measured
following the criteria for Level 2.

"Loans and receivables" and "Financial liabilities measured at amortised cost" are classified mostly in Level
3. Their fair value is estimated based on expected discounted cash flows, bearing in mind the estimate of
interest rate and credit risks in the discount rate. These estimates use, inter alia, historical early repayment
rates and estimated credit loss rates based on internal models.

In 2017, the in-house method for calculating the fair value of loans and receivables and financial liabilities
measured at amortised cost was reviewed, and their fair value for 2016 was restated using this method. As
a result of this review, the fair value of the debt securities issued by CaixaBank and traded on active
markets is now their market value and they have been reclassified as Level 1.

The fair value of the rest of the financial instruments classified in Level 3, for which there are no directly
observable market data, is determined using alternative techniques, including price requests submitted to
the issuer or the use of market parameters corresponding to instruments with a risk profile that can be
equated to that of the instrument being measured, adjusted to reflect the different intrinsic risks.

For unquoted equity instruments, classified in Level 3, acquisition cost less any impairment loss determined
based on publicly available information is considered the best estimate of fair value.
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The main valuation techniques, assumptions and inputs used in fair value estimation for Levels 2 and 3 by
type of financial instruments are as follows:

Assets

Main valuation techniques Main inputs used

Financial assets held for trading
(Note 10)

Swaps: Present value method; currency options: Black-

Scholes model; interest-rate options: Normal Black model;  Observable market data,
Derivatives index and equity options: Black-Scholes model, local correlations (equities),

volatility, Heston model; inflation rate options: Black Normal dividends (equities)

model; credit: Discounted cash flows and default intensity

Market interest rates and risk
premiums Market peers

Debt securities Present value method

Available-for-sale financial assets

(Note 11)
Equity instruments Observable market data
Present value method (interest rates, risk premiums,
Debt securities market peers), Net Asset value
Derivatives — Hedge accounting (Note Swaps: Present value method; interest rate options: Normal
J g wap vaid ! Pt Observable market data
14) Black model
Liabilities

Main valuation techniques Main inputs used

Financial liabilities held for trading
(Note 10)

Swaps: Present value method; currency options: Black-

Scholes model; interest-rate options: Normal Black model;  Observable market data,
Derivatives index and equity options: Black-Scholes model, local correlations (equities),

volatility, Heston model; inflation rate options: Black Normal dividends (equities)

model; credit: Discounted cash flows and default intensity

Short positions Present value method Observable market data

Derivatives - Hedge accounting (Note Swaps: Present value method; interest rate options: Normal

1) Black model Observable market data

The measurements obtained using internal models may differ if other techniques were applied or
assumptions used regarding interest rates, credit risk spreads, market risk, foreign currency risk, or the
related correlations and volatilities. Nevertheless, CaixaBank's directors consider the models and
techniques applied appropriately reflect the fair values of the financial assets and financial liabilities
recognised in the balance sheet, and the gains and losses on these financial instruments.
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Credit risk and funding valuation adjustment

Credit Valuation Adjustment (CVA) is a valuation adjustment of OTC (over the counter) derivatives made
due to the risk related to each counterparty’s credit exposure.

Debit Valuation Adjustment (DVA) is a similar valuation adjustment to CVA, but arises from CaixaBank’s
own credit risk assumed by its counterparties in OTC derivatives.

Funding Valuation Adjustment (FVA) is a valuation adjustment of derivatives of customer transactions that
are not perfectly collateralised that includes the funding costs related to the liquidity necessary to perform
the transaction.

The CVA is calculated bearing in mind the expected exposure with each counterparty in each future
maturity. The CVA for an individual counterparty is equal to the sum of the CVA for all maturities.
Adjustments are calculated by estimating expected exposure, the probability of default and loss given
default for all derivatives on any underlying at the level of the legal entity with which CaixaBank has
exposure.

Similarly, DVA is calculated by multiplying the expected negative exposure given the probabilities of default
by CaixaBank's loss given default.

The data necessary to calculate probability of default and loss given default come from the credit markets
(Credit Default Swaps). Counterparty data are applied where available. Where the information is not
available, CaixaBank performs an exercise that considers, among other factors, the counterparty's sector
and rating to assign the probability of default and the loss given default, calibrated directly to market or
with market adjustment factors for the probability of default and the historical expected loss.

With FVA, the adjustment shares part of the CVA/DVA approaches, since it is also based on the future credit
exposure of the derivatives, but in this case the exposures are not netted by counterparty, but rather at
aggregate level in order to recognise the joint management of the liquidity.

The data necessary to calculate the funding cost for CaixaBank are also based on prices taken from its
issuance and credit derivatives markets.

CVA/FVA and DVA/FVA adjustments recognised in the balance sheet at 31 December 2017 amounted to
EUR -121.18 million and EUR 26.97 million, respectively, on the fair values of derivatives. At 31 December
2016, they amounted to EUR -236.7 million and EUR 52.7 million, respectively. The change in the value of
the adjustments in 2017, for EUR 89.7 million, resulted in a positive impact on “Gains/(losses) on financial
assets and liabilities held for trading, net” in the statement of profit or loss. In addition, the impact on 2017
of the CVA on matured or cancelled derivatives resulted in the recognition of a negative impact of EUR 19.5
million in "Gains/(losses) on financial assets and liabilities held for trading, net" in the statement of profit or
loss (see Note 30).

Transfers between levels

The criteria applied for the revaluation of the portfolio are reviewed at least monthly, and can give rise to
improvements/deterioration in the valuation of the financial instruments as a result of having/not having
obtained prices published by contributors to market prices or because the quality of the published price has
improved/deteriorated.
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In 2017, there were no transfers between levels (in 2016 there was a transfer of EUR 936 thousand from
Level 1 to Level 2).

Movements in Level 3 financial instruments

Movements in Level 3 balances in 2017 and 2016 were as follows:

Level 3 movements
(Thousands of euros)

Available for sale financial assets

31.12.2017 31.12.2016

Equity Equity
Debt securities instruments  Debt securities instruments
Opening balance 5,326 439,649 2,245 350,819
Total gains or losses (128,062) (181,899)
To profit or loss (127,942) (51,075)
To equity valuation adjustments (2) (120) (369) (130,824)

Acquisitions 19 5,667
Settlements and other (5,300) (3,801) (2,217) 270,729
Closing balance 24 307,805 5,326 439,649

Total gains/(losses) in the period for instruments held at the end of

the period 2 128,062 369 181,899

Sensitivity analysis

To determine whether there is a significant change in the value of financial instruments classified in Level 3
due to changes in one or more of the unobservable inputs to reflect reasonably possible alternative
assumptions, CaixaBank analysed the most significant instruments. This analysis indicated that the values
obtained would not change significantly.

The impacts on the fair value of the main financial instruments categorised within Level 3 of changes to the
value of the most important unobservable inputs, taking the highest value (best-case scenario) and lowest
(worst-case scenario) at 31 December 2017 are as follows:

Impacts arising from changes in the assumptions used to measure financial instruments categorised in Level 3
(Thousands of euros)

Potential impact on valuation

Potential impact on profit or loss adjustments (*)
Best-case Worst-case Best-case Worst-case
scenario scenario scenario scenario
Available for sale financial assets — Equity instruments 0 0 10,773 (10,773)
Total 0 0 10,773 (10,773)

(*) Considering a -5%, +5% change in the valuation.
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2.3. Accounting hedges

CaixaBank uses financial derivatives as a financial risk management tool (see Note 3). When these
transactions meet certain requirements, they qualify for hedge accounting.

When CaixaBank designates a transaction as a hedge, this is done at inception of the transaction or of the
instruments included in the hedge and the hedging relationship is documented in accordance with the
regulations in force. The hedge accounting documentation duly identifies the hedging instrument or
instruments, and the hedged item or forecast transaction, the nature of the risk being hedged and how the
hedging instrument’s effectiveness will be assessed over its entire life.

CaixaBank applies hedge accounting for hedges that are highly effective. A hedge is considered to be highly
effective if, during its expected life, the changes in fair value or in the cash flows that are attributed to the
hedged risk are almost entirely offset by changes in the fair value or in the cash flows, as appropriate, of
the hedging instrument or instruments.

To measure the effectiveness of hedges, an analysis is performed to determine whether if, at the inception
of the hedge and during its life, it can be expected, prospectively, that the changes in fair value or cash
flows of the hedged item that are attributable to the hedged risk are nearly completely offset by changes in
the fair value or cash flows of the hedging instrument and, retrospectively, that the actual results of the
hedge are within a range of 80% to 125% of the results of the hedged item.

In compliance with the Circular, the valuation methods used to estimate the fair value of the hedged and
hedging instruments are adjusted to best market practices, while retrospective and prospective measures
are used for assessing hedge effectiveness that meet the requirements of the regulatory framework:

e The effectiveness of the hedge is within a range of 80-125%.
e The formula used to retrospectively assess the hedge is as follows:

(Change in PV + amount realised in the month) of hedging instruments

80% > - - - -
(Change in PV + amount realised in the month) of hedged items

<125%

PV: present value or fair value, is the present value of future cash flows from the
transaction.
Realised: cash flows from the transaction already settled.

e Effectiveness is assessed, at a minimum, at the time an entity prepares its annual or interim
financial statements for retrospective methods and daily for prospective methods.

e VaR and sensitivity methods verify the high statistical correlation between the changes in fair value
of the hedged item and item to be hedged that arise from the hedged risk (mainly interest rate
risk).

e VaR and sensitivity methods take into consideration the time value of money (sensitivities based on
discounted cash flows and, therefore, present values).

e The prospective method verifies that the ratio of interest rate sensitivity of the item to be hedged
and the interest rate sensitivity of the hedging instruments is within a range of 80-125%.

e Interest-rate macro-hedges: are verified daily to ensure that the ratio between the one-day VaR at
99% of the overall portfolio (item to be hedged and market hedges) and the one-day VaR at 99% of
the item to be hedged is less than 10%.
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Hedging transactions performed by CaixaBank are classified into two categories:

e Fair value hedges, which hedge the exposure to changes in fair value of financial assets and
liabilities or unrecognised firm commitments, or an identified portion of such assets, liabilities or
firm commitments, that is attributable to a particular risk and could affect profit or loss.

e Cash flow hedges, which hedge exposure to variability in cash flows that is attributable to a
particular risk associated with a recognised financial asset or liability or with a highly probable
forecast transaction and could affect profit or loss.

CaixaBank also hedges a certain amount of interest rate sensitive financial assets or liabilities which, although
forming part of the instruments composing the portfolio, are not identified as specific instruments, for
interest-rate risk. These hedges, known as macro-hedges, can be fair value hedges or cash flow hedges.

In fair value hedges, the gains or losses on the hedging instrument or on the hedged item for the portion
attributable to the hedged risk are recognised in the statement of profit or loss. In fair value macro-hedges,
gains or losses arising on the hedged items attributable to interest rate risk are recognised directly in the
statement of profit or loss, but the balancing entry is recognised in “Assets — Fair value changes of the
hedged items in portfolio hedge of interest rate risk” or “Liabilities — Fair value changes of the hedged items
in portfolio hedge of interest rate risk” depending on the substance of the hedged item, rather than in the
items under which the hedged items are recognised.

In cash flow hedges, the portion of the hedging instrument that qualifies as an effective hedge is recognised
temporarily in “Accumulated other comprehensive income — Items that may be reclassified to profit or
loss — Hedging derivatives. Cash flow hedges” in equity until the hedged transactions occur. At this
moment, the amounts previously recognised in equity are taken to the statement of profit or loss in a
symmetrical manner to the hedged cash flows. The hedged items are recognised using the methods
described in Note 2.2, without any changes for their consideration as hedged instruments.

When hedging derivatives no longer meet the requirements for hedging accounting, they are reclassified as
trading derivatives. For fair value hedges, the previously recognised gains or losses on the hedged item are
recognised in the statement of profit or loss using the effective interest rate method at the date hedge
accounting is discontinued. For cash flow hedges, the cumulative gain or loss recognised in equity remains
in equity until the forecast transaction occurs, at which point it is recognised in the statement of profit or
loss. However, if it is expected that the transaction will not be carried out, the cumulative gain or loss is
recognised immediately in the statement of profit or loss.

For the most part, CaixaBank hedges the market risk related to derivatives arranged with customers

individually by arranging symmetric derivatives on the market, recognising both in the trading portfolio. In
this way, position or market risk arising from these operations is not significant.

2.4. Reclassification of financial assets

As at 31 December 2017, the amounts of financial assets reclassified in previous years were not significant.
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2.5. Asset Encumbrance

Assets securing certain financing transactions and unencumbered assets at 31 December 2017 and 2016
are as follows.

Assets securing financing transactions
(Thousands of euros)

31.12.2017 31.12.2016
Carrying amount Carrying amount Carrying amount Carrying amount
of encumbered of unencumbered of encumbered of unencumbered

assets assets assets assets
Equity instruments 0 2,742,196 0 3,186,063
Debt securities 10,980,629 16,235,342 14,015,220 11,671,807
Of which: covered bonds 16,905 5,068 457,920 256,556
Of which: asset-backed securities 0 23 0 26
Of which: issued by public administrations 10,116,611 14,077,419 13,227,131 8,593,214
Of which: issued by financial corporations 847,113 1,868,170 189,041 2,242,023
Of which: issued by non-financial corporations 0 284,662 141,127 579,988
Loans and receivables 76,384,858 152,342,303 77,778,186 140,811,656
Other assets 3,588,236 46,124,992 3,851,952 53,659,891
Total 90,953,724 217,444,833 95,645,358 209,329,417

These assets relate mainly to loans securing issuances of mortgage covered bonds, public sector covered
bonds and securitisation bonds, debt securities provided in repos, securitisation bonds pledged for
securities lending transactions and assets pledged as collateral (loans or debt securities) for access to ECB
financing operations. They also include the balance of cash delivered to secure derivatives transactions.

In addition to the table above on own assets, the following presents information on assets received. These
guarantees or collateral received arise mainly from reverse repos, securities lending, cash and debt
securities received to secure trading in derivatives and own guaranteed debt, senior debt and secured
instruments issued. The following table presents the collateral received and unencumbered and that may
be pledged to raise finance at 31 December 2017 and 2016:

Collateral received
(Thousands of euros)

31.12.2017 31.12.2016

Fair value of Fair value of Fair value of Fair value of

encumbered unencumbered encumbered unencumbered

assets assets assets assets

Collateral received 3,345,578 17,223,197 3,466,126 15,525,120

Equity instruments 0 0 0 0

Debt securities 3,345,578 15,625,986 3,466,126 13,364,143

Other guarantees received 0 1,597,211 0 2,160,977
Own securities issued other than covered bonds and asset-

backed securities 0 857,986 0 975,145
Own covered bonds and asset-backed securities issued and

not pledged 28,798,451 31,775,797

Total 3,345,578 46,879,633 3,466,126 48,276,062
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The Asset Encumbrance ratio at 31 December 2017 and 2016 is as follows:

Asset encumbrance ratio
(Millions of euros)

31.12.2017 31.12.2016

Encumbered assets and collateral received 94,299,302 99,111,485
Debt securities 14,326,207 17,481,346
Loans and receivables 76,384,858 77,778,187
Other assets 3,588,236 3,851,952
Total assets + Total assets received 328,967,332 323,966,022
Equity instruments 2,742,196 3,186,063
Debt securities 46,187,536 42,517,295
Loans and receivables 228,727,161 218,589,843
Other assets 51,310,440 59,672,820
Asset Encumbrance ratio 28.67% 30.59%

In 2017, the ratio decreased by 1.92 percentage points due to the lower balance of collateralised assets as a
result of reduced repo activity, and a lower balance of mortgage backed securities placed on the market. In
addition, the increase in the balance explains the decrease in the ratio.

Secured liabilities and the assets securing them at 31 December 2017 and 2016 are as follow:

Secured liabilities

(Millions of euros) 31.12.2017 31.12.2016
Liabilities hedged, Assets, guarantees Liabilities hedged, Assets, guarantees
contingent liabilities or received and treasury contingent liabilities or received and treasury
securities ceded securities issued (*) securities ceded securities issued (*)
Financial liabilities 77,931,368 90,749,522 83,179,417 97,148,388
Derivatives 4,074,058 4,331,609 2,845,180 3,851,952
Deposits 53,959,874 62,526,218 59,022,547 67,520,077
Issuances 19,897,436 23,891,695 21,311,689 25,776,359
Other sources of charges 3,128,704 3,549,780 1,910,189 1,963,096
Total 81,060,072 94,299,302 85,089,606 99,111,485

(*) Excluding encumbered covered bonds and asset-backed securities

2.6. Offsetting of financial assets and liabilities

A financial asset and a financial liability shall be offset and the net amount reported in the balance sheet
when, and only when, there is a currently enforceable legal right to offset the recognised amounts and
there is an intention to settle on a net basis, or to realise the assets and settle the liabilities simultaneously,
taking into consideration the following:

e The legally enforceable right to set off the recognised amounts should not be contingent on a
future event and must be legally enforceable in all circumstances, including cases of default or
insolvency of any or all of the counterparties.

e Settlements are considered equivalent to 'net settlement' that meet the following requirements:
they eliminate or result in insignificant credit and liquidity risk, and settlement of the asset and
liability is made in a single settlement process.
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At 31 December 2017, CaixaBank presented collateral exchange transactions net. These transactions were
instrumented through repos and entail the simultaneous acquisition and transfer of certain collateral. The
repos derive from a simultaneous offset transaction, whereby one cannot be cancelled without the
cancellation of the other. Exchange transactions are generally carried out at 12 months. Additionally, at
31 December 2017 a Tax Lease transaction was presented, net.

Details of these offsetting transactions at 31 December 2017 and 2016 are shown below:

Offsetting of assets and liabilities

(Thousands of euros) 31.12.2017 31.12.2016
Net amount Net amount
Amount offset reported in the Amount offset reported in the
Gross amount in the balance balance sheet Gross amount in the balance balance sheet
recognised (A) sheet (B) (C=A-B) recognised (A) sheet (B) (C=A-B)
Reverse repurchase agreement 6,678,541 6,678,541 0 1,013,791 1,013,752 39
Tax lease transaction 244,014 244,014
Total assets 6,922,555 6,922,555 0 1,013,791 1,013,752 39
Repurchase agreement 6,678,541 6,992,601 (314,060) 1,013,752 1,013,752 0
Tax lease transaction 244,014 244,014
Total liabilities 6,922,555 7,236,615 (314,060) 1,013,752 1,013,752 0

2.7. Derecognition of financial instruments

All or part of a financial asset is derecognised when the contractual rights to the cash flows from the
financial asset expire or when the entity transfers the asset to a third party outside the entity.

The accounting treatment of transfers of financial assets depends on the extent to which the risks and
rewards associated with ownership of the transferred assets are transferred to third parties. In this regard:

e If substantially all the risks and rewards of ownership of the transferred financial asset are
transferred (such as in the case of: unconditional sales, a sale with an option to repurchase the
financial asset at its fair value at the time of repurchase, a sale of a financial asset together with a
put or call option that is deeply out of the money, or asset securitisations in which the transferor
does not retain any subordinated loans and does not provide any type of credit enhancement to
the new owners), it is derecognised, and any rights or obligations retained or arising as a result of
the transfer are simultaneously recognised.

e |If substantially all the risks and rewards of ownership of the transferred financial asset are retained
(such as in the case of: sale and repurchase transactions where the repurchase price is a fixed price
or the sale price plus a lender’s return, a securities lending agreement under which the borrower
has the obligation to return the securities or similar assets, or other similar arrangements) it is not
derecognised and continues to be measured by the same criteria used before the transfer and the
following are recognised:

o A financial liability equal to the consideration received, which is subsequently measured at
amortised cost, unless it meets the requirements to be classified under other liabilities at
fair value through profit or loss; and

o The income generated on the transferred (but not derecognised) financial asset and the
expenses of the new financial liability, without offset.
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e If substantially all the risks and rewards of ownership of the transferred financial asset are neither
transferred nor retained (such as in the case of: a sale of a financial asset together with a put or call
option that is neither deep-in-the-money nor deep-out-of-the-money, securitisations in which the
transferor assumes a subordinated loan or other type of credit enhancement for part of the
transferred asset, or other similar cases), the following distinction is made:

o If the transferor does not retain control over the financial asset transferred it is derecognised
and any right or obligation retained or arising from the transfer is recognised; or

o If the transferor retains control over the financial asset transferred it continues to
recognise the asset for an amount equal to its exposure to changes in value of the asset,
recognising a liability associated with the financial asset transferred. The net amount of the
transferred asset and the associated liability shall be the amortised cost of the rights and
obligations retained, if the asset is measured at amortised cost, or at fair value of the rights
and obligations retained, if the transferred asset is measured at fair value.

According to the terms of the transfer agreements in place, virtually the entire portfolio of loans and
receivables securitised by CaixaBank does not need to be written off the balance sheet.

Financial liabilities shall equally be derecognised when the obligation specified in the contract is discharged
or cancelled or expires.

2.8. Financial guarantees

Financial guarantees given

Financial guarantees are defined as contracts whereby the issuer thereof undertakes to make specific
payments to reimburse the creditor for the loss incurred when a specific debtor fails to meet its payment
obligations in accordance with contractual terms and conditions, irrespective of the legal form of the
obligation, such as deposits (including those to participate in auctions and tenders), financial and technical
guarantees, irrevocable documentary credits, insurance contracts or credit derivatives.

Financial deposits comprise all manner of deposits that directly or indirectly guarantee debt securities such
as: loans, credit facilities, finance leases and deferred payment arrangements for all types of debt.

All these transactions are recognised under the memorandum item “Guarantees given” in the balance sheet.

Financial guarantees and guarantee contracts are recognised upon execution at fair value plus transaction
costs, which is equal to the premium received plus the present value of the future cash flows, under "Loans
and receivables”, with a balancing entry in “Financial liabilities measured at amortised cost — Other financial
liabilities” and “Other liabilities”. The changes in the fair value of the contracts are recognised as financial
income in the statement of profit or loss.

Financial guarantee and guarantee contract portfolios, regardless of the guarantor, instrumentation or
other circumstances, are reviewed periodically so as to determine the credit risk to which they are exposed
and, if appropriate, estimate any provision required. The credit risk is determined by applying criteria
similar to those established for quantifying impairment losses on debt securities measured at amortised
cost as set out in Note 2.9, except in the case of technical guarantees, where the criteria set out in Note
2.22 are applied.

Provisions set aside for this type of arrangements are recognised under "Provisions — Commitments and
guarantees given" on the liability side of the balance sheet. Additions to and reversals of provisions are
recognised in “Provisions or reversal of provisions” in the statement of profit or loss.
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Should it become necessary to establish provisions for these financial guarantees, any fees that may accrue
on these transactions in future which would be recognised in “Financial liabilities measured at amortised
cost — Other financial liabilities” are reclassified to “Provisions — Commitments and guarantees given”.

Financial guarantees received

No significant guarantees or collateral were received with regard to which there is authorisation to sell or
repledge without default by the owner of the guarantee or collateral, except for the collateral inherent to
CaixaBank's treasury activity (see Note 2.5).

2.9. Impairment of financial assets

A financial asset is considered to be impaired when there is objective evidence of an adverse impact on the
future cash flows that were estimated at the transaction date, where the borrower is unable or will be
unable to meet its obligations in time or form, or when the asset’s carrying amount may not be fully
recovered. However, a decline in fair value to below the cost of acquisition is not in itself evidence of
impairment.

As a general rule, the carrying amount of impaired financial instruments is adjusted with a charge to
“Impairment or reversal of impairment on financial assets not measured at fair value through profit or loss”
in the statement of profit or loss for the period in which the impairment becomes evident. The reversal, if
any, of previously recognised impairment losses is recognised in the same item in the statement of profit or
loss for the period in which the impairment no longer exists or has decreased.

Debt securities measured at amortised cost

Debt securities are classified into one of the following categories, on the basis of the insolvency risk
attributable to the customer or to the transaction:

e Performing: all transactions that do not meet the requirements for classification in other categories.

e  Watch-list performing: all transactions which, without qualifying individually for classification as
non-performing or write-off, show weaknesses that may entail higher losses for CaixaBank than
similar performing transactions. CaixaBank assumes that any transactions with amounts past due of
over 30 days show weaknesses, unless proven otherwise.

These include (i) transactions included in sustainability agreements that have not completed the
trial period. Unless there is evidence that would enable it to be classified as performing earlier, the
trial period ends two years after the amendment of the terms and conditions of the agreement, all
payments on the transactions are up to date and the associated principal has been reduced, (ii)
refinancing, refinanced or restructured transactions that should not be reclassified as non-
performing and that are still in the trial period (see Note 2.10), and (iii) transactions made by
insolvent borrowers that should not be classified as non-performing or write-off.

e Non-performing:

o Due to customer arrears: This includes the amount of debt securities, whosoever the
borrower and whatever the guarantee or collateral, any part of whose principal, interest or
contractually agreed expenses is more than 90 days past due, unless such instruments
should be classified as being written off. This category also includes guarantees given
where the guaranteed transaction is non-performing.
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Transactions where all holders are classified according to cluster effect criteria for personal
risk are also classified as non-performing due to customer arrears. Cluster effect criteria for
personal risk are also applied to a borrower when transactions with past due amounts of
over 90 days account for more than 20% of the amounts pending collection.

Transactions are reclassified to performing when following collection of part of the past
due amounts, the causes for their classification as non-performing as indicated above are
no longer valid and the holder does not have any past due amounts of more than 90 days in
any other transactions at the date of reclassification as performing.

o For reasons other than customer arrears: This category includes debt instruments, whether
past due or not, which are not classifiable as write-off or doubtful due to borrower arrears,
but for which there are reasonable doubts about their full repayment (principal and
interest) under the contractual terms. Also included are off-balance-sheet exposures not
classified as doubtful due to borrower arrears whose payment by the entity is likely but
whose recovery is doubtful.

This category includes transactions made by customers evidencing a reduction in solvency
after an individualised review.

CaixaBank has established a methodology to assess specific indicators to identify any such
reduction, flagging any significant financial difficulties affecting the borrower (weak
economic-financial structure), non-compliance with contractual terms and conditions
(recurring default of payment or late payment), high probability of insolvency and the
disappearance of an active market for the financial asset in question due to financial
difficulties.

These indicators apply to borrowers defined as materially relevant and their activation
requires an individual analysis of the transaction to establish it as performing or non-
performing.

In addition to transactions allocated to this category following an individual review,
transactions meeting any of the following criteria are also classified as non-performing for
reasons other than customer arrears:

e Transactions with demanded balances or on which repayment by the entity has been
legally demanded, despite being secured, in addition to transactions where the
borrower is involved in litigation which can be resolved through collection.

e Finance lease transactions where the contract is terminated in order to recover
possession of the goods.

e Transactions made by borrowers who have declared insolvency proceedings or are
expected to declare insolvency proceedings where no liquidation petition has been
made.

e Guarantees extended to borrowers that are undergoing insolvency proceedings where
the liquidation phase has or will be declared, or that have undergone a significant and
irrecoverable loss of solvency, even though the beneficiary of the guarantee has not
demanded payment.

e Refinancing, refinanced or restructured transaction classifiable as non-performing (see
Note 2.10) including those that having been classified as non-performing during the
trial period are refinanced or restructured or that have past due amounts of more than
30 days.

o  Write-off: includes debt instruments, whether due or not, for which CaixaBank, after analysing
them individually, considers the possibility of recovery to be remote and proceeds to derecognise
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them, without prejudice to any actions that CaixaBank may initiate to seek collection until their
contractual rights are extinguished definitively by expiry of the statute-of-limitations period,
forgiveness or any other cause.

This category includes (i) non-performing transactions due to customer arrears older than four
years, or, before the end of the four-year period when the amount not secured by effective
guarantees is fully covered for more than two years, and (ii) transactions made by borrowers
declared to be insolvent which have entered or will enter the liquidation phase. In both cases, the
transactions are not considered to be write-offs if they are effectively secured by collateral that
covers at least 10% of the gross carrying amount.

To reclassify transactions to this category before these terms expire, the entity must demonstrate
in its individual analysis that they have become write-offs.

On the basis of credit risk management and monitoring criteria, CaixaBank classifies as individually
significant borrowers those that require an individual assessment due to their exposure and level of risk.
Individually significant borrowers may meet any of the following conditions:

e Borrowers with total exposure of more the EUR 20 million.

e Borrowers with total exposure of more than EUR 10 million that, due to various factors, such as having
been refinanced, evidencing early signals of non-performance or surpassing specific expected loss
thresholds, are classified as high risk.

e Borrowers with total exposure of more than EUR 5 million, of which more than 5% of the balance is
classified as non-performing.

In addition to the above, individually significant borrowers are also those that are considered to require
individual treatment for any reason.

All borrowers that do not comply with the above criteria are treated as a group.

The calculated coverage or provision is defined as the difference between the gross carrying amount of the
transaction and the estimated value of future expected cash flows, discounted at the original effective
interest rate of the transaction. Effective guarantees received are taken into consideration.

CaixaBank calculates the required amount to cover the risk attributable to the holder and to country risk,
provided that the risk is not transferred to write-off.

For the purposes of estimating coverage, the amount of the risk for debt instruments is the gross carrying
amount, and for off- balance-sheet exposures, the estimated value of the disbursements.

In line with the Circular, the coverage calculation method is set according to whether the borrower is
individually significant and its accounting category.

e If, in addition to being individually significant, the customer is in a situation of impairment (due to
arrears or reasons other than arrears), the specific allowances of the operation is estimated using
differentiated valuation methodologies depending on whether or not the client has the capacity to
generate flows due to its activity or not.

If the client has such capacity, then a detailed analysis of the client's flows is carried out, taking into
account the holder's situation and the flows that are expected to be recovered. Otherwise, the
present value of the future cash flows that could result from the execution of the guarantee is
calculated, deducting the costs of obtaining and selling the guarantee, regardless of whether the
execution of the guarantee is likely or not.
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e In all other cases, coverage is estimated at group level using internal methodologies based on
CaixaBank’s past experience and factoring in the updated and adjusted value of the guarantees
considered to be effective.

The collective allowance is calculated using the Company’s internal models, that form part of the
valid Models and Parameters Policy.

At portfolio level, the calculation of allowances using internal models is designed to estimate the
losses incurred on exposures contained in these portfolios. In addition to calculating allowances at
portfolio level, the Company assigns allowances for each individual exposure. The calculation has
two parts:

1. Setting the basis for the calculation of allowances, in two steps (i) calculation of exposure,
which is the sum of the gross carrying amount at the time of calculation plus off-balance-
sheet amounts (available or exposure) expected to be disbursed when the borrower fulfils
the conditions to be considered non-performing, and (ii) calculation of the recoverable
value of the effective guarantees linked to the exposure. In order to establish the
recoverable value of these guarantees, for real estate collateral the models estimate the
amount of the future sale of the collateral which is discounted from the total expenses
incurred until the moment of the sale.

Effective guarantees or collateral are considered to be collateral in the form of cash
deposits, quoted equity instruments and debt securities issued by creditworthy issuers;
mortgages on completed housing, offices and multi-purpose premises and on rural
property, net of any prior charges; and personal guarantees (bank guarantees and other,
inclusion of new obligors, etc.) which entail the direct and joint and several liability of the
new guarantors to CaixaBank, these being persons or entities whose solvency is
sufficiently demonstrated as to ensure the full repayment of the transaction under the
agreed terms.

The aforementioned guarantees are not considered to be effective when there is an
adverse correlation between the effectiveness of the guarantee and the borrower’s credit
rating (e.g. borrower’s assets pledged).

2. Establishing the coverage to be applied on this basis for the calculation of allowances. This
calculation factors in the probability of borrower defaulting on the transaction obligations,
the probability of the situation being remedied or resolved and the losses that would
occur if this did not happen.

For insignificant portfolios where it is considered that the internal model approach is not
suitable due to the processes involved or a lack of past experience, the Company may use
the default coverage rates established in the Bank of Spain Circular.

Both transactions classified as not bearing appreciable risk and those that, due to their type of collateral,
are classified as not bearing appreciable risk, could have 0% coverage. This percentage will only be applied
to the covered risk.

Individual or collective coverage for non-performing transactions must not be lower than the general
coverage applied if they were classified as watch-list performing.

The final coverage applied in a transaction must be the greatest of the credit risk allowance allocated to the
borrower and the country risk, although the latter is not material for CaixaBank.
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Without prejudice to the above, and while still in force, Royal Decree-Law 2/2012, of 3 February, on the
reorganisation of the financial sector, is applied, in relation to financing and foreclosed assets or assets
received in payment of debts in the Spanish real estate sector existing at 31 December 2011 and those that
were refinanced at a later date.

In order to ensure the reliability and consistency of its estimated coverage, CaixaBank performs backtesting
exercises to compare the estimates made with real losses observed and benchmarking exercises to
compare the estimates with expected losses in terms of solvency, the alternative solution established in the
Circular and any other reference considered to be appropriate.

Debt securities classified as available for sale

The market value of quoted debt securities is deemed to be a reliable estimate of the present value of their
future cash flows.

When there is objective evidence that the negative differences arising on measurement of these assets are
due to impairment, they are removed from “Equity — Accumulated other comprehensive income — Items
that may be reclassified to profit or loss — Available for sale financial assets” and the cumulative amount
considered impaired at that date is recognised in the statement of profit or loss. If all or part of the
impairment loss is subsequently reversed, the reversed amount is recognised in the statement of profit or
loss for the period in which the reversal occurs.

Equity instruments classified as available for sale

When there is objective evidence that a decline in the fair value is due to impairment, such as a fall of 40%
of its market price over a period of a year and a half, the unrealised losses are recognised in accordance
with the impairment loss recognition criteria applied to available-for-sale debt instruments, with the
exception that any recovery arising on these losses is recognised under “Equity — Accumulated other
comprehensive income — ltems that may be reclassified to profit or loss — Available-for-sale financial
assets”.

When testing for impairment, the CaixaBank Group considers whether there are any legal, market,
technological or other factors in the environment in which the assessed entity operates that could suggest
the cost of the investment will not be recovered. The price volatility of each security is also individually
considered to determine what share may be recovered through the sale thereof on the market. These
considerations may result in different thresholds for certain securities or sectors to those mentioned in the
previous paragraph.

Equity instruments measured at cost

The impairment loss on equity instruments measured at cost is the positive difference between the carrying
amount and the present value of the expected future cash flows discounted at the market rate of return for
similar securities. In estimating the impairment, account is taken of the equity of the investee, except for
“Accumulated other comprehensive income” due to cash flow hedges, determined on the basis of the
latest approved balance sheet, adjusted for the unrealised gains at the measurement date.

Impairment losses are recognised in the statement of profit or loss for the period in which they arose, as a
direct reduction of the cost of the instrument.
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2.10. Refinancing or restructuring operations

Under current legislation, these relate to transactions in which the customer has, or will foreseeably have,
financial difficulty in meeting its payment obligations under the contractually agreed terms and, therefore,
has amended the agreement, cancelled the agreement and/or arranged a new transaction.

These transactions may arise when:

e A new transaction (refinancing operation) is granted that fully or partially cancels other
transactions (refinanced operations) previously extended by any CaixaBank Group company to the
same borrower or other companies forming part of its economic group that become up to date on
its payments for previously past due loans.

e The amendment of the contract terms of an existing transaction (restructured operations) that
changes its repayment schedule (interest-only periods, extension of loan maturities, reduction in
interest rates, changes in the repayment schedule, extension of all or part of the capital on
maturity, etc.).

e The activation of contract clauses agreed at source that extend the debt repayment terms (flexible
interest-only period).

e The partial cancellation of the debt without the contribution of funds by the customer (foreclosure,
purchase or asset swap of the collateral, or forgiveness of capital, interest, fees and commissions or
any other cost relating to the loan extended to the borrower).

The existence of previous defaults is an indication of financial difficulty. Unless otherwise demonstrated, a
restructuring or refinancing operation is assumed to exist when the amendment to contractual term affects
operations that have been past due for more than 30 days at least once in the three months prior to the
amendment. However, previous defaults are not a requirement for an operation to be classified as
refinanced or restructured.

The cancellation of an operation, changes in the contractual terms or the activation of clauses that delay
payments when the customer is unable to meet future repayment obligations can also be classified as
refinancing/restructuring.

In contrast, debt renewals and renegotiations may be granted when the borrower does not have, or is not
expected to have, financial difficulties; i.e. for business reasons, not to facilitate repayments.

For a transaction to be classified as such, the borrower must have the capacity to obtain credit from the
market, at the date in question, for a similar amount and on similar terms to those offered by the Entity.
These terms must be adjusted to reflect the terms offered to borrowers with a similar risk profile.

In general, refinanced or restructured and new operations carried out for refinancing, are classified in
the watch-list performing category. However, according to the particular characteristics of the operation
they may be classified as non-performing when they meet the general criteria for classifying debt
instruments as such, and specifically i) operations backed by an unsuitable business plan, ii) operations
that include contractual clauses that delay repayments in the form of interest-only periods longer than
24 months, and iii) operations that include amounts that have been removed from the balance sheet
having been classified as unrecoverable that exceed the coverage applicable according to the percentage
established for operations in the watch-list performing category.
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Refinanced and restructured operations and new operations carried out for refinancing are classified as
watch-list performing for a trial period until all the following requirements are met:

e After reviewing the borrower’s asset and financial position it is concluded that they are unlikely
to have financial difficulties and therefore it is highly probable that they will meet their
obligations vis-a-vis the entity in both time and form.

e A minimum period of two years has elapsed from the date of authorisation of the restructuring
or refinancing operation, or, if later, from the date of its reclassification from the non-performing
category.

e The borrower has covered all the principal and interest payments from the date of authorisation
of the restructuring or refinancing operation, or, if later, from the date of its reclassification from
the non-performing category. Additionally: i) the borrower must have made regular payments to
an amount equivalent to the whole amount (principal and interest) falling due at the date of the
restructuring or refinancing operation, or that were derecognised as a result of it, or ii) when it is
deemed more appropriate given the nature of the operations that the borrower complies with
other objective criteria that demonstrate their payment capacity.

If there are contractual clauses that may delay repayments, such as interest-only periods for the
principal, the operation will remain classified as watch-list performing until all criteria are met.

e The borrower must have no other operations with past-due amounts for more than 30 days at
the end of the trial period.

When all the above requirements are met, the operations are no longer classified as refinancing,
refinanced or restructured operations in the financial statements.

During the trial period, further refinancing or restructuring of the refinancing, refinanced or restructured
operation, or the existence of past due amounts of more than 30 days in these operations will mean that
the operations are reclassified as non-performing for reasons other than arrears before the start of the
trial period.

Refinanced and restructured operations and new operations carried out for refinancing remain classified
as non-performing until they meet the general criteria for debt securities; specifically the following
requirements:

e A period of one year has elapsed from the refinancing or restructuring date.

e The borrower has covered all the principal and interest payments (i.e. they are up to date on
payments) thereby reducing the renegotiated principal, from the date of authorisation of the
restructuring or refinancing operation, or, if later, from the date of its reclassification to the non-
performing category.

e The borrower has made regular payments of an amount equivalent to the whole amount (principal and
interest) falling due at the date of the restructuring or refinancing operation, or that were derecognised
as a result of it, or, when it is deemed more appropriate given the nature of the operations, the
borrower complies with other objective criteria that demonstrate their payment capacity.

e The borrower has no other operations with past due amounts for more than 90 days at the date the
refinancing, refinanced or restructured operation is reclassified to the watch-list performing category.
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2.11. Foreign currency transactions

CaixaBank’s functional and presentation currency is the euro. Therefore, all balances and transactions
denominated in currencies other than the euro are deemed to be denominated in foreign currency. The
functional currency is the currency of the primary economic environment in which CaixaBank operates. The
functional currency may differ from the euro, depending on the country in which the subsidiaries are
based. The presentation currency is the currency in which CaixaBank's financial statements are presented.

All foreign currency transactions are recorded, on initial recognition, by applying the spot exchange rate
between the functional currency and the foreign currency.

At the end of each reporting period, foreign currency monetary items, including unmatured purchase and
sale contracts considered as hedges, are translated to euros using the average exchange rate prevailing on
the spot currency market at the end of each period. Non-monetary items that are measured in terms of
historical cost in a foreign currency are translated to euros using the exchange rate at the date of
acquisition. Non-monetary items measured at fair value in a foreign currency are translated to euros using
the exchange rates at the date when the fair value is determined.

Unmatured forward foreign exchange purchase and sale transactions not considered as hedges are
translated to euros at the year-end exchange rates on the forward currency market.

The exchange rates used in translating the foreign currency balances to euros are those published by the
ECB at 31 December of each year.

The exchange differences arising on the exchange of foreign currency balances and transactions to the
functional currency of CaixaBank are generally recognised under “Exchange differences (net)” in the
statement of profit or loss. However, exchange differences arising on changes in the value of non-monetary
items are recognised under “Equity — Accumulated other comprehensive income — Items that may be
reclassified to profit or loss — Exchange differences” in the balance sheet until they are realised, and
exchange differences arising on financial instruments classified as at fair value through profit or loss are
recognised in the statement of profit or loss with no distinction made from other changes in fair value.

In order to combine the separate financial statements of foreign branches whose functional currency is not
the euro in CaixaBank’s financial statements, the following policies are applied:

e Translate the financial statements of the overseas branches to CaixaBank’s presentation currency.
The exchange is performed at the exchange rates used in translating foreign currency balances,
except for income and expenses, which are translated at the closing exchange rate of each month.

e Recognise any exchange differences under “Equity — Accumulated other comprehensive income —
Items that may be reclassified to profit or loss — Foreign currency exchange” in the balance sheet
until the related item is derecognised, when it is reclassified to profit or loss.
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2.12. Recognition of income and expenses

The main policies applied by CaixaBank to recognise income and expenses are as follows:

Interest income, interest expenses, dividends and similar items

Interest income, interest expenses and similar items are recognised on an accrual basis using the effective
interest method, regardless of when the resulting monetary or financial flow arises. Interest accrued on
non-performing loans, including loans exposed to country risk, is credited to profit or loss upon collection,
which is an exception to the general rule. Dividends received from other companies are recognised as
income when the right to receive payment is established. This is when the dividend is officially declared by
the company’s relevant body.

Fees and commissions

The criteria for recognising fee and commission income and expenses vary according to their nature.

e Financial fees and commissions, such as loan and credit origination fees, are an integral part of the
effective cost or yield of the financial transaction and are recognised under the same heading as
financial income or expense i.e. “Interest income” and “Interest expenses”. Fees and commissions,
which are collected in advance, are taken to profit or loss over the life of the transaction, except when
they are used to offset directly related costs.

Fees and commissions offsetting directly related costs, understood to be those which would not have
arisen if the transaction had not been arranged, are recognised under “Other operating income” as the
loan is taken out when these direct costs are individually identified.

Once the individually-identified direct costs have been deducted, the remaining fees and commissions
are recognised in the statement of profit or loss to offset other directly related costs, to a limit of 0.4%
of the principal of the financial instruments, or a maximum of EUR 400. Any surplus fees and
commissions are recognised in the statement of profit or loss throughout the life of the operation (see
Notes 29 and 31).

If the total sum of financial fees and commissions does not exceed EUR 90, it is recognised immediately
in profit or loss.

For financial instruments measured at fair value through profit or loss, the amount of the fee or
commission is recognised immediately in the statement of profit or loss.

e Non-financial fees and commissions arising from the provision of services are recognised under “Fee
and commission income” and “Fee and commission expenses” over the life of the service, except for
those relating to services provided in a single act, which are accrued when the single act is carried out.

Non-financial income and expense

Non-financial income and expenses are recognised for accounting purposes on an accrual basis. If non-
financial up-front payments are received, CaixaBank generally recognises them immediately in profit or loss
if there is an effective transfer of the risks and benefits associated with the asset or service to a third party,
releasing the company from the risks associated thereto. Therefore, it must be possible to identify and
reliably measure the service provided or the asset transferred, decide whether it has been completed, and
measure the price or compensation accrued.

Deferred receipts and payments

Deferred receipts and payment are recognised for accounting purposes at the amount resulting from
discounting the expected cash flows to net present value at market rates.
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2.13. Mutual funds, pension funds and other assets under management

Mutual funds and pension funds managed by CaixaBank Group companies are not presented on the face of
the balance sheet since the related assets are owned by third parties. The fees and commissions earned in
the period on operations associated with these funds are included under “Fee and commission income” in
the statement of profit or loss.

2.14. Employee benefits

Employee benefits include all forms of consideration given in exchange for services rendered to CaixaBank
by employees or for benefits payable after completion of employment. They can be classified into four
categories:

e Short-term employee benefits.

e Post-employment benefits.

e Other long-term employee benefits.
e Termination benefits.

Short-term employee benefits

These are employee benefits (other than termination benefits) which fall due wholly within 12 months after
the end of the period in which the employees render the related service. They include: wages, salaries and
social security contributions; paid annual leave and paid sick leave; profit-sharing and bonuses; and non-
monetary benefits payable to employees such as medical care, housing, cars and free or subsidised goods
or services.

The cost of services rendered is recognised under “Administrative expenses — Staff expenses” in the
statement of profit or loss.

Credit facilities made available to employees at below market rates are considered to be non-monetary
benefits and are calculated as the difference between market rates and the rates agreed with employees.
The difference is recognised under “Administrative expenses — Staff expenses” with a balancing entry under
“Interest income” in the statement of profit or loss.

Post-employment benefits

Post-employment benefits are all those undertaken by CaixaBank with its employees, to be paid after
completion of their employment with the Entity. They include: retirement benefits, such as pensions and
one-off retirement payments and other post-employment benefits, such as post-employment life insurance
and post-employment medical care, at the end of the employment relationship.

Defined contribution plans

CaixaBank's post-employment obligations with its employees are deemed to be defined contribution
obligations when the Group makes pre-determined contributions to a separate entity and has no legal
or constructive obligation to make further contributions if the separate entity cannot pay the employee
benefits relating to the service rendered in the current and prior periods. Defined contribution plans
each year are recognised under “Administrative expenses — Staff expenses” in the consolidated
statement of profit or loss.
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Post-employment obligations that do not meet the aforementioned conditions are considered defined
benefit obligations.

Defined benefit plans

The present value of defined benefit post-employment obligations, net of the fair value of plan assets, is
recorded under “Provisions — Pensions and other post-employment defined benefit obligations” in the
balance sheet (see Note 21).

Plan assets are defined as those assets that will be used to directly settle plan obligations and that meet
the following conditions:

e They are not owned by CaixaBank, but rather by a legally separate, non-related third party;

e They are available to be used only to pay or fund post-employment benefits and are not available
to CaixaBank’s own creditors, even in bankruptcy. Assets cannot be returned to CaixaBank,
unless the remaining assets of the plan are sufficient to meet all the related employee benefit
obligations of the plan or CaixaBank, or are used to reimburse it for post-employment benefits
CaixaBank has already paid to employees.

Virtually all of CaixaBank’s defined benefit commitments are assured through polices taken out with the
Group subsidiary VidaCaixa, SA de Seguros y Reaseguros. Consequently, these contracts do not meet the
requirements to be considered plan assets. The fair value of the insurance contracts is shown under
“Other assets — Insurance contracts linked to pensions” in CaixaBank’s separate balance sheet.

CaixaBank’s remaining defined benefit commitments, arising mostly from mergers, are assured through
polices contracted with the entities that are not considered related parties and which do meet the
requirements to be considered plan assets. The fair value of these insurance contracts is recognised as a
decrease in the value of the liabilities under “Provisions — Pensions and other post-employment defined
benefit obligations”. When the value of plan assets is greater than the value of the obligations, the
positive difference is recognised under “Other assets”.

Post-employment benefits are recognised as follows:

e Service cost is recognised in the statement of profit or loss and includes the following:

o Current service cost, understood as the increase in the present value of obligations
arising from employee service in the current period, recognised under "Administrative
expenses — Staff expenses".

o Past service cost, resulting from amendments to existing post-employment benefits or
the introduction of new benefits, and the cost of curtailments, recognised under
"Provisions or reversal of provisions".

o Any gain or loss arising on settlement of a plan is recognised in "Provisions or reversal of
provisions".

e The net interest on the net defined post-employment benefit liability/(asset), understood to be
the change during the period in the net defined benefit liability/(asset) that arises from the
passage of time, is recognised in "Interest expenses", or "Interest income" if it results in income,
in the statement of profit or loss.

e Remeasurements of the net liability/(asset) for defined benefit post-employment benefits are
recognised in "Accumulated other comprehensive income" in the balance sheet. The standard
provides the option of reclassifying them subsequently to voluntary reserves or maintaining
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them as valuation adjustments. In this respect, the Group elected to reclassify them to voluntary
reserves.

This includes:

o Actuarial gains and losses arising in the period from differences between the previous
actuarial assumptions and what has actually occurred and from changes in the actuarial
assumptions used.

o The return on plan asset, excluding the amounts included in the net interest on the net
defined post-employment liability/(asset) for defined benefit post-employment
benefits.

o Any change in the impact of the asset ceiling, excluding the amounts included in the net
interest on the net defined post-employment liability/(asset) for defined benefit post-
employment benefits.

Other long-term employee benefits

Other long-term employee benefits, understood as obligations with pre-retired employees (those who have
ceased rendering services for the Entity but who, without being legally retired, continue to enjoy economic
rights vis-a-vis the Entity until they acquire the status of legally retired), long-service bonuses and similar
items, are treated for accounting purposes, where applicable, as established for defined benefit post-
employment plans, except that the actuarial gains and losses are recognised in "Provisions or reversal of
provisions" in the statement of profit or loss (see Note 21).

Termination benefits

These benefits are payables as a result of an entity’s decision to terminate an employee’s employment
before the normal retirement date, a valid expectation has been raised in the employee or an employee’s
decision to accept voluntary redundancy in exchange for those benefits.

A liability and an expense for termination benefits are recognised when there is no realistic possibility of
withdrawing the offer to pay the termination benefits or when the costs for restructuring which involves
the payment of termination benefits are recognised. These amounts are recognised as a provision under
"Provisions — Other long-term employee benefits” in the balance sheet until they are settled.

2.15. Income tax

The expense for Spanish corporation tax is considered to be a current expense and is recognised in the
statement of profit or loss, except when it results from a transaction recognised directly in equity, in which
case the corresponding tax effect is recognised in equity.

Income tax expense is calculated as the sum of the current tax for the year resulting from applying the tax
rate to the taxable profit for the year and any changes in deferred tax assets and liabilities recognised in the
year in the statement of profit or loss, less any allowable tax deductions.

Temporary differences, tax loss carryforwards pending offset and unused tax deductions are recognised as
deferred tax assets and/or deferred tax liabilities. The amounts are recognised at the tax rates that are
expected to apply when the asset is realised or the liability is settled.

All tax assets are recognised under “Tax assets” in the balance sheet as current, for amounts to be
recovered in the next 12 months, or deferred, for amounts to be recovered in future reporting periods.
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Similarly, tax liabilities are recognised in “Tax liabilities" in the balance sheet, also by current and deferred.
Current tax liabilities include the amount of tax payable within the next 12 months and deferred tax
liabilities as the amount expected to be paid in future periods.

Deferred tax liabilities arising from temporary differences related to investments in subsidiaries, associates
and/or joint ventures are not recognised when CaixaBank is able to control the timing of the reversal of the
temporary difference and, in addition, it is probable that it will not reverse in the foreseeable future.

Deferred tax assets are only recognised when it is probable that they will be reversed in the foreseeable
future and it is estimated that there is sufficient taxable profit against which they can be used.

Specifically, changes in the fluctuation allowance for securities of investees are not considered to meet the
definition of temporary differences as they do not impact the future tax charge. For investees, the only
scenario that could have a tax impact is liquidation, and therefore only deferred tax assets are only
recognised if these investees are expected to be recovered through liquidation.

Deferred tax assets recognised are reviewed at the end of each reporting period to ensure that they remain
valid, and adjusted, where appropriate, based on any new estimates. Recognised tax assets are tested for
impairment every six months to ensure that they can be utilised.

2.16. Tangible assets

“Tangible assets” includes the amount of property, land, furniture, vehicles, IT equipment and other
facilities owned or acquired under a finance lease. “Tangible assets” in the balance sheet is broken down
into two line items: “Property, plant and equipment” and “Investment properties”.

“Property, plant and equipment” comprises tangible assets for own use and other assets leased out under
an operating lease. Property, plant and equipment for own use includes assets held by CaixaBank for
present or future administrative uses or for the production or supply of goods and services that are
expected to be used over more than one financial period.

“Investment properties” reflects the carrying amounts of land, buildings and other structures owned to
obtain rental income or gains through sale.

Tangible assets are generally stated at cost less accumulated depreciation and any impairment losses
determined by comparing the carrying amount of each item to its recoverable amount.

Depreciation is calculated using the straight-line method on the basis of the acquisition cost of the assets
less their residual value. Land is not depreciated since it is considered to have an indefinite life.

The depreciation charge is recognised under “Depreciation” in the statement of profit or loss and is
calculated basically using the depreciation rates set out in the table below, which are based on the years of
estimated useful life of the various assets.

Depreciation of tangible assets

Years of estimated useful life

Real estate
Buildings 16 -50
Facilities 8-25
Furniture and fixtures 4-50
Electronic equipment 4-8
Other 7-14
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At the end of each reporting period, CaixaBank assesses tangible assets for any indications that their net
carrying amount exceeds their recoverable amount, understood as fair value less costs to sell and value in
use.

At CaixaBank, tangible assets for own use are mostly allocated to the banking business cash-generating unit
(CGU). This CGU was tested for impairment to verify whether it generated sufficient cash flows to support
the value of its assets.

In the particular case of investment properties, fair value corresponds to the market appraisal of the asset
in its current condition by independent experts. To determine fair value at 31 December 2017, appraisals
were requested in accordance with the criteria established by Ministerial Order ECO/805/2003 when the
latest available appraisal was over two years old. Statistical appraisals are used for properties with a gross
carrying amount of less than EUR 250 thousand. These assets are classified as Level 2 in the fair value
hierarchy.

In this respect, CaixaBank has a corporate policy that guarantees the professional competence and the
independence and objectivity of external valuation agencies as provided for in legislation, under which
these agencies must comply with neutrality and credibility requirements so that use of their estimates does
not undermine the reliability of their valuations. This policy stipulates that all valuation agencies and
appraisers used by the CaixaBank in Spain must be included in the Bank of Spain's Official Registry and that
their valuations be performed in accordance with the methodology set out in Ministerial Order
ECO/805/2003, of 27 March. The main appraisers and valuation agencies with which CaixaBank worked in
Spain in 2017 are listed in Note 16.

Any impairment loss determined is recognised with a charge to “Impairment or reversal of impairment on
non-financial assets — Tangible assets” in the statement of profit or loss and a reduction to the carrying
amount of the asset to its recoverable amount. After the recognition of an impairment loss, the
depreciation charges for the asset in future periods are adjusted in proportion to its revised carrying
amount and remaining useful life.

Similarly, when there are indications of a recovery in the value of the assets, a reversal of the impairment
loss recorded in prior periods is recognised and the depreciation charge for the asset in future periods is
adjusted. In no circumstances may the reversal of an impairment loss on an asset raise its carrying amount
above that which it would have had no impairment losses had been recognised in prior years.

Likewise, the estimated useful lives of items of tangible assets are reviewed each year or whenever
indications are noted which make it advisable to do so and, where appropriate, the depreciation charges
are adjusted in the statement of profit or loss of future years.

Upkeep and maintenance expenses are recognised under “Administrative expenses — Other administrative
expenses” in the statement of profit or loss. Similarly, operating income from investment properties is
recognised under “Other operating income” in the statement of profit or loss and the related operating
expenses under “Other operating expenses”.
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2.17. Intangible assets

Intangible assets are identifiable non-monetary assets without physical substance acquired from third
parties or developed internally.

Goodwill

Goodwill represents the payment made by the acquirer in anticipation of future benefits from assets that
are not capable of being individually identified and separately recognised. Goodwill is only recognised in
the acquisition of a business combination for valuable consideration.

In business combinations, goodwill arises as the positive difference between:

e the consideration transferred plus, as appropriate, the fair value of any previously-held equity
interest in the acquiree and the amount of minority interests; and

e the net fair value of the identifiable assets acquired less the liabilities assumed.

Goodwill is recognised in “Intangible assets — Goodwill” and is amortised as required over a useful life of 10
years, unless proven otherwise.

At each accounting close, the amortisation period or method is reviewed for each of the intangible assets,
and if these are not considered to be appropriate, the impact is recognised as a change in accounting
estimates.

Whenever there are indications of impairment, an estimate is made of any impairment that reduces the
recoverable amount to below carrying amount and, where there is impairment, the goodwill is written
down with a balancing entry in "Impairment or reversal of impairment on non-financial assets — Intangible
assets" in the statement of profit or loss. Impairment losses recognised for goodwill are not reversed in a
subsequent period.

Other intangible assets

This includes the amount of other identifiable intangible assets, such as assets arising in business
combinations and computer software.

All these intangible assets have a finite useful life and are amortised over their useful life, applying policies
similar to those followed for the depreciation of tangible assets. When the useful life of these assets
cannot be estimated reliably under regulations, they are amortised over 10 years. The depreciation charge
for these assets is recognised in "Depreciation” in the statement of profit or loss.

At each accounting close, or whenever there are signs of impairment, the remaining useful life is reviewed.

Any impairment losses on assets are recognised with a balancing entry in “Impairment or reversal of
impairment on non-financial assets — Intangible assets” in the statement of profit or loss. The policies for
recognising impairment losses on these assets and for reversing impairment losses recognised in prior years
are similar to those for tangible assets.

Internally developed computer software

Computer software developed internally is recognised as an intangible asset when, among other
requirements, it is capable of being used or sold, and it is identifiable and its ability to generate future
economic benefits can be demonstrated.

Expenses incurred during the research phase are recognised directly in the statement of profit or loss for
the period in which they are incurred, and cannot subsequently be capitalised.
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At 31 December 2017 and 2016, practically all intangible assets corresponding to software were developed
by third parties.

2.18. Inventories

This item in the balance sheet includes non-financial assets held for sale in the ordinary course of business,
that are in the process of production, construction or development for such sale, or that are to be
consumed in the production process or in the rendering of services.

Inventories are measured at the lower of cost, including financial charges, and net realisable value. Net
realisable value is defined as the estimated selling price less the estimated costs of production and the
estimated costs necessary to make the sale. The accounting principles and measurement bases applied to
assets received as payments of debts classified under this item are the same as those set out in Note 2.19.
These assets are classified as Level 2 in the fair value hierarchy.

The cost of inventories of items that are not ordinarily interchangeable and of goods and services produced
and segregated for specific projects is determined individually, while the cost of other inventories is assigned
mainly by using the First-In-First-Out method (FIFO) or weighted average cost formula, as appropriate.

Any write-downs to inventories or subsequent reversals of write-downs are recognised under “Impairment
or reversal of impairment on non-financial assets — Other” in the statement of profit or loss for the year in
which the write-down or reversal occurs.

When inventories are sold, the carrying amount of those inventories is derecognised and an expense
recognised in the statement of profit or loss for the period in which the related revenue is recognised. The
expense is recognised under “Other operating expenses” in the statement of profit or loss.

2.19. Non-current assets and disposal groups classified as held for sale

Assets recognised under this heading in the balance sheet reflect the carrying amount of individual assets
or disposal groups, or assets that form part of a line of business that will be disposed of (discontinued
operation) whose sale is highly probable in their present condition within one year from the reporting date.
Assets that will be disposed of within a year but where disposal is delayed by events and circumstances
beyond the Entity’s control may also classified as held for sale, when there is sufficient evidence that the
Company is still committed to selling them. The carrying amount of these assets will be recovered
principally through a sale transaction.

Specifically, property or other non-current assets received as total or partial settlement of debtors’
payment obligations in credit operations are recognised under «"Non-current assets and disposal groups
classified as held for sale", unless it has been decided to make continuing use of the assets.

CaixaBank has centralised the ownership of virtually all the real estate assets acquired or foreclosed in
payment of debts in its holding company BuildingCenter, SAU, in a bid to optimise management.

Non-current assets held for sale are generally measured initially at the lower of the carrying amount of the
financial assets and their fair value less costs to sell the asset to be foreclosed:

e To estimate provisions for the financial assets, the estimated fair value less the costs to sell of the
foreclosure asset are taken as the recoverable value of the guarantee when the Company’s sales
experience attests to its ability to realise this asset at fair value. This recalculated carrying amount
is compared with the previous carrying amount and the difference is recognised as an increase or a
release of provisions as appropriate.
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e To determine the fair value less the costs to sell the foreclosure asset the Company uses the market
value extended in the full individual ECO appraisal at the time of foreclosure or reception. Internal
valuation models are used to calculate the adjustment to be applied to this market value in order to
estimate the discount on the reference price and the costs to sell. These internal models consider
the Company’s experience in selling similar assets (in terms of time, price and volume) and the time
taken to sell, among other factors.

These assets are classified as Level 2 in the fair value hierarchy.

After the initial recognition, the Company compares the carrying amount with the fair value less costs to
sell, recognising any possible additional impairment in the statement of profit or loss. The main valuation
used to estimate fair value is updated at least once a year for all assets recognised. In line with the
procedure followed in the initial recognition process, the Company also applies an adjustment to the main
valuation, based on the internal models in line with Circular 4/2016.

When the fair value less costs to sell exceeds the carrying amount, the Entity recognises the difference in
the statement of profit or loss, as an impairment reversal, up to the limit of the impairment accumulated as
from the initial recognition of the foreclosed asset, provided it has not remained in the balance sheet for
longer than the average period, estimated at three years.

Fair value is determined on the basis of appraisals or valuations made by independent experts applying the
criteria established in Ministerial Order ECO/805/2003. These appraisals are no more than a year old if there
are any indications of impairment. Homes that can be valued using mass models and which have a fair value
of less than EUR 250,000 are an exception. The values of these are updated using statistical appraisals.

In this respect, CaixaBank has a corporate policy that guarantees the professional competence and the
independence and objectivity of external valuation agencies as provided for in legislation, under which
these agencies must comply with neutrality and credibility requirements so that use of their estimates does
not undermine the reliability of their valuations. This policy stipulates that all valuation agencies and
appraisers used by CaixaBank in Spain must be included in the Bank of Spain's Official Registry and that
their valuations be performed in accordance with the methodology set out in Ministerial Order
ECO/805/2003, of 27 March. The main appraisers and valuation agencies with which CaixaBank worked in
Spain in 2017 are listed in Note 19.

Non-current assets held for sale are not depreciated while they are classified as held for sale.

Impairment losses on an asset or disposal group are recognised under "Profit/(loss) from non-current assets
and disposal groups classified as held for sale not qualifying as discontinued operations" in the statement of
profit or loss. Gains on a non-current asset held for sale resulting from subsequent increases in fair value
(less costs to sell) increase its carrying amount and are recognised in the same statement of profit or loss
item up to an amount equal to the previously recognised impairment losses.

2.20. Leases

Finance leases

Leases that transfer substantially all the risks and rewards inherent in the asset to the lessee are considered
finance leases.

Leases in which CaixaBank acts as the lessor of the asset are recognised as lending under “Loans and
receivables” in the balance sheet at the sum of the present values of the lease payments receivable. These
payments include the exercise price of the lessee’s purchase option at expiry of the lease, where this price

CaixaBank — 2017 Financial Statements -49 -



K

is sufficiently below the fair value of the asset at expiry of the purchase option making it reasonably certain
that the option will be exercised.

When CaixaBank acts as lessee, the cost of the leased asset is recognised in the related item in the balance
sheet based on the nature of the leased asset, and, simultaneously, a liability is recognised for the same
amount (which is the lower of the fair value of the leased asset and the sum of the present value of the
lease payments payable to the lessor plus, if appropriate, the exercise price of the purchase option).

These assets are depreciated using the same criteria as for the rest of the items of tangible assets for own use.

Financial income, when it acts as lessor, and financial cost, when it acts are lessee, are recognised in the
statement of profit or loss under “Interest income” and “Interest expenses”, respectively.

Operating leases

Operating leases are leases in which substantially all the risks and rewards inherent in the asset and
ownership of the asset are retained by the lessor.

In operating leases in which CaixaBank acts as lessor, the acquisition cost of the leased assets is included
under “Tangible assets” in the balance sheet. The assets are depreciated using the policies adopted for
other items of tangible assets for own use and income from the leases is recognised under “Other
operating income” in the statement of profit or loss.

When CaixaBank acts as lessee, the lease payments are recognised under “Administrative expenses — Other
administrative expenses” in the statement of profit or loss.

Sale and leaseback transactions

In sales of assets at fair value and the leasing back under an operating lease, the profit or loss from the
transaction is recognised immediately in the statement of profit or loss. If the sale was made at a price
below fair value, the gain or loss is also recognised immediately in the statement of profit or loss unless the
loss is compensated for by future lease payments at below market price, in which case the loss is deferred
and recognised in proportion to the lease payments over the period for which the asset is expected to be
used. Conversely, if the asset is sold above fair value, the profit is deferred and recognised in the statement
of profit or loss over the period for which the asset is expected to be used.

In sale and leaseback transactions, CaixaBank has a procedure for monitoring the transaction prospectively,
paying special attention to changes in market office rental prices compared to the contractual rents
CaixaBank is required to pay and the condition of the assets sold.

The review is carried out annually, or more frequently if exceptional circumstances in the office rental
market or in the conditions of the properties make this advisable. The appropriate provisions will be
recognised if, as a result of the monitoring described above, any permanent or significant situation occurs
that requires it.

In addition, upon initial recognition an assessment is made of whether the lease includes a derivative
embedded in a financial instrument that requires separation.
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2.21. Contingent assets

Contingent assets arise from unplanned or other unexpected events that give rise to the possibility of an
inflow of economic benefits. Contingent assets are not recognised in the financial statements since this may
result in the recognition of income that may never be realised.

Contingent assets are assessed continually to ensure that developments are appropriately reflected in the
financial statements. If it has become virtually certain that an inflow of economic benefits will arise, the
asset and the related income are recognised in the financial statements of the period in which the change
occurs. If an inflow of economic benefits has become probable, the contingent asset is disclosed.

2.22. Provisions and contingent liabilities

Provisions cover present obligations at the date of preparation of the financial statements arising from past
events which could give rise to a loss that is considered likely to occur and which is certain as to its nature
but uncertain as to its amount and/or timing.

CaixaBank’s financial statements include all the material provisions with respect to which it is considered
more likely than not that the obligation will have to be settled. Provisions are recognised on the liability
side of the balance sheet on the basis of the obligations covered, e.g. provisions for pensions and similar
obligations, provisions for tax and provisions for commitments and guarantees given.

Provisions, which are quantified based of the best information available on the consequences of the event
giving rise to them and are re-estimated at the end of each reporting period, are used for specific
expenditures for which the provision was originally recognised. Provisions are fully or partially reversed
when the obligations cease to exist or are reduced.

CaixaBank's tax contingency policy is to set aside provisions for the possible tax expense and late-payment
interest arising from the income tax assessments initiated by the tax authorities for the main applicable
taxes, irrespective of whether an appeal has been lodged. Meanwhile, provisions are made for legal suits, in
those instances where there is over a 50% probability of losing the case.

Contingent liabilities are possible obligations of the Entity, arising as a consequence of past events, whose
existence is conditioned to the occurrence of one or more future events independent of the will of the
Entity. They include the current obligations of the Entity whose cancellation is not likely to result in a
decrease in resources that incorporate economic benefits, or whose amount, in exceptional cases, can not
be quantified with sufficient reliability. Therefore, they are assessed continually to determine whether an
outflow of resources embodying economic benefits has become probable. If it becomes more probable
than not that an outflow of future economic benefits will be required, a provision is recognised in the
balance sheet.

Provisions are recognised under "Provisions" on the liability side of the balance sheet in accordance with the
obligations covered. Contingent liabilities are recognised under memorandum items in the balance sheet.

2.23. Statement of cash flows
The following terms are used in the presentation of the statement of cash flows:

° Cash flows: inflows and outflows of cash and cash equivalents, which are short-term, highly
liquid investments subject to a low risk of changes in value.
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Operating activities: the indirect method is used to present cash flows from operating
activities, which are the principal revenue-producing activities of the Entity and other activities
that are not investing or financing activities.

Investing activities: the acquisition, sale or other disposal of long-term assets, such as equity
investments and strategic investments, and other investments not included in cash and cash
equivalents.

Financing activities: activities that result in changes in the size and composition of equity and
liabilities. The issuances launched by CaixaBank and placed on the institutional market are
classified as financing activities, whereas the issuances placed on the Spanish retail market are
classified as operating activities.

2.24. Statements of changes in equity. Part A) Statement of comprehensive income

This statement presents the income and expense recognised as a result of CaixaBank’s activity in the
period, with a distinction between those taken to profit or loss in the statement of profit or loss and other
income and expense recognised directly in equity.

The items used to present the statement of other comprehensive income are as follows:

The profit or loss for the year.

The net income or expense recognised temporarily in equity as "Accumulated other
comprehensive income".

The net income or expense recognised definitively in equity.
The tax accrued on the previous items.

The total recognised income and expense calculated as the sum of the above items.

2.25. Statements of changes in equity. Part B) Statement of total changes in equity

This statement presents all changes in CaixaBank’s equity, including those due to accounting policy changes
and error corrections. This statement presents a reconciliation between the carrying amount of each
component of equity at the beginning and the end of the period, grouping movements by nature under the
following headings:

i)

i)

Adjustments due to accounting policy changes and error adjustments: includes changes in
equity as a result of the retrospective restatement of financial statement balances on account
of changes in accounting policies or for correction of errors.

Total comprehensive income: represents the aggregate of all items recognised in the
statement of changes in equity income part A) comprehensive income, outlined above.

Other changes in equity: includes the remaining items recognised in equity, such as capital
increases or decreases, distribution of dividends, treasury share transactions, equity-based
payments, transfers between equity items, and any other increase or decrease in equity.
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3. Risk management

3.1. Environment and risk factors

The year 2017 has been a challenge for the sector, which has had to respond to new scenarios in an
increasingly demanding and ever-changing regulatory environment. Despite these circumstances, the
Group has achieved better results and higher credit quality.

The following risk factors had a significant influence on the CaixaBank's management in 2017, due to their
impact during the year and their long-term implications for the Entity:

1.

Macroeconomic environment: stronger than expected economic recovery, both globally and in the
euro area, beating market expectations. In this context, the last three years have been positive for the
Spanish economy, which saw growth rates of over 3%, closing this year with growth of 3.1%. The
Portuguese economy grew at above 2.5% and continued to mark a positive trend. In both countries,
growth outstripped the European average of 2.4% in the year.

Low interest rates: a market with persistently low interest rates gives rise to an assessment of high
liquidity, credit and market risks, see the latest ESMA Risk Dashboard published in December, which,
coupled with the still elevated stock of non-performing assets in Europe puts enormous pressure on NI
and jeopardises the sustainability of the long-term business model, obliging financial institutions to
identify new opportunities to generate sustainable profits.

Regulatory changes: as in previous years, 2017 also saw a proliferation of legislative developments.
Given the complexity of this ever-changing regulatory environment CaixaBank continues to work
actively to stay ahead in the assessment and implementation of new regulations and takes part in
industry forums to analyse the content of proposals and consultative documents.

In 2017, the most notable were:

e Final Basel Ill Accord: on 7 December 2017, the Basel Committee on Banking Supervision (BCBS)
published “Basel IllI: finalising post-crisis reforms”. This document reviews the current Basel Il
framework, with the dual objective of reducing the excessive variability of risk-weighted assets
(RWAs) among financial institutions and improving the comparability of banks' capital ratios.

The changes proposed in this reform include:
o enhancing the risk sensitivity of the standardised approaches for credit and operational risk

o constraining the use of the internal model approaches, with regard to the value of the
parameters used (input floors), and the maximum capital savings that can be obtained, with
respect to the standard model (output floor)

o adjustment of the calculation of the leverage ratio

The next steps in the BIS Il global reform are:

o The implementation date for the revised standard approach for credit risk, within the revised
IRB framework of the revised credit valuation adjustment framework and the revised
operational risk framework, will be 1 January 2022. Additionally, the implementation and
regulatory information disclosure date for the revised market risk framework (published in
January 2016) will be 1 January 2022.
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o The LR framework will apply from 1 January 2018 (using the current exposure definition) and
from 1 January 2022 (using the revised exposure definition). Further, the buffer for banks of
global systemic importance (G-SIB) will apply from 1 January 2022.

e Bank of Spain approval of Circular 4/2017 on public and reserved financial information standards
and formats for credit institutions

As described in Note 1 - Basis of presentation section, Circular 4/2017 transposing IFRS 9 Financial
instruments came into force on 1 January 2018.

CaixaBank completed the implementation of IFRS 9 Financial instruments in the last quarter of
2017, and at the current date is focused on streamlining the different processes affected by the
adoption of this standard.

Significant differences exist with the standard applied in the preparation of these financial
statements, in respect of aspects such as the classification and measurement of financial assets and
liabilities, impairment of financial assets and hedge accounting.

Regarding the classification and measurement of financial assets, the approach in Circular 4/2017
considers both the business model within which the assets are held and their contractual cash
flows, effectively reducing the number of portfolios and impairment models currently envisaged in
Circular 4/2004. Financial assets that give rise to cash flows that are solely payments of principal
and interest are measured at amortised cost if they belong to a business model whose objective is
to collect the contractual cash flows, but at fair value through other comprehensive income if the
objective is to both collect the cash flows and sell the instrument. All other financial assets,
including embedded derivatives, must be fully measured at fair value through profit or loss.

For all assets not measured at fair value through profit or loss, the entities must recognise expected
credit losses, differentiating between assets whose creditworthiness has not deteriorated
significantly since initial recognition and those whose creditworthiness has.

It is precisely in respect of impairment of financial instruments, based on expected loss, where
Circular 4/2017 reflects the most substantial changes compared to the current model, which is
based on the accounting of losses incurred for credit risk. In particular, it requires an entity to use
an impairment model as a basis for measuring its loan loss allowance. The model differentiates
between three stages. Measurement of expected loss depends on whether there has been a
significant increase in the credit since initial recognition, whereby: (i) 12-month expected credit loss
(Stage 1) applies to all assets (from initial recognition) as long as there is no significant deterioration
in credit quality, (ii) life-time expected loss (Stages 2 and 3) applies when a significant increase in
credit risk has occurred on an individual or collective basis. For impaired financial assets in Stage 3,
interest revenue is calculated on net carrying amount.

The assessment of whether there has been a significant increase in credit risk should consider
reasonable and supportable information that is available without undue cost or effort, that is an
indicator of increases in credit risk from initial recognition and reflects historical, current and
forward-looking information.

Noteworthy differences between the new expected loss model and the current incurred loss model
include:

e Upon initial recognition, Circular 4/2017 requires expected loss to be recognised rather than
incurred loss.
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e The degree of judgement required to incorporate forward-looking information and
assumptions regarding the behaviour affecting the life of the instruments that should be
considered, and how the assumptions are incorporated in the measurement of expected
losses, increases in the expected-loss model.

e The requirement to calculate full lifetime losses for exposures that have experienced
significant increase in its credit risk since initial recognition and for and for those operations
with impairment losses.

Regarding financial liabilities, the categories set out are similar to those that currently exist, and
their measurement does not change, only the requirement to recognise changes in fair value
related to own credit risk as a component of equity for financial liabilities designated under the fair
value option.

For hedge accounting, the granularity in current requirements is replaced with a new model that
better reflects internal risk management activities in the financial statements. There are changes in
various aspects such as hedged items, hedging instruments, the accounting of the time value of
options and the assessment of effectiveness, allowing non-financial risks to be hedged.

The most relevant tasks carried out by CaixaBank in the implementation of Circular 4/2017 relate to
the following:

e Modification of the department-level organisational model and redefinition of the
governance model.

e Determination of the business model under which financial assets will be managed.

e Analysis of the characteristics of cash flows deriving from financial instruments.

e |dentification of the triggers or indicators for classifying financial instruments in the different
stages of credit risk.

* Necessary modifications in the tools available for measuring the risk parameters needed to
calculate expected loss and for the individual and collective analysis of the different
instruments.

e Review of internal processes and controls in the onboarding and approval of transactions,
accounting policies, reporting to governance bodies, etc.

The most relevant qualitative and quantitative impacts resulting from the implementation of
Circular 4/2017 from 1 January 2018 are described below.

Classification and measurement of assets

e Certain financial assets will be reclassified from "Loans and receivables" to "Financial assets at
fair value through profit or loss", having concluded that either these assets are not managed
within a business model comprising the collection of contractual cash flows and/or the sale of
these financial assets, or that the characteristics of these contractual cash flows were
insufficient to conclude that they correspond only to payment of principal and interest on the
principal amount outstanding (SPPI test).

CaixaBank considers that if, at the transition date, there are loan portfolios where the carrying
amount is expected to be recovered through sale to a third party outside the company, they
should be recognised as “Financial assets at fair value through profit or loss”.

e Those equity instruments currently classified under "Financial assets available for sale" will be
classified as "Financial assets at fair value with changes in other comprehensive income",
considering that the Group is using the option to irrevocably designate most equity instruments
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in this category at the transition date. Gains or losses on equity instruments classified in this
category and recognised in equity at the time of sale, and any impairment losses thereon, will
not be recognised in the statement of profit or loss.

Impairment losses

Under Circular 4/2017, impairment losses are recognised earlier than under Circular 4/2004. Upon
initial recognition of financial assets, valuation adjustments must be made for the expected losses
resulting from default events that could occur in the coming 12 months. If credit risk increases
significantly, full lifetime expected credit losses are recognised.

In accordance with the methodology applied in the internal implementation project described
above, the portfolio of financial instruments subject to impairment (financial assets at amortised
cost and financial assets at fair value with changes in other comprehensive income, lease
agreements and certain commitments and guarantee contracts) was provisionally separated out in
the three stages described above at 1 January 2018. The parameters developed by the Group were
applied to these stages, using both historical information and the best assumptions on forward-
looking information in order to measure expected loss.

Those operations for which it is considered that there has been a significant increase in risk since
the initial recognition of an operation, specifically, when it presents weaknesses that may involve
assuming losses significantly higher than those expected at the time of the concession, will be
classified in stage 2. For the identification of weaknesses in operations and customers CaixaBank
has a monitoring and qualification process that combines the use of statistical models with the
individual analysis of the borrowers with significant exposures. In addition to the classification
based on the tracking qualification, a criterion is also applied based on a relative increase in the
probability of default (PD).

Complementing the above criteria, and unless they should be classified in stage 3, operations
included in a sustainability or refinancing agreement, refinanced or restructured and not
considered to be cured will be classified in stage 2; operations in which there are amounts due with
more than 30 days old, unless proven otherwise; and operations that can be determined by market
indicators / triggers that there has been a significant increase in risk.

For the incorporation of forward-looking information in the calculation of the EL, it is based on
projections of the macroeconomic conjuncture under various potential scenarios. For each of these
scenarios, the associated expected loss is estimated, which will be 12 months for operations in
stage 1 and the life of the operation in the rest of the cases. The EL that determines the coverage
corresponds to the weighted average of the expected losses under each scenario, where the
weighting is given by the plausibility of each conjuncture.

Hedges
From 1 January 2018, CaixaBank has applied the provisions of Circular 4/2017 to accounting
hedges, as it considers that this option is best aligned with its risk management strategy.

Nevertheless, other than the attendant greater disclosure requirements, no significant quantitative
impacts have emerged.
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Estimate of impacts

Based on data at 31 December 2017, the best estimates of the impacts of Circular 4/2017 are as
follows:

e Anincrease in impairment allowances of EUR 758 million.
e Reclassification between financial instrument portfolios with insignificant exposure,
e A negative impact on reserves in the amount of EUR 564 million.

At the date of authorisation for issue of these financial statements, there is uncertainty regarding
the tax effect of the above-mentioned adjustments, as the more reasonable assumption is that
they will generate non-monetisable deferred tax assets. However, given the limited impact,
CaixaBank will opt out of the voluntary phase-in period for absorbing the prudential impact of the
initial adoption.

Based on the above, CaixaBank's best estimate, taking into consideration the figures at
31 December 2017, is a decrease in the fully-loaded CET 1 ratio of 17 basis points at the transition
date.

The above-mentioned impacts all refer to the transition date for CaixaBank's portfolio. At the date
of authorisation for issue of these financial statements, these impacts are the best estimate of most
significant effects, but are not a complete and exact listing of all impacts referred to at 1 January
2018. No other relevant impacts have been identified relating to the rest of the accounting
modifications introduced through Circular 4/2017.

At the date of first application, the amounts resulting from the accounting change are recognised in
CaixaBank's reserve accounts.

e 2018 stress testing, which will include all relevant risk areas and the new accounting standards set
out in IFRS 9 for the first time. More detailed disclosure of EU banks' balance sheets will also be
required, including: composition of capital, leverage ratios, RWAs by risk type, sovereign exposures,
credit risk exposures and non-performing and forborne exposures. The data will also cover market
risk and securitisation exposures.

Other reviews and regulatory consultation processes carried out to date include the publication of
various final reports: “Guidelines on connected clients under Article 4(1)(39) of Regulation (EU) No
575/2013", "Guidance on leveraged transactions", "Guidelines on Identification and management of
step-in risk" and particularly the EBA's “Final Guidelines on internal governance”. In addition to
consultative documents such as the “Draft Addendum to the ECB Guidance to banks on non-performing
loans (NPL): Prudential provisioning backstop for non-performing exposures” which has had far-
reaching implications in the market or the draft guidelines on security measures for operational and
security risks under PSD2.

4. Impact of technological development: in its 2017 Risk Assessment of the European banking system, the
EBA concludes that risk relating to information and communications technologies (ICT) is one of the key
risks in today's environment. Therefore, it has implemented new guidelines for the assessment of this
risk in the Supervisory Review and Evaluation Process (SREP) and opened for consultation its proposed
approach to FinTechs, and the outsourcing of cloud technology providers. Data management,
previously considered an emerging risk, is now considered critical by the regulator.
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The WannaCry cyber-attack is the clearest example of the scope of the many attacks that took place in
2017, testing the security of entities' systems and their ability to respond and marking a before and
after in the Group's security procedures. The severity of these attacks led the regulator to stress the
need to pay special attention to risks relating to cyber-crime and information security.

5. Trust in the sector and image: in 2017 the capacity of financial institutions to maintain the trust of the
Spanish and European public in the banking industry was once again put to the test.

3.2. Risk control, management and governance

The CaixaBank Group's risk appetite levels, internal capacity and prudent approach to decision-making
ensure it enjoys a stable leading position in retail banking. This position should not prevent it from
continuously enhancing its global risk management system in the interests of maximising efficiency and
satisfying the expectations of its stakeholders: shareholders, investors, customers, regulators, supervisors
and society at large, adhering to the mandate deriving from the corporate values of "quality, trust and
social commitment".

The main features of the Group’s risk management and control framework are described below to provide a
comprehensive overview thereof:

Governance

e Governance and organisation / orgaz’;s‘z:tion \

Internal

e Risk assessment control Risk
assessment
framework
e Risk catalogue
Risk governance,
. . management and
e Risk Appetite Framework (RAF) control system

Risk culture Risk catalogue

e Risk planning

e Risk culture \ /

. . Risk Appetite
e Internal control framework Risk planning megﬁ,ork

<« (RAF)

Governance and organisation

Corporate governance

The governance bodies are the Annual General Meeting and the Board of Directors. As part of its
responsibilities, the Board of Directors sets and monitors the business model and strategy, monitors the
result of the risk assessment process, establishes the Corporate Risk Map and the Risk Appetite Framework
and is in charge of internal governance policies and risk management and control, supervising the
organisation of the Entity to implement and monitor these.

The Board of Directors has created several committees, including the Risks Committee, whose functions are
described below.

Risks Committee

The Risks Committee comprises exclusively non-executive Directors who possess the appropriate
knowledge, skills and experience to fully understand and manage the risk strategy and risk propensity. The
majority of the members must be independent Directors.
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The main functions of this committee are:

e Advise the Board of Directors on the Bank’s overall susceptibility to risk, current and future, and its
strategy in this area, reporting on the Risk Appetite Framework.

e Propose the Group’s risk policy to the Board, including the different types of risk to which the Entity
is exposed, the information and internal controls systems use to control and manage these risks
and the measures in place to mitigate the impact of identified risks should these materialise.

e Determine with the Board of Directors, the nature, quantity, format and frequency of the
information concerning risks that the Board of Directors should receive and establish what the
Committee should receive.

e Regularly reviewing exposures with its main customers and business sectors, and by geographic
region and type of risk.

e Examine the information and control processes of the Group's risk as well as the information
systems and indicators.

e Evaluate regulatory compliance risk in its scope of action and decision making, carrying out
monitoring and examining possible deficiencies in the principles of professional conduct.

e Report on new products and services or significant changes to existing ones.

Organisational structure

General Risks Division

As part of the executive team, the Chief Risks Officer (CRO), a member of CaixaBank's Management
Committee, is ultimately responsible for the Group's risks. The CRO operates independently of the business
areas from both a reporting and operational perspective. The CRO has direct access to the Group’s
governing bodies, especially the Risks Committee, reporting regularly to the members thereof on the status
of and expected changes to the Entity’s risk profile.

The Risks Division’s functions include identifying, measuring and integrating the different risk exposures and
risk-adjusted returns of each area of business, from the global perspective of the CaixaBank Group and in
accordance with its management strategy.

Furthermore, one of its most significant tasks, in collaboration with the Bank's other areas, is to lead
implementation in the entire branch network of instruments for the end-to-end management of risks under
Basel guidelines, in order to assure a balance between the risks assumed and expected returns.

The CRO has organised his team as follows:

e Risk Model Validation, responsible for ensuring the internal models used for internal management
and/or regulatory purposes are fit for purpose.

e Individual Loan Analysis and Approval division, responsible for analysing and granting loans to
individuals (retail customers and self-employed professionals, the latter not including self-employed
professionals in the farming sector).

e Business Loan Analysis and Approval division, responsible for analysis and approval of risk for other
business segments and specialised sectors (Companies and SMEs, Corporate, Public Sector,
Sovereign, Financial Entities, Real Estate, Project Finance, Tourism and Food & Agriculture).

e Global Risk Management Committee, responsible for risk management and overseeing asset
performance, and solvency and capital adequacy mechanisms.

e Foreclosed assets division, which controls and monitors property investments and divestments, and
is responsible for the policies associated with property management.

e Defaults and Recoveries.
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General Risks Division

Global Risk Indmdu;l Loan Defaults and Busmes_s, Loan Risk Models
Analysis and - Foreclosed Assets Analysis and S
Management Recoveries Validation
Approval Approval

Collegiate bodies in the risk area

Senior Management acting within the framework of the duties assigned by the Board and its Committees,
has established several committees for risk governance, management and control.

Level 1 committees are listed first, followed by Level 2 committees that play a key role in the Group’s risk
area.

Board of Directors

Executive Risks

Commitee Committee

Executive Pfg;r;;znt Global Risk

Committee Committee Committee

Corporate Social Mod
Rizk Policies Operational Risk Responsibility Criminal Risk Pammlifer:g Galr?g?!gfviﬁt Impairment
Committee Committee and Reputation Committee e ——— Commitiee Committee
Committee

Committees connected with the risks function:

Generally, the committees whose function is risk-related report to the Board of Directors through its
Executive Committee. These are the Management Committee and subordinate committees (ALCO,
Transparency, Regulation, Information Management and Data Quality, Data Protection, and the
Restructuring and Resolution Plans Committee).

e Permanent Lending Committee

The Permanent Lending Committee (“the PLC”) analyses and, where appropriate, approves the
transactions that fall within its scope, and refers any transactions that exceed its level of authority to
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the Executive Committee. Related operations and those related to senior positions are raised for
approval by the Audit and Control Committee and the Board of Directors.

The PLC can also approve individual transactions that do not fulfil all established criteria for each type of
product or applicable specific policy, provided there is no cause for obtaining the approval of the Board
of Directors.

Furthermore, the committees whose functions are assigned by the Board of Directors in its supervisory
capacity, through the Risks Committee, oversee risk management. These are the Global Risk Committee
(GRC) and its subordinate committees listed below.

e Global Risk Committee

This committee is responsible for the end-to-end management, control and monitoring of risks to
which CaixaBank is exposed, as well as the specific risks of the most relevant financial investees, and
the implications of these risks when managing solvency and capital consumption.

Within its remit, this Committee is charged with adapting CaixaBank's risk strategy to the risk appetite
framework (RAF) established by the Board. It must also clarify and resolve doubts about the
interpretation thereof and keep CaixaBank's Board informed, through the Risks Committee, of the main
areas of activity and the status of risks.

The committee also regularly analyses the Group's global risk position and puts in place the main
measures to optimise risk management within the framework of its strategic objectives.

Committees reporting to the Global Risk Committee

e Risk Policies Committee and Investee Risk Policies Committee

These committees approve the Group's credit and market risk policies. Policies are any of the guidelines
governing the Entity's activities and any procedures through which they are implemented.

Their remit is to establish policies that are in line with and underpin the CaixaBank Group's Risk
Appetite Framework. Its powers, as conferred upon it by the Global Risk Committee, include defining
and authorising policies for approving loans and monitoring risks, along with default and recovery
policies.

The Risk Policies Committee, together with the New Products Committee, which must ensure that the
risk and operational components of new products are adapted to and alighed with the framework
established by management, also analyses and approves loan and credit products.

e Operational Risks Committee

This committee focuses on applying, reviewing and disseminating the Operational Risk Management
Framework, as well as identifying critical points, and establishing operational risk mitigation and control
procedures.

e Corporate Responsibility and Reputation Committee (CRRC)
The CRRC is responsible for proposing general policies for reputation management, monitoring

corporate social responsibility strategies and practices, and managing, controlling and monitoring the
reputational risk affecting the CaixaBank Group.
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e Crime Risk Committee

It is responsible for the organisation and management of crime prevention activities, including all
procedures, measures and controls in the CaixaBank Group, the purpose of which is to devise a system
for prevention and response to any criminal conduct applicable to legal entities in Spain, through
courses of action and controls to reduce the risk of any such crimes being perpetrated. It is a high-level
body with powers of initiative and control, which were bestowed upon it by the CaixaBank Board of
Directors.

e Models and Parameters Committee

This committee reviews and formally approves models and parameters for credit risk, market risk
(including counterparty risk — credit in Treasury activity and operational risk), and any other
methodologies used by the committee to perform its control duties.

e Global Default and Recovery Committee

This committee analyses default targets set by Senior Management and applies them to the managed
portfolios and parties involved in lending. It oversees and monitors the level of compliance with the
targets set, and liaises with the various areas to take the steps needed to redress any deviations.

It defines and monitors recovery policies and procedures, which are presented to the Policies
Committee for approval before roll-out. It reports to the Global Risk Committee on matters within its
remit.

e Impairment Committee

This committee is responsible for adjusting ratings and accounting provisions of loans linked to
borrowers assessed individually according to objective impairment criteria, and for adjusting the
criteria for estimating provisions for assets whose impairment is determined collectively, and in general
to perform any necessary adjustments to the provisioning structure that has a significant impact on the
impairment provisions for the lending portfolio.

Recovery, Non-performing and Foreclosed Assets Executive Division

In 2017, CaixaBank strengthened its governance model and operating framework for the management of
non-performing assets. Therefore, during the year, a new executive division was set up, the Executive
Recovery, Non-performing and Foreclosed Assets Division, reporting directly to the Chief Executive Officer.
The purpose of this new executive division is to gain a comprehensive view of the whole life cycle
associated with the default recoveries process and management of foreclosed assets. The main
responsibilities and work lines of the new executive division are as follows:

e Propose and implement the recoveries strategy
e Define the targets of the recovery function

e Default flow and stock management

The new strategy ensures the specialisation and independence of the activity, mitigating conflicts of
interest and strengthening autonomy to optimise the management of non-performing assets. Its functions
are based on two main pillars: a broad geographical presence and a team that offers specialised solutions
to shore up CaixaBank's strategy to scale back these assets. It benefits from the competitive advantage
offered by the capacity to manage non-performing assets through the commercial network, which
combines familiarity with and knowledge of the customer to provide individual solutions according to each
particular case. All of this, under a criteria of prudence and with a view to maximising the recoverable
value, fostering an active search for early solutions to manage default risk, optimising management and
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working to achieve normalisation. This new management strategy buoys up CaixaBank's commitment to
the market and the regulator, putting the customer at the centre of its decision-making.

Another key aspect is obtaining synergies between the business function, the risks function and the
recoveries and foreclosed assets function, through the global coordination of all parties involved in the
process. There are also subsidiaries of the CaixaBank Group specialised by business area that collaborate in
strengthening the recoveries activity (GDS Cusa) and management of the sale of foreclosed assets
(BuildingCenter). All of this under a robust internal framework of policies and procedures that allows for
clear and specific management guidelines.

Lastly, from an organisational standpoint, the new executive division has a governance model that is
supported by specialised committees with clearly defined roles and responsibilities. In addition to its role as
Secretary to the Global Default and Recovery Committee, the following committee models also stand out:

e Committee for Monitoring the Operating Plan and management initiatives

This committee reviews the performance of flows by portfolio and the status of early warning
events and the measures adopted to address them.

e Large Auctions Committee

This committee analyses and authorises the foreclosure of real estate assets securing debts of over
EUR 600,000. Specifically, it defines how the assets will be auctioned off and makes any decisions
related thereto (e.g.: halting the auction).

e Real Estate Acquisition and Appraisal Committee

This committee assesses any acquisitions of real estate assets and assets whose holders are
undergoing bankruptcy proceedings. In this committee participates the Recovery, Non-performing
and Foreclosed Assets area.

In addition to the above, and in relation to the reputational aspect, CaixaBank is a member of the Defaults,
Evictions and Occupancy Committee headed by BuildingCenter. The purpose of this committee is to review
potential eviction cases among foreclosed assets and take the relevant decisions in this regard. Its members
are representatives of CaixaBank, BuildingCenter and Servihabitat. CaixaBank's Mortgage Customer Care
Service (MCCS), Legal advisory area, Recovery, Non-performing and Foreclosed Assets area, and Risks area
are the main participants.

Strategic risk management process

The CaixaBank Group has a strategic risk management system in place to identify, measure, monitor,
control and report risks, that is based on the following processes.

e Risk Assessment: A six-monthly risk self-assessment, covering all the risks in the Risk Catalogue.
This includes a process for identifying emerging risks that may be incorporated within the
catalogue.

e Risk Catalogue: An annually-reviewed list and description of the material risks identified in the Risk
Assessment.

e Risk Appetite Framework (RAF): An annually-reviewed monitoring of CaixaBank's risk profile,
determined by the risks identified in the Risk Assessment process and included in the Risk
Catalogue.
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e Risk Planning: Projection of the expected performance of the figures and ratios that define the
future risk profile, as part of the Strategic Plan.

Risk Assessment

As a CaixaBank Risk Management Function (RMF), it is the responsibility of Global Risk Management to
develop and manage the Bank's internal risk assessment process, the results of which are reported, at least
annually, first to the Global Risk Committee and then to the Risks Committee, and lastly to the Board of
Directors for approval.

However, the CaixaBank Group carries out this internal assessment process every six months, seeking to:

e Identify, assess, classify and internally report significant changes in inherent risks assumed by the
Entity in its environment and business model, due to changes in the level of risk (evolving) or to the
appearance of other risks that could potentially become significant (emerging). The result of this
process forms part of the annual review of CaixaBank's Corporate Risk Catalogue.

e Make a self-assessment of its risk management, control and governance capacity, as a tool to help
detect best practices and weaknesses in relation to risks. All with the aim of maximising internal
transparency and the risk culture, and to prioritise efforts and investments with a larger potential
impact on the Group’s residual risk profile.

The scope and depth of this process, which originated in the context of the ICAAP report and is now a
stand-alone and autonomous process, has been evolving in alignment with the self-defined goal of
continuous improvement, and through the inclusion of the guidelines and recommendations published by
European regulatory and supervisory bodies in recent years.

It is currently performed using quantitative information, benchmarks and qualitative inputs provided by the
internal representatives of different stakeholders, in the areas involved in risk management and control areas
for all the risks in the Corporate Risk Catalogue. The weighted aggregate of all risks is used to determine the
CaixaBank's global risk profile and align it with the profile stated in the Risk Appetite Framework.

Risk Catalogue

As a CaixaBank Risk Management Function (RMF), it is the responsibility of Global Risk Management to
develop and manage the CaixaBank Group's risk catalogue to ensure it is aligned with the material risks to
which the Group is exposed, which must be reviewed, at least annually, reporting first to the Global Risk
Committee and then to the Risks Committee, and lastly to the Board of Directors for approval.

CaixaBank Group has a Corporate Risk Catalogue, updated in December 2017, to support internal and
external monitoring and reporting of the Group’s risks, grouped into three main categories: Business Model
Risks, Specific risks for the Bank's financial activity and Operational and Reputational Risk.

The update of the Risk Catalogue primarily entailed the following changes: clearly specify the inclusion of
model risk as an operational risk (in Operational processes and external events) and step-in risk as a
reputational risk.
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The main risks reported periodically to CaixaBank’s management and governance bodies are:

e Business model risk

o

Profitability: Obtaining results lower than market expectations or the Group's targets which
prevent the Entity from reaching a profitability level that is higher than the cost of capital.

Eligible Own Funds/Solvency: Risk caused by a restriction of the CaixaBank Group’s ability to
adapt its capital level to regulatory requirements or to changes in its risk profile.

Funding and liquidity: Risk of insufficient liquid assets or limited access to market financing to
meet contractual maturities of liabilities, regulatory requirements, or the investment needs of
the Group.

e Risks specific to the Bank's financial activity

o

Lending: Risk of a decrease in the value of the CaixaBank Group’s assets due to uncertainty in a
counterparty’s ability to meet its obligations.

Impairment of other assets: Reduction in the carrying amount of the shareholdings and non-
financial assets (tangible, intangible, deferred tax assets (DTAs) and other assets) of the
CaixaBank Group.

Market risk: Risk of a decrease in the value of the Group’s assets or an increase in the value of
its liabilities held for trading or held to maturity, due to fluctuations in interest rates, credit
spreads, external factors or prices in the markets where those assets/liabilities are traded.

Interest rate risk in the banking book: Risk of a negative impact on the economic value of the
balance sheet or results, caused by the renewal of assets and liabilities at rates different to
those previously established due to changes in the structure of the interest rate curve.

Actuarial risk: Risk of an increase in the value of commitments assumed through insurance
contracts with customers (insurance business) and employee pension plans (pension
commitments), due to differences between claims estimates and actual performance.

e Operational and reputational risk

O

CaixaBank —

Legal/Regulatory risk: Loss or decline in the CaixaBank Group's profitability due to legislative or
regulatory changes, errors in interpreting or applying the laws or regulations in force, court
rulings or administrative action that goes against the Entity's interests or tax-related decisions
taken by the Entity or the tax authorities.

Conduct and Compliance: Risk of CaixaBank applying criteria for action contrary to the interests
of its clients and stakeholders and deficient procedures that generate actions or omissions that
are not aligned with the legal or regulatory framework, or with internal codes and rules, and
which could result in administrative sanctions or reputational damage.

Technological: Risk of losses due to inadequate hardware or software or failures in technical
infrastructure that could compromise the availability, integrity, accessibility and security of the
infrastructure and data.

Operating processes and external events: Risk of loss or damage caused by operational errors
in processes related to the Bank’s activity, due to external events beyond its control, or due to
third parties outside the Bank, both accidentally and fraudulently. Includes errors overseeing
suppliers, model risk, and the custody of securities.
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o Reliability of financial information: Deficiencies in the accuracy, integrity and criteria of the
process used when preparing the data necessary to evaluate the financial and equity situation
of the CaixaBank Group.

o Reputational risk: The possibility that CaixaBank's competitive edge could be blunted by loss of
trust by some of its stakeholders, based on their assessment of actions or omissions, real or
purported, by the Entity, its Senior Management or governance bodies, or because of related
unconsolidated entities becoming bankrupt (step-in risk).

In order to bolster the confidence of its customers in the Group, the CaixaBank Group has focused on
solvency and quality as strategic priorities. In this regard, CaixaBank has spent the last few years
strengthening the necessary internal control and compliance structures.

Risk Appetite Framework

Risk appetite is already an important and distinguishing feature of the CaixaBank Group's business. This
culture, embodied in the skills of its workforce, decision-making policies and risk infrastructures used to
implement them, has permitted the Group to maintain a moderate risk profile and unique level of solvency
in the Spanish market.

Based on this fundamental conviction, in response to the global financial crisis that commenced in 2007
and following the recommendations and best practices published by the FSB, EBA and the Bank of Spain, in
2013 and 2014 it started designing a Risk Appetite Framework (RAF), which was approved by the Board of
Directors in 2014.

This framework is a comprehensive and forward-looking tool used by the Board of Directors to determine
the types and thresholds of risk it is willing to assume in achieving the Group's strategic objectives. The RAF
therefore sets the risk appetite for the activity.

Through this framework the Group aligned itself with the best market practices, developing what was later
to become a fundamental requirement under both the SSM and other agents of the banking sector (e.g.
some analysts and rating agencies).

The Board of Directors has established four key dimensions (qualitative statements) expressing the Group's
aspirations regarding the main risks included in the Corporate Risk Catalogue. These are the following:

e Loss buffer: CaixaBank has set an objective of maintaining a medium-low risk profile and a
comfortable level of capital adequacy to strengthen its position as one of the soundest entities in
the European banking market.

e Liquidity and Funding: CaixaBank wants to be certain that it is always able to meet its obligations
and funding needs in a timely manner, even under adverse market conditions, and it has set a goal
of always having a stable and diversified funding base to protect and safeguard its depositors'
interests.

e Composition of the business: CaixaBank strives to maintain its leadership position in the retail
banking market and to generate income and capital in a balanced and diversified manner.

e Franchise: CaixaBank is committed to the highest ethical and governance standards in its business
conduct, fostering sustainability and social initiatives and ensuring operating excellence.

In line with best practices in the financial sector, the structure of the Framework complements these
statements with management indicators and levers to transmit these practices, in a consistent, clear and
efficient manner, to the management of the business and of the risks.
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The Framework is represented graphically through a pyramid structure that ends with Tier 1 principles and
indicators, supplemented by more detailed metrics (Tier 2). All of this is included in the day-to-day activity
and employee decision-making through management levers (Tier 3).

Structure of the Risk Appetite Framework

BODY RESPONSIBLE
Statements and primary metrics
. Level 2
GlObal_ risk Metrics developing and
committee supplementing Level 1 metrics
Risk and HR Level 3
management Management levers
areas/controllers * Training and communication
* Assessmentand analysis
methodologies

* Limits, policies and powers
* Incentives and appointments
* Tools and processes

e Tier 1 comprises the Risk Appetite Statement and key metrics, which are assigned tolerance and
non-compliance thresholds. The Board of Directors defines, approves, oversees and can amend this
tier as often as is determined in the Framework policy, supported by specialist advice and ongoing

monitoring from the Risks Committee.

“Tolerance” and "Breach" levels are set for each of the metrics via a system of traffic lights alerts:

o “Green traffic light”: appetite zone
o "Amber traffic light": tolerance zone (early warning)

o “Red traffic light": breach

There is also a "Black traffic light" for certain metrics included in the Recovery Plan. Once activated,
certain internal communication and governance processes would be triggered based on the defined

seriousness of the situations.

This ensures a comprehensive and scaled monitoring process of potential impairments in the Bank's

risk profile.

To illustrate, some of the metrics considered for each dimension are:

o Loss buffer. Regulatory solvency ratios, calculated on the basis of advanced models and
approaches (expected loss, VaR) and accounting-related indicators, such as cost of risk or

the NPL ratio.

o Liquidity and Funding. External (regulatory ratios) and internal (management) metrics.

o Business composition. Indicators that encourage diversification (e.g. by borrower, sector)

and minimise exposure to non-strategic assets.
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o Franchise. Includes non-financial risks (e.g. operational, reputational), through both
guantitative metrics and a commitment to zero tolerance of non-compliance.

e Tier 2 includes more detailed metrics, which are monitored by the management team, especially
the Global Risk Committee. These indicators tend to derive from the factorial decomposition of Tier
1 or from a greater breakdown of the contribution to the higher tier of risk portfolios or business
segments. They also include the most complex and specialised risk measurement parameters,
enabling risk management units to take Tier 1 metrics into account in the decision-making process.

The Board of Directors is thus assured that its management team monitors the same risks, and
more exhaustively, so as to identify and prevent potential deviations from the risk profile
established.

e Lastly, Tier 3 represents the management levers that the management team, through the various
business units and areas in charge of authorising, monitoring and controlling each risk, defines and
implements for alignment with the established Framework.

These mechanisms are:
o Training and communication as key vehicles through which the risk culture is instilled.

o The methodologies used to measure risk and assets-liabilities, which are crucial to
monitoring the RAF properly.

o The definition of risk approval, management and control policies, including limits and
approval powers across the different levels of the organisation and in governance.

o The incentives and appointments, used as key tools in HR policies, which help shape staff
conduct.

o The tools and processes used to properly construct and monitor the RAF and introduce the
metrics and thresholds thereof in the relevant environments.

The Board of Directors defines and supervises the Group’s risk profile, updating the framework’s metrics
and thresholds where necessary, and at least annually. The development of the Framework in 2017
continued to prove useful for the Board of Directors and the Risks Committee as a single comprehensive
platform from which to direct the Group’s strategy, management and control. In the annual review
conducted during the year, new metrics were added and thresholds were modified to take account of new
regulatory requirements and the Entity's strategic developments.

Throughout this process, the Risks Committee is responsible for helping the Board of Directors in its tasks
and reviewing the development of Tier 1 metrics more frequently and in greater depth, and for compliance
with the action plans to re-direct underlying risks to the appetite zone as rapidly as possible.

The Global Risk Committee is an executive body that reports directly to the Risks Committee. It is
responsible for proposing the design and development of the RAF, and monitoring compliance therewith at
least monthly. If the pre-established risk appetite levels are exceeded, the necessary measures are taken to
reshape the situation.

The following basic reporting structure has been defined to ensure the framework is compliant and
transparency is in line with best international practices:

e Monthly presentation by the Executive Global Risk Management Division to the Global Risk
Committee, indicating the past and future trends of Tier 1 and Tier 2 metrics, according to the
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Strategic Plan/projection made as part of the ICAAP (Internal Capital Adequacy Assessment)
exercise. If current risk levels breach the threshold for:

o Tolerance: an amber traffic light or early alert is assigned to the indicator, and the party
responsible or the Management Committee is entrusted by the Global Risk Committee with
preparing an action plan to return to the "green" zone, and a timeline is drawn up. The
status of the action plan must be reported to the Risks Committee as part of its recurring
reporting.

o Breach: a "red traffic light" is assigned, including an explanation as to why the previous
action plan did not work (if there was one). Corrective or mitigating measures are proposed
to reduce exposure. These must be approved by the Risks Committee. The Board must
receive information with the content and frequency established by the Risks Committee.

o Recovery Plan: this would trigger the Plan's governance process, which entails a set of
measures to:

= reduce the possibility of the Entity going bankrupt or entering into a resolution
process; and
= minimise the impact in the event of bankruptcy, and avoid the need for a bail out.

In this case, the regulator must be informed of serious breaches and the action plans
expected to be adopted.

e Quarterly presentation to the Risks Committee on the situation, action plans and forecasts for Tier
1 metrics.

e Half-yearly presentation to the Board of Directors on the situation, action plans and forecasts for
Tier 1 metrics.

During these sessions, the Board may decide to amend or update the metrics and previously
assigned thresholds.

If a risk breaches a non-compliance threshold which could threaten the Group's ability to continue
as a going concern, the Board may initiate the measures set forth in the Recovery Plan.

Since its approval in November 2014, the framework has become a key pillar of internal planning processes
and simulation processes in the event of possible stress scenarios. An overarching view of compliance with
the RAF in different scenarios has been provided to the Board through the ICAAP and ILAAP (Internal
Liquidity Adequacy Assessment Process), to be able to take the right decisions on amending or signing off
the forecasts prepared by the individuals responsible for these processes.

Risk planning

CaixaBank Group has institutional processes and mechanisms in place for assessing changes to the Group's
risk profile (recent, future and hypothetical in stress scenarios).

The Entity plans the expected performance of the different factors and ratios that define the future risk
profile as part of its Strategic Plan (the current plan is for 2015-2018), with regular monitoring of
compliance.

Additionally, changes in this profile are evaluated for potential stress scenarios, in both internal and
regulatory tests (ICAAP, ILAAP and EBA stress tests). In this way, the management team and governance
bodies are provided with an overview of the Entity’s resilience in the face of internal and/or external
events.
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Risk Culture

General risk management principles

The general principles guiding risk management at CaixaBank can be summarised as follows:

e Riskis inherent to CaixaBank’s business:
Creating value through the provision of financial intermediation services involves assuming risks of
varying extremes, which have to be managed appropriately.

e Risk is the ultimate responsibility of the Board and requires involvement of Senior Management:
The Board of Directors is the most senior risk management body. It approves and regularly reviews

the main policies and strategies. Management is involved in risk management:

o It reports to the Board of Directors on the status and changes in all the risks to which the
Group is exposed on a timely basis. It also answers any additional requests for information
that the Bank's governance bodies deem appropriate.

o It analyses in the Global Risk Committee the status and changes in the principal risk
parameters, and proposes risk management measures to ensure best practices are
adopted. The Global Risk Committee's decisions are taken jointly.

e Medium-low risk profile

CaixaBank has set an objective of maintaining a medium-low risk profile and a comfortable level of
capital adequacy to strengthen its position as one of the soundest entities in the European banking
market.

e Involvement of the entire organisation:

o The risk and control areas identify, from an overarching perspective, all the risks to which
activity is exposed. Their main duty is to manage and control risks using specialist teams.

o The business units of the branch network and operating centres of Central Services have
first-hand knowledge of customers and operations, which is essential to adequately
documenting and approving transactions and monitoring the evolution thereof.

e Life cycle of transactions
Management throughout the full cycle of transactions: from preliminary analysis until approval,
monitoring of solvency and profitability, to repayment or recovery of impaired assets.

e Joint decision-making, with an authorisation system always requiring approval by two employees.

e Independence of business and operating units.

e Approval based on the borrower’s repayment ability and an appropriate return.

e The use of standard criteria and tools.

Risk definitions, analysis criteria and management and control tools are standard across the
organisation. Risk policies and procedures are published in internal regulations available to all staff.
Risks are identified taking into account the development of new products and businesses, as well as
relevant changes to these, in order to ensure they are in line with the Group's risk profile.
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e Decentralised decision-making

Inclusion of the table of powers in the systems facilitates the decentralisation of decision-making so
that decisions are taken as close as possible to customers, while ensuring risks are approved at a
suitable level. Staff have sufficient information to identify, manage and report risks, and are aware
of their responsibilities with regards to these duties.

e Use of advanced techniques

Risks are measured and analysed using advanced methods and tools in accordance with sector best
practices. These include probability of default calculations obtained through rating and scoring
tools, loss given default and expected loss calculations in connection with the various portfolios and
risk-adjusted return tools, both at customer and branch level. Value at Risk (VaR) calculations are
also performed for the portfolios as a method for controlling and setting market risk thresholds,
and the various operational risks relating to each CaixaBank activity are identified using both
qguantitative techniques, such as the calculation of VaR, and qualitative techniques through key risk
indicators (KRI), self-assessment of operational risks and the establishment of action plans and risk
mitigation plans.

All risk measurement, monitoring and management work is carried out in accordance with the
recommendation of the Basel Committee on Banking Supervision, European directives and Spanish
legislation.

e Appropriate resource allocation

Training

With the objective of enabling the Group's branch managers, premier bank managers and private banking
consultants to offer customers the best service and build their trust, since 2015 more than 6,000 branch
managers and premier banking managers have obtained a diploma in Financial Advisory services from the
UPF School of Management (run by Pompeu Fabra University) and almost the same number obtained a
Certificate in Wealth Management from the Chartered Institute for Securities & Investment (CISI). This
makes the Group the first Spanish financial institution to certify employees' training with a post-graduate
Financial Advice diploma and a prestigious international financial sector certificate.

Turning to risks specifically, the General Risks Division and the General Human Resources Division define
the content of any risk-related training for functions supporting the Board of Directors/Senior Management
covering specific matters that help high-level decision-making, as well as the rest of the organisation,
especially branch network staff. This is carried out to ensure: communication of the Risk Appetite
Framework throughout the whole organisation; the decentralisation of decision making; the updating of
risk analysis competencies; and optimisation of risk quality.

CaixaBank structures its training offering through its Risks School. It sees training as a strategic tool to
provide support to business areas, whilst providing a conduit for disseminating the Bank's risk policies,
providing training, information and tools for all of its staff. This proposal comprises a training circuit for
specialising in risk management. Thisis linked to the professional development of the Bank's entire
workforce from Retail Banking staff through to specialists in any field. The objective is to ensure that all
personnel have adequate knowledge of:

* the financial system and different risks affecting the economic climate and the banking business,
* the structure and operations of the Group’s Risk Management activity,

* the processes and tools associated with lending operations with regard to approval, monitoring
and eventual re-negotiation and repayment phases,
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* lending products and the risk inherent to each one, in addition to legislation governing lending
contracts.

Since September 2015, when the Risk School launched its first Risk Analysis Certificate course (aimed at
sales managers) and the first postgraduate diploma in Risk Analysis, specialising in retail banking (aimed at
branch managers and deputy managers), over 3,500 members of staff have obtained or are in the process
of obtaining risk qualifications.

The following training on banking risk is provided by the Risk School:

e Basic Banking Risk course: Basic level university qualification designed for generalist managers and
staff from the branch network and other stakeholders who may need a basic knowledge of the
organisation’s risk management criteria to carry out their work. The second and third editions of
this course were completed in 2017, with a total of 506 people receiving their certificates.

e Postgraduate diploma in Banking Risk Analysis: University diploma for commercial branch deputy
managers and managers and other stakeholders who, given their role, may be involved in
approving loans or may require in-depth knowledge of risk at CaixaBank. The third, fourth, fifth and
sixth editions of the first part of this diploma started in 2017, attended by 1,489 individuals, as well
as the second and third editions of the second part, involving a further 1,543 professionals.

The first edition of the programme drew to a close in 2017, with some 638 employees being awarded the
postgraduate diploma in Banking Risk Analysis, specialising in retail banking.

The last two editions of the first part of the diploma were completed by participants who will complete the
business banking component of the programme next year.

Specific training courses were also run on the following topics:

e Factoring: for risk analysts to deepen their knowledge of this product from a technical and legal
angle.

e Treasury: for risk teams to deepen their understanding of currency hedges, renegotiations,
exchange rate risk and derivatives.

e Projections Model interpretation technique: for all Loan Approval Centre analysts.

e Risk in Commercial Channels: aimed at analysts in specific territories and run by Commercial Global
Payments.

e Economic sectors: run by risk specialists and aimed at Risk Approval teams.

In June 2017, the New Risk Analysts programme was concluded, as these were included under the Banking
Risk Analysis Diploma specialising in Business.

Performance assessment and remuneration

As described in the Risk Appetite Framework section, the CaixaBank Group works to ensure that the
motivation of its employees is consistent with its risk culture and compliance with the levels of risk that the
Board is prepared to take on.

Two different plans are in place to achieve this:

e 15% of the variable remuneration received by members of the Management Committee and the
Identified Group is directly related to annual compliance with the Risk Appetite Framework.

e Employees working in business areas set down their objectives in a bottom-up/top-down process
to ensure that, on aggregate, the objectives of the Strategic Plan (for the corresponding year) are
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met. This ensures efficient and effective transference and subsequent alignment with the risk
profile set by the Board is achieved, insofar as these objectives are already calibrated to ensure
compliance with the Risk Appetite Framework, in addition to other institutional objectives (e.g.
identification and knowledge of customers, according to KYC principles).

Internal control framework

The CaixaBank Group's Internal Control Framework offers a reasonable degree of assurance that the Group
will achieve its objectives. The Internal Control Framework is a set of rules and controls that govern
CaixaBank's organisational and operating structure, including reporting processes and functions of risk
management, compliance and internal audit. This is structured around the three lines of defence model, in
line with regulatory guidance and best practices in the sector.

It is integrated into the CaixaBank Group's system for risk governance, management and control, in line
with its business model, the expectations of its stakeholders and best international practices.

The guidelines for the CaixaBank Group's Internal Control Framework are set out in the Internal Control
Policy.

Applicable standards and regulations

CaixaBank's Internal Control Framework is aligned with the EBA's Guidelines on Internal Governance, of 26
September 2017, implementing the internal governance requirements established in Directive 2013/36/EU
of the European Parliament and Council, applicable as from of 30 June 2018. They regulate all aspects of
the entities' internal governance, including risk management processes and the internal control model
itself.

The framework also adheres to other regulatory guidance on financial institutions' control functions
established in:

. Regulation (EU) 575/2013 and Directive 2013/36/EU on the solvency requirements of credit
institutions (under the terms established in Basel Ill), regulating the Internal Models Validation
function.

. Law 10/2014, of 26 June, on the regulation, supervision and solvency of credit institutions; Royal
Decree 84/2015, of 13 February, implementing Law 10/2014, of 26 June; and Bank of Spain Circular
2/2016, of 2 February, on the supervision and solvency of credit institutions.

o CNMV Circular 1/2014, of 26 February, on internal organisation requirements and control functions
for investment firms.

o "Corporate Governance Principles for Banks" issued by the Basel Committee on Banking
Supervision in July 2015.

o "Compliance and the Compliance Function in Banks" issued by the Basel Committee on Banking
Supervision in April 2005.

o "The Internal Audit Function in Banks" issued by the Basel Committee on Banking Supervision in
June 2012.

Lastly, and in a more specific area, CaixaBank has an Internal Control over Financial Reporting in Listed
Companies system (ICFRS), which is tailored to the CNMV's recommendations.
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Internal control function at CaixaBank

The greater focus on risk and its governance framework includes identifying the responsibilities of the
various parts of the organisation for analysing and managing risk. CaixaBank's internal control functions are
structured, as explained above, in what is known as the three Lines of Defence model, in which:

e The first line comprises the Group's business and support units, which are risk taking areas
responsible for developing and maintaining effective controls over their businesses, and for
identifying, managing and measuring, controlling, mitigating and reporting the main risks that arise
in their ongoing activity.

It is therefore comprised of all the CaixaBank Group's areas, except those specifically designated as
second and third lines of defence.

e The second line of defence acts independently from the business units and it performs risk
identification, measurement, monitoring and reporting, establishes management policies and
control procedures, and is responsible for reviewing the application thereof by the first line. The
second line of defence comprises the Global Risk Management functions (RMF), and the
Compliance function which is responsible for, among others, ensuring the Bank operates with
integrity and in compliance with applicable legislation, regulations and internal policies.

e Internal audit is the third line of defence, which is an independent and objective function for assurance
and consultation; as such it is designed to add value and improve activities. It contributes to achieving
the strategic objectives of the CaixaBank Group, providing a systematic and disciplined approach to
evaluating and improving risk control and management processes and corporate governance.

Global assessment procedures in the Risks Control environment

As indicated above, as part of the Entity's risk control environment, CaixaBank has a strategic risk
management process in place that includes a six-monthly Risk Assessment to evaluate both the evolution of
the risk profile, and its own ability to ensure appropriate governance, management and control. The Risk
Assessment process is a complement and reinforcement that feeds back into the both the Corporate Risk
Catalogue and the Risk Appetite Framework of the Group that monitors the Entity's risk profile (recent,
future and hypothetical in stress scenarios).

In this context, the CaixaBank Group's Internal Control Framework establishes a global assessment
procedure for the control environment that is standard for all risks in terms of terminology, format and
assessment scales.

First line of defence

This comprises the Entity's business lines (risk takers) and support functions. These are responsible for
developing and maintaining effective controls over their business. They are also responsible for identifying,
managing and mitigating the risks they originate, and for operating an adequate control environment.

They take risks and are responsible for their ongoing management. Among other responsibilities, their tasks
include the identification, assessment and notification of exposures, considering the Bank's risk appetite,
policies, procedures and controls. The manner in which the business line carries out its responsibilities must
reflect the Bank's current risk culture, as defined by the Board of Directors.

Its main functions with regard to developing the internal control framework are:
e Identify and evaluate the risks associated with its processes. ldentify potential emerging risks.
e Identify, define, implement and update controls for these risks, and initially control their application.

e Draw up and implement the rules and procedures developed by the risk acceptance and management
policies established by the second lines of defence, and initially control their application.
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e Monitor and regularly assess the effectiveness of the controls.

e Keep the corporate risk map up-to-date.

e Identify, implement, update and regularly monitor measurement indicators for risks and controls.
e Proactively identify possible weaknesses in the control function.

e  Establish, monitor and implement action plans to correct identified weaknesses in the control function.

e Inform management, business areas and support areas, and the second and third lines of defence
on the status of risks and controls: weaknesses, action plans, emerging risks, impact of new
regulations, results and assessment of the risks, and effectiveness of controls.

These functions may be embedded in the business units and support areas. However, when the complexity,
intensity or focus of the situation so require, specific control units should be set up, which are more
specialised, to ensure that the risks relating to these activities are properly controlled.

Second line of defence

This comprises the Global Risk Management Function (RMF) and Compliance. These functions are
responsible for identifying, measuring and monitoring risks, establishing management policies and control
procedures. They are also responsible for independent review of their application by the first line of
defence.

The second line of defence acts independently of the business units and is designed to ensure the existence
of risk management and control policies, monitor their application, evaluate the control environment and
report all of the Group's material risks.

Its overall functions include the preparation of policies in coordination with the first line of defence, advise
and critically assess and validate the actions of the first line of defence, monitor risks (including emerging
risks), weaknesses in the control environment and action plans, and express an opinion on the Risk Control
Environment.

CaixaBank's second line of defence consists of:

e The hierarchy of the RMF includes the management, monitoring and control of most of the risks in the
corporate risk catalogue, with the exception of those which correspond to the Compliance function.

e Additionally, the Internal Control - Finance department completes the RMF, taking on the functions
of the second line of defence for specific risks in the catalogue, such as those relating to Business
Profitability or Capital Adequacy.

e Compliance is responsible for the management, monitoring and control of Legal and Regulatory
risk, Conduct and Compliance risk and Reputational risk.

e Additionally, the Risk Models Validation department (RMV) is responsible for the independent
checking of internal models, as established in Regulation (EU) 575/2013 and Directive 2013/36/EU for
Credit, Market and Actuarial risk, and risk associated with Operational processes and External Events.

The second line of defence includes the following functions:
e Inrelation to policies, rules and procedures:

o Prepare risk management and control policies in coordination with the first line of defence,
aligned with the Risk Appetite Framework.
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o Critically assess and validate compliance with rules and procedures and ensure they are aligned
with policies.

e Risks and controls:
o Perform and/or critically assess and validate the identification and assessment of risks and

controls (including emerging risks).
o Design risk measurement and quantification methodology.

o Advise on and/or set criteria for the identification, monitoring and assessment of the
effectiveness of the controls.

o Advise on and/or set criteria for the implementation of controls.

o Advise on and/or set criteria for compliance with risk management and control regulations.

o Regularly monitor the results of the risk assessments and the effectiveness of controls.

o Regularly monitor emerging risks.

o Monitor compliance with the risk catalogue, the risk assessment process and the risk appetite
framework (RAF).

o Coordinate compliance by the risk catalogue, the risk assessment process and the risk appetite
framework (RAF).

e Monitoring of indicators:

o Advise on and/or set criteria for the implementation of indicators.

o Critically assess and validate the identification of indicators by the first line of defence, in
addition to measurement criteria.

o Regularly monitor first line of defence indicators and second line of defence indicators, in
relation to the established risk profiles.

e Inrelation to control weaknesses and action plans:

o Advise on and/or set criteria for the establishment of actions plans by the first line of defence.

o Critically assess and validate the identification of weaknesses, and the establishment,
implementation and monitoring of action plans by the first line of defence.

o Regularly monitor the weaknesses identified by the different lines of defence and the
implementation of action plans by the first line of defence.

e Inrelation to reporting:

o Report to the governance bodies, committees, Senior Management, among others, on the risks
and main control weaknesses, in addition to the level of implementation of the action plans
and opinion on the suitability of the risk control environment.

Risk Management Function

Within the internal organisation of the second line of the defence, the RMF monitors the internal organisation
of the second line of defence, general plans and activities, and evaluates their effectiveness. Its functions also
include overseeing the appropriate scaling of the second line of defence in order to ensure effective
management of its responsibilities, perform monitoring of the objectives of the second line of defence and
the areas within it, and of improvement projects relating to management and risk monitoring processes and
systems, and provide assurance to Management and Governance Bodies of the existence, appropriate design
and effective application of risk control policies and procedures in the organisation by assessing the CaixaBank
Group's control environment. In addition, the RMF must reinforce coordination mechanisms of Risk
Management units of the first, second and third lines of defence, as necessary.
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The Risk Management Function is responsible for identifying, monitoring, analysing, measuring, managing
and reporting of risks, and for gaining a comprehensive view of the totality of the Bank's risks. For these
purposes, the department of Internal Control - Finance functionally reports to it all matters deemed
relevant for the exercise of its function. In particular, Internal Control - Finance performs second line of
defence duties for specific risks for which it is responsible, including:

i. Business profitability risk.

ii. Capital adequacy / solvency risk.

iii. Risk of impairment of other assets. Includes equity holdings and other non-financial assets such as:
tangible and intangible assets, deferred tax assets and other assets).

iv. Risk associated with the reliability of financial reporting.

In addition, for these general duties that are performed or under development for different risks, for risk
relating to the reliability of financial information, the Entity has an Internal Control over Financial Reporting
System (ICFRS) in place.

The ICFRS, as part of its internal control function, is defined as the set of processes that are carried out to
provide reasonable assurance on the reliability of the financial information disclosed by the Entity in the
markets. It is designed in accordance with the guidance established by the Spanish National Securities
Market Regulator (CNMV) in its document "Guidelines on Internal Control over Financial Reporting in Listed
Companies" (companies issuing securities admitted to trading). As a second line of defence, it monitors
whether the practices and processes in place at the Bank to produce the financial information ensure its
reliability and compliance with applicable regulations.

This function should specifically assess whether the financial information reported by the entities within the
Group complies with the following principles:

e The transactions, facts and other events presented in the financial information in fact exist and
were recorded at the right time (existence and occurrence).

e The information includes all transactions, facts and other events in which the Entity is the affected
party (completeness).

e The transactions, facts and other events are recorded and valued in accordance with applicable
standards (valuation).

e The transactions, facts and other events are classified, presented and disclosed in the financial
information in accordance with applicable standards (presentation, disclosure and comparability).

e The financial information shows, at the corresponding date, the Entity’s rights and obligations
through the corresponding assets and liabilities, in accordance with applicable standards (rights and
obligations).

Details of this function are presented in the Annual Corporate Governance Report for 2017, along with the
activities carried out during the period.

Regulatory Compliance

The main objective of Regulatory Compliance is to monitor Conduct and Compliance Risk in its role as a
second line of defence. From 2017, this function also includes Legal/Regulatory and Reputational Risks. The
Assistant Deputy General Manager of Control and Compliance, who oversees the Corporate Regulatory
Compliance Division, supervises Conduct and Compliance risk deriving from possible deficiencies in the
procedures and controls implemented by the first line of defence; through monitoring activities, the review
of internal procedures in the framework of the annual Compliance Plan activities, analysis and monitoring
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of the correction of deficiencies detected through reports made by external experts, inspection reports by
supervisory bodies, customer complaints, etc. If any deficiencies are detected, the Assistant Deputy General
Manager of Control and Compliance will ask the management areas affected to draw up improvement
plans which will be regularly monitored.

Similarly, the Assistant Deputy General Manager of Control and Compliance carries out advisory activities
on matters within his area of responsibility and carries out training and communication actions to enhance
the compliance culture in the organisation. Another activity that it undertakes is to ensure that best
practices in integrity and rules of conduct are followed. To do this, among other things, an internal
confidential whistle-blowing channel is provided within the Entity. This channel is also used to resolve any
reports of financial and accounting irregularities that may arise.

The Assistant Deputy General Manager of Control and Compliance also liaises with the main supervisory
bodies (both Spanish and international) in areas for which he has competence and handles any
requirements issued by them. For all these activities, the Assistant Deputy General Manager of Control and
Compliance reports regularly to Senior Management, to the Audit and Control Committee and Risks
Committee and the Board of Directors.

The Assistant Deputy General Manager of Control and Compliance acts through the following divisions: the
Regulatory Risks department, the Anti-Money Laundering and Counter Terrorist Financing department, the
International and Group department, the Compliance department in the Corporate and Institutional
Banking — CIB Area, the Control and Compliance Analytics department, and the Control and Reporting
department

Internal Validation

CaixaBank's Internal Validation function is performed by the Risk Models Validation unit (RMV) that reports
directly to the General Risks Division. This ensures its independence from the areas in charge of developing
risk models and policies, and risk infrastructures. The RMV’s mission is to issue a technical opinion on the
suitability of the internal models used for internal management and/or regulatory purposes in the
CaixaBank Group.

In line with its mission, the scope of the RMV team’s actions include credit (Pillar | and Provisions), market
and operational risk, in addition to economic capital and the partial internal model for longevity and
mortality (VidaCaixa), reviewing methodological and management aspects (e.g. use of management models
and tools, risk policies, coverage levels, controls, governance and implementation of models in
management processes), and verifying the existence of an IT environment with sufficient data quality to
support the modelling needs.

The RMV’s main activities are classified into two categories:
e Validation cycles: the group of regular reviews that guarantee an updated opinion on the status of
the internal models.

e Changes in internal models: the activities that must been completed in order to reach an informed
opinion of the suitability of the changes put forward by the areas in charge of the models.

To achieve its objectives, RMV must act in accordance with the general principles defined in the Global Risk
Model Validation Framework. In particular, the following general principles are relevant in the review
evaluation process:

e Critical examination: all relevant information regarding models and their use should be evaluated,
and a rigorous, in-depth and well-founded opinion issued.
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e Transparency: the RMV's opinion should be fully understood by the areas reviewed.

e Regulatory Compliance: the RMV unit must always comply with any applicable internal rules and
regulatory requirements. In particular, it must ensure that the internal models comply with the
minimum regulatory requirements.

The findings of any RMV review activity are used as the basis for issuing recommendations and an overall
opinion. The RMV focuses attention on the main deficiencies identified, adapting the level of monitoring
and the recommendation scale according to their relevance until they are resolved.

Third line of defence
Internal Audit

Internal audit is governed by a specific statute approved by the Board of Directors, which establishes that
this is an independent function and an objective assurance and consulting activity, designed to add value
and improve operations. It contributes to achieving the strategic objectives of the CaixaBank Group,
providing a systematic and disciplined approach to evaluating and improving risk control and management
processes and corporate governance.

Internal Audit is the third line of defence in the three lines of defence model. It oversees the activities of
the first and second lines of defence so as to provide reasonable certainty to Senior Management and
governing bodies with regard to:

e The effectiveness and efficiency of internal control systems in offsetting the risks associated with
the Group's activities:

e Compliance with prevailing legislation, particularly with regard to the requirements of supervisors,
and adequate application of the defined Global Management and Risk Appetite frameworks;

e Compliance with internal policies and regulations, and alighnment with best practices and uses in
the sector, for adequate internal governance of the Group; and

e The reliability and integrity of financial and operational information, including the effectiveness of
Internal Control over Financial Reporting (ICFR).

Its main supervisory functions include:
e The suitability, effectiveness and implementation of policies, regulations and procedures.
e The effectiveness of controls.

e Adequate measurement and monitoring of first line of defence and second line of defence
indicators.

e The existence and correct implementation of action plans to remedy weaknesses in controls.

e The validation, monitoring and assessment of the control environment by the second line of
defences.

Its duties also include:

e Preparation of the pluriannual Annual Audit Plan based on risk assessments, which includes
regulatory requirements and tasks and projects requested by Senior Management/the
Management Committee and the Audit and Control Committee. The Annual Plan is submitted to
the Audit and Control Committee for review and then to the Board of Directors for approval.

e Reporting regularly to governance bodies (particularly the Audit and Control Committee), Senior
Management, auditors, supervisors and other applicable control and management areas on the
conclusions of the work carried out and weaknesses identified.
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e Adding value by proposing recommendations to address weaknesses detected in reviews and
monitoring their implementation by the appropriate centres.

3.3. Credit Risk
3.3.1 Overview

Credit risk is the most significant risk item on CaixaBank's balance sheet and arises from the banking and
insurance business, treasury operations and long-term equity investments in financial entities and sector
leaders. The maximum credit risk exposure at 31 December 2017 of financial instruments recognised as
“Financial assets held for trading”, “Available for sale financial assets”, “Loans and receivables”, “Held-to-
maturity investments” and “Derivatives — Hedge accounting” in the accompanying balance sheet, and
“Guarantees given” and “Contingent commitments given” as memorandum items in the accompanying
balance sheet, does not differ significantly from the carrying amount.

Regarding its ordinary business, CaixaBank gears its lending activity towards meeting the finance needs of
households and businesses. Credit risk management is characterised by a prudent approvals policy and
appropriate coverage. Most loans are to private borrowers and consist primarily of mortgages to first-time
homebuyers. Therefore, the loan structure has a significantly low level of risk given the high degree of
diversification and fragmentation. In line with CaixaBank's Risk Appetite Framework, the Entity is seeking a
medium-low credit risk profile, while maintaining its position of leadership in loans to individuals and SMEs,
while providing more value added services to the large companies segment, as set down in the 2015-2018
Strategic Plan.

To ensure appropriate protection of customers, natural persons and credit institutions, the current legal
framework (Sustainable Economy Act 2/2011, of 4 March, and Ministerial Order EHA/2899/2011, of 28
October, on transparency and protection of customers of banking services) requires all institutions to
establish policies, methods and procedures that ensure the correct study and granting of loans. Therefore,
as a mechanism to protect users of financial services, the new concept of a “responsible loan” establishes
the need to adequately evaluate customer solvency and promote practices to ensure responsible lending.

Accordingly, CaixaBank has detailed policies, methods and procedures for studying and granting loans, or
responsible lending, as required in Annex 6 of Circular 5/2012 of 27 June, of the Bank of Spain, addressed to
credit institutions and payment service providers regarding transparency in banking services and
responsible lending.

The document was approved by the CaixaBank Board of Directors in January 2015, in compliance with Bank
of Spain Circulars 5/2012 and 3/2014, and establishes the following policies, among others:

e An appropriate relationship between income and the expenses borne by consumers.
e Documentary proof of the information provided by the borrower and the borrower’s solvency.

e Pre-contractual information and information protocols that are appropriate to the personal
circumstances and characteristics of each customer and operation.

e An appropriate independent assessment of real estate collateral.
e An Entity-wide policy of not granting foreign currency loans to individuals.

In addition, bearing in mind the current economic-social climate, CaixaBank has devised an "Assistance
Plan" for individuals with mortgages on their main residence facing circumstantial financial difficulties. This
Plan is designed to achieve three objectives:

e Pro-actively prevent default.
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e Offer assistance to families that have long been good customers of the Bank and who are at risk of
default due to the loss of work by one of the mortgage holders, iliness, a temporary drop in income,
or other circumstantial factors.

e Reduce the NPL ratio.

CaixaBank has adhered to the Code of Good Practices for the viable restructuring of mortgage debts on
primary residences included in Royal Decree-Law 6/2012, of 9 March, on urgent measures to protect
mortgagors without funds, as amended by Law 1/2013, of 14 May, on measures to strengthen the
protection of mortgage borrowers, debt restructuring and subsidised housing rentals, and Royal Decree-
Law 1/2015, of 27 February, regarding second chance mechanisms and the reduction in the financial
burden, and Royal-Decree Law 5/2017, of 27 March, amending Royal-Decree Law 6/2012, of 9 March and
Law 1/2013, of 14 May.

3.3.2 Key indicators

At 31 December 2017 and 2016, the non-performing loan (NPL) ratio (including doubtful loans for
contingent exposures) stood at 5.7% and 6.4%, respectively. At 31 December 2017 and 2016, provisions for
non-performing loans resulted in coverage ratios of 47.71% and 45.45%, respectively.

3.3.3 Credit risk cycle

The full credit risk management cycle covers the entire life of the transaction, from feasibility studies and
the approval of risks as per established criteria, to monitoring solvency and returns and, ultimately, to
recovering non-performing assets. Diligent management of each of these stages is essential to successful
recovery.

3.3.3.1 Credit risk measurement and rating

The mission of the Corporate Credit and Operational Risk Department in the Global Risk Management
division at CaixaBank is to build, maintain and monitor the credit risk measurement systems. It is also in
charge of guaranteeing and advising on the use of these systems, while seeking to ensure that the decisions
based on these measurements take their quality into account. As established in best practices, this
corporate division is independent from the business areas in order to ensure that risk rating policies are not
affected by commercial considerations.

In accordance with the Delegated Regulation (EU) No. 529/2014 of the European Commission (CRR),
CaixaBank uses internal models to assess credit risk related to the following types of exposure:

e Mortgage loans granted to individuals

e Personal loans granted to individuals

e Cards issued to individuals

e Loans and credit granted to SMEs

e Loans and credit granted to large companies (corporations)
e Portfolio of industrial stakes

In addition to the above, the Entity uses internal models for management tasks but not for the purposes of
calculating minimum regulatory capital requirements to some types of exposure, e.g. Specialist financing.

In accordance with Bank of Spain Circular 4/2004, and successive amendments, internal models, with
specific calibrations to estimate incurred losses, are also used to calculate allowances.
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Periodic reviews are performed of all the models to detect any deterioration in the quality of the
measurements and of the estimates made for the purpose of including any fluctuations in the economic
cycle. Practically the entire retail banking portfolio, which includes the individual and SME segments, is
assessed on a monthly basis, enabling the knowledge base for these customers and their portfolios to be
continually updated. This continual risk assessment provides information on the distribution of risk
exposure in the various portfolios with respect to creditworthiness, expressed as a probability of default.

Risk measurement involves two basic concepts, described below.

e Expected loss: Expected loss is the result of multiplying three factors: exposure at default,
probability of default, and loss given default.

e Exposure: Exposure at default (EAD) provides an estimate of the outstanding debt in the event of
default by the customer. This measurement is particularly significant for financial instruments with
a repayment structure that varies according to customer drawdowns (credit accounts, credit cards
and, in general, any revolving credit product).

The estimate is based on the Bank’s internal default experience, relating the drawdown levels upon
default to drawdown levels over the 12 preceding months. The relationships observed in terms of
product type, term to maturity and customer characteristics are modelled for each transaction.

e Probability of default: CaixaBank uses management tools covering virtually all of its lending
business to help estimate the probability of default (PD) associated with each borrower.

These tools were developed on the basis of the Entity’s NPL experience and include the
measurements required to fine-tune the results to the business cycle, with a view to securing
relatively stable measures in the long term, which may differ from the incidences of default
observed at any given time. Moreover, the tools are implemented across the entire branch
network and integrated within the normal authorisation and monitoring tools of asset products.

Credit risk assessment tools can be either product or customer oriented. Product-oriented tools are
used mainly within the scope of authorisation of new retail banking transactions and take account
of the debtor's specific characteristics, information derived from the customer relationship,
internal and external alerts, and the specific characteristics of the transaction to determine the
probability of default of the transaction. Customer-oriented tools, on the other hand, assess the
debtor’s probability of default on a general basis, though the results for individuals may differ
according to the product. This second group comprises behavioural 'scoring’ models for the
monitoring of risk of individuals and ratings or companies.

Rating tools for companies vary considerably according to the customer segment. The rating
process for micro-enterprises and SMEs is very similar to that used for individuals. In this case a
modular algorithm was developed, which rates four different sets of data: the financial statements,
the information drawn from dealings with customers, internal and external alerts and certain
qualitative factors.

The Corporate Rating function, which reports to the CaixaBank Global Risk Management Division,
has internal models in place to obtain ratings for the large companies segment. These are expert
models that seek to replicate the ratings of ratings agencies and require expert criteria of analysts.
In view of the lack of sufficient statistical frequency of internal default delinquency in this segment,
the models were built in line with the Standard & Poor’s methodology, and thus the global default
rates published by the ratings agency could be used, making the methodology much more reliable.
The models were developed on the basis of data with sufficiently significant historical depth, so
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they include the cycle effect to a reasonable degree and ensure the stability of the measurements
obtained.

The results of all the tools are linked to a risk master scale that provides a standard classification
for the lending portfolio, i.e. it allows risk to be grouped according to a common expected NPL
ratio.

e Loss given default: Loss given default (LGD) is the percentage of debt that cannot be recovered in
the event of customer default. CaixaBank reviews the default recovery and default remedial
procedures on an ongoing basis to minimise the impact of a potential default.

Historical LGD rates are calculated using internal information of CaixaBank, taking into
consideration all the cash flows associated with the contracts from the moment of default until the
situation is either remedied or a default is finally declared. This calculation also includes an
estimate of the indirect expenses (office staff, infrastructure costs and similar) associated with the
process.

Additionally, the LGD is modelled in order to provide correct initial estimates, based on the
collateral, the loan-to-value ratio, the type of product, the borrower’s creditworthiness and, as
required by current legislation, the recessionary phases of the economic cycle.

As a result of credit approval policies, mandatory provision of collateral and the related loan-to-
value ratio, and active default management, improving the levels of settlement and recovery in the
event of default, the estimated LGD rates for the now performing portfolio are quite low.

e Unexpected loss: Measuring the expected loss guarantees proper control of credit risk under
“normal” market conditions. The expected loss, in fact, may be considered as an additional
business cost. However, at times real losses can exceed the expected losses due to sudden changes
in the cycle or variations in the specific risk factors of each portfolio and the natural correlation
between the various debtors’ credit risk.

The variability of the expected losses from the portfolio constitutes unexpected losses, which
represent potential unforeseen losses. They are calculated as the loss associated with a sufficiently
high level of confidence in the distribution of losses, less the expected losses. In its normal business
activity, the Entity must have the ability to absorb these unforeseen losses.

e Incurred loss: According to Bank of Spain Circular 4/2014, and its successive amendments, an
estimate is made of incurred loss; i.e. the need to set aside provisions for the exposures set out in
IAS 39, defined as the difference between the carrying amount of the exposure and the estimated
future cash flows for the non-performing transactions. For transactions classified as standard, an
estimate of incurred but not reported losses is made taking the losses associated with new non-
performing exposures over a 12-month horizon as reference.

For individually significant non-performing exposures, the estimates are based on individual
assessments. In all other cases, they are based on internal models or collective assessments.

The parameters used for the collective estimation are similar to those discussed previously, except
they are Point-in-Time calibrations; i.e. they reflect prevailing economic conditions, as opposed to
Through-the-Cycle or Downturn metrics, which are used to calculate risk-weighted assets for
solvency purposes (Basel).

Specifically, incurred loss is obtained by multiplying the basis for the calculation of allowances,
calculated as EAD less the recoverable amount of collateral, by the intensity of provisions.
Meanwhile, the recoverable amount of collateral is obtained by applying a haircut to the valuation
of the collateral (appraisal value) to reflect foreclosure, possession, maintenance and selling costs,
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and adjustments to the selling price based on the Entity's recent experience. The intensity indicated
above is the product of multiplying the probability of default by the probability that, after default,
the exposure is not adjusted by estimated losses if there is no foreclosure. All these parameters are
estimated based on the Entity's recent experience and, where possible, the approaches used for
the risk parameters taken for solvency and management purposes.

3.3.3.2 Admission and approval

Approval of lending transactions at CaixaBank follows the basic criterion of evaluation of the borrower’s
repayment capacity. It is not the Entity's policy to approve transactions merely because guarantees exist.
Additionally, with regard to the basic criterion, it is important for the Entity to obtain additional guarantees,
particularly in respect of long-term transactions, and to fix a price in accordance with the characteristics of
the transaction that covers the funding, overhead and inherent credit risk costs.

The process for admitting and approving new loans is based on the analysis of the parties involved, the
purpose of the loan, the ability to repay and the characteristics of the transaction.

The Entity has an approval system in place to authorise loans, which is a highly effective tool for delegating
powers to manage risk. The system is based on the establishment of maximum approval levels by
guarantee and customer/Group in the case of individuals and large companies, and by customer/economic
Group expected-loss thresholds in other business segments. Transactions that, due to level of risk required,
are resolved on a decentralised basis always require the signature of two employees at least one of which
with sufficient powers of approval.

The level of approval powers is determined based on the evaluation of five key parameters:

e Amount: the total finance applied for plus any finance already extended. This determines the level
of risk to be approved.

e Collateral: the group of assets and/or funds pledged to secure fulfilment of a repayment obligation.
This key parameter analyses what percentage of the finance is secured by the collateral.

e General Risk Policy: raft of policies identifying and evaluating the relevant variables of each
transaction.

* Term: the requested repayment term for the finance; a critical variable introducing uncertainty into
the transaction.

e Price: the transaction price should cover all costs, including funding, operating, expected loss and
capital remuneration.

During the year, the process for updating risk parameters for portfolios of greater materiality was ongoing
and new management models continued to be rolled out to improve the predictive capabilities of these
tools.

Scorings and ratings of customers are updated monthly to always have an appropriate credit rating. For
legal persons, the Entity periodically updates the financial statements and qualitative information of its
companies to achieve the maximum level of coverage of the internal rating.

This system is based on electronic files for both new applications and existing transactions, eliminating the
need to physically move files and making the process more efficient. This includes all documentation
necessary to analyse and resolve the transaction for the related level, capturing basic information
automatically from information systems and by scanning documentation offering a digital signature by the
parties (e.g. provision of guarantee).
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To determine the price of operations, the pricing tools included in the applications systems (based on
appropriate coverage of the risk premium, the cost of liquidity and operating expenses) and data from the
risk-adjusted return (RAR) tool are used. This RAR measure aims to achieve greater control over the
balance between risk and returns. It can identify the factors determining the returns on each customer
adequately and analyse customers and portfolios in accordance with their risk-adjusted returns. For
virtually all of the Company's products, the manager knows, at the time of the grant, the impact of new
transactions on the customer's risk-adjusted return. This provides it with more information for pricing
transactions.

There is a specific, centralised area for risk operations with individuals and self-employed professionals: the
Individuals Risk Approval Centre. The main objective of this area is to manage authorisation of loans to
individuals that exceed the approval powers of the branch offices, with a commitment to provide a
response with 48 hours.

For requests submitted by legal entities and self-employed professionals in the farming sectors, there are
several Regional Risk Approvals Centres (RACs). These centres deal with requests up to a specific level of
risk approval, so that if the risk level requested to approve a transaction does not exceed their approval
level, it may be approved at the centre. Otherwise, the request is passed on to Central Services.

Therefore, the internal organisation of Companies Loan Approvals at Central Services is based on the
following structure adjusted for the type of risk and customer segment:

e Corporate risks: centralises transactions with business groups managed by the Corporate Banking
Unit, structured transactions of large company centre customers in Barcelona and Madrid,
international transactions made by businesses in the Corporate Banking area, and private equity
transactions irrespective of their origin.

e Business risk: legal entities or business groups with turnover up to EUR 200 million and those with
turnover over EUR 200 million not managed by Corporate centres.

e Real estate risk: covers developers in any segment, regardless of turnover, and real estate
investment companies.

e Food & Agriculture and Tourism Risk: covers all companies and business groups that operate in the
tourism and food and agriculture sectors. It also includes self-employed professionals in the
farming sector.

e Project Finance: includes all transactions presented under the project finance scheme.

e Institutional banking: autonomous or central government institutions, town councils and local
institutions in regional capitals or towns with more than 30,000 inhabitants, and members of
economic groups or management groups whose representative/parent meets the aforementioned
criteria. It also includes private institutions (universities, business schools, religious orders,
foundations, etc).

e Sovereign, country and financial institutions risk: responsible for approving and managing the
bank counterparty risk and country risk inherent in funding transactions for the various segments.

Highlights for the year include:

e Risk Policies have been adapted to the new monitoring scheme for the related portfolio and in
alignment with the new accounting policies set down under IFRS 9.

e The decision to grant a loan must be taken based on documented and verified information on the
applicant and the purpose of the transaction. Aware of the importance of having correct
documentary support to evaluate transactions, the Entity developed an automated document
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control system. The automated control shows the office what documentation is required for the
application being processed based on borrower segment and transaction type.

e Further progress was made on centralising risk pre-approvals for natural and legal persons in the
micro and small business loan segments based on multiple risk criteria.

e Progress was made on the digitalisation of loan transaction processes (digital signature and
transaction authorisation). Digitalisation introduces greater and more sophisticated control over
transactions, improving the reliability and quality of the data used in granting loans.

e In 2017, the project to optimise resources at the Regional Head Offices’ Risk Approvals Centres
(RACs) was successfully completed. The objective of the plan was basically to optimise resources
through the automation, digitalisation and simplification of transaction management. The model
factored in transaction volumes, geographical distribution and the portfolio in each region, in order
to optimally resize the workforce.

e To provide the transaction approval process with greater speed and autonomy, the heads of
Central Services Segments were given new powers to approve operations, thereby preventing
bottlenecks in higher decision-making areas and improving response times.

e In 2017 a new milestone was reached in the measurement of the area’s service quality. This was
due to the implementation and monitoring of the action plans focused on the application of the
internal Communications Protocol, reviewing response times and workshops dedicated to best
practices, among others.

e The roll out of the promotion and specialisation plan for specific products was continued, driving
initiatives and implementing improvements. As a result, risk analysts have acquired greater
knowledge of some specific financing products such as factoring, treasury, financial projections and
specific segments such as farming and tourism.

e To unify the management model recently established for RACs, and in response to the new
regulatory requirements, a Procedures Manual was drawn up and approved that specifies the
functions related to each role, action protocols and the circuit of transactions.

3.3.3.3. Limits on large exposures

As part of the approvals process, CaixaBank monitors and ensures compliance with the regulatory limits
(25% of eligible own funds) and the concentration risk appetite thresholds. See Note 3.3.4 Concentration
risk for further details.

At year-end 2017 no breach of the defined thresholds had been observed.

3.3.3.4 Credit risk mitigation
The Entity applies the following policies to mitigate credit risk:

e Compensation policies and processes: transaction offsetting agreements included in clauses of
framework offsetting agreements are used as credit risk mitigation techniques since they provide an
offsetting facility between contracts of the same type. In this respect, in managing risk and calculating
capital, the existing and reciprocal cash balances between the Entity and the counterparty are offset.

e Transactions at CaixaBank are approved based on an evaluation of the borrower’s repayment capacity.

If this condition is fulfilled, the contribution of additional guarantees or collateral (mortgages, collateral
provided by shareholders or the parent company, or pledges) is assessed and a price is set in
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accordance with the aforementioned conditions that guarantees appropriate coverage of the risk
premium.

However, long-term operations must have more solid guarantees, as repayment capacity is always
subject to the passage of time and the difficulties involved in assessing and controlling investment
projects. These guarantees should never be used to substitute a lack of repayment capacity or an
uncertain outcome for the project.

All transactions involving a risk are secured by the personal guarantee of the borrowers, irrespective of
whether they are a natural or legal person, who pledge all of their existing and future assets to secure
fulfilment of the obligations concerned. Further guarantees may also be required alongside a borrower’s
personal guarantee. Acquiring additional guarantees always reduces exposure to risk as they cover us
against unexpected contingencies. Guarantees must therefore increase as the likelihood of these
contingencies occurring rises.

For accounting purposes, effective guarantees or collateral are collateral and personal guarantees that
the Entity can demonstrate are valid as risk mitigators. Factors to be considered when analysing the
effectiveness of collateral or guarantees include the amount of time required to enforce the guarantees
and the Entity’s ability to realise the guarantees or collateral, as well as its experience in realising
guarantees.

The different types of guarantees and collateral, along with the policies and procedures their
management and assessment, are as follows:

e Personal guarantees: Most of these relate to pure-risk operations with companies in which the
collateral provided by the shareholders, irrespective of whether they are individuals or legal
persons, is considered relevant, as those ultimately responsible for the operation. In the case of
individuals, the collateral is estimated on the basis of declarations of assets, and where the backer is
a legal entity, it is analysed as the holder for the purposes of the approval process.

e Collateral: the main types of collateral accepted are::

o Pledged guarantees: applicable to loans, open credits, credit accounts, guarantee lines, risk
lines or leases, guaranteed through CaixaBank intermediation or pledging of accounts held
against the bank. To be admitted as collateral, the financial instruments must be deposited at
CaixaBank, they must be free of liens and charges, their contractual definition must not restrict
their pledge, and their credit quality or change in value must not be related to the borrower.

The pledge remains until the loan matures or is repaid early, or it is derecognised.

The main types of acceptable financial guarantees are as follows:

= Demand savings accounts: a pledge is drawn up for a specific sum on the account. The rest
may be freely used, and may even be used in other ongoing operations.

= Time deposits and savings facilities: the entire sum of the product is effectively withheld.

= |nterests in mutual funds: these must be Spanish mutual funds, or funds of international
managers registered with the CNMV and marketed by CaixaBank through All Funds Bank.
The guarantee withholding is applied to the number of holdings that make up the amount
pledged, depending on the valuation at the time of pledging. Other holdings may be
pledged to secure further borrowings.
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= Insurance policies: pledge in line with the policy and for the lowest value between the
surrender value and the sum of capital, pensions and contributions. The pledged policy is
fully affected.

= Fixed income securities: these must be senior or mortgage covered bond issuances, and
may not be subordinated, convertible or preference issuances. The securities must be
admitted to trading on a regulated market of the European Union or similar, and have a
rating of at least BBB.

e Equity securities: securities deposited at CaixaBank may be pledged, provided they are
guoted on a regulated market of the European Union or similar.

o Mortgage collateral: the mortgage is a real right on immovable property to secure an
obligation. The internal policy establishes the following:

= The procedure for approval of guarantees and the requirements for drawing up operations,
e.g., the documentation that must be supplied to the Bank and the mandatory legal
certainty of this documentation.

= Review processes for the appraisals registered, in order to ensure proper monitoring and
control of the guarantee. Regular processes are also carried out to test and validate the
appraisal values in order to detect any anomalies in the procedures of the appraisal entities
acting as suppliers to CaixaBank.

= Qutlay policy, mainly concerning property development operations, to allow funds to be
released as work progresses, depending on the valuation drawn up by the appraisal entity.

= Loan to value (LTV) of the transaction. The capital to be granted in mortgage operations is
limited to percentages of the value of the guarantee, which is defined as the lowest of
three values: the appraisal value, the value as estimated by the applicant and, if the
transaction is a purchase, the value shown on the official deed. IT systems calculate the
level of approval required for each type of transaction.

3.3.3.5 Credit risk monitoring

To adequately manage credit risk, borrowers must be monitored continuously over the entire term of their
loans. The objective is to reach a conclusion on the quality of the risk assumed with the borrower and any
actions that need to be taken, including the estimation of impairment. The targets of risk monitoring are
the accredited holders of the debt instruments and off-balance-sheet exposures that bear credit risk.

The risk monitoring teams at CaixaBank report to the Executive Global Risk Management Division. Its
function is two-fold: to provide individual and expert analysis of borrowers or economic groups with
significant levels of risk, or large exposures, and to monitor models of risk holders in the collectively
monitored portfolio, based on alerts built in the systems.
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Monitoring of portfolios is guided by several different policies and procedures, based on the exposure in
guestion and the specific nature of the portfolios:

==

Individual Monitored En mass
Large exposures: Exposures of up to
significant risks EUR 20 million, not Exposures under
or with special subject to specific EUR 250,000.
characteristics monitoring.

The outcome of monitoring action is the establishment of Action Plans or Monitoring Ratings for each of
the borrowers analysed. The conclusion is reached through individual analysis or the application of models
and alerts, which provide a reference for future approval policies.

3.3.3.6 Arrears management

The default function is the last step in the credit risk management process and is aligned with CaixaBank's
risk management guidelines.

Recovery is conceived as an integral management circuit that begins even before default or before an
obligation falls due through a prevention system implemented by CaixaBank and ends with recovery or
definitive write-off.

The CaixaBank branch network oversees the recovery activity. The Entity's extensive network allows for
coverage of the entire national territory, ensuring proximity to and knowledge of the customer, which it
leverages applying criteria of effectiveness and efficiency.

One of CaixaBank's main risk management priorities since economic recession in Spain began has been to
ensure that the units responsible for arrears management have the resources they need to operate
successfully.

The aim is to act on the first signs of any deterioration in the creditworthiness of debtors and carefully
implement measures to monitor operations and the related guarantees and, if necessary, instigate claims
to recover debt quickly. These measures make up the first three “Principles and premises of the Entity's
recovery activity”:

e Prevention: One of the most important principles at CaixaBank is the early detection of the risk of
non-payment, so it can be managed and the situation normalised even before it occurs.

e Customer-orientation: Recovery actions are designed to help customers find solutions to
irregularities in payments. They also provide a tool for increasing customer loyalty, as recovery
management is carried out with and for the customer. This requires knowledge and an analysis of
the customer to decide on the best action for both the Entity and the customer.

Incidents are managed bearing in mind the customer's overall position, rather than each position
showing incidents separately. Also taken into account is the customer's relationship within an
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economic group or with other customers. In general, efforts are made to avoid overlaps in actions,
which increases costs.

e Anticipation: CaixaBank attempts to act as early as possible to arrive at a solution and pre-empt
other creditors in order to have the best position vis-a-vis the debtors and any other creditors.

The situation of the Spanish real estate market poses extreme difficulties for those who took out mortgage
loans when property prices were at their highest, leaving them in a situation now where they cannot meet
their payment obligations.

In this context, CaixaBank was among the first to embrace and adopt the Code of Good Practices and is still
applying today a set of measures for private customers experiencing temporary difficulties in paying off
mortgage loans on their normal residence. These measures, which apply only to customers whose
relationship with the Entity shows their unequivocal desire to honour the commitments made, aim to adapt
the conditions of the operation to the borrower’s current situation. Interest-only periods, waiting clauses,
unification of debts and a payment moratorium, for example, are some of the measures that are analysed
when deciding with customers on the process that best suits their particular situation, also applying the
prudence criteria established in the "Principles and premises of the Entity's recovery activity".

e Prudence: The objective of the recovery activity is to obtain the highest amount possible at the
lowest cost at any time during the life of the loan (including the judicial stage), always acting with
maximum prudence in ongoing negotiations with the customer. In this respect, actions that lead to
an improvement in the customer's classification and exceed the powers delegated in the recovery
officer must be agreed jointly, never unilaterally. Moreover, agreements should only be made
when they are reasonable and realistic, and have completed the related approval circuit.

3.3.3.7. Recoveries

Policies and strategies at CaixaBank in relation to non-performing assets in the construction and property
development sectors

The underlying criterion guiding CaixaBank's management of non-performing assets in the real estate
sector is to help borrowers meet their obligations.

First, with the commitment of shareholders and other companies within the borrower group, it studies the
possibility of granting interest-only periods so that the financed land can be developed, ongoing property
development can be finalised and finished units can be sold.

The analysis places special importance on the feasibility of projects, thereby avoiding a higher investment
for those properties whose sale is not reasonably assured.

With regard to refinancing operations, the aim is to add new guarantees to reinforce those already in place. The
policy is to not exhaust the current margin of value provided by the initial guarantees with further mortgages.

For completed projects, the possibility of helping with the sale is analysed through Servihabitat Servicios
Inmobiliarios, SL, which is 49%-owned by CaixaBank and exclusively manages, for a period of 10 years, the
CaixaBank Group's real estate assets. This allows for the efficient management of the investment, pursuing
recovery and adding value and profitability.

In all cases, detailed purchaser quality checks are run to ensure the feasibility of providing loans to the end
buyers.

Finally, when there is no reasonable possibility that the borrower can continue to maintain its position, the
mortgaged asset is acquired. The acquisition price is calculated using the appraisal performed by a
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valuation company approved by the Bank of Spain. When the acquisition price is lower than the
outstanding debt, the loan is written down to the foreclosure value.

Policies and strategies relating to foreclosure assets

BuildingCenter, SAU is the CaixaBank subsidiary responsible for ownership of the Group’s real estate assets.
BuildingCenter acquires the real estate assets deriving from CaixaBank’s lending activity and they are
managed through Servihabitat Servicios Inmobiliarios, SL.

Real estate assets are acquired through three different channels:

1) Acquisition at auctions held after assets have been foreclosed, mainly in relation to mortgage loans.
Activities involving adjudication at auction are controlled by the Auctions Committee comprising
CaixaBank’s Risks and Legal Services Areas and representatives of BuildingCenter, which is the
ultimate holder of the assets.

2) Acquisition of mortgaged real estate assets of individuals, with the subsequent subrogation and
cancellation of the debts.

3) Acquisition of real estate assets of companies, mainly property developers, to cancel their debts.
The acquisition process includes conducting legal and technical reviews of the properties. The Real
Estate Acquisition and Appraisal Committee, comprising CaixaBank’s Risk and Legal Services Areas
and representatives of BuildingCenter, which is the ultimate holder of the assets, permanently
controls this process and is first in line for approving the transactions prior to them being put
before CaixaBank’s Management Committee.

In all cases, purchase prices are based on appraisals performed by appraisal firms approved by the Bank of
Spain and in accordance with the parameters set forth in the rules approved in CaixaBank for this type of
transaction.

The strategies undertaken for the sale of these assets are as follows:

e Land development: Certain procedures have yet to be completed for some plots that are suitable
for development in order for them to be developed, such as completion of the planning process,
redistribution of plots and development of urban infrastructure. These procedures are performed
through the specialised services of Servihabitat Servicios Inmobiliarios, pursuant to very strict
investment criteria. They are only performed when the investment ensures that the value of the
affected assets will be maintained.

e Completion of housing developments: A number of minor measures to improve some of these
developments are made to ensure that they can be sold. These measures are performed using the
technical resources and experience of CaixaBank Facilities Management SA, a Group subsidiary,,
also pursuant to very strict investment criteria.

e In-house property development: Restricted to very specific transactions where the asset’s quality
and characteristics mean that developing the asset is the clearest and most secure means to
recover the investment and generate a positive margin.

e Rental: A means of benefiting from rising demand and generating recurring income. This strategy
also involves a social dimension when former owners are offered the opportunity to rent the
property they have handed over in lieu of their debt to allow them to continue living in it.

e Sale: Servihabitat Servicios Inmobiliarios, the company that manages the real estate assets of
BuildingCenter, implements an intense sales campaign through an online-multichannel system,
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CaixaBank branches, its own offices, and estate agents, etc., which continuously positions it as a
benchmark in terms of sales volume and brand recognition and innovation.

The following table shows CaixaBank's assets foreclosed or received in payment of debts at 31 December
2017 and 2016 by source and type of property and asset. Not included are property, plant and equipment
for own use and assets classified as investment properties.

31.12.2017
(Thousands of euros)

Of which:
Allowances for
Allowances for impairment of
Gross carrying impairment of assets from Net carrying

amount assets foreclosure amount
Property acquired from loans to real estate constructors and
developers 179,755 (45,029) (19,619) 134,726
Buildings and other completed constructions 117,292 (26,227) (9,775) 91,065
Homes 84,346 (15,198) (6,551) 69,148
Other 32,946 (11,029) (3,224) 21,917
Buildings and other constructions under construction 21,072 (2,982) (2,214) 18,090
Homes 15,195 (2,287) (1,894) 12,908
Other 5,877 (695) (320) 5,182
Land 41,391 (15,820) (7,630) 25,571
Consolidated urban land 25,624 (8,860) (4,073) 16,764
Other land 15,767 (6,960) (3,557) 8,807
Real estate assets acquired from mortgage loans to homebuyers 350,046 (43,207) (20,528) 306,839
Other foreclosed real estate assets or received in lieu of payment
of debt 217,652 (49,610) (19,539) 168,042
Equity instruments of real estate asset holding companies
foreclosed or received in lieu of payment of debt 8,758,170 (5,485,202) 3,272,968
Foreclosed finance to real estate asset holding companies or
received in lieu of payment of debt 8,912,395 8,912,395
Total 18,418,018 (5,623,048) (59,686) 12,794,970
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31.12.2016
(Thousands of euros)

Of which:
Allowances for
Allowances for impairment of
Gross carrying impairment of assets from Net carrying

amount assets foreclosure amount
Property acquired from loans to real estate constructors and
developers 381,623 (89,890) (33,411) 291,733
Buildings and other completed constructions 306,585 (63,209) (22,895) 243,376
Homes 151,755 (28,390) (14,072) 123,365
Other 154,830 (34,819) (8,823) 120,011
Buildings and other constructions under construction 8,197 (85) (85) 8,112
Homes 8,197 (85) (85) 8,112
Land 66,841 (26,596) (10,431) 40,245
Consolidated urban land 43,720 (17,139) (8,782) 26,581
Other land 23,121 (9,457) (1,649) 13,664
Real estate assets acquired from mortgage loans to homebuyers 447,009 (73,127) (25,817) 373,882
Other foreclosed real estate assets or received in lieu of payment
of debt 16,861 (2,806) (1,507) 14,055
Equity instruments of real estate asset holding companies
foreclosed or received in lieu of payment of debt 8,758,170 (5,069,082) 3,689,088
Foreclosed finance to real estate asset holding companies or
received in lieu of payment of debt 9,337,969 9,337,969
Total 18,941,632 (5,234,905) (60,735) 13,706,727

3.3.3.8 Refinancing policies

Refinancing entails the redesign of risks for customers with financial difficulties in an attempt to enhance
the guarantees available and make it easier for them to meet their commitments. On 1 October 2016, Bank
of Spain Circular 4/2016, of 27 April, which includes the treatment and classification of refinancing and
restructuring transactions, became effective (see Note 2.10). It considers as refinancing transactions, the
refinanced and restructured transactions as described in the Circular.

The CaixaBank Group has a detailed customer debt refinancing policy, which complies with Circular 4/2016
and contains the same general principles issued by the European Banking Authority for this type of
operation.

From the very beginning, CaixaBank has adhered to the Code of Good Practices for the viable restructuring
of mortgage debts on primary residences included in Royal Decree-Law 6/2012, of 9 March, on urgent
measures to protect mortgagors without funds, as amended by Law 1/2013, of 14 May, on measures to
strengthen the protection of mortgage borrowers, debt restructuring and subsidised housing rentals.

The risk management procedures and policies applied allow for detailed monitoring of credit transactions
at all times. In this regard, any transaction that CaixaBank uncovers whose terms may need to be changed
due to evidence of impairment of the borrower's solvency is marked appropriately so the associated
provision for impairment at the date of the change is made. Therefore, as these transactions are correctly
classified and valued according to CaixaBank's best judgement, no additional provisions emerge in relation
to the impairment of refinanced loans.

The table below shows the outstanding balance of refinanced transactions at 31 December 2017 and 2016,
by classification of customer insolvency risk:
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(Thousands of euros)

Total

Secured loans

Unsecured loans

Maximum amount of the collateral
that can be considered

Accumulated

impairment in fair

Number of Gross carrying Number of Gross carrying Real estate Other secured value due to
transactions amount transactions amount mortgage secured loans credit risk

Credit institutions
Public administrations 22 147,432 466 77,521 52,821 0 (6,877)
Other financial corporations and individual entrepreneurs (financial business) 30 36,206 8 1,141 1,110 0 (25,636)
Non-financial corporations and individual entrepreneurs (non-financial business) 1,762 2,328,657 11,850 2,982,673 2,163,765 16,120 (1,657,659)

Of which: Financing for real estate construction and development (including land) 65 54,247 3,426 1,177,192 808,982 1,641 (371,206)
Other households 9,684 247,100 89,880 5,178,278 4,559,472 8,652 (638,057)
Total 11,498 2,759,395 102,204 8,239,613 6,777,168 24,772 (2,328,229)

Memorandum items: Financing classified as non-current assets and disposal groups
classified as held for sale

Of which: Non-performing loans

Secured loans

Unsecured loans

Number of Gross carrying

Maximum amount of the collateral
that can be considered

Accumulated

Number of Gross carrying Real estate Other secured

impairment in fair
value due to

transactions amount transactions amount mortgage secured loans credit risk

Credit institutions 0 0 0 0 0 0 0
Public administrations 15 62,432 164 19,360 12,303 0 (6,877)
Other financial corporations and individual entrepreneurs (financial business) 23 25,935 7 751 748 0 (25,596)
Non-financial corporations and individual entrepreneurs (non-financial business) 1,000 1,384,407 8,394 2,129,431 1,401,629 9,800 (1,577,363)

Of which: Financing for real estate construction and development (including land) 39 48,904 2,268 838,083 519,880 1,591 (341,996)
Other households 5,891 178,347 55,155 3,309,865 2,792,488 5,476 (610,835)
Total 6,929 1,651,121 63,720 5,459,407 4,207,168 15,276 (2,220,671)

Memorandum items: Financing classified as non-current assets and disposal groups
classified as held for sale
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(Thousands of euros)

Total

Secured loans

Unsecured loans

Maximum amount of the collateral
that can be considered

Accumulated
impairment or

losses in fair
Number of Gross carrying Number of Gross carrying Real estate Other secured value due to
transactions amount transactions amount mortgage secured loans credit risk
Credit institutions 1 5,018 0 0 0 0 0
Public administrations 20 108,665 424 62,115 54,630 0 (832)
Other financial corporations and individual entrepreneurs (financial business) 27 26,790 7 661 510 0 (24,903)
Non-financial corporations and individual entrepreneurs (non-financial business) 1,605 2,023,046 10,789 3,790,481 2,594,801 9,989 (1,707,803)
Of which: Financing for real estate construction and development (including land) 59 65,912 3,119 1,630,791 1,055,839 3,088 (566,891)
Other households 8,816 188,311 81,834 5,429,778 4,539,094 5,354 (804,313)
Total 10,469 2,351,830 93,054 9,283,035 7,189,035 15,343 (2,537,851)
Memorandum items: Financing classified as non-current assets and disposal groups
classified as held for sale
Of which: Non-performing loans
Secured loans
Maximum amount of t.he collateral Accumulated
Unsecured loans that can be considered impairment or
losses in fair
Number of Gross carrying Number of Gross carrying Real estate Other secured value due to
transactions amount transactions amount mortgage secured loans credit risk
Credit institutions
Public administrations 12 40,555 130 15,913 13,247 0 (827)
Other financial corporations and individual entrepreneurs (financial business) 18 24,603 6 569 425 0 (24,670)
Non-financial corporations and individual entrepreneurs (non-financial business) 790 1,165,313 6,625 2,839,229 1,771,879 4,191 (1,600,209)
Of which: Financing for real estate construction and development (including land) 30 55,408 1,789 1,251,943 738,438 2,579 (521,221)
Other households 4,650 127,981 43,533 3,053,535 2,429,969 1,717 (688,890)
Total 5,470 1,358,452 50,294 5,909,246 4,215,520 5,908 (2,314,596)

Memorandum items: Financing classified as non-current assets and disposal groups
classified as held for sale
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Changes in refinanced transactions at 31 December 2017 and 2016 is as follows:

Changes in refinanced transactions
(Thousands of euros)

2017 2016
Opening balance 9,097,014 16,545,578
Refinancings and restructurings in the period 1,828,593 3,439,124
Memorandum items: Impact recognised in the statement of profit or loss for the period (70,283) (281,413)
Debt repayments (1,777,428) (2,994,667)
Foreclosures (287,469) (321,791)
Derecognitions (reclassification to written-off assets) (300,757) (323,383)
Other changes (*) 110,826 (7,247,847)
Closing balance 8,670,779 9,097,014

(*) In 2016, movements primarily comprised transactions to comply with exit criteria.

The table below provides information on guarantees received for refinanced operations at 31 December
2017 and 2016 by classification of customer insolvency risk:

Guarantees received for refinanced transactions (*)
(Thousands of euros)

31.12.2017 31.12.2016

Value of collateral 14,857,151 16,813,552
Of which: Guarantees non-performing risks 9,432,788 10,018,693
Value of other guarantees 45,223 4,898
Of which: Guarantees non-performing risks 1,259 1,054
Total 14,902,374 16,818,450

(*) The value of the guarantee is the lower amount of the collateral and the loan value, except for non-performing loans, in which it is fair value.

3.3.4 Concentration risk

According to the principles published by the Committee of European Banking Supervisors (CEBS) in
September 2010', shortly before it was dissolved and its functions assumed by the EBA, risk concentration
is one of the main causes of significant losses and has the potential to ruin a financial institution's solvency,
as was seen in 2008 and 2009.

In CaixaBank's Corporate Risk Catalogue, concentration risk is conceptually included within credit risk
However, according to sector supervisors and in line with best practices, the scope of analysis and
monitoring of concentration risk should be broader than just loans and advances and include any type of
asset.

Moreover, in line with the CEBS Guideline 7, the CaixaBank Group has developed methodologies, processes
and tools to systematically identify its overall exposure with regard to a particular customer, product,
industry or geographic location. Wherever it is considered necessary, limits on relative exposures to each of
these have been defined under the CaixaBank Group's Risk Appetite Framework.

! «CEBS Guidelines on the management of concentration risk under the supervisory Review process (GL31)”
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Lastly, the impact of interdependencies between and degree of diversification of risks is measured in terms
of both regulatory and economic capital.

Concentration in customers or in “large exposures”

As explained in section 3.3.3.3. "Limits on large exposures", a regulatory standpoint and assessment is
coupled with the management perspective used as a reference in the Risk Appetite Framework.

In addition, as explained in the introduction to this note on risk management, in the section on regulatory
changes, the European Commission has unveiled a raft of financial system reforms including the Capital
Requirements Directive (CRD 1V) and the Capital Requirements Regulation (CRR). One of the reforms put
forward by the European Commission is to change the definition of the base for calculating large exposures,
limiting eligible own funds so that total capital is replaced by Tier 1 capital, while Tier 2 capital is excluded.

Concentration by product type

CaixaBank's internal reporting integrates both a traditional intra-risk perspective and a transversal inter-risk
vision for monitoring and offering the management and governance bodies a holistic view of positions
classified for accounting purposes in "Loans and receivables"”, "Fixed income portfolio", "Equity portfolio"
and "Derivatives".

In addition, a report is drawn up monthly showing all the positions of the CaixaBank Group, and of
guaranteed mutual and pension funds. The report looks at financial portfolio performance by product type,
category, country risk and issuer/counterparty risk.

Concentration by geographic location

Risk concentration by geographic area in 2017 and 2016, respectively, is as follows:

31.12.2017
(Thousands of euros)
Rest of the Rest of the
TOTAL Spain European Union America world
Central banks and credit institutions 34,983,288 20,757,824 13,068,111 304,259 853,094
Public administrations 35,238,122 33,693,900 1,417,827 17,404 108,991
Central government 24,918,314 23,374,189 1,417,827 17,307 108,991
Other public administrations 10,319,808 10,319,711 0 97 0
Other financial corporations and individual
entrepreneurs (financial business) 24,180,744 19,603,718 4,536,068 36,676 4,282
Non-financial corporations and individual
entrepreneurs (non-financial business) 94,439,005 86,223,262 4,095,148 2,948,493 1,172,102
Real estate construction and development
(including land) 6,122,194 6,116,472 4,870 0 852
Civil engineering 4,426,082 3,827,885 163,182 416,365 18,650
Other 83,890,729 76,278,905 3,927,096 2,532,128 1,152,600
Large corporations 51,813,404 46,082,024 3,299,574 1,916,696 515,110
SMEs and individual entrepreneurs 32,077,325 30,196,881 627,522 615,432 637,490
Other households 105,839,934 103,885,079 1,408,959 192,010 353,886
Residential 87,156,654 85,773,908 939,361 130,349 313,036
Consumer 7,513,223 7,484,098 13,997 8,421 6,707
Other 11,170,057 10,627,073 455,601 53,240 34,143
SUBTOTAL 294,681,093 264,163,783 24,526,113 3,498,842 2,492,355
TOTAL 294,681,093
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31.12.2016
(Thousands of euros)
Rest of the Rest of the
TOTAL Spain European Union America world
Central banks and credit institutions 29,191,294 14,803,207 12,984,165 261,482 1,142,440
Public administrations 34,977,332 33,921,235 943,198 9,957 102,942
Central government 22,606,366 21,551,381 943,198 9,358 102,429
Other public administrations 12,370,966 12,369,854 0 599 513
Other financial corporations and individual
entrepreneurs (financial business) 25,989,254 21,210,206 4,601,080 108,579 69,389
Non-financial corporations and individual
entrepreneurs (non-financial business) 93,333,223 85,132,186 4,059,486 2,806,620 1,334,931
Real estate construction and development
(including land) 6,719,615 6,698,556 19,521 610 928
Civil engineering 4,455,211 3,775,490 218,019 439,892 21,810
Other 82,158,397 74,658,140 3,821,946 2,366,118 1,312,193
Large corporations 50,482,826 45,303,136 2,737,127 1,732,465 710,098
SMEs and individual entrepreneurs 31,675,571 29,355,004 1,084,819 633,653 602,095
Other households 108,486,091 106,554,511 1,397,583 159,891 374,106
Residential 89,079,078 87,632,429 997,664 127,030 321,955
Consumer 7,051,033 7,025,846 10,603 6,738 7,846
Other 12,355,980 11,896,236 389,316 26,123 44,305
SUBTOTAL 291,977,194 261,621,345 23,985,512 3,346,529 3,023,808
TOTAL 291,977,194
The detail of risk in Spain by Autonomous Community in 2017 and 2016 is as follows:
31.12.2017 1/2
(Thousands of euros)
Castilla - Castillay
Total Andalucia Baleares Canarias La Mancha Leén
Central banks and credit institutions 20,757,824 59,006 80 19 34 1,921
Public administrations 33,693,900 1,287,334 172,959 315,237 134,823 139,286
Central government 23,374,189 0 0 0 0 0
Other public administrations 10,319,711 1,287,334 172,959 315,237 134,823 139,286
Other financial corporations and
individual entrepreneurs (financial
business) 19,603,718 87,164 4,215 14,630 3,601 11,549
Non-financial corporations and individual
entrepreneurs (non-financial business) 86,223,262 5,785,438 1,924,091 2,350,447 1,177,292 1,701,658
Real estate construction and
development (including land) 6,116,472 816,369 226,921 329,695 29,999 191,271
Civil engineering 3,827,885 206,291 58,572 97,870 54,153 51,233
Other 76,278,905 4,762,778 1,638,598 1,922,882 1,093,140 1,459,154
Large corporations 46,082,024 1,040,352 657,272 760,899 293,471 508,569
SMEs and individual entrepreneurs 30,196,881 3,722,426 981,326 1,161,983 799,669 950,585
Other households 103,885,079 16,943,971 3,976,856 5,917,046 2,580,158 3,571,382
Residential 85,773,908 13,704,093 3,345,138 5,371,498 2,210,064 3,125,559
Consumer 7,484,098 1,311,003 283,633 319,480 174,567 180,786
Other 10,627,073 1,928,875 348,085 226,068 195,527 265,037
TOTAL 264,163,783 24,162,913 6,078,201 8,597,379 3,895,908 5,425,796
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2/2
(Thousands of euros)
Comunidad
Catalufia Madrid Navarra Valencia Pais Vasco Other (*)
Central banks and credit institutions 288,465 19,996,394 506 15,960 311,368 84,071
Public administrations 4,025,534 1,388,221 556,588 1,010,397 674,618 614,714
Central government
Other public administrations 4,025,534 1,388,221 556,588 1,010,397 674,618 614,714
Other financial corporations and individual
entrepreneurs (financial business) 1,487,028 17,931,934 1,728 33,709 1,863 26,297
Non-financial corporations and individual
entrepreneurs (non-financial business) 16,797,290 41,142,260 1,375,675 4,697,580 3,356,523 5,915,008
Real estate construction and
development (including land) 1,450,941 2,070,407 152,344 362,483 160,864 325,178
Civil engineering 1,053,671 1,620,157 82,116 166,938 89,800 347,084
Other 14,292,678 37,451,696 1,141,215 4,168,159 3,105,859 5,242,746
Large corporations 6,268,598 30,318,494 415,222 1,486,439 2,010,865 2,321,843
SMEs and individual entrepreneurs 8,024,080 7,133,202 725,993 2,681,720 1,094,994 2,920,903
Other households 30,958,293 15,599,316 3,280,485 8,008,109 3,274,980 9,774,483
Residential 23,466,209 13,620,514 2,869,030 6,834,886 2,866,401 8,360,516
Consumer 2,669,497 919,488 218,834 539,355 206,931 660,524
Other 4,822,587 1,059,314 192,621 633,868 201,648 753,443
TOTAL 53,556,610 96,058,125 5,214,982 13,765,755 7,619,352 16,414,573
(*) Includes autonomous communities that combined represent no more than 10% of the total.
31.12.2016 1/2
(Thousands of euros)
Castilla - Castillay
Total Andalucia Baleares Canarias La Mancha Le6n
Central banks and credit institutions 14,803,207 49,212 87 275 35 138
Public administrations 33,921,235 1,738,590 311,555 366,121 154,681 349,201
Central government 21,551,381
Other public administrations 12,369,854 1,738,590 311,555 366,121 154,681 349,201
Other financial corporations and individual
entrepreneurs (financial business) 21,210,206 142,428 2,431 20,719 3,342 36,033
Non-financial corporations and individual
entrepreneurs (non-financial business) 85,132,186 5,825,883 1,965,998 2,467,667 1,143,540 1,778,035
Real estate construction and
development (including land) 6,698,556 996,717 215,728 450,350 35,469 192,469
Civil engineering 3,775,490 202,107 59,803 104,710 45,661 54,692
Other 74,658,140 4,627,059 1,690,467 1,912,607 1,062,410 1,530,874
Large corporations 45,303,136 961,844 684,532 608,687 264,193 574,561
SMEs and individual entrepreneurs 29,355,004 3,665,215 1,005,935 1,303,920 798,217 956,313
Other households 106,554,511 17,737,919 3,999,475 6,155,868 2,677,168 3,689,867
Residential 87,632,429 14,215,286 3,383,428 5,612,802 2,286,360 3,212,918
Consumer 7,025,846 1,234,953 259,479 294,482 160,474 167,347
Other 11,896,236 2,287,680 356,568 248,584 230,334 309,602
TOTAL 261,621,345 25,494,032 6,279,546 9,010,650 3,978,766 5,853,274
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31.12.2016 2/2
(Thousands of euros)

Comunidad
Catalufia Madrid Navarra Valencia Pais Vasco Other (*)
Central banks and credit institutions 400,848 13,570,472 136 2,637 405,504 373,863
Public administrations 4,438,168 1,919,283 503,397 1,112,135 754,472 722,251
Central government
Other public administrations 4,438,168 1,919,283 503,397 1,112,135 754,472 722,251
Other financial corporations and individual
entrepreneurs (financial business) 14,252,693 6,326,643 285,318 55,702 40,330 44,567
Non-financial corporations and individual
entrepreneurs (non-financial business) 30,297,688 26,638,853 1,317,657 4,448,761 3,280,992 5,967,112
Real estate construction and
development (including land) 1,493,212 2,322,902 145,325 343,513 175,605 327,266
Civil engineering 1,055,183 1,677,011 77,952 129,008 86,250 283,113
Other 27,749,293 22,638,940 1,094,380 3,976,240 3,019,137 5,356,733
Large corporations 19,543,617 16,526,113 329,197 1,351,374 1,925,602 2,533,416
SMEs and individual entrepreneurs 8,205,676 6,112,827 765,183 2,624,866 1,093,535 2,823,317
Other households 31,066,164 16,257,093 3,386,963 8,201,086 3,326,219 10,056,689
Residential 23,420,717 14,063,228 2,978,518 7,018,578 2,883,012 8,557,582
Consumer 2,503,777 903,819 216,153 475,842 199,511 610,009
Other 5,141,670 1,290,046 192,292 706,666 243,696 889,098
TOTAL 80,455,561 64,712,344 5,493,471 13,820,321 7,807,517 17,164,482

(*) Includes autonomous communities that combined represent no more than 10% of the total.

Concentration by economic sector

Risk concentration by economic sector is subject to the limits established by the CaixaBank Group's Risk
Appetite Framework (Tier 1), differentiating between private business economic activities and public sector
financing. In keeping with the internal communication policy of the Risk Appetite Framework, trends in
these indicators are reported monthly to the Global Risk Committee and quarterly to the CaixaBank Risks
Committee (at least).

For the private business sector, a maximum concentration limit in any economic sector is established by
aggregating the accounting positions recognised under loans and receivables, investment portfolio and
equity investments (excluding treasury repo operations, deposits and trading portfolio).

In addition, in calculating the economic capital charge, the impact of diversification of the lending portfolio
based on sector concentration is determined.

Exposure to the public sector is also regularly analysed and monitored. See 3.3.5 Sovereign risk for details.

Loans and advances to customers by activity in 2017 and 2016, respectively, were as follows:
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(Thousands of euros)

Of which: ~ Of which: Loans with collateral. Carrying amount based on latest
Real estate Other available appraisal (loan to value)
mortgage secured 20% > 40% >60% > 80% 5100%
TOTAL secured loans ~ <60% <80% £100%
Public administrations 10,513,521 657,019 11,960 98,888 168,919 290,409 44,768 65,995
Other financial corporations and
individual entrepreneurs (financial 1,176,921 236,562 87,961 505 6,136
business) 8,945,255 392,300 1,115,785
Non-financial corporations and individual
entrepreneurs (non-financial business) 79,346,283 21,748,510 2,683,051 9,676,309 8,375,640 3,891,805 1,082,105 1,405,702
Real estate construction and
development (including land) 5,922,395 5,227,719 41,054 1,443,089 2,017,409 1,128,063 391,129 289,083
Civil engineering 4,225,702 573,322 54,460 265,336 217,613 90,840 27,219 26,774
Other 69,198,186 15,947,469 2,587,537 7,967,884 6,140,618 2,672,902 663,757 1,089,845
Large corporations 38,444,992 3,949,197 879,212 1,971,977 1,624,817 631,125 66,445 534,045
SMEs and individual entrepreneurs 30,753,194 11,998,272 1,708,325 5995907 4,515801 2,041,777 597,312 555,800
Other households 105,363,979 96,402,573 773,820 27,953,464 36,506,860 25,234,022 5,237,528 2,244,519
Residential 87,156,655 86,036,289 250,561 23,329,919 33,002,305 23,442,846 4,654,432 1,857,348
Consumer 7,513,222 3,812,099 232,711 1,888,161 1,309,201 599,691 162,521 85,236
Other 10,694,102 6,554,185 290,548 2,735,384 2,195,354 1,191,485 420,575 301,935
TOTAL 204,169,038 119,200,402 4,584,616 38,905,582 45,287,981 29,504,197 6,364,906 3,722,352
MEMORANDUM ITEMS
Refinancing, refinanced and restructured
transactions 8,670,779 6,928,286 56,241 1,152,561 1,791,218 2,231,182 1,175,608 633,959
31.12.2016
(Thousands of euros) i . 5 5
Of which:  Of which:  Loans with collateral. Carrying amount based on latest
Real estate Other available appraisal (loan to value)
mortgage secured . > 40% > 60% > 80%
TOTAL secured loans =% <60% <80% <100% >100%
Public administrations 12,480,926 647,727 14,053 96,393 149,912 272,473 78,750 64,252
Other financial corporations and
individual entrepreneurs (financial
business) 9,800,327 303,533 139,990 167,764 247,526 17,068 699 10,466
Non-financial corporations and individual
entrepreneurs 78,031,092 22,556,021 2,123,623 9,935,994 8,424,492 4,033,640 1,262,894 1,022,624
Real estate construction and
development 6,719,578 5,645,612 28,814 1,603,415 2,208,130 1,190,792 370,601 301,488
Civil engineering 4,455,024 719,186 28,541 312,020 278,967 115,931 28,358 12,451
Other 66,856,490 16,191,223 2,066,268 8,020,559 5,937,395 2,726,917 863,935 708,685
Large corporations 38,385,749 4,055,534 815,806 2,112,797 1,556,673 549,972 284,738 367,160
SMESs and individual entrepreneurs 28,470,741 12,135689 1,250,462 5,907,762 4,380,722 2,176,945 579,197 341,525
Other households and non-profit
institutions serving households 108,091,482 101,100,806 508,289 28,029,524 37,660,635 27,799,537 5,705,955 2,413,444
Residential 89,075,721 89,192,811 159,088 22,853,267 33,507,685 25,769,427 5,169,470 2,052,050
Consumer 7,051,034 4,025,616 169,601 1,921,775 1,412,594 641,123 144,093 75,632
Other 11,964,727 7,882,379 179,600 3,254,482 2,740,356 1,388,987 392,392 285,762
TOTAL 208,403,827 124,608,087 2,785,955 38,229,675 46,482,565 32,122,718 7,048,298 3,510,786
MEMORANDUM ITEMS
Refinancing, refinanced and restructured
transactions 9,097,014 7,360,659 45,498 1,371,942 1,931,213 2,430,986 918,897 753,119
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Risk concentration according to the rating assigned to fixed income instruments at year-end 2017 and 2016,

respectively, is as follows:

31.12.2017

(Thousands of euros) Available-for-
Loans and Financial assets  sale financialHeld-to-maturity
receivables held for trading assets investments

(Note 12.1) (Note 10) (Note 11) (Note 13) TOTAL
AAA 0 0 0 0 0
AA+ 0 0 0 0 0
AA 399 0 0 0 399
AA- 0 0 0 0 0
A+ 0 0 0 0 0
A 3,815 0 105,196 0 109,011
A- 0 221,458 0 0 221,458
BBB+ 0 577,385 11,795,381 11,070,175 23,442,941
BBB 150,276 136,535 1,779,936 0 2,066,747
BBB- 0 106,880 0 0 106,880
Investment grade 154,490 1,042,258 13,680,513 11,070,175 25,947,436
11.2% 99.0% 99.7% 100.0% 95.3%
BB+ 0 6,251 693 0 6,944
BB 0 57 33,153 0 33,210
BB- 0 106 3,328 0 3,434
B+ 0 0 982 0 982
B 304,466 0 0 0 304,466
B- 0 0 0 0 0
CCC+ 0 0 0 0 0
ccc 1,351 0 0 0 1,351
cC 0 0 0 0 0
C 11,586 0 0 0 11,586
D 45,551 0 0 0 45,551
No rating 857,158 3,854 0 0 861,012
Non-investment grade 1,220,112 10,268 38,156 0 1,268,536
88.8% 1.0% 0.3% 4.7%
Balance at 31.12.2017 1,374,602 1,052,526 13,718,669 11,070,175 27,215,972
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31.12.2016
(Thousands of euros) Available-for-
Loans and Financial assets  sale financialHeld-to-maturity
receivables held for trading assets investments
(Note 12.1) (Note 10) (Note 11) (Note 13) TOTAL
AAA 5,059 0 0 0 5,059
AA+ 0 0 0 0 0
AA 786 0 0 0 786
AA- 0 5,002 500,780 0 505,782
A+ 0 0 0 0 0
A 0 0 85,708 0 85,708
A- 0 6,211 13,807 0 20,018
BBB+ 0 1,744,749 13,614,951 8,305,651 23,665,351
BBB 150,072 35,221 138,751 0 324,044
BBB- 0 2,223 157,428 0 159,651
Investment grade 155,917 1,793,406 14,511,425 8,305,651 24,766,399
15.1% 99.8% 99.7% 100.0% 96.4%
BB+ 0 3,526 0 0 3,526
BB 0 0 30,662 0 30,662
BB- 0 0 3,350 0 3,350
B+ 0 0 936 0 936
B 0 0 0 0 0
B- 0 0 0 0 0
CCC+ 0 0 0 0 0
ccc 1,325 0 0 0 1,325
cC 0 0 0 0 0
C 11,586 0 0 0 11,586
D 45,550 0 0 0 45,550
No rating 818,392 0 5,300 0 823,692
Non-investment grade 876,853 3,526 40,248 0 920,627
84.9% 0.2% 0.3% 0.0% 3.6%
Balance at 31.12.2016 1,032,770 1,796,932 14,551,673 8,305,651 25,687,026

Standard & Poor’s sovereign rating for the Kingdom of Spain at 31 December 2017 and 2016 was BBB+..
The methodology applied to assign credit ratings to fixed income issuances is based on the regulatory

banking criteria defined in the CRD IV regulation and the CRR on capital requirements, and therefore, the
second best rating of all those available is used, if more than two ratings are available.
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The following table details CaixaBank’s credit exposure (excluding fixed income securities, as indicated
above) in accordance with internal levels for 2017 and 2016, respectively:

Quality of credit exposure (excluding fixed income securities)
(Percentage)

31.12.2017 31.12.2016
AAA/AA+/AA/AA- 19.0% 22.3%
A+/A/A- 17.8% 20.6%
BBB+/BBB/BBB- 29.0% 19.4%
BB+/BB/BB- 22.4% 20.1%
B+/B/B- 9.8% 14.9%
Ccc+/ccc/ccc- 2.0% 2.7%
Total 100.0% 100.0%

3.3.5 Sovereign risk

The Group’s position in sovereign debt, concentrated mainly in CaixaBank and the insurance group, is
subject to the Company’s general risk-taking policy, which ensures that all positions taken are aligned with
the target risk profile.

First, the position in public, regional and local debt is subject to the general concentration and country risk
limits established. Regular control procedures are in place for both, preventing new positions from being
taken that could increase the credit risk on names or countries in which the Company has a high risk
concentration unless express approval is given by the pertinent authority.

For fixed-income securities, a framework is in place regulating the solvency, liquidity and geographical
location of all of the Group’s fixed-income issuances (e.g. bonds, private fixed-income, public debt,
preference shares) and any similar transaction involving payment in cash for the buyer and the assumption
of the issuer’s credit risk or related collateral. This control is exercised during the risk acceptance phase and
throughout the life of the position in the portfolio.

Public debt positions held by the Finance Department are also subject to the framework for market risk
control and limits established for the treasury positions (see section on market risk).

In addition to these controls, a report is drawn up monthly showing all the positions of the Consolidated
Group, and of guaranteed mutual and pension funds. The report looks at portfolio performance by product
type, category, country risk and issuer/counterparty risk.
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The carrying amounts of the main items related to sovereign risk exposure at 31 December 2017 and 2016
are shown below.

31.12.2017 (CaixaBank)

(Thousands of euros) Financial
Financial assets liabilities held  Available-for-
held for trading - for trading -  sale financial Loans andHeld-to-maturity
debt securities short positions assets receivables investments
Country Residual maturity (Note 10) (Note 10) (Note 11) (Note 12) (Note 13)
Less than 3 months 127,163 (14,324) 0 655,365 0
Between 3 months and 1 year 147,971 (102,933) 519,548 3,565,806 0
Between 1 and 2 years 86,737 (103,751) 4,324,814 709,804 0
) Between 2 and 3 years 63,469 (55,426) 3,329 736,301 2,533,058
Spain Between 3 and 5 years 80,173 (86,142) 1,382,352 1,474,136 7,163,626
Between 5 and 10 years 165,316 (211,937) 6,137,810 2,291,480 0
Over 10 years 33,264 (64,410) 7,773 1,292,539 0
Total 704,093 (638,923) 12,375,626 10,725,431 9,696,684
Less than 3 months 1,570 0 0 0 0
Between 3 months and 1 year 72,013 (6,194) 0 0 0
Between 1 and 2 years 13,042 0 0 0 0
Between 2 and 3 years 1,122 (9,017) 0 0 0
Italy Between 3 and 5 years 11,534 0 944,051 0 0
Between 5 and 10 years 20,750 (15,467) 265,559 0 0
Over 10 years 72 0 0 0 0
Total 120,103 (30,678) 1,209,610 0 0
Less than 3 months 2 0 0 0 0
Between 3 months and 1 year 10,457 0 0 0 0
Between 1 and 2 years 11,026 0 0 0 0
Between 2 and 3 years 34,500 0 0 0 0
Portugal

Between 3 and 5 years 1,209 (13,481) 0 0 0
Between 5 and 10 years 28,595 (45,462) 0 0 0
Over 10 years 1,431 0 0 0 0
Total 87,220 (58,943) 0 0 0
Less than 3 months 0 0 0 298 0
Between 3 months and 1 year 0 0 693 1,888 0
Between 1 and 2 years 0 0 0 7,156 0
Other Between 2 and 3 years 0 0 0 5,067 0
Between 5 and 10 years 0 (10,089) 0 111,346 0
Total 0 (10,089) 693 125,755 0
Total countries 911,416 (738,633) 13,585,929 10,851,186 9,696,684
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(Thousands of euros) Financial
Financial assets liabilities held  Available-for-
held for trading - for trading-  sale financial Loans andHeld-to-maturity
debt securities short positions assets receivables investments
Country Residual maturity (Note 10) (Note 10) (Note 11) (Note 12) (Note 13)
Less than 3 months 178,366 0 2,885,559 918,074 0
Between 3 months and 1 year 681,288 (37,430) 871,053 4,030,152 514,137
Between 1 and 2 years 164,461 (41,225) 537,292 350,327 0
) Between 2 and 3 years 38,156 (44,864) 4,460,214 1,512,312 0
Spain Between 3 and 5 years 350,651 (303,341) 228,716 1,458,251 6,083,828
Between 5 and 10 years 88,943 (359,813) 3,464,955 2,889,252 258,785
Over 10 years 64,045 (73,424) 8,061 1,655,981 0
Total 1,565,910 (860,097) 12,455,850 12,814,349 6,856,750
Less than 3 months 2,999 0 0 0 0
Between 3 months and 1 year 96,863 (27,750) 0 0 0
Between 1 and 2 years 2,561 0 0 0 0
Italy Between 2 and 3 years 6,623 0 0 0 0
Between 3 and 5 years 19,370 (9,892) 0 0 0
Between 5 and 10 years 50,049 0 261,844 0 0
Total 178,465 (37,642) 261,844 0 0
Less than 3 months 0 0 351,136 1,885 0
Between 3 months and 1 year 0 0 150,390 28,106 0
Between 1 and 2 years 0 0 0 9,875 0
Other Between 3 and 5 years 0 0 0 6,333 0
Between 5 and 10 years 0 0 0 67,834 0
Total 0 0 501,526 114,033 0
Total countries 1,744,375 (897,739) 13,219,220 12,928,382 6,856,750
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3.3.6 Information regarding financing for property development, home purchasing, and foreclosed assets

The main data at 31 December 2017 and 2016 regarding financing for property development, home
purchasing and foreclosed assets are discussed below.

Financing for real estate development

The tables below show financing for real estate developers and developments, including development
carried out by non-developers, at 31 December 2017 and 2016.

31.12.2017

(Thousands of euros)

Allowances for Excess over the
Gross amount impairment losses Carrying amount value of collateral

Financing for real estate construction and development
(including land) 6,820,257 (629,557) 6,190,700 1,418,495
Of which: Non-performing 1,473,121 (542,271) 930,850 602,142

Memorandum items:
Asset write-offs 3,816,292

Memorandum items: Public balance sheet

Amount
Loans and advances to customers excluding public administrations (carrying amount) 193,023,364
Total assets (total businesses) 308,398,557
Impairment and provisions for performing exposures (*) (1,219,332)
(*) Includes provisions for loans and receivables and contingent liabilities and commitments classified as performing.
31.12.2016
(Thousands of euros)
Allowances for Excess over the

Gross amount impairment losses Carrying amount value of collateral

Financing for real estate construction and development
(including land) 7,996,146 (1,053,832) 6,942,314 2,063,420
Of which: Non-performing 2,426,030 (945,826) 1,480,204 988,580

Memorandum items:
Asset write-offs 4,068,890

Memorandum items: Public balance sheet

Amount
Loans and advances to customers excluding public administrations (carrying amount) 194,002,268
Total assets (total businesses) 306,383,957
Impairment and provisions for performing exposures (*) (1,513,269)

(*) Includes provisions for loans and receivables and contingent liabilities and commitments classified as performing.
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The amounts shown in the tables above do not include funding extended by CaixaBank to the Group, as
follows:

Funding extended to Group real estate companies

(Thousands of euros) Carrying amount
31.12.2017 31.12.2016
Funding extended to CaixaBank Group subsidiaries 8,912,395 9,274,006
BuildingCenter 8,912,395 9,274,006
Total 8,912,395 9,274,006

The tables below show the breakdown of financing for real estate developers and developments, including
developments carried out by non-developers, by collateral:

By type of collateral

(Thousands of euros) Carrying amount
31.12.2017 31.12.2016
Not real estate mortgage secured 804,126 1,160,930
Real estate mortgage secured 6,016,131 6,835,216
Completed buildings 4,335,892 5,183,050
Homes 2,811,016 3,392,673
Other 1,524,876 1,790,377
Buildings under construction 931,428 663,538
Homes 839,971 593,736
Other 91,457 69,802
Land 748,811 988,628
Built land 422,489 662,041
Other land 326,322 326,587
Total 6,820,257 7,996,146

The table below provides information on guarantees received from real estate development loans at 31
December 2017 and 2016 by classification of customer insolvency risk:

Guarantees received for real estate development transactions (*)
(Thousands of euros)

31.12.2017 31.12.2016

Value of collateral 14,876,490 16,698,857
Of which: Guarantees non-performing risks 2,519,407 4,607,600
Value of other guarantees 115,137 162,334
Of which: Guarantees non-performing risks 11,710 13,240
Total 14,991,627 16,861,191

(*) The value of the guarantee is the lower amount of the collateral and the loan value, except for non-performing loans, in which it is fair value.

The following table presents financial guarantees given for real estate construction and development,
including the maximum level of exposure to credit risk (i.e. the amount the Bank could have to pay if the
guarantee is called on) at 31 December 2017 and 2016.

Financial guarantees
(Thousands of euros) Carrying amount
31.12.2017 31.12.2016

Financial guarantees given related to real estate construction and development 175,478 171,223
Amount recognised under liabilities 51,249 6,166
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Financing for home purchases

The breakdown of home purchase loans, business in Spain, at 31 December 2017 and 2016 is as follows:

By type of collateral

(Thousands of euros) Gross amount
31.12.2017 31.12.2016
Not real estate mortgage secured 757,889 731,644
Of which: Non-performing 9,896 5,771
Real estate mortgage secured 82,212,057 85,540,683
Of which: Non-performing 3,463,425 3,470,825
Total home loans 82,969,946 86,272,327

The amount of real estate loans granted in 2017 and 2016 to buyers of foreclosed homes sold by CaixaBank
was EUR 443 million and EUR 504 million, respectively, while the average percentage financed was 70% and
82%, respectively.

Home purchase loans with mortgage at these dates by the loan-to-value (LTV) ratio, based on the latest
available appraisal, are as follows:

Home purchase loans by LTV

(Thousands of euros) 31.12.2017 31.12.2016

Of which: Of which:
LTV ranges (*) Gross amount Non-performing Gross amount Non-performing
LTV <40% 20,980,372 222,758 20,585,687 251,075
40% < LTV £ 60% 31,318,510 512,828 32,153,123 495,100
60% < LTV < 80% 22,495,819 806,179 25,531,954 1,005,910
80% < LTV < 100% 4,659,473 773,215 5,206,956 811,396
LTV > 100% 2,757,883 1,148,445 2,062,963 907,344
Total home loans 82,212,057 3,463,425 85,540,683 3,470,825

(*) LTV calculated based on appraisals available at the grant date. The ranges are updated for non-performing transactions in accordance with
prevailing regulations.

3.3.7 Counterparty risk generated by transactions with derivatives, repos and securities lending

Quantification and management of counterparty risk originating from trading in derivatives, repos and
securities lending show certain peculiarities, basically as a result of the type of financial instruments used
and of the expediency and flexibility required primarily for treasury transactions.

For banking counterparties, the maximum authorised exposure to counterparty credit risk for credit
approval purposes is determined using a complex calculation, primarily based on ratings for the entities
and on analysis of their financial statements. In transactions with other counterparties, including retail
customers, derivative transactions relating to loan applications (loan interest rate risk hedging) are
approved jointly with the application. All other transactions are approved in accordance with their
compliance with the assigned risk limit (and included in the corresponding derivatives risk line) or their
individual assessment by the risk areas in charge of analysis and approval.
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Virtually all exposures are with European and US counterparties. Additionally, the distribution by ratings of
banking counterparties reflects the significance of operations with counterparties assessed as investment
grade i.e. those which international ratings agencies have considered to be safe due to their high payment
capacity.

The Executive Global Risk Management Division is responsible for integrating these risks within the Entity’s
overall exposure management framework, although specific responsibility for managing and approving
exposure to counterparty risk arising from activity with the financial sector lies with the Executive Risk
Analysis and Approval Division, which draws up the proposals for approval of risk lines, and analyses
operations.

Within CaixaBank, counterparty risk with credit institutions is controlled through an integrated real-time
system that provides information at any given time on the available limit for any counterparty, by product
and maturity. For the remaining counterparties, counterparty risk is controlled through corporate
applications, which contain both the limits of the lines of derivatives risk (if any) and credit exposure of
derivatives and repos. Risk is measured both in terms of current market value and future exposure (the
value of risk positions in due consideration of future changes to underlying market factors).

Furthermore, as part of the monitoring process for credit risks assumed by market operations, the
Executive Risk Analysis and Approval Division and the Executive Legal Advisory Division actively manage
and monitor the adequacy of the related contractual documentation. To mitigate exposure to counterparty
risk, CaixaBank has a solid base of collateral agreements. Virtually all the risks undertaken in connection
with derivative instruments are covered by standardised ISDA and/or Spanish CMOF contracts, which
provide for the possibility of offsetting the outstanding collection and payment flows between the parties.

Meanwhile, CaixaBank has signed collateral agreements (CSA or Appendix Il of the ISDA) with all interbank
counterparties, which provide a guarantee of the market value of derivative transactions. In addition,
CaixaBank's policy requires collateralisation of repo transactions hedged with GMRAs (“Global Master
Repurchase Agreements”) or similar.

3.3.8 Risk associated with the investee portfolio
At the CaixaBank Group, equity holdings are subject to monitoring and specialist analysis.

The risk relating to the CaixaBank Group’s investee portfolio is the risk associated with the possibility of
incurring losses due to changes in market prices and/or losses on the positions composing the investment
portfolio at medium to long term.

The Executive Global Risk Management Division measures the risk of these positions, and calculates the
related capital charge.

For investments not classified as available for sale, i.e. intended to be held on a long-term basis, the most
significant risk is default risk, and, therefore, the PD/LGD approached is used where possible. For
investments classified as available for sale, the calculation is carried out using the internal Value at Risk
model, as the most significant risk is market risk. The Market Risk on the Balance Sheet Department
calculates the risk inherent in market price volatility using a statistical estimate of maximum potential
losses by reference to historical price data. If the requirements for applying the aforementioned methods
are not met, the simple risk-weighting method is applied in accordance with current regulations.
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The Executive Global Risk Management Division monitors these indicators on an ongoing basis to ensure
that the most appropriate decisions are always taken on the basis of the market performance observed and
predicted and of the CaixaBank Group’s strategy.

Controlling and financial analysis of the main investees are also performed through specialists responsible
exclusively for monitoring changes in economic and financial data and for understanding and issuing alerts
in the event of changes in regulations and fluctuations in competition in the countries and sectors in which
the investees operate. The Banking Investments centre and the Industrial Investments and Holding
Companies area (for subsidiaries), both of which report to the Executive Financial Accounting, Control and
Capital Division, gather and share information on these investments.

In general, with the most significant shareholdings, both the estimates of and actual data on investees’
contributions to income and shareholders’ equity (where applicable) are updated regularly. In these
processes, the outlook for securities markets and analysts’ views (e.g. recommendations, target prices,
ratings) are shared with Senior Management for regular comparison with the market.

These financial analysts also liaise with listed investees’ investor relations departments and gather
information, including reports from third parties (e.g. investment banks, ratings agencies) as necessary for
an overview of possible risks to the value of the shareholdings.

The CaixaBank Market Risk on the Balance Sheet Department, moreover, studies derivatives and the
foreign currency risk and price risk associated with the investee portfolio, and monitors risk in relation to
finance markets associated with investees on an ongoing basis.

All these measures and their implementation are necessary to monitor management of the investee
portfolio and enable CaixaBank Group Senior Management to take strategic decisions on portfolio
composition.

3.4. Market risk

3.4.1. Exposure

The financial activity of credit institutions involves assuming market risk, which includes exposures from
various sources: commercial risk in the banking book arising from interest rate and exchange rate
fluctuations, the risk of acquiring cash positions, and the risk associated with equity investments that form
part of the CaixaBank Group’s diversification business. Although in all instances, risk refers to the potential
loss of profitability or portfolio value as a result of adverse fluctuations in market rates or prices, below we
refer specifically to market risk linked to treasury and trading activities.

3.4.2. Overview

Subject to the methodological specifications and the additional comments set out below to provide a
specific description of the various exposure groups, there are two concepts which constitute common
denominators and market standards for measurement of this risk: sensitivity and VaR (Value at Risk).

These sensitivity analyses provide information concerning the impact on the economic value of positions of
a rise in interest rates, exchange rates, prices or volatility in the value of positions, but do not provide any

assumptions as to the likelihood of such changes.

In order to standardise risk measurement across the entire portfolio, and to include certain assumptions
regarding the extent of changes in market risk factors, VaR methodology (statistical estimate of potential
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losses from historical data on price fluctuations) is used with a one-day time horizon and a statistical
confidence level of 99% (i.e. under normal market conditions, 99 out of 100 times, the actual daily losses
would be less than the losses estimated under the VaR method).

The main factors affecting market risk are as follows:

e Interest rate risk: risk that changes in the level of interest rate curves will affect the value of
instruments in portfolio, including but not limited to bonds, deposits, reverse repos and derivatives.

e Exchange rate risk: risk that changes in exchange rates will affect the value of instruments in
portfolio, including mainly any product with cash flows in a currency other than the euro and
foreign exchange derivatives.

e Share price risk: risk that changes in share prices and equity indices will affect the value of the
instruments in portfolio.

e Inflation risk: risk that changes in expected inflation will affect the value of the instruments in
portfolio, including inflation derivatives.

e Commodities price risk: risk that changes in prices of commodities will affect the value of the
instruments in portfolio, including commodity derivatives.

e Credit spread risk: risk that changes in credit spreads will affect the value of the instruments in
portfolio, including mainly private fixed income issuances.

e Volatility risk: risk that changes in the volatility of the underlyings will affect the value of the
instruments in portfolio, including options.

In addition, there are other, more complex types of market risks, including:

e Correlation risk: risk that changes in the correlation between risk factors will affect the value of the
instruments in portfolio, including options on baskets of underlying assets.

e Dividend risk: risk that changes in expected future dividends will affect the value of the instruments
in portfolio, including mainly equity derivatives and dividend futures.

3.4.3. Mitigation of market risk

The RAF approved by the Group's Board of Directors sets a limit for VaR with a one-day time horizon and
confidence level of 99% for all trading activities of EUR 20 million, excluding the market risk hedging
derivatives of the Credit Valuation Adjustment, recognised for accounting purposes in the held-for-trading
portfolio.

As part of the required monitoring and control of the market risks taken, there is a structure of overall VaR
limits in line with the Risk Appetite Framework, complemented by the definition of VaR sublimits, stressed
VaR and incremental default and migration risk (IRC), stress test results, maximum losses and sensitivities
for the various management units that could assume market risk. The risk factors are managed by
CaixaBank's Executive Finance Division using economic hedges as appropriate within the scope of its
responsibility on the basis of the return/risk ratio determined by market conditions and expectations,
always within the assigned limits.

The Risk in Market Operations and on the Balance Sheet Division is in charge of monitoring CaixaBank's
compliance with these thresholds and the risks assumed, and reporting excesses to the areas in charge of
their resolution and subsequent monitoring. To do so, it produces a daily report on position, risk
guantification and the utilisation of risk thresholds, which is distributed to Senior Management, the officers
in charge of its management and the Internal Audit division.
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Beyond the trading portfolio, noteworthy for accounting purposes is the use of tools such as fair value
micro and macro hedges to eliminate potential accounting mismatches between the balance sheet and
statement of profit or loss caused by the different treatment of hedged instruments and their hedges at
market values. In the area of market risk, levels for each macro hedge are established and monitored,
expressed as ratios between total risk and the risk of the hedged items.

3.4.4. Market risk cycle

The Risk in Market Operations and on the Balance Sheet Division, in the Executive Global Risk Management
Division within CaixaBank's General Risks Division, is responsible for valuing financial instruments in
addition to measuring, monitoring and following up on associated risks and estimating the counterparty
risk and operational risk associated with financial market activities. To perform its functions, on a daily basis
this division monitors the contracts traded, calculates how changes in the market will affect the positions
held (daily marked-to-market result), quantifies the market risk assumed, monitors compliance with the
thresholds, and analyses the ratio of actual returns to the assumed risk.

In addition to tasks relating to market and balance sheet risk, the CaixaBank Risk Validation Model Division
conducts internal validations of the models and methodologies used to quantify and monitor market risk.

The initial version of the internal model for estimating minimum capital requirements for market risk in
CaixaBank's trading activities was approved by the Bank of Spain in 2006 (Circular 3/2003). This circular has
been repealed for those purposes by Regulation (EU) 575/2013 (CRR). The model includes almost all
CaixaBank’s trading portfolio and the asset and liability are reflected in the balance sheet under “Financial
assets held for trading” and “Financial liabilities held for trading”, shown in Note 10. Deposits and repos
arranged by trading desks are also included for management of market risk. Credit default swaps (CDS) in
the Credit Valuation Adjustment are excluded from the internal model and therefore the standardised
approach is used to calculate the charge for regulatory capital requirements, as for currency risk in the
banking book and equity holdings.

Two methodologies are used to obtain this measurement:

e The parametric VaR technique, based on the statistical treatment of parameters such as volatility
and matching fluctuations in the prices and interest and exchange rates of the assets comprising
the portfolio. It is applied to two time horizons: a 75-day data window, giving more weight to
recent observations, and a one-year data window, giving equal weight to all observations.

e The historical VaR technique, which calculates the impact on the value of the current portfolio of
historical changes in risk factors. Daily changes over the last year are taken into account and,
with a confidence level of 99%.

Historical VaR is an extremely useful system for completing the estimates obtained by the parametric VaR
technique, since it does not include any assumptions on the statistical behaviour of risk factors. The
parametric VaR technique assumes fluctuations that can be modelled using normal statistical distribution.
Historical VaR is also an especially suitable technique since it includes non-linear relationships between the
risk factors.

A downgrade in the credit rating of asset issuers can also give rise to adverse changes in quoted market
prices. Accordingly, the quantification of market risk is completed with an estimate of the losses arising
from changes in the volatility of the credit spread on private fixed income positions (Spread VaR) using a
historical approach, which constitutes an estimate of the specific risk attributable to issuers of securities.

Total VaR results from the aggregation of VaR arising from fluctuations in interest rates, exchange rates
(and the volatility of both) and from the Spread VaR, which are aggregated on a conservative basis,
assuming zero correlation between the two groups of risk factors, and the addition of VaR of the equities
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portfolio and VaR of the commodities portfolio (currently with no position), assuming in both cases a
correlation of one with the other risk factor groups.

Decomposition of relevant risk factors

The table below shows the average 1-day VaR at 99% attributable to the various risk factors at CaixaBank.
As can be observed, the consumption levels are of moderate significance and are mainly concentrated on
risk in the interest rate curve, which includes the credit spread on sovereign debt. The risk amounts for
other risk factors have less significance. Exposure to equity price risk and its implied volatility decreased
compared to the prior year, due to a reduced positioning in equity derivatives.

Parametric VaR by risk factors
(Thousands of euros)

Exchange
Exchange Commodity Credit Interest rate rate Share price
Total Nominal rate Share price Inflation price spread volatility volatility volatility
Average VaR 2016 2,739 1,252 131 752 318 0 391 76 111 413
Average VaR 2017 1,116 612 141 144 299 0 332 44 82 188

The highest market risk levels, up to EUR 2.4 million, were reached in January, mainly as VaR anticipates a
potentially negative movement in the daily market value of transactions with sovereign debt positions.

Additional measures to VaR

Since January 2012, VaR measures are complemented in CaixaBank by two risk metrics related to the new
regulatory requirements of Circular 4/2011 (repealed for these purposes by Regulation (EU) 575/2013
(CRR)) and approved by the Bank of Spain following validation: stressed VaR and incremental default and
migration risk (IRC).

Stressed VaR indicates the maximum loss on adverse movements in market prices based on a stressed
historical period of one year, with a 99% confidence level and a daily time horizon (subsequently
extrapolated to the regulatory horizon of 10 market days, multiplying by the root of 10). The stressed VaR
calculation is leveraged by the same methodology and infrastructure as the calculation of historical VaR for
VaR, with the only significant difference being the historical window selected.

Incremental default and migration risk (IRC) reflects the risk related to changes in credit ratings or breach
of positions in fixed income instruments and credit derivatives in the trading portfolio, with a confidence
level of 99.9%, one-year time horizon, and a quarterly liquidity horizon, which is justified by the high
liquidity of portfolio issuances. The estimate is made using Montecarlo simulation of possible future states
of external rating of the issuer and the issuance, based on transition matrices published by the main ratings
agencies, where dependence between credit quality variations between the different issuers is modelled
using Student’s t-distribution.

The maximum, minimum and average values of these measurements for CaixaBank in 2017, as well as their
value at the close of the period of reference, are shown in the following table.

Summary of Risk Measurements - 2017
(Thousands of euros)

High Low Average Latest
1-day VaR 2,374 613 1,116 1,195
1-day Stressed VaR 12,568 2,325 4,605 4,793
Incremental risk 62,023 8,192 32,095 38,028
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Capital requirements for market risk calculated using internal models

Capital requirements for market risk using internal models is the sum of three charges associated with each
of the aforementioned measurements: VaR, stressed VaR and incremental default and migration risk (IRC).
In contrast to the foregoing, both regulatory VaR and regulatory Stressed VaR are calculated with a 10
market days' time horizon, for which values obtained with the one-day horizon are scaled by multiplying
them by the square root of 10.

The different elements that appear in the determination of the final charges using the internal market risk
model for each of the aforementioned measurements are shown below. Charges for VaR and stressed VaR
are identical and correspond to the maximum between the last value and the arithmetic mean of the last
60 values, multiplied by a factor depending on the number of times the actual daily result was less than the
estimated daily VaR. Similarly, capital for incremental risk is the maximum of the last value and the
arithmetic mean of the preceding 12 weeks.

Capital requirements at 31 December 2017
(Thousands of euros)

Last value 60 day average Exceeded Multiplier Capital
10 day VaR 3,778 2,912 1 3 8,737
10 day Stressed VaR 15,158 12,428 1 3 37,285
Incremental risk 38,028 31,095 - - 38,028
Total 84,050

VaR and daily gains and losses

To confirm the suitability of the risk estimates of the internal model, daily results are compared against the
losses estimated under the VaR technique, which is what is referred to as backtesting. The risk estimate
model is checked in two ways, as required by the Regulator:

e Net backtesting (or hypothetical), which relates the portion of the daily marked-to-market result
of open positions at the close of the previous session to the estimated VaR for a time horizon of
one day, calculated on the basis of the open positions at the close of the previous session. This
backtesting is the most appropriate means of performing a self-assessment of the methodology
used to quantify risk.

e Gross backtesting (or actual), which compares the total result obtained during the day
(therefore including any intraday transactions) to VaR for a time horizon of one day, calculated
on the basis of the open positions at the close of the previous session. This provides an
assessment of the importance of intraday transactions in generating profit and calculating the
total risk of the portfolio.

The daily result used in both backtesting exercises does not include mark-ups, reserves, fees or
commissions.
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Distribution of net results from trading activities in 2017
(frequency — number of days. Millions of euros)
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During the year, there was one excess in the gross backtesting exercise and one excesses in the net
backtesting exercise.
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Stress testing

Lastly, CaixaBank uses two stress testing techniques are used on the value of the trading positions to
calculate the possible losses on the portfolio in situations of extreme stress:

e Systematic stress analysis: this technique calculates the change in value of the portfolio in the event
of a specific series of extreme changes in the main risk factors. It considers parallel interest rate
shifts (rising and falling), changes at various points of the slope of the interest rate curve
(steepening and flattening), increased and decreased spread between the instruments subject to
credit risk and government debt securities (swap spread), parallel shifts in the dollar and euro
curves, higher and lower volatility of interest rates, appreciation and depreciation of the euro with
respect to the dollar, the yen and sterling, increases and decreases in exchange rate volatility,
increases and decreases in share prices, and higher and lower volatility of shares and commodities.

e Analysis of historical scenarios: this technique addresses the potential impact of actual past
situations on the value of the positions held.

To complete these analyses of risk in extreme situations, a “worst-case scenario” is determined for the
Markets activity as the state of the risk factors in the last year that would cause the heaviest losses on the
current portfolio. This is followed by an analysis of the “distribution tail,” i.e. the sum of the losses that
would arise if the market factor movement causing the losses were calculated on the basis of a 99.9%
confidence level.

Based on the set of measures described above, management of market risk on trading positions in
CaixaBank's markets is in accordance with the methodological and monitoring guidelines set out in
prevailing legislation.

3.5. Risks in the banking book
3.5.1 Interest rate risk in the banking book

Interest rate risk in the banking book is managed and controlled directly by CaixaBank management
through the Asset and Liability Committee (ALCO). Under the scope of the Risk Appetite Framework, the
competent bodies monitor and validate that the interest rate risk metrics defined are commensurate with
the established risk tolerance levels.

CaixaBank manages this risk with a two-fold objective:

e To optimise the Bank's net interest income within the volatility limits of the RAF.
e Preserve the economic value of the balance sheet at all times within the range established in the
RAF.

To attain these objectives, risk is actively managed by arranging additional hedging transactions on financial
markets to supplement the natural hedges generated on its own balance sheet as a result of the
complementary nature of the sensitivity to interest rate fluctuations of the deposits and lending
transactions arranged with customers or other counterparties.

The Executive Finance Division is responsible for analysing and managing this risk, and proposing hedging
transactions, management of the fixed income portfolio or other appropriate actions to the Asset and
Liability Committee to achieve this dual objective.

CaixaBank — 2017 Financial Statements -117 -



K

At 31 December 2017, CaixaBank used fair value macro-hedges as a strategy to mitigate its exposure to
interest-rate risk and to preserve the economic value of its balance sheet. In 2017, CaixaBank arranged
hedges for new fixed-rate loans and purchases of the long-term fixed income portfolio.

The table below shows, using a static gap, the breakdown of maturities and interest rate resets at 31
December 2017 of sensitive items on the CaixaBank consolidated balance sheet.

Matrix of maturities and revaluations of the sensitive balance sheet at 31 December 2017
(Thousands of euros)

1year 2 years 3 years 4 years 5 years > 5 years TOTAL
ASSETS
Mortgage collateral 87,882,018 11,367,403 1,422,089 1,250,150 1,143,935 9,785,179 112,850,774
Other guarantees 70,110,548 3,440,468 2,140,869 1,371,681 859,892 2,398,860 80,322,318
Debt securities 2,842,345 4,064,468 2,363,001 4,497,000 4,920,713 5,945,082 24,632,609
Total assets 160,834,912 18,872,339 5,925,959 7,118,830 6,924,540 18,129,120 217,805,701
LIABILITIES
Customer funds 105,729,018 17,365,192 7,990,740 6,908,200 7,060,076 34,168,564 179,221,790
Issuances 6,548,286 2,079,659 1,529,258 2,641,300 4,582,499 13,519,011 30,900,013
Money market, net (1,420,233) 256,830 27,388,072 91,269 56,256 244,920 26,617,113
Total liabilities 110,857,071 19,701,681 36,908,070 9,640,770 11,698,831 47,932,494 236,738,916
Assets less liabilities 49,977,840 (829,341) (30,982,111) (2,521,939) (4,774,290) (29,803,374) (18,933,215)
Types of coverage (5,197,756) 4,055,480 (925,877) 1,489,830 1,480,440 (902,117) 0

The sensitivity to interest rates — explained by the speed with which market rates are transposed and the
expected terms to maturity — have been analysed for items without a contractual maturity date (such as
demand accounts) on the basis of past experience of customer behaviour, including the possibility that the
customer may withdraw the funds invested in this type of products.

For other products, in order to define the assumptions for early termination, internal models are used
which include behavioural variables of customers, products, seasonality and interest rate fluctuations.

Interest rate risk in the banking book is subject to specific control and includes various risk measures, such
as analysis of the sensitivity to interest rates of net interest income and the economic value of the balance
sheet, and VaR (Value at risk) measurements.

The sensitivity of net interest income shows the impact on the review of balance sheet transactions caused
by changes in the interest rate curve. This sensitivity is determined by comparing a net interest income
simulation, at one or two years, on the basis of various interest rate scenarios (immediate parallel and
progressive movements of different intensities, as well as changes in slope). The most likely scenario, which
is obtained using the implicit market rates, is compared with other scenarios of rising or falling interest
rates and parallel and non-parallel movements in the slope of the curve. The one-year sensitivity of net
interest income to sensitive balance sheet assets and liabilities, taking account of scenarios of rising and
falling interest rates of 100 basis points each, is approximately +9.21% on the rising scenario and -1.55% on
the falling scenario.

The sensitivity of equity to interest rates measures the effect of interest rate fluctuations on economic
value. The one-year sensitivity of equity to sensitive balance sheet assets and liabilities, taking account of
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scenarios of rising and falling interest rates of 100 basis points each, is approximately +3.89% on the rising
scenario and +0.73% on the falling scenario, compared to the economic value in the baseline scenario.

Given current interest rates, it is worth noting that the falling stress scenario of -100 bps includes a floor of
0%, except for interest rates that are already below 0% in the baseline scenario being stressed.

The sensitivities of net interest income and equity are measurements that complement each other and
provide an overview of structural risk, which focuses more on the short and medium term, in the case of
net interest income, and on the medium and long term in the case of equity.

As a supplement to these measurements of sensitivity of equity, VaR measures are applied in accordance
with treasury-specific methodology.

In accordance with current regulations, CaixaBank does not use its own funds for the interest rate risk in
the banking book undertaken, in view of the low risk profile of its balance sheet. The balance sheet interest
rate risk assumed by CaixaBank is substantially below levels considered significant (outliers) under current
regulations.

CaixaBank continues to carry out a series of actions designed to strengthen the monitoring and
management of balance sheet interest rate risk.

3.5.2 Currency risk in the banking book

CaixaBank has foreign currency assets and liabilities in its balance sheet as a result of its commercial
activity, in addition to the foreign currency assets and liabilities deriving from the Entity’s measures to
mitigate foreign currency risk. The equivalent euro value of all foreign currency assets and liabilities in
CaixaBank’s balance sheet at 31 December 2017 and 2016 is as follows:

Foreign currency positions
(Thousands of euros)

31.12.2017 31.12.2016
Foreign currency assets

Cash and cash balances at central banks and other demand deposits 1,086,281 1,244,140
Financial assets held for trading 1,111,023 1,797,646
Loans and receivables 6,707,494 6,262,541
Investments 10,828 17,741
Other assets 46,283 56,385
Total foreign currency assets 8,961,909 9,378,453

Foreign currency liabilities
Financial liabilities measured at amortised cost 6,193,488 5,560,452
Deposits 5,337,658 5,256,794
Central banks 2,388,808 2,608,793
Credit institutions 663,336 272,257
Customers 2,285,514 2,375,744
Debt securities issued 807,379 241,092
Other financial liabilities 48,451 62,566
Other liabilities 1,121,230 1,898,906
Total foreign currency liabilities 7,314,718 7,459,358
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The Executive Treasury and Capital Markets Division at CaixaBank is responsible for managing the foreign
currency risk arising from balance sheet positions denominated in foreign currency, a task performed
through the market risk hedging activity undertaken by the Markets Area. Different financial instruments
available on the market are used for this purpose. The hedging of foreign currency risk involves the
arrangement of cash transactions such as active deposits or foreign currency liabilities, which are
recognised in the Entity’s balance sheet. Financial derivatives can also be used to mitigate asset and liability
positions in the balance sheet. However, the nominal amount of these instruments is not reflected directly
in the balance sheet but as memorandum items for financial derivatives. This risk is managed by seeking to
minimise the level of currency risk assumed, which explains why CaixaBank's exposure to the risk is low or
virtually non-existent.

The remaining minor foreign currency positions in the banking book and of the treasury activity are chiefly
held with credit institutions in major currencies (e.g. dollars, sterling and Swiss francs). The methods for
qguantifying these positions, which are the same, are applied alongside the risk measurements used for the
treasury activity as a whole.

The percentage breakdown, by currency, of loans and receivables, investments and financial liabilities
measured at amortised cost is as follows:

Main balance sheet items by currency

(Percentage)
31.12.2017 31.12.2016

Loans and receivables

US dollar 68 66

Pound sterling 10 8

Japanese yen 8 10

Polish zloty 4 4

Swiss franc 3 4

Other 7 8
Total loans and receivables 100 100
Investments

US dollar - 68

Brazilian real 100 32
Total investments 100 100
Financial liabilities measured at amortised cost

UsS dollar 92 77

Pound sterling 4 18

Other 4 5
Total financial liabilities measured at amortised cost 100 100
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3.6. Liquidity risk
3.6.1 Overview

CaixaBank manages liquidity to maintain sufficient levels so that it can comfortably meet all its payment
obligations on time and to prevent its investment activities from being affected by a lack of lendable funds,
at all times within the Risk Appetite Framework.

The elements used to achieve these objectives are:

e Centralised liquidity management system (CaixaBank subgroup) that includes a segregation of
duties to ensure optimum management and control and monitoring of risks.
e Maintaining an efficient level of liquid funds to meet obligations assumed, fund business plans and
comply with regulatory requirements.
e Actively manages liquidity; this entails continuous monitoring of liquid assets and the balance sheet
structure.
e Considers sustainability and stability as core principles of its funding sources strategy, based on:
o A fund structure that entails mainly customer deposits
o Funding in capital markets to complement the funding structure

CaixaBank's ALCO is charge of managing, monitoring and controlling liquidity risk. To do so, it monitors, on
a monthly basis, compliance with the risk appetite framework, the Entity's long-term funding plan, trends in
liquidity, expected gaps in the balance sheet structure, indicators and alerts to anticipate a liquidity crisis so
that it can take corrective measures in accordance with the Liquidity Contingency Plan. It also analyses the
potential liquidity levels under each of the hypothetical crisis scenarios, with different stress models
integrated into management.

The ALM (Asset Liability Management) Division, which reports to the Executive Finance Division, is
responsible for management liquidity risk, ensuring that liquid assets are permanently available in the
balance sheet, i.e. minimising the liquidity risk in the banking book inherent to banking business under the
guidelines established by the ALCO. Further, the Balance Sheet Analysis and Monitoring Division, which
reports to the Executive Finance Division, oversees the analysis and monitoring of liquidity risk. The analysis
is performed under both normal and business-as-usual market situations and under stress situations.

On the basis of the analyses, a Contingency Plan has been drawn up and approved by the CaixaBank Board
of Directors, defining an action plan for each of the crisis scenarios (systemic, specific and combined), with
the measures to be taken on the commercial, institutional and disclosure level to deal with this kind of
situation, including the possibility of using a number of stand-by reserves or extraordinary sources of
finance.

Available liquid assets are under the operational control of the liquidity management function, which is the
responsibility of the ALM area. These include the liquid assets that ALM manages as part of its responsibility
for managing balance sheet portfolios, and those managed by the Markets area, which oversees
investment in fixed income portfolios arising from the market making and trading activities.

In the event of a situation of stress, the liquid asset buffer will be managed with the sole objective of
minimising liquidity risk.
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3.6.2 Residual maturity periods

The detail, by contractual term to maturity of the balances of certain items on the CaixaBank balance
sheets at 31 December 2017 and 2016, in a scenario of normal market conditions, is as follows:

31.12.2017
(Millions of euros)
Demand <1 month 1-3 months 3-12 months 1-5 years > 5 years Total

Assets

Cash and cash balances at central banks and

other demand deposits 18,796 0 0 0 0 0 18,796

Financial assets held for trading — Derivatives 0 122 243 462 2,175 11,802 14,804

Financial assets held for trading — Debt securities 0 58 81 259 380 275 1,053

Available-for-sale financial assets — Debt

securities 0 0 0 533 6,747 6,439 13,719

Loans and receivables 4,597 9,045 6,846 12,675 39,226 140,872 213,260
Loans and advances 4,087 9,045 6,846 12,675 38,921 140,313 211,887
Debt securities 510 0 0 0 305 558 1,373

Held-to-maturity investments 0 0 0 1,373 9,697 0 11,070

Derivatives — Hedge accounting 5 0 21 262 997 1,361 2,646

Total assets 23,398 9,225 7,191 15,564 59,222 160,749 275,348

Liabilities

Financial liabilities held for trading — Derivatives 16 158 249 454 1,794 11,798 14,469

Financial liabilities measured at amortised cost 157,439 16,346 9,386 19,588 41,786 17,208 261,753
Deposits 154,250 15,121 7,933 17,589 33,348 2,267 230,508
Central banks 0 1,015 1,257 754 26,659 0 29,685
Credit institutions 1,913 4,642 439 16 1,084 871 8,965
Customers 152,337 9,464 6,237 16,819 5,605 1,396 191,858
Debt securities issued 420 1,008 1,007 1,913 8,275 14,762 27,385
Other financial liabilities 2,769 217 446 86 163 179 3,860

Derivatives — Hedge accounting 5 6 2 9 252 449 723

Total liabilities 157,460 16,510 9,637 20,051 43,832 29,455 276,945

Assets less liabilities (134,062)  (7,285)  (2,446)  (4,487) 15,390 131,294  (1,597)
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31.12.2016
(Millions of euros)
Demand <1 month 1-3 months 3-12 months 1-5 years > 5 years Total

Assets

Cash and cash balances at central banks and

other demand deposits 12,974 12,974

Financial assets held for trading — Derivatives 558 133 774 2,270 12,269 16,004

Financial assets held for trading — Debt securities 59 136 785 601 216 1,797

Available for sale financial assets — Debt

securities 1,247 1,989 1,823 5,526 3,967 14,552

Loans and receivables 17,140 7,045 6,586 18,712 66,523 101,274 217,280
Loans and advances 17,140 7,045 6,173 18,637 66,232 101,020 216,247
Debt securities 413 75 291 254 1,033

Held-to-maturity investments 1,034 7,027 245 8,306

Derivatives — Hedge accounting 87 35 26 1,171 1,782 3,101

Total assets 30,114 8,996 8,879 23,154 83,118 119,753 274,014

Liabilities

Financial liabilities held for trading — Derivatives 455 73 408 2,007 12,880 15,823

Financial liabilities measured at amortised cost 125,836 32,389 17,173 27,158 43,468 12,482 258,506
Deposits 125,519 29,777 14,969 25,282 33,967 626 230,140
Central banks 1,307 895 1,043 26,784 30,029
Credit institutions 3,827 1,079 134 478 270 5,788
Customers 125,519 24,643 12,995 24,105 6,705 356 194,323
Debt securities issued 2,050 1,127 1,447 9,501 11,504 25,629
Other financial liabilities 317 562 1,077 429 352 2,737

Derivatives — Hedge accounting 2 1 2 162 459 626

Total liabilities 125,836 32,846 17,247 27,568 45,637 25,821 274,955

Assets less liabilities (95,722) (23,850) (8,368) (4,414) 37,481 93,932 (941)

Bear in mind that the calculation of the gap in the total balance included in the previous tables projects
transaction maturities according to their contractual and residual maturity, irrespective of any assumption
that the assets and/or liabilities will be renewed. At a financial entity with a high degree of retail financing,
assets have a longer average maturity than liabilities, which produces a negative gap in the short term. The
tables also indicate a high degree of stability in customers’ demand accounts. Meanwhile, given the current
liquidity climate, the analysis must keep in mind the influence exerted on this calculation by maturities of
repurchase agreements and of deposits obtained through guarantees pledged on the loan with the
European Central Bank. In conclusion, a large portion of the liabilities is stable and others are very likely to
be renewed, while additional guarantees are available at the European Central Bank, and there is the
capacity to generate new deposits through asset securitisation and the issuance of mortgage- and/or public
sector-covered bonds. In addition, the Entity has access to liquid assets allowing it to immediately obtain
liquidity. Also worth noting is the fact that the calculation does not consider growth assumptions, and
consequently disregards internal strategies for raising net liquidity, which are especially important in the
retail market.
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Financial instruments that include accelerated repayment terms

At 31 December 2017, CaixaBank had instruments containing terms that could trigger accelerated
repayment if one or more of the events set out in the agreements occurred. The balance of transactions
including accelerated repayment terms stood at EUR 1,121 million, with the entire amount related to
transactions in which downgrades in credit rating could trigger accelerated repayment. Details of these
operations, by nature of the agreement, are as follows:

Instruments with accelerated repayment terms
(Thousands of euros)

31.12.2017 31.12.2016

Loans received (1) 1,121,030 699,692

(1) These loans are recognised under “Financial liabilities measured at amortised cost — Deposits from credit institutions” (see Note 20.1). Only
includes loans with repayment terms featuring a rating downgrade of up to three notches.

In addition, master agreements with financial counterparties for trading in derivatives (CSA agreements)
had a balance of EUR 10 million at 31 December 2017 subject to accelerated repayment terms.

3.6.3 Composition of liquid assets, the LCR (Liquidity Coverage Ratio) and the NSFR (Net Stable Funding
Ratio)

The following table presents a breakdown of CaixaBank's liquid assets at 31 December 2017 and 2016
based on the criteria established for determining high quality liquid assets (HQLA) to calculate the LCR:

Liquid assets (1)
(Thousands of euros)

31.12.2017 31.12.2016
Applicable weighted Applicable weighted
Market value amount Market value amount
Level 1 assets 47,541,584 47,541,584 34,228,042 34,228,042
Level 2A assets 332,627 282,733 80,962 68,818
Level 2B assets 2,856,818 1,553,393 4,629,488 2,669,560
Total liquid assets 50,731,029 49,377,710 38,938,493 36,966,420

(1) Criteria established to determine the LCR (Liquidity Coverage Ratio)

Banking liquidity, as shown by high quality liquid assets (HQLA) used to calculate the LCR, plus the balance
that can be drawn on the credit facility with the European Central Bank that does not comprise the
aforementioned assets, amounted to EUR 63,933 million and EUR 50,405 million at 31 December 2017 and
2016, respectively.
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Compliance with the liquidity coverage ratio became came mandatory on 1 October 2015. This entails
maintaining a level of liquid assets available to meet liquidity needs for a 30 calendar day stress scenario
which considers a combined financial sector-wide and entity-specific crisis. The applicable regulatory limit is
80% from 1 January 2017 and 100% from 1 January 2018. For CaixaBank, key figures for this ratio are:

LCR (*)
(Thousands of euros)
31.12.2017 31.12.2016
High quality liquid assets (numerator) 49,377,710 36,966,420
Total net cash outflows (denominator) 25,451,338 24,452,610
Cash outflows 29,312,924 29,481,930
Cash inflows 3,861,586 5,029,320
LCR (%) 194% 151%

(*) According to Commission Delegated Regulation (EU) 2015/61 of 10 October 2014 to supplement Regulation (EU) No 575/2013 of the European
Parliament and of the Council with regard to liquidity coverage requirement for credit institutions.

The definition of the NSFR (Net Stable Funding Ratio) was approved by the Basel Committee in October
2014. In November 2016, the European Union, the European Commission sent proposed amendments to
Directive 2013/36/EU (the "CRD IV") and Regulation 575/2013 (the "CRR") to the European Parliament and
the European Commission, which included, among other aspects, the regulation of the NSFR. Therefore,
their regulatory transposition is currently being awaited.

Regarding this ratio, the large weight of (more stable) customer deposits on CaixaBank’s funding structure
and limited use of wholesale markets for short-term funding results in a balanced funding structure.
Indeed, the NSFR ratio remained about 100% in 2017, even though this is required since January 2018.

3.6.4 Liquidity strategy
The liquidity risk strategy and appetite for liquidity risk and financing involves:

identifying significant liquidity risks for the Entity;

formulating the strategic principles the Group must observe when managing each of these risks;

defining significant metrics for each risk;

setting appetite, alert, tolerance and, as the case may be, stress levels within the Risk Appetite

Framework (RAF);

e. establishing management and control procedures for each of the risks, including mechanisms of
systematic internal and external reporting;

f. defining a stress testing framework and a Liquidity Contingency Plan to ensure that liquidity risk is
managed accordingly in situations of moderate and serious crisis;

g. and, a Recovery Planning framework, in which scenarios and measures are devised for stress

conditions.

o0 T

The liquidity strategy can be summarised as:

a. General liquidity strategy: maintenance of liquidity levels within the Risk Appetite Framework to
enable comfortably meeting payment obligations on time and without harming investment activity
owing to a lack of lendable funds.

b. Specific strategy: there are specific strategies for the following areas:

e management of intraday liquidity risk
e management of short-term liquidity risk
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e management of sources of financing
e management of liquid assets
e management of collateralised assets

c. Strategy for management of liquidity under crisis conditions: With three main goals:
e early detection of a possible liquidity crisis
e minimisation of negative impact on the initial liquidity position in a crisis situation
e liquidity management focused on overcoming a potential liquidity crisis

CaixaBank, as part of this approach to managing liquidity risk and to allow it to anticipate potential needs
for lendable funds, CaixaBank has various mechanisms in place to afford it access to the market and
expedite the financing process. These are:

a. securities placement programmes registered at the CNMV so as to expedite the formalisation of
securities issuances on the market.

b. authority from the Annual General Meeting to issue securities.
to facilitate access to short-term markets, CaixaBank currently maintains the following:

e Interbank facilities with a significant number of banks and third-party states

e Repo lines with a number of domestic counterparties

e Access to central counterparty clearing houses for repo business (LCH Ltd — London, LCH SA
— Paris, Meffclear — Madrid and EUREX — Frankfurt)

d. CaixaBank has several lines in effect with:

e The Spanish Instituto de Crédito Oficial (ICO) in order to facilitate lending facilities offered
by the Institute under its intermediation credit line.
e The European Investment Bank (EIB) and the Council of Europe Development Bank (CEB).

e. public sector covered bond issuance capacity.

f. financing instruments with the European Central Bank for which a number of guarantees have been
posted to ensure that high liquidity can be obtained immediately.

g. the Group's Liquidity Contingency Plan and Recovery Plan contain a wide range of measures that
allow for liquidity to be generated in diverse crisis situations. These include potential issuances of
secured and unsecured debt, use of the repo market, and so on. For all these, viability is assessed
under different crisis scenarios and descriptions are provided of the steps necessary for their
execution and the expected period of execution.

Financing obtained from the European Central Bank through various monetary policy instruments was EUR
26,819 million at 31 December 2017, unchanged compared to 31 December 2016. The amount at |31
December 2017 relates to the extraordinary round of TLTRO Il liquidity auctions maturing in 2020 (a
balance of EUR 24,319 million in June and EUR 2,500 million in December), the same as in 2016.

The scope of CaixaBank’s issuance programme at 31 December 2017 is shown in the tables below:

Debt issuance capacity
(Thousands of euros)

Total issuance Nominal used

capacity at 31.12.2017

Promissory notes programme (1) 3,000,000 1,494
Fixed income programme (2) 15,000,000 7,860,813
EMTN (Euro Medium Term Note) programme (3) 10,000,000 5,000,000

(1) Promissory notes programme registered with the CNMV on 11/07/2017.
(2) Base prospectus for non-participating securities registered with the CNMV on 20/07/2017.
(3) Registered with the Irish Stock Exchange on 20.06,2017
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(Thousands of euros) 31.12.2017 31.12.2016
Mortgage covered bond issuance capacity 2,804,590 4,000,171
Public sector covered bond issuance capacity 355,016 1,493,769

Wholesale funding maturities (net of own securities acquired) are as follows:

Wholesale funding maturities (net of own securities acquired) (*)
(Thousands of euros)

Up to1month 1-3 months 3-12 months 1-5 years >5 years Total
Mortgage covered bonds 1,000,000 1,053,100 1,928,723 7,530,939 9,858,592 21,371,354
Public sector covered bonds 0 0 87,800 0 0 87,800
Senior debt 0 0 709,282 36,861 1,062,247 1,808,390
Subordinated debt and preference shares 0 0 0 0 3,933,056 3,933,056
Senior Non Preferred 0 0 0 0 1,250,000 1,250,000
Total wholesale issuance maturities 1,000,000 1,053,100 2,725,805 7,567,800 16,103,895 28,450,600

(*) Includes issuances placed with the Insurance
Group

CaixaBank's financing policies take into account a balanced distribution of issuance maturities, preventing
concentrations and diversifying financing instruments. In addition, CaixaBank's reliance on wholesale
markets is limited.

3.7. Operational risk

3.7.1 Introduction

Operational risk is defined as “the risk of loss arising from inadequate or failed internal processes, people
and systems or from external events”.

The overall objective is to improve the quality of business management, supplying information on
operational risks to allow decisions to be made that ensure long-term continuity within the organisation,
improvements to its processes and the quality of both internal and external customer service, in
accordance with the regulatory framework established, and the optimisation of capital consumption.

The overall objective comprises a number of specific objectives that form the basis for the organisation and
working methodology applicable to managing operational risk. These objectives are:

e to identify and anticipate existing and/or emerging operational risks.

e to ensure the organisation's long-term continuity.

e to promote the establishment of continuous improvement systems for operating processes and the
structure of existing controls.

e to exploit operational risk management synergies at the Group level.

e to promote an operational risk management culture.

e to comply with the current regulatory framework and requirements for the applicability of the
management and calculation models chosen.
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3.7.2 Corporate governance

Overall control and oversight of operational risk is carried out by the Executive Global Risk Management
Division, which materialises the independence functions required by the Basel Committee on Banking
Supervision.

Business areas and Group companies: responsible for the daily management of operational risk within their
respective areas. This implies identifying, assessing, managing, controlling and reporting the operational
risks of their activity and helping the Operational Risk Division to implement the management model. The
Operational Risk Division is responsible for defining, standardising, and implementing the model for the
management, measurement and control of operational risk. It also provides back-up to areas and
consolidates information on operational risk throughout the Group for the purposes of reporting to Senior
Management and to the risk management committees involved.

3.7.3 Operational risk cycle

Although the method used to calculate regulatory capital is the standard method, the operational risk
measurement and management model used by the Group is designed to support management with risk-
sensitive approaches, in line with market best practices. The two main objectives are as follows: To
establish an operational risk model based on policies, processes, tools and methodologies that improve
operational risk management in the companies; and to help ultimately to reduce operational risk.

The operational risk model has two main pillars:

Operational Risk Management Framework (ORMF)

This is the Governance Framework and Management Structure for the operational risk model set out in the
Operational Risk Management Framework and the documents implementing it.

Operational Risk Measurement System (ORMS)

This is defined as the operational risk management system the Bank uses to measure its operational risk. It
is a system that integrates operational risk management into the Group’s day-to-day activities, and is based
on the combination and interaction of qualitative and quantitative methodologies.

The technological environment of the operational risk system provides all the functionality required and is
fully integrated into the bank’s transactional and information systems, to capture primarily loss events and
impacts and operational risk indicators (KRIs).

3.7.4 Operational risk management levers

Operational risk management is supported by the following mechanisms:

e Qualitative measurement of operational risk and scenarios of extreme operational losses based on self-
assessments. These exercises help greatly to align and raise awareness of operational risk management
throughout the organisation, as it is a transversal aspect that is shared across the Bank.

e Quantitative measurement of operational loss events using an internal database; and an external
database: CaixaBank belongs to the ORX Consortium (Operational Riskdata eXchange), which provides

information on operating losses for banks worldwide; this information is shared anonymously.

e Key operational risk indicators (KRls), are metrics, indices or measures to detect and anticipate changes
in operational risk levels.
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3.7.5 Action and mitigation plans

An action and mitigation plan methodology has been implemented to:

o effectively mitigate operational risks by reducing the likelihood of them occurring and cushioning
the impact if they do arise, or both at the same time.

e have in place a solid control structure based on policies, methodologies, processes and systems.

e integrate information generated by the operational risk management mechanisms into the Entity's
day-to-day management.

Standard action plan content entails appointing a centre to be in charge, and setting out the actions to be
undertaken to mitigate the risk covered by the plan, the percentage or degree of progress, which is
updated regularly, and the final commitment date.

The corporate insurance programme for dealing with operational risk is designed to cover and
counterbalance certain risks, and, therefore, mitigate their impact. Risk transfer depends on risk exposure,
tolerance and appetite at any given time.

3.7.6 Business continuity plan

Business continuity refers to the capability of an organisation to continue delivery of products or services at
acceptable predefined levels following a disruptive incident.

Business continuity management is a holistic management process that identifies potential threats to an
organisation and the impacts to business operations those threats, if realised, might cause. It provides a
framework for building organisational resilience with the capability for an effective response that
safeguards the interests of its key stakeholders, reputation, brand, and value - creating activities.

CaixaBank has adopted and maintained a Business Continuity Management System (BCMS) based on the
international ISO 22301:2012 standard and certified by the British Standards Institution (BSI), with number
BCMS 570347. The Business Continuity Plan is part of this system.

CaixaBank was designated a critical infrastructure operator by virtue of the provisions of Act 8/2011, on the
protection of critical infrastructure. The National Centre for the Protection of Critical Infrastructure is

responsible for promoting, coordinating and supervising all activities delegated to the Interior Ministry's
Security Secretariat.

3.7.7 Technological contingency plan, emergency plans and security measures

IT contingency plan

To correctly manage and control technological infrastructure, an IT contingency governance framework
must be in place. Technology infrastructure is essential to guarantee the continuity of the Bank’s
operations.

The governance framework is based on the international ISO 27031:2011 standard.

This governance framework ensures compliance with the recommendations of regulators (e.g. Bank of
Spain, ECB) and shows customers, regulators and other stakeholders:

e CaixaBank’s commitment to IT contingency.
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e The implementation and operation of an IT contingency management system in accordance with an
internationally renowned standard.

e Best practices in IT contingency management.

e The existence of a process based on continuous improvement.

The result is a regulatory body for IT contingency governance, audited by Ernst & Young, which issued a
certificate of Certified ISO 27031.

Emergency plans and security measures

There are several internal regulations on security measures in the different areas of the Entity, in addition
to a general Emergency Plan.

e Security in central offices

e Information security

e Personal data processing and confidentiality

Moreover, efforts are put into developing and continuously improving protection and defence capabilities
on the organisational, compliance and IT fronts by designing and carrying out projects pooled together in
security programmes (202 projects in 19 programmes for 2017). The main lines established are:

e Cybersecurity strategy:

o Adaptation of the cybersecurity strategy to the constant changes required by the
complicated global cybercrime scene, resulting in an innovative strategy aligned with best
practices and standards in the market.

o CaixaBank has a team of IT security specialists working daily to ensure it has the best tools
for combating cybercrime, backed by a team of cybersecurity specialists (Cyber Security
Response Team), which is trained and ready 24/7 to address the most advanced threats.
The importance of cybersecurity at present and its relationship with operational and
reputational risk management pose a huge responsibility for the organisation as a whole.
Therefore, the Entity encourages informing and raising awareness about information
security among everyone related to the Bank (employees, customers, collaborators, etc.) as
a core element of its cybersecurity strategy, raising knowledge and applying best practices.

e Customer fraud: Improved controls to fight customer fraud, with tools that can detect and protect,
at source, increasingly sophisticated banking malware bearing in mind the new digital banking
models.

e Technology fraud: Implement new technology fraud prevention controls to mitigate and prevent
new fraud scenarios, information theft and malpractice by users of CaixaBank's information
systems.

e Security governance: Ensure compliance with new regulatory requirements in the area of
information security (e.g. General Data Protection Regulation, PSD2, ECB requirements, S&Ps) and
perform ongoing control reviews.

e Supplier security: Implement a new methodology to ensure suppliers meet the level of security
required by CaixaBank.

e Security strategy - new trends (Cloud, APls, Blockchain): Establish the general requirements needed
to guarantee information security in Cloud based systems and in the CaixaBank services open to the
outside for use by third-party applications. Implemented security controls to operate these
environments.

e Global endpoint and email security strategy: Migrate the security platform to a new ecosystem of
advanced products to deal with new threats.
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e Transformation of identity management in the Group: Transform identity management in all
corporate areas, factoring in cloud environments. Improve security in the management of
privileged users and update of approval policies.

e Security awareness raising: Make employees aware of security, as a key to reinforcing security at
CaixaBank, group companies and suppliers.

3.7.8 Activities during the year

On 7 December 2017, the Basel Committee published the document “Basel lll: finalising post-crisis
reforms”, including a new method for calculating minimum regulatory capital requirements for operational
risk. The impact of this new model known as the Standardised Measurement Approach (SMA) has been
assessed. It is envisaged that this reform will be definitely implemented in 2022.

During the year, as part of the self-assessment process the taxonomy of operational risks was brought into
line with the new corporate risk map. A self-assessment of over 600 operational risks identified in the
management perimeter was conducted, while the different areas' sensitivities to culture of aversion to
operational risk were enhanced.

The updating of the Risk Catalogue during 2017 has implied the explicit mention of the Model Risk in the
definition of the Risk of Operational Processes and External Events. Understanding as such, the risk derived
from the potential loss that an entity could incur as a result of decisions based mainly on the results of
internal models, due to errors in the conception, application or use of such models.

As part of the set of RAF metrics (risk appetite framework), the Level 2 indicators for conduct risk and IT risk
were made more robust, and a specific indicator for legal risk was introduced.

Parameters were drawn up in 2017 to shape collaboration with BPI vis-a-vis adapting policies and
procedures to ensure a common operational risk management framework can be rolled out across the

entire group.

The breakdown of gross losses by type of risk is as follows:

Distribution of gross losses by operational risk category

1.7% 2.1%

Internal fraud
= External fraud

Employment practices and

occupational health and safety 43.3%

47.7%
m Customers, products and °

business practices
. . 46.9%
Natural disasters and public

health
Technology and infrastructure
faults

m Execution, delivery and 0.2%
management of processes 0.0%

45.1%
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3.8. Conduct and compliance risk

Insofar as operational risk is concerned, conduct and compliance risk is defined as risk arising from the
application of conduct criteria that run contrary to the interests of its customers and stakeholders, along
with deficient procedures resulting in acts or omissions that are not compliant with the legal or regulatory
framework, or with internal codes and rules, and which could result in administrative sanctions or
reputational damage.

The CaixaBank Group’s objective is to minimise the probability of occurrence of this risk and, if it occurs, to
detect, report and address the weaknesses promptly.

The management of compliance and conduct risk is not limited to any specific area, but rather the entire
Entity. All employees must ensure compliance with prevailing regulations, applying procedures that capture
regulations in their activity.

In order to manage compliance and conduct risk, management and governance bodies encourage the
dissemination and promotion of the values and principles set out in the Code of Business Conduct and
Ethics, and its members and other employees and Senior Management must ensure that they are
compliant as a core criterion guiding their day-to-day activities. Therefore, as the first line of defence, the
areas whose business is subject to compliance and conduct risk implement and manage a first level of
indicators and controls to detect potential sources of risk and act effectively to mitigate them. As a second
line of defence, the Assistant Deputy General Manager of Control and Compliance Subdivision, who
oversees the Corporate Regulatory Compliance Division, reviews internal procedures to verify that they are
up-to-date and, as appropriate, to identify situations of risk, in which case the affected areas are called
upon to develop and implement the improvement actions necessary.

3.9. Reputational risk

Reputational risk is the risk of loss of competitiveness due to the loss of trust in the CaixaBank Group by
some of its stakeholders, based on their assessment of actions or omissions, real or purported, by the
Entity, its Senior Management or governance bodies.

Structure and organisation of the risk management function

e As the main area responsible for enhancing and strengthening CaixaBank's reputation, the
Executive Communication, Institutional Relations, Brand and Corporate Social Responsibility
Division is also in charge of measuring and monitoring changes in CaixaBank's global reputation and
any risks that could negatively affect this, reporting on this matter to the Entity's Corporate
Responsibility and Reputation Committee, Senior Management and governance bodies.

e The chair of the Corporate Responsibility and Reputation Committee is the Executive
Communication Manager, and its members include the main organisational divisions handling
relations with stakeholders and the management of the CaixaBank Group's main investees
(CaixaRenting, VidaCaixa, etc.). The CRRC's functions include analysing CaixaBank's reputation and
regularly monitoring any identified risks that might affect CaixaBank's reputation and proposing
actions and contingency plans to minimise the risks detected.

The CRRC reports on the results of its reputational risk monitoring to the Global Risk Committee of

the company, which then reports to the Risks Committee of CaixaBank's Board of Directors. The
CRRC also reports directly to the Board Appointments Committee.
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All CaixaBank's areas and subsidiaries also have joint responsibility for the reputation of the Entity and of
the CaixaBank Group. They are involved in identifying and managing the reputational risks to which
CaixaBank is exposed, and establishing mitigation plans and measures.

Assessing reputation: Reputation Scorecard and monitoring tools

CaixaBank uses a raft of tools to measure and analyse trends to remain permanently abreast of the
constant changes and growing demands of its stakeholders and society at large. These include: opinion
surveys among principal stakeholders (customers, staff and shareholders); daily monitoring and
management of reputation in the printed and online media and on social networks; dialogue with the main
players in civil society; reputation rankings and monitoring by independent experts.

CaixaBank's reputation is measured using a Reputation Scorecard featuring a range of (internal and
external) reputational indicators using data gleaned from various sources of stakeholder expectations and
perception analysis. These include the main indicators for all CaixaBank's stakeholders and key reputational
values, which are given a weighting based on their strategic importance. The Reputation Scorecard provides
a Global Reputation Index (GRI): a global metric enabling data to be compared over time and benchmarked
against peers. This metric is also used to determine the reputational risk appetite framework, i.e. the
perception threshold that CaixaBank strives to remain above at all times.

Reputational risk monitoring and management: Main mechanisms

CaixaBank has codes of conduct and responsible practice policies (such as the Corporate Social
Responsibility Policy, Human Rights Policy and Defence Policy). These policies are approved by the Board of
Directors and set out the conduct-related objectives and principles of CaixaBank staff. They also help to
prevent and mitigate the Entity's exposure to reputational risk, and adoption of best corporate

responsibility practices.

The Reputational Risk Map is the key tool used to formally oversee reputational risk management. This Map
enables CaixaBank to:

e Identify and classify the risks that could affect the Entity's reputation.

e Rank risks by criticality according to their damage to the Entity's reputation and the coverage of
preventative policies.

e Establish indicators for monitoring each risk (KRIs).

e Establish coverage and mitigation policies for the areas responsible for the different risks.
One of the main tools of CaixaBank's Social Corporate Responsibility and Reputation Committee and
governance bodies for mitigating reputational risk is the Reputational Risk Map, which considers the
hedging policies established by the various risk areas.
The internal reputational risk management polices also include developing in-house training to mitigate the

appearance and effects of reputational risks, establishing protocols to deal with those affected by the
Bank's actions, or defining crisis and/or contingency plans to be activated if the various risks arise.
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Key highlights and progress in the management of reputation in 2017

The Reputational Risk Map was updated in 2017, in response to the Entity's current position and external
circumstances. New risks to be prevented have been included, such as connections with tax havens or
controversial sectors, while other existing risks have been rehashed, as is the case with those associated
with responding to digitalisation or disruptive competitors.

Progress has been made throughout the year in relation to reputational risk management, following the
requirements of the European regulator (Basel Committee, European Banking Authority guidelines and ECB
recommendations). Work has taken place to integrate reputational risk with the Entity's other risks, looking
at both the effects on reputation of these risks and standardisation of control and management measures
used. One of the steps taken has been to bolster the work of the Corporate Responsibility and Reputation
Committee, increasing the frequency of its meetings and giving it more executive powers.

Turning to the tools for measuring reputation, the Global Reputation Index (GRI) has been strengthened
with the introduction of new indicators and inclusion of BPI in the scope of measurement and analysis.

In 2017, the Governance Bodies, Management Committee and Board of Directors also approved the CSR
Master Plan, which has five main lines of action: integrity, transparency and diversity; good governance, the
environment, financial inclusion; and social initiatives and volunteering.

The Reputational Risk Support Service (RRSS) has also been set up to handle branch enquires concerning
matters that could result in a breach of the corporate social responsibility policies and therefore, pose a
reputational risk.

3.10. Legal and regulatory risk

Legal and regulatory risk is defined as the possibility of experiencing losses or reduced profitability in the
CaixaBank Group, as a result of changes to the regulatory framework or court rulings that are unfavourable
to the bank. This includes two risks:

(i) risks arising from legislative or regulatory changes; i.e. from amendments to the general legal
framework or to specific sector regulations (banking, insurance, and asset management) that cause a
loss or decrease in the Group’s profitability.

(ii) risk arising from judicial or administrative claims; i.e. claims by public administrations, customers,
investors, suppliers or employees alleging non-compliance or illegal actions, violation of contractual
clauses, or a lack of transparency in the products marketed by the Group.

Aware of the influence that the regulatory framework can have on the Bank's activities and its potential
impact on its long-term sustainability, the CaixaBank Group continuously monitors all regulatory changes.
Senior management, especially through the Regulation Committee set up as an offshoot of the
Management Committee, carefully considers the transcendence and scope of new regulatory measures.

To manage this risk accordingly from Legal Advisory, work is undertaken to continuously monitor and follow
regulatory changes, defend the Entity's interests, and analyse and adapt to regulations, identify risks,
implement procedures, and argue the Entity's case in legal proceedings.
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The regulatory agenda continued to advance considerably in 2017. In addition to further developments in
the prudential framework and crisis management, regulation also increased in terms of customer and
investor protection and digital and technological matters. Among others, the Entity participated in:

Basel Committee consultative processes over revisions to its proposals for the standardised approach
(SA) for capital charges for credit, market and operational risks. Along with proposals to amend the
Capital Requirements Directive (CRD V) and the Capital Requirements Regulation (CRR 2).

Consultations on crisis management by contributing to and actively participating in the proposed
review of the Bank Recovery and Resolution Directive (BRRD Il), especially concerning the
introduction of a new category of senior debt and the necessary review of the Minimum
Requirement of Eligible Liabilities (MREL). Further, modification of the Regulation on the Single
Resolution Mechanism.

Monitoring and involvement in consultations on the new European framework for the
management of NPLs.

Monitoring of the adoption in the European Union of international accounting standards,
specifically the interaction of IFRS 9 Financial Instruments and IFRS 4 Insurance Contracts and IFRS
16 Leases.

Consultations run by a number of regulators on FinTech activities: (i) European Commission
consultation on the FinTech phenomenon in general; (ii) European Banking Authority consultation
on its approach to FinTech; (iii) Basel Committee on Banking Supervision on the implications of
FinTech developments for banks and bank supervisors; and (iv) European Central Bank consultation
on a guide for evaluating FinTech bank licences.

Consultations on specific matters concerning the financial sector's digital transformation such as: (i)
the European Supervisory Authorities Joint Committee consultation on the use of Big Data by
financial institutions; and (ii) the EBA's consultation on recommendations on outsourcing to cloud
service providers.

Monitoring of ESMA and European Commission developments of the Directive on markets in
financial instruments (“MIFID 2”) and the Regulation on financial markets amending Regulation
648/2012 EMIR (MIFIR). At European level, the Entity has also contributed to the consultations on
ESMA product governance guidelines.

Consultations on regulations implementing the Directive on Payment Services (PSD2), in particular
on strong customer authentication and secure communication.

Monitoring of the various European initiatives vis-a-vis the Capital Markets Union, Consumer
Financial Services Action Plan and future FinTech Action Plan.

Monitoring of the inclusion of various European Directives in Spanish regulations, specifically: (i)
the Mortgage Credit Directive (MCD); (ii) the Basic Payment Accounts Directive (PAD); (iii) the
Second Payment Services Directive (PSD2); (iv) the General Regulation on Data Protection (GDPR);
(v) the Markets in Financial Instruments Directive (MiFID 2); and the Fourth Anti Money Laundering
Directive (AMLD 4).

In addition, the Entity worked actively on implementing the various rules:

Regulation (EU) No. 1286/2014 on key information documents for packaged retail and insurance-
based investment products (PRIIPs). Key Investor Information Documents (KIIDs) have been drawn
up for products to be sold.
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e Directive 2014/65/EU of the European Parliament and of the Council on markets in financial
instruments and amending Directive 2002/92/EC and Directive 2011/61/EU; Regulation (EU) No.
600/2014, of 15 May 2014, on financial markets and amending Regulation (EU) No. 648/2012,
(MIFID Il and MIFIR) and implementing standards and regulations, especially Commission Delegated
Directive (EU)) 2017/593, of 7 April 2016, supplementing Directive 2014/65/EU with regard to
safeguarding of financial instruments and funds belonging to clients, product governance
obligations and the rules applicable to the provision or reception of fees, commissions or any
monetary or non-monetary benefits; and Commission Delegated Regulation (EU) 2017/565, of 25
April 2016, supplementing Directive 2014/65/EU of the European Parliament and of the Council as
regards organisational requirements and operating conditions for investment firms and defined
terms for the purposes of that Directive.

e Regulation (EU) 2016/679 of the European Parliament and of the Council on the protection of
natural persons with regard to the processing of personal data and on the free movement of such
data (General Data Protection Regulation). CaixaBank has launched a project to comply with the
new EU rules on data protection affecting the companies in its group of companies. The project is
underway and the first milestone is for Group companies to fulfil the requirements of the new
regulations by May 2018. This project entails, inter alia, adapting information systems and
customer relations, rolling out new systems for logging and controlling campaigns, appointing a
Data Protection Officer, and rehashing the Group's rules on privacy and suppliers.

e Directive (EU) 2015/2366 of the European Parliament and of the Council of 25 November 2015 on
payment services in the internal market, amending Directives 2002/65/EC, 2009/110/EC and
2013/36/EU and Regulation (EU) No 1093/2010, and repealing Directive 2007/64/EC and analysis of
the proposed Regulatory Technical Standards on strong customer authentication and common and
secure open communication supplementing Directive (EU) 2015/2366. Impact assessment and
implementation, prior to incorporation into domestic law.

e Royal Decree Law 5/2017, of 17 March, modifying Royal Decree Law 6/2012 of 9 March, on urgent
measures to protect low-income mortgage debtors, and Law 1/2013, of 14May, on measures to
strengthen the protection of mortgage borrowers, debt restructuring and social rent. Impact
assessment and implementation.

A broad project was also carried out to improve the formal and material transparency of contractual
documents for consumer of the most widely distributed products, in order to ensure they are fully
understood by all parties involved, and effect a legal review of the procedure by which financing operations
are used as collateral to cover CaixaBank's obligations with the Bank of Spain, specifically in regard to (i)
better identification of transactions that meet eligibility requirements, (ii) identification of legal
requirements to ensure the transaction in question may be used as collateral, and (iii) monitoring the life
cycle of the transactions used and their inclusion in the policy.

Further, the importance extended to the regulatory framework for tax risk management in Spain and
abroad, in addition to the growing interest of stakeholders and society in general in corporate tax
management, led the Tax Division, in coordination with the corresponding business areas, to continue
rolling out a series of measures in 2017 to improve tax risk management and the effectiveness of the
control measures in place.

e In 2017, CaixaBank continued with the recurring review and update of the standard procedures in
place, and began implementing new solutions for data management and automated processing in
compliance with existing tax obligations and new tax obligations that must be addressed in 2018.
From a synthetic viewpoint:

o Subsequent to Royal Decree 596/2016, of 2 December for the modernisation, improvement
and stimulus of the use of electronic methods in VAT management, amending VAT regulations
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and other tax regulations, and the approval of Order HFP/417/2017, of 12 May, regulating the
regulatory and technical specifications for the management of the Value Added Tax Record
Books through the E-Office of the Tax Agency, the Immediate Information Supply system was
designed and implemented as a new information system in response to an existing obligation
(management of VAT record books) which required the Group to adapt its IT applications.

o  With regard to transfer price, 2016 was the first year in which it was mandatory to carry out
Country by Country Reporting in Spain through the AEAT electronic platform. Given the volume
of data and information managed by the CaixaBank Group, IT tools have been rolled out to
comply with this obligation.

o Following the approval of Royal Decree Law 1/ 2017, of 20 January, on urgent measures to
protect consumers in relation to floor clauses, controls and IT solutions have been
implemented to ensure compliance with the related requirements.

o In relation to Corporation Tax, the measures set down in Royal Decree Law 3/2016, of 2
December, adopting tax measures aimed at consolidating public finances and other urgent
measures in the social domain, were implemented, in addition to those of Royal Decree
683/2017, of 30 June, amending the Corporation Tax Regulation.

3.11. Capital adequacy

As stated in the Risk Appetite Framework, CaixaBank has set an objective of maintaining a medium-low risk
profile and a comfortable level of capital to strengthen its position as one of the healthiest entities in the
European banking market.

Capital adequacy to cover eventual unexpected losses is measured from two different perspectives and
using different methodologies: regulatory capital and economic capital.

In general, the banking sector mainly uses regulatory capital (increasingly during the financial crisis of the
past few years) as this is the metric required by regulators and that which investors and analysts can use to
compare financial entities. However, CaixaBank has developed and uses economic capital as an additional
reference as it provides a more accurate view of its risk aggregation and diversification policy.

Regulatory capital

Since 1 January 2014, the capital adequacy of financial corporations has been regulated by Regulation (EU)
575/2013 (CRR) and Directive 2013/36/EU of the European Parliament and of the Council, both dated 26
June 2013, which implement the Basel Ill regulatory framework (BIS 1l1) in the European Union.

Additionally, following the transposition to European legislation, the Basel Committee and other relevant
bodies published a series of additional rules and documents containing new specifications for the
calculation of capital. This means that procedures are constantly being updated, and therefore CaixaBank
continuously adapts its processes and systems to ensure the calculation of capital consumption and direct
deductions from capital are fully aligned with the new established requirements.

As stipulated in the regulation, CaixaBank is subject to minimum eligible capital and disclosure
requirements at individual and consolidated level.

CaixaBank — 2017 Financial Statements -137 -



K

Economic capital

The economic capital model forms the basis of the internal estimate of capital requirements and
supplements the regulatory view of capital adequacy. This is an internal estimate the Bank adjusts
according to its level of tolerance to risk, volume, and type of business activity.

Therefore, CaixaBank's Board of Directors and Management are responsible for ensuring that it has
sufficient capital at all times to deal with any incident, with a high level of confidence.

With this objective, CaixaBank uses the same level of confidence as that used in the Pillar |
calculations, 99.9% of Basel Il, which allows it to maintain its desired target rating in alignment with
best sector practices.

Hence, economic capital is not a substitute for regulatory capital, but a supplement which is used to
better offset the actual risk assumed by CaixaBank and it includes risks that have not been factored in
at all or only partially, by the regulatory measures.

In addition to the risks referred to in Pillar 1 (credit, market and operational risk), it includes interest
rate risk in the banking book, liquidity risk and other risks (business, reputational, concentration,
concentration and actuarial).

The economic capital model is used in Pillar 2 of Basel lll reporting by the CaixaBank Group to the
supervisor as it measures, based on its own criteria, the group of risks to which the Group's activity is
exposed.
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Regulatory framework

In 2010, the Basel Committee on Banking Supervision approved the reform of the global regulatory framework
known as Basel lll in the aftermath of the international financial crisis. The package of legislation transposing
this framework came into force in the European Union with effect from 1 January 2014. It comprised
Regulation 575/2013 (CRR) and Directive 2013/36 (CRD IV). These modifications sought to improve the
banking sector’s ability to absorb the impact of economic and financial crises, whilst enhancing risk
management and governance, transparency and information disclosure. Specifically, these improvements
called for stricter requirements for the quantity and quality of capital, and the introduction of liquidity and
leverage measures. The CRR was applied directly in Spain and CRD IV was implemented through Royal Decree-
Law 14/2013, Law 10/2014 and Royal Decree 84/2015, in addition to other lower level provisions such as Bank
of Spain Circular 2/2016. The CRR establishes a progressive implementation schedule for the new
requirements in the European Union. Bank of Spain Circular 2/2014, partially repealed by Circular 2/2016, and
Circular 3/2014 implemented the regulatory options applicable during the Basel Il phase-in period. However,
on 1 October 2016 these Circulars were replaced by European Regulation 2016/445 of the ECB, which sought
to standardise various significant national discretions and options.

From a supervisory perspective, in 2014, the ECB took responsibility for supervision of the euro area, following
Regulation 1024/2013 of the Council and ECB regulation 468/2014 coming into effect, giving rise to the
creation of the Single Supervisory Mechanism (SSM). Under the SSM, the ECB takes direct responsibility for
supervision of the most significant entities, including CaixaBank, and indirect responsibility for other entities,
which are supervised directly by national authorities.

In 2015, the ECB completed the first annual cycle of the Supervisory Review Evaluation Process (SREP) since
the creation of the SSM, in implementation of Pillar 2 of the Basel regulatory framework.

The SREP was designed as an ongoing supervisory process to evaluate the adequacy of capital, liquidity,
corporate governance, and risk management and control using a standardised European process put in place
by the European Banking Authority (EBA). The SREP process may require additional capital or liquidity, or other
gualitative measures in response to any risks and weaknesses detected by the supervisor in an entity. The
SREP seeks to assess the viability of entities on an individual basis, also considering comparisons against their
peers. Any additional capital requirements under the SREP process (“Pillar 2” requirements) may also be
complemented by combined capital buffer requirements (CBR, Combined Buffer Requirement) comprising
capital conservation, anti-cyclical capital and systemic risk buffers.

Capital adequacy in CaixaBank

At 31 December 2017, the CaixaBank Group had a Common Equity Tier 1 (CET1) ratio of 12.7% (down 46 basis
points versus 31 December 2016), primarily due to the integration of the Portuguese bank BPI in the first
quarter of the year, which had an impact of -115 basis points”on this ratio.

In 2017 CaixaBank issued EUR 1,000 million of eligible Additional Tier 1 (AT1), putting the regulatory ratio at
12.8% at the year end. As the issuance absorbs deductions during the Basel lll phase-in period, that were being
sustained by CET1, the improved capital adequacy is largely transferred to the CET1 regulatory ratio.

’The impact of the integration of BPI includes the sale of 2% of Banco de Fomento Angola (BFA), with a reduction in capital
requirements for operational risk due to the loss of control over the Angola-based bank.
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The Total Capital ratio stands at 16.1% (16.2% at 31 December 2016). This year, three new issuances of
subordinated debt were made for a total amount of EUR 2,150 million, and one issuance with a nominal
amount of EUR 1,302 million was redeemed.

Risk-weighted assets (RWA) at 31 December 2017 stood at EUR 148,940 million, up EUR 14,076 million (10%)
from the end of the previous year, primarily due to the acquisition of BPI.

Applying the criteria expected for the end of the transitional period (fully loaded), the CaixaBank Group had a
CET1 ratio of 11.7% at 31 December 2017 (in line with the Strategic Plan target range of 11%-12%), a Tier 1
ratio of 12.3% and a Total Capital ratio of 15.7%, also in line with the minimum target of 14.5% established in
the Strategic Plan.

In relation to subordinated instruments, to comply with future MREL requirements, in September EUR 1,250
million of senior non-preferred debt was issued. The ratio of subordinated instruments, including mainly Total
Capital and senior non-preferred debt stands at 16.8% (fully loaded).

For 2017, the ECB requires the CaixaBank Group to maintain a CET1 regulatory ratio of 7,375%, entailing: the
minimum requirement of Pillar | of 4.5%; the requirement of Pillar Il (supervisory review process) of 1.5%; the
capital conservation buffer of 1.25% (2.5% phased-in over four years, to 2019) and the O-SIl (Other
Systemically Important Institution) buffer of 0,125% (0.25% phased-in over four years, to 2019). On a fully
loaded basis, the minimum CET1 level would be 8.75%.

Similarly, based on the Pillar | requirements of 6% and 8% for Tier 1 and Total Capital, respectively, the
minimum Tier 1 requirements were 8,875% (regulatory) and 10.25% (fully loaded), and 10,875% (regulatory)
and 12.25% (fully loaded) for Total Capital.

For 2018, due to the transitional application of buffers, regulatory requirements are 8,063% for CET1, 9,563%
for Tier 1 and 11,563% for Total Capital. Fully loaded requirements remain unchanged in 2018.

CaixaBank is also subject to minimum capital requirements on a non-consolidated basis. CaixaBank's individual
CET1 ratio stood at 13.6%.

Given the current solvency levels of the CaixaBank Group, the requirements applicable would not give rise to
any of the automatic limitations set down in solvency regulations regarding distributions of dividends, variable
remuneration and interest to holders of additional Tier 1 capital instruments.

CaixaBank’s dividend policy meets the conditions established by the ECB in its recommendation of 28
December 2017, on dividend distribution policies for credit institutions, and therefore represents no limitation
for the Entity.
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The composition of the CaixaBank Group’s eligible own funds at 31 December 2017 and 2016 is as follows:

Eligible own funds

(Thousands of euros)

31.12.2017 31.12.2016
Amount % Amount %
Net equity 24,683,281 23,555,562
Shareholders’ equity 24,203,895 23,399,819
Capital 5,981,438 5,981,438
Profit/(loss) 1,684,167 1,047,004
Reserves and other 16,538,290 16,371,377
Minority interests and valuation adjustments 479,386 155,743
Other CET1 instruments (755,785) (632,187)
Adjustments applied to the eligibility of minority interests and valuation
adjustments (147,896) (111,629)
Other adjustments (1) (607,889) (520,558)
CET1 instruments 23,927,496 22,923,375
Deductions from CET1 (4,961,008) (5,134,157)
Intangible assets (3,364,813) (2,415,643)
Deferred tax assets (1,125,674) (685,185)
Other deductions from CET1 (470,521) (337,822)
AT1 deductions covered by CET1 0 (1,695,507)

CET1

18,966,488 12.7% 17,789,218 13.2%

AT1 instruments
Deductions from AT1
Intangible assets
Other deductions from AT1
AT1 deductions to be covered by CET1

999,000 ()}
(891,300) 0
(841,203) (1,610,428)

(50,097) (85,079)

0 1,695,507

TIER1 19,074,188 12.8% 17,789,218 13.2%
T2 instruments 5,023,123 4,087,736
Deductions from T2 (50,097) (85,079)
TIER 2 4,973,026 3.3% 4,002,657 3.0%
TOTAL CAPITAL 24,047,214 16.1% 21,791,875 16.2%
Memorandum items: Risk-weighted assets 148,940,259 134,863,962

Credit risk 110,818,912 98,190,228

Shareholder risk 22,860,407 23,703,136

Market risk 2,278,293 1,688,891

Operational risk 12,982,647 11,281,707
(1) Mainly the forecast for dividends expected to be distributed.
Leverage ratio
(Thousands of euros)

31.12.2017 31.12.2016

Exposure 344,281,393 309,678,048
Leverage ratio 5.5% 5.7%
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The table below shows the changes in regulatory capital in 2017 and 2016:

Changes in regulatory capital

(Thousands of euros) 31.12.2017 31.12.2016
Amount % Amount %
CET1 at 1 January 17,789,218 13.2% 18,485,412 13.0%
Changes in CET1 instruments 1,004,121 (1,061,068)
Profit 1,684,167 1,047,004
Dividend (896,966) (536,066)
Reserves (103,011) (1,169,301)
Minority interests 269,161
Valuation adjustments and other 50,770 (402,705)
Changes in deductions from CET1 173,149 364,874
Intangible assets (949,170) (453,569)
Financial investments 0 238,215
Deferred tax assets (440,489) (474,437)
Other deductions from CET1 (132,699) (295,031)
AT1 deductions covered by CET1 1,695,507 1,349,697
CET1 at 31 December 18,966,488 12.7% 17,789,218 13.2%
Additional Tier 1 at 1 January 0 0.0% 0 0.0%
Changes in AT1 instruments 999,000 0
Changes in deductions from CET1 (891,300) 0
Deductions from AT1 (891,300) (1,349,697)
Deductions to be covered by CET1 0 1,349,697
Additional Tier 1 at 31 December 107,700 0.1% 0 0.0%
TIER 2 at 1 January 4,002,657 3.0% 4,342,083 3.1%
Changes in Tier 2 instruments 935,387 (356,439)
Subordinated issuances 2,150,000 0
Redemption of issuances (1,302,000) (33,925)
Other 87,387 (322,514)
Changes in Tier 2 deductions 34,982 17,013
TIER 2 at 31 December 4,973,026 3.3% 4,002,657 3.0%
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Information on capital requirements by risk calculation method for 2017 and 2016 is presented below:

Detail of risk weighted assets by method

(Thousands of euros) 31.12.2017

31.12.2016

Risk weighted assets

%

Risk weighted assets %

Credit risk 110,818,912 74.4% 98,190,228 72.8%
Standardised approach 64,171,518 43.1% 48,815,577 36.2%
IRB approach 46,647,394 31.3% 49,374,651 36.6%
Shareholder risk 22,860,407 15.4% 23,703,136 17.6%
PD/LGD method 10,040,278 6.7% 14,111,263 10.5%
Simple method 12,559,782  8.4% 9,426,977 7.0%
VaR method 260,347 0.2% 164,896 0.1%
Market risk 2,278,293 1.5% 1,688,891 1.3%
Standardised approach 1,227,668 0.8% 324,504 0.2%
Internal models (IMs) 1,050,625 0.7% 1,364,387 1.0%
Operational risk 12,982,647 8.7% 11,281,707 8.4%
Standardised approach 12,982,647 8.7% 11,281,707  8.4%
Total 148,940,259 100.0% 134,863,962 100.0%
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5. Appropriation of profit

The appropriation of profit of CaixaBank in 2017, to be presented by the Board of Directors for approval at
the Annual General Meeting, is as follows:

Appropriation of CaixaBank's profit
(Thousands of euros)

2017
Basis of appropriation
Profit/(loss) for the year 1,428,131
Distribution:
To dividends (1) 896,969
To interim dividend (November 2017) 418,454
To final dividend (2) 478,515
To reserves (3) 531,162
Legal reserve (4) 0
Voluntary reserves (5) 531,162
Net profit for the year 1,428,131

(1) Estimated maximum amount (see Note 2 below).

(2) The Board of Directors will submit a proposal at the Annual General Meeting to approve a final dividend of EUR
0.08 per share, to be paid in April 2018. The total distributable amount is the estimated maximum, which will be
reduced in accordance with the number of treasury shares held by CaixaBank at the date of payment of the
divided as, in accordance with the Spanish Corporate Enterprises Act, treasury shares are not eligible to receive
dividends.

(3) Estimated amount (see Note 5 below).

(4) Itis not necessary to transfer part of the 2017 profit to the legal reserve, as this reserve has reached 20% of the
share capital (article 274 of the Spanish Corporate Enterprises Act).

(5) Estimated amount to be appropriated to voluntary reserves. This amount will increase by the same amount that
the amounts earmarked for payment of the final dividend decreases (see Notes 1 and 2 above).

The table below shows the liquidity statements prepared by the directors indicating there is sufficient
liquidity to pay the interim dividend against 2017 profits approved by the Board of Directors on 23 October
2017 and published by means of a Significant Event notice issued at that date and paid in November 2017:

Liquidity statement
(Thousands of euros)

Actual liquidity (1) 41,805,639
Potential liquidity (2) 57,898,055
High-quality liquid assets 49,311,004
High-quality liquid assets + balance available through the ECB facility (3) 62,785,227
Balance in current accounts 10,482,412
Maximum amount payable 418,701

(1) Basically cash on hand, the interbank balance and unencumbered sovereign debt, less the balance to be withheld as a cash ratio.
(2) As well as Balance Sheet Liquidity, also includes the balance available through the ECB facility.
(3) Includes the balance available through the ECB facility not includes in high quality liquid assets.
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6. Shareholder remuneration and earnings per share

Shareholder remuneration

The frequency of dividend payments was agreed under the new dividend policy approved by the CaixaBank
Board of Directors at its meeting of 23 February 2017. At that meeting, the Board resolved that
remuneration for 2017 would be paid through two half-yearly cash dividends. In line with the 2015-2018
Strategic Plan, CaixaBank has reiterated its intention of remunerating shareholders by distributing an
amount in cash equal to or greater than 50% of consolidated net profit (53% in 2017).

The following dividends were distributed in 2017:

Distribution of dividends paid in 2017

(Thousands of euros)

Euro per share

Amount paid in Date of
cash announcement

Payment date

Final dividend for 2016 0.06 358,675  06-04-2017  13-04-2017
Interim dividend - 2017 0.07 418,454  23-10-2017  02-11-2017
Total 0.13 777,129

Earnings per share

Basic and diluted earnings per share in 2017 and 2016, as per the consolidated profit of the CaixaBank

Group attributable to the Parent, are as follows:

Calculation of basic and diluted earnings per share

2017 2016
Numerator
Profit attributable to the Parent (thousands of euros) 1,684,167 1,047,004
Denominator (thousands of shares)

Average number of outstanding shares (*) 5,977,811 5,841,965
Adjusted number of shares (Basic earnings per share denominator) 5,977,811 5,841,965
Basic earnings per share (euro) (**) 0.28 0.18
Diluted earnings per share (in euros) 0.28 0.18

(*) Number of shares outstanding at the beginning of the period, excluding the average number of treasury shares held during the period. Includes

the retrospective adjustments set out in IAS 33.

(**) Including CaixaBank's 2017 individual profit, basic earnings per share would be 0.24.
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7. Business combinations and mergers

In 2017 there was a business combination with Banco BPI (see Notes 1 and 15). There were no business
combinations or mergers in 2016.
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8. Remuneration of key management personnel

Under the provisions of Bank of Spain Circular 4/2004 and applicable international accounting regulations,
key management personnel at CaixaBank are those persons having authority and responsibility for
planning, directing and controlling the activities of the Entity, directly or indirectly, including all members of
the Board of Directors (executive or other) and Senior Management. Given their posts, each member of key
management personnel is a "related party" of CaixaBank. Therefore, CaixaBank must disclose, among other
transactions, the information provided in this Note.

Also considered CaixaBank related parties are family members close to "key management personnel” and
companies over which key personnel or their close family members exercise control, joint control or
significant influence, or have, directly or indirectly, significant voting power. The transactions carried out by
the CaixaBank Group with the aforementioned parties and other related parties are disclosed in Note 38.

Remuneration of the Board of Directors

At the Ordinary Annual General Meeting of CaixaBank held on 6 April 2017, the Directors' remuneration
policy was approved for 2017-2020, inclusive, in accordance with Article 529.9 of the Corporate Enterprises
Act, introduced by Law 31/2014 of 3 December to improve corporate governance.

The remuneration policy for the Board of Directors is in line with the remuneration scheme set out in the
By-laws and the Regulations of the Board of Directors in conformity with the Corporate Enterprises Act and
Law 10/2014, of 26 June, on the organisation, supervision and solvency of credit institutions (LOSS).

Non-executive director remuneration only comprises fixed component, with the exception of variable
components, pension schemes, remuneration in kind of systems based on shares or instruments linked to
its share price described below. Non-executive Directors have a purely organic working relationship with
CaixaBank, and as such do not hold contracts with the Company nor are they entitled to any form of
payment should they be dismissed from their position as Director.

Article 34 of CaixaBank's bylaws, amended pursuant to a resolution adopted at the Annual General Meeting
held 25 April 2013, stipulates that the position of Director shall be remunerated and that this remuneration
shall consist of a fixed annual sum with a maximum amount determined by the Annual General Meeting
and which shall remain in force until the General Meeting agrees to modify it. This maximum amount shall
be used to remunerate all the Directors in their condition as such and shall be distributed as deemed
appropriate by the Board of Directors, following the proposal of the Remuneration Committee, both in
terms of remuneration to members, especially the Chairman, which receives additional fixed remuneration
for carrying out his duties, and according to the duties and position of each member and to the positions
they hold in the various Committees.

Likewise, within the maximum limit determined by the Annual General Meeting, Directors may be
remunerated with Company shares or shares in another publicly traded Group company, options or other
share-based instruments or of remuneration referenced to the value of the shares. This compensation must
be ratified at the Annual General Meeting. The resolution will specify, if applicable, the maximum number
of shares that can be assigned in each year to this remuneration system, the strike price for the options or
the system for calculating the strike price for the options, if applicable, taken as a reference and the
duration of the plan.

Independently of the above, Directors carrying out executive duties at the Company, whatever the nature
of their legal relationship, are entitled to receive remuneration for these duties to be determined by the
Board of Directors on the basis of a proposal submitted by the Remuneration Committee. This
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remuneration may be either a fixed amount, a variable amount in addition to incentive schemes and
benefits which may include pension plans and insurance and, where appropriate, social security payments.
In addition, providing execution functions may be remunerated by granting Company shares or shares in
another publicly traded Group company, options or other share-based instruments or by other
remuneration referenced to the value of the shares. In the event of departure not caused by a breach of
their functions, Directors may be entitled to compensation.

In addition, in accordance with section 6 of Article 34 of the Bylaws and given the enormous practical issues
involving an individual policy, Non-executive Directors are also covered by the civil liability policy for
Directors and executives of the CaixaBank Group to cover any third-party liabilities they may incur when
carrying out their duties. The amounts corresponding to the part of the premium attributable are
considered remuneration in kind.

Details of remuneration and other benefits received in 2017 and 2016 by the members of the Board of
Directors of CaixaBank for their membership in that body those years (by item in 2017), including
remuneration received by Directors in their condition as such, and for the Chief Executive and Deputy
Chairman, the amounts received in relation to their executive duties, are as follows:
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2017
(Thousands of euros) Other
Variable positions in
Board of Other board Non-variable remuneration Other long-term Other items Group TOTAL TOTAL

Position Type of director Directors committees remuneration (1) benefits (2) (3) companies 2017 2016
Gual Solé, Jordi (4) Chairman Proprietary 1,090 60 1,150 340
Fainé Casas, Isidre (4) 0 579
Lavilla Masanell, Antonio (5) Deputy Chairman  Executive 90 50 794 267 100 52 1,353 1,537

Chief Executive
Gortazar Rotaeche, Gonzalo Officer Executive 90 50 1,150 720 255 47 520 2,832 2,816
Vives Torrents, Francesc Xavier Lead Director Independent 107 50 157 144
Aurin Pardo, Eva (6) 0 169
Bassons Boncompte, Maria Teresa Director Proprietary 90 53 143 124
Fisas Vergés, M. Veronica (7) Director Independent 90 21 111 87
Fundacién Caja Navarra, represented by Juan
Franco Pueyo (8) 0 76
Fundacién Privada Monte de Piedad y Caja de
Ahorros San Fernando de Huelva, Jerez y
Sevilla (Fundacion Cajasol), represented by
Guillermo Sierra Molina (9) 14 14 91
Fundacién Bancaria Canaria Caja General de
Ahorros de Canarias (Fundacién CajaCanarias),
represented by Natalia Alvarez Gomez (10) Director Proprietary 74 74 0
Gabarro Serra, Salvador (11) 19 17 36 174
Garcia-Bragado Dalmau, Alejandro (12) Director Proprietary 90 90 0
Garralda Ruiz de Velasco, Ignacio (13) Director Proprietary 55 55 0
Ibarz Alegria, Javier Director Proprietary 90 100 90 280 284
Llobet Maria, Maria Dolors (14) 0 117
Lépez Burniol, Juan José (14) 0 97
Minc, Alain Director Independent 90 90 180 184
Moraleda Martinez, Maria Amparo Director Independent 90 166 256 260
Reed, John S. Director Independent 90 90 94
Rosell Lastortras, Juan Director Independent 90 50 90 230 159
Sdinz de Vicufia y Barroso, Antonio Director Independent 90 146 236 240
Sanchiz Irazu, Eduardo Javier (15) Director Independent 25 25 0
Serna Masid, José (16) Director Proprietary 90 39 129 47
Usarraga Unsain, Koro (17) Director Independent 90 50 140 48
Total 2,554 942 1,944 987 355 99 700 7,581 7,667

(1) Variable remuneration corresponds to the amount received by the Director in 2017. Half of this amount is received in shares and half in cash, and a portion is deferred over five years. It also includes the portion received under the

long-term share-based variable remuneration scheme approved at the Annual General Meeting of 23 April 2015.

(2) Includes pension plan contributions.

(3) Includes remuneration in kind (health and life insurance premiums paid in favour of executive Directors), interest accrued on deferred variable remuneration, other insurance premiums paid and other benefits. This year, it does
not include the premium for the group civil liability policy as this is not considered to be benefit in kind for directors according to binding consultations issued by the tax authorities.
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(4) On 30 June 2016, Isidre Fainé stepped down as Chairman and Jordi Gual was appointed to this position. Jordi Gual accepted the post on 14 September 2016.
(5) 31 December 2017 was their last day in the role due to retirement. A future payment agreement for a non-competition clause exists for EUR 1.6 million.

(6) Departure on 15 December 2016.

(7) Appointed on 25 February 2016.

(8) The Caja Navarra Foundation stood down as director on 27 October 2016, within the framework of the amendment to the Integration Agreement between CaixaBank and Banca Civica, and the Shareholders' Agreement.
(9) Fundacion Cajasol tendered its resignation on 23 February 2017.

(10) Appointed director on 23 February 2017 to replace Fundacién Cajasol. Accepted the post on 6 March 2017.

(11) Departure due to death on 17 March 2017.

(12) Appointed director on 15 December 2016 with effect from 1 January 2017.

(13) Appointed as director on 6 April 2017, and took up the post on 22 May.

(14) Departure on 30 June 2016.

(15) Appointed director on 21 September 2017.

(16) Appointed as director of CaixaBank on 30 June 2016, and took up the post on 8 July.

(17) Appointed as director of CaixaBank on 30 June 2016, and took up the post on 4 August.
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At the 28 April 2016 Ordinary Annual General Meeting, shareholders voted to set the number of Board
members at 18. At 31 December 2017, there were 18 members of the Board of Directors (16 at 31
December 2016).

During 2017, the following changes occurred in the Board of Directors:

e At its meeting of 15 December 2016, the Board of Directors, subject to a report from the
Appointments Committee and after receiving ECB approval on his suitability for the post of
director, resolved to appoint Alejandro Garcia-Bragado Dalmau to the Board of Directors as a
proprietary director, at the proposal of “la Caixa” Banking Foundation. Mr. Garcia-Bragado Dalmau
accepted the appointment, with effect from 1 January 2017. At the same meeting, Alejandro
Garcia-Bragado tendered his resignation as Board Secretary from 31 December 2016, and the Board
of Directors, subject to a report in favour from the Appointments Committee, appointed Oscar
Calderdn de Oya, at the time General Secretary and First Deputy Secretary to the Board, to this
post. From 1 January 2017, Mr Calderdn has held the post of General and Board Secretary.

e At the meeting held on 23 February 2017, Fundacién Privada Monte de Piedad y Caja de Ahorros de
San Fernando de Huelva, Jerez y Sevilla ("Fundacién Cajasol") tendered its resignation as member
of the Board. To cover the vacancy, the Board of Directors, subject to a report from the
Appointments Committee and after receiving ECB approval on its suitability for the post of director,
resolved to appoint by co-option Fundacién Bancaria Canaria Caja General de Ahorros de Canarias
("Fundacidon CajaCanarias") to the Board of Directors as a proprietary director. Fundacion
CajaCanarias then designated Natalia Azndrez Gdmez as its representative on the Board.

e On 17 March 2017, Salvador Gabarré Serra was removed from the Board upon his death. To cover
this vacancy, on 21 September 2017, the Board, based on a proposal from the Appointments
Committee, resolved to appoint Eduardo Javier Sanchiz Irazu as independent director. This
appointment has been approved by co-option until the next General Meeting.

e In addition, at the Ordinary Annual General Meeting held on 6 April 2017, the shareholders
approved the proposal made by the Board of Directors at its meeting of 23 February 2017, subject
to a report from the Appointments Committee to appoint Ignacio Garralda Ruiz de Velasco to the
Board of Directors as a proprietary director, at the proposal of the shareholder Mutua Madrilefia
Automovilistica, Sociedad de Seguros a Prima Fija. Ignacio Garralda Ruiz de Velasco accepted this
appointment on 23 May 2017, after receiving ECB approval on his suitability for the post of
director.

e Further, at the Board of Directors’” meeting of 22 June 2017, and subject to a favourable report
from the Appointments Committee, the Board resolved to appoint Francesc Xavier Vives Torrents
(independent director) as lead director. This appointment took effect from 18 July, after obtaining
ECB approval for the bylaw amendment approved at the Annual General Meeting of 6 April 2017.

e On 21 December 2017, Antonio Massanell Lavilla resigned as Deputy Chairman and member of the
Board of Directors with effect from 31 December 2017. To fill the post, the Board of Directors of
CaixaBank resolved, based on a favourable report from the Appointments Committee and subject
to a suitability assessment by the European Central Bank, to appoint Tomdas Muniesa Arantegui as a
member of the Board of Directors. He will retain his current duties as CaixaBank's Chief Insurance
and Asset Management Officer. Further and also subject to verification by the European Central
Bank and at the proposal of the Appointments Committee, Tomds Muniesa Arantegui has been
appointed Deputy Chairman of the Board of Directors and member of the Board Executive
Committee.
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Remuneration received in 2017 by members of Board of Directors of CaixaBank in connection with their
duties as representatives of the Entity on the Boards of listed companies and of other companies in which
CaixaBank has a significant presence or representation and that are CaixaBank consolidated companies
(excluding Group companies) amounted to EUR 974 thousand (EUR 1,113 thousand in 2016), recognised in
the companies’ respective statements of profit or loss.

CaixaBank does not have any pension obligations with former or current members of the Board of Directors
in their capacity as such. Note 38 provides the balances of contingent risks and commitments, as well as
defined benefit post-employment obligations accrued with Executive Directors and Senior Management.

There are no termination benefits agreed in the event of termination of the appointment as Director for
their duties as such, except for those agreed with the Executive Deputy Chairman and the Chief Executive.

Remuneration of the Senior Management

CaixaBank’s Senior Management at 31 December 2017 comprised 11 people (12 at 31 December 2016),
holding the following positions: General Managers (4), Deputy General Managers (1), Executive Directors
(5) and the General Secretary and Secretary to the Board of Directors (1).

Total remuneration received by members of CaixaBank’s Senior Management in 2017 and 2016 is shown
below. This remuneration is recognised under “Staff expenses” on CaixaBank’s statement of profit or loss.

Detail of remuneration of Senior Management

(Thousands of euros)

2017 2016
Salary (*) 9,924 9,170
Post-employment benefits 1,233 1,140
Other long-term benefits 110 89
Total 11,267 10,399

(*) Includes total non-variable remuneration, remuneration in kind and variable remuneration received by Senior Management, in cash or shares,
as well as the part of the deferred variable remuneration (cash and shares) receivable on a straight-line basis over the next five years. It also
includes the portion received under the long-term share-based variable remuneration scheme approved at the Annual General Meeting of 23 April
2015.

NOTE: To ensure a correct comparison of the remuneration received by Senior Management in 2017 and 2016, the differences in the composition
of this body must be taken into account.

The remuneration paid in 2017 to Senior Management at CaixaBank in connection with their activities as
representatives of the Parent on the Boards of listed companies and other companies in which it has a
significant presence or representation and that are CaixaBank consolidated companies was EUR 796
thousand (EUR 715 thousand in 2016), recognised in the statements of profit or loss of these companies.

The employment agreements with members of the Management Committee contain clauses on
termination benefits for early termination or rescission of these contracts.

Other disclosures concerning the Board of Directors

Article 229.3 of the Corporate Enterprises Act introduces the duty to report to the Board of Directors any
situation of direct or indirect conflicts of interest between each Director or parties related thereto and the
Company.
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In this connection, the Directors have informed of the following at 31 December 2017:

Conflicts of interest

Director

Conflict of interest

Gual Solé, Jordi

Massanell Lavilla, Antonio

Gortdzar Rotaeche, Gonzalo

Vives Torrents, Xavier

Bassons Boncompte, M2 Teresa

Fisas Vergés, M2 Verdnica

Fundacién CajaCanarias, represented
by Natalia Aznarez Gomez
Rosell Lastortras, Juan

Serna Masia, José

Usarraga Unsain, Koro

- Abstention from the deliberation and voting on the resolution regarding the 2016 bonus
corresponding to him as former director and member of the Identified Staff.

- Abstention from deliberation and voting on the motion to assess his suitability in relation to the
proposal for appointment to be laid before the Annual General Meeting.

- Abstention from the deliberation and voting on the resolution regarding his appointment as member
of the Executive Committee of CaixaBank's Board of Directors.

- Abstention from the deliberation and voting on resolutions regarding the remuneration of executive
directors and senior executives for 2017.

- Abstention from the deliberation and voting on the resolution regarding 2017 objectives of the Deputy
Chairman, Chief Executive, Management Committee and Deputy General Manager of Control &
Compliance.

- Abstention from deliberation and voting on the motion regarding the terms of the depository
agreement with CecaBank.

- Abstention from deliberation and voting on the motion regarding a loan arrangement with a related
party.

- Abstention from the deliberation and voting on the resolution regarding the appointment of the lead
director.

- Abstention from the deliberation and voting on resolutions regarding the remuneration of executive
directors and senior executives for 2017.

- Abstention from the deliberation and voting on the resolution regarding 2017 objectives of the Deputy
Chairman, Chief Executive, Management Committee and Deputy General Manager of Control &
Compliance.

- Abstention from the deliberation and voting on the resolution regarding the appointment of the lead
director.

- Abstention from the deliberation and voting on the resolution regarding his appointment as lead
director.

- Abstention from the deliberation and voting on the resolution regarding his remuneration as lead
director.

- Abstention from the deliberation and voting on the resolution regarding the extension of financing to a
related party.

- Abstention from the deliberation and voting on the resolution regarding her appointment as member
of the Remuneration Committee.

- Abstention from the deliberation and voting on the resolution regarding the extension of financing to a
related party.

- Abstention from the deliberation and voting on the resolution regarding her appointment as member
of the Executive Committee of the Company’s Board of Directors.

- Abstention from the deliberation and voting on the resolution regarding the extension of financing to a
related party.

- Abstention from the deliberation and voting on resolutions regarding the arrangement of a credit line,
trade risk lines, and working capital financing with related parties.

- Abstention from the deliberation and voting on the resolution regarding the extension of financing to a
related party.

- Abstention from deliberation and voting on the resolution to assess his suitability in relation to the
proposal for appointment to be laid before the Ordinary Annual General Meeting.

- Abstention from the deliberation and voting on the resolution regarding his appointment as member
of the Audit and Control Committee.

- Abstention from deliberation and voting on the resolution to assess his suitability in relation to the
proposal for appointment to be laid before the Ordinary Annual General Meeting.

- Abstention from deliberation and voting on motions regarding the extension of financing to a related
party.

- Abstention from the deliberation and voting on the resolution regarding his appointment as member
of the Audit and Control Committee.
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Pursuant to article 229.1f) of the Corporate Enterprises Act, Board members may not carry out for their
own account or the account of other activities which actually or potentially constitute effective competition
with those carried out by the Company or which, in any other way, permanently conflict with the
Company's interests. Article 230 of the Corporate Enterprises Act stipulates that this prohibition can be
lifted if the Company is not expected to incur damages or it is expected that it will be indemnified for an
amount equal to the benefits expected to be obtained from the exemption. Express and separate approval
of the exemption must be obtained from shareholders at the Annual General Meeting.

In this regard, Ignacio Garralda Ruiz de Velasco was appointed proprietary director at the Annual General
Meeting of 6 April 2017, representing the shareholder Mutua Madrilefia Automovilista, Sociedad de
Seguros a Prima Fija (“Mutua Madrilefia”), owner at that time of 2.1% of CaixaBank's share capital and
hence the entity's largest shareholder after Criteria Caixa, SAU. According to this professional profile, Mr
Garralda is Chairman and CEO of Mutua Madrilefia, the parent of a business group which, much like the
CaixaBank Group, operates in numerous sectors of the insurance universe, with a presence also in pension
fund management, investment fund management and the real estate business. Both companies maintain
their strategic alliance through SegurCaixa Adeslas, a company owned by Mutual Madrilefa (50%) and
CaixaBank (49.92%) and engaged in the exclusive development, marketing, sale and distribution of general
insurance products in Spain, this despite the fact that Mutual Madrilefia competes with SegurCaixa Adeslas
in all insurance sectors except Health. This situation is expressly addressed in the Shareholders' Agreement
signed by both companies.

In those sectors of the market in which both groups might be seen to compete (insurance, pension fund
and investment fund management and the real estate business), the extent of that competition is actually
of little significance due to the different scale (equity, turnover, earnings, etc.) and market position of the
companies belonging to both groups. Consequently, the risk of damage to the CaixaBank Group is currently
practically non-existent. Meanwhile, the recent inclusion of Ignacio Garralda Ruiz de Velasco's as board
member is likely to bring with it a number of significant benefits due to his extensive experience and
expertise, while also facilitating the current strategic alliance between both groups. In any case, the Board
of Directors approved a specific protocol to ensure that CaixaBank is not exposed to any imminent or
potential damage as a result of Ignacio Garralda Ruiz de Velasco's new status as board member.

In view of the above, and in accordance with article 230.3 of the Corporate Enterprises Act, and to come
into force from the moment he is appointed direct of the Company, a motion was laid before the Annual
General Meeting of 6 April 2017 asking shareholders to exempt Ignacio Garralda Ruiz de Velasco from the
non-compete obligation prescribed by article 229.1 f) of the Corporate Enterprises Act and, therefore, to
allow him to hold office and discharge any functions at companies belonging to the group at which Mutua
Madrilefia is the parent. This dispensation extends also to positions and functions at companies directly or
indirectly owned by Mutua Madrilefia and deriving from its ownership or the exercise of office or functions
at Mutua Madrilefia.
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CaixaBank shares held by Board members

At 31 December 2017, the (direct and indirect) stakes held by members of the Board of Directors in the
share capital of the Company are as follows:

CaixaBank shares held by Board members

Total shares Percentage

Direct Indirect held (*)
Jordi Gual Solé 51,191 0 51,191 0,001%
Antonio Massanell Lavilla 119,251 0 119,251 0,002%
Gonzalo Gortazar Rotaeche 602,473 0 602,473 0,010%
Francesc Xavier Vives Torrents 3,345 0 3,345 0,000%
M2 Teresa Bassons Boncompte 19,369 0 19,369 0,000%
Fundacién Caja Canarias 38,237,375 0 38,237,375 0,639%
Alejandro Garcia-Bragado Dalmau 3,718 0 3,718 0,000%
Javier Ibarz Alegria 14,058 0 14,058 0,000%
Alain Minc 12,932 0 12,932 0,000%
John S. Reed 12,564 0 12,564 0,000%
Joan Rosell Lastortras 0 42,031 42,031 0,001%
Antonio Sainz de Vicufia y Barroso 609 0 609 0,000%
José Serna Masia 2,040 10,462 12,502 0,000%
Total 39,078,925 52,493 39,131,418 0,654%

(*) % calculated on issued capital at 31 December 2017.
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9. Cash and cash balances at central banks and other demand deposits

The breakdown of this item in the balance sheet is as follows:

Cash and cash balances at central banks and other demand deposits

(Thousands of euros)

31.12.2017 31.12.2016
Cash on hand 1,955,938 1,584,155
Cash balances at central banks 16,403,415 10,909,339
Other demand deposits 436,960 480,195
Total 18,796,313 12,973,689

Cash balances at central banks includes balances held to comply with the mandatory minimum reserves
requirement in the central bank based on eligible liabilities. The mandatory reserves earn interest at the

rate applicable to all major Eurosystem financing operations.
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10. Financial assets and liabilities held for trading

The detail of the balance of these headings in the balance sheet is as follows:

Breakdown of financial assets and liabilities held for trading

(Thousands of euros) 31.12.2017 31.12.2016

Assets Liabilities Assets Liabilities
Trading derivatives 14,804,098 14,469,285 16,004,290 15,823,009
Equity instruments 268,242 294,923
Debt securities 1,052,526 1,796,932
Short positions 744,292 897,739
Total 16,124,866 15,213,577 18,096,145 16,720,748

Trading derivatives

The detail, by type of product, of the fair value of the Entity’s trading derivatives at 31 December 2017 and

2016 is as follows:

Fair value by product

(Thousands of euros) 31.12.2017 31.12.2016
Assets Liabilities Assets Liabilities
Unmatured foreign currency purchases and sales 455,184 409,753 513,005 400,586
Purchases of foreign currencies against euros 65,452 293,665 332,869 35,583
Purchases of foreign currencies against foreign currencies 93,817 99,816 127,120 111,224
Sales of foreign currencies against euros 295,915 16,272 53,016 253,779
Acquisitions and sales of financial assets 598 797 7,283 2,954
Acquisitions 375 389 3,521 2,881
Sales 223 408 3,762 73
Financial futures on shares and interest rates 0 0 0 0
Share options 110,253 115,755 150,989 131,769
Bought 110,253 0 150,989
Issued 0 115,755 131,769
Interest rate options 190,105 207,922 297,705 308,680
Bought 190,105 0 297,705
Issued 0 207,922 308,680
Foreign currency options 113,337 142,178 73,263 110,824
Bought 113,337 0 73,263
Issued 0 142,178 110,824
Other share and interest rate transactions 11,226,911 11,448,953 12,503,693 12,639,614
Share swaps 11,754 38,321 112,939 106,648
Future rate agreements (FRAs) 1,126 264 728 758
Interest rate swaps 11,214,031 11,410,368 12,390,026 12,532,208
Credit derivatives 0 33,659 0 15,842
Sold 0 33,659 15,842
Commodity derivatives and other risks 2,707,710 2,110,268 2,458,352 2,212,740
Swaps 2,698,314 2,096,574 2,452,481 2,205,761
Bought 9,396 13,694 5,871 215
Sold 0 0 6,764
Total 14,804,098 14,469,285 16,004,290 15,823,009
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The detail by market and counterparty of the fair value of trading derivatives is as follows:

Fair value by counterparty

(Thousands of euros) 31.12.2017 31.12.2016
Assets Liabilities Assets Liabilities
Organised markets 12,582 32,777 14,693 46,435
OTC markets 14,791,516 14,436,508 15,989,597 15,776,574
Credit institutions 5,625,889 7,688,058 5,915,144 8,536,044
Other financial entities 7,673,118 6,532,665 7,168,606 6,621,365
Other sectors 1,492,509 215,785 2,905,847 619,165
Total 14,804,098 14,469,285 16,004,290 15,823,009

Equity instruments

The detail, by counterparty, of this item is as follows:

Breakdown of equity instruments
(Thousands of euros)

31.12.2017 31.12.2016
Shares in Spanish companies 268,242 293,434
Shares in foreign companies 0 1,489
Total 268,242 294,923
Debt securities
The detail, by counterparty, of the balance of this item is as follows:
Breakdown of debt securities (*)
(Thousands of euros)
31.122017 31-12-2016
Spanish government debt securities (**) 704,093 1,565,910
Treasury bills 187,855 691,001
Government bonds and debentures 113,184 546,439
Other issuances 403,054 328,470
Foreign government debt securities (**) 207,323 178,465
Issued by credit institutions 64,448 11,409
Other Spanish issuers 51,650 27,363
Other foreign issuers 25,012 13,785
Total 1,052,526 1,796,932

J

(*) See ratings classification in Note 3.3.4 “Risk associated with debt securities”.
(**) See Note 3.3.5 "Information relating to sovereign risk exposure".
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Short positions

The detail, by product type, of short positions is as follows:

Breakdown of short positions
(Thousands of euros)

31.12.2017 31.12.2016

On securities lending agreements 0 0

On overdrafts on repurchase agreements (*) 744,292 897,739
Debt securities - public debt 738,633 897,739
Debt securities issued - other issuers 5,659

Total 744,292 897,739

(*) See Note 3.3.5 “Information relating to sovereign risk exposure”.

Overdrafts on repurchase agreements of debt securities are short-term transactions arranged to offset off-
balance-sheet positions that have been sold or are subject to a repurchase agreement.
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11. Available-for-sale financial assets

The breakdown, by type of transaction, of the balance of this item in the balance sheet is as follows:

Breakdown of available-for-sale financial assets (*)
(Thousands of euros)

31.12.2017 31.12.2016

Equity instruments 2,473,837 2,798,772
Shares in listed companies 2,166,032 2,359,123
Shares in non-listed companies 307,805 439,649
Debt securities 13,718,669 14,551,673
Spanish government debt securities (**) 12,375,626 12,455,850
Treasury bills 0 2,337,234
Government bonds and debentures 10,397,074 8,903,790

Other issuances 1,978,552 1,214,826

Foreign government debt securities (**) 1,210,303 763,370
Issued by credit institutions 83,359 167,446
Other Spanish issuers 49,358 744,383
Other foreign issuers 23 420,624
Total 16,192,506 17,350,445

(*) See ratings classification in Note 3.3.4 “Risk associated with debt securities”.

(**) See Note 3.3.5 "Information relating to sovereign risk exposure".

Equity instruments

The table below presents a breakdown of the percentage of ownership interests and market value of the
main listed companies classified as available-for-sale equity instruments as it is considered that the
CaixaBank Group does not exercise significant influence over them.

Market value of listed companies

(Thousands of euros) 31.12.2017 31.12.2016

Company % interest  Market value % interest  Market value
Telefdnica, SA (*) 5.00% 2,109,346 5.15% 2,288,453
Market value 2,109,346 2,288,453

(*) At 31 December 2017, CaixaBank has arranged a fair value micro-hedge on 0.88% of this stake.

The change in the interest corresponds mainly to dilution resulting from the conversion of the Entity's convertible bonds into shares.
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The tables below show the main variations in “Equity instruments” in the accompanying balance sheet:

Movements in available-for-sale financial assets — equity instruments - 2017

(Thousands of euros)

Amounts Adjustments

transferred to to market
Acquisitions statement of value and Impairment
and capital profit or loss exchange Transfers and losses (Note
increases Sales (Note 30) differences other 34) Total
Balance at 31.12.2016 2,798,772
Telefénica, SA 1,347 (180,454) (179,107)
Sociedad de gestion de Activos
Procedentes de la Reestructuracion
Bancaria, SA (SAREB) (127,665)  (127,665)
Other 5,701 (25,929) 54 (5,223) 9,641 (2,407) (18,163)
Changes in 2017 7,048 (25,929) 54 (185,677) 9,641 (130,072) (324,935)
Balance at 31.12.2017 2,473,837
Movements in available-for-sale financial assets — equity instruments - 2016
(Thousands of euros) Amounts Adjustments
transferred to to market
Acquisitions statement of value and Impairment
and capital profit or loss exchange Transfers and losses (Note
increases Sales (Note 30) differences other 34) Total
Balance at 31.12.2015 3,012,960
Telefdnica, SA 80,179 (345,179) (265,000)
Sociedad de gestion de Activos
Procedentes de la Reestructuracion
Bancaria, SA (SAREB) 243,765 (48,882) 194,883
Visa Europe Ltd. (147,178) 14,592 (132,586)
Visa Inc 1,804 33,887 35,691
Other 11,904 (40,076) (10,543) 5,217 (10,345) (3,333) (47,176)
Changes in 2016 92,083 (40,076) (157,721) (323,566) 267,307 (52,215) (214,188)
Balance at 31.12.2016 2,798,772

Impairment tests were carried out on equity instruments classified as "Available-for-sale financial assets"
(see Note 2.9), uncovering the need to recognise a charge to profit for 2017 of EUR 130 million under
"Impairment or reversal of impairment on financial assets not measured at fair value through profit or loss"
(see Note 34). This impairment forms part of the EUR 154 million write-off recognised during the period for
all exposures, including subordinated debt recognised under “Loans and receivables”, that the CaixaBank
Group holds with Sociedad de Gestion de Activos procedentes de la Restructuracion Bancaria, SA (SAREB).

In accordance with the standards applicable to the individual financial statements, a significant or
prolonged decrease to below the carrying amount of an equity instrument is an event that could indicate
impairment but does not constitute objective evidence. Therefore, CaixaBank continuously monitors the
market value of Telefdnica to assess whether there is evidence of impairment and analyse its recoverability,
based on an internal valuation model, external valuations and observation of its share price. At 31
December 2017, CaixaBank concluded that there was no evidence of impairment based on the following:

(i) To evaluate share price performance, the Entity uses the volatility of the shares compared other
market peers as an indicator for observation period required to consider the existence of
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impairment due to a prolonged decline in the share price. This analysis shows that the volatility of
Telefénica's share price considerably lower than that of its peers, and therefore the target
observation period has been set at between 27 and 30 months. At 31 December 2017, Telefdnica's
share price was below the average acquisition cost of the shares for a period of approximately 24
months, which is less than the target period described. Losses are recognised under 'Accumulated
other comprehensive income — Items that may be reclassified to profit or loss - Available-for-sale
financial assets - Equity' (see Note 22.2).

(ii) The internal valuation of the shares throws up a price that is higher than the acquisition cost.
Further, the internal valuation carried out on the 30 June 2017 reference date was reviewed in a
fairness opinion drawn up by an independent expert.

(iii) In 2017, there were no significant changes in the technology, market, economic or legal
environment that had an adverse impact on Telefénica which would indicate that the investment
cost will not be recovered or a decline in the share price of more than 40%.

Key data on the main investments classified as available-for-sale financial assets are as follows:

Financial information on the main investments classified as available-for-sale financial assets
(Millions of euros)

Latest published

Company hame Registered office % interest % voting rights Equity profit/(loss)
Telefdnica, SA (1) Gran Via, 28 28013 Madrid 5.00% 5.00% 26,685 2,439
Sociedad de gestion de Activos

Procedentes de la Reestructuracion Paseo de la Castellana, 89

Bancaria, SA (Sareb) (2) 28046 Madrid 12.24% 12.24% (2,657) (663)
Caser, Compaiiia de Seguros y Avenida de Burgos, 109

Reaseguros, SA (2) 28050 Madrid 5.48% 5.48% 1,111 40

(1) Listed company. Information on equity and latest published profit/(loss) is at 31.12,2017
(2) Non-listed companies. Information on equity and latest published profit/(loss) is at 31.12,2016

Debt securities

The tables below show the main variations in “Debt securities” in the accompanying balance sheet:

Movement in available for sale financial assets — debt securities
(Thousands of euros)

2017 2016
Opening balance 14,551,673 17,273,633
Plus:
Acquisitions 6,422,648 8,820,910
Gains/(losses) recognised with adjustments to equity (Note 22.2) (87,664) 137,302
Reclassifications and transfers 698,219
Less:
Sales and redemptions (7,093,039) (11,754,326)
Write-downs (Note 34) (3,592)
Amounts transferred to statement of profit or loss (Note 30) (8,435) (519,784)
Accrued interest and other (62,922) (104,281)
Closing balance 13,718,669 14,551,673
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12. Loans and receivables

The breakdown of the balance of this item in the accompanying balance sheet, based on the nature of the

related financial instruments, is as follows:

31.12.2017
(Thousands of euros) Valuation adjustments
Impairment Accrued Fees and
Gross balance allowances interest commissions Other Balance
Debt securities 1,404,658 (31,517) 1,461 1,374,602
Loans and advances 217,140,777 (5,451,172) 404,372 (232,533) 25,342 211,886,786
Credit institutions 6,924,380 0 2,980 (35) 0 6,927,325
Customers 210,216,397 (5,451,172) 401,392 (232,498) 25,342 204,959,461
Total 218,545,435 (5,482,689) 405,833 (232,533) 25,342 213,261,388
31.12.2016
(Thousands of euros) Valuation adjustments
Impairment Accrued Fees and
Gross balance allowances interest commissions Other Balance
Debt securities 1,032,667 (1,198) 1,301 1,032,770
Loans and advances 222,426,568 (6,357,551) 433,940 (254,396) (1,404) 216,247,157
Credit institutions 7,093,490 0 2,833 (8) 0 7,096,315
Customers 215,333,078 (6,357,551) 431,107 (254,388) (1,404) 209,150,842
Total 223,459,235 (6,358,749) 435,241 (254,396) (1,404) 217,279,927

Credit quality of loans and receivables

Details of loans and receivables in terms of their creditworthiness at 31 December 2017 and 2016:

Credit quality of loans and receivables

(Thousands of euros)
31.12.2017

31.12.2016

Allowances for

Allowances for

impairment impairment
Gross amount losses (*)  Carrying amount Gross amount losses (*)  Carrying amount
Performing 206,274,074 (1,167,420) 205,106,654 209,451,485 (1,437,435) 208,014,050
Non-performing 12,271,361 (4,315,269) 7,956,092 14,007,750 (4,921,314) 9,086,436
Total 218,545,435 (5,482,689) 213,062,746 223,459,235  (6,358,749) 217,100,486

(*) Of which EUR 1,879,152 thousand correspond to allowances identified individually at 31 December 2017 (EUR 2,111,041 thousand at 31
December 2016) and EUR 3,603,537 thousand correspond to allowances identified collectively (EUR 4,248,708 thousand at 31 December 2016).
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Guarantees received

The detail of guarantees received in the approval of lending transactions at CaixaBank at 31 December 2017
and 2016 is as follows:

Guarantees received (*)
(Thousands of euros)

31.12.2017 31.12.2016

Value of collateral 335,320,540 343,046,376
Of which: Guarantees non-performing risks 18,824,606 22,631,696
Value of other guarantees 3,256,223 3,276,490
Of which: Guarantees non-performing risks 103,796 229,645
Total 338,576,763 346,322,866

(*) The value of the guarantee is the lower amount of the collateral and the loan value, except for non-performing loans, in which it is fair value.

12.1. Debt securities
The breakdown of the balance of this item in the accompanying balance sheet excluding valuation

adjustments is as follows:

Loans and receivables - breakdown of debt securities
(Thousands of euros)

31.12.2017 31.12.2016
Other Spanish issuers 692,186 589,640
Other foreign issuers 712,472 443,027
Total 1,404,658 1,032,667

12.2. Loans and advances
Loans and advances — Credit institutions

The detail of the balance of this item by loan type and credit status excluding valuation adjustments is as
follows:

Breakdown of deposits in credit institutions
(Thousands of euros)

31.12.2017 31.12.2016

Demand 4,704,743 4,832,405
Other accounts 4,704,743 4,832,405
Time 2,219,637 2,261,085
Deposits with agreed maturity 1,306,774 1,293,028
Reverse repurchase agreement 912,832 968,042
Non-performing assets 31 15
Total 6,924,380 7,093,490
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Loans and advances — Customers

The detail of the balance of this item, by counterparty, loan type and status, borrower sector and interest
rate formula, excluding valuation adjustments, is as follows:

Breakdown of loans and advances by type, status and counterparty
(Thousands of euros)

31.12.2017 31.12.2016

Loan type and status 210,216,397 215,333,078
Public administrations 10,453,910 12,368,359
Commercial loans 8,711,155 8,094,691
Secured loans 114,260,113 118,396,779
Reverse repurchase agreement 1,114,131 1,643,360
Other term loans 57,877,933 55,461,988
Finance leases 2,207,606 2,112,315
Receivables on demand and other 3,320,188 3,247,836
Non-performing assets 12,271,361 14,007,750

By counterparty 210,216,397 215,333,078
Public sector: Spanish public sector 10,762,969 12,779,199
Public sector: Other countries 126,498 113,145
Private sector: Resident 188,898,385 192,194,587
Private sector: Non-resident 10,428,545 10,246,147

By interest rate type 210,216,397 215,333,078
Fixed 38,781,566 32,124,504
Floating 171,434,831 183,208,574

Finance lease

In all types of finance leases marketed by CaixaBank for capital goods or real estate, the risks and rewards
are transferred to the lessee. The lease arrangements always contain a purchase option for a value below
the fair value of the asset on the market. Where the value of the purchase option is similar to fair value, a
repurchase agreement available to the supplier of the asset is added to the lease.

Assets leased under finance leases are recognised at the present value of the lease payments payable by
the lessee, plus the guaranteed and non-guaranteed residual value, excluding interest expenses and value-
added tax. The detail is as follows:

Finance leases
(Thousands of euros)

31.12.2017 31.12.2016
Lease payments payable by the lessee 1,973,040 1,855,718
Third-party guarantees 44,704 29,778
Unguaranteed residual value 189,862 226,819
Total 2,207,606 2,112,315
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Impaired and past-due but not impaired assets

The breakdown of loans and advances to customers with an arrears status classified as performing at
31 December 2017 and 2016 is as follows:

Breakdown of loans and advances to customers according to arrears status
(Thousands of euros)

31.12.2017 31.12.2016
Less than 30 days or up to date on payments 197,628,465 200,889,259
From 30 to 60 days 389,579 400,949
From 61 to 90 days 121,228 210,435
Total 198,139,272 201,500,643
The detail of non-performing assets, by loan type and counterparty, is as follows:
Detail of non-performing loans
(Thousands of euros)
31.12.2017 31.12.2016
Public sector 166,188 190,262
Private sector 12,105,173 13,817,488
Mortgage loans 8,363,217 9,595,540
Other loans 1,207,271 1,209,107
Credit accounts 1,899,559 2,332,534
Factoring 62,800 56,349
Commercial loans 56,376 15,940
Other loans 515,950 608,018
Total 12,271,361 14,007,750

The changes in the balance of “Non-performing assets” in 2017 and 2016 were as follows:

Non-performing assets
(Thousands of euros)

2017 2016
Opening balance 14,007,750 16,060,326
Plus:
Increase due to refinancings 1,305,400 122,835
Additions 4,936,813 6,203,487
Less:
Assets foreclosed and acquired from developers and individuals (941,275) (1,366,201)
Standardised and other assets (5,364,336) (4,698,708)
Assets derecognised due to disposal (910,411) (988,091)
Other assets written-off (762,580) (1,325,898)
Closing balance 12,271,361 14,007,750

In 2017, CaixaBank sold several portfolio assets (mainly non-performing assets and assets written off the
balance sheet due to impairment) for the gross sum of EUR 1,976 million (see Note 25.4).

Past-due receivables on non-performing assets at 31 December 2017 and 2016 were EUR 877 million and
EUR 1,109 million, respectively, recognised under "other memorandum accounts" supplementing those in
the balance sheet.
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Total non-performing assets at 31 December 2017 and 2016, including those relating to contingent
exposures (see Note 24) amounted to EUR 12,716 thousand and EUR 14,410 thousand, respectively.

The breakdown of loans and advances to customers classified as non-performing at 31 December 2017 and

2016 is as follows:

Non-performing loans, by age

(Thousands of euros)

31.12.2017 31.12.2016
Less than 90 days 5,833,987 5,876,422
Between 90 days and 6 months 774,640 851,536
Between 6 months and 1 year 1,218,846 1,357,096
Over 1 year 4,443,888 5,922,696
Total 12,271,361 14,007,750

12.3. Impairment allowances

Changes in the balance of allowances for impairment losses on assets comprising “Loans and receivables” in

2017 and 2016 were as follows:

31-12-2017
(Thousands of euros) Net impairment
Balance at allowances (Note Amount used Transfers and Balance at
31.12.2016 34) (Note 25.4) other 31.12.2017
Credit risk allowance of the borrower 6,348,984 447,361 (777,497) (545,923) 5,472,925
Debt securities (*) 1,198 30,319 0 0 31,517
Loans and advances 6,347,786 417,042 (777,497) (545,923) 5,441,408
Credit institutions 3,513 0 (3,513) 0
Public sector 3,752 62,130 (2) 10,965 76,845
Other sectors (**) 6,344,034 351,399 (777,495) (553,375) 5,364,563
Country risk allowance 9,765 (1) 0 0 9,764
Loans and advances to customers 9,765 (1) 0 0 9,764
Total 6,358,749 447,360 (777,497) (545,923) 5,482,689

(*) At 31 December 2017, this includes the write-down of EUR 30 million of subordinated debt from SAREB.
(**) At 31 December 2017 and 2016, includes allowances for other financial assets, amounting to EUR 5,287 thousand and EUR 4,669 thousand,

respectively.

31-12-2016

(Thousands of euros)

Net impairment

Balance at allowances (Note Amount used Transfers and Balance at

31.12.2015 34) (Note 25.4) other 31.12.2016

Credit risk allowance of the borrower 8,520,013 355,882 (1,638,117) (888,794) 6,348,984
Debt securities 1,198 1,198
Loans and advances 8,520,013 354,684 (1,638,117) (888,794) 6,347,786
Credit institutions (375) 375 0
Public sector 10,535 (10,012) (2,400) 5,629 3,752
Other sectors (*) 8,509,478 365,071 (1,635,717) (894,798) 6,344,034
Country risk allowance 3,137 6,628 0 0 9,765
Loans and advances to customers 3,137 6,628 9,765
Total 8,523,150 362,510 (1,638,117) (888,794) 6,358,749

(*) At 31 December 2016 and 2015, includes allowances for other financial assets, amounting to EUR 8,540 thousand and EUR 7,166 thousand,

respectively.
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At 31 December 2017 and 2016, considering the provisions for contingent liabilities (see Note 21), the total
provisions for loans and advances to customers and contingent liabilities were EUR 5,696 million and EUR
6,550 million, respectively.
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13. Held-to-maturity investments

The breakdown, by type of transaction, of the balance of this item in the balance sheet is as follows:

Breakdown of held-to-maturity investments

(Thousands of euros)

31.12.2017 31.12.2016

Debt securities (*) 11,070,175 8,305,651
Spanish government debt securities (**) 9,696,684 6,856,750
Government bonds and debentures 9,696,684 6,856,750

Other issuances 0 0

Other Spanish issuers 1,373,491 1,448,901
Senior debt - SAREB 1,373,491 1,448,901

Total 11,070,175 8,305,651

(*) See ratings classification in Note 3.3.4 "Risk associated with debt securities".
(**) See Note 3 "Information relating to sovereign risk exposure".

In 2017, there were purchases of Spanish public debt issuances, mainly short- and long-term government
bonds for a nominal value of EUR 3,907 million, and debt maturities for a nominal value of EUR 1,030

million.

Impairment tests conducted did not uncover the need to recognise any impairment in 2017 in relation to

financial investments in debt instruments reported under this heading.
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The detail, by type of product, of the fair value of derivatives designated as hedges at 31 December 2017

and 2016, is as follows:

Fair value by product

(Thousands of euros)

31.12.2017 31.12.2016
Assets Liabilities Assets Liabilities
Share options 0 0 0 0
Interest rate options 0 17,076 0 41,128
Issued 17,076 41,128
Foreign currency options 0 0 0 0
Share swaps 126,922
Interest rate swaps 2,265,291 218,805 2,962,263 377,348
Commodity derivatives and other risks 253,660 487,408 138,334 207,068
Swaps 253,660 487,203 138,334 206,304
Sold 205 764
Total 2,645,873 723,289 3,100,597 625,544

The detail, by type of market and counterparty, of the fair value of derivatives designated as hedging

derivatives is as follows:

Fair value by counterparty

(Thousands of euros)

31.12.2017 31.12.2016
Assets Liabilities Assets Liabilities
Organised markets 0 0 0 0
OTC markets 2,645,873 723,289 3,100,597 625,544
Credit institutions 1,274,849 653,310 1,994,697 502,466
Other financial entities 1,365,976 65,229 1,091,284 115,345
Other sectors 5,048 4,750 14,616 7,733
Total 2,645,873 723,289 3,100,597 625,544
The detail, by type of hedge, of the fair value of derivatives designated as hedging derivatives is as follows:
Fair value by type of hedge
(Thousands of euros) 31.12.2017 31.12.2016
Assets Liabilities Assets Liabilities
Fair value hedges 2,449,809 331,658 2,907,702 420,278
Micro-hedges 320,505 98,596 29,106 2,780
Macro-hedges 2,129,304 233,062 2,878,596 417,498
Cash flow hedges 196,064 391,631 192,895 205,266
Micro-hedges 181,111 377,652 148,206 205,266
Macro-hedges 14,953 13,979 44,689 0
Total 2,645,873 723,289 3,100,597 625,544
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At 31 December 2017 and 2016, the main exposures and the derivatives designated to hedge them are as

(Thousands of euros)

31.12.2017 31.12.2016
Value of hedging Value of hedging
instrument instrument
Hedging
Hedged item Risk covered instrument used Assets Liabilities Assets Liabilities
Fair value hedges
Transformation from Interest rate
Issuances fixed to floating swaps 2,044,811 231,913 2,769,236 331,923
Macro-hedges Transformation from Interest rate
Fixed-rate loans (*) fixed to floating swaps 26,532 0 85,429
Other 57,961 1,149 109,360 146
TOTAL 2,129,304 233,062 2,878,596 417,498
Sale of available for
sale public debt Transformation from Interest rate
portfolio fixed to floating swaps 64,690 1,337 17,036 1,243
Sale of available for
sale public debt Transformation from Interest rate
portfolio floating to fixed rate swaps 86,374 97,221
Micro-hedges Transformation from
12M euribor to 3M Interest rate
Floating rate loans euribor swaps 54,780 38
Available-for-sale  Value of the
equity instruments instrument Equity Swap 107,437 0
Other 7,224 0 12,070 1,537
TOTAL 320,505 98,596 29,106 2,780
Cash flow hedges
Protection against
market rate curve Interest rate
Macro-hedges  Floating rate loans fluctuations swaps 14,953 0 31,792
Other 0 13,979 12,897
TOTAL 14,953 13,979 44,689 0
Inflation-linked
Transformation from options and
Inflation-linked inflation-linked interest rate
Micro-hedges  pic debt. floating to fixed rate swaps 161,441 377,446 146,209 205,165
Other 19,670 206 1,997 101
TOTAL 181,111 377,652 148,206 205,266
TOTAL 2,645,873 723,289 3,100,597 625,544

(*) There is a hedge for a closed loan book and another for an open loan book covering fixed rate loans arranged after 1 January 2016.

In 2017, the corresponding effectiveness tests on these hedges were performed. Any ineffective portions of
the hedges were recognised under “Gains/(losses) from hedge accounting, net” in the statement of profit
or loss (see Note 30).
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15. Investments in subsidiaries, joint ventures and associates

15.1. Investments in Group entities

The detail of “Investments in subsidiaries, joint ventures and associates — Group entities” at 31 December
2017 and 2016 is as follows:

Breakdown of Group entities

(Thousands of euros)

31.12.2017 31.12.2016
Cost 15,479,009 13,979,678
Impairment allowances (6,315,633) (6,022,684)
Total 9,163,376 7,956,994

The main changes during 2017 and 2016 in this item excluding impairment losses are as follows:

2017

Gross changes
(Thousands of euros)

Capital

increases/
Acquisitions reductions Sales Other Total
Opening balance 13,979,678
Banco BPI, SA (1) 644,523 1,086,978 1,731,501
HipoteCaixa 2, SL (103,324) (103,324)
Other (91,935) (488) (36,423) (128,846)
Changes in 2017 644,523 (195,259) (488) 1,050,555 1,499,331
Balance at 31.12.2017 15,479,009

(1) Transfer of Banco BPI from associate to Group company (see Note 1 - Acquisition of control of Banco BPI).

2016

Gross changes
(Thousands of euros)

Capital

increases/
Acquisitions reductions Sales Other Total
Opening balance 12,724,362
BuildingCenter, SAU 1,270,788 1,270,788
Saldafiuela Residencial, SL (45,834) (45,834)
Credifimo - Unidn de crédito para la financiacion 25 000

mobiliaria e inmobiliaria, EFC, SA 25,000 ’

Puerto Triana, SA 20,000 20,000
Inversiones Inmobiliarias Oasis Resort, SL 3,574 (13,157) (9,583)
Other 793 (5,848) (5,055)
Changes in 2016 1] 1,320,155 (64,839) 1] 1,255,316
Balance at 31.12.2016 13,979,678
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Appendix 1 provides the key data, percentage of ownership, share capital, reserves, results and the cost of
the direct stake of subsidiaries.

Impairment of investments in Group entities

Changes in impairment of investments in Group entities in 2017 and 2016 were as follows:

Changes in Impairment in the value of investments in subsidiaries

(Thousands of euros)

31.12.2017 31.12.2016
Opening balance 6,022,684 5,589,503
Plus:
Allowances recognised in profit or loss 454,834 482,945
Transfers and other (1) 451,000
Less:
Funds available in prior years (1) (612,842) (1,850)
Amounts used (43) (47,914)
Closing balance 6,315,633 6,022,684

(1) Includes the transfer and subsequent reversal of impairment allowances at Banco BPI for the amount of EUR 451 thousand.

CaixaBank tested all its investments in subsidiaries for impairment to recognise any corrections to their
carry amounts, as applicable.

The recoverable amount of the investment has been calculated, understood to be the higher of its current
fair value less costs to sell and the present value in use of the investment.

The analyses conducted in 2017 revealed the need to recognise further impairments of investees, with the
most significant of these being the net impairment allowance of EUR 416 in relation to the company
BuildingCenter (with EUR 280 million allocated to this company in 2016) and the release of EUR 104 million
from the CaixaBank Consumer Finance fund.

The impact on income of the impairment of stakes in subsidiaries is recognised under “Impairment or
reversal of impairment on investments in subsidiaries, joint ventures and associates (net)” on the
statement of profit or loss.

15.2. Investments in joint ventures

The detail of this balance sheet heading at 31 December 2017 and 2016 is as follows:

Movement in Investments in joint ventures

(Thousands of euros)

31.12.2017 31.12.2016
Cost 179,713 172,849
Impairment allowances (50,025) (50,025)
Total 129,688 122,824
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The main changes in this heading during the 2017 were as follows, excluding impairment losses (in 2016
there were no movements in this heading):

2017

Gross changes
(Thousands of euros)

Capital

increases/
Acquisitions decreases Sales Other Total
Opening balance 172,849
Comercia Global Payments, Entidad de Pago, SL 6,834 6,834
Other 30 30
Total changes 0 6,864 0 0 6,864
Balance at 31.12.2017 179,713

Impairment of investments in joint ventures

CaixaBank uses the same methodology described for associates to assess the possible impairment of
investments in joint ventures. The tests carried out did not uncover any need to make impairment
allowances for joint ventures (in 2016 allowances of EUR 24,797 thousand were made).

Financial information of joint ventures

Appendix 2 disclose the percentage of ownership, share capital, reserves, results, ordinary income, total
comprehensive income, profit/(loss) from discontinued operations, net cost and dividends paid by each of
the investments in joint ventures.

Summarised financial information on main joint ventures, based on the latest information available at the
date of preparation of these annual financial statements is as follows:

Summarised financial information of joint ventures
(Millions of euros)

Comercia Global Payments

Nature of the company's activities Note (1)
Country of incorporation and countries of operation Spain
% of voting rights (if different from the % stake)

Restrictions on dividend payments

Dividends received 8

Reconciliation of financial information related to fair value adjustments at the time of acquisition
and adjustments due to changes in accounting policy -

(1) Provision of the payment service (acquiring).
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(Millions of euros)

Comercia Global Payments

Latest period

available

31.12.2017 31.12.2016
Summarised financial information at (12 months) (12 months)
Cash and cash equivalents 75 24
Current assets 334 208
Non-current assets 150 165
Current liabilities (287) (191)
Non-current liabilities (2) (2)
Current financial liabilities (197) (65)
Ordinary income 148 75
Interest income 0 0
Interest expenses (0) (0)
Depreciation and amortisation (19) (12)
Profit/(loss) from continuing operations 42 23
Income tax expense/revenue (11) (6)
Total comprehensive income 32 16
(1) Provision of the payment service (acquiring).
15.3. Investments in associates
The detail of “Investments — Associates” at 31 December 2017 and 2016 is as follows:
Breakdown of investments in associates
(Thousands of euros)

31.12.2017 31.12.2016
Cost 4,165,200 5,251,374
Impairment allowances (7,760) (733,958)
Total 4,157,440 4,517,416
The main changes during 2017 and 2016 in this item excluding impairment losses are as follows:
2017
Gross changes

Capital
increases/ Transfers and

(Thousands of euros) Acquisitions reductions Sales other Total
Balance at 31.12.2016 5,251,374
Banco BPI, SA (1) (1,086,978) (1,086,978)
Other 0 1,060 (256) 0 804
Changes in 2017 Y 1,060 (256)  (1,086,978)  (1,086,174)
Balance at 31.12.2017 4,165,200
(1) Reclassification of Banco BPI from associate to Group entity
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2016
Gross changes

Capital
increases/
(Thousands of euros) Acquisitions reductions Sales Other Total
Balance at 31.12.2015 7,910,798
The Bank of East Asia, LTD 26,152 (1,499,962) (1,473,810)
Grupo Financiero Inbursa, SAV de CV (724,560) (724,560)
Repsol, SA 61,840 (560,213) (498,373)
Banco BPI, SA 22,463 22,463
Global Payments Caixa Acquisition Corporation,
SARL 72 14,637 14,709
Other 290 (140) (3) 147
Changes in 2016 84,375 41,079 (2,784,875) (3) (2,659,424)
Balance at 31.12.2016 5,251,374

The market value of listed companies classified as associates and the percentage stake held at 31 December
2017 and 2016 are shown in the table below:

Main listed companies

(Thousands of euros) 31.12.2017 31.12.2016

% interest  Market value % interest  Market value
Repsol, SA (*) 9.64% 2,171,148 10.05% 1,976,047
Erste Group Bank, AG 9.92% 1,539,310 9.92% 1,186,298
Banco BPI, SA (**) 45.50% 749,727
Market value 3,710,458 3,912,072

(*) At 31 December 2017, CaixaBank has arranged a cash flow micro-hedge of this stake.

(**) See Note 1 - Acquisition of control of Banco BPI.

Impairment in the value of investments in associates

CaixaBank has a methodology in place for performing a quarterly assessment of potential indicators of
impairment in the carrying amount of these investments. Specifically, it assesses investees’ business
performance and, where applicable, the companies’ share prices throughout the period and the target
prices published by renowned independent analysts. The Group uses the data to determine the recoverable
value of the investment and, if this exceeds the carrying amount, it considers that there are no indications
of impairment.

CaixaBank carried out impairment tests to assess the recoverable amount of its investments and verify the
valuation adjustments recognised. It used generally accepted valuation methods such as discounted cash
flows (DCF), regression curves, dividend discount models (DDM) and others. It did not consider potential
control premiums in any of the valuations.

Balance sheet and statement of profit or loss projections were made, as a base reference, for five years, as
these investments are long-term. They are updated and adjusted on a half-yearly basis.

The assumptions used are based on macroeconomic data on each country and sector obtained from
renowned external sources and published strategic plans of listed companies or internal strategic plans in
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the case of non-listed entities. The same methodology has been applied for associates and joint ventures.
The main assumptions used are as follows:

e Individual discount rates were used for each activity and country, ranging from 7.3% to 10.1% (from
7.6% to 10.9% in the tests performed at 31 December 2016).

e Growth rates were used to calculate terminal value beyond the forecast period ranging from 0.5%
to 2.5%, unchanged compared to the tests carried out at 31 December 2016. This growth was
determined on the basis of the data for the most recent forecast period but below the nominal GDP
increase for the country or countries where the investees conduct their operations.

Given the uncertainty inherent in these assumptions, sensitivity analyses are performed using reasonable
changes in the key assumptions on which the recoverable amount of the investments analysed is based to
confirm whether this continues to exceed the amount to be recovered. In this respect, possible variations in
the main assumptions used in the models were calculated and a sensitivity analysis carried out for the most
significant variables, including the various business drivers and statements of profit or loss of investees, to
assess the resistance of the value of these investments to more adverse scenarios. The following sensitivity
analyses were carried out:

e For banking stakes: possible variations in the main assumptions used in the model, discount rate
were calculated: -0.5%, + 0.5%, growth rate: -0.5%, +0.5%, net interest income: -0.05% +0.05% and
credit risk: -0.05% + 0.05%.

e For Repsol: possible variations in the main assumptions used in the model: Brent prices: -
S5/bbl, +S5/bbl.

Following the sensitivity analyses carried out and the share price performance, a net impairment allowance
was made for Erste Bank Group in 2017 for the amount of EUR 275 million (in 2016 impairments were
recognised for the amount of EUR 526 thousand).

The tables below show the changes in impairment allowances for associates in 2017 and 2016:

Movement in impairment allowances for associates

(Thousands of euros)

2017 2016
Opening balance 733,958 733,432
Plus:
Allowances recognised in profit or loss 207 526
Less:
Funds drawn down in prior years (275,