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GENERAL
INFORMATION

Banco Caminos, S.A. (hereinafter the “Entity”, the
“Bank” or the “Parent”) is a credit institution that was
incorporated on 2 February 1977 under the name
Caja de Crédito del Colegio de Ingenieros de Cami-
nos, Canales y Puertos Sociedad Cooperativa. On 18
June 1990 it changed its name to Caja Caminos, So-
ciedad Cooperativa de Crédito, as agreed at the Ordi-
nary and Extraordinary General Assembly.

At the Entity's Extraordinary General Assembly held
on 29 June 2007, the following items were approved:

o The conversion of Caja Caminos, Sociedad Coo-
perativa de Crédito from a credit cooperative
(Sociedad Cooperativa de Crédito) into a corpo-
ration (Sociedad Andnima), in this case a bank,
whereupon it would adopt the name of Ban-
co Caminos, S.A. and its articles of association
would be completely amended.

o An increase in the Entity's share capital by
141,584 shares, as follows:



CONSOLIDATED ANNUAL ACCOUNTS 2020

Entity's shareholders received one new sha-
re for each old share they previously held. To
maintain the same proportion, the Entity’s sha-
re capital, as of the aforementioned date, was
represented by 351,533 registered shares of
Euros 60.11 par value each.

All shareholders 33,370
Holders of Series C shares 79,898 o The Entity’'s equity-capital was sufficient to
Personnel and directors 28316 maintain its capital adequacy ratio.

o Relocation of the Entity's registered office to Calle
Almagro no. 8, in Madrid.

The shares were issued at a par value of Euros 60.11
each and with a share premium of Euros 120.22 per
share, representing a capital increase of Euros 8,511
thousand and a share premium of Euros 17,021 thou-
sand. The subscription period for the capital increase
ran from 15 July 2007 to 15 October 2007, the latter
date being the payment date.

The capital increase was executed in a public deed
on 15 October 2007, and was subscribed and fully paid
up. Following this capital increase, the Entity's share ca-
pital stood at Euros 21,132 thousand, represented by
351,553 shares.

The agreements described above were executed in a
public deed on 8 February 2008, wherein the following
information was placed on record:

o The conversion of Caja Caminos, Sociedad Coope-
rativa de Crédito from a credit cooperative into a
corporation (specifically, a bank) did not affect its
legal status.

o Share capital was subscribed and fully paid up
and former shares had been duly cancelled. The

o The conversion agreement was authorised by
the Directorate General of the Treasury and Fi-
nancial Policy on 30 November 2007.

o The mandatory reserve fund of Euros 7,250
thousand (as per the balance sheets appro-
ved at 28 June 2007 and 7 February 2008)
was transferred to the cooperative “Alma-
gro Sociedad Cooperativa de Consumido-
res y Usuarios” as approved at the afore-
mentioned Extraordinary General Assembly
(see note 21.1).

Caja Caminos, Sociedad Cooperativa de Crédito
was officially removed from the Register of Credit
Cooperatives on 25 February 2008, under number
1429-SMT, given that the Entity was converted into
a corporation named Banco Caminos, S.A.

On 10 March 2008, following the filing of the rela-
ted public deed at the Mercantile Registry, Banco Ca-
minos, S.A. was officially entered on the Register of
Banks and Bankers under code 0234 and tax identifi-
cation number A28520666.

Subsequently, in 2009, 2010, and 2011, the chan-
ges described in note 21.1 were made to the Entity's
share capital.

On 13 December 2019 the merger of Gefonsa,
S.V., S.A.U. with and into Banco Caminos S.A., in ac-
cordance with Law 3/2009 of 3 April 2009, and as
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authorised by the Ministry of Economy and Business
on 29 November 2019, was registered. Gefonsa, S.V.,
S.A.U. was thus extinguished but not liquidated, and
its assets and liabilities were transferred en bloc to
Banco Caminos, S.A., which therefore acquired by
universal succession all of the rights and obligations
of the absorbed company. The merger was effective
for accounting purposes as of 1 January 2019 (see
note 15).

As a result of the merger, the articles of association
of Banco Caminos were amended to include the pro-
vision of investment services and activities, and the
rendering of ancillary services, as envisaged in the
Securities Market Law and the related implementing
legislation.

The standard and regular business activity of the
Bank is to receive funds from the public in the form
of deposits, loans, financial assets temporarily trans-
ferred under repurchase agreements or other simi-
lar instruments that entail repayment obligations,
and uses such funds to grant loans, credit facilities
and other similar operations to serve the financial
needs of customers. Thus, it may carry out all types
of asset, liability and service transactions that credit
institutions are entitled to perform. Although the
Entity primarily conducts its operations throughout
Spain, it may also perform abroad such operations
as are legally permitted.

The Entity’s registered office is at Calle Almagro no.
8, in Madrid, and it conducts its business through two
branches in Madrid and one in Barcelona, employing
176 people (181 people in 2019).

At 31 December 2020 and 2019, the Bank was sub-
ject to the same general regulations as those governing
the activity of credit institutions.

The Entity operates under the name of Banco Cami-
nos, S.A. and is governed by the articles of association

approved at the Extraordinary General Assembly of
29 June 2007, and subsequent amendments thereto,
and by the Spanish Companies Act and other applica-
ble legal provisions.

The Entity is subject to legislation regulating the fo-
llowing matters, among others:

© Maintenance of a minimum level of funds at the
national central bank of a Euro country to cover
the minimum reserve ratio.

o Maintenance of a minimum level of capital.
The legislation basically stipulates the obliga-
tion to maintain sufficient capital to cover the
risks assumed. Compliance with the capital
adequacy ratio is at consolidated level.

o Annual contribution to the Deposit Guaran-
tee Fund, which serves as an additional gua-
rantee to creditors, aside from the Entity’s ca-
pital, to cover customer deposits up to Euros
100,000.

o Contribution to the Single Resolution Fund sti-
pulated in Law 11/2015 of 18 June 2015 and its
implementing legislation, namely Royal Decree
1012/2015 of 6 November 2015, which trans-
poses into Spanish law Directive 2014/59/EU of
15 May 2014, establishing a framework for the
recovery and resolution of credit institutions
and investment firms.

These consolidated annual accounts were au-
thorised for issue by the board of directors of the
Bank, Parent of the Group, at the meeting held on
29 March 2021 and have been signed by the di-
rectors on the last page hereof. The consolidated
annual accounts are pending approval by the sha-
reholders at their general meeting and are expec-
ted to be approved without significant changes.
The consolidated annual accounts for 2019 were
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approved by the shareholders at their general mee-
ting held on 30 June 2020.

The Banco Caminos Group (hereinafter the “Group”) com- Details of the companies that form the consolidated
prises Banco Caminos, S.A. and its subgroups, which toge- Group at 31 December 2020, indicating their registered
ther form a Group as defined in the current legal provisions. office address, their activity and the percentage owners-

hip held, are as follows:

Bancofar, S.A. C/ Fortuny, 51. Madrid Entidad de crédito 82,99% - KPMG
Corporacién Banco

Caminos, S.L.U. C/ Almagro, 8. Madrid Adquisicién y tenencia de activos 100,00% - KPMG
FAM Caminos, S.A. (*) C/ Almagro, 42 Mediador de Seguros Vinculado - 80,00% Eudita AH Auditores 1986
Gabinete de Estudio y

Gestion Juridica, S.A. (*) C/ Almagro, 8. Madrid  Adquisicién, administracion y venta de activos 64,76% 35,24% Eudita AH Auditores 1986
Gespension Caminos,

E.G.FP.,SAU. (%) C/ Fernando el Santo, 3. Madrid Gestion de Fondos de Pensiones - 100,00% Eudita AH Auditores 1986
Gestifonsa, S.G.LI.C.,

SAU. (%) C/ Almagro, 8. Madrid Gestién de instituciones de inversion colectiva - 100,00% Eudita AH Auditores 1986
Maxlan, S.A.U. C/ Almagro, 8. Madrid Promocion, gestion, compray venta deterrenos ~ 100,00% - Eudita AH Auditores 1986
Servifonsa, A.L.E. (*) C/ Almagro, 8. Madrid  Servicios administrativos, financierosy contables ~ 87,27% 12,73% KPMG Auditores S.L.
Sistemcam, S.A.U. (*) C/ Almagro, 8. Madrid Servicios informaticos - 100,00% Eudita AH Auditores 1986

(*) Indirect equity investments held through Corporacién Banco Caminos, S.L.U.
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All subsidiaries are fully consolidated.

The financial year for all of the companies is the same
as the calendar year.

Details of the capital and reserves and the carrying
amounts of these companies that were used in the
consolidation process for 2020 are as follows:

Bancofar, S.A. 62,441 102,115 2,681 99,434 44,740
Corporaciéon Banco Caminos, S.L.U. 30,000 40,212 229 39,983 30,000
FAM Caminos, S.A. 481 7,430 1,022 6,408 5,384
Gabinete de Estudio y Gestién Juridica, S.A. 24,858 30,014 40 29,974 24,874
Gespension Caminos, E.G.F.P., S.A.U. 6,972 12,144 277 11,867 9,203
Gestifonsa, S.G.LI.C., S.A.U. 601 4,959 910 4,049 694
Maxlan, SA.U. 13,226 14,601 (80) 14,681 14,522
Servifonsa, A.I.E. 250 250 - 250 247
Sistemcam, S.A.U. 601 1,694 282 1,412 602

Details of investees at 31 December 2020 and 2019
are provided in Appendix I.

The Group, composed of financial and non-finan- le Bancofar, S.A. has 29 branches located throu-
cial companies, aims to offer a wide variety of spe- ghout Spain.
cialised products and services to customers, based
on the Group’s own product and service model. At The most significant changes in investments in
31 December 2020, Banco Caminos, S.A. has three Group companies in 2020 and 2019 are outlined in

branches (in Madrid, A Corufia and Barcelona), whi- note 15.



BASIS OF PRESENTA-
TION OF THE CONSOLIDA-
TED ANNUAL ACCOUNTS
AND OTHER INFORMATION

The consolidated annual accounts of the Group
have been prepared on the basis of the accoun-
ting records of the Group companies in accordance
with International Financial Reporting Standards
as adopted by the European Union (IFRS-EU) to
give a true and fair view of the consolidated equity
and consolidated financial position of the Group at
31 December 2020, and the consolidated results
of its operations, changes in consolidated equity
and its consolidated cash flows for the year then
ended. The measurement criteria and principles
applied are described in note 3 to the consolidated
annual accounts. All mandatory accounting princi-
ples and measurement criteria having a significant
effect on the consolidated annual accounts have
been applied.

Thus, the consolidated annual accounts of the
Group for 2020 are presented in accordance with
International Financial Reporting Standards as adop-
ted by the European Union (IFRS-EU) and considering
the provisions of Banco de Espafia Circular 4/2017 of
27 November 2017 to credit institutions, on public
and confidential financial reporting rules and for-
mats (hereinafter “Circular 4/2017") and subsequent
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amendments thereto, which embody the develo-
pment and adaptation of IFRS-EU for the Spanish
credit institutions sector.

The Group's consolidated annual accounts have
been prepared on the basis of the accounting re-
cords of the Bank and of the other companies
forming the Group. Nonetheless, given that the
accounting principles and measurement criteria
applied in the preparation of these consolidated
annual accounts could differ from those used by
certain Group companies, the necessary adjust-
ments and reclassifications have been made on
consolidation to harmonise these principles and
criteria and to align them with IFRS-EU applied
by the Bank.

In these consolidated annual accounts for
2020 the directors of the Parent have included
comparative figures for the prior year. Certain
insignificant changes have been made to the
comparative information for 2019 disclosed in
these consolidated annual accounts in order to
enhance comparison thereof with the informa-
tion for 2020.

The 2019 figures are not directly comparable
with those for 2020, in view of the following:

A) New mandatory standards, amendments
and interpretations applicable as of the calen-
dar year commenced 1 January 2020 and the-
reafter, approved by the European Union
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The main mandatory standards, amendments and
interpretations issued by the International Accounting
Standards Board (“IASB”) and approved by the Euro-
pean Union, applicable in the annual periods beginning
after the calendar year commenced 1 January 2020,
are as follows:

- Amendments to the IFRS Conceptual Framework

[Effective for annual periods beginning on or after 1
January 2020]

The amendments to the conceptual framework inclu-
de revised definitions of assets and liabilities, as well as
new guidance on their measurement, derecognition,
presentation and disclosure.

The amendment described above has had no rele-
vant impact on these consolidated annual accounts or
their disclosures.

- Amendments to IAS 1 Presentation of Financial
Statements and IAS 8 Accounting Policies, Changes in
Accounting Estimates and Errors

[Effective for annual periods beginning on or after 1
January 2020]

The amendments to the aforementioned standards
introduce changes to align the definition of material
with that contained in the conceptual framework.

The standards described above have had no relevant
impact on these consolidated annual accounts or their
disclosures.

- Amendments to IFRS 9, IAS 39 and IFRS 7: Interest
Rate Benchmark Reform - Phase 1

[Effective for annual periods beginning on or after 1
January 2020]

Several regulators in various jurisdictions are
currently in the process of reforming the indices
used as interest rate benchmarks for multiple
financial transactions with different terms and
currencies between different financial market
participants.

These benchmark indices are being replaced by
other risk-free alternatives based on real tran-
sactions.

The interest rate benchmark reform could mean
that certain requirements for hedging relationships
cease to be met. This could lead to the discontinua-
tion of hedging relationships designated by entities
at the benchmark date.

For this reason, the IASB initiated a project to
amend accounting standards, aimed at avoiding the
discontinuation of affected hedging, and which com-
prises two phases:

o Phase 1 (finalised and adopted by the European
Union): amendments required during the pe-
riod prior to the full replacement of the bench-
mark indices.

o Phase 2 (finalised and to be adopted by the Eu-
ropean Union): amendments required once the
prevailing rates have been either definitively
modified or replaced.

The phase 1 amendments include certain tem-
porary exceptions to the general application of
the standards (IAS 39 and IFRS 9), as well as re-
quirements for additional disclosures (IFRS 7) in
the event of using these temporary exceptions.
These amendments cover the hedging relations-
hips directly affected by the interest rate bench-
mark reform currently underway. It is understood
that hedging relationships are directly affected by
the reform if the reform gives rise to uncertain-



ties about the timing or the amount of interest rate
benchmark-based cash flows of the hedged item or
of the hedging instrument.

The temporary exceptions shall cease to be
applicable once certain conditions are met. One
of these conditions is that the uncertainty deri-
ving from the interest rate benchmark reform
disappears with respect to the timing and the
amount of the interest rate benchmark-based
cash flows or when the hedging relationship is
discontinued.

The standards described above have had no relevant
impact on these consolidated annual accounts or their
disclosures.

- Amendments to IFRS 3: Business Combinations

[Effective for annual periods beginning on or after 1
January 2020]

The amendment clarifies the definition of a business.
Specifically, it stipulates that, to be considered a busi-
ness, an integrated set of activities and assets must in-
clude, at a minimum, an input and a substantive pro-
cess that together significantly contribute to the ability
to create output. It also clarifies that a business can exist
even without including all of the inputs and processes
required to create output.

The standard described above has had no relevant
impact on these consolidated annual accounts or their
disclosures.

- Amendments to IFRS 16: Leases

[Effective on or after 1 June 2020]

This introduces a practical expedient to which lessees

can opt, whereby they are exempt from assessing whe-
ther a COVID-19-related rent concession, that meets
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certain conditions, is a lease modification.

The standard described above has had no relevant
impact on these consolidated annual accounts or
their disclosures.

B) New standards, amendments and interpreta-
tions with mandatory application in years subse-
quent to the calendar year that began on 1 January
2020 approved by European Union

The main standards, amendments and interpre-
tations issued by the IASB and approved by the Eu-
ropean Union for mandatory application in periods
after the natural year that began on 1 January 2020,
are as follows:

- Amendments to IFRS 4: Insurance Contracts

[Effective for annual periods beginning on or after 1
January 2021]

Extension of the temporary exemption to in-
surance entities from applying IFRS 9 “Finan-
cial Instruments” and certain provisions of IAS
28 “Investments in Associates and Joint Ventu-
res” to annual periods beginning on or after 1
January 2023.

C) New standards, amendments and inter-
pretations with mandatory application in years
subsequent to the calendar year that began on 1
January 2020, pending approval by the European
Union

The following are the main standards, amend-
ments or interpretations issued by the IASB that
were pending approval by the European Union and
are therefore not applied in the preparation of these
consolidated annual accounts:

- IFRS 17: Insurance Contracts
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[Effective for annual periods beginning on or after 1 ther a contract is onerous.
January 2023, and early adoption is permitted]
- Annual improvements to IFRSs (2018-2020

IFRS 17 establishes principles for the recognition, cycle):
measurement, presentation and disclosure of insu-
rance contracts. The objective of the standard is to [Effective for annual periods beginning on or after 1

ensure that an entity provides relevant information January 2022, and early adoption is permitted]
that faithfully represents those contracts. This infor-

mation gives a basis for users of financial statements The improvements included in this cycle affect the
to assess the effect that insurance contracts have on following standards:
the entity’s financial position, financial performance
and cash flows. IFRS 17 replaces IFRS 4 Insurance o |[FRS 1 First-time Adoption of International
Contracts. Financial Reporting Standards. Subsidiaries
that have adopted IFRS at a later date than
- Amendments to IFRS 3: Business Combinations their parent are permitted to measure cu-
mulative translation differences using the
[Effective for annual periods beginning on or after 1 amounts reported by their parent, thus avoi-
January 2022, and early adoption is permitted] ding the need to keep two parallel accoun-

ting records.
Amendments shall be made to the references to the

Conceptual Framework for Financial Information con- °|FRS 9 Financial Instruments. The amend-
tained in the standard. ment clarifies which costs or fees an entity
must include when it applies the ‘10 per cent’
- Amendments to IAS 16 Property, Plant and test when derecognising a financial liability.
Equipment Only costs or fees paid or received between
the borrower and the lender must be inclu-

[Effective for annual periods beginning on or after 1 ded as such.

January 2022, and early adoption is permitted]
°|FRS 16 Leases. Amendment to lllustrative

Prohibition of an entity from being able to deduct Example 13 accompanying the standard, in
from the cost of an item of property, plant and equip- order to avoid any potential confusion regar-
ment any proceeds from selling items produced before ding the treatment of lease incentives.

the asset is available for use.
o |AS 41 Agriculture. Removal of the requirement

- Amendments to IAS 37 Provisions, Contingent Lia- to exclude taxation cash flows when measuring
bilities and Contingent Assets the fair value in accordance with IAS 41.

[Effective for annual periods beginning on or after 1 - Amendments to IFRS 9, IAS 39, IFRS 7, IFRS 4 and
January 2022, and early adoption is permitted] IFRS 16: Interest Rate Benchmark Reform - Phase 2

Specifies the components that an entity mustinclude [Effective for annual periods beginning on or after 1

as the cost of fulfilling a contract when assessing whe- January 2021]



After the publication of the phase 1 amendments
described above, phase 2 covers matters that could
affect the presentation of financial information du-
ring the interest rate benchmark reform, such as
changes in the basis used to determine contractual
cash flows or hedging relationships that arise as a
result of the interest rate benchmark reform.

The Group intends to adopt the aforementioned
standards and amendments when they come into for-
ce and if they are finally applicable. Likewise, it conti-
nues to evaluate their impact. From the preliminary
analyses performed, their initial application is not ex-
pected to have a significant impact on the consolidated
annual accounts.

The information included in the consolidated an-
nual accounts is the responsibility of the Parent’s
directors. The preparation of certain information
included in these consolidated annual accounts has
required the directors of the Parent to make jud-
gements and estimates based on assumptions that
affect the application of accounting policies and the
reported amounts of assets and liabilities, income
and expenses and obligations. The most significant
estimates used in preparing these consolidated an-
nual accounts are as follows:

olmpairment losses on financial assets and
non-current assets held for sale (see notes 3.7
and 3.13).

o Impairment losses on and useful lives of tan-
gible and intangible assets (see notes 3.10 and
3.11).

o The assumptions used in the actuarial calcula-
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tions performed to measure post-employment
benefit liabilities and obligations (see note 3.14).

o The fair value of certain financial assets not
quoted on official secondary markets (see no-
tes 3.5 and 3.8).

o The estimation of the need, or not, to recognise
provisions and the amount thereof where appli-
cable (see notes 3.6 and 3.16).

© The recoverability of deferred tax assets (see
note 23).

As indicated in note 2.8, on 11 March 2020 CO-
VID-19 was declared a global pandemic by the World
Health Organization. The greater uncertainty associa-
ted with the unprecedented nature of this pandemic
entails greater complexity in developing trustworthy
estimates and in applying judgement.

The estimates and assumptions used are based on
past experience and other factors that are conside-
red the most reasonable under the current circum-
stances, and are reviewed periodically. The effect of
any change in accounting estimates following such a
review or due to future events is recognised in the
consolidated income statement for the period of the
change and future periods.

In 2020 there were no significant changes in the
assumptions and estimates made at 31 December
2019, except as indicated in these consolidated an-
nual accounts.

For consolidation purposes, and pursuant to the
criteria set out in IFRS 10 Consolidated Financial
Statements, IFRS 11 Joint Arrangements and |AS 28
Investments in Associates and Joint Ventures, the
Group is formed by four types of companies: subsi-
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diaries, joint ventures, associates and structured enti-
ties, which are defined as follows.

Subsidiaries

Subsidiaries are entities over which the Group has
control. An investor controls an investee when it is
exposed, or has rights, to variable returns from its
involvement with the investee and has the ability to
affect those returns through its power over the in-
vestee.

To be considered a subsidiary, the following must
occur:

a. Power: An investor has power over an investee
when the investor has existing rights that give it
the current ability to direct the relevant activities;
i.e. the activities that significantly affect the inves-
tee's returns.

b. Returns: An investor is exposed, or has rights,
to variable returns from its involvement with the
investee when the investor's returns from its in-
volvement have the potential to vary as a result
of the investee's performance. The investor’s re-
turns can be only positive, only negative or both
positive and negative.

c. Link between power and returns: An investor
controls an investee if the investor not only has
power over the investee and exposure or rights to
variable returns from its involvement with the in-
vestee, but also has the ability to use its power to
affect the investor’s returns from its involvement
with the investee.

The financial statements of subsidiaries are fully con-
solidated with those of the Bank.

The share of non-controlling interests of subsidiaries
in the Group's consolidated equity are presented un-

der minority interests [non-controlling interests] on
the consolidated balance sheet, while their share of
profit or loss is presented under profit or loss for the
year - attributable to minority interests (non-contro-
lling interests) in the consolidated income statement.

The results of subsidiaries acquired during the year
are consolidated only from the date of acquisition to
the reporting date.

Similarly, the results of subsidiaries disposed of du-
ring the year are consolidated only from the begin-
ning of the year to the date of disposal.

Appendix | contains significant information on the-
se companies at 31 December 2020 and 2019.

Joint ventures

These are entities over which there is contractually
agreed sharing of control. A joint arrangement is a
contractual arrangement giving two or more parties,
or “venturers” in a joint venture, control over an ac-
tivity that is subject to joint control. In a joint arran-
gement, no one party has control over the arran-
gement, but rather control is shared with the other
parties, which implies, contractually, that decisions
about the relevant activities require the unanimous
consent of the parties sharing control.

The Group had no interests in joint ventures at 31
December 2020 or 2019.

Associates

Associates are entities over which the Bank is in a
position to exercise significant influence, but not con-
trol or joint control.

This usually occurs when a direct or indirect invest-
ment of 20% or more of the voting rights of the inves-
tee is held. At 31 December 2020 and 2019, there are



no entities in which 20% or more of the voting rights
are held that are not considered associates.

Associates are accounted for using the equity me-
thod in the consolidated annual accounts.

At 31 December 2020 and 2019 the Group has no in-
vestments in associates.

Structured entities

A structured entity is an entity that has been desig-
ned so that voting or similar rights are not the domi-
nant factor in deciding who controls the entity, such
as when any voting rights relate to administrative
tasks only and the relevant activities are directed by
means of contractual arrangements.

At 31 December 2020 and 2019 the Group has no
investments in structured entities.

All of the financial statements of the subsidiaries
used in the preparation of the Group’s consolida-
ted financial statements have been prepared as of
the same reporting date as the consolidated finan-
cial statements. In the event financial statements at
the same date are not available, the most recent fi-
nancial statements, dating back no more than three
months, are used, adjusted where necessary for the
effects of the most significant transactions carried
out up to the date of the Group’s consolidated finan-
cial statements. At 31 December 2020, the financial
statements of all of the Group companies at that
date were available.

Separate financial statements

The separate financial statements of the Group’s Parent
are prepared under Spanish accounting principles (Banco
de Espafia Circular 4/2017 and subsequent amendments
thereto, and other provisions of the financial reporting
framework applicable to the Bank). Banco Caminos, S.A.
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accounts for its investments in subsidiaries, associates
and joint ventures in its separate financial statements
using the cost method, as envisaged in the aforemen-
tioned Circular 4/2017 and as permitted by IAS 27 Sepa-
rate Financial Statements.

The separate financial statements of Banco Caminos,
S.A. at 31 December 2020 and 2019 are presented in
Appendix II.

On 26 June 2013, Regulation (EU) No 575/2013
of the European Parliament and of the Council on
prudential requirements for credit institutions and
investment firms (“Regulation (EU) No 575/2013")
and Directive 2013/36/EU on access to the activity
of creditinstitutions and the prudential supervision
of credit institutions and investment firms (“Direc-
tive 2013/36/EU") were approved. These came into
effect on 1 January 2014 with progressive phasing
in until 1 January 2019, repealing the solvency re-
gulations in force until then.

Regulation (EU) No 575/2013 and Directive
2013/36/EU regulate capital requirements in the
European Union and include the recommenda-
tions set out in Basel Ill, the capital adequacy ac-
cord, specifically:

o Regulation (EU) No 575/2013, which is directly
applicable to Member States, contains pru-
dential requirements for credit institutions
and covers, inter alia, the following:

o The definition of the components of eli-
gible capital, establishing the eligibility
requirements for hybrid instruments
and limiting the eligibility of minority in-
terests.
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° The definition of prudential filters and de-
ductions applied to the capital components
in each tier. In this respect, the Regulation
includes new deductions compared to Basel
Il (net tax assets, pension funds, etc.) and
introduces changes to existing deductions.
Nevertheless, it establishes a phase-in sche-
dule of between 5 and 10 years for full im-
plementation.

o The specification of minimum requirements,
with three levels of own funds: a Common
Equity Tier 1 capital ratio of 4.5%, a Tier 1
capital ratio of 6% and a total capital ratio
of 8%.

° The requirement for financial institutions
to calculate a leverage ratio, defined as the
institution’s Tier 1 capital measure divided
by that institution’s total exposure measu-
re, unadjusted for risk. The requirement
to publicly disclose the ratio applies from
2015 onwards.

o The main objective and subject-matter of Direc-
tive 2013/36/EU is to coordinate national provi-
sions concerning access to the activity of credit
institutions and investment firms, the modali-
ties for their governance, and their supervisory
framework. This Directive must be transposed
into national legislation by the Member States
according to their criteria. Directive 2013/36/EU
includes, inter alia, additional capital require-
ments to those laid down in Regulation (EU) No
575/2013, which will be phased in progressively
until 2019. Failure to meet these requirements
will result in restrictions on discretionary distri-
butions of profit. Such requirements specifically
include:

° A capital conservation buffer and a coun-
tercyclical capital buffer. Following on from

the Basel lll regulatory framework, and to
mitigate pro-cyclical effects of financial
regulation, all financial institutions are
required maintain a capital conservation
buffer of 2.5% of Common Equity Tier 1
capital and an institution-specific coun-
tercyclical capital buffer based on Com-
mon Equity Tier 1 capital.

]

A systemic risk buffer. For global syste-
mically important institutions and other
systemically important institutions, to
mitigate systemic or macroprudential ris-
ks; i.e. risks of disruption in the financial
system with the potential to have serious
negative consequences for the financial
system and the real economy in a specific
Member State.

In addition, with regard to supervisory powers,
Directive 2013/36/EU provides that the competent
authority may require credit institutions to main-
tain higher levels of capital than the minimum re-
quirement specified in the Directive.

To further strengthen the resilience of banks,
on 23 November 2016 the European Commission
presented a package of banking reforms amending
the existing legislation on capital requirements set
forth in Regulation (EU) No 575/2013 and Directive
2013/36/EU, and on the resolution of institutions
(Bank Recovery and Resolution Directive or BRRD).
The package of banking reforms was opened up to
public consultation on that date, until it was submi-
tted for consideration by the European Parliament
and Council in November 2018 and subsequently
endorsed by the ECOFIN on 4 December 2018. The-
se measures ultimately came into force on 27 June
2019 through Regulation (EU) No 2019/876.

Regarding Spanish regulations, the new legisla-
tion is essentially aimed at transposing European



rules at local level:

o

o

Banco de Espafia Circular 2/2014 of 31 January
2014, to credit institutions, on the exercise of
various regulatory options contained in Re-
gulation (EU) No 575/2013. The purpose is to
establish, in accordance with the powers gran-
ted, which of the options attributed to natio-
nal competent authorities under Regulation
(EU) No 575/2013 will be mandatory as of 1
January 2014 for consolidable groups of credit
institutions, and for credit institutions whe-
ther or not they form part of a consolidable
group, and to what extent. To this end, in this
Circular the Banco de Espafia provides some
of the permanent regulatory options envisa-
ged in Regulation (EU) No 575/2013, so as to
allow for continuity in the treatment applied to
certain matters under Spanish legislation be-
fore the EU Regulation came into force, which
in some cases stemmed from the business
model traditionally followed by Spanish insti-
tutions. This does not rule out the possibility
of other options envisaged in Regulation (EU)
No 575/2013 for competent authorities being
availed of in the future in many instances, par-
ticularly in the case of specific options applied
directly under Regulation (EU) No 575/2013 wi-
thout the need for their inclusion in a Banco de
Espafia circular.

Law 10/2014 of 26 June 2014 on the regulation,
supervision and solvency of credit institutions,
the aim of which is to further the transposition
of Directive 2013/36/EU initiated by Royal De-
cree-Law 14/2013 of 29 November 2013, and
to recast certain national provisions in force at
the time regarding regulatory and disciplinary
rules for credit institutions. Among other deve-
lopments, this law introduces for the first time
an express obligation for the Banco de Espafia
to present, at least annually, a supervisory pro-
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gramme setting out the content and how it
will perform its supervisory activity, and the
measures to be adopted in view of the results
obtained. Under this programme a stress test
must be carried out at least once a year.

o Banco de Espafia Circular 3/2014 of 30 July
2014. Among other measures, this Circular
amends Circular 2/2014 of 31 January 2014
on the exercise of various regulatory options
contained in Regulation (EU) No 575/2013 on
prudential requirements for credit institu-
tions and investment firms, in order to unify
the treatment of the deduction of intangible
assets during the transitional period set out
in Regulation (EU) No 575/2013, equating the
treatment of goodwill to that of all other in-
tangible assets.

o Banco de Espafia Circular 2/2016 of 2 Fe-
bruary 2016. This Circular completes the
transposition of Directive 2013/36/EU and
includes additional regulatory options for
the national competent authorities to those
included in Circular 2/2014. Specifically, and
subject to prior authorisation by the Banco
de Espafia, it includes the possibility of trea-
ting certain exposures through public sector
entities with the same weighting as the tier
of government on which they rely

o Banco de Espafia Circular 3/2017 of 24 Oc-
tober 2017, amending certain aspects of Cir-
cular 2/2014 of 31 January 2014. Its scope
of application has been limited to less sig-
nificant institutions, the contents of the Cir-
cular have been adapted to the ECB's guide-
lines, and it eliminates the rules regarding
the transitional arrangements that were in
force until 2017.

o Royal Decree-Law 22/2018 of 14 December
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2018 introducing macroprudential tools and
limits on sector concentration, as well as con-
ditions for lending and other exposures. In
this respect, the Banco de Espafia may requi-
re institutions to maintain a countercyclical
capital buffer for all of their exposures or for
exposures through a specific sector.

The Group uses the following methods when calcu-
lating its minimum capital requirements:

o To calculate capital requirements for risk-wei-
ghted exposures in respect of credit, counter-
party and dilution risk and for free deliveries:
the standardised approach.

To calculate its capital requirements in respect
of operational risk: the basicindicator approach.

oTo determine overall exposure to credit va-
luation adjustment risk: the standardised
approach.

o The Group was not exposed to settlement-deli-
very risk, position risk, currency risk, commodi-
ties risk or other significant risks at 31 Decem-
ber 2020 and 2019.

Details of the Group's capital levels at 31 Decem-
ber 2020 and 2019 calculated in accordance with Re-
gulation (EU) No 575/2013 and Directive 2013/36/EU
are as follows:



Tier 1 capital @

220,689 13.52
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215,677 13.91

Tier 2 capital @

(1) Essentially includes share capital, reserves, profit or loss for the year and temporary adjustments for minority interests that qualify for inclusion in Common Equity Tier 1
capital; less treasury shares, goodwill and intangible assets, and other temporary adjustments to additional Tier1 capital.

(2 Includes general credit risk adjustments applying the standardised approach.

On 12 March 2020 the ECB published a raft of me-
asures to firm up the resilience of institutions in the
current climate in response to the COVID-19 pande-
mic, allowing institutions to temporarily operate be-
low the minimum requirements of Pillar Il Guidance
and the capital conservation buffer. Moreover, the
entry into force of article 104 a) of the CRD V was
brought forward, allowing institutions to cover the
minimum requirements of the Pillar Il Requirement
not only with Common Equity Tier 1 capital, but also
with Additional Tier 1 capital and Tier 2 capital.

At 31 December 2020 and 2019, the Banco Ca-
minos Group's capital ratios were above the mini-
mum thresholds stipulated by the Banco de Espa-
fla through article 68.2.a of Law 10/2014. Given the
environment arising as a result of COVID-19 (see
note 2.8), the regulator has decided to maintain the
Group’s capital requirements for 2020 in 2021.

Group management has set the following strategic
objectives for capital management:

o Consistently comply with applicable legislation
on minimum capital requirements.

o Seek maximum capital management efficiency
in order for capital consumption to be conside-
red, alongside other return and risk variables, as
a fundamental variable in analyses associated
with the Entity’s investment decision making.

o Reinforce the proportion of Tier 1 capital with
respect to the Group's capital as a whole.

At 31 December 2020 and 2019, and during both
years, the Bank complied with the minimum reserve
ratio required by applicable Spanish legislation.

The Bank and Bancofar, S.A. contribute to the
Credit Institution Deposit Guarantee Fund (“DGF")
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created by Royal Decree-Law 16/2011 of 14 October
2011, the purpose of which is to guarantee depo-
sits in cash, securities or other financial instruments
at credit institutions, up to a maximum of Euros
100,000 for cash deposits or, for deposits in ano-
ther currency, the equivalent amount applying the
appropriate exchange rates, and Euros 100,000 for
investors depositing their securities or other finan-
cial instruments with a credit institution. These two
guarantees provided by the Fund are different and
mutually compatible.

The contribution to the DGF is made each year pur-
suant to the agreements adopted annually by the DGF
Management Committee. In the case of cash deposits,
it is based on the deposits existing at 30 June each
year, the contribution of each institution being adjus-
ted on the basis of its risk profile; and in the case of
the securities guarantee, the deposits existing at 31
December.

Accordingly, in 2020 the expense incurred by the
Group for the contributions made to the DGF amoun-
ted to Euros 2,000 thousand (Euros 1,775 thousand in
2019), which has been recognised under other opera-
ting expenses in the accompanying consolidated inco-
me statement (see note 24.3).

Moreover, Law 11/2015 of 18 June 2015 and its
implementing legislation, namely Royal Decree
1012/2015 of 6 November 2015, transposes into
Spanish law Directive 2014/59/EU of 15 May 2014,
establishing a framework for the recovery and re-
solution of credit institutions and investment fir-
ms. This Law regulates the creation of the National
Resolution Fund, which must be endowed with an
amount equivalent to 1% of guaranteed deposits
by 31 December 2024, through contributions from
credit institutions and investment service firms in
Spain. Administration of the Single Resolution Fund
and calculation of the ex-ante contributions to be
made by the different institutions has been the res-

ponsibility of the Single Resolution Board since 1
January 2016.

Each institution’s contribution is calculated accor-
ding to its respective share of the total aggregate
amount of the following items: the institution’s total
liabilities, excluding own funds and the guaranteed
amount of deposits, subsequently adjusted for each
institution’s risk profile. Based on the foregoing,
the contribution to be made by the Group for 2020
was Euros 1,130 thousand (Euros 976 thousand for
2019), which was recognised under other operating
expenses in the accompanying income statement
(see note 24.3).

The emergence of Coronavirus COVID-19 in
China and its global spread to a large number
of countries led the World Health Organization
to declare the viral outbreak a pandemic on 11
March 2020. The pandemic has affected and con-
tinues to adversely affect the global economy and
activity, as well as the economic situation in Spain,
where the Bank operates. The Spanish govern-
ment has adopted an array of measures that have
affected performance for the year (see note 6.1
Credit Risk).

In the face of the pandemic, the Bank has fo-
cused its attention on ensuring continuity of the
operational security of the business as a priority
and monitoring the impact on the Bank's business
and risks (such as impact on results, capital or li-
quidity). However, this has not caused any subs-
tantial change to the Entity’s mid and long-term
strategic plan.

In order to mitigate the impact associated with
COVID-19, various European, national and inter-
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national bodies have issued declarations aimed at
allowing an increased level of flexibility with regard

to the implementation of accounting and pruden- PRINCIPLES AND
tial frameworks. The Group has taken these decla-
rations into consideration when authorising these MEASUREMENT CRITERIA
consolidated annual accounts for issue. APPLIED

Details of the main impacts on the Group’s consoli-
dated financial statements deriving from the COVID-19 The most significant principles and measurement
pandemic are provided in the following notes: criteria applied in the preparation of the consolida-

ted annual accounts have been as follows:
o Note 2.3 “Use of judgements and estimates when
preparing the consolidated financial statements”
includes information on the COVID-19 pandemic
being taken into consideration when making es-

timates.
The information disclosed in the accompanying
o Note 2.5 “Capital management objectives, policies consolidated annual accounts has been prepared
and processes” includes information regarding considering that the Group will continue operations
the impact on the Group's capital. in the future. Therefore, the aim when applying the
accounting standards was not to determine the value
o Note 7.1 “Credit risk” includes information on the of the net assets for their full or partial transfer, or
initiatives carried out by the Group to assist the the amount that would be obtained in the event of
most affected customers, in conjunction with the liquidation.
Spanish government. It also includes information
on the number of transactions and the amount These consolidated annual accounts have been
corresponding to public and private moratoriums prepared on an accruals basis, irrespective of collec-
granted by the Group, as well as ICO credit tran- tions and payments, except for the consolidated sta-
sactions. tement of cash flow.

o Note 7.3 “Liquidity risk” includes information re-
garding the impact on liquidity risk and financing.

Receivables and payables may only be used
to offset each other (and are therefore presen-
ted on the consolidated balance sheet at the net
amount) if they derive from transactions in which
this possibility is specified in the contract or in
compliance with a legal obligation, and provided
that the balances will be settled on a net basis or
the asset realised and the liability settled simul-
taneously.
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At 31 December 2020 and 2019 the Group has not
offset any financial assets or financial liabilities. At the-
se dates, the Group does not have any offsetting rights
associated with financial assets and financial liabilities
subject to contractual offsetting agreements that have
not been offset.

The figures disclosed in the consolidated annual ac-
counts are expressed in Euros, the functional and pre-
sentation currency. Foreign currency is understood to
be any currency other than the Euro.

On initial recognition, the debit and credit balan-
ces in foreign currency are translated to Euros using
the spot exchange rate at the recognition date. Fo-
reign currency balances are subsequently translated
into Euros using the following conversion rules:

© Monetary assets and liabilities are translated to
Euros using the exchange rates at each reporting
date.

o Non-monetary items measured at fair value are
translated at the exchange rate on the date when
the fair value was determined.

o Income and expenses are translated at the ex-
change rate on the transaction date.

Exchange differences arising from the translation
of foreign currency balances into Euros are generally
recognised at their net amount under exchange diffe-
rences (gain or (-) loss), net in the consolidated income
statement, except for exchange differences deriving
from financial instruments at fair value through con-
solidated profit or loss, which are recognised in the
consolidated income statement under gains or (-) los-
ses on financial assets and liabilities held for trading,
net, gains or (-) losses on non-trading financial assets

mandatorily at fair value through profit or loss, net
or gains or (-) losses on financial assets and liabili-
ties designated at fair value through profit or loss,
net, and not differentiating them from the rest of the
changes in fair value.

Nevertheless, exchange differences arising from
non-monetary items whose fair value is adjusted
with the balancing entry in consolidated equity are
recognised as accumulated other comprehensive in-
come - items that may be reclassified to profit or loss
- foreign currency translation on the consolidated ba-
lance sheet, until these are realised.

As a general rule, income on ordinary activities
are recognised to the extent that goods are deli-
vered and services committed contractually with
customers are rendered. The Group recognises as
income over the life of the contract, the amount
of the consideration to which it expects to have
the right in exchange for these goods or services.
When the inflow of cash is deferred, the fair value
is determined by discounting future cash flows.

However, when a debt security is considered
to be impaired individually or is included in the
category of those whose recovery is considered
remote, except for purchased or originated cre-
dit-impaired financial assets, the interest to be re-
cognised in the consolidated income statement is
the result of applying the effective interest rate to
amortised cost (i.e. adjusted for any impairment
losses), recognising impairment for the same
amount.

For purchased or originated credit-impaired fi-
nancial assets, interest income is calculated by
applying a credit-adjusted effective interest rate
to the amortised cost of the financial asset.



Dividends are recognised when the shareholder’s ri-
ght to receive payment is declared. Notwithstanding
the above, the amount of interest or dividends accrued
prior to the date of acquisition of the instrument and
receivable does not form part of the cost of acquisition
and is not recognised as income.

Financial instruments are initially recognised on the con-
solidated balance sheet when the Group becomes party
to the contract generating these financial instruments, in
accordance with the conditions of the contract. Specifica-
Illy, debt instruments such as loans and cash deposits are
recognised from the time that a legal right to receive or a
legal obligation to pay cash arises, respectively. Derivatives
are generally recognised from the trade date.

A regular way purchase or sale of financial assets, de-
fined as one in which the parties’ reciprocal obligations
must be discharged within a time frame established by
regulation or convention in the marketplace and that
may not be settled net, such as stock market contracts or
forward currency sale and purchase contacts, are recog-
nised on the date from which the rewards, risks, rights
and duties attaching to all owners are for the purcha-
ser, which, depending on the type of financial asset pur-
chased or sold, may be the trade date or the settlement
or delivery date. In particular, transactions in currency
markets and transactions with equity instruments and
debt instruments traded on secondary Spanish security
markets are recognised at settlement date.

A financial asset is derecognised from the consolidated ba-
lance sheet when any of the following circumstances arise:
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o The contractual rights to the cash flows have
expired; or

o The financial asset and substantially all the signi-
ficant risks and rewards associated therewith are
transferred, or although these are neither subs-
tantially transferred nor retained, control over
the financial asset is transferred (see note 3.9).

A financial liability is derecognised from the con-
solidated balance sheet when the obligations gene-
rated have been extinguished or when they are re-
purchased by the Group with the intention of selling
them again or cancelling them.

The fair value of a financial instrument at a certain
date is the price that would be received to sell an asset
or paid to transfer a liability in an orderly transaction
between market participants at the measurement
date. The most objective and common reference for
the fair value of a financial instrument is the price that
would be paid for it on an organised, transparent and
deep market (quoted price or market price).

The Group measures all the positions that must be
recognised at fair value, either based either on ob-
servable market prices for the same instrument, or
on valuation techniques adapted to the circumstan-
ces and that maximise the use of observable mar-
ket variables or, if appropriate, on the best available
information, using assumptions that market partici-
pants would use when pricing the asset or liability,
assuming that those market participants act in their
best interest.

Amortised cost is understood to be the acquisition
cost of a financial asset or liability plus or minus, as
appropriate, the principal and interest repayments,
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and plus or minus, as appropriate, the cumulative o Financial assets at amortised cost: financial

amortisation (as reflected in the income statement),
using the effective interest method, of the difference
between the initial cost and the redemption amount
of these financial instruments. The amortised cost of
financial assets also includes any impairment losses.

The effective interest rate is the discount rate that
exactly equates the initial value of a financial instru-
ment at present value of all of its estimated cash flows
for all items over its remaining life, without considering
future credit risk losses For fixed rate financial instru-
ments, the effective interest rate is the same as the
contractual interest rate established on the acquisition
date, adjusted, where applicable, to reflect the fees and
transaction costs that should be included in the calcu-
lation of the effective interest rate in accordance with
IFRS 9. For variable interest financial instruments, the
effective interest rate is calculated in a manner similar
to that for fixed interest financial instruments, and is
recalculated at each date of review of the contractual
rate, taking into account any changes in future cash
flows from the transaction.

The adoption of IFRS 9 has led to the amendment of
accounting policies and measurement criteria for fi-
nancial assets and financial liabilities.

The standard requires that all financial assets, except
for equity instruments and derivatives be measured on
the basis of a combination of the entity’s business mo-
del and the contractual cash flow characteristics of the
instruments, determining whether the instruments are
measured systematically at amortised cost or fair value

Financial instruments are classified on the Group's
consolidated balance sheet under the following cate-
gories:

assets classified in this category present con-
tractual terms that result in cash flows that are
solely payments of principal and interest on
the principal amount outstanding and are ma-
naged within a business model whose objecti-
ve is to hold assets to collect their contractual
cash flows.

This category includes debt securities, finan-
cing granted to third parties in connection
with ordinary lending activities and receiva-
bles from purchasers of the Group's goods
and users of its services, provided the assets
are held within a business model whose ob-
jective is to hold financial assets in order to
collect contractual cash flows and the cash
flows are solely payments of principal and in-
terest on the principal amount outstanding.
They also include finance leases in which the
Group acts as the lessor.

Financial assets included in this category are ini-
tially measured at fair value, adjusted to reflect
transaction costs that are directly attributable to
the acquisition of the financial asset, which are
taken to consolidated profit or loss until matu-
rity using the effective interest method. Unless
there is evidence to the contrary, the fair value
at initial recognition is the transaction price; i.e.
the fair value of the consideration given.

As an exception to the preceding paragraph, tra-
de receivables that do not contain a significant
financing component are measured initially at
their transaction price. In addition, trade recei-
vables that have a significant financing compo-
nent with an original maturity of less than one
year may be recognised initially at their transac-
tion price.

Assets acquired at a discount are measured at



the cash amount paid and the difference between
their repayment value and the amount paid is re-
cognised as finance income using the effective
interest method during the remaining term to
maturity.

Subsequently, all financial assets included in this
category are measured at their amortised cost,
calculated using their effective interest rate.

Interest accrued on these assets from their ini-
tial recognition, calculated using the effective
interest method, is recognised under interest
income in the consolidated income statement.
Exchange differences on assets denominated in
currencies other than the Euro that are included
in this portfolio are recognised following the cri-
teria described in note 3.3. Any impairment los-
ses on these assets is recognised in accordance
with the criteria described in note 3.7. Debt se-
curities included in fair value hedges are recog-
nised in accordance with the criteria described
in note 3.8.

Financial assets at fair value through other com-
prehensive income: this category includes debt se-
curities whose contractual terms give rise to cash
flows that are solely payments of principal and
interest on the principal amount outstanding, are
held within a business model whose objective is to
hold assets to collect their contractual cash flows,
and give rise to cash flows from the sale of those
assets.

They also include equity instruments correspon-
ding to entities that are not subsidiaries, joint ven-
tures or associates, voluntarily and irrevocably de-
signated initially in this category and that shall not
be classified as held for trading.

The instruments included in this category are ini-
tially measured at fair value adjusted by the tran-
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saction costs that are directly attributable to
the acquisition of the financial asset, which are
recognised, until maturity, in the consolidated
income statement by the effective interest me-
thod, except for those financial assets with no
fixed maturity, which are recognised in the con-
solidated income statement when they become
impaired or are derecognised.

After acquisition, the financial assets included in
this category are measured at fair value.

Changes in the fair value of financial assets classi-
fied as at fair value through other comprehensi-
ve income are recognised with a balancing entry
under accumulated other comprehensive inco-
me on the consolidated balance sheet until the
financial asset is derecognised, at the same time
as being reclassified to the consolidated income
statement for the year in the case of debt instru-
ments, and to an item of reserves, in the case of
investments in equity instruments. Any impair-
ment losses on these instruments are recogni-
sed as set out in section vii) of this note. Exchan-
ge differences on financial assets denominated
in currencies other than the Euro are recognised
in accordance with the criteria described in note
3.3. Changes in the fair value of financial assets
subject to fair value hedges are measured in ac-
cordance with the criteria described in note 3.8.
Interest accrued on debt securities, calculated
using the effective interest method, is recogni-
sed under interest income in the consolidated
income statement. Dividends accrued on equity
instruments classified in this category are recog-
nised under dividend income in in the consolida-
ted income statement.

Financial assets and financial liabilities man-
datorily measured at fair value through profit
or loss: this category includes financial instru-
ments classified as held for trading and non-tra-
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ding financial assets mandatorily measured at fair
value through profit or loss:

o Financial assets held for trading: those acqui-
red for the purpose of selling them in the near
term or are part of a portfolio of identified fi-
nancial instruments that are managed toge-
ther and for which there is evidence of a recent
actual pattern of short-term profit-taking, and
derivatives that have not been designated as
hedging instruments, including those separa-
ted from hybrid financial liabilities.

]

Financial liabilities held for trading: those that
have been issued for the purpose of repur-
chasing them in the near term or that form
part of a portfolio of identified financial ins-
truments that are managed together and for
which there is evidence of a recent pattern of
short-term profit taking; short positions ari-
sing from financial asset sales under non-op-
tional repurchase agreements or borrowed
securities received on loan or to secure sales
rights, and derivatives not designated as he-
dging instruments, including those separated
from hybrid financial instruments pursuant to
applicable regulations.

]

Non-trading financial assets mandatorily at fair
value through profit or loss: includes debt ins-
truments that cannot be classified as at amorti-
sed cost or fair value through changes in other
comprehensive income because, due to their
contractual terms, they give rise to cash flows
that are not solely payments of principal and in-
terest on the principal amount outstanding.

This category also includes equity instruments
corresponding to entities that are not subsidia-
ries, joint ventures or associates that should
not be classified as held for trading and have
not been voluntarily and irrevocably designated

initially as at fair value through other compre-
hensive income.

o Financial assets and financial liabilities desig-

nated at fair value through profit or loss: this
includes, among others, financial assets desig-
nated voluntarily and irrevocably initially as at
fair value through profit or loss if by doing so
it eliminates or significantly reduces accounting
mismatches, and hybrid instruments composed
simultaneously of an embedded derivative and
a host financial liability not held for trading that
meets the requirements for accounting for the
embedded derivative separately from the host
financial instrument.

Financial instruments classified under financial
assets and liabilities held for trading, non-trading
financial assets mandatorily at fair value through
profit or loss, and financial assets and financial
liabilities designated at fair value through profit
or loss are measured initially at fair value, with
any subsequent changes in fair value recogni-
sed with a balancing entry in gains or losses on
financial assets and liabilities held for trading,
net, gains or losses on non-trading financial as-
sets mandatorily at fair value through profit or
loss, net and gains or losses on financial assets
and liabilities designated at fair value through
profit or loss, net in the consolidated income sta-
tement, except for fair value changes due to re-
turns accrued on the financial instrument other
than from trading, which are recognised under
interest income, interest expenses, and dividend
income in the consolidated income statement,
depending on their nature. Interest on debt ins-
truments classified under this category is calcu-
lated using the effective interest method.

The amount of change in the fair value attributa-
ble to changes in the credit risk of financial liabi-
lities designated as at fair value through profit or



loss is recognised under accumulated other com-
prehensive income on the consolidated balance
sheet, unless it would create or enlarge an accoun-
ting mismatch, which must be appropriately docu-
mented and justified. In this case, the Group may
elect to recognise the full amount of the change in
fair value initially and definitively in profit or loss.

Financial liabilities at amortised cost: includes fi-
nancial liabilities not included in any of the prece-
ding categories.

o The financial liabilities included in this category are
initially measured at fair value, adjusted to reflect
transaction costs that are directly attributable to
the issue of the financial liability, which are taken
to the consolidated income statement until ma-
turity using the effective interest method defined
in prevailing regulations. These liabilities are sub-
sequently measured at amortised cost calculated
using the effective interest method.

Interest accrued on these liabilities since their initial
recognition, calculated using the effective interest
method, is recognised under interest expense in the
consolidated income statement. Exchange differen-
ces on liabilities included in this portfolio denomina-
ted in currencies other than the Euro are recognised
following the criteria set out in note 3.3. Financial lia-
bilities included in fair value hedges are recognised
following the criteria described in note 3.8.

The business model refers to how the Group manages
its financial assets in order to generate cash flows. The as-
sessment of the business model of the various financial
assets recognised on the balance sheet is performed at a
level that best reflects how groups of financial assets are
managed together to achieve a particular objective.

Accordingly, the assessment is not carried out on an
instrument-by-instrument basis, but rather on a higher
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level of aggregation, based on the following factors:

°o How the performance of the business model
and the financial assets held within that busi-
ness model are evaluated and reported to ma-
nagement.

o The risks that affect the performance of the bu-
siness model and the way in which those risks
are managed.

o How managers and management in charge of
these businesses models are compensated.

Assessment of the business model, the grouping of
the financial asset portfolios into the various business
models and determination of the manner in which fi-
nancial asset sales affect the business models all requi-
re the use of professional judgment.

The second step in the process carried out by the
Group to classify financial assets is to assess whether
the contractual cash flows that are solely payments of
principal and interest on the principal amount outstan-
ding are consistent with a basic lending arrangement.

In a basic lending arrangement, consideration for the
time value of money and credit risk are typically the
most significant elements of interest, which also inclu-
de the consideration for other risks (for example liqui-
dity risk) and costs.

This assessment requires the use of professional ju-
dgment when analysing how certain contractual charac-
teristics could affect the instrument's future cash flows.

However, if a contractual cash flow characteristic
could have an effect on the contractual cash flows that
is more than de minimis or the cash flow characteristic
is genuine, and introduces exposure to risks or volati-
lity that is unrelated to a basic lending arrangement,
it does not give rise to contractual cash flows that are
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solely payments of principal and interest on the principal
amount outstanding,.

The Group has defined the following business models:

o Hold assets in order to collect contractual cash
flows, whose objective is to hold financial assets
to maturity in order to collect the contractual
cash flows. Some sales are permitted, if those
sales are infrequent or insignificant in value or
when, irrespective of their frequency and value,
they are carried out due to an increase in the as-
sets’ credit risk.

o Hold assets in order to collect contractual cash
flows and sell financial assets, whose objective is
to hold financial assets to maturity, but also to sell
them in order to collect the contractual cash flows
arising from their sale. These financial assets are
measured at fair value through other comprehen-
sive income.

o Hold assets for sale, whose objective is to manage
the financial assets in order to collect cash flows
by selling them, which normally involves frequent
purchases and sales of the assets. These financial
assets are measured at fair value through profit
or loss.

When, and only when, the Group changes its business
model for managing financial assets, does it reclassify all
affected debt instruments on the basis that a change in
the business model is considered to be exceptional or in-
frequent.

There was no change in the Group's business model
during the period and, therefore, no reclassification of
debt instrument portfolios took place.

Financial guarantees are defined as contracts whe-
reby an entity undertakes to make specific payments
on behalf of a third party if the latter fails to do so,
irrespective of the various legal forms they may take:
deposits, financial guarantees, irrevocable documen-
tary credits issued or confirmed by the entity, etc.

In accordance with IFRS-EU, the Group generally
considers financial guarantees extended to third par-
ties as financial instruments within the scope of IFRS 9.

To determine whether a derivative sold is recogni-
sed as a financial guarantee or a trading derivative, a
financial instrument is considered a derivative finan-
cial instrument when it meets the following conditions:

o |ts value changes in response to the change in
a variable, sometimes called the “underlying”,
such as an interest rate, financial instrument
and commodity price, foreign exchange rate,
credit rating or credit index, provided that this
involves non-financial variables that are not
specific to one of the parties to the contract.

o |t requires no initial investment or one that is much
smaller than would be required for other financial
instruments that would be expected to have a simi-
lar response to changes in market factors.

o |tis settled at a future date, except where it relates
to a regular way purchase or sale of financial as-
sets, defined as one in which the parties’ recipro-
cal obligations must be discharged within a time
frame established by regulation or convention in
the market place and that may not be settled net.

Financial guarantees are considered contracts that
require or may require the Group to make specified
payments to reimburse the creditor for a lossitincurs
because a specified debtor fails to make payment



when due in accordance with the original or modified
terms of a debt instrument, regardless of its legal form,
which may be, inter alia, a deposit, financial guarantee,
insurance contract or credit derivative.

Specifically, guarantee contracts related to credit
risk where execution of the guarantee does not, as a
precondition for payment, require that the creditor is
exposed to, and has incurred a loss, due to the failure
of the debtor to make payments as required under the
terms of the financial asset guaranteed, as well as in
contracts where execution of the guarantee depends
on changes in a specific credit rating or credit index,
are considered derivative financial instruments.

On initial recognition, the Group records financial
guarantees extended under liabilities at fair value
plus directly attributable transaction costs, which is
generally equivalent to the premium received plus
the present value of any fees and commissions and
similar income to be received throughout the term of
these contracts, with a balancing entry under assets
in the amount of fees and commissions and similar
income collected at the outset of the transactions and
the present value of fees and commissions and simi-
lar income receivable. After initial recognition, these
contracts are recognised under liabilities at the higher
of the following two amounts:

o The amount determined in accordance with IFRS
9, taking into account that set forth in Annex 9
of Banco de Espafia Circular 4/2017 in this es-
timate. In this respect, financial guarantees,
irrespective of the holder, arrangement or any
other circumstances, are analysed periodically
to determine the credit risk to which they are
exposed and, where applicable, to estimate
the provisions required. This amount is calcu-
lated by applying criteria similar to those used
to quantify impairment losses arising on debt
instruments measured at amortised cost, exp-
lained in note 3.7.
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o The amount at which these instruments are ini-
tially recognised, less amortisation which, in ac-
cordance with IFRS 15, is charged to the consoli-
dated income statement on a straight-line basis
over the term of these contracts.

Provisions made for these instruments, are recor-
ded as provisions - commitments and guarantees
given under liabilities on the consolidated balance
sheet. Allowances and reversals of these provisions
are recognised with a balancing entry under provi-
sions or (-) reversal of provisions in the consolidated
income statement.

In the event that provisions are required for these
financial guarantees, based on the above, unaccrued
commissions on these transactions, which are re-
cognised under financial liabilities at amortised cost
- other financial liabilities, are reclassified to the co-
rresponding provision.

Debt instruments at amortised cost or at fair value throu-
gh other comprehensive income

The impairment model is applicable to debt instru-
ments at amortised cost, debt instruments measured
at fair value through other comprehensive income,
and other exposures that give rise to credit risk, such
as loan commitments given, financial guarantees gi-
ven, and other commitments given.

The criteria for the analysis and classification of
transactions in the consolidated financial statements
according to their credit risk include both the credit
risk attributable to insolvency and the country risk to
which the transactions are exposed. Credit exposu-
res that incur reasons to be rated in terms of credit
risk due to both risk attributable to insolvency and
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country risk, these transactions are classified in the ca-
tegory of the risk attributable to insolvency, unless a
less favourable country-risk category applies, without
prejudice to impairment losses for risk attributable to
insolvency being calculated by the procedure for coun-
try risk when this implies stricter criteria.

Impairment losses for the period are recognised as
an expense in the consolidated income statement,
with a balancing entry in the carrying amount of the
asset. Subsequent reversals of previously recognised
allowances and provisions for impairment are recogni-
sed as income in the consolidated income statement.
For instruments measured at fair value through other
comprehensive income, the instrument is adjusted to
fair value, with a balancing entry under accumulated
other comprehensive income in consolidated equity.

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

Financial instruments - including off-balance sheet
exposures - are classified into the following categories
considering whether there has been a significant in-
crease in credit risk since initial recognition of the tran-
saction or a default event has occurred:

o Stage 1 - Performing exposures: the risk of a default
event has not increased significantly since initial re-
cognition of the transaction. The amount of the loss
allowance for this type of instrument is equal to
12-month expected credit losses.

o Stage 2 - Performing exposures under special
monitoring: the risk of a default event has increa-
sed significantly since initial recognition of the
transaction. The amount of the loss allowance for
this type of instruments is equal to lifetime expec-
ted credit losses.

o Stage 3 - Non-performing exposures: a default
event in the transaction has occurred. The amount

of the loss allowance for this type of instruments
is equal to lifetime expected credit losses.

© Total write-off: transactions in which the Group
has no reasonable expectations of recovery.
The amount of the loss allowance for this type
of instrument is equal to its carrying amount
and entails the full write-off of the asset.

For financial instruments classified in Stage 1 - Per-
forming exposures, the Group assesses whether to
continue recognising 12-month expected credit losses.
The Group assesses whether there has been a signifi-
cantincrease in credit risk since initial recognition. If so,
it transfers the financial instrument to Stage 2 - perfor-
ming exposures under special monitoring and recog-
nises lifetime expected credit losses. This assessment
is symmetrical, such that the financial instrument may
return to Stage 1 - Performing exposures.

The Group's credit risk management systems fac-
tor in quantitative and qualitative criteria which,
when combined or considered alone, could indicate
that there has been a significant increase in credit
risk. Irrespective of the measurements based on the
probability of default and indicators of the deterio-
ration of credit risk, to determine whether there has
been a significant increase in credit risk since initial
recognition, the Group uses the indicators set out in
Annex 9 of Banco de Espafia Circular 4/2017.

However, for assets with a counterparty of low credit
risk, the Group applies the possibility included in the
standard of considering that their credit risk has not in-
creased significantly. Such counterparties are primarily
central banks, general government, deposit guarantee
funds and resolution funds, credit institutions, recipro-
cal guarantee companies, and non-financial corpora-
tions considered to belong to the public sector.

To determine the risk of default, the Group applies
a definition that is consistent with the one used for in-



ternal credit risk management of financial instruments
and considers quantitative and qualitative indicators.

In this respect, the Group considers that default oc-
curs in credit exposures in the following circumstances:

o More than 90 days past due. This includes all of
a borrower’s transactions if the transactions with
amounts more than 90 days past due exceed 20%
of outstandings.

o There are reasonable doubts about full payment
of the asset.

A financial instrument is considered credit-impaired
when one or more events that have a detrimental impact
on its estimated future cash flows have occurred. Eviden-
ce that a financial asset is credit-impaired include obser-
vable data about the following events:

o Significant financial difficulty of the issuer or the
borrower.

© Breach of contract, such as a default or past-due event.

o The lender, for economic or contractual reasons rela-
ting to the borrower’s financial difficulty, having gran-
ted to the borrower a concession(s) that the lender
would not otherwise consider. Annex X includes the
policies and criteria for classification and provisions
and allowances applied by the Group in these kinds
of transaction.

o |t is becoming probable that the borrower will enter
bankruptcy or other financial reorganisation.

o The disappearance of an active market for that fi-
nancial instrument because of the issuer’s financial
difficulties.

o The purchase or origination of a financial asset at a
deep discount that reflects the incurred credit losses.
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It may be possible to identify a single discrete event
or, instead, the combined effect of several events
may have caused the financial asset to become cre-
dit-impaired.

b) Methodologies for estimating expected cre-
dit losses attributable to insolvency

In determining expected credit loss attributa-
ble to insolvency, the Group makes individual and
collective estimations in accordance with the fo-
llowing criteria:

o |t makes the following individual estimates for
the following kinds of transactions:

° Non-performing exposures: transactions
in arrears which the entity considers sig-
nificant; transactions classified into this
category for reasons other than borrower
arrears; and transactions that do not belong
to a homogeneous risk group.

o Performing exposures under special moni-
toring: transactions considered significant
by the Entity; transactions classified into
this category as a result of individual analy-
sis other than the automated methods; and
transactions that do not belong to the ho-
mogeneous risk group.

o Collective estimation is applied to calculate all
transactions for which an individualised estima-
te does not have to be made.

Individually-assessed impairment allowances are
measured at the difference - negative - between the
present values of the future cash flows expected
during the remaining lives of the impaired financial
instruments, discounted using the effective interest
rate, and their respective credit exposure amounts at
the date of calculation.
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Given that the Group has not developed internal me-
thods for collective estimates, it uses the alternative so-
lutions set out in Annex 9 of Banco de Espafia Circular
4/2017, on the basis of its experience and on informa-
tion on the banking sector, and which contemplate the
type of collateral securing the exposure; the credit risk
segment in question and the age of the amounts past
due.

c) Credit risk attributable to country risk

Country risk is understood as the risk associated with
counterparties resident in a specific country due to cir-
cumstances other than normal commercial risk (sove-
reign risk, transfer risk or risks arising from international
financial activity) or risk attributable to insolvency. The
Group classifies third-party transactions into groups on
the basks of their economic performance, political situa-
tion, regulatory and institutional framework, and pay-
ment capacity and record, allocating to each the percen-
tages of allowances stipulated in prevailing regulations.

Non-performing assets due to country risk are dee-
med to be those transactions with ultimate obligors re-
sident in countries that have had long-standing difficul-
ties in servicing their debt, the possibility of recovering
such debt being considered as doubtful; and off-balan-
ce sheet exposures, recovery of which is considered a
remote possibility due to circumstances attributable to
the country.

The Group does not have any significant exposures to
credit risk attributable to country risk, so the level of pro-
visions in this connection are not significant in relation
to total impairment allowances set aside by the Group.

As permitted by IFRS 9, the Group has opted to con-
tinue applying the recognition and measurement crite-
ria for hedges included in IAS 39.

The Group uses financial derivatives as part of its
strategy to reduce its exposure to interest rate, cre-
dit, currency risk and other risks. These operations
are considered as hedging transactions when certain
requirements stipulated in IAS 39 are met.

The Group designates operations as hedges on in-
ception of the hedge or the hedged instruments, and
duly documents the hedging transaction. Documen-
tation on these hedging transactions should identify
the hedged instrument or instruments and the he-
dging instrument or instruments, in addition to the
nature of the risk to be hedged; as well as the criteria
or methods followed by the Group to evaluate the
effectiveness of the hedge throughout its duration,
taking into account the risk it intends to hedge.

The Group enters into hedges on a transac-
tion-by-transaction basis in accordance wit