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e The Electronic Money Act, approved in 2012, provides an

Rosario Sanchez opportunity for extending banking usage through electronic devices,

rdpsanchez@bbva.com such as cell phones. The high degree of national penetration of mobile devices - an
accessible instrument used on a daily basis by most of the population - offers an
attractive channel for expansion in financial services.

e Only 20% of people say that they have an account in a financial

institution, according to the Global Findex survey. Most of this group (93%) has
secondary or tertiary education and 41% belong to the highest income guintile. For
low-income sectors, the financial system is not attractive, or is at least not yet seen as
an attractive option. Economic channels such as e-money via ordinary cell phones (not
smartphones) as well as an information campaign highlighting the benefits of bank use
would be essential to increase inclusion levels.

e An estimate of the potential demand for e-money is obtained from the
difference between levels of coverage for those with phones and those already in the
system (e.g. as measured by those who state they have a bank account on the Global
Findex survey).

e At income quintile level the potential averages around 40%, with the
widest gaps being in quintiles 2 and 3, where it reaches above 50%. Taking into
account educational levels, the widest gap tends to be in groups with secondary
education, where the difference is around 70%.

e In general, these figures offer the conclusion that there is a major

opportunity for developing mobile banking, taking advantage of the wide
use of such devices, much more common at present than banking access, especially
among those groups who are currently excluded. Experience in other countries
suggests a way forward that could be adapted to Peru's economy, taking advantage of
the current level of mobile communication technology in the country, as soon as there
is a regulatory framework to promote this channel.


http://serviciodeestudios.bbva.com/KETD/ketd/esp/index.jsp
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1. On-line banking and use of mobile devices

1.1 Banking penetration and on-line banking

Access levels to the financial system are still very low. According to survey data from Global
Findex, only around 20% of people have an account at a financial institution. The educational
and income variables are directly linked to increased access to accounts at financial institutions
and are key factors for achieving higher inclusion levels.

Chart 1
¢Do you currently have a personal or joint account at any bank or any other financial institution?
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In January 2013, the Electronic Money Act was approved in Peru. The idea of creating e-
money, the mobile wallet and new applications to be developed over mobile banking is that, in
addition to other channels, they allow better service for customers and a wider range for non-
customers, i.e. increasing inclusion levels. At the end of 2012, transactions made via mobile
telephony only represented 0.1% of all banking transactions. At present, mobile banking in
Peru has mainly been used as a service channel offering balance queries, account and credit or
debit card transaction enquiries, topping up cell phones, or receiving text alerts on salary
payments or purchases. There are also various applications developed for smartphones to
locate ATMs or service points, consult transactions, pay electricity, cable, or water bills, etc.
Banks are currently working on extending transactions that can be carried out through mobile
banking, especially with the introduction of the e-wallet.
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Chart 2
Number of mobile banking transactions at banks
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According to data extracted from the 2011 ENAHO, internet use for on-line banking
transactions is not very common. In fact, only 5.6% of those who used internet stated they
have used it for an on-line banking transaction, with a difference between men and women
(6.5% and 4.4% respectively). This gap widens slightly when we look at the results taking into
account the area where the people live. In the Metropolitan Area of Lima, the percentage is 7%
while on the central coast and in the central mountains, these numbers drop to 2.4% and 3.4%
respectively.

Chart 3
People who said they use internet: and have used it for on-line banking transactions
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1.2 Use of mobile devices

According to the 2011 National Household Survey (ENAHO), 75% of households have access
to mobile telephony. The high penetration level of cell phones is an opportunity for making it a
channel to increase banking penetration via known and available platforms for users.

Chart 4
Does your household have a cell phone?
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Source: ENAHO

Areas with a higher urban population such as the Metropolitan Area of Lima and coastal regions
show higher mobile telephony penetration (on average, 15 pp higher) than more rural areas
such as the mountains and forests (see chart below). Nevertheless, since in all instances mobile
telephony penetration levels exceed those for financial services, we could say that the
opportunities for banking penetration via this service (mobile banking with cell phone use) are
broad across all geographical areas. Although the survey does not ask what type of cell phone
people have, most are highly likely to be simple cell phones offering SMS functions but without
internet access.

The qualification and income variables are again key factors in terms of access to basic
services; here access to mobile telephony. As shown in the following charts, people with higher
educational and income levels show higher cell phone ownership levels.

Chart 5
Cell phone ownership by educational level and by income quintile
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2. Potential mobile banking market

An estimate of potential demand for e-money among those without a bank account can be
obtained by calculating the difference between coverage levels of those with cell phones (and
therefore who would have immediate access to e-money) and those already in the banking
system (measurements such as those who state they have a bank account on the Global Findex
survey), in both instances broken down by income and qualification level. It is worth
mentioning that although this would be an estimate of potential demand for these services,
there are those who despite having a tool to access the financial system (which here would be
mobile telephony) would not use the service due to issues of trust, culture or limited cell
reception, as stated above.

Chart 6 Chart 7
Potential market by income quintile Potential market by educational level
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Analyzing the information by income guintile level, we can see that the potential for developing
mobile banking averages around 40% with the widest gaps being in quintiles 2 and 3, where it
comes to over 50%. These are precisely the groups with high mobile telephony penetration but
where banking penetration has been very low. The lowest income quintile shows a potential of
over 30%.

When this information is segmented into educational levels, the widest gap tends to be in those
with high school studies where the difference is around 70%. This is due to a combination of
high cell phone penetration and low access to the banking system. Those with primary
education, in turn, show a coverage gap of around 60%, while those with a tertiary education
show a gap of around 30%.

In general, these figures offer a conclusion that there is a significant opportunity for developing
mobile banking, taking advantage of the wide prevalence of devices, much higher than current
banking access, especially for those groups who are currently excluded. The experience of
other areas that have followed this path could be extrapolated for Peru's economy, taking
advantage of the current level of mobile communication technology in the country, introducing
a regulatory framework geared towards this end.
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3. Conclusions

We have used public surveys to discover the main socioeconomic characteristic of
individuals as well as the determining factors for preferences regarding the use of mobile
banking and connected services. Mobile banking and e-money are not currently in wide use
in Peru. In fact, the Act which regulates the issue of e-money, was recently approved in
January 2013, and provides interesting possibilities for the development of the sector.

According to the Global Findex survey, around 93% of people who state they have an
account at a financial institution have a secondary or tertiary educational level and 41%
belong to the highest income quintile. For low-income sectors, the financial system is not
attractive, or is at least not yet seen as an attractive option. Financial channels such as e-
money over normal cell phones (which, according to the 2011 ENAHO, have a penetration
of around 50% in lower income households), in addition to service points at non-banking
correspondents and others added by the EEDESs, would be key to lifting inclusion levels.

Potential demand, measured as the difference between levels of coverage for those with cell
phones and those already in the system, is around 40%. In the case of income quintiles 2
and 3, this percentage is above 50%, while for those with secondary education the gap
widens to 70%. We could therefore say there is a major opportunity for developing mobile
banking, taking advantage of the wide prevalence of mobile devices, which amply surpasses
current financial system access levels. The experience of other countries that have
introduced these channels could be an example for the Peruvian market, taking advantage
of the current level of mobile communication technology in the country.
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya
Argentaria, S.A. (hereinafter called “BBVA") to provide its customers with general information regarding the date of issue of the report and are
subject to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments,
or to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any
kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to
prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such
specialized advice as may be necessary. The contents of this document are based upon information available to the public that has been obtained
from sources considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either
express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses
arising from the use of the document or its contents. Investors should note that the past performance of securities or instruments or the historical
results of investments do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities
can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed
the amount of initial investment and, in such circumstances; investors may be required to pay more money to support those losses. Thus,
before undertaking any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities and
risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be
limited or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments
referred to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account
in those securities, provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related
thereto or to their shareholders, executives or employees, or may have interests or perform transactions in those securities or instruments or
related investments before or after the publication of this report, to the extent permitted by the applicable law.

BBVA or any of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to
its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates” proprietary trading and
investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document
may be (i) copied, photocopied or duplicated by any other form or means (i) redistributed or (iii) quoted, without the prior written consent of
BBVA. No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the
same) in which its distribution is prohibited by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling
within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”),
(i) are persons falling within article 49(2) (a) to (d) ("high net worth companies, unincorporated associations, etc.”) Of the financial promotion order,
or (i) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services
and markets act 2000) may otherwise lawfully be communicated (all such persons together being referred to as ‘relevant persons”). This
document is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or
investment activity to which this document relates is available only to relevant persons and will be engaged in only with relevant persons. The
remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and,
indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the investment banking business;
nevertheless, they do not receive any remuneration based on revenues from any specific transaction in investment banking.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security
Market Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”.

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain with
number 0182.



