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Regulation Flash

Basel [ll monitoring exercise: EBA report

In March the 6" 2014, the European Banking Authority (EBA) published its fifth report of the
Basel Il monitoring exercise and summarizes the aggregate results using data as of 30 June
2013. In general terms, the report shows a remarkable progress in the implementation of the
prudential toolkit (e.g.: capital, liquidity and leverage) defined by BIS Il

Methodology

The monitoring exercise takes a sample of 174 banks divided in two groups, Group 1
covering banks with a Tier 1 capital in excess of €3bn and internationally active (e.g.: 43
banks). All other banks are categorized as Group 2 banks (e.g.: 131 banks).

The monitoring exercise is carried out assuming full implementation of the Basel Ill framework
(i.e.: transitional arrangements such as the phase in of deductions and grandfathering
arrangements were not taken into account).

Finally, the monitoring exercise is based on a static balance sheet assumption (e.g.: capital
elements were only included in the report if the eligibility criteria were fulfilled at the reporting
date). As such, the report did not take into account any planned management actions to
increase capital or decrease risk weighted assets

Main results

e Capital: i) For Group 1 banks the average CET1 ratio declines from 12.0% under current rules
to 9.1% under Basel lll. This reduction is driven by CET1 capital declining by 16.4% and RWA
increasing by 9.9%. Using a consistent sample of banks over time, especially Group 1 banks
have steadily increased their capital ratios since June 20711. Compared to the previous
reporting period, the CET1 shortfall of Group 1 banks to meet the 7% CET1 target level (incl.
G-SIB surcharges) decreased from €70.4 bn to €36.3 bn. ) For Group 2 banks the average
CET1 ratio declines from 12.4% under current rules to 8.8% under Basel Ill". This reduction is
driven by CET1 capital declining by 21.8% and RWA increasing by 10.4%. The convergence
of Group 2 banks is not as evident as Group 1 banks. For Group 2 banks, the CET1 capital
shortfall slightly increased from €22.3 bn to €29.1 bn at the target ratio of 7.0%.
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Source: BBVA Research based on EBA report

1: Chart 1 shows a consistent simple of banks to the previous exercises. This explains the difference in the ratios as of June 2013
between the chart and the note.
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Leverage: Based on the old definition LR, Group 1 banks need to raise Tier 1 capital of
€100.5 bn (Group 2 banks: €27.3 bn) to fulfil the 3% calibration target. The new definition
of LR, just released by the BCBS would reduce the shortfall and increase the LR. Assuming
that banks already raised enough capital to meet the Tier 1 target ratio of 8.5%, the
additional Tier 1 shortfall to fulfil a 3.0% leverage ratio would amount to €50.3 bn for Group
1 banks (Group 2 banks: €13.9 bn).
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Liquidity: 58.5% of Group 1 banks (Group 2 banks: 69.3%) are at or above the 100% LCR
minimum reguirement. The aggregate LCR shortfall amounts to €217 bn for Group 1 banks
(Group 2 banks: €45 bn). In January 2014, the Basel Committee on Banking Supervision
(BCBS) published a new consultative paper proposing revisions to the definition of the NSFR.
The NSFR calculation based on the old definition would deviate from the new NSFR
definition. However, since the new NSFR framework has not been finalized, the EBA decided
not to present any results on NSFR in the June 20713 monitoring exercise.
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2: Leverage ratio for Group 2 banks as of June 2013 stands at 3.6%. Chart 2 shows a consistent simple of banks to the previous
exercises that explains the divergences.

REFER TO IMPORTANT DISCLOSURES ON PAGE 3 OF THIS REPORT www.bbvaresearch.com Page 2



Regulation Flash
Madrid, 7 March 2014

DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data, opinions or
estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider to be reliable, and
have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or
correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and should be considered as
forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context or market
fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in financial assets
or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under no
circumstances should they base their investment decisions in the information contained in this document. Those persons or entities offering
investment products to these potential investors are legally required to provide the information needed for them to take an appropriate investment
decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases where it is legally
permitted or expressly authorized by BBVA.



