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Spanish Banks
Same Real Estate Assets, Different Valuations

B Uncertain Real Estate Asset Valuations — Acquired real estate assets account for
20-80% of the equity value of the Spanish banks. Given this high exposure, valuation is
key. The law that regulates the valuation of RE assets in banks leaves the door open to
very different valuations. Appraisal updates can take up to five years. Given this
situation we could find cases where identical assets have different valuations within the
same institution. The impact for the Spanish banks we cover could be significant.

® New Provisioning Rules Impact — Earlier this month the Spanish Government
announced a new provisioning law targeting real estate exposures. The impact of the
provisions is significant and is likely to lead some institutions to report losses in 2012.
In our view, Popular is the most affected by the new law on a relative basis (as a % of
total assets and a % of pre-provision profit). Popular and Banesto will fall into losses
during 2012 after implementing the new provisioning rules, on our estimates.

B Adjusting Estimates — We adjust our models to incorporate: (i) the new provisioning
law, (ii) the new real estate adjustments explained in this report, and (iii) the LTRO
benefit. We cut our estimates for 2012, while increasing our EPS estimates for 2013-
14. Popular and BBVA remain among our Least Preferred European Banks.

B Remain Cautious — We remain concerned about the Spanish banks sector despite
the ¢13% YTD underperformance to the European banks index. Spanish banks trade at
1.0x PTBV 2012E, a 10% premium to the European banks sector. Santander (TP: €6.4
from €6.2) and BBVA (TP: €6.8) trade at a small premium in terms of PTBV but with a
superior ROE, hence our Neutral ratings (2H). We keep our Sell ratings (3H) on
Popular (TP: €2.6), Caixabank (TP: €2.6 from €2.7) Bankinter (TP: €3.4) and Sabadell
(TP:€2.1). Our Neutral rating (2H) on Banesto (TP: €4.3 from €4.0) is also unchanged.
For details on our target price changes, see page 15.

Figure 1. Spanish Banks — Acquired Real Estate Assets as % of Equity, 2007-2011 (%)
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Source: Companies, Citi Investment Research and Analysis. Note: Includes foreclosures and asset purchases.
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The Spanish Government recently approved a new provisioning law for Spanish banks. The
government estimated an impact at a system level of c€50bn of additional provisions. The key
question mark that arises is if that €50bn will be: (i) additional capital or (ii) banks will transfer
funds around the balance sheet to cover the deficit. €50bn represents 5% of GDP and below 3%
of the Spanish system loans. We won’t know if this amount is enough to cover all the real
estate losses until the end of the crisis.

The new provisions are focused on developers’ related loans and assets owned as of
December 2011. The €50bn looks to us like a catch-up exercise. According to various press
sources (eg CincoDias) the provisions for future foreclosures will also be increased. 2012 is
expected to be a difficult year in terms of NPL entries. Between the new provisions to legacy
assets and the increased provisions for new entries in 2012, we believe Spanish banks’
profitability will be under significant pressure, particularly the smaller names.

While we see the new law as clearly positive, uncertainty still remains in terms of the valuation
of the real estate assets in the balance sheets. Banks own €80bn of land and work in progress,
but what is the underlying valuation of these assets? An asset exchange between a developer
and a bank is a private agreement; it can be done at a price that differs significantly with the
real value of the asset. The Spanish valuation law only applies to mortgage guarantees,
technical reserves of insurers and the NAV calculations of mutual and pension funds.

Figure 2. Spanish Financial System — Exposure to the Developer Sector, June 2011 (€Bn)

Exposure Coverage
Problematic assets 175
- Land and work in progress 80 31%
- Other problematic assets 87 27%
Non problematic 148 0%
Total Exposure 323 16%

Source: Ministry of Economy and Citi Investment Research and Analysis

Private agreements with inflated valuations might look good for banks in the short term given
lower provisions, but in the long term they can turn expensive, given the regulatory changes.
Additionally, higher prices might drive lower sales. Banks with potential higher valuations on
real estate assets might have difficulty disposing of the assets given lower market prices. An
inflated valuation over time, in the current cycle, becomes even more inflated. The profitability
constraints that we have now compared to 12 months ago don’t help either.

In this situation the less affected names should be those banks that have taken a prudential
approach since the beginning of the crisis. Bankinter is a clear example of this.

Figure 3. Spanish Banks — Summary of Earnings Estimates and TP changes

Ticker Current price Rating Target Price EPS 2012E EPS 2013E
Asat26/212 Old New Old New ETR Old New Old New
BBVA.MC €6.77 2H 2H €6.80 €6.80 6.6% €0.80 €055 €0.82 €0.82
BKT.MC €97 3H 3H €340 €340 -284% €040 €033 €042 €043
BTO.MC €398 2H 2H €400 €430 79% €0.04 €025 €046 €0.50
CABK.MC €360 3H 3H €270 €260 -213% €033 €029 €033 €0.28
POP.MC €305 3H 3H €260 €260 -108% €0.04 €030 €023 €023
SABE.MC €2.41 3H 3H €210 €210 -101% €0.04 €0.04 €014 €0.14
SAN.MC €628 2H 2H €620 €640 114% €0.80 €080 €0.79 €0.86

Source: Citi Investment Research and Analysis
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Acquired real estate assets have
increased eightfold since 2007

Real Estate Valuations Matter

Since 2007 banks have increased significantly the amount of acquired real estate
assets’ in their balance sheets. When developers started to struggle with their
financial commitments, banks started taking real estate assets in exchange for the
loans. This way they could provide liquidity in exchange for an asset in an
apparently healthy real estate market. In the charts below we show how all the
banks have increased their real estate holdings significantly between 2007 and
2011. Given the size of the portfolios the valuation of those assets becomes key.

Figure 4. Spanish Banks — Total Acquired Real Estate Assets, 2007- Figure 5. Total Acquired Real Estate Assets as a % of Total Equity, 2007-

2011 (Euros in Millions)

9,000 ~
8,000
7,000
6,000
5,000 ~
4,000
3,000 ~
2,000

1,000

Santander BBVA Popular Sabadell

m2007 @2008 2009

2011 (%)

Banesto Bankinter Popular Sabadell Banesto BBVA Bankinter Santander
m2010 02011 m2007 2008 2009 m2010 02011

Source: Company data. Note: We include in acquired assets both foreclosures and Source: Company data and Citi Investment Research and Analysis. Note: We include
asset purchases coming from real estate developers and dwellings in acquired assets both foreclosures and asset purchases coming from real estate

developers and dwellings

The key error from the current crisis is
the lesson learnt from the last real estate
crisis

The valuation framework under the existing Spanish law (also called “the ECO law”)
is mandatory under certain types of transactions. The acquisition of an asset from a
bank for private purposes is not included as one of them. Banks can have three
types of real estate assets: own usage, renting purposes and available for sale. We
will focus in the available for sale assets.

We have checked with the banks we cover and all of them use ECO valuations
when real estate assets enter the balance sheet. While the ECO valuations are only
valid for 6 months, banks can keep assets in their books without updating prices for
up to 5 years. The differences in the value can be significant.

We believe that the high exposure to the real estate sector could be explained by
what happened in the previous Spanish real estate crisis. In the early 1990s, Spain
suffered a severe financial crisis mostly hitting directly the real estate sector. Most
banks disposed of the real estate assets they had with significant losses. The
companies investing during that crisis in the real estate sector made significant
amounts of money. The largest real estate groups in Spain (ie. Metrovacesa,
Vallehermoso, Urbis, etc) were originated by banks in those years.

! Note: We include in acquired assets both foreclosures and asset purchases coming from real estate
developers and dwellings



Spanish Banks
27 February 2012

Most of the current banks’ management teams were in their early days in the
previous crisis. These bankers saw how others accumulated the profits of the
recovery. As a result, we believe many executives thought that keeping the assets
at high value in their books was not a problem, as the short-term price mismatch
would be covered by a recovery in prices during the following years. In the current
crisis we think it is very likely that real estate prices will not recover as fast, given
the negative long-term economic outlook.

The ECO law, the IVS and the RICS What the ECO law and other international standards provide are frameworks for
provide a framework for RE valuation valuation purposes. They take into account replacement cost, value in time, the
purposes usage of the assets and all the basic principles to make the valuation as fair as

possible. In Spain the market normally uses the ECO framework while the IVS and
RICS are used in some cases when international groups are involved in the
transaction.?

In general, supply and demand have different pricing interests in the real estate
market. In the case of banks’ transactions with developers, we could find that the
prices agreed are higher than the market might expect. This could happen because
it is in the interests of both institutions to keep a high price, in one case to reduce
the debt, in the other case to minimise the short-term losses. In this case both
parties expect the revaluation of the asset to fill the value gap over time.

Figure 6. House Prices Growth (YoY), 1Q96-3Q11
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Source: Ministry of Public Works and Transport

2 For more details about the valuation regulation and the key international valuations standards please
see the section "Appraisal Valuation Regulation”.

IVS = International Valuation Standards
RICS = Royal Institution of Chartered Surveyors
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The two differences between prudential
and not prudential accounting are: (i) the
timing of the disposal and (ii) the level of
provisions taken

Example of the Impacts of Different Valuation

When banks acquire real estate assets a key variable is the transfer price. As
explained before, the asset valuation could be subject to different methodologies
and also timing differences. In order to explain the potential accounting differences
and P&L/balance sheet impact we have assumed two base scenarios: one where
the bank has applied a prudential valuation and one with inflated valuation vs
current market value.

There are two main differences: the timing of disposal and the level of provisions:

B A prudent valuation minimizes the gap between demand and supply prices. A
smaller price gap increases the chances of selling the assets, reducing the
selling period of the assets and the losses for the bank given the market
trends.

m Given the recently approved regulation, an inflated valuation implies higher
provisions to be charged to the P&L now, when the P&L account is severely
under risk. This difference is adjusted when the asset is sold.

The final overall cost is the same, assuming no fiscal effect (Figure 7), even if the
timing of booking the losses/provisions is longer in the case of an inflated valuation
vs a more prudent valuation. If we were to consider the fiscal effect, a prudential
valuation provides an upfront tax benefit when the initial loss is assumed by the
institution.

In the table below we outline the acquisition of a real estate asset from a developer/
client, the recognition of losses and provisions as well as the final disposal impact
under each accounting treatment.

Figure 7. Example to Show the Different Outcome Depending on Accounting Style

Inflated Value
1) The bank acquires a real estate asset for €100, the current market value is actually €70

Prudential Value

Value of the asset 100 100
Realized losses * (A) 0 -30
Net value of the asset 100 70

2) The bank has not sold the asset. Spain new provisioning rules require higher provisions for the most
problematic assets

Value of the asset 100 70
Provisions™ (B) -80 -56
Net Value 20 14
3) The asset is sold for a price of €10, after a sharp decrease in market prices

Original value of the asset 100 100
Total accumulated losses/provisions (A+B) -80 -86
Net Value (Value of the Assets before disposal) 20 14
Disposal price 10 10
Loss on sale (C) -10 -4
Final Total Cost (Losses + Provisions) (A+B+C) -90 -90

Source: Citi Investment Research and Analysis. * Note: 0% tax rate assumed. **Assuming 80% provisioning.
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All the banks we cover are using the ECO
valuation methodology

Impact on Our Coverage Universe

The intention of the analysis of this report was to assess if, among the different
banks we cover, there were different valuations among similar real estate assets.
We were expecting only some banks to use the ECO valuation but found that all the
banks we cover use the ECO valuation done by independent appraisal companies,
with the valuations updated every 2 to 6 years.

According to the Spanish banks we cover, the assets they have are fairly valued. So
we wonder why are they not selling more of them? We think there are five likely
reasons: (i) lack of commercial focus, (ii) lack of demand, (iii) carrying value in
banks are still too high, (iv) banks expect prices to recover significantly or (v)
management wants to amortise the losses over multiple years. According to data
from the banks, asset sales really only began in 2011. Prices also fell more during
this period, and at the same time the banks’ improved their commercial focus.

In most cases, real estate assets have been entered into the balance sheet to avoid
becoming an NPL. If we want to analyze the real estate assets we need to putitin
the context of a non-performing asset including NPLs, substandard loans (watchlist)
as well as adding foreclosures. According to Figure 9 below the most exposed
names to foreclosures (on a relative basis) are Popular, Sabadell and Banesto.

Figure 8. Spanish Banks — NPA* to Total Assets, 4Q11 (%)
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Figure 9. Spanish Banks — Acquired Real Estate Assets as % of Equity,
4Q11 (%)
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sum of NPL, Substandard and acquired real estate assets. Note: We include in in acquired real estate assets both foreclosures and asset purchases coming from real
acquired assets both foreclosures and asset purchases coming from real estate estate developers and dwellings

developers and dwellings

Given the lack of information on acquired real estate assets from the banks in our
coverage universe we could consider for our analysis four different ways to adjust
real estate valuations:

m % of lending exposure to developers.
B Exposure to real estate assets on an absolute and relative basis.
B % of land over total assets.

® Data from comparable banks.
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Better disclosure, better assets? However, we did find some additional information on acquired real estate assets in
the 2011 annual reports of Banesto and Bankinter, which other banks do not
provide. These two banks provide more data than the standard template provided
by the Bank of Spain. This disclosure makes us more comfortable regarding any
potential impact on the real estate provisions for these two banks under the new
laws.

Banesto provides the accounting and appraisal value of the assets in the last two
years. Additionally, it provides the vintage of the appraisal. Bankinter provides what
percentage of assets comes from corporate and from the retail activities. It also
provides the duration of the assets on balance sheet.

What Bankinter data tells us is that the amount of assets that remain in the balance
sheet for more than 12 months has gone from c80% to c60% a year ago. This
implies that Bankinter is selling more. In the case of Banesto, the information shows
how the percentage of appraisals not updated in the last 24 months is around one
third of the total.

Banesto argues in its annual report that In the Bankinter annual report, the bank highlights how all the acquired real estate
“practically all the assets” are valued assets have been valued through the ECO regulation. In the case of Banesto, it
with the ECO valuation methodology argues that “practically all the assets” have been valued through the ECO valuation,

however, this implies that other valuation methodologies have been used.

Figure 10. Banesto — Real Estate Assets per Vintage of Appraisal, 2011  Figure 11. Bankinter — Real Estate Assets per Vintage of
(% of total) Consolidation, 2011 (% of total)
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We have undertaken a stress test to asses the impact of adjustment valuations for
different vintages. For our analysis we use Banesto as a proxy for the rest of the
banks. The key assumptions of our analysis to estimate the reduction in prices for
the different banks are the following:

® Same split by type of asset as per latest data available.
B Same split of assets in terms of vintage of the appraisals as Banesto in 4Q11.

® We apply a haircut to the valuations depending on the type of asset and the
number of years the asset is on balance sheet (see Figure 12).
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The stress test impact for Santander,
BBVA and Bankinter is less significant

compared to other banks

Figure 12. Stress Test — Haircut Assumptions (%)

<12 months  Between 12-24 months > 24 months
Finished buildings 10% 15% 20%
Under construction 15% 25% 35%
Land 15% 30% 45%

Source: Citi Investment Research and Analysis

We know from official statistics that house prices have fallen ¢17% from peak levels
in early 2008°. As per Figure 12 our numbers assume a higher impact for riskier
assets.

The result of our stress test (level of haircut) shows a small impact for Santander,
BBVA and Bankinter. For Popular, Sabadell and Banesto it is significantly higher.
However, the absolute haircut numbers don’t seem that big according to Figure 13.

Figure 13. Spanish Banks — Stress Test on Real Estate Assets (€ mn)

Figure 14. Spanish Banks — Real Estate Assets Split (% of total)

Acquired RE . . . Santander BBVA  Popular Bankinter Banesto

(éfg:f:) ("';';gg} Haircutas % Haircut as % - Finisned buidings 4% 28%  32%  46%  40%

S P S -~ Under construction 6% 5% 15% 32% 8%

antander 8,952 1647 19% 2% ang B0%  67% 5% 21%  52%

g;’\‘/';'\"‘er 7‘7‘?2 1’623 ;?OZ 2(2 Total 100%  100% _ 100%  100% __ 100%
Banesto 3,607 708 20% 13%
Sabadell 4,006 781 19% 13%
Popular 5,668 1,152 20% 14%

Source: Citi Investment Research and Analysis Source: Citi Investment Research and Analysis

In our base case explained above, the average level of haircut to the portfolios is
¢c20%. If we do a sensitivity analysis assuming a range of haircuts between 10 and
30% of the current gross values, the impact varies significantly as shown in the
tables below.

Figure 16. Sensitivity Analysis of Haircut to Gross Real Estate Assets
as a % of Book Value (%)

Figure 15. Spanish Banks — Sensitivity Analysis of Haircut to Gross
Real Estate Assets (€ mn)

10% 15% 20% 25% 30% 10% 15% 20% 25% 30%
Santander 855 1,283 1,710 2,138 2,566  Santander 1.1% 1.7% 2.2% 2.8% 3.4%
BBVA 7 1,157 1,543 1,929 2,314 Bankinter 1.6% 24% 3.1% 3.9% 54%
Popular 567 850 1,134 1,417 1,700 BBVA 2.0% 3.0% 4.0% 5.1% 6.1%
Sabadell 401 601 801 1,002 1,202  Banesto 6.7% 10.0% 13.3% 16.7% 20.0%
Banesto 361 541 721 902 1,082 Sabadell 6.8% 10.2% 13.6% 17.0% 23.7%
Bankinter 48 73 97 121 145  Popular 6.8% 10.3% 13.7% 17.1% 24.0%
Source: Citi Investment Research and Analysis Source: Citi Investment Research and Analysis

® Ministry of Housing
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The legal value of an ECO valuation
expires after 6 months

A bank’s acquisition of a real estate
asset from a developer would be
considered a private agreement

Appraisal Valuation Regulation

In 2003, the Spanish Government approved a legal framework (law EC0O/805/2003)
on property appraisal regulations and certain rights for specific financial purposes.
The ECO regulation represents a framework for the valuation; it provides the value
of an asset at a certain moment in time. The legal value of an ECO valuation
expires after 6 months. This law defines the most commonly used valuation
methods in appraisals and is mandatory in Spain in four different cases:

B When guaranteeing a mortgage or for a loan guarantee.

® Hedging of technical provisions of insurance companies.

m Valuation of the assets of the real estate investment institutions.
m Valuation of the real estate assets of pension funds.

The acquisition of a real estate asset from a developer by a bank would be
considered a private agreement. There is no legal obligation to comply with the
ECO law. The price is the result of negotiation between the two private parties and
is the best reasonable proof of the value, according to the law®.

Having said this, the valuation should be revised every 3 to 5 years if the changes in
the value are small, according to the law CBE 4/2004 (Article 34); there are no
comments about valuation revisions if there are big changes in the value.

Additionally, there are other valuation methodologies and frameworks that are
commonly used in the Spanish real estate market, the key two are:

m |VS (International Valuation Standards) — The most widely known framework
internationally. Its regulation is published by the International Valuation Standards
Council (IVSC), an independent body that sets global standards for valuation.
The latest IVSC was published in 2011 (IVS-2011).

® RICS (Royal Institution of Chartered Surveyors) — International professional
body for qualifications and standards in land, property and construction. Its
guidelines are widely used in Europe, especially in the UK.

* The best proof of a reasonable valuation for this type of assets would be a private selling agreement
between two non-related parties. Law CBE 4/2004 (Article 34, section c 5).
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The recently approved law penalises
prudent institutions

More standardised and updated
valuations needed

Solving the Valuation Difference Problem

We believe valuation differences should be adjusted to improve visibility in the
Spanish banking system’s balance sheet. While some may argue that the current
provisioning law tries to tackle this issue, we disagree as the valuation of the real
estate assets remain unchanged.

The recently approved law penalises those institutions that have been “fair” in the
valuation of their assets, in our view, and is probably too aggressive for those
institutions with realistic valuations. Meanwhile, we believe institutions with inflated
valuations will still have very high valuations of these assets, even after the new
provisions.

However, we believe the new provisioning law with realistic and updated valuations
could provide the necessary regulatory change to clean the real estate assets (not
loans) for the system. As some institutions might not have realistic valuations more
regulatory changes might follow in the medium term. To address this problem we
see scope for three further regulatory changes:

m Eliminate registration valuation as an alternative — Most banks we have
spoken with agreed that the registration valuations are too high and don’t reflect
the real value of the asset in most cases.

B Provisions over the acquired RE assets allocated value — In many cases, an
asset is acquired after a negotiation or a legal process as a payment of a loan.
This entry justifies the usage of a new appraisal that in some cases is used to
increase the value of the assets so there is no accounting loss. Provisioning for
the value of the loan or establishing a minimum would avoid inflated valuations.

® Mandatory and more frequent ECO valuation for all assets — Currently the
ECO appraisal valuation is not mandatory for assets acquired from a private
agreement between two parties. Banks should be obliged to do so, we believe,
unless the asset was used for the bank’s own purposes. We would also
recommend minimizing the period for updates in valuations to 12-24 months
maximum. The high cost of recurring appraisals should accelerate the disposal of
the assets from banks given the high maintenance cost.

The current regulatory environment could create situations where the valuation of
an asset on a bank’s balance sheet is unclear, as it is possible to get different
valuations for the same assets, even within the same institution. Differences in
timing of the acquisition and the lack of revaluations explain these problems.
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Impact of New Provisioning Rules

On 2 February the Spanish Finance Minister Mr. Luis de Guindos presented the key
lines of a new provisioning law to be applied to developers’ exposure to banks (see
Spanish Banks New Financial Reform Guidelines, 2 February 2012). The law was
published on 4 February and the banks starting disclosing their plans to tackle the
new provisioning gap.

We consider the recent law to be a catch- However, we consider the recently approved law to be a catch-up exercise, as it
up exercise and only affects the back only affects loans and acquired real estate assets from developers owned as of
book December 2011. A second law, which will likely be applied from 2012 onwards to

provisioning new loans and asset purchases, should be more aggressive than the
one currently in place but not as aggressive as the law for legacy assets.

The coverage requirements under the new provisioning law are summarized in the
table below from BBVA. While this law tackles a big part of the problem, the
underlying valuation of the assets remains uncertain.

Figure 17. Spanish Banks — Real Estate Exposure New Coverage Requirements

P&L Capital
Under Finished Under

Land development housing Other Land development
Performing 7% 7% 7% % 0% 0%
Problematic assets
- Doubtful 60% 50% 25%
- Substandard 60% 24-50% 20% 24% 20% 15%
- Foreclosures 60% 50% 10-50%
Source: BBVA
The new provisions represent ¢5% of The key questions that arise regarding the government’s estimate of a system-level
Spanish GDP and less than 3% of the impact of c€50bn in additional provisions are: Will it be (i) additional money or (ii)
system loans will banks move money around their balance sheets to cover the deficit? €50bn

represents 5% of GDP and less than 3% of the Spanish system’s loans. It doesn’t
look a big number but we won’t know if this will be enough until the end of the crisis.

What we have seen so far is that the impact for Santander, BBVA, CaixaBank and
Bankinter will be severely diluted due to the tax deductibility of the losses and the
buffers currently in their books. The current stock of generic provisions, if any, and
the excess regulatory capital can be used as buffers to offset the new law,
minimizing its impact.

The largest institutions account for c50% In Figure 18 we see how the 11 largest institutions in Spain have more than 50% of

of the total new provisions the system’s provisioning needs. This means that the smallest institutions have the
other 50%. It is worth noting that one medium-size caja, Kutxabank (from the
Basque Country), doesn’t have any P&L impact, as it is already well covered.

In the case of banking groups with listed subsidiaries (ie. “la Caixa”, Santander
group) both entities have reported the estimated impact of the new law, and the
impact on the holding group has been embedded in the impact on all its
subsidiaries.
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Figure 18. Spanish Banks — New Provisioning Rules Impact (€ mn)

Provisions

Total P&L Total

Specific Generic Provisions Capital Buffer Provisions

BFA * 2,547 849 3,396 1,674 5,070
- Bankia * 2,547 849 3,396 870 4,266
"la Caixa" 2,211 955 3,166 1,305 4,471
- CaixaBank 1,481 955 2,436 745 3,181
Santander 900 1,400 2,300 2,000 4,300
- Banesto 1,000 200 1,200 600 1,800
BBVA 2,220 590 2,810 1,200 4,010
Banco Popular 1,860 740 2,600 850 3,450
Banco Sabadell 1,207 400 1,607 798 2,405
NovaCaixaGalicia 1,205 395 1,600 740 2,340
Banco de Valencia * 617 206 823 428 1,251
Banca Civica 921 327 1,248 783 2,031
BMN 256 109 365 674 1,039
CajaEspafia 479 160 638 502 1,140
Ibercaja * 350 17 467 317 784
Unicaja * na na 427 264 691
Kutxabank - - - 650 650
Bankinter 90 56 146 47 193
Subtotal 15,183 6,410 21,593 12,232 33,825
Total System 25,000 10,000 35,000 15,000 50,000
Subtotal as % of total 61% 64% 62% 82% 68%

Source: Company data and Citi Investment Research and Analysis. * Note: We assume Bankia, BFA, Banco de
Valencia, Caja Espafia and Ibercaja split the P&L provisions 75% specific and 25% generic.

Popular and Sabadell the most affected If we focus on our coverage universe we see how the relative impact for Popular
names on a relative basis and Sabadell is significantly higher than for other banks. The new provisioning
needed is more than 2% of the 2011 total assets of Popular and Sabadell.

For BBVA, Santander and Caixabank the amount stands below 1.5% of 2011 total
assets. For Bankinter it is less than 0.5%.

Figure 19. Spanish Banks — Relative New Provisioning Rules Total Impact, 2011
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3 New Provisions as % of Total Assets —— New Provisions in € milion (Right axis)
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Banco Popular Banco Sabadell Banesto BBVA Santander CaixaBank Bankinter

Source: Citi Investment Research and Analysis. * Note: We take only Spanish assets for Santander and BBVA. As
a % of group assets it would represent 0.34% for Santander and 0.67% for BBVA.

If we split the P&L impact and the capital impact, again, Popular is the most affected
name. In the case of the P&L provisions, the impact is more than the 2011 pre-
provision profit. The capital buffer impact for Sabadell stands above 140bps, for
Popular it is almost 100 bps.
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Figure 20. Spanish Banks — New P&L provisions as % of Pre Provision Figure 21. Spanish Banks — New Capital Buffer as % of RWA, 2011 (%)
Profit, 2011 (%)
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Source: Citi Investment Research and Analysis. * Note: We take only Spanish Pre Source: Company data and Citi Investment Research and Analysis. * Note: We take
Provision Profit for Santander and BBVA. As a % of group Pre Provision Profit it would  only Spanish RWA for Santander (SAN Network and Banesto) and BBVA (estimated).
represent 9.4% for Santander and 26.4% for BBVA. As a % of group RWA it would represent 0.35% for Santander and 0.36% for BBVA.
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NPL Growth Estimates

NPLs not expected to peak in 2012 or The Bank of Spain held a presentation in Madrid on 4 February explaining the key

2013 details of the new provisioning law. One of the most interesting points introduced in
the presentation was a chart showing the correlation between the YoY increase in
NPLs with GDP growth (inverted). We replicate the chart below but include Citi
economists’ 2012 and 2013 GDP forecast, including an estimate of NPL growth for
the next eight quarters on this basis.

Using Bank of Spain analysis and Citi macro forecasts the NPL stock is expected to
grow in 2012 and 2013, which we believe looks very likely. What is also relevant is
that under our macro forecasts a second wave of NPLs will be of a similar size to
that suffered in late 2008 and early 2009.

NPLs between 2011 and 2013 could However, while we think the chart is a good representation of the trend, the actual

double numbers look high to us, as they imply NPLs would double between the beginning
of 2012 and the end of 2013. This looks aggressive if we don’t assume a double dip
in the Spanish economy. The difference is due to the fact that the chart uses net
entries, it doesn’t adjust for foreclosure entries, write offs and recoveries.

Figure 22. Spanish System NPLs — System NPLs and Annual GDP Growth, 2007-2013E (€ bn,
%)
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Source: Bank of Spain and Citi Investment Research and Analysis
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LTRO benefit to benefit NI, 2012
numbers affected by new real estate
provisions

Change of Estimates

We adjust our models to reflect: (i) the new provisioning law; (ii) the new real estate
adjustments explained in this report; and (iii) the LTRO benefit. The impact of the
new provisioning law, on our estimates, will see Banesto and Popular record losses
in 2012. Caixabank numbers are cut mainly due to reflect Telefonica’s dividend cut.
For more details about our new forecasts please see Figures 23-38.

Banesto estimates have been adjusted to include the LTRO benefit and a higher
level of provisions between 2012 and 2014, including the new law changes. We
believe that while the bank will play the carry trade with the LTRO, and will use a
significant part of this benefit to provision more during the period, normalizing the
bank’s cost of risk at a lower level.

Our target price for Banesto increases to €4.3 from €4 as a result of the increasing
long term ROE from 6.6% to 8.2% to reflect lower long-term loan losses and higher
NII. In our new estimates, we assume that Banesto will not pay a dividend in 2012.
Banesto remains as our only Spanish midcap bank that is not Sell rated.

Figure 23. Banesto — Changes to Our Financial Forecasts, 2012E-14E (Euros in Millions)

2012E Old  2012E New % Chge  2013E Old  2013E New % Chge  2014E Old  2014E New % Chge
Net Interest Income 1,368 1,513 10.6% 1,340 1,483 10.6% 1,340 1,483 10.6%
Fee Income 616 616 0.0% 622 622 0.0% 628 628 0.0%
Trading Income 119 119 0.0% 119 119 0.0% 119 119 0.0%
Total Income 2,099 2,244 6.9% 2,077 2,220 6.9% 2,084 2,226 6.8%
Total Op. Expenses (973) (973) 0.0% 977) (977) 0.0% (982) (982) 0.0%
Operating Income 1,125 1,271 12.9% 1,100 1,243 13.0% 1,102 1,245 12.9%
Prov. Loan Losses (Net) (737) (1,650) 123.9% (640) (710) 11.0% (611) (674) 10.4%
Available Income to Shareholders 26 (174) -761.2% 313 346 10.7% 3 379 11.1%
EPS 0.04 (0.25) -761.2% 0.46 0.50 10.7% 0.50 0.55 11.1%

Source: Citi Investment Research and Analysis

In our view, Popular will benefit from the LTRO to a lesser extent than Banesto,
using a smaller amount of the carry trade to provision more in 2012-14. On our
numbers, the bank will fall into losses in 2012 given the new provisioning law,
despite the liability management exercises that the bank wants to put in place
enhancing the trading line.

We assume that Popular will execute all the new provisioning requirements during
2012, despite having the possibility to extend it to 2013 given the benefit of the
Banco Pastor acquisition. Despite the changes to our estimates, our target price is
unchanged at €2.60. We keep our Sell (3H) rating.
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Figure 24. Popular - Changes to Our Financial Forecasts, 2012E-14E (Euros in Millions)
2012E Old  2012E New % Chg 2013E0OId 2013E New % Chg 2014E New  2014E New % Chg

Net Interest Income 2,432 2,557 5.1% 2,359 2,481 5.1% 2,359 2,481 5.1%
Fee Income 787 787 0.0% 807 807 0.0% 834 834 0.0%
Trading Income 279 344 23.1% 282 348 23.4% 287 354 23.7%
Total Income 3,548 3,738 5.4% 3,498 3,686 5.4% 3,531 3,721 5.4%
Total Op. Expenses -1,684 -1,851 9.9% -1,633 -1,724 5.5% -1,620 -1,620 0.0%
Operating Income 1,864 1,887 1.2% 1,865 1,962 5.2% 1,912 2,101 9.9%
Prov. Loan Losses (Net) -1,546 -3,094 100.2% -1,209 -1,408 16.4% -908 -1,107 22.0%
Available Income to Shareholders 61 -488 -901.3% 457 471 3.1% 860 852 -0.9%
EPS 0.04 (0.30) -903.2% 0.23 0.23 3.5% 0.39 0.37 -4.6%

Source: Citi Investment Research and Analysis

We had already included the LTRO benefit in our Bankinter estimates. In this report,
we adjust Bankinter’s the loan provisioning requirements given the more negative
NPL outlook than initially forecast. However, the decrease in the real estate asset
provisioning estimates largely offset the increase in the loan losses assumptions. As
a result we increase our EPS estimates by 2-3% in 2013-14.

Figure 25. Bankinter - Changes to Our Financial Forecasts, 2012E-14E (Euros in Millions)
2012E Old  2012E New %Chg  2013E Old  2013E New % Chg 2014E New  2014E New % Chg

Net Interest Income 614 614 0% 601 601 0% 601 601 0%
Fee Income 201 201 0% 203 203 0% 205 205 0%
Trading Income 98 98 0% 101 101 0% 104 104 0%
Total Income 1,181 1,181 0% 1,194 1,194 0% 1,221 1,221 0%
Total Op. Expenses 672 672 0% 672 672 0% 672 -672 0%
Operating Income 509 509 0% 522 522 0% 549 549 0%
Prov. Loan Losses (Net) 174 -243 40% -172 -184 7% -172 -184 7%
Available Income to Shareholders 194 158 -19% 205 210 3% 224 230 2%
EPS 0.40 0.33 -19% 0.42 0.43 3% 0.43 0.44 2%

Source: Citi Investment Research and Analysis

Our estimates for Caixabank are not only affected by the provisioning law. Our
estimate changes include: (i) the decrease of the Telefonica dividend, (ii) the LTRO
benefit and (iii) the disposal of associates. As a result our estimates are cut by 10-
14% in 2012-14.

Our target price for Caixabank is reduced to €2.60 from €2.70 given the cut in the
DDM valuation, The change to the TP is only €0.10 as the static ROE and the
discount to NAV valuation, the other two valuation methodologies used for the
banking group, remain broadly unchanged.

Figure 26. Caixabank — Changes to Our Financial Forecasts, 2012E-14E (Euros in Millions)
2012E Old  2012E New %Chg  2013E Old  2013E New % Chg  2014E Old  2014E New % Chg

Net Interest Income 3,064 3,276 6.9% 3,029 3,240 6.9% 2,995 3,204 6.9%
Fee Income 1,546 1,546 0.0% 1,531 1,531 0.0% 1,516 1,516 0.0%
Trading Income 627 502 -20.0% 627 502 -20.0% 627 502 -20.0%
Total Income 5,237 5,324 1.7% 5,187 5,272 1.6% 5,138 5,221 1.6%
Total Op. Expenses (3,136) (3,136) 0.0% (3,105) (3,105) 0.0% (3,136) (3,136) 0.0%
Operating Income 2,101 2,188 4.1% 2,082 2,167 4.1% 2,002 2,085 4.1%
Income from Associates (equity method) 1,363 1,055 -22.6% 1,476 1,167 -20.9% 1,544 1,240 -19.7%
Prov. Loan Losses (Net) (341) (256) -24.9% (1,782) (1,782) 0.0% (1,594) (1,594) 0.0%
Available Income to Shareholders 1,352 1,211 -10.5% 1,477 1,273 -13.8% 1,613 1,412 -12.5%
- EPS 0.33 0.29 -10.5% 0.33 0.28 -13.8% 0.34 0.30 -12.5%

Source: Citi Investment Research and Analysis
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Our BBVA numbers are affected by the value uplift coming from the LTRO carry
trade and the impact of the new real estate provisions. Our target price is

unchanged at €6.80.

Figure 27. BBVA - Changes to Our Financial Forecasts, 2012E-14E (Euros in Millions)

2012E Old  2012E New PctChg  2013E Old  2013E New PctChg  2014E Old  2014E New Pct Chg
Net Interest Income 14,172 14,263 0.6% 15,319 15,415 0.6% 16,338 16,438 0.6%
Net Commission Income 4,632 4,632 0.0% 4,946 4,946 0.0% 5,193 5,193 0.0%
Trading Income 1,452 1,452 0.0% 1,547 1,547 0.0% 1,629 1,629 0.0%
Total Revenues 21,658 21,749 0.4% 23,271 23,367 0.4% 24,695 24,795 0.4%
Total Operating Costs (10,900) (10,900) 0.0% (11,679) (11,679) 0.0% (12,373) (12,373) 0.0%
Operating Income 10,758 10,849 0.8% 11,592 11,687 0.8% 12,321 12,422 0.8%
Provision for loan losses (4,101) (5,289) 29.0% (4,257) (4,357) 24% (4,195) (4,583) 9.3%
Net Attributable Profit 4,057 2,824 -30.4% 4,527 4,517 -0.2% 5,078 4,867 -4.2%
- Adj. EPS 0.80 0.55 -30.4% 0.82 0.82 -0.2% 0.89 0.85 -4.2%

Source: Citi Investment Research and Analysis

We adjust our Santander estimates to account for the new real estate provisions.
Additionally, we revise our group estimates, including the disposal of the Colombian
subsidiary (deconsolidated in 2H12) and lower real estate assets provisions in the
long term. However, our target price for the bank increases to €6.40 from €6.20,
less than the EPS changes in our numbers, due to the €2 billion impact in the book

value of the new provisions (see Figure 18).

Figure 28. Santander — Changes to Our Financial Forecasts, 2012E-14E (Euros in Millions)

2012E0ld  2012E New Chg 2013E0Id 2013E New Chg 2014E0ld  2014E New Chg
Net interest income 33,662 33,899 0.7% 36,765 36,912 0.4% 39,648 39,806 0.4%
Fees 11,389 11,353 -0.3% 12,353 12,275 -0.6% 13,053 12,976 -0.6%
Trading 2,610 2,603 -0.3% 2,752 2,738 -0.5% 2,808 2,794 -05%
Operating income 48,084 48,278 0.4% 52,271 52,326 0.1% 55,901 55,968 0.1%
Operating expenses (21957)  (21,899) 03%  (23969)  (23,844) 05%  (25397)  (25272) -0.5%
Gross operating profit 26,127 26,380 1.0% 28,302 28,482 0.6% 30,504 30,696 0.6%
Provisions (12219)  (13,524) 107%  (13.242)  (13,306) 05%  (14,085)  (14,124) 0.4%
Net profit 7,283 7,207 0.2% 7,881 8,526 8.2% 8,752 9,442 7.9%
EPS 0.80 0.80 0.2% 0.79 0.86 8.2% 0.86 0.93 7.9%

Source: Citi Investment Research and Analysis
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Figure 29. Banesto — Group Profit and Loss Account, 2009-14E (Euros in Millions)

2010 % Chg 2011 % Chg 2012E % Chg 2013E % Chg 2014E % Chg
Net Interest Income 1,660 -4% 1,455 -12% 1,513 4% 1,483 2% 1,483 0%
Fee Income 617 2% 616 0% 616 0% 622 1% 628 1%
Trading Income 151 -4% 119 21% 119 0% 119 0% 119 0%
Other 8 -33% (4) -154% -4 0% -4 0% -4 0%
Total Income 2,437 -3% 2,186 -10% 2,244 3% 2,220 1% 2,226 0%
Total Op. Expenses -988 1% (964) 2% (973) 1% 977) 0% (982) 0%
Operating Income 1,448 -4% 1,222 -16% 1,271 4% 1,243 2% 1,245 0%
Income from Associates (equity method) 53 -4% 49 -8% 24 -50% 25 3% 26 3%
Prov. Loan Losses (Net) (572) 40% (693) 21% (1,650) 138% (710) -57% (674) 5%
Other (172) -39% (448) 160% 110 NM (70) -30% (63) -10%
Income Before Tax 757 -13% 130 -83% -245 -288% 488 -299% 534 9%
Taxes (298) -4% (5) -98% 71 -1453% (141) -299% (155) 9%
- Implied Tax Rate 39% 4% 29% 29% 29%
Net Income 460 -18% 125 -73% -174 -239% 346 -299% 379 9%
Per share data (Euros)
EPS 0.67 -18% 0.18 -73% -0.25 -239% 0.50 -299% 0.55 9%
Adj. Cash EPS 0.67 -18% 0.18 -73% -0.25 -239% 0.50 -299% 0.55 9%
Dividend 0.35 -23% 0.18 -49% 0.00 -100% 0.25 na 0.28 12%
Payout ratio 52.3% 98.9% 50.0% 50.0% 50.0%
BVPS 791 0% 7.86 1% 6.87 -13% 712 4% 7.39 4%
Number of shares (year end) 687.4 687.4 687.4 687.4 687.4
Operating Ratios
Net interest margin (CIRA Calculation) 1.39% 1.30% 1.46% 1.49% 1.52%
Cost / income ratio 40.6% 44.1% 43.4% 44.0% 44.1%
Provision charge / customer loans (bps) 76.1 101.2 253.8 111.5 108.0
Non performing loans ratio 4.08% 4.94% 5.90% 6.68% 6.58%
Coverage 54.0% 52.7% 73.4% 76.5% 89.4%
Return on avg RWAs 0.69% 0.20% -0.30% 0.62% 0.70%
ROE 8.5% 2.3% -3.4% 7.2% 7.6%
Balance Summary
Total assets 117,368 -4% 106,157 -10% 100,791 -5% 98,751 2% 96,753 2%
Gross customer loans 75,169 1% 68,465 9% 65,004 -5% 63,688 2% 62,399 2%
Net Customer Loans 75,744 -1% 69,225 9% 65,764 -5% 64,449 2% 63,160 2%
Customer deposits 60,449 6% 51,954 -14% 52,993 2% 54,053 2% 55,134 2%
Loan to deposit ratio 125.3% 133.2% 124.1% 119.2% 114.6%
Shareholders' equity 5,439 0% 5,406 1% 4,719 -13% 4,893 4% 5,082 4%
Average shareholders' equity 5,435 -1% 5,522 2% 5,063 -8% 4,806 -5% 4,987 4%
Capital Ratios
Core capital 5,398 3% 5,429 1% 4,742 -13% 4,915 4% 5,105 4%
Tier 1 capital 6,041 2% 6,187 2% 5,501 -11% 5,674 3% 5,863 3%
Risk-weighted assets 64,955 5% 60,206 1% 56,514 6% 54,787 -3% 53,660 2%
Core capital ratio 8.31% 9.02% 8.39% 8.97% 9.51%
Tier 1 ratio 9.30% 10.28% 9.73% 10.36% 10.93%
Total capital ratio 11.18% 11.54% 11.07% 11.74% 12.34%

Source: Company reports, Citi Investment Research and Analysis
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Figure 30. Popular — Group Profit and Loss Account, 2010-14E (Euros in Millions)

2010 % Chg 2011 % Chg 2012E % Chg 2013E % Chg 2014E % Chg
Net Interest Income 2,452 -13% 2,087 -15% 2,557 23% 2,481 -3% 2,481 0%
Fee Income 747 2% 686 -8% 787 15% 807 3% 834 3%
Trading Income 199 -51% 129 -35% 344 166% 348 1% 354 2%
Insurance and Other 66 4% 49 -26% 49 0% 50 2% 51 3%
Total Income 3,464 -15% 2,951 -15% 3,738 27% 3,686 1% 3,721 1%
Total Op. Expenses -1,313 2% -1,369 4% -1,851 35% -1,724 1% -1,620 6%
Operating Income 2,150 -22% 1,581 -26% 1,887 19% 1,962 4% 2,101 7%
Income from Associates (equity method) -1 NM 46 NM 51 10% 51 0% 51 0%
Prov. Loan Losses (Net) -1,864 -13% -1,690 9% -3,094 83% -1,408 -54% -1,107 -21%
Other 548 20% 507 1% 507 0% -24 -105% -12 -50%
Income Before Tax 833 -22% 444 -47% -650 -246% 581 -189% 1,032 78%
Taxes -228 -22% 40 -117% 156 291% -108 -169% 77 65%
- Implied Tax Rate 21% 9% 24% 19% 17%
Net Income 605 -22% 484 -20% -494 -202% 473 -196% 855 81%
Minority Interest -14 1% -4 -70% 6 -230% 2 -136% -4 75%
Discontinued Operations 0 0 0 0 0
Available Income to Shareholders 591 -23% 480 -19% -488 -202% 47 -196% 852 81%
Per share data (Euros)
EPS 0.44 -28% 0.35 -21% -0.30 -188% 0.23 A77% 0.37 57%
Adj. Cash EPS 0.44 -28% 0.35 21% -0.30 -188% 0.23 -177% 0.37 57%
Dividend 0.31 0% 0.19 -38% 0.12 -37% 0.12 0% 0.18 50%
Payout ratio 71% 55% na 50% 50%
BVPS 511 -12% 5.06 1% 3.23 -36% 3.60 11% 3.90 8%
Number of shares (year end) 1,375 3% 1,400 2% 1,805 29% 2,206 22% 2,418 10%
Operating Ratios
Net interest margin (CIRA Calculation) 1.89% 1.60% 1.78% 1.61% 1.66%
Cost / income ratio 38% 46% 50% 47% 44%
Provision charge / customer loans (bps) 190 171 266 125 101
Non performing loans Ratio 5.3% 6.0% 1.7% 8.3% 1.7%
Coverage 40% 35% 61% 60% 66%
Return on avg Assets 0.5% 0.4% -0.3% 0.3% 0.6%
Return on avg RWAs 0.6% 0.5% -0.5% 0.5% 0.9%
ROE 8.0% 6.8% -1.6% 6.8% 9.8%
Balance Sheet Summary
Total assets 130,140 1% 130,926 1% 155,981 19% 151,302 3% 146,763 -3%
Gross customer loans 98,213 1% 98,873 1% 116,420 18% 112,927 -3% 109,539 -3%
Net customer loans 96,032 1% 96,771 1% 113,642 17% 110,066 -3% 106,593 -3%
Customer deposits 66,708 14% 59,085 -11% 76,022 29% 77,542 2% 79,093 2%
Loan to deposit ratio 144.0% 163.8% 281.9% 267.6% 254.0%
Shareholders' equity 7,027 9% 7,091 1% 5,837 -18% 7,948 36% 9,429 19%
Average shareholders' equity 7,387 2% 7,059 -4% 6,464 -8% 6,892 7% 8,689 26%
Capital Ratios
Core capital 8,839 11% 8,853 0% 9,181 4% 9,395 2% 9,733 4%
Tier 1 capital 9,070 7% 8,853 2% 9,181 4% 9,395 2% 9,733 4%
Total capital 9,520 7% 8,980 6% 9,382 4% 9,597 2% 9,934 4%
Risk-weighted assets 93,747 1% 88,181 6% 100,412 14% 97,400 -3% 94,478 -3%
Core capital ratio 9.4% 10.0% 9.1% 9.6% 10.3%
Tier 1 ratio 9.7% 10.0% 9.1% 9.6% 10.3%
Total capital ratio 10.2% 10.2% 9.3% 9.9% 10.5%

Source: Company reports, Citi Investment Research and Analysis
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Figure 31. Bankinter — Group Profit and Loss Account, 2010-14E (Euros in Millions)

2010 % Chg 2011 % Chg 2012E % Chg 2013E % Chg 2014E % Chg
Net Interest Income 550 -31% 543 -1% 614 13% 601 2% 601 0%
Fee Income 196 -3% 199 2% 201 1% 203 1% 205 1%
Trading Income 120 36% 98 -19% 98 0% 101 3% 104 3%
Insurance and Other 225 55% 250 11% 269 8% 289 8% 31 8%
Total Income 1,091 11% 1,090 0% 1,181 8% 1,194 1% 1,221 2%
Total Op. Expenses -656 4% -645 2% -672 4% 672 0% 672 0%
Operating Income 436 -27% 445 2% 509 15% 522 3% 549 5%
Income from Associates (equity method) 1 -32% 15 34% 15 0% 15 0% 15 0%
Prov. Loan Losses (Net) 217 2% -158 -27% -243 54% -184 -24% -184 0%
Other 25 NM -61 NM -61 0% -61 0% 61 0%
Income Before Tax 205 -41% 240 17% 220 -8% 292 33% 319 9%
Taxes -54 -40% -59 8% -62 4% -82 33% -89 9%
- Implied Tax Rate 21% 25% 28% 28% 28%
Net Income 151 -41% 181 20% 158 -13% 210 33% 230 9%
Per share data (Euros)
EPS 0.32 -44% 0.38 20% 0.33 -14% 0.43 3% 0.44 1%
Adj. Cash EPS 0.32 -44% 0.38 20% 0.33 -14% 043 31% 0.44 1%
Dividend 0.16 -48% 0.19 21% 0.16 -14% 0.22 31% 0.22 1%
Payout ratio 49% 50% 50% 50% 50%
BVPS 5.45 0% 5.63 3% 5.73 2% 5.98 4% 6.10 2%
Number of shares (year end) 473 477 483 489 564
Operating Ratios
Net interest margin (CIRA Calculation) 1.01% 0.96% 1.06% 1.08% 1.11%
Cost / income ratio 60% 59% 57% 56% 55%
Provision charge / customer loans (bps) 51 36 59 46 47
Non Performing Loan ratio 2.8% 3.2% 3.9% 4.3% 4.3%
Coverage 67% 52% 48% 43% 42%
Return on avg RWAs 0.48% 0.61% 0.56% 0.77% 0.85%
ROE 5.8% 6.9% 5.8% 7.4% 7.2%
Balance Sheet Items
Total assets 54,025 -1% 59,491 10% 56,600 -5% 54,952 -3% 53,354 -3%
Gross customer loans 44,162 4% 44,647 1% 42,478 -5% 41,241 -3% 40,041 -3%
Net Customer Loans 41,868 5% 42,658 2% 40,445 -5% 39,225 -3% 38,082 -3%
Customer deposits 23,009 4% 24,244 5% 24,729 2% 25,224 2% 25,728 2%
Loan to deposit ratio 182.0% 176.0% 163.6% 155.5% 148.0%
Shareholders' equity 2,580 0% 2,685 4% 2,767 3% 2,922 6% 3,439 18%
Average shareholders' equity 2,581 16% 2,632 2% 2,726 4% 2,845 4% 3,181 12%
Capital Ratios
Core capital 2,094 6% 2,660 27% 2,692 1% 2,797 4% 2,912 4%
Tier 1 capital 2,301 0% 2,668 16% 2,700 1% 2,805 4% 2,920 4%
Risk-weighted assets 30,974 -1% 28,912 1% 27,756 -4% 27,200 2% 26,656 2%
Core Capital Ratio 6.8% 9.2% 9.7% 10.3% 10.9%
Tier 1 ratio 74% 9.2% 9.7% 10.3% 11.0%
Total capital ratio 9.9% 11.5% 9.7% 10.3% 11.0%

Source: Company reports, Citi Investment Research and Analysis
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Figure 32. Caixabank — Group Profit and Loss Account, 2010-14E (Euros in Millions)

2010 2011 % Chg 2012E % Chg 2013E % Chg 2014E % Chg
Net Interest Income 3,418 3,170 1% 3,276 3% 3,240 1% 3,204 1%
Fee Income 1,406 1,562 11% 1,546 -1% 1,531 -1% 1,516 -1%
Trading Income & Other 826 627 -24% 502 -20% 502 0% 502 0%
Total Income 5,650 5,359 -5% 5,324 1% 5,272 1% 5,221 1%
Total Op. Expenses -3,366 -3,232 -4% -3,136 -3% -3,105 -1% -3,136 1%
Operating Income 2,284 2,127 1% 2,188 3% 2,167 1% 2,085 -4%
Income from Investments & Dividends 729 913 25% 1,055 16% 1,167 11% 1,240 6%
Prov. Loan Losses (Net) -1,456 -2,422 66% -256 -89% -1,782 596% -1,594 -11%
Other -146 541 NM -1,500 NM 0 0% 0 0%
Income Before Tax 1,411 1,159 -18% 1,487 28% 1,552 4% 1,731 11%
Taxes -199 -106 -47% -276 161% -279 1% -319 14%
- Implied Tax Rate 14.1% 9.1% 18.6% 18.0% 18.4%
Net Income 1,212 1,053 -13% 1,211 15% 1,273 5% 1,412 11%
Per share data (Euros)
EPS 0.36 0.29 -19% 0.29 1% 0.28 -5% 0.30 7%
Dividend 0.31 0.23 -26% 0.23 0% 0.23 0% 0.23 0%
Payout ratio 86.3% 79.0% 78.3% 82.3% 77.0%
BVPS 5.82 5.01 -14% 4.62 -8% 4.64 0% 4.7 1%
Number of shares (year end) 3,363 3,840 4,371 4,707 4,707
Operating Ratios
Net interest margin (CIRA Calculation) 1.28% 1.17% 1.22% 1.24% 1.27%
Cost / income ratio 59.6% 60.3% 58.9% 58.9% 60.1%
Provision charge / customer loans (bps) 77 130 14 101 93
Non Performing Loan ratio 3.59% 4.91% 6.22% 6.79% 6.45%
Coverage 71.0% 60.1% 56.7% 59.7% 70.6%
Return on avg RWAs 0.79% 0.73% 0.90% 0.99% 1.10%
ROE 6.2% 5.4% 6.1% 6.1% 6.4%
Balance Sheet Items
Total assets 273,067 270,425 -1% 265,017 2% 257,066 -3% 249,354 -3%
Gross customer loans 189,389 186,049 -2% 182,328 2% 176,858 -3% 171,552 -3%
Net Customer Loans 184,438 180,412 2% 176,188 2% 170,321 -3% 164,664 -3%
Customer deposits 136,448 131,047 -4% 128,426 2% 127,142 -1% 128,413 1%
Loan to deposit ratio 135.2% 137.7% 137.2% 134.0% 128.2%
Shareholders' equity 19,561 19,251 -2% 20,193 5% 21,843 8% 22,167 1%
Average shareholders' equity 19,561 19,406 -1% 19,722 2% 21,018 7% 22,005 5%
Capital Ratios
Core capital 13,417 17,178 28% 17,348 1% 17,525 1% 17,849 2%
Tier 1 capital 13,417 17,178 28% 17,348 1% 17,525 1% 17,849 2%
Risk-weighted assets 150,419 137,355 9% 130,487 -5% 127,878 2% 127,878 0%
Core Capital Ratio 8.92% 12.51% 13.29% 13.70% 13.96%
Tier 1 ratio 8.92% 12.51% 13.29% 13.70% 13.96%
Total capital ratio 8.92% 12.80% 16.19% 16.66% 16.91%

Source: Company reports, Citi Investment Research and Analysis
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Figure 33. Caixabank — Divisional Profit and Loss Account, 2010-14E (Euros in Millions)

2010 2,011 % Chg 2012E % Chg 2013E % Chg 2014E % Chg
Banking & insurance
Net Interest Income 3,623 3,540 -2% 3,646 3% 3,610 1% 3,574 1%
Fee Income 1,406 1,562 1% 1,546 -1% 1,531 -1% 1,516 -1%
Trading Income & Other 826 627 -24% 502 -20% 502 0% 502 0%
Total Income 5,855 5,729 -2% 5,694 -1% 5,642 1% 5,591 1%
Total Op. Expenses -3,349 -3,219 -4% -3,122 -3% -3,091 -1% -3,122 1%
Operating Income 2,506 2,510 0% 2,572 2% 2,551 1% 2,469 -3%
Income from Investments & Dividends 31 53 1% 55 3% 56 3% 58 3%
Other Operating ltems 0 0 NM 0 0% 0 0% 0 0%
Prov. Loan Losses (Net) -1,456 -2,422 66% -256 -89% -1,782 596% -1,594 -11%
Income Before Tax 841 941 12% 870 -8% 825 -5% 933 13%
Taxes -258 212 -18% -244 15% -231 -5% -261 13%
- Implied Tax Rate 0 0 0% 0 0% 0 0% 0 0%
Net Income 583 729 25% 627 -14% 594 -5% 672 13%
Minority Interest 0 0 0% 0 3% 0 3% 0 3%
Available Income to Shareholders _ _ _ _ _ _ 583 729 25% _ _ _ 627 _ _ 4% 594 5% 6712  13%
Own funds 13,706 14,113 3% 14,426 2% 14,723 2% 15,059 2%
ROE 4% 5% 4% 4% 5%
Investments
Net Interest Income -205 -370 80% -370 0% -370 0% -370 0%
Fee Income 0 0 0% 0 0% 0 0% 0 0%
Trading Income 0 0 0% 0 0% 0 0% 0 0%
Other 0 0 0% 0 0% 0 0% 0 0%
Total Income -205 -370 80% -370 0% -370 0% -370 0%
Total Op. Expenses -17 -13 -24% -13 3% -14 3% -14 3%
Operating Income -222 -383 73% -383 0% -384 0% -384 0%
Income from Investments & Dividends 698 860 23% 1,000 16% 1,111 1% 1,182 6%
Other Operating ltems 0 0 NM 0 0% 0 0% 0 0%
Other 94 -259 NM 0 NM 0 NM 0 NM
Income Before Tax 570 218 -62% 617 183% 727 18% 798 10%
Taxes 59 106 80% -33 -131% -48 47% -58 20%
- Implied Tax Rate 0 0 0% 0 0% 0 0% 0 0%
Net Income 629 324 -48% 584 80% 679 16% 740 9%
Minority Interest 0 0 0% 0 3% 0 3% 0 3%
Available Income to Shareholders _ 629 324 = -A8% __ _ S84 _ _ 80% 679  16% 740 9%
Own funds 5,535 6,049 9% 6,341 5% 6,681 5% 7,051 6%
ROE 12% 6% 9% 10% 11%

Source: Company reports, Citi Investment Research and Analysis
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Figure 34. BBVA — Group Profit and Loss Account, 2010-14E (Euros in Millions)

2010 % Chg 2011 % Chg 2012E % Chg 2013E % Chg 2014E % Chg
Net Interest Income 13,320 -4% 13,203 1% 14,263 8% 15,415 8% 16,438 7%
Dividends 553 25% 23 -96% 25 10% 28 10% 30 10%
Fee Income 4,537 2% 4,580 1% 4,632 1% 4,946 7% 5,193 5%
Insurance & Other Income 1,159 43% 1,366 18% 1,402 3% 1,459 4% 1,535 5%
Trading Income 1,894 23% 1,480 -22% 1,452 2% 1,547 7% 1,629 5%
Total Income 20,910 1% 20,629 1% 21,749 5% 23,367 7% 24,795 6%
Total Operating Expenses (8,967) 7%  (10,003) 12%  (10,900) 9%  (11,679) 7%  (12,373) 6%
Operating Profit 11,942 -3% 10,627 1% 10,849 2% 11,687 8% 12,422 6%
Prov. Loan loss (net) (4,718) -14% (4,231) -10% (5,289) 25% (4,357) -18% (4,583) 5%
Equity Method 0 NM 0 NM 0 NM 0 NA 0 NA
Net income from non-fin activities 0 NM 0 NM 25 NM 25 NM 25 NM
Other income / losses (803) 0% (2,629) 228% (1,762) -33% (1,085) -40% (1,068) 0%
Pre-tax Profit 6,422 12% 3,766 -41% 3,824 2% 6,290 65% 6,796 8%
Income Tax (1,427) 25% (425) -710% (455) 7% (1,165) 156% (1,264) 8%
Minorities (388) 1% (483) 24% (545) 13% (609) 12% (666) 9%
Net Profit 4,607 9% 2,859 -38% 2,824 1% 4,517 60% 4,867 8%
Per share data
EPS 1.10 2% 0.61 -45% 0.55 9% 0.82 48% 0.85 4%
Adj. EPS 1.10 2% 0.61 -45% 0.55 -9% 0.82 48% 0.85 4%
Dividend 0.42 0% 0.42 0% 0.42 0% 043 2% 0.45 5%
Payout ratio 38% 0 69% 0 76% 0 52% 0 53% 0
BVPS 8.00 6% 7.78 -3% 7.86 1% 8.20 4% 8.60 5%
Tangible BVPS 6.22 10% 6.01 -3% 6.23 4% 6.67 7% 7.08 6%
Number of shares (year end) 4,491 15% 4,903 9% 5,294 8% 5,695 8% 5,695 0%
Number of shares (avg) 4,196 8% 4,697 12% 5,099 9% 5,494 8% 5,695 4%
Operating ratios
Net Interest margin (NII/ ATA) 2.45% 2.30% 2.30% 2.37% 2.45%
Cost / income ratio 43% 48% 50% 50% 50%
Provision charge / gross customer loans 135 117 142 113 116
NPL ratio 4.50% 4.39% 4.39% 4.21% 4.04%
Coverage 62% 61% 67% 75% 83%
Return on Avg Assets 0.85% 0.50% 0.46% 0.69% 0.73%
ROE 14.1% 7.7% 71% 10.2% 10.2%
Balance Sheet Summary
Total assets 552,738 3% 597,688 8% 642,194 7% 660,639 3% 679,216 3%
Net Customer Loans 338,857 5% 351,900 4% 361,946 3% 372,560 3% 383,783 3%
Customer deposits 275,789 9% 282,173 2% 269,285 5% 283,371 5% 298,097 5%
Loan to deposit ratio 123% 125% 134% 131% 129%
Shareholders Equity 35,920 23% 38,166 6% 41,634 9% 46,684 12% 48,988 5%
Average Shareholders' Equity 32,610 19% 37,043 14% 39,900 8% 44,159 11% 47,836 8%
Capital Position
Core capital 30,098 30% 34,161 13% 35,914 5% 39,250 9% 41,553 6%
Tier 1 capital 33,023 21% 34,161 3% 35,914 5% 39,250 9% 41,553 6%
Total capital 42,924 9% 42,770 0% 44,523 4% 47,859 7% 50,162 5%
Risk-weighted assets 313,327 5% 330,771 6% 341,178 3% 361,649 6% 383,348 6%
Core capital ratio 9.61% 10.33% 10.53% 10.85% 10.84%
Tier 1 ratio 10.54% 10.33% 10.53% 10.85% 10.84%
Total capital ratio 13.70% 12.93% 13.05% 13.23% 13.09%
Tangible Equity/ Assets 5.05% 4.93% 5.13% 5.75% 5.93%

Source: Company reports, Citi Investment Research and Analysis




Spanish Banks
27 February 2012

Figure 35. BBVA — Divisional Profit and Loss Account, 2010-14E (Euros in Millions)

2010 % Chg 2011 % Chg 2012E % Chg 2013E % Chg 2014E % Chg
Spain
Net Interest Income 4,878 -12% 4,399 -10% 4,232 -4% 4,147 2% 4,147 0%
Fee Income 1,672 5% 1,468 -12% 1,291 -12% 1,291 0% 1,291 0%
Insurance 504 5% 471 6% 462 2% 462 0% 462 0%
Trading Income 2 -9% 19 nm 20 5% 21 5% 22 5%
Total Revenues 7,055 -10% 6,357 -10% 6,005 6% 5,921 1% 5,922 0%
Total Operating Expenses (2,815) 1% (2,801) 0% (2,883) 3% (2,884) 0% (2,885) 0%
Operating Profit 4,240 -16% 3,556 -16% 3,122 -12% 3,037 -3% 3,037 0%
Prov. Loan losses (Net) (1,316) -28% (1,711) 30% (2,840) 66% (1,602) -44% (1,554) -3%
NetProfit = _ _ _ _ _ _ _ __ __ ___ 2255 9% 1363 -40%_ _ _ 250 _ _-82% _ _ 1,068 _ 328% __ _1103_ _ _ 3%
Loans and credits 213,281 7% 209,622 2% 203,334 3% 197,234 3% 191,317 -3%
Deposits 127,219 39% 114,783 -10% 117,078 2% 119,420 2% 121,808 2%
Eurasia
Net Interest Income 345 -11% 801 132% 1,061 33% 1,146 8% 1,238 8%
Fee Income 236 6% 391 66% 444 14% 480 8% 518 8%
Trading Income 132 NM 105 21% 89 -15% 94 6% 102 8%
Total Revenues 1,080 13% 1,952 81% 2,315 19% 2,513 9% 2,730 9%
Total Operating Expenses (295) 6% (645) 119% (836) 30% (886) 6% (957) 8%
Operating Profit 785 16% 1,307 67% 1,479 13% 1,626 10% 1,772 9%
Loan loss provisions (net) (89) NM (149) 66% (175) 18% (189) 8% (204) 8%
NetProft 588 2% _ 1,027 75%__ 1,M8__ _ 0% __ 1282 _ _ 10%_ _ 1343 _ _ 9%
Loans and credits 23,813 -22% 33,905 42% 36,278 7% 39,180 8% 42,315 8%
Deposits 20,884 -40% 21,786 4% 22,875 5% 24,705 8% 26,681 8%
Mexico
Net Interest Income 3,688 12% 3,796 3% 4,149 9% 4,821 16% 5,301 10%
Fee Income 1,233 14% 1,184 -4% 1,258 6% 1,392 1% 1,461 5%
Insurance and Other 179 55% 230 28% 249 8% 264 6% 286 8%
Trading Income 395 % 298 -25% 299 1% 328 10% 345 5%
Total Revenues 5,496 13% 5,544 1% 5,992 8% 6,842 14% 7,429 9%
Total Operating Expenses (1,899) 22% (2,029) 7% (2,221) 9% (2,571) 16% (2,825) 10%
Operating Profit 3,597 8% 3,515 2% 3,772 7% 4,271 13% 4,604 8%
Loan loss provisions (net) (1,229) -19% (1,167) 5% (1,115) -4% (1,322) 19% (1,480) 12%
NetProfit  _ _ _ _ _ _ _ _ ______ O 26% TS A% _ 1977 M%_ _ 2196 _ _ 1% _ _ 2326 _ _ 6%
Loans and credits 34,743 21% 34,681 0% 47,279 36% 55,051 16% 61,657 12%
Deposits 37,013 28% 36,131 2% 13,681 -62% 15,929 16% 17,841 12%
USA
Net Interest Income 1,794 7% 1,663 1% 1,685 1% 1,752 4% 1,822 4%
Fee Income 651 % 662 2% 643 -3% 669 4% 696 4%
Trading Income 156 0% 146 1% 150 3% 156 4% 162 4%
Total Revenues 2,551 6% 2,383 1% 2,383 0% 2,479 4% 2,578 4%
Total Operating Expenses (1,517) 11% (1,560) 3% (1,659) 6% (1,722) 4% (1,787) 4%
Operating Profit 1,034 1% 823 -20% 724 -12% 757 5% 791 4%
Loan loss provisions (net) (703) -50% (363) -48% (250) -31% (255) 2% (265) 4%
NetProfit = 239 _ 125% _ (M3)_ _ -398% __ _ 337 _ _ -04T% __ _ 3% _ _ _ _ 6%__ _ 313__ _ 5%
Loans and credits 38,408 -4% 38,927 1% 34,548 -11% 35,239 2% 36,649 4%
Deposits 42,343 -32% 37,771 -11% 38,649 2% 40,581 5% 42,610 5%
South America
Net Interest Income 2,495 -3% 3,164 27% 3,696 17% 4,136 12% 4,547 10%
Fee Income 957 5% 1,077 13% 1,208 12% 1,337 1% 1,460 9%
Trading Income 514 21% 477 1% 457 -4% 511 12% 561 10%
Total Revenues 3,797 4% 4,457 17% 5,049 13% 5,627 11% 6,172 10%
Total Operating Expenses (1,668) 6% (2,042) 22% (2,327) 14% (2,591) 1% (2,841) 10%
Operating Profit 2,129 3% 2,415 13% 2,723 13% 3,036 12% 3,331 10%
Loan loss provisions (net) (419) -3% (449) % (516) 15% (578) 12% (648) 12%
NetProfit _ _ _ _ _ _ _ ___ _ ___ _ 889 __M%__ 1005 _ _13%_ _ 1137 _ _13%__ 1267 _ _12%__ _1385_ _ _ 9%
Loans and credits 30,408 20% 38,831 28% 44,573 15% 49,921 12% 55,912 12%
Deposits 33,496 14% 42,468 27% 47,773 12% 53,506 12% 59,927 12%
Corporate Center
Total Revenues 932 1% (27) -103% 41 -253% 21 -48% 0 -98%
Net Profit (1,072) 97% (1,557) 45% (1,993) 28% (1,602) -20% (1,663) 4%

Source: Company reports, Citi Investment Research and Analysis
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Figure 36. BBVA — Divisional Profit and Loss Account, 2010-14E (Euros in Millions)

2010 % Chg 2011 % Chg 2012E % Chg 2013E % Chg 2014E % Chg
Bancomer
Net Interest Income 3,623 11% 3,715 3% 4,063 9% 4,729 16% 5,202 10%
Fee Income 1,158 13% 1,104 5% 1,174 6% 1,305 1% 1,370 5%
Trading Income 283 6% 234 -17% 233 -1% 259 11% 272 5%
Total Revenues 4,920 12% 4,945 1% 5,361 8% 6,177 15% 6,728 9%
Total Operating Expenses (1,758) 24% (1,880) % (2,056) 9% (2,392) 16% (2,632) 10%
Operating Profit 3,162 6% 3,066 3% 3,305 8% 3,784 14% 4,096 8%
Loan loss provisions (net) (1,229) -19% (1,167) -5% (1,115) -4% (1,322) 19% (1,480) 12%
Pre-tax Profit 1,850 28% 1,842 0% 2,190 19% 2,463 12% 2,616 6%
NetProfit = __ _ _ ________ 1,399 25% 1419 1% _ _ 1643 _ _ 16% _ _ 1,847 _ _ 12%__ _1962__ _ _6%
Loans and credits 34,626 21% 39,203 13% 47,279 21% 55,051 16% 61,657 12%
Deposits 37,033 16% 11,344 -69% 13,681 21% 15,929 16% 17,841 12%
RWAs 40,260 18% 45,582 13% 53,990 18% 61,742 14% 67,916 10%
Cost/ income ratio (CIRA cal.) 36% 38% 38% 39% 39%
Bancomer (Mexican Pesos)
Net Interest Income 60,715 1% 64,280 6% 70,708 10% 77,779 10% 85,556 10%
Fee Income 19,406 0% 19,098 2% 20,435 7% 21,457 5% 22,529 5%
Trading Income 4,732 -6% 4,054 -14% 4,054 0% 4,256 5% 4,469 5%
Total Revenues 82,446 1% 85,533 4% 93,298 9% 101,593 9% 110,657 9%
Total Operating Expenses (29,474) 10%  (32,521) 10%  (35,773) 10%  (39,351) 10%  (43,286) 10%
Operating Profit 52,972 -6% 53,012 0% 57,525 9% 62,243 8% 67,371 8%
Loan loss provisions (net) (20,626) -28%  (20,196) 2% (19,408) 4%  (21,737) 12%  (24,345) 12%
Pre-tax Profit 30,892 13% 31,847 3% 38,117 20% 40,506 6% 43,026 6%
NetProfit 23389 1% 24514 5% __ 28588 _ 17 _ _ 30379 _ _ _ 6% _ _ 32269 _ _ 6%
Loans and credits 571,886 12% 707,668 24% 792,589 12% 887,699 12% 994,223 12%
Deposits 611,624 2% 204,768 67% 229,340 12% 256,861 12% 287,684 12%
RWAs 664,930 5% 822,805 24% 905,085 10% 995,593 10% 1,095,153 10%
Cost/ income ratio (CIRA cal.) 36% 38% 38% 39% 39%
USA (Euros in Millions)
Net Interest Income 1,794 7% 1,663 1% 1,685 1% 1,752 4% 1,822 4%
Fee Income 651 % 662 2% 643 -3% 669 4% 696 4%
Trading Income 156 0% 146 1% 150 3% 156 4% 162 4%
Total Revenues 2,551 6% 2,383 1% 2,383 0% 2,479 4% 2,578 4%
Total Operating Expenses (1,517) 11% (1,560) 3% (1,659) 6% (1,722) 4% (1,787) 4%
Operating Profit 1,034 1% 823 -20% 724 -12% 757 5% 791 4%
Loan loss provisions (net) (703) -50% (363) -48% (250) -31% (255) 2% (265) 4%
Pre-tax Profit 309 NM (1,049) NM 474 NM 502 6% 526 5%
NetProft ~_ _ _ _ __________ 29 __NM__ _(M3___NM___ 37 _ | NM_ 3% _ _ 6% _ _ _313___ 5%
Loans and credits 38,408 -4% 38,927 1% 34,548 8% 35,239 8% 36,649 8%
Deposits 42,343 -32% 37,777 -11% 38,649 2% 40,581 5% 42,610 5%
RWAs 27,321 0% 29,139 % 29,227 0% 29,811 2% 31,004 4%
Cost/ income ratio (CIRA cal.) 59% 65% 70% 69% 69%
USA (US$ in Millions)
Net Interest Income 2,390 4% 2,189 -8% 2,156 2% 2,243 4% 2,332 4%
Fee Income 867 4% 871 0% 823 6% 856 4% 891 4%
Trading Income 207 0% 192 -1% 192 0% 200 4% 208 4%
Total Revenues 3,398 3% 3,136 8% 3,051 -3% 3,173 4% 3,300 4%
Total Operating Expenses (2,022) 9% (2,053) 2% (2,123) 3% (2,204) 4% (2,287) 4%
Operating Profit 1,376 -4% 1,084 -21% 927 -14% 969 5% 1,012 4%
Loan loss provisions (net) (938) -53% (478) -49% (320) -33% (326) 2% (339) 4%
Pre-tax Profit 408 -120% (1,381) -438% 607 -144% 643 6% 673 5%
NetProfit  _ _ _ _ _ _ _ _ __ ____37__ 2% __ _(93%8)_ _ -396% _ _ 431 _ -146% _ _ 456 __ _ _ 6%__ _ 418__ _ 5%
Loans and credits 51,405 -12% 50,368 2% 50,368 0% 51,375 2% 53,430 4%
Deposits 56,671 -38% 48,879 -14% 49,857 2% 52,350 5% 54,967 5%
RWAs 36,566 -9% 37,703 3% 37,703 0% 38,457 2% 39,995 4%
Cost/ income ratio (CIRA cal.) 60% 65% 70% 69% 69%

Source: Company reports, Citi Investment Research and Analysis
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Figure 37. SAN — Group Profit and Loss Account, 2010-14E (Euros in Millions)

2010 % Chg 2011 % Chg 2012E % Chg 2013E % Chg 2014E % Chg
Net interest income 29,224 11% 30,821 5% 33,899 10% 36,912 9% 39,806 8%
Fee Income 9,734 7% 10,471 8% 11,353 8% 12,275 8% 12,976 6%
Insurance and Other 487 3% 464 5% 423 9% 401 5% 392 2%
Trading 2,606 -24% 2,500 -4% 2,603 4% 2,738 5% 2,794 2%
Total income 42,051 7% 44,257 5% 48,278 9% 52,326 8% 55,968 7%
Operating expenses (18,196) 1%  (19,889) 9%  (21,899) 10%  (23,844) 9%  (25,272) 6%
Gross operating profit 23,855 4% 24,367 2% 26,380 8% 28,482 8% 30,696 8%
Prov. Loan Losses (Net) (10,258) 8%  (10,562) 3%  (13,524) 28%  (13,306) 2%  (14,124) 6%
Equity method earnings (2) NM 5 -424% 20 279% 20 0% 20 0%
Other (1,543) -10% (2,772) 80% (1,255) -55% (1,497) 19% (1,439) -4%
Pre-tax profit 12,052 2% 11,038 8% 11,622 5% 13,700 18% 15,154 11%
Tax (2,923) 25% (3,157) 8% (3,320) 5% (3,919) 18% (4,326) 10%
Goodwill 0 NM 0 0% 0 0% 0 0% 0 0%
Other extraordinary income (27) NM (1,694) 0 0 0
Total Minorities (921) 79% (836) 9% (1,005) 20% (1,255) 25% (1,386) 10%
Net profit 8,181 9% 5,351 -35% 7,297 36% 8,526 17% 9,442 11%
Per share data
EPS 0.99 -10% 0.62 -37% 0.80 29% 0.86 % 0.93 9%
Adj. Cash EPS 0.99 9% 0.82 -18% 0.80 2% 0.86 % 0.93 9%
Dividend 0.60 0% 0.60 0% 0.60 0% 0.60 0% 0.60 0%
Payout ratio 61% 1% 97% 59% 75% -22% 70% 1% 65% -8%
BVPS 9.01 8% 8.58 5% 7.94 7% 8.21 3% 8.54 4%
Tangible BVPS 6.05 9% 5.76 5% 5.37 1% 5.74 7% 6.07 6%
Number of shares (year end) 8,329 1% 8,909 % 9,777 10% 10,154 4% 10,154 0%
Number of shares (avg) 8,279 2% 8,619 4% 9,126 6% 9,965 9% 10,154 2%
Operating Ratios
Net Interest margin (NII/ ATA) 2.51% 2.50% 2.63% 2.69% 2.73%
Cost / income ratio 43.3% 44.9% 45.4% 45.6% 45.2%
Provision charge / gross customer loans 142 140 169 153 153
Non Performing Loan Ratio 3.8% 4.2% 4.4% 3.9% 3.5%
Coverage 72.7% 61.4% 62.3% 75.1% 89.6%
Return on Avg Assets 0.70% 0.43% 0.57% 0.62% 0.65%
Return on Avg RWAs 1.40% 0.91% 1.26% 1.38% 1.44%
ROE 11.4% 71% 9.5% 10.6% 11.1%
Balance Sheet Items
Total assets 1,217,501 10% 1,251,525 3% 1,322,016 6% 1,424,782 8% 1,490,151 5%
Net Customer Loans 724,154 6% 750,100 4% 812,303 8% 880,758 8% 916,058 4%
Customer deposits 581,385 19% 588,977 1% 628,546 7% 700,358 1% 738,151 5%
Loan to deposit ratio 125% 127% 129% 126% 124%
Shareholders Equity 75,018 9% 76,414 2% 77,633 2% 83,385 % 86,735 4%
Average Shareholders' equity 71,842 14% 75,716 5% 77,023 2% 80,509 5% 85,060 6%
Capital Ratios
Core capital 53,205 10% 56,694 % 57,553 2% 63,571 10% 67,173 6%
Tier 1 capital 60,617 7% 62,294 3% 62,873 1% 68,625 9% 71,975 5%
Risk-weighted assets 604,885 8% 565,958 6% 594,362 5% 638,063 % 672,911 5%
Core capital ratio 8.80% 10.02% 9.68% 9.96% 9.98%
Tier 1 ratio 10.02% 11.01% 10.58% 10.76% 10.70%
Total capital ratio 13.11% 13.56% 13.01% 13.02% 12.85%
Tangible Equity/ Assets 4.14% 4.10% 3.97% 4.09% 4.14%

Source: Company reports, Citi Investment Research and Analysis




Spanish Banks
27 February 2012

Figure 38. SAN — Divisional Profit and Loss Account, 2010-14E (Euros in Millions)

2010 % Chg 2011 % Chg 2012E % Chg 2013E % Chg 2014E % Chg
Continental Europe
Net interest income 9,872 -14% 10,666 8% 11,073 4% 11,329 2% 11,609 2%
Operating income 14,793 9% 15,347 4% 15,855 3% 16,287 3% 16,752 3%
Operating expenses (5,917) 0% (6,612) 12% (6,910) 4% (7,088) 3% (7,250) 2%
Gross operating profit 8,875 -14% 8,735 2% 8,946 2% 9,199 3% 9,502 3%
Provisions (4,019) 29% (4,192) 4% (6,011) 43% (4,868) -19% (4,858) 0%
Pre-tax profit 4,684 -34% 4,039 -14% 2,810 -30% 4,037 44% 4,365 8%
Tax (1,220) -35% (1,049) -14% (789) -25% (1,135) 44% (1,221) 8%
Minorities (96) 3% (117) 22% (145) 24% (264) 82% (284) 8%
Netprofit _ _ _ _ _ _ _ _ _______ 3365 _-33% _ _ 2849 AS%_ _ 1876 _ _-34% _ 2638 _ _ _M%_ _ 2859 _ _ _ 8%
Loans and credits 323,660 1% 315,081 -3% 309,203 2% 308,537 0% 309,090 0%
Deposits 247,715 25% 247,582 0% 252,152 2% 261,820 4% 271,351 4%
Cost/ income ratio 40% 43% 44% 44% 43%
NIM (Citi estimate) 1.96% 2.13% 2.22% 2.29% 2.34%
UK
Net interest income 4,766 21% 4,176 -12% 3,666 -12% 3,724 2% 3,836 3%
Operating income 6,285 15% 5,678 -10% 5,276 1% 5,605 6% 5,773 3%
Operating expenses (2,549) 14% (2,554) 0% (2,776) 9% (3,238) 17% (3,303) 2%
Gross operating profit 3,735 16% 3,123 -16% 2,500 -20% 2,366 5% 2,470 4%
Provisions (930) 6% (585) -37% (652) 1% (673) 3% (673) 0%
Pre-tax profit 2,700 14% 1,788 -34% 1,713 -4% 1,466 -14% 1,565 7%
Tax (734) 15% (643) -12% (428) -33% (367) -14% (391) 7%
Netprofit _ _ _ _ _ _ _ _ _______ 1965 14%_ _ 1145 A% _ _ 1285 _ 12%_ _ 1,000  _ 4% _ _ 474 _ _ 7%
Loans and credits 234,778 3% 252,154 7% 268,915 7% 311,843 16% 321,199 3%
Deposits 185,276 11% 194,318 5% 205,241 6% 245,565 20% 252,932 3%
Cost/ income ratio 41% 45% 53% 58% 57%
NIM (Citi estimate) 1.40% 1.18% 1.00% 0.93% 0.89%
USA
Net interest income 1,736 50% 1,678 -3% 1,788 7% 1,860 4% 1,934 4%
Operating income 2,106 44% 2,188 4% 2,338 7% 2,430 4% 2,526 4%
Operating expenses (937) 6% (976) 4% (1,067) 9% (1,110) 4% (1,154) 4%
Gross operating profit 1,169 101% 1,212 4% 1,271 5% 1,320 4% 1,371 4%
Provisions (510) -11% (374) -27% (407) 9% (387) -5% (367) 5%
Pre-tax profit 567 NM 776 37% 799 3% 869 9% 939 8%
Tax (143) NM (250) -33% (240) -4% (261) 9% (282) 8%
Netprofit = _ _ _ _ _ ________44__ _NM__ 56 2% _ _ _ 559 _ _ _ | 6%__ _ 608 __ _ _ 9% _ _ _ 658__ _ _8%h
Loans and credits 36,724 6% 40,194 9% 41,369 3% 43,438 5% 45,610 5%
Deposits 32,007 4% 36,884 15% 37,962 3% 39,860 5% 41,853 5%
Cost/ income ratio 44% 45% 46% 46% 46%
NIM (Citi estimate) 3.45% 3.07% 3.05% 3.06% 3.03%
Latin America
Net interest income 14,678 23% 16,473 12% 19,436 18% 22,165 14% 24,702 11%
Operating income 20,676 17% 22,442 9% 26,099 16% 29,398 13% 32,421 10%
Operating expenses (7,971) 21% (8,909) 12%  (10,244) 15%  (11,434) 12%  (12,522) 10%
Gross operating profit 12,705 15% 13,533 % 15,855 17% 17,965 13% 19,898 11%
Provisions (4,687) -6% (5,447) 16% (6,493) 19% (7,419) 14% (8,269) 1%
Pre-tax profit 7,271 34% 7,057 -3% 8,261 17% 9,455 14% 10,577 12%
Tax (1,693) 35% (1,654) -2% (2,192) 32% (2,514) 15% (2,816) 12%
Minorities (850) 99% (738) -13% (879) 19% (1,010 15% (1,121) 11%
Netprofit = _ __ _ _ _ _ __ _ _ __ 4728 _23% _ _ 4664 A% _ _ 5190 _ _ M%_ _ 5931 __ _ 14%_ _ _6640__ _ 12%
Loans and credits 127,268 30% 139,867 10% 171,077 22% 195,200 14% 218,420 12%
Deposits 137,848 27% 134,078 -3% 157,074 17% 176,997 13% 195,899 11%
Cost/ income ratio 39% 40% 39% 39% 39%
NIM (Citi estimate) 6.03% 6.01% 6.40% 6.20% 6.08%
Corporate Centre
Operating income (1,808) 28% (1,398) -23% (1,290) -8% (1,394) 8% (1,503) 8%
Operating expenses (822) 2% (838) 2% (902) 8% (974) 8% (1,042) 7%
Net profit (2,291) 1% (3,833) 67% (1,613) -58% (1,750) 9% (1,888) 8%

Source: Company reports, Citi Investment Research and Analysis
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Bankinter SA

Company description

Bankinter S.A. provides retail and corporate banking services and financial services
throughout Spain. The Bank offers mortgage loans, pension funds, life insurance,
lease financing, credit cards, mutual funds, online stock brokerage, private banking
and Internet banking services.

Investment strategy

We have a Sell/High Risk (3H) rating on Bankinter. Our rating reflects the risks
associated with the higher cost of bank funding. A significant increase in funding
costs could: (i) accelerate the loan contraction; (ii) hasten asset depreciation; (iii)
significantly increase margin pressure, given the rapid movement in rates; (iv) limit
liquidity in the debt markets; (v) induce deterioration in the credit environment; and
(vi) limit M&A potential given the poor earnings visibility of these banks and the
expensive cost of equity and debt paper.

Valuation

Our target price for Bankinter is €3.40. We use the midpoint of our dividend discount
model for 2012-14E (with a COE of 13% and an average ROE of 7.2%) combined
with a tangible book-based bear case valuation as reference points of our valuation.
We use a lower cost of equity (11%) for the terminal value calculation. We believe
that this valuation correctly reflects the risks to earnings from: (i) the current
deleverage process of the economy; (ii) a rapid deterioration in asset quality; and
(iii) margin pressures from the liability side. Note that our valuation of BKT does not
include an M&A premium because we see this as unlikely in the current
environment.

Risks

We rate Bankinter as High Risk based on our assessment of industry and company-
specific risk factors. Our risk rating principally reflects the uncertainties surrounding
the current sovereign debt crisis in Europe. With regards to Bankinter, we would
highlight the following specific risks that could cause the shares to exceed our target
price:

(i) M&A. An offer from a domestic or international bank at a premium to its current
market price could result in a sharp re-rating in its shares; (ii) Revival of liquidity. If
liquidity were to return to the market at levels similar to 2Q07, BKT's earnings
forecasts would have to be revised upwards and this would support its shares.
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Banco Popular Espanol

Company description

Banco Popular Espanol SA attracts deposits and offers commercial banking
services. The bank offers consumer loans, mortgage loans, asset management and
factoring services, mutual funds, pension plans, life insurance, venture capital and
real estate loans.

Investment strategy

We have a Sell/High Risk (3H) rating on Banco Popular. Our POP rating reflects the
risks remaining in the Spanish local banks from the asset quality and the funding
sides, despite the superior earnings generation capability of POP. A sharp
deterioration of the asset quality could significantly increase loan loss provisions,
eroding the profits and capital ratios of the company. A significant increase in
funding costs could: (1) rapidly slow lending growth; (2) hasten asset depreciation;
(3) significantly increase margin pressure, given the rapid movement in rates and
the flattening of the yield curve; (4) limit liquidity in the debt markets; (5) induce
deterioration in the credit environment; and (6) limit M&A potential given the poor
earnings visibility of these banks and the expensive cost of equity and debt paper.

Valuation

We use a two-stage dividend discount model (DDM) to value Popular, including the
present value of 2012-14E dividends and a terminal value assuming zero growth at
the average RoE of 2013-2014E (8.3%) and the final year ROE (9.8%). We assume
a 13.5% cost of equity for the group for the DDM and 11% for the terminal value.
We cross-check this valuation using: 1) justified price to book valuation; 2)
comparable P/E valuation relative to the banks sector; and 3) comparable P/E
valuation relative to Popular's historical trading range and growth prospects. From
these methods, we derive a target price of €2.60.

Risks

We rate Banco Popular as High Risk based on our assessment of industry and
company-specific risk factors. Our risk rating principally reflects the uncertainties
surrounding the current sovereign debt crisis in Europe. With regards to Banco
Popular, we would highlight the following specific upside risks, which could cause
the share price to exceed our target price: (i) M&A. An offer from a domestic or
international bank at a premium to its current market price could result in a sharp re-
rating in its shares. (ii) Revival of liquidity. If liquidity were to return to the market at
levels similar to 2Q07, POP's earnings forecasts would have to be revised upwards
and this would support its shares. Conversely, negative developments relating to
these risk factors could cause the share to remain below our target price.
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Banesto

Company description

Banco Espanol de Credito, SA (Banesto) attracts deposits and offers commercial,
retail and private banking services. The company offers loans, lease financing,
factoring, treasury, insurance and personal banking services, manages mutual
funds, offers asset management services and sponsors credit cards.

Investment strategy

We rate Banesto Neutral/High Risk (2H). Our rating reflects the risks associated
with the higher cost of bank funding. A significant increase in funding costs could:
(1) accelerate the loan contraction; (2) hasten asset depreciation; (3) significantly
increase margin pressure, given the rapid movement in rates and the flattening of
the yield curve; (4) limit liquidity in the debt markets; (5) induce deterioration in the
credit environment; and (6) limit M&A potential given the poor earnings visibility and
the expensive cost of equity and debt paper.

Valuation

Our target price for Banesto is €4.30. We use a dividend discount model, which
includes our four-year forecasts, terminal ROE of 8.2%, and a COE of 12.5%. We
use a lower terminal cost of equity (11%) for the residual valuation. Using both a
growth and a no growth variation of the model, we set our target price at €4.30. We
believe that this valuation correctly reflects the risks to earnings from: (i) the current
deleverage process of the economy; (ii) a longer-than-expected deterioration in
asset quality; and (iii) margin pressures from the liability side.

Risks

We rate Banesto as High Risk because of the uncertainties surrounding the current
sovereign debt crisis in Europe. With regards to BTO, we would highlight the
following specific risks:

B Macroeconomic weakness. A weak recovery in real GDP growth and employment
levels in Spain would put pressure on bank lending growth and in the asset
quality indicators.

m Revival of liquidity. If liquidity were to return to the market at levels similar to
2007, BTO's earnings forecasts would have to be revised upwards and this
would support its shares.

m Faster-than-expected economic recovery could result in the shares exceeding
our target price.

If the impact on the company from any of these factors proves to be more negative
than we anticipate, the stock will likely have difficulty achieving our price targets.
Conversely, if any of these factors proves to have less of an effect than we
anticipate, the stock could materially outperform our target.
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CaixaBank SA

Company description

CaixaBank is the banking operation of "la Caixa", the fourth largest financial
institution in Spain and the largest caja, with €270bn assets and 5,196 branches.
CaixaBank also owns the largest life insurer in Spain, a 12.8% stake in Repsol,
5.4% in Telefonica and stakes in different international banks.

Investment strategy

We have a Sell/High Risk (3H) rating on CaixaBank. Our rating reflects the risks
associated with the higher cost of bank funding. A significant increase in funding
costs could: (i) accelerate the loan contraction; (ii) hasten asset depreciation; (iii)
significantly increase margin pressure, given the rapid movement in rates; (iv) limit
liquidity in the debt markets and (v) induce deterioration in the credit environment.

Valuation

To estimate CaixaBank's fair value, we use a scoring matrix and referenced the
current valuation of its peers. The four valuation methodologies we consider include
a Dividend Discount Model (€2.59), a static ROE Model (€2.59), a Discount to NAV
model (€2.55) and a Sum-of-the-Parts valuation (€3.18; although we discard this as
we feel it doesn't capture the holding discount the market applies to financial
holdings). Our €2.60 target price is based on the average of the DDM, the static
ROE and the Discount to NAV.

The DDM is the central methodology. We use the midpoint of our dividend discount
model for 2012-15E (with a COE of 12.5% and an average ROE of 6.4%) combined
with a tangible book-based bear case valuation as reference points of our valuation.
We believe that this correctly reflects the risks to earnings from: (i) the current
deleverage process of the economy; (ii) a rapid deterioration in asset quality; and
(iii) margin pressures from the liability side. Note that our valuation includes an M&A
discount given the consolidator profile of CaixaBank in the Spanish banking market.

Risks

We rate CaixaBank as High Risk based on our assessment of industry and
company-specific risk factors. Our risk rating principally reflects the uncertainties
surrounding the current sovereign debt crisis in Europe. With regards to CaixaBank,
we would highlight the following specific risks which could cause the stock to
deviate from our target price:

Macro-economic weakness. A weak recovery in real GDP growth and employment
in Spain would pressure bank lending growth and in the asset quality indicators.

Revival of liquidity. If liquidity were to return to the market at levels similar to 2007,
our forecasts for CaixaBank would have to be raised, thus supporting its shares.

M&A in the banking activities. An offer for a domestic or international bank could
increase the percentage of banking and non listed activities within the group
resulting in a reduction of the discount to NAV valuation.

M&A in the industrial portfolio. An offer for one of the companies held in the
industrial portfolio could result in a sharp increase in the Gross Asset Value of
Caixabank, increasing the final valuation of the company.

32 Citigroup Global Markets
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Banco Santander

Company description

Banco Santander Central Hispano SA is one of the best retail banks globally, in our
view. The bank offers consumer credit, mortgage loans, lease financing, factoring,
mutual funds, pension funds, insurance, commercial credit, investment banking
services, structured finance, and advice on mergers and acquisitions. Santander
operates in Continental Europe, UK, LatAm and US.

Investment strategy

We rate the shares Neutral/High Risk (2H). We believe Santander's key investment
positives are:

Latin Strength: Santander's total 2011 LatAm profit before tax of €7bn amounted to
two-thirds of group profits. With double-digit forecast revenue and profit growth for
the LatAm operations, we expect regional pre-tax profits to rise to €9.5bn in 2013E,
or three-quarters of group profits. Santander has the third biggest private bank in
Brazil. Low banking penetration and high expected economic growth in Brazil
should materially boost Santander's profit growth in the country.

Improving Capital: Santander's equity Tier 1 ratio increased to 10% at end 2011, up
from 8.8% at end-2010. Despite the difficult operating environment in Europe,
Santander boosted its EBA equity tier 1 ratio from 7.5% at end 3Q11 to 9% at end
2011. The company targets a 10% EBA equity tier 1 ratio by June 2012. However,
the improved capital is resulting in earnings dilution. We expect the share count to
increase 10% in 2012, and c55% 2007-12E.

Despite the improving capital situation and the outlook in Latam, the negative macro
outlook in Europe and the dilutive impact of additional capital measures leaves our
rating on the stock as Neutral.

Valuation

We use a peer group SOTP model to value Santander, as explained below:

Using a peer group PE-based sum-of-the-parts approach, we derive a value of
€69bn. Latin America accounts for about two-thirds of the value of Santander in our
SOTP. For our model, we typically use the current traded value of relevant local
comparable banks. We cross-check the valuation using: (1) justified price to book
valuation, (2) comparable P/E valuation relative to the banks sector, and (3)
comparable P/E valuation relative to Santander's historical trading range and growth
prospects. From these methods we derive a target price for Santander of €6.4.

Risks

We rate Banco Santander as High Risk based on our assessment of industry- and
company-specific risk factors. Our risk rating principally reflects the uncertainties
surrounding the current sovereign debt crisis in Europe. The following risk factors
could impede the share price from reaching our target price:

Spanish Stagnation and Bad Debts - We remain cautious on the outlook for the
Spanish economy and asset quality.
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Further Deterioration of the US Economy - A renewed deterioration in the US
economic conditions could reduce the earnings expectations of Santander's local
subsidiary (Sovereign Bank)

Slower-than-expected Recovery in LatAm - A weaker-than-expected recovery in
Latin America (particularly Brazil) would impact our earning expectations in the
region for Santander.

Conversely, if any of these factors proves to have less of an effect than we
anticipate, the stock could materially outperform our target.
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Banco Bilbao Vizcaya Argentaria SA

Company description

Banco Bilbao Vizcaya Argentaria S.A. is a leading global retail bank. It offers
consumer and mortgage loans, private banking, asset management, insurance,
mutual funds and securities brokerage services. It operates in Europe, Latin
America and US. BBVA also has a 15% stake in China's CITIC Bank and a 25%
stake in Garanti (Turkish bank).

Investment strategy

We rate the shares Neutral/High Risk (2H). We outline BBVA's key investment
positives below:

Mexican Recovery - BBVA's Mexican bank, Bancomer, is one of the best emerging
market banks globally, in our view. With the pick up in Mexico seeing at the end of
2011, we expect earnings to improve at Bancomer: 2013E net profit €1.8bn +c65%
vs. 2009.

South America Resilient — BBVA owns one of the largest franchises in the region
(Ex Brazil). During the last five years the business has been resilient to the business
cycle and has shown a double digit CAGR. We expect this growth to continue in the
2011-2013E period, when we expect the franchise to post a €1.3bn profit.

Improving Capital — At the end of 2007 BBVA's equity Tier 1 ratio stood at 5.3%. The
bank closed 2011 with an equity Tier 1 of 10.3%. We expect the bank to cover the
EBA capital deficit without problems ahead of the June 2012 deadline. Additionally,
we expect BBVA to comply with the new Spanish provisioning rules without
additional share count dilutive measures.

Valuation

We use a two-stage dividend discount model (DDM) to value BBVA, as explained
below. We cross check this using a peer-group sum of the parts. SOTP Model -
using a peer group P/E-based sum-of-the-parts approach; DDM Valuation - We use
a DDM model with the present value of 2012-14E dividends and a terminal value
assuming an ROE of 10.2%. We assume a 12.1% cost of equity for the group. The
DDM approach, gives us a target value of €33bn or €6.8 per share for BBVA.

We cross-check the valuation using: (1) justified price to book valuation, (2)
comparable P/E valuation relative to the banks sector, and (3) comparable P/E
valuation relative to BBVA's historical trading range and growth prospects. From
these methods, we derive a target price for BBVA of €6.8.

Risks

We rate BBVA as High Risk based on our assessment of industry and company-
specific risk factors. Our risk rating principally reflects the uncertainties surrounding
the new bank regulation and the economic environment in Spain. Risks to the share
price reaching our target price could come in our view from the following:

Spanish Macro Deterioration — The Spanish macro situation remains weak, the
adjustment packages approved by the Government will add pressure to the current
difficult situation. The deleverage process taking place in the country completes this
difficult macro scenario.
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BEST IDEAS UNIVERSE: The best ideas universe from which Banco Bilbao Vizcaya Argentaria SA (covered by Ronit Ghose), Banco Popular Espanol
(covered by Ignacio Moreno) were chosen comprises: National Bank of Greece SA (NBGr.AT, €2.39), Banco Bilbao Vizcaya Argentaria SA (BBVA.MC,
€6.77), Banco Santander (SAN.MC, €6.28), HSBC Holdings PLC (HSBA.L, US$5.75), Standard Chartered PLC (STAN.L, US$16.38), ING Groep NV
(ING.AS, €6.63), UBS (UBSN.VX, SFr12.88), Barclays PLC (BARC.L, £2.48), Credit Agricole SA (CAGR.PA, €4.9), Postbank (DPBGn.DE, €27.97), Credit
Suisse (CSGN.VX, SFr24.92), Natixis (CNAT.PA, €2.63), Julius Baer Gruppe AG (BAER.VX, SFr36.24), Commerzbank (CBKG.DE, €1.94), Piraeus Bank SA
(BOPT.AT, €0.5), Erste Bank (ERST.VI, €18.5), Societe Generale (SOGN.PA, €24.43), Royal Bank of Scotland Group PLC (RBS.L, £0.29), EFG International
(EFGN.S, SFr8.3), Deutsche Bank (DBKGN.DE, €34.86), BNP Paribas SA (BNPP.PA, €36.92), KBC (KBC.BR, €17.21), Vontobel (VONN.S, SFr23.6), Marfin
Popular Bank PCL (MRBr.AT, €0.27), Unione Banche ltaliane (UBI.MI, €3.59), Swedbank AB (SWEDa.ST, SKr112.1), Banco de Sabadell SA (SABE.MC,
€2.41), Intesa Sanpaolo (ISP.MI, €1.49), Banca Popolare di Milano (PMII.MI, €0.49), DNB ASA (DNB.OL, NKr70.1), Banco Popular Espanol (POP.MC,
€3.05), Banca Monte dei Paschi di Siena SpA (BMPS.MI, €0.39), Svenska Handelsbanken AB (SHBa.ST, SKr218.9), Skandinaviska Enskilda Banken AB
(SEBa.ST, SKr48.94), Banesto (BTO.MC, €3.99), Banco Popolare (BAPO.MI, €1.43), Nordea (NDA1V.HE, €7.16), Bankinter SA (BKT.MC, €4.97), Danske
Bank A/S (DANSKE.CO, Dkr95.95), UniCredit Group (CRDI.MI, €3.89), Raiffeisen Bank Intl (RBIV.VI, €26.47), Standard Chartered Plc (2888.HK,
US$199.8), HSBC Holdings Plc (0005.HK, US$70.45), Bank of Cyprus (BOCr.AT, €0.56), JSE Limited (JSEJ.J, R76.45), CaixaBank SA (CABK.MC, €3.6),
Brait SA (BATJ.J, R21.4), Lloyds Banking Group PLC (LLOY.L, £0.36), Hyprop Investments Limited (HYPJ.J, R56.13), Resilient Property Income Fund
Limited (RESJ.J, R37.6) and Rebosis Property Fund Limited (REBJ.J, R9.7). All prices as of 24 Feb 2012.

Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Banco Bilbao Vizcaya Argentaria SA.
This position reflects information available as of the prior business day.

Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Banco Bilbao
Vizcaya Argentaria SA, Banesto, Banco Popular Espanol, Banco Santander.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Banco
Bilbao Vizcaya Argentaria SA, Bankinter SA, Banesto, CaixaBank SA, Banco Popular Espanol, Banco de Sabadell SA, Banco Santander.

Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking
services from Banesto, Banco de Sabadell SA, Banco Santander.

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Banco Bilbao
Vizcaya Argentaria SA, Bankinter SA, Banesto, CaixaBank SA, Banco Popular Espanol, Banco de Sabadell SA, Banco Santander in the past 12 months.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Banco Bilbao Vizcaya Argentaria
SA, Banco Santander, CaixaBank SA, Bankinter SA, Banesto, Banco Popular Espanol, Banco de Sabadell SA.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, securities-related: Banco Bilbao Vizcaya Argentaria SA, Bankinter SA, Banesto, CaixaBank SA, Banco Popular Espanol, Banco de Sabadell SA,
Banco Santander.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, non-securities-related: Banco Bilbao Vizcaya Argentaria SA, Bankinter SA, Banesto, CaixaBank SA, Banco Popular Espanol, Banco de Sabadell
SA, Banco Santander.

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

The Firm is a market maker in the publicly traded equity securities of Banco Bilbao Vizcaya Argentaria SA, Banco Santander.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis
product ("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention:
Legal/Compliance [E6WYB6412478]. In addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical
disclosures, are contained on the Firm's disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk
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assessments can be found in the text of the most recent research note/report regarding the subject company. Historical disclosures (for up to the past three
years) will be provided upon request.

Citi Investment Research & Analysis Ratings Distribution

12 Month Rating Relative Rating
Data current as of 31 Dec 2011 Buy Hold Sell Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 5%  34% 9% 10% 79%  10%
% of companies in each rating category that are investment banking clients 45% 4% 40% 49% 43% 4%

Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings:

CIRA's stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks.

Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned.

Investment Ratings: CIRA's investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return ("ETR")
and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months. The Investment
rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not assigned a Buy
or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment catalysts to derive a
positive or negative investment view, they may elect with the approval of CIRA management not to assign a target price and, thus, not derive an ETR.
Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis)
affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will publish a note
re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our ratings
distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.
Relative three-month ratings: CIRA may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may highlight a specific
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration,
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation.

Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a
function of CIRA's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally, analysts
could have placed covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) affecting
the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by management and
as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets (US, UK, Europe,
Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or more for Medium-
Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% for Medium-Risk
stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging markets (Asia
Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or more for Low-Risk stocks,
20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for Low-Risk stocks,
10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 10%
or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks).

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made
only after evaluating the stock's expected performance and risk.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Ltd Ignacio Moreno; Azzurra Guelfi; Ronit Ghose; Alex Atienza; Henrik Christiansson; Andrew
Coombs; Sentoor Kanagasabapathy; Kinner Lakhani; Kato A Mukuru; Stefan Nedialkov;
Simon Nellis; Florent Nitu; lan Sealey

OTHER DISCLOSURES

Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Bankinter SA, Banco Popular Espanol, Banco Santander.
(For an explanation of the determination of significant financial interest, please refer to the policy for managing conflicts of interest which can be found at
www.citigroupgeo.com.)

Citigroup Global Markets Inc. or its affiliates beneficially owns 2% or more of any class of common equity securities of Banco Bilbao Vizcaya Argentaria SA.
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For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (i) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Investment Research & Analysis
(CIRA) does not set a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of CIRA to provide research
coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity
constraints. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision
to purchase securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. LLC (Morgan Stanley) research reports may be
available about the companies that are the subject of this Citi Investment Research & Analysis (CIRA) research report. Ask your Financial Advisor or use
smithbarney.com to view any available Morgan Stanley research reports in addition to CIRA research reports.

Important disclosure regarding the relationship between the companies that are the subject of this CIRA research report and Morgan Stanley Smith Barney
LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at www.morganstanleysmithbarney.com/researchdisclosures.
For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https:/iwww.citivelocity.com/cvr/eppublic/citi_research_disclosures.

This CIRA research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was conducted by
the same person who reviewed this research report on behalf of CIRA. This could create a conflict of interest.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant
of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product
is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia. Citigroup
companies may compensate affiliates and their representatives for providing products and services to clients. The Product is made available in Brazil by
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comiss&o de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC -
Associagao dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagao Nacional dos Bancos de Investimento. Av.
Paulista, 1111 - 11° andar - CEP. 01311920 - S&o Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J
2M3. This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets
Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cézanne, 8éme, Paris, France. The Product is distributed in
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD,
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on
or any matters arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited,
which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia
through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any
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copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations,
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which
constitute an offer within the meaning of the Indonesian capital market laws and regulations. The Product is made available in Israel through Citibank NA,
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Via dei Mercanti, 12, Milan, 20121,
Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under
license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website. If you have
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 110-180, Korea. KOFIA makes available registration information of research analysts on its
website. Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea
Securities Ltd. http://dis.kofia.or.kr/fs/dis2/fundMar/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in
Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No. 460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents.
CGMM is regulated by the Securities Commission of Malaysia. Please contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala
Lumpur, Malaysia in respect of any matters arising from, or in connection with, the Product. The Product is made available in Mexico by Acciones y Valores
Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is
regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to
‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act 2008 (‘FAA') through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114
832 and AFSL No. 240992), an overseas financial adviser as defined by the FAA, participant of the ASX Group and regulated by the Australian Securities &
Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is made available in Pakistan by Citibank N.A. Pakistan
branch, which is regulated by the State Bank of Pakistan and Securities Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box
4889, Karachi-74200. The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc.,
which is regulated by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in the
Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by
The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc.,
which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made
available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance with the
general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal
Service for Financial Markets. Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned
in this report within the territory of the Russian Federation or outside the Russian Federation. The Product does not constitute an appraisal within the
meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10
Gasheka Street, 125047 Moscow. The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd. (‘CGMSPL"), a capital
markets services license holder, and regulated by Monetary Authority of Singapore. Please contact CGMSPL at 1 Temasek Avenue, #39-02 Millenia Tower,
Singapore 039192, in respect of any matters arising from, or in connection with, the analysis of this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup
Private Bank in Singapore through Citibank, N.A., Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.
Please contact your Private Banker in Citibank N.A., Singapore Branch if you have any queries on or any matters arising from or in connection with this
document. This report is intended for recipients who are accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap.
289). This report is distributed in Singapore by Citibank Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent
research or analysis of the substance or in preparation of this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you
have any queries on or any matters arising from or in connection with this report. This report is intended for recipients who are accredited investors as
defined under the Securities and Futures Act (Cap. 289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company
registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is
regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board. The investments and services
contained herein are not available to private customers in South Africa. The Product is made available in Spain by Citigroup Global Markets Limited, which
is authorised and regulated by Financial Services Authority. 29 Jose Ortega Y Gassef, 4th Floor, Madrid, 28006, Spain. The Product is made available in
the Republic of China through Citigroup Global Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan
and/or through Citibank Securities (Taiwan) Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective
license scope of each entity and the applicable laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and
Futures Bureau of the Financial Supervisory Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the
Republic of China by the press or any third parties [without the written authorization of CGMTS and CSTL]. If the Product covers securities which are not
allowed to be offered or traded in the Republic of China, neither the Product nor any information contained in the Product shall be considered as advertising
the securities or making recommendation of the securities in the Republic of China. The Product is for informational purposes only and is not intended as an
offer or solicitation for the purchase or sale of a security or financial products. Any decision to purchase securities or financial products mentioned in the
Product must take into account existing public information on such security or the financial products or any registered prospectus. The Product is made
available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 18/F, 22/F and
29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in Turkey through Citibank AS which is regulated
by Capital Markets Board. Tekfen Tower, Eski Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the
"Materials") are communicated by Citigroup Global Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center
("DIFC") and licensed and regulated by the Dubai Financial Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should
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not be relied upon or distributed to Retail Clients. A distribution of the different CIRA ratings distribution, in percentage terms for Investments in each sector
covered is made available on request. Financial products and/or services to which the Materials relate will only be made available to Professional Clients
and Market Counterparties. The Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by
Financial Services Authority. This material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by
the FSA and further details as to where this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square,
Canary Wharf, London, E14 5LB. The Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and
registered with the US Securities and Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU
Member States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.

Pursuant to Comiss&o de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relationship with the subject company.

Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to CIRA's Products can be found at
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.

Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific
transactions or recommendations.

The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.

Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
With the exception of our product that is made available only to Qualified Institutional Buyers (QIBs), CIRA concurrently disseminates its research via
proprietary and non-proprietary electronic distribution platforms. Periodically, individual CIRA analysts may also opt to circulate research posted on such
platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the
aforementioned distribution channels. CIRA simultaneously distributes product that is limited to QIBs only through email distribution.

The level and types of services provided by CIRA analysts to clients may vary depending on various factors such as the client’s individual preferences as to
the frequency and manner of receiving communications from analysts, the client’s risk profile and investment focus and perspective (e.g. market-wide, sector
specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints.

CIRA product may source data from dataCentral. dataCentral is a CIRA proprietary database, which includes Citi estimates, data from company reports and
feeds from Reuters and Datastream.

© 2012 Citigroup Global Markets Inc. Citi Investment Research & Analysis is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are
trademarks and service marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use,
duplication, redistribution or disclosure of this report (the “Product’), including, but not limited to, redistribution of the Product by electronic mail, posting of
the Product on a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information
contained in the Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this
report, MSCI sourced information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this
information and any other MSCI intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices.
This information is provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCl, its affiliates and any third party
involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of
its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan
Stanley Capital International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of
third parties. The Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website
material of the Firm, the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the
Firm takes no responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or
hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the
linked site does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall
be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

Citigroup Global Markets



	Impact on Our Coverage Universe
	Appraisal Valuation Regulation 
	Bankinter SA
	Company description
	Investment strategy
	Valuation
	Risks

	Banco Popular Espanol
	Company description
	Investment strategy
	Valuation
	Risks

	Banesto
	Company description
	Investment strategy
	Valuation
	Risks

	CaixaBank SA
	Company description
	Investment strategy
	Valuation
	Risks

	Banco Santander
	Company description
	Investment strategy
	Valuation
	Risks

	Banco Bilbao Vizcaya Argentaria SA
	Company description
	Investment strategy
	Valuation
	Risks


