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Important Notice 

The Report has been prepared for the purposes of Article 20 of the Single Resolution 
Mechanism Regulation (SRMR). That Is to say, the Report is a fair, prudent and realistic 
valuation of the assets and liabilities of Banco Popular and it is prepared with Independence 
from the Board and intended for the Board. 

The Report is exclusively addressed to our client, the Single Resolution Board {"SRB"). We 
acknowledge SRB's right to make a copy of our flnal Report public, observing confldentiality 
such as the identity of Deloitte staff. 

The Report, and the information contained herein, does not constitute, and cannot be 
understood or construed as, any recommendation or advice as to whether any kind of 
action or process should be initiated by any party. 

Neither Deloitte nor any of Its affiliates, employees or partners, assume any liability or 
responsibility, and shall not under any circumstances whatsoever be under any liability or 
responsibility, for the SRB or any third party's use, or the results of such use, of any 
infonmation contained In the Report, and in particular, but not limited to, for the disclosure 
of confidential or sensitive information Included in the Report. 

As specifled under Article 1 of the Commission Delegated Regulation (EU) 2018/344 - 14 
November 2017 (DR), the scope of the Report Is to assess the treatment that shareholders 
and creditors in respect of which resolution actions have been affected would have 
received, or the relevant deposit guarantee scheme had the entity entered Into nonmal 
insolvency proceedings at the resolution decision date. 

In preparing the Report, Deloitte has acted as an Independent Valuer. 

Neither Deloitte nor any of its affiliates, employees or partners, assume any liability or 
responsibility, and shall not under any circumstances whatsoever be under any liability or 
responsibility, to the SRB or any third party for whatever decision taken or action adopted 
either by the SRB or any such third party in reliance on the Report or any other advice, 
lnfonmation or opinion provided by Deloitte to the SRB. 

The Report does not include verification work and is not, and cannot be used or understood 
as an audit report under any auditing standard. No due diligence or other auditing of 
numbers or data has been performed In the Report. 

Although a number of legal issues have been Identified and/or analysed throughout the 
Report, the Report does not constitute the provision of legal advice in any way. 

The Report, and the information contained herein, has been prepared based on unaudited 
financial information as of 6 June 2017 when available, or as of 31 May 2017 when the 6 
June 2017 infonmatlon was not available, as well as on financial and non-financial 
infonmation obtained from public sources, including digital and written Information media 
(such us Bloomberg, S&P Capital IQ, research reports). All the Information provided to us 
through the Virtual Data Room facilitated by Banco Popular Espanol S.A. (hereinafter 
"Banco Popular" or "the Bank") has also been taken into account. 

We have worked under the assumption that no Information that might have changed, 
qualified or replaced our statements and condusions within the Report, has been omitted. 
Likewise, we have not carried out any review of the completeness, accuracy, truthfulness, 
authenticity, validity and integrity (or the existence of any other documentatlon or 
infonmation that might alter the content or analysis of the same) of the information 
provided, and we have assumed that this Information is accurate, true, reliable and 
complete In all aspects. Accordingly, the content and conclusions herein described could 
be different if any of the Information used was not accurate, true, reliable and complete in 
all aspects. 
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In addition to the foregoing, it must be highlighted that, within the Information reviewed, 
there are a number of data gaps and inconsistencies in the available Information, which 
have both adversely impacted our work and caused delays in the production of the Report, 

Events and circumstances frequently do not occur as expected and there will usually be 
differences between prospective and hypothetical scenarios and actual results, and those 
differences may be material, Accordingly, to the extent that any of the information used in 
this analysis and Report requires adjustment or that actual results could develop or could 
have developed In a different way, the resulting content and conclusions herein described 
may be different. 

The content and conclusions herein are based on prospective scenarios. Some assumptions 
or projections could materialise differently and unanticipated events and circumstances 
may occur during the periods considered by us. These could lndude major changes In the 
economic environment; significant increases or decreases in interest rates and/or terms or 
availability of financing; changes In the real estate market; and/or major regulatory 
changes. Therefore, the actual outcome could have been different to the one concluded 
and variations could be material and have an impact on the content and conclusions stated 
herein. We consider the prospective scenarios and assumptions we have developed in our 
analysis to be appropriate, even If alternative scenarios could be developed. 

We accept no responsibility for the reliability of the Information reviewed to the extent it 
is inaccurate, incomplete or misleading, or for matters not covered by the Report or 
unidentified due to the limited nature of our enquiries. 

We consider that the management of the Bank Is the body responsible for the information 
and for the data that they made available to us. 

This final report is Jssued as at 12 June 2018 under our Specific Contract with the SR8, 
Our fieldwork was substantially completed as at 23 March 2018 and a draft report was 
circulated on 20 April after which we have not updated the content of the report or 
reassessed data and assumptions. We have no responsiblllty to update this report for 
events and circumstances occurring after the date of this report, 

Without prejudice to the generality of the foregoing, which applies to all and any of the 
areas of the Report, we also refer to the relevant areas where a section called "Sources of 
uncertainty" containing specific limitations and assumptions has been included. 

For your convenience, the Report has been made available to you in electronic copy format. 
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Executive Summary 
Kev messages 

On 7 June 2017, In the first ever exercise of its powers under the Bank Recovery and 
Resolution Directive (BRRD), following a failing or likely to fail decision by the European 
Central Bank ("ECB") Single Supervisory Mechanism ("SSM'') (indicating pending or actual 
insolvency), the SRB, as resolution authority for the Euro area, took resolution action in 
respect of Banco Popular Espanol ("the Bank") resulting in the write down and conversion 
of ~C2bn of subordinated debt and the subsequent sale of the Bank's shares for Cl to 
Banco Santander S.A. (Santander). 

This provides that when resolution action is taken no creditor or shareholder written down 
or converted because of resolution action ("Affected Shareholders and Creditors") should 
incur greater losses than they would have Incurred if an institution had been wound up 
under normal Insolvency proceedings. 

The Report provides a valuation of the difference between the treatment of 
shareholders and creditors in the resolution, as compared to a normal Insolvency 
proceeding. The Report, which has been prepared by us as Independent Valuer, underpins 
the NCWO safeguard and will ultimately assist in the SRB decision making to determine 
whether compensation Is payable to Affected Shareholders and Creditors. 

The opening of a normal insolvency proceeding for the Bank on 7 June 2017 would have 
resulted in an unplanned liquidation. This Is by its nature value destructive, for 
reasons Including: the abrupt cessation of business; customer attrition; an inefficient asset 
realisation process; and additional (often significant) costs and claims. In the case of the 
Bank, the insolvent liquidatlon would be an unprecedented event In Spain, given its status 
as 6th largest bank and a major player In key sectors such as mortgage finance and lending 
to SMEs and small corporates. 

We conclude that for the Affected Shareholders and Subordinated creditors, no 
recoveries would have been expected in a normal insolvency proceeding, and 
there is therefore no difference in treatment in comparison to the resolution action taken. 
We further estimate that recoveries for other classes of creditors, unaffected by the 
resolutlon and including at other Group entitles, would have been lower in an Insolvency 
proceeding. 

We have considered a number of alternative scenarios and possible strategies that a 
liquldator would apply to maximise realisations to creditors In a reasonable period, the 
most optimistic of which was a 7-year liquidation and work out. The conclusion that 
Affected Shareholders and Creditors would not have received better treatment under an 
insolvency proceeding, compared to resolution, Is the same In all scenarios considered. In 
the most optimistic scenario considered the total estimated asset realisations are 
c. 820/o of the 6 June 2017 balance sheet. 

The most Important factors driving these conclusions are: 

• A significant reduction In the valuation of the Bank's loan portfolio, driven by 
estimated prepayment behaviour on the performing loan portfolio and discounts 
required to achieve disposal of the non-perfomilng and 'rump' performing loan 
portfolios 

• Reductions in the value of securities, real estate, intangible, and tax assets 

• Liquidation costs and the estimates of legal contingencies 

Our analysis of such a hypothetical scenario by necessity depends on a number of 
assumptions. In this case, we have taken a conservative approach to estimating whether 
better treatment would have resulted from an insolvency proceeding and adopted several 
significant assumptions which are favourable to the Affected and Shareholders 
creditors. In particular, we have assumed: 
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• that the liquidator would ( as far as possible) adopt a work out policy for assets to 
maximise realisations over time, despite potential restrictions on their remuneration 
after the first 18 months of the liquidation; 

• no Impact of disruption and contagion from the failure of a large, potentially 
systemic, bank in Spain, which would further lower recoveries; and 

• no crystallisation of additional litigation claims, which often occur as a result of 
llquldatlon. 

The Report, and the Information contained herein, has been prepared based on unaudited 
financial information as of 6 June 2017 when available, or as of 31 May 2017 when 6 June 
2017 information was not available, and on financial and non-financial information obtained 
from public sources, including digital and written information media (such as Bloomberg, 
S&P Capital IQ, research reports). 

Legal background 

Valuation of difference in treatment underpins the NCWO safeguard that no creditor or 
shareholder written down because of resolution should Incur greater losses than they would 
have incurred If an Institution had been wound up under normal Insolvency proceedings. 
Valuation of difference in treatment is performed pursuant to Article 20 of SRMR, Article 
74 and 75 of BRRD, Artldes 4 and 5 of Law 11/2015 and Article 10 of RD 1012/2015, 
considering the regulatory technical standards of difference In treatment in resolution as 
specified in OR (EU} 2018/344. In this context, it will be determined whether compensation 
Is payable to Affected Shareholders and Creditors. 

Choice of Insolvency scenario 

Insolvency proceedings in Spain are governed by Act 22/2003 on Insolvency (the Spanish 
Insolvency Act); there is no specific law governing bank insolvencies in Spain. We consider 
that, given Banco Popular's banking licence would be revoked with the declaration of 
Insolvency' thereby forcing In an Immediate cessation of operations and precluding a sale 
of the business as a going concern, liquidation would begin immediately. 

In addition, according to the SRB resolution, on 6 June 2017, the ECB has concluded that 
the Institution was falling or likely to fall on the bases of Article 18.4.c SRMR. 

In this context, we have performed a valuation under a liquidation scenario. Uquidation 
consists of an accelerated realisation of assets, with no minimum binding prlce2, and 
payment of net realisation to creditors In accordance with the hierarchy established by the 
Spanish Insolvency Act. 

In the case of Banco Popular, we assume that It wlll not be possible to complete a sale of 
business as a going concern (for the reasons noted above), and therefore this analysis Is 
based on an orderly sale of assets, either packaged into portfolios or piecemeal. In addition, 
an actual transaction might be concluded at a higher value or at a lower value than we 
have estimated, depending upon the circumstances of the transaction and the business, 
knowledge and motivations of the buyers and sellers at that time. 

We have estimated the, insolvency outcome for Banco Popular on a legal entity basis, 
reflecting the nature of the Insolvency process under the Spanish Insolvency Act. We have 
also considered the Impact of the Bank's Insolvency on the rest of the Group, focused on 
the most significant entities which, together with Banco Popular are: Banco Pastor, S.A.U. 
(hereinafter "Banco Pastor"), Popular Banca Privada, S.A. (hereinafter "Banca Privada") 
and Banco Popular Portugal, S.A. (hereinafter "Banco Popular Portugal"). 

l Article 8 of I.AW 10/2014. 
2 Article 149.l.la. Spanish Insolvency Act. 
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Liquidation timeline 

As a general principle, the time given to a liquidator to realise assets is important in terms 
of how much value can be extracted for the benefit of creditors; this Is even more relevant 
for an entity of the size and complexity of Banco Popular. 

We note that as a result of recent legislation changes designed to speed up the liquidation 
process, a liquidator's remuneration is limited to time incurred in the first 12 months of 
the process, albeit for complex cases may be extended by an additional 6 months (two 
extensions of 3 months) where agreed by the Court3• Currently, there Is no provision under 
the Spanish Insolvency Act to extend the liquidator's ability to draw remuneration for a 
period in excess of 18 months and to do so would require a change in the law. 

However, given the complexity of the hypothetical liquidation proceeding, we have not 
assumed this is a barrier to longer liquidation scenarios. Accordingly, for the purpose of 
the Report, and considering that no comparable liquidation case has ever taken place in 
Spain, we have assessed three alternative time scenarios, Including two different cases for 
each of them (high and low cases, referred to as best and worst throughout the Report), 
and have analysed the treatment received by Banco Popular's Affected Shareholders and 
Creditors under each, as follows•: 

1. Scenario 1: 18 months (7 June 2017 until 31 December 2018). Although we consider 
this the maximum (12-18 months) liquidation period prescribed by Spanish Insolvency 
Act and for that reason we induded it in the Report, we believe that both the size and 
complexity of the Bank would make Scenario 1 extremely unlikely. 

2. Scenario 2: 3 years (7 June 2017 until 31 December 2020). From an operational point 
of view, we consider three years as a minimum period to liquidate assets in an efficient 
way. In addition, in Banco Popular's case, we note that a reasonable portion ( >50% of 
the total) of the Bank's loan portfolio matures during this period. 

3. Scenario 3: 7 years (7 June 2017 until 31 December 2024). This would represent a 
longer term work out of assets to obtain higher recoveries. In Banco Populars 
particular case, we note that a sufficiently large portion (~75% of the total) of the 
Bank's loan portfolio should naturally amortise during this period. 

We have followed different asset realisation strategies for each asset class. Methodologies 
and assumptions used for estimating realisation values are outlined in more detail in the 
following chapters. 

Estimated outcomes 

In the scenarios considered, the recovery obtained through the assets realisation exercise, 
net of costs, of the Bank ranges between 75% and 82% in the most optimistic case of its 
total assets as of 6 June 2017. 

This implies that affected shareholders and subordinated creditors would receive no 
recoveries, and other creditors not affected by the resolution would receive lower 
recoveries, complying with the principle of NCWO. In comparison to the resolution action 
taken, some .key drivers of the differences in treatment are: 

• Abrupt cessation of business. 

• Customer attrition - including higher than normal prepayment levels affecting the 
loan portfolios as good quality borrowers refinance to alternative funding providers. 

• Liquidatlon and restructuring costs • including collective dismissal payments due to 
employees, and contract termination costs. 

'The maximum period for which the Insolvency Administrator can be remunerated during the 
liquidation process, as set out In the Transitory Provision Third of Law 25/2015. 
• Approximate durations - calendar years used for simplicity of presentation. 
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• Inefficient sales process - specifically If the liquidator has a time constraint to 
finalise their work (e.g. in an 18-month scenario) or reflecting market capacity 
issues (for example there is a large number of foredosed properties and a property 
market which has not fully recovered following the Spanish property crash). In this 
case, the sale of the Bank to Santander conveys a lower value depreciation given 
that it implies a transfer of an operating business. 

We have not considered several factors which could further reduce recoveries for creditors: 

• Financial Stablllty Shock • we have not Included the Impact of disruption and 
contagion from the failure of this potentially systemic bank in Spain, which could 
further reduce recoveries. 

• Increased lltlgatlon • we have not included potential additional dalms from creditors 
or shareholders that may crystallise as a result of liquidation, given the subjectivity 
of any assumptions that would be required in this regard. This would make the 
situation worse for Affected Shareholders and Creditors. 

The table below shows the estimated realisation value of each asset class as well as the 
estimate of liquidation costs for each of the scenarios analysed. 

£tt.im1ted •"ets r4'1lisetion vefue.s in liquid•tion 
(Cm) 

1SM S<1.rt;a1lo ,lYS(.~•110 ?'t St~n•tlo 

Aucu HJV -,,_.--w1-.it~9t1n w .. ,t e.,t Wllftt 
(4 J1•c, l017j (H"! (:tW. c..,. c•sc c.,,~ ca,e 

f<.vlt,, n•t'dll'IO)ffl' 11'1(1 <Jetlvtth,U pol'tfVH•('J ,1..,.,., 10,410 10,lH 2'0,◄10 20,192 10.◄10 M,l!U 

t.o,nt Ir.cl rtcll1',,,blll u,,,o u..sn 63,◄30 .. ,. .. 6SAi60 7\,.069 6$,Sn 

J.olffl't~l'CI, •~ •~ 111tr,/dl1r!o 9,9'll 8,J.t2. ,,.,6 l,JI? 1,◄M e.u.? 1,-+'M 

Jllc I) b\lU- lt:ktf 3,7l8 l,Sl4 l,152 ~.tu 2,,2, ..... ,.,,. 
l~IO!t UJfft. un 
fHHM:b S,6'2. 2.»• Ul• 2,ll' l,134 2,334 2.,l34 

Ots,tr .ldUtl l,~5 , .. ... ... , .. , .. ... 
'fOHltn.u-fvenq,i~,"""°'" ,00.,2, H,0'1 lOtU4 ...... 10l..l01 uu,,.u 
UQUlCIIUM~ ("90) (9-!9) (\,07.8) (1.071) U,\tJ) o.1im 

.... u .. l .. t1rcir11MN1 St s&c. .. tw• ·•·»• .... a,Mt .. , ... J .... t .. ... ... , 
(\) f~v.11•""•-•••'od ""''""'tl-1,0;•tft!to»IIK&.tJnc.ll\.....,"""'"""'""' e..,u1,1~toc.o11111c1~"4111,,....,."""'6Wn...~1-no,.,i.. t:,oiw,1,1><1 ,....,c,,,>,)ln$lllflldlo.A 

(05'"' 
~t,,1:8-ol"opc,!t•llld!"1UIF~S~.o.1011u1>/'M'1llt 

The chart below shows creditors' losses in an insolvency scenario in comparison to 
resolution. We conclude that Affected Shareholders and Creditors would have not received 
a better treatment under an insolvency scenario, compared to resolution. 

Furthermore, the following is worth noting under the proposed liquidation scenario: 
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• Even In the most optimistic scenario - best case, 7-year period - losses would be 
greater than under resolution, with unsecured creditors also Incurring losses; 

• Shareholders and creditors of other legal entities of the Group would suffer losses 
in all assumed scenarios, whereas under the resolution scheme only Affected 
Shareholders and Creditors of the Sank were Impacted; and 

• The Deposit Guarantee Scheme (hereinafter DGS), would suffer losses of between 
(1,800m and (2,200m in Banco Pastor. 
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1. Introduction

On 6 June 2017, the ECB SSM concluded that the Bank was failing or likely to fail (FOLTF)5 

indicating that the Bank would, in the near future, be unable to pay its liabilities as they 
fell due, and communicated its conclusion to the SRB6 • 

On the same day, the SRB in Its Executive Session met to consider whether resolution 
action had to be taken. 

On 7 June 2017, the SRB took resolution action in respect of Banco Popular, having 
assessed that the conditions for resolution were met7, namely: 

• The entity was failing or likely to fail;

• There was no alternative private sector measure or supervisory action that could
have prevented the failure of the institution within a reasonable timeframe; and

• Taking into account the nature of the Bank's activities, size and importance to the
Spanish economy overall, resolution action was necessary in the public interest.

In the context of the SRB's resolution scheme, the SRB decided that, of the four alternative 
resolution tools available under the BRRD, the sale of business tool was the most suitable 
tool available to meet the resolution objectives. 

The events leading to this are set out in the SRB's Resolution Decision, including how, as 
part of its contingency planning an auction process was run by the Spanish Fund for Orderly 
Bank Restructuring (FROS), as the National Resolution Authority, building on the Bank's 
own sale process that had run for some time prior to resolution8

• 

On 7 June 2017, one single binding offer was received, following an auction process. 

Informed by the outcome of this process, the SRB made the decision to exercise its powers 
of write down and conversion of shares and other capital instruments (as detailed below) 
and to sell the Bank to Santander for €1. 

As a result, the FROS implemented the resolution scheme adopted by the SRB, namely: 

• To reduce Banco Popular's capital (t:2,098,429,046) to zero through the write down
of all its ordinary shares (4,196,858,092) to establish a non-distributable voluntary
reserve.

• To simultaneously increase its capital through the conversion into shares of
Additional Tier 1 capital instruments (€1,346,542,000).

• To subsequently reduce share capital to zero through the write down of the shares
subscribed by way of the conversion of Additional Tier 1 capital instruments and to
establish a non-distributable voluntary reserve.

• To simultaneously increase its capital through the conversion into shares of Tier 2
capital instruments (€684,024,000).

,• To subsequently transfer these new shares to Santander for consideration of €19•10•

s Article 18(4)(c) SRMR. 
6 Article 18(1) subparagraph 2 SRMR. 
1 Article 18(1) SRMR. 
• SRB Resolution Decision.
• Decision adopted by FROB's Governing Committee on 7 June 2017.
•0 SRB Notice summarising the effects of the resolution action taken in respect of Banco
Popular Espanol.
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The resolution scheme was endorsed by the European Commission (on 7 June 2017} which 
noted that the conditions for resolution were met and that the scheme involved no State 
aid nor aid from the Single Resolution Fund (SRF)11• 

1. 1. Purpose of this Valuation 
Artide 20(16)-(18) of SRMR. and 74(2) of the BRRD requires a "valuation of difference in 
treatment for the purposes of assessing whether shareholders and creditors would have 
received better treatment if the Institution under resolution had entered Into normal 
insolvency proceedings". In this regard, valuation of difference In treatment is a safeguard 
to protect the rights of shareholders and creditors whose capital Instruments were written 
down and/or converted under the resolution scheme (Affected Shareholders and 
Creditors). 

Specifically, Valuatlon of difference in treatment is required to determine: 

• The treatment that Affected Shareholders and Creditors would have received If 
Banco Popular had entered into normal Insolvency proceedings when the authority 
decided to apply the resolution strategy ( counterfactual treatment) 12; 

• The treatment that Affected Shareholders and Creditors received in resolution 
(actual treatment); 

• The difference between the actual treatment and the counterfactual treatment. 

Pursuant to Article 74(3) of the BRRD, the valuation shall: 

• Assume that the institution under resolution with respect to which the resolution 
action or actions have been effected would have entered normal Insolvency 
proceedings at the time when the decision referred to In Article 82 was taken; 

• Assume that the resolution action or actions had not been effected; 

• Disregard any provision of extraordinary public financial support to the Institution 
under resolution. 

If the valuation determines that Affected Shareholders and Creditors have incurred greater 
losses through the resolution scheme than they would have incurred under normal 
insolvency proceedings, they wlll be entitled to compensation for the difference. 

1.2. Legal and regulatory framework for Valuation of difference 
in treatment 

The BRRD sets the general legal framework to produce the Report. 

The BRRD was transposed Into the Spanish legal framework through Law 11/2015 and by 
the provisions of RD 1012/2015, which governs the process to resolve credit institutions. 

In performing our analysis, we have taken Into account the SRMR and the DR (EU) 
2018/344, which was adopted on 14 November 2017 and entered into force on 29 March 
2018 and which sets out technical standards for•valuatlon of difference In treatment. 

1.3, Sources of information and key dates 
The purpose of this section is to; 

• Summarise the Information gathering process; and 

" European Parlament's Briefing on the resolution of Banco Popular. 
"Article 20(17)(a) SRMR. 

11 



va1uatlc11 of difference In treatment • Banco Popular Espaffol 

• Describe our approach to the information disclosed. 

1.3.1. Our information request 

We requested through the SRB, by way of initial request, a wide range of information that 
we considered relevant for preparing Valuation of difference in treatment In relation to 
Banco Popular and Its subsidiaries, Including detailed lnfonnation on key legal entitles In 
the Group. Thereafter, we Interacted directly with the Bank for additional Information or 
clarifications. The requested information was uploaded by the Bank through a virtual data 
room (VDR) available through Intrallnks. 

Under the BRRD13 and the Artfde 20 .6 of the SRMR, which sets out how the valuatlon 
should be performed, the Valuation Date is to be the date of resolution - 7 June 2017. 
Accordingly, we requested the information should be made up to close of business on the 
preceding day (6 June 2017}. This date Is referred to In the Report as the "Resolution Date• 
or •valuation Date". 

The above has also been validated "ex post" (after the Resolution Date) by Regulation (EU) 
No 344/2018 of the European Commission of 9 March 2018, which establishes that this 
valuation should be based on the available Information on the date of resolution. In this 
regard, information obtained after the Resolution Date can only be used where It could 
reasonably have been known on the Resolution Date. 

The categories of Information obtained Include: 

• General financial lnfonnation - Including audited and unaudited financial statements 
and Management Accounts, both at a consolidated and legal entity level; 

• Details of the Bank's assets - including details of the loan book and collateral data 
set as at the Valuation Date; 

• Details of the real estate portfolio; 

• Detafls of Current Ta>< Assets (CTA} and Deferred Tax Assets (OTA} positions; 

• Joint venture agreements and financial statements; 

• Derivative contracts; 

• Details of the equity and fi><ed income data tape and the justification of their 
valuation; 

• Details of the Bank's liability profile - Including the liability data template as at the 
Valuation date; 

• Transactional information - including information in relation to potential bids for 
some of the Bank's assets; 

• Details of current or pending legal proceedings; 

• Information required to estimate the costs of liquidation - including details as to the 
Bank's cost base lncludlng key contracts and leases; and 

' • Oetafled employee Information • Including their salaries and bonuses. 

1.3.2. Description of our approach to the information disclosed 

The Bank established a dedicated team for this valuation project. We were in regular 
contact with the Bank throughout the process to obtain, understand and analyse the 
information requested, indudlng to resolve uncertainties on the data required for the 
valuation. 

13 Artlcle 74.3 a} BRRO. 
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We encountered several challenges and delays in the process, Including: 

• Issues for the Bank In producing data as of 6 June, which Is not an ordinary reporting 
date, and/or in terms of requests for greater detail than the Bank was ordinarily 
used to preparing; 

• Problems with the quality and the consistency of the data; 

• Lack of certain information. 

Resolution of these Issues required a significant number of interactions with the Bank. 

Where we were unable to obtain information, or data was not reliable, we have: 

• In the case of data being unavailable as at the Resolution Date, used information 
as of 31 May 2017 for those areas where the variations during that 6·day period 
were not considered material; 

• Where there were other data gaps used appropriate assumptions or proxies; 

• Focused on the most material Items only in terms of their potential Impact on 
Affected Shareholders and Creditors. 

Inevitably, this has delayed the process in performing our work. Both the interactions and 
Identifying the solutions consumed much effort and time, which delayed the production of 
the Report and increased the number of assumptions we had to make. 

There were two specific areas where we faced significant dlfftcultles, which we consider 
worthy of specific mention: 

• the loans and advances to customers data tape (hereinafter "loan Tape") had a 
number of empty fields and erroneous content; 

• the Collateral Database (COB) presented inconsistencies in the content, and when 
cross-compared with other information such as the Loan Tape. 

While the issues with the Loan Tape have been resolved either, through recurrent 
interactions with the Bank and the use of assumptions and market comparable data, or 
their potential impact on the valuation work Is not material, the CDB presented significant 
Issues, such as inconsistent aggregated appraisal values and dates among different 
versions and different appraisal dates among versions. We consider the reliability of the 
COB might affect our valuation work on the Loan Portfolio, as our valuation is very sensitive 
to changes In the CDS. Banco Popular provided the flfth and last version of the CDB on 20 
December 2017. 

To solve the Issues, we Initiated a quality check process and alerted the Bank and SRB 
counterparts about these unexpected problems. Consequently, we have perfonmed several 
data quality checks on the CDS (5 versions), Identifying still a number of material issues. 
We shared the results of the quality check with Banco Popular, and It was conflnmed that 
there might be collateral value positions with potential issues, potential duplicates of 
collateral values, potential faulty currency reporting, and Incorrect distribution of collateral 
values among different assets in the same Real Estate development. We consider that 
these issues are likely to overestimate the amount of available coOateral and hence would 
not affect our overall concluslon that Affected Creditors and Shareholders would have 
achieved no recoveries in insolvency. 

1.4. Methodological approach taken 
In considering the basis for our valuation work, we have had regard to the requirements 
of DR (EU) 2018/344 and the SRMR. 

As required, we have considered the Insolvency scenario of Banco Popular on a legal entity 
basis, reflecting the process, which would apply under the Spanish Insolvency Act. 

13 
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We consider that a liquidation would be the appropriate process and that a going concem 
sale of the Bank's business would not be possible; accordingly the process would be for 
the disposal of assets on a portfol lo basis or piecemeal. We summarise the rationale for 
this in section 2.1. Legal Framework for Insolvency. 

Given the financial and operational interconnectedness between Banco Popular and Its 
subsidiaries, a llquldatlon appointment at the parent would have broader consequences for 
the Group including that certain of the Bank's subsidiaries may also enter llquldatlon. We 
discuss this in section 3.1. Impact of Banco Popular liquidation on the rest of the Group. 

Taking the above into account, we have considered the liquidators' approach to maximising 
the value of the assets and distributing realisations to creditors. For each asset class, we 
have applied specific assumptions on our valuation methodologies to estimate the recovery 
value (in cash terms) based on the liquidators' anticipated realisation strategy as described 
further In section 3.2. 

We have considered the costs which could arise In the liquidation process and which would 
reduce net recoveries to creditors (i.e. liquidation fees, employee costs, operating costs 
and potential contract termination costs) - see section 3.3. Liquidation costs. 

We have also considered the potential additional claims which are not reflected in the entity 
balance sheet but could arise In the Insolvency proceeding which would dilute available net 
realisations to existing creditors (i.e. legal contingencies - see section 4.9.). 

Where non-essential information required for our work was not available, we built 
hypotheses and assumptions from detailed analysis, sampllng, market benchmark data or 
other available sources. 

In formulating our methodological approach, we have taken into account the requirements 
of Artlde 4 of the DR 2018/344 • Determination of the treatment of shareholders and 
creditors under normal Insolvency proceedings. Specifically we have considered the 
expected cash flows arising from asset realisations and costs, on an undlscounted basls, 
during the liquidation period based on our envisaged liquidation scenario. We should point 
out that considering that repayment dates to creditors do not necessarily concur with asset 
realisation elates, as the former depends on the llquldator's approval and experience shows 
that there could be material time lapse in between, recovery values for the different 
liquidation scenarios have not been discounted to consider the time value of money. 
Nonetheless, should recoveries amounts be discounted as of the date of resolution, this 
would result in lower amounts than the ones showed in the Report. 

Finally, we flow these through the waterfall of creditor claims, using the hierarchy set out 
In the Spanish Insolvency Act. The resulting cash flows to Affected Shareholders and 
Creditors may then be compared, after discounting for timing of receipt, to their treatment 
in resolution. 
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1.5. Banco Popular Balance Sheet as at the Valuation Date 
Our work is based on the Bank's balance sheet as at close of business on 6 June 2017 as 
provided to us by the management of the Bank. 

6 June 2017; Cm Ba1anc.e 

Cash and cash ba1ences. at ~ntr~I bank.s 1,334 

Financial assets held tor trading 2,039 

Financial assets deslgnoted ot fair value through profit 
M- • 

Avallable-for-sale financial assets 10,694 

Loans and receivables 83,330 

Held•to•matwlty investments 6,997 

Derivatives - Hedge accounting 218 

fair value changes of the hedged Items In portfolio 
261 hedge of interest rate risk 

ll'\'lestments In subsidiaries, Join ventures and
9

,
908 ass01::iates 

Tangible assets ?74 

Intangible assets 1,198 

Tax assets 

Othe< assets 

NQn""CurTent assets and dfsposal groups classlfle:d '15 
2 954 

hekl for sare ' 

126,443 

15 

Chapter of the 
NBV lntra groupl11 Report (NBV 

66 

134 

6,SBS 

8 

17 

li,811 
CZ 

amount) 

4.6 Equity and 
Fixed tnoome 

4.7 Derivatives 

4,6 Equity and 
Fixed tnoome 

4.6 Equity and 
Fixed Income 

4.1 Loans 

4.6 Equity and 
Fixed Income 

4.6 Equity and 
Fixed Income 

4.7 Oerlvstlves 

4,4 Joint Ventures, 
Assoc:late.s and 
subsidiaries 

4.2 Real Estate 
assets 

4.S Intangible 

4.3 Tax assets 

4.2 Real Estate 
assets 
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6 June 2017; Cm Balance 

~ial liabillties heM for trading l,S62 

Financial Uobllltles designated at folr value through 
profit or loss -

Financial liabilities measured at amortised <Ost 113,169 

Derivatives .. Hedge acco,mting 866 

Liabilities under Insurance and reinsurance contracts 

Provisions 747 

Tax lleblll~es 232 

Share capital repayable on demand 

Other llabllitles 469 

Uabilities included in disposal groups classified as held . 
for sale 

Net intersegments finandng 

jTOl'.4L~ttAatt.mes • 

Capital, reserves and retained earnings 9,659 

Accumulated other comprehensive income (262) 

,1'0TAL EQ.U11Y 9;396 

TOTAt EQUITY AND !;IABELITIES 12&,443 

(I) Recovery of these lntra•group poslllons Is detailed in section S 
(2) (20.Sm of non reconclled dtfference with LOT report In section 6 

Ch.)ptcr of «he 
N8V Jntra•group''l Report {NUV 

amount) 

22 

8,596 

10 

s 

I 

Source: 8anco Popular's Jndlvldual Flnanctal Statements and lntra-gtt1up data tape 

1.6. Scope of the Report 
As noted above, an Independent valuer Is required to assess the treatment that 
shareholders and creditors in respect of which resolution actions have been affected, or 
the relevant deposit guarantee scheme, would have received had the entity entered into 
normal insolvency proceedings at the resolution decision date. 

For the purpose of the Report, these are considered holders of Ordinary Shares in the Bank 
(€:2,098,429,046), holders of Additional Tier 1 capital instruments (Cl,346,542,000), 
holders of Tier 2 capital instruments {C684,024,000). All of them constitute instruments 
that were written down and transferred to the purchaser, as set out In both the SRB's 
Resolution Decision dated 7 June 2017 and the FROB's Implementing Act/Decision adopted 
by its Govemlng Committee on 7 June 2017. The Deposit-Guarantee Scheme was not used 
In the resolution and hence Is not Included In the definition of Affected Shareholders and 
Creditors. 
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2. Insolvency scenario 
As set out above, following the FOLTF decision and revocation of the banking licence, we 
consider that, consistent with previous Spanish bank insolvency cases14, llquldatlon would 
be the sole option for an Insolvency scenario of a financial Institution. 

Once the liquidation phase starts, the Court will appoint a liquldator, whose main function 
is to collect in the assets of the entity, realise them and distribute the proceeds to creditors, 
according to the legally prescribed hierarchy. This should be completed as quickly and 
efficiently as possible, taking into account the required Court processes, and in particular 
the nature of insolvency proceedings, which are likely to Impact on overall speed and 
efficiency. 

Further commentary on this is provided in section 2.4.3. 

Determining the overall strategy that a liquidator Is likely to apply to recover value from 
the Bank's assets to distribute to creditors is fundamental to the analysis. 

Given this Is a hypothetical situation with no precedent In the Spanish market for a bank 
of the size and complexity of Banco Popular, this is Inevitably highly subjective and requires 
the exercise of professional judgement based In our expertise in the following areas, 
amongst others: 

• Liquidation scenario including time horizon; 

• Impact of the insolvency of the Bank on the rest of their Group; 

• Strategy tor the realfsatlon of assets, including the liquidator's risk appetite; 

• Liquidation costs; 

• Macroeconomic expectations; 

• Possible legal uncertainties that have not previously been tested In the Courts; 

• Impact of the Bank's failure on the broader economy. 

It is worth noting that the Spanish Insolvency Law was not designed for insolvency 
proceedings of entities of the size and complexity of Banco Popular. In such cases, and 
following previous examples In Spain, a change in the law may be required to meet the 
needs of the sped fie proceedings; however we consider that such subjective analysis is 
outside the scope of the required analysis. 

2 .1. Legal frame work for insolvency 
Spain has no specific law for the llquldatlon of a financial institution. Therefore, the 
liquidation process would be the same as for any non-financial company subject to certain 
aspects of Insolvency proceedings for financial institutions including the ranking of creditor 
dalms. 

2.1.1. Nature of the insolvency process - creditor agreement or liquidation 

The Spanish Insolvency Act lndudes, as an alternative to llquldatlon proceedings, the 
option of agreeing a creditors' composition to write down or reorder claims and allow the 
entity to remain In business. 

We have concluded for the purposes of the Report that a liquidation of the parent company 
Is the appropriate basis, for three key reasons: 

1◄ Banco Mediterraneo and Banco Madrid. 
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• Spanish Law 11/2015 which transposes the BRRD states that a Valuation of 
difference in treatment should be performed assuming that the entity has entered 
into a Uquldation proceeding15; 

• We do not consider that a creditor agreement would be possible: 

- Given the liquidity position of the Bank on the Resolution Date, and the SSM's 
FOLTF decision, which meant the Bank could not continue to operate while 
negotiations were undertaken, leading to significant value destruction ; 

• The Bank had unsuccessfully attempted a private sale for several months prior to 
resolution. In light of the auction outcome, and ongoing capital requirements, it Is 
unlikely that any negotiation with creditors could result in a better outcome for the 
Affected Shareholders and Creditors than Resolution. 

• A banking licence is required to accept customer deposits, which are fundamental 
to the ongoing operation of the Bank. Under Spanish Law, the bases for revocation 
include 16 : 

i. Inability to pay funds to depositors or to offer guarantees of being able to fulfil 
Its obligations to creditors; 

II. A judicial decision to open a liquidation phase in an insolvency proceeding17• 

Both conditions would be satisfied in the counterfactual scenario envisaged for the 
purposes of this valuation. This would be consistent with the case of Banco de Madrid, 
S.A.U. (hereinafter "Banco MadridN). 

Moreover, even In the extremely unlikely event of the Bank of Spain not taking action, 
the risk of a run on deposits created by the FOLTF announcement and SRB's decision 
to not place the Bank under resolution, would force the Bank's directors to file for 
llquldatlon and cease trading. 

2.1.2. Banco Popular legal framework as a group 

The Group comprises 123 different legal entities' 8• Under the Spanish Insolvency Act, the 
liquidation of a group of companies occurs at a legal entity level19• 

Given the financial and operational Interconnectedness between Banco Popular and its 
subsidiaries, a liquidation appointment at the parent level may also lead to liquidation 
proceedings at the subsidiary company level. 

We have considered the treatment of subsidiaries as this could Impact the recoveries for 
Banco Popular' s creditors, increasing them if funds flow up from the subsidiary or diluting 
them if the Bank is liable for c1ny of the debts of the subsidiary (i.e. under parent company 
guarantees). 

The Bank and the majority of Its subsidiaries are located In Spain; accordingly, Spanish 
law forms the basis of our anc1lysis for these entities. 

"Article 10.1 of RO 1012/2015. 
" The other Important economic reason 1s the failure to comply the prudential requirements related 
to capital, large exposures and liquidity, which are established In the third, fourth and sixth parts of 
Regulation No. 575/2013. 
"Article 8 of I.aw 10/2014. 
18 For the purposes of the Report, we analyse 37 investees, the rest are Immaterial in the wider 
context. 
" Under the Spanish Insolvency Act, there is only one exception to the liquidation on a legal entity 
level and It will not be our case. Article 25 bis Spanish Insolvency Act. 
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Certain subsidiaries are located in other jurisdictions, and are thus regulated under a 
different legislative framework. Specifically, the Group has a subsidiary in Portugal (Banco 
Popular Portugal). ki:, detailed in section 3.1., we have concluded that the Bank's insolvency 
would force the Portuguese entity into liQuidation also. This analysts has been carried out 
according to Portuguese Law regulating insolvency proceedlngs20 (see Appendix II for more 
detail). 

2.2. Explanation of liquidation scenario and duration 

2.2.1. Background of Liquidation 

There are several phases to insolvency proceedings under the Spanish Insolvency Act as 
set out below. 

Common Phase: 

The Insolvency administrator contacts all creditors to prepare a provisional report with a 
11st of creditors and prepares an inventory of assets. Creditors can challenge this and any 
disputes would need to be resolved by the Court. 

Once the Court has resolved all outstanding issues, the insolvency administrator submits 
a definitive report, and the Court declares the end of the common phase. 

One option for the insolvency administrator after the Common Phase would be to propose 
a creditors' composition; as noted above we do not consider this would be possible. 

Liquidation Phase 

The liquidation phase will start If (I) no creditors' composition proposal is submitted or 
approved, (ii) the debtor requests liQuidation (as may be the case here) or (Ill) there Is a 
declaration of breach of the approved composition. 

During this phase, management's powers are suspended. 

The insolvency administrator (also named in this phase the "liQuidator") submits a 
llquldatlon plan that provides the Court with an ordered schedule to dispose of the entity's 
properties, goods and rights. The liQuidation plan21 should include all the steps necessary 
to realise the entity 's assets. 

The Court will review the liQuldatron plan, and will either approve it as submitted or will 
make amendments. Pending approval of the liQuidation plan, the liquidator Is unable to sell 
any assets (with certain limited exceptions). 

Every three months following the opening of the IIQuldation phase, the liquidator will submit 
to the Court a report on the status of the operations, detailing and quantifying the claims 
against the estate that are pending payment, indrcatlng the maturity dates for liabilities 
and the dates when the claims pending payment wlll be paid. 

In Banco Popular's case, due to the cessation of the banking activity, a Collective Dlsmlssal 
Procedure would also be required, since ultimately all of the Bank's employees will be made 
redundant, this would be dealt by the Insolvency Court. Falling to plan for this properly 
could have a significant effect as the efficiency of the IIQuldation procedure may be harmed 
due to a lack of personnel and Information loss. 

In addition, as wlll be explained, if the Court recognises the existence of a Labour Group, 
all companies with the Group would be responsible for the cost, regardless of which workers 

•• Codlgo da lnsolvencla y da Recupera~ao de Empresas. 
" The Liquidation Plan would be made available at the Court Office. Ourln9 the following fifteen 
days, the debtor, the creditors and the representatives of the employees may make remarks or 
propose amendments. 
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were dismissed. The impact of the eventual joint llablllty of the Group would be paid as a 
credit against the estate, and would not have a material Impact on the waterfall of creditors 
not affecting the outcome for Affected Shareholders and Creditors. 

A key effect of liquidation under Spanish Insolvency law Is the suspension of further accrual 
of interest on creditor daims, with the exception of pledge claims22• 

2.2.2. Duration of the liquidation proceedings 

In developing the liquidation scenario, we have considered the period allowed to the 
liquidator to sell the assets, since this is fundamental to estimate the amount that he is 
able to realise for the benefit of creditors. 

Recent changes to the Spanish regulatory framework designed to accelerate the liquidation 
process, have established a one-year period for this phase of the process. After this, any 
relevant party can request the Court that the liquidator should be removed and that a new 
one is appolnted23• In this regard, the Spanish Insolvency Act establishes the undue 
prolongation of the liquidation phase as a reason to replace the liquidator. In addition, the 
liquidator could be forced to return any remuneration received since the opening of the 
liquidation phase24• 

However, given the complexity of the hypothetical liquidation proceeding, we have Included 
consideration of a longer period as alternative scenarios to finalise Banco Popular's 
llquldatlon. 

In particular, for any large Insolvency proceeding such as Banco Popular's, a very quick 
process will lead to market capacity Issues, distressed prices and low realisations whereas 
a longer process would allow a more orderly work out of the Bank's assets, the most 
significant of which is its loan portfolio. 

For the purpose of the Report, we have assessed three scenarios. For each of these we 
analyse the treatment that Affected Shareholders and Creditors of Banco Popular would 
have received under a liquidation proceeding. 

• 18-month scenario: We have considered a first scenario of 18 months. As part of 
the changes noted above, a liquidator Is only remunerated for 12 months. This 
remuneration period may be extended to an additional 6 months (two extensions 
of 3 months) for complex processes as agreed by the Court25• 

• 3-year scenario: From an operational point of view and given the size of both the 
asset portfolio and the Bank's operations, this is estimated to be the minimum 
period for the wind-down and realisation of assets. In addition, we note that a 
reasonable portion ( >50% of the total) of the Bank's loan portfolio should naturally 
amortise during this period. 

• 7-year scenario: Assuming that the liquidator could continue running the liquidation 
process for seven years, this may generate enhanced recoveries through a more 
orderiy disposal and work out of assets. In particular, we note that a sufficiently 
large portion of the Bank's loan portfolio ( ~75% of the total) should naturally 
amortise during this period. • 

When realising assets, Spanish Insolvency Act requires the liquidator to act In a diligent 
fashion to obtain the best value in the circumstances; however, he is not required to 

22 Art. 59 of the Spanish Insolvency Act. 
" Article 153 Spanish Insolvency Act. 
•◄ Artlcle 153 of Spanish Insolvency Act establishes a liability regimen for the llquldator In case of 
prolon9at10n of the llquldatlon phase without due cause. 
"Transitory Provision Third of Law 25/2015. 

20 



Valuation of ditferen<e ln tre~tment .. Banoo Popular espaii.ot 

speculate on uncertain outcomes. Moreover he needs to take account of creditor wishes to 
receive repayment of amounts due In a reasonable period. 

In terms of how different stakeholders assess the liquidation plan, the fact that post 
liquidation Interest is suspended may be important If higher ranked creditors consider that 
they are unlikely to be compensated for delays In repayment of amounts due; equally 
suspension of interest could be of benefit to creditors lower down the creditor waterfall. 

Against this background, we consider it would be unreasonable to require creditors to wait 
longer than 7 years for the liquidation to complete. 

2.2.3. Role and purpose of liquidator 

The liquidator's ultimate objective ls to carry out the asset realisation in a reasonable 
period26• 

According to the Spanish Insolvency Act, once appointed, the main responsibllltles of the 
I lquidator are the following: 

• Replacing the Board of Directors (In the llquldatlon phase). The liquidator will 
assume management functions In the company. The liquidator will be liable for 
damages and losses caused to the assets by his acts and omlsslons27• The liquidator 
moy ask the Court for the term I nation of directors' contracts. 

• Powers in employment matters. The liquidator may ask for the modification of 
certain employment conditions and for a collective dismissal or suspension of 
employment contracts. 

• Submit the liquidation plan to the Court on how they intend to dispose the assets 
and define the liquidation strategy. The lfquidator will evoluate each asset and set 
the prlorlty of payments28• 

• Siibmit a quarterly report to update the Court and creditors regarding the status 
of liquidation. 

• Realise the assets according to the Liquidation plan and thereafl:er to distribute 
the proceeds to creditors according to the prescribed hierarchy. 

2.3. Comparison to other failed bank cases 
We have considered whether other European liquidation cases could provide insight into 
the hypothetical liquidation scenario for Banco Popular and, given that insolvency 
proceedings are governed by nation al Law, have taken into account the Banco Madrid case, 
which started Its liquidation proceeding under the Spanish Insolvency Act and Is the most 
recent Spanish bank insolvency opened to date. The FROB considered that the public 
interest conditions justifying resolution action were not met and decided thus not to open 
the resolution process. However, this case differs fl.lndamentally to Banco Popular In terms 
of its systemic impact. Banco Madrid had Cl,349m of total assets on 31 January 2015, 
C609.2m of deposits and only ClSOm of customer loans. Moreover, we note that its 
liquidation pre·dates certain Important legal changes in Spanish Insolvency Act, which will 
Impact on the Banco Popular scenario. Nevertheless, we consider this a useful precedent 
in terms of: 

"Art. 33.1,f) of the Spanish Insolvency Act. 
" Art.36.2 of the Spanish Insolvency Act. 
" The rules about the creditor hierarchy is stated in accordance to the BRRD and the Spanish 
Insolvency Act. Despite thls, the Insolvency administrator may alter that rule when they consider It 
convenient to the Interest of the Insolvency proceeding and whenever It Is assumed that the 
a9gre9ate assets are sufficient to settle all the claims against the estate. 
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I. Confirmation of the banking licence revocation; and 

ii. Valuation of certain assets in liquidation. 

2.4. Macroeconomic context for the liquidation 
We have considered the macroeconomic context (as anticipated at the Valuation Date) in 
framing the liquidation scenario (for example, in the choice of appropriate benchmarks for 
loan PDs and LGDs and realfsable values for real estate collaterals). 

During the first months of 2017, before the hypothetical Resolution Date, the Spanish 
economy continued to grow faster than the Eurozone area average and with a more 
balanced growth pattern than in the pre-crisis years, reflecting a strong contribution of net 
exports and healthy domestic demand. 

Private consumption remained as the main driver of growth, malnly thanks to temporary 
factors such as oil prices decline, low interest rates and an undervalued euro, while 
investment rebounded in the first half of 2017. Finally, hard and soft Jabour indicators 
suggested a strong job creation from January to June 2017, allowing for further reduction 
in the unemployment rate. 

As a reference point for expectations as of the resolution date of macroeconomic conditions 
in the years during which the liquidation for Banco Popular would occur, we have relied on 
the spring 2017 Economic Forecast by the European Commission. 

The Spanish economy was forecast to continue to grow at 2,8% in 201729, 0,4p.p. below 
the growth level in 2016 but in line with the previous three years and this trend was 
expected to continue beyond 2018 at a more moderate rate (2.4% at 2018 and 2.1 % at 
2019)30, reflecting: 

• Private consumption growth was forecast to slow reflecting a moderation in 
domestic consumption, with household savings rates already at historical lows and 
a Oat labour market. Other factors that supported the growth of household 
consumption 1n recent years, such as low Interest rate ( expansive European 
monetary policy), were expected to decrease; and higher oil prices and euro 
appreciation could Impact disposable income. 

• Residential construction was also expected to moderate In the next few years, after 
a strong rebound and a slowdown in household Incomes. 

• Equipment investment growth was forecast to ease gradually in line with the 
projected slowdown In final demand. 

• Exports were forecast to continue growing dynamically but at slightly lower rates 
as gains in export market shares should also reduce. 

Headline inflation was forecast to increase again in the first half of 2018, mainly due to the 
increase of oil prices, reaching an annual average of 1.4% in 2018 (still below the ECS's 
threshold for price stability). Core Inflation was forecast to recover gradually over the 
forecast horizon as wages pick up and the output gap turns finnly positive . 

• 
The improvements in the financial markets, together with a stronger demand, had resulted 
In a recovery of credit demand but credit growth was still negative. According to Bank of 
Spain data on banking lending to the private sector, the credit In June 2017 reduced 3.0% 
annually. The European Commission expected this trend to continue In the next few years 
as the Spanish economy delevers. This outlook of high debt, low inflation, moderation in 
private demand and the recovery of credit supply by banks, would keep downward pressure 
on interest rates. 

,. Spring 2017 Economic Forecast by European Commission. 
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The above context of recovery and solid growth of the Spanish economy is the one used 
as a base scenario for our liquidation exercise. However, It Is Important to note that this is 
a conservative scenario that generally would work In favour of Banco Popular's Affected 
Shareholders and Creditors. 

Nonetheless, the llquldation of one of the main national banks, the sixth according to 
volume of assets, would have an Impact on the rest of the financial sector, mainly on those 
entitles with liquidity and solvency problems. The Increase In risk premiums due to the 
greater uncertainty could lead to new cases of I iquidatlon due to llllquidlty, creating a 
vicious circle for the Spanish financial sector, which may result in additional bank failures 
or liquidations. 

Furthermore, greater banking uncertainty would normally have a direct impact on the 
Spanish economy. Banking difficulties would result In greater credit restrictions, affecting 
the investment of companies and households' consumption. In addition, economic 
uncertainty would be transferred to households and companies' expectations, affecting the 
number of employees hired by companies and the willingness to purchase across families, 
which would enlarge the problem. 

The above would present a negative context that would most certainly reduce the 
recoveries of Banco Popular's debtors and creditors and Increase even further the losses in 
an Insolvency scenario. 
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3. Liquidation Strategy 
In this section, we set out our views on the potential strategy which the liquidator would 
adopt to realise assets and get funds back to creditors taking Into account: 

i. Group structure and impact of the Bank's insolvency on its subsidiaries and 
Investments 

ii. Asset realisation strategy 
iii. Liquidation costs 
Iv. Creditor Hierarchy 

3. 1. Impact of Banco Popular liquidation on the rest of the group 
We have considered the impact on, and realisation strategy, for other entities within the 
Group (Investees companies) in order to estimate potential recoveries during a liquidation 
which could !low to Banco Popular creditors. The Group is formed by 123 legal entitles, out 
of which, Banco Popular has a direct stake in 79. 

It Is possible to distinguish two potential effects of Banco Popular's liquidation on 
Investees: 

i) The Investee is not affected by Banco Popular's liquidation ( or the impact is minor); 
therefore, the Investee company can continue to operate and be sold as a going 
concern; or 

ii) The impact on the Investee Is significant and the Investee cannot continue to operate. 
In this case, and given there is a cessation of activity, the entity would inevitably enter 
1nto an Insolvency proceeding directly under the liquidation phase. 

1. Liquidity Issues: Banco Popular's llquldatlon generates a funding problem for the 
Investee, which cannot be addressed in financial markets, so the Investee also enters 
an insolvency process (e.g. this would be the case for one of the main investees, 
Banco Popular Portugat30}. 

2. Impaired Assets: intra-group liabilities are deeply subordinated under Spanish 
Insolvency Act (just above equity; see more details under 3.4.). Therefore, after 
Banco Popular's liquidation, all Investees' rights against Banco Popular will be 
Impaired and certain Investees may be forced to enter Into a liquidation proceeding 
(e.g. Banco Pastor and Banca Privada). 

The following could create a contagion effect within the Group, forcing the insolvency of 
other Investees. 

Taking Into account the above, an analysis exercise was carried out to study the impact of 
Banco Popular's liquidation on its Investees, to identify If these might be forced to enter In 
a liquidation process or could continue to operate. 

For those Investees that have not been affected by Banco Popular's liquidation, we have 
estimated the pQtentlal equity and other assets recoverability for Banc;o Popular. In the 
case of investees with assets greater than Clbn, a detailed liquidation exercise has been 
carried out to determine the value of recoverability of Banco Popular's assets in these 

" In the case of Banco Popular PortlJgal, we consider Its liquidation would Quickly follow because of 
llllquldlty. and the likely withdrawal of funding lines previously provided by its parent company, 
Banco Popular (C2,161m In loans from Banco Popular to Portugal) as at 6 June 2017. We anticipate 
Banco Popular Portugal would be unable to replace this In the markets against a backdrop of high 
risk and uncertainty (potential exit of deposits because of the same happening to the parent 
company, and new provisions because of the Impairments of Its assets with Banco Popular and Its 
subsidiaries). 
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Investees. According to these criteria, a detailed llquldation exercise has been performed 
for the following Investees: 

1. Banco Pastor (Spanish Retail Bank). 

2. Popular Banca Privada (Spanish Private banking}. 

3. Banco Popular Portugal (Portuguese Retail Bank). 

For the rest of Investees assumed to enter into liquidation together with Banco Popular 
and whose assets ara lower than (lbn, we have considered that the value recoverability 
of Banco Popular's assets In these Investees Is not material. 

In the case of securitisation vehicles, we reviewed the associated issuing prospectuses to 
confirm treatment In the event of the insolvency of the transferring entity (Banco Popular). 
Based on these prospectuses, securities and notes issued through securltlsatlon vehicles 
have security over the specific transferred assets and the managing companies of the 
vehicles could request that such assets are treated differently in the balance sheet of Banco 
Popular during the llquldation process. In the recent case of Banco Madrid, the Insolvency 
administrator considered that these pledged assets have to be treated independently of 
the rest of the entity's assets with the aim to pay down the debt with these assets as 
collateral. 

In the event of over-collateralisation, excess recoveries would be transferred back to Banco 
Popular who retained the equity tranche. We therefore separately considered the likely 
recoveries on the encumbered assets and confirmed that in all three scenarios ( 18M, 3Y & 
7Y), the realisation from the specific assets would cover the Issued debt. This was on the 
same basis as the liquidation, assuming that customer behaviour would be similar given 
the same reduction in capabilities of the bank; impact on II kely servicing quality; and ability 
to move to alternative providers. 

As a result, for the purposes of the Report we have included the loan realisations In the 
securitisation vehicles and treated the creditors as secured creditors of the bank as this is 
consistent with the on balance sheet treatment, and given the over collateralisation there 
is no impact on the overall result. 
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3.2. Asset realisation strategy 
As noted above, we have assumed that Banco Popular's banking licence is revoked with the declaration of insolvency and that the liquidation 
would proceed on the basis of a disposal of the entity's assets either in portfolios or piecemeal. We summarise below our assumptions for 
realisation strategies and the valuation approach. 

Asset cla;s 

Cash and cash 
batanc:i?s at C(!ntral 
banks 

Loan portfofio)1 

NBV at 6 June Comments 
2017 (Cm) 

1,334 100% liquid asset 

83,330 

" Jncludlng C654m of fixed income 

26 

/\sset reat,sat1on strategy 

Collect In lmmedl•tely followlng llquld&tlon 

Performing loans portfolio (Pis} will be run
off until the end of the 1tquidation period~ 
toking into account their yield, a significant 
increase of the prepayment rate and new 
delinquencies, followed by a final sak! of the 
remaining book. 
Non-performing loans will be sold shortly 
after liquidation and new non•perforrning 
loans will be soki during the liquidation 
proc.eeding 
Of which C48,178m (57.8% of credit 
portfolio) are encumbered assets 

V~h•a:l1on Opprooth 

Based on NBV 

For PL's - undiscounted 9ross value ol 
anticipated amortisations during the liquidation 
period plus interest received. DCF approach (or 
the remaining book at the end of the liquidation 
period. applying an 111ve,;tor dis.»unt rate 
according to market stand.trds. 
For NPL's - ma~et value approach 
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Asset cJass NOV at 6 June 
2017 (Cni) ___ _ 

Real E'state Assets 3,728 

27 

Comment~ 

Comprises: 

• Own use assets 
used In the 
business (including 
furniture) 

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

• Inventories (other 
assets) 

• Investment 
properties 

Asset realisation strat~gy 

For the tanglbfe assets and non-currt-nt 
assets portfolio, a safe of asset portfolios 
phased over the liquidation period with 
prices estimated based on mark(!t demand 
in the Spanish real estate context. 
This would be phased for sssets used In the 
business during the llquidaUon period 
(head office, certain br.anchl!S. etc:,) 

V;sfucJt1on <1pproach 

We have followed s top-down approach and a 
bottom-up challenge based on 3 so:atlstl~I model 
developed by Oelollte, Thts methodolagy adjusts 
ttie last appraisal value provided of ~ac:h asset 
considering Its locatlon, typology. status, and 
other macroec<inomfc lnp\lts. 
The portfolio has been $1lmpled oonsiderlng the 
cases wiltt the highest Grass Book Value (GSV), 
in<:ludlng reprti:sent.Z!IUve examples of each 
geographic location and asset typotagy. Aiming 
to chaflenqe the outcome from the top down• 
approach, the selected sample was valued on 
market terms according to the Jnternatlona1 
Valuation Standards: for Real Estate properties. 
Finally, inventories and headqua~ers have been 
vak.led under a market approach .according to 
International Valuation Standards for Real Estate 
_properties. 
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Asset cl<>s5 

Tax assets 

28 

NBV at 6 Juoe Commants 
2017 (Cm) 

5,692 
Comprises protected and non• 
protected OTA 's as well as 
curr~nt tax assets 

Asset realisation strategy 

The CTAs refund could be requested 
through the submission of the 2017 
Corpor.att-ln(ome Tax R.eturn (lo be fifed 
In 2018). 

Prote(ted OTAs might be reafls.ed 
requesting the conversion into a credit 
recelvabJe against the Spanish Tax 
Authorities, thr-0ugh the submission of tile 
2017 Corporate Income Tax Retum (to be 
filed in 2018). 

Non-protected OTAs. No reallsatlon is 
expected (other than to the extent to set 
off against the OTLs). 

The Spanish Tax Authorities has a general 
6•months deadline from the date when the 
request 1$ submitted, for thl!: refund of the 
CTAs and the l>roteeted OTA$. 
Nevertheless, In some cases the 
ref\md/payment Is <:an'led out later. 

The lt9lslatfon establlshes a 4-years 
statute of limitations period ror reviewing 
the Corporate Income Tax returns where 
the tax asse!:ts oonverslon/retund Is 
dedared. 
Therefore. In practlc<!, the 
recoverability/payment could take more 
than o months. 

Valuation approach 

The realisabJe Yalue in flQuidation depends on 
the recoverability of tax assets accon::llng to the 
Spanish Tax teglslatlon. 

• CTA have been valued at book 
value. 

• OTA: 

- Protected DTAs could be 
converted into a aedit 
receivable against the 
Spanish Tax Authorities In a 
liquidation procedure and 
valued at book value. 

- Non-protected DTAs - No 
realisation Is expected 
( other than to the extent to 
set off against the DTL.s). 
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J\sset cl~s5 

Joint Ventures, 
Associates and 
Subsidiaries 

Intangible assets 

29 

NBV at 6 June 
2017 (Cm) 

9,908 

1,198 

Comments 

Banco Popular has shares In 79 
companies - deposit taking 
entitles, non•financial 
companies, mufti .. group 
corporatioos- of which 38 
might oontinue to operate and 
◄ l wiU enter into fiquidatHln 
after Ban(o Populars 
liquidation 

ean,o Popular's intangibJe 
a$$ets oomprise goodwlll and 
otller Intangible assets, 
mafnJv, compvt~r softwar4e, 
(UStom~r r4!l&tlOMhlps and 
trademarlcs. 

Asset reahsation strategy 

All Investees are assumed to be sold during 
the first 18 months of the llquldatlon 
process. 

Considering a liquidation scenario of the 
Bank, we consider that no value could be 
rec.overed from Intangible assets, or 
aftematively that any realisations would be 
very small. 

Valuation approach 

wm depend on the Impact of Banco Popuf.ar•s 
llquidation. 

• Investees able to continue as Going 
Concerns: valued through 
multiples derived l'Tom market 
prices, put/call option prices, 
adjusted book value, third party 
valuation reports, offer; / prices 
l'Tom other transactions and offer; 
or price Indications received 

• Investees put Into a liquidation 
process: We have considered all 
material subsidiaries (assets > 
(lbn) (namely: Banco Pastor, 
Popular Banca f>rivada and Banco 
Popular Portugal) and estimated 
realisations in liQuidation and the 
amount which could flow to the 
Parent 

We consider that no value oouk:I ~ r4eallsed fr<>m 
this assl!'t class or that any realisait:ions would be 
minimal. 
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Asset c.las,; 

Equity, Fixed 
Income and 
derivatives32 

Olher assets 

NBV at 6 June 
2017 (Cm) 

20,863 

1,145 

Comments 

Comprls•<: 

• Flnanclal assets 
held for trading 

• Avallabfe-for-sale 
flnanclal assets 

• Loans and 
recelvabres - Fixed 
Income 

• Held-to-maturity 
Investments 

• Derivatives-hedge 
accounting 

• Fair value changes 
of portfollo hedge 
of Interest risk 

Asset reahsat1on strot~9y 

Taking Into a,xount market llqukllty, the 
majority of assets included In these 
flnanelal portfolios might be =Ilse<! wlt~ln 
the flrst few months of tfle commencement 
of the llciuidatian followlng approval of the 
llquldat1011 plan, 
In the hekl for trading portfolio, there are 
021m pledged assets. 
In the available for sale financial assets 
portfollo, there are (10,694m pledged 
.ass~ts • 
In the held to moturity Investment 
portfolio, tMre are CS,S~Sm pledged 
.>ssets. 

we have analysed each type or asset In th;s 
cat~gory according to its natu~ and 
recoverablllty 

32 Excluding JVs, subsidiaries and associates, cash and cash from Central Banks of €1,334m 

30 

Vafuat1on approach 

N8V reflects F.>ir Value in: (1) fmancial assets 
held for trading, (ii) available•for•sale financial 
assets and (iii) derivative assets. 
For the purposes of Valuation of difference In 
treatment, level 1 assets would be valued at bid 
price based on market observations (as of 
Valuation Oate), The valuation of assets 
classified as level 3 (assets whose fair value 
cann<>t be di~tly obtol"ed from flnanclal 
mark•ts), will be ear,-led out us;ng the 
methodologies that constitute In all eases ~n 
accepted maJ1<.et 8pproach. 

(420.4m corresponds to a rec-0ncUlng t-rror. We 
hove nett<!<! assets ond llobmties (localized in 
finaneial Institution deposllS) for this amount. 
for <ither operations not re-conciliated c:orrectfy, 
sssets snd llabllltles have been netted correctly 
for an amount <lf O82,lm, 
Regarding other 11Ssets. a reoovery value of 
(166m has bo,in <l'tlmoted, of wh;ch C9m are 
from lnt,a group positions. 
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3.3. Liquidation costs 
We have considered the following main costs that are Ii kely to arise in the liquidation. 

3.3.1. Remuneration costs 

Remuneration costs include the remuneration received by the llquldator, the Bank's 
lawyer for the purposes of the Insolvency proceedings and the "procurador" (legal 
representative In the court). 

It should be noted that the final remuneration will be agreed by the Court and will 
depend on various aspects such as the complexity of the insolvency proceeding. 

3.3.1.a) Liquidator's remuneration 

The Spanish Insolvency Act3? establishes the basis of the liquidator· s remuneration 
indicating that its calculation should be established by a special regulation that has 
not yet been developed. 

We consider that, until the referred standard is developed, the RD 1860/2004 and 
the Spanish Law 25/2015 will continue to be applied for the calculation of the 
liquidator's remuneration. This standard Includes a cap to the remuneration that a 
liquidator might receive under the common phase. 

Under this phase, the llqu Ida tor· s remuneration will be the lower of the followlng two 
amounts: 

A. The amount resulting from multlplylng the debtor's assets by a factor of 4%. 

B. One mllllon live hundred thousand euros (€1.Sm). 

The same article sets out that the Court may approve a higher remuneration for 
complex insolvency proceedings. However, if tlie Court approves a remuneration 
increase, this cannot exceed 50% of the above amounts. As this regulatory change 
Is very recent, there are no comparable cases that we could have used as a precedent 
to understand how this change would be Implemented in practice. 

The goal of the several reforms carried out by the Spanish Insolvency Act3• intended 
to regulate Insolvency proceedings that are less complex than would be the case for 
the Bank. In this regard, when the legislator introduced those limits, they may not 
have considered the liquidation of an entity with the complexity and size of Banco 
Popular. 

For this reason, due to the asset volume of Banco Popular and the complexity of Its 
business and Group structure, we assume that the referred limit and Its extension 
should not be applied. We understand that the Judge would reasonably approve a 
higher remuneration exceeding the limit set out In the Law (induding the 50% 
Increase). 

Moreover, under Spanish Insolvency Act, a llquldator will be remunerated, 
additionally to the applicable amount that It will receive under the common phase 

' (which outcome Is set out in section 4.8.), for its work during the 18·month 
liquidation scenario. The latter is calculated according to RD 1860/200435 on the basis 
of the 10% of the remuneration received under the common phase for the first six 
months of the liquidation proceeding plus a 5% of tliis same common phase 
remuneration for the following 12 months of the liquidation proceeding. 

" Article 34 of the Spanish Insolvency Act. 
,.. Article 34 of the Spanish Insolvency Act. 
,s Article 9 of RD 1860/2004. 
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Furthermore, the Spanish Insolvency Act allows for the appointment of an additional 
liquidator for complex cases, with corresponding Increase In the cap. For Banco 
Popular's case, we consider that the Court would agree the appointment of two 
liquidators (the maximum permitted by Law~). 

Consequently, the flnal remuneration, calculated without the aforementioned cap, 
would have to be multiplied by two. 

3. 3 .1. b) Lawyer's remuneration 

The lawyer's remuneration Is calculated using a scale from the guidelines approved 
by the L<1wyers' Bar association. This scale Is defined based on the total volume of 
the debtor's liabilities. In this regard, the rules to be applied are those set out In the 
Madrid Lawyers' Bar assoclatlon37• 

3.3.1.c) Procurador's remuneration 

The procurador's fees are calculated based on a scale38 reflecting the total value of 
the debtor· s liabilities included in the insolvency administrator's report39• These fees 
would need to be negotiated between the procurador and the debtor. 

In insolvency proceedings where the debtor has more than 300 creditors, this se<1le 
is applied at a rate of 70% of the debtor's liabilities. The total amount that a 
procurador might receive cannot exceed (3001<'0• 

3.3.2. Costs arising from the termination of contracts 

Banco Popular was party to a large number of different contractual arrangements, 
Including lease and rental agreements, senior management contracts, etc. As a result 
of Its liquidation, these will no longer be required and Banco Popular will have to bear 
the costs of termination/ resolution. Termination may be phased over the duration of 
the liquidation, dependent on need. In this regard, as the closure of branches will 
take place at different points In time, the termination of each of the lease contract$ 
will depend on when each branch is closed. 

Spanish Insolvency Act does not include any reference to the consequences of the 
termination of contracts during the liquidation 4 1• As a general rule, where temiinatlon 
results from the cessation of business, the parties usually negotiate by mutual 
agreement, avoiding protracted litigation. 

Nevertheless, in the event that the p<1rties do not reach an agreement, a plea would 
be flied and the court will determine the penalty. 

3.3.3. Employee cost (employee termination costs and personnel 
costs) 

We have considered the strategy for employees In the event of a liquidation of Banco 
Popular- there were 9,222 employees employed in Banco Popular as of 6 June 2017. 

As the Bank would no lon,ger be accepting deposits or undertake new buslnesi; 
activity, a slgnlflcant number of these employees would not be required for the 

"Article 27 of the Spanish Insolvency Act. 
" According to rule 26, the attorney's fees will be calculated with the scale laid down in the 
Standard Rules based on the final liabilities amount of the Insolvency proceeding. 
" Articles 18 to 21 ot RD 1373/2003. 
"Article 18 of RO 1373/2003. 
"Sole Additional Provision of RO S/2010. 
" Accon:ling to Article 147 of Spanish Insolvency Act, during the liquidation phase, the rules 
set forth In Title 111 (Articles 61 and 62) shall continue to apply In all aspects not contrary to 
the specific provisions of the llquldatlon. 
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liquidation process. We summarise below the key Issues under Spanish labour law 
for collective dismissals. 

Process for collective dismissal • Spain 

Affected employees have the right to compensation in the event of Implementation 
of a collective dismissal procedure for the entire workforce. 

In a liquidation scenario, employees will be entitled to the following Claims against 
the !:state: 

• Unpaid salary for the last 30 days of effective work prior to the opening of the 
insolvency proceeding, not exceeding the double of the minimum inter· 
professlonal salary; 

• Salaries accrued during the consultation process and until the Court approves 
the extinctive collective dismissal procedure42; 

• Compensation under collective dismissi:11 procedure regulations and under an 
Objective Cause equal to 20-days' salary per year of service, up to a maximum 
of 12-months' salary. 

The Extinctive collective dismissal procedure would be a previously agreed process 
(which would need to be negotiated Immediately following the Bank entering into 
liquidation) applying the timeframe established by regulation. 

We note that some employees will be required during the liquidation process to assist 
with the wind down of the business and realisation of assets. These employees will 
be dismissed as the liquidation progresses. In this regard, the Extinctive collective 
dismissal procedure will affect employees In a phased manner. 

Moreover, we also note that it may be necessary to pay Incentives to staff who remain 
during the llquldatlon process to counter potential morale issues. 

Additionally, It Is likely that Banco Popular and its affiliates will be considered as a 
"Labour GroupN. If the Court recognises the existence of a Labour Group, all 
companies with the Group would be responsible for the cost, regardless of which 
workers were dismissed. The Impact of the eventual joint liability of the Bank would 
be paid as a credit against the estate, would not have a matenal impact in the 
waterfall of creditors and would not affect the outcome for Affected Shareholders and 
Creditors. 

3.3.4. Operating costs 

We consider that during the liquidation, a number of branches and the head office 
will remain opened to deal with the realisation of assets (including ongoing servicing 
of the loans portfolio), claims and other liquidation procedures. These actions will 
generate costs related to rent, communications, maintenance of premises' equipment 
and other operating costs. Our assumptions for liquidation costs are outlined in 
chapter 4 below. 

Differences In operating costs are only applicable between scenarios (18 months, 3 
years and 7 years). 

3.4. Creditor hierarchy 
The proceeds of realisation of assets will be applied according to the hierarchy 
specified under the relevant national Insolvency act. We have considered the existing 

"Article 64 of Spanish Insolvency Act and Artlcle 51 of RLO 2/2015. 
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European and Spanish legal framework, together with legal literature Identified 
further in the Reporr'3• 

This is summarised in the table, with further details in the narrative below: 

C,..dltQr W5u~.nhy 
(~•) 

! 
CMOd<OOM 

CIIIJ'ttl •t+ln1I tl'lt CIIUlt 

GtMt♦l lll•'l',1fc;N f'ltd~r 

un~tN1":d Otllti:01'1 

ll'dldlnp ltfll 
Ol)lltl11;,....:\tt 

5>1110,01na110 dnn:1 

0) 1IM/)1tH.-.iot.-(O,t 
Ill ~,11r4-.:•Jt~Jltl-:11Ydf 

.. ,.9 

'J•.)/JM, 

•l.1/ )Al 

'9vro:;r: ~,,..,,s,, 1110,1t•oln11..,..;,,,f ,wto:l!'I0'1:1,0~ ,,..,.." 

Covered creditor (pledge claims) 

Pledge claims are paid out of the proceeds of realisation of the related collateral. 
Consequently, secured assets wlll not be used to pay other llabllltles until the secured 
(preferential) claim is paid out in full including any related interest. 44 

Debt secured by collateral, is also included in the covered creditors, such as repos, 
covered bonds and other structured finance instruments (ABS) issued by the Bank 
and collaterallsed by residential mortgages, consumer loans, SMEs loans. In all of 
these cases, these debts will be secured up to the limit of the claim to the pledge 
creditor. 

Where the creditor is the Bank of Spain, ECB or other Central Bank"5, (26, 7bn of the 
C49.9bn noted above, the pledge creditor may issue a certificate attesting the 
amounts due and then (themselves) take steps to immediately realise the relevant 
collateral to satisfy the debt"6• This allows the relevant creditor to effect immediate 
execution of the financial guarantee without any delay arising from the opening of 
the insolvency proceeding47

• 

As noted above, interest continues to accrue on pledge claims, as an exception to 
the suspension of Interest rule post liquidation. 

Claims against the estate 

Any liability arising after the opening of the insolvency proceeding will be considered 
a claim against the estate. In the case of liquidation proceedings, these are paid in 
priority to other llabllltles and lndude: 

i. Liquidators' fees and costs 

ii. Employee related costs 

iii. Contract termination costs 

Iv. Operating costs 

"Diaz Revoria, Enrique. 2014, "Manual de especiallzaci6n en Admlnlstraci6n Cancursal'', 
Madrid: Fe d'er1c1tas, pg. 215. 
•• Article 1S4 Spanish Insolvency Act. 
•s Finally, the formalisation of these guarantees prior to the Insolvency declaration 
will not be subject to the rules of Reintegration Action. 
46 Additional Provision Second Spanish Insolvency Act 13/1994. 

47 Articles 90.3 and 94. s of Spanish Insolvency Act. 
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We understand that as at the Resolution Date May salaries had been paid and 
accordingly for the purposes of this analysis, unpaid salaries from 1 June 2017 to the 
date of the opening of the insolvency proceedlng48

, will be classified as claims against 
the estate and would be paid up to the limits noted above•9 • 

Claims against the estate arise during the whole process and would need to be paid 
prior to distributions to creditors. We consider that the liquidator would create a 
buffer for the payments of these costs. Thereafter, realisations could be distributed 
to creditors as funds become available according to the creditor hierarchy. 

General privileged creditor 

Claims with a general preference lndude the following and are ranked in a hierarchy 
with item I paid first and Item Iv paid last on a Pari Passu basis within each sub-class: 

i. Tax and claims of public institutions; 

ii. Deposits guaranteed by the Deposit Guarantee Fund (up to€ 100,000)50; 

iii. Deposits from households and micro, small and medium enterprises that exceed 
the guaranteed level as well as the guaranteed deposits constituted through 
branches outside the EU; 

Iv. Pending salaries at the moment of the liquidation opening not classified as dalms 
against the estate wlth the limit of three times the relevant legal minimum 
wage51• 

Claims with general preference are paid from unpledged assets, without affecting 
pledge creditors' collateral. 

Unsecured creditors (ordinary claims) 

Claims that are not classified as preferential (pledge or general preference) or 
subordinated will be classed as ordinary daims. In the Banco Popular case, unsecured 
debt, institutional non covered deposits, legal claims, etc. would be classlfled as 
ordinary claims. Any deficiency on pledge daims would also rank as an ordinary 
claim. All will rank Pali Passu. 

Payment of ordinary daims will be made once pledge creditors (up to the lower of 
the claim or backing collateral), claims against the estate and claims with general 
preference have been satisfied In full and wl II rank pari passu. 

Subordinated claims 

Subordinated claims are subdivided into seven sub-categories. for the purpose of the 
Report, we consider the below three sub-categories to be the most relevant. 
Subordinated claims are the last to be paid with payment ranked by the following 
hierarchy: 

l. Claims subordinated by contract {€2.04bn of the €:10.8bn noted above) 

This category Includes ATl and T2 instruments. In this regard, we have assumed 
that In an Insolvency scenario. the Instruments with ISINs XS0979444402 and 
XS1189104356 (those that under certain circumstances would have been 
converted Into equity under the resolution action) would not have converted into 
equity prior to liquidation. 

•• Article 84.2.10 of Spanish Insolvency Act 
•• RD 742 / 2016, 
so Additional Provision Fourteen Law 11/2015, 
51 We h,ive considered these ctalms not material for the liquidation exerclSil, 
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As regards, claims which are contractually subordinated, certain legal literature 52 

argue that It Is legally valid for parties to agree to relegate themselves to the 
lowest level of subordinated if specifled in the contract (f.e. the credit would be 
paid after intra-group debt). 

This position is untested in the Courts, but in the specific case of Banco Popular, 
the following Instruments specify in their contracts the relegation of their claims 
to the lowest level of subordination. 

• ISIN DE0009190702: €64.lm 

• ISIN DE000A0BDWl0: €19.lm 

• ISIN XS0288613119: CS.4m 

• ISIN XS0225590362: C7.4m 

Given the Issue Is untested, we have not reflected this in our analysis and have 
instead applied the hierarchy defined under the Spanish Insolvency Act (I.e. these 
would be above intra-group). 

2. Claims constituted by charges or interest rates (C0.lbn of the €10.Sbn noted 
above). 

Unpaid pre liquidation Interest (including interest to secured creditors not covered 
by pledge assets) will be paid before intra-group claims. As noted above interest 
on claims ( other than pledge claims) ceases to accrue in the liquidation 
proceedings. 

3. Intra-group claims (€:S.6bn of the C10.8bn noted above) 

Amounts due to companies within the same group are subordinated to the lowest 
level of claims ( ahead of equity onfy)s3• 

One consequence of this may be that intra-group balances due from the Bank to 
subsidiaries will become uncollectable in the event of the Bank's llquldatlon which 
may force the Insolvency of the relevant subsidiary. 

Once all the aforementioned clalms are paid (includlng subordinated claims), the 
remaining assets will be distributed to shareholders. 

sz Diaz Revorlo, Enrique. 2014, ·Manual de especlallzaclon en Administraclon Concursal", 
Madrid: Fe <!'erratas, pg. 215. 
" Article 42 of Commercial Code. 
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4. Liquidation Valuation: Analysis of results 

4.1. Loans and Receivables assets 
As detailed in the table below, the N8V of loans and receivables as at 6 June :Z017 
was (83.3bn, and comprised the following sub-categories: 

Lum;: .iml Nteielvables NtW 
(Cm) 

HIIIY (6 I.- 20U't 

.,,1""610,n>l'f'JII 

8. c .. e1o1 )l'dlllvtlOIW; 

A. Fixed Income assets valued at their amortized cost as at the reference date, using 
the effective interest method (see section 4.6); 

B. Credit Institutions includes: 

• Operations with other entities of the Group ((4,081m}. We have carried out a 
significant liquidation exercise for Banco Popular Portugal, Banco Pastor and 
Popular Banca Privada, concluding that the recovery value for Banco Popular's 
rights In these financial entitles represents between a 31.9% and 40.6% of 
the NBV, depending on the scenario. 

• Operations with other credit institutions and credit tlnance companies that are 
classified as country risk level 154 (C3,583m). These operations do not have 
appreciable risk and do not require additional adjustments to the NBV as at 
the Resolution Date55; 

C. Loans and advances to customers other than credit Jnstltutlons and credit finance 
companies. In this section, we only describe the methodology and results 
followed for this portfolio. The remainder of this section provides further details 
of this analysis. 

Accounting reconciliation 

The Loan Tape has been requested and obtained as of the Valuation Date (1.1.). 
Additionally, extra-accounting adjustments for loans and receivables have been 
requested and obtained as of the Valuation Date (1.2.). Finally, we requested and 
obtained the detail of the lntragroup positions as of the Valuation Date ( 2. ). All 
information has been reconciled to Banco Popular accounting position as of 6 June, 
observing the following differences: 

"This classlficatfon has beer1 developed according to Circular 4/2016 of Bank of Spain. 
However, the update included under points 153 to 163 of IX Anne>< of Circular 4/2017 of 
Bank of Spain (released after the Resolution Date) would have not changed our conclusions 
on the referred classification. 
55 As It Is di5posed In the Annex IX of Circular 4/2017 of Bank of Spain. 
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1. Non intra-group positions (C72,843m), of which: 
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1.1. C71,06lm was detailed In the Loan Tape provided by the Bank. The 
methodology descrl bed In this section applies to this amount, 

1.2. C1,78lm was omitted in the Loan Tape provided by the Bank. This includes 
the NBV of the credit positions56 not provided in the Loan Tape obtained from 
the Bank (but lnduded in other data tapes) adjusted by the provisions 
constituted as of the Valuation Date, but not assigned contractually. 
Considering the nature of these financial instruments, we have considered 
that the GBV could be recovered In Its entirety. 

2. Intra-group positions (C2,345m). This Includes the NBV of the lntragroup 
positions lnfonned by Banco Popular at Valuation Date. We have analysed the 
impact of Banco Popular's liquidation against these counterparties, concluding 
that 7.6% (worst case) and 10.5% (best case) of its NBV would be recovered 
( see section 5), 

General overview 

As at 6 June 2017 Banco Popular's entity loan book was broken down into the 
following segments: 

Loan pordollo Cftdlt categarlu 
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Loan exposures to corporate represent 67% of GBV and 64% of NBV. 

Mortgages account for 25% of GBV and 28% of NBV. 

Reclas.sifications and amendments to original loan tape data 

Reclassification of pre-default customers: 

In our assessment of the loan book and performing / non-perfonning split, we have 
specifically reviewed customers classified as Stage 2 under IFRS 9, The following sub· 
groups have been reclassified as NPL as a result of this analysis based on 

so Mainly Sale and Repurcl1ase Agreements. 

38 



Valuation of dlfferenee In t«?atment • Banco Popular Espanol 

characteristics that would indicate their likely migration in the short term to NPL 
status partfcularly In the event of Insolvency of the Bank: 

• Pre-default contracts (30 • 90 days in arrears) with an outstanding debt 
balance higher than the recoverable value of the collaterals received; 

• All performing contracts where the customer has another contract in default 
and: 

- For the retail portfolio • the outstanding value on the performing contracts 
are higher than the recoverable value of the collaterals received; 

- For other segments - all contracts regardless of collateralisation level, but 
considering the materiality of the contract in default to the overall 
relationship (in line with EBA materiality thresholds). 

This treatment Is in line with the Bank of Spain Circular 4/2017. 

Total exposures classified as NPL after this reclassification amount to C20.2bn 
representing 25.3% of GBV. 87% of these are represented by corporates. A further 
10% of the NPL portfolio comprises exposure to mortgages. 
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Correcting Interest rate for erroneous data 

lnterest payments are an important element in the generation of the cash flows of 
the Bank. In the loan data tape we found certain differences between the average 
interest rates therein and the average rates in the Spanish market and to the Bank's 
own rates as reported In the latest management reports. Analysis showed that this 
Is mainly due to certain outliers (e.g. very high or very low rates) and these have 
been removed in developing the cash flow profile. 

Overall methodology and approach to valuation of loans and advances to 
customers 

We have modelled the expected cash flows from the loan book on the basis of a 
liqufdatlon In the three time periods considered, as noted in Section 2.2.2. 

The summary liquidation strategy considered would: 

39 

• Sell the NPL book as soon as possible to prevent further deterioration In the 
Bank's position and given the appetite fn the Spanish market for such assets. 
This is consistent with experience In other bank liquidations; 

• Manage the performing loan book for the time period of the liquidation, 
collecting Interest and capital repayments over that time-frame and ultimately 
selling the remaining loans at the end of the period. For performing loans that 
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default during the liquidation, It has been assumed that these exposures would 
be packaged and sold to distressed investors on a rolling basis. 

We have outlined the methodology used, the limitations to our work and the 
sensitivities that may lntluence the accuracy of the flnal outcome In the sections 
below considering separately Secured NPLs, Unsecured NPLs and Pls. 

In order to estimate the cash flows, we have developed a detailed model for each 
asset class: 

• For the sale of the NPL portfolios shortly after the start of liquidation, and the 
remaining PL portfolio at the end of the liquidation, we have considered that 
the NPL element of the book is most likely to be acquired by one or more 
private equity/distressed debt funds. The funds will value the secured book 
on an asset-by-asset basis with a primary focus on the cash flows associated 
with collateral realisation; the unsecured book would typically be valued based 
on historic payment cash Hows; whereas 

• Elements of the PL book may be acquired by the same or similar funds, or by 
other banks. Typically, non-bank Investors will adopt a cash flow-based 
approach based on payment history. Bank investors, on the contrary, may 
adopt an alternative, expected loss approach utilising their own data for 
sl mllar portfolios to drive any adjustments required to the expected loss 
parameters. 

Experience of prior bank liquidations in other jurisdictions demonstrates that the 
liquidator may have significant Issues with putting together a high quality data room 
and managing a transaction In the optimum way given the disruption and 
motivational issues affecting staff; this may have a significant impact on the timing 
of sales and the price achievable. 

NPLs secured 

a, NPL secured: overview 
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66.6% of all Banco Popular's NPLs are secured by way of Real Estate collateral. Of 
these, 84.4% are corporate loans and 15.6% are mortgages. 67.1% and 61.9% 
respectively of corporate loans and mortgages by GBV have L TVs of more than 90%. 

The indexed Real Estate Value is the value of the real estate collateral to the loans 
calculated as explained in this document later on in section Collateral 11sset values 
section. 

b. NPL secured: Market standard approach 

NPLs are a specialist asset class typically appealing to certain types of expert investor 
only. The due diligence approach to valuation is detailed and in-depth. Whilst there 
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are variations linked to portfolio type and granularity, a typical due diligence process 
to determine pricing would involve, inter a/ia: 

• Diita tiipe analysis: ensuring the availablllty of a comprehensive and 
accurate set of data tapes (borrower, loan, collateral) is the most critical part 
of the vendor due diligence process, 

• Payment history analysis: analysis of the detailed payment history is very 
useful for secured portfol los and almost Indispensable for unsecured 
portfolios. 

• Loans and security documentation review: the value and enforceability 
of the security is a key element when evaluating NPLs. 

• Collateral valuation: for secured NPL portfolios the vast majority of the 
recovery Is driven by the enforcement and sale of the property collateral, and 
therefore the value and nature of those needs to be thoroughly assessed. 

• Bank Q&A: in a classic portfolio transaction the buyer and seller would be in 
regular contact for the darification of issues identified in relation to the work· 
streams described above, 

c;, NPL secured: key assumptions used 

Collateral asset values 

The main driver for the valuation of secured NPLs is the recovery of amounts from 
the sale of the repossessed assets. As such, the valuation of the Real Estate collateral 
is key, Critically, we have assumed that all the Real Estate presented in the Bank's 
data tape Is existing, still part of the security package, and enforceable. 

The third-party valuation reports provided by Banco Popular for collateral had not 
been updated for many years (the average third party appraisal date was 2009). As 
a result, we have inde)(ed these values from the year In which the valuation was 
carried out to the Resolution Date. The index was developed by Deloitte based on the 
price evolution Information provided by one of the leading appraisal companies in 
Spain, and the main macroeconomic indicators employed In the definition of the Debt 
to Income ratio produced by Deloitte based on information regarding, for example, 
regional Income and costs. To validate and calibrate the index values, we have also 
performed desktop valuations on a sample of 122 repossessed properties. 

Legal status and timing of asset sale 

No reliable Indicator was provided In the Final Data Tape as to whether or not legal 
proceedings had commenced for each NPL and no sub-markers were provided to 
demonstrate which stage of the legal process had been reached. For developing the 
underlying cash flows, we have assumed that all NPL positions are enforced via legal 
procedure with exit tlmlng being the sum of the enforcement timing and of the 
property sale timing. 

On average, we have assumed 24 months for repossession and sales timing ranging 
between 12 and 24 months. ' 

The specific assumptions for the timing of sales consider: 

• Differences in the type of real estate (for example, residential properties would 
typically take less time to sell than land); and 

• Sensitivities were Included on sales' timings by adding and subtracting 6 
months from our Base case estimates in our low and high cases respectively. 

Debt ranking and syndication 

The recoverability of any loan is highly dependent on a bank's collateral ranking 
where multiple lenders have recourse to the same underlying asset whether through 
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syndic;ited facilities or alterm1tive bilateral arrangements. Typically, where the bank 
does not have a first lien position, recoverability wlll be minimal or nil. 

In the course of our work, we have received no lnformatlon on collateral ranking or 
on the existence of syndicated lending. In the absence of this, or any publidy 
av al I able benchmarks, we have made the assumption that all debt rankings are first 
liens. 

Recovery and ongoing costs 

The following costs of recovery have been included in the valuation model; 

• legal costs; high level assumptions on typical legal and enforcement costs of 
between 7% and 10% have been assumed for the purposes of the valuation 
based on historical observations of similar exposures; 

• Asset disposal costs; average disposal costs (agency fees, taxation, etc.) in 
the region of 5% over the sales proceeds In line with typical Spanish market 
charactenstlcs have been assumed; 

• Asset management costs: typical asset management fees of between 8 and 
10 basis points have been assumed for the running of the property portfolio 
in the period between foreclosure and sale. 

Other NPL secured portfolio assumptions 

Other portfolio-based drivers have been included as overlays to the general portfolio 
cash flows. These take into consideration the costs of acquiring and managing the 
portfolio, as well as the nsk/retums associated with It. These can be summarised as: 

• Servicing costs: the fees that a Spanish-based, speciallsed servicer would 
typically ch<1rge to m<1nage a portfolio of this nature on behalf of the investor; 

• Transaction costs: the acquisition of an NPL portfolio Incurs significant due 
diligence and other costs on the part of the purchaser; transaction costs 
proportionate to the size of the NPL portfollo have been assumed; and 

• IRR: we have assumed that the distressed investors interested in this type of 
portfolio would require lRRs of between 16% In the high case and 20% In the 
low case which are higher than what we are observing In the market due to 
the fact that a sale of an NPL portfolio In a liquidation scenario would have to 
factor in; 

- Expected lesser quality of the processes and Information provided to the 
potential buyers; 

- Inability of the seller (the liquidator) to provide representations and 
warranties In the Sales and Purchase Agreement. 

NPLs unsecured 

a. NPL unsecured: overview 
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33.4% of all Banco Popular's NPL.s are unsecured. Of these, 93.6% are corporate 
loans. 

42 



Valuation of dlrter~nce In trelltment • Banco Popular Espanol 

b. NPL unsecured: key assumptions used 

Use of market benchmarks 

No historical payment data on unsecured NP'-5 has been made avallable to us. As a 
result, we have been unable to develop recovery curves and Instead we have had to 
rely on market benchmark pricing based on comparable transactions to value the 
unsecured NPL portfolio. Market-based sub-portfolios were created and comparable 
multiples applied in line with this segmentation. 

A range of multiples have been used to reach base case, best case and worst case 
estimates as detailed below. 
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The above market multi pies are based on averages compiled by Deloitte based on 
non-public information. 

We note that benchmark pricing may not be a wholly reliable estimate for the 
realisable value of the unsecured NPL portfolio. 

c, NPL secured and unsecured: 

Summary of assumptions for best and worst case 

As explained earlier In the Report, NPLs are assumed to be sold In December 2018, 
i.e., roughly 18 months after the Reolutlon Date, In all scenarios: 18 months, 3 years, 
and 7 years. 

Within each of these three exit timeframes, a limited number of assumptions have 
been flexed in order to obtain best and worst case scenarios. All have been described 
in their respective sections above but, for clarity, we summarise them below: 

• NPL secured 

- Exit timing: different exit timings of between 12 and 24 months have been 
assumed for each position depending on the type of real estate securing 
the loan. In the best case and worst case scenarios 6 months have been 
respectively subtracted from and added to the timing of each position; 

- Discount rates: the portfolio remaining after 18 months from the 
Reolution Date is sold to an NPL Investor that will apply a discount rate to 
the forecasted cash flows In line with the market for such assets. The IRR 
is assumed at 16% and 20% respectively for the best case and worst case 
scenarios respectively. 

• NPL unsecured 

Market com parables: as It can be seen In the respective section and Its table, different 
comparables have been used for different segments of the NPL portfolio. Those are 
based on recent transactions in the Iberian market. For the best case and worst case 
we have used, respectively, the highest and lowest Prlce/GSV multiples observed. 
Those average out at l l. 0% In the best case and 2.0% in the worst case. 

Impact of using hlgh•level assumptions 

As explained in several parts of the NPL section, certain high-level assumptions had 
to be made due to the lack of suitable data. It Is not possible to quantify the exact 
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Impact of each of these assumptions on the overall liquldatlon recoveries but, in some 
cases, a directional indication can be provided. 

The table below indicates if the approach taken with each high-level assumption has 
been accretlve or decretlve from the liquidation recovery modelled. Note that this 
table does not refer to all assumptions of the model but only to those made because 
of the lack of suitable data. 

Assumption Value impact 

All the real estate provided in the collateral tape is Accretive 
existing, still part of the security, and enforceable 

Use of Indexed real estate values Instead of actual cannot be detennined 
valuations 

Impact on recoveries assuming that all positions exited Decretlve 
via legal procedure instead of a combination of strategies, 
including negotiated and extra-judicial 

Impact on timing assuming that all positions exited via Decretive 
legal procedure Instead of a combination of strategies, 
including negotiated and extra-judicial 

Impact assuming that all positions are l" lien ranking Accretlve 
Instead of a combination of 1 •t lien and greater 

For unsecured NPLs use of market multiples instead of Cannot be determined 
discounted cash flows based on histoncal recovery curves 

d. Cross-checking results with other approaches 

As described above, the NPL portfolio has been assessed on the basis of a sale In the 
market after a relatively short time after the liquidation. As such the assumptions we 
have used are made ln the context of the pnce that an Investor would pay to acquire 
the portfolio. 

We have cross-checked the results obtained to the Price / GBV ratios currently paid 
on similar secured and unsecured NPL portfolios. This provides reasonable comfort 
that our valuation Is In line with the market and, In fact, possibly on the high side. 
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The majority of the Performing Loans book is represented by two segments: 59.9% 
are corporates and 30.2% are mortgages. 

52.3% of all Performing Loans are secured by real estate collateral. 
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Mortgages, at 20.9 years weighted average remaining years to maturity are the loans 
with the longest remaining life. Corporates have a much shorter weighted average 
maturity of 5.9 years remaining. 

b. Pls: key assumptions used 

We have utilised an adjusted expected loss methodology for estimating cash flows 
on the performing book. We have estimated the cash flows from the collection of 
prlnclpal repayments and Interest taking into account the loan contract Information 
In the data tape. We have made adjustments to these cash flows for prepayments, 
defaults and recovery rates on the portfolio based on a liquidation scenario for the 
different time horizons considered. Further information on these key components Is 
outlined below. 

Prepayments of Corporate customers 

We have assumed that prepayment rates are II kely to be significantly higher in a 
liquidation scenario than has hlstorlcally been the case for a going concem bank as 
customers who have the ability to do so will tend to migrate to other tlnanclal 
institutions and repay their debt with the Bank. The other large Spanish banks are 
also likely to actively try to attract the best customers from the Bank in liquidation. 
This would lead to a customer migration and prepayment on a much larger scale than 
under a business as usual scenario. 

This Is particularly true for Corporate customers that, for the running of their dally 
operations, must rely on a fully functioning bank that can offer products and services 
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such as revolving credit facilities (RCFs), further drawdowns, Point of Sale (POS) 
function, and many others. The Bank wlll not be able to continue offer1 ng such 
services after having been placed into liquidation and, as such, a substantial rate of 
migration of corporate clients to other Institutions Is to be expected. 

In our analysis we have assumed that all corporate customers wlll migrate with the 
exception of: 

• Companies currently In watch list, which are unlikely to be able to refinance 
with a different bank; and 

• Property development companies where competitor banks had little appetite 
at Resolution Date. 

In the sections below we detail the analysis of the impact of prepayments on the 
Bank. 

SMEs -C23,346m of exposures 

All of the exposures not in watch list are expected to migrate to another institution 
for the aforementioned operational reasons . 
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Construction- Civil work - Project finance - C4,126m of exposures 

Within this segment of the portfolio we would expect relatively llttle migration as a 
good portion Is In watch list status and the sub-segment of Construction has very 
I imited appeal to other Spanish ban ks. 
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Large corporates -C8,171m of exposure 

All of the performing exposures are expected to migrate to another Institution for the 
aforementioned operational reasons. 
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All Corporate customers 

As a result of the above, we estimate that, out of (35,643m of performing corporate 
exposures, Q8,596m will migrate to a competitor bank within 1 year of the 
Insolvency starting. This represents c. 80.23% of all performing corporate e><posures. 

Prepayments of Residential Mortgage c:ustomers 

The bank's Insolvency Is also expected to affect Residential Mortgage prepayments 
as well. Some customers will be unable to migrate to other banks either because of 
their poor credit rating or because of high LTV. Others would not move because the 
term remaining on their mortgage is short and therefore It may not be worth the 
effort. On the other hand, customers with good credit rating and/or low LTVs will 
have a choice of either remaining with the Bank or moving to another institution. 

These dynamics are summarized In the diagram below. 
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Customers with an LTV less than 90% that are neither in watch list or that have a 
maturity term left greater than 2 years are more likely to want to migrate. Their 
willingness to move to another bank, however, will depend on their ability to find a 
mortgage in the market at below the interest rate that they are currently paying at 
Banco Popular. Mortgages that are currently at Banco Popular at rates at below 
market levels are unlikely to want to move. The below matrix explains the 
relationship between LTV, Interest rate, and migration willingness. 

Also note that there are no baniers to prevent a customer moving thelr mortgage to 
another provider notwithstanding the fact that certain loans have a prepayment fee. 
Customers with deposits at Banco Popular will have to flnd an alternative provider 
for the deposits and we consider it likely that those providers will give incentives and 
simplify the process of moving their other products. As a result, we do not consider 
this fee to be a disincentive to customers moving their mortgages. We also consider 
the llquidator may be unable to enforce the prepayment fee if customers are seen as 
having to move because of ,operational difficulties of Banco Popular following the, 
liquidation. Finally, we estimated these fees to be in the region of €:40m, for all 
customers leaving the Bank, (I.e. not material) and therefore we have not Included 
Income related to this. 

Based on the analysis above It 1s· estimated that, out of (17,997bn of performing 
mortgage exposures, C6,038bn will migrate to a competitor bank within 18 months 
of the insolvency starting. This represents c. 33.55% of all performing mortgage 
exposures. 

PDsand LGDs 

When underwriting portfolios for acquisition or secur1tlzation, private investors would 
typically look at the default and recovery curves produced from the historical 
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payment history of the loans. The payment data to conduct this analysis was not 
available to us in our work. In the circumstances, a number of assumptions had to 
be made as set out below, lndudlng the use of PDs and LGDs as proxies for the 
default and recovery curves. 

Probabllity of def av It (PD) 

To determine the probability of a performing loan going Into default during the 
liquidation period, we obtained the 12-month PD (probability of default In 12 months) 
reported by Banco Popular at 6 June 2017. We understand these 12-month PDs were 
calculated based on actual experience of the portfolio over the preceding years. We 
compared these 12-month PDs to the PDs estimated by other entitles In the sector, 
in order to assess their reasonableness and concluded that the 12-month PD data 
provided by Banco Popular is in line with these benchmarks. 

We have used these 12-month PDs to derive a lifetime PD over the maturity of each 
loan, based on a survival methodology. 

Loss Given Default (LGD) 

In order to calculate the LGD, we used the following formula: 

LGD = LGL x (l-Cure rate), where: 

i. LGL is "Loss Given Loss", representing the difference between the exposure 
at default and the collateral recovery value. 

The exposure at default has been calculated at contract level. The Recovery 
value Is the expected cash flow from the collateral and other credit 
enhancements that are part of the contractual conditions and are not 
separately recognised by the bank. 

The recovery value of each collateral asset has been estimated reviewing and 
adjusting the appraisal value informed by the bank In the COB provided: 

RV1 = VRef 1 • (1 - HC, - Ce,ct, - Cmnt, - Cs/1) 

Where: 

RVi: Recovery Value of the collateral 

VRefi: Appraisal value of the collateral provided by the entity 

HCt: Indexation applicable to VRefl In order to obtain the collateral fair value 
at the point of default 

Cextt: Expected repossession costs for the collateral. 

Cmntt: Expected maintenance costs for the collateral from repossession 

Cslt: Expected costs aroused In the sale of the collateral. 

ii. The cure rate is the probability of a loan "curing" from default back to 
performing. 
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The cure rates rep5>rted by Banco Popular at 6 June 2017 have been compared 
to the cure rate estimated by other entitles In the sector, In order to assess 
their reasonableness. 

Cure rates provided by Banco Popular have been slightly adjusted as the Bank 
considers a cure rate for those operations with more than 21 months of 
default. We have considered that In liquidation, curing from this position is 
not II kely and the only recovery value would be derived from the execution 
and sale of the collateral. This is also in line with the Bank of Spain Annex IX 
of Circular 4/2017. 
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Discount rate for the rump of the portfolio 

At the end of the liquidation period the liquidator will sell down any remaining loan 
exposures (the •rump"). These loans are assumed to be disposed In a portfolio sale 
to one or more Investors with the price discounted at the acqulrer's required returns. 

The rump of the portfolio at each assumed scenario exit will be composed as follows: 
lOlM fin.at rump 
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The discount rate used for the valuation of the sale of the rump at the end of the 
liquidation tlmeframe in each scenario reflects the required return rates In the 
Spanish market for each asset class based on the forecast risk profile at the time of 
liquidation with some adjustments to take into consideration the fact that: 

• The data available and process run by the liquidator are likely to be sub
standard in comparison with a standard market transaction In a non-stressed 
situation creating additional uncertainty and risk for the buyer; 

• The seller being a lfquldator will not be able to provide representations and 
warranties In the Sales and Purchase Contract that would be typical in a non
stressed sale. 

As a result of the above, we have assumed discount rates for the rump of the portfolio 
for the different scenarios as shown below: 

loan., tln.a.t rump dbeount rut: 
(Cm) 

,ovl':t. Olfoll:unlll"IS 

The changing discount rates used In the different exit time scenarios reflect the 
evolvlng mix of the different asset classes In the portfolio and their respective 
assumed cliscount rates. 

Note that In the exit assumptions for the sale of the rump, we have assumed that 
there are no regulatory or regulatory capital restrictions on a bank acquiring 
the Banco Popular rump PL portfolio. We have also assumed that ban ks would be 
able to raise sufficient capital to invest in such a large volume of Pls. In practice, 
either of these assumptions may prove to be optimistic particularly if any large scale 
or longer term market dislocation occurs as a result of the insolvency. 

In addition, no account has been taken of costs that might be Incurred by the acqulrer 
to refinance the portfolio(s} acquired, for example those associated with rating 
agencies, underwriters, etc. In the case of a securitisation). 

Summary of assumptions for best and worst case 

All assumptions are the same in the three liquidation scenarios ( 18 months, 3 years, 
and 7 years), with the exception of the discount rate of the rump, as described In the 
respective section of this document. 
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Within each of these three scenarlos, the discount rate In the best and worst cases 
vary. 1he discount rates applied In each of these six combinations can be seen In the 
respective section. 

Impact of using hlgh•level assumptions 

As explained In several parts of the Report, certain high-level assumptions had to be 
made due to the lack of suitable data. It is not possible to quantify the exact Impact 
of each of these assumptions on the overall liquidation recoveries but, in some cases, 
a directional indication can be provided. 

The table below Indicates If the approach taken with each high-level assumption has 
been accretive to or decretive from the recovery to shareholders and debt holders. 
Note that this table does not refer to all assumptions of the model but only to those 
made because of the lack of suitable data. 

Assumption Value impact 

Using the expected loss methodology (PDs and LGDs) Accretive 
when forecasting defaults and recoveries instead of 
deriving default and recovery curves from historical 
payment history 

Outcome for Banco Popular 
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4.2. Real Estate assets 
Overview 
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The real estate portfolio Includes both foreclosed assets and own use assets. 
Foreclosed assets lndude a portfolio of non-current assets held for sale (accounted 
for at fair value), as well as investment properties that are rented and Inventories In 
subsidiaries that undertake property development activity. Own use properties 
principally consist of the branches, headquarters premises, such as Abelias or Luca 
de Tena, and furniture, such as chairs, tables, closets, and shelving, and electronic 
equipment, such as computer hardware and printers. 
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We obtained a data tape for real estate assets from Banco Popular, dated 31 May 
2017. There Is a difference of E:17m, which Is not considered material. 
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Methodological approach and hypothesis explanation 

We set out our views on the appropriate liquidation strategy for rear estate assets In 
section 3.2, namely a phased realisation of assets over the course of the liquidation 
(18-month, 3-year and 7-year scenarios). In our opinion, this is the most appropriate 
strategy to maximise value from the assets and reflects our knowledge of the Spanish 
real estate market, the Bank's portfolio and our views as to how the market Is likely 
to evolve in the future regarding the price evolution forecasts and macroeconomic 
estimations (see also section 2.3 - Macroeconomic context). 

We have set out the anticipated phasing of the realisations for the three scenarios 
for liquidation duration. 
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For foreclosed properties (C3,480m), we applied the following approach to estimate 
the amount which could be realised in a Uquldatlon scenario: 

• A desktop valuation methodology using a statistical model developed by 
Deloitte that incorporates a national database of values and takes Into account 
the heterogeneity of the Spanish regions and specific local real estate 
conditions ("Top-Down - initial approach"). This methodology adjusts the 
latest appraisal value provided for each asset (typically the average latest 
available appraisal dates were 2016) considering its location, typology, status, 
and other macroeconomic inputs, such as CPI, unemployment rate, disposal 
income, labour force, etc. to a current value as at the Resolution Date. Then 
this updated value Is projected forward to the point of sale using a forward 
price index (the same used for "collateral asset value" In Loans and 
Receivables) which reflects on a regional basis real estate price increases over 
the period. Then it Is discounted using a market-based discount rate deducting 
also maintenance costs during the sale period (approximately an average of 
0.3% of the market value per year) and sale costs (approximately 5%). 

• The expected cash flows from the sales are linearly projected during the time 
to sell, estimated for each asset (I.e. 10 years). In each given liquldatlon 
scenario {18 months, 3 years and 7 years) the remaining volume is sold at 
the end of the liquidation period with the remaining cash flows discounted 
using a market-based discount rate defined considering the liquidation 
scenario and the time to sale, Including market capacity. 

Our approach for Own Use assets (C247m) was as follows: 

• Bullding and branches 
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- We assessed a 191 branch sample, corresponding to a NBV of €103m 
(89% of the total) on an Individual basis to estimate fair value as at 6 
June 2017 and extrapolated to cover the remaining properties. 

- We analysed the branch network (including leased assets) to determine a 
"Run-off portfolio" (of/lee buildings and branches that will be maintained 
during the entire llquidation period) and a "disposal portfolio". The "Run
off portfolio" retained during the entire liquidation period comprises the 
most operationally significant properties (owned and leased) in terms of 
location, size and representativeness such as O.P. branches (main offices) 
in all the regions and headquarters. The remaining properties are 
gradually sold considering market capacity. 
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- Thereafter we applled a similar approach to the above for foredosed 
assets, Indexing the values forward to the anticipated point of sale and 
discounting for a market based discount. 

- For leased assets, we have included early termination costs derived from 
rents for the remaining lease term as claims against the Estate. We have 
used the entire contractual compensation for this, and not adjusted for 
any potential negotiated outcome. 

• Furniture with N8V of (129m has been included in the analysis with a recovery 
of 0.1 % estimated based on realisations in the previous liquidation case of 
Banco Madrid, and considering that there Is no secondary market for this 
product in Spain. 

Outcome of valuation 

Banco Popular Real Estate assets are estimated to reallse the following In a liquidation 
scenario: 
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The realisations from the real estate assets are dependent on the strategy for phasing 
sales; assumptions around the macroeconomic forecast; and the assumed discount 
rate for sales. We have considered the results of our analysis compared to recent 
market activity for real estate portfolios, including the subsequent sale of this specific 
book of real estate assets to Blackrock, and note that our overall result is broadly in 
line with these market transactions. 

4.3. Tax assets 
Overview 

Tax assets as of 6 June 2017 were as follows: 

OTAHElV 
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As noted In Section 3.2 and below, we consider that the liquidator would request 
refund of the CTAs and conversion of the Protected DTAs through the submission of 
the 2017 Corporate Income Tax Return to the Spanish Tax Authorities, to be filed in 
2018. Non-protected OTAs rely on taxable profits, which would not arise in 
liquidation. 
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Methodological approach and hypothesis explanation 

The estimated recoverability or realisation of tax assets Is based on the provisions 
for legal dissolution defined in the Spanish Tax Legislation. 

We have reviewed the criteria adopted by Banco Popular for the recognition of 
protected DTAs and non-protected DTAs and consider It to be conceptually reasonable 
according to the applicable Spanish tax legislation. In addition, we have verified that 
the amount of Protected DTAs registered at 6 June 2017 Is the same as the amount 
registered at December 2016, which had been reviewed by the extemal Statutory 
Auditor. 

The treatment of tax assets In a llquldatlon is as follows: 

• CTAs: Recoverabllity does not rely on future profits; the liquidator would 
expect to recover the full book value. 

According to the information provided by Banco Popular, (6lm of the amount 
registered should be considered for tax purposes as non-protected DTAs. For 
the purposes of our analysis this amount has been reallocated. 

Recovery of the remaining balance would be achieved through the 
corresponding Corporate Income Tax Return (FY2017 or 2018) or Value Added 
Tax Returns. 

• Protected DTAs: Recoverability does not necessarily depend on future 
profits. Protected OTAs can be converted Into credit against the Spanish Tax 
Authorities when at least one of the following conditions are met: 

• (I} Recognition of accounting losses in the audited financial statements 57; or 

• (II) The entity is liquidated or declared Insolvent by the relevant court58• 

Consequently, of the declaration of Insolvency, circumstance detailed In point 
ii) above occurs, and therefore Protected DTAs assets wlll be converted into a 
credit against the Spanish Tax Authoritles 59• The request for the conversion 
would be performed through the corresponding Corporate Income Tax Return 
(likely FY2017)60

• For the purposes of our analysis we consider that the full 
balance would be recovered; however we note that given the amount of the 
requested credit a tax audit would most likely occur prior to payment which 
could delay repayment or Indeed reduce the amount of the final realisation. 

Finally, it is unlikely that new Protected OTAs could be generated In the tax 
periods between the declaration of insolvency and the legal extinction of Banco 
Populaf'. 

s, In case of recognition of accounting losses, the amount subject to conversion will be 
detennined by the result of applying the pe~entage represented by the accounting losses for 
the year to the sum of capital and reser11es over the total thereof. 
58 In this case the conversion of all the remaining amount of Protected OTAs could be 
requested. 
s• In the conversion, taxpayer may choose between: 1) claiming a payment of the amount of 
the credit from the Tax Authorities, or II) offsetting those credits against other tax llal>illtles. 
~0 It Is likely that, because of the accounting losses recorded In 2016, It has already been 
requested (through the 2016 CIT Rel:\Jm) the conversion Into a credit against the Spanish 
Tax Authorities of part of the amount corresponding to Protected DTAs. 
•• From 2016, because of the legislation amendments, new OTAs generated could only be 
considered as protected up to the limit of the CIT llablllty obtained In the tax period. 
Considering that no CIT liability has been recognlzeel In 2016 Annual Accounts and that no 
taxable profits are being forecast In the liquidation, only DTAs generated until 2015 OTAs 
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• Non Protected DTAs: As noted, thls Includes €:61m reallocated from CTA's. 

Recoverability Is dependent on future taxable profits. Ukewlse, according to 
the tax legislation currently in force, Non protected DTAs cannot be sold 
separately. 

Non protected OT As not utll lsed prior to extinction period of the entity will be 
lost. No taxable profits are being forecast in the liquidation against which non
protected DTA's could be off-set. In any case, if taxable profits are generated 
in the mentioned period, Non protected DTAs could only be utilised against 
new (future) tax llablllties, arising no Impact for valuation purposes. 

Therefore, no realisation is expected from the Non-protected DTAs, other than 
to the extent to set off against the DTLs already recognised. 

Finally, addltlonally, for the same reason, no realisation is expected from the 
Non-protected DTAs to be generated, if applicable, in the liquidation period 
(FY2017 onwards). 

Outcome of valuation 

No range has been considered In the valuation. The total realisable value in liquidation 
of CTAs and DTAs is estimated as follows: 

I>TAeSU'l'le.ted e.uet rea&atlot\ 
(Cm) 
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We have assumed that the payment of CTAs and Protected DTAs could be requested 
within 18 months. In terms of the non-protected DTAs the values above represent 
set off against DTLs recognised. 

Assuming that the insolvency would be declared during 2017, the conversion of 
Protected DTAs Into a credit against the Spanish Tax Authorities would be requested 
throogh the FY2017 Corporate Income Tax Return (to be submitted in July 2018). 
Likewise, the CTAs would also be mainly requested through the same Return. 

The Spanish Tax Authorities generally have a 6·months deadline, from the date when 
the relevant return is submitted, to refund of the requested tax assets. Nevertheless, 
in some cases the refund is carried out later (in the case of CTAs Interest is payable 
by the Tax Authorities on any delay}. As above, given the size and circumstances of 
the claim, it is expected that an audit would be commissioned and that, in practice, 
the recoverability could take more than 6 months, although the Impact on overall 
recovery would not be significant. In any case, the legislation establishes a 4-year 
statute of !Imitations for reviewing the Corporate Income Tax returns. 

could be considered as protected, and therefore, subject to conversion Into a credit against 
the Spanish Tax Authorities. In any case, If taxable profits are generated In the llquldatlon 
periods, Non Protected OTAs would be utilized against the potential CIT llabllltles as a most 
probable tre<1tment, and therefore, no CIT liability arises. 
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4.4. Joint Ventures, Associates and subsidiaries assets 
overview of the asset 

The balance sheet of Banco Popular as at 6 June 2017 shows investments in 
subsidiaries, joint ventures and associates of (9.9bn (of which Cl.6bn are the 
Investments In Banco Pastor, Banco Popular Portugal and Popular Banca Privada). 
JV, Sub111idiarlH 8t AMocJ.at4t N8V 
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As set out above in section 3.1., a liquidation of Banco Popular would have 
consequences for the rest of the group subsidiaries, joint ventures or associates 
including forcing a number of these into an insolvency process. In turn, the outcomes 
from those processes will inform the overall recoveries to Banco Popular. 

We considered the potential contagion effect from the subordination of intra group 
debt in Banco Popular leading to write down in corresponding intra group assets In 
subsidiaries. 

• For entities that would go into insolvency proceeding as a consequence of 
Banco Popular's liquidation, we estimate that there would be no recoveries on 
the equity investments (this Includes Banco Pastor, Popular Banca Plivada and 
Banco Popular Portugal - see sections 3.1 and 6). 

• 38 entities were identified that would remain on-going which might (inltlally 
at least) remain outside a liquidation process. The NBV of the Investment In 
these Investees of Banco Popular amounted to C8.3bn. Extraction of value 
from these entitles would be either through realisation of the underlying assets 
or through a sale of the shares In the relevant entity by the liquidator. The 
rest of this section focuses on the ongoing entities. 

Methodologlcal approach and hypothesis explanation 

For the 38 entities on going, we obtained the latest available financial information 
before 6 June 2017 and selected the valuation methodology for each entity taking 
into account: the amount of the stake held by the Sank, the industry in which the 
entity operates and the information available which might assist our analysis. 

We have considered the fair value of the resulting entities, which could be sold as 
going concern (through share sales} as a proxy for the amount which a liquidator 
might be able to realise (there are a number off actors which could Impact Fair Value). 
We have based our analysis on: third party valuation reports; offers or price 
Indications received; transactions already announced; price of put / call options 
included in investment agreements; and, other valuation techniques as summarised 
below: 

The market approach based on guideline public company and transaction methods 
to estimate the market value of those entitles with an underlying business. This 
includes comparison of the subject to similar Investments or assets that have been 
sold or offered for sale. We have analysed implied prices at which comparable 
companies are being valued by the market, both using transactions and guideline 
public companies multiples. For those entitles for which an offer or price indication 
had been received recently prior to resolution, we assumed that the potential bidder 
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had a deep knowledge of the Bank's situation as of the offer date and, therefore, no 
discount was applied. 

The asset approach seeks to estimate the value of a business or a business 
ownership Interest, by quantifying the amount of money required to replace the 
Investment or asset with another one having equivalent utility. This approach 
includes adjusted book value and book value methodologies. 

The adjusted book value method Is a method within the asset approach, whereby 
some assets and Jiabilltles are adjusted to their fair value. This approach was ma Inly 
used to value real estate entities whose specific assets have been valued at fair value 
and, therefore, the equity was adjusted based on the resulting value increases / 
reductions from the real estate valuation. 

The real estate valuation was a desktop approach based on a statistical model 
developed by Deloitte, which takes into account the heterogeneity of the Spanish 
regions and their local specific conditions concerning real estate ("Top-Down" lnltlal 
approach). Additionally, to cross-check the output of the top-down exercise, a 
sampling of the most significant assets has been carried out based on their GBV in 
order to challenge, on an individual basis, the fairness of the third party appraisals 
provided by Banco Popular ("Bottom-Up" Approach). 

Finally, we have considered the adjustments for asset Impairment following Banco 
Popular's liquidation (subordination of balances due from the Bank, etc.). 

A summary table setting out the methodology used for the valuation of the 38 entitles 
Is shown below: 
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We have not assumed any specific penalties or price reductions for the' liquidation 
scenario; in practice, this could have a material impact to reflect a number of factors 
including: 
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• A liquidator would not offer any representation or warranties; 

• Data quality issues; 

• Limited number of potential acquirers (especially for joint ventures interests); 

• Valuation of real estate investments is based on adjusted book value and any 
forced-sale adjustment has been considered In the sale of the assets; 

• Damage to business proposition following the Bank's liquidation - certain 
entitles rely for a portion of their business on cross referrals from the Bank. 
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These synergies would be lost following a llquldatlon of the Bank (e.g. Wlzlnk, 
Aliseda SGI and Allianz); 

• The role of the liquidator Is to realise assets which inevitably creates a 
perception of the Bank as a forced seller. 

The impact of including these factors would be to lower recoveries and would not 
therefore change the overall conclusion of the NCWO analysis. 

Outcome of the valuation 
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We have calculated a range of C7 .Sbn to (8.4bn for the estimated reallsable value In 
liquidation for Banco Popular's portfolio of Investments in subsidiaries, joint ventures 
or associates. 

Around 66% of this derives from real estate investment entities (primarily Aliseda 
and Canvives) where the underlying real estate assets have been valued as above. 

Of the remaining 34%, ca. 63% of the value has been estimated based on offers or 
prlce Indications received prior to 6 June 2017. This is on the basis of the assumption 
noted above that the interested parties would have completed at the original offer 
level which results in higher recoveries than are llkely to be achieved in practice for 
the reasons noted above. 

We have assumed that the 38 entities could be sold in the first 18 months of the 
liquidation period. Totalbank, Wizink and Popular Servicios Flnancleros could be 
arranged In the first 6 months following the Resolution Date. 

For entitles with negative equity following the contagion exercise above, we 
concluded they would go into liquidation and there would be no recoveries on the 
equity investments (this includes Banco Pastor, Popular Banca Pnvada and Banco 
Popular Portugal - see section 3.1 ). 

4.5. Intangible assets 
Overview of the asset 

Intangible assets are mainly comprised of goodwill ( derived from the acquisition of 
Banco Pastor), computer software, customer relationships and trademarks. 

On the balance sheet as at 6 June 2017 these were ascribed a value of C1.2bn (NBV). 
lntanfllle NIJV 
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Methodological approach and hypothesis explanation 

We have considered the following factors, which are relevant to the liquidation 
scenario: 
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• Goodwill: We have assumed that under a liquidation scenario, the Bank would 
lose its banking licence and immediately cease to trade; 
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• Trademarks: cessation of business and the fact of the Banks' liquidation will 
adversely Impact any potential value. While It has been possible In other non
financial liquidation situations to sell on the name, we consider this unlikely In 
a sector which relies on customer confidence; 

• Computer software: the liquldator would continue to use this in the liquidation 
(including existing systems, etc.); extracting value from this would be 
dependent on potential buyers. As the software is bespoke to the Bank, there 
are unlikely to be many purchasers as would-be buyers are Ii kely to have their 
own bespoke software according to the market In which they operate. 

• Customer relationships; The value of customer relc1tionships is related to a 
stable customer base (deposits and other related products) on a going concern 
basis. Considering the Bank would lose its banking licence there would be no 
ongoing customer base. 

Outcome of the valuation 

Based on the above, we consider that the outcome In any of the liquidation scenarios 
would be nil or very small. 

4.6. Equity and fixed income assets 
Overview 

As of 6 June 2017, Banco Popular had an Equity and Fixed Income portfolio of 
£28, 7 54m classified as follows: 
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The composition of each portfolio is detailed as below: 

• Financial assets held for trading. All financial assets acquired or held for 
the purpose of selling in the short term or for which there is a recent pattern 
of short-term profit taking are held for trading. 

Financial assets included in this portfolio were valued at their fair value at the 
reference date. 

• Avallable•for•sale financial assets. Indudlng: (i) fixed income that have 
not been classified as loans and receivables, held to maturity or fair value 
through profit or loss investments and (ii) equity Investments In third party 
companies not included in the category of fair value through profit or loss: 
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92% of securities dassified as available for sale are sovereign and municipal bonds. 

Fl nancial assets included in this portfolio were valued at their fair value at the 
reference date. 
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• Loans and receivables - Fixed Income, Including fixed Income assets 
valued at their amortized cost at the reference date, using the effective 
method Interest. 

• Held-to-maturity Investments. Fixed income investments that Banco 
Popular intended to hold to maturity and did not meet the definition of loans 
and receivables. This portfolio is entirely composed by sovereign bonds 
(Spanish, Portuguese and Italian public debt). 

Financial assets included in this category were valued at amortised cost at the 
reference date, using the effective method interest. 

The dlstrlbutlon of these financial assets by fair value hierarchy (level 1, level 2 and 
level 3) is shown below: 
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This shows that; 

• 98% of the portfolio corresponds to Fixed Income (mainly composed by 
sovereign and municipal bonds} and 2% to Equity; 

• 59% of the total fixed income and equity portfolio (C11.2bn)are recorded at 
fair value (available-for- sale and held for trading}; 

• The majority of the portfolio elements are liquid and classlfied as level 1 
((18.Sbn or 98% of the total portfolio}. 

Methodological approach and hypothesis explanation 

In order to simulate a liquidation scenario, we considered the liquidator would sell 
the Investments over a reasonable period of time (to avoid flooding the market) and 
that given the nature of the assets, which are primarily liquid regularly traded quoted 
investments, fair value as at 6 June 2017 would represent a reasonable proxy for the 
realisable amount. As such, we considered the hierarchy of market value under IFRS 
13: 
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• Level 1 - financial assets that have quoted prices in active markets. For these 
instruments, we Independently obtained market prices from market 
Information sources such as Bloomberg and Reuters and compared to the 
prices used In dlltermining the NBV. We considered whether an adjust,;nent 
would be appropriate to account for liquidity Issues in selling the book, but 
noted that the Instruments are all widely traded and the liquidator would be 
able to exit the positions without distorting the market. 

• Level 2 - financial assets that can be valued on the basis of comparable 
instruments or using methodologies that are based on directly or Indirectly 
observable market data. Banco Popular level 2 assets are considered 
lmmatenal (E:15m) so the fair value booked by the entity Is not adjusted. 

• Level 3 - financial assets that can only be valued based on information that is 
not directly observable market data. Valuation methodologies considered by 
Banco Popular have been obtained and analysed to consider the rationale and 
applicability at 6 June 2017. 
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For the worst case scenario, we have included an additional adjustment of Cl 9m 
(which represent the 0.1 % of every instruments market price) to reflect (inter alla): 
the uncertainty associated to the market prices considered in the valuation; the 
uncertainty linked to the valuation models used In those assets classified as Level 3; 
the uncertainty of the future administrative costs associated to Its management and; 
the uncertainty linked to the operational risk derived from its management. This 
additional adjustment, for the valuation of every asset valued at fair value, is based 
on the regulatory framework of prudent valuation under article 105 (14} of Regulation 
(EU) No 575/2013. 

Outcome of the valuation 

tq..a~ .and fbced ll'ICXlm.e esttnated as.s.et reai:Rtkln 
C(m) 

Ck~17!1Jo,mon ~t •ort1ouo ... 
8u-l C4IIO W001<•J.C (e,h1,.. 2017) 

,.,..,.GA 1, u ,ut 1'<1., fo, 1N1 c1.-,t , .. so, ... 
A111"ii.bh-;;;;.. 11 k: An.uGtl <111 m, ,o.tt• \o.•:♦ 1.MU 
\0,1\i ,,., rtt.tlv~,_ • FiaH ln(ll,IN ... .., .. , 
tltblomt1W,,:, U91 u .. 6,6),1 

I Tea• Ir:•• .. n l■,UD ::JC:1■.271::J 
~••N;,n1....i1111 

The principal differences between book value and the amount estimated to be 
realised In liquidation {using fair value as a proxy) arise as follows: 

• The estl mated losses In the Available for Sale portfolio correspond mainly to 
level 3 assets which fair value has been estimated using the valuer 
methodologies {consistent with those accepted and commonly used by market 
participants to determine the market value of these type of instruments), 
resulting In a lower value. 

• Recalculating the fair value amount at 6 June 2017 for assets which are 
otherwise held on the balance sheet at amortised cost, being Loans and 
receivables - Fixed Income and Held-to-maturity assets which correspond to 
level 1 assets (corporate and sovereign bonds). 

4.7. Derivatives position 
Overview 
As of 6 June 2017, the Bank had a derivatives assets portfolio of Cl,757m and a 
derivatives liabilities portfolio of E:2,385m classlfled as follows: 
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Derivatives are Included Ol'I the balance sheet at fair value and may be further 
analysed as follows: 
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• Held for trading derivatives. Including those assets and llabllltles that are 
not designated as a hedge accounting tool, including those embedded 
derivatives separated from of hybrid flnanclal Instruments. 

• Hedge accounting derivatives. Including: 

a) Fair value hedge: a hedge of the exposure to changes In fair value of a 
recognized asset or llabllity or an unrecognized firm commitment, or a 
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component of any such Item, that Is attributable to a particular risk and could 
affect protlt or loss. 

b) Cash flow hedge: a hedge of the exposure to variability In cash flows that ls 
attributable to a particular risk associated with all, or a component of, a 
recognized asset or liability ( such as all or some future interest payments on 
variable-rate debt) or a highly probable forecast transaction, and could affect 
profit or loss. 

The distribution of these financial assets by product is shown below: 
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Counterparty credit risk is managed through netting agreements and collateral -
based on the Information provided, the Credit Value Adjustment (CVA) as of 6 June 
2017 was (17.8m. 

In terms of collateral, as of 31 May 2017, the amount deposited by eanco Popular 
against over-the-counter derivatives, was (2,120m (being (352m with Clearing 
Houses and (1,768m directly with resident and non-resident financial Institutions). 

Methodological approach and hypothesis explanation 

The Bank's declaration of Insolvency Is likely to be an Event of Default under the 
relevant ISDA contract that would entitle the non-defaulting party to terminate the 
contract, with the closeout amount (receipt or payment) being calculated based on 
values derived at the time (with the detailed methodology being dependent on the 
version of ISDA Master Agreement used). Where this results in a sum due to the 
Bank the amount recoverable would be reduced to the extent that there are 
derivative llablllties to the same counterparty and netting agreements existing, and 
when applicable, considering collaterals. 

However, the amount and timing of any net realisations from derivative contract 
closeouts may also be subject to considerable legal uncertainty. 

This was an area of significant litigation In the Lehman case, centred around Section 
2(a){iii} of the ISDA Master Agreement which seeks to protect a non-defaulting party 
from increasl ng Its credit exposure to the defaulting party who may be unlikely to 
perform Its obligations to the non-defaulting party, and which resulted In 
contradictory decisions by the US and English courts. In particular, In four related 
cases62 the English Appeal court determined that an out-of-the-money counterparty 
might both elect not to terminate a swap and at the same time continue to withhold 
scheduled payments to the Insolvent counterparty until the default is cured, 
potentially Indefinitely. This would reduce the amount of any payment due to zero If 
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the default Is not or cannot be cured and the non-defaulting party elects not to 
terminate. 

In response to these issues, In 2014, ISDA Issued a form of amendment which parties 
could use if they wished to do so, to reverse out some of the effects of 2(a)(III). 
However, it has always been the case that parties can add additional terms to or 
remove terms from a swap, even If It Is governed by a Master Agreement, so could 
effectively contract out of the risk of that scenario If they chose to do so. 

The above factors could significantly reduce the amount recoverable from derivative 
contracts to which the Bank was a party; the, depending on which version of ISDA 
Master Agreement was used and whether the parties agreed additional terms to the 
contract amending the impact of 2(a)(iii). 

The amount of any adjustment would require significant legal analysis and potentially 
subjective assumptions on our part. In the circumstances, we have assumed that all 
contracts contain an equivalent post Lehman amendment negating the issues noted 
above. We consider this represents a conservative (optimistic) assumption. 

As a further simplifying assumption, we have adopted the fair value of derivative 
assets as a proxy for the amount that the liquidator might be able to realise in 
liquidation taking into account the effect of netting agreements (where they exist). 

In terms of our approach, we obtained an inventory of contracts from the Bank and 
recalculated the fair value of the derivatives (both assets and liabilities) using 
methodologies consistent with those accepted and commonly used by market 
participants to determine the fair value of any derivative financial Instrument. We 
adjusted this taking into account any netting agreements and the net value of the 
collateral. 

Finally, in order to validate the a/A calculation, as Indicated in the Article 4 {b) and 
(e) of the DR 2018/345; we (i) held meetings with management to understand the 
methodology applied; and (ii) reviewed the methodology approved by the 
Management. This methodology, explained by the Bank and described in its 
methodology documentation, Is consistent with market practices. 

Outcome of the valuation 

Based on the analysis performed, we identified no additional adjustment to the fair 
values on the balance sheet for the derivatives portfolio, neither assets nor liabilities 
(being the proxy that we adopted to estimate the amount the closeout amount in 
liquidation). 

Derivative liabllltles where there are CSA agreements In place and available collateral 
have been treated as secured llabllltles ( and would be set-off against the collateral 
amount), derivative liabilities which are not covered by collateral or netting 
agreements are treated as ordinary creditors. We would expect additional costs In 
I lquidatlon based on the close out of the derivatives, and claims from counterparties 
for termination costs etc., moreover we note the potential significant scope for 
litigation and delay in recovering any amounts due from counterparl!ies given the 
legal uncertainties noted above. These have not been modelled but would have the 
impact of reducing overall recoveries to creditors. 
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4.8. Costs of liquidation 
As previously commented, a liquidation of Banco Popular could be the most complex 
and dlflicult Insolvency processes ever experienced in Spain. Moreover, we note the 
inherent uncertainties in estimating the costs of a process which extends over a 
number of years. This necessarily Involves subjective judgements including how 
stakeholders ( staff, customers, service providers, etc.} will behave or situations play 
out. Significant, lengthy and costly litigation on a variety of Issues Is inevitable. 

In the circumstances our estimates may be conservative (low) possibly by a material 
amount, and may therefore overstate the likely recovery values. 

We have considered the following costs which would arise in a liquation of the Sank: 

i. Liquidators' fees and costs 

ii. Employee related costs 

Iii. Contracts' tennination costs 

iv. Operating costs 

These would constitute claims against the estate and would have a payment priority 
ahead of other creditors (see section 3.4 Creditor Hierarchy). 
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Liquidators' fees and costs 

These costs include the remuneration received by the liquidator, the Bank's lawyer 
tor the purpose of the insolvency proceedings, and the procurador. 

a. Liquidators' fees 
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We explained the basis of calculation of the liquidators' fees under Spanish Law In 
section 3.3.la. We consider that, due to the complexity of the Insolvency 
proceedings, two liquidators would be required. We noted previously that, 
following recent changes in the law, the maximum periop for which the liquidator 
can draw fees during the liquidation phase would be 18 months. On this basis, our 
calculation of the costs would be as follows: 
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For this calculation, based on what the Spanish law allows, we have considered: 

• Complexity of the Insolvency proceeding (additional 25%) 
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• Cessation of operations (25% less) 

Spanish Insolvency Act envisages a Common (or pre-Uquidation) phase to consider 
the options and develop the liquidation plan, etc. Given the complexity and 
urgency of the Bank's liquldation (in the counterfactual scenario) we consider that 
this would run in parallel to the liquidation phase and accordingly we have included 
the costs of this pre-liquidation phase In our overall cost estimates. 

The amounts set out above are currently the m<1ximum allowed under the law 
(regardless of the duration of proceedings or result).Considering the complexity 
of the case, by intematlonal standards, we consider this a very low amount and 
could require a review of the current legal framework to ensure that the liquidator 
Is properly lncentiVlsed. 

Accordingly, the estimate above represents a conservative assumption for NCWO 
purposes. 

b. Lawyer's fees 

We explained the basis of calculation in section 3.3.lb. Considering this, the 
lawyer's remuneration would be fixed at a 75% of the individual liquidator's fee, 
that is, C27m. 

c. Procurador's fees 

As noted In section 3.3.lc. the maximum amount payable would be (300.000. 

i. Employee related costs 

We considered the liquidators' staffing requirements for employees assisting the 
llquldatlon process and the costs for the collective dismissal process to right size the 
Bank's operations. 

For retained staff, we considered the current levels of remuneration and the 
operational requirements for the liquidation process. Based on our experience, we 
consider that some level of Incentive payment will have to be paid to retain key 
individuals, and to facilitate their ongoing cooperation during the llquldatlon. 

This is summarised below: 
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We estimated the remuneration of workers retained during the liquidation phase, 
taking Into account a payroll average for employees based in branches (ca. C39,800) 
and those based at headquarters' (ca. CSl,500). 

b, Incentives 

We consider that an incentive calculated at 10% of the base salaries cost would be 
appropriate in these circumstances to retain key employees needed for the liquidation 
and an efficient process. This incentive is applied starting in 2018, after the first 6 
months of the llquidatlon process. 

c. Collective dismissals 

The process under Spanish law to terminate employment contracts was set out In 
section 3.3.3. 

In the context of a liquidation proceeding, the collective dismissal would be phased 
to eventually cover all employees. This would be set out In the llquldatlon plan. In all 
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three liquidation scenarios, most of the dismissals would take place in the first six 
months following the Bank entering Into liquldation. Total costs would depend on the 
duration of the llquldatlon. 

We have considered workers' seniority, average payrolls and professional categories 
in arriving at our estimated cost of the collective dismissal process. 

iii. Contracts' termination costs 

Banco Popular was a party to a large number of different contractual arrangements, 
Including lease and rental agreements (over 1,210 branches). As a result of 
liquidation, these will no longer be required and the Bank will have to bear the costs 
of their termination. For the purpose of our analysis we have calculated these as the 
remaining payments due until the break option or nonnal date ( considering sale and 
leaseback and ordinary lease agreements conditions), phased over the liquidation 
period. 

We also considered other contractual arrangements, from which we only identified 
one as material. In particular the IT contract termination costs with IBM, which would 
result in (18. 7m for the 18-month scenario, O3.6m for the 3-year scenario, and 
€:Om for the 7 year-scenario ( given that the contract would finish before the end of 
the liquidation proceeding), Accordingly, the estimated costs of contracts' termination 
would be: 

Cf)ntr•ct term.-totloh cio,t 
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Progressively lower contract termination costs In the different scenarios reflects 
natural run off. 

We note that a liquidator would as far as possible seek to reduce the amounts 
payable; given the above, we do not consider that this would be material to the 
overall result of our analysis. 

Iv. Operating costs 

We summarised our liquidation hypothesis and strategy to realise value from the 
assets in section 2.5. The main operating costs during the liquidation period would 
be the costs derived from common services of branches and real estate assets 
necessary to wind down operations. 

We have assumed that during the liquidation process 60 branches (out of 1,402) and 
a headquarters' building (Abelias) would remain In use (albeit with reduced staffing 
levels) to deal with the realisation of assets (Including ongoing servicing, claims and 
other llquldatlon procedures). Accordingly, we have estimated general expenses 
(common services, rents of branches, IT, office supplies, Insurance, Security, etc.) 
during the liquidation ,period of €120m In the 18-month best case scenario, of €186m 
in the 3-year best case scenario, of c2g9m in the 7-year best case scenario. 
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4.9. Legal contingencies 
Overview 

Potential claims already referenced In the Bank's Financial Statements include: Floor 
Clauses; Mandatorily Convertible Notes; Mortgage Loan Expenses; Capital Increase 
Claims and Real Estate Development Guarantees. 

We have reviewed the Bank· s Financial Statements (including the relevant 
calculations and assumptions), discussed them with the Bank's Internal legal team 
and considered whether the estimates should be revised or whether additional claims 
could arise in the event of a liquidation of the Bank. 

We have recalculated the Legal Contingencies Included In the Financial Statements 
using our own assumptions based on the lnfonnatlon provided by the Bank ( as further 
explained below) and to reflect existing legal precedent where appropriate. 

We note that the declaration of Insolvency does not prevent parties from lodging new 
claims; Indeed our experience of other situations suggests that potentially material 
and hitherto unforeseen additiom,1 claims could arise In a liquidation scenario as 
clfents, creditors or shareholders seek to maximise their recovery prospects. 

As with any legal proceeding, it is not possible to predict how the Courts will view 
claims received, especially such claims as are at present purely hypothetical. 

In the circumstances we consider that our analysis may represent a conservative 
assessment of potential legal contingencies for NCWO purposes. 

Methodological approach and hypothesis explanation 

We have assumed that the main legal contingencies are included in the Bank's 
financial statements. We have reviewed the assumptions made by the Bank and 
recalculated the potential amount which could be claimed. 

we have Included in our analysis the existing risk attaching to Capital Increase daims 
in a liquidation scenario, based on our knowledge of the sector. 

Floor c:lauses: 

Mortgage loan deeds in Spain used to include a minimum Interest rate applicable 
regardless of the market interest rate. Currently, both Spanish Law and case law 
consider Floor Causes null and void, and banks must make restitution to the relevant 
customers. 

Risk to the Bank arises from: (i) court claims not yet heard, (ii) pending judicial 
proceedings --according to the information provided by the Bank), and (iii) a 
foreseeable substantial increase In claims reflecting new consumer protection 
legislation relative to floor clauses (RDL 1/2017, which entered Into force on 20 
February 2018). 

According to the above description and based on our industry knowledge, we have 
recalculated the amount which might be claimed. • 

As of 6 June 2017 ~total population of loans affected by floor clauses was 
- of which - were subject to pending judicial proceedings. We have 
assumed a-pay-out rate for claims subject to pending proceedings. 

For both scenarios, we have assumed that, since the entry into force of the RDL 
1/2017, judicial expenses should not be included In the daim amount - as a process 
for voluntary and free administrative proceedings has been established. 
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Mandatorilv convertible notes: 

Mandatorily convertible notes are financial products which have been the subject of 
slgnltlcant litigation In the past few years reflecting the high number of clalms 
received from retail customers. 

Based on the report prepared by the head of legal affairs, Management developed a 
scorecard to assess the eligibility of customers to compensation. Based on this 
assessment, Banco Popular proposed an agreement to those customers considered 
eligible. Management have provided for: I) customers who agreed the proposal; ii) 
customers who rejected the proposal: and iii) customers who did not respond to It. 

Management has determined the amount payable to customers who rejected the 
proposal or not r • 

We have 
estimated two risk scenarios, between and The outcome of these 
two risk scenarios would be Included within the total economic impact --

Mortgage loan expenses: 

Hlstorically, for all mortgages, banks' customers were required to pay full notary fees 
and other expenses related to the mortgage origination. Following the Supreme Court 
ruling of 23 December 2015, customers have made claims against banks for 
reimbursement of a share of the mortgage loan expense. This Is a recent area of 
conduct mediation and its outcome is still uncertain.~ 

According to the information provided dated on 6 June 2017 the number of existing 
mortgage loans Is As at 6 June 2017,-clients had daimed a total 
amount of-

In addition, a rough estimate for the number of Judlclal expenses is -
Therefore, the total final cost of the lltlgatlon proceeding is estimated to be around 
- this being a rough estimation (including amount claimed and judicial 
expenses). According to the latest court rulings Banco Popular may be able to limit 
Its llablllty to litigation expenses. Thus, for the low scenario we estimated a correction 
of-of the final cost of the lltlgatlon proceeding --: 

• 
The final economic Impact In the two scenarios considered is between - and -Capital Increases: 

Banco Popular undertook two capital Increases, in November 2012 and May 2016, 
each for €2.5bn (£5bn In aggregate}. 

~, Vid. Supreme Court Ruling of 28 February 2018. 

67 



Valuation of dlrfe:~nee ln treatme-nt - Banco Popular Espaiiol 

The Bankia case is precedent for how shareholders might look back to potential errors 
or omissions in the original capital raise prospectus as grounds for a claim which if 
successful would allow the shareholder to recover damages against the Bank but as 
an Ordinary Creditor (thus leapfrogging other more junior creditors} rather than as a 
shareholder. 

Such claims may arise in both the liquidation scenario and in the case of Resolution 
(indeed we understand that since 6 June 2017 a number of such claims have In fact 
been received). 

The likelihood of such claims succeeding may vary depending on a number of factors 
Including: the period of time elapsed between the date of the capital raise and 
liquidation/ loss of value of the shares and the perceived sophistication/ knowledge 
of the underlying investor. 

To estimate the potential claims we have considered the following criteria: 

• Elapsed time: The first capital Increase was carried out on November 12, 
2012. The statute of limitations had not expired. 

• Investor profile: Based on <1vailable public information, and the shareholdlng 
structure provided by Banco Popular, which excluded treasury stock, and 
shares by the board of directors . 

• 

Based on the Information provided by Banco Popular, we have exduded from the 
perimeter of potential claims the percentage of shares owned by Banco Popular's 
Directors Involved in the 2012 and 2016 capital increases, reducing the maximum 
impact by-and-respectively. 

Based on the above we have estimated a range of-to 
Increase and between-and-for 2.016 • 

for the 2.012. Capital 
to-overall. 

We have not considered the impact of any potential claims for interest or costs. 

Real Estate development bank guarantees: 

Law 57/68, which remained In force untll 31 December 2015, required property 
developers and building cooperatives to take out a bank surety that guaranteed the 
return of contributions to homebuyers in the event that properties were not built or 
dellvered within the agreed pertod. 

Banco Popular has received numerous legal claims from the customers of property 
developers and construction companies, as the Bank was jointly and severally liable 
towards those customers. 

The lnformatlon provided by Banco Popular is as follows (information· updated to M<1y 
2.017): 

• The amoun~ding judicial proceedings, at the date of the Information 
provided is-

• -of potential risk population that have not claimed yet 

Banco Popular's management has estimated a rtsk of - for promotor bank 
guarantees. We have assumed that the data provided is correct. Based on our 
analysis this appears reasonable. 
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[n respect of the distribution of economic Impact of floor clauses claims, we estimated 
a linear impact during the whole llquldatlon proceeding. It is not possible to know the 
moment the bank guarantees will be executed. 

Outcome of valuation 

For the estimate, the provisions made by Banco Popular for the different 
contingencies described In this analysis have been expressly excluded. 

This assumption has been made following the rules of the Spanish Insolvency Act, 
which establishes a priority for the recognition and payment of credits. Under the 
equality of credits prl ncl pie, the payment of the different contingencies would be 
covered by the Bank's provision by harming the rest of the creditors' position. 

The results of our analysis are set out below: 
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Liquidation proceedings typically result in significant lltlgatlon and claims based on 
hypotheses that are difficult to anti cl pate in advance. 

Sources of uncertainty 

The Bank was unable to provide all of the information we requested on these 
contingent claims, ind uding as noted below: 

• No detailed Information has been provided regarding the cases excluded from 
the perimeter evaluated by management, nor the legal basis justifying their 
exclusion. 

• We have had no Information on the volume of the expl red mortgage loans or 
related the mortgage loan expenses. 

• We have not received any detailed Information concerning other potential 
litigation proceedings (swap, nullity of provisions, multi-currency loans, etc.) 
Banco Popular consider the amount of this kind of contingencies was not 
material and did not provision any amount for this regard. 

We do not consider that this would affect the overall result for Affected Shareholders 
and Creditors, the Impact would be to increase the level of claims. 
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5. Estimated assets realisations 
Aiming to validate the NCWO princi pie, we have estimated the asset realisation values 
for the chosen time scenarios. 

From a total asset balance sheet of C126.3m, and In the 18-month scenario, we 
estimate that the liquidator would be able to recover t:95.lbn In the worst case (a 
75% from the total balance sheet) and €99.3bn in the best case (a 79% from the 
total balance sheet). 

In a 3-year scenario, we would conclude that the liquidator would recover €:97.6bn 
in the worst case (a 77% from the total balance sheet) and €:101.Sbn In the best case 
(an 80% from the total balance sheet). 

Finally, In a 7 -year scenario, we estimate that the liquidator would be able to realise 
(100.Sbn In the worst case (an 80% from the total balance sheet) and C104.lbn in 
the best case (an 82% from the total balance sheet). 

We set out below the outcome of the analysis showing the estimated realisation value 
for each type of asset portfollo as well as the estimate on liquidation costs under a 
hypothetical liquidation proceeding. 
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Given the analysis has had to be carried out on a legal entity basis and the debt of 
the bank with companies within the same group are subordinated to the lowest level 
of claims (just ahead of equity) in the creditor hierarchy, we have considered the 
Impact of Banco Popular's liquidation on its subsidiaries and on the investments 
Banco Popular had on them (loans, fixed income, equity and derivatives intra group 
position) in order to estimate potential recoveries during the liquidation proceeding. 

The Net Book Value of Banco Popular as of 6 June 2017 In the Intra-group position 
was €6.8bn (excluding equity investments analysed in section 4.4.), of which we 
consider that a range between Cl.Sbn and €:l.9bn could be recovered . 

• 
Regarding the Intra group position with Investees In a liquidation situation, the same 
as Banco Popular, and with assets greater than Clbn (analysed In section 3.1 and 
appendix on Banco Popular's investees companies), in the case of Banco Pastor and 
Banca Prlvada, we have estimated a recovery outcome of zero (having assessed the 
three time scenarios and both best and worst approaches). For the Investment of the 
Bank in Banco Popular Portugal, we have calculated a recovery range between 55. 7% 
for the worst case and 76.4% for the best case. 
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The outcome of the asset realisation from the three main subsidiaries of Banco 
Popular is presented In the below tables. 
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6. Estimated recoveries to shareholders, 
creditors and Deposit Guarantee Scheme 

As noted above, the valuer Is required to compare the treatment that shareholders 
and creditors in respect of which resolution actions have been affected, or the 
relevant Deposit Guarantee Scheme, would have received had the entity entered into 
normal insolvency proceedings at the resolution decision date. 

Resolution process: .ictual treatment received 

The Affected Shareholders and Creditors foll owing resolution action are set out below, 
together with their actual shortfalls, summing up to Cll.4bn: 

Loss of credkors and .sharehokfer.g under re,oktUon 
(%; Cbn) 
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The creditors and shareholders of other legal entities suffered no shortfall under 
resolution and accordingly do not fall within the definition of Affected Shareholders 
and Creditors. 

The Spanish DGS was not called upon In resolution and, therefore, suffered no losses. 

Insolvencv proceeding of Banco Popular legal entity 

As reftected throughout the Report, we have taken three time scenarios (18 month, 
3 years and 7 years) for our analysis of Banco Popular legal entity. 

In the 18-month scenario, we estimate that the shortfalls for equity and subordinated 
creditors would reach a total of C20.2bn (a 100% of the creditors' and shareholders' 
rights), while for the unsecured creditors this shortfall would reach a range between 
€:8.0bn and €:14.0bn (33% to 54%) for the best and worst case respectively. In other 
words, the unsecured creditors are estimated to receive between 46% and 67% of 
their claim of the Resolution Date, and Affected Shareholders and Creditors would 
receive nothing. 
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In the 3-year scenario, we estimate that the shortfalls for equity and subordinated 
creditors would reach a total of C20.2bn (a 100% of the creditors' and shareholders' 
rights), while for the unsecured creditors this shortfall would reach a range between 
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(5.8bn and (ll.Sbn (24% to 44%) for the best and worst case respectively. In other 
words, the unsecured creditors are estimated to receive between 56% and 76% of 
their dalm of the Resolution Date, and Affected Shareholders and Creditors would 
receive nothing. 
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In the 7 •year scenario, we estimate that the shortfalls for equity and subordinated 
creditors would reach a total of C20.2bn (100% of the subordinated creditors' and 
shareholders' lights), while for the unsecured creditors this shortfall would reach a 
range between (3.3bn and (8.Sbn (13% to 33%) for the best and worst case 
respectively. In other words, the unsecured creditors are estimated to receive 
between 67% and 87% of their claim of the Resolution Date, and Affected 
Shartlholders and Creditors would receive nothing. 
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Furthermore, we should point out that considering that repayment dates to creditors 
do not necessarily concur with asset realisation dates, as the former depends on the 
liquidator's approval and experience shows that there could be material time lapse in 
between, recovery values for the different llquldatlon scenarios have not been 
discounted to consider the time value of money. Nonetheless, should recoveries 
amounts be discounted as of the date of resolution, this would result In lower amounts 
than the ones showed in the Report. 
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We then compare the implied losses to Affected Shareholders and Creditors under 
the Insolvency counterfactual to their treatment In resolution, as set out below: 
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Insolvency proceedings of other key subsidiaries 

However, for the main subsidiaries of Banco Popular (Banco Pastor, Popular Banca 
Privada, Banco Popular Portugal), the result of the liquidation proceeding would result 
in additional losses, compared to resolution, for unsecured creditors. The detailed 
analysis ls set out below: 
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This valuation shall also illustrate whether the amount of losses that covered 
depositors would have suffered under normal insolvency proceedings is greater than 
the amount of losses that the covered depositors suffered under resolutlon64• 

In this regard, we note that the most affected banking subsidiary by the liquidation would be 
Banco Pastor whose losses would range from equity up to covered depositors, whom, as shown 
below would suffer losses (between 29% and 35% shortfall, depending on the scenario), 
making It necessary for the Spanish OGS to intervene. 
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we note that Covered Depositors Incurred no losses under the Resolution Scheme. 

(,4 Article 74 (2) (a) BRRD 
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7. Appendix 

I: Regulation 

English title Spanish tltle Ac~onym 

l. Directive 2014/S9/EU of 1. Directlva 2014/59/UE clel l, 8RRO. 
the European Parliament ancl Parlamento Europeo Y del 
of the Council of 1s May 2014 Consejo cle 15 oe mayo de 
establishing a frameworl< for 2014 por la que se est.ablece 
the recovery and resolution un marco para la 
of credit institutions and reestructuracl6n y la 
Investment nrms and resolucl6n de entidades de 
amending Council Directive credlto y empresas de 
82/891/EEC, and Directives serviclos de Inversion, y por 
2001/24/EC, 2002/47/EC, la que se modlftcan la 
2004/25/EC, 2005/56/EC, Dlrectlva 82/891/CEE del 
2007/36/EC, 2011/35/EU, ConseJo, y las Dlrectlvas 
2012/30/EU and 2001/24/CE, 2002/47/CE, 
2013/36/EU, and Regulations 2004/25/CE, 2005/56/CE, 
(EU) No 1093/2010 and (EU) 2007/36/CE, 2011/35/UE, 
No 648/2012, of the 2012/30/UE y 2013/36/UE, y 
European Parliament and of los Reglamentos (UE) no 
the Council Text with EEA 1093/2010 y (UE) no 
relevance. 648/2012 def i>arlamento 

Europeo v def Consejo. 

2. Regulation (EU) No 2. Reglamento (UE) n• 2. SRMR. 
806/2014 of the European 806/2014 del Parlamento 
Parliament and of the Council Europeo y del Consejo, de 15 
of 15 July 2014 establishing de jul!o de 2014, por el que 
uniform rules and a uniform se establecen normas 
procedure for the resolution unlformes y un 
of credit Institutions and procedlmlento unlforme para 
certain Investment firms In la resolucion de entldades de 
the framework of a Single credlto y de determlnadas 
Resolution Mechanism and a empresas de servlclos de 
SRF and amending Inversion en el marco de un 
Re9ulatlon (EU) No Mecanlsmo Unlco . de 
1093/2010. Resclucl6n y un Fondo Unlco 

de Resolucion y se modlfica el 
Reglamento (UE) 
n• 1093/2010. 

3. Treaty on the Functioning 3. Tratado de 3. TFUE. 
of the EU States, Funclonamiento de la Union 

europea. 

4. Act 22/2003, dated 9 July 4. Ley 22/2003, de 9 de jullo, 4. Spanish Insolvency Act. 
on Insolvency. Concursal. 

s. Law 11/2015, of 18 June 5. Ley 11/201S, de lB de 5. Law 11/2015. 
on recovery and resolution of Junlo, de reC\lperaclon y 
credit Institutions and resoluclon de entldades de 
Investment services credlto y empresas de 
companies In their ver.;lon servlclos de lnver.;16n en su 
prior to revision from 3 version anterior a la revlsl6n 
December, 2016 to 24 June del 03 de dlclembre de 2016 
2017. al 24 de Junlo de 2017. 
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English tltle Spanish title Acronym 

6. Royal Decree 1012/2015 6. Real Deaeto 1012/2015 6. RO 1012/2.015. 
on recovery and resolution of por el que se desarrolla la Ley 
credit institutions and 11/201S, de 18 de junio, de 
Investment services recuperacl6n y resolucl6n de 
companies, and amending ent!dades de credito y 
Royal Decree 2606/1996, of empresas de servlclos de 
20 December, on deposit Inversion, y por el que se 
guarantee runds of credit modlflca el Real Decreto 
institutions. 2.606/1996, de 20 de 

dlclembre, sobre rondos de 
garantia de dep6sitos de 
entldades de credlto. 

7. Law 10/2014 on the 7. Ley 10/2014, de 26 de 7. Law 10/2014. 
management, supervision junio, de ordenaclon, 
and solvency of credit supervision y solvencla de 
entitles. entldades de credlto. 

8. Royal Decree 84/2015, of 8. Real Decreto 84/2015, de 8. RD 84/201S. 
13 February, which develops 13 de febrero, por el que se 
the Law 10/2014 on the desarrolla la Ley 10/2014, de 
management, supervision 26 de junlo, de ordenaclon, 
and solvency of credit supervision y solvencla de 
entitles. entldades de credlto. 

9. Law 39/2015, of l 9. Ley 39/2015, de 1 de 9. Law 39/2015. 
October, of the Common octubre, del Procedimiento 
Administrative Procedure of Adminlstrativo Comun de las 
Public Administrations. Admlnlstraclones Publlcas. 

10. Law 29/1998, of 13 July, 10. Ley 29/1998, de 13 de 10. Law-29/1998. 
regulating the Contentious• Julio, reguladora de la 
Administrative Jurisdiction Jur1Sdlcc16n Contencloso• 
(revision of April 22, 2016). admlnlstratlva. 

11. Royal Legislative Decree 11. Real Oecreto Leglslatlvo 11. RLO 2/201S. 
2/2015, of 23 October, 2/2015, de 23 de octubre, 
approving the consolidated por el que se aprueba el texto 
text of the Law on the refundldo de la Ley del 
Workers' Statute. Estatuto de los Trabajadores. 

12.. Law 36/2011, 
October, regulating 
jurisdiction. 

of 10 12. Lev 36/2011, de 10 de 12. Law 36/2011. 
s0clal octubre, reguladora de la 

Jurlsdicclon Social. 

13. Act 2/1981, dated 25 13. Lev 2/1981, de 2S de 13. Act 2/1981. 
March, on Regulation of the marzo, de Re9u1acl6n del 
Mortgage Market, as well as Mercado Hlpotecarlo, asf 
the regulatory norms of other como las norrnas reguladoras 
securities or Instruments that de otros valores o 
are legally attributed the lnstrumentos a los que 
same solvency regime as that legalmente se atribuva el 
appllcable to mortgage mlsmo regimen de solvencla 
certlftcates. gue el aplicable a las cedulas 

hlpotecanas. 

78 



Valuation of dltlerence In tre&tment • 8anco Popular Espanol 

English title Spanish title Acronym 

14. Royal Decree Law 14. Real Decreto Ley 3/1993, 14. RLO 3/1993. 
3/1993, dated 26 February, de 26 de febrero, sobre 
on urgent measures In medldas urgentes en 
budgetary, tax, financial and materias presupuestarlas, 
employment matters. tributarias, financleras y de 

empleo. 

15. Act 5/2015, dated 27 15. Ley 5/2015, de 27 Cle 15. Act S/2015. 
April, on promoting business abrll de fomento de la 
flnancIn9. flnanclacl6n empresarlal. 

16. Act 24/1988, dated 28 16, Ley 24/1988, de 28 de 16. Act 24/1988. 
July, on the Stock Market, Julio, del Mercado de Valores, 
with regard to the regime en lo que respecta al regimen 
applicable to the clearing and apllcable al Sistema Cle 
liquidation systems regulated compensaclon, llquldacl6n y 
thereby, anc:I the entitles reglstro en ella regulados, ya 
participating In those las entidades particlpantes en 
systems. dlchos slstemas. 

17. Royal Legislative Decree 17. Real Decreto Le91Slatlvo 17. RLD 4/201S. 
4/2015, of 23 October, 4/2015, de 23 de octubre, 
approving the consolidated por el que se aprueba el texto 
text of the Securities Market refundldo de la Ley del 
Law (Revision of 27 May, Mercado de Valores (Revision 
2017). del 27 de mayo de 2017). 

18. Act 13/1994, dated 1 18. Ley 13/1994, de l Junio, 18. Act 13/1994. 
June on Autonomy of the de Autonomla del Banco de 
Sank of Spain. Espana. 

19. Act 1/1999, dated 5 19. Ley 1/1999, de 5 de 19. Act 1/1999. 
January, on regulation of enero, reguladora de las 
capital risk companies and entldades de capltal-rfesgo y 
their management firms. de sus socledades gestoras. 

20. Act 41/1999, dated 12 20. Ley 41/1999, de 12 de 20. Act 41/1999. 
November, on payment novlembre, sobre slstemas 
systems and tne settlement Cle pagos y de llquldacl6n de 
systems of securities. valores. 

21. Royal Decree Law 21. Real Decreto Ley 5/2005, 21. RLD 5/2005. 
5/200S, dated 11 March, on de 11 de marzo, de reformas 
urgent reforms to boost urgentes para el lmpulso a la 
productivity and Improve proeluctlvldad y para la 
public contracting. mejora Cle la contrataclon 

publlca. 

22. Act 6/2005, dated 22 :22.. Ley 6/2005, de 22 de 22. Act 6/2005. 
April, on Restructuring and abrll, sobre Saneamlento y 
Winding-up of Credit Llquidaclon Cle las Entldades 
Institutions. de Credito. 

23. Act 14/2013, dated 27 23. Ley 14/2013, de 27 de 23. Act 14/2013. 
September, on supporting septlembre, de apoyo a los 
entrepreneurs and their emprendedores y su 
lnternatlonallzatlon. lntemaclonallzac16n. 
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24. Act 20/2015, dated 14 24. Ley 20/201S, de 14 de 24. Act 20/2015. 
July, on the ordering Julio, de ordenaclon, 
supervision and solvency of supervision y solvencla de 
insurance and re-insurance entldades aseguradoras y 
entitles; and the reaseguradoras; y el texto 
Consolidated Text of the refundido del Estatuto Legal 
Legal Statute of the del Conson:io de 
Insurance Compensation Compensaclon de Seguros, 
Consortium, approved by aprobado por el Real Decreto 
Royal Leglslatlve Decree Le9lslativo 7/2004 de, 29 de 
7/2004, dated 29 October. octubre. 

25. Act 11/2015, dated 18 25. Ley 11/2015, de 18 de 25. Act 11/2015, 
lune, on recovery and junlo, de recuperacl6n y 
resolution of Credit resolucion de entldades de 
Institutions and firms of credito y empresas de 
Investment services. servlclos de inversion. 

26. Act 35/2003, dated 4 26. Ley 35/2003, de 4 de 26. Act 35/2003. 
November, on Collective novlembre, de Instltuclones 
Investment Institutions. de Inversion Colectlva. 

27. Act 22/2014, dated 12 27. Ley 22/2014, de 12 de 27. Act 22/2014. 
November, regulating noviembre, por la que se 
venture capita! entitles, other regulan las entldi:ldes de 
closed-end collective capital•rlesgo, otras 
Investment undertakings and entldades de lnversl6n 
closed-ended collect111e colect111a de tlpo cerrado y las 
Investment companies for socledades gestoras de 
which Act 35/2003, dated 4 entldades de Inversion 
November, on Collective colectlva de tlpo cerrado, y 
Investment tnstitutlons Is por la que se modlfica la Ley 
modified. 35/2003, de 4 de novlembre, 

de lnstltuclones de Inversion 
Colectlva. 

28. The Consolidated Text of 28. El Texto Ren.rndido de la 28. Law on the Regulation of 
the Law on the Regulation of Ley de Re9ulaci6n de los Plans and Pension Funds. 
Plans and Pension Funds, Planes y Fondos de 
approved by Royal Le9lslatlve Penslones, aprobado por Real 
Decree 1/2002, dated 29 Oecreto Leglslatlvo 1/2002, 
November. de 29 de novlembre 

29. C6dlgo da lnsolvencla y 29. Codlgo da Insolvencla e 29. Codlgo da Insolvencla y 
da Recuperas<10 de da Recupera~o de da Recupera,ao de 
Empresas, Law Decree Empresas, Decreto Empresas. 
53/2004, 18 March. Legls@tlV0 53/2004, de 18 de 

Marzo. 

30. Chapter 7 
Bankruptcy Code. 

of the 30. Capitulo 7 del Codlgo de 30. Chapter 7 of 
Insolvencla. Bankruptcy Code. 

31. Law 25/2015, of 28 July 31. Ley 25/2015, de 28 de 31. Law 25/2015. 
on second chance Julio, de mecanlsmo de 
mechanism, reduction of the segunda oportunldad, 
flnanclal burden and other reducci6n de la carga 
measures of soclal order. flnanclera y otras medldas de 

orden soclal. 
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English title Spanish title A(ronym 

32. Law 57 /1968, of 27 July, 32. Ley 5 7 /1968, de 27 32. Law 57 /1968. 
on perceivln9 of anticipate<! de Julio, sobre perclbo de 
quantities in the construction cantldades antlclpadas en la 
and sale of houses construocion y venta de 
(Reapealed Disposition). vlvlendas (Olsposicion 

derogada) 

33. Circular 4/2017, of 27 33. Clrcular4/2017, de 27 de 33. Circular 4/2017 of Bank 
November, of the Sank of noviembre, del Banco de of Spain. 
Spain, to credit Institutions, Espana, a entldades de 
on norms of public and credlto, sobre normas de 
reserved flnanclal lnformacion financiera 
Information, and models of publlca y reservada, y 
flnanclal states (BOE of 6 modelos de estados 
December 2017). financleros (BOE de 6 de 

dlclembre de 2017). 

34. Circular 4/2016, of 27 34. Circular 4/2016, de 27 de 34. Circular 4/2016 of Bank 
April, ot the Bank of Spain, by abril, del Banco de Espana, of Spain. 
which Circular 4/2004, of 22 por la que se modifican la 
December, is modlfled to Circular 4/2004, de 22 de 
credit Institutions, Ori rules of diciembre, a entldades de 
public and reserved flnanclal credito, sobre normas de 
information and models of lnformacron flnanciera 
financial statements, and publica y reservada y 
Circular 1/2013, of 24 May, modelos de estados 
on the Risk Information financleros, y la Circular 
Center. (BOE or 6 May). 1/2013, de 24 de mayo, 

sobre la Central de 
lnformadon de Rlesgos. 
(BOE de 6 de mayo). 

35. Royal Oecree 742/2016, 35. Real Oecreto 742/2016, 35. RD 742/2016. 
of 30 December, which de 30 de dlclembre, por el 
establishes the minimum que se fiJa el salarlo mlnlmo 
lnterprofesslonal salary for lnterprofeslonal para 2017. 
2017. 

36. Real Decree 1373/2003, 36. Real Decreto 1373/2003, 36. RD 1373/2003. 
of 7 November, by which de 7 de novlembre, por el que 
approves the tariff of rights of se aprueba el arancel de 
the procurador of the courts. derechos de los procuradores 

de los tribunales. 

37. Royal Decree-law 37. Real Oecreto•ley 5/2010, 37. ROL 5/2010. 
5/2010, of 31 March, by de 31 de marzo, por el que se 
which extends the validity of amplfa la vlgencla ,de 
certain economic measures of determlnadas medldas 
temporary chara<:ter. economlcas de caracter 

temporal. 

38. Royal Decree of 22 38. Real Decreto de 22 de 38. Commercial Code. 
August, 1885 by which the agosto de 1885 por el que se 
Code of Commerce Is publlca el C6dlgo de 
published. Comerclo. 
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39. Royal Decree 1860/2004, 39. Real Oecreto 1860/2004, 39. RD 1860/2004. 
of 6 September, by which de 6 de septlembre, por el 
establlshes the tariff of rights que se establece el arancel de 
of the Insolvency derechos de los 
administrators. admlnlstradores concursates. 

40. Regulation (EU) No 40. Reglamento (UE) no 40. Regulation N• 57S/2013. 
S7S/2013 of the European 575/2013 del Parlamento 
Parliament and of the Council Europeo y del Consejo, de 26 
ot26 lune 2013 on pruelentlal cle Junlo de 2013, sobre 
requirements for credit M!qutsitos prudenclales para 
Institutions and investment las entidades de credlto y las 
firms and amending empresas de tnversi6n, y por 
Regulation (EU) No el que se modlfica el 
648/2012. Reglamento (UE) no 

648/2.012. 

41. EBA/R.TS/2017/06 • final 41, EBA/RTS/2017/06· 41. EBA RTS. 
draft: RTS on valuation after Proyecto Final RTS de 
resolution (23 May 2017). valoracion posterior a la 

M!soluci6n (23 de Mayo de 
2017). 

42. . Royal Decree-Law 42. Real DecM!to•ley 1/2017, 42. RDL 1/2017. 
1/2017, of 20 )anuary, of de 20 Cle enero, de mediclas 
urgent measures of urgentes de proteccl6n de 
protection of consumers in consumidores en materia de 
matter ot floor clauses. ctiiusulas suelo. 

43. Commission Delegated 43. Reglamento Delegado 43. DR (EU) 2018/344. 
Regulation (EU) 2018/344 of (UE) 2018/344 de la 
14 November 2017 Comlsl6n de 14 de noviembre 
supplementing Directive de 2017 por el que se 
2014/59/EU of the European complementa la Dlrectlva 
Parllament and of the Council 2014/59/UE del Parlamento 
with regard to regulatory Europeo y del Consejo en lo 
technical standards que respecta a las normas 
specifying the criteria relating t~cnicas de regulacion que 
to the methodologies for especlfican los criterlos 
valuation of difference in relativos al metodo para la 
treatment In resolution. valoracion de la dlferencla en 

el trato en caso de resoluclon. 
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II: Banco Popular Portugal legal framework 
The legal proceeding applicable in Portugal to the winding up of a bank is scattered 
through several laws. The main Portuguese legislation that constitutes this legal 
framework is the following: 

I. The winding up of credit institutions and financial companies having their 
head office In Portugal and of any of their branches located In another 
Member-State of the European Union (EU), which is set forth in Decree-Law 
no. 199/2006, of 25 October ("Banking Winding up RegIme")6s; 

II, The "Portuguese Legal Framework of Credit Institutions and Financial 
Companies• (specifically, on Title VIII} approved by Decree-Law no. 298/92, 
of 31 December ("RGICSF")66; 

ill. The Portuguese Insolvency and Corporate Recovery Code, approved by 
Decree-Law no. 53/2004, of 18 March ("ORE") 67

; and 

Iv. The Portuguese Commercial Companies Act, approved by Decree-Law no. 
262/86, of 02 September ("CSC")68• 

Essentially, the legal proceeding applicable to the winding up of a bank in Portugal 
follows the legal provisions applicable to the I iquidation of an insolvent commerclal 
company, as set forth in the ClRE69 (a judicial winding up proceeding) or, eventually, 
in the CSC (if there is a voluntary non-Judicial wl nding up), adapted to the specific 
provisions set forth In the Banking Winding up Regime and in the RGICSF. 

Also relevant to this systematic description of the legal framework Is to mention 
that: 

(i) The legal framework governing the recovery of commercial companies. 
and the protection of creditors set forth in Titles IX and X of C!RE does 
not apply to credit institutions (article 153-A of the RGICSF}; and that 

(ii} The Banking Winding up Regime does not cover the reorganization 
measures'° applicable to credit institutions and financial companies 
having their head office in Portugal, nor the rules applicable to the 

•• The Banking Winding up Regime has been amended by Decree-Law no. 31-A/2012, of 10 
February and by Law no. 23-A/2015, of 27 March. The latter has transposed into Portuguese 
Law the Directives 2014/49/EU of the European Parliament and of the Council of 16 April 2014 
on deposit guarantee schemes, anel 2014/59/EU of the European Parliament and of the 
Council of 15 May 2014 establishing a framework for the recovery and resolution of credit 
lnsUtutlons and Investment firms, amending among other acts, the RGICSF and the 
Portuguese Securities Code. 
66 The RGICSF has been amended extensively since Its original ver.;lon (48 amendments), 
and was last amended by Law no. 109/2017, of 24 November 2017. 
61 Last amended by Rectification no. 21/2017, of 25 August 2017. 
68 Last amended by Rectincatlon no. 21/2017, of 25 August 2017. 
69 Save for Title 1 of CIRE, which has little or no application whatsoever In the winding up a 
credit instituUon. 
,o Reorganisation measures consist of measures which are Intended to preserve or restore 
the financial situation of a credit Institution or of a financial company and which could affect 
third parties' pre-existing rights, Including measures Involving a suspension of payments, 
suspension of enforcement measures or reduction of claims (article 2 of the Banking Winding 
up Regime). 
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recovery and resolution of certain financial companies and financial 
holding companies71 and investment firms72• 

There are several phases in insolvency proceedings under the Portuguese Insolvency 
Act as set out below. 

2,1.2,1,1. Judiciiil Winding up Proceeding 

Differently from the application of corrective, recovery and resolution measures, the 
main objective of a bank winding up proceeding Is to Identify and to realise the 
assets In order dlstrl bute proceeds to among creditors, under the supervision of the 
Bank of Portugal. 

Ultimately, once It Is verified that the appUcatlon of corrective, recovery and 
resolution measures set forth In RGICSF are not sufficient to recover a falling bank, 
cannot achieve or have already achieved pre-defined resolution objectives, the 
justification for maintaining the application of such measures no longer exists. 

As a result of that verification, the authorisation to carry out banking and investment 
activities must be withdrawn by the Bank of Portugal73, the credit institution Is to be 
wound up and the liquidation procedure Is triggered, following the procedure set 
forth in the Banking Winding up Regime and, on a subsidiary basis, the liquidation 
rules set forth In the CIRE74 ( artlcles 5 and 8 of the Banking Winding up Regime and 
article 22 of the RGICSF). 

A withdrawal of a bank's authorisation is the sole responsibility of the Bank of 
Portugal and Is the equivalent In effect to a dedaratlon of Insolvency's. The Bank of 
Portugal's decision to withdraw the banks' license must Indicate the hour of the day 

11 The entities referred to in article 152/1 of RGICSF, and are: 

(a) financial Institutions which are subsidiaries of a credit Institution, an Investment 
firm canylng out the activities provided for In article 199-A(l)(c) or {f), except for 
the placement of financial instruments without a firm commitment basis, or of one 
of the entitles referred to In the following paragraphs, and are covered by the 
consolidated supervision of the parent undertaking; 
(b) financial holding companies, mixed financial holding companies and mixed• 
actlvity holding companies; and 
(el parent financial holding companies In Portugal and parent mixed financial 
holding companies In Portugal 
12 Namely the investment firms which, except for the placement of financial 
instruments without a firm commitment basis, carry out the following Investment 
activities (artldes 199-[/2 of RGICSF ex vi artlde 1/3 of the Banking Winding up 
Regime): (i) dealing on own accountin one or more of the financial instruments 
listed in Section C of Annex I to Directive 2004/39/EC of the European Parliament 
and of the Councll of 21 Aprll 2004; or (Ii) underwriting of financial instruments and 
placement, on a firm commitment basis or without a firm commitment basis, of the 
financial instruments listed in Section C of Annex I to Directive 2004/39/EC. 
n Articles 22 and 23 of the RGICSF. 
74 There are two exceptions to this general rule, where the winding up and 
liquidation may be waived by the Bank of Portugal (article 22/1, d, i and 5 of 
RGICSF), namely if; 
{i) the credit institution ceases or reduces its activity to a negligible level for a 
period over 6 months; 
(11} the credit Institution expressly gives up the authorisation to carry out Its 
banklng activity. 
75 Article 8/2 of the Banking Winding up Regime. 
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of when it has been taken, and that time will count as the beginning of the winding 
up proceeding'~. 

A notice of the aforementioned decision to withdraw the banking license has to be 
given to the credit institution and communicated to the EBA, as well as to the 
supervisory authorities of the EU Member-States In which the credit institution has 
branches or provides servlces17• 

Simultaneously, the Sank of Portugal must give public notice of the withdrawal 
decision and has to take the necessary steps to ensure the Immediate closure of the 
institution's premises, which will remain closed until the liquidators have taken 
office78

• 

In short, the provisions set forth in CIRE governing the treatment of the Insolvent's 
assets subject to administration, the ranking of claims and the effects of the 
declaration of insolvency (which In a bank corresponds to the withdrawal of a 
banking license) are, with certain modifications, applicable in a winding up 
proceeding of a credit institution. 

Regarding the administration and liquidation of the iMolvent bank's assets and the 
payments to creditors, the rules set forth in CIRE are, in most part, fully applicable. 

We cannot exclude that other relevant provisions set forth In CIRE and in several 
e)(ceptional regimes set forth in Portuguese law can have significant Implications and 
a material impact in the winding up of a bank. These include, among others: 

J. Portuguese rules applicable to the calculation of Interest rates and default 
interests; 

ii. The legal requirements for netting of credits and debts between the bank and 
Its creditors as set forth in CIRE and in the Portuguese Cfvll Code; 

Ill. Portuguese rules applicable to reckless mismanagement and culpable 
insolvency; 

iv. Credits as a result of a suspensive event; as well as 
v. Other exceptional regimes which bypass insolvency and winding up rules such 

as settlement finality in payment and securities settlement systems c1nd the 
rules on financial collateral arrangements. 

1.2.1.2.2. Insolv.encv 

CIRE distinguishes between four categories of credits: guaranteed, privileged, 
common and subordinated credits. 

The aforementioned categories of credits can be described as follows: 

i. Guaranteed or secured credits are those secured by a guarantee In rem. They 
. are paid out of the proceeds of the sale of the secured asset once sale 
e)(penses and any amount allocated to credits over the insolvency estate are 
deducted. If the secured assets are insufficient to pay all debts owed to 
guaranteed creditors, any remaining debt is lnduded In the common credits; 

ii. Privileged or preferential credits are those benefiting from general creditor's 
privilege (e.g. credits arising from an employment contract) over c1ssets 

16 Article 5/3 of the Banking Winding up Proceeding. 
" Everi though our analysis Is not covering the application of resolution measures, It should 
be noted that the withdrawal of the authOnsatlon gran«!d to a credit Institution having its 
head office In Portugal, which Is a subsidiary of a crossborder group or the parent 
undertaking of a cross-border group must comply with the common European Resolution and 
Recovery provlsionsl7 before any wound up procedures can be triggered In Portugal. 
,. Article 23 of the RGJCSF. 
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comprised In the Insolvent estate. Due to their nature, these credits are paid 
in a pro rata basis with the proceeds of the unsecured assets and according 
to its inner ranking. In Portuguese Law there are several types of privileged 
creditors that are ranked differently; 

Ill. Common or non-secured creditors can only be paid after creditors who rank 
in priority to them are paid in full. They are paid in a pro rata basis If the 
proceeds of the insolvency estate are insufficient to fully satisfy the debt; 

Iv. Subordinated creditors79 rank below common creditors. They follow the same 
pro rata rules applicable to common creditors. Holders of such credits are not 
entitled to vote at the General Meeting of Creditors save for approving an 
Insolvency plan. 

3. Credit Institutions 

As already explained in our analysis to the legal proceeding that needs to be followed 
in order to liquidate a bank, when a credit institution with its head office in Portugal is 
falling or likely to fall, the rules governing the recovery of commerclal undertakings 
and the protection of creditors set forth In aRE do not apply to credit Institutions 
(article 153-A of RGICSF). 

Instead, In order to safeguard the financial soundness of a credit Institution, the 
Interests of depositors or the stability of the financial system, provided that certain 

79 In respect to the order by which payments are made among credit classes, Article 177 of 
CIRE establishes that subordinated credits should be paid In last, I.e., after all claims of 
common to non-secured credits have been paid. 

In respect to the payment hierarchy within the class subordinated credits, If there are still 
any amounts left to distribute from the liquidation of the Insolvent estate, as a general rule 
the payment of holders of subordinated credits takes place In the following order (Article 48 
ex vi article 177 of CIRE): 

86 

1. Credits held by "persons specially related to the Insolvent", provided that such a 
relationship already existed when the credit was acquired. Such credits held by 
persons specially related to the debtor also Include the ones that have been assigned 
to other entitles In the first 2 years prior to the beginning of the insolvency 
proceeding. 

A list of "persons specially related to the Insolvent• Is set forth in article 49 of CIRI:. 
These are for example, family members, partners, associates, other companies In a 
group relatlo11shlp with the l11solvent party or that have control over It. However, 
CIRE allows the Interested part the proof of the contrary. 

2. Interest on non-subordinated credits that have arose after the declaration of 
Insolvency, except fort Interests of credits which are preferential In general or 
secured In re, up to the value of the respective assets; 

• 
3. Contractually subordinated credits; 

4, Cre<llts which require the Insolvent to fulAII gratuitous obllgatlons; 

5. Credits over the Insolvent estate, which as a result of being tenninated to the benefit 
of the Insolvent estate, are now being held by non l>ona fide tl'ilrd parties; 

6. Interest on subordinated credits that have arose after the declaration of Insolvency; 

7. Shareholder's loans. 

An exception to this general rule Is the possibility of a different hierarchy of payment 
being established by parties in a contract, as set forth In Article 177/2 of CIRE (e.g. 
under the payment tenns and conditions to bond holders set forth In a private placement 
memorandum). 
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conditions, objectives and legal requirements are met the Bank of Portugal may 
intervene in such an entity through: 

i. The application of corrective and reorganization measures, includlng, among 
others, the submission of a restructuring plan, the interim administration of 
the credit institution, restrictions to the granting of credit and to the deposit 
taking activities (articles 141·14S·B of RGICSF); 

Ii. The appllcatfon, within the Single Resolution Mechanism28, of the following 
recovery and resolution measures, pursuant to Chapter III of Title VIII of 
RGICSF; 

• The partlal or total sale of the bank's business; 

• The partial or total transfer of the business to bridge institutions; 

• Separation and partial or total transfer of the business to asset 
management vehicles; 

• Bail-in. 

Whenever the corrective measures applied do not achieve the financial recovery of 
the credit institution, or if they are deemed insufficient, the Bank of Portugal may, 
alternatively 29: 

I. Suspend or remove the members of the management body and appoint 
temporary members for the management body; 

ii. Apply a resolution measure, If deemed necessary to fulfil the objectives set 
out In article 145-C of RGICSF and if the requirements laid down in article 
145-E(2} are met; 

iii. Withdraw the bank's authorisation, applying the llquldatlon regime provided 
for In the appllcable law. 

The process of liquidation will be carried out following to the rules of crne, to the 
extent that such rules do not conftlct with the Banking Law and of the Banking 
Winding up Regime (article 9/3 of the Banking Winding up Regime). 

The revocation by the Bank of Portugal produces the same effects as the declaration 
of insolvency and the provisions of the Insolvency Code will apply, provided that such 
provisions do not conflict wi.th the Banking Law and LLCIFC80 to the llquldatlon of. 
Credit Institutions. 

•• Law on Uqulelatlon of Credit Institutions and financial Companies • 0L 199/2006 of 25 
October, 2006 • which Implemented Directive 2001/24/CE of the European Parliament and 
Council of 4 April, 2001 Into the Portuguese jurisdiction. 

87 



V81u~tlon ot difference In tteotment • aoneo Popul8r Espo~ol 

III: Banco Popular's investees 
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8. Glossary 
Affected Shareholders and Creditors: holders of Ordinary Shares In the Bank, 
Additional ner l capital instruments and Tier 2 capital instroments, that are directly 
Impacted by the resolution decision. 

Banking licence: Authorisation for the exercise of banking operations as a credit 
institution granted and supervised by the European Central Bank. 

Claims against the estate: Any credit arising after the opening of the insolvency 
proceeding. 

Common phase: Phase that begins after the opening of the Insolvency proceeding 
and after its communication to the judge. The common phase ends either with the 
opening of the composition phase ( an agreement between the debtor and the 
creditors. See definition below) or the liquidation phase (the company's assets are 
realised to compensate creditors according to the creditors' hierarchy. See definition 
below). The goal of this phase is to evaluate the debtor's assets and liabilities. 

Company's Lawyer or Legal Advisor: Person (natural or legal) who advises the 
debtor as to legal rights and obligations, and represents him In court or regarding 
other legal matters. 

Composition Phase: Phase that follows the common phase in an insolvency 
proceeding, when an agreement Is reached between the Insolvent company and the 
creditors. If no agreement Is reached, the llquldatlon phase starts. However, there 
are other reasons for entering into a liquidation phase ( cessation of business activity 
or Insufficient assets to repay debts, among others). 

Court Agent or "Procurador": Professional who represents a person (natural or 
legal) in a judicial process. In an insolvency proceeding, the court agent represents 
the debtor. 

Creditor: Person (natural or legal) to whom a debt (or other financial obligation} is 
owed. For example, Banco Popular's depositors are creditors of Banco Popular. The 
main goal of the insolvency proceeding is to pay the credits that are owed. 

Creditor's Composition: Agreement between the debtor and its creditors during 
the composition phase of the Insolvency proceeding, aiming at the satisfaction of the 
creditors while ensuring the survival of the business. 

Creditor Hierarchy: Establishes the ranking of creditors and the priority of p<1yment 
of their debts In accordance with the Spanish Insolvency Act and during an insolvency 
proceeding. 

Debtor: Person (natural or legal) who Is in debt or under financial obligation to 
another (opposite to creditor}. The insolvency declaration restricts the debtor's 
lights of management and disposal with regard to his/her aggregate assets. 

Claims with General Preference: Clalms that have a priority under the creditor 
hierarchy due to its public nature or interest. 

Insolvency Administrator: Person (natural or legal) who is appointed to 
administrate the debtor's assets, with the main goal of satisfying creditors' claims. 

Insolvency Administrator Report: Briefing prepared by the insolvency 
administrator to inform creditors and the Court on the debtors' insolvency situation. 
The report is submitted during the common phase and includes the list of creditors 
and assets. 

Insolvency Declaration: Court's decision that opens the Insolvency proceeding, 
and defines the legal nature of the insolvency (compulsory or voluntary), which 
impacts on the rights of the management and disposal of the debtor with regard to 
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his assets. In addition, It enables the communication to creditors in order to report 
their claims. 

Insolvencv Proceeding: Judicial proceeding started when a person ( natural or 
legal) is no longer able to meet his / her financial obligations and pay his / her 
creditors when debts are due. Its goal Is to organise his / her heritage in the most 
efficient way and pay the existing debts to the maximum extent possible. 

Insolvency Proceeding Complexity: It Is considered that an insolvency 
proceeding presents •complexity", among others, in the following cases: 

• The number of creditors exceeds 1,000. 

• The debtor has more than 2 SO employees on the date of the dedaration of the 
insolvency proceeding or the average number of employees during the 
immediately preceding year Is greater than 250. 

• An extinctive collective dismissal procedure takes place and the debtor has more 
than SO employees. 

• The debtor Is a credit Institution. 

Insolvency Liquidation Proceeding: Judicial proceeding related to the insolvency 
situation of the debtor (natural or legal person), the goal of which Is to organize the 
payment to creditors according to the Spanish Insolvency Act (takes place during the 
llquldatlon phase of the Insolvency process). 

Labour Group: A group of companies, when two or more of the following conditions 
are met: 

Ill. Companies have a single management 

Iv. Companies' asset ownership cannot be differentiated 

v. Employees are shared between companies 

vi. Payments can be made from any of the companies (salaries, loans) 

vii. Fraudulent use of personality by using different companies as the employer In 
order to minimise the risk. 

Liquidation Phase: Phase of the insolvency proceeding that begins after the 
common phase If no agreement is reached between the debtor and Its creditors. The 
main goal of this phase is to implement a liquidation plan and realise the debtor's 
assets to pay creditors according to the creditor hierarchy. 

Liquidation Quarterlv Report: Document to inform on liquidation operations. The 
liquidator has to prepare the Report every three months and present It to the Court. 

Liquidator: Person (natural or legal) responsible for reallslng the debtor's assets 
durlng the liquidation phase. Under the Spanish Insolvency Act, the liquidator also 
assumes the duties of the Insolvency administrator, i.e. the insolvency administrator 
Is also the liquidator. 

No Creditor Worse Off Principle: Principle established In the BRRD's recital (5) 
and in Article 1 S(l)(g) SRMR, to guarantee the protection of creditors of an insolvent 
credit institution. Its goal is to ensure that if a resolution tool Is Implemented to an 
Insolvent Institution, creditors do not incur in greater losses than they would have 
incurred if the institution had been wound up under a no/T'f'lal Insolvency proceeding. 

Objective Cause: Situation under a collective dismissal agreement that allows 
paying a minimum compensation to employees. The dismissal itself takes place either 
by an economic, technical, productive or organisational cause. 

Ordinary Claims: Claims that, under the creditor hierarchy, are not classified as 
pledge claims, clalms against the estate, claims with general preference or 
subordinated claims. 
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Pledge Claim$: Claims secured with debtor's rights or assets. In the liquidation 
phase of an insolvency proceeding, these claims are satisfied with the results of the 
sale from the underlying asset of the guarantee. 

Subordinated Claims: Oaims that rank last in the creditor hierarchy, bearing in 
mind that we are not considering shareholders (i.e. equity) as a creditor. 

Transposition: Process by which European Directives are Implemented Into national 
law. In general terms, a Directive Is a binding European Union legal instrument for 
member states. A Directive only regulates the result to be achieved and gives national 
authorities the power to decide on the form and means to obtain that result. 

Valuation of difference In treatment: According to Article 74 and 75 of BRRD and 
Article 20 SRMR, Valuation of difference In treatment is carried out after the 
resolution takes place and determines whether an entity's shareholders and/or 
creditors would have received a better treatment If the entity had entered Into normal 
Insolvency proceedings. Therefore, It Is a valuation of difference In treatment for 
shareholders and creditors. Value of the Guarantee: According to Article 94.5 of 
the Spanish Insolvency Act, it is the amount equivalent to nine-tenths of the value 
of the asset. 
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