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Letter from the Group Executive

Chairman

Dear Shareholder,

In 2017, the global economy grew by 3.7%, slightly more than
in 2016, and above market forecasts, thanks to the United
States, China and Europe. Europe’s economic performance
was a positive surprise, but uncertainty remained regarding
the Brexit negotiations, which are moving forward slowly. In the
United States, the risk of an impact of the new tax and trade
policies on Mexico remains, although the Mexican economy
continues to demonstrate a great resilience. Emerging
markets, particularly in Asia, continue to grow more than
developed ones. The global economic map is changing, with
economic power shifting from west to east. Over the coming
years, this trend will continue, boosted by the reduction of the
technological gap and by demographic factors.

For the first time in BBVA's history, gross
income exceeded €25 billion, demonstrating
the soundness of our business

BBVA's net attributable profit in 2017 amounted to €3,519m,
slightly higher than in 2016, although it was affected by

the negative accounting impact of our stake in Telefénica.

The impact does not represent any cash outflow, and does
not affect the Bank's equity. Not including the effect of
theTelefonica stake, the net attributable profit would have
amounted to €4,642m, 19.7% more than in 2016 in current
euros and 26.3% more in constant euros, i.e. not taking into
account the exchange-rate impact.

For the first time in BBVA's history, gross income exceeded
€25 billion, demonstrating the soundness of our business.
Operating expenses declined by 2.3% and the efficiency

ratio improved by 276 basis points in constant euros to reach
49.5% at the close of 2017. This figure is far below the average
of our peers, and keeps us in the leading group of European
banks in terms of efficiency.

The NPL ratio declined to 4.4%, 47 basis points down from
the previous year. The cost of risk stood at 0.87%, similar to
the figure for 2016. The CET1 fully-loaded capital ratio closed
at 11.1%, above our target of 11% and also at the head of our
European peer group.

The year 2017 was also one of major corporate transactions,
such as the increase of our stake in Garanti to 49.85%,

and the agreements to sell both our franchise in Chile

to Scotiabank and much of our real-estate portfolio (to

take place in 2018). We also increased our stake in the UK
company Atom Bank, and remain its principal shareholder.

In six of the eleven countries where we operate,
we reached a turning point in 2017, with over
50% of our customers now being digital

BBVA's transformation strategy took some major steps
forward in 2017, as recognized by the markets. The
consultancy firm Forrester Research named BBVA's app
in Spain as the best mobile banking app in the world, and
BBVA's website in Spain received the highest score inthe
online banking ranking at European level.

In 2017, we reached a total of 22.6 million digital customers and
17.7 million mobile customers, an increase of 25% and 44%,
respectively. In six of the eleven countries where we operate
we reached a turning point, with over 50% of our customers
now being digital. What is even more important, in eight of our
markets we head our peers in the NPS (Net Promoter Score)
ranking, which measures our customers' satisfaction.

The future of the financial industry is closely related to
the management of our customers’ information and
data. Thatis why in 2017 we created a new division at the
highest organizational level focused on the definition and
implementation of BBVA's global data strategy.

Thanks precisely to the use of data and artificial intelligence,
we have continued to improve our digital offering, launching
new products onto the market and adding new functionalities
that provide our users with a more complete experience.
Examples of this are the new services, such as BBVA Plan,
launched in Mexico, which helps customers set up and
achieve savings targets; Bconomy, launched in Spain, which
provides users with information on their financial health and
helps them control their personal finances; and MIA (Mobile
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Interactive Assistant) in Turkey, which allows customers to
operate via a mobile app using natural language.

We want our customers to benefit from the technological
revolution we are experiencing, so last year we continued
toinvest in areas such as machine learning, biometrics and
blockchain, which are some of the cornerstones for the
transformation of the industry.

BBVA stood out among leading entities in
promoting a model of sustainable finance

BBVA has also made significant progress over the year in
responsible banking. A number of the geographic areas where
we operate have been affected by natural disasters. Following
the earthquake that hit Mexico and the hurricanes that lashed
the southern United States, we quickly deployed a battery of
measures to ensure that our employees and the community
as a whole could return to normal as soon as possible. Our
collaborators played an active role in the rescue work and
collection of funds.

BBVA stood out in 2017 among leading entities in promoting
amodel of sustainable finance. It granted the first green loan
to a global company in the energy sector, as well as the first
green loan with a project finance structure, also at global level.

At the same time, the BBVA Foundation continued to develop
economic, cultural and scientific programs, and the BBVA
Microfinance Foundation celebrated its tenth anniversary of
promoting the development of vulnerable sectors in Latin
America. Also in 2017, BBVA reaffirmed its commitment to the
principles of the United Nations Global Compact.

Thanks to the efforts of all the people who
work at BBVA, we are turning into reality one of
the most ambitious business projects in global
banking

2017 has been a good year for BBVA. The Group's revenues
have reached a historic level, our capital strength has been
reinforced, and our transformation strategy has gathered
pace as it enters the execution stage.

This has all been possible thanks to the Group's nearly
132,000 collaborators, whom | would like to congratulate on
their great work. Thanks to the efforts of all the people who
work at BBVA, we are turning into reality one of the most
ambitious business projects in global banking.

Finally, thank you to you, our shareholders. Your constant
support is what drives us to continue working to offer our
customers the best service possible, and to achieve our
Purpose of bringing the age of opportunity to everyone.

1 March 2018

Francisco Gonzalez Rodriguez



2017 INTRODUCTION

Introduction

About BBVA

BBVA is a customer-centric global financial services group
founded in 1857. Its Purpose is to bring the age of opportunity
to everyone. This Purpose reflects the Entity’s role as enabler,
to offer its customers the best banking solutions, helping
them make the best financial decisions and making a true
difference in their lives. We live in the era of opportunities,
where technology offers universal access to education and
offers many more people than ever before the possibility of
embarking on projects and chasing their dreams. BBVA helps
people make their dreams come true.

L ] @
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Europe
Germany
North America Belgium
The United States Cyprus
Mexico Spain
Finland
France
Holland
South America Italy
Argentina Ireland
Bolivia R . Luxembourg
Brazil Malta
Chile Portugal
Colombia United Kingdom
Paraguay Romania
Peru Switzerland
Uruguay Turkey
Venezuela

€ 690

billion in total
assets

72

million
customers

countries

>30 8,271

branches
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BBVA operates in more than 30 countries. The Group has a
solid positionin Spain, it is the largest financial institution in
Mexico and has leading franchises in South America and the
Sunbelt Region of the United States. It is also Turkish bank
Garanti's leading shareholder. Its diversified business is biased
to high-growth markets and it relies on technology as a key
sustainable competitive advantage.

BBVA has a responsible banking model based on seeking
out areturn adjusted to ethic principles, legal compliance,
best practices and the creation of long-term value for all its
stakeholders.

Asia-Pacific L
China

Hong Kong

Japan

Singapore

31,688

ATMs

131,856

employees

Data at the close of 2017. Those countries in which BBVA has no legal entity or the volume of activity is not significant are not included.
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Business organizational chart and structure

BBVA Group's organizational structure has remained the For the rest, BBVA's organizational structure remains divided
same in 2017, with only one change: the creation of the global into four types of areas: Execution & Performance, New Core
Data area. This area, which answers directly to the CEO, has Competences, Risk & Finance and Strategy & Control. The
been created to boost the strategic use of data in all areas CEQ is responsible for the first three functions and the Group
of the Bank. It thus defines and implements the global data Executive Chairman for Strategy & Control.

strategy, as well as creating and extending a data culture
in the Organization, with the aim of speeding up BBVA's
transformation to a data-driven organization.

‘& GROUP EXECUTIVE CHAIRMAN

Francisco Gonzalez

-4 CEO

A iw Carlos Torres Vila

EXECUTION & PERFORMANCE NEW CORE COMPETENCIES RISK & FINANCE STRATEGY & CONTROL
Corporate & Investment Banking &3 Customer & Client e Fin_ance i _ 71 glggglﬁlécgf?g“rgics, Regulation
g 1w Juan Asta 49, Solutions? 4@ J@meSaenzde Tejada A& José Manuel Gonzalez-Paramo
Derek White
[ Country Monitoring’ =8 Talent & Culture ) Global Risk @" Legal & Compliance
44 Jorge Sdenz-Azctinaga Q Ricardo Forcano &‘ ’F\g%gglnggltinas 4 EduardoArbizu

Spain

@ Strategy & M&A
Cristina de Parias

Engineering 4 Javier Rodriguez Soler
Ricardo Moreno

J
<) Mexico - o Ascounting &lSupervisors
w E Data a Ricardo Gomez Barredo
)

w Eduardo Osuna David Puente

£ The United States g ;omrrémfratl%r?s
47w Onur Geng A’ PaulG. Tobin

e General Secretary

Turkey L -
vl ) D A |
a5 Fuat Erbil dw Domingo Armengo
P Internal Audit
Un José Luis de los Santos

(1) Reporting channel to CEO for Argentina, Colombia, Chile, Peru, Venezuela, Uruguay and Paraguay, as well as monitoring of all
countries, including Spain, Mexico, the United States and Turkey

(2) Integrates Global Products & Digital Sales; Design & Marketing; Data & Open Innovation; Business Development in Spain, Mexico,
Turkey, the United States and South America; Distribution Model; Asset Management & Global Wealth and New Digital Businesses.
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Environment

Macroeconomic environment

Global economic growth held steady at around 1% quarter-
on-quarter in the first nine months of 2017 and latest
available indicators suggest a continuation of this momentum
in the last part of the year. Confidence data continues to
improve, accompanied by a recovery in world trade and

the industrial sector, while private consumption remains
robust in developed countries. This positive trend reflects

an improved economic performance across all regions. With
respect to advanced economies, US GDP increased slightly
more than expected in 2017 (up 2.3%), and the strength

of the recovery could be extending in the coming quarters,
after the approved fiscal measures. In Europe, the pickup in
growth in recent quarters (up 2.5% in 2017) can be explained
by a strengthening of domestic demand. Among emerging
economies, growth in China is set to remain supportive

for the rest of Asia, which, together with the increase in

the commodity prices will give increased impetus to Latin
American countries. Finally, with their recovery, Russian and
Brazilian economies are no longer hampering global growth.
Accordingly, and in contrast to other post-financial crisis
periods, there has been a global synchronous recovery.

This growth environment has been accompanied by
moderate levels of inflation, despite ample liquidity in the
markets. As a result of the above, central banks have more
room for maneuver in emerging economies to continue using
monetary policy to support growth, while allowing monetary
authorities in advanced economies to maintain a cautious
approach to implementing monetary policy normalization.

Other factors which have contributed to the upbeat global
picture, such as generally neutral or somewhat expansive
fiscal policy and still moderate commodity prices, look likely
to remain in place over the coming quarters. Global growth is
therefore forecast to accelerate to around 3.7% in 2017.

P8

Global GDP growth and inflation in 2017
(Real percentage growth)

GDP Inflation

Global 37 6.2
Eurozone 2.5 1.5
Spain 3.1 2.0
The United States 2.3 2.1
Mexico 2.3 6.0
South America @ 0.8 65.3
Turkey 70 na
China 6.9 1.5

Source: BBVA Research estimates.

@t includes Brazil, Argentina, Venezuela, Colombia, Peru and Chile

Digitalization and changing consumer behavior

Digital activity is outpacing growth in overall economic
activity. Society is changing in line with the exponential
growth in technology (internet, mobile devices, social
networks, cloud, etc.). As a result, digitalization is therefore
revolutionizing financial services worldwide. Consumers

are altering their purchasing habits through use of digital
technologies, which increases their ability to access financial
products and services at any time and from anywhere.
Greater availability of information is creating more demanding
customers, who expect swift, easy and immediate responses
to their needs. And digitalization is what enables the financial
industry to meet these new customer demands.

Technology is the lever for change which allows the value
proposition to be redefined to focus on customers’real
needs. The use of mobile devices as the preferred and often
only tool for customers’ interactions with their financial
institutions has changed the nature of this relationship and
the way in which financial decisions are made. It is crucial

to offer customers a simple, consistent and user-friendly
experience, without jeopardizing security and making the
most of technological resources.

Data are the cornerstone of the digital economy. Financial
institutions must make the most of the opportunities offered
by technology and innovation, analyzing customer behavior,
needs and expectations in order to offer them personalized,
value-added services. The development of algorithms based
on big data can lead to the development of new advisory tools
for managing personal finances and access to products which
until recently were only available to high-value segments.
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The digital transformation of the financial industry is
boosting efficiency through automation of internal processes,
with the use of new technologies to remain relevant in

the new environment, such as blockchain and the cloud;

data exploitation; and new business models (platforms).
Participation in digital ecosystems through alliances and
investments provides a way to learn and take advantage of
the opportunities emerging in the digital world.

The financial services market is also evolving with the
arrival of new players: companies offering financial services
to a specific segment or focused on a part of the value
chain (payment, financing, etc.). These companies are
digital natives, rely on data use and offer a good customer
experience, sometimes exploiting a laxer regulatory
framework than that for the banking sector.

The regulatory environment
1. Completion of Basel IlI

The main issue in developing the global regulatory agenda
has continued to be the completion of the pending elements
in the global capital framework (Basel Ill), in particular the
comparability of the internal models used by global banks and
the variability of risk-weighted assets. The financial industry
has referred to this phase as Basel |V, due to the major impact
it could have on some jurisdictions. However, the authorities
have stressed that it is simply the completion of Basel Ill,

and that they are committed to ensure that in aggregate
terms it does not represent a significant impact on the capital
requirements of banks.

Discussions in the Basel Committee have been focused

on the calibration of the capital requirements floor for
banks that use internal models for credit-risk assessment.
Although the agreement was difficult to reach, it was closed

in December 2017, when a floor was agreed for the internal
models equivalent to 72.5% of the capital requirements under
the standard model.

Some calibration adjustments on two global standards were
also discussed during the year: i) the capital requirement for
market risks (fundamental review of the trading book - FRTB)
and ii) the long-term liquidity ratio (net stable funding ratio

- NSFR). Discussion on the FRTB focused on the need to
establish a longer transition period toward the new standard,
as it significantly increases the capital requirements of the
trading book. With respect to the NSFR, greater flexibility was
granted to the domestic authorities in terms of the stable
fund requirements for derivative liability positions.

At European level, the regulatory effort in 2017 was focused
on the European Council's discussion of the Commission'’s
proposal to review the European banking framework with the
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aim of incorporating the final elements of Basel Il to reduce
the risks to the financial system. The discussions are coming
to aclose.

2. Bank resolution in Europe

In terms of legislative development, a new class of bank
liabilities were created called senior non-preferred debt, by
the transposition of an EU Directive through Royal Decree
Law (RDL) 11/2017. A number of banks, including BBVA,
have begun to issue this new class of debt, which has had an
excellent uptake by institutional investors.

In addition, discussions are continuing between the EU
Council and Parliament about the Commission's 2016
proposal on a series of banking reforms to mitigate the

risk of the banking sector. The most important of these is
the implementation of international law on the total loss-
absorbing capacity (TLAC) of systemic banks in Europe.
The Commission has proposed modifying the minimum
requirement for own funds and eligible liabilities now in force
(MREL) and align it with the TLAC. The European global
systemically important institutions (G-SllIs) will therefore have
to comply with a minimum MREL, while the rest of the banks
will be dealt with on a case-by-case basis in accordance with
certain criteria.

At the same time, the resolution authority of the main banks
in the Eurozone, the Single Resolution Board (SRB) issued
at the end of 2017 the first mandatory MREL requirements

and defined a calendar for compliance based on current law.

Finally, it is worth noting the cases of bank insolvencies in
the summer of 2017, when for the first time the EU’s bank
resolution framework was put into practice. Specifically,
Banco Popular was resolved by the SRB, two Italian banks
in the Veneto region (Banco Popolare di Vicenza and Veneto
Banca) were liquidated under the Italian insolvency law

and Banca Monte dei Paschi was subject to preventive
recapitalization.

3. Current situation on the banking union in Europe

Following the consolidation of the economic recovery in
Europe, the debate on the future of the euro has resulted

in the issue of two important documents by the European
Commission. The first is a White Book on possible scenarios
for the future integration of Europe, with a list of options. The
core or most likely framework according to the document

is a future two-speed Europe. The second document is

a Reflection Paper on the future of the Eurozone, which
proposes moving forward in two phases (2017-19 and 2019-
25) toward a more consolidated union. The first phase will
require the completion of banking union, making progress in
capital market union to promote investment flows between
Eurozone countries and facilitate better risk distribution
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between private agents. Also included is a reflection on the
need to move toward a fiscal union. In the second phase
there are proposals of a more institutional nature, including
for example the creation of a single European treasury or an
European monetary fund.

Itis important to note that banking union has been a major
project, which has settled the following: i) application of a
single regulation; ii) the creation of the Single Supervisory
Mechanism (SSM); iii) the creation of the Single Resolution
Mechanism (SRM) and the Single Resolution Fund (SRF).
However, two fundamental elements have yet to be
established for full banking union: a common public backstop
for the SRF and a common European deposit insurance
scheme (EDIS).

4. Focus on reducing non-performing loans

The European authorities have expressed their concern
regarding non-performing loans (NPLs) in the EU. In 2017 a
number of initiatives were implemented, focused on three areas:

Improved supervision

The European Council's action plan in July 2017 invited
the European Commission to consider the introduction

of prudential requirements for new loans in its review of
the CRR/CRD capital Directives. The European Central
Bank (ECB) also published a consultation document of an
annex to its Guidance on NPLs, establishing the minimum
coverage required for provisions and allowing banks to
decide whether they had to cover the deficit through
provisions or a deduction in own funds. More recently, on
10 November 2017, the European Commission published
a similar consultation document proposing deductions
from own funds or discounts on the value of the collateral.
The Council also asked the European Systemic Risk Board
(ESRB) to develop macroprudential approaches by the end
of 2018.

Reform of the insolvency frameworks

In 2016 the Commission proposed a Directive on
insolvency frameworks. The Council's action plan invited
the Commission to publish the results of the comparative
carried out among countries. The Commission also
published a consultation on the introduction of a faster loan
recovery guarantee, which is a swift out-of-court procedure
allowing banks to repossess securities offered as loan
guarantees and sell them.

Development of secondary markets for non-performing
loans

The Commission launched a consultation (closed on 20
October) that included initiatives aimed at facilitating the sale
of NPLs and the activity of servicing companies.

In addition, in January 2017, the European Banking Authority
(EBA) presented its proposal for the creation of an asset
management company at European level (the “bad bank”).
More recently, the Council's action plan invited the European
Commission to issue a guide for countries to create their
own bad banks.

The Council's action plan invited authorities to propose
initiatives related to transparency, including the creation of
centralized NPL data platforms, to facilitate access to this
information.

The securitization of NPLs could be another tool to withdraw
the most granular loans from the balance sheets. The EBA
presented a discussion paper on 19 September 2017, “On the
Significant Risk Transfer in Securitization” regarding the best
way to regulate the securitization of NPLs.

5. Regulation in the field of digital transformation of the
financial sector

Digitalization is altering the configuration of the financial
sector and relations with customers, giving rise to new
opportunities and risks. In this new environment, not only
banks must transform themselves, the regulatory and
supervisory frameworks must also evolve and adapt. A
number of issues marked the regulatory agenda in 2017:

The payments industry is undoubtedly the area where
there has been the greatest number of innovations in recent
years. In January 2018 the new Payment Services Directive
(PSD2) came into force. This new regulatory framework
aims to promote competition and strengthen the security
of payments in Europe. To do so, it regulates third-party
access to customers’ payment accounts.

Digitalization makes possible the storage, processing and
exchange of large volumes of data. This trend makes it
easier to adopt technologies such as big data and artificial
intelligence, with an enormous potential for expanding
access to financial services; but it also generates concerns
on how to ensure privacy and the integrity of customer
data. In Europe this has resulted in two regulations: the
General Data Protection Regulation (GDPR), with entry into
force in 2018, and the proposed e-Privacy Regulation, still at
the discussion phase.

Without doubt, data are a strategic asset in the digital
economy, needed to create attractive value propositions and
strengthen customer trust. The open banking regulations,
as well as the PSD2 and GDPR mentioned above, will have
significant results in consumer protection, competition and
the structure of the market in financial services.
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In view of the growing importance of data, to guarantee
the integrity of information is very important. The
increased frequency and sophistication of cyberattacks
make cybersecurity a priority for the financial sector.

A new cybersecurity framework has been created in
Europe through the Security Directive for Networks and
Information Systems (NIS), GDPR and PSD2. Now there
is a need for increased harmonization and international
cooperation in all the sectors.

Finally, in 2017 there were more intense regulatory
discussions on the implications of the technological
innovation in financial services or fintech. Operational, IT
and cyber risks are among the greatest concerns for the
authorities, together with possible risks for financial stability
derived from financial technology (fintech) in the sector.
There is a need to assess whether the existing regulatory
frameworks are capable of guaranteeing a level playing
field and adequate consumer protection. Regulators and
supervisors in Europe (the Commission, Parliament and
EBA) and at international level (the Basel Committee and
the Financial Stability Board) have published consultation
papers and reports on the issue that will help define the
priorities and lines of work over the coming years.

Economic outlook

The underlying factors which have supported the rebound
and stabilization of global growth since the end of 2016 will
continue into 2018, although some may begin to gradually
fade. The most immediate factor will be the gradual
normalization of Federal Reserve (Fed) and ECB monetary
policy, which will involve a gradual tightening of global
liquidity and a reduction in incentives for capital flows toward
emerging economies. BBVA Research forecasts global growth
to remain relatively stable at around 3.8% in 2018. However,
various political risks could affect economic confidence and
market performance.

In Spain, the recovery is likely to slow in 2018 to around

2.5% following three consecutive years of growth in excess

of 3%. The main support factors will be positive momentum

in activity and employment data, a favorable global backdrop
which should remain propitious for goods exports, and

an expansive monetary policy. However, the recent rise in
uncertainty which may be sustained for some time represents
arisk to certain components of demand, primarily investment
and services exports.

In the rest of Europe, improving labor markets and increased
confidence, alongside favorable financing conditions, will
continue to underpin momentum in consumption and
investment. However, some external support factors could
gradually attenuate over the course of the year 2018 . Euro

appreciation, rising commodity prices and stabilization of
global growth mean GDP could slip slightly above 2% in 2018
(up 2.5% in 2017). In this context, the ECB intends to rein

in its asset purchases, while interest-rate hikes likely to be
postponed until mid-2019. Furthermore, domestic risks within
the Eurozone, which are primarily political, remain tilted to the
downside, though they have moderated to some degree.

In the United States, uncertainty regarding economic policy
is likely to reduce over the coming quarters. Economic
fundamentals and the effect of the recently adopted
measures are consistent with a growth of a shade over 2.5%
in 2018. Robust global growth, dollar depreciation, oil price
expectations and the moderate improvement in construction
should spur an upturn in investment. By contrast, a more
gradual improvement in the labor market and stronger
inflation could weigh against private consumption. However,
contained price growth in recent months and the absence

of clear signs of inflationary pressure mean that it is likely
that the Fed will proceed slowly in its process of normalizing
monetary policy.

Despite the improvement in the global economy, some of

the remnants of the recession still need to be absorbed and
concerns linger regarding the capacity to increase the rate of
long-term potential growth. Therefore, how the authorities go
about withdrawing the stimuli, particularly on the monetary
policy side, continues to be crucial for entrenching the recovery
in developed economies and ensuring financial markets remain
favorable for emerging countries. By contrast, maintaining low
interest rates for a prolonged period of time could contribute to
increasing medium-term financial vulnerabilities.

In emerging economies, the key challenge is to manage
the potential vulnerability to possible abrupt fluctuations in
capital flows in a context of greater idiosyncratic uncertainty,
whether as a result of geopolitical tensions or due to the
elections taking place in 2018, particularly in Latin America.
In Turkey, the credit stimulus driven by the authorities is
pushing GDP growth above potential. This, alongside the
exchange-rate impact, has led to a significant increase in
inflation to around 12% in the last quarter of 2017, which has
provoked a tightening of monetary policy. To the extent that
the effect of the credit stimulus proves temporary, growth

is forecast to slow to 4.5% in 2018. The Mexican economy
could post growth of around 2% in 2018 (from 2.3% in 2017),
with the main risk stemming from a possible deterioration in
trade relations with the United States. The recovery is set to
gain traction in South America as whole. GDP could grow at
around 1.6% in 2018, following on from 0.8% in 2017, on the
back of support from the external sector, Brazil's recovery
from recession, private and public investment in Argentina
and infrastructure investment plans in countries such as
Colombia and Peru.
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Although short-term risks have receded, especially in China,
the latter's economic imbalances remain the biggest threat to
the global economy over the medium and long-term. Support
from the Chinese authorities has helped stabilize growth in

Expected economic growth in 2018 (Percentage of GDP growth)
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