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Relaxation of the investment regime and
operating rules in the Retirement Savings
System (SAR)

e Regulatory changes in the Retirement Savings System (SAR) aimed at
providing greater flexibility to the investment regime and operating rules
of the Retirement Fund Administrators (Afores)

In the first quarter of 2012, the Comision Nacional del Sistema de Ahorro para el Retiro (CONSAR

- National Retirement Savings System Commission) made regulatory changes that will enable
greater dynamism in the market.

e The investment limit for Structured Instruments (IE) was increased,
particularly in the Housing and Infrastructure sectors
The Sociedades de Inversion Especializadas en Fondos para el Retiro (Siefores - Specialist
Pension Fund Investment Companies) can diversify even more their investments, which will
enable better returns to be earned for workers.

e« The operating rules as regards advertising and number of promoting
agents have been relaxed

The Afores and Siefores will have greater freedom to advertise their products and decide their
workforce size.

e Through “SAR On-line”, workers can complete procedures in their
individual accounts over the Internet, without having to go to their Afore
Some procedures, such as location and registration of individual accounts, transfers from Afore
and joining the mutual savings program for workers paying contributions to the Instituto de
Seguridad y Servicios Sociales para los Trabajadores del Estado (ISSSTE - Institute of Social
Security and Services for State Employees), can now be completed through the CONSAR
website.

o After nearly 15 years since the SAR was established, regulation has evolved
towards greater openness, in line with international standards
Recent changes will bring more competition to the market, and at the same time represent a
challenge for the Afores, which should not excessively increase their advertising and sales
expenses and maintain the fee reduction trend seen in recent years.
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Changes to the investment regime of the Siefores

After nearly 15 years since the SAR was established, the investment regime of the Siefores' has
gradually become more flexible, enabling greater portfolio diversification. At the close of April 2012,
funds under management by the Afores totaled 1680920 million pesos (11.8% of GDP). The

accumulated funds are managed in portfolios according to a diversification criterion, depending on
the age group of members: of total funds, 58.02% is invested in government securities, 1713% in

domestic private debt, 1127% in international equity, 7.87% in the local stock market, 2.72% in
international debt and 2.99% in structured instruments.

Investment in Structured Instruments

Since 2007, the Siefores have been allowed to invest directly in infrastructure through Structured

Instruments (IE), which currently include Capital Development Certificates (CKDs)? and Infrastructure
and Real Estate Investment Trusts (FIBRAS)®.

Pension fund investment in this type of assets encourages portfolio diversification and earns
potentially attractive returns, since infrastructure assets show low correlation with the returns
obtained with other instruments, such as shares and bonds. In addition, they provide a long-term

investment horizon -in line with the nature of pension savings-, protection against inflation and
constant flows*

The Siefores have gradually increased their investments in this type of assets over time, as seen in the
chart below.
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In the first quarter of 2012, the total investment limit for IE was raised and specific sublimits were
established for those instruments that invest in the domestic Infrastructure or Housing sectors.?

1: Individual accounts are managed by dedicated administrators (Afores) with monies invested in legally and independent dedicated pension
funds (Siefores).

2: They provide direct financing to new companies, specific projects, sectors or industries in México
3: The FIBRAS are an investment vehicle designed for the construction and acquisition of real estate in Mexico for lease and potential sale in the
future.

4. See BBVA Research (2010) “Balance y Proyecciones de la Experiencia en Infraestructura de los Fondos de Pensiones en los Fondos de
Pensiones en Latinoamérica”.

5: Before there was only one limit for IE in general, irrespective of the sector in which they invested.
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ITralté‘re(;ase in Structured Instruments investment limits (includes CKDs and FIBRAS)

Previous limit SB1 SB2 SB3 SB4 SB5

Structured Instruments 0% 10% 15% 15% 15%

New limit SB1 SB2 SB3 SB4 SB5

Structured Instruments 0% 15% 20% 20% 20%
Infrastructure or Housing 0% 10% 13% 13% 13%
Other IE 0% 5% 7% 7% 7%

Limits as a percentage of total assets managed by the Siefores.
Source: BBVA Research with CONSAR data

Investment in Debt Instruments

The investment regime for the Siefores establishes certain limits for investment in debt instruments in order to
control the issuer concentration risk. Before, there were various limits, depending on the credit rating of
issuers. However, since March 2012, regulation authorized those limits for common debt instruments issued
by the same issuer® irrespective of its credit rating (as long as it is permitted by the investment regime).

Table 2
Changes to the limits on investment in debt instruments
issued or guaranteed by the same issuer (domestic issuers or counterparties)

Instrument Previous limit /'
mxAAA domestic currency or BBB+ currencies 5%

mxAA domestic currency or BBB- currencies 3%

mxA domestic currency 2%
mxBBB domestic currency or BB currencies 1%
Instrument New limit /2
Common debt from mxBBB to mxAAA or currencies from BB to AAA 5%
Subordinated debt from mxBB+ to mxBB- or currencies from B+ to BB- 1%

/1Includes preferred, common and subordinated debt
/2 As a percentage of total assets managed by the Siefores. This limit is the same for all the Siefores.
Source: BBVA Research with CONSAR data

Relaxation of operating rules for the Afores

The advertising rules for the Afores and Siefores were relaxed in April 2012. It is important to point out
that previous regulations established very strict criteria in this area, since it only allowed the Afores
(not the Siefores) to carry out certain types of advertising for comparison purposes, and as regards
returns they could only use the Net Return Indicator (IRN) published by CONSAR. The recent changes
will enable the Afores and Siefores to:

1. Sponsor’ activities or events for advertising purposes.

2. Distribute promotional articles which do not place conditions on the registration or transfer of
individual accounts.

3. Send information on the SAR through their shareholders or the financial group they belong to.
Provide expanded information on the® products and services used in comparative advertising.
5. Freely advertise voluntary savings®.

&~

6: Domestic issuers or counterparties

7: Subject to the principles of clarity and veracity and based on verifiable technical elements

8: For comparative advertising purposes, the information on fees, returns and Net Return Indicator must be the latest information published by
CONSAR, and the Afores may therefore also use information on returns for different terms. Before, only the Net Return Indicator could be used for
such purposes.

9: They can compare voluntary savings with similar financial products that can be considered as investment alternatives.
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Another major change made to the operating rules is that the Afores can now have as many
promoting agents as they wish. Before, the workforce size of each Afore depended on the skills and
on the administrators degree of control over their promoting agents'™®.

Procedures over the Internet (SAR On-line)

One of the main challenges facing the SAR has no doubt been to make the workers aware of the
importance of pension savings, encouraging them to participate actively in the decisions that will
affect their postretirement income. As of April 2012, the Afores managed 46.8 million individual
accounts, of which 66% were workers who had voluntarily chosen an Afore (registered workers), while
the remaining 34% (16 million accounts) were workers who did not choose an Afore, and whose
individual accounts have therefore been assigned to an administrator, in accordance with the rules
established by CONSAR™

A worker who has been assigned to an Afore may at any time voluntarily decide to remain with that
administrator (register) or switch to another Afore. It should be noted that the administrators do not
have available full information on registered workers and, therefore, cannot send account statements
to their homes, thus preventing this type of workers from having control over their retirement savings.
It is therefore particularly important for these workers to know which Afore is managing their
individual account and register it.

In order to simplify this procedure and others involving the individual accounts of the workers, “SAR
On-line” was implemented. This mechanism will enable some procedures to be completed over the
Internet from the CONSAR website without having to go to a branch office of the Afore. The following
procedures can be completed on-line:

e Account location (find out which Afore the worker is assigned to)

e Worker registration with the Afore (if the worker has been assigned to an administrator and wishes
to remain with it)

e Transfers between Afores” (checking the worker's identity via e-mail and credit or debit card).

e Adding and changing contributions to the mutual savings program® of ISSSTE (only for state
workers).

Assessment

In general, the recent regulatory changes made to the SAR can be considered positive, as they
provide greater relaxation in both the investment regime of the Siefores and in the operating rules
governing transfers, promoting agents and procedures that may be completed over the Internet.

The changes in the investment regime of the Siefores could drive investment in structured
instruments, mainly in the domestic housing and infrastructure sectors. At the same time, they involve
challenges for the Siefores in terms of strengthening their credit risk analysis areas, since due to the
authorization of investment limits for issuers with different credit ratings, more funds may be invested
in debt issued by small and medium-sized companies. On the other hand, by having more funds

10: According to those criteria, CONSAR granted a rating to each Afore that determined whether it could increase the size of its workforce, as well
as the percentage of increase.

1: The funds of these workers are administered by the Bank of Mexico, while the registration and supervision of their individual accounts is
handled by a Service Provider Afore. Once a year, individual accounts showing consecutive contributions during the previous six two-month
periods are assigned to the Afores with the highest IRN scores.

12: For individual accounts with balances greater than 7,000 minimum wages ($436,000), the switch to another Afore must necessarily be made
over the Internet, while for accounts with balances below that limit the transfer can also be made through promoting agents or directly at the
Afore's branch office.

13: Ahorro Solidario (Joint Savings) is a voluntary scheme for ISSSTE (the public-sector workers' social security system) contributors that is
supported by the Federal Government and in which the agency contributes 325 pesos for each peso contributed by the worker (maximum
contribution by the worker up to 2% of the base contribution salary). Before, workers could only join this scheme or change their contribution to it
in November and December of each year, whereas now they can complete those procedures at any time over the Internet.
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invested in IE -instruments with low liquidity- the Siefores must have policies in place for properly
managing liquidity.

The flexibility of the SAR operating rules for advertising and promotion is very important for the
workers, since it could boost the individual accounts interest and sense of belonging, and raise
awareness among the population of the importance of voluntary savings for increasing their pension,
while the implementation of “SAR On-line” should make it easier for workers to complete certain
procedures over the Internet without having to go to a branch office of the Afore or contact a
promoting agent.

It is important to point out that more than one third of the SAR accounts are not registered with an
Afore. This is relevant, since workers who have not registered cannot receive their account statement
or complete certain procedures such as applying for mortgages, withdrawing unemployment or
marriage funds, or starting their retirement procedure. Thus, with the implementation of “SAR On-line”,
the account location and registration procedure should be easier.

Although the combined effect of greater flexibility in the operating rules for advertising and promoting
agents may give rise to greater competition in the market, the Afores should try not to increase their
advertising and sales expenses excessively, in order to continue with the reduction in the fees they
charge.

Also, the Afores and Siefores may include more information in their comparative advertising (using
the latest official data published by CONSAR), whereas previously only the administrators (and not the
funds) could engage in this type of advertising based on the IRN. This could benefit financially literate
workers, but could be confusing for poorly informed workers. The foregoing, together with the
flexibility to make Afore transfers over the Internet, could result in transfers being made to
administrators that do not necessarily offer higher returns in the long run™.

Thus, and given that based on the available information workers must make decisions that will affect
the amount of their pension, it is particularly important to intensify financial literacy campaigns for the
population so that workers understand the importance of voluntary savings, the fees and the long-
term returns, in order to obtain a higher income after retirement.
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DISCLAIMER

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

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

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

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

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

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

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

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

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

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