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BBVA the Latin Growth Machine!
e BBVA's presence in the Americas
Our team projects BBVA to outperform the market overthe next
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Company Data

Price as of 3/26/05 $16.147 Price Performance
Region Europegn BANCO BILBAD ARG 5 as of 24-Mar-2005
Sector Financials ' ' ' ' ' |
Industry Banking Servicgs +308 1 sy
Market Capitalization 55.7 billign wor |
52-Week Low (5/10/04) $12.2)
52-Week High (12/30/04) $17.85 +10% |- W-_s&pﬂm
. Cpmpany Fundamentals . o M\_‘? ol
Price/Earnings (TTM) 14.37x
Price/Cash Flow Ratio (TTM) 14.1Dx 10 . . | | ; .
- Mauid Julod Sepid Nowid Janos Marog
Price/Book 2.12
Dividend Yield 3.29
Net Profit Margin (TTM) 23.4%
Return on Equity 13.5%6
Beta 1.31

Business Description

Banco Bilbao Vizcaya Argenatria SA (BBVA). The company'spipal activities include a a wide range of retail banking,
wholesale and investment banking, as well as other relatatdial services in Europe, Central and South AmericaofAs
09/01/2003, the Company organized its business areas ifoliioering manner: RETAIL BANKING includes - Spanish
Asset Management, Investment Services and Insurancéti@siWHOLESALE AND INVESTMENT BANKING includes
Real Estate and Private Equity; AMERICA AREA accounts forbalinking, pensions and insurance activities in the region,
including BBVA Bancomer.
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Investment Thesis

BBVA is the top financial is player in the Spanish-
speaking countries, both in Spain and Latin
America. BBVA provides a full range of financial

services to its 35 million customers in over 37
countries. They specialize in commercial and
wholesale banking, pension management and
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of growth and profitability for BBVA in 2005 as
well as through 2006.

When confronted about growth prospects, Chairman
and C.E.O Francisco Gonzalez as well as President
& COO Joseé Ignacio Goirigolzarri, have attempted
to convey their entrepreneurial vision to both
investors as well as stockholders. Both Gonzalez

insurance, among others. The year 2004 has been aand Goirigolzarri have been with BBVA since its

recording breaking year for BBVA with over €310
billion in total assets as of year-end 2004, €2.8
billion in net income—a 25.8% increase compared
to 2003— a proposed dividend €0.442 per share
(up 15.1%), around 100,000 employees worldwide
and close to 7,000 branches, BBVA is one of the
top-three leading Eurozone banks in terms of ROE,
EPS growth and efficiency.

We feel the portfolio will strongly benefit from the
inclusion of BBVA over the next 12 to 18 months
for two key reasons. Firstly we will gain diversified
international exposure, as BBVA has operations in
over 37 countries and is continuing to expand into
new markets such as Asia and the United States.
Secondly, BBVA is one of the fastest growing
financial institutions, moving from the $Sargest
financial institution (in terms of market
capitalization) three years ago to thd'16

Trajectory of Growth & Profitablity

In order to substantiate our claim that BBVA will
outperform its competitors over the next 12 to 18
months we look at both their successful track record
as well as their various growth opportunities.
Overall we can clearly delineate a strong trajectory

early days back in 1978. Gonzalez was appointed
CEO in 2000 and Goirigolzarri was appointed
President & COO in 2001. Both of these senior
managers have played a key role in the recent surge
in growth for BBVA. Their ambitions for BBVA

are aggressive and innovative but they are certainly
not far fetched.

Gonzalez and Goirigolzarri are on course with their
rigorous strategic plan for BBVA which has many
different facets. Firstly in the retail banking area i

Spain and Portugal they are going to launch an
expansion of the branch network with an aim at
reinforcing BBVA'’s strong presence as well as
attempting to get in touch with younger inhabitants
in the recently developed areas. While the senior
managers feel that growth may subside in 2005,
they plan to increase mortgage lending
substantially, by around 15%. The wholesale and
investment banking area will focus on customers in
Latin America. The rationale behind this strategy is
BBVA feels it has a clear competitive edge in Latin
America so focusing on project finance is a
significant means to exploit their available

resources. However the clear challenge going
forward is: “How will BBVA penetrate the US

market?” The US market is by far BBVA's biggest
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challenge in the future but remarkably they are
making strategic advances to capture their fair
share. Furthermore the company plans to open an
operating branch in Shanghai as well as improve
their presence in Tokyo.

LNB Acquisition: Solidifying
BBVA’s US Strateqy

In late September of 2004, BBVA acquired Laredo
National Bancshares, Inc. for a purchase price of
$850 million (€ 700 million) cash. This acquisition
will allow BBVA to gradually secure a future
position in the US Hispanic market. LNB has $ 3.4
billion in total assets, 110,000 customers and a
market share of 23% in the Texas-Mexico border
region. Since Hispanics are the fastest growing
demographic group in the state and the country,
BBVA is executing well on their plan to gain
grounds in key niche markets within the US. LNB is
now a part of BBVA's fast growing US division
which is also comprised of BBVA Puerto Rico,
BTS, and Valley Bank. The conclusion of the LNB
transaction is bringing BBVA closer to its ultimate
goal of being the leading financial services
company in the Hispanic market.

Since this transaction allows BBVA access into one
of its top priority markets, they hope to further
capitalize on all the resources they have now
inherited. Not only does BBVA reap the benefits of
the massive Hispanic presence in Texas, with over 5
million strong, but approximately 38% of the border
trade between the US and Mexico is done through
Laredo, a business activity where LNB had
predominant market share.
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LNB is the holding company of two banks: The
Laredo National Bank and South Texas National
Bank of Laredo — which together have total assets
of $3.4 billion and total deposits of $2.8 billion and
operate through 35 branches. Laredo National Bank
also owns a nationwide residential mortgage lender
called Homeowners Loan Corporation, which
operates in 49 states, and has subsidiaries engaged
in insurance and securities brokerage. LNB is
uniquely positioned to be the leading financial
services company in the South Texas Border region
and as such has as strong hold on the Hispanic
market with almost 1,800 employees of which 97%
percent are bilingual. Furthermore LNB has a 23%
market share in deposits and currently serves a
customer base of approximately 110,000, 85% of
which are of Hispanic origin. Continuing its strong
growth, in 2003 LNB had net income of $ 40
million, a 22% increase over the previous year, with
a return on equity (ROE) of 15.4%.

Between BBVA'’s new acquisition in LNB and their
US-Mexican money remittance business BTS there
will most likely be strong synergies which will
surely add value for the shareholders. BTS is the
leading company in money remittance between US
and Mexico with a strong market share of
approximately 40%. In 2003, Mexican residents in
the US sent more than $14.5 billion back home,
according to the Banco de Mexico.

Also during 2004 the company furthered
consolidated its strength in Mexico by buying out
its minority interests in BBVA Bancomer as well as
acquiring Hipotecaria Nacional in Mexico. Overall
BBVA America obtained profits of €1.24 billion in
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2004. This figure is 70% higher than the previous
year. BBVA America generates 39% of the group’s
net attributable profit of €2.80 billion and this
clearly demonstrates how well the company is able
to effectively execute on growth opportunities.

Innovation in 2005

In 2005 BBVA launched two uniquely innovative
new projects: Easy Mortgage 2005 and Dinero
Express. Both of these projects reinforce one of
BBVA’'s main value drivers which is innovation.
BBVA thrives from the continuous globalization in
what is now a world economy but in order to sustain
a competitive advantage against a multitude of
international competitors, it must be innovative.

Easy Mortgage 2005 is a plan that reduces mortgage
repayments by up to 40% for the first three years.
This remarkable costs savings innovation combined
with increased flexibility, security, and access will
make home ownership far easier for first-time
buyers. Furthermore the bank has increased the
amount deferrable to the end of the repayment term
from 20% to 30%. This works well with customers
who are opposed to stringent repayment schedules
giving them greater flexibility.

Also Easy Mortgage provides a “Protection Pack”
which provides borrowers with a comprehensive
assortment of mortgage related insurance policies
which allow them to choose the best solution for
their individual needs and budget constraints.
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substantially.

repayments are S0

Lastly BBVA has developed a feature called the
“Mortgage Facilitator” which is an innovation
intended to produce rapid simulations to determine
the best Easy Mortgage options, given a customer’s
own personal requirements.

BBVA also announced plans to open Dinero
Express chains across Spain. The Dinero Express
concept is a one-stop shops that fully caters to
immigrants in Spain, offering them a wide range of
financial and legal services. The four main aspects
of their model include: specialization and
differentiation towards immigrant needs;
convenience, being open 10am to 10pm, 7 days a
week; accessibility and efficiency, with money
transfers arriving in 15 minutes; and advantage,
offering promotions in order to keep and retain
customers. This strategy fits well with BBVA'’s
desire to expand into new market segments, with
the services targeted towards immigrants in Spain
through product offerings and services in an
environment adapted to their social customs.

Unsettled Business...in Italy?

As of March of 2005, the board at BBVA has

approved a €6.44 ($8.3 billion) all stock bid for the

remaining 85% of Italy's Banca Nazionale del

Lavoro (“BNL”) it doesn't already control. BBVA

is expecting to issue about 531 million shares in a 1-
to-5 share swap to gain complete control of BNL.

Nevertheless the most notable feature has to be that This planned exchange ratio implies a premium of

Easy Mortgage allows borrows to only pay interest
during the first three years which is precisely how

7% over BNL's closing price at Friday March™8
and a capital increase of 15% at BBVA.



(@ SMU. COX

Anne Rife Cox Endowment Fund | OF RUSINESS

Algandro Arzu (214-789-0764)
AArzu@smu.edu

Casey Cass (214-789-0764)
CCass@smu.edu

Kayvon Shahbaz (214-789-0764)
KShahbaz@smu.edu

The Bank of Italy has 30 days to respond to the
formal bid but there is a speculation of Italian
opposition. Historically the Italian government and

the Bank of Italy, has sought to promote purely

domestic consolidation of the banking sector which

could lead to some backlash. The Spanish media
has described the highly fragmented Italian banking
sector as the "most inefficient in Europe” with more

than 1,000 entities, many loss-making.

As a result of this bidding we foresee some minimal
volatility in the short term until some decisive
conclusion is reached. The only major risk as we
see it is the possibility of counter-bid by another
Italian bank, although this seems quite limited due
to BPVN and Unicredito’s withdrawal. The main
short term risks are that the acquisition process
could drag on for quite some time and the
uncertainties that would arise if BBVA fails in its
bid for BNL.

According to Fortis Bank’s analyst Eva Hernandez,
the transaction is justifiable even with a low lewél
synergies. The transaction would result in a 3%
dilution of EPS for BBVA in the years 2005
through 2007 and using a cost of capital and
perpetuity growth assumptions of 9% and 1.5%
respectively, the value destruction of €0.11 per
share of BBVA is immaterial.

Historically in the banking sector, cost savings in
acquisitions have been between 20% and 40% of
the cost base of the targeted bank. BBVA's move
towards BNL would allow them access into
“uncharted territory”, that being a very weak Italian
market.
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Comp Analysis

Based on an analysis of both international money
center banks, as well as other Spanish banks, BBVA
appears to be a very attractive buy opportunity.
When analyzing money center banks, three
financial variables serve as key factors in making an
investment decision: net interest margin, return on
assets, and return on equity.

The first importance variable, net margins are
calculated as both an average expense and the actual
margin. (Note—ABN does not issue quarterly
reports so they not included)

As shown in Comp Exhibit 1, BBVA has the best
average interest earned and margin of the banks,
except for HBC. However, notice the increasing
rate at which HBC appears to be incurring for their
interest expense. At this time, we feel that the
profitability of HBC’s market is decreasing, while
BBVA's is about to expand. Although HBC has
slightly better margins, they will be unable to
sustain them into the future, while BBVA should be
able to continue their operations at the same cost
level.
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HBC 12/31/2004 6/30/2004 12/31/2003 6/30/2003 Average
Interest Income |$ 26,725 $ 23,478 $ 21,732 $ 18,206 37.49%
Interest Exp $ 10,807 $ 8,732 % 7,385 % 6,985 Margin
IE as % Intr Inc 40% 37% 34% 38% 2.67
UBS 12/31/2004 9/30/2004 6/30/2004 3/31/2004 Average
Interest Income | $ 8,327 $ 8,528 $ 8,521 $ 8,335 69.90%
Interest Exp $ 6,083 $ 5993 $ 5,906 $ 5,581 Margin
IE as % Intr Inc 73% 70% 69% 67% 1.43
Deutsche Bank 12/31/2004 9/30/2004 6/30/2004 3/31/2004] Average
Interest Income | $ 9,299 $ 8,622 $ 9,739 $ 8,739 81.50%
Interest Exp $ 7,778 % 7,118 $ 7,844 $ 6,928 Margin
IE as % Intr Inc 84% 83% 81% 79% 1.23
BBVA 12/31/2004 9/30/2004 6/30/2004 3/31/2004 Average
Interest Income | $ 4514 $ 4,245 $ 4,353 $ 3,995 46.29%
Interest Exp $ 2,165 $ 1,982 $ 1,969 $ 1,808 Margin
IE as % Intr Inc 48% 47% 45% 45% 2.16

Comp Exhibit 1

The next two financial factors, in Comp Exhibit 2,
ROE and ROA, show the abilty of a bank to
manage it's return on the equity they have
outstanding, as well as their ability to profit from  profitability. However, BBVA has not only the
their assets. As well, the projected ROE for the highest ROE of the other comps, but also the
comparables as well and EPS growth are presented highest increase in projected ROE for the next fiscal
in order to show the superiority of BBVA based on year. ROAs for banks tend to be in the range of .5
these factors. The PEG appears as a compilation of to 1.5 in general, thus BBV’'s ROA of 1 is very
these factors into an informative ratio. good for a bank, and the second highest of the
comparables. BBV shines in comparison for
growth rates in EPS for the next year, as well as
over a course of the next five. The highest of the
comparables, BBV has one of the lowest PEGs of
any of the comps as well.

Although ABN has a higher ROE for 2004, the
reduction of their ROE in the next fiscal year
indicates an inability to sustain that level of
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HBC UBS DB ABN BBV Average
ROE 15% 22% 11% 40% 22% 22%
NFY ROE 16% 25% 12% 35% 30% 24%
ROA 1.13% 0.51% 0.03% 0.06% 1.00% 0.55%
EPS Growth (1yr) 5% 10% 12% 10% 28% 13%
EPS Growth (5yr) 14% 17% 12% 12% 18% 15%
PEG 0.97 0.79 1.18 0.93 0.82 0.94

Comp Exhibit 2

We conducted a sensitivity analysis on BBVA's Based on these factors, BBVA appears to be a solid
EPS growth, in Comp Exhibit 3, in order to better buy, showing excess growth to other international
show the relative changes in the next fiscal year's banks as well as the ability to provide returns to
ROE. We calculated the standard deviation based equity as well as from their assets.

on the comparables’ EPS growth on average. The

EPS within 2 standard deviations illustrates the

possibilities for the next fiscal year's ROE. Only in

the 2% standard deviation does BBVA's ROE

decrease for the next fiscal year, with the other

outcomes showing greater change then any other

comparable. This growth outlook makes BBVA

appear a valuable growth play, with a great

possibility of even greater ROE for the next fiscal

year.
EPS-2SD | EPS-SD | NFYEPS | EPS + SD | EPS + 2SD
0.98 1.19 1.39 1.59 1.80
ROE 22% 22% 22% 22% 22%
NFY ROE 21% 26% 30% 35% 39%
% Change -1% 4% 8% 13% 17%

Comp Exhibit 3
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Discounted Cash Flow Analysis

As it is common when valuing financial institutions
the model used was the flow to equity. This model
iS more accurate than others because of it does not
add back interest expense as it would be done if
FCF were being discounted. This is important
because we are modeling interest expense (to get to
net interest income) as cost of goods sold and not
particularly as a financing charge. The discounted
cash flow valuation of BBVA resulted in an
intrinsic value of $18.32 per share. According to
our valuation the shares are undervalued by
approximately 13.5%.

A set of key assumptions were made in order to
reach this valuation. The following chart contains
many of the inputs that were made to reach the cost
of equity to discount the EFCF’s. A risk free rate of
3.60% was used in accordance with an equity
market risk premium of seven and a beta of 1.3,
respectively. Using the CAPM this results in a cost
of equity of 12.7%. We consider the terminal
growth of 5% to be reasonable since it would
represent only 2.5% real growth (assuming 2.5%
inflation) for a company with substantial exposure
in emerging markets.
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DCF Exhibit 1

Key Assumptions for the model:

Date of valuation 3/28/05
Risk Free Rate: 3.60%
Equity Market Risk Premium: 7.00%
Long term inflation: 2.50%
Terminal Growth: 5.00%
Equity beta based on VL: 1.3
No. of shares (diluted): 3,391
Current Market Price per share: $16.15

The current valuation of $18.32 is very sensitive to
changes in either beta which and the revenue
growth. A sensitivity analysis was conducted to
observe the effects of changes in the two variables.
The following chart summarizes the effects of using
different beta’s on the valuation of BBVA. The
first beta used is the lowest among the comparable
companies and as result yields a lower cost of
equity and a higher valuation, respectively (as seen
in DCF Exhibit 2).

DCF Exhibit 2
Lowest Among Comps 0.91
Total Equity Value Per Share (a):
Terminal Growth in EFCF 0.04 0.045 0.05 0.055 0.06
R(e)
0.1197 $18.98 $19.96 $21.07 $22.35 $23.84
0.1097 $22.96 $24.36 $26.00 $27.93 $30.26
0.0997 $28.37 $30.49]____ $33.04] $36.15 $40.05
0.0897 $36.10 $39.51 $43.78 $49.29 $56.64
0.0797 $47.91 $53.94 $62.01 $73.34 $90.43
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The beta was also adjusted to a 1 to value the
company using the systematic risk of the market as
a whole. The following valuation resulted (DCF

Exhibit 3):
DCF Exhibit 2
Market Beta 1
Total Equity Value Per Share (a):
Terminal Growth in EFCF 0.04 0.045 0.05 0.055 0.06

R(e)
0.126 $16.99 $17.77 $18.66 $19.67 $20.84
0.116 $20.32 $21.43 $22.71 $24.19 $25.94
0.106 $24.76 $26.38 $28.30 $30.58 $33.37
0.096 $30.89 $33.40 $36.45 $40.25 $45.09
0.086 $39.85 $44.01 $49.32 $56.35 $66.08

The final analysis on the model’'s sensitivity to beta
was to use the highest among the comparables
company, which results in a share price of $13.28
holding everything else constant. Although it is
below the market price we consider a cost of equity
of almost 15% percent to be excessive relative to
the risks posed by the company.

Highest Among Comps 1.57 m
Total Equity Value Per Share (a):
Terminal Growth in EFCF 0.04 0.045 0.05 0.055 0.06
R(e)
0.1659 $9.36 $9.61 $9.89 $10.19 $10.52
0.1559 $10.72 $11.05 $11.40 $11.80 $12.23
0.1459 $12.38 $12.81__ $13.28] $13.81 $14.39
0.1359 $14.43 $15.00 $15.65 $16.37 $17.18
0.1259 $17.02 $17.81 $18.70 $19.71 $20.88

We also adjusted revenue growth to see its effects
on the share price. The following table summa Revenue Growth Price per Share % Effect
our findings:

$18.32 8.69%
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From our analysis we can conclude that a 2%
increase in revenue growth has effect of 9% change
in present value terms for the value of equity.
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