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In the Euro zone, measures taken by the European
Central Bank (ECB) seem to have begun improving. The
region as a whole would have recorded its third consecutve
year of growth, advancing 1.7%. According to estmates, all
countries in the region have grown in 2016, at very diferent
rhythms, though, from Luxembourg with a rate of 3.5%,
Spain 3.2%, Germany 1.7% to Italy with 0.9% and Greece
with 0.2%.

Annual infaton in the region was 1.1% at the end
of 2016, the highest since 2012. While it is stll far from
the target of 2.0%, this 2016 upward trend to some extent
reduced the risk of defaton and has generated more
favorable expectatons about the efectveness of decisions
taken by ECB.

The UK economy, despite the impasse from the
referendum to remain in the European Union, again fnished
as the best in the G-7, growing at a rate of 2%. Private
consumpton rose at an annual rate of 2.8%, the highest for a
calendar year since 2007. Apparently, negatve expectatons
generated with Brexit had no immediate efect on economic
actvity.

Japan resumed growth, but lower than previous
year’s rate. Fiscal and monetary stmuli have failed to |if
the economy from a long slumber, so the risk of defaton
remains latent. At the end of 2016, the annual consumer
infaton was 0.3%.

As for emerging economies, it can be noted that
China’s economy contnued to show a strong divergence
inside, with the primary and tertary sectors showing signs of
weakness, while the secondary sector showed acceleraton.
Also, the Chinese government contnued to implement fscal
and credit stmulus measures. As for Brazil, throughout the
year, weak domestc demand was persistent, result largely
from the deterioratng labor market, contnued credit
restrictons and the slow recovery in confdence levels,
which fell sharply by scandals of corrupton that forced their
president’s departure. Regarding Russia, the turnaround in
oil prices gave a boost to economic actvity, which however
was not enough to prevent another year of contracton.
The weakness of the ruble accumulated in the previous two
years and conficts of internatonal politcs caused a supply
constraint, afectng the domestc market and also causing
high infaton. Finally, the economies of Latn America had a
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distnct growth. In additon to the already mentoned Brazil,
Venezuela, Ecuador and Argentna presented contracton,
while Chile, Colombia, Bolivia and Peru moved at rates
between 1.5% and 3.9%. In terms of infaton, Venezuela’s
went up 345%, followed by Argentna with 40% and Uruguay
10%, while infaton of Ecuador, Peru and Chile was placed
between 2-4%. Colombia and Brazil had rates between 7-9%.

The contnued divergence between phases of the
economic cycle, growth rates and infaton also meant a
dynamic discrepancy on monetary policy measures taken.
While the Federal Reserve System (Fed,) although untl
the last month of the year, contnued its monetary policy
normalizaton by increasing again 25 base points (bp) on the
target range for its reference rate (0.50% - 0.75%). Bank of
Japan and ECB tghtened its monetary stmulus measures.
The Bank of England cut its rate to sofen the efects of Brexit.
The central banks of Latn America maintained a restrictve
bias against infatonary spikes and Asia’s favored some
relaxaton, due to low infatonary pressure and a downturn
in growth expectatons.

Mexican Economy

At the end of the year, Mexico’s economy grew 2.3%,
lower than the rate recorded in 2015, 2.5% and below
expectatons at the start of the year, which were located at
2.7%.

Private consumpton was again the engine of growth
in Mexico, advancing untl the third quarter at an average
annual rate of 2.9%. The improvement in real wages, as a
result of low infaton in 2015 and almost all of 2016; an
increase in consumer credit, which grew at a rate of 8.7%,
as well as internatonal remitances, which in 2016 set a new
record high to reach 26.97 billion US dollars, equivalent to
nearly 504 billion pesos.

Fixed investment remained sluggish. At November
2016 showed an average growth of only 0.4%, with
constructon investment falling -0.1% and that for machinery
and equipment growing by 1.1%.

The external sector had not one of its best years.
Exports contracted by -1.8%, despite the strong adjustment
sufered by the exchange rate. Undoubtedly the external
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environment was unfavorable. The fall in oil prices, the
slowdown in manufacturing actvity in the United States,
uncertainty about the Brexit and presidental electons of
our northern neighbor, all afected the expectatons of the
companies involved in this sector.

On 24 June, to strengthen the macroeconomic positon
of the country in response to the potental consequences
of UK departure from the European Union, the Mexican
Ministry of Finance (SHCP) announced a second preventve
adjustment programmable spending exclusively on the
Federal Government, by 31.715 billion pesos. Prior to this,
SHCP cut spending for 2016 on 132 billion pesos, 100 billion
of them in investment spending at Petroleos Mexicanos
(Pemex,) given the high volatlity that presented the
internatonal fnancial markets in the frst months of the year,
thereby giving the signal of strengthening macroeconomic
fundamentals, doing so in coordinaton with the Bank of
Mexico, which took the corresponding monetary policy
measures.

The overall annual rate of infaton accelerated in the
last four months of the year, largely as a result of increases
in administered prices of goods and services, as well as
an increase transfer from exchange rate to fnal consumer
prices. At the end of the year, annual infaton was 3.36%,
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which represented an increase of 1.23% over that recorded
in 2015, while core infaton was 3.44%, the highest for a full
year since 2010.

As for monetary policy, the Bank of Mexico raised
its benchmark rate in February to help strengthen
macroeconomic fundamentals and avoid imbalances that
result in instability and deterioraton of expectatons,
partcularly infaton, especially when the exchange rate
exceeded the 19 pesos barrier per dollar.

Finally, as far as terms of monetary policy is
concerned, the Bank of Mexico raised its benchmark rate
by 250 bp during the year, 100 in the frst half and 150 in
the second. Strengthening macroeconomic stability was
one of the most important premises of the monetary
authorites’ strategy, since the speed of the upward
trend in the exchange rate seemed inconsistent with the
fundamentals of the Mexican economy, especially the
quotes reacton to specifc events such as the sharp drop in
oil prices, the Brexit and even Donald Trump’s triumph as
US President. In additon, increases in the second half also
sought to halt a deterioraton of infaton expectatons, and
that applied in December, specifcally trying to maintain
proper diferental against the reference rate of the Federal
Reserve afer raising its rate by 25 bp.
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Productive Chains Program

At the end of December 2016, 191,640 billion pesos
were granted to the Productve Chain Program, which
generated a balance of 43,588 hillion pesos at year end.
Under the Program, the agencies of the Federal Government
in 2016 recorded accounts payable amountng 353,373
billion; of which 27% was collected in advance. This allowed
to support 5,133 suppliers who exercised the beneft of the
advance payment through fnancial factoring.
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During 2016, the main indicators of the program are
as follows:

¢ 14.3% increase in the total balance, in relaton with 2015.

¢ More than 500 First Order Companies (EPO) in operaton,
beneftng 23,000 suppliers.

¢ More than 2.4 million documents were operated.

Promoton actvity contnued to grow, recording in
2016 a total of 42 new chains and 186 in the promoton and
implementaton phase.

Productive Chains
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The main results are as follows, compared to the same
period last year:

¢ The Industrial and Construction Sector registered a
2,264 billion pesos operation increase, equivalent to
12%.

¢ The Federal Government recorded an annual increase in
operaton of 5,720 billion, or 6%.

¢ Incorporatng Greensill Capital, frst foreign Fl platorm
for productve chains. In 6 months operated 1 billion
pesos with 18 suppliers.

Signing of a Collaboraton Agreement with Mexico
City’s Airport Group (CMAG). Seven CMAG providers
already operate factoring, two in implementaton and 25 in
promotng.

Sector-based Programs

Nafn ofers programs to support Micro, Small and
Medium Enterprises (MSMES) in economic sectors or
actvites with limited access to fnancing, as well as foster job
creaton and contribute to providing services to strategic and
high-priority sectors. At the close of 2016, these programs
reached a record balance of 19,375 billion pesos, a growth
of 20% compared to 2015, caused by the grantng of 29,963
credits amountng 13,904 billion pesos. By line of acton, the
main results are as follows:

i. Modernization and Equipment. 14,682 credits have been
granted for 4,089 billion pesos. Highlighting the following
program:
¢ Car Industry: In supportng the acquisiton of utlity

and light commercial vehicles, 14,087 credits were
granted amountng 3,127 billion pesos. For the
acquisiton of units for federal motor carrier cargo,
passengers and tourism, 327 credits were granted for
717 million pesos.

ii. Financial Inclusion. 5,957 credits have been granted for
3,537 billion pesos, highlighting the following programs:

e Support Program for Women Entrepreneurs:
Incorporatng a gender perspectve in the supply of
credit to MSMEs, to promote compettveness and
growth of women who run business in the country.
3,501 credits with a total of 2.721 billion pesos granted.

e Credit for Young People: Provides credit to young
people between 18 and 35 years old who want to start
or grow a business they already have. 1,983 credits
with a total of 631 million pesos granted.

iii. Supplier Development. 1,659 credits have been granted
for 3,026 billion pesos, highlighting the following
programs:
¢ Support Program for Construction Sector: It supports

building companies dedicated to the development of
commercial infrastructure. 1,289 credits with a total of
2,311 billions pesos granted.

e Support Program to Leather, Footwear and its
Productive chain: It supports the producton chain
of leather and footwear sector funding to promote
technological ~ development, operatonal and
administratve modernizaton. 207 credits with a total
of 277 million pesos granted.

iv. Regional Development. 2,236 credits have been granted
for 2,882 billion pesos, highlighting the following
programs:

e Economic Boost Program and Employment Promoton:
It is run in coordinaton with partcipatng state
governments, and is aimed at assistng their high-
priority economic actvites and contributng to
regional development and job creaton: 1,597 credits
with a total of 2,056 million pesos granted.

State Loans Granted Placed Amount
(million pesos)
Oaxaca* 458 489
Michoacan* 325 426
Chiapas* 308 493
Aguascalientes 212 218
Guerrero* 89 153
Sinaloa 73 97
Zacatecas 66 75
Estado de México 31 52
Yucatan 25 42
Nuevo Leén 5 5
Tamaulipas 5 5
Total 1,597 2,056

* In these states the program is aligned to the federal strategy of “Special
Economic Zones.”
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Notably, during 2016 the states of Queretaro, Nuevo
Leon, Guanajuato, Jalisco, San Luis Potosi and Hidalgo were
incorporated into this scheme.

e Program for Financing Economic Boost in Border
Areas: Implemented to facilitate fnancing in
compettve conditons to businesses in the states
located along Mexico’s northern and southern
borders: Baja California, Baja California Sur, Sonora,
Chihuahua, Tamaulipas, Coahuila, Chiapas, Quintana
Roo, Campeche and Tabasco. 473 credits with a total
of 620 million pesos granted. It should be noted that
operatons in Chiapas, Campeche and Tabasco ended
in July 2016.

Sustainable Financing. Through the Program Eco-
Business Credit for Energy Efciency in its “massive”
and “individualized” modes, support micro and small
companies are supported for the acquisiton and/or
replacement of eFcient equipment, aimed at generatng
savings in electricity. 5,328 credits with a total of 262
million pesos granted.
vi. Economic Reactivation. 101 credits have been granted for
108 million pesos, highlightng the following programs:
¢ Financing Program for Economic Reactivation of
Campeche and Tabasco: It was implemented as part
of a series of measures by both the Federal and state
governments to counter the impact of falling oil prices
on their economies. 62 credits with a total of 63 million
pesos granted.
¢ Financing Program for Economic Reactivation of
Companies Affected by Natural Disasters: It supported
MSMEs afected by Hurricane “Marty” in Sonora. 39
credits with a total of 45 million pesos granted.

Sector-based Programs Promotion

It develops and implements strategies for promoton
and sales of certain sector-base programs through a
Promoters Network, highlightng Economic Boost and
Emerging programs and those designed to strengthen
some economic sector, such as Credit for Young People,
Business Women, Leather and Footwear, Financing to Higher
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Educaton, Come to Eat, and the Stmulus to Good Taxpayers.
In the period from January to December 2016, more than
9,000 companies were supported with a spending of 9,352
billion pesos by the above programs.

Promotion of Factoring

It creates and implements strategies for promotion
and affiliation to Factoring Programs in Productive
Chains and Financing Suppliers using the Promoters
Network and Customer Service Center via telemarketing
campaigns, mails, events and modules installed in EPO
Companies.

The main results are as follows:

e Afliaton of 4,646 new suppliers in Productve Chain
Programs.
e 92% of suppliers recorded operatons.

Administration of Electronic Products

It controls Management platorms and Document
management, as well as Nafnet, a platorm on which
products of Productve Chains, Financing to Distributors
and Electronic Credit are electronically operated, as well as
training, expert advice and support is provided to fnancial
intermediaries, EPO companies and internal areas. It also
makes the review of membership records to Productve
Chains and certain sectoral programs.

Some of the volumes of platorms include:

« Supervision and monitoring of more than 9,500 average
daily operatons (Chains and Credit at Fixed Rate, Variable
Rate, Emerging and Microcredit) with amounts of more
than 900 million pesos a day.

e Care and support to more than 60 bank and non-bank
fnancial intermediaries for credit transactons and
queries.

 Dispersion of funds to SMEs and Fls with an average of
more than 740 million pesos monthly on behalf of EPOs
through Productve Chains.

¢ Implementaton of more than 19 Productve Chains.
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Customer Services and Channels
Development

It hires and manages the Center for Customer Service
and Trust 80444 “Technical Assistance Fund for Financing
Programs” through which the areas of Sector Promoton
and Factoring have resources for the implementaton of
strategies for promoton and care of diferent programs.

The main results in 2016 are as follows:

e 234,794 calls were received, of which 77% are users of
Productve Chain Program.

¢ Productve Chain providers conducted discount of
invoices by phone amountng 29.094 billion pesos, which
represents 13% of the total operated in the Program.

¢ Through the Entrepreneur Support Network, 10,307
applications were handled, of which 88% required
training services and 12% financing. Of the 1,237
corresponding to financing, 94% did not meet the
requirements and 6% of applications were channeled
to commercial banks.

Venture Capital

It promotes investment in innovaton projects and high
impact on the economy directly and through investment
funds. It is composed of six portolios: Conacyt-Nafn Fund,
the Seed Capital Joint Venture, Venture Capital Ecosystem
Inadem-Nafn, Crowdfunding Project, Mexico-Ventures Fund
and IMPI-Fumec Support Program for Patentng. They are
managed and operated by partcipatng in boards of directors
and shareholders’ meetngs of companies, investment
commitees of funds and follow-up meetngs with funding
enttes. They have supported 180 companies that generate
6,479 jobs.

The main results are:

¢ Conacyt-Nafin Fund. The program’s total investment was
224 million pesos in 43 companies. It is currently in phase
of disinvestment. It has negotated the disinvestment in
eight companies for a total of 54 million pesos, two of
which were in 2016, for a total amount of 8 million pesos.
e Seed Capital Joint Venture Fund. 290 million pesos
for seven investment funds, which have supported 49
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companies. 16 were supported directly with 79 million
pesos with two successful exits.

In 2016, the most signifcant transactons were:

Formalizing three investment funds amountng to 124
million pesos.

Investment in Actvidades Mexico Fund, and through
other funds, six companies were supported.

Negotaton the exit of Natgas for 11.3 million pesos.

Formalizing contributons to Mexico City Fund and
Government of Jalisco Fund with contributons of 48
and 90 million pesos, respectvely.

Venture Capital Ecosystem Inadem-Nafn. The total
amount of the Program is 5,081 billion pesos (public
and private resources) with a partcipaton of the
Entrepreneur Capital Trust Fund of 1,758 billion pesos
to support 41 investment funds. Funds have invested
in 103 companies. During 2016, seven funds totaling
813 million pesos were formalized, of which 249
million pesos come from public resources.

Crowdfunding Project. Diagnosing Crowdfunding
platorms in Mexico in conjuncton with Universidad
Anahuac, the Inter-American Development Bank (IDB), the
Mexican Ministry of Economy (SE) and the Natonal Insttute
of Entrepreneurship (Inadem) was concluded.

New Programs

e Come to Eat Program: fnancing program aimed at
restaurants to remodel their facilites, acquire fxed assets
and operate their restaurants. 11 loans were granted for a
total of 36 million pesos.

¢ Financing Program for Broadcasting Business: fnancing
program for MSMEs Broadcasters, to fnance their
concession agreements.

e Program for Gas Stations: it supports gas statons
with fnancing to make the investments necessary for
modernizaton, facing new conditons of competton in
the energy industry.
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Alternative Channels

It provides advice to MSMEs and entrepreneurs through
the Customer Service Center and the Network of Promoters
in the process of aFliaton of suppliers to Productve Chain
Program and the procedure for obtaining sectoral fnancing.
It also provides training, technical support and expert advice
for the operaton of electronic products to EPOs and fnancial
intermediaries. In additon, it is developing the venture capital
market by investng in innovaton and high impact projects
through mutual funds and directly.

Portfolio Balances of Private
Sector Credit

The total loan portolio corresponding to the private
sector, including guaranteed credit, at the end of December
2016, has increased to a total of 373,475 billion pesos. Of
this amount, the Guarantees Program contributed 44%, the
traditonal credit another 44%, and productve chains the
remaining 12%. In accordance with its mission of assistng
the country’s smallest businesses, 76% of the portolio
balance to the private sector was concentrated on MSMEs.

Business Training and
Technical Assistance Program

From January to December 2016, with the Training
and Technical Assistance Program and Internships, 126,737
entrepreneurs and/or MSMESs entrepreneurs were served,
considering courses given in the Business Development
Center (Cedem), mobile o¥ce, Consultants Network,
e-learning platorm and internships.

Beneficiaries

Annual Pro- Performed Progress (%)
gram 2016 Jan-Dec 16
Total Trained 100,000 126,737 127
Attending 50,000 56,045 112
On-Line 45,000 51,088 114
Mobile Office 5,000 19,604 392
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In additon to their fnancial actvity, Nafn, within
the framework of strategies in their Training and Technical
Assistance Program, conducted the following actons during
2016:

v The new facilites of Cedem were inaugurated,
providing a beter service for the beneft of SMEs.

In September, the course “Diagnosis for Micro and
Small Enterprises” was implemented in the on-line
platorm, whose main objectve is to obtain a more
accurate diagnosis of training and technical assistance
needs for micro and small businesses to strengthen
their opportunity areas in the administratve process.

New entrepreneurial contents of training were added,
such as: Strategic Planning, How far | want to go with
my company, Basic Accountng for micro and small
enterprises and How to present my business project.

Courses updated: Regime of Fiscal Incorporaton (RIF)
How to successfully deal with legal problems of your
business and 13 steps to make your business plan.

7th and 8th Corporate Governance workshops
were held, with an atendance of 119 people and
54 companies. As of December, 224 companies and
545 people had atended eight workshops, and 368
entrepreneurs atended the Top Conference on
Corporate Governance given in March 2016 allowing
to implement the pilot project with Fundes/CAF
about Corporate Government in 2016. Workshops
were evaluated with 93% and 94% satsfacton level,
respectvely.

The Second Internatonal Best Practce Program
for Development Banks, Nafn Model with the
partcipaton of 12 internatonal organizatons and 21
partcipants with a satsfacton level of 95%, and the
internship with Colombia’s Foreign Trade Bank (Banco
de Comercio Exterior de Colombia, or Balcoldex) and
Young America’s Business Trust were executed.

On energy efciency for SMEs, the second version of
the course Economic Evaluaton - Financing Project of
Energy EFciency and Renewable Energy was held with
32 partcipants from various fnancial intermediaries
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and consultants, and in conjuncton with the United
States Agency for Internatonal Development (USAID)
the “Guide to Business Plans for Development
Projects of Energy Efciency and Renewable Energy”
was developed under the Entrepreneurial Eco Credit
Program.

The Certfcaton in Project Evaluaton was started
to strengthen the insttutonal capacites of Nafn in
implementng priority projects and programs.

As regards atenton channels, it highlights the following:

With the three Nafn Mobile OfFces, throughout
Mexico 1,166 courses were taught and trained 19,604
benefciaries.

Through Cedem and together with the network of 49
instructors natonwide, 2,732 classroom courses were
given, with which 56,045 benefciaries were trained.

From this total amount, 275 courses corresponded
to the Regime of Fiscal Incorporaton (RIF) with 5,021
people trained.

The on-line platorm “Nafntecapacita.com” has 26
courses of entrepreneurial development, with 51,088 actve
users (cumulatve) who have taken 86,482 courses.

Regional Promotion Network

Credit and guarantees granted to the private sector
at the end of 2016 amounted to 550,789 billion pesos,
supportng a total of 715,741 benefciaries. By regional
classifcaton it highlights the central region with a share of
51%.

Regional Promoton and Insttutonal Relatons
Division, as the main sales channel for products and
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services of Nafn in the 32 states of the country, carried out
the promoton of insttutonal products and services and
supported product managers.

Results from the regional promoton of insttutonal
products and services during 2016 were as follows:

e The base contact of Nafn with SMEs and larger
companies in the country was expanded, visitng 1,088
new companies in order to detect their fnancing needs
and make the sale of products and insttutonal services.

« Nafn is now beter known in most states of the country
by supportng the design of routes followed by its three
mobile ofFces, manage before local authorites to install
them and promote locally the training program in 116
municipalites, some of them visited more than once.
Through mobile ofFces, business training was provided to
diferent segments of the populaton.

¢ 70 cooperaton agreements were executed with Business
Organizatons in 27 states.

e 362 interviews were conducted and 355 publicatons
were made in local media.

e Speakers partcipated at 525 promotonal events to
disseminate programs and insttutonal products.

¢ Derived from this support, 94 projects had access to
fnancing through Credit or Guarantees.

The above actvites were aimed at:

¢ Disseminate informaton regarding Nafn actvites in the
states.

¢ Promote the portolio of products and services that Nafn
has for diferent business segments.

o Establish local alliances for promotng Nafn products
designed to assist SMEs.

« |dentfy the requirements and needs of business groups
and governments in the states.

¢ Generate business for Nafn with a focus on regional
development.
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OPERATION FOR PROMOTION OF PRIVATE SECTOR BY SECOND FLOOR,
FIRTS FLOOR AND GUARANTEES REGIONAL CLASSIFICATION

Credit and Collateral Credit and Collateral ~ Percentage Variation Frame % Frame %
January-December 2015 January-December 2016/2015 Amount Companies
Amount Emp* Amount Emp* Amount Emp* J-D2015 J-D2016 J-D2015 J-D 2016
591,533 534,270  TOTAL 550,789 715,741 (6.9) 34.0 100.0 100.0 100.0 100.0
28,704 29,736 NORTHWEST 29,388 42,990 2.4 446 4.9 513 5.6 6.0
8,595 8,026 B. California Norte 9139 17,393 6.3 116.7 15 17 15 24
2,471 2,243 B. California Sur 1,783 5,946 (27.9) 1651 04 03 04 0.8
9,901 6,590 Sinaloa 10,721 6,430 8.3 (24) 17 19 12 09
7,738 12,877 Sonora 7,745 13,221 01 2.7 13 14 24 18
131,821 67,042  NORTHEAST 105,964 108,201 (19.6) 61.4 22.3 19.2 125 151
17,087 14,029  Coahuila 14,531 17,785 (15.0) 26.8 29 2.6 26 25
11,952 7581 Chihuahua 11,056 8,376 (75) 105 2.0 2.0 14 1.2
3,821 5,367 Durango 3,925 13,421 2.7 1501 06 0.7 10 19
87,760 25010  Nuevo Ledn 66,599 39,223 (241) 56.8 148 121 47 55
11,201 15,055  Tamaulipas 9,853 29,396 (12.0) 95.3 1.9 18 2.8 41
97,586 99,989  CENTER WEST 89181 126,723 (8.6) 26.7 16,5 16.2 18.7 17.7
5,561 4,255 Aguascalientes 4,831 6,313 (132) 484 09 09 038 0.9
3,959 3132 Colima 5,241 3,462 324 105 0.7 1.0 06 05
18,380 16,000 Guanajuato 14,794 18,007 (19.5) 125 31 2.7 3.0 25
44,239 26,493  lalisco 41,261 27,987 (6.7) 5.6 75 75 5.0 3.9
10,635 20161  Michoacan 8,729 30186 (17.9) 497 1.8 16 3.8 42
2,484 3,856 Nayarit 1,852 5133 (25.5) 331 0.4 0.3 0.7 0.7
8,340 21522 San Luis Potosi 9,378 29,403 124 36.6 14 17 40 41
3,987 4570 Zacatecas 3,094 6,232 (22.4) 36.4 0.7 0.6 0.9 0.9
285,526 218,382  CENTER 280,679 290,908 (L7 332 48.3 51.0 40.9 40.6
181,009 63126  DF. 183,261 88,029 1.2 394 306 33.3 118 12.3
3155 14167  Guerrero 2,946 32,596 (6.6) 1301 05 0.5 27 46
8187 14149 Hidalgo 6,614 14,064 (19.2) (0.6) 14 1.2 26 2.0
59198 71,797 México 52,322 77,039 (11.6) 73 100 9.5 134 10.8
4,682 12598  Morelos 7,430 19,518 58.7 54.9 038 13 24 2.7
8,875 6,342 Querétaro 8,720 9,220 (€7 454 15 16 12 13
18,729 30591  Puebla 17,894 43,764 (45) 431 3.2 32 5.7 61
1,691 5,612 Tlaxcala 1,492 6,678 (11.8) 19.0 03 0.3 11 09
47,895 119121  SOUTH- 45,577 146,919 (4.8) 233 81 8.3 22.3 20.5
SOUTHEAST
6,096 7101 Campeche 5,242 10,078 (14.0) 419 1.0 10 13 14
6116 20,976  Chiapas 4516 16,697 (26.2) (20.4) 1.0 0.8 3.9 23
4,694 13698  Oaxaca 3,053 15,960 (34.9) 165 08 06 26 22
3,353 11471 Quintana Roo 3,594 11,745 7.2 51 06 0.7 21 16
5,225 9,719 Tabasco 5,740 13,877 9.9 428 09 1.0 1.8 19
16,297 44,615  Veracruz 17,329 64168 6.3 438 2.8 31 8.4 9.0
6114 11,841  Yucatan 6103 14,394 (0.2) 216 10 11 2.2 2.0

* By millions of People 19
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Advisory Councils

During 2016, the strategic relatonship of Nafn with
entrepreneurs natonwide was strengthened through
Advisory Councils, which additonally have become
a benchmark in the Federal Government in terms of
relatonship with the business sector.

Nafn Advisory Councils have the partcipaton of
659 advisors at natonal level. It has also increased the
partcipaton of women in the Advisory Councils, which is a
constant task of gender inclusion, with 88 in 2016.

Regarding the Advisory Councils actvity in 2016, 127
sessions were held in the 32 states. The partcipaton that
advisors had in fve working commitees is stressed, which
focused on the following topics:

¢ Design of products according to the regional trends

¢ Promoton and inclusion of new clients

e Support to entrepreneurs and promoton of
innovaton

¢ Training and technical assistance

¢ [nsttutonal Relatons

The operaton of fve working commitees led to the
generaton of 397 agreements related to the promoton of
insttutonal services and business generaton, which have
already atended 350 requests, representng an increase of
88%.

Advisory Councils have helped Nafn identfying
opportunites for the structuring and instrumentaton of
programs that boost regional and sector-based economic
development, as well as referring new strategic clients of the
private sector. Similarly, their contributon has covered areas
of opportunity in the public sector through the partcipaton
of Economic Development OFces of each state. In additon,
they have supported the signing of cooperaton agreements
with state governments, aimed at implementng programs to
support SMEs in these enttes as well as strategic programs
to promote them.

During 2016, Advisory Councils referred prospects
for placing of Nafn products and services, such as:
Selectve Guarantee, Productve Chains, Treasury Contracts,
Entrepreneurs, Empresas Eje (Main Enterprises), Corporate
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Financing, Sustainable Projects, Financial Intermediaries,
Program of Insttutonal Market of Corporate Alternatve
Debt (MIDAS) and customized sector-based programs.

In order to establish business synergies and identfy
strategies for market penetraton and fnancial support
for local businesses, during 2016 the Natonal Meetng of
Advisors took place, atended by over 300 advisors and
entrepreneurs invited from across the country. This meetng
was held in Cancun, QR, and was atended by Nafn General
Director and senior management, the state governor, the
municipal president of Benito Juarez (Cancun). Works of the
meetng were aimed at evaluatng insttutonal programs
in each of the regions, holding an open dialog and defning
strategies provided by advisors for beter executon.

Similarly, board members and other companies
partcipated in Corporate Governance workshops organized
by Nafn in Puerto Vallarta and Queretaro. Altogether, it was
atended by over 130 entrepreneurs, becoming a forum for
discussion and interacton between young and experienced
entrepreneurs in Mexico, where work plans for the
insttutonalizaton of family businesses were established in
order to strengthen the process of succession management.

Credit for Young People

Credit for Young People closed 2016 with a placement
of 1,983 credits, which means an injecton of 633 million
pesos to the Mexican productve sector. Thanks to the
signifcant support and trust of Banamex, Santander,
Banregio and Afrme banks, it was possible for 1,274 young
people to start a business and the growth and impulse of
794 existng companies.

This initatve, which was presented by the president
Enrique Pefia Nieto on February 2015, has the purpose of
promotng the fnancial inclusion and economic growth
based on access to fnancing at preferental rates in four
diferent modalites. With the Financial Reform, it is possible
to support young people who don’t have a credit history and
wish to have access to fnancing services, with amounts from
50,000 to 2.5 million pesos.

In 2016, important events took place afer announcing
the new age range to apply to Credit for Young People, which
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Guarantees on Securities
Instruments

Nafn Guarantees on Securites Program contnues
to encourage businesses to improve their credit ratng
by issuing debt securites and obtaining more depth in
the market, enabling them to place larger amounts for
longer terms by accessing a larger segment of investors.
The Guarantees on Securites Program is promoted with
securites intermediaries, the Mexican Associaton of
Securites Intermediaries and the Mexican Stock Exchange,
among others, with the aim of promotng the debt securites
market in Mexico.

To date, an intermediary has issued 128 million pesos,
40% of which is guaranteed by Nafn.

Structured Credits

Structured credit provides a specifc purpose fnancing
in which companies monetze their asset portolios, making
it possible to isolate operatonal risk and obtain higher credit
ratngs, without negatve efects on balances. This program
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is directed at medium and large companies that generate
portolios with receivables.

Petrochemical Company in Coatzacoalcos

It was authorized in 2012 a loan of 280 million dollars
to develop a petrochemical complex in Coatzacoalcos for the
producton of high and low density polyethylene. The project
started its operaton (testng stages) during the month of
March 2016 and was opened in June 2016.

In additon, this petrochemical project was supported
with an authorized credit line in October 2014 in order to
fnance the Value-Added Tax (VAT) arising from investments
made during the Project’s period of constructon. Currently,
the authorized amount of Nafn line is 30 million dollars. In
July 2016, a single credit for working capital by 40 million
dollars was authorized with a 1-year maturity.

This is one of the most important permanent
investments in the last years in Mexico, with more than 5,300
billion dollars. This plant has large regional and natonal
impact and it is an important generator of jobs (about 17,000
in the constructon stage). In the operatonal phase, it will
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generate about 2,200 direct jobs and 800 indirect ones. It
will also replace approximately 1,500 billion dollars imports
annually. The project obtained the Best Projects Awards,
awarded by the Engineering News-Record (ENR) magazine as
one of the projects of greatest economic and social impact
on the world.

Fertilizer Producer in the State of Michoacan

In January 2016, the use of a syndicated loan was
concluded, in which Nafn partcipated with 267.4 million
dollars, whose main destnaton was the acquisiton and
refnancing of liabilites from a fertlizer plant. This project is
a priority for Mexico. It will replace imports and will maintain
existng jobs, which is estmated to have more than 2,500
employees.

Mineral Plant in the State of Colima

A credit granted for renewal of an iron ore plant in
Colima has been used in accordance with the progress of
work. The balance at the end of December amounted to
181.5 million dollars.

Petrochemical Company

Follow up of a corporate unsecured loan is given for 390
million dollars, authorized to rehabilitate and start a fertlizer
plant, a priority project for Mexico to replace imports and
highly conducive to employment (in the rehabilitaton stage
more than 800 direct jobs and 1,500 indirect ones.)

Decentralized Public Organization
In September 2016, this organizaton applied 1 billion

pesos, reaching a balance of 2,300 billion pesos, thus using
85% of the authorized line (2,700 billion pesos).

Financial Advisory Services

During 2016, a request for processing expert advice
was covered, supportng the placement on the stock
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market of Partcipaton Certfcates (CPOs). Likewise, in
the same period a request for elaboraton of technical
opinions valuaton was covered for Real Estate Partcipaton
Certfcates (CPI's).

Government Banking

During 2016, Nafn contnued to administer loans
previously granted to two state-owned companies, Pemex
and Comision Federal de Electricidad (Mexican State-
Owned Power Company, CFE) currently State Productve
Companies.

Financing of Projects

Pemex Pipeline Project in Central-South
Region

Nafn structured this project in conjuncton with
Banco Nacional de Obras y Servicios Publicos (Banobras,
the Mexican State Bank for Works and Public Services,)
and partcipatng commercial banks, with a total cost of
approximately 1.1 billion dollars. The project has an extension
of 290 kilometers, from San Luis Potosi to Guanajuato. The
use of resources has been made in accordance with the work
schedule project.

Pemex Pipeline in Northern Region

Nafn partcipates in the North Phase of the System,
which will be 453 kilometers long, (from Nuevo Leon to
San Luis Potosi). The project will have a cost of 1.518 billion
dollars, of which Nafn partcipates with 240 million dollars.
100% of the credit line has been used.

Sustainable Projects

In line with the objectves of the Federal Government
focused on promotng sustainable development in Mexico,
refected in the Natonal Development Plan 2013-2018,
Nafn promotes fnancing schemes and investments from
various sources in projects aimed at generatng electricity
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from renewable sources and clean technologies, to optmize
the use of public investment to complement private
investment in order to contribute actvely in achieving
new scopes, responsibilites, investment requirements
and expected goals of the energy sector derived from the
Energy Reform.

During 2016, the following projects stand out:

Wind Project in the State of Coahuila

In May, two simple loans were formalized to fnance:
(i) the constructon and operaton of a wind farm in Coahuila
with aninstalled capacity of 200 MW for a total of 92.9 million
dollars, and (ii) VAT derived of the investments required for
the constructon of the project in the amount of 955 million
pesos. Nafn partcipates in the project as structuring bank,
broker and lender.

Wind Farms in the State of Nuevo Leon

In June, two wind farms began operatng in Nuevo
Leon with a combined installed capacity of 252 MW. Funding
granted for its constructon and operaton amounted to 68.8
million dollars.

Wind Farm in the State of Chiapas

In December, two simple loans were formalized to
fnance: (i) the constructon and operaton of a wind farm
in Chiapas with an installed capacity of 21 MW for a total of
426 million pesos, and (ii) the VAT arising from investments
required for constructon of the project for a total of 67
million pesos. Nafn partcipates in the project as structuring
bank and single lender.

Wind Farm in the State of Oaxaca

In December, a refnancing was made by 900 million
pesos granted for the development of a Wind Farm with
installed capacity of 137.5 MW in Oaxaca. The project is
successful running since September 2014.
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Small Hydropower Plant in the State of
Nayarit

During the month of February, CFE started running the
frst hydroelectric power plant fnanced by Nafn, with an
installed capacity of 28.8 MW in Nayarit.

Also, on August 2, CFE made its frst payment of capital
to Nafn, being current in all its payment obligatons. During
the frst half of the year, CFE liquidated its entre VAT credit
derived from returns made by Mexico’s Internal Revenue
Service (SAT).

CFE Productive Chain Supports Mexican
Suppliers of Electric Infrastructure in the
state of Sonora

In August, a syndicated loan was arranged with
commercial banks for the fnancing of a bid with CFE,
in order to carry out the design, constructon and
commissioning of seven transmission lines with a length of
426 km and fve electrical substatons associated with the
constructon of “Empalme I” Central Staton in Sonora for
46.2 million dollars. At the close of 2016, there have been
fve withdrawals.

Wind Farm in the State of Puebla

In August, Nafn dabbled in schemes according to
the new environment of the electricity market through
the formalizaton and subsequent disposal of a loan of
1,121 billion pesos to fnance costs associated with the
constructon, operaton and commissioning of a wind farm
of 66 MW installed capacity in Puebla. Through this project,
Nafn starts a relaton with the main private producer of
electric power in Mexico, and the frst wind producer in the
world (Iberdrola.)

Hydropower Plant in Puebla

On December 7, Nafn formalized a syndicated credit
as structuring bank in favor of a hydroelectric power plant
of 36 MW in Puebla, amountng to 400 million pesos to
refnance liabilites in USD kept by the company and in
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which Nafn partcipated jointly with commercial banks. On
December 15, a withdrawal was held on the credit for the
entre authorized amount.

Shared Wholesale Network

During October, the partcipaton of Nafn was
authorized in the project for the development of the
Shared Wholesale Network (wholesale broadband services
network that will market capacity, infrastructure and
telecommunicatons services to dealers and retailers) in the
amount of up to 5,500 hillion pesos. Funding will be awarded
with development bank for a total amount of up to 17,500
billion pesos.

Credits Prepaid

Prepayments of two simple loans granted for the
constructon and operaton of two wind farms in Oaxaca
and a photovoltaic solar park in Baja California Sur by 193.9
million pesos, 17.2 million dollars and 25 million pesos,
respectvely, were received in March, May and June.

Results

In2016, ithasbeenadded to the portolio of sustainable
projects: three wind farms in Coahuila, Puebla and Chiapas;
a mini-hydroelectric plant in Puebla; and a project of fve
electrical substatons with 426 km of transmission lines in
Sonora. Thus, the presence of Nafn in Mexico and in the
energy sector expands.

These transactons represent the opening of new
business segments for Investment Banking, through major
fnancing, aimed at developing strategic sectors in the
country, which, in alignment to the framework of the Energy
Reform, Nafn will contribute to increase the country’s
transmission infrastructure and electricity coverage.
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Investment Programs
Direct Stock Investment

Regarding the permanent portolio of companies,
during 2016, several actons were performed for following
up Nafhn direct stock investment portolio:

¢ We atended the assembly of one company in which Nafn
has shareholding, where the reports were released to the
Board of Directors as for the actvites of the corporatons,
the fnancial statements corresponding to 2015 and other
maters.

 Capital calls were received by a bilateral fund with Nafn
partcipaton.

e There was compliance with the quarterly sending,
through SHCP’s platorm of the IT system, of the fnancial
statements and account statements of Fideicomiso de
Apoyo al Mercado Intermedio Valores (Trust Fund for
Supportng the Intermediate Market of Securites) FAMIV
9173.

Indirect Stock Investment

Nafn fosters and develops the risk capital industry
in Mexico through Corporacién Mexicana de Inversiones
de Capital, S.A de C.V. (CMIC or Fondo de Fondos (Master
Fund).) The corporate structure of CMIC is divided into
vehicles with thesis of specifc investment in Private Capital,
Entrepreneur Capital or Venture Capital, Mezzanine Debt
and Energy Sector.

As of December 2016, CMIC keeps a commitment for
896.5 million dollars in 73 investment funds and 16 direct
joint investments, supportng 193 Mexican enterprises and
more than 61,700 direct jobs.

Also, Nafn partcipates as shareholder of Banco
de Desarrollo de America Latna (CAF,) with an amount
equivalent to 1.3% of the regular stock of this multlateral
organizaton. SHCP Minister, Nafn Board of Directors
chairman (SHCP Minister), partcipates as a member of
CAF’s Board of Directors, in order to promote fnancial and
technical cooperaton schemes for the development of SMEs
in Mexico.
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Programs of Institutional
Market for Corporate
Alternative Debt (MIDAS)

In order to comply with its mandate efficiently, Nafin
has designed an institutional program called Programa
Mercado Institucional de Deuda Alternativa Societaria
(Program of institutional Market for Corporate Alternative
Debt, MIDAS,) which brings together the credit support
of Nafin so that companies carry out their modernization
and expansion plans, as well as fostering the security
market, by encouraging companies so that they, in a term
no longer than three years, become candidates to issue
debt in the Mexican Stock Exchange (BMV) through the
compliance of a program to strengthen its corporate
government, in order to provide third parties with
transparency and certainty.

From 2105, we contnued to promote this Program. To
date, 26 companies have been atended, 15 analyzed and
fve credits have been awarded in an amount equivalent
to 2.550 billion pesos. Companies began with a plan to
insttutonalize its governing bodies to subsequently issue
debt in the stock market. It is expected that in the second
half of 2017 is placed in the Mexican Stock Market (BMV) the
frst company promoted by the MIDAS program.
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Project Management

At the close of 2016, the disbursement of resources
as a direct borrower of Internatonal Financial Insttutons
(OFI), amounted to 660 million dollars from CAF and 73.4
million dollars from KfW, intended for working capital lines
and fnancing green projects, respectvely.

The following programs were supported in the period:

Non-Reimbursable Technical Cooperation granted by
IDB ATN/TC-13019-ME for 409 thousand dollars.

On April 1, 2016, IDB approved an increase of 109,878
dollars; reaching a total of 409,877 dollars to fund the
program’s main actvites. On December 13, an extension for
the executon of resources was authorized untl December
17, 2017. During 2016, 113,853 dollars were disbursed
achieving a 70% advance in the use of resources.

Conditional Credit Line for Investment Projects (CCLIP
1) with IDB, Loan No. 2226/0C-ME for 100 million dollars, to
promote the development of SME suppliers and contractors
for Mexico’s oil industry and alternatve energy projects
associated with the oil industry. The balance of the debt at
the end of 2016 is 92.5 million dollars.
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CCLIP Il Line with IDB, Loan 2671/0C-ME for 50 million
dollars, to contribute to the eforts of Mexico to increase
renewable energy in electricity generaton and reduce
emissions of greenhouse gases. Funds were disbursed in
full on December 24, 2012. During the frst half of 2013, the
loan’s audit was carried out and delivered to IDB a Binder of
Audit to Financial Reports with fgures as of December 31,
2012. On October 2, 2013, IDB declared “no objecton” to
the fnal report of the loan. Finally, at the end of December
2015, 50 million dollars were released, corresponding to
the securitzaton of a wind project fnanced by this line. It
was negotated with IDB an advance payment of the entre
loan line, dated May 12, 2016. IDB approved its acceptance
and sent the corresponding collecton leter due on June 15,
2016.

CCLIP Il Line with IDB Loan 2843/0C-ME for
100 million dollars for the Financing Program of
Renewable Energy Projects. On 28 November 2012, the
Governing Council authorized Nafn to formalize the legal
documentaton of this operaton. As of December 2014,
36.1 million dollars were spent, using all of the line for 100
million dollars under reimbursement mode. The loan closed
in June 2015. During the frst quarter of 2015, it took place
the closing audit and Ministry of Public Administraton (SFP)
instructed the applicaton of a contractual penalty to the
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auditors frm, same that was accepted and fled on February
24, 2016. However, the payment request for setlement was
presented by the auditors frm and carried out by Nafn untl
July 2016.

Credit line 3237/0C-ME with IDB for 350 million
dollars to fnance the Program for the Promoton of
Cogeneraton in Mexico with IDB. The Program consists
of a global credit operaton that will contribute to the
strategic implementaton of Nafn in the structuring and
funding of sustainable projects, to take advantage of the
opportunites that the use of natural gas provides, as well
as for the improvement of the transportaton network,
storage and distributon of gas, by funding the private sector,
encouraging and orientng toward a green and inclusive
growth and supplying energy at compettve prices, with
quality and efFciency all throughout the productve chain.
100 million dollars from this Line were disbursed at the end
of December 2016.

Loans and Technical Cooperation of IDB and the
Clean Technology Fund (CTF) for the Funding and Transfer
Program of Risks for Geothermal Generation. On May 17,
2016, the total eligibility for disbursement operations was
obtained, mainly with the presentation of the Program’s
operating regulations. Currently, the disbursement
mechanism of donation for 20 million dollars is prepared
for the creation of the fund to cover credit risks granted
under the Program, in particular the legal and accounting
runway with the participating areas. Currently, the
Department of Sustainable Projects, as executing area
of the Program, conducts identification, promotion and
analysis to generate a portfolio of geothermal projects
that can begin arrangements for disbursement during
2017.

KfW line for 31.2 million Euros for the Program of
Environmental Improvement in SMEs. As of December
31, 2014, 20.4 million euros of Tranche | were disbursed,
consuming all this facility. From this amount, 11.7 million
euros correspond to the Program of Small Freighter
(Man-Truck,) aimed to fund 164 credits granted by the
financial intermediary to beneficiaries that had a junk
certificate. The remaining 8.7 million euros were aimed
to the Program of Environmental Improvement of SMEs
in Mexico, granted by FIDE (Trust for Saving Energy) under
the support of the Entrepreneurial Eco Credit Program.
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Additionally, Tranche Il of this credit line for 10.7 million
euros has been spent almost entirely and the balance
at the end of the period is 180 thousand euros. SHCP in
February 2016 authorized the line’srenewal for using these
resources during 2016. As for the financial contribution,
work was made with KfW, FIDE and the Ministry of Energy
(Sener) in the action plan for using the resources of this
technical cooperation for Nafin fostering programs and
strengthening the Entrepreneurial Eco Credit Program
run by FIDE. At the close of 2016, 92 thousand from
1.02 million euros have been provided for consultancy
relating to the Small Freighter (Man-Truck) program,
with consulting services for the modernization of FIDE’s
Platform Program, implementation of new functionalities
in the Information its System Program, a training plan
for all those involved in the Entrepreneurial Eco Credit
Prgram, a consulting to support the International Financial
Organizations Division in international recruitment
processes, indexing services 20,000 files for FIDE, and
the development of a plan to advertise this Program also
for FIDE, which represented a disbursement of 570,000
euros. Finally, the available balance of 452,000 euros is
aimed to hire a market study to position the program and
the acquisition of monitoring, reporting and verification
equipment for FIDE. In September 2016, KfW approved
a deadline extension for disbursements to November 30,
2017, allowing to use the remaining resources with the
contract provided for in the Plan of Action.

KfW Funding line for 53.05 million dollars. On
December 2, 2015, this line mainly intended to fund the
Program for Energy Efciency in SMEs (Eco Credit for Energy
Efciency in Enterprises) was formalized. During 2016, 23.4
million dollars were disbursed, leaving an undisbursed
balance of 29.7 million dollars, which intends to be used
during 2017.

KfW Funding line for 50 million dollars. In February,
Nafn accepted a non-binding ofer to start negotatons for a
line of promotonal loan for 50 million dollars for its Program
of Renewable Energy Financing. On that occasion, on May
31, both insttutons signed a confdentality agreement in
order to share informaton on projects fnanced with these
resources. They began loan negotatons in September,
concluding on December 7 with the signing of the loan
agreement. On December 23, the entre loan line to support
the fnancing of a wind farm was disbursed.
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Uncommitted line with CAF for 300 million dollars.
On September 26, 2013, the agreement leter was
signed, aimed at fnancing all kinds of operatons and free
availability of Nafn for: (i) working capital; (ii) foreign trade,
working capital and extensions of customer portolio; (iii)
productve chains; (iv) funding of sustainable projects, and
(v) other corporate aims in general. The operaton terms
are established on a case-by-case basis and cannot exceed
360 calendar days, startng from the disbursement day. In
2016, four years of disbursements are met under this line,
standing out as the most dynamic with 14 disbursements for
an amount of 660 million dollars, becoming one of the main
instruments for short-term working capital fnancing.

Negotiation of New Operations Coming from
International Financial Organizations

A negotaton was made with the Department of
Energy and Climate Change (DECC) of the United Kingdom
and Northern lIreland, for funding 50 million pounds.
Regarding this mater, the following may be highlighted:

Capital contribution from Government’s Department
of Energy and Climate Change (DECC) for up to 50 million
pounds to fund an Energy Efciency Program in SMEs with the
partcipaton of Sener, FIDE and IDB. The general objectve of
the program is to foster and support Mexican SMESs to improve
energy eFciency, by providing them with funding to invest
in efFcient technologies and get consultancy on the way to
operate eFciently and reduce carbon emissions. Likewise, it is
also aimed to open markets for products of energy efciency
and technologies, to contribute to economic development, by
means of reducton on operaton costs of SMEs, so they can
be more compettve. In March 2015, Sener signed with the
Britsh Governmenta General Memorandum of Understanding
(MOU) to collaborate in a Program of Energy Efciency for
SMEs, from which a Cooperaton Agreement shall derive,
which states the objectve and actons of the Promoton and
Technical Assistance component. In this sense, aFer several
meetngs between Sener, DECC and Nafn to advance with
the corresponding MOU in determining the intent and route
to contnue on receipt of funds by the Britsh Government.
Nafn proposed using DECC resources to improve fnancing
conditons to the fnal borrower of an Energy Efciency
Program in MSMEs (Corporate Eco-Credit, “Individualized”
mode). However, and afer a long wait by Sener, said Ministry
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found that the program was stll in an early stage and it was
not the right tme to commit said resources from the Britsh
Government untl a potental program is found. Also, Nafn
was requested to implement a pilot program that would
identfy whether there would be sufcient demand for the
product, so that in a second stage it was decided to receive
internatonal resources.

It should be noted that the implementaton of
the Program was not subject to the formalizaton of
contributons with DECC. On the contrary, the Program
contnued structuring and is under operaton at the end of
the frst half of 2016.

Line of Credit for 50 million dollars with the European
Investment Bank (EIB.) As part of the strategy to diversify
sources of long-term funding in dollars, a fnancing with
EIB was negotated. In November 2016, EIB conducted a
Due Diligence to Nafn and the wind farm intended to fund
with contracted resources, with a favorable outcome. EIB
requested SHCP its “no objecton” to grant a loan to Nafn
up to 100 million dollars to fnance renewable energy and
energy eFciency. On December 22, 2016, SHCP granted a
“no objecton” to EIB to contnue said operaton, which will
be engaged by Nafn in two tranches, the frst for 50 million
dollars; leaving open the possibility of a second line for the
same amount.

EIB will submit the proposal to its internal commitee
in early February 2017 in order to be able to share with
Nafn the frst draf of the loan agreement. The negotaton
of terms and conditons and the fnal management for “No
objecton” projects to be fnanced will be conducted in
parallel. It is estmated that executon will take place during
the frst half of 2017.

International Cooperation

Latin American Association of Financial
Institutions for Development (Alide)

Nafn partcipated in the 46th Regular Meetng of
the General Assembly and 43rd Meetng of Alide Natonal
Coordinators, which was held from 17 to 20 May in Rio
de Janeiro, Brazil. The central theme was “Whither Latn
America and the Caribbean? Growth, Investment, Financing
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and Development Bank,” which was analyzed through
four themes: productve transformaton for sustainable
development; towards developing and expanding markets:
domestec, regional and global levels; infrastructure, a new
vector of growth and integraton as a development stabilizer
of Latn American economies.

Montreal Group

Nafn partcipated in the 5th Annual Meetng of
Montreal Group, held in Mumbai, India, from 11 to 13 April.
As part of the preparaton for the event, we worked with
other members of the Montreal Group in topics agreed for
the period 2015-2016: Risk Management (Risk Management
Division), Green Financing (Internatonal Financial
Insttutons Division), and Innovatve Products and Services
(Product Development Division).

In the 5th Annual Meetng the Saudi Industrial
Development Fund was admited as a new member of the
Montreal Group, and it was established that the topics groups
for 2016-2017 are: Green Financing (Internatonal Financial
Insttutons Division), Innovatve Products and Services
On-line and Digitzaton (Product Development Division).
Similarly, members of the Group agreed to hold a meetng
on the sidelines of the annual meetng of the World Bank
- Internatonal Monetary Fund, with the aim of presentng
the document Development Bank’s Best Practces on
Green Financing for MSMEs, which was prepared by Green
Financing team and compiled by an outside consultant.

International Development Funding Club
(IDFC)

Nafn partcipated in the 5th Annual Meetng of IDFC,
which took place on October 9 in Washington, DC, United
States. Topics included the Mapping of Green Financing
Report, annually prepared by IDFC, reviewing the results
of an internal survey carried out with the intenton of
determining actons to be taken by the Club, the topics that
will focus the 2016 -2017 work, which are: green fnancing,
sustainable urban development, access to fnancing with the
frst “project preparaton” and development cooperaton
theme as well as partcipaton of IDFC in events of UN Habitat
[l and COP 22.
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Institute of International Finance (IIF)

Nafn atended the Annual Meetng of IIF Members,
which was held from 6 to 8 October in Washington, DC, United
States. At that meetng, high-level speakers were presented
who covered a wide range of fnancial issues including Brexit
situaton and its impact on the fnancial sector, fnancial
perspectves from diferent regions, emerging markets, and
monetary policy, among others.

London School of Economics and Political
Science (LSE)

In 2015, within the framework of the Dual Year Mexico-
United Kingdom, Nafn and LSE signed a Memorandum of
Understanding with the aim of exchanging informaton
and knowledge in areas of interest to Nafn and establish
mechanisms of cooperaton for capacity building in areas
of green fnancing, fnancial inclusion and SME business
development with a gender perspectve.

Derived from the above, Nafn and LSE agreed to a
research program, lastng three years, which considers the
stay of an ofcial of Nafn at LSE facilites from October
to December, to atend some postgraduate courses and
prepare and publishanartcle of useful research for the bank.

The frst year of the program took place from
September 22 to December 9, 2016, and the selected
partcipant focused his research on the topic of green
fnancing and the role development banks can play, using
Nafn as a case study.

Green Climate Fund (GCF)

On October, 2015, SHCP actng as Natonal
Designated Authority (NDA) before GCF, presented the
ofcial nominaton of Nafn to start the accreditaton
process as Natonal Implementng Entty. Nafn expressed
NDA its desire to access funds of Readiness Program, which
are aimed at strengthening the capacites of Nafn in the
accreditaton process. SHCP informed GCF its approval and
appointed PricewaterhouseCoopers (PwC) to perform this
task.
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Foreign Trade Bank of Colombia (Bancoldex)

Bancéldex and Nafn maintain a close relatonship
through IDFC and other areas of exchange. Derived from
the relaton between both insttutons, in November 2015,
Bancoéldex expressed its interest to carry out an exercise of
knowledge exchange with Nafn, since they are in process of
restructuring and redefning new insttutonal strategies. In
this regard, in February 2016 an internship was carried out in
which three Bancéldex oFcials visited Nafn to get to know its
model and programs, aiming to strengthen its restructuring
process, while sharing best practces in various issues. As
part of this exchange, Bancoldex invited a representatve of
Nafn to partcipate in its Internatonal Advisory Commitee,
which meets annually and convenes internatonal experts to
nurture the bank’s strategy.

Chatam House

The Britsh research center Chatam House invited Nafn
to partcipate in the “Roundtable for Public Sector Strategy
2016” which was held on 28-29 April in Buckinghamshire.
This annual event, held since 2010, aims to bring together
public servants from various governments who are working
on strategic and innovaton issues to share experiences
and best practces, with the intenton to explore areas of
collaboraton. The meetng also invited the private sector,
academia, and philanthropists. Nafn partcipated in the
panel “Measuring progress and ensuring the delivery of
results,” in which Nafn experience in green fnancing was
shared, focusing partcularly on the issue of the frst Green
Bonds in Mexico in 2015, and accreditaton before GCF. Nafn
was the sole representatve of Latn America in this event.

German Development Bank (KfW)

Nafn maintains a close relatonship with KfW running
programs of technical and fnancial cooperaton related
to energy efciency. On June 20, 2016, under the Mexico-
Germany Dual Year, Nafn and KfW signed a Memorandum
of Understanding to expand collaboraton between the two
insttutons to support their green fnancing programs.

Similarly, Nafn partcipated in intergovernmental
consultatons Mexico-Germany as well as at the “Dialogue on
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Climate Change and Sustainable Energy Change”, organized
by SEMARNAT and the German Embassy in Mexico, within
the framework of the Week of Sustainability. In that event,
Nafn Sustainable Projects Division and Treasury shared their
experience in fnancing green projects.

Best Practices Program for Development
Banking: The Nafinsa Model

With the aim of internatonally promotng and
positon Nafn, its Finance Division, in collaboraton with the
Technical Coordinaton and the Administraton and Finance
Divisions, prepared the “Second Internatonal Best Practces
Program for Development Banking: The Nafnsa Model.”
For two and a half days, our governing body shared with
senior executves of 13 development banks in Latn America,
Europe, Asia, Africa and the Middle East, experience,
practces and outstanding programs, while strengthening
Nafn relatonship with other insttutons and expanding
areas of internatonal cooperaton.

Financial Agent

As of December 31, 2016, the portolio of Financial
Agent is comprised of 19 loans: nine of the Internatonal
Bank for Reconstructon and Development (IBRD, the original
insttuton of the World Bank), seven of IDB and three of the
Internatonal Fund for Agricultural Development (IFAD). As
for eight donatons: six from IBRD and two from IFAD for a
total of 4,270 billion dollars.

In2016, itwas concluded the executon (disbursements)
of an IFAD loan amountng to 5 million dollars and four
donatons, three from the World Bank and one from IFAD for
a total of 83.5 million dollars. Such operatons do not register
commissions by Financial Agent because it is not debt, but
they represent a reducton in the portolio of Financial Agent,
so that by 2017 expected commissions will not be afected
signifcantly. Also, new operatons were contracted.

During 2016, four loans and a donaton became ofcial:
e Second Loan to Strengthen Public Finances for 600 million

dollars with IDB
« Loan for the Program to take care of Social Backwardness
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in Urban Areas and Basic Services for 200 million dollars
with IDB

e Loan for Energy EFciency Project in Municipalites for
100 million dollars with the World Bank

e Loan for the Productve Inclusion Program for 6.5 million
dollars with the Internatonal Fund for Agricultural
Development.

e Donaton for Productve Inclusion Program for half a
million dollars with IFAD.

Also, seven new operatons have been identfed,
already assigned by SHCP to Nafn as fnancial agent,
according to the following detail:

e Four IDB loans to support Community Educaton Programs
for Basic Educaton Schools for a tentatve amount of
100 million dollars, to be implemented by the Natonal
Council for Educatonal Development, the Program for
the Constructon and Equipment of the Natonal Center
of Animal Health, for a total of 145 million dollars, by the
Mexican Service of Food Health, Safety and Quality, the
Program of Social Inclusion PROSPERA, for a total of 600
million dollars and the Program to Support Employment,
which amount has not yet been defned by SHCP, which
will be implemented by the Ministry of Labor and Social
Welfare.

e Three loans from the World Bank to support the Intra-
Urban Housing Project for a tentatve amount of 150
million dollars, to be implemented by the Natonal
Housing Commission and a Higher Educaton Program, for
a total of 130 million dollars and the Program to support
the Natonal Agricultural Storage System for a total of 120
million dollars.

Derived from the above, atenton was provided
to 48 preparaton and supervision missions of OFIl, from
which, 14 of them were Feld visits. Signifcantly, the visit by
World Bank ofcials to review the results of the Project on
Adaptaton to Climate Change Impacts on Wetlands in the
Gulf of Mexico, which is supported with funds from the TF-
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96681 Donaton, whose executon ended on October 31,
achieving a satsfactory closure despite a signifcant lag in
disbursements. Nafn, in its role as fnancial agent, worked
with the Insttute of Water Technology and the Insttute of
Ecology and Climate Change, providing technical assistance
and training in procurement, so recruitment process is taken
in accordance with applicable regulatons of procurement
with foreign credit, agreed between IDB and SFP.

It is also important to menton our partcipaton in
the “Workshop on Renewable Energy and Energy Efciency
in the Agricultural Sector,” atended by Sener, the Mexican
Insttute of Ecology and Climate Change, Agriculture-related
Trusts, the Ministry of Agriculture, the World Bank and Nafn,
to review issues related to 2016 prospects for adaptaton
and mitgaton of climate change in the sector, synergies
with other government agencies on climate change and
the results of COP 21, as well as issues of cost reducton in
food producton and productve sustainability within the
Sustainable Rural Development Project fnanced with loan
8216-MX and TF 93134 Donaton.

Finally, as every year, the Working Meetng on
Procurement and Financial Management was held by the
World Bank with the partcipaton, for the frst tme, of SHCP,
IDB, SFPand other fnancial actors, inwhich the following steps
to implement the new regulatory framework of the World
Bank were agreed, as well as dates to start the negotaton
of such regulatons with the Mexican government. In this
regard, SFP stressed the importance of Nafn partcipaton
as a representatve of the Ministry of Finance in its capacity
as Financial Agent in the negotaton and implementaton of
agreed documents on external credit.

The main sectors funded by the fnancial organizatons
are: energy, agriculture, social, educaton, environment,
climate change and health. Disbursements at 31 December
amounted to 1,298,750 trillion dollars, while income from
fees charged as Financial Agent amounted to 233 million
pesos.
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Treasury
Funding

In order to ensure that Nafn always has sufFcient
resources and is able to spread them to diferent business
areasunder the best conditons of cost and term, the Treasury
shall carry out a funding strategy based on diversifcaton of
sources and in performing operatons derived from coverage.

Contnuing the strategy launched in the last quarter of
2013, during 2016 the Treasury issued Development Banking
share certfcates through syndicated aucton mechanism,
which allowed to:

¢ Improve liquidity conditons.

« Develop the debt curve of the development banking at
longer terms by transmitng the benefts of funding the
industry.

¢ Promote the integrated development of the security
market and of the natonal fnancial system.

e Foster the efciency of local markets of public debt,
seeking at all tmes to make efFcient the process of price
discovery.

* Have alarger partcipaton of investors.
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¢ |Improve the operatng dynamics in the secondary market
of these instruments.

As of December 31, 2016, 50,750 billion pesos are
outstanding in Nafn Trust Certfcates, of which 44,750 billion
pesos were issued by syndicated aucton, 10,550 billion pesos
to three years and revisable interest rate and 34,200 billion
pesos in a term of 10 years and fxed interest rate.

As for funding in foreign currency, the main vehicles
were the Program of Deposit Certfcates of the London
Branch, deposit at a certain term of the Promoton Table and
the lines of Working Capital.

Cebures - Euroclear

In April 2016, under the scheme of Syndicated
Aucton, Nafn successfully conducted the frst issuance of
Development Banking stock certfcates setled through
Euroclear and Clearstream, thus facilitatng public access for
the internatonal investor to such debt certfcates, which
resulted in partcipaton of both domestc and internatonal
investors. The amount of the above Bonds amounted to 5
billion pesos.
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Additonally, and in order to give contnuity to this
issue, the respectve reopening in the amount of 4,200
billion pesos was made, which also meets the requirements
of being payable through Euroclear or Clearstream.

These actons are given under the Operatng and
Financial Program 2016, which aims to contribute to the
economic development of the country to facilitate access to
fnancing for MSMEs and contributng to the development of
fnancial markets.

Green Bond

During August 2016, Nafn made the frst issue of a
green bonds in Mexican currency. It was the frst issue to be
listed in the Green Bonds segment of BMV.

This issue marked a watershed in Mexico and later
contributed to the promoton of two other issuers, such as
the Mexico City Internatonal Airport and the Mexico City
Government which placed two new green bonds.

With this, Nafn is confrmed as a pioneer in this market
in Mexico and fulflls its mandate to develop stock markets in
Mexico.

Capital Management

The strategy of minimizing the exposure of Nafn
capital to movements in interest rates, with the coverages
necessary to protect the income that the bank receives
for fnancial margin, thus complying with the objectve of
the Treasury of ensuring that capital risks are found within
approved limits, being able to strengthen the bank’s capital.

Investments

In Mexican currency, there is a fxed term portolio,
mainly with Federal Government bonds, which supports
the generaton of income. The liquidity portolio comprised
mainly by Governmental securites, and which is used as
warranty in the payment systems of Bank of Mexico, as well
as by a portolio of corporate securites that contributes to
the private debt market development.
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Proft generaton through fnancial margin in US
Dollars has come from investment fxed term portolios,
and available for sale: strategic assets which have been
maintained as Nafn coverage, by hostng long-term funding
lines. Both portolios are maintained, practcally in full, in
United Mexican States Bonds (UMS).

As for the liquidity portolio in foreign currency, and
taking advantage of the conditons at the internatonal
markets, the main strategy is optmizing proftability of
surpluses in US Dollars, by means of synthetc investments
in Pesos. Management of liquid resources, however,
partcularly with development banks, has generated about
20 million pesos in profts.

London Branch

Eforts in promotng and seeking new customers have
shown results in the frst half of 2016, increasing by 54%
its customer base. It is worth mentoning that the work
of diversifying our customer base is maintained and in
June, we began with the initatve to ofer this program to
companies.

With regard to the placement and issuance of long-
term notes, in the months of May, June and December
three 5-year issues were placed in dollars, which improves
the maturity profle of liabilites, thereby reducing the gap
in Nafn capital with atractve funding costs that distnguish
Deposit Certfcates (CDs) programs.

The establishment of new partners for CD programs
provides the ability to raise funds in foreign currency, which
supports the achievement of funding goals by Internatonal
Treasury and this is refected in proftable operatons for
Nafn, thus contributng to maintain a strong fnancial
positon and presence in internatonal markets.

Our branches have made a change in technology
infrastructure that allows to have beter control of the
operaton with advanced technology, which has provided
an optmizaton of human and material resources, all in full
compliance with regulatons.
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Markets
Market Promotion

The strategy to promote fnancial markets in 2016 was
aimed at achieving the goals of measuring income, creatng
new business opportunites and increase the portolio of
strategic clients according to the bank’s fnancial products
and services, based on:

¢ Reviving investment contracts that boosted fundraising.

¢ A signifcant increase in the trading volume of buying
and selling securites (revisable instruments, bonds and
corporate papers), derived primarily from getng closer
and promoton with insttutonal clients.

¢ Increase in raising funds in foreign currency (USD).

e Actve advocacy in the syndicated aucton and green
bond programs.

Regarding compliance with the general provisions
applicable to fnancial insttutons and other bodies providing
investment services, strict compliance, follow-up and
monitoring was maintained in operatng and promotonal
actvites with customers to whom said provisions apply.

Financial Markets

The sharp drop in oil prices and the Chinese stock
market, expectatons of rate hikes from the Fed, the Brexit
and presidental electons in the United States were the
most important events that shaped the behavior of fnancial
markets in the world during 2016.

As noted by Bank of Mexico, in early 2016 prices of
riskier assets were drastcally reduced, while emerging
markets experienced strong net capital outlows ue to
increased risk aversion, to fears about the solvency of
European banks, worsening the prospects of profts for the
corporate sector, falling prices of raw materials and doubts
about the efectveness of monetary policy implemented in
the major advanced economies to support their recovery.
Volatlity is remarkably increased.

However, markets began to exhibit greater stability
and fnancial conditons to improve from mid-February afer
China’s eforts to boost growth and stabilize its exchange
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rate, and above mentoned responses from major banks.
Oil prices touched lowest levels between late January and
early February at a price around 26 dollars per barrel (dpb),
ascending from there to fnish between 53 and 55 dpb,
which represented increases of over 100%.

By midyear, the Brexit generated another episode
of volatlity. Afer knowing the result of the referendum to
remain or not in the European Union, a speculatve mood
was generated in relaton to the next steps that would take
the UK government, as well as the impact this decision will
have on their future and that of the European Union.

Finally, another moment of volatility was present
in the days before and after the presidential elections
in the United States, which Hillary Clinton arrived with
apparent advantage, but eventually gave as victor
Donald Trump. Stock markets in that country reacted
positively, while in the debt market rises were presented
at interest rates in anticipation of significant increases
in public spending and tax cuts. This would give an
additional boost to the US economy, but will also exert
pressures on inflation.

Money Market and Bonds

At the beginning of 2016 the bond market started
strong, showing a remarkable low to mid-2016. At that tme
the target rate of Banco de Mexico stood at 3.75% untl June
29. With the efect of Brexit pressure on the exchange rate
prompted the central bank to increase its target interest rate
by 50 bp; startng from that moment with an upward cycle
of interest rates.

In additon to this, we had presidental electons in the
United States with comments by candidate Trump, which
began to exert pressure on the exchange rate, promptng a
further increase in interest rates, having started the year at
3.25% and closing 2016 at 5.75%.

All this afected signifcantly the entre bond curve
where we saw average increases of 175 bp. In real rate
instruments the move was contrary showing average low
rates of 50 bp for short-term bonds, basically afected by
higher expected infaton. As for middle- and long-term
bonds, they showed a slight decrease.
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Foreign Exchange Market

The peso-dollar correlaton and internatonal oil
prices (especially the West Texas Intermediate), remained
at high levels, reactng more aggressively to falls in energy
prices. Although Mexico is a country that has reduced its
dependence on oil exports, reductons are related to lower
tax revenues, plus low oil prices postpone oil investment
projects not considered proftable. Importantly, emerging
countries linked to commodites have had a behavior similar
to that of Mexico.

Another important factor to consider is the expected
rate hike by the Fed. Many analysts believe that there should
be at least one more increase in the year. This scenario would
generate volatlity in the exchange rate depreciaton trend.

Given the “fx” exchange rate of Banco de Mexico,
the peso-dollar exchange rate ended 2015 at 17.2487 with
a maximum of 19.1754 on 11 February and a minimum of
17.1767 pesos per dollar on April 29, 2016. Throughout
the frst half of the year, the performance of the exchange
rate was volatle, with a depreciaton tendency afer April
as a result of reductons in energy prices, solid US data
pointng to a hike in reference rates and UK referendum,
which resulted in favor of a way out of this country from the
European Union. It should be noted that during the period
of greatest pressure, not massive capital outlows from the
Mexican markets were presented.

Capital Markets

At the beginning of 2016, Mexican Consumer Price
Index (CPI) registered a high volatlity due to a sudden
increase in risk aversion, which led the main indicator of
the Mexican Stock Exchange to show losses higher than
-6.0% in mid-January. CPI went on to break its 40 thousand
same-day threshold, since it was negatvely infuenced by
a sharp drop in oil prices, which reached valuaton levels
not seen in the last 15 years. However, the internatonal
stock markets quickly recovered thanks to the percepton
that China’s economy had stabilized and also that several
economic indicators in the United States showed a healthy
and sustainable growth. In late June, the factor that had
the most infuence on the markets was the exit of Great
Britain from the European Union. The so-called “Brexit”,
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led to a massive outlow of investments in England and
Europe. This, however, had no signifcant efect on our local
stock market.

In August, CPI recorded its highest level ever reaching
almost 49,000 units, supported by extremely positve
quarterly reports with signifcant growth in sales and
margin expansion. The devaluaton of the exchange rate
was a factor that benefted most Mexican companies listed,
as together about half of its revenues come from abroad.
Likewise, domestc consumpton remained strong thanks to
the growth of consumer credit, higher real wages and strong
remitance Fows.

However, from November 8 the outlook for Mexico
changed dramatcally with the victory of Donald Trump for
the presidency of the United States. Warnings of a possible
cancellaton of the Free Trade Agreement and threats to
companies to stop building plants in Mexico had a very
negatve impact on the exchange rate and prices of shares.
The Mexican peso stood above 20 pesos per dollar, while
CPI fell more than 4,000 points, reaching 44,000 units in
mid-November. By December, the Mexican stock market
stabilized and could end the year in positve territory,
achieving a gain of 6.2% during 2016 to fnish the year at the
level of 45,642 points.

In 2016, Capital Markets again achieved a beter
performance than that recorded by CPI, to achieve a gross
return on invested capital of 15.5% versus a yield of 6.2% by
the stock market. With the above, net profts of 18.4 million
pesos were obtained from funding costs and commissions to
brokerage frms.

Derivatives Market

During the period, Derivatves signifcantly supported
Nafn goals along three lines of acton. The development
of fnancial markets has become as a market maker in the
MexDer derivatves stock for exchange-traded futures of
government bonds and CPI. In risk management, operatons
substantally increased to run more than 120 hedges that
protect the income the bank receives on account of net
interest income. And, in income generaton, trading and
arbitrage operatons behaved in accordance with goals set
earlier this year.
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Investment Funds

Nafn Fund Operator contnued working on fostering
access to the security market of small and medium investors,
through stock distributon ofits 11 funds, with 32 agreements
signed with 25 commercial brands in the stock market.

However, the fact that some of our major dealers
created their own investment funds, as well as the volatlity
presented in markets during 2016, provoked that the average
assets managed by Operadora de Fondos Nafnsa dicreased
28.4% from 30.886 billion pesos in 2015 to 22,097 billion
pesos in 2016.

Cetesdirecto (investment
in Mexican treasury bonds
-CETES- made easy)

During 2016, contnuity was given to positoning
Cetesdirecto, which is mandated by the Federal Government,
through an outreach campaign on social networks and
several electronic, print and urban communicaton media.
Also, the use of Apps for mobile devices with iOS and Android
operatng systems was promoted, which allow the public
to access easily and securely to “cetesdirecto.” Similarly, a
permanent presence in Mexico City’s Interactve Museum of
Economics (MIDE) and KidZania entertainment center has
been maintained as well as in various exhibitons in Mexico.

All of this allowed 2016 to be the best year of
Cetesdirecto performance, reaching more than 215
thousand registered customers, of which more than 111
thousand have already invested, reaching more than 3,739
million pesos, surpassing the goals set for the year. Similarly,
the total amount of debt placed by the Federal Government
in 2016 through Cetesdirecto was 0.73%, outperforming its
stake by 49% over the previous year.
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Corporate and Business

Its objectve has been to give certainty to legal
processes involved in grantng credit, fnancial and risk
capital markets, and internatonal and advisory maters.
Also, assistance was given to various departments of Nafn in
preparing and reviewing contracts for domestc and foreign
operatons.

The legal actvites led to some important results,
including the following: the implementaton of Nafn’s
syndicated auctons, with the placement of 22 billion
pesos; partcipaton in the formalizaton of issuances;
implementaton of updates to the Program for Direct Sale of
Certfcates to the Public, including consultaton and review
of legal instruments required by authorites, other enttes
in the fnancial sector, customers and service providers;
preparing advices for fnancial authorites in compliance with
applicable provisions, updates and services corresponding to
the Securites Debt Support Program.

The review, negotaton, validaton and updatng
of framework contracts for Purchase-sale of Securites,
Repurchase Agreements, Securites Lending Agreements
and Bank Deposit Securites in Administraton and Trade
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Commission Agreements were also carried out. Additonally,
framework contracts for Derivatve Financial Instruments,
ISDAS (Internatonal Swaps Dealers Associaton Master
Agreement,) were executed with various local and foreign
fnancial insttutons. Legal advice was provided in the audits
performed by diferent authorites.

Legal advisory services were provided, together with
support for implementng the Secondary Market Auctons
Program (Subasec) to promote liquidity in corporate and
government debt securites, including hiring actvites with
intermediary partcipants and brokerage frms that provide
negotaton systems.

Legal advisory services were ofered for the
instrumentaton and implementaton of the Green Bond
issuance in internatonal markets according to Rule 144
and Regulaton S, under the U.S. Securites Act of 1933 and
the reopening of the issue; the frst issue of Green Bonds in
Mexico in pesos.

Legal assistance was given to business schemes
and advisory services in corporate banking, operatons of
Financial Agent and fnancing with internatonal elements
that Nafn grants or expects to receive, as well as Holding
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Deposit and Collateral contracts to formalize guarantees,
credit lines and discounts granted by Nafn through proper
departments and the drafing of instruments for Nafn
operatons as Federal Government’s Financial Agent.

Legal advisory services have been provided to prepare
the documents necessary for Nafn partcipaton in several
corporate fnancings, as well as energy and petrochemical
projects.

As a result of the new businesses initated by Nafn,
it has been necessary to create legal instruments for
developing corporate business schemes, which have allowed
to partcipate in syndicated loans and to grant fnancing to
projects for generatng wind energy, hydroelectric power
generaton and provide funding for other alternatve energy
projects.

Legal support for the formalizaton of a loan granted
under the Program of Insttutonal Market of Corporate
Alternatve Debt (MIDAS) was provided.

Nafn has also signed cooperatve agreements with
various insttutons such as the Mexican Chamber of
Industry (Canacintra), Pemex, Mexican Fund for Tourism
Development (Fonatur) and Mexican Confederaton of
Business Owners (Coparmex.) Loans have been allocated
from Nafn to Pemex, Rural Finance and the Natonal Fund
Insttute for Workers’ Expenditures (Infonacot), among other
important operatons.

Revision and negotiation of loans and donations
financing granted by International Financial Entities
among which the Entrepreneurial Eco Credit Program
stands out.

Legal advisory is provided to the Entrepreneur Capital
Trust Fund to formalize awarded funds of the Inadem tenders.

Governmental Regulations
Acquisitions and Movables:

Nafn properly complied with the government
regulatons applicable to its nature of being a Mexican Bank,
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observing the preparaton of legal instruments to achieve
the proper development of actvites of its various divisions,
serving a total of 487 cases under to the following:

e 198 legal instruments were developed.

e 139 reviews of bond policies.

« 18 revisions of bid award process.

e Atenton of 16 sessions of Nafn Acquisitons, Leases and
Services Commitee (CAAS).

Link to the Superior Audit of the Federation
(ASF):

Regarding the functons that this division has as
liaison before ASF, it is reported that all the informaton
requirements were tmely answered and the preliminary
and fnal results presentaton meetngs of four audits of the
2015 Public Account were atended.

Federal Law of Transparency and Access to
Public Government Information (LFTAIPG),
Federal Law of Transparency and Access to
Public Information (LFTAIP) and the General
Law of Transparency and Access to Public
Information (LGTAIP)

During 2016, we worked in coordinaton with Nafn’s
administratve units (AU) in order to keep updated the
informaton published on the Transparency Obligatons Portal
in accordance with applicable regulatons. So for actons to
load informaton into the Portal System of Transparency
Obligatons of the Mexican Platorm for Transparency (PNT),
derived from the entry into force of the General Law of
Transparency and Access to Public Informaton, various
actons were carried out, such as: assigning passwords to
PNT for various AUs; registry of AU responsible for generatng
the informaton; assigning formats consistent with the role
of each responsible AU and Support and advice to users
responsible for each UA for loading informaton.

As for Requests for Access to Public Informaton and
Personal Data, during 2016 we received a total of 1,465
requests. The most frequent topic refers to the results of
Nafn’s primary actvites, as well as trust funds and services
hired. From responses to said requests received and atended
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in 2016, individuals fled before the Natonal Insttute of
Transparency, Access to Informaton and Protecton of
Personal Data (INAI) 14 review resources.

In compliance with the provisions of the Federal Law of
Transparency and Access to Public Government Informaton,
in the General Law of Transparency and Access to Public
Informaton and the Federal Law of Transparency and Access
to Public Informaton, it was updated the System of Reserved
Records Index, ensuring that informaton reported by each
administratve area was correct.

Legal and Collecting Disputes
and Credit Department

This year the commitment to promote and direct
legal actons that contribute to achieving the objectves of
Nafn as a development banking was ratfed, in line with the
applicable legal regulatory framework, by providing legal
services, recovery of the disputed portolio, and the design
of legal defense strategies for preventng or minimizing
economic impacts.

It has thus been possible to diminish the amount of
disputed portolio and contngencies derived from legal
proceedings brought against Nafn, reduce accountng
provisions and apply said resources to projects with
economic and social impact.

In banking formalizaton services, we have actvely
worked with business areas to contnue promotng the
creaton of new business schemes and legal instruments
that meet market needs to strengthen the development of
SMEs and support for Financial Intermediaries. In additon
to partcipaton in the development of three new schemes,
during 2016 we received and atended 460 requests for
formalizaton of banking operatons, opinions of politcally
exposed individuals and opinions of legal existence of
corporatons and a summary of facultes.

Also, contnuity has been successfully provided to the
coordinaton of a single point of entry to legal services in
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relaton to banking formalizaton, as the front o¥Fce for our
Legal Disputes and Credit, Corporate and Business Legal, and
Fiduciary Divisions, in relaton to Nafn business areas.

Fiduciary Operations

At the close of 2016, the Trust Division manages 459
business, whose trust assets amounted to 1.17 trillion pesos,
an amount that represents an increase of 5% compared to
the end of 2015 and maintains Nafn as Mexico’s second
fduciary insttuton in the trust market, accountng for 16%
of total assets in trust and more than 70% of total assets
managed by the development bank.

From the patrimony managed, 288,000 billion pesos
(25%) correspond to liquid resources in trusts, of which
124,000 billion pesos are invested in Nafn Money Desk
and 8,000 billion pesos in Operadora de Fondos Nafnsa,
meaning a 12% increase in the liquid investment of fduciary
businesses, when compared to last year. Of the remaining
resources, 54,000 billion pesos are deposited in the Treasury
of the Federaton and 102,000 billion pesos with other
fnancial intermediaries.

During 2016, actons to strengthen internal control
of fduciary process, highlightng the redesign of the Trust
website, updatng the fduciary process and adequacy of the
functonal structure were made, in additon to contnuing
purifcaton of business inventory by extncton of 24
trusts that served their purposes and the creaton of four
to contribute 1.2 million pesos in annual trust revenues by
2017.

In 2016, net income generated by trust actvites
amounted to 192.8 million pesos, consistng of 189 in fees
for trust services and 3.8 in commissions for custody and
administraton of securites and cash, as well as consultng
fees.

With regard to the custody and management of
securites and cash, total assets under custody as of
December 31, 2016 reached 148,000 billion pesos; this is 9%
higher from that at the end of 2015.
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Quality Management and
Organizational Culture

With the goal of maintaining its dynamic of growth
and qualitatve changes, Nafn maintains its strategy
of ongoing improvement in its Quality Management
System, in developing human capital, in strengthening risk
management, and in the incorporaton of an appropriate
system in its technological platorm for the effcient
operaton of its programs.

Quality Management System (QMS)

Since its creaton in 2001, QMS has successfully
incorporated regulatory elements from diferent authorites
aligning them with insttutonal goals. Today, we have a
robust system which regulates the operaton of substantve
and support processes, by clearly defning the diferent
actors and service levels based on a model of contnuous
improvement. The success of this implementaton is due
to the fact that process owners identfy and propose
improvement actons as a result of their daily operaton in
Operatng Quality Commitees.
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With 16 years of operaton, Nafn Quality Management
System has been consolidated as an ongoing tool for
analysis, evaluaton and improvement of processes. It has
been useful to develop and cover regulatory elements and
insttutonal observance, including the Internal Control
Model, operatonal risk management, and compliance
with the various programs implemented by SHCP and the
Ministry of Public Functon (SFP), including the Program for
Accessible, Modern Government (PGCM.)

In September 2016, an external quality audit was
conducted; therefore, Nafn got an extension of its certfcate
of compliance with stpulatons in Standard 1SO9001:2008
for another year.

Quality Operating Committees (QOC)

One of the most important elements within the
administraton of QMS is the involvement of staf in self-
management of their processes’ quality, where the outcome
of the process operaton is evaluated and if it detects
deviatons or suggest improvements, these are evaluated
based on compliance with corporate goals. As of December
2016, 38 QOCs were installed which held session at least one
tme during the quarter.
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Human Capital Development
Talent Detection and Gender Equity

Nafn has a model for managing human capital that
is based on the development of competencies and the
ongoing evaluaton of personnel’s potental. This made it
possible to cover 45.5% of vacant positons during 2016
with personnel already working in Nafn, thereby reducing
recruitment costs and optmizing investment. Also, vacant
positons were covered in accordance with public policies
corresponding to government programs and designed
to promote gender equity, gaining the promoton 44.2%
women during 2016.

Also, there is a program to promote the development
of talented young people, through professional practcal
experience and social service. As a result, 32 people for
ongoing positons were hired, representng 22% of those
hired during 2016.

Moreover, with the frm intenton to strengthen the
detecton of talent, in June 2016 started the implementaton
of an on-line service, which will identfy external and internal
stafF with skills required for the performance of his/her job, as
well as vacancies generated through a methodology to align
workforce needs with ours through the generaton of a skill-
based development model, talent identfcaton, defniton
of key positons and their replacements, establishing an
individual development plan and the operaton of internal
backups of vacancies.

Priority Training Programs

In 2016, the Training Program was characterized by
strengthening the expertise of the divisions that make up
Nafin, various actions to benefit as many employees as
possible were carried out, such as a Diploma in Business
Administration and Finance with the participation of 30
people. In addition, continuity was given to the English
Learning Program, with expertise in Business, benefiting
more than 100 employees. In addition, specialized
training for staff of state offices through an on-line
diploma course.
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In additon to this, various actons were taken for the
staf requiring to certfy or recertfy courses in accordance
with the regulatons of their respectve areas. Courses with
specifc agendas and tailor-made for applicants to improve
their functons were developed and thus having a positve
impact on Nafn.

Internal Comptroller’s Office

In situ checks were carried out of various Control
Routne Agenda (ARC), the main critcal processes and some
administratve ones, proving their efectveness by matching
the document and electronic evidence generated from each
process executon, presentng the results to the heads of
AUs from 43 visits made.

Likewise, and in accordance with Artcle 164,
last paragraph of the General Provisions Applicable to
Credit Insttutons, it was reported in writng about the
performance of the actvites referred therein, and the
operaton of Internal Control System as a whole to the Audit
Commitee on 18 November and to the Board on December
15, respectvely.

Self-control Tools

In the search of best corporate practces, Corporate
Control Guides (GCC) were reviewed and redesigned from
fve Internal Control standards set out in the Commitee
of Sponsoring Organizatons of the Treadway Commission
model adopted by SFP.

In November 2016, GCCs were applied so the Heads of
the 33 AUs that make up the structure of Nafn will conductan
annual self-assessment exercise on infrastructure of Internal
Control, in order to verify the mechanisms implemented,
identfy potental weaknesses, and where appropriate,
establish additonal strengthening measures.

At the close of 2016, the universe of self-management
tools was composed as follows: 33 Corporate Control
Guide, 226 Agendas of Operatonal Control Routnes, and
36 Agendas of Control Routnes through which delivery is
monitored of tmely regulatory reportng.
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In additon, during the year incidences of detected
Internal Control were generated through actvaton of control
alerts, which in general were lower and of operatonal type,
leaving its registraton in the Management System of Internal
Control (SACI), being served on average in 1.84 days.

Objectives and Guidelines of the Institutional
Model of Internal Control

In October 2016, the Governing Council approved the
updatng of Objectves and Guidelines of the Insttutonal
Model of Internal Control incorporatng the following
changes of a substantve nature and form;

a) General consideratons since Nafn is a state-
owned organizaton which meets the provisions
of the Internal Control and Risk Management as a
Development Bank.

b) To defne powers and responsibilites of AUs for
Internal Control.

c) To specify the characteristcs of controls to be
implemented.

d) To specify reportng mechanisms,
supervision and contnuous improvement
mandatory compliance.

monitoring,
of

Regulatory Reporting and Reports to
Authorities

Also, among the actvites of Internal Comptroller
Division are monitoring the tmely compliance in accordance
with regulatons, regarding informaton, processing and
delivery to the authorites of various reports requested to
Nafn.

At the close of 2016, the Internal Comptroller
summoned area divisions to start updatng reportng
inventory and disclosure requirements, which is housed
in SACI and thus promote tmely compliance. There is an
inventory of 366 regulatory reports requested by various
bodies.
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Qualification Processes on the Degree of Risk
Posed by a Customer

In the period October to December 2016, the
Compliance Division atended 202 requests of risk ratng in
business areas, both from new customers and those already
registered for update.

Among the various applicatons of risk ratng, 401
Formats and Know Your Customer ID or User (FICC) were
treated; 55 Verifcaton Formats of Politcally Exposed
Persons; 78 Appendices requests of FICC; 53 requirements
of ABC or ABCD Formats, and 66 Honesty formats. 18,283
people who signed the Program of sale of securites directly to
the public “cetesdirecto” were checked, without any adverse
outcome or motvate a report to competent authorites.

Technological Developments in the
Monitoring System for the Prevention of
Operations with Illegal Origin and Terrorist
Financing

Regarding the work plan of the Implementaton of
SHCP Best Practces Guidelines technological project at the
end of the fourth quarter of 2016, IT concluded the last
phase of the Work Program established for this development
and successfully checked the functonality of these screens:
Informaton Intelligence Service for the tracking of Lists of
Blocked Persons and Generatng Unusual Reports Round
the Clock and Unusual Ones, pending minor adaptatons for
generatng these reports, which will be held in January 2017.

Training Program on the Prevention of Illegal
Operations

In July, the Training Program on Preventon of Money
Laundering and Financing of Terrorism was concluded, with
the actve partcipaton of employees and o¥cers; enrolling
a total of 907 people in three types of courses, according to
their functons in the positon they play:

¢ General course: 567
¢ Advanced course: 315
¢ Specialized Course: 25
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Moreover, training courses were held on Preventon
of Money Laundering and Terrorist Financing in one-month
periods each to staf that started working in the same month,
as set forth by internal policies.

Implementation of Processes Aimed at
Implementing FATCA

In August, the period specifed by SAT to report
under the guidelines of Annex 25 of the Tax Miscellaneous
Resoluton, which refers to give atenton to Foreign Account
Tax Compliance Act concluded for the frst report of new
customers and existng individuals, as well as new and
existng corporatons.

Nafn fulflled on tme the sending of three reports to
SAT, according to their specifcatons.

Internal Auditing

This Division developed and atended its Annual
Work Program 2016, which was aimed at the practce of
audits on substantve actvites, highlightng those related
to credits, fnancial markets, trust and risk management,
in which a general objectve was verifying compliance with
the regulatons, among other, established by the Natonal
Banking and Securites Commission (CNBV) and Banco de
Mexico; evaluate the quality, adequacy and tmeliness of
fnancial informaton; manage risks inherent in processes;
and strengthen the internal control system.

According to the above, the actvites of Internal
Auditng covered the following aspects:

1. Audits

15auditswere conducted, of which six were regulatons
in accordance with the following: i) Four for credit processes
in four stages, ii) one of Risk Management; in compliance
with the provisions issued by CNBV, and iii) the operaton of
Financial-Derivatves Instruments according to the standards
of Bank of Mexico; the remaining nine, are as follows: one
to the Calculaton of Index Capitalizaton, another to the
Financial Agent, the General Cashier and two more to Trusts.
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During the development of reviews there was
interaction with audited divisions in order to inform
the responsible parties the results and added-value
proposals that allow addressing remarks, as well as
recommendations determined to strengthen the Internal
Control System.

2. Auditing Committee

Internal Audit supports the actvites of the Audit
Commitee, among which are to provide the informaton
necessary to report the Board about conditons under
which the Internal Control System operates as well as the
logistcs of meetngs, obtaining informaton for development
and monitoring of agreements. In 2016, 10 ordinary and
extraordinary sessions were held.

3. Participation as Regulatory Advisors
in Decision-making Bodies (committees)
Meetings

In accordance with regulatory provisions, we
participated in meetings held by the Risk Integral
Management Committee and the Communication and
Control Committee. Additionally, we participated in the
Executive Credit Committee of the Board, the Internal
Credit Committee, and from November in the Credit
Committee.

4. Monthly Review of Variations in our
Financial Statements

In order to assess the reasonableness of the Balance
Sheet and Income Statement, monthly, the divisions that
present the main changes are identfed, making comparatve
balances of previous fnancial reportng from the previous
month against the preliminary fgures recorded in the
Financial Informaton System of the month, determining
increases and decreases of balances, and analyzing the
origin of variatons.

In additon, Internal Audit partcipated quarterly in
the working group with members of the Audit Commitee
and representatves of the Administraton and Finance
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Division, for the purpose of carrying out data analysis of
Financial Statements and, if necessary, explanatons and/or
clarifcatons were made.

5. Audit Management System

Duringthe second half of 2016, use cases (requirements
and descriptve screens) were developed and on October 20,
2016, the development initatve of the Audit Management
System was presented to the Commitee for Systems
Planning and Evaluaton (COPYES), which was approved.

At year-end 2016, it is in the process of formalizing
the Full Range and Functonal Requirements (Use Cases
and traceability Matrix for each functonal requirement and
testng protocol), which will be developed with the support
of IT.

IT
Continuous Improvement in the Operation

¢ Implementation of Video Collaboration Room (Lync
Room System) for virtual meetings and on-line
collaboration.

A video collaboraton room (Lync Room System)
for meetngs at least weekly with regional directors and
state representatves was implemented and is also used
by general divisions in order to serve its customers or
suppliers. This project has allowed savings on travel
allowance and increased productvity on tmely decision-
making.

Applied Developments

During 2016, 44 business projects were carried out,
which implementaton in 25 of them was made through
recruitment and administraton of external suppliers
according to regulatons, 4 through a combinaton of
internal developments and hiring and managing external
suppliers, and 15 through internal developments that
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enabled signifcant savings, having as beneft not to create a
dependency with a supplier. It is important to menton that
this strategy allows knowledge and experience to stay and
reduces response tme to meet business needs, supportng
the professional growth of partcipants in these projects.

From 15 internal developments implemented this
year, the following stand out:

¢ Internal Control Management System (SACI) Ver. 15.0

This project involved the generaton of reports
with export opton to Excel or fat fle, in order to manage
and extract the necessary informaton in a tmely and
accurate way for the preparaton of executve reports
and the adequacy of existng ones to include more
criteria, change order and give the opton to export
to Excel or fat fle. Also, it features the adaptaton to
emails issued by the applicaton to include dates. This
development would have generated an expenditure of
at least 521,700 pesos.

¢ Guarantees and Loans Management System (GESOL)
Ver 15

This project was developed using the Loans
Process (PDC) system as reference, for the management
and follow-up of First-Tier, Second-Tier and guarantees
loans applications, controlling its status in five loans
process stages (Promotion, Analysis and Decision,
Formalization, Release and Withdrawal) benefiting
from available and timely decision-making information
for senior management, indicating the stage where
each application is with a single source of information.
Should we have hired an outside vendor for this
development, it would have generated expenditures
for at least 582,400 pesos.

e Datamart for Liquidity Analysis

A data model was prepared for implementng
this project that allows consolidatng and using the
informaton required to analyze, monitor, control and
follow-up liquidity risks associated to NafnSA capital,
fulflling CNBV regulatory requirements in risk maters.
Should this development had been hired, it would have
generated expenses for 700 thousand dollars plus an
annual maintenance cost of 142 thousand dollars.
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e Equipment and Furniture Inventory System-SIME
Ver. 15.0

This project consisted in the analysis, development
and implementaton of the registraton, management and
control of the informaton associated to the inventory
of furniture and equipment property of Nafn using this
programming tools according to insttutonal standards
for IT. The implementaton of this project was carried out
successfully and implemented with internal resources,
which allowed savings of at least 1,829, 120 pesos.
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actvity, Nafn got a net proft of 1,321 million pesos,

equivalent to a 5.2% nominal return on capital during
2016. This way, the equity capital amounted to a total for the
end of the year of 26,710 million pesos, representng 10.8%
nominal growth against the total revenue of the previous
year. It is worth mentoning that the Federal Government
used resources from Nafn this year for 800 million pesos.
Otherwise, net income would have been 1,801 million pesos
and return on equity of 7.1%.

D espite the uncertain contextand diminishing economic

In additon, the bank’s fnancial situaton demonstrates
solid indicators, including the following:

Dec 2015 Dec 2016

Overdue accounts / Portfolio at risk 11 % 1.0 %

Indicator

Reserves / overdue accounts 2112 % 205.0 %

Financing granted to MSMEs / Financing 824 % 76.8 %

to Private Sector
1.69 %

Financial Penetration (Private Sector 1.80 %

Accounts /GDP) 1/

1/ Mexican National Geographic and Statistics Institute (INEGI), Preliminary figures as
of 4th Quarter 2016, published in February 2017.
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Evolution of the Overdue
accounts/ Portfolio at risk

The Operatve and Financial Program 2016 considers,
within its main indicators, maintaining low levels, and when
possible, reduce Overdue accounts/ Portolio at risk.

At the end of December 2016, loan portolio recorded
in the balance sheet stood at 214,220 billion pesos. Overdue
accounts/ Portolio at risk, at the end of 2016, was at 2.178
billion pesos, primarily in the Financial Intermediaries
Mod. “B” with 1,560 billion pesos (71.6%), Programs with
603 million pesos (27.7%) and former employees with 15.4
million pesos (0.70%).

Comparison with Other Banks

Overdue Accounts Index (OPI) of 1.02% in December
2016 places Nafn just below other development banks,
excluding Federal Mortgage Society (Sociedad Hipotecaria
Federal, or SHF), which has an OPI of 5.41%.



D

nacional inanciera NACIONAL FINANCIERA « FINANCIAL RESULTS : ANNUAL REPORT 2016

6.00 % 5.41%
5.00 %
4.00 % 3.21%
3.00 % 2.45% 2.37% 2 28%
0 .
) 009 1.70% 1.97% 1.99%
o 0.85% 1.09% 098% 1.14% 1.02% 1.33%
1.00 %
0.00% ——= . " . . . - ~ - - - - -
F & & F & F & F S5 §F ¢ FE S
,ébp NS &0 ,@’\\ %Q \{\\Q &0 @Q; QO& {\0 {\Q) < c)‘é
%(Jo Q;O‘ (_)’b(\ %) Q)(b' Q)o %%Q Q)’b' Q)(b' QQ’
@Q & &

Overdue Accounts from Banks

Also, Nafn compares favorably with the 2.28% of portolio, which favor the tmely decision-making.
commercial banks (Banca Comercial) as of December 2016, e Direct payment collection, through visits programs
as well as with the main commercial banks: Inbursa, Banorte, to the borrowers’ homes that have a higher
Santander, BBVA Bancomer, HSBC and Scotabank, except recovery risk, negotiating payment proposals or
Banamex. loan restructuring, with the previous authorization

of authorized bodies.

Program portolios, Banks and Mode “A”, IF Public o Strategies of preventve reserves and loan penalty
Sector and Decentralized Enttes that make up 47.06% of applicaton, authorized by the Board of Directors.
the total portolio at risk, remain with no Overdue Accounts. e More control and follow-up in Overdue Accounts

administraton through the Recovery and Follow-

Except trusts that support the development of housing up System, which has allowed a close approach,
and commercial banks (frst-ter) credit which was recorded negotaton and follow-up of portolio with Overdue
in June 2016, nonperforming Overdue Accounts have been Accounts relevant for both intermediaries and frst ter
contained. This considering contnuity planning strategies companies.
implemented, among which are: e Training to staF responsible for oversight functons,

monitoring and recovery of credit and guarantees
¢ |ssuance of early alerts, derived from the supervision portolio, in order to increase their knowledge and
visits and follow-up of the frst and second ter skills directly related thereto (staf competencies).
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out its actvites in accordance with an Operatve Risk

Management Model aligned with strategic planning
by Nafn and SFP, covering the compliance with stpulatons
by regulatory enttes; identfcaton of critcal processes and
relevant informaton. In this context, the main lines of acton
focused on fve areas:

During 2016, the Internal Control Body (OIC) carried

1. Modernization of Management. Aimed at promotnga
contnued modernizaton, by standardizing processes,
regulatory improvement, orientaton of structure
towards strategic objectves, professionalizaton of
human resources and the use of informaton and
communicatons technologies.

2. Application of Resources. Oriented to efcient use
of fnancial and material resources, as well as the
promoton of public hiring schemes, preferably
electronically.

3. Accountability. Focused on increasing transparency,
citzen partcipaton, improve fle management, access
to informaton and open data generaton.

4. Legality. Involves OIC actvity regarding responsibilites,
complaints, investgatons, reconciliatons and
penaltes to bidders, suppliers and contractors.
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5. Monitoring, Evaluation and Audit. Considers OIC
acton around the internal control system, government
assessment and public audit.

The main actons taken by OICs are focused on:

Auditng and monitoring the implementaton of
preventve and correctve measures.

Verifying compliance with the acton lines of Program
for a PGCM applicable to Nafn, through monitoring and
support in advancing the commitments and indicators of
the program.

Diagnostcs to promote process improvement and
efciency in the use of IT tools.

Contribute through partcipaton in the Commitee on
Ethics and Preventon of Conficts of Interest in: the
annual updatng of the Code of Conduct; defniton of
a complaint procedure; development of a protocol for
receiving, analyzing and dealing with complaints, and;
preparaton of the Commitee’s operaton manual. It also
provided support to the process for the nominaton or
appointmentof directorsin the event of sexual harassment
and partcipatng in the analysis of accusatons presented
to the Commitee.
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e To contnue the communicaton campaign on the

importance of proper use of government procurement tool
called CompraNet, as well as conductng regular actons to
strengthen the quality of informaton contained in this tool.
Knowing citzen satsfacton with the service called
“Formacion empresarial presencial” (or face-to-face
business training) by applying in person surveys, having
obtained a score of 9 points.

In coordinaton with Human Resources and Quality,
implement actons to promote tmely compliance with
the fling of the Statement of Financial Positon, which
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allowed achieve 100% compliance in the statement
of amendment, and with respect to the inital and
conclusion statement, it was reduced by 50% the level
of failure.

Monitor and support Nafn to promote compliance
with the objectves of the Natonal Program for Equal
Opportunity and Non-Discriminaton against Women.
Provide care to 116 requests for access to informaton
received, which were met in full within the established
legal deadlines. It also partcipated in 40 meetngs of the
Transparency Commitee.
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Table 1

NACIONAL FINANCIERA, S.N.C., RELEVANT FIGURES

Millions of MXN to End of Year

Concept 2014 2015 2016
Total Assets 1/ 389,750 384,828 503,541
Financing Agent Portfolio 1,013 109 94
Commercial Banks (First-tier) Portfolio 32,926 43,730 66,299
Second-tier Banks Portfolio 116,360 127,863 147,920
Total Credit Portfolio 150,299 171,702 214,313
Equity Investment in Companies 5,740 6,514 8,010
Equity Investment in Real Estate Companies 1,496 1,532 1,539
Equity Investment in Stocks 23 95 59
nternal Debt 156,019 184,342 21322
External Debt 31,327 44,054 63,533
Previous Reserves for credit risks 3,665 3,999 4,464
Total Liabilities 376,342 371,062 488,365
Stockholders’ Equity 22,942 24,096 26,710
Assets in a Trust or Agency 1,325,455 1,403,376 1,544,545
Debtor by Guarantee and Other Contingent Liability 56,359 64,414 53,520
Net Profit (Loss) 1,648 1,254 1,321
Compounding Level 15 14 13

1/ Consolidated with Subsidiaries
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Table 2

OPERATION FOR PROMOTION OF PRIVATE SECTOR BY SECOND FLOOR, FIRST FLOOR AND GUARANTEES

REGIONAL CLASSIFICATION
Millions in MXN- Number of Companies

Credit and Collateral Credit and Collateral Percentage Variation
Jan-Dec 2015 January-December 2015/2014
Amount Emp* Amount Emp* Amount Emp*
591,533 534,270 TOTAL 550,789 715,741 (6.9) 34.0
28,704 29,736 NORTH WEST 29,388 42,990 2.4 44.6
8,595 8,026 B. California Norte 9139 17,393 6.3 116.7
2,471 2,243 B. California Sur 1,783 5,946 (27.9) 1651
9,901 6,590 Sinaloa 10,721 6,430 83 (2.4)
7,738 12,877 Sonora 7,745 13,221 01 2.7
131,821 67,042 NORTHEAST 105,964 108,201 (19.6) 61.4
17,087 14,029 Coahuila 14,531 17,785 (15.0) 26.8
11,952 7581 Chihuahua 11,056 8,376 (75) 105
3,821 5,367 Durango 3,925 13,421 2.7 1501
87,760 25,010 Nuevo Leon 66,599 39,223 (241) 56.8
11,201 15,055 Tamaulipas 9,853 29,396 (12.0) 953
97,586 99,989 CENTER WEST 89,181 126,723 (8.6) 26.7
5,561 4,255 Aguascalientes 4,831 6,313 (131) 484
3,959 3132 Colima 5,241 3,462 324 10.5
18,380 16,000 Guanajuato 14,794 18,007 (195) 125
44,239 26,493 Jalisco 41,261 27987 6.7) 5.6
10,635 20,161 Michoacén 8,729 30186 (17.9) 497
2,484 3,856 Nayarit 1,852 5188 (25.5) 331
8,340 21522 San Luis Potosi 9,378 29,403 124 36.6
3,987 4,570 Zacatecas 3,094 6,232 (22.4) 36.4
285,526 218,382 CENTER 280,679 290,908 @7 33.2
181,009 63126 D.F. 183,261 88,029 12 394
3155 14167 Guerrero 2,946 32,596 (6.6) 1301
8187 14149 Hidalgo 6,614 14,064 (19.2) (0.6)
59198 71,797 México 52,322 77,039 (11.6) 73
4,682 12,598 Morelos 7,430 19,518 58.7 549
8,875 6,342 Querétaro 8,720 9,220 1.7 454
18,729 30,591 Puebla 17,894 43,764 (4.5) 431
1,691 5,612 Tlaxcala 1,492 6,678 (11.8) 19.0
47,895 119,121 SOUTH-SOUTHEAST 45,577 146,919 (4.8) 288
6,096 7101 Campeche 5,242 10,078 (14.0) 41.9
6116 20,976 Chiapas 4516 16,697 (26.2) (20.4)
4,694 13,698 Oaxaca 3,053 15,960 (34.9) 16.5
3,353 11171 Quintana Roo 3,594 11,745 7.2 51
5,225 9,719 Tabasco 5,740 13,877 9.9 42.8
16,297 44,615 Veracruz 17,329 64,168 6.3 438
6114 11,841 Yucatan 6103 14,394 0.2) 216

*Emp: By Millions of People
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Banca de Desarrollo

Table 3

DEPOSITS IN MEXICAN PESOS*

(MILLIONS OF MXN)

Instrument 2014 2015 2016
Stock Exchange Certificates 28,425 40,000 50,524
PG’s Nafin 111,837 87,587 108,970
New Instruments 140,262 127,587 159,494
Term Deposits in Mexican Pesos 7153 41153 7153
Several Deposits 521 8 1129
TOTAL 147,935 168,747 167,775

*Interests not included
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Banca de Desarrollo

Table 4

TOTAL EXTERNAL DEBT

BALANCE AS OF DECEMBER 31ST
(MILLIONS OF US DOLLARS)

Concept 2014 2015 2016
I. Direct Debt 21239 2,550.2 3,076.3
A. Deposit Certificates (London) 1,258.6 1139.5 1,387.4
Deposit Certificates (London) 1,258.6 1139.5 1,387.4
B. Green Bonds - 500.0 500.0
C. Multilateral Organizations 68.2 6.3 45
D Z:‘:(\j/astﬁ[fpi?ekri:gy Eximbank’s 7971 904.4 1184.4
Accrued Interest 1.2 3.8 49
Total 21251 2,554.0 3,081.2
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Crowe Horwath..

We evaluated the controls established by the Institution, both prior and subsequent to granting the
credits, which were tested during our review to assure us of the proper normative compliance as of
the date of the disposal of the funds, as well as the recognition of accrued interest, in conformity with
the payment scheme agreed upon in the different modalities of credits. We further verified their
authenticity and correct valuation of the different credits granted by the Institution, and
simultaneously identified the guarantees that support the recovery thereof. In addition, we tested the
correct application of the loan portfolio rating methodologies, based on the type of credits, including
the analysis of the impaired portfolio. The results of our audit tests were satisfactory.

Traditional deposits - Recognition and measurement

Traditional deposits of the Institution at December 31, 2018, which represents 48% of the total
liabilities, implies a material risk in the controls that refer to the timeliness of their recognition and
subsequent valuation, jointly with the correct determination of interest derived from that deposit,
which includes the issue of stock exchange cerificates, both in the country and abroad.

Our audit procedures included, among other things, evaluating and testing the recognition policies of
liabilities due to the deposit of funds, through deposit certificates, fixed term deposits, loans from
demestic and foreign banks, as well as bank bonds, verifying that their entry recorded is based on
the conlractual value of the obligation, and that accrued interest has been recognized in income for
the year. In addition, we carried out valuation tests and presentation of the distinct items that
comprise traditional deposits at fiscal year-end. The results of our audit tests were satisfactory.

Fayables under repurchase agreements - Recognition and measurement

Fayables under repurchase agreements, which represented 43% of the total liabilities of the
Institution at December 31, 2016, represented a significant risk with respect to the recognition and
valuation at fair value thereof, due to the obligations derived mainly from government securities,
which must comply with the controls and recording policies established by the Institution.

We evaluated and tested the controls established by the Institution relative 1o the recognition of
repurchase transactions, by considering the date contracted. We further verified their correct
valuation at fair value, as well as the determination and recognition of accrued interest, in
accordance with the interest method of those repurchase transactions, with the comresponding
allocation to income for the year. In addition, we verified the correct normative compliance with the
recognition and measurement by the Institution acts as the buyer and as seller. The results of our
audit tests were satisfactory.

Contingent liabilities - Recognition and measurement

At December 31, 20186, contingent liabilities for guarantees granted by the Institution represented
82% of the total of those liabilities, whose risk was represented in the accounting recognition, jointly
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with their correct presentation and disclosure by the Institution. In addition. the net revenues
obtained by credit guarantees were significant, which represented 64% of the nat income of the
Institution, whose risk was represented in the proper compliance with the operating rules of the
Guarantee Program, whereby the Institution shares the credit risk on the financing that financial
intermediaries grant to them.

Our audit procedures were designed to verify that the conlrols established by the Institution for the
accounting recognition of contingent liabilities were complied with properly, verifying their
appropriate presentation and disclosure in the financial statements of the Institution. In addition, we
verified the proper compliance with the operating rules relative to the Guarantee Program of the
Institution. We also verified that the accounting recognition of the net revenues obtained by credit
guarantees adhere to the provisions of those rules, as well as the accounting policies established
by the Institution. Moreover, we verified their appropriale presentation and disclosure in
consolidated net income. The results of cur audit tests were satisfactory.

Responsibilities of the Management and those responsible for the Institution's governance
in relation to the consolidated financial statements

Management is responsible for the preparation and fair presentation of these accompanying
consolidated financial statements, in accordance with the accounting criteria applicable to lending
Institutions issued by the Commission, and for the internal control that Management deemed
necessary to enable the preparation of consolidated financial statements free of material deviation,
due to fraud or error.

In preparing the consolidated financial statements, Management is responsible for evaluating the
Institution’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless Management either intends to
liquidate the Institution or to cease operations, or has no other realistic alternative.

Those responsible for the Institution's government are responsible for overseeing the Institution's
financial reporting process.

Responsibilities of the auditor in relation to the audit of the consolidated financial
statements.

Our objectives are to obtain reasonable assurance that the consolidated financial statements as a
whole are free from material misstatement, due to fraud or error, and issue an audit report that
contains our opinion. Reasonable safety is a high level of safety, but it does not guarantee that an
audit performed in accordance with 1SAs will always detect a material deviation when it exists.
Ceviations may be due to fraud or error and are considered material if, individually or jointly, they
can reasonably be expected to influence the economic decisions that users make based on the
consolidated financial statements,
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As part of an audit in accordance with ISAs, we apply out professional judgment and we maintain
an aftitude of professional skepticism thraughout the audit. As well:

We identify and assess the material deviation risks in the consolidated financial statements due
to fraud or error, design and apply audit procedures to respond to those risks and obtain
sufficient and adequate audit evidence to provide a basis for our opinion. The risk of not
detecting a material deviation due to fraud is higher than in the case of a material misstatement
due to error, since fraud may invelve collusion, falsification, deliberate omissions, intentionally
erronecus manifestations or circumvention of internal control.

We obtain knowledge of the internal control relevant to the audit in order to design audit
procedures that are appropriate to the circumstances and not for the purpose of expressing an
opiniocn on the effectiveness of the Institution's internal control.

We evaluate the adequacy of the accounting policies applied and the reasonableness of the
accounting estimates and the corresponding infermation disclosed by the Management.

We conclude on the appropriateness of Management's use of the operating accounting
standard and, with the audil evidence obtained, we conclude on whether or not there is a
material deviation related to facts or conditions that may generate significant doubts On the
Institution's ability to continue as a functioning company. If we conclude that material
uncertainty exists, it is required that we draw attention in our audit report to the corresponding
information disclosed in the consolidated financial statements or, if those disclosures are not
adequate, express a modified opinion. Our findings are based on audit evidence obtained to
date from our audit report. Nevertheless; facts or future conditions may cause the Institution to
cease to be a functioning Institution.

We evaluate the overall presentation, structure and content of the consolidated financial
statements, including disclosed information, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves reasonable
presentation, in conformity with the provisions issued by the Commission.

We obtain sufficient and appropriate evidence in connection with the financial information of the
entities or business activities in the group to express an opinion on the consolidated financial
statements. VWe are responsible for the direction, supervision, and performance of the audit of
the group. We remain sclely responsible for our audit opinion,

We communicate to the persons in charge of the Institution's governance, among other things, the
scope and timing of the audit and the significant findings of the audit, as well as any significant
deficiencies in the internal control that we identify in the course of the audit,

Ve also provide those responsible of the Insfitution's governance with a statement that we have
met the applicable ethics requirements regarding independence and communicated with them
about all relationships and other matters that can reasonably be expected to affect our
Independence and, where appropriate, the corresponding safeguards.
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Among the issues that have been the subject of communication with those responsible for the
Institution's governance, we determine those that have been most significant in the audit of the
consclidated financial statements of the current period and which are therefore, the key audit issues.
We describe those issues in our audit report unless legal or regulatory provisions prohibit public
disclosure of the matter or, in extremely rare circumstances, we determine that an issue should not
be reported in our report because it can reasonably be expected that the adverse consequences
thereof would exceed the benefits of public interest.

Gossler, 5. C.

Alejandro Torres Herndndez
Certified Public Accountant

México City
February 15, 2017
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CONSOLIDATED BALANCE SHEETS
AT DECEMBER 31, 2016 AND 2015
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MACIONAL FINANCIERA, 5. N. C,,

Development Banking Institution and Subsidiaries
Av. Insurgentes Sur 1971, Col. Guadalupe Inn, C.P. 011020, Mexico City

CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMEER 31, 2016 AND 2015
(Amounts in millions of pesos)

(MNotes 1 to 3)
20186 2015

Interest income (Note 24) 3 21,187 3 14,416
Interesl expenses (Mole 24) {16,450) (10,101)

Financial margin 4,737 4,315
Provision for loan losses {1,532) (1,253)

Financial margin adjusted by credit risks 3,205 3,082
Commission and fee income (Note 24) 2,7 2,662
Commission and fee expense (Note 24) {289) (298)
Loss on brokerage (Note 24) (748) (#13)
Other operating income (expenses) (Note 24) 141 18
Administraticn and promotion expenses (3,181) (3,298)

Operating income 1,901 1,733
Equity in losses of uncensolidated subsidiaries and associates (B) (1)

Income before taxes on earnings 1,895 1,722
Current income taxes (Nole 22) (824) (7186)
Deferred income taxes, net (Note 22) 279 324

Met income 1,350 1,330
Non-helding company equity 29y __ i48)

Net income including controlling company equity % 1321 § 1,284

These consolidaled statements of incame were prepared in conformity with the Accounting Criteria for Lending Institutions issued by the
Mexican Mational Banking and Securifies Cemmission, in accordance with the provisions of Adicles 93, 101, and 10¢ of the Landing
Inatitutions Activities Act. Those criteria, whose sbeservance is general and mandalory, were applied on a consisient basis, All the income
and expenditures derived from the ransactions carried oul by the Institution and reflecied during the periods referred to above wene

carmied oul and valued in accordance wilh seund practices and the pertinent legal and administrative provisions.

These consolidated statements of income were approved by the Board of Direclors, under the responsibility of the direciors who

Siibscribe them.

Thase consolidated financial slatements may be
nafinsainformacion-financeerafinformacion. himl

acques Rogozinski Schiulman
Chief Executive Officer

following webpage hitp:iwwew nafin com/poralnfconent’sobre-

;,:.-' .,}:qu ',"
Dr. Federico Balll (3onz T. P. 3@rgio Navarrele Reyes
Associate GeneraIFI_:llirecmr af inisiration Accophting and Budget Director
inance ’

The accompanying notes are part of these consolidated financial statements.
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NACIONAL FINANCIERA, 5. N. C.,
Development Banking Institution and Subsidiaries
Av. Insurgentes Sur 1971, Col. Guadalupe Inn, C.P. 01020, Mexico City

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015
(Amounts in millions of pesos)

{Motes 1 1o 3)
2016 2015
Met income -3 1321 8§ 1.284
Adjustments an items that do nof imply cash flow:
Allowance for uncollectible or doubtful accounts 161 208
Depreciation of property, furniure and equipment 38 35
Provisions {131) 783
Taxes on earnings due and delerned 545 342
Equity in eamings of unconsoidated subsidianies and associales [ 1
Others 136 (B42)
755 597
OPERATING ACTIVITIES:
Changa in margin accounts 20 (19
Change in investments in securities (58.755) 20,516
Change in receivables under repurchase agreements [repos) 233 4,259
Change in derivatives (assel) 7,842 50,269
Changs in lgan portfolio (net) (34,079) (16,795)
Change In repossessed assels 5 1
Change in other aperaling assels (20.774) (2117}
Change in traditional deposits 28,750 23173
Change in inmterbank loans and loans for other agencies 3,793 7881
Change in payables under repurchase agreements 66,596 (45,692)
Change in derivatives (hability) (2,233) (44,316)
Change in other operating kabilities (166) (4,680
Paymienl of laxes on earmings (953} (935)
Met cash flows from operaling activities (9,652} 555
INVESTING ACTIVITIES:
Collection of disposition of property, furniture and equicment 13 .
Paymenl on acquisition of property, fumniture and equiprment {1} (18)
Collections on dizposition of subsidiaries and associales 114 15
Paymenls on acquisition of subsidiaries and associates {1.337) (945)
Collections of cash dividends 4 2
et cash flows from investing acliviies (1,207) (945)
FINANCING ACTIVITIES:
Corntributions for future capital mcreases aca -
Net cash flows from financing activities B0 -
Met (decrease) increase in cash and cash equivalents (7.983) 1,450
Effects of changes in the value of cash and cash equivalents 3161 525
Cash and cash equivalents at beginning of period 20.520 18,105
Cash and cash equivalents at end of period 5 15658 % 20,520

These consolidated statements of cash flows were prepared in conformity with the Accounting Criteria for Lending InsBilutions issued by the
Mexican National Banking and Securiies Commission. in accordance with the provisions of Articles 99, 101, and 102 of the Lending
Institutions Activiies fel. Those eriteria, whose obsenvance is general and mandatory, wers applied on a consisient basis. All the cash inflows
and cash outhows derived from the transactions carmied oul by the Institulion and reflecked during the periods refermed 1o above were camied
out and valked in accordance with scund practices and the pertinent legal and administrative provisions.

These consclidated statements of cash flows were approved by the Board of Directors, under the responsibiity of the directors who subscribe
them,

These consolidated financial slalements may be consulted on the following webpage hltpifwww nafin comiporiainifcontentsobre-
nafinsafinformacion-financieralinformacion.htmil

\ . é_._.-—-
1..__\_‘_ II-I . L;.
4 s
or. .I uas Rngom{ Smrulman Dr. Fecdrico Balll Gonzdl
mf Expeutivo Officor Associate Genaral Birector of Ad stration and
Finanoe

The accompanying notes are part of these consolidated financial statements.



NACIONAL FINANCIERA, S.N. C,,

Development Banking Institution and Subsidiaries
Av. Insurgentes Sur 1971, Col. Guadalupe Inn, C.P. 01020, México City

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AT DECEMBER 31, 2016 AND 2015
(Amounts in millions of pesos, except where indicated)

NOTE 1. INCORPORATION AND BUSINESS

Organization

Nacional Financiera, S.N.C. (the Institution) was constituted as an implementing instrument of
significant socioeconomic transformations, in order to promote the securities market and foster the
mobilization of the financial resources of México, pursuant to the decree issued by the Federal
Government on June 30, 1934.

It is a Development Banking Institution, which operates in conformity with the legal system of its
own Internal Regulations, the Lending Institutions Act, and general Provisions applicable to lending
institutions (the Provisions) issued by the Mexican National Banking and Securities Commission
(the Commission).

Business

Contribute to the development of companies, by providing them with access to financing products,
training, technical assistance and information, in order to foster competitiveness and productive
investment; promote the development of strategic sustainable projects for the country on an orderly
and centered basis, under schemes that allow for correcting market failures in coordination with
other development banks; further regional and sectoral development of the country, particularly in
the states with less relative development, through an offer of differentiated products, in accordance
with the productive vocations of each region; develop financial markets and risk capital industry in
the country so that they may serve as sources of financing for enterprising business people and
small and medium-sized companies; Be an efficiently managed Institution, based on a
consolidated corporate government structure that assures an ongoing, transparent operation, as
well as the preservation of its capital in real terms, in order for it not to represent a financial burden
for the Federal Government.

Nafin's Internal Regulations:

Article 2.- Nacional Financiera, S.N.C., Government-Controlled Development Bank, Development
Banking Institution shall promote savings and investment, as well as channel financial and
technical supports to industrial development and, in general, to national and regional economic
development of the country.

The Institution shall operate and function in accordance with the applicable legal framework and
sound practices and banking uses to reach the general objectives set forth in Article 4 of the
Lending Institutions Act.
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Lending Institutions Act:

Article 4.- The State shall exercise the guide the Mexican Banking System, in order for this System
to channel its activities fundamentally to support and promote the development of the nation's
productive forces and growth of the national economy, based on a sovereign policy, which
encourages savings in all sectors and regions of Mexico, and its appropriate allocation to a broad
regional coverage that is conducive to the decentralization of the System itself, in accordance with
sound practices and bank uses.

Development Banking Institutions shall take care of the productive activities that Congress
determines as a specialty in each one of these activities in the respective internal regulations.

The Institution realizes its operations by following Development Banking financing criteria, and
channeling its resources mainly through first level banking and non-banking financial
intermediaries. The main sources of resources of the Institution come from loans from international
development institutions such as the International Reconstruction and Development Bank (World
Bank) and the Inter-American Development Bank (IDB), lines of credit from foreign banks and the
placement of securities on international and domestic markets.

At December 31, 2016 and 2015, the Institution's operating structure abroad includes two
branches, one in London (England) and the other in the Grand Cayman Island.

Article 10 of the Institution's Internal Rules sets forth that the Federal Government will be liable at
all times for the transactions carried out by the Institution with domestic individuals or legal entities,
those carried out with private, governmental or inter-governmental private institutions, and the
deposits received as set forth in Articles 7 and 8 in the terms of the Law on that subject matter.

NOTE 2. BASIS OF PRESENTATION

1. Consolidation of financial statements - The consolidated financial statements include the
financial statements of the Institution and those of its subsidiaries over which it has control. In
addition, its shareholdings in its capital stock are shown below:

% of equity participation
shares

2016 2015

Financial activities:

Operadora de Fondos Nafinsa, S.A. de C.V. 99.99 99.99
Non-financial activities:

Corporacion Mexicana de Inversiones de Capital, S.A.

de C.V. 78.21 76.27

Trusts:
Sales program of securities directly to the public 100 100
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% of equity participation

shares

2016 2015
Trust 11480 Fund for Risk Participation 100 100
Trust 11490 Fund for Surety Bond Risk Participation 100 100

Complementary services:

Plaza Insurgentes Sur, S.A. de C.V. 99.99 99.99
Pissa Servicios Corporativos, S.A. de C.V.
(in liquidation) 99.99 99.99

Intercompany balances and transactions have been eliminated in these consolidated financial
statements.

The main purpose of the subsidiaries, financial companies, non-financial companies, trusts,
and complementary service companies of the Institution) are as follows:

Operadora de Fondos Nafinsa, S.A. de C.V. -

Contribute to the development of financial markets, by encouraging small and medium-sized
investors to gain access to the securities market.

Corporacion Mexicana de Inversiones de Capital, S.A. de C.V. -

Invest in Private Capital funds, as well as foster productive investment in México in the
medium and long-term, by encouraging the institutionalization, development, and
competitiveness of the small and medium-sized company (S&ME). This company was
incorporated with part of the stock portfolio of some development banking institutions in
August 2006.

Trust Program of Security Sales Directly to the Public -

Manage the trust funds in order to carry out the necessary acts to develop and implement the
Security Sales Directly to the Public, in conformity with the Operating Rules which, if
applicable, are authorized by the Technical Committee.

Trust 11480 Fund for Risk Participation -

In order to have the vehicles that allow for meeting the institutional objectives related to the
access of micro, small, and medium-sized companies of the country (Ml S&ME) to formal
financing, the institution implemented the guaranty program, whereby it shares the credit risk
with banking and non-banking financial institutions (intermediaries) determined by the
Technical Committee, which those intermediaries grant to domestic companies and
individuals.
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The gain on this trust for the years ended December 31, 2016 and 2015 amounts to $983 and
$847, respectively. The effect of the main revenue of this trust is reflected in the item of
Commissions and fees collected in the consolidated statement of income. These gains do not
contemplate operating expenses, since the Institution, in its capacity as a Trustor, renders its
support with human resources, informatics, and materials, insofar as it does not have its own
organizational structure.

Trust 11490 Fund for Surety Bond Risk Participation -

Share the risk of compliance with construction performance bonds and/or procurement bonds
set forth in subsection lll, Article 5 of the Surety Bond Law with bonding institutions of the
country organized in accordance with the Federal Bonding Institutions Law and determined by
the Technical Committee, which they grant to micro, small and medium-sized companies, as
well as to sole proprietors that have entered into a procurement contract of goods, services
and/or public works with the Federal Public Administration.

Plaza Insurgentes Sur, S.A. de C.V. -

Render comprehensive real estate services to its main stockholder (the Institution), by leasing
spaces and furniture, as well as adapting offices with preventive, corrective maintenance
programs to the real property infrastructure.

Pissa Servicios Corporativos, S.A. de C.V. (in liquidation) -

Render complementary and auxiliary services in managing and realizing the corporate
objective of any National Lending Institution that is or eventually becomes its stockholder, as
well as auxiliary companies and trusts thereof.

Comprehensive income - This is the change of stockholders equity during the year for items that
are not distributions and changes in paid-in capital. It consists of net gain for the year plus other
items that represent a gain of the same period, which are presented directly in stockholders equity,
without affecting the statement of income.

NOTE 3. SIGNIFICANT ACCOUNTING POLICIES

The Institution's significant accounting policies concur with the accounting criteria set forth by the
Commission, which are included in the Provisions, their circulars, as well as general official and
particular letters that it has issued for that purpose. Those criteria require that Management realize
certain estimates and use certain assumptions to determine the valuation of some items included
in the consolidated financial statements, as well as to make some disclosures that are required to
be presented therein. Even when they can eventually differ from their final effect, Management
considers that the estimates and assumptions used were adequate under current circumstances.
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These accounting criteria will be apply suppletorily when, in the absence thereof, Financial
Reporting Standards (FRS) issued by the Mexican Board of Financial Reporting Standards (CINIF)
are observed.

Accounting changes.

Beginning January 1, 2016, the Institution adopted the following FRS and Improvements to FRS
issued by the CINIF, which became effective as of the above date. These FRS and Improvements
to FRS did not have a significant application in the consolidated financial information presented by
the Institution, which are discussed below:

FRS D-3 "Employee benefits" - FRS D-3 is effective for years beginning on or after January 1,
2016 with retrospective effects and early adoption is allowed as of January 1, 2015. FRS D-3
supersedes the provisions in FRS D-3.

The main changes included are as follows:

e Direct Benefits: the classification of direct benefits was modified in the short-term in direct
benefits, and the recognition of deferred Employee Profit Sharing was ratified.

e Termination benefits: The bases were modified for identifying when payments for labor
disconnection actually meet the postemployment benefit conditions and when they are
termination benefits.

o Postemployment benefits — Among others, the following were modified: the accounting
recognition of multi-employer plans; government plans and plans of entities under common
control; the recognition of the net defined benefit liability (asset); the bases for determining the
actuarial hypothesis in the discount rate; the recognition of the Service Cost of Past Periods
(SCPP) and of the Early Settlement of Obligations (ESO).

e Remeasurements: In recognizing post-employment benefits, the corridor approach is
eliminated in the treatment of the plan’s profits and losses (PPL); therefore, they are
recognized as accrued and recognized directly in Other Comprehensive Income (“ORI”),
requiring their recycling to the period’s net profit or loss under certain conditions.

e Plan assets Ceiling (PA) — Identifies a plan asset ceiling and specifies which entity contributed
funds do not qualify as such.

e Recognition in income of Plan Amendments (PA), Personnel Reductions (PR), and early
liquidations of Obligations (LAO) in postemployment benefits, and all CLSP are recognized
immediately in income.
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Discount rate: it sets forth that the discount rate of the Defined Benefits Obligation DBO is
based on high quality bond rates with a deep market and, in the absence thereof, on
governmental bond rates.

Termination benefits require that it be analyzed if payments for termination or separation
qualify as termination benefits or if they are post-termination benefits. It further sets forth that if
it is a non-cumulative benefit without pre-existing conditions for being granted, it is a
termination benefit and, therefore, it sets forth that it must not be recognized until the event
takes place. However, if there are pre-existing conditions, either by contract, law or payment
practices, it is considered a cumulative benefit, and it must be recognized as a
postemployment benefit.

Improvements to 2016 FRS:

The following improvements were effective beginning January 1, 2016, with The modifications that
bring about accounting changes are listed below:

FRS C-1, Cash and cash equivalents, and FRS B-2, Statement of cash flows:

These are modified to consider foreign currency as cash and not as cash equivalents. Moreover, it
explains that both opening and final valuation of cash equivalents must be carried out at fair value.

Bulletin C-2, Financial instruments and Amendment to Bulletin C-2:

a)

b)

d)

The definition of financial instruments available-for-sale is modified to clarify that they are
instruments that have the intent of being traded in the medium-term from the time at which
they are invested in and on dates prior to their maturity, in order to obtain gains based on their
changes in their value on the market, and not only through yields inherent thereto.

Criteria are defined that must be taken into account for an entity to be able to classify a
financial instrument as available-for-sale, which is not possible when: i) there is an intent to
hold it for an undefined period; ii) the entity is willing to sell the financial instrument; iii) there is
a put option or a call option in favor of the instrument; and iv) the issuer of the instrument is
entitled to liquidate the financial instrument at a significantly lower amount that its redeemed
cost.

The concept of purchase expenses is eliminated and the definition of transaction costs is
incorporated.

Impairment losses are permitted to be reversed related to held-to-maturity financial
instruments in net income or loss for the period.
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Bulletin C-10, Derivative financial instruments and hedging transactions:

This Bulletin sets forth that at the inception of the hedge in the periods subsequent to and at the
date of the financial statements, hedge effectiveness must be evaluated and the method used to
measure effectiveness must be defined as well.

a)

b)

c)

It explains how to designate a primary position.

Accounting recognitions of the transaction costs of a derivative financial instrument is modified
to be recognized directly in the net income or loss for the period at the time of acquisition and
not be amortized over its period of effectiveness.

Specifies about the recognition of embedded derivative financial instruments.

The significant accounting criteria followed by the Institution are summarized below:

Recognition of the impact of inflation on the financial information - Accumulated inflation
of the last three prior annual fiscal years at December 31, 2016 and 2015 is 9.65% and
10.06%, respectively; therefore, the economic environment qualifies as non-inflationary in both
fiscal years. The percentages of inflation for the years ended December 31, 2016 and 2015
were 3.37% and 2.10%, respectively. The financial statements recognize the impact of
inflation up to December 31, 2007.

Liquid assets - These assets are valued at their nominal valued and with respect to foreign
currency, they are valued at their fair value based on the year end quote.

The currencies acquired that are agreed upon to liquidate on a date subsequent to the
realization of the buy and sell transaction are recognized as a restricted asset (foreign
currency receivable). Foreign currency sold is recorded as a credit to liquid assets (foreign
currency deliverable). The offsetting entry is recorded in a debit clearing account when a sale
is realized and a credit clearing account when a purchase is realized.

For purposes of presentation of the financial information, foreign currency clearing accounts
receivable and deliverable are offset and presented in the item of other receivables (net) or
other payables, as applicable.

This item also includes interbank lending transactions agreed upon in a term less than or
equal to 3 business days, as well as other liquid assets such as correspondent banks, sight
drafts, and coined precious metals.
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Margin accounts - The so-called margin accounts (security deposits) for derivative financial
instrument trading on recognized markets are recognized at nominal valor. Security deposits
are intended to assure compliance with obligations corresponding to derivatives carried out on
recognized markets and correspond to the opening margin and subsequent contributions or
retirements realized in the duration of the respective contracts.

Valuation of foreign currency - The Institution maintains accounting records by type of
foreign currency in assets and liabilities contracted in a foreign currency, which are valued at
the fixed exchange rate published by the Banco de México (Banxico) in the Official Daily
Gazette on the business day subsequent to the date of the transaction or preparation of the
financial statements, as applicable.

Investments in securities - The record and valuation of investments in securities are subject
to the following guidelines:

Trading securities:

These securities deal with the Institution's own positions acquired with the intent of selling
them and obtaining gains from price differences resulting from short-term trading operations.
Those securities are realized with market participants.

At the time of their acquisition, they are initially recognized at their fair value (which, if
applicable, includes the discount or surcharge) and corresponds to the price agreed upon.
They are subsequently valued at fair value, by applying market values furnished by an
independent pricing service, authorized by the Commission. The book effect of this valuation is
recorded in income for the year. Fair value of debt securities includes both the capital
component and interest accrued on the securities.

On the date sold, the gain or loss is recognized on the trade for the spread between its
carrying value and the sum of the considerations received.

Cash dividends collected on the net equity instruments are recognized in income for the year
at the time at which the right to receive the payment thereof is generated.

Available-for-sale securities:

These are those debt securities and net equity instruments, whose intent is intended to obtain
earnings derived from the price differences resulting from short-term trading operations. In the
case of debt securities, there is neither any intent nor capacity to hold them to maturity;
therefore, it represents a residual category, that is, they are acquired with an intent other than
that of trading securities or held-to-maturity securities, respectively.
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At the time they are acquired, they are initially recognized at their fair value, which
corresponds to the price agreed upon. They are subsequently valued at fair value, by applying
market values furnished by an independent pricing service, authorized by the Commission.
The book effect of this valuation is recorded in stockholders' equity. Fair value of debt
securities includes both the capital component and interest accrued on the securities.

On the date sold, the gain or loss is recognized on the trade for the spread between its
carrying value and the sum of the considerations received, and the effect of accrued valuation
that has been recognized in stockholders' equity.

Cash dividends collected on the net equity instruments are recognized in income for the year
at the time at which the right to receive the payment thereof is generated.

Held-to-maturity securities

These are those debt securities, whose payments are fixed or determinable with a fixed
maturity (which means that the contract defines the amounts and dates of the payments to the
holding entity) with respect to which the Institution has both the intent and the capacity to hold
up to their maturity.

They are initially recognized at their fair value at the time when they are acquired, which
corresponds to the agreed upon price, and applied to income for the year on accrued interest.
The gain or loss is recognized on the trade for the spread between its net realization value and
its carrying value on the date sold.

The transaction costs of the acquisition of the securities will be recognized depending upon
the classification in which they are designated, as follows:

a) Trading securities. - In income for the year on the date of acquisition.
b) Available-for-sale and held-to-maturity securities. - Initially as part of the investment.

In the event of reclassifying from the category of held-to-maturity securities to available-
for-sale securities, provided that there is neither the intent nor the ability to hold them to
their maturity.

Should trading securities be reclassified to available-for-sale securities, they may only be
reclassified in extraordinary circumstances pursuant to express authorization of the
Commission.

The gain or loss on valuation that corresponds to the reclassification in the event of
reclassifying held-to-maturity securities to available-for-sale securities will be recognized
in other comprehensive income items in Stockholders' Equity.
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For securities that would have been authorized to be reclassified from the category of
available-for-sale securities to the category of held-to-maturity securities, the gain or loss
on valuation that corresponds to the transfer date should continue in Stockholders' equity,
and it will be amortized based on the probabile life of the reclassified securities

Impairment of the value of a security - The Institution evaluates if there are objective
indicators that a security is impaired at the date of the balance sheet.

A security is considered impaired and, therefore, an impairment loss is incurred if, and only if
there are objective impairment indicators as a result of one or more events that occur
subsequent to the initial recognition of the security, which had an impact on its estimated
future cash flows that can be determined reliably. It is not very likely to identify a single event
that is individually the cause of such impairment. It is more feasible that the combined effect of
various events might have caused the impairment.

Repurchase transactions (repos) - Repurchase transactions are those whereby the seller
acquires the ownership of negotiable instruments for a sum of money, and is bound to transfer
the ownership of other securities of the same type to the seller in the agreed upon term and
against the reimbursement of the same price plus a premium. The premium is in the benefit of
the seller, unless agreed upon otherwise.

Repurchase transactions are considered as a sale for legal purposes where a repurchase
agreement is established of the transferred financial assets. However, the economic
substance of repurchase transactions is that of financing with collateral, whereby the seller
delivers cash as financing, in exchange for obtaining financial assets that serve as protection
in the event of nonperformance. Repurchase transactions (repos) are recorded as indicated
below:

e On the date of contracting the repurchase transaction, the Institution, acting as a seller,
recognizes the cash inflow or a debit clearing account, as well as an account payable at
its fair value, initially its agreed upon price, which represents the obligation to reimburse
that cash to the buyer.

e Throughout the life of the repurchase transaction, the account payable is valued at its fair
value, through recognition of interest on the repurchase transaction in income of the year
as accrued, in accordance with the effective interest method, and making an application to
that account payable.

¢ On the day that the repurchase transaction is contracted, when the Institution acts as the
buyer it recognizes the disbursement of cash or a payable to a clearing account, as well
as record an account receivable at its fair value at the price agreed upon initially, which
represents the right to recover the cash delivered.

Over the life of the repurchase transaction, the receivable is valued at its fair value, through
recognition of interest on the repurchase transaction in income of the year as accrued, in
accordance with the effective interest method, and making an application to that account
receivable.
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Collateral furnished and received other than cash

Collateral furnished by the seller to the buyer (other than cash) is recognized in accordance
with the following:

a) The buyer recognizes the collateral received in memorandum accounts. The seller
reclassifies the financial asset in its balance sheet, by presenting it as a restricted asset.
Toward that end, the valuation, presentation, and disclosure standards are adhered to in
accordance with the pertinent accounting criterion for the applicable lending institutions.

b) Upon selling the collateral, the seller recognizes the proceeds from the sale, as well as an
account payable for the obligation to return such collateral to the buyer (measured initially
at the fair value of that collateral), which is valued at fair value (any spread between the
price received and the fair value of the account payable will be recognized in income of
the year).

c) In the event that the seller should fail to perform the conditions set forth in the contract
and, therefore, should not be able to claim the collateral, the seller should remove it from
its balance sheet at its fair value against the account payable. By the same token, the
buyer recognizes the receipt of collateral in its balance sheet, in accordance with the type
of asset involved, against the account receivable or, if applicable, such collateral had
previously been sold, the buyer writes off the account payable discussed, relative to the
obligation to return such collateral to the buyer.

d) The seller keeps the collateral in its balance sheet, and the buyer only recognizes it only
in memorandum accounts, except when the risks, benefits, and control of that collateral
has been transferred due to seller nonperformance.

e) Memorandum accounts recognized for collateral received by the buyer are written off
when: i) the repurchase transaction reaches maturity; ii) there is seller nonperformance; or
iii) the buyer exercises the right to sell or accord and satisfaction of the collateral received.

Derivative financial instruments trading and hedging transactions - The Institution carries
out two types of transactions:

e Hedging transactions when derivative financial instruments are traded in order to offset
one or various financial risks generated by a transaction or set of transactions associated
with a primary position.

e Trading operations when the Institution maintains a derivative financial instrument with the
original intent to obtain gains based on changes in their fair value.

Hedging transactions, according profile covered exposure can be:

a) Fair value hedge: This represents a hedge against exposure to changes in fair value of
recognized assets or liabilities or unrecognized firm commitments, or of a portion identified
of those assets, liabilities or unrecognized firm commitments that is attributable to a
particular risk that can affect the gain or loss of the period.
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This hedge should be recognized in the following manner:

1)

2)

The gain or loss on the valuation of the fair value hedging instrument (for a hedge
derivative) or the foreign currency component valued in conformity with FRS B15
"Foreign currency translation" for a non-derivative hedging instrument) should be
recognized in income for the period; and

The gain or loss on the hedged item attributable to the hedged risk should adjust the
carrying value of that item and it should be recognized in income of the period. The
foregoing even applies if the hedged item is valued at cost (for example, when the
interest rate risk is hedged in the loan portfolio that is valued at amortized cost). The
recognition of the gain or loss on valuation attributable to the hedged risk in income
for the period even applies if the hedged item is an investment in securities
designated as available-for-sale.

Cash flow hedge: This represents a hedge of the exposure to the change in cash flows of
a forecasted transaction that: (i) is attributable to a particular risk associated with a
recognized asset or liability (such as the total or some of the future interest payments
applicable to a credit or debt instrument at a variable interest rate), or with a highly likely
event; and that (ii) it can affect income of the period.

That hedge should be recognized in the following manner:

1)

2)

4)

The portion of the gain or loss on the hedged instrument that is effective in the hedge
should be recognized in stockholders' equity, and forms part of the other items of
comprehensive income.

The portion of the gain or loss on the hedged instrument that is ineffective in the
hedge should be recognized in directly in income for the year.

Contributed capital or margin accounts managed (delivered and received) when
derivative financial instruments are traded on unrecognized markets are recorded in
the item of "Margin Accounts" and "Other payables and accrued liabilities",
respectively.

The accounting criteria of the Commission do not consider the counterparty risk for
the valuation of derivative financial instruments.

A cash flow hedge should be accounted for as follows:

1)

The effective hedging component recognized in stockholders equity associated with
the hedged item should be adjusted to equal the lower amount from between the
following items:

i. The accumulated gain or loss of the hedging instrument since the inception
thereof; and
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ii. The accumulated change in fair value (present value) of expected future cash
flows of the hedged item from the inception of the hedge.

¢) A hedge of a net investment in a foreign transaction represents the portion of the gain or
loss of the hedge instrument that is effective in hedging a net investment in a foreign
transaction, and it should be recognized in stockholders' equity, thereby forming part of
the other items of comprehensive income in the item of accumulated translation effect.

Foreign currency transactions - Foreign currency transactions are recorded at the current
exchange rate at the date of the transaction. Foreign currency assets and liabilities are valued
at the current exchange rates at the end of period exchange rates, determined and published
by the Banco de Mexico.

Loan portfolio - Loans granted are recorded as an asset as of the date on which funds are
drawn down and interest is aggregated as accrued, in accordance with the loan payment
schedule.

Interest applicable to current lending operations is recognized and applied to income as
accrued. Interest accrual is suspended at the time at which the unpaid balance of the loan is
considered in default.

While loans remain classified as nonperforming portfolio, accrued interest is controlled in

memorandum accounts. In the event that this interest should be collected, it is recognized in
income of the year.

Nonperforming portfolio

The performing portfolio is transferred to the nonperforming portfolio when the unpaid balance
of the current loans meets the following constraints:

a) Itis known that the borrower is declared in bankruptcy proceedings with a merchant;

b) Loans with a single payment on principal and interest at maturity and present 30 or more
calendar days in arrears;

c¢) Loans with a single payment on principal at maturity and periodic payments on interest
that present 90 or more calendar days in arrears of the respective interest payment or 30
or more calendar days in arrears of the principal,

d) Loans with periodic payments on principal and interest and present 90 or more calendar
days in arrears;

e) Revolving loans that present two monthly billing periods or, if applicable, 60 or more
calendar days in arrears.
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f)  Monthly periods may be used with respect to terms to maturity, with the following
equivalences:

o 30 days is equivalent to one month
¢ 60 days to two months
e 90 days to three months

Impaired portfolio

All those commercial credits are understood as impaired portfolio. Based on current
information and events, as well as the review process of such credits, there is a considerable
likelihood that both the principal component and interest of impaired portfolio may not be
entirely recovered, in accordance with the terms and conditions agreed upon originally. Both
the current portfolio and nonperforming portfolio may be identified as an impaired portfolio.

The significant policies and procedures for granting, controlling, and recovering loans
set forth in the Institution's regulations are as follows:

a) Loans granted or guaranteed by the Institution are for financing projects to economically
and financially viable companies.

b) The maximum limit of financing is determined based on the needs of the investment
project and results of the evaluation of the creditworthiness of the company or project.

c) The terms and periods of grace of loans are established based on the creditworthiness of
companies.

d) Collateral, preferably mortgage securities, is obtained in adequate, sufficient proportion, in
accordance with the characteristics of the loans and, if applicable, in accordance with the
type of financial broker that grants it.

e) Loan securities granted by the Institution are complementary to those that must be
furnished by borrowers and do not substitute those securities. Accordingly, brokers should
negotiate the securities that back the loan granted with the borrowers in each case.

f)  The borrower should have proven creditworthiness and integrity.

g) Credit granting operations of Bank Financing Brokers (IFB), as well as Non-Bank
Financial Brokers (IFNB) are recorded at the offices of the parent company. Balances are
reconciled with IFNB balances every month, as well as with IFB balances every quarter.

h) Portfolio turnover is carried out through the Institutional Portfolio Recovery and
Management System (SIRAC), managed at the office of the parent company by the Credit
Management General Office.
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i)  No new credit operations are carried out with the creditor company, as long as there are
debts in arrears with that company.

j)  Out-of-court collection procedures are realized in the portfolio with nonperformance of 30
to 90 days.

k) Once 90 days of nonperformance of a debt have elapsed, the loan balance is considered
nonperforming and collection is made through legal means, either directly in the case of
first tier loans or through financial brokers in the case of discounts of loans.

The Institution's main policies and procedures for the evaluation and follow-up on loans risks
in accordance with the type of operation are as follows:

Second Tier Operations

a) Modality "A" Financial Brokers defined as banks or factoring or leasing companies that
form part of a financial group that includes a bank. Given the collection mechanism with a
charge to its Banco de Mexico account, these brokers are considered on the lowest risk
scale

A "Credit Risk Limit Assignment Methodology for Operating with Banks in México" has
been established for these brokers, which sets forth the maximum credit risk levels that it
is willing to accept with each one of these brokers, in both credit and discount operation,
as well as financial market operations. The established limits are followed up on every
day, and the limits are updated every month. Considering their high creditworthiness,
supervision of the broker is carried out by monitoring the broker through the evolution of
its risk rating, and annual visits are realized.

b) Modality "B" Financial Brokers applies to all the IFNB that do not form part of a financial
group that includes a bank. They are considered as a regular source of credit risk.
Consequently, specific rules and regulations have been established that these brokers
must comply with for brokering or trading with the Institution's resources.

Supervision mechanisms have been established for these brokers, which follow up on
their financial evolution on a monthly basis, as well as compliance with the regulations that
have been imposed thereon. In addition, credits granted to brokers are rated according to
the drawdowns, and semester or annual supervision visits are realized based on their risk
rating.

First Tier Operations

This operation is marginal for the Institution. A follow-up mechanism is established based on
the portfolio credit risk rating, in accordance with the established guidelines.
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Guarantee program operations

A monthly follow-up has been established for the operations portfolio of the guarantee
program, which includes the analysis of harvests or crops, analysis of the results of the follow-
up on the processes agreed upon with banks at a sample level, and the analysis of the
financial evolution of the deeds of trust established in the Institution. Banks that participate in
this program independently submit the credits supported under the guarantee program, into
their credit risk follow-up policies and procedures, as well as the risk rating in accordance with
the established guidelines.

Allowance for loan losses - The Commission determines the bases for rating the loan
portfolio. The provision applicable to loan risks is estimated monthly, based on quantitative
and qualitative factors contemplated in the methodology for rating portfolios established by the
Commission, which considers the analysis of the impaired portfolio, in accordance with the risk
that it presents. NAFIN follows the practice of creating additional overall provisions to deal with
possible contingencies in facing foreseeable risks.

Through the Provisions, the Commission establishes the loan portfolio rating methodologies
based on the type of credits comprising it, so that it allows for:

a) Evaluating each borrower, in the case of the consumer loan portfolio, taking into account
the likelihood of nonperformance, the severity of the loss, and nonperformance exposure.

b) Stratifying the portfolio based on the delinquency in payments which includes, in the case
of the mortgage housing loan portfolio, the likelihood of nonperformance, severity of the
loss, and nonperformance exposure, and the value of the credit guarantee, so that the
amount of the preventive reserves required in each portfolio stratum is determined based
thereon.

c) Analyzing the creditworthiness of its debtors in the case of the commercial loan portfolio,
and estimate possible losses so that the amount of the preventive reserves required is
determined based thereon.

d) Using internal methodologies prepared by the lending institutions themselves in
accordance with the Provisions, when they evidence that the requirements have been met
determined by the Commission for that purpose.

In accordance with the Provisions, the provision applicable to the mortgage housing and
consumer loan portfolio is estimated monthly, based on the last day balances of each month.
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In addition, the balances relative to the quarters that end in March, June, September, and
December are used for purposes of rating the commercial portfolio. The applicable preventive
reserves are recorded in the accounting at the end of every quarter, considering the balance of
the debt recorded on the last day of the months referred to above. For the book entry in the
two months subsequent to each quarter end, the pertinent rating is applied to the balance of
the credit involved that has been used at the immediately preceding quarter, recorded on the
last day of the months referred to above, when there is an interim rating subsequent to the
quarter end. This rating can be applied to the balance of the debt recorded on the last day of
the two months under discussion.

Other receivables, net - The amounts applicable to the Institution's other receivables are
provided for with a charge to income for the year, regardless of the likelihood of recovery,
within 60 to 90 days subsequent to their initial book entry, depending on whether or not the
balances are identified, respectively.

Property, furniture and equipment net - Property, furniture and equipment, as well as
installation expenses, and leasehold improvements are recorded at the cost of acquisition.
Assets that come from acquisitions up to December 31, 2007 were restated by applying
factors derived from Investment Units (UDIS) from the date of acquisition up to that date.
Relative depreciation and amortization are recorded by applying a percentage to the restated
cost up to that date, determined based on the estimated economic useful life thereof.

Repossessed assets or received as a dation in payment - These assets are recorded at
the lower of the cost of adjudication or fair value reduced from the costs and expenses strictly
indispensable that are disbursed in their adjudication.

Repossessed assets are valued as set forth in the Provisions, in accordance with the type of
asset involved. The valuation is recorded against income for the year as other operating
income (expenses).

The amount of the estimate that recognizes potential losses of value due to the elapsing of
time of the repossessed assets should be determined on the adjudicated value, based on the
procedures set forth in the Provisions, and recognized in income for the year as other
operating income (expenses).

In the event that the estimate referred to in the prior paragraph should be modified in
accordance with the Provisions referred to above, that adjustment should be recorded against
the amount of the previously recognized estimate as operating income (expenses).

At the time when repossessed assets are sold, the difference between the selling price and
carrying value of the repossessed asset, net of estimates, should be recognized in the income
for the year as other operating income (expenses).
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Taxes on earnings - Income tax is recorded in income for the year in which it is current and
payable. Deferred tax on earnings will be determined applying the applicable rate to the
temporary differences that result from comparing book and tax values of assets and liabilities
and, if applicable, the benefits of tax loss carryforwards and some tax credits are included. The
deferred tax asset is recorded only when there is a high likelihood that it can be recovered.

Other investments and permanent investments - These are permanent investments in
trusts and stock of companies in which there is no joint control, nor significant influence. They
are initially recorded at the cost of acquisition. They are valued by using the equity method,
considering the financial information relative to such entities when there is a practical
impossibility of obtaining financial information form entities. The investment is adjusted to a
zero value or its cost of acquisition. The adjustment procedure is selected by considering the
prudential application criterion of the particular rules contained in FRS.

Traditional deposits - The liabilities for attracting funds through certificates of deposit, fixed
term deposits, bank acceptances, promissory notes with liquid yield at maturity, loans from
domestic and foreign banks, and bank bonds are recorded based on the contractual value of
the obligation. Accrued interest is recognized in income for the year as interest expense.

Interbank loans and from other agencies - Liabilities from interbank loans are recorded
based on the contractual value of the obligation. Accrued interest is recognized directly in
income of the Institution as interest expense.

Short-term direct employee benefits - Such benefits are valued in proportion to the services
rendered considering current salaries, and the liability is recognized as accrued. It mainly
includes Employee Profit Sharing payable, compensated absences such as vacations, and
vacation premium, and incentives.

Long-term direct employee benefits - The payments set forth by the Federal Labor Law and
General Working Conditions (GWC) in effect to employees and workers who no longer render
their services are recorded as follows:

Indemnities-

Non-substitutive payments of a retirement made to personnel who retire under certain
circumstances are recorded as accrued, which are calculated by independent actuaries, based
on the projected unit credit method by using nominal interest rates.



21.

22.

23.

6.19

Seniority premium-

Seniority premiums payable to employees that have completed fifteen or more years of
service, as provided for in the Federal Labor Law, are recognized as a cost during the years of
service of personnel. Toward that end, there is a provision that covers the defined benefit
obligation, which is calculated by actuarial calculations based on the projected unit credit
method by using nominal interest rates.

In accordance with the Federal Labor Law, the Institution has a liability for indemnifying
employees who are dismissed under certain circumstances, and an obligation to pay a
seniority premium when they retire voluntarily (provided that they have completed fifteen or
more years of service). They are dismissed for a justified reason and those who are
terminated, regardless of whether or not for a justified cause, in the event of disability or they
are invalid and, in case of the worker's death.

Provisions - Provisions are recognized when the Institution has a present obligation derived
from a past event that probably results in the disbursement of economic resources (funds) and
can be reasonably estimated.

Employee Statutory Profit Sharing (ESPS) - ESPS is recorded in income for the year in
which it becomes due, and it is presented in the item of other income and expenses in the
accompanying statement of income. Deferred employee profit sharing is determined by
temporary differences resulting from comparing book and tax values of assets and liabilities. It
is only recognized when it is likely that a liability will be liquidated or a benefit will be generated
and there is no indicator that this situation is going to change, in such a way that this liability or
benefit does not materialize.

Employee Profit Sharing is determined based on taxable income, in accordance with Article 9
of the Income Tax law (ISR Law). At December 31, 2016 and 2015, Employee Profit Sharing
amounted to $271 and $257, respectively.

Recognition of interest - Interest generated on lending operations in effect are recognized
and applied to income based on the accrued amount. Interest applicable to the nonperforming
portfolio is applied to income at the time it is collected. Yields on interest relative to
investments in securities are applied to income based on what is accrued.

Interest relative to borrowing operations re recognized in income as accrued, regardless of
their due date.

For purposes of presentation of the statement of income, fees, premiums, and foreign
exchange transactions are included in the item of interest income.

Fees charged for the initial granting of credits are recorded as a deferred credit, which is
amortized as interest income, under the straight-line method during the life of the credit.
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24. Brokerage fees - Given the role of involvement realized by the Institution as a means of
liaison between the lender of financing and the borrower, the Institution obtains a fee for its
work of negotiating credits on the markets. That fee is recorded in the statement of income
when generated in the item of "Commission and fee income".

25. Gain or loss on brokerage - Gains or losses on brokerage derived from securities and
derivative instruments trading, valuations at fair value of investments in securities and
derivative financial instruments, and the recognition of the increase or decrease in the value of
investments in securities.

26. Trusts - The operations in which the Institution acts as a Trustee are recorded and controlled
in memorandum accounts. In accordance with the ISR Law, the Institution acting as a Trustee
is responsible for compliance with the tax obligations of the trusts that realize business
activities up to the amount of the trust assets.

27. Foreign currency transactions - Monetary assets and liabilities, as well as the items of the
statements of income of foreign subsidiaries are translated at the closing exchange rate of the
valuation date.

28. Clearing accounts - For purposes of presentation of the financial statements, the balance of
debit and credit clearing accounts may be offset, provided that they are derived from the same
type of transactions, which have been carried out with the same counterparty and are
liquidated on the same maturity date.

29. Impairment of long-lived assets - The Institution reviews the carrying value of the long-lived
assets in use with respect to the presence of any impairment indicator that might indicate that
the carrying value might not be recoverable, considering the higher present value of the future
net cash flows or the net selling price in the event of their eventual disposition. The impairment
is recorded if the carrying value exceeds the higher of the values discussed above.

At December 31, 2016 and 2015, the Institution's long-lived assets do not present any
impairment indicators.

NOTE 4. FOREIGN CURRENCY POSITION

At December 31, 2016 and 2015, the foreign currency position valued in local currency is
summarized as follows:
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2016 2015
Assets $ 127,575 $ 66,460
Liabilities (127,620) (67,226)
(Short) long position $ (45) $ (766)
At those same dates, foreign currency assets and liabilities (millions) are as follows:
2016 2015
Assets Liabilities Net Net
US dollars 6,157 6,163 (6) (48)
Japanese yen 1 - 1 5
Euros 25 24 1 1
Pounds sterling 2 - 2 2
Special draft fee 1 1 - -

Those foreign currency assets and liabilities are valued and documented in local currency as

follows:
2016 2015
Assets Liabilities Net Net

US dollars $ 126,947 $ 127,057 $ (110) $ (826)
Japanese yen - - - 1
Euros 544 529 15 8
Pounds sterling 57 7 50 51
Special draft fees 27 27 - -

$ 127,575 $ 127,620 $ 45) $ (766)

At December 31, 2016 and 2015, the value of the US dollar is equivalent to 20.6194 and 17.2487
Mexican pesos per US dollar, in conformity with the exchange rate published by Banxico,
respectively. Other currencies are valued considering their exchange rate in connection with the

US dollar.

At the date of this report, the value of the US dollar is equivalent to 20.3254 mexican pesos per US
dollar, in conformity with the exchange rate published by Banxico. Other currencies are valued

considering their exchange rate in connection with the US dollar.

NOTE 5. LIQUID ASSETS

At December 31, 2016 and 2015, the item of liquid assets is summarized as follows:
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2016 2015

Deposits in the Banco de México $ 13,079 $ 13,075
Deposits in domestic and foreign banks 13,242 6,178
Foreign currencies to deliver (19,743) (5,951)
Foreign currencies to receive 6,318 6,279
Call Money Deposits 2,800 934
Other liquid assets 1 4
Liquid assets in subsidiaries 1 1

$ 15,698 $ 20,520

Deposits in Banco de México apply to monetary regulation deposits, in conformity with the telefax
circular 1/2007 issued by Banxico on January 27, 2007.

At December 31, 2016, the Institution maintained Call Money deposits at a term less than or equal
to three bank business days for $2,800, of which $73 were contracted at an average rate of 5.75%
in local currency, as well as $2,727 at an average rate of 0.68% in foreign currency.

At December 31, 2015, the Institution maintained Call Money deposits at a term less than or equal
to three bank business days for $934, of which $675 were contracted at an average rate of 3.20%
in local currency, as well as $259 at an average rate of 0.55% in foreign currency.

Liquid assets in foreign currency at December 31, 2016 and 2015 are summarized as follows:

Amount in
millions of
foreign Exchange Equivalence in
currency rate local currency
2016
US dollars 43 20.61940 $ 879
Japanese yen 1 0.176810 -
Euros 3 21.75347 67
Pounds sterling 2 25.48145 47
$ 993
2015
US dollars 387 17.24870 $ 6,675
Japanese yen 4 0.14346 1
Euros 2 18.74934 30
Pounds sterling 2 25.43666 48

$ 6,754
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NOTE 6. INVESTMENTS IN SECURITIES

As of December 31, 2016 and 2015, this item is summarized as shown below:

Trading securities:

2016 2015
Cost of Accrued Carrying Carrying
Instrument acquisition interest Valuation value value

Shares of the
Development Fund for
the Securities Market
(DFSM) $ 109 $ - $ (55) $ 54 $ 96
Bonds 12,818 5 13 12,836 10,429
Securities exchange
certificate 8,554 17 (10) 8,561 5,396
CETES 2,247 - (2) 2,245 6
Ipabonos 2,862 32 16 2,910 14,200
Promissory notes with
liquid yield at maturity 204 - - 204 725
Restricted financial
instruments:
Bonds 88,239 24 - 88,263 33,329
Securities exchange
certificate 14,223 3 (29) 14,197 10,078
CETES 230 - - 230 -
Ipabonos 89,099 27 82 89,208 83,637
Promissory notes with
liquid yield at maturity 1,500 - 1 1,501 3,375
Financial instruments
placed in guarantee:
Ipabonos 34 - - 34 27
Investments in
subsidiaries 18 - - 18 -

$ 220,137 $ 108 $ 16 $ 220,261 $ 161,298

The terms at which these investments are agreed upon at December 31, 2016 and 2015 at their
cost of acquisition are as follows:
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Between
Less than one and More than
one three three No fixed
Instrument month months months term Total

2016
Shares of the Development
Fund for the Securities
Market (DFSM) $ - $ - $ - $ 109 $ 109
Bonds 9,389 - 3,429 - 12,818
Securities exchange
certificate 3,211 - 5,343 - 8,554
CETES 2,236 4 7 - 2,247
Ipabonos 101 - 2,761 - 2,862
Promissory notes with
liquid yield at maturity 204 - - - 204
Restricted financial
instruments: - - 88,239 - 88,239
Bonds - - - - -
Securities exchange
certificate 14,223 - - - 14,223
CETES 230 - - - 230
Ipabonos - - 89,099 - 89,099
Promissory notes with
liquid yield at maturity 1,500 - - - 1,500
Financial instruments
placed in guarantee:
Ipabonos - - 34 - 34
Investments in subsidiaries 18 - - - 18

$ 31,112 $ 4 % 188,912 $ 109 $ 220,137
2015
Shares of the Development
Fund for the Securities
Market (DFSM) $ - $ - $ - $ 148 $ 148
Bonds 6,227 - 4,191 - 10,418
Securities exchange
certificate - - 5,388 - 5,388
CETES 4 - 2 - 6
Ipabonos 9,300 - 4,821 - 14,121
Promissory notes with
liquid yield at maturity 725 - - - 725
Restricted financial
instruments
Bonds 33,538 - - - 33,538
Securities exchange
certificate 10,068 - - - 10,068
Ipabonos 83,662 29 - - 83,691
Promissory notes with
liquid yield at maturity 3,375 - - - 3,375
Financial instruments
placed in guarantee
Ipabonos 27 - - - 27

$ 146,926 $ 29 § 14,402 $ 148 $ 161,505
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At December 31, 2016 and 2015, liquid assets for sale are summarized in accordance with the

following:
2016 2015
Cost of Accrued Carrying Carrying
Instrument acquisition interest Valuation value value
Sovereign debt  $ 3172 $ 63 $ (89) $ 3,146 $ 2,064
Bonds issued by
a Lending
Institution 204 50 (2) 252 168
Debentures and
other securities 3,548 - (58) 3,490 2,909
$ 6,924 $ 113 § (149) $ 6,888 $ 5,141

The terms at which these investments are agreed upon at December 31, 2016 and 2015 at their

cost of acquisition are as follows:

Instrument

More than one year

Sovereign debt

Bonds issued by a Lending Institution
Debentures and other securities

Held-to-maturity securities

2016 2015
$ 3,172 % 2,037
204 171
3,548 3,018
$ 6,924 $ 5,226

As of December 31, 2016 and 2015, medium and long-term debt securities are divided as follows:

2016 2015
Cost of Accrued Carrying Carrying

Instrument acquisition interest value value
Prides convertible bonds $ 5% - $ 5% 4
Securities exchange certificate 268 70 338 126
Segregable securities
exchange certificate 1,167 387 1,554 5,635
Sovereign debt 183 4 187 561
Debentures and other 1,143 17 1,160 1,081
securities
Udibonos 51 16 67 209
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2016 2015
Cost of Accrued Carrying Carrying
Instrument acquisition interest value value
Restricted financial
instruments:
Segregable securities
exchange certificate 7,175 2,385 9,560 5,308
Total $ 9,992 § 2,879 $ 12,871 § 12,924

The terms at which these investments are agreed upon at December 31, 2016 and 2015 at their

cost of acquisition are as follows:

Less than More than No fixed
Instrument one year one year term Total

2016
Prides convertible bonds $ - $ 5% - $ 5
Securities exchange certificate 268 - - 268
Segregable securities
exchange certificate - 1,167 - 1,167
Sovereign debt - 183 - 183
Debentures and other
securities 87 1,056 - 1,143
Udibonos - 51 - 51
Restricted financial
instruments:
Segregable securities
exchange certificate - 7,175 - 7,175

Total $ 355 § 9,637 $ - $ 9,992

For the period extending from January 1 up to December 31, 2016, interest income on investments
in securities amounted to $1,725. The gain on valuation amounted to $186, and the gain or loss on

securities trading amounted to $541.

Less than More than No fixed
Instrument one year one year term Total

2015
Prides convertible bonds $ - $ - $ 4 % 4
Securities exchange certificate - 98 - 98
Segregable securities
exchange certificate - 4,386 - 4,386
Sovereign debt - 547 - 547
Debentures and other
securities - 1,037 - 1,037
Udibonos 114 51 - 165
Restricted financial
instruments:
Segregable securities
exchange certificate 4,109 - - 4,109

Total $ 4223 $ 6,119 $ 4 % 10,346
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For the period extending from January 1 up to December 31, 2015, interest income on investments
in securities amounted to $1,015. The gain on valuation amounted to $314, and the gain or loss on

securities trading amounted to $111.

As of December 31, 2016 and 2015, there have been no reclassifications of securities held to
maturity securities available for sale, or securities held to trade available for sale.

NOTE 7. REPURCHASE TRANSACTIONS

At December 31, 2016 and 2015, repurchase transactions (repos) are summarized as follows:

Collateral
received and
sold or
Received in furnished as a
Instrument guarantee guarantee Difference

2016
Governmental securities:

CETES $ 20 $ - $ 20

Ipabonos 5,934 5,934 -

Federal Government

Development Bonds (Bondes) 16,331 16,331 -

Fixed rate bonds 12 12 -

$ 22,297 $ 22277 $ 20

2015
Governmental securities

Udibonos $ 63 $ - $ 63

Ipabonos 3,941 3,941 -

Federal Government

Development Bonds (Bondes) 27,994 27,744 250

Fixed rate bonds 4,556 4,556 -

$ 36,554 $ 36,241 $ 313

At those same dates, the borrowing party of payables under repurchase agreements are as

follows:

Governmental securities:
Bonds
Segregable securities exchange certificate
CETES
Ipabonos

Bank securities:
Securities exchange certificate
Promissory notes with liquid yield at maturity

2016 2015
88,262 $ 33,541
9,344 5,096
230 -

89,127 83,709
186,963 122,346
14,226 10,070
1,500 3,376
15,726 13,446
202,689 $ 135,792
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For the year extending from January 1 up to December 31, 2016, the gain or loss on interest
income and expense on repurchase transactions amounts to $10,097 and $9,057, respectively,

and income amounting to $7,880 and expenses amounting to $6,328 in 2015.

The contracting terms in repurchase transactions realized by the institution are from 1 to 180 days.

NOTE 8. DERIVATIVES

At December 31, 2016 and 2015, the Institution maintains balances in derivative instruments

trading as described below:

2016

For trading purposes:
Futures
Valuation

For trading purposes:
Forward contracts
Valuation

Swaps
Total

For hedging purposes:

Swaps

2015

For trading purposes:
Futures
Valuation

For trading purposes:
Forward contracts
Valuation

Swaps
Total

For hedging purposes:

Swaps

Future and forward contracts (Forward):

For trading purposes

$
$

Lending Borrowing Debit Credit
balance balance balance balance

2 2 $ -

2 2 -
64,023 64,069 46) $ -

(35) (263) 228 -
63,988 63,806 182 -
54,460 54,511 51
118,450 118,319 182 $ 51
33,728 43,232 $ 9,504

468 468 $ -

- (1) 1 -

468 467 1 -
15,093 14,939 154 $ -

(2) (16) 14 -
15,091 14,923 168 -
53,430 53,421 9 -
68,989 68,811 178 $ -
26,786 29,109 $ 2,323
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Swaps:
For trading purposes:
Contract Net
value Receivable Deliverable position
2016
Interest rates $ 133,392 $ 54,460 $ 54,511 § (51)
2015
Interest rates $ 141,530 $ 53,430 $ 53,421 $ 9
For hedging purposes:
Contract Net
value Receivable Deliverable position
2016 $ 81,016 $ 33,728 $ 43,232 $ (9,504)
2015 $ 68,810 $ 26,786 $ 29,109 $ (2,323)

At December 31, 2016 and 2015, hedge effectiveness/ineffectiveness derived from the application
of Criterion B-5 "Derivatives and Hedging Transactions" of the Commission is described in detail
below:

Fair value hedge swaps (applicable to income):

2016 2015
Valuation of:
Securities exchange certificate $ 48) $ (35)
Certificates of deposit 6 7
Total $ 42) $ (28)

At December 31, 2016 and 2015, the Institution has only contracted swaps designated as fair
value hedges.
Trading swaps (application to income):

2016 2015
Interest rates $ (51) $ 9

The adjustments at carrying value from trades derived from interest rate hedges of financial assets
and liabilities due to the application of Criterion B-5 "Derivatives and Hedge Trading" of the
Commission at December 31, 2016 and 2015 are described in detail below:
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2016 2015
Assets Liabilities Assets Liabilities
Securities exchange
certificate $ (5,291) $ (8,256) $ (490) $ (435)
Promissory notes (55) (60) 7 7
Loan 5,417 4,617 1,797 1,536
Total $ 71$ (3,699) $ 1,314 § 1,108

Management of the policies of the use of derivative financial instruments

The Institution's policies permit the use of derivative products for hedging and/or trading purposes.
The main objective of trading these products is the hedging of risks and generation of revenues
that support the Institution's profitability.

Setting objectives and policies related to trading these instruments is in the Risk Management
regulatory and operating manuals.

The instruments used by the Institution are interest and exchange rate swaps, IPC futures and
exchange rates, and foreign exchange forwards, which, in accordance with the portfolios, can
support hedging and trading strategies.

The markets on which derivative products are traded are the OTC (over-the-counter) markets and
stock markets. Eligible counterparties are domestic and foreign banks, whereas stock exchange
firms are clearing houses.

Authorization processes and levels

Control processes, policies, and authorization levels of derivatives trading are set forth in the CAIR,
whose duties include the approval of:

1. The specific limits for discretionary risks when powers have been delegated by the Board of
Directors therefor, as well as the levels of tolerance in the case of non-discretionary risks.

2. The methodology and procedures for identifying, measuring, overseeing, limiting, controlling,
reporting, and disclosing the distinct types of risk that the Institution is exposed to as well as
their eventual modifications.

3. The models, parameters and scenarios that must be used to value, measure, and control the
risks proposed by the unit for Comprehensive Risk Management, must concur with the
institution's technology.

4. The methodologies for identifying, valuing, measuring, and controlling the risks of the new
operations, products, and services that the Institution plans to offer to the market.

5. The corrective actions proposed by the unit for Comprehensive Risk Management.
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6. The evaluation of the aspects of Comprehensive Risk management referred to in Article 77 of
the Provisions for its presentation to the Board of Directors and the Commission.

7. The Comprehensive Risk Management manuals, in accordance with the objectives,
guidelines, and policies established by the Board of Directors, referred to in the last paragraph
of Article 78 of the Provisions.

All the new products or services traded in reliance on any line of business are approved by the

Committee, in accordance with the powers granted by the Board of Directors.

Independent reviews

The Institution is under the supervision and oversight of the Commission and the Banco of México,

which are exercised through follow-up processes, inspection visits, information and documentation

requirements, and delivery of reports. Moreover, reviews are performed periodically by the internal
and external auditors.

Generic description of valuation techniques

Derivative financial instruments are valued in conformity with the accounting regulations set forth in

the Provisions issued by the Commission, due particularly to the standard contained in Criterion

B-5.

Valuation methodology

1. For purposes of trades and hedges - there is a structure of operating and regulatory manuals
that set forth the valuation methodologies used.

2.  Reference variables. Those parameters are used that are utilized by convention within the
market practices (rates, exchange rates, prices, volatilities, etc.).

3. Frequency of valuation - Trading position instruments are valued every day.

Administration of internal and external sources of liquidity that might be used to meet
requirements related to derivative financial instruments

Resources obtained through the National Treasury, as well as the international Treasury (London
Branch).

Changes identified in risk exposure, contingencies, and known or expected events in
derivative financial instruments.
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Stress tests and backtesting are realized periodically to estimate the impact on the positions of
derivative instruments and satisfactorily validate that the market risk measurement models provide
results, in accordance with the exposure to market variability, which must be maintained within the
parameters authorized by the CAIR.

The methodology currently used for preparing the stress measurement report consists of
calculating the current portfolio value, and be able to make changes in the risk factors that
occurred in the:

Tequila Effect (1994)

Russian Crisis (1998)

Twin Towers (2001)

BMV Effect (2002)

Effect on Real Interest Rate (2004)
Mortgage Crisis Effect (2008)

Backtests are based on the following information generated daily:
1. Valuation of the investment portfolio of the day t

2. The VaR of the investment portfolio with a 1 day time horizon and with a level of confidence
of 97.5% (VaR).

3. The valuation of the portfolio with the new risk factors of the day t+1

During 2016, the number of derivative financial instruments agreed upon was as follows:

Number of Operations Notional
Instrument Trade Hedge Trade Hedge
Futures (1) 3,378 121,598
Forwards (Arbitrations) (2) 378 46,036
Swaps (3) 87 124 17,742 28,678

(1) Number of trades is equal to the buy trades less sales trades. Notional refers to the number
of contracts: 62,488 purchase and 59,110 sales.

(2) Purchase transactions. Notional in millions of US dollars
(3) Notional amount traded during the year.

Formal documentation of hedges

In order to comply with the applicable regulations with respect to derivatives and hedging
transactions (Criterion B-5 issued by the Commission), the Institution has a hedge file that includes
the following information:
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1. File cover.

Authorization of the hedge.

Diagram of the strategy.

Evidence of prospective tests of hedge effectiveness.
Evidence of execution of the derivative.

Details of the primary position being hedged.

N oo o B~ w0 Db

Confirmation of the derivative.

Sensitivity analysis

A sensitivity analysis is realized through distinct measures every day, such as:

1. Duration.- There are primarily two types of duration with different meanings:

a) Macaulay Duration: It is the weighted average maturity of the current cash flow values
where weighting ratios are the time in years up to the payment of the corresponding flow.

b) Modified Duration: It is the variation by percentage experienced by the price of a small
bond before small variations in the market interest rate.

2. Convexity.- It is the variation experienced by the slope of a curve with respect to a dependent
variable or what is the same, it measures the variation experienced, as well as the duration
before changes in rates.

3. Greeks.- Sensitivity measurements for options, except for interest rate options:

a) Delta: Price sensitivity of options at the price of the underlying securities of the option.
b) Theta: Price sensitivity of options to the variable time.

c) Gamma: Third degree price sensitivity of the option to the underlying securities of the
option.

d) Vega: Price sensitivity of the option to the volatility used for its valuation.

e) Rho: Price sensitivity of the option to changes in the interest rate.

4. Beta.- It is the measurement of the systematic risk of a share.

This analysis is reported to the instances that define the operating strategy of derivatives on
financial markets and operators therein, in order for it to govern its criterion in taking the risk with
these instruments.
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NOTE 9. LOAN PORTFOLIO

As of December 31, 2016 and 2015, the portfolio by type of loan is summarized as shown below:

2016 2015
Performing portfolio:

Business or commercial activity credits $ 59,882 $ 38,857
Loans to financial entities 134,329 119,788
Loans to government entities 17,688 10,901
Consumer lending 8 7
Mortgage loans 134 146
Federal Government financial agent 94 109
212,135 169,808

Nonperforming portfolio:
Business or commercial activity credits 602 6
Loans to financial entities 1,560 1,870
Consumer lending 4 4
Mortgage loans 12 14
2,178 1,894
Total $ 214,313 $ 171,702

The nonperforming portfolio presents an increase amounting to $284, caused mainly by the book
transfer derived from Metalwork & Stamping, S.A. de C.V.

At those same dates, the loan portfolio by source currency is summarized as follows:

2016 2015
Performing Nonperforming Performing Nonperforming
Local Currency $ 161,635 $ 1,575 § 134,386 $ 1,894
Foreign Currency 50,500 603 35,422 -
Total $ 212,135 $ 2,178 $ 169,808 $ 1,894

Credits granted as a Financial Agent apply to financing granted to Federal Government entities
with resources obtained from international agencies for that specific purpose. They are presented
in an independent item of the loan portfolio.

Credits to financial entities are granted to banking and non-banking entities, through the discount
of notes payable by legal entities and sole proprietors engaged in business activities.

At December 31, 2016, the Institution does not report credit indebtedness subject to Support
Programs promoted by the Federal Government.

The balance of the nonperforming portfolio at December 31, 2016 and 2015 in a total amount of
$2,178 and $1,894, respectively, since the date on which it was classified as nonperforming, is
described in detail below:
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Capital and
interest Amounts Terms
2016
Business or commercial activity
credits $ 602 $ 602 More than 2 years
Loans to financial entities 1,560 1,560 More than 2 years
Consumer lending 4 1 1 to 180 days
Consumer lending - 1 181 to 365 days
Consumer lending - 2 More than 2 years
Mortgage loans 12 2 1 to 180 days
Mortgage loans - 10 More than 2 years
$ 2,178 $ 2,178
2015
Business or commercial activity
credits $ 6 % 6 More than 2 years
Loans to financial entities 1,870 1,870 More than 2 years
Consumer lending 4 1 1 to 180 days
Consumer lending - 3 More than 2 years
Mortgage loans 14 2 1 to 180 days
Mortgage loans - 12 More than 2 years
$ 1,894 $ 1,894

Nonperforming portfolio movements are presented below:

2016 2015
Balances at January 1 $ 1,894 $ 1,892
Payments (337) -
Reclassification to nonperforming portfolio 621 2
Total $ 2,178 $ 1,894

At December 31, 2016 and 2015, the balance of the nonperforming portfolio consists of 69 former
employees, and 16 companies, which are in legal or out-of-court proceedings.

Loan portfolio interest and fees at December 31, 2016 and 2015 are summarized as itemized
below:

Fees on
credit
Interest granted Total
2016
Business or commercial activity credits $ 2114 $ 39 § 2,153

Loans to financial entities 6,014 55 6,069
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Fees on
credit
Interest granted Total

Loans to government entities 716 - 716
Mortgage loans 2 - 2
Federal Government financial agent 3 - 3

$ 8,849 § 94 % 8,943
2015
Business or commercial activity credits $ 1,454 $ 48 $ 1,502
Loans to financial entities 4,267 46 4,313
Loans to government entities 392 - 392
Mortgage loans 1 - 1
Federal Government financial agent 12 - 12

$ 6,126 $ 94 % 6,220

The effect derived from the suspension of the accrual of interest of the nonperforming portfolio
represented a decrease amounting to $107 compared to 2015, derived from adjustments to
balances recognized due to borrowers that went into commercial bankruptcy.

Fees collected do not have associated costs and expenses. Moreover, the weighted average term
for amortization of fees collected for granting the initial credit is monthly.

At December 31, 2016 and 2015, restructured loans are summarized as follows:

Performing Nonperforming Total
2016
Business or commercial activity credits $ 47 $ - $ 47
Financial entities 280 - 280
$ 327 § - $ 327
2015
Business or commercial activity credits $ 47 $ 19 48
Financial entities 360 254 614
Housing - 1 1
$ 407 $ 256 $ 663

At December 31, 2016 and 2015, restructured interest income amounts to $18 in both years.
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At December 31, 2016 and 2015, the percentage of concentration of the portfolio by sector is as
follows:

Percentage (%)

2016 2015

Federal Government 0.06 0.09
Decentralized agencies and state-owned enterprises 4.07 2.94
State productive enterprises 3.04 2.62
Development banking - 0.06
Commercial banks 24.90 33.86
Other public financial brokers 1.13 0.76
Other private financial brokers 41.10 36.66
Domestic companies 25.42 22.64
Private parties 0.07 0.10
Foreign financial entities 0.21 0.27
Total 100.00 100.00

In accordance with Criterion B-6 "Loan Portfolio" of the Provisions, all those commercial credits are
understood as impaired portfolio. Based on current information and events, as well as the review
process of such credits, there is a considerable likelihood that both the principal component and
interest of impaired portfolio may not be entirely recovered, in accordance with the terms and
conditions agreed upon originally. Both the current portfolio and nonperforming portfolio may be
identified as an impaired portfolio.

At December 31, 2016 and 2015, the following has been recognized as impaired commercial

portfolio:
Degree of risk Legal
D E Total created

2016
Performing $ 47 $ - $ 47 $ 21
Nonperforming - 2,163 2,163 1,496

Total $ 47 $ 2,163 $ 2210 $ 1,517
2015
Performing $ 47 $ - $ 47 $ 21
Nonperforming - 1,711 1,711 1,373

Total $ 47 $ 1,711 § 1,758 § 1,394
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In accordance with the Rules for Rating the Loan Portfolio for Development Banking Institutions,
the loan portfolio under the responsibility of the Federal Government and taking a discount from
development banking institutions is not subject to the creation of allowances, since these entities
assume the credit risk. The balance of the loan portfolio and that of contingent operations subject
to a rating are controlled in memorandum accounts and evaluated based on the methodologies
established by the Commission. The allowances for loan losses recorded at December 31, 2016

and 2015 is summarized as follows:

Amount of Estimate of the
Risk liabilities provision
2016
A-1 $ 189,045 $ 1,110
A-2 54,211 602
B-1 19,018 333
B-2 8,194 180
B-3 4,796 174
C-1 238 14
C-2 19 2
D 115 42
E 2,192 1,517
Rated portfolio 277,828 3,974
Exempted portfolio:
Federal Government 94 -
Additional estimates - 865
Estimate for assignment of lines - 800
$ 277,922 $ 5,639
2015
A-1 $ 128,952 $ 682
A-2 71,573 823
B-1 23,444 436
B-2 2,104 48
B-3 2,681 97
C-1 589 35
C-2 73 9
D 96 32
E 1,731 1,388
Rated portfolio 231,243 3,550
Exempted portfolio:
Federal Government 109 -
Additional estimates - 753
Estimate for assignment of lines - 400
$ 231,352 $ 4,703
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Consumer
Credit card and
Degree of other revolving Mortgage and

risk Non-revolving credits housing Commercial
A-1 0to 2.0 0t0 3.0 0t0 0.50 0t0 0.9
A-2 2.01t0 3.0 3.01t05.0 0.501 t0 0.75 0.901to0 1.5
B-1 3.01t0 4.0 5.01t0 6.5 0.751t0 1.0 1.501t0 2.0
B-2 4.01t05.0 6.51t0 8.0 1.01to 1.50 2.01t0 2.50
B-3 5.01t0 6.0 8.01t0 10.0 1.501t0 2.0 2.501t0 5.0
C-1 6.01t0 8.0 10.01 to 15.0 2.01t05.0 5.001 to0 10.0
C-2 8.01to 15.0 15.01 to 35.0 5.001 to 10.0 10.001 to 15.5

D 15.01 to 35.0 35.011t075.0 10.001 to 40.0 15.501 to 45.0

Higher than
E 35.01 to 100.0 Higher than 75.01 40.001 to 100.0 45.0

At December 31, 2016 and 2015, the amount of $339 was reduced from the commercial portfolio
rated with an E risk rating, for which the corresponding allowance for loan losses was not created
since collateral has received in cash at the Institution. In the accounting records, it is presented as

a credit portfolio in the respective degree of risk, in both years.

At December 31, 2016 and 2015, the preventive estimate for credit risks amounts to $54, which

corresponds to the total interest in arrears account.

At those same dates, the preventive estimate for credit risks by type of credit is summarized as

follows:

Specific estimates:
Loan portfolio:
Business or commercial activity credits
Loans to financial entities
Loans to government entities
Consumer lending
Mortgage loans

Contingent portfolio:
Guarantees by endorsement executed
Guarantees furnished

Additional estimates
Estimate for assignment of lines
Total

2016 2015

796 $ 370
2,666 2,768
89 59

4 5

9 11
3,564 3,213
36 32
374 305
865 753
800 400
5639 $ 4,703
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The movements of the preventive estimate for credit risks are presented below:

2016 2015
Balances at January 1 $ 4703 $ 3,955
Increases:
Discounts on recovery of debts - -
Creation of reserves for credit risks 1,532 1,253
Slippage of the foreign currency reserve 131 44
1,663 1,297
Applications:
Discounts on recovery of debts 2 2
Reversal of surplus reserves 146 547
Write-off of credit debts 579 -
Total $ 5,639 $ 4,703
NOTE 11. OTHER RECEIVABLES, NET

At December 31, 2016 and 2015, other receivables are shown as follows:

2016 2015

Loans to Institution personnel $ 2,489 § 2,379
Clearing accounts 13,424 179
Other receivables 62 32
Receivables for fees on current trading activities 93 76
Other receivables from subsidiaries 258 189
Payments receivable on swap trades 9,618 2,315
Estimates for write-offs of other receivables (47) (28)

Total $ 25,897 $ 5,142

NOTE 12. REPOSSESSED ASSETS, NET

At December 31, 2016 and 2015, repossessed assets are summarized as follows:

2016 2015
Real property $ 31 % 26
Securities 32 42
63 68
Allowances (provisions) for write-offs (54) (51)
Total $ 9 9% 17

Write-offs relative to repossessed assets recorded in income at December 31, 2016 and 2015
amount to $3 and $7, respectively.
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In conformity with the Provisions, additional allowances (provisions) have been recognized for
holding repossessed assets or out-of-court proceedings or received as a dation in payment.

NOTE 13. PROPERTY, FURNITURE AND EQUIPMENT, NET

At December 31, 2016 and 2015, property, plant and equipment are summarized as follows:

2016 2015
Investment

Item Historical Restatement Total Total
Building $ 300 $ 1,941 § 2,241 $ 2,269
Furniture and equipment 147 96 243 234
Computer equipment 21 9 30 27
Land 9 - 9 13
Subtotal 477 2,046 2,523 2,543
Accumulated depreciation (233) (788) (1,021) (991)
Total $ 244 % 1,258 $ 1,502 $ 1,552

Useful lives during which the main assets are depreciated are shown below:

Item Useful life
Building 53 to 70 years
Furniture and equipment 10 years
Computer equipment 3 to 4 years

Depreciation expensed in 2016 and 2015 amounted to $38 and $35, respectively.

NOTE 14. OTHER INVESTMENTS

At December 31, 2016 and 2015, other permanent investments are summarized as shown below:

Technical Assistance S&ME Financing Programs Trust
México Design Center Sponsorship Trust
Venture Capital Trust
Trust placed on Intermediate Securities Market
Eurocentro Nafin-México Trust

Total

$

2016

2015

16 $
15
4
3
1

39 §

9
17
3
3
1
33




NOTE 15. PERMANENT INVESTMENTS
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At December 31, 2016 and 2015, stock in permanent investments is summarized as shown below:

2016 2015
Corporacion Andina de Fomento $ 2692 $ 2,289
Shares of other companies 133 33
2,825 2,322
Investment of subsidiary companies: 6,692 5,222
Total $ 9,517 $ 7,544
NOTE 16. TERM DEPOSITS
At December 31, 2016 and 2015, the terms to maturity of these securities are as follows:
2016 2015
Less than one year $ 143,075 $ 118,335
Five years 153 7,152
143,228 125,487
Unpaid accrued interest 242 247
$ 143,470 $ 125,734
NOTE 17. NEGOTIABLE INSTRUMENTS ISSUED IN THE COUNTRY
The balance of this item consists of stock certificates (CEBURES) as follows:
Face
Securities value %
Inception Expiration (millions) (pesos) Rate 2016 2015
CEBURES Payable at Indeval:
11/22/2013 11/18/2016 20 100 3.27 - 2,000
03/14/2014 11/18/2016 12.5 100 3.27 - 1,250
08/03/2012 07/22/2022 20 100 5.69 2,000 2,000
12/10/2012 07/22/2022 20 100 5.69 2,000 2,000
11/22/2013 03/08/2024 30 100 6.55 3,000 3,000
03/14/2014 03/08/2024 47.5 100 6.55 4,750 4,750
06/06/2014 06/02/2017 20 100 3.24 2,000 2,000
06/06/2014 03/08/2024 40 100 6.55 4,000 4,000
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Face
Securities value %

Inception Expiration (millions) (pesos) Rate 2016 2015
09/26/2014 06/02/2017 17.5 100 3.24 1,750 1,750
09/26/2014 03/08/2024 32.5 100 6.55 3,250 3,250
04/17/2015 03/07/2025 60 100 6.15 6,000 6,000
04/17/2015 04/13/2018 10 100 3.23 1,000 1,000
08/24/2015 04/13/2018 30 100 3.48 3,000 3,000
08/24/2015 03/07/2025 40 100 6.15 4,000 4,000
Premium or discount on placement (35) (39)
Accrued interest payable 571 569

37,286 40,530

CEBURES payable at Euroclear and Clearstream
04/25/2016 04/17/2019 10 100 4.05 1,000 -
04/27/2016 09/25/2026 50 100 6.20 5,000 -
10/21/2016 04/17/2019 18 100 5.52 1,800 -
10/25/2016 09/25/2026 42 100 6.20 4,200 -
Premium or discount on placement (94) -
Accrued interest payable 135 -

12,041 -

Green bond denominated in Local Currency
09/02/2016 09/01/2023 20 100 6.05 2,000 -
Accrued interest payable 40 -

2,040 -
Total 51,367 $§ 40,530

Two stock certificates (fixed rate and reviewable rate) were issued under the communicative units
format in April 2016, and in reliance on the program of syndicated auctions that the Institution has
been carrying out since the end of 2013. However, there was a new characteristic for the fixed rate
tranche, since the necessary formalities were carried out for that instrument to be settled through
Euroclear or Clearstream. This permits the participation of foreign investors in the local issue and
seeks to increase the base of investors. The foregoing is highlighted by the foreign participation
obtained for the first time, mainly through European banks. That instrument was reopened
successfully in October, which was also carried out with the characteristic that it can be settled
through Euroclear and Clearstream.
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In addition, the Institution issued its second Green Bond in November 2016, through a transaction
on the local market denominated in pesos with a seven year term. The placement was well
diversified with investors, which positioned the Institution again as a leading development bank in
this type of initiatives to promote the transition toward a competitive, sustainable economy with low
emissions. The demand was close to 6 billion pesos (2.92 times), and the final placement
amounted to 2 billion pesos, which will initially be used of financing three projects, two
hydroelectric mini-plants, and an eolian park located in Nayarit and Puebla, respectively. The issue
was also highlighted by the support obtained of the second opinion of Sustainalytics. This marks
the beginning of Green Bonds in México, since it is the first issue in pesos of this type in México.

NOTE 18. NEGOTIABLE INSTRUMENTS ISSUED ABROAD

Bank bonds:

At December 31, 2016 and 2015, the balances of this item amount to $28,622 and $19,660,

respectively.

The current balances of securities placed by the Institution abroad are presented in this item, which

is summarized as follows:

Source currency % Balance
Average in local
Currency Securities  Value  Interest rate currency Term
2016
US dollars 87 1,237 2 1.05351 $§ 25,544 less than one year
Euros 4 149 - 1.64825 3,078 more than one year
$ 28,622
2015
US dollars 54 1,127 2 0.53976 $ 19,473 less than one year
Euros 1 10 - 0.03000 187  less than one year
$ 19,660

Marketable Notes:

At December 31, 2016 and 2015, the balance in this item amounting to $10,352 and $8,655,

respectively, is summarized as follows:
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Balance in
Source currency % local
Currency Value Interest Rate currency Term
2016
US dollars 500 3 3.37500 $ 10,352 5 years
2015
US dollars 500 3 3.37500 $ 8,655 5 years

The Institution issued the first Mexico's "Green Bond" for USD 500 million over a five year term at a
fixed coupon rate of 3.375% in 2015, thereby marking its return to the international financial
markets after an 18 year absence. The transaction had a demand exceeding USD 2 billion 500
million, which oversubscribed more than five times to one of the total amount placed, and a loan
book of 60 international investors, which improves the liquidity gaps in the balance sheet in foreign
currency, and computes in recognized indexes on international markets. This issue had the
support of Sustainalytics B.V., an environmental, social, and governance (ESG) research and
analysis provider, as well as the Climate Bond Certification internationally recognized certification
issued by the Climate Bond Initiative. Moreover, this bond highlighted Mexico's commitment in
being one of the main world promoters of sustainable development and promoting appropriate
measures against climate change, thereby reaffirming its leadership as the first development bank
in Latin America to issue a bond of this type. It is important to note that the total proceeds will be
allocated exclusively to financing renewable energy projects (eolian parks).

NOTE 19. INTERBANK LOANS AND LOANS FROM OTHER AGENCIES

This item consists mainly of credits received from foreign financial institutions at current market or
preferential based. Their analysis based is as follows:

2016 2015

Multinational and governmental agencies
World Bank $ 1,031 $ 863
Inter-American Development Bank 7,540 7,274
Others 5,904 2,985
14,475 11,122
Banking institutions 10,143 12,531
Other loans 5,699 55
Unpaid accrued interest 33 41
$ 30,350 $ 23,749

At December 31, 2016 and 2015, maturities at a term less than one year amount to $19,039 and
$14,030, respectively.
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At December 31, 2016, interbank loans and from other agencies are summarized as follows:

Average
term to Millions in
Average maturity source Local
Financial Agency rate (residual) currency currency
Demand deposits
Local Currency: 5.7167 1 day 5699 § 5,699
Interest 1 1
Total 5,700 $ 5,700
Short-term
US dollars:
Commercial banking 1.3646 53 days 355 % 7,306
NF BID Cclip 2226 oc Me
Development 2.1400 161 days 5 103
Official Institute of Credit 1.3333 120 days 1 21
Corporacion Andina de Fomento 1.1004 31 days 280 5,773
641 $ 13,203
Euros:
Commercial banking 1.4588 341 days 3 9% 71
3 9% 71
Financial Broker
Euros:
Inter-American Development Bank
Washington, D.C. 3.0000 112 days 1 9% 19
1 9% 19
Special Draft fees:
International Agricultural Development 27 7193 212 days ) 14
Fund
- $ 14
Interest 2 9 32
2 $ 32
Total 647 $ 13,339
Long-term
US dollars:
. . 5 years
Commercial banking 20.6194 6 months 42 $ 862
Official Institute of Credit 20.6194 9 years 77 1,595
NF BID Cclip 2226 oc Me Pemex 18 years
S&ME Development 20.6194 6 months 68 1,804
NF ctf BIRF 98062 Electrodomestic 13 years
Substitution Program 20.6194 9 months 50 1,031
2631 tc Me Renewable Energy 15 years
Financing Program 20.6194 7 months 70 1,443
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Average
term to Millions in
Average maturity source Local
Financial Agency rate (residual) currency currency
NF BID Cclip 2843/oc-Me Condition 21 years
Credit Line Igrogram me-x1010 20.6194 5 m)(/)nths 100 2,062
NF BID 3237/oc-Me Co-generation 23 years
Financing Stimulus Prog?am 20.6194 6 m)(/)nths 100 2,062
527 $ 10,859
Euros:
Commercial banking 1.4220 6 years 18 $ 391
18 $ 391
Financial Broker
Euros:
Inter-American Development Bank 2 years
Washington, D.C. P 3.0000 4 rrsllonths 2 47
2 47
Special Draft fees:
International Agricultural Development 1 year
Fund 21.7193 8 months i 14
- $ 14
Total 547 $ 11,311

At Thursday, December 31, 2015, interbank loans and from other agencies are summarized as

follows:
Average
term to Millions in
Average maturity source Local
Financial Agency rate (residual) currency currency
Short-term:
Local Currency 3.22000 15 days - 8,000
Euros 2.00000 182 days 1 11
US dollars:
Commercial banking 0.91555 77 days 175 3,019
NF BID Cclip 2226 oc Me Pemex S&ME 1.52000 350 days 5 86
Development
Corporacion Andina de Fomento 0.83002 63 days 165 2,845
5,950
Financial Broker
Euros:
Inter-American Development Bank
Washington. D.C. P 3.00000 290 days 1 16
Special draft fees 1.16000 213 days - 12
Interest - 41
Total 14,030
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Average
term to Millions in
Average maturity source Local
Financial Agency rate (residual) currency currency
Long-term:
US dollars:
NF BID Cclip 2226 oc Me Pemex S&ME 152000 19 years 93 1596
Development 6 months
NF ctf BIRF 98062 Electrodomestic 14 years
Substitution Program 0.75000 9 months 50 862
NF BID 2671 Oc Me Ungmployment 152000 21 years 50 862
Support Program of Mexico
2631 tc Me Renewable Energy 0.75000 16 years 70 1207
Financing Program 7 months
NF BID Cclip 2843/oc-Me Condition 22 years
Credit Line Program me-x1010 1.52000 4 months 100 1725
NF BID 3237/0cOC-ME Co-generation E. 1.52000 24 years 100 1725
Financing Stimulus Program 5 months
Others 1.54773 > years 69 1,200
5 months
Euros 1.42200 8 years 23 462
9,639
Financial Broker
Euros:
Inter-American Development Bank 4 years
Washington, D.C. 3.00000 4 months 3 >7
Special draft fees 1.16000 2 years 1 23
8 months
Total $ 9,719

The accounts of credits obtained not yet drawn down (Note 28) represents the lines of credit
granted to the Institution not exercised at year end, as itemized below:

2016 2015
Banco de México $ 535 § 499
Kreditanstal Fur Wideraufbau Frankfurt 701 604
Inter-American Development Bank 1,769 5,792
Subsidiaries - 664

Total $ 3,005 $ 7,559
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NOTE 20. OTHER PAYABLES

At December 31, 2016 and 2015, this item consists of the following reserves and provisions:

2016 2015

Payables for cash collateral received $ 1,126 $ 5
Other liabilities 782 584
Taxes on earnings payable 336 364
Employee profit sharing payable 271 257
Clearing accounts 88 410
Provisions for other items 80 100
Security deposits 3 3

Total $ 2,686 $ 1,723

NOTE 21. DIRECT LONG-TERM EMPLOYEE BENEFITS
a) Defined Contribution Retirement Plan -

Beginning, 2006, the Institution modified the General Work Conditions (GWC) based on the
trends and best practices with respect to managing and operating retirement schemes and
pensions, in order to incorporate new employees, as well as those who decided to migrate
from defined benefits system to defined contribution system. This scheme allows for having
greater control over costs and liabilities of the plan, maintain an adequate cost-benefit ratio for
the Institution and for workers, and it establishes clear contribution or retirement rules.

This plan consists of the contributions made by the Institution to open individual accounts in
the name of each worker, which are divided into two subsidiary accounts denominated "A" and
"B", respectively. It further consists of contributions made by the worker to subsidiary account
"B" and on the yields generated by both subsidiary accounts, which are jointly identified as the
worker's individual account.

The amount of contributions of the period allocated to income amounted to $32 and $27,
respectively, at December 31, 2016 and 2015.

As of December 31, 2016 and 2015, the Defined Contribution Plan assets amount to $269 and
$237, respectively, and it is invested in an irrevocable trust created in the Institution.

b) Defined Benefit Retirement Plan -

Moreover, GWCs set forth that workers who reach 65 years of age and complete 30 years of
service will be eligible for a retirement annuity. Moreover, upon reaching 65 years of age with
5 years of seniority, workers will be eligible to receive a monthly annuity, whose amount will be
equal to the result of multiplying the average of the net monthly salary accrued by the
employee during the last year of service by the number of years of service rendered by the
0.0385 factor. The Institution reserves the right to pay a pension for retirement to that worker
who has reached 60 years of age or completed 26 years of service.
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On the other hand, the transition articles of the GWC dated August 12, 1994 set forth that
workers who joined the Institution prior to the above date and reach 55 years of age and have
completed 30 years of service, 60 years of age and have completed 26 years of service or 60
years of age and completed 5 years of seniority will be eligible for a pension in the terms of the
GWC referred to above.

In the event of an unjustified dismissal or termination of the employer-employee relationship,
the worker may choose to receive the pertinent indemnification or a retirement annuity
calculated based on the main characteristics of the retirement plan discussed paragraph one if
the worker is 50 years old and has 16 or more years of seniority.

Transition Article Five paragraph a) of the GWC, 2006 review, sets forth that persons who
have obtained a pension for disablement, disability or retirement at a date prior to that review
and those workers who have joined the Institution at a date prior to the effectiveness of the
above review to whom the Defined Retirement Benefit Plan applies will continue to enjoy the
right to receive the following additional benefits from the Institution at the time when they retire:

e Short-term loans, medium-term loans, and Special Loan for Savings, which will be paid with
a charge to administration and promotion expenses with an 18% net guaranteed return of
the maximum capacity to invest that will be calculated on 41.66% of the net monthly
pension multiplied by 72 months, as well as the available capacity that will be over 50% of
the net pension, less the month deductions from the short and medium-term loans with
capital and interest multiplied by 72 months, with a 41.66% cap or ceiling of the monthly net
pension. The Special Loan for Savings will bear 1% annual interest on its amount, which
will be withheld by the Institution.

The net cost for the period allocated to income at December 31, 2016 and 2015 amounted to
$901 and $1,041, respectively, including the effect of other postretirement benefits.

At December 31, 2016 and 2015, the plan assets of the fund for labor obligations amount to
$6,511 and $6,429, respectively, and the fund is invested in an irrevocable trust created in the
Institution. The net cost for the period recorded in income of the Institution amounted to $298
and $186, respectively.

In accordance with the provisions of FRS D-3 "Employee Benefits" (FRS D-3), the Institution
recognized plan assets with respect to "other postretirement benefits” in its financial
statements at December 31, 2016 and 2015, in the amounts of $9,941 and $9,502,
respectively. Moreover, the net cost of the period recorded in income of the Institution
amounted to $603 and $855, respectively.

The summary of the actuarial calculations at December 31, 2016 is as follows:
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Special
Loan for
Savings
(PEA) and
Other Financial
Seniority benefits at Cost of
Retirement premium retirement Credits
Retirement
and
Item Retirement termination Retirement Retirement
Journal voucher for the recognition of D o
; eferred amortization
losses and gains
General description of benefits In accordance with general labor conditions
Vested Benefit Obligation $ 7,378 $ 5% 7,586 $ 2,979

Reconciliation between the value of the Defined Benefit Obligation (DBO) and Plan assets (PA) with
the net (Liability) / Asset for defined benefits (a)

A. Defined Benefit Obligations

(DBO) $ (7,920) $ (28) $ (9,546) (3,654)
B. Plan Assets (PA) 6,571 29 6,977 3,104
Projected net (Liability) / Asset for
defined benefits $ (1,349) $ 1% (2,569) (550)
Amortization periods of unamortized
items 6.30 11.20 15.38 6.30
Transition liability amortization period N/A N/A N/A N/A
Prior service amortization period N/A N/A N/A N/A

Net Cost for the Period 2016 (b)
A. Labor Cost $ 3 % 23 140 33
B. Financial Cost 458 2 531 231
C. Returns on Assets (401) (2) (425) (192)
D. Recycling of remeasurements 206 - 142 143
Net cost for the Period $ 296 $ 29 388 215
Main hypothesis used:
(a) (b)
31-Dec-16 31-Dec-15

Discount rate 6.25% 6.25%
AP Rate of return 6.25% 6.25%
Rate of general wage increase 4.00% 4.00%
Rate of minimum wage increase 3.50% 3.50%
Medical inflation rate 9.00% 9.00%
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(a) Actuarial values were determined by the Bufete Matematico Actuarial, S.C. firm considered the
hypotheses of December 31, 2016.

(b) The hypotheses of December 31, 2015 were used to determine the net cost for the period of
2016.

The summary of the actuarial calculations at December 31, 2015 is as follows:

Special
Loan for
Savings
(PEA) and
Other Financial
Seniority benefits at Cost of
Retirement premium retirement Credits
Retirement
and
Item Retirement termination Retirement Retirement
Journal voucher for the recognition of D o
; eferred amortization
losses and gains
General description of benefits In accordance with general labor conditions
Vested Benefit Obligation $ 6,946 $ 6 $ 6,881 $ 3,118

Reconciliation between the value of the Defined Benefit Obligation (DBO) and Plan assets (PA) with
the Reserve or Project net Liability (PNP) at year end (a)

C. Defined Benefit Obligations

(DBO) $ (7,577) $ (29) $ (8,655) $ (3,790)
D. Plan Assets (PA) 6,375 26 6,572 2,940
E. Funded Status (1,202) (3) (2,083) (850)
F. Actuarial (Gains) / losses 1,258 4 2,071 872
Net projected (Liability) / Asset at
year end (PNP) (C+D) $ 56 $ 19 (12) $ 22
Amortization periods of unamortized
items 6.11 11.14 14.63 N/A
Transition liability amortization period N/A N/A N/A N/A
Prior service amortization period N/A N/A N/A N/A

Net Cost for the Period 2015 (b)

A. Labor Cost $ 30 $ 1$ 187 $ 28
B. Financial Cost 445 2 518 21
C. Returns on Assets (395) (1) (383) (181)
D. Amortization PPA 104 - 449 26
Net cost for the Period $ 184 $ 2% 771 $ 84
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Main hypothesis used:

(c) (d)

31-Dec-15 31-Dec-14
Discount rate 6.25% 6.25%
AP Rate of return 6.25% 6.25%
Rate of general wage increase 4.00% 4.00%
Rate of minimum wage increase 3.50% 3.50%
Medical inflation rate 9.00% 8.00%

(c) Actuarial values were determined by the Bufete Matematico Actuarial, S.C., which considered
the hypotheses of December 31, 2015.

(d) The hypotheses of December 31, 2014 were used to determine the net cost for the period of
2015.

It is important to clarify that these results are not comparable with respect to the results generated
and recorded in fiscal 2016, since the new provisions of the standard set forth treatments that differ
from the prior standard applied to fiscal 2015, in results as well as in the application to
stockholders' equity.

At those same dates, the general information of the pension and retirement plan is:

2016 2015
Number of employees 1,056 1,017
Annual base payroll $ 276 $ 257
Annual computed payroll $ 476 $ 450
Average current age 42.40 43.46
Average seniority 12.00 12.94
Number of pensioners 1,555 1,526
Annualized pension payroll $ 506 $ 483
Average current age 70.08 69.57

Statement of status

At December 31, 2016 and 2015, the statement of status is as follows:



2016
Defined benefit obligation $
Plan assets
Defined benefits obligation in
excess of the plan assets
Projected net (Liability) / Asset $

2015

Defined benefit obligation $

Plan assets

Defined benefits obligation in

excess of the plan assets

Actuarial (gain) / loss carryforward
Projected net (Liability) / Asset $

Reconciliation of the book provision
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Other benefits at retirement

Medical

service, PEA and

Retirement savings fund, financial

pension Seniority insurance, cost of

plan premium athletic club credits

Retirement
and

Retirement termination Retirement Retirement
(7,920) $ (28) $ (9,546) $ (3,654)
6,571 29 6,977 3,104
(1,349) 1 (2,569) (550)
(1,349) § 1% (2,569) $ (550)
(7,577) $ (29) $ (8,655) $ (3,790)
6,375 26 6,572 2,940
(1,202) (3) (2,083) (850)
1,258 4 2,071 872

56 $ 1% (12) $

At those same dates, the reconciliation of the book provision is as follows:

2016
Balance at beginning of year $
Remediations not yet recognized
in OCI
Net cost for the period in
accordance with FRS D-3
Contribution made to the fund
Recycling of remediations for
defined benefits

Final balance $

Other benefits at retirement

Medical
service,
savings
fund, PEA and
Retirement insurance, financial
pension Seniority athletic cost of
plan premium club credits
Retirement
and
Retirement termination Retirement Retirement
(56) $ (1 $ 12 $ (22)
1,259 4 2,070 872
296 2 388 215
(296) (2) (388) (215)
146 (4) 487 (300)
1,349 $ (1) $ 2,569 $ 550
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Other benefits at retirement

Medical
service,
savings
fund, PEA and
Retirement insurance, financial
pension Seniority athletic cost of
plan premium club credits
Retirement
and
Retirement termination Retirement Retirement
2015
Balance at beginning of year $ (56) $ - $ 12 $ (22)
Net cost for the period in
accordance with FRS D-3 184 1 1 84
Contribution made to the fund (184) (2) (1) (84)
Final balance $ (56) $ (1 $ 12§ (22)

In conformity with the provisions in the modifications of the Provisions published in the Official
Daily Gazette (DOF) on December 31, 2015, and with the effectiveness of the new FRS D-3 issued
by the CINIF, the Institution selected the progressive application referred to in temporary statute
three of the above Provisions.

Pursuant to the foregoing, the balances indicated in paragraphs a) and b) of paragraph 81.2 of
FRS D-3, balance of plan amendments not yet recognized and the accrued balance of plan gains
and losses not recognized, respectively, will be recognized no later than fiscal 2021, by
recognizing 20% beginning with its opening application, and an additional 20% in each one of the
subsequent years until reaching 100% in a maximum period of 5 years.

The Commission was advised by the Institution of its decision to select the progressive application
of the recognition of those balances on a timely basis.

The balance of plan amendments not yet recognized and accumulated balance of losses on the
plan not yet recognized present an amount of $(0.085) and $(3,715), respectively. The initial
effects that the application of FRS D-3 will have beginning the year in which its application starts is
shown below:

1) The total balance of plan amendments not yet recognized amounting to $(0.085), which will be
recorded against prior year income.

2) 20% of the accumulated balance of plan losses amounting to $(743) will be recorded in capital
gains in the account of "Remeasurements of defined employee benefits". The remaining
balance amounting to $(2,972) will be applied in subsequent fiscal years over a maximum
period of 5 years.
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NOTE 22. INCOME TAX

The Institution is subject to the Income Tax regime in 2016 and 2015.

Income tax is calculated at a 30% rate considering certain impacts of inflation as taxable or
deductible, such as depreciation calculated on constant values in constant pesos. The impact of
inflation on certain monetary assets and liabilities is accumulated or deducted through the
adjustment on inflation.

The provision in Income Tax is summarized as follows:

2016 2015

Current $ (824) $ (716)
Deferred $ 279 $ 324

Only deferred Income Tax and Employee Profit Sharing are calculated.

The main items included in the deferred tax accounts of the Institution and its subsidiaries are as
follows:

2016 2015
Liabilities:
Investments in nondeductible fixed assets $ 279 $ 296
Other assets 627 406
$ 906 $ 702
Assets:
Provisions $ (74) $ -
Valuation of permanent investments - (90)
Others (1,304) (950)
(1,378) (1,040)
Taxes on earnings (472) (338)
Deferred Employee Profit Sharing (303) (203)
Deferred taxes (net) $ (775) $ (541)

In 2016 and 2015, the effective rates stated as a percentage of income before taxes on earnings
are:

2016 2015
Statutory rate 30.00% 30.00%
Add (less):
Nondeductible expenses 1.38% 2.44%
Portfolio provisions 18.30% 17.09%
Profit Sharing (1.16%) (1.14%)
Impact of inflation (10.12%) (6.55%)
Deferred tax (14.72%) (19.15%)
Others 5.08% 0.07%

Effective rate 28.76% 22.76%




NOTE 23. STOCKHOLDERS' EQUITY

a)

b)

Capital stock. -
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At December 31, 2016 and 2015, the Institution's capital stock is summarized as follows:

Subscribed capital:
Series “‘A”
31 548 000 Certificates of Capital Contribution
(CAPs) with a value amounting to fifty pesos each
one
Series "B"
16 252 000 CAPs with a value amounting to fifty
pesos each one

Total subscribed for capital

Unissued capital
Series “‘A”
7 868 728 CAPs with a value amounting to fifty
pesos each one
Series "B"
4 053 586 CAPs with a value amounting to fifty
pesos each one
Total unissued capital

Subscribed for and paid-in capital stock
Series “‘A”
23 679 272 CAPs with a value amounting to fifty
pesos each one
Series "B"
12 198 414 CAPs with a value amounting to fifty
pesos each one

Total subscribed for and paid-in capital
stock
Increase from restatement

Total

2016 2015
1,577 ' $ 1,577
813 813
2,390 2,390
(393) (393)
(203) (203)
(596) (596)
1,184 1,184
610 610
1,794 1,794
7,011 7,011
8,805 $ 8,805

Series "A" represents 66% of the institution's capital, which may only be subscribed for by the

Federal Government and Series “B” for the remaining 34%.

Contribution for future capital stock increases. -

At, December 31, 2016 and 2015, its value amounts to $2,750 and $1,950, respectively.

At its extraordinary meeting held on December 15, 2016, the Board of Directors authorized
Management of the Institution, to carry out the necessary arrangements to petition the Executive



d)
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Branch, through the Ministry of Finance and Public Credit (SHCP), in an amount up to $800
required to be able to support the volume of development and investment banking operations,
as well as to obtain a prudential level of capitalization for fiscal 2016 year end. The above

contribution was received and recorded in December 2016.

Paid stock premium. -

This premium applies to payments made by holders of Series "B" CAPs. The balance of the

premiums paid at December 31, 2016 and 2015 amounts to $8,922.

Capital reserves. -

The nominal value of these reserves at December 31, 2016 and 2015 amounts to $314, and

its restated value at both years end amounts to $1,730.

Prior year losses. -

As of December 31, 2016 and 2015, the summary of the account balance is as follows:

2016 2015
Gain or loss on the adjustment of changes in
accounting policies by the Commission in Circular
1343. $ (2,860) $ (2,860)
Prior year income / loss 7,273 5,989
Creation of provisions for repossessed assets (260) (260)
RETANM realized (13) (13)
Pension reserve, PEA, and retiree loans. (4,310) (4,310)
(170) (1,454)

Gain or loss on valuation in associated and affiliated
companies 3,319 3,319
Adjustment on accumulated depreciation of
furniture and equipment (96) (96)
Deferred taxes (333) (333)

$ 2,720 $ 1,436

Gain or loss on valuation of available-for-sale securities. -

The adjustments derived from valuations at market of available-for-sale securities are
recorded in this line item. The gain or loss is recorded as realized in income up to the fiscal

year in which the security is sold or reaches maturity.

At December 31, 2016 and 2015, the gain or loss on valuation of available-for-sale securities

at market is summarized as follows:
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2016 2015
Valuation of available-for-sale securities $ (178) $ (290)

g) Effects of valuation of associated and affiliated companies. -
At, December 31, 2016 and 2015, its value amounts to $640 and $289, respectively.
h) Legal provisions. -
On November 23, 2008, the SHCP published rules for the capitalization requirements of Full-
Service Banking Institutions and National Lending Institutions, Development Banking
Institutions, which went into effect beginning January 1, 2010. These capitalization rules set
forth the requirements with specific levels of net capital, as a percentage of both market and
credit risk assets. In this particular respect, there is a 13.26% level confirmed by the Bank of
Mexico at December 31, 2016.
Cash dividends received by legal entities resident in national territory are not subject to a
withholding, unless they are drawn on items other than the Net Taxable Income Account
(CUFIN-Spanish acronym).
NOTE 24. MAIN ITEMS THAT COMPRISE THE STATEMENT OF INCOME
The main items that comprise the Institution's Income (loss) at December 31, 2016 and 2015 are
as follows:
2016
Local Foreign
Total currency currency
Interest income
Interest on performing loan portfolio
Commercial credits $ 2,114 $ 898 $ 1,216
Housing lending 2 2 -
Loans to government entities 716 715 1
Loans granted as a (Financial) Agent of the
Federal Government 3 - 3
Loans to financial entities 6,014 5,738 276
$ 8,849 $ 7,353 $ 1,496
Interest and yields earned on investments in
securities
Trading securities $ 714 $ 714 $ -
Available-for-sale securities 278 - 278
Held-to-maturity securities 733 684 49

$ 1,725 § 1,398 $ 327




Interest and yields earned in repurchase
agreement transactions
Repurchase transactions

Interest from liquid assets
Banks
Restricted liquid assets

Fees income from lending transactions
(adjustment on yield)
Commercial credits
Revenues from hedge trading
Premiums on debt placement
Exchange gain on appreciation
Net equity dividends
Subsidiaries

Total interest income

Interest expenses
Interest on term deposits
Interest on negotiable instruments issued
Interest payable on interbank loans and loans
for other Agencies
Interest and yields payable in repurchase
agreement transactions
Expenses from hedge trading
Subsidiaries

Total interest expense

Financial margin

Commission and fee income

Guarantees

Lending transactions

Guarantees by endorsement
Custody or administration of assets
Fiduciary activities

Others

Subsidiaries

&8 AP
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2016
Local Foreign
Total currency currency

10,097 10,097 $ -

10,097 10,097 $ -
46 - $ 46
656 637 19
702 637 $ 65

94 9 $ -
(425) (166) (259)

13 13 -
108 - 108

4 4 -

20 20 -
21,187 19,450 $ 1,737
5,430 5,266 $ 164
3,214 2,687 527
469 235 234

9,057 9,057 -
(1,277) (2,863) 1,586

(443) (443) -
16,450 13,939 $ 2,511
4,737 5511 $ (774)

1,931 1,931 § -

195 195 -

2 2 -

8 8 -

334 334 -
74 3 71

227 227 -
2,771 2,700 $ 71




Commission and fee expenses
Loans received

Debt placed

Others

Subsidiaries

Gain or loss on brokerage

Gain or loss on valuation at fair value and
decrease on securities valued at cost:
Trading securities

Derivative financial instruments for trading
purposes

Derivative financial instruments for hedging
purposes

Collateral sold

Gain or loss on trading derivative financial
instruments:

Trading securities

Held-to-maturity securities
Available-for-sale securities

Derivatives financial instruments for trading
purposes

Gain (loss) on buying and selling foreign
currency
Gain or loss on brokerage

Other operating income (expenses)

Reversal of the surplus of preventive estimates

for lending risks
Allowance for uncollectible or doubtful
accounts

Allowance (provision) for loss on repossessed

assets

Other losses

Gain or loss on sale of repossessed assets
Income on loans to personnel

Other operating income (expenses) items
Other income (expenses) of subsidiaries

(a)

& AP
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2016
Local Foreign
Total currency currency
24 % - $ 24
9 9 -
91 85 6
165 165 -
289 $ 259 § 30
186 $ 186 $ -
140 (73) 213
(15) 1,694 (1,709)
(301) (301) -
10 $ 1,506 $ (1,496)
565 $ 565 $ -
2 - 2
(26) - (26)
3,804 3,804 -
4,345 $ 4,369 § (24)
(5,101) $ - $ (5,101)
(746) $ 5,875 $ (6,621)
579 $ 426 $ 153
(15) (15) -
(3) (3) -
(7) (7) -
2 2 -
40 40 -
(435) (435) -
(20) (20) -
141 $ (12) $ 153

(a) The Institution realized the payment in the amount of $800 million mexican pesos on

December 9, 2016, in conformity with the indications in official letter number 102-B-023, dated
December 8, 2016, issued by the Vice Ministry of Finance and Public Credit, whereby the
Federal Government instructs the Institution to realize a payment under the juridical nature of
use for furnishing a sovereign guarantee of the Federal Government.



Interest income
Interest on performing loan portfolio
Commercial credits
Housing lending
Loans to government entities
Loans granted as a (Financial) Agent of the
Federal Government
Loans to financial entities

Interest and yields earned on investments in
securities
Trading securities
Available-for-sale securities
Held-to-maturity securities

Interest and yields earned in repurchase
agreement transactions
Repurchase transactions

Interest from liquid assets
Banks
Restricted liquid assets

Fees income from lending transactions
(adjustment on yield)
Commercial credits
Revenues from hedge trading
Net equity dividends
Subsidiaries
Total interest income

Interest expenses
Interest on term deposits
Interest on negotiable instruments issued
Interest payable on interbank loans and loans
for other Agencies
Interest and yields payable in repurchase
agreement transactions
Expenses from hedge trading

Exchange loss on appreciation
Total interest expense
Financial margin
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2015
Local Foreign
Total currency currency
1,454 § 888 $ 566
1 1 -

392 391 1

12 - 12
4,267 4,010 257
6,126 $ 5,290 $ 836

195 $ 195 § -

228 - 228

592 544 48
1,015 § 739 $ 276
7,880 $ 7,880 $ -
7,880 $ 7,880 $ -

79 - $ 7

443 435 8

450 $ 435 $ 15

9% $ 93 § 1
(1,243) $ (1,340) $ 97

259 29 -

92 § 92 § -
14,416 $ 13,191 $ 1,225
3,291 § 3,230 § 61
2,104 1,960 144

209 70 139
6,328 6,328 -
(1,960) (1,989) 29
9,972 § 9,599 $ 373

129 - 129
10,101 $ 9,599 $ 502
4315 § 3,592 § 723




Commission and fee income

Guarantees

Lending transactions

Guarantees by endorsement
Custody or administration of assets
Fiduciary activities

Others

Subsidiaries

Commission and fee expenses
Loans received

Debt placed

Others

Subsidiaries

Gain or loss on brokerage

Gain or loss on valuation at fair value and
decrease on securities valued at cost:
Trading securities

Derivative financial instruments for trading
purposes

Derivative financial instruments for hedging
purposes

Gain or loss on trading derivative financial
instruments:

Trading securities

Available-for-sale

Derivative financial instruments for trading
purposes

Gain on foreign currency trading

Gain or loss on brokerage

Other operating income (expenses)

Reversal of the surplus of preventive estimates

for lending risks

Allowance (provision) for loss on repossessed
assets

Other losses

Income on loans to personnel
Other operating income (expenses) items
Other income (expenses) of subsidiaries

(b)
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6.64

2015
Local Foreign
Total currency currency
1,811 $ 1,811 $ -
207 207 -

2 2 -

8 8 -
307 307 -

22 2 20
305 305 -

2,662 $ 2642 $ 20

10 $ - $ 10

7 5 2

76 68 8
205 205 -

298 $ 278 $ 20
314 $ 314 $ -

3 2 1
(61) 69 (130)
256 $ 385 $ (129)
109 $ 109 $ -

2 - 2

4,382 4,382 -
(5,162) - (5,162)
(669) $ 4491 $ (5,160)
(413) $ 4876 $ (5,289)
546 $ 316 $ 230
(7) (7) -
(13) (13) -
39 39 -
(534) (536) 2
(13) (13) -
18 § (214) $ 232
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(b) The Institution realized the payment in the amount of $700 million mexican pesos on
December 9, 2015, in conformity with the indications in official letter number 102-B-077, dated
December 8, 2015, issued by the Vice Ministry of Finance and Public Credit, whereby the
Federal Government instructs the Institution to realize a payment under the juridical nature of
use for furnishing a sovereign guarantee of the Federal Government.

NOTE 25. COMMITMENTS AND CONTINGENCIES
Guarantees by endorsement executed

At December 31, 2016 and 2015, the Institute has guarantees by endorsements furnished
amounting to $72 and $109, respectively, which represent a contingent risk in the event that the
secured debtor liquidates his debt to the lending institution. At December 31, 2016 and 2015,
losses on guarantees have not been recorded in income of the Institution. However, in the event of
nonperformance by any secured drawer, the Institution grants a credit to meet its obligation.

During 2016, no credits have been granted due to nonperformance.

Contingent assets and liabilities

At December 31, 2016 and 2015, this item for $53,448 and $49,738, respectively, is summarized
as follows:

2016 2015
Contingent liabilities:
Guarantees furnished (a) $ 63,537 $ 59,541
Unreimbursed guaranties paid covered by a
counterguaranty (b) 11,715 12,041
Receivables on claims 134 135
Commitments acquired 2,118 1,848
77,504 73,565
Contingent assets:
Counterguaranty received from the
Counterguaranty Trust for Enterprise Financing (c) 11,645 11,181
Unrecovered guaranties paid covered by a
counterguarantors (d) 11,715 12,041
Unrecovered guaranties paid without a
counterguaranty (e) 696 605
24,056 23,827
Total $ 53,448 $ 49,738

(a) In the item of guarantees furnished, the institution has mainly guarantees furnished through
the Fund for Risk Equity and the Fund for Surety Bond Equity Risk, both of which present
guarantees furnished amounting to $60,116 and $57,574, respectively, at December 31, 2016
and 2015. The spread amounting to $3,421 and $1,967 at December 31, 2016 and 2015,
respectively, correspond to selective guarantees granted directly by the Institution. These
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guarantees represent the amount of liabilities assumed by the Institution for guaranteeing
financial brokers the recovery of their loan portfolio.

(b) The Institution’s contingent obligation of reimbursing the amount of the guaranties paid mainly
to the Counterguaranty Trust for Business Financing has been recognized in this item. Those
paid guarantees did have the counterguaranty and continue to be in the process of being
recovered by the bank and non-bank financial brokers.

(c) The Fund for Risk Equity reduces the Institution's contingency through a counterguaranty
received from the Counterguaranty Trust for Enterprise Financing, the promoter of granting
credits for specific purposes, which has assigned funds for these purposes for $11,645 and
$11,181, respectively, at December 31, 2016 and 2015. These funds assure the recovery up
to these amounts of the guarantees exercised by financial brokers, who assume the
commitment of negotiating the recovery of the credits of their final borrowers judicially and out-
of-court.

In addition to that counterguaranty, the Fund has created a preventive estimate for credit risks
for $1,175 and $705 at December 31, 2016 and 2015, respectively, in terms of the provisions
set forth by the Commission.

Having received the counterguaranty, as well as the level of preventive estimate created, the
Institution considers that exposure is covered and supports it in the experience observed in the
guarantee program.

(d) The contingent right that the institute has of recovering the amount of guarantees paid that had
a counterguaranty that were mainly covered by the Counterguaranty Trust for Enterprise
Financing has been recognized in this item, and continues in the recovery process by banking
and non-banking financial brokers.

(e) The item of unrecovered guarantees without a counterguaranty, the amount of guarantees
honored by the institution have been recognized that are in the process of being recovered by
financial brokers that was not covered by the Counterguaranty Trust for Enterprise Financing.

Credit commitments

At December 31, 2016 and 2015, the Institution has lines of credit and lines of guarantees
furnished to financial brokers that have not been drawn down for $135,025 and $197,020,
respectively. The amount of $44,013 at December 31, 2016 applies to lines of credit and $91,012
to lines of guarantees furnished, respectively, whereas at December 31, 2015, the amount of
$56,790 applies to lines of credit and $140,230 to lines of guarantees furnished, respectively.
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NOTE 26. ASSETS PLACED IN TRUST, MANDATE, AND FINANCIAL AGENT OF THE
FEDERAL GOVERNMENT

At December 31, 2016 and 2015, the balances of transactions in which the Institution acts as a
Trustee are summarized as follows:

2016 2015

Investment trusts $ 25,967 $ 24,081
Management trusts 1,093,806 1,034,677
Trust deeds 46,685 50,078
1,166,458 1,108,836

Mandates 13,716 2,657
1,180,174 1,111,493

Financial Agent of the Federal Government 364,371 291,883
Total $ 1,544,545 $ 1,403,376

Investment and management trusts refer to entities with their own legal personality, independent
from the institution. These balances represent the valuation of Trust Assets which, overall,
represent assets valued with distinct accounting practices which essentially represent neither rights
of the entity nor the contingency to which the Institution is subject in the event of nonperformance
in its role as a trustee.

The deeds of trust apply to entities that maintain credits, securities, real properties, etc. as part of
its assets held in trust that serve as a guarantee for the liquidation of financing received the
trustors thereof from other lending institutions. The Institution only acts as a trustee in those
entities.

The institution's revenues from Trustee Activities at December 31, 2016 and 2015 amounted to
$189 and $188, respectively.

At December 31, 2016 and 2015, trust accounts include a balance amounting to $449 and $464,
respectively, that apply to the patrimony of the Portfolio Recovery Trust (FIDERCA), which
manages doubtful accounts that were originally the Institution's and were transferred to the Federal
Government in the course of 1996. The Institution currently holds the respective beneficiary
interests.

The Institution created the trust to strengthen its capital, in compliance with the provisions set forth
in Article 55 Bis of the Lending Institutions Law, and in conformity with the general rules that both
Domestic Lending Institutions and Development Banking Institutions should be subject to in order
for them to operate, published in the Official Daily Gazette on October 24, 2002.

NOTE 27. CUSTODY AND ADMINISTRATION OF ASSETS

These mainly represent the control of contractual documentation that supports the securities
trading and lending operations. Moreover, it includes the total securities issued by the Institution
and managed for account of clients. At December 31, 2016 and 2015, they are summarized as
follows:
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2016 2015
Custody $ 70,324 $ 106,017
Pledged securities 235,720 181,069
Collections 1 1
Securities in administration 275,309 254,742
Subsidiaries 12,151 11,085
$ 593,505 $ 552,914

The fees collected by the Institution for this type of activities at December 31, 2016 and 2015
amount to $8 in both years.

NOTE 28. OTHER MEMORANDUM ACCOUNTS

At December 31, 2016 and 2015, the balances of other memorandum accounts are summarized
as follows:

2016 2015
Guarantees paid reported by brokers as
uncollectible without a counterguaranty (@ $ 71 % 49
Classification by degree of loan portfolio risk 277,922 231,352
Credits obtained not yet drawn down (Note 19) 3,005 7,559
Other memorandum accounts (b) 329,809 337,957
Total $ 610,807 $ 576,917

(@) They correspond to the amounts of unrecovered guarantees on which collection procedures
have been exhausted by the brokers, which do not have a counterguaranty.

(b) Other memorandum accounts are included for control of renewed and restructured credits,
uncollectible credits, uncollectible credits applied against the provision, mortgage-backed
credits, certificates and coupons to be incinerated, VAT recorded by states, portfolio recovery,
issue of provisional certificates, repossessed assets or received as written-off payment
preventively, control of amounts contracted in repurchase agreements and derivative
instruments, commitments, preventive reserves of portfolio financial brokers, and various
unspecified items

NOTE 29. SEGMENT INFORMATION

The factors used for identifying business segments considered the nature of the activities carried
out, the existence of specific administrators for those activities, the generation of revenues and
expenses thereof, as well as the follow-up regularly performed on the results generated that are
presented regularly to the Board of Directors of the Institution.
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The segment of markets and treasury includes investments carried out in money, capital,
exchange and treasury markets.

The loan portfolio placed directly with the public sector and private sector is considered for the first
tier credit segment, whereas the loan portfolio channeled through bank and non-bank financial
brokers was considered for the second tier credit.

Guarantees furnished to banks and non-bank financial brokers are included in the segment of
credit guarantees. The balances of this segment are presented in memorandum accounts that
amount to $59,594 and $56,684 at December 31, 2016 and 2015, respectively.

The balances of the financial Agent segment apply to activities realized by Federal Government
Law, in order to manage funds obtained from international financial agencies in its name. At
December 31, 2016 and 2015, they present a balance amounting to $364,465 and $291,992, of
which the amounts of $364,371 and $291,883 are recorded in memorandum accounts.

Proprietary and external trust management services are included in the Trustee segment, which
are presented in memorandum accounts and amount to $1,166,458 and $1,111,493 at December

31, 2016 and 2015.

Everything relative to investment banking and balances of subsidiaries are included in the segment
of other areas. As an investment bank, credit restructuring fees are handled for security market
guarantees, as well as gains or losses on equity in risk capital of public and private companies.

At December 31, 2016 and 2015, assets and liabilities and net income of the main operations of
the Institution's business segments are presented below:

Liabilities and Net income
Assets Capital (loss)

Business segments Amount Equity Amount Equity Amount Equity
2016
Markets and treasury $ 255,965 50.83% $ 255965 50.83% $ 1,168 88.42%
First tier credit 66,299 13.17% 66,299 13.17% (125) -9.46%
Second tier credit 147,920 29.38% 147,920 29.38% 809 61.24%
Loan guarantees - - - - 842 63.74%
Financial broker 94 0.02% 94 0.02% 101 7.65%
Trustee - - - - (8) -0.61%
Other areas 33,263 6.60% 33,263 6.60% 270 20.44%
Use and expense of
retirees - - - - (1,736) -131.42%

Total $ 503,541 100.00% $ 503,541 100.00% $ 1,321 100.00%
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Liabilities and Net income
Assets Capital (loss)

Business segments Amount Equity Amount Equity Amount Equity
2015
Markets and treasury $ 201,534 52.39% $ 201,534 52.39% $ 1,099 85.59%
First tier credit 43,730 11.37% 43,730 11.37% 357 27.80%
Second tier credit 127,863 33.24% 127,863 33.24% 486 37.85%
Loan guarantees - - - - 665 51.79%
Financial broker 109 0.03% 109 0.03% 65 5.06%
Trustee - - - - 3 0.23%
Other areas 11,474 2.97% 11,474 2.97% 376 29.28%
Use and expense of
retirees - - - - (1,767) -137.64%

Total $ 384,710 100.00% $ 384,710 100.00% $ 1,284 100.00%

Statements of income by business segments at December 31, 2016 and 2015 are presented

below:

Markets
and
treasury

First
tier
credit

Second
tier
credit

Loan
guarantees

(a)
Other
areas

Financial

broker Trustee

Use and

expense of

retirees Total

2016

Income:
Financial
income, net  $
Expenses:
Operating
expense

1,613 $ 552 § 1,390 $ 2,248

(350) (72) (640) (332)

$ 233 §

193 § 401 $

(121) (188) (109)

$ 6,630

(1,812)

Operating

income
Credit
reserves and
write-offs
Retiree
expense
Other
Expenses
and Taxes

1,263 480 750 1,916

4) (601) 115 (633)

(b) (91) 4) (56) (441)

112 5 292

@) @) (1)

9) (10) (21)

4,818

(1,129)

(936) (936)

(800)  (1,432)

Net income

(loss) $ 1,168 $  (125) $ 809 $ 842

$ 101 $

8 $ 270 $

(1,736) $ 1,321

2015

Income:
Financial
income, net  $
Expenses:
Operating
expense

1,539 § 537 $ 1,417 § 1,931

(360) (67) (701) (309)

$ 195 §

193 $§ 461 $

(121) (77) (59)

$ 6,273

(1,794)

Operating

income 1,179 470 716 1,622

74 16 402

4,479
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Markets First Second (a) Use and
and tier tier Loan Financial Other expense of
treasury credit credit guarantees broker Trustee areas retirees Total
Operating
income 1,179 470 716 1,622 74 16 402 - 4,479
Credit
reserves and
write-offs (2) (90) (179) (642) (1) (1) - - (915)
Retiree
expense - - - - - - - (1,067) (1,067)
Other
Expenses
and Taxes (c) (78) (23) (51) (315) (8) (12) (26) (700) (1,213)
Net income
(loss) $ 1,099 $ 357 $ 486 $ 665 $ 65 $ 393 376 $§ (1,767) $ 1,284

(a) It includes the following areas: Investment Bank, Subsidiaries and Other Income (Expenses),
net.

(b) Itincludes $632 of taxes and Employee Statutory Profit Sharing due and deferred.

(c) Itincludes $513 of taxes and Employee Statutory Profit Sharing due and deferred.

Retained earnings amounted to $1,613 in 2016, which is mainly comprised of $1,523 generated by
the operation of distinct markets and treasury, which was higher for $105 or 6.9%, in connection
with what was obtained in 2015.

At December 31, 2016, net income obtained in the first tier Credit amounted to $552, consisting of
a financial margin of $492; of extraordinary income of normal and default interest $24, and net fees
amounting to $36, which include $5 of fees identified with the previously referred to client, as well
as the payment of $10 on commitment fees associated with credits contracted with the IDB.

The second tier Credit obtained accrued financial income amounting to $1,390, of which $1,311
correspond to financial margin, and $79 to commission fees, and other net income associated with
the lending operation. The amount of financial margin was lower in 2016 compared with that
observed in 2015, due to the reduction of 23 base points in the weighted margin of the loan
portfolio. That reduction of financial margin concurred with the behavior of market rates, as well as
the institutional strategy of offering more competitive rates to brokers. Moreover, the average
balance between both periods increased 18.6% by going from $102,951 in 2015 up to $122,080 in
2016, in line with institutional strategy.

At December 31, 2016, the credit Guarantee segment presents net financial income amounting to
$2,249, which includes fees collected on guarantees furnished amounting to $1,796, as well as
$453 of interest on investments and net recoveries.

Net financial income of the credit Guarantee segment increased 16.4% from 2015 to 2016, mainly
due to the growth in the balance of proprietary guarantees furnished during the last twelve months,
which went from $59,541 up to $63,536, equivalent to 6.7%.
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At December 31, 2016, net financial income of the Financial Agent segment amounted to $233.
With respect to what was obtained due partly to the variation in the exchange rate in 2015, these
fees are collected in dollars, and at the increase in the balance of the 4.4% mandate in dollars.

Net financial income was charged for $193 in the Trustee business segment in 2016. It is
practically the same amount as in the prior year, in spite of the payment of $4 for consulting for
reorganization of this business area, which represented a 2% increase without considering the
above expense.

NOTE 30. COMPREHENSIVE INCOME

The Institution's comprehensive income for the years ended December 31, 2016 and 2015 is
presented below:

2016 2015

Net income for the year $ 1,321 $ 1,284

Effect of items recognized in stockholders equity with no
effect in results of the year:

Gain (loss) on valuation of available-for-sale securities 112 (238)

Valuation effects in associate and affiliate companies 351 126

Non-holding company equity 139 118

602 6

Comprehensive income or loss $ 1,923 §$ 1,290

NOTE 31. CAPITALIZATION RATIO
At December 31, 2016 and 2015, the preliminary of the capitalization ratio was set at 13.26% and
13.57%, which is comprised of and starts with net capital amounting to $22,657 and assets
adjusted for total risks amounting to $170,817.
a) Basic and Complementary Capital.
The Institution's net capital consists of $22,657 of basic capital. Pursuant to the application of
the portfolio rating methodology, complementary capital is zero, which implies that Net Capital
is equal to Basic Capital that is, in turn, equal to Basic Capital.

b) Assets adjusted for market risks.

Assets adjusted for market risks amount to $47,849 and are equivalent to a capital
requirement amounting to $3,828, which are summarized as follows:



Positions exposed to market risk by the risk factor

6.73

Amount of
equivalent Capital
Item positions requirement
Transactions in local currency at a nominal rate $ 12,196 $ 975
Trades with debt securities in local currency with a
surcharge and a reviewable rate 6,714 540
Transactions in local currency at a real rate or
denominated in UDIS 15,036 1,202
Positions in UDIS or with a return based on the NCPI 62 5
Transactions in foreign currency at a nominal rate 3,646 291
Foreign exchange positions or with a yield indexed to
the exchange rate 138 11
Positions in shares with a return indexed to the price
of a share of group of shares 10,057 804
$ 47,849 § 3,828

c) Assets adjusted for credit risks.

Assets adjusted for credit risks amount to $115,623 and are equivalent to a capital
requirement amounting to $9,250. Pursuant to the foregoing, the assets adjusted for credit
risks in credits and deposits amount to $87,246, which are equivalent to a capital requirement

amounting to $6,980, which are summarized as follows:

Weighted assets subject to credit risk by risk group

Assets
Weighted by Capital
Item Risk requirement

Group Il (weighted at 20%) $ 13,936 $ 1,115
Group Il (weighted at 50%) 2,454 196
Group Il (weighted at 100%) 872 70
Group Il (weighted at 120%) 536 43
Group IV (weighted at 20%) 3,514 281
Group VI (weighted at 100%) 685 55
Group VII (weighted at 20%) 6,646 532
Group VIl (weighted at 50%) 3,511 281
Group VIl (weighted at 100%) 12,916 1,033
Group VIl (weighted at 120%) 9 1
Group VIl (weighted at 150%) 3,994 319
Group VII-B (weighted at 20%) 81 7
Group VII-B (weighted at 50%) 913 73
Group VII-B (weighted at 100%) 37,060 2,965
Group VIII (weighted at Group V1%) 5 -
Group VIII (weighted at Group VI11%) 114 9

$ 87,246 $ 6,980




d) Assets adjusted for operating risks.

6.74

Assets adjusted for operating risks amount to $7,345 and are equivalent to a capital
requirement amounting to $588.

Method used

Weighted assets subject to operating risk

Assets weighted by

risk Capital requirement

Basic indicator $7,345 $588

Average market and credit risk requirement of

the last 36 months the last 36 months

Average positive annual net revenue of

$10,654 $3,917

Annex 1-0O of the Provisions, requirements for the disclosure of information relative to

capitalization

1.

Summary of net capital.

Ref. Common capital tier 1 (CET 1) Instruments and reserves Amount
1 Common shares that qualify for level 1 common capital plus its applicable
premium $ 20,477
Prior year losses 2,720
Other elements of comprehensive capital (and other reserve) 2,873
Common tier 1 capital before regulatory adjustments $ 26,070
Common tier 1 capital: regulatory adjustments
15 Defined benefit pension plan 13,405
26 Domestic regulatory adjustments 3,413
A of which: Other elements of comprehensive capital (and other reserve)
of which: Investments in multi-lateral agencies 673
F of which: Investments in risk capital 2,576
of which: Investments in mutual funds 164
28 Total regulatory adjustments to tier 1 common capital $ 3,413
29 Common capital tier 1 (CET 1) $ 22,657
Additional tier 1 capital: regulatory adjustments
44 Additional tier 1 capital (AT1) $ -
45 Tier 1 capital (T1 = CET1 + AT1) $ 22,657
Tier 2 capital: instruments and reserves -
51 Tier 2 capital before regulatory adjustments -
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Ref. Common capital tier 1 (CET 1) Instruments and reserves Amount
Tier 2 capital: regulatory adjustments -
59 Total capital (TC =T1 + T2) $ 22,657
60 Assets weighted by total risks $ 170,817
Capital ratios and supplements
61 Common tier 1 capital
(as a percentage of the weighted assets by total risks) 13.26%
62 Tier 1 capital
(as a percentage of the weighted assets by total risks) 13.26%
63 Total Capital
(as a percentage of the weighted assets by total risks) 13.26%
Specifically institutional supplement (it should at least consist of the common
64 tier 1 capital requirement, plus the capital conservation buffer, plus the
countercyclical buffer, plus the G-SIB buffer stated as a percentage of the total
weighted risk assets). 7.00%
65 of which: Conservation capital supplement 2.50%
68 Tier 1 common capital available to cover supplements (as a percentage of the
total weighted risk assets) 6.26%
2. Ratio of net capital with the balance sheet
Balance sheet amounts
Reference of
the items of
the balance
sheet Items of the balance sheet (unconsolidated) 2016
Assets:
BG1 Liquid assets $ 15,697
BG2 Memorandum accounts -
BG3 Investments in securities 240,002
BG4 Receivables under repurchase agreements 20
BG5 Securities lending -
BG6 Derivatives 182
BG7 Valuation adjustment on hedges of financial assets 71
BG8 Total loan portfolio (net) 209,849
BG9 Benefits receivable on securities trading -
BG10 Other receivables (net) 25,639
BG11 Repossessed assets (net) 9
BG12 Property, furniture and equipment (net) 7
BG13 Permanent investments (a) 21,185
BG14 Long-lived assets held for sale -
BG15 Deferred taxes and employee profit sharing (net) 1,294
BG16 Other assets 1,120

Total assets

$ 515,075
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Reference of

the items of

the balance
sheet Items of the balance sheet (unconsolidated) 2016
Liabilities:

BG17 Traditional deposits $ 245,276
BG18 Interbank loans and from other agencies 30,350
BG19 Payables under repurchase agreements 202,689
BG20 Securities lending -
BG21 Collateral sold or furnished as a guarantee -
BG22 Derivatives 9,555
BG23 Valuation adjustment on hedges of financial liabilities (3,699)
BG24 Debentures in securities trading -
BG25 Other payables 4,154
BG26 Outstanding unsecured obligations -
BG27 Deferred taxes and employee profit sharing (net) -
BG28 Deferred credits and advance payments from customers 40

Total liabilities 488,365

Stockholders' equity:

BG29 Capital contributions 20,477
BG30 Capital gains 6,233

Total stockholders' equity 26,710

Total liabilities and stockholders' equity $ 515,075

Memorandum accounts:
BG31 Guarantees by endorsement executed $ 72
BG32 Contingent assets and liabilities $ 68,803
BG33 Credit commitments $ 44,012
BG34 Assets placed in trust or legal custody $ 1,180,174
BG35 Financial agent of the Federal Government $ 364,371
BG36 Assets in custody or administration $ 581,354
BG37 Collateral received by the entity $ 22,298
BG38 Collateral received and sold or furnished as a guarantee
by the entity $ 22,277
BG39 Investment bank third party trading (net) $ 77,010
BG40 Uncollected accrued interest derived from the
nonperforming portfolio $ 190

BG41 Other memorandum accounts $ 603,737

(a) Other investments included
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3. Main characteristics of the securities that form part of net capital (Series A)

Ref. Characteristic Options
1 Issuer Nacional Financiera, Sociedad Nacional
de Crédito
2 identifier ISIN, CUSIP o Bloomberg
3 Legal framework In conformity with Article 30 of the Lending
Instituti8ons Act, Nacional Financiera,
National Lending company, Development
Banking Institution is governed by its
Internal Regulations, holders of Series "A"
certificates of capital contribution, if
applicable, will have the rights set forth in
Article 35 of the Lending Institutions Act
and Article 12 of the Internal Regulations
of Nacional Financiera.
Regulatory treatment
4 Capital level with transitory status
5 Capital level without transitory status Basic 1
6 Level of instrument Lending institution without consolidating
subsidiaries
7 Type of instrument Series "A" certificate of capital
contribution
8 Amount recognized in regulatory capital 66% in accordance with (3)
9 Nominal value of the instrument 50.00
9A Currency of the instrument Mexican pesos
10 Book classification Capital
11 Issue date
12 Term of the instrument Perpetuity
13 Expiration date Without maturity
14 Prepaid expense clause No
15 First prepaid expense date
15A Regulatory or tax events
15B Liquidation prices of prepaid expense
clause
16 Subsequent prepaid expense dates
Yields / dividends
17 Type of yield / dividend Variable
18 Interest rate / dividend Variable
19 Dividend cancellation clause No
20 Discretionary nature in the payment Completely discretionary
21 Interest increase clause No
22 Yield / dividend Noncumulative
23 Convertibility of the instrument Nonconvertible
24 Convertibility conditions
25 Degree of convertibility
26 Conversion rate
27 Type of instrument convertibility
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Characteristic Options

28
29
30
31
32
33
34
35
36
37

Type of financial instrument of convertibility
Issuer of instrument

Write - down clause

Write - down conditions

Degree of write - down

Temporary status of write - down
Temporary value write - down mechanism
Subordinated position in case of liquidation
Nonperformance characteristics
Description of nonperformance
characteristics

Risk Management Policies

The institutional strategy is derived from the mission and business strategy. Risk strategy is
developed by considering target profitability, as well as the desired risk profile, based on
institutional strategy.

The risk management process consists of identification, measurement, monitoring, control,
limitation, and risk information. This process applies to all types of managed risk.

The interaction between strategy and risk process is presented below:

Identify

Strategy Validation /

Mission and business strategy Feedback
_
Risks strategy
Target profitability
Risk profile
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The methodological framework for risk management must facilitate and support measurement and
monitoring of quantifiable risks, by assuring solid risk measurements to establish the Institution's
risk appetite and generate value.

To assure that risk management is a support tool in decision-making, models and methodologies
are established that allow for measuring, monitoring, and controlling the distinct types of risk to
which the Institution is exposed. These risk measures must also contribution to the definition of
business strategies and support the decision-making of the operation at the Institution.

A fundamental point of departure for establishing limits is the definition of a business model that
describes exposure to the different types of risk that are generate by the different units that operate
in the Institution.

o Treasury: It operates as a central unit that manages the Institution's resources. It is in charge
of establishing transfer pricing, controlling liquidity levels, and controlling balance sheet risks.
This unit incurs market, credit, and liquidity risks. In the case of the Nacional Financiera, it is

also in charge of the liability unit.

e Operating desks: their main role is to generate revenues by operating on the different financial
markets (money, currency, capital, and foreign currency bonds).

o Asset units: They are those that encompass the Institution's development activities and are
derived from credit activities. These activities are the main generators of credit risk.

Yield

Transfer Pricing

Cash flows, hedge

“Markets” Rates T +Credit Risk

 Debors |

)

Operational Table Treasury“MisMatch”
#Market Risk +Market Risk
” +Liguidity Risk (Interest Rates)
2 +Credit Risk +Liquidity Risk
T
O Transfer Pricing
—— Assets units
Emp/Corp/Gob | Liability Units |1—

1 “Markets" Rates

. Counterparts |

{
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The types of risk to which the Institution is exposed are presented in the following diagram:

Pursuant to the foregoing, the Institution has a solid global and specific exposure limits on the
distinct types of risk considering the consolidated risk, itemized by business unit, risk factor and

[ Risk exposure
1
¥ v
Guantifiable Unguantifiable
r - measurement]
Results of @ positioning of risks Reesulting of business operation
—— i I
Credit Rick st o ek it s o desaias W il
ik 5 oF I ures of
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; b, Business Risk
iy Risk - Taahnalagie Risk  Potential loss business and
*tumqwmmﬂuﬂuuupﬂmm  Loss due pystems damages. _+L@“F| sy e ﬂf?“ |
Mnﬁrmmctn:llnnh\l‘ﬂm LogalRisk Potential loss due to deterioration in
Motional Capital _}’m&wm Intermal and external perception on
_'-EtanhnﬂMﬂﬁuﬁﬂﬁmwd
wm 1
 Manimum potentisl risk in the same
 or different risk category.

cause.

Capital limits have a strong relevance. The following process is followed to determine limits:

Definition the risk profile desired

Aliocation of capital by portfolio

ion to the risk taking business areas

Limits structure for each one of the areas
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The allocation process is derived from regulatory capital, based on what is set forth by
capitalization rules. Starting with these concepts, distributable capital is determined, that is, the
capital which the Institution has for dealing with the risk consumed in its operations.

Capital Limit Structure.

As part of the role of the DAR, Nacional Financiera, S.N.C., 1.B.D. has a report structure that has
mechanisms implemented in order for the results of the models (risk positions, VaR, Sensitivity
analysis, and limit control, among other things) to be considered in the decision-making process, at
both a tactical and strategic level.

Considering the foregoing, the capitalization level was placed at 13.20% at December 2016 year-
end.

Distributable Capital

The Institution has a Contingency Financing Plan, which regulates the actions and coordination
mechanisms required to deal with adverse liquidity events. That plan contemplates indicators
defined for the purpose of following up and trying to foresee situations in which liquidity risk
increases and comply with subsection VII of Article 81 of the Sole Bank Circular issued by the
Commission.

NOTE 32. COMPREHENSIVE RISK MANAGEMENT
Risk management and follow-up.

National and international risk management regulations have observed an unprecedented
evolution in these last years, by incorporating a preventive approach in the financial processes
carried out by lending institutions, as well as the obligation of issuing internal guidelines that allow
for establishing controls to prevent any economic loss due to the materialization of risks, either
discretionary, non-discretionary or even those that are unquantifiable.

The Institution has implemented, as part of its controls and processes, the prudential provisions
relating to risk management, credit management, and internal control management applicable to
lending institutions, as well as the provisions issued by regulatory agencies in México in money
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Discretionary quantifiable risks.

1.

Market risk.

The Institution uses the Value at Risk (VaR) methodology to calculate the market risk of its
trading and available-for-sale portfolios. The methodology that is being applied generally is
historical simulation.

The most significant general principles are presented below:

e The confidence interval that is being applied to the calculation of VaR is 97.5%
(considering the extreme left of the distributions of losses and gains).

e The base temporary horizon considered is 1 day.
A year of historical information of the risk factors is included for generating scenarios.

The following risk factors are considered: domestic and foreign interest rates, surcharges
(spreads), exchange rates, indexes and prices of shares.

In addition to VaR information, sensitivity measures are calculated and stress tests are
performed.

Effective July 2005, Back Testing is performed monthly to statistically validate that the market
risk measurement model provides reliable results within the parameters selected by the
Institution.

The limits on the values followed up on to date on a daily basis are:

e Value at risk: determined based on capital assigned to market risks.

¢ Nominative capital: based on the rules for capitalization requirements of Full-Service
Banking Institutions and domestic lending companies, and Development Banking
Institutions.

¢ Notional: these refer to maximum nominal values that can be held in position.

e Measure of maximum loss: this establishes a maximum loss limit against unfavorable
trends on markets.

The average VaR of the year amounts to $67.29, which represents 0.30% of net capital at
December 2016 year end.

Markets
VaR Amount $67.29

Trading Treasury
VaR $37.43 VaR $29.86
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Management of asset and liability.

Management of asset and liability refers to managing risks that affect the Institution's balance
sheet. This consists of management techniques and tools necessary to identify, measure,
monitor, control, and manage financial risks (liquidity and interest rate) that the institution's
balance sheet is exposed to. Moreover, it is intended to maximize its yield adjusted by market
risks and, therefore, enhance the use of the Institution's capital.

Liquidity risk.
Liquidity risk that affects a banking institution is generally classified in three categories:

o Market liquidity risk: It is the possibility of economic loss due to the difficulty of selling or
covering assets without a significant reduction in their price. This type of risk is incurred as
a result of drastic changes in interest rates when large positions are adopted in some
instrument(s) or investments are made in markets or instruments for which there is no
broad supply and demand on the market.

e Funding liquidity risk: This represents the difficulty of an institution in obtaining the
necessary funds to pay its obligations, through the income generated by its assets or by
acquiring new liabilities (deposits). This type of crisis is generally caused by a drastic,
sudden impairment in the quality of assets that result in extreme difficulty to convert them in
to liquid assets.

o Liquidity risk due to a mismatch in cash flows: the inability to meet present and future cash
flow needs that affect the Institution's daily operation or financial conditions, as well as the
potential loss due to the change in the structure of the Institution's balance sheet, due to the
difference of periods between assets and liabilities.

The Institution, in compliance with the Provisions of Comprehensive Risk Management,
developed a Contingency Financing Plan, and liquidity stress scenarios, which set forth
various measures to control, quantify, and follow up on the risks discussed above, as well as
an action plan at an institutional level, in dealing with liquidity problems.

Local currency maturity profile.

Lending and borrowing transactions in local currency increased 13.0% during 2016, which is
placed in for $468,202 at December month end. Both balance sheet and memorandum
account positions are considered, that is repurchase transactions (repos) and derivatives in
the Maturity GAP, based on regulatory criteria. It is important to note that local currency
deliverable on the trading of dollar forwards have been reclassified as liabilities, and the
valuation of cross-currency swaps have been reclassified as assets.
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2016 2015

Maturity

ranges Assets Liabilities Gap Assets Liabilities Gap
Up to 7 days $ 31,084 $§ 310,287 (279,203) $ 57,889 $ 259,909 (202,020)
Up to 31 days 14,357 45,647 (31,290) 11,908 65,713 (53,805)
Up to 92 days 26,096 31,106 (5,010) 30,481 11,253 19,228
Up to 184 days 18,714 3,630 15,084 21,746 551 21,195
Up to 366 days 29,647 403 29,244 30,818 3,755 27,063
Subsequent 325,430 50,420 275,010 230,253 44,601 185,652
With no defined
maturity 22,874 26,709 (3,835) 31,394 28,707 2,687

Total $ 468,202 $§ 468,202 $ 414489 § 414,489

The negative liquidity gap on the horizon of one month amounts to $310,493, that is, $54,668
more than the level recorded for $255,825 the prior year.
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Foreign currency maturity profile.

Foreign currency lending and borrowing transactions at December 31, 2016 increased 37.3%
in the course of the year, which resulted in a higher amount in assets and liabilities less than
three months. Both balance sheet and memorandum account positions are considered, that is
repurchase transactions (repos) and derivatives in the Maturity Gap, based on regulatory

criteria.
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2016 2015

Maturity

ranges Assets Liabilities Gap Assets Liabilities Gap
Up to 7 days $ 1,690 $ 2,590 (900) $ 2237 $ 1,612 625
Up to 31 days 1,213 574 639 351 407 (56)
Up to 92 days 1,193 1,031 162 69 624 (555)
Up to 184 days 79 235 (156) 193 226 (33)
Up to 366 days 471 131 340 47 37 10
Subsequent 2,009 2,256 (247) 1,932 2,060 (128)
With no defined
maturity 162 - 162 137 - 137

Total $ 6,817 $ 6,817 $ 4,966 $ 4,966

In accordance with the contractual maturity of foreign currency assets and liabilities, and
based on the amounts of the balance sheet at December 2016 closing, it is observed that
there was liquidity for $900 in the first 7 days of January 2016.

Maturity GAP ME S

100 1,500

600 1,000
500

(200 S - 500

(1,000)
(600)
(1,500)

(£,000) o et [2,000)
T days 31 days 92 days 184 days 366 days  Subsequent maturity
— Gap {200} 639 162 (155) 340 [248) 162
@=Gap acumulated {900} {261} {99) (255) B3 [163) 0

6. Estimate of gain or loss on advance sale.

In order to comply with the provisions of Article 81 of Section I, paragraph b), of the Provisions,
the estimate on the gain or loss on the advance sale of assets in normal conditions and in
extreme scenarios is presented below.

At December 2016 month end, upon considering crisis scenarios in corporate and investment
trading portfolios a maturity, a loss would have been generated amounting to 156.85 million
MXP equivalent to 0.9% of the value of the position, if there had been a situation similar to that
at October 16, 2008.
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Advance Crisis scenarios
Portfolio MXP Position sale 12/21/94 08/25/98 09/11/01 09/19/02 04/28/04 10/16/08
Corporate
Trading 5,263.47 (0.12) (0.12) (0.69) 0.23 0.05 0.02 (0.00)
Investment to
maturity 11,366.31 (131.27) (90.25) (117.75) (0.65) (20.46) (131.27) (156.85)

Upon considering crisis scenarios on the Cayman Island's available-for sale portfolios and the
held-to-maturity bonds of London and Cayman Island, a loss could have been caused
amounting to 71.53, equivalent to 0.9% of the value of the position, if there had been a
situation similar to the crisis of 2008.

Crisis scenarios
Portfolio MXP Position Early sale  12/21/94 10/12/98 09/12/01 09/19/02 05/10/04 10/16/08

Available-for-

sale 6,590.47 (199.50) (18.62) (199.50) (230.21) (92.45) (77.10) (55.70)
Investment to
maturity 1,327.80 (23.10) (6.38) (56.25) (4.80) (23.10) (20.71) (15.83)
Credit risk.

Credit risk is defined as the likelihood that a counterparty or borrower fails to perform its credit
obligations in due time and proper form. It further refers to the loss of value of an investment
determined by the change in creditworthiness of any counterparty or borrower, without
necessarily resulting in an omitted payment.

Expected Loss.

The expected loss on the loan portfolio is obtained by using the portfolio rating methodology
set forth in Chapter V of the Provisions, in connection with the Loan Portfolio.

Pursuant to the reserve obtained under this methodology, the following assumptions are also
established:

e The former employee portfolio is excluded to directly measure the effect of expected
losses of the portfolio with private sector risk.

e The credit to the Trust is not considered as a contingent (nonperforming) portfolio for
Risk Equity, since this Trust is responsible for managing its credit risk.

¢ No additional reserves are included.

¢ The portfolio of the financial agent is not considered since it is a portfolio without risk.

e |t is considered a nonperforming portfolio. Moreover, in accordance with the portfolio
rating methodology based on the expected loss, should an event of nonperformance
materialize, it does not imply that the expected loss should be provided for at 100%

Under these assumptions, at December 2016 closing, the total portfolio is placed for
$214,062.9, whereas the expected loan portfolio loss amounts to $2,720.3, equivalent to
1.27% of the rated portfolio and an equal percentage of the total portfolio.
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Estimate of expected losses

Portfolio Expected % Expected
Portfolio balance loss loss

Unrated $ 157.7 $ - 0.00%
Risk A 181,972.4 1,390.4 0.76%
Risk B 29,649.7 628.7 2.12%
Risk C 231.4 14.0 6.05%
Risk D 46.8 211 45.09%
Risk E 2,162.6 666.1 30.80%
Rated 214,062.9 2,720.3 1.27%

Total $ 2142206 $ 2,720.3 1.27%

Unexpected losses.

The unexpected loss represents the impact that could be suffered by the Institution's capital
derived from unusual loan portfolio losses, the level of coverage of this loss on capital, and
reserves of an Institution is a solvency indicator adjusted by the risk thereof.

Effective December 2005, the estimate of unexpected loan portfolio loss operations is realized
at the Institution, by using analytical and Monte Carlo simulation methodologies. As of that
date, the stability of these measures and their behavior in the face of various changes in the
environment has been observed to determine which of them should be used as the risk
measure of Institution's loan portfolio.

In November 2007, the CAIR concluded that of the methodologies proposed for the estimate
of the unexpected loan portfolio loss, the methodology with an economic approach is the best
methodology that best conforms to the basic internal method of Basel Il, based on:

e The similarity of concepts existing between the proposed economic methodology and
capital requirement for the loan risk estimated starting with the basic approach of Basel II.
This approach enables institutions to estimate the capital requirement with internal
methods that is necessary to support their risk.

e The high correlation and similarity of the average capital requirement observed of
internally applied methodologies of proposed unexpected loan portfolio loss during a year.

Moreover, the Institution considered that the unexpected loan portfolio loss should continue to
be estimated monthly using the valuation and Monte Carlo methodologies, to have information
in view of future changes of banking regulations in which portfolio market valuation is
requested. These methodologies are applied over a one-year period with a 95% reliability
level.
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At December 2016 year-end, the estimate of the unexpected loss under the economic
approach amounts to $16,445. By the same token, the VaR of the credit amounts to $19,424
million mexican pesos and represents 9.07% of the exposed portfolio.

Counterparty risk and diversification.

Comprehensive control of counterparty risk is exercised at the Institution, by applying credit
exposure limits established. These limits consider operations throughout all the balance sheet,
that is, both on financial markets and in the loan portfolio. The methodology used is consistent
with the General Rules for the Diversification of Risks in the Realization of Lending and
Borrowing Operations, applicable to Lending Institutions.

At December 2016 closing, no loan risk is concentrated in any economic group above
maximum financing limits.

The following number of loans exceeds 10% of the basic capital individually:

Number of loans Total amount Percentage of capital
34 $ 210,035 957.84%

Financing with the three highest debtors or, if applicable, groups of persons that represent
common risk amounts to $56,410.

Operating and Non-quantifiable Risk.
The risks to which a financial institution are exposed to are classified in two large categories,

quantifiable and unquantifiable. The unquantifiable risks, in turn, are divided into three types.
This classification is shown below:

Credit Risk
Liquidity Risk
Discretionary Risks
Market Risk

oo : Concentration risk
Quantifiable Risks
Operating Risk
N(?n-discretior]ary Technological Risk
Risks (Operating)
Legal Risk
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Strategic Risk
Reputation Risk

Non-discretionary risks, that is, the operating risk, are those derived from the business
operation, but they are not a result of taking a risk position. These risks are defined below:

Operating Risk: potential losses derived from internal control failures of deficiencies,
errors in processing and storage transactions:

Technological risk: potential losses on damages, interruption, alteration or failures derived
from the use or dependence on hardware, software, systems, applications, networks, and
any other information distribution channel in rendering services to the Institution's clients
that result in processing and storage errors of transactions or in the information
transmitted.

Legal Risk: potential losses derived from the applicable legal and administrative
provisions, unfavorable administrative and judicial resolutions handed down, as well as
the application of sanctions in connection with the operations carried out by Institutions.

Unquantifiable risks are unforeseen events that cannot conform to a statistical base that allows
for measuring potential losses which, among other things, are as follows:

Strategic Risk: potential losses due to failures or deficiencies in decision-making,
implementation of procedures and actions for the business model and the Institution's
strategies to be carried out, as well as the unknown risks to which the Institution is
exposed for undertaking its business activity, and affect the results expected for reaching
the targets agreed upon by the Institution in its strategic plan.

Business Risk: potential losses attributable to the risks inherent to the business and
changes in the economic cycle or environment in which the Institution operates.

Reputation Risk: potential losses in the development of the Institution's activity caused by
the impairment in the perception that the distinct interested parties have, both internal and
external, about its creditworthiness and viability.
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The operating risk management and unquantifiable risks is to formally establish the standards
and policies necessary to identify, measure, monitor, limit, control, inform, and disclose non-
discretionary and unquantifiable risks systematically and efficiently, which must be adhered to
by all areas of the Institution that are involved in activities that imply a non-discretionary or
unquantifiable risk, as well as the purpose of assuring timely identification of capital
requirements and resources derived from these risks.

The Institution has the following operating risk management and unquantifiable risk policies:

e The Risk Management information Sub-Department is responsible for defining the
procedures for managing inherent operating and residual risks, events of economic
losses, tolerance levels, risk limits, amounts of probable potential losses due to
unfavorable judicial or administrative decisions of litigations in which the Institution is a
plaintiff.

o None of the procedures defined for these risks may be modified or altered, only with the
authorization of the Comprehensive Risk Management Committee and annually by the
Board of Directors.

e The institution will have the necessary proof to manage non-discretionary and
unquantifiable risks.

e Tools will be used that have been developed or acquired, if applicable, by the Institution to
manage operating risk and unquantifiable risks.

Operating risk and unquantifiable risk strategy is to identify them, manage them, quantify them
(if applicable), document how to mitigate them through risk controls by processes, by
considering institutional experience that might impact or impair the solvency of the Institutional
above minimum requirements, thereby helping to reach institutional goals and objectives. The
information of these risks should also be disclosed to the Governing Bodies for timely
decision-making. Moreover, foster a culture of managing these types of risks at the Institution.

The operating risk process is fundamental, and it is documented and certified in accordance
with the quality management system under ISO 9001-2008 Standard, which assists in
reaching the objective of managing operating risk to which the Institution is exposed.

The structure of the personnel who manage non-discretionary and unquantifiable risks have
four elements, including the Information Risk Management Assistant Director.
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In connection with the scope and nature of information and operating risk measurement
systems and their reports, the Institution uses the institutional System named Operating Risk
Tool, which incorporates information from the results obtained from operating risk monitoring.
Moreover, everything is managed related to internal reports and regulatory reports
(classifications and quantification).

Operating risk related reports (including technological and legal) are drawn up in the CAIR,
through the "Risk Management and Follow-up Report" at least every quarter.

Methodologies, Limits, and Tolerance Levels.

Method for determining the Operating Risk Capital Requirement.

The Institution uses the Basic Indicator Method to calculate the capital requirement on its
exposure to operating risk, by following the methodology described in the Provisions.

Non-Discretionary Risks: Operating Risk.

The methodology used for operating risk management (quantitative and qualitative analysis) is
through an operating risk internal institutional model, which is based on a scorecard that
considers five risk factors. The methodology is applied to the results of self-evaluations of the
processes that describe the duties of the Institution and it allows for comparing the processes
analyzed with two indicators, nature and efficiency, which have defined tolerance levels by risk
factor and by indicator.

In addition, potential inherent risks of each process are identified, classified, and graded,
based on the methodology defined by the Commission. The result is sent in an annual report
named "Estimate of operating risk levels". The Commission's methodology provides product
catalogues, process, line of business, type of risk, and a guide for calculating the frequency
and impact of the inherent risk (without applying controls).

Considering the results obtained, potential risks inherent in the nine red area quadrant will be
defined together with those responsible for the process to which it belongs, actions or
additional controls to manage them.

The quantitative analysis is performed through operating risk loss events that occur at the
Institution, whose information is furnished by the owners of the processes involved. These
events are classified in accordance with the methodology defined by the Commission to draw
up the Loss events due to operating risk" and "Update of loss events due to operating risk"
regulatory reports. The Commission's methodology provides product catalogues, process, line
of business, and type of risk.

An operating risk limit was defined for monitoring loss events, considering the positive net
income of three years, considering methodologies and the Commission's comments.
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Non-Discretionary Risks: Technological Risk.

The technological risk methodology for identifying, quantifying, and managing this risk is
carried out by informatics, and it is based on five indicators, which are network security,
detection and blocking of viruses, availability of critical and non-critical services. Reports are
submitted with the CAIR as a risk monitoring control on at least a quarterly basis.

Its monitoring is monthly and it is carried out by comparing the levels obtained in each
indicator that considers the events reported by user areas vs. tolerance levels agreed upon
between informatics and those areas (Meta).

The information of this risk is inputted by informatics directly in the operating risk tool.

Legal risk.

There is an internal methodology for estimating the record of potential legal risk losses, based
on the expectations of specialists of having a favorable ruling handed down and classifying
them into five ranges.

without sufficient elements
high

moderate

considerable

low

The methodology is applied by the Adversarial Juridical and Credit Department, whose
personnel identify, quantify, and manage the legal risk. Reports are submitted with the CAIR
as a risk monitoring control on at least a quarterly basis.

The results of potential legal risk losses are grouped and reported to the CAIR at least
quarterly, by type of litigation which are as follows:

Labor Nature

Litigation Portfolio

Trust

Mercantile

Treasury and securities trading

Risks in the Institution's capital assets

Unquantifiable risks are those derived from losses or unforeseen external events that cannot
be associated with a likelihood of occurrence and the economic losses caused can be
transferred to external risk taking entities.
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Type of risk Definition Example
Loss Loss risk due to catastrophic events Fire, earthquake, volcanic
of the nature that they can interrupt eruption, hurricane, among
the operation or affect the capital other things.
assets of the Institution.
External Risk of loss caused entities not Vandalism, sit-ins, etc.

related to the Institution.

This type of risk is followed up on by considering the following criteria:

Inventory Control measures Economic impact
Capital Assets Institutional Capital Asset Insurance Premium payment
Program
Repossessed Institutional Capital Asset Insurance Deductibles in the event that
Assets Program they should materialize.

During 2016, policies covered the damages that eventually occur in national territory and
abroad of the tangible and intangible assets (all types of software or packages of programs,
licenses, permits, information technology, and databases), which generally include material
damages, civil liability, Accidental breakage of glass including lighted ads, robbery and/or
violent or non-violent assault, robbery of money and bank securities, electric,
electromechanical, electronic, electromagnetic, and fixed or mobile telephony equipment,
boilers and equipment subject to pressure, breakage of machinery, contractor equipment,
goods in transit (transportation), works of art and difficult or impossible to replace objects,
money and securities, weapons and security equipment, personal accidents, employee
disloyalty and terrorism. Moreover, there is a policy that covers the vehicle fleet.

Unquantifiable risks.

The methodologies implemented concur with the stipulations of the Provisions. A brief
description of them is provided below:

e Strategic risk.- The institution has a methodology based on defining documenting, and
following up on executive management strategies, which are defined and approved every
year, as well as presented to the Board of Directors at least every quarter, for decision-
making and mitigation of the risks detected.

e Business risk.- Four indicators were defined as a methodology for managing this risk,
which helps to identify the possible materialization of the risks that might affect the
Institution, due to the movements in the financial environment and the economic cycle.
These indicators are monitored through risk reports every month.
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e Reputation risk.- A Communication Plan was defined for managing this risk of the Social
Communication Department (plan, which applies and monitors the Social Communication
Department. That plan considers the attention of the minimum requirements issued by the
Commission in the reputation risk Provisions. The Social Communication Department
follows up on the events that affect the negative perception that exists inside or outside of
the Institution. This risk is reported to the CAIR as a control of this risk monitoring on at
least a quarterly basis.

Operating risk results.

Results of self-evaluations.

The result obtained from the Institution's most relevant processes in terms of their nature at
December 2016 month-end is as follows:

Nature

Name of the process Indicator */ Tolerance level
Treasury management 111.50 High Risk
Securities and cash custody and management 98.84 High Risk
Cash flow management and control 92.57 High Risk
General cashier's office 90.50 High Risk
Foreign exchange market 89.29 High Risk
Money market 88.29 High Risk
Capitals market 85.31 High Risk
Recovery of second tier portfolio 84.01 High Risk
Recovery of first tier portfolios, emerging programs,
and former employees 79.32 Medium High Risk
Front office financial agent 78.50 Medium High Risk
Derivatives market 75.95 Medium High Risk
Credit control desk operation 70.00 Medium High Risk
Back office financial agent 69.61 Medium High Risk
It keeps securities and central file 65.99 Medium High Risk
Automatic guarantee management 65.04 Medium High Risk
Trustee 63.24 Medium High Risk
Financial and accounting information and preparation
of financial statements 62.00 Medium High Risk
Electronic product management 61.61 Medium High Risk
Expense operation 57.30 Medium High Risk

*/ The higher the score, the more critical in terms of the nature of the process.

The result obtained at December 2016 closing of the most relevant processes that describe
the duties of the Institution, in terms of efficiency, is as follows:
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Efficiency
indicator
Name of the process */ Tolerance level

Financial and accounting information and preparation of

financial statements 44.75 Medium Risk
Foreign exchange market 39.29 Medium Risk
Derivatives market 37.04 Medium Risk
Treasury management 36.63 Medium Risk
Securities and cash custody and management 36.50 Medium Risk
Trustee 35.33 Medium Risk
Front office financial agent 35.00 Medium Risk
Recovery of second tier portfolio 34.76 Medium Risk
Expense operation 34.25 Medium Risk
Electronic product management 33.23 Medium Risk
Recovery of first tier portfolios, emerging programs, and

former employees 32.95 Medium Risk
Capitals market 32.39 Medium Risk
Back office financial agent 32.14 Medium Risk
Money market 31.87 Medium Risk
Cash flow management and control 31.00 Medium Risk
General cashier's office 30.85 Medium Risk
Credit control desk operation 28.70 Medium Risk
Automatic guarantee management 27.00 Medium Risk
It keeps securities and central file 26.67 Medium Risk

Note.- The higher the score, the more critical in terms of the efficiency of the process.

No inherent potential operating risk was defined nor recorded in a red area in 2016, that is,
area nine (high frequency and high impact); therefore, the institution complied with the
established risk limit.

Results of Economic Loss Events.

Forty-seven operating loss events were recorded in 2016, with a probable impact of 10.08
million mexican pesos. The monthly average was four events with an amount of 0.84 million

mexican pesos.

Likely % Average

Number of economic of the LEl in amount per

Quarter events impact each quarter month event
First 8 0.41 4.04% 0.05
Second 12 0.12 1.17% 0.01
Third 17 8.42 83.53% 0.50
Fourth 10 1.13 11.26% 0.1

Total 47 10.08 100.00%
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The consumption of the limit of economic loss events at every month end of 2016 was within
the established parameters, except for July in which there was an exposure amounting to

$6.5.

Result of Technological Risk Indicators.

During the twelve months of 2016, the network level indicator had zero intrusions. The
recovery of critical services indicator under disaster drill had 100% behavior. Moreover, the
detection and blocking of viruses from the network had zero impacts. The quarterly and
monthly average of these three risk indicators placed in the defined goal.

The behavior obtained of the availability of critical services indicator in the twelve months of

2016 is as follows:
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The behavior obtained of the availability of non-critical services indicator in the twelve months

of 2016 is as follows:
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The five technological risk indicators were found within the goals established for management
of this Risk.

The quarterly average and monthly average behavior of the Availability of critical services and
non-critical services Availability indicators in 2016 were as follows:

1st 2nd 3rd 4th 2016
T. R. Indicator Quarter Quarter Quarter Quarter annual
Description 2016 2016 2016 2016 average
Availability level of 99.77% 99.86%  99.73%  99.76% 99.78%
critical services
Availability level of 99.90% 99.93%  99.91%  99.91% 99. 91%

non-critical services
The quarterly and monthly average of the availability level of critical and non-critical services
were within the established goals.
Result of Legal Risk.

At December 2016 year end, the status of recording potential legal risk losses is as follows:

Income or
Provision / Income loss /
Type of lawsuit Contingency Provision Contingency (loss) Provision
Total (1+2+3+4) 134.47 50.14 37.29% 15.96 31.83%
1) Labor Nature 36.41 22.40 61.52% 15.63 69.78%
2) Litigation 10.68 9.44 88.39% 0.33 3.50%
Portfolio
3) Trusts 87.38 18.30 20.94% 0.00 0.00%
4) Treasury and
securities 0.00 0.00 0.00% 0.00 0.00%
trading

Comparative results with the prior year:

1. The labor portfolio contingency reports an amount of $36.41 million mexican pesos, which
had a 50.45% variation with respect to the prior year, which is equivalent to an amount of
$12.21. The provision reports an amount of $22.40 million mexican pesos, which had a
88.39% variation with respect to the prior year, which is equivalent to an amount of
$10.51. The movement in Contingency is derived mainly from the beginning of three labor
lawsuits, the update of five cases in the expectations of having a favorable ruling handed
down for the institution and the corresponding restatement in the amount of the suit by
operation of law. The movement in Provision is due mainly to the beginning of two labor
lawsuits expected to have a low favorable ruling handed down and the update of five
cases expected to have a favorable ruling handed down for the Institution.
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2. The litigation portfolio reports an amount of $10.68, which had a 62.67% variation with
respect to the prior year, which is equivalent to an amount of $17.93. The litigation
portfolio reports an amount of $9.44, which had a 3.62% variation with respect to the prior
year end, which is equivalent to an amount of $0.33. The movement in Contingency and
Provision is due mainly to the satisfactory conclusion of a legal proceeding and the
restatement of the amount demanded in a case.

3. The trust contingency portfolio reports an amount of $87.38, which had a 5.71% variation
with respect to the prior year end, which is equivalent to an amount of $4.72. The
provision of Trusts reports an amount of 18.30 million mexican pesos, which had a 0.11%
decrease, which is equivalent to an amount of $0.02 million mexican pesos. The
movement in Contingency and Provision is mainly due to the volatility of the MXP/USD
exchange rate, a legal proceeding concluded satisfactorily, and the incorporation of two
new cases with a high perspective of success.

Unquantifiable risks.

Risks in the applications to the Institution's capital assets.

Three claims were reported in 2016 that affected the institution's capital assets in the field of
electronic and miscellaneous equipment, with an estimated amount of $0.01.

Strategic Risk.

The behavior of meeting the goals of executive management has been followed up on at least
quarterly in 2016, to identify the main risks expertly, in order to mitigate them and eventually
make decisions that do not lead to noncompliance with the goals of the Institution.

Business Risk.

Defined indicators for managing this risk were monitored in 2016, through risk reports on
market, concentration, liquidity, guarantees, and credit.

Reputation risk.

The Social Communication Department met the minimum reputation risk requirements issued
by the Commission in the Provisions in 2016. Events that affect the negative perception
existing both internally and externally were monitored monthly. The positive and negative
notes are analyzed through printed, electronic communication channels, as well as internet
portals and state information.
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General Internal Control Rules in a Federal Public Administration environment.

The agreement on which the Internal Control Provisions are issued and the General Internal
Control Administrative Application Manual (The Agreement) issued by the Ministry of Public
Office, announced in the Official Daily Gazette on July 12, 2010, whose most recent update
was on May 2, 2014, presents the requirements that agencies and government entities of the
Federal Public Administration and the Office of the Attorney General should observe for the

reduction and simplification of administrative regulation of Internal Control issues.

The documents of "2015 fourth quarter Risk Management Work Plan Progress Report" and
"Annual Report of Institutional Risk behavior at a Strategic level at 2015 year end, contained in
the regulation of Internal control maters issued by the Ministry of Public Office (SFP)" were
drawn up and formalized in the first quarter of 2016. Moreover, they were submitted to the
Audit Committee at its meetings of February and March 2016, respectively.

In addition, the General Director of the Institution Informed the Head of the Internal Control
Organ of the Institution on April 20, 2016 that due to the modifications of the standards that
govern development banks issued by the Commission, beginning this year, the policies,
guidelines, and procedures will be applied for Comprehensive Risk Management and for the
Internal Control System, pursuant to the particularities that the Institution has as a
development bank and the standards that govern it, without contravening the Provisions
contained in the agreement.

The information concerning the leveraging ratio is disclosed with amounts at December 2016,
in compliance with the Resolution that modifies the general provisions applicable to lending
institutions, namely, Article 2 Bis, 120, Articles 180, 181, and exhibit 1-O Bis, published in the
Official Daily Gazette on June 22, 2016.

TABLE 11
STANDARD FORM FOR LEVERAGE RATIO DISCLOSURE

REFEREMNCE CAPTION AMOUNT
On-Balance Sheet Exposure
On-balance sheet items (encluding derivative financial instruments and repurchase
1 operations and securities lending, but including collaterals recelved and recorded on the 492 525
halance sheet).
2 (Amounts of assets deducted to determine capital Tier 1 of Basilea Il 3413
Exposure on balance sheet (net) (excluding derivative financial instruments and SFT,
- . 489112
sum of lines 1 and 2)
Exposure to derivative financial instruments
Current replacement cost associated with all ransactions with derivative financial instrumenis
4 o . 3.205
(met of the allowable cash variation margin)
5 Amount of the additional factors by future potential exposure, associated to all fransactions 2 490
with derfvative financial instruments. '
Increase by collateral confributed In transactions with derivative financial instruments when
] such collateral is written-off from the balance sheet according to the operating accounting N.A.
framework.




TABLE 1.1
STANDARD FORM FOR LEVERAGE RATIO DISCLOSURE
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REFERENCE CAPTION AMOUNT
On-Balance Sheet Exposure
7 (Deductions to accounts receivable by margin of variation in cash contributed in
tranzactions with derivative financial instruments)
(Exposure to derivative financial instruments on behalf of clients, in which the liquidating
B partner does not grant its guarantee in case of non-compliance with the obligations off H.A.
the Central Counterparty)
] Effective adjusted notional amount of the underwriting credit derivatives. H.A.
(Compensations made to the adjusted effective notional of the credit derivative financial
instruments underwritten and deductions ofthe additional factors by the credit derivative MN.A.
financial instruments underwritten
Total exposure to derivative financial instruments {sum of lines 4 to 10) 5,695
Exposure to securities financing operations
12 Gross SFT assets (without compensation recognition), after adjustments for sales 29 297
transactions. !
13 (Accounts Payable and Receivable for offset SFTs) - 22277
14 Exposure Risk of Counterparty by SFT 161
Exposure by SFT on behalf of third parties -
Total exposure for securities financing operations (sum of lines 12 to 15) 181
Other exposures off-balance sheet
17 Off-balance exposure (aross notional amount) 112,816
(Translation adjustments to credit equivalents) - 101,534
19 Off-balance items (sum of lines 17 and 18) 11,282
Capital and total exposures
20 Capital Tier 1 22 B57
21 Total exposures (sum of lines 3, 11, 16 and 19) 506,270
Leverage ratio
22 Leverage ratio of Basilea lll 4 5%
TABLE I1.1
COMPARATIVE OF TOTAL ASSETS AND AJUSTED ASSETS
REFERENCE DESCRIPTION AMOUNT
1 Total assets 51 5)[}}'5
Adjustment for investments in the capital of banking, financial, insurance or commercial
2 entities that are consolidated for accounting purposes, but are outside of the scope of]- 3413
regulatory consalidation.
Adjustment for trust assets recognized on-balance sheet under the accounting framework
3 ' MLA
but excluded from the measurement of the exposure to the leverage ratio.
4 Derivative financial instruments adjustment. 51442
5 Repurchase and securities lending operationsadjustment. - 22,1 16
G Adjustment for recognized items off-balance-sheet. 11,282
7 Other adjustments -
8 Exposure of the leverage ratio 506,270
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RECONCILIATION BETWEEN TOTAL ASSETS AND ON-BALANCE SHEET EXPOSURE

REFERENCE DESCRIPTION AMOUNT
1 Total assets 515,075
2 Derivative financial instruments transactions - 253
3 Repurchase and securities lending transactions. - 22 297
4 Trust assets recognized in the balance sheet under the accounting framework, but NA
excluded from the measure of exposure to the leverage ratio.
On-balance sheet exposure 492 525

TABLE IV.1

MAIN CAUSES OF THE MOST IMPORTANT VARIATIONS OF THE
ELEMENTS

(NUMERATOR AND DENOMINATOR) OF LEVERAGE RATIO

CONCEPT/IQUARTER

Core capital 22 697

Adjusted assets 506,270
4.5%

Leverage Ratlo

NOTE 33. RESTATEMENT OF 2015 FINANCIAL STATEMENTS

During November and December 2016, the Institution recognized certain accounting corrections
retrospectively in the financial statements for the year ended December 31, 2015 with the following

effects:
Restated
Balances balances at
At December Restatement December
31, 2015 effects 31, 2015
ASSETS
Held-to-maturity securities (a) $ 12,894 § 30 % 12,924
Other assets (b) $ 1,322 § (148) $ 1,174
LIABILITIES
Negotiable instruments issued (b) $ 68,899 $ (54) $ 68,845
Deferred credits and Advance
payments from customers (b) $ 144 $ 94) $ 50
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Restated
Balances at balances at
December Restatement December
31, 2015 effects 31, 2015
STOCKHOLDERS' EQUITY
Capital gains:
Net income (a) $ 1,254 $ 30 $ 1,284

(a) Recognition of interest derived from the gain on inflation of CBICS, which the system was
undervaluing in 2015.

(b) Presentation in conformity with the criterion “A-2 Application of Particular Standards” in
paragraph 38 of Exhibit 33 of the Sole Circular of Banks.

NOTE 34. NEW ACCOUNTING PRONOUNCEMENTS

A series of Financial Reporting Standards (FRS) and Improvements to FRS issued by the CINIF in
December 2015 and 2016 are described below, which will go into effect in the year indicated.
These FRS and Improvements to FRS are considered not to have a significant application in the
consolidated financial information presented by the Institution.

2017

Beginning January 1, 2017, the following improvements to FRS were issued:

FRS B-13 “Events subsequent to the date of the financial statements”, FRS B-6 “Statement
of financial position”, FRS C-19 “Financial instruments payable”’, and FRS C-20 “Financial
instruments receivable” If an agreement is reached to maintain long-term payments of a liability
contracted with those payment conditions and which have fallen into default at the date on which
the financial statements are authorized to be issued, that liability is allows to be classified as a
long-term item at the date of the financial statements, and its early application is permitted for fiscal
years beginning January 1, 2016.

FRS D-3 “Employee benefit” This standard is modified to establish that, as a basic principle, the
discount rate to be used in the determination of the present value of long-term labor liabilities must
be a free market rate, or a credit risk with a very low risk, which represents the value of money in
time. Consequently, either the government bond market rate or high quality corporate bonds might
be used indistinctly in absolute terms on a deep market, provided that high quality corporate bonds
meet the requirements set forth in Appendix B "Application guides", B1 "Guide for identifying
issues of high quality corporate bonds in absolute terms on a deep market”. Its early application is
permitted.

2018
Beginning January 1, 2018, the following FRS will go into effect:
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FRS B-17 “Determination of fair value” This standard defines fair value as the starting price that
would be received for selling an asset or paid for transferring a liability in an orderly transaction
between market participants at the valuation date (that is, a current value based on the starting
price). Determining fair value requires considering:

e The particular asset or liability that is being valued;

e The higher and best use of the asset for a nonmonetary asset, and if the asset is used in
combination with other assets and on an independent base.

¢ The market on which an orderly transaction would take place for the asset or the liability.

e The appropriate valuation technique or techniques for determining fair value, which must
maximize the use of relevant observable input data and minimize unobservable input data.

FRS C-2 “Investment in financial Instruments (Fl)” The main change in this standard is the
classification of Fls in which investments are made. The concept of intent of acquisition and use of
an investment in an Fl is ruled out to determine its classification. The business model concept is
adopted in its place of management of investments in Fls in order to cash flows, which can be to
obtain a contractual return of an Fl on the collection of contractual yields and /or sale or obtaining
gains on buying and selling them to classify the various Fls. A reclassification of investments in
financial instruments is not permitted between their categories (receivable, debt at fair value, and
marketable), unless the business model of the entity is changed, which seldom occurs.

FRS C-3 “Accounts receivable” The main changes consist of specifying that:
e Accounts receivable based on a contract represent a financial instrument.

e The allowance for doubtful commercial accounts is recognized from the time at which the
revenue is accrued based on expected loan losses.

o It sets forth that the value of money in time should be considered from the initial recognition.
Accordingly, if the effect of the present value of the receivable is significant, it should be
adjusted based on present value; and

e Present an analysis of the change between the opening balance and the final balance of the
allowance for doubtful accounts.

FRS C-9 “Provisions, contingencies and commitments” The term probable was adjusted in the
definition of liability and the term of virtually unavoidable was eliminated. The first - time application
of this FRS does not generate accounting changes in the financial statements of the entities.

NIF C-10, "Derivative financial instruments and hedge ratios"

¢ Hedge ratios are required to be aligned with the risk management strategy for which they
qualify as hedge ratios. Otherwise, they would not qualify as such, and they might not be
recognized as hedge ratios.

e The restriction was eliminated of being able to establish a hedge ratio of assets and liabilities
valued at fair value.
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e Specific measurements are eliminated (between 80% and 125% with respect to the variations
of the hedged item) to determine if a hedge is effective, and any ineffectiveness is immediately
recognized in income;

e The hedge ratio is only discontinued if the hedge instrument or hedged item no longer exist or
if the risk management strategy changes, which is unusual and seldom;

e Hedge proportion is required to be rebalanced if there is ineffectiveness, either by increasing
or decreasing the hedged item or the hedge instrument.

o Existing embedded derivative financial instruments are not permitted to be separated when the
host instrument is a financial asset; and

¢ A netincome and expense position is permitted to be designated as a hedged item, while that
designation reflects the risk management strategy of the entity.

FRS C-16 “Impairment of financial instruments receivable” Determine when and how expected
losses must be recognized for Impairment of Financial Instruments Receivable. Those losses must
be recognized when credit risk increases and it is concluded that part of the future cash flows of
the Financial Instruments Receivable will not be recovered. It further proposes that the expected
loss be recognized based on historical experience of loan losses, current conditions, and
reasonable and sustainable forecasts of the different quantifiable future events that might affect the
amount of future cash flows recoverable from those Instruments. This implies that estimates should
be made that must be adjusted periodically, based on the experience gained. Moreover, it has to
be determined how much and when are expected to recover for Financial Instruments Receivable
that accrue interest, since the recoverable amount must be at its fair value.

FRS C-19, "Financing instruments payable" This FRS sets forth:

e The possibility of subsequently valuing certain financial liabilities at their fair value subsequent
to their initial recognition when certain exceptional conditions are met.

e Value long-term liabilities at their present value in their initial recognition, considering their
value in time, when their term exceeds one year or outside of normal credit terms; and

e Restructuring a liability without substantially modifying future cash flows to pay it in full, the
costs, and fees disbursed in this process will affect the amount of the liability and they will be
amortized at a modified effective interest rate, instead of being allocated directly to net income
or loss.

FRS C-20 “Financing instruments receivable” This standard specifies the classification of
financial instruments in assets, based on the business model:

e |f a gain is generated through a contractual return, predetermined in a contract, they are
recognized at their amortized cost;

¢ In addition, if they are used to generate a gain based on their buying and selling, they are
recognized based on their fair value. The embedded financial instrument, which modifies the
flows of the principal and interest of the host instrument, will not be separated, but rather
everything will be valued at their fair value, as if it were a marketable financial instrument.



NOTE 35. AUTHORIZATION TO ISSUE THE FINANCIAL STATEMENTS

The officers who subscribe the consolidated financial statements authorized those statements and
their corresponding notes to be issued on February 15, 2017.

These notes are part of the consclidated financial statements at December 31, 2016 and 2015,

\ W i
Dr, FedwiMi Gonzalez
Chief.Executive Officer Associate General Director of Administration and
Finance

C. P. Sgfhic Navarrete Reyes
Ac ing and Budget Director
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Regional Offices:

NORTHWEST REGIONAL OFFICE SOUTHEAST REGIONAL OFFICE

Said Saavedra Bracamonte Maria Teresa Cavazos Samia
(Director) (Director)

Blvd. Eusebio Kino No. 309 Calle 17 No. 135

Torre Hermosillo 5° piso Col. México

Col. Country Club Mérida, Yucatan.

Hermosillo, Sonora. C.P. 97125

C.P. 83010 Tel: 01 999 948-4878, 4883 y 4884
Tel: 01-662-289-2301 a la 2303 E-mail: mcavazos@nafin.gob.mx

E-mail: ssaavedra@nafin.gob.mx

NORTHEAST REGIONAL OFFICE LONDON BRANCH

Luis Roberto Reyna Ortiz Pedro Guerra Menéndez

(Director) (Commissioned in substitution for the absence of the
owner)

Av. El Roble No. 300, Edificio Torre Alta, P.B. Esq. Gébmez Morin

Col. Valle del Campestre 28th Floor, 30 St. Mary Axe

San Pedro Garza Garcia, Nuevo Leon. London EC3A 8BF

C.P. 66265 Tel: 00 (44) 020-7469-4123

Tel: 01-81-8173-1200 y 1201 Fax: 00 (44) 020-7469-4122

E-mail: Irreynao@nafin.gob.mx

WESTERN REGIONAL OFFICE CENTRAL REGIONAL OFFICE

Jorge Alberto Guerra Marquez David Garibay Mendoza

(Director) (Director)

Rubén Dario No. 1109-5A, Insurgentes Sur 1971, torre 4, piso 11, Plaza Inn
Col. Providencia Col. Guadalupe Inn, Delegacion Alvaro Obregén
Guadalajara, Jalisco. México, Ciudad de México

C.P. 44620 C.P. 01020

Tel: 01-33-3648-5501 y 5502 Tel: 0_1-55-53?5-6132 .

E-mail: jaguerra@nafin.gob.mx E-mail: dgaribay@nafin.gob.mx
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