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Spain isasweet spotformany GCC investors
with property holdings and deposits. Hence,
it may be of interest to focus on the latest
hostile takeover bid by BBVA Bank targeting
Sabadell Bank. BBVA is the second largest
bank (after Santander) in Spain with assets
exceeding Euro 840 billion while Sabadell
Bank’s assets are to the tune of Euro 254
billion.

Mergers and consolidation are not a new
theme for Spain banking system, which
explains the dwindling number of banks
from 55 (before GFC in 2008) to just 10 now.
BBVA has been making efforts to increase
its market share by targeting Sabadell. The
first merger talks between the two banks
happened back in 2020 and it failed due to
pricing concerns. BBVA revived its interest to
merge with Sabadell again in mid-April 2024
by offering 1 share of BBVA for every 4.83
shares of Sabadell. The offer again failed to
enthuse Sabadell’s board even though at
that time BBVA’s offer valued Sabadell 30%
higher than the market price.

With formal bids failing, BBVA launched a
hostile takeover bid by offering Euro 2.26/
share directly to shareholders of Sabadell
(currently trades at Euro 1.9 per share). The
outcome of this bid is yet to be known. In the
meantime, the share price of Sabadell went
up while the share price of BBVA fell closing
the gap and sapping the attractiveness of
the deal. BBVA needs 50.1% shareholders
to take up the offer to consummate the
merger. Given the fact that 53% of Sabadell
shareholders are institutional, BBVA expects
to close the merger latest by mid-2025 by
trying to convince both retail as well as
institutional shareholders.
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The motive behind BBVA's persistent
attempts to take over Sabadell is clear.
They would want to be the largest valued
bank in Spain with significant increase in
the share of other key metrics like loans,
deposits, etc. Also, BBVA's revenue majorly
is from Mexico (47%) and Spain while that
of Sabadell is nearly 70% accruing from
Spain. Hence, this merger would reposition
BBVA back to a Spain-focused bank. BBVA
claims that this merger would be earnings
accretive and would result in savings of
Euro 850 million. It also claims that the
merger will increase Sabadell’s diversity
of operations. The retail banking strength
of BBVA coupled with the SME strength of
Sabadell is a killer combination to have, so
goes the BBVA argument. The combined
balance sheet would be worth over Euro 1
trillion with combined market capitalization
of over USD 70 billion. However, any merger
proposal tends to exemplify the benefits and
underplay troubles. In reality, post-merger
management of integrating two companies
together is always wrought with challenges
starting from IT integration to cultural
integration.

Sabadell has been steadfast in its view that
BBVA has valued the bank way below what
it is worth. The large retail shareholding of
Sabadell and their interest in keeping their
Catalonian roots may be a dampener to the
deal.

The government and the regulator may
not be too keen to support this merger as
it will shrink an already dwindling banking
ecosystem of Spain purely from number of
banks point of view. This may also result in
job losses and may impact customers as
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well. More importantly, regulators may be
concerned about a reduction in banking
competition which can hurt consumers.

Such hostile takeover bids will need
endorsement from multiple layers like
shareholders, competition authority,

government, ECB, etc. However, Spanish
banks will also have to find new sources of
revenues once interest rates start to cool
down. Increased interest rates were feeding
bank revenues so far and hence the pressure
on banks to consolidate, increase market
share and brace for falling interest rates.

Hostile takeover bids are rare in Europe
with the recent successful one happening
in 2020 where Intesta took over UBI Banca.

If the takeover drama prolongs beyond a
reasonable period, then it can start hampering
the overall banking system as it induces an
element of uncertainty for investors and
depositors. At the moment, the challenges
facing this bid seem to outnumber the
synergies. If regulatory push back becomes
intense, BBVA may once again start on the
friendly route more than hostile route. But for
now, they are sticking with their plan.

From a GCC investor perspective who has
exposure to these banks as depositors and
investors, it may not be a matter of concern
as Spanish banks enjoy good credit rating
and have shown some healthy shareholder
wealth creation as well.
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APPENDIX

Spanish Banking Sector Overview

Company MBI s Lo RS oo 3, Npon SeR e
(USD bn)
Santander 79.3 1943.7 1120.1 72.2 3.2% 12.3% 13.4 A+ A-
BBVA 61.2 840.7 429.3 43.1 3.8% 25.3% 9.3 A BBB+
CaixaBank 19.5 654.8 387.8 20.7 2.0% 20.4% 5.3 A- BBB+
Sabadell 10.9 255.7 171.5 7.5 2.4% 40.1% 1.5 BBB+ BBB-
Bankinter 5.0 122.6 82.6 3.5 2.4% 16.7% 0.9 A- NR
Unicaja 1.6 104.5 85.0 2.4 1.6% 12.3% 0.3 NR BBB-

Proposed BBVA-Sabadell Merger (FFL MCap)

BBVA

Sabadell

Combined

Santander

Spain - Loan Market Share (%)

Peer 1

Combined | - | %

Peer 2

BBVA 13.8%
Sabadell 8.1%

Peer 3
Peer 4
Peer 5
Peer 6
Peer 7

Source: Refinitiv; Note: Market Cap as of 14th May 2024; Other data as of 31st December 2023; Loan Market Share data from BBVA press
release; NR — Not Rated
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BBVA-Sabadell Merger

BBVA - Ownership (%)

Retail,
37.2%
Institutional,
62.8%
BBVA - Gross Income (%)
South gtg&rs,
America, M
14.2%
Spain,
25.8%
Turkey,
9.8%

Mexico,
46.7%

Sabadell - Ownership (%)

Retail,

47.0% Institutional,

53.0%

Sabadell - Gross Inome (%)

Mexico,
6.8%

UK,
23.5%

Source: Refinitiv; Note: Market Cap as of 14th May 2024; Other data as of 31st December 2023; Loan Market Share data from BBVA press

release

BBVA acquired Bancomer, one of the largest banks in Mexico in 2000 as part of its international

expansion.
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Historical

2020-2023: Sabadell resolves problem related to
SME activity, mortgage provisions, troublesome
banking unit in UK (TSB), and Covid-19 challenges.

2020: First merger talks between BBVA and
Sabadell. Talks broke down owing to pricing
concerns.

Mid-April 2024: Merger talks resumed between
chairman of two banks. April 30 set as deadline

for formal offer. April 25: Sabadell announces results and improves

guidance. Stock prices soared, eating into potential

April 30: BBVA announced offer to Sabadell premium of offer from BBVA.

management with exchange ratio of 1 new

BBVA share for 4.83 Sabadell shares.
May 3: Sabadell open to discussion with BBVA

management. Believe offer is a good starting point
May 5: BBVA mentions offer is final and no for discussion.

potential for negotiation via letter to Sabadell.
May 6: Sabadell rejects BBVA’s offer

May 8: Sabadell publishes letter from BBVA
sent on May 5.

May 9: Hostile offer to Sabadell shareholders on
same terms.

Deal Details: Deal values Sabadell at 21%
premium to May 14 valuation, at USD 13.2

billion.
140 Sabadell v BBVA**
——BBVA ——Sabadell 5 6 7 8
\/—
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Source: Refinitiv; Note: Price Close as of 14th May 2024; *Offer price is calculated based on the share exchange ratio and the correspond-
ing prices of the banks on 29th April 2024; **Share prices are rebased to 100 at the end of March 2024
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