FINAL OFFERING MEMORANDUM STRICTLY CONFIDENTIAL

d% BANORTE

U.S.$ 600,000,000 6.750% NC5 Notes
U.S.$ 500,000,000 7.500% NC10 Notes

Banco Mercantil del Norte, S.A.,

Institucion de Banca Multiple, Grupo Financiero Banorte,
acting through its Cayman Islands Branch
6.750% Perpetual 5-Year Callable Subordinated Non-Preferred Non-Cumulative Tier 1 Capital Notes
7.500% Perpetual 10-Year Callable Subordinated Non-Preferred Non-Cumulative Tier 1 Capital Notes

Banco Mercantil del Norte, S.A., Institucion de Banca Multiple, Grupo Financiero Banorte (the “Bank” or the “Issuer™), a multiple purpose bank incorporated in
accordance with the laws of the United Mexican States (“Mexico”), acting through its Cayman Islands Branch, is offering U.S.$600,000,000 in aggregate principal
amount of its 6.750% Perpetual 5-Year Callable Subordinated Non-Preferred Non-Cumulative Tier 1 Capital Notes (the “NC5 Notes™) and U.S.$500,000,000 in
aggregate principal amount of its 7.500% Perpetual 10-Year Callable Subordinated Non-Preferred Non-Cumulative Tier 1 Capital Notes (the “NC10 Notes™) (the
NC5 Notes and the NC10 Notes, collectively, the “Notes” and separately, each a “series of Notes). Each series of Notes will be issued under a separate indenture.
The Notes are perpetual instruments with no fixed maturity or fixed redemption date, unless previously redeemed as described in this offering memorandum. The
Bank may redeem the NC5 Notes, in whole or in part, subject to certain regulatory requirements, at its option on September 27, 2024 (the “NC5 First Call Date) and
on any Interest Payment Date (as defined below) thereafter. The Bank may redeem the NC10 Notes, in whole or in part, subject to certain regulatory requirements, at
its option on June 27, 2029 (the “NC10 First Call Date”) and on any Interest Payment Date thereafter. THE BANK MAY ALSO REDEEM EACH SERIES OF
NOTES SEPARATELY, IN WHOLE BUT NOT IN PART, SUBJECT TO CERTAIN REGULATORY REQUIREMENTS AND APPROVALS, AT ANY
TIME, IF THERE ARE SPECIFIED CHANGES IN (1) MEXICAN OR CAYMAN ISLANDS LAWS AFFECTING THE WITHHOLDING TAX
APPLICABLE TO PAYMENTS UNDER SUCH SERIES OF NOTES; (2) MEXICAN LAWS THAT RESULT IN A CAPITAL EVENT (AS DEFINED IN
THIS OFFERING MEMORANDUM); OR (3) APPLICABLE TAX LAWS THAT RESULT IN INTEREST ON SUCH SERIES OF NOTES NOT BEING
DEDUCTIBLE BY THE BANK, IN WHOLE OR IN PART, FOR MEXICAN INCOME TAX PURPOSES. SEE “DESCRIPTION OF THE NC5
NOTES—REDEMPTION—WITHHOLDING TAX REDEMPTION,” “DESCRIPTION OF THE NC10 NOTES—REDEMPTION—WITHHOLDING
TAX REDEMPTION,” “DESCRIPTION OF THE NC5 NOTES—REDEMPTION—SPECIAL EVENT REDEMPTION” AND “DESCRIPTION OF THE
NC10 NOTES—REDEMPTION—SPECIAL EVENT REDEMPTION.”

PRINCIPAL AND INTEREST ON EACH SERIES OF NOTES WILL NOT BE PAID UNDER CERTAIN CIRCUMSTANCES. IF A TRIGGER
EVENT (AS DEFINED HEREIN) OCCURS, THE PRINCIPAL AMOUNT OF THE NOTES OF EACH SERIES WILL BE WRITTEN DOWN AS
DESCRIBED IN THIS OFFERING MEMORANDUM, WITHOUT THE POSSIBILITY OF ANY FUTURE WRITE-UP OR REINSTATEMENT OF
SUCH PRINCIPAL, AND HOLDERS OF NOTES WILL AUTOMATICALLY BE DEEMED TO HAVE IRREVOCABLY WAIVED THEIR RIGHT TO
CLAIM OR RECEIVE REPAYMENT OF ANY WRITTEN DOWN PRINCIPAL AMOUNT, OR ANY ACCRUED AND UNPAID INTEREST WITH
RESPECT THERETO, AS FURTHER DESCRIBED IN THIS OFFERING MEMORANDUM. SEE “DESCRIPTION OF THE NC5 NOTES—TRIGGER
EVENT AND WRITE-DOWN—WRITE-DOWN” AND “DESCRIPTION OF THE NC10 NOTES—TRIGGER EVENT AND WRITE-DOWN—WRITE-
DOWN.” INTEREST ON THE NOTES OF EACH SERIES WILL BE DUE AND PAYABLE ONLY AT THE BANK’S SOLE DISCRETION AND THE
BANK WILL HAVE SOLE AND ABSOLUTE DISCRETION AT ALL TIMES AND FOR ANY REASON TO CANCEL ANY INTEREST PAYMENT IN
WHOLE OR IN PART THAT WOULD OTHERWISE BE PAYABLE ON ANY INTEREST PAYMENT DATE. ADDITIONALLY, INTEREST DUE ON
THE NOTES FROM THE BANK WILL BE MANDATORILY AND AUTOMATICALLY CANCELED IF (A) THE BANK IS CLASSIFIED AS CLASS
I OR BELOW PURSUANT TO ARTICLES 121 AND 122 OF THE MEXICAN BANKING LAW AND REGULATIONS THEREUNDER, WHICH
SPECIFY CAPITALIZATION REQUIREMENTS, OR (B) AS A RESULT OF THE APPLICABLE PAYMENT OF INTEREST, THE BANK WOULD BE
CLASSIFIED AS CLASS II OR BELOW (AN “INTEREST CANCELLATION EVENT”). PAYMENTS OF INTEREST DUE ON THE NOTES OF
EACH SERIES WILL NOT BE CUMULATIVE, SO THAT IN THE EVENT THAT PAYMENTS OF INTEREST ARE CANCELED, HOLDERS OF
EACH SERIES OF NOTES WILL NOT HAVE THE RIGHT TO CLAIM AND RECEIVE CANCELED INTEREST, EVEN IF THE BANK
THEREAFTER SATISFIES APPLICABLE CAPITALIZATION REQUIREMENTS. IF AN INTEREST CANCELLATION EVENT IS IN EFFECT ON
ANY WRITE-DOWN OF THE NOTES OF EACH SERIES UPON THE OCCURRENCE OF A TRIGGER EVENT, THE NOTES OF SUCH SERIES
WILL BE WRITTEN DOWN AND ANY AND ALL INTEREST WILL CONTINUE TO BE CANCELED. SEE “DESCRIPTION OF THE NC5
NOTES—INTEREST CANCELLATION—MANDATORY CANCELLATION OF INTEREST PAYMENTS” AND “DESCRIPTION OF THE NC10
NOTES—INTEREST CANCELLATION—MANDATORY CANCELLATION OF INTEREST PAYMENTS.”

The NC5 Notes are denominated in U.S. dollars and, subject to a prior redemption and/or one or more Write-Downs (as defined herein), will bear interest on the
then Current Principal Amount (as defined herein) from time to time outstanding from and including June 27, 2019 (the “Issue Date”), to (but excluding) the NC5
First Call Date at an initial fixed rate per annum equal to 6.750%. Subject to a prior redemption and/or one or more Write Downs, the NC5 Notes will bear interest
on the then Current Principal Amount from time to time outstanding from (and including) the NC5 First Call Date (such date, and each fifth anniversary thereafter, a
“NC5 Reset Date”) to (but excluding) the next succeeding NC5 Reset Date, at a fixed rate per annum equal to the sum of (a) the then-prevailing Treasury Yield (as
defined herein) on the second Business Day (as defined herein) immediately preceding the applicable NC5 Reset Date (the “NC5 Reset Determination Date”) and (b)
496.7 basis points (rounded to two decimal places, with any value equal to or lesser than 0.005 being rounded down). The interest rate following any NC5 Reset Date
may be less than the initial interest rate and/or the interest rate that applies immediately prior to such NC5 Reset Date. The NC10 Notes are denominated in
U.S. dollars and, subject to a prior redemption and/or one or more Write-Downs (as defined herein), will bear interest on the then Current Principal Amount (as



defined herein) from time to time outstanding from and including June 27, 2019 (the “Issue Date”), to (but excluding) the NC10 First Call Date at an initial fixed rate
per annum equal to 7.500%. Subject to a prior redemption and/or one or more Write Downs, the NC10 Notes will bear interest on the then Current Principal Amount
from time to time outstanding from (and including) the NC10 First Call Date (such date, and each tenth anniversary thereafter, a “NC10 Reset Date™) to (but
excluding) the next succeeding NC10 Reset Date, at a fixed rate per annum equal to the sum of (a) the then-prevailing Treasury Yield (as defined herein) on the
second Business Day (as defined herein) immediately preceding the applicable NC10 Reset Date (the “NC10 Reset Determination Date) and (b) 547 basis points
(rounded to two decimal places, with any value equal to or lesser than 0.005 being rounded down). The interest rate following any NC10 Reset Date may be less than
the initial interest rate and/or the interest rate that applies immediately prior to such NC10 Reset Date. Subject to the conditions described under “Description of the
NC5 Notes—Interest Cancellation,” “Description of the NC10 Notes—Interest Cancellation,” “Description of the NC5 Notes—Trigger Event and Write-Down—
Write-Down,” and “Description of the NC10 Notes—Trigger Event and Write-Down—Write-Down,” the Bank will pay interest on each series of Notes quarterly in
arrears on June 27, September 27, December 27 and March 27 of each year (each an “Interest Payment Date”), commencing on September 27, 2019.

The Notes of each series will be issued by the Bank, acting through its Cayman Islands Branch, and will be the Bank’s unsecured subordinated general non-
preferred obligations, ranked equally with other unsecured subordinated general non-preferred obligations of the Bank. The Notes of each series will rank (i)
subordinate and junior in right of payment and in liquidation to all of the Bank’s present and future senior indebtedness and subordinated preferred indebtedness, (ii)
pari passu without preference among themselves and with all the Bank’s present and future other unsecured subordinated non-preferred indebtedness and (iii) senior
only to all classes of the Bank’s present and future equity or capital stock, as described in this offering memorandum. See “Description of the NC5 Notes—
Subordination” and “Description of the NC10 Notes—Subordination.” THE NOTES ARE NOT DEPOSITS WITH THE BANK, WILL BE UNSECURED
AND NOT INSURED OR GUARANTEED BY ANY MEXICAN GOVERNMENTAL AGENCY, INCLUDING, WITHOUT LIMITATION, THE
MEXICAN SAVINGS PROTECTION AGENCY (INSTITUTO PARA LA PROTECCION AL AHORRO BANCARIO (THE “IPAB”)), THE UNITED
STATES FEDERAL DEPOSIT INSURANCE CORPORATION, ANY OTHER UNITED STATES GOVERNMENTAL AGENCY OR ANY
GOVERNMENTAL AGENCY OF THE CAYMAN ISLANDS. The Notes of each series will be obligations of the Bank and will not be guaranteed by Grupo
Financiero Banorte, S.A.B. de C.V., the parent company of the Bank, or any other member of the financial group to which the Bank belongs.

Payments of interest (or amounts deemed interest under Mexican law) made by the Bank through its Cayman Islands Branch are generally not subject to
Mexican or Cayman Islands withholding tax. See “Taxation—Certain Mexican Income Tax Consequences” and “Taxation—Certain Cayman Islands Income Tax
Consequences.” However, if any such withholding tax were to apply, subject to certain exceptions described in this offering memorandum, the Bank will pay
additional amounts so that the net amount received by holders of each series of Notes after Mexican or Cayman Islands withholding tax, if imposed, will equal the
amount that would have been received if no withholding tax had been applicable. See “Description of the NC5 Notes—Payment of Additional Amounts” and
“Description of the NC10 Notes—Payment of Additional Amounts.”

Application is expected to be made to list the Notes of each series on the Singapore Exchange Securities Trading Limited (“SGX-ST”). The SGX-ST assumes no
responsibility for the correctness of any of the statements made, opinions expressed or reports contained in this offering memorandum. Admission to the SGX-ST is not to
be taken as an indication of the merits of the Notes or the Bank.

Investing in the Notes of either or both series involves risks. See “Risk Factors” beginning on page 33.

NCS5 Notes’ Price: 100.00%o, plus accrued interest, if any, from June 27, 2019.
NC10 Notes’ Price: 100.00%, plus accrued interest, if any, from June 27, 2019.

The Notes have not been and will not be registered under the United States Securities Act of 1933, as amended (the “Securities Act”). The Notes may not be offered
or sold within the United States or to U.S. persons, except to qualified institutional buyers (“QIB”) in reliance on the exemption from registration provided by Rule 144A
under the Securities Act and to non-U.S. persons in offshore transactions in reliance on Regulation S under the Securities Act (“Regulation S”). You are hereby notified
that sellers of the Notes may be relying on the exemption from the provisions of Section 5 of the Securities Act provided by Rule 144A.

The Notes are not intended to be sold and should not be sold to retail clients in the European Economic Area (“EEA”), as defined in the rules set out in the
Product Intervention (Contingent Convertible Instruments and Mutual Society Shares) Instrument 2015 (“PI Instrument”) and the Markets in Financial
Instruments Directive 2014/65/EU, as amended or replaced from time to time, other than in circumstances that do not and will not give rise to a contravention of
those rules by any person. Prospective investors in the EEA are referred to the section headed “Restrictions on marketing and sales to retail investors in the
EEA” on page iii of this offering memorandum for further information.

THE INFORMATION CONTAINED IN THIS OFFERING MEMORANDUM IS EXCLUSIVELY THE RESPONSIBILITY OF THE
BANK AND HAS NOT BEEN REVIEWED OR AUTHORIZED BY THE MEXICAN BANKING AND SECURITIES COMMISSION
(COMISION NACIONAL BANCARIA Y DE VALORES) (“CNBV”). THE NOTES HAVE NOT BEEN AND WILL NOT BE REGISTERED
WITH THE MEXICAN NATIONAL SECURITIES REGISTRY (REGISTRO NACIONAL DE VALORES) (“RNV”) MAINTAINED BY
THE CNBV AND THEREFORE THE NOTES MAY NOT BE PUBLICLY OFFERED OR SOLD IN MEXICO, EXCEPT THAT THE
NOTES MAY BE OFFERED AND SOLD, ON A PRIVATE PLACEMENT BASIS, IN MEXICO TO INVESTORS THAT QUALIFY AS
INSTITUTIONAL INVESTORS OR ACCREDITED INVESTORS PURSUANT TO THE PRIVATE PLACEMENT EXEMPTION SET
FORTH IN ARTICLE 8 OF THE MEXICAN SECURITIES MARKET LAW (LEY DEL MERCADO DE VALORES) AND THE
REGULATIONS THEREUNDER. AS REQUIRED UNDER THE MEXICAN SECURITIES MARKET LAW, THE BANK WILL NOTIFY
THE CNBV OF THE OFFERING OF THE NOTES OUTSIDE OF MEXICO AND THE TERMS OF THE NOTES. SUCH NOTICE WILL
BE SUBMITTED TO THE CNBV TO COMPLY WITH ARTICLE 7, SECOND PARAGRAPH, OF THE MEXICAN SECURITIES
MARKET LAW AND REGULATIONS THEREUNDER. THE DELIVERY OF SUCH NOTICE TO, AND THE RECEIPT OF SUCH
NOTICE BY, THE CNBV DOES NOT IMPLY ANY CERTIFICATION AS TO THE INVESTMENT QUALITY OF THE NOTES, THE
BANK’S SOLVENCY, LIQUIDITY OR CREDIT QUALITY OR THE ACCURACY OR COMPLETENESS OF THE INFORMATION
SET FORTH HEREIN. THIS OFFERING MEMORANDUM MAY NOT BE PUBLICLY DISTRIBUTED IN MEXICO. THE
ACQUISITION OF THE NOTES BY AN INVESTOR WHO IS A RESIDENT OF MEXICO WILL BE MADE UNDER SUCH
INVESTOR’S RESPONSIBILITY.



Delivery of the Notes of each series will be made in book-entry form on or about June 27, 2019, through The Depository Trust Company (“DTC”) and its direct and
indirect participants, including Euroclear Bank S.A./N.V. (“Euroclear”) and Clearstream Banking, société anonyme, Luxembourg (“Clearstream”).

Global Coordinator
Goldman Sachs & Co. LLC

Joint Book-Running Managers
Goldman Sachs & Co. LLC  BofA Merrill Lynch Morgan Stanley MUFG

June 20, 2019.
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BANCO DE MEXICO (THE “MEXICAN CENTRAL BANK”) HAS AUTHORIZED THE ISSUANCE OF
EACH SERIES OF NOTES, AS REQUIRED UNDER APPLICABLE MEXICAN LAW. FURTHERMORE, THE
RESPECTIVE INDENTURE GOVERNING EACH SERIES OF NOTES WILL BE EXECUTED BY AN
AUTHORIZED OFFICIAL OF THE CNBV, AS REQUIRED UNDER MEXICAN LAW. AUTHORIZATION OF
THE ISSUANCE OF EACH SERIES OF NOTES BY THE MEXICAN CENTRAL BANK DOES NOT
ADDRESS THE LEGAL, TAX OR OTHER CONSEQUENCES TO THE HOLDERS OF EACH SERIES OF
NOTES, NOR DOES IT IMPLY ANY CERTIFICATION AS TO THE INVESTMENT QUALITY OF THE
NOTES OR AS TO THE BANK’S SOLVENCY, LIQUIDITY OR CREDIT QUALITY, OR THE ACCURACY
OR COMPLETENESS OF THE INFORMATION SET FORTH HEREIN, OR THE TRANSLATION OF THE
TERMS OF APPLICABLE MEXICAN LAW AND REGULATION, INCLUDING ARTICLES 121 AND 122 OF
THE MEXICAN BANKING LAW (LEY DE INSTITUCIONES DE CREDITO), RELEVANT PROVISIONS OF
CIRCULAR 3/2012 ISSUED BY THE MEXICAN CENTRAL BANK AND THE GENERAL RULES
APPLICABLE TO MEXICAN BANKS ISSUED BY THE CNBV (DISPOSICIONES DE CARACTER GENERAL
APLICABLES A LAS INSTITUCIONES DE CREDITO).

Neither we nor the initial purchasers have authorized anyone to provide you with different or additional
information from that contained in this offering memorandum, and neither we nor the initial purchasers take
responsibility for any other information that others may give you. Neither we nor the initial purchasers are
making an offer of the Notes in any jurisdiction where the offer is not permitted. You should not assume that
the information contained in this offering memorandum is accurate as of any date other than the date on the
front of this offering memorandum, regardless of the time of delivery of this offering memorandum or any sale
of the Notes.



Unless otherwise specified or the context otherwise requires, references in this offering memorandum to “the
Bank” or “the Issuer” are references to Banco Mercantil del Norte, S.A., Institucion de Banca Multiple, Grupo
Financiero Banorte. References to “Banorte,” “we,” “us” and “our” are references to Banco Mercantil del
Norte, S.A., Institucion de Banca Multiple, Grupo Financiero Banorte, together with our subsidiaries, but are not
references to Grupo Financiero Banorte, S.A.B. de C.V., our parent company. References to “GFNorte” are to

Grupo Financiero Banorte, S.A.B. de C.V., together with its subsidiaries and joint ventures.

In connection with the issuance of the Notes of each series, the initial purchasers (or persons acting on
behalf of the initial purchasers) may over-allot Notes or effect transactions with a view to supporting the market
price of the Notes of each series at a level higher than that which might otherwise prevail. However, there is no
assurance that the initial purchasers (or persons acting on behalf of the initial purchasers) will undertake
stabilization action. Any stabilization action may begin on or after the date on which adequate public disclosure
of the final terms of the offer of the Notes is made and, if begun, may be ended at any time. Any stabilization
action or over-allotment must be conducted by the initial purchasers (or persons acting on behalf of the initial
purchasers) in accordance with all applicable laws and rules.

We are relying upon an exemption from registration under the Securities Act for offers and sales of securities
that do not involve a public offering. By purchasing Notes of either or both series, you will be deemed to have made
the acknowledgements, representations and agreements described under “Transfer Restrictions” in this offering
memorandum. We are not, and the initial purchasers are not, making an offer to sell the Notes in any jurisdiction
except where such an offer or sale is permitted. You should understand that you will be required to bear the
financial risks of your investment for an indefinite period of time.

Neither the CNBV nor the U.S. Securities and Exchange Commission (the “SEC”) nor any state or foreign
securities commission has approved or disapproved the offering of the Notes or determined if this offering
memorandum is truthful or complete. Any representation to the contrary is a criminal offense.

We have submitted this offering memorandum solely to a limited number of QIBs in the United States and to
non-U.S. persons, as defined in Regulation S, so that they can consider a purchase of Notes of either or both series.
This offering memorandum has been prepared solely for use in connection with the placement of the Notes. We
have not authorized the use of this offering memorandum for any other purpose. This offering memorandum may
not be copied or reproduced in whole or in part. This offering memorandum may be distributed and its contents
disclosed only to those prospective investors to whom it is provided. By accepting delivery of this offering
memorandum, you agree to these restrictions. See “Transfer Restrictions.” The SGX-ST takes no responsibility for
the contents of this offering memorandum, makes no representations as to its accuracy or completeness and
expressly disclaims any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or
any part of the contents of this offering memorandum. Each series of Notes will be traded on the SGX-ST in a
minimum board lot size of SGD$200,000 (or its equivalent in foreign currencies) for so long as such series of Notes
are listed on the SGX-ST.

This offering memorandum is based on information provided by us and by other sources that we believe are
reliable, but no assurance can be given as to the accuracy or completeness of any such information obtained from
third-party sources. The initial purchasers assume no responsibility for the accuracy or completeness of the
information contained herein (financial, legal or otherwise). In making an investment decision, prospective
investors must rely on their own examinations of us and the terms of this offering and each series of Notes,
including the risks involved. Moreover, the contents of this offering memorandum are not to be construed as legal,
business or tax advice. You are urged to consult your own attorney, business or tax advisor for legal, business or tax
advice.

This offering memorandum does not constitute an offer of, or an invitation by or on behalf of, us or the initial
purchasers, or any of our or their respective directors, officers and affiliates, to subscribe for or purchase any
securities in any jurisdiction to any person to whom it is unlawful to make such an offer in such jurisdiction. Each
prospective purchaser of the Notes must comply with all applicable laws and regulations in force in each jurisdiction
in which it purchases, offers or sells such Notes or possesses or distributes this offering memorandum and must



obtain any consent, approval or permission required by it for the purchase, offer or sale by it of such Notes under the
laws and regulations in force in any jurisdiction to which it is subject or in which it makes such purchases, offers or
sales.

Notwithstanding anything in this document to the contrary, you (and each of your employees, representatives or
other agents) may disclose to any and all persons, without limitation of any kind, the U.S. federal income tax
treatment and tax structure of the offering of Notes and all materials of any kind (including opinions or other tax
analyses) that are provided to you relating to such tax treatment and tax structure. For these purposes, “tax
structure” is limited to facts relevant to the U.S. federal income tax treatment of the offering of Notes.

Pursuant to Article 119 of the Mexican Financial Groups Law (Ley para Regular las Agrupaciones
Financieras) (“Financial Groups Law”), a financial services holding company such as GFNorte, our holding
company, is secondarily (subsidiariamente) and unlimitedly (ilimitadamente) liable for the performance of the
obligations undertaken by the members of our financial group (including Banorte), in respect of the operations that
each company is allowed to carry out pursuant to applicable law. In addition, GFNorte is unlimitedly liable for the
losses of each and every company comprising our financial group; provided that for such purposes, a company is
deemed to have losses when its assets are insufficient to fulfill its payment obligations. The enforcement of
GFNorte’s liability pursuant to Article 119 of the Financial Groups Law is subject to a specific proceeding provided
for in the Financial Groups Law and may not be enforced expeditiously. Thus the timing and outcome of an action
against GFNorte is uncertain. For the avoidance of doubt, the Notes offered hereby are not guaranteed by GFNorte
or any other entity, including any of the regulated subsidiaries of GFNorte.

We reserve the right to reject any offer to purchase, in whole or in part, for any reason, or to sell less than the
full amount of the Notes offered hereby.

Any purchaser or holder of Notes or any interest therein will be deemed to have represented by its purchase or
holding thereof that either (i) it is not a Plan, it is not purchasing securities on behalf of or using the assets of any
such Plan, and it is not a Non-ERISA Arrangement (as defined below) or (ii) its purchase, holding and any
subsequent disposition of the Notes will not result in a prohibited transaction under Section 406 of the U.S.
Employee Retirement Income Security Act of 1974, as amended (“ERISA”) or Section 4975 of the U.S. Internal
Revenue Code of 1986, as amended (the “Code™) (or, in the case of a Non-ERISA Arrangement, any other laws or
regulations that are substantially similar to the provisions of Title | of ERISA or Section 4975 of the Code (“Similar
Laws”) for which an exemption is not available). Prospective purchasers must carefully consider the restrictions on
purchase set forth in “Transfer Restrictions” and “Certain ERISA Considerations.”

Restrictions on Marketing and Sales to EEA Retail Investors

This communication is only being distributed to and is only directed at (i) persons who are outside the United
Kingdom or (ii) investment professionals falling within Article 19(5) of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (the “Order”) or (iii) high net worth companies, and other persons to whom
it may lawfully be communicated, falling within Article 49(2)(a) to (d) of the Order (all such persons together being
referred to as “relevant persons”). The Notes are only available to, and any invitation, offer or agreement to
subscribe, purchase or otherwise acquire the Notes will be engaged in only with, relevant persons. Any person who
is not a relevant person should not act or rely on this document or any of its contents.

The Notes are complex financial instruments and are not a suitable or appropriate investment for all investors.
In some jurisdictions, regulatory authorities have adopted or published laws, regulations or guidance with respect to
the offer or sale of securities such as the Notes to retail investors.

The Notes are not intended to be offered, sold or otherwise made available to, and should not be offered, sold or
otherwise made available to, any retail investor in the EEA. For these purposes, a retail investor means a person who
is one (or more) of: (i) a retail client as defined in point (11) of Article 4(1) of the Markets in Financial Instruments
Directive 2014/65/EU (as amended, “MiFID II”); or (ii) a customer within the meaning of Directive (EU) 2016/97
(as amended, the “Insurance Distribution Directive”), where that customer would not qualify as a professional client
as defined in point (10) of Article 4(1) of MIFID II; or (iii) not a qualified investor as defined in Directive
2003/71/EC (as amended, the “Prospectus Directive”). Consequently, no key information document required by



Regulation (EU) No. 1286/2014 (as amended, the “PRIIPs Regulation”) for offering or selling the Notes or otherwise
making them available to retail investors in the EEA has been prepared and therefore offering or selling the Notes or
otherwise making them available to any retail investor in the EEA may be unlawful under the PRIIPs Regulation.

In particular, in June 2015, the U.K. Financial Conduct Authority (the “FCA”) published the Pl Instrument,
which took effect from 1 October 2015. In addition, (i) on 1 January 2018, the provisions of the PRIIPs Regulation
on key information documents for packaged and retail and insurance-based investment products became directly
applicable in all EEA member states and (ii) MiFID 1l was required to be implemented in EEA member states by
January 3, 2018. Together, the Pl Instrument, the PRIIPs Regulation and MIiFID Il are referred to as the
“Regulations”.

The Regulations set out various obligations in relation to (i) the manufacturing and distribution of financial
instruments and (ii) the offering, sale and distribution of packaged retail and insurance-based investment products
and certain contingent write down or convertible securities, such as the Notes.

Potential investors should inform themselves of, and comply with, any applicable laws, regulations or
regulatory guidance with respect to any resale of the Notes (or any beneficial interests therein), including the
Regulations.

The Issuer and each of the initial purchasers is required to comply with some or all of the Regulations. In
addition, by purchasing, or making or accepting an offer to purchase, any Notes (or a beneficial interest in such
Notes) from the Issuer and/or the initial purchasers, each prospective investor in relation to the Notes (or any
beneficial interests therein) represents, warrants, agrees with and undertakes to the Issuer and each of the initial
purchasers that:

(i) itisnota retail client as defined in MiFID 11 or the PI Instrument (as applicable);
(if) whether or not it is subject to the Regulations, it will not:

(A) sell or offer the Notes (or any beneficial interests therein) to retail clients (as defined in MiFID |1 or the PI
Instrument (as applicable)); or

(B) communicate (including the distribution of this offering memorandum) or approve an invitation or
inducement to participate in, acquire or underwrite the Notes (or any beneficial interests therein) where
that invitation or inducement is addressed to or disseminated in such a way that it is likely to be received
by a retail client (as defined in MiFID Il or the PI Instrument (as applicable)). In selling or offering Notes
or making or approving communications relating to the Notes, that prospective investor may not rely on
the limited exemptions set out in the PI Instrument; and,

(iii) it will at all times comply with all applicable laws, regulations and regulatory guidance (whether inside or
outside the EEA) relating to the promotion, offering, distribution and/or sale of the Notes (or any beneficial
interests therein), including (without limitation) MiFID Il and any such other applicable laws, regulations and
regulatory guidance relating to determining the appropriateness and/or suitability of an investment in the
Notes (or any beneficial interests therein) by investors in any relevant jurisdiction.

Where acting as agent on behalf of a disclosed or undisclosed client when purchasing, or making or accepting
an offer to purchase, any Notes (or any beneficial interests therein) from us and/or the initial purchasers the
foregoing representations, warranties, agreements and undertakings will be given by and be binding upon both the
agent and its underlying client.

CAYMAN ISLANDS SELLING RESTRICTIONS
NO INVITATION, WHETHER DIRECTLY OR INDIRECTLY, MAY BE MADE TO MEMBERS OF

THE PUBLIC IN THE CAYMAN ISLANDS TO SUBSCRIBE FOR THE NOTES UNLESS THE ISSUER IS
LISTED ON THE CAYMAN ISLANDS STOCK EXCHANGE. THE NOTES MAY, HOWEVER, BE



OFFERED AND SOLD TO ORDINARY NON-RESIDENT AND EXEMPTED COMPANIES IN THE
CAYMAN ISLANDS.



AVAILABLE INFORMATION

We are not subject to the information requirements of the United States Securities Exchange Act of 1934, as
amended (the “Exchange Act”). To preserve the exemption for resales and transfers under Rule 144A under the
Securities Act, we have agreed that we will promptly provide any holder or any prospective purchaser of the Notes
who is designated by that holder and is a “qualified institutional buyer,” as defined under Rule 144A, upon the
request of such holder or prospective purchaser, with information meeting the requirements of Rule 144A(d)(4),
unless we either furnish information in accordance with Rule 12g3-2(b) under the Exchange Act or furnish
information to the SEC pursuant to Section 13 or 15(d) of the Exchange Act. For so long as the Notes are
outstanding, such information will be available at our specified offices and, for so long as the Notes are listed on the
SGX-ST, through the Singapore Paying Agent. Following completion of this offering, we are not otherwise
obligated to furnish holders or others with any supplemental information, discussion or analysis of our business or
financial reports, other than as required by the respective indenture governing each series of Notes.

Application is expected to be made to list the Notes of each series on the SGX-ST, in accordance with its rules.
We will be required to comply with any undertakings given by us from time to time to the SGX-ST in connection
with each series of Notes, and to furnish to it all such information as the rules of the SGX-ST may require in
connection with the listing of such series of Notes.
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ENFORCEMENT OF JUDGMENTS

The Bank is a multiple purpose bank (institucion de banca mdltiple) incorporated in accordance with the laws
of Mexico with limited liability (sociedad andnima). All of our directors and officers and experts named herein are
non-residents of the United States and substantially all of the assets of such non-resident persons and substantially
all of our assets are located outside the United States. As a result, it may not be possible for investors to effect
service of process within the United States upon such persons or to enforce against them or us in United States
courts judgments predicated upon the civil liability provisions of United States federal securities laws. We have
been advised by our Mexican counsel, White & Case, S.C., that there is doubt as to the enforceability, in original
actions in Mexican courts, of liabilities predicated solely on United States federal securities laws and as to the
enforceability in Mexican courts of judgments of United States courts obtained in actions predicated upon the civil
liability provisions of United States federal securities laws.

We have been advised by such Mexican counsel that no bilateral treaty is currently in effect between the United
States and Mexico that covers the reciprocal enforcement of civil foreign judgments. In the past, Mexican courts
have enforced judgments rendered in the United States by virtue of the legal principles of reciprocity and comity,
consisting of the review in Mexico of the United States judgment, in order to ascertain, among other matters,
whether Mexican legal principles of due process and public policy (orden publico) have been complied with,
without reviewing the merits of the subject matter of the case.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS
This offering memorandum contains forward-looking statements. Examples of such forward-looking
statements include, but are not limited to: (i) statements regarding our future results of operations and financial
position; (ii) statements of plans, objectives or goals, including those related to our operations; and (iii) statements of

assumptions underlying such statements. Words such as “believes,” “anticipates,” “should,” “consider,”

“estimates,” “seeks,” “forecasts,” “will,” “expects,” “may,” “assume,” “intends,” “plans” and similar expressions are

intended to identify forward-looking statements but are not the exclusive means of identifying such statements.

You should not place undue reliance on forward-looking statements, which are based on current expectations.
By their very nature, forward-looking statements involve inherent risks and uncertainties, both general and specific,
and risks exist that the predictions, forecasts, projections and other forward-looking statements will not be achieved.
We caution investors that a number of important factors could cause actual results to differ materially from the
plans, objectives, expectations, estimates and intentions expressed or implied in such forward-looking statements,
including the following factors:

e competition in the banking industry in Mexico;

o the profitability of our business;

e acquisitions and divestitures, and our ability to successfully integrate the operations of businesses or assets
that we acquire;

o credit and other lending risks, including an increase in defaults on our loan portfolio;
e limitations on our access to sources of financing on competitive terms;

e restrictions on foreign currency convertibility and remittance outside of Mexico;

o failure to meet capital requirements or other requirements;

o limitations on our ability to freely determine interest rates, commissions and fees;

e interruptions or failures in our technology systems;

e changes in reserve and/or capital requirements, changes in the laws or regulations applicable thereto, or the
interpretation of how such reserve or capital requirements are to be calculated;

e additional capital requirements relating to our classification as a systemically important local bank and to
countercyclical risks;

e actions taken by the Mexican Antitrust Commission (Comision Federal de Competencia Econdmica) (the
“Mexican Antitrust Commission™) with respect to our business and the Mexican banking industry
generally, and by the Ministry of Finance and Public Credit (Secretaria de Hacienda y Crédito Publico)
(“SHCP”) with respect to our lending to certain sectors;

o inability to timely and duly enforce our claims on collateral provided by borrowers;

e cyberattacks, terrorist and organized criminal activities, as well as geopolitical events;

e changes in requirements to make contributions to, or the receipt of support from, programs organized by
the Mexican government;
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e changes in overall economic, business, international trade, social and political conditions in Mexico and
internationally, particularly in the United States;

e  United States-Mexico-Canada Trade Agreement (the “USMCA”) ratification and implementation and other
changes in international trade barriers and tariffs;

e changes in exchange rates, market interest rates or the rate of inflation;
e changes in our or Mexico’s domestic and international credit ratings;

e changes in the regulatory framework of the Mexican banking industry and in regulations relating to the
products and services we offer or otherwise;

o the effect of new legislation, intervention by regulatory authorities, government directives and monetary
and/or fiscal policy in Mexico by the government of Andrés Manuel Lépez Obrador, who took office on
December 1, 2018;

e changes in accounting principles and rules applicable to us;
o inability to retain certain key personnel and ability to hire additional key personnel; and
o other factors discussed under “Risk Factors” in this offering memorandum.

Should one or more of these factors or uncertainties materialize, or should underlying assumptions prove
incorrect, actual results may vary materially from those described herein as anticipated, believed, estimated,
expected or intended.

Additional factors affecting our business may arise periodically and we cannot predict such factors, nor can we
assess the impact of all these factors on our business or the extent to which such factors or combination of factors
could cause our results to materially differ from those contained in any forward-looking statement. Although we
consider the plans, intentions, expectations, and estimates reflected in, or suggested by, forward-looking statements
included in this offering memorandum to be reasonable, we cannot provide any assurance that our plans, intentions,
expectations and estimates will be achieved. Additionally, historical trends in our statements should not be
interpreted as a guarantee that these trends will continue in the future.

Prospective investors should read the sections of this offering memorandum entitled “Risk Factors,”
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Business” for a
more complete discussion of the factors that could affect our future performance and the markets in which we
operate. In light of these risks, uncertainties and assumptions, the forward-looking events described in this offering
memorandum may not occur. All forward-looking statements included in this offering memorandum are based upon
information available to us as of the date of this offering memorandum, and we undertake no obligation to update or
revise any forward-looking statement, whether as a result of new information or future events or developments.



PRESENTATION OF FINANCIAL AND OTHER INFORMATION
Financial Statements
This offering memorandum includes:

e our audited consolidated financial statements as of December 31, 2018 and 2017 and for the years ended
December 31, 2018, 2017 and 2016, together with the notes thereto (our “Audited Consolidated Financial
Statements”), and

e our unaudited condensed consolidated interim financial statements as of March 31, 2019 and for the three-
month periods ended March 31, 2019 and 2018, together with the notes thereto (our “Unaudited Condensed
Consolidated Interim Financial Statements,” and together with the Audited Consolidated Financial
Statements, our “Financial Statements™).

Our Financial Statements have been prepared in accordance with the accounting principles and regulations
prescribed by the CNBYV for credit institutions, as amended (“Mexican Banking GAAP”).

Accounting Principles

Mexican Banking GAAP differs in certain significant respects from accounting principles generally accepted in
the United States of America (“U.S. GAAP”). For a summary of the principal differences between Mexican
Banking GAAP and U.S. GAAP, as they relate to our Financial Statements, see “Annex A - Significant Differences
Between Mexican Banking GAAP and U.S. GAAP.” No reconciliation of any of our Financial Statements to U.S.
GAAP has been prepared for the purposes of this offering memorandum. Any such reconciliation would likely
result in material differences. Mexican Banking GAAP also differs from Mexican Financial Reporting Standards
(Normas de Informacién Financiera) (the “MFRS”), as currently in effect and issued by the Mexican Council of
Financial Information Standards (Consejo Mexicano de Normas de Informacion Financiera, A.C.) (“CINIF”).

The Financial Statements and the other financial information contained in this offering memorandum are
presented on a consolidated basis.

Effects of the Merger of Banco Interacciones into the Bank

On July 13, 2018, the merger of Grupo Financiero Interacciones, S.A.B. de C.V. (“GFInter”) into our parent
company, GFNorte, became effective. Subsequently, on the same date, Banco Interacciones, S.A., Institucion de
Banca Multiple, Grupo Financiero Interacciones (“Banco Interacciones”), the banking subsidiary of GFlinter,
merged into the Bank (the “Interacciones Merger”). As a result of the Interacciones Merger, we consolidated our
position as the second largest bank in Mexico in terms of total assets, performing loans and core deposits, according
to information published by the CNBV, and we strengthened our government lending business.

As a result of the Interacciones Merger, our Financial Statements for any period from and after July 13, 2018
are not fully comparable to prior periods, including our Unaudited Condensed Consolidated Interim Financial
Statements and the other financial information as of and for the period ended on March 31, 2019 contained in this
offering memorandum. See ‘“Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Principal Factors Affecting Our Financial Condition and Results of Operations—Effects of the Merger
with Banco Interacciones.”



Currencies

The financial information appearing in this offering memorandum is presented in Mexican Pesos. In this
offering memorandum references to “Pesos” or “Ps.” are to Mexican Pesos and references to “U.S. dollars,”
“dollars,” “U.S.$” or “$” are to United States dollars. This offering memorandum contains translations of certain
Peso amounts into U.S. dollars at specified rates solely for the convenience of the reader. These translations should
not be construed as representations that the Peso amounts actually represent such U.S. dollar amounts or could be
converted into U.S. dollars at the rate indicated. Unless otherwise indicated, U.S. dollar amounts that have been
translated from Pesos have been so translated at an exchange rate of Ps. 19.3779 per U.S. dollar, the rate calculated
by the Mexican Central Bank on March 29, 2019, and published on March 29, 2019, in the Mexican Official Gazette
of the Federation (Diario Oficial de la Federacion) (the “Official Gazette”), based on the average of wholesale
foreign exchange market quotes for transactions settling within two banking business days (the “Mexican Central
Bank Exchange Rate”). As of March 29, 2019, the noon buying rate in New York City for cable transfers in Pesos
per U.S. dollar as certified for customs purposes by the Federal Reserve Bank of New York was Ps. 19.3980 per
U.S. dollar.

References herein to “UDIs” are to Unidades de Inversion, a Peso equivalent unit of account indexed for
Mexican inflation. UDIs are units of account whose value in Pesos is indexed to inflation on a daily basis, as
measured by the change in the National Consumer Price Index (indice Nacional de Precios al Consumidor) (the
“NCPI”). Under a UDI-based loan or financial instrument, the borrower’s nominal Peso principal balance is
converted either at origination or upon restructuring to a UDI principal balance, and interest on the loan or financial
instrument is calculated on the outstanding UDI balance of the loan or financial instrument. Principal and interest
payments are made by the borrower in an amount of Pesos equivalent to the amount due in UDIs at the stated value
of the UDIs on the day of payment. As of March 29, 2019, one UDI was equal to Ps. 6.260628 (U.S.$ 0.3231).

Terms Relating to Our Loan Portfolio

As used in this offering memorandum, the following terms relating to our loan portfolio and other credit assets
have the meanings set forth below, unless otherwise indicated.

The terms “total performing loans” and “total performing loan portfolio” refer to the aggregate of:
o the total principal amount of loans outstanding as of the date presented,;

e amounts attributable to “accrued interest;”

o “rediscounted loans” (as described below); and

e the “UDI Trusts” (as described below).

Under Mexican Banking GAAP, we include as income for any reporting period interest that is accrued but
unpaid during that period. Such “accrued interest” is reported as part of our total performing loan portfolio in our
Financial Statements until it is paid or becomes part of the total non-performing loan portfolio in accordance with
the CNBV’s rules.

“Rediscounted loans” are Peso- and dollar-denominated loans made to finance projects in industries that qualify
for priority status under the wholesale lending programs of the Mexican government’s development banks and are
generally funded by such development banks. In accordance with Mexican Banking GAAP, rediscounted loans are
recorded on the balance sheet as outstanding loans. As mandated by the CNBV, total performing loans include the
portfolio trusts (the “UDI Trusts”) holding our loans converted into UDIs that are consolidated in our Financial
Statements. Under the UDI program, we are liable for all future losses, if any, on the loans in the UDI Trusts. See
“Selected Statistical Information—Debtor Support Programs.”
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Unless otherwise specified herein, the terms “total performing loans™ and “total performing loan portfolio” do
not include “total non-performing loans,” as defined below. The term “net total performing loans” refers to total
performing loans less allowance for loan losses on these loans.

The terms “total non-performing loans” and “total non-performing loan portfolio” include past-due principal
and past-due interest. For a description of our policies regarding the classification of loans as non-performing, see
“Selected Statistical Information—Non-Performing Loan Portfolio.” The term “net non-performing loans” refers to
total non-performing loans less allowance for loan losses on these loans.

References in this offering memorandum to “allowance” are to the aggregate loan loss allowance or reserves
shown as of a particular date as a balance sheet item. References in this offering memorandum to “provisions” are
to additions to the loan loss allowance or reserves recorded in a particular period and charged to income.

The terms “total loans” and “total loan portfolio” include total performing loans plus total non-performing
loans, each as defined above. The terms “net total loans” and “net total loan portfolio” refer to net total performing
loans plus net non-performing loans, as defined above.

Terms Relating to Our Capital Adequacy

As used in this offering memorandum, the following terms relating to our capital adequacy have the meanings
set forth below, unless otherwise indicated.

“Capital Conservation Buffer” refers to a minimum capital conservation buffer required to be maintained and
comprised of Fundamental Capital (as defined below), which as of the date hereof is equivalent to 2.5% of total risk
weighted assets, pursuant to Section 111 a) of Article 2 Bis 5 of the General Rules Applicable to Mexican Banks.

“Capital Ratios” refers to each of the ratios of (i)(a) the Total Net Capital, (b) Tier 1 Capital or (¢) Fundamental
Capital to (ii) risk weighted assets subject to market risk, credit risk and operational risk, calculated in accordance
with the methodology established from time to time by the CNBV, as the case may be, pursuant to the Mexican
Capitalization Requirements.

“Capital Supplement” means the Countercyclical Capital Supplement and the Systemically Important Bank
Capital Supplement, together with any other additional capital conservation or loss absorbency capital requirement
to be constituted by the banks and comprised of Fundamental Capital, pursuant to the Mexican Banking Law (Ley de
Instituciones de Crédito) (the “Mexican Banking Law”) and the Mexican Capitalization Requirements.

“Countercyclical Capital Supplement” means the additional countercyclical amount of capital that, in its case, is
required from banks and is comprised of Fundamental Capital, as determined by the CNBV, pursuant to the
Mexican Banking Law and the Mexican Capitalization Requirements.

“D-SIBs” means any domestic systemically important bank, as determined by the CNBV annually pursuant to
the Mexican Banking Law and the Mexican Capitalization Requirements.

“G-7 Mexican Banks” means the seven largest banks in Mexico by total assets, according to the CNBV, which
are Banorte, Banco Nacional de México, S.A., Integrante del Grupo Financiero Citibanamex (“Banamex”), BBVA
Bancomer, S.A., Institucion de Banca Multiple, Grupo Financiero BBVA Bancomer (“BBVA Bancomer”), Banco
Santander (México), S.A., Institucion de Banca Multiple, Grupo Financiero Santander México (“Santander”),
Scotiabank Inverlat, S.A., Institucion de Banca Multiple, Grupo Financiero Scotiabank Inverlat (“Scotiabank™),
HSBC México, S.A., Institucion de Banca Multiple, Grupo Financiero HSBC (“HSBC”), and Banco Inbursa, S.A.,
Institucion de Banca Multiple, Grupo Financiero Inbursa (“Inbursa”).

“General Rules Applicable to Mexican Banks” means the General Rules Applicable to Mexican Banks

(Disposiciones de Caracter General Aplicables a las Instituciones de Crédito) published by the CNBV, and as such
regulations may be amended or superseded.
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“Fundamental Capital” (capital basico fundamental) or “Core Equity Tier 1 Capital” or “CET1” means the
amount of core capital of Tier 1 Capital, as such term is used in, and determined pursuant to, the Mexican
Capitalization Requirements, principally including, but not limited to, common equity and surplus, contributions for
future capital increases, retained earnings and capital reserves.

“Mexican Capitalization Requirements” means the capitalization requirements for commercial banks set forth
under the Mexican Banking Law and the General Rules Applicable to Mexican Banks, as such laws and regulations
may be further amended or superseded.

“Non-Fundamental Capital” (capital basico no fundamental) or “Non-Core Tier 1 Capital” or “Additional Tier
1 Capital” means the amount of non-core capital of Tier 1 Capital, as such term is used in, and determined pursuant
to, the Mexican Capitalization Requirements, principally including, but not limited to, perpetual and convertible
subordinated non-preferred indebtedness.

“Systemically Important Bank Capital Supplement” means the additional loss absorbency capital to be
constituted and comprised of Fundamental Capital by D-SIBs to reflect the greater risk that they pose to the
Mexican financial system.

“Tier 1 Capital” refers to the basic capital (capital basico) portion of the Total Net Capital, as such term is used
in, and determined pursuant to, the Mexican Capitalization Requirements, also known as Fundamental Capital plus
Non-Fundamental Capital, as such determination may be further amended from time to time.

“Tier 2 Capital” refers to the additional capital (capital complementario) portion of the Total Net Capital, as
such term is used in, and determined pursuant to, the Mexican Capitalization Requirements, principally including,
but not limited to, subordinated preferred indebtedness.

“Total Net Capital” refers to the net capital (capital neto), as such term is used in, and determined pursuant to,
the Mexican Banking Law and the Mexican Capitalization Requirements, also known as Tier 1 Capital plus Tier 2
Capital.

Market Share and Ranking Information
Unless otherwise indicated, the market share and ranking information included in this offering memorandum is
derived from statistics available through the CNBV, the Mexican Central Bank, the SHCP, the Mexican Bankers’

Association (Asociacién de Bancos de México, A.C.) (the “ABM”) or Controladora Prosa, S.A. de C.V. (“Prosa”), a
Mexican clearing agency for automated teller machines (“ATMs”), and credit cards.
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SUMMARY

This summary highlights selected information from this offering memorandum and may not contain all the
information that is important to you. For a more complete understanding of us, our business and this offering, you
should read this entire offering memorandum, including, without limitation, the sections entitled “Risk Factors,”
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” “Selected Statistical
Information,” and our Financial Statements and notes thereto, appearing elsewhere in this offering memorandum.

We are a multiple purpose bank (institucion de banca maltiple) incorporated as a limited liability corporation
(sociedad anénima) in accordance with the laws of Mexico and licensed by the SHCP to operate as a commercial
bank. We are the largest bank in Mexico in terms of total assets, deposits and stockholders’ equity, that is not
controlled by or affiliated to a non-Mexican financial institution. As of March 31, 2019, we ranked second among
all Mexican banks in terms of loan portfolio and third in core deposits (a combination of demand deposits and time
deposits), according to information published by the CNBV. With 120 years of operation as a financial entity in the
Mexican banking sector, we have developed an extensive experience and in-depth knowledge of the Mexican
market, providing a full range of banking services to over 11.5 million customers in Mexico as of March 31, 2019.

We are the banking subsidiary of GFNorte, the second largest financial services holding company in Mexico in
terms of total assets as of March 31, 2019, according to information published by the CNBV. Through us and its
other subsidiaries, GFNorte provides financial and related services primarily in Mexico, including banking products;
annuities and insurance products; retirement savings funds; mutual funds; leasing and factoring; warehousing; and a
wide array of broker-dealer services, including securities trading, offering and underwriting. We are GFNorte’s most
significant subsidiary, representing approximately 73.5% of GFNorte’s total assets and 62.82% of its total equity, as
of March 31, 2019.

As of March 31, 2019, we had total assets of Ps. 1,172.4 billion, total liabilities of Ps. 1,056.1 billion (including
total deposits of Ps. 737.2 billion) and stockholders’ equity of Ps. 116.3 billion. In the three-month period ended
March 31, 2019, we generated net income of Ps. 7.4 billion, and had a return on average equity (“ROAE”) of 26.2%
(annualized average based on beginning and end-of-period balances) and a return on average total assets (“ROAA”)
of 2.5% (annualized average based on beginning and end-of-period balances). In 2018, we generated net income of
Ps. 24.8 billion, and had a ROAE of 25.5% (average based on beginning and end-of-period balances) and a ROAA
of 2.2% (average based on beginning and end-of-period balances).

Our Capital Ratios were 18.1% for Total Net Capital, 16.3% for Tier 1 Capital and 13.81% for Core Equity Tier
1 Capital as of March 31, 2019, exceeding the minimum Capital Ratios that we are required to comply with at the
end of 2018 under Mexican banking regulations, and applicable to us, of 11.18%, 9.18% and 7.68%, respectively.
These Capital Ratios are inclusive of the Systemically Important Bank Capital Supplement. Given our status as a
bank of systemic importance in Mexico, we are required by the CNBV to constitute a Systemically Important Bank
Capital Supplement of 0.90% over a four-year period, to be constituted in four equal parts in December of each year,
on a cumulative basis, commencing in December 2016; accordingly, the first three portions of this supplement are
now in place, which amount to 0.675%.

Over the years, we have successfully expanded our banking operations through strategic mergers and
acquisitions, as well as consistent organic growth. This expansion has allowed us to increase our market share,
especially in loans and deposits, as well as expand our geographic coverage and enhance the diversity and quality of
our customer base. We have created a multi-channel network to provide a wide range of commercial and retail
banking services, consisting of a network of 1,149 branches, 8,453 ATMs (57% of which are located outside of our
branches) and 160,701 points of sale (“POSs”), in each case, as of March 31, 2019. Our branch network extends
throughout Mexico, with a particular focus on the areas with the highest concentration of economic activity,
including the Northeast of Mexico and Mexico City. We process approximately 274 million banking transactions
per month, as of March 31, 2019. We had 22,782 employees as of March 31, 2019.




The following table presents certain of our financial and operating data as of and for the periods indicated:

As of or for the three-month period ended As of or for the year ended
March 31, December 31,
2019 2019 2018 2018 2018 2017 2016
(Us$
millions,
(U.S.$ millions, except (Ps. millions,
except percentages) except (Ps. millions,
percentages)®  (Ps. millions, except percentages) @ percentages) except percentages)
Total loan portfolio .........ccccovvivrirneennnns 39,160 758,830 623,988 39,693 769,174 615,714 567,032
Total assets 60,501 1,172,383 1,023,894 60,920 1,180,492 1,056,423 1,030,435
Total dePOSItS ......cvevuiveeieeeeirecirecireeinena 38,045 737,226 652,027 30,180 759,235 648,622 575,756
Total liabilities .. 54,499 1,056,082 933,350 55,325 1,072,090 970,361 937,648
Total stockholders’ equity . 6,002 116,301 90,544 5,594 108,402 86,062 92,787
Net income for the period 380 7,362 4,618 1,281 24,834 18,339 15,044
Return on average total assets (ROAA)? 2.5% 1.8% 2.2% 1.8% 1.5%
Return on average equity (ROAE)® ...... 26.2% 20.9% 25.5% 20.5% 15.4%
Net interest margin®...................cccooooee. 6.2% 6.0% 5.7% 5.7% 5.1%

(1) Solely for the convenience of the reader, Peso amounts as of and for the three-month period ended March 31, 2019 and as of and for the year
ended December 31, 2018 have been translated into U.S. dollars at the Mexican Central Bank Exchange Rate on March 29, 2019 of Ps. 19.3779
per U.S.$1.00. See “Exchange Rates and Currency.”

(2) Net income for the period divided by average total assets, based on beginning and end-of-period balances. For the three-month period ended
March 31, 2019, determined on an annualized basis.

(3) Net income for the period divided by average stockholders’ equity, based on beginning and end-of-period balances. For the three-month period
ended March 31, 2019, determined on an annualized basis.

(4) Net interest income divided by total interest-earning assets. Average interest- earning assets are determined based on daily monthly averages.
For the three-month period ended March 31, 2019, determined on an annualized basis.

The following map shows our network of branches in Mexico as of March 31, 2019.
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The following table sets forth our current market share in each region of Mexico in terms of the criteria
specified below as of March 31, 2019.

Banorte’s Market Share

Mexico
North Central West Northwest City Peninsula South National
........... 13.1% 9.8% 7.4% 8.7% 9.6% 7.8% 5.9% 9.0%
23.1% 19.5% 13.4% 16.6% 13.2% 13.2% 11.0% 15.6%
24.5% 7.1% 7.2% 7.9% 6.5% 5.1% 3.9% 8.7%

Source

:CNBV

Our Lines of Business

Our business is organized in two main segments: retail banking and wholesale banking. As of March 31, 2019,
our retail banking loan portfolio was Ps. 276,382 million and wholesale banking was Ps. 482,448 million,
representing 36.4% and 63.6% of our total loan portfolio, respectively.

Retail Banking. This segment serves clients through our branches, ATM network, alternate channels
(POSs, third party correspondents and online, telephone and mobile banking) and our contact center. The
retail banking segment offers services to individuals, small- and medium-size enterprises (“SME”) and
state and municipal governments. Products and services offered through this segment include checking and
deposit accounts, credit and debit cards, mortgages, car loans, payroll and personal loans, payroll dispersion
accounts, as well as car, home and life insurance offered through a cross-selling agreement with our
affiliate Seguros Banorte, S.A. de C.V. (“Seguros Banorte”).

@)

Consumer Banking: We offer financial products and services for individuals through a multi-
channel approach. Our investments in systems and technology over the past four years allow us to
better target our products and services and to focus on the most profitable clients. The main
products that we offer in this segment include mortgages, payroll loans, credit cards and
automobile loans. As of March 31, 2019, our mortgage loan portfolio was Ps. 158,605 million, our
payroll loan portfolio was Ps. 52,732 million, our credit card portfolio was Ps. 36,543 million and
our automobile loan portfolio was Ps. 24,811 million, representing 58%, 19%, 14% and 9% of our
total consumer loan portfolio, respectively.

SME Banking: We offer financial products and services for SMEs or individuals with business
activities. We service our more than 423,765 clients in this segment through a specialized team of
executives distributed through a network of 12 service centers and 1,149 offices in Mexico as of
March 31, 2019. We provide, among others, the following main solutions: savings and
investment, financing, and business insurance offered through a cross-selling agreement with
Seguros Banorte. Products and services may be contracted individually, adapting to the volume of
transactions of each company, or through our “Solucion Integral PyME,” which allows contracting
and activating several products and services through a single agreement. One of our main products
is CrediActivo Comercial, a loan product targeted towards SMEs and issued in amounts of up to 2
million UDIs (equivalent to approximately Ps. 12.5 million, as of March 31, 2019). As of March
31, 2019, our total SME loan portfolio was Ps. 35,243 million, representing 4.6% of our total loan
portfolio.

State and Municipal Governments: We offer products and services for Mexican state and
municipal governments, including checking accounts, financing (short and long term loans
frequently secured by federal contributions (aportaciones federales), cash management and payroll
payment services. As of March 31, 2019, our total state and municipal government loan portfolio
was Ps. 133,462 million, representing 17.6% of our total loan portfolio.

Wholesale Banking. Our wholesale banking segment comprises Corporate and Enterprise Banking,

Transactional Banking, Federal Government Banking and International Banking.




o Corporate and Enterprise Banking. Through this segment we specialize in comprehensive
financial solutions for corporate and enterprise clients through several forms of specialized
financing, including structured loans, syndicated loans, financing for acquisitions and investment
plans. We also offer cash management, collections, trust services, payroll payment, checking
accounts, lines of credit, and loans such as CrediActivo Empresarial (a product partially
guaranteed by a Mexican development bank Nacional Financiera, S.N.C. (“NAFIN”)). Our
clients in this segment generally consist of multi-national companies, large Mexican corporations
and midsize enterprises operating in a wide range of sectors. We offer a client-oriented banking
model, which establishes the role of the relationship managers as the central axis to attend all of
our customers’ financial needs. As of March 31, 2019, our total corporate and enterprise banking
loan portfolio was Ps.303,013 million, representing 40% of our total loan portfolio.

o Transactional Banking. Through our transactional banking division, we offer corporate and
enterprise clients a comprehensive model of cash management solutions and online banking,
encompassing sale, implementation and post-sale service, aiming to increase cross-selling levels.
We launched a consolidated business model in 2014, which has resulted in a higher cross-selling
ratio, better service and stronger ties with our clients.

o Federal Government Banking. Through this segment we provide financial services to the federal
government, productive state enterprises, decentralized entities (such as social security institutions
and public trusts) and other entities at the federal level. Products and services offered include
checking accounts, loans, cash management and payroll payment services. We also offer
comprehensive advisory services on public finance to increase tax collections and control and
manage expenses, and we prepare financial diagnoses to design adequate profiles for debt payment
through a solid financial and legal structure, aiming to strengthen our clients’ financial condition
and credit quality. Serving these institutions also allows us to cross-sell checking accounts, credit
card services and loan products. As of March 31, 2019, our total federal government loan portfolio
was Ps. 52,396 million, representing 6.9% of our total loan portfolio.

o International Banking. Through this segment we offer products and services to our corporate and
enterprise banking and SME clients to assist them with international trade needs, as well as
providing correspondent banking services to foreign financial institutions. We have strategic
agreements with financial institutions abroad, which allow us to offer highly competitive solutions
and financial services to our clients, both locally and globally. Among the products and services
offered to our import and export clients and to those with international or risk mitigation needs
are: letters of credit, documentary collections, banking guarantees, stand-by letters of credit, letters
of credit financing, cross-border financing for import and export transactions, and international
transfer services. We also provide specialized local banking services to foreign-based companies
with operations in Mexico.

Our History

We were founded in 1899 as Banco Mercantil de Monterrey, with a strong regional presence in Northeastern
Mexico, particularly in the metropolitan area of Monterrey, Nuevo Leon, one of the country’s most important
industrial centers.

Together with other Mexican commercial banks, Banco Mercantil de Monterrey was nationalized by the
Mexican government in 1982. In 1986, Banco Mercantil de Monterrey merged with Banco Regional del Norte,
another financial institution with headquarters in Monterrey, and became Banco Mercantil del Norte, Sociedad
Nacional de Crédito. In 1987, under a Mexican government privatization initiative, the government sold
approximately 34% of our capital stock to the Mexican public. In 1990, the Mexican Constitution was amended to
allow the total privatization of Mexican commercial banks, and the government enacted the Mexican Banking Law,
which provided for private ownership of Mexican commercial banks. The privatization of Mexican commercial
banks began in 1991.




GFNorte, our parent company, was incorporated in 1992 under the name “Grupo Financiero AFIN, S.A. de
C.V.” (“AFIN”) as part of the privatization process of the Mexican banking system. In 1993 our shareholders
acquired AFIN through a stock-for-stock exchange. As a result of this exchange, we became a subsidiary of AFIN
and AFIN changed its name to “Grupo Financiero Banorte, S.A. de C.V.”

The 1995 Mexican Peso crisis and the entrance of foreign institutions in Mexico prompted a consolidation of
the Mexican banking system which resulted in the absorption of many smaller Mexican banks into larger
institutions. In September 1997, we acquired Banco del Centro, S.A., Institucién de Banca Multiple (“Bancentro™),
increasing our market share in the Central and Western regions of Mexico and adding 195 branches. In August
1997, GFNorte acquired 81% of the shares of Banpais, S.A., Institucion de Banca Multiple (“Banpais”), and in
January 2000, we merged with Banpais consolidating the banking activities of GFNorte under Banorte and enabling
further expansion of our client base, geographical position and national coverage through the addition of 161
branches. In December 2001, GFNorte acquired Bancrecer, S.A., Instituciéon de Banca Multiple (“Bancrecer”) and in
September 2002 we merged with and into Bancrecer. The surviving entity was renamed “Banco Mercantil del Norte,
S.A., Institucion de Banca Multiple, Grupo Financiero Banorte.”

In 2006, we expanded our operations into the United States, through the acquisition of Inter National Bank
(“INB”), a regional bank based in Texas with primary presence in the Rio Grande Valley and headquartered in
McAllen, Texas. We sold our equity interest in INB in March 2017. Also in 2006, we acquired UniTeller, a New
Jersey-based remittances company, and in 2007 we acquired Motran, a money transfer company based in California.

In 2011, GFNorte merged with IXE Grupo Financiero, S.A.B. de C.V. (“IXE”) in a stock-for-stock transaction.
IXE conducted its business through its own subsidiaries, the largest one being Ixe Banco, S.A., Institucién de Banca
Multiple, IXE Grupo Financiero (“IXE Banco”), a commercial bank in Mexico focusing on middle- and upper-
income customers. In 2012, GFNorte expanded its pension fund manager joint venture, first through a merger with
Afore XXI, S.A. de C.V. (“Afore XXI”), and later in 2013, with the acquisition of Administradora de Fondos para el
Retiro Bancomer, S.A. de C.V. (“Afore Bancomer”), resulting in the largest pension fund manager in Mexico. On
April 15, 2013 and May 7, 2013, IXE Banco and Fincasa Hipotecaria, S.A. de C.V., Sociedad Financiera de Objeto
Multiple, Entidad Regulada (“Fincasa”), IXE’s specialized mortgage lender, received the authorization from the
CNBYV to be merged with and into us, with Banorte as the surviving entity. On May 2, 2017, we consolidated our
credit card operations by merging our wholly-owned subsidiary Banorte-Ixe Tarjetas, S.A. de C.V., SOFOM, E.R,
with and into the Bank.

On July 13, 2018, the merger of GFInter into our parent company, GFNorte, became effective. Subsequently,
on the same date, Banco Interacciones, the banking subsidiary of GFlInter, merged into the Bank. As a result of the
Interacciones Merger, we consolidated our position as the second largest bank in Mexico in terms of total assets,
performing loans and core deposits, according to information published by the CNBV, and we strengthened our
government lending business.

On January 25, 2018, the Board of Directors of Banorte approved the spin-off of Banorte USA Corporation
(“Banorte USA”), and the subsequent investment of Banorte USA’s assets, including the total shareholders’ equity
of INB Financial Corporation (“INBFC”) and the total shareholders’ equity of Uniteller Financial Services in
Banorte Financial Services. The spin-off and the transfer of these assets occurred on December 14, 2018. This spin-
off did not have any effect on our Financial Statements due to the fact that the Bank consolidates Banorte USA and
Banorte Financial Services as of December 31, 2018.

Subsequent to the transfer of Uniteller Financial Services and INBFC’s assets to Banorte Financial Services, on
January 14, 2019, Banorte USA was liquidated.

GFNorte’s common shares are publicly traded in the Mexican Stock Exchange (Bolsa Mexicana de Valores,
S.A.B. de C.V.) under the symbol “GFNORTEO.”




Market Opportunity

We believe that the credit market in Mexico continues to offer potential for growth given the relatively low
levels of access to banking services among the Mexican population, coupled with the country’s population age and
expected economic growth.

The Mexican economy was the second largest in Latin America in terms of GDP in 2017. In recent years, it has
remained resilient despite foreign exchange volatility and a complex global environment, posting real GDP growth
rates of 2.0% and 2.3% in 2017 and 2016, respectively. The combination of a low unemployment rate (3.6% as of
March 31, 2019), a slight increase of 6.6% of salaries in real terms and relatively contained core inflation (4.1%
annualized inflation rate, for the three months ended March 31, 2019) has provided support to the economy through
domestic demand. Mexico’s favorable demographics further support the growth prospects in the financial sector.
Mexico has the second largest population in Latin America and its young, economically active population is
expected to expand considerably through 2030, supporting further the transition from the informal economy to the
formal sector. According to the Mexican Institute of Statistics and Geography (Instituto Nacional de Estadistica y
Geografia) (“INEGI”), in March 2019, the informal economy represented 56.8% of the total economically active
population. Additionally, according to the World Bank, as of December 31, 2017, the domestic credit to private
sector as a percentage of GDP in Mexico reached 35.5%, compared to 112.6% in Chile, 59.7% in Brazil and 192.2%
in the United States. Mexico’s low credit penetration represents a clear opportunity that has been reinforced by the
government’s efforts to increase access to bank lending and financial services in general in Mexico through the
financial reform enacted in 2013.

Such stable macroeconomic environment and favorable country demographics, coupled with low credit
penetration, has resulted in a healthy and consistent growth trend for the banking sector in Mexico in the last several
years. According to CNBV data, Mexico’s banking system has experienced loan growth of 11.8% compounded
annual growth rate for the last five years, from 2014 to 2019, with stable non-performing loan ratios oscillating
between 2.1% and 3.4%. The growth rate of total loans in the country has been supported by consistent growth in
the deposit base, growing at 11.8% compounded annual growth rate from March 31, 2014 to March 31, 2019,
allowing for a sound liquidity of the banking sector with loans-to-deposits ratios at 95% on average since 2014.
Such combination of loans and deposits growth has led to sustained attractive returns for the Mexican banking
system, with ROAE of 13.8% on average and persistently above 12.1% since 2014, as well as a strongly capitalized
banking system with an average Total Net Capital at or above 14.2% since 2012. The G-7 Mexican Banks represent
over 83.4% of the total loan portfolio and also over 81.7% of total deposits since 2014. The ROAE for the G-7
Mexican Banks has been above 12.1% since 2014 and the average Total Net Capital for the same group has been at
or above 14.2% since 2014.

Lastly, Mexico has been at the forefront in the implementation of a strong regulatory banking framework, which
results in capitalization requirements, and alerts relating to such requirements, that are consistent with global
standards. Mexico was one of the first countries in the world to implement Basel 111 rules. Unlike other countries
that implemented or are in the process of implementing Basel 11l capitalization rules over the course of several
years, the Mexican government took advantage of the strong capitalization levels of the Mexican banking system
and required that all banks operating in Mexico adopt Basel 111 capitalization rules beginning in 2013. Additionally,
in May 2016, the CNBV imposed additional capital requirements to certain D-SIBs, including us, and also mandated
the constitution of a Countercyclical Capital Supplement to further shield the Mexican banking system. Though
Mexican banks are required to constitute and comply with these additional capital requirements over a period of four
years, to be constituted in four equal parts in December of each year, on a cumulative basis, commencing in
December 31, 2016, many of the banks already fully comply with such capital requirements given their high
capitalization levels.

Competitive Strengths

We believe the following competitive strengths differentiate us from our competitors:




Deep Knowledge of the Mexican Market and Strong Brand Recognition

We are part of GFNorte, which is the second largest financial group in Mexico as of December 31, 2018 in terms
of assets, deposits and loan portfolio, and the largest controlled by Mexican investors, according to CNBV data, after it
merged with GFInter. GFNorte has operated in the Mexican financial industry for 24 years under the “Banorte” brand
name. We believe GFNorte’s long standing history in the Mexican market is recognized by our customers and the
general public, who associate GFNorte with quality and social responsibility within the Mexican financial industry,
based on the various awards received by GFNorte.

GFNorte has an in-depth knowledge of the Mexican market and local efficient decision-making processes that
allow us to provide timely, specialized and integral responses to our clients’ requests and rapidly adapt to changes in
the Mexican banking sector. For instance, during the global financial crisis of 2008, while international groups
retrenched to shore up capital, GFNorte seized the opportunity and filled the void by expanding its presence in
Mexico. GFNorte focuses on providing comprehensive services to our clients through a multi-product, multi-entity
strategy that seeks to meet all of its clients’ banking, insurance, retirement saving and brokerage needs.

GFNorte has consolidated itself as a leading player in commercial banking, asset management, insurance and
annuities, and brokerage services in Mexico. We are able to do this as a fully integrated financial group. As of
March 31, 2019, GFNorte had the largest retirement fund manager (administradora de fondos para el retiro)
(“Afore”) in Mexico in terms of assets under management, with a market share of 22.5% of the pension system
managed by Afores.

Leading Market Presence across Core Businesses

We believe that our leadership position across our core businesses in Mexico allows us to offer a
comprehensive suite of financial products and services to our customers, with access to a customer base of over
265,174 corporate clients and over 11.5 million individual customers as of March 31, 2019. This creates important
synergies and efficiencies, as well as cross-selling opportunities.

Through the implementation of our organic growth strategy and acquisitions, we have transformed ourselves
from being a regional bank with a 3.0% market share in terms of performing loans in 1992 to becoming the fourth
largest bank in Mexico in terms of total assets (Ps. 1,172 billion), performing loans (Ps. 746 billion) and total
deposits (Ps. 737 billion), with nationwide presence and a 14.5% market share of total loans as of March 31, 2019,
according to the CNBV.

We are the third largest operator of POSs in Mexico, the fourth in ATMs and the sixth in branches, according to
the CNBV, as of March 31, 2019. As of the same date, we had a 34.5% market share of the government banking
sector, the largest in the Mexican banking system. As of the same date, we had a market share of 19.5% and 10.6%
of mortgage loans and commercial loans, the second and fourth largest in the Mexican banking system, respectively.

Profitable Business Platform Supported by Prudent Risk-Management Practices

We believe that the successful implementation of our business strategy has allowed us to become one of the
most profitable banks in Mexico. We have maintained a solid financial performance, evidenced by the consistent net
income yearly growth we have experienced in 19 of the last 20 operating quarters (considering the period from April
2014 through March 2019). During the same period, we maintained a strong capitalization profile and continue to
benefit from prudent risk management practices. We serve our customers through an extensive network of branches
and ATMs, alternate channels and contact center with products and differentiated services. With a clear
segmentation of customers, in retail banking we can offer services according to their specific profiles, through
appropriate channels. This has allowed us to develop and strengthen our banking relationship with our clients, as
well as increase our profitability by improving efficiency and following a value-oriented approach.

The positive trend of our financial performance continued in the first three months of 2019 as we increased our
net income by 59% as compared to the same period in 2018, while our ROAE and ROAA reached 26.2% and 2.5%,
respectively, in the first three months of 2019 compared to 20.9% and 1.8%, respectively, in the same period in




2018. Our efficiency ratio improved year over year from 45.1% in the first three months of 2018 to 40.5% in the
first three months of 2019. As of March 31, 2019, we had non-performing loans to total loans ratio of 1.7% and a
coverage ratio, defined as allowance for loan losses divided by total non-performing loans, of 136.1%. We believe
these ratios reflect our prudent risk management practices. We plan to maintain a balanced growth profile,
emphasizing an efficient use of capital, prudent financial and operational risk management and operating efficiency.

Strong Capital Base and Capitalization Ratios

We believe we have a strong capital base, as evidenced by each of our Capital Ratios, which have been above
the average for the G-7 Mexican banks during the past thirteen quarters (considering the period from January 2016
through March 2019). Mexican banks already comply with Basel 1l capitalization requirements and are well
capitalized compared to other banks in more developed economies, and within this group of Mexican banks, we
compare very favorably in terms of capitalization levels and composition of capital. As of March 31, 2019, our
Fundamental Capital ratio was 13.8%, the third highest among the G-7 Mexican banks; our Additional Tier 1
Capital was 2.5%, the highest among the G-7 Mexican banks; and our Total Net Capital ratio was 18.1%, the second
highest among the G-7 Mexican banks; in each case, according to data published by the CNBV.

With the offering of the Notes, we expect to offset the decrease in Tier 1 Capital resulting from a dividend
payment made in June 2019 and strengthen further our Total Net Capital ratio, by increasing the Tier 1 Capital
component. Tier 1 Capital is an important component of our capitalization and with a Tier 1 Capital ratio of 16.3%
as of March 31, 2019, we are 4.6% above the current minimum of 9.18% required to us by the Mexican banking
regulations to be classified as a grade Il D-SIB. Our strong capital base permits us to continue our prudent growth,
while maintaining an acceptable risk profile for our clients and shareholders.

In May 2016, given our status as a grade Il D-SIB in Mexico, we were required by the CNBV to constitute a
Systemically Important Bank Capital Supplement of 0.90%. In July 2018, the CNBV ratified this requirement,
confirmed the Bank as a grade Il D-SIB and required to implement an additional Countercyclical Capital
Supplement, which we have estimated would correspond to 0.001%. We are required to implement and comply
with these Capital Supplements over a four-year period to be constituted in four equal parts in December of each
year, on a cumulative basis, commencing on December 31, 2016. Given our strong capital base, our Capital Ratios
as of March 31, 2019 already complied with such Capital Supplement requirements as if they were to be fully
implemented as of the date hereof.

The chart below presents the Capital Ratios for the G-7 Mexican Banks by total assets as of March 31, 2019,
ranked by Total Capital Ratio.

Capitalization Ratios of Largest Mexican Banks By Total Assetss
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Expanding Business Platform with a Focus on Customer-Oriented Multi-Channel Banking

We have made significant investments to develop what we believe is one of the broadest integrated financial
services platforms in Mexico. Between January 1, 2013 and March 31, 2019 we increased the number of ATMs and
POSs by 15% and 65%, respectively, reaching a total of 8,453 ATMs and 160,701 POSs, ranking fourth in ATMs
and third in POSs in the Mexican banking system. During the same period, we implemented a series of branch
consolidations to improve efficiency, ranking fourth in terms of market share. In addition, we have developed
electronic distribution channels, such as Banorte por Internet and Banorte Movil, which we believe are more cost-
effective than traditional physical banking channels and provide a high degree of flexibility and convenience to our
customers. As of March 31, 2019, we had approximately 4.3 million active internet banking customers and around
1.8 million of our customers utilized Banorte Mévil. We also consider ourselves pioneers in banking services
through third parties in Mexico, reaching a total of 28,470 correspondent contact points as of March 31, 2019.

Over the years, we have moved from a product-oriented to a customer-oriented business approach. We believe
our new focus provides us with more value by generating opportunities and giving our clients a better customized
service. In 2013, we entered into a strategic agreement with IBM México, Comercializacién y Servicios, S. A. de
C.V. (“IBM”), which allowed us to further align our information systems with our customer-oriented business
philosophy and benefit from increased cross-selling opportunities and a better overall experience for our customers.

Organic Growth and Successful Integration of Acquisitions

Our organic growth has been complemented with focused strategic and transformational acquisitions that have
strengthened our market position across our different lines of business. Since 1996, we have consummated over 15
mergers and acquisitions, which have expanded our geographic reach and complemented our product portfolio and
the quality of our professionals. This demonstrates our track record of successfully integrating acquisitions into our
platforms and our expertise in deriving important scale and efficiency benefits from acquired assets and businesses.
Our acquisition strategy has traditionally been centered on:

e assets and businesses that are aligned with our business model and growth strategy;
e transactions that are accretive to earnings;

e operations that offer potential for significant synergies; and

e transactions with limited integration risk and disruption to our business.

Track Record of Product Innovation

We have a history of innovation and new product development that has been fundamental to our growth story
and competitive position. We have been leaders in the development of the banking sector in Mexico through new
product launches; for example, we launched a new and easy way for customers to access online mortgages; and
mortgages with rate reduction mechanisms for timely payment of interest. Over the years, we have demonstrated
the ability to introduce new product offerings focused on our individual, corporate and SME customers. Among the
innovative products and services that we have successfully launched are our Adelanto Ndmina payroll loan product
for individuals which can be drawn through ATMs and online banking, and Banorte Movil, our state-of-the-art
mobile banking platform.
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Experienced Leadership and Effective Governance

Our operations are supported by an experienced management team. Our senior management team has, on
average, 11 years of experience with us and has more than 22 years of experience in the financial services industry.
In recent years, our management team has integrated multiple large-scale acquisitions and improved our competitive
position, including throughout the global financial crisis, to become the second largest bank in Mexico, generating
significant profitability while maintaining effective risk management and a merit-based corporate culture that
permeates all levels of our organization. As a consequence of these acquisitions, key employees of acquired
companies have remained with our team and have broadened the experience of our team. We are also focused on
attracting, developing and maintaining highly qualified personnel.

In addition, our Board of Directors is composed by a majority of independent directors (currently 71.4%),
which ensures collegial decision-making for the benefit of our stakeholders, as well as having several supporting
committees, including an audit committee and a risk policies committee, each chaired by independent directors with
recognized experience. Our corporate governance model not only complies with applicable standards, but also seeks
to apply best practices used in world-class organizations. Over the last several years, we have taken important steps
to further improve leadership and governance at all levels of our organization.

Strategy
As part of our short- to medium-term strategy, we intend to:
Selectively Increase our Market Share

We have been able to increase our market share in banking products in a competitive environment. Our market
share in total loans and deposits has increased from 8.0% and 6.6%, respectively, as of December 31, 2000, to
14.5% and 13.6% respectively, as of March 31, 2019. We intend to focus on increasing our market share in certain
targeted segments through the following initiatives:

Expand our Payroll Loan Business

We are enhancing the use of distribution channels, such as ATMs, mobile devices and the internet banking to
increase the origination of payroll loans in Mexico. As of March 31, 2019, we had a 20.4% market share of payroll
loans in Mexico according to the CNBV. We also intend to continue to develop specialized sales forces,
telemarketing efforts and Banorte Visita, through which we have more direct contact with companies in order to
increase the channels through which we originate payroll loans. We intend to focus on cross-selling and same-time
origination by encouraging customers to open payroll accounts when they request a loan and vice-versa. We intend
to leverage our central customer repository (“CCR”) database to better target our potential payroll loan customer
base. Finally, we intend to continue to determine fees and pricing for our payroll loans based on thorough risk
assessment models in order to maximize profitability.

Expand our Credit Card Business

We have enhanced our fees and risk-based pricing strategy, improved our underwriting standards, implemented
cross-selling initiatives in response to market demand and have developed new sales channels to increase credit card
issuance. We believe we have an opportunity to increase our market share in this segment through further product
penetration of our existing banking customers.

We issue personal credit cards (associated with both MasterCard and Visa) and offer the following products to
our customers depending on their needs: Banorte Basica; Banorte Facil; Banorte Clasica; Banorte Oro; Tarjeta de
Crédito Mujer Banorte; Banorte Pachuca; Banorte Platinum; Banorte Infinite; Banorte Empresarial; Tarjeta 40;
Ixe Clasica; Ixe Oro; Ixe Platino; Ixe Infinite and Banorte Por Ti. We also have two credit cards which are co-
branded with United Airlines, the Platinum and Universe — Infinite. In addition, we offer various rewards programs
for our credit card holders.
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Our market share in the Mexican credit card segment was 9.6% as of March 31, 2019, according to the CNBV.
As of that date, we had approximately 1.8 million credit cards outstanding, with past due balances of 5.9%. We
believe we can increase our credit card market share in the medium-term while maintaining prudent underwriting
practices and monitoring our credit quality ratio through more active marketing and promotions to our current
customers. We believe we could increase our market share in the credit card segment to a level consistent with our
market share in other products such as performing loans and deposits.

Expand our Car Loan Business

We are expanding our car loan business to customers with lower credit risk by increasing our presence at car
dealerships and expanding our business partnerships with automobile manufacturers and distributors in Mexico. As
of March 31, 2019, our market share on pre-approved car loans was 17.7% according to the CNBYV, excluding
financings by automobile manufacturers against whom we compete in this business. We also believe that, given the
expected growth in GDP in Mexico, the automobile sector, and consequently the automobile loan business will
experience growth in the coming years.

Increase our Mortgage and Infrastructure Financing Originations

We offer long-term mortgage financing for individuals and families acquiring houses or apartments. Such
financings are generally secured by the purchased property and are denominated in Pesos with fixed interest rates for
the entire life of the mortgage. The term of a mortgage ranges from one to 20 years for financing of up to 90% of
loan-to-value. We offer financings exclusively for residential mortgages. Other products we offer include home
improvement, construction and land acquisition. For the three-month period ended March 31, 2019, we provided
4,182 mortgages, and the aggregate outstanding balance due from our mortgage loan portfolio at the end of such
period was Ps.160,162 million, compared to Ps.141,094 million for the three-month period ended March 31, 2018.

The current average of the initial amounts of our mortgage loans (Ps.1.8 million) is 28% higher than the current
average for other financial institutions (Ps.1.4 million) reflecting our higher income target segment. We also have
the lowest delinquency rate in the mortgage loan portfolio in the industry with 0.97%. We plan to continue to attract
customers from these segments by providing high-quality service and quick approval response times; offering
financings for purchases, refinancings and real estate improvements.

In addition, we have implemented new sales channels and deployed specialized sales forces that will enhance
our presence with home developers and generate strategic alliances with real estate brokers, which will strengthen
our mortgage broker channel. We also expect to increase the origination of co-financing products with the Mexican
National Fund Institute for Workers” Housing (Instituto del Fondo Nacional de la Vivienda para los Trabajadores)
(“Infonavit”), and the Mexican Housing Fund for the Institute of Social Security and Services for Public Workers
(Fondo de la Vivienda del Instituto de Seguridad y Servicios Sociales de los Trabajadores del Estado) (“Fovissste™).
In addition, we expect to grow our special program mortgage loans developed exclusively for large corporations,
state and municipal governments, productive state enterprises or public agencies, such as Petroleos Mexicanos
(“PEMEX”), the Mexican Federal Electricity Commission (Comision Federal de Electricidad) (“CFE”) and the
Mexican Social Security Institute (Instituto Mexicano del Seguro Social) (the “IMSS”), with centralized payments
through payrolls that also generate a high volume of payroll loan origination. Finally, we expect to increase our
financing to infrastructure projects, taking advantage of the expertise and know-how of Banco Interacciones in this
sector.
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Strengthen our Relationships with Government Entities and their Employees

We intend to strengthen our relationship with Mexican federal, state and municipal governmental entities,
which, as of March 31, 2019, together comprised 23.8% of our total loan portfolio. We see an opportunity to cross-
sell other products and services to government employees, whose low levels of staff turnover minimize the risk of
non-payment. This opportunity to cross-sell has been enhanced by the merger with Banco Interacciones, whose
government lending business has complemented our successful operation. The suite of products and services we
offer to government entities includes checking and payroll deposit accounts for employees, cash management
services, payment of money orders, trust services, financings, investments and tax bill collection services, which are
available through all of our branches as well as through our websites and ATMs. In addition, we believe that
developing our relationships with government entities will provide us with access to a broader customer base to
market our retail products and services, such as credit cards, payroll loans and mortgage products. We believe that
this sector provides us with cross-selling opportunities and attractive return on equity.

Emphasize Multi-Channel Distribution Capabilities

Our customer-oriented business model emphasizes a multi-channel banking strategy aimed at more effectively
reaching our target customer segments. We seek to implement this strategy by understanding the channels used by
our diverse customer base and by leveraging each channel effectively to generate cost efficiencies. For example, for
our broader customer base, we expect to leverage internet and mobile banking as well as our correspondent banking
through different initiatives. The use of the internet to research and apply for personal loans, car loans, mortgage
loans and credit cards is commonplace today.

For instance, Banorte Go is an add-on to Banorte MAvil, our mobile banking platform. Banorte Go allows our
customers to check their account balances, transfer funds and make payments among users of Banorte Movil
through social media mobile applications or any mobile application where an alphanumeric keyboard is used
without the need to login to the Banorte MAvil mobile application. This allows users to enjoy the benefits of our
mobile banking capabilities without having to exit their favorite mobile application.

Our emphasis on multi-channel distribution is aligned with our paperless initiative, which we expect to be fully
implemented by the end of 2019. Currently, the use of mobile devices for these purposes is limited; however, we
believe consumers in Mexico are becoming increasingly comfortable with conducting mobile banking transactions.

We intend to continue to develop new specialized sales forces, telemarketing efforts and use “Banorte Visita” in
order to increase the channels through which we originate payroll loans. In addition, we have steadily increased the
number of ATMs, providing us with a 16% of market share as of March 31, 2019, according to the CNBV.

Enhance our Customer-Oriented Business Model

We seek to strengthen our customer-oriented organizational model, focusing on customer segments instead of
product segments, optimizing and consolidating processes per business instead of per product and investing in
information technology (“IT”) infrastructure. We intend to stay connected with our customers and devote resources
to learning more about our customers’ needs and expectations from their banking relationships. Our strategic
agreement with IBM is aimed at helping us increase our knowledge of our customers by creating a Client Central
Registration database that consolidates all available customer information, enabling us to gain deeper insight into
ways to build more loyal and profitable customer relationships. Our project with IBM has redesigned business
processes and applications around customer segments instead of around products and developed a new IT
infrastructure to support these new processes.

We believe this IT platform, which will allow us to manage large transaction volumes, will further improve the

quality of service and segmentation as well as cross-selling, which will drive revenue increases, higher loyalty, cost
efficiencies and increased profitability.
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Increase Wallet-Share Penetration with Corporate and SME Customers

We have developed a role as a “relationship banker” for our corporate and SME customers by offering a variety
of transactional banking and investment banking products through our network of regional service centers dedicated
to these customers. Our transactional banking team intends to offer liability management solutions in the foreign
exchange markets as well as cash management services to support our customers’ international operations. Our
investment banking team intends to offer a full range of services in advisory and capital markets transactions.
Continue to Increase our Profitability

We intend to continue increasing profitability based on the following initiatives:

Improve the Profitability of our Branches and Optimize Cost Efficiencies

We seek to improve the profitability of our branches by:

increasing loan origination, particularly in the areas of consumer loans, mortgage loans and credit cards;

o diversifying deposit base by increasing the volume of core deposits in order to achieve a lower cost of
funding, based on our wide network of branches;

e increasing non-interest income through the offering of services and using cross-selling efforts;

e implementing continuous cost reduction initiatives, such as streamlining our senior management structure
as well as headcount reduction; and

o channeling less value-added transactions to online and mobile services.

We will continue to review the profitability of our branch network by determining its optimal size and seeking
to identify non-profitable units.

A central strategy to improve our cost efficiencies is to lower our operational costs as a result of our customer-
oriented business model. Another source of efficiency is to reduce personnel and administrative costs, as a result of
rationalization efforts that are continuously implemented. For the three-month period ended March 31, 2019, our
efficiency ratio was 40.5%, as compared to 45.1% for the corresponding period in 2018.

Promote Synergies within the GFNorte Group

We intend to increase our market share and profitability by increasing our cross-selling of services and products
to our customers and customers of GFNorte’s other subsidiaries. We have introduced processes that facilitate our
ability to offer additional financial services to our customers and those of GFNorte’s other subsidiaries, with an
emphasis on service and innovation. We cross-sell consumer loan products, credit cards and mortgages to our
checking and savings account customers and to GFNorte’s insurance and pension fund customers. We also plan to
improve synergies and efficiencies within GFNorte’s other subsidiaries.
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Increase Our Non-Interest Income

Our non-interest income is comprised primarily of commissions and fees, income from trading and foreign
exchange activities, income from advisory activities, income from trust activities and income from recovery bank
activities. Increasing fee income is a central component of our business strategy. Subject to applicable law and to
prevailing market conditions, we seek to increase our fee income by:

e continuously reviewing the fees associated with our products and services in order to find new
opportunities or to adjust to market conditions and practices;

e increasing our cross-selling efforts within the GFNorte group;

e promoting the use of technological and electronic payment methods, as well as mobile and internet
banking;

e establishing new relationships with businesses generating high volume point-of-sale transactions; and

e optimizing customer profitability by increasing fees and reducing transactional costs to low-value
customers and increasing cross-selling within affluent customer base.
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Our Ownership Structure

The following chart presents our ownership structure, indicating our principal shareholder, affiliates and our

principal subsidiaries as of the date of this offering memorandum.
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@ The Notes will be issued by Banco Mercantil del Norte, S.A., acting through its Cayman Islands Branch.
@ Subsidiaries of Banorte Financial Services include UniTeller Financial Services (which includes UniTeller México, S.A. de
C.V., UniTeller Filipino Inc., UniTeller Card Services Inc., UniTeller Canada ULC and Servicio UniTeller, Inc.) and INB

Financial Corporation.

@ «Other Subsidiaries” includes Almacenadora Banorte, S.A. de C.V., Ixe Servicios, S.A. de C.V. and Fundacién Banorte,

AB.P.
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Principal Offices

Our registered office is located at Avenida Revolucién 3000, Colonia Primavera, Monterrey, Nuevo Leon,
México 64830, and the telephone number at this office is +52 (81) 83-19-65-00. Our corporate headquarters are
located at Prolongacién Paseo de la Reforma 1230, Colonia Cruz Manca, Santa Fe, Delegacion Cuajimalpa, Mexico
City, Mexico, 05349.

Recent Developments
Banorte is recognized as the “Best Trade Finance Products Provider ” in Mexico in 2019

In January 2019, Global Finance magazine recognized Banorte as the “Best Trade Finance Products Provider”
in Mexico. According to Global Finance magazine, this award is granted “based on input from industry analysts,
corporate executives and technology experts. Among the criteria used for choosing the winners were: transaction
volume, scope of global coverage, customer service, competitive pricing, innovative technologies as well as entry
submissions from banks and other providers.”

Credit Rating Downgrades

On June 5, 2019, Fitch Ratings Inc. (“Fitch”) downgraded Mexico’s sovereign debt, which reflects an
assessment of the overall financial capacity of the government of Mexico to pay its obligations and its ability to
meet its financial commitments as they become due, from BBB+ to BBB citing increased risk due to PEMEX’s
deteriorating credit profile and weakness in the macroeconomic outlook due to, among other things, trade tensions.
In addition, Moody’s Investors Service (“Moody’s”) changed its outlook on Mexico’s A3 rating from stable to
negative. The same day, Fitch downgraded Mexico’s state oil company, PEMEX, from BBB- to BB+, citing
insufficient investment to restore declining production. On June 7, 2019, in response to the downgrade in Mexico’s
credit rating, Fitch downgraded our ratings from BBB+ to BBB. On the same day, Moody’s and Standard and
Poor’s affirmed our ratings (A3 and BBB+, respectively) and changed their outlook from stable to negative. On June
10, 2019, Fitch downgraded the ratings of our Tier 2 Subordinated Preferred Capital Notes due 2031 to BB from
BB+ and our Junior Subordinated Securities to BB- from BB.

Dividend Payment

On April 29, 2019, the Board of Directors of the Bank approved the submission for the consideration of its
shareholders the distribution of one or more cash dividend payments. On May 23, 2019, the Banorte’s shareholders
approved a dividend payment of Ps. 9,898,035,922.30 (approximately U.S.$511 million), which was made effective
on June 3, 2019. This dividend payment decreased fundamental capital, and in turn total capitalization ratios, by
approximately 130 basis points.
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THE OFFERING

The following is a brief summary of certain terms of this offering. For a more complete description of the terms
of the Notes of each series, see “Description of the NC5 Notes” and “Description of the NC10 Notes” in this
offering memorandum.

ISSUEBT ...t Banco Mercantil del Norte, S.A., Institucion de Banca
Multiple, Grupo Financiero Banorte, acting through its
Cayman Islands Branch.

NOTES .t NC5 Notes: 6.750% Perpetual 5-Year Callable
Subordinated Non-Preferred Non-Cumulative Tier 1
Capital Notes; and

NC10 Notes: 7.500% Perpetual 10-Year Callable
Subordinated Non-Preferred Non-Cumulative Tier 1
Capital Notes.

Principal Amount ............cccooeviniinie e NC5 Notes: U.S.$600,000,000; and
NC10 Notes: U.S.$500,000,000.

INEEFESE...oeiiiec s NC5 Notes: Interest on the NC5 Notes will be due and
payable at the Bank’s sole discretion and the Bank shall
have sole and absolute discretion at all times and for any
reason to cancel any interest payment (in whole or in part)
that would otherwise be payable on any Interest Payment
Date. See “—Interest Payments Discretionary and Non-
Cumulative” below. Subject to a prior redemption and/or
one or more Write-Downs (as defined below), the NC5
Notes will bear interest on the then Current Principal
Amount (as defined below) from time to time outstanding
from and including the Issue Date, to (but excluding) the
NC5 First Call Date, at an initial fixed rate per annum
equal to 6.750%. Interest, to the extent paid, shall be paid
from amounts maintained in the Bank’s net retained
earnings (utilidades netas acumuladas) account.

Subject to a prior redemption and/or one or more
Write-Downs, the NC5 Notes will bear interest on the then
Current Principal Amount from time to time outstanding
from and including each NC5 Reset Date, including the
NC5 First Call Date, to (but excluding) the next
succeeding NC5 Reset Date, at a fixed rate per annum
equal to the sum of (a) the Treasury Yield (as defined in
“Description of the NC5 Notes—Interest”) and (b) 496.7
basis points (rounded to two decimal places, with any
value equal to or lesser than 0.005 being rounded down).

NC10 Notes: Interest on the NC10 Notes will be due and
payable at the Bank’s sole discretion and the Bank shall
have sole and absolute discretion at all times and for any
reason to cancel any interest payment (in whole or in part)
that would otherwise be payable on any Interest Payment
Date. See “—Interest Payments Discretionary and Non-
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Issue Price

Issue Date

First Call Date.......cccoooeeeeiiieie e,

Reset Date

Cumulative” below. Subject to a prior redemption and/or
one or more Write-Downs (as defined below), the NC10
Notes will bear interest on the then Current Principal
Amount (as defined below) from time to time outstanding
from and including the Issue Date, to (but excluding) the
NC10 First Call Date, at an initial fixed rate per annum
equal to 7.500%. Interest, to the extent paid, shall be paid
from amounts maintained in the Bank’s net retained
earnings (utilidades netas acumuladas) account.

Subject to a prior redemption and/or one or more
Write-Downs, the NC10 Notes will bear interest on the
then Current Principal Amount from time to time
outstanding from and including each NC10 Reset Date,
including the NC10 First Call Date, to (but excluding) the
next succeeding NC10 Reset Date, at a fixed rate per
annum equal to the sum of (a) the Treasury Yield (as
defined in “Description of the NC10 Notes—Interest”) and
(b) 547 basis points (rounded to two decimal places, with
any value equal to or lesser than 0.005 being rounded
down).

Upon the occurrence of a Write-Down, any holder of the
Notes of each series will be deemed to have irrevocably
waived its right to claim or receive the Written Down
Principal (as defined below) of such series of Notes or any
interest with respect thereto (or Additional Amounts (as
defined below)), including any and all unpaid interest.

NC5 Notes: 100% of the principal amount, plus accrued
and unpaid and not canceled interest, if any, from and
including June 27, 2019; and

NC10 Notes: 100% of the principal amount, plus accrued
and unpaid and not canceled interest, if any, from and
including June 27, 2019.

June 27, 2019.

NC5 Notes: September 27, 2024; and

NC10 Notes: June 27, 2029.

NC5 Notes: The NC5 First Call Date and every fifth
anniversary thereafter; and

NC10 Notes: The NC10 First Call Date and every tenth
anniversary thereafter.
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Reset Determination Date ..........cccceevvvevieevie e,

Interest Payments Discretionary and Non-

Cumulative

NC5 Notes: With respect to any NC5 Reset Date, the
second Business Day immediately preceding such NC5
Reset Date; and

NC10 Notes: With respect to any NC10 Reset Date, the
second Business Day immediately preceding such NC10
Reset Date.

Interest on the Notes of each series will be due and payable
at the Bank’s sole discretion and the Bank shall have sole
and absolute discretion at all times and for any reason to
cancel any interest payment (in whole or in part) that
would otherwise be payable on any Interest Payment Date.
Subject to the limitations set forth under “—Other
Restrictions on Certain Payments” below, the Bank may
use the funds corresponding to such canceled payments to
meet the Bank’s other obligations as they become due or to
be maintained by it to satisfy capitalization requirements
under the Mexican Capitalization Requirements or for any
other reason.

If the Bank elects not to make an interest payment on the
relevant Interest Payment Date, or if the Bank elects to
make a payment of a portion, but not all, of such interest
payment, such non-payment shall evidence its exercise of
discretion to cancel such interest payment, or the portion
of such interest payment not paid, and accordingly such
interest payment, or portion thereof, shall be canceled and
shall not be or become due and payable. For the avoidance
of doubt, if the Bank provides notice to cancel a portion,
but not all, of an interest payment in respect of a series of
Notes, and the Bank subsequently does not make a
payment of the remaining portion of such interest payment
on the relevant Interest Payment Date, such non-payment
will evidence the Bank’s exercise of its discretion to cancel
such remaining portion of such interest payment, and
accordingly such remaining portion of the interest payment
will also not be due and payable.

Such canceled interest shall not accumulate or be due and
payable at any time thereafter and the holders and the
beneficial owners of the Notes of each series shall not have
any right to or claim against the Bank with respect to such
unpaid interest amount. Any such cancellation of any
interest payment shall not constitute a default or an
Enforcement Event (as defined below) under the terms of
the Notes of each series or the respective indentures and
the holders and beneficial owners of such series of Notes
shall have no rights thereto or to receive any additional
interest or amounts, penalty or compensation as a result of
such cancellation.
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Mandatory Cancellation of Interest Payments ...... Interest due on the Notes of each series from the Bank will
be automatically canceled if (A) the Bank is classified as
Class 11 or below pursuant to Articles 121 and 122 of the
Mexican Banking Law and the regulations thereunder,
which specify capitalization requirements, or (B) as a
result of the applicable payment of interest, the Bank
would be classified as Class II or below (an “Interest
Cancellation Event”). Currently, the minimum Capital
Ratios to be classified as Class | (and as a result, not Class
Il or below), including the Capital Conservation Buffer,
are (i) 10.5% in respect of Total Net Capital, (ii) 8.5% in
the case of Tier 1 Capital and (iii) 7.0% in the case of
Fundamental Capital, plus in each case, any other
applicable Capital Supplement (currently, a Systemically
Important Bank Capital Supplement for grade 11 D-SIBs of
0.90% and any other Countercyclical Capital Supplement
applicable to the Bank).

Restrictions on Certain Payments...........c.ccoceovvenee With respect to each series of Notes, unless the most recent
payable interest and any Additional Amounts payable in
connection therewith on such series of Notes have been
paid, the Bank shall not:

(1) declare or pay any dividends or distributions on,
or redeem, purchase, acquire, or make a
liquidation payment with respect to, any of its
capital stock; or

(2) make any payment of premium, principal or
interest on or repay, repurchase or redeem any
other Subordinated Non-Preferred Indebtedness
of the Bank.

Current Principal Amount..........cccccoovveiniininiinnnnns In respect of each Note of any series, at any time, the
outstanding principal amount of such Note, being the
Original Principal Amount (as defined below) of such
Note, as such amount may be reduced, on one or more
occasions, as a result of a Write-Down or a redemption of
the relevant series of Notes as permitted under the
respective indenture, as the case may be.

Original Principal Amount ..........c.ccooviiiiiiiinnnns In respect of each Note of any series, the amount of the
denomination of such Note on the Issue Date.

a0 (=101 (U] NC5 Notes: The NC5 Notes will be issued under an
indenture, dated as of June 27, 2019 among us and the
Trustee, and executed by an officer of the CNBV; and

NC10 Notes: The NC10 Notes will be issued under an

indenture, dated as of June 27, 2019 among us and the
Trustee, and executed by an officer of the CNBV.
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Unsecured; Not Guaranteed...........ccccoeveeevvrevnennne,

Trigger Event

The Notes of each series will be unsecured and not
guaranteed, or otherwise eligible for reimbursement, by the
IPAB or any other Mexican governmental agency, any
United States governmental agency, GFNorte or by any of
its subsidiaries (other than the Bank), and neither series of
Notes are convertible, by their terms, into any of our debt
securities, shares or any of our equity capital or any debt
securities, shares or equity capital of any of our
subsidiaries or affiliates.

A Trigger Event will be deemed to have occurred if:

e the CNBV publishes a determination, in its
official publication of capitalization levels for
Mexican banks, that the Bank’s Fundamental
Capital Ratio, as calculated pursuant to the
applicable Mexican Capitalization Requirements,
is equal to or below 5.125%; or

e hoth (A) the CNBV notifies the Bank that it has
made a determination, pursuant to Article 29 Bis
of the Mexican Banking Law, that a cause for
revocation of the Bank’s license has occurred
resulting from (x) the Bank’s assets being
insufficient to satisfy its liabilities, (y) the Bank’s
non-compliance  with  corrective  measures
imposed by the CNBV pursuant to the Mexican
Banking Law, or (z) the Bank’s non-compliance
with the capitalization requirements set forth in
the Mexican Capitalization Requirements and (B)
the Bank has not cured such cause for revocation,
by (a) complying with such corrective measures,
or (b)(1) submitting a capital restoration plan to,
and receiving approval of such plan by, the
CNBYV, (2) not being classified in Class IlI, IV or
V and (3) transferring at least 75% of its shares
to an irrevocable trust, or (c) remedying any
capital deficiency, in each case, on or before the
third (in the case of (A)(x)) or the seventh (in the
case of (A)(y) and (A)(z)) business day in
Mexico, as applicable, following the date on
which the CNBV notifies the Bank of such
determination.
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Write-Down

If a Trigger Event occurs, the following write-downs
(each, a “Write-Down”’) shall be deemed to have occurred
on the Write-Down Date (as defined below), automatically
and without any additional action by the Bank, the Trustee
or the holders of any series of Notes: (i) the then Current
Principal Amount of each series of Notes will
automatically be reduced by one or more Write-Downs by
each applicable Write-Down Amount and any such Write-
Down shall not constitute a default or an Enforcement
Event; and (ii) any holder of Notes will automatically be
deemed to have irrevocably waived its right to claim or
receive, and will not have any rights against the Bank or
the Trustee with respect to, repayment of, the Written
Down Principal of the Notes or any interest with respect
thereto (or Additional Amounts payable in connection
therewith), including any and all unpaid interest with
respect to such Written Down Principal as of the Write-
Down Date, irrespective of whether such amounts have
become due and payable prior to the date on which the
Trigger Event shall have occurred.

“Write-Down Amount” means an (i) amount of the then
Current Principal Amount of the Notes of each series that
would be sufficient, together with any concurrent pro rata
write down or conversion of any other Subordinated Non-
Preferred Indebtedness issued by the Bank and then
outstanding, to return the Fundamental Capital ratio of the
Bank to the level of the then-applicable Fundamental
Capital ratio required by the CNBV in accordance with
Section 1V, c), 1 iii) of Annex 1-R of the General Rules
Applicable to Mexican Banks or any successor regulation,
which as of the date of this offering memorandum is 7%
(which includes the Capital Conservation Buffer) plus the
amount required to restore any Countercyclical Capital
Supplement and any Systemically Important Bank Capital
Supplement to the minimum amounts required under the
Mexican Capitalization Requirements on such Write-
Down Date, or (ii) if any Write-Down of the Current
Principal Amount, together with any concurrent pro rata
write down or conversion of any Subordinated Non-
Preferred Indebtedness, would be insufficient to return the
Fundamental Capital ratio of the Bank to the
aforementioned amount, then the amount necessary to
reduce the Current Principal Amount of each outstanding
Note to zero.

“Write-Down Date” means the date on which a Write-
Down will be deemed to take effect, which shall be the next
Business Day succeeding the date of the Trigger Event.

As required under the Mexican Capitalization
Requirements and in accordance to the CNBV request, a
full Write-Down (whereby the principal amount of the
Notes has been written down to zero) shall be completed
before any public funds are contributed or any public
assistance is provided to the Bank in the terms of Article
148, Section 11, Subsections (A) and (B) of the Mexican
Banking Law, including, among others, in the form of (i)
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Subordination ...........ce......

Redemption ........ccccceevenenen.

Optional Redemption.........

Special Event Redemption

The Notes of each series constitute Subordinated Non-
Preferred Indebtedness and will rank (i) subordinate and
junior in right of payment and in liquidation to all of the
Bank’s present and future Senior Indebtedness and
Subordinated Preferred Indebtedness (ii) pari passu
without preference among themselves and with all other
present or future unsecured Subordinated Non-Preferred
Indebtedness of the Bank and (iii) senior only to all classes
of the Bank’s present and future equity or capital stock.

The Bank may not redeem the Notes of any series, in
whole or in part, other than as described below under
“Optional Redemption,” “Withholding Tax Redemption”
and “Special Event Redemption.”

NC5 Notes: The Bank has the option, but no obligation,
under the respective indenture to redeem the NC5 Notes on
the NC5 First Call Date and on any Interest Payment Date
thereafter, in whole (up to the then Current Principal
Amount) or in part, at par plus accrued and unpaid (and
not canceled) interest due on, or with respect to, the NC5
Notes, plus Additional Amounts, if any, up to (but
excluding) the date of redemption.

NC10 Notes: The Bank has the option, but no obligation,
under the respective indenture to redeem the NC10 Notes
on the NC10 First Call Date and on any Interest Payment
Date thereafter, in whole (up to the then Current Principal
Amount) or in part, at par plus accrued and unpaid (and
not canceled) interest due on, or with respect to, the NC10
Notes, plus Additional Amounts, if any, up to (but
excluding) the date of redemption.

The Bank has the option, but no obligation, under each
indenture to redeem each series of Notes at any time, in
whole (up to the then Current Principal Amount) but not in
part, at par plus accrued and unpaid (and not canceled)
interest due on, or with respect to, such series of Notes,
plus Additional Amounts, if any, up to but excluding the
date of redemption, upon the occurrence of a Special Event
affecting such series of Notes. A “Special Event” is the
occurrence of certain changes in the treatment of each
series of Notes under the Mexican Capitalization
Requirements or tax deductibility of interest payments
under the Notes of each series.
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Withholding Tax Redemption.........

Enforcement Events and Remedies

The Bank has the option, but no obligation, under each
indenture to redeem each series of Notes at any time, in
whole (up to the then Current Principal Amount) but not in
part, at par plus accrued and unpaid (and not canceled)
interest due on, or with respect to, such series of Notes,
plus Additional Amounts, if any, up to, but excluding, the
date of redemption, upon the occurrence of a Withholding
Tax Event affecting the Notes. A “Withholding Tax
Event” is defined in each indenture to mean (i) the receipt
by the Bank and the delivery to the Trustee of an opinion
of a nationally recognized law firm experienced in such
matters to the effect that certain changes in applicable law
affecting the payment of Additional Amounts under the
respective series of Notes have occurred and (ii) the
delivery to the Trustee of an officer’s certificate stating
that the requirement to pay such Additional Amounts
cannot be avoided by taking reasonable measures available
to the Bank.

There are no events of default under the Notes of any
series. In addition, under the terms of each indenture,
any Write-Down or cancellation of interest will not
constitute an Enforcement Event.

Each of the following events is an “Enforcement Event”:

(1) certain events involving the insolvency
(resolucién) or liquidation of the Bank;

(2) aPrincipal Non-Payment Event (as defined below);
or

(3) breach of a Performance Obligation (as defined
below).

(1) If a insolvency (resolucion) or liquidation of the Bank
occurs, the Current Principal Amount of the Notes of
each series, without any accrued and unpaid interest to
the date of such occurrence, shall become immediately
due and payable and neither the Trustee nor the holders
of the Notes are required to declare such amount to be
due and payable. In that event, holders of the Notes may
not be able to collect the full amount payable under the
Notes and laws applicable to a insolvency (resolucion) or
liquidation may affect the timing or amount paid to
holders of the Notes.
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Use of Proceeds

(2) In the event of any redemption of the Notes of any
series, if the Bank does not make payment of principal in
respect of the Notes of such series for a period of
fourteen (14) calendar days or more after the date on
which such payment is due (a “Principal Non-Payment
Event”), then the Trustee, on behalf of the holders and
beneficial owners of the Notes of such series, may, at its
discretion, or shall at the direction of holders of 25% or
more of the aggregate principal amount of outstanding
Notes of such series, subject to any applicable laws,
institute proceedings for the Bank’s declaration of
insolvency (resolucién) or liquidation. In such event,
whether or not instituted by the Trustee, the Trustee may
prove the claims of the holders and beneficial owners of
the Notes of such series and the Trustee.

(3) In the event of a breach of any term, obligation or
condition binding on the Bank under the Notes of any
series or the respective indenture (other than any of the
Bank’s payment obligations under or arising from the
Notes of each series or the respective indenture,
including payment of any principal or interest, including
any damages awarded for breach of any obligation) (such
obligation, a “Performance Obligation™), the Trustee may
without further notice institute such proceedings against
the Bank as it may deem fit to enforce the Performance
Obligation; provided that the Bank shall not by virtue of
the institution of any such proceedings be obliged to pay
any sum or sums, in cash or otherwise (including any
damages) earlier than the same would otherwise have
been payable under the Notes of such series or the
respective indenture, if any.

Other than the limited remedies specified above, no
remedy against the Bank shall be available to the Trustee
(acting on behalf of the holders of the Notes of any series)
or to the holders and beneficial owners of the Notes of any
series.

The Notes of each series are perpetual securities in respect
of which there is no fixed redemption date or maturity date.
Holders and beneficial owners of each series of Notes may
not request redemption of the Notes of any series at any
time.

We intend to use the net proceeds of the issuance of the

Notes to strengthen our regulatory capital and for general
corporate purposes.
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Payment of Additional Amounts.........c..ccccevvernennn.

Book-Entry Issuance, Settlement and Clearance...

Listing

All payments made by or on our behalf in respect of the
Notes of each series will be made free and clear of and
without withholding or deduction for or on account of any
present or future taxes, duties, levies, imposts, assessments
or governmental charges of whatever nature, imposed or
levied by or on behalf of Mexico, the Cayman Islands, or
any other jurisdiction through which payments are made
(each a “Relevant Jurisdiction”) or any authority or agency
therein or thereof having power to tax (collectively,
“Relevant Tax”), unless the withholding or deduction of
such Relevant Tax is required by law. In that event,
subject to certain exceptions and limitations as described
in “Description of the NC5 Notes—Payment of Additional
Amounts” and “Description of the NC10 Notes—Payment
of Additional Amounts,” we will pay as further
distributions of interest and principal such additional
amounts (“Additional Amounts”) as may be necessary so
that the net amounts received by the holders or beneficial
owners of each series of Notes or their nominees (the term
“holders” only refers to registered holders) after such
withholding or deduction, will equal the amount which
would have been received in respect of the Notes in the
absence of such withholding or deduction, to the extent
described in this offering memorandum in “Description of
the NC5 Notes—Payment of Additional Amounts” and
“Description of the NC10 Notes—Payment of Additional
Amounts.”

We will also pay any stamp, administrative, court,
documentary, excise or similar taxes arising in a Relevant
Jurisdiction in connection with the Notes and will
indemnify the holders for any such taxes paid by the
holders.

The Notes of each series will be represented by one or more
fully global notes registered in the name of a nominee of
DTC. Investors will hold beneficial interests in the Notes
through DTC and its direct and indirect participants,
including Euroclear and Clearstream, and DTC and its
direct and indirect participants will record your beneficial
interest on their books. We will not issue certificated notes
except as described in this offering memorandum.
Settlement of the Notes will occur through DTC. For
information on DTC’s book-entry system, see “Form of
Notes, Clearing and Settlement.”

Application will be made to list the Notes of each series on
the Singapore Exchange Securities Trading Limited —
SGX-ST. No assurance can be given that the Notes will be
approved for listing on the Singapore Exchange Securities
Trading Limited — SGX-ST.

27




GOVErNiNg LaW .....ccocveieiie et

Form and Denomination ..........cccoceeeveeevievceeee s,

Transfer ReStriCtioNnS.......cceeeveviiivceeee e

Trustee and Paying Agent..........ccccovereinenerceennnn.

Risk Factors

Each of the indentures and the Notes will be governed by,
and construed in accordance with, the law of the State of
New York. Whether a Trigger Event (leading to a Write-
Down) or an Interest Cancellation Event (leading to a
Cancellation of Interest) has occurred is based upon a
determination by the applicable Mexican regulator, as set
forth in this offering memorandum, in accordance with
Mexican law (as amended from time to time). Whether a
Withholding Tax Event or a Tax Event has occurred is
based upon a determination in accordance with Mexican law
(or other applicable law in the case of a Withholding Tax
Event involving a jurisdiction other than Mexico), as
amended from time to time, evidenced by an opinion of a
nationally recognized law firm and, if required, a
certification by the Bank. Whether a Capital Event (as
defined below) has occurred is determined by the Bank, as
set forth in this offering memorandum, in accordance with
Mexican law (as amended from time to time). The ranking
and subordination of the Notes, will be governed by, and
construed in accordance with, Mexican law (as amended
from time to time). Any proceedings in respect of the
Bank’s insolvency (resolucién) or liquidation will be
conducted in accordance with the Mexican Banking Law,
and any merger or consolidation shall be subject to
applicable approvals under the Mexican Banking Law and
any other applicable Mexican laws, as amended from time
to time.

The Notes will be issued in minimum denominations of
U.S.$200,000 and integral multiples of U.S.$1,000 in
excess thereof and the Notes will initially be represented
by global notes.

The Notes have not been registered under the Securities
Act. As a result, the Notes are subject to limitations on
transferability and resale.

The Notes are not intended to be sold and should not be
sold to retail clients in the EEA, as defined in the rules set
out in the Product Intervention (Contingent Convertible
Instruments and Mutual Society Shares) Instrument 2015
and the Markets in Financial Instruments Directive
2014/65/EU, as applicable, as amended or replaced from
time to time. See “Transfer Restrictions.”

The Bank of New York Mellon.
You should carefully consider all of the information in this
offering memorandum. See “Risk Factors” for a

description of the principal risks involved in making an
investment in the Notes of either or both series.
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SUMMARY CONSOLIDATED FINANCIAL AND OPERATING DATA

The summary consolidated financial and operating data presented in this section is derived from our accounting
records or from our Financial Statements and relates only to us and our consolidated subsidiaries. This information
should be read in conjunction with “Presentation of Financial and Other Information,” “Selected Consolidated
Financial Information,” “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
and our Financial Statements and the notes thereto included elsewhere in this offering memorandum.

Our Financial Statements have been prepared in accordance with Mexican Banking GAAP, which differs in
certain important respects from U.S. GAAP. For a summary of the differences between Mexican Banking GAAP
and U.S. GAAP, see “Annex A — Significant Differences Between Mexican Banking GAAP and U.S. GAAP.”

Summary Statement of Income For the three-month period ended
Data: March 31, For the Year ended December 31,
2019 2019 2018 2018 2018 2017 2016
(USs$ (U.S.$
millions)® (Ps. millions) millions)® (Ps. millions)

Interest iNCOME......ccovvvcrererirerennens 1,685 32,643 26,335 6,088 117,979 95,710 69,407
Interest expense... . (811) (15,712) (11,590) (2,759) (53,466) (40,062) (23,244)
Net interest income..........cccccoevnee. 874 16,931 14,745 3,329 64,513 55,648 46,163
Allowance for loan losses................. (191) (3,700) (4,149) (807) (15,635) (14,983) (13,070)
Net interest income after

allowance for loan losses 683 13,231 10,596 2,522 48,878 40,665 35,004
Commission and fee income...... . 274 5,303 4,842 1,103 21,379 18,436 15,764
Commission and fee expense.......... (101) (1,951) (1,744) (405) (7,849) (6,142) (4,498)
Intermediation revenues.................. 48 934 807 196 3,799 2,101 1,839
Other operating income............co...... 94 1,820 391 148 2,869 2,365 2,078
Non-interest expense..........c.ccvvenne (482) (9,341) (8,585) (1,810) (35,079) (31,750) (29,155)

(167) (3,235) (4,289) (768) (14,881) (14,990) (13,972)

Operating inCOMe...........cccovererinenns 516 9,996 6,307 1,754 33,997 25,675 19,121
Equity in earnings of

unconsolidated  subsidiaries

and associated companies........... 1 14 25 8 161 62 1,043
Income before income tax ... . 517 10,010 6,332 1,762 34,158 25,737 20,164
Current iNCOME taX........ocevreeerreeennee (112) (2,176) (1,591) (442) (8,565) (6,781) (5,479)
Deferred income tax (expense)

DENETIt oo (24) 472) (123) (39) (759) (706) 116
Discontinued operations.. . 0 0 0 0 0 89 243
Net iNCOME......covvvvrerrieirierieieeians 381 7,362 4,618 1,281 24,834 18,339 15,044

(1) Solely for the convenience of the reader, Peso amounts as of and for the three-month period ended March 31, 2019 and as of and for the year
ended December 31, 2018 have been translated into U.S. dollars at the Mexican Central Bank Exchange Rate on March 29, 2019 of Ps. 19.3779
per U.S.$1.00. See “Exchange Rates and Currency.”
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Balance Sheet Data:

Assets:

Cash and cash equivalents.............cc.......
Margin SECUTItieS.......ccvvueverrrrereirererreieenes
Investment in securities

Trading SECUNLIES ......ccvvrvrerecrririrrreeins
Securities available for sale .. .
Securities held to maturity ...........c.cocceveene

Debtor balances under repurchase

and resale agreements...........ccooceunee.
Derivatives financial instruments
For trading purposes............c.ccu.... .
For hedging purposes..........ccoveevneeerrieennee

Valuation adjustments for assets

hedging ...
Performing loan portfolio
Commercial loans
BUSINESS 10aNS .......ccvrveiriiicieieeeeeiine
Financial institutions’ 10ans ............ccccevnne
Government 10anS .........coceevvreneeinininenenns
Consumer loans... .
Mortgage 10ans.........coceviererenineenineieineieins
Total performing loan portfolio.............
Past-due loan portfolio
Commercial loans
BUSINESS 10aNS .......ccvueerriieirieirrrceeeine
Financial Institutions loans .............cccccevun.
Consumer loans .
Mortgage 10ans........cooceveerniernieennieneenns
Total past-due loan portfolio ...................
Loan portfolio........c.ccccvveuriene
(Less) allowance for loan losses...
Loan portfolio, net....
Acquired collection rights. .
Total loan portfolio, net.........cccccvvvirenneee.
Receivables generated by

SECUNItIZAtioNS .....vvvvveeerceee e
Other accounts receivable, net..
Foreclosed assets, net
Property, furniture and equipment, net .....
Permanent stock investments ....................
Long Term Assets Available for

Sale.....
Deferred taxes, Net .......cccoeevvvvveveveveeeenn,
Other assets
Total ASSELS ..c.ovvvvereieeeer e

Liabilities:

Deposits

Demand deposits.........coveeeeeeeernercreirininnns
Time deposits

General PUbIIC ..o
Money market..........ccocovvneerninnns
Global account without movement . "
Senior debt iSSUEd ..o

Balance Sheet Data:
Interbank and other loans
Demand 0ans.........ccccceevirevirseveeeeesenns

Three-Month Period Ended

March 31, Year Ended December 31,
2019 2019 2018 2018 2017 2016
Uss$
millions,
except for (Ps. millions,
percentages) except Us$

@ percentages) millions)® (Ps. millions)
3,693 71,563 3,882 75,233 76,063 65,844
181 3,508 75 1,458 1,986 2,185
5175 100,271 4,769 92,418 122,065 129,477
7,149 138,523 7,637 147,986 152,910 153,128
436 8,456 438 8,492 6,834 6,258
12,759 247,250 12,844 248,896 281,809 288,863
0 3 21 405 5 0
1,228 23,793 1,449 28,083 25,511 40,881
1 15 8 156 205 742
1,229 23,808 1,457 28,239 25,716 41,623
4 80 4 84 99 113
14,082 272,884 14,242 275,979 210,431 201,753
1,172 22,708 1,088 21,088 22,875 20,240
9,260 179,434 9,920 192,234 132,816 133,540
5,785 112,105 5,740 111,237 101,995 86,632
8,185 158,604 8,040 155,797 135,405 114,807
38,484 745,735 39,031 756,335 603,522 556,972
383 7,418 364 7,044 6,540 5,467
0 4 0 0 - 344
212 4,116 224 4,331 4,329 3,200
80 1,557 76 1,464 1,323 1,049
675 13,095 663 12,839 12,192 10,060
39,160 758,830 39,693 769,174 615,714 567,032
(920) (17,822) (943) (18,264) (15,551) (13,941)
38,240 741,008 38,751 750,910 600,163 553,091
96 1,864 103 2,001 1,925 1,400
38,336 742,872 38,854 752,911 602,088 554,491
4 85 3 61 141 155
2,238 43,371 1,862 36,082 37,492 39,989
40 770 38 738 752 1,222
705 13,667 699 13,547 13,474 11,927
19 362 18 342 150 185
0 0 0 0 0 5,299
172 3,328 250 4,839 3,517 4,228
1,121 21,716 911 17,657 13,131 14,311
60,501 1,172,383 60,920 1,180,492 1,056,423 1,030,435
20,222 391,855 21,267 412,118 394,995 382,409
14,464 280,277 14,324 277,576 245,288 190,536
2,633 51,019 2,867 55,552 3,679 1,459
93 1,803 98 1,891 1,657 1,352
633 12,272 624 12,098 3,003 -
38,045 737,226 39,180 759,235 648,622 575,756
0 0 0 0 0 4,019
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Short-term 10ans ...........ccceevevevvsiccreceens

Long-term loans

Creditor balances under repurchase
and resale agreements

Collateral sold or pledged

Repurchase or resale agreements

(creditor balance) ..........cocvevncvncennnee

Derivatives financial instruments

For trading purpoSes..........cocevveeeureeerreenenes
For hedging purposes..........cccveeeereeeereeeenes

Other account payables

INCOME taX ..o
Employee profit sharing..........ccoocceviennee

Creditors from settlements of

tranSaCtioNS..........oveveveveveerevisisee s
Creditors from cash collateral ...................

Sundry creditors and other payables..........

Subordinated debentures.............cccc......

Deferred credits and advanced

COIIECLIONS. ...
Total liabilities .........ccoeoevvericceiierenen

Stockholders’ equity
Paid-in capital

CommoN SEOCK......cevrriererereireceeeesins
Additional paid-in capital .............cccooeeennee.

Other capital

Capital reSErVeS .....ccvvveeereeierreeeeerenenas
Retained earnings from prior years...........

Result from valuation of securities

available for sale..........cccovvvviivevcrccnne

Result from valuation of instruments

for cash flow hedging.........cccocoeuviunnee

Cumulative foreign currency translation

AdjUStMENt ...

Remeasurements defined benefits for

EMPIOYEES.....covviviiicicee e
NEt iNCOME ......cecvivrieeeee e

Noncontrolling interest..........ccoocceveeennee.
Total stockholders’ equity ......................

Total liabilities and stockholders’

EOUILY .o

Three-Month Period Ended

March 31, Year Ended December 31,
2019 2019 2018 2018 2017 2016
Uss$
millions,
except for (Ps. millions,
percentages) except Us$
@ percentages) millions)® (Ps. millions)

612 11,864 698 13,523 8,441 8,063
1,123 21,767 1,146 22,199 6,797 9,178
1,735 33,631 1,843 35,722 15,238 21,260
8,882 172,118 8,438 163,507 190,363 234,490

0 9 0 2 3 -

974 18,872 1,218 23,605 24,608 40,403

481 9,313 566 10,963 12,401 9,372
1,455 28,185 1,784 34,568 37,009 49,775

69.00 1,341.00 88.00 1,696.00 1,940 1,965

31.00 605.00 25.00 485.00 405 396
597.00 11,561.00 227.00 4,402.00 15,871 6,988
468.00 9,076.00 739.00 14,319.00 11,083 10,326

1,471.00 28,499.00 1,242.00 24,059.00 16,897 14,444
2,636 51,082 2,320 44,961 46,196 34,119
1,720 33,327 1,732 33,560 32,445 21,917

26 504 28 535 485 331

54,499 1,056,082 55,325 1,072,090 970,361 937,648
970.00 18,794.00 970.00 18,794.00 18,105 18,105

75.00 1,455.00 61.00 1,184.00 648 72
1,045 20,249 1,031 19,978 18,753 18,177
766.00 14,847.00 766.00 14,847.00 13,013 11,509

4,006.00 77,622.00 2,742.00 53,133.00 38,959 50,215

3.00 65.00 (103.00) (1,994.00) 4 (1,645)

(159.00) (3,082.00) (177.00) (3,430.00) (3,653) (2,131)

(1.00) (13.00) 86.00 1,659.00 1,590 1,985
(39.00) (752.00) (32.00) (628.00) (943) (377)

380 7,362 1,282 24,834 18,339 15,044
4,956 96,049 4,564 88,421 67,309 74,600

0 3 0 3 - 10
6,002 116,301 5,595 108,402 86,062 92,787
60,500 1,172,383 60,920 1,180,492 1,056,423 1,030,435

(1) Solely for the convenience of the reader, Peso amounts as of and for the three-month period ended March 31, 2019 and for the year ended
December 31, 2018 have been translated into U.S. dollars at the Mexican Central Bank Exchange Rate on March 29, 2019 of Ps. 19.3779 per
U.S.$1.00. See “Exchange Rates and Currency.”
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As of or for the three-month

period ended March 31, As of or for the year ended December 31,
2019 2019 2018 2018 2017 2016
- (Ps. millions,
U.S. millions
( except for except (Uss
percentages)®” percentages) millions)® (Ps. millions)
Profitability and Efficiency:
Return on average total assets®............... 2.5% 2.5% 2.2% 2.2% 1.8% 1.5%
Return on average equity®® . 26.2% 26.2% 25.5% 25.5% 20.5% 15.4%
Net interest margin®............ccooo..coeeevvvnns 6.2% 6.2% 5.7% 5.7% 5.7% 5.1%
Efficiency ratio® ..........cooocoommvvvcinnerien 40.5% 40.5% 41.4% 41.4% 43.8% 47.5%
Credit Quality Data:
Total performing loans...........ccccvvieunene 38,484.00 745,735.00 39,030.00 756,335.00 603,522 556,972
Total non-performing loans . 675.00 13,095.00 663.00 12,839.00 12,192 10,060
Total 10aNS ..., 39,160.00 758,830.00 39,694.00 769,174.00 615,714 567,032
Loans graded “C,” “D” and “E”® .......... 2,328.00 45,104.00 2,481.00 48,067.00 31,080 27,400
Allowance for 10an 10Sses.............ccovueen. 920.00 17,822.00 943.00 18,264.00 15,551 13,941
Credit Quality Ratios:
Allowance for loan losses as a
percentage of total loans.................... 2.3% 2.3% 2.4% 2.4% 2.5% 2.5%
Allowance for loan losses as a
percentage of total non-
performing 1oans®............cccoevvveenn 136.1% 136.1% 142.3% 142.3% 127.6% 138.6%
Allowance for loan losses as a
percentage of loans graded “C,”
“D” and “E”.....oovviveeerriiisneiinnn 39.5% 39.5% 38.0% 38.0% 50.0% 50.9%
Total non-performing loans as a
percentage of total loans.................. 1.7% 1.7% 1.7% 1.7% 2.0% 1.8%
Net non-performing loans (total
non-performing loans less
allowance for loan losses) as a
percentage of net total loans (total
performing loans plus net
non-performing 10ans)............ccoveeen. (0.6%) (0.6%) (0.7%) (0.7%) (0.6)% (0.7)%
Net non-performing loans (total
non-performing loans less
allowance for loan losses) as a
percentage of stockholders’ equity.... (4.1%) (4.1%) (5.0%) (5.0%) (3.9)% (4.2)%
Loans graded “C,” “D” and “E” as a
percentage of total loans®.................. 5.9% 5.9% 6.2% 6.2% 5.0% 4.8%

@)

Solely for the convenience of the reader, Peso amounts as of and for the three-month period ended March 31, 2019 and for the year ended
December 31, 2018 have been translated into U.S. dollars at the Mexican Central Bank Exchange Rate on March 29, 2019 of Ps. 19.3779 per
U.S.$1.00. See “Exchange Rates and Currency.”

(2) Net income for the period divided by average total assets, based on beginning and end-of-period balances for the three-month period ended
March 31, 2019, determined on an annualized basis.
(3) Net income for the period divided by average stockholders’ equity, based on beginning and end-of-period balances. For the three-month period

ended March 31, 2019, determined on an annualized basis.

(4) Net interest income divided by total interest-earning assets. Average interest- earning assets are determined based on daily monthly averages.

(5) Efficiency ratio is equal to non-interest expense divided by the aggregate of net interest income and non-interest income (commissions and fees,
intermediation revenues and other operating income). For this purpose, net interest income is calculated before allowance for loan losses.

(6) Refers to our loan portfolio classified pursuant to the General Rules Applicable to Mexican Banks. Under applicable regulations, such
classification is determined by reference to our loan portfolio at the end of the preceding quarter. See “Selected Statistical Information—
Grading of Loan Portfolio.”

(7) Corresponds to end-of-period balance, which is different from guidelines prescribed by the CNBV regarding calculation of required additional

reserves. See “Selected Statistical Information—Allowance for Loan Losses.”
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Capital Ratios

The table below presents our risk-weighted assets and Capital Ratios as of the dates indicated.

Capital:

Fundamental Capital (CETL)......cccceevrnirerrirnrrirceieiens
Additional Tier 1 Capital ..o
Tier 2 Capital .
Total Net Capital.......cccoveeverrirneireeeseeeeeiseins

Risk-Weighted Assets:

Credit FiSK ...
MEIKEE FISK ..o
Operational FisK..........coceviiriniceeeees
Total Risk-Weighted ASSELS .........cccoverireerrinnesneinieens

Capital Ratios (credit, market and operational
risk):

Fundamental Capital (CET1) to risk-weighted assets

Tier 1 Capital to risk-weighted assets............cccovevrierienne
Tier 2 Capital to risk-weighted assets............c.c.c..... .
Total Net Capital to Total Risk-Weighted Assets........

(1) Solely for the convenience of the reader, Peso amounts as of and for the three-month period ended March 31, 2019 and for the year ended
December 31, 2018 have been translated into U.S. dollars at the Mexican Central Bank Exchange Rate on March 29, 2019 of Ps. 19.3779 per

U.S.$1.00. See “Exchange Rates and Currency.”

As of March 31, As of December 31,
2019 2019 2018 2018 2017
(U.S. millions, (Ps. millions, (U.s.
except for except for millions,
percentages)® percentages) except for
percentages) (Ps. millions, except for
@ percentages)
5,401 104,654 4,901 94,970 75,220
960 18,603 974 18,865 20,103
721 13,967 747 14,472 13,286
7,081 137,225 6,621 128,307 108,609
32,248 624,895 32,381 627,479 507,721
3,931 76,166 3,412 66,119 72,848
2,926 56,697 2,780 53,865 46,406
39,104 757,758 38,573 747,464 626,976
12.71

13.81% 13.81% % 12.71% 12.00%
16.27% 16.27% 15.23% 15.23% 15.20%
1.84% 1.84% 1.94% 1.94% 2.12%
18.11% 18.11% 17.17% 17.17% 17.32%
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RISK FACTORS

Before making a decision to invest in the Notes of either or both series, you should carefully consider the risks
described below as well as the other information contained in this offering memorandum. Our business, financial
condition and results of operations could be materially adversely affected by any of these risks. The risks described
below are not the only ones we or prospective investors in the Notes of either or both series in general face and the
importance of the risk that we attribute to it today may change in the future. Additional risks and uncertainties not
currently known to us or that we currently consider immaterial may also materially adversely affect our ability to make
payments on each series of Notes.

Risks Relating to Our Business

Our results of operations have been, and may continue to be, adversely affected by U.S. and international
financial market and economic conditions.

Since 2008, financial systems worldwide have experienced periods and events of difficult credit and liquidity
conditions and disruptions leading to less liquidity, greater volatility, loss of confidence in the financial sector,
declining interest rates, currency devaluations, restrictions on the convertibility of funds and erosion of consumer
confidence. Global economic conditions deteriorated significantly between 2007 and 2009, and many countries,
including the United States, fell into recession. Although macroeconomic conditions have generally improved since
2012, the sharp decline and volatility in oil prices, uncertainty in global economic growth, and diverging monetary
policies around the world have exacerbated global imbalances and risks. Many major financial institutions,
including some of the world’s largest global commercial banks, investment banks, mortgage lenders, mortgage
guarantors and insurance companies, experienced, and some continue to experience, significant difficulties. Around
the world there have also been runs on deposits at several financial institutions, numerous institutions have sought
additional capital or have been assisted or taken over by governments, and many lenders and institutional investors
have reduced or ceased providing funding to borrowers (including to other financial institutions). Within this
context, decreasing oil prices and a continuous reduction in Mexico’s oil production, together with weaker-than-
expected manufacturing activity in the U.S., constitute significant risks for the Mexican economy and its growth
prospects, which could have an adverse effect on our business. In addition, normalization of U.S. monetary policy,
including the end of its quantitative easing stimulus, and different monetary policies around the world, including in
Mexico, might also have a negative impact on the Mexican economy and adversely affect our business and results
of operations.

In particular, we may face, among others, the following risks related to international market and economic
conditions:

e increased regulation of the financial industry. Compliance with such regulation will continue to increase
our costs, may require us to increase our capital or reserves, may affect the pricing of our products and
services, and may limit our ability to grow our loan portfolio or pursue business opportunities;

e aglobal economic slowdown could result in reduced demand for financial products and services;

e inability of corporate and individual borrowers to timely or fully comply with their existing obligations.

e the process we use to estimate losses inherent in our credit exposure requires complex judgments, including
forecasts of economic conditions and how these economic conditions might impair the ability of borrowers
to repay their loans, as well as the operational risks we face. The degree of uncertainty concerning
economic conditions may adversely affect the accuracy of these estimates, which may, in turn, impact the

reliability of the process;

e the derivatives markets and similar operations, including volatility affecting those instruments, could
impact financial systems and the solvency of their participants; and

e the value and liquidity of our portfolio of investment securities may be adversely affected.
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Despite recent improvements in certain segments of the global economy and, in particular the strength of
domestic demand in Mexico, uncertainty remains concerning the future economic environment. There can be no
assurance that local or global economic conditions as a whole will improve significantly. Such economic
uncertainty could have a negative impact on our business and results of operations. Global investor confidence
remains cautious. A slowing or failing of the economic recovery in the U.S. and the uncertainty of its monetary
policy would likely aggravate the adverse effects of these difficult economic and market conditions on us and on
others in the financial services industry. Increased disruption and volatility in the global financial markets could
have a material adverse effect on us, including our ability to access funding, capital and liquidity on financial terms
acceptable to us, if at all. If capital markets financing ceases to become available, or becomes excessively
expensive, we may be forced to raise the rates we pay on deposits to attract more customers and/or become unable to
maintain certain liability maturities. Any such increase in capital markets funding costs or deposit rates could have a
material adverse effect on our interest margins and liquidity.

If all or some of the foregoing risks were to materialize, this could have a material adverse effect on our
financial condition and our results from operations.

Our financial results are subject to fluctuations in interest rates and other market risks.

Market risk refers to the probability of variations in our net interest income, or in the market value of our assets
and liabilities and securities positions, due to changes in interest rate and other market risk factors, such as exchange
rates and equity market volatility. Changes in the above mentioned market risks affect the following areas, among
others, of our business:

e our net interest income;

e our cost of funding;

e the value of our capital;

e the volume of loans we originate;

o the market value of our financial assets; and

e our gains and losses from the sale of loans and securities.

Interest rates are sensitive to many factors beyond our control, including increased regulation of the financial
sector, monetary policies, domestic and international economic and political conditions and other factors. A
significant portion of our assets, including our loans, are long-term assets. At the same time, a significant
percentage of our financial borrowings are short-term. Variations in short-term interest rates could affect our net
interest income, which comprises the majority of our revenue. When interest rates rise, we may be required to pay
higher interest on our borrowings while interest earned on our assets may not rise as quickly, which could cause
profits to grow at a reduced rate or decline in some parts of our portfolio. Accordingly, increases in short-term
interest rates may reduce our net interest income, which could affect our ability to meet our short-term obligations.
We monitor our interest rate risk using the Net Interest Margin (“NIM”) sensitivity, which is the difference between
the return on assets and the financial cost of our financial liabilities based on a one-year time frame and a parallel
movement of 100 basis points (1%) in market interest rates. As of March 31, 2019, the 1% NIM sensitivity was
Ps.813 million.

In addition, increases in interest rates may reduce the volume of loans we originate. Sustained high interest
rates have historically discouraged customers from borrowing and have resulted in increased delinquencies in
outstanding loans and deterioration in asset quality. Increases in interest rates may also reduce the value of our
financial assets. We hold a substantial portfolio of loans and debt securities that have both fixed and adjustable
interest rates.
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If interest rates decrease, although this is likely to decrease our funding costs, it is likely to adversely impact the
income we receive arising from our investments in securities as well as loans with similar maturities, which could in
turn adversely affect our net interest income. In addition, we may also experience increased delinquencies in a low
interest rate environment when such an environment is accompanied by high unemployment and recessionary
conditions.

The market value of a security with a fixed interest rate generally decreases when interest rates rise, which may
have an adverse effect on our earnings and financial position. In addition, we may incur costs (which, in turn, will
impact our results) as we implement strategies to reduce future interest rate exposure. The market value of an
obligation with an adjustable interest rate can be adversely affected when interest rates increase, due to a lag in the
determination of a new interest rate and in the implementation of repricing terms.

Increases in interest rates may reduce gains or require us to record losses on sales of loans or securities. In
recent years, the Mexican government has engaged in “monetary restricting,” a monetary policy designed to reduce
money supply by increasing interest rates. As a result, the Mexican interbank interest rate has increased since 2015,
averaging 7.99%, 7.06%, 4.47% and 3.32% during 2018, 2017, 2016 and 2015, respectively. Recent international
financial volatility and low oil prices as a result of geopolitical and economic factors, such as the USMCA
negotiation, U.S. monetary policy normalization, among others, have had a negative impact on the Mexican
economy, affecting macroeconomic variables, such as the exchange rate between U.S. dollars and Pesos. As a
consequence, on December 17, 2015, the Mexican Central Bank increased the overnight interbank interest rate (tasa
de fondeo interbancario) by 25 basis points to 3.25% and has been increasing the reference rate regularly since then,
to the current rate of 8.25% since December 20, 2018, in order to ease pressure on the exchange rate and the
Mexican economy.

We are also exposed to foreign exchange rate risk as a result of mismatches between assets and liabilities
denominated in different currencies. Fluctuations in the exchange rate between currencies may negatively affect our
ability to repay our foreign currency-denominated liabilities, net interest income, our earnings and the value of our
balance sheet.

Furthermore, we are exposed to equity price risk in connection with our trading investments in equity securities.
The performance of financial markets may cause adverse changes in the value of our investment and trading
portfolios. The volatility of world equity markets due to the continued economic uncertainty has had a particularly
strong impact on the financial sector. Continued volatility may affect the value and liquidity of our investments in
entities in this sector and, depending on their fair value and recovery expectations, could become a permanent
impairment, which would be subject to write-offs against our results. To the extent any of these risks materialize,
our net interest income or the market value of our assets and liabilities could be adversely affected, impacting us.

Our loan and investment portfolios are subject to prepayment risk, which could negatively affect our net
interest income.

Our loan and investment portfolios are subject to prepayment risk, which results from the ability of a borrower
or issuer to pay a debt obligation prior to maturity. Generally, in a low interest rate scenario, prepayment activity
increases, reducing the weighted average lives of our interest earning assets and therefore our expected results
relating to these assets. To date, prepayment activity in our loan portfolio has not had a significant effect on our
financial results, but if such activity were to increase, we would also be required to amortize net premiums into
income over a shorter period of time, thereby reducing the corresponding asset yield and net interest income.
Prepayment risk also might have a significant adverse impact on credit card and collateralized mortgage loans, since
prepayments could shorten the weighted average life of these portfolios, which would negatively impact our
business, financial condition and results of operation. Prepayment risk is inherent to our commercial activity and an
increase in prepayments could have a material adverse effect on us.
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We engage in transactions with our parent GFNorte and its subsidiaries or affiliates that may not be on an
arm’s-length basis.

No assurance can be given that transactions between us and our parent GFNorte or any of its subsidiaries or
affiliates have been or will be conducted on a basis as favorable to us as could be obtained by us from unaffiliated
parties. For example, we have also entered into certain service agreements with our affiliates Casa de Bolsa
Banorte-Ixe, S.A. de C.V. (“Casa de Bolsa Banorte”), Operadora de Fondos Banorte, S.A. de C.V., Seguros Banorte
and Pensiones Banorte, S.A. de C.V., to allow these companies to offer their products and services within our
branch network in consideration for certain fees. In addition, we, GFNorte and other subsidiaries or affiliates have
entered into a number of agreements providing for the sharing of revenues or expenses in connection with the
performance of certain activities, including loan recovery.

Mexican law applicable to publicly traded companies and financial groups and institutions, as well as our
bylaws, provide for several procedures designed to ensure that the transactions entered into with or among
companies in our financial group are carried out on an arm’s-length basis, including the requirement that our Board
of Directors approve such transactions and that transactions with affiliates do not exceed certain thresholds.

We are likely to continue to engage in transactions with our parent and any of its subsidiaries or affiliates, and
no assurance can be given that we will do so on an arm’s-length basis. In addition, future conflicts of interest
between us and GFNorte or any of its subsidiaries or affiliates may arise, which conflicts are not required to be and
may not be resolved in our favor. See “Related Party Transactions.”

While in the past the CNBV has not disagreed with our determinations that the terms of these transactions are
“substantially on market conditions,” we can provide no assurances that the CNBV will agree with any of our future
determinations. There can be no assurance that future transactions involving GFNorte or any of its subsidiaries or
affiliates will not have an adverse effect on our financial position.

Resources could be diverted, or our business or business opportunities could be diverted, to other entities
within the financial group controlled by GFNorte, or operations of other subsidiaries of GFNorte may be
transferred to us.

We are part of a financial group controlled by GFNorte. Other entities within the group include, among others,
Solida Administradora de Portafolios, S.A. de C.V. (“S¢6lida”), which maintains some non-performing loan
portfolios, and Casa de Bolsa Banorte, which maintains trading positions. GFNorte could, at any time, devote more
resources or divert our business or business opportunities to other subsidiaries of GFNorte that directly or indirectly
compete with us, as well as transfer certain operations of other subsidiaries of GFNorte to us, on grounds of capital
efficiency, regulatory constraints or other criteria. Sélida generated Ps.109.1 million in losses for the three-month
period ended March 31, 2019 and Ps.796.8 million for the year ended December 31, 2018. Casa de Bolsa Banorte
contributed 1.1% of GFNorte’s net income for the three-month period ended March 31, 2019 and approximately
2.5% of GFNorte’s net income in 2018. Sdlida currently has no employees of its own and primarily relies upon
Banorte to conduct its business. Should more of our resources be diverted, or our business or business opportunities
be diverted, to other subsidiaries of GFNorte, or if unprofitable operations of other subsidiaries of GFNorte are
transferred to us, our financial position and results of operations could be adversely affected.

We may be unable to successfully implement and continue to improve our credit risk management system,
which could substantially and adversely affect our results of operations and financial position.

As a commercial bank, one of the principal types of risks we face is credit risk. Our credit risk management
system may not effectively identify and quantify our credit risk exposure. For example, an important part of our
credit risk management system is to employ an internal credit rating system to assess the particular risk profile of a
customer. As this process involves detailed analyses of the customer or credit risk, taking into account both
quantitative and qualitative factors, it involves judgments by our management team and employees and, therefore, it
is subject to human error. In exercising their judgment, our employees may not always be able to assign an accurate
credit rating to a customer or credit risk or to effectively identify the risks relating to the business, industry or region
where a customer operates, which may result in a higher credit risk exposure for us than indicated by our risk rating
system. In addition, we have been trying to refine our credit policies and guidelines to address potential risks
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associated with particular industries or types of customers, such as affiliated entities and group customers.
However, we may not be able to timely detect these risks before related losses occur, or due to limited resources or
tools available to us, our employees may not be able to effectively implement them, which may increase our credit
risk. As a result, our failure to effectively implement, consistently follow or continuously refine our credit risk
management system may result in a higher risk exposure for us, which could materially and adversely affect our
results of operations and financial position.

In assessing customers’ creditworthiness, we rely largely on the credit information available from our own
internal databases, the Mexican credit bureaus and other sources. Due to limitations in the availability of
information and the developing information infrastructure in Mexico, our assessment of credit risk associated with a
particular customer may not be based on complete, accurate or reliable information. We cannot assure you that our
credit scoring systems collect complete or accurate information reflecting the actual behavior of customers or that
their credit risk can be assessed correctly. Without complete, accurate and reliable information, we have to rely on
other publicly available resources and our internal resources, which may not be effective. As a result, our ability to
effectively manage our credit risk and subsequently our impairment losses and allowance for impairment losses may
be materially adversely affected.

The credit card industry is highly competitive and entails significant risks, including the possibility of over-
indebtedness of customers.

The credit card industry in Mexico is dominated by institutions that may possess greater financial resources and
broader coverage in this market than we do. There is no assurance that we will be able to effectively compete for
and retain customers in this competitive segment. Moreover, our credit card business is subject to a number of risks
and uncertainties, including the possibility of over-indebtedness of our customers, their economic condition and
level of employment and income. Part of our current growth strategy is to increase volume in the credit card
portfolio, at the same or a slightly faster rate than the market, which may increase our exposure to risk in our loan
portfolio, which could have a material adverse effect on us.

Furthermore, credit card products are characterized by higher consumer default than other consumer credit
products, and defaults are highly correlated with macroeconomic indicators that are beyond our control. If Mexican
economic growth slows or declines or if we fail to effectively analyze the creditworthiness of our customers, we
may be faced with unexpected losses that could have a material adverse effect on us, including our financial
condition and results from operations.

We may be unable to effectively control the level of non-performing or low credit quality loans in our loan
portfolios and our loan loss reserves may be insufficient to cover actual loan losses.

Non-performing or low credit quality loans can negatively impact our results of operations. We cannot assure
you that we will be able to effectively collect impaired loans or control and reduce the level of the impaired loans in
our loan portfolio. In particular, the amount of our reported non-performing loans may increase in the future as a
result of growth in our loan portfolio or factors beyond our control, such as the impact of a global financial crisis
and macroeconomic trends and political events affecting Mexico or events affecting certain industries to which we
lend.

As of March 31, 2019 and December 31, 2018, the aggregate outstanding principal amount and accrued interest
of loans to our 15 largest clients (including loans to a single commercial group or to the Mexican government)
represented 18.5% and 19.7%, respectively, of our total loan portfolio (on an unconsolidated basis). If the financial
well-being of any of these clients were to be negatively impacted by political, economic or industry-related
developments or any other factor, it could lead to an increase in our non-performing or low credit quality loans.
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In addition, our current loan loss reserves may not be adequate to cover an increase in the amount of non-
performing loans or any future deterioration in the overall credit quality of our total loan portfolio. Our loan loss
reserves, which are calculated in accordance with CNBV regulations and under internal models in the case of credit
card and enterprises portfolios, are based on our current assessment of, and expectations concerning, various factors
affecting us, including the quality of our loan portfolio. These factors include, among others, our borrowers’
financial condition, repayment abilities and repayment intentions, the realizable value of any collateral, the prospects
for guarantor support, government macroeconomic policies, interest rates and the legal and regulatory environment.
As a result, there is no precise method for predicting loan and credit losses, and we cannot assure you that our loan
loss reserves are or will be sufficient to cover actual losses.

If our assessment of, and expectations concerning, the above-mentioned factors differ from actual
developments; if the quality of our total loan portfolio deteriorates, for any reason, including an increase in lending
to individuals and SMEs, an increase in our credit card portfolio and our introduction of new products; or if future
actual losses exceed our estimates of incurred losses, we may be required to increase our provisions and allowance
for loan losses, which may adversely affect us. If we are unable to control or reduce the level of our non-performing
or low credit quality loans, or to adequately reserve such loans, our financial position and results of operations could
be materially and adversely affected.

We have experienced asset quality problems, including with respect to collateral, and have reported relatively
large loan loss provisions.

The asset quality of our loan portfolio, including with respect to collateral, has been negatively affected by the
unfavorable financial and economic conditions prevailing in Mexico following the global financial crisis that
commenced in 2008. Mexican regulatory authorities and the banking system responded to this situation in several
ways, including making revisions to Mexican Banking GAAP, including allowing for the reclassification of certain
“available for sale securities” to “held to maturity securities” and broadening the class of securities available for
repurchase. Other regulatory responses have included imposing more stringent loan loss reserve requirements and
capitalization standards, as well as adopting a number of programs designed to provide relief to Mexican borrowers
in connection with the granting and restructuring of outstanding loans. Such reserve requirements could have a
direct adverse impact on our financial results. Unfavorable financial and economic conditions in Mexico and these
regulatory initiatives have caused the Mexican banking sector to experience asset quality problems and to record
relatively large loan loss provisions. See “Selected Statistical Information—Non-Performing Loan Portfolio.” We
also believe that recoveries from those non-performing loans as a percentage of the non-performing loan portfolio
are likely to decline over time as a consequence of the aging of such non-performing loan portfolio, as well as the
decreased value of the collateral supporting these loans.

Moreover, in Mexico, foreclosure procedures are generally subject to delays and procedural uncertainties and
administrative requirements that may result in lower levels of recovery on collateral compared to its value. In
addition, other factors such as defects in the perfection of our security interests, fraudulent transfers by borrowers,
attachments by other creditors obtaining priority over collateral or a reduction in the value or liquidity of the
collateral may impair our ability to recover on our collateral. Accordingly, there can be no assurance that we will be
able to realize the full value of our collateral.

Lower recovery rates, asset quality deterioration, decreased value of collateral and lower levels of recovery on

collateral compared to its value could have a material and adverse effect on our business, financial condition and
results of operations.
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The rules applicable to loan loss provisions have been modified throughout time.

In an effort to conform its regulations to the recommendations issued by the Basel Committee on Banking
Supervision (the “Basel Committee”), since 2009, the Mexican government has implemented new rules regarding
the methodology that Mexican banks must use to classify loans and to determine loan loss provisions. The new
regulatory framework shifted away from an accrued losses methodology to an expected losses methodology. This
new methodology has been implemented in phases, as follows:

e in 2009, for credit card loans;

e in 2011, for consumer, mortgage and government loans;

e in 2013, for commercial loans;

e in 2014, for loans to financial institutions;

e In 2015, for revolving consumer loan portfolio;

e In 2017, for term loans and mortgages, as well as to accounting for loan losses and write-offs; and
e In 2018, for reserves and capital related to our credit card loan portfolio.

Additionally, in 2015, the CNBYV adjusted the rating methodology for non-revolving consumer and mortgage
loan portfolios, which remains based on expected losses and incorporates new factors based on recent information
on the industry’s performance. In addition to taking into consideration the borrower’s experience with the financial
institution granting the loan, the most significant change introduced by the new methodology is that it considers
information provided by credit information companies about the credit behavior of the borrower with other financial
institutions. The new methodology for revolving consumer loan portfolios became effective on June 1, 2017.

In the future, the CNBV could modify the accounting rules applicable to loan loss allowances, and further
modify the methodology to measure credit risk or the requirements for loans loss provisions of other portfolios. Any
such modifications could require us to increase our allowance for loan losses and, therefore, adversely affect our
results of operations and financial position.

The retail banking market is exposed to macroeconomic shocks that may negatively impact household
income, and a downturn in the economy could result in increased loan losses.

One of our main strategies is to grow our retail loan portfolio. The recoverability of our existing retail loan
portfolio, our ability to increase our loans outstanding and, in general, our results of operations and financial
condition, may become increasingly vulnerable to macroeconomic shocks that could negatively impact the
household income of our retail customers and result in increased loan losses, which in turn could have a material
adverse effect on us. Although Mexican GDP has grown since 2010, the Mexican economy has historically
experienced cycles of growth followed by slowdowns. We can provide no assurance that previously observed GDP
growth rates will continue.

Furthermore, because the penetration of bank lending products in the Mexican retail sector historically has been
low, there is little basis on which to evaluate how the retail sector will perform in the event of an economic crisis,
such as a recession or a significant devaluation, among others. Consequently, our historical loan loss experience
may not be indicative of the performance of our loan portfolio in the future.
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We maintain lower levels of capital or reserves in connection with our loans to Mexican federal, state and
municipal governments.

The Mexican Capitalization Requirements and the rules governing the creation of reserves for loan losses
applicable to credit institutions generally require significantly lower capitalization levels or reserves (if any) in
connection with loans made to Mexican federal, state or municipal governments (together, the “Government
Loans”). As of March 31, 2019, our Government Loans amounted to Ps. 179,434 million, or 23.6% of our total
gross loan portfolio. Although as of March 31, 2019, we have no Government Loans categorized as non-performing
loans, deterioration in the credit quality of our Government Loans could result in an adverse impact on our financial
position and results of operations. The magnitude of this impact would be a function of the size of our exposures to
the relevant government entities, the extent of the deterioration in their internal credit ratings assigned by our risk
management area according to the methodology approved by the CNBV and the guarantees of these loans, among
other factors.

Some of our loans to Mexican states and municipalities may be renegotiated.

The Mexican government and commercial banks, including us, have from time to time agreed to modify the
terms of Government Loans. Such modifications have included maturity extensions, amendments to collateral
received, reductions in interest rates and the inclusion of prepayment features and/or options. As of March 31, 2019,
Ps.23,183 million of these loans, or 17.4% of our total state and municipal government loan portfolio, have been
renegotiated. There can be no assurance that these or other Government Loans will not be similarly renegotiated in
the future in a way that could reduce our margins in this line of business, which could adversely affect our results of
operations.

We can provide no assurance that in the event that borrowers in our state and municipal government segment or
our federal government segment implement any plan to reduce their cost of funding, the loans that we have granted
to such borrowers will not be renegotiated on terms favorable to us or early repaid. Any such renegotiation or early
repayment could adversely affect our business, financial condition and results of operations.

Many of our loans to Mexican states and municipalities are secured by cash flows from the Mexican federal
government.

Most of our loans to Mexican states and municipalities are secured by such entities’ right to receive their
corresponding allocation of participaciones federales. Any changes to Mexican laws and regulations regarding the
use of participaciones federales as source of payment for these type of loans or defects in the perfection of such
collateral, may require amendments to our credit facilities and may impact the credit risk of such facilities or the
manner in which we conduct business with Mexican states and municipal governments, which in turn could affect
our results of operations and financial position.

Furthermore, as participaciones federales are subject to the conditions of the Mexican economy and the federal
government’s tax collections, we cannot give any assurances that the participaciones federales will remain at their
current funding level or that they will be sufficient for the timely performance of Government Loans. If
participaciones federales are reduced as a result of changes to Mexican laws and regulations or for any other reason,
our results of operations and financial condition could be adversely affected.

Defects in the perfection of our security interests or fraudulent transfers by borrowers may impair our ability to
recover on our collateral. Accordingly, there can be no assurance that we will be able to realize the full value of our
collateral, or timely realize the full value of our collateral, in connection with financings made to Mexican state and
municipal governments. If we are not able to realize the full value of our collateral, our results of operations and
financial condition could be adversely affected.
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The future of government sector lending in Mexico is uncertain.

Our business is subject to a continuously evolving regulatory regime of financial service laws, regulations,
administrative actions and policies in each Mexican state in which we operate. In particular, due to certain high
profile restructurings of Mexican state and municipal debt, in April 2016, the Mexican Congress approved certain
amendments related to government sector lending. As a result, state and municipal governments are now subject to
the Law of Financial Discipline for States and Municipalities (Ley de Disciplina Financiera de las Entidades
Federativas y los Municipios), which seeks to organize and align budgetary and financial instruments of the states,
municipalities and their agencies, as to ensure sustainable management of local public finances. This law
establishes general principles of financial discipline, including, among others, rules on the incurrence of
indebtedness and a registry for such indebtedness applicable to states and municipalities. Although we expect the
measures will help to achieve healthier public finances and transparent investment of government debt, the
implementation of these provisions will be gradual and the full benefits of the new standards may take between one
to six years to materialize; therefore, we cannot predict the impact they will have on our business.

Additionally, although state and municipal public debt is regulated by state law in Mexico, there are certain
provisions and limitations set forth in the Mexican Federal Constitution and other federal laws (including in the Law
of Financial Discipline for States and Municipalities), especially in connection with the use of participaciones
federales as a source of payment or as a public funding investment. In the past, there have been inconsistencies
between state and federal law with respect to these uses of participaciones federales which have been addressed by
the Mexican Supreme Court. Some of these judgments have had an adverse effect on the manner in which
Government Loans have been granted. We cannot ensure that future judicial interpretations or resolutions, or new
policies implemented by the incoming Mexican government (which stepped into office on December 1, 2018), will
not have an adverse effect on our Government Loan portfolio and our results of operations.

Our borrowers that are Mexican federal, state or municipal governments or agencies may claim privileges
under Mexican law, and our ability to sue and recover may be limited.

In Mexico, foreclosure procedures may be subject to delays and administrative requirements that may result in
lower levels of recovery on collateral compared to its value. Article 9 of the Fiscal Coordination Law (Ley de
Coordinacion Fiscal) provides that participaciones federales used by states or municipalities may not be subject to
attachment or liens, may not be assigned or subject to retention or withholding, except that they may be used to satisfy
payment obligations of such states and municipalities, provided they have the authorization of the state’s congress and
are registered with the SHCP in the Registry of Obligations and Loans of the States (Registro de Obligaciones y
Empréstimos de Entidades Federativas).

In addition, Article 4 of the Mexican Federal Code for Civil Procedure (Codigo Federal de Procedimiento
Civiles) does not allow attachment prior to judgment or attachment in and of execution upon a judgment by a
Mexican court upon any of the assets of the federal, state or municipal governments. As a result, the ability to
enforce judgment against such governments or agencies, upon the occurrence of a default, may be limited, and this
could materially affect our business, financial condition and results of operation. Furthermore, other factors such as
defects in the perfection of our security interests, fraudulent transfers by borrowers or a reduction in the value or
liquidity of the collateral may impair our ability to recover on our collateral. Accordingly, we can give no assurance
that we will be able to realize the full value of our collateral or realize it in a timely manner. Furthermore, many
secured creditors may compete for collateral granted by state or municipal governments, as participaciones
federales are available, on a pro rata basis, to secured creditors. As a result, lower recovery rates, asset quality
deterioration and decreased value of collateral could have a material and adverse effect on our results of operations
and financial position.

43



We are exposed to the Mexican home building sector, and the amount of non-performing loans to this sector
could adversely affect our results of operations and financial condition.

We have extended loans to, and participated through specialized trust operations in, home development
projects. Some companies in this sector have experienced, and continue to experience, financial difficulties. As a
result of challenging market conditions in 2013, three of the largest companies in the home building sector were
subject to equity and debt restructurings.

As of March 31, 2019, we had outstanding loans to Urbi Desarrollos Urbanos, S.A.B. de C.V. (“Urbi”),
Corporacion Geo, S.A.B. de C.V. and Desarrolladora Homex, S.A.B. de C.V. in an aggregate principal amount of
Ps. 1,930 million, representing 0.3% of our total loan portfolio, and 100% of these loans were non-performing as of
March 31, 2019. Of our total loans to these clients at such date, 100% were secured by land reserves. As of March
31, 2019, we had allocated Ps.821 million in loan loss reserves for loans to these clients, representing 43% of our
total loan loss reserves for this sector.

Recent judicial decisions affecting the in-court restructuring of Corporacion Geo, S.A.B. de C.V. may have an
impact on our ability to continue to collect on our related assets that had been recognized as a result of this
restructuring. As of March 31, 2019, we had outstanding loans to Corporacién Geo, S.A.B. de C.V. in an aggregate
principal amount of Ps.408 million, 100% of which were secured by real estate. As of March 31, 2019, we had
allocated Ps.167 million in loan loss reserves for loans to this client.

We cannot provide assurance of the level of recovery that we can achieve from the loans to this sector or that
we will be able to realize our target level of reserves or, if we do, that such reserves will cover the total losses
expected from loans in the home building development sector, which could adversely affect our results of operations
and financial condition.

Liquidity and funding risks are inherent to our business.

Liquidity risk is the risk that we either do not have available sufficient financial resources to meet our
obligations as they fall due or can secure them only at excessive cost. This risk can be heightened by a number of
company-specific factors, including over- reliance on a particular source of funding, changes in credit ratings or
market-wide phenomena such as market dislocation. While we have liquidity management processes designed to
mitigate and control these risks, unforeseen systemic market factors in particular make it difficult to completely
eliminate these risks. Adverse and continued constraints in our liquidity, including interbank lending, has affected
and may materially and adversely affect the cost of funding our business, and extreme liquidity constraints may
affect our current operations and our ability to fulfill regulatory liquidity requirements, as well as limit growth
possibilities. Disruption and volatility in the global financial markets could also have a material adverse effect on
our ability to access capital and liquidity on financial terms acceptable to us.

In the past many Mexican banks have suffered severe liquidity problems as a result of a financial crisis in
Mexico, particularly in connection with refinancing short- and medium-term U.S. dollar liabilities in the
international capital markets. No assurance can be given that liquidity problems will not affect the Mexican banking
system again or that liquidity constraints will not affect us in the future. While we expect to be able to pay or
refinance our projected liabilities, no assurance can be given that we will be able to repay such liabilities or
refinance such liabilities on favorable terms.

We rely, and will continue to rely, primarily on customer deposits to fund lending activities. The ongoing
availability of this type of funding is sensitive to a variety of factors outside our control, such as general economic
conditions and the confidence of customer depositors in the economy, in general, and the financial services industry
in particular, the availability and extent of deposit guarantees, and competition between banks for deposits. Any of
these factors could significantly increase the amount of customer deposit withdrawals in a short period of time,
thereby reducing our ability to access customer deposit funding on appropriate terms, or at all, in the future. If these
circumstances were to arise, this could have a material adverse effect on our operating results, financial condition
and prospects.
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We anticipate that customers in Mexico will continue in the near future to demand short-term deposits
(particularly demand deposits and short-term time deposits) and loans and that we will maintain our reliance on the
use of deposits as a source of funding. The short-term nature of this funding source could cause liquidity problems
for us in the future if deposits are not made in the volumes we expect or are not renewed. As of March 31, 2019,
59.1% of our local and foreign currency deposits had remaining maturities of one year or less or were payable on
demand. In the past, a substantial portion of such customer deposits have been rolled over upon maturity or
maintained with us (in the case of deposits payable on demand) and, as a result, such deposits have over time been a
stable source of funding. No assurance can be given, however, that customers will continue to roll over or maintain
their deposits with us. If a substantial number of our customers fail to roll over their deposits upon maturity or
withdraw their deposits, our liquidity position could be adversely affected, and we may be required to seek funding
from more expensive sources, affecting our financial condition and results of operations.

We are exposed to volatility in Peso exchange rates and interest rates in Mexico.

We are exposed to currency risk any time we hold an open position in a currency other than Pesos and to
interest rate risk when we have an interest rate re-pricing gap or carry interest-earning securities having fixed real or
nominal interest rates. Peso exchange rates and interest rates in Mexico have been subject to significant fluctuations
in recent years. Because of the historical volatility in Peso exchange rates and interest rates in Mexico, the risks
associated with such positions may be greater than in certain other countries. Exchange rates and interest rates have
experienced considerable volatility in recent years.

As of March 31, 2019, the expected shortfall associated with our financial instruments sensitive to interest rates
was U.S.$3.7 million (Ps.72.3 million). Although we follow various risk management procedures in connection
with our trading and treasury activities, there can be no assurance that we will not experience losses with respect to
these positions in the future, any of which could have a material adverse effect on our results of operations and
financial position. See “Selected Statistical Information—Interest Rate Sensitivity of Assets and Liabilities” and
“Risk Management.” In addition, our foreign currency liabilities are subject to regulation by the Mexican Central
Bank, which imposes liquidity requirements in matching currencies, depending upon the maturities of such
liabilities.

Depreciation of the Peso may have an adverse effect on us by, for example, increasing in Peso terms the amount
of our foreign currency-denominated liabilities and the rate of default among our borrowers or affecting our results
of operations when measured in U.S. dollar terms. It may also result, as in the past, in the implementation of
exchange controls that may impact our ability to convert Pesos into U.S. dollars or to transfer currencies outside of
Mexico, which may have a negative impact on our ability to pay our U.S. dollar-denominated liabilities and on our
financial condition.

In 2008 and 2009, as a result of negative economic conditions in the United States and elsewhere, local and
international markets experienced high volatility, which contributed to the depreciation of the Peso. During 2008,
the Peso depreciated by 26.7% compared to the U.S. dollar. During 2010, 2011 and 2012, the Peso appreciated by
5.5%, depreciated by 12.9% and appreciated by 7.0%, respectively. During 2013, 2014, 2015, 2016 and 2017, the
Peso depreciated by 0.9%, 12.7%, 17.0%, 19.5% and appreciated by 4.9%, respectively. As of December 31, 2018,
the Peso had appreciated to Ps.19.6512 per U.S. dollar as compared to the exchange rate of Ps.19.6629 per U.S.
dollar as of December 31, 2017. As of March 31, 2019 the Peso had appreciated to Ps. 19.3779 per U.S. dollar as
compared to the exchange rate of Ps. 19.6512 per U.S. dollar as of December 31, 2018. The Peso continues to be
affected by uncertainty and volatility in the global markets. The Mexican government has implemented a series of
measures to limit the volatility of the Peso. However, we cannot assure you that such measures will be effective or
maintained or how such measures will impact the Mexican economy.

In recent years, the overnight interbank rate in Mexico remained relatively low by historical standards closing at
8.25%, 7.25% and 5.75% in the years 2018, 2017 and 2016, respectively. International financial volatility and the
external environment have had a negative impact over the Mexican economy. Furthermore, geopolitical and
economic uncertainty have affected macroeconomic variables, such as the exchange rate between U.S. dollars and
Pesos. As a consequence, on December 17, 2015, the Mexican Central Bank increased the one day interbank
interest rate by 25 basis points to 3.25%, and has been increasing the reference rate regularly since then, to 8.25% as
of December 20, 2018.
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There can be no assurance that such interest rates will continue to increase in the future. A sustained increase in
interest rates will also raise our funding costs and may reduce our loan demand, especially among consumers.
Rising interest rates may therefore require us to re-balance our asset portfolio and our liabilities in order to minimize
the risk of potential mismatches and maintain our profitability. In addition, rising interest rate levels may adversely
affect the Mexican economy and the financial position and repayment ability of our corporate and retail borrowers,
including holders of our credit cards, which, in turn, may lead to a deterioration in our asset quality.

In addition, the Mexican economy has suffered balance of payment deficits and shortages in foreign exchange
reserves in the past. While the Mexican government, for more than sixteen years, has not restricted the ability of
Mexican and foreign individuals or entities to convert Pesos to U.S. dollars, we cannot assure you that the Mexican
government will not institute restrictive exchange control policies in the future. To the extent that any such
restrictive exchange control policies were to be instituted in the future in the event of shortages of foreign currency,
our ability to transfer or convert Pesos into U.S. dollars and other currencies to service our foreign currency
obligations, including the Notes, would be adversely affected and foreign currency may not be available without
substantial additional cost.

Severe devaluation or depreciation of the Peso may also result in government intervention, as has occurred in
other countries, or disruption of international foreign exchange markets. While the Mexican government does not
currently restrict, and for many years has not restricted, the right or ability of Mexican or foreign persons or entities
to convert Pesos into U.S. dollars or to transfer other currencies outside of Mexico, the Mexican government has
taken such measures in the past and could institute restrictive exchange control policies in the future. Accordingly,
fluctuations in the value of the Peso against the U.S. dollar could have a material adverse effect on us and impair our
ability to make payments under the Notes.

We are subject to market and operational risks associated with derivative transactions, as well as structuring
risks and the risk that documentation will not incorporate accurately the terms and conditions of derivative
transactions.

We enter into financial derivative transactions primarily for hedging purposes and, to a lesser extent, on behalf
of our customers. Accordingly, we are subject to market and operational risks associated with these transactions,
including basis risk (the risk of loss associated with variations in the spread between the asset yield and the funding
and/or hedge cost) and credit or default risk (the risk of insolvency or other inability of the counterparty to a
particular transaction to perform its obligations thereunder).

Mexican courts have limited experience in dealing with issues related to derivative transactions, as most
disputes have typically been resolved through negotiations among Mexican financial institutions. As a result, the
outcomes of disputes regarding derivatives reaching the Mexican judicial system are not fully predictable.
Derivative transactions are usually documented under ISDA master agreements or similar agreements that differ
from agreements typically used in the Mexican market, which further increases the unpredictability of their
interpretation by Mexican courts. Given that for certain of our financial derivative transactions the derivative
market is not yet as developed in Mexico as in other jurisdictions, there are added structuring risks and the risk that
our documentation will not incorporate accurately the terms and conditions of such derivative transactions.

Our ability to adequately monitor, analyze and report derivative transactions continues to depend, to a great

extent, on our IT systems and our ability to hire and retain qualified personnel, which further increases the risks
associated with these transactions and could have a material adverse effect on us.
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We are subject to consumer laws that may limit the activities of Mexican banks.

The Mexican National Commission for the Protection and Defense of Financial Service Users (Comision
Nacional para la Proteccion y Defensa de los Usuarios de Servicios Financieros) (the “CONDUSEF”) has broad
powers to regulate our activities and activities of other Mexican banks. Under recent changes approved by the
Mexican Congress, CONDUSEF is entitled to:

order amendments to our standard form commercial banking documentation (such as loan and account
agreements), if CONDUSEF deems that provisions included in such agreements are detrimental to
users;

order the attachment of our assets for the benefit of our customers; and

initiate class actions for the benefit of groups of customers.

CONDUSEF has broad and discretionary authority to take this and other similar actions, including the
imposition of laws and the publication of information, such as imposing fines that may be detrimental to our
business and reputation. Actions taken by CONDUSEF against us, whether on an isolated or recurrent basis, may
have a material impact on us.

We may need additional capital in the future, and may not be able to obtain such capital on acceptable terms,

or at all.

In order to grow, remain competitive, enter into new businesses and meet regulatory capital adequacy
requirements, we may require additional capital in the future. Moreover, we may need to raise additional capital in
the event of large losses in connection with any of our activities that result in a reduction of our shareholders’ equity.
Our ability to obtain additional capital in the future is subject to a variety of uncertainties, including:

our future financial position, results of operations and cash flows;
any necessary government regulatory or corporate approvals;

general market conditions for capital-raising activities by commercial banks and other financial
institutions;

the trading value of our equity or debt securities in the secondary market;
any reduction in our credit rating or the credit rating of our subsidiaries; and

social, economic, political and other conditions in Mexico and elsewhere.

We may not be able to obtain needed capital in a timely manner or on acceptable terms or at all.
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Downgrades in our credit ratings or those of any of our subsidiaries would increase our cost of borrowing
and negatively impact our ability to raise new funds, attract deposits or renew maturing debt.

Our credit ratings are an important component of our liquidity profile. Among other factors, our credit ratings
are based on the financial strength, credit quality and concentrations in our loan portfolio, the level and volatility of
our earnings, our capital adequacy and leverage, the liquidity of our balance sheet, the availability of a significant
base of core retail and commercial deposits, and our ability to access a broad array of wholesale funding sources.
Our lenders and counterparties in financial derivative transactions are sensitive to the risk of a ratings downgrade.
Changes in our credit ratings would increase the cost of raising funds in the capital markets or of borrowing funds or
could restrict our participation in certain activities. In addition, our ability to roll over maturing debt may be more
difficult and expensive. There can be no assurance that rating agencies will maintain our current ratings or outlook.

On June 7, 2019, in response to the recent downgrade in Mexico’s credit rating, Fitch downgraded our corporate
credit ratings from BBB+ to BBB. On the same day, Moody’s and Standard and Poor’s affirmed our ratings (A3 and
BBB+, respectively) and changed their outlook from stable to negative. On June 10, 2019, Fitch downgraded the
ratings of our Tier 2 Subordinated Preferred Capital Notes due 2031 to BB from BB+ and our Junior Subordinated
Securities to BB- from BB.

Our ability to compete successfully in the marketplace for deposits depends on various factors, including our
financial stability as reflected by our credit ratings. A downgrade in our credit ratings may adversely affect
perception of our financial stability and our ability to raise deposits or obtain other funding, which could
significantly affect our business, financial conditions and results of operations.

We are exposed to risks faced by other financial institutions.

We routinely transact with counterparties in the financial services industry, including broker-dealers,
commercial banks, investment banks, mutual funds, hedge funds and other institutional clients. Defaults by, and
even rumors or questions about the solvency of, certain financial institutions and the financial services industry
generally have led to market-wide liquidity problems and could lead to losses or defaults by other institutions.
Many of the routine transactions we enter into expose us to significant credit risk in the event of default by one of
our significant counterparties. Concerns relating to the financial health of a number of European governments and
the European sovereign debt crisis have recently intensified, contributing to volatility of the capital and credit
markets, and the risk of contagion throughout the European financial system (in which the parent companies of
some of our most important competitors operate) and beyond the Eurozone remains, as a significant number of
financial institutions throughout Europe have substantial exposures to sovereign debt issued by nations which are
under considerable financial pressure. These liquidity concerns have had, and may continue to have, an adverse
effect on interbank financial transactions in general. Should any of these nations default on their debt, or experience
a significant widening of credit spreads, major financial institutions and banking systems throughout Europe could
be destabilized. A default by a significant financial counterparty, or liquidity problems in the financial services
industry generally, could have a material adverse effect on our business, financial position and results of operation.

We are subject to significant competition from other banks, financial institutions and fintech companies in
providing financial services.

We face strong competition in all aspects of our business, including loan origination and growing our deposits
base. The competition in loan origination comes principally from other Mexican and foreign banks, mortgage
banking companies, consumer finance companies, insurance companies, other institutional lenders and purchasers of
loans and recently fintech companies. We anticipate that we will encounter greater competition as we continue
expanding our operations in Mexico. A number of institutions with which we compete have significantly greater
assets and capital, name recognition and other resources. Certain of our competitors, such as multiple purpose
financial companies (sociedades financieras de objeto multiple) (“Sofomes”), are not financial institutions and,
therefore, are not subject to the supervision of regulatory authorities or to the extensive Mexican banking regulations
to which we are subject, including the requirement to maintain certain levels of capital and reserves for loan losses.
In addition, Mexico is the country with the second most fintech companies in the region. The largest segment
addressed by fintech companies in Mexico is payments and remittances, accounting for 22% of total Mexican
fintech companies, while companies dedicated to lending activities make up the second largest segment. With the
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recent growth of fintech companies in the Mexican financial services sector, we are facing a different and more
challenging competitive environment. Due to their legacy-free infrastructure and flexibility, fintech companies are
gaining a “first mover” advantage over traditional banks to enter the market with new and innovative solutions for
Mexican businesses and consumers. Low capital requirements, developing regulatory framework, and low
administrative expenses applicable to fintech companies help foster the development of the Mexican fintech
ecosystem. As a result, certain of our competitors may have advantages in conducting certain businesses and
providing loans and other financial services. Moreover, competition is likely to increase as a result of the entrance
of new participants into the financial services sector. The SHCP has granted a number of banking licenses for the
establishment and operation of several new banking institutions and is likely to continue granting banking licenses
to new participants.

In addition, legal and regulatory reforms in the Mexican banking industry have increased competition among
banks and other financial institutions. Various reforms to the Mexican Banking Law allow for the incorporation of
limited purpose banks (bancos de nicho), which can only engage in those activities expressly authorized by the
CNBYV and set forth in their bylaws, and are subject to lesser regulatory requirements (including lower capital
requirements) depending on such authorized activities. Therefore, we could experience higher competition in
certain sectors of our business should the CNBV grant many limited-purpose banking licenses. We believe that the
Mexican government’s commitments to adopt accelerated regulatory reforms in, and the liberalization of, the
Mexican financial industry have resulted in increased competition among financial institutions in Mexico. As the
reform to the financial sector continues, foreign financial institutions, many with greater resources than us, have
entered and may continue to enter the Mexican market either by themselves or in partnership with existing Mexican
financial institutions and compete with us. There can be no assurance that we will be able to compete successfully
with such domestic or foreign financial institutions or that increased competition will not have a material adverse
effect on our financial position or operating results.

An increase in competition or a more aggressive competition strategy by our competitors may force us to
decrease the rates at which we lend money or to pay higher interest rates to our creditors and bank depositors, which
would increase our interest expenses and reduce our net interest income and, consequently, adversely impact our
financial position or operating results.

In addition, if our customer service levels were perceived by the market to be materially below those of our
competitor financial institutions, we could lose existing and potential business. If we are not successful in retaining
and strengthening customer relationships, we may lose market share, incur losses on some or all of our activities or
fail to attract new deposits or retain existing deposits, which could have a material adverse effect on us.

Our ability to maintain our competitive position depends, in part, on the success of new products and services
we offer our clients and our ability to continue offering products and services from third parties.

The success of our operations and our profitability depends, in part, on the success of new products and services
we offer our clients and our ability to continue offering products and services from third parties. However, we
cannot guarantee that our new products and services will be responsive to client demands or successful once they are
offered to our clients, or that they will be successful in the future or that we will have the information systems,
personnel or innovative capacity sufficient to offer our clients the products and services they demand. In addition,
our clients’ needs or desires may change over time, and such changes may render our products and services
obsolete, outdated or unattractive and we may not be able to develop new products that meet our clients’ changing
needs. If we cannot respond in a timely fashion to the changing needs of our clients, we may lose clients, which
could in turn materially and adversely affect our business, financial position and results of operation.

As we expand the range of our products and services, some of which may be at an early stage of development in
the Mexican market, we will be exposed to new and potentially increasingly complex risks and development
expenses, with respect to which our experience and the experience of our partners may not be helpful. Our
employees and our risk management systems may not be adequate to handle such risks. In addition, the cost of
developing products that are not launched is likely to affect our results of operations. Any or all of these factors,
individually or collectively, could have a material adverse effect on our business, financial position and results of
operation.
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Our increasing focus on individuals and small and medium-sized businesses could lead to higher levels of
non-performing loans and subsequent charge-offs.

Approximately 36.4% of the value of our total gross loan portfolio as of March 31, 2019 consisted of exposure
to individuals, while SMEs comprised approximately 4.6% of the value of the total gross loan portfolio as of March
31, 2019. As part of our business strategy, we are seeking to further increase lending and other services to
individuals and SMEs, which are more likely to be adversely affected by downturns in the Mexican economy than
large corporations and high-income individuals who have greater resources. Consequently, we may experience
higher levels of non-performing loans, which could result in higher provisions for loan loss reserves, which in turn
would negatively affect us.

For the three-month period ended March 31, 2019, non-performing loans were Ps.13,095 million and total
charge-offs against our allowance for loan losses were Ps.3,700 million. Non-performing loans related to
individuals and SMEs represented 43.3% and 15.8%, respectively, of our total non-performing loans for the three-
month period ended March 31, 2019, and 43.6% and 17.0%, respectively, for the three-month period ended March
31, 2018. Charge-offs related to individual and SME loans represented 90.4% and 8.4%, respectively, of our total
charge-offs for the three-month period ended March 31, 2019, and 92.8% and 5.3%, respectively, for the three-
month period ended March 31, 2018.

For the year ended December 31, 2018, non-performing loans were Ps.12,839 million and total charge-offs
against our allowance for loan losses were Ps.15,635 million. Non-performing loans related to individuals and
SMEs represented 45.1% and 15.3%, respectively, of our total non-performing loans for the year ended December
31, 2018, and 46.4% and 15.5%, respectively, for the year ended December 31, 2017. Charge-offs related to
individual and SME loans represented 91.0% and 5.9%, respectively, of our total charge-offs for the year ended
December 31, 2018, and 89.3% and 8.7%, respectively, for the year ended December 31, 2017.

There can be no assurance that our levels of non-performing loans and subsequent charge-offs will not be
materially higher in the future and affect our financial condition and results of operations.

We are subject to substantial regulation and changes to these regulations may further limit and adversely
affect us.

As a financial institution, we are subject to extensive laws and regulations regarding our organization,
operations, lending and funding activities, capitalization, transactions with related parties, and taxation and other
matters, including regulation by the Mexican Central Bank, the CNBV and the SHCP. These laws and regulations
impose numerous requirements on us, including the maintenance of minimum credit, market and operating-risk
capital levels and allowance for impairment losses, and otherwise regulate prohibited activities. The regulations also
place limitations on the fees, commissions and interest rates we charge, our business practices and practices relating
to risk-profile and sales of securities, money laundering, derivatives, rates charged, application of required
accounting regulations and tax obligations. Statutes, regulations and policies to which we are subject, in particular
those relating to the banking sector and financial institutions, may be changed at any time, and the interpretation and
the application of those laws and regulations by regulators is also subject to change. Many of the applicable laws
and regulations have changed extensively in recent years, with a negative impact on our financial condition.

Moreover, there may be future changes in the legal or regulatory system or in the interpretation and
enforcement of the laws and regulations. In addition, the volume, granularity, frequency and scale of regulatory and
other reporting requirements necessitate a clear data strategy to enable consistent data aggregation, reporting and
management. Inadequate management information systems or processes, including those relating to risk data
aggregation and risk reporting, could lead to a failure to meet regulatory reporting requirements or other internal or
external information demands, and we may face supervisory measures as a result.
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One of the main aspects of the changes in recent years in the Mexican Banking Law approved by Congress
consists of the authority granted to the SHCP to conduct evaluations of Mexican banks. Negative or deficient results
of evaluations may result in corrective measures being ordered, including a requirement that the bank present a plan
to correct such deficiencies. The first evaluation was conducted in 2015 and we received a positive evaluation, no
corrective measures were ordered. In the event that we receive a negative or deficient evaluation in the future, it is
uncertain what corrective measures may be ordered by the SHCP and whether the imposition of such measures may
have a material adverse effect on our business.

In June 2014, the Mexican Supreme Court of Justice decided that federal judges have discretion to determine
whether or not an interest rate agreed in a promissory note is evidently excessive, violating an individual’s human
rights, and consequently establishing a reduced rate. The elements the judge should take into account to determine
if a rate is evidently excessive are:

o the type of relationship between the parties;

e the qualification of the persons intervening in the subscription of the note and if the activity of the
creditor is regulated;

e the purpose of the credit;

e the amount of the loan;

e the term of the loan;

o the existence of guaranties for the payment of the loan;

o the interest rates applied by financial institutions in transactions similar to the one under analysis, as a
mere reference;

e the variation of the national inflation index during the term of the loan;
e market conditions; and
e other issues that may be considered relevant by the judge.

The mandatory and partly discretionary application of such criteria in the lawsuits affecting our portfolio could
have a material adverse effect on the interest rates we charge and on our operating results.

Changes in regulations may also cause us to face increased compliance costs and limitations on our ability to
pursue certain business opportunities and provide certain products and services. As some of the banking laws and
regulations have been recently adopted, such as the regulations implementing Basel 111 in Mexico (described below),
the manner in which those laws and related regulations are applied to the operations of financial institutions is still
evolving. No assurance can be given generally that laws or regulations will be adopted, enforced or interpreted in a
manner that will not have a material adverse effect on our business and results of operations.
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We are subject to capital adequacy requirements. Any failure by us to maintain this ratio will result in
administrative actions or sanctions which may affect our ability to fulfill our obligations, including losing our
banking license.

In December 2010, the Basel Committee reached an agreement on comprehensive changes to the capital
adequacy framework, known as Basel I11. A revised version of Basel |11 was published in June 2011. The Basel 111
framework includes heightened capital standards reflecting increases in both the quality and quantity of the
regulatory capital base and enhancements to the risk coverage of the capital framework. Basel Il also requires
institutions to maintain a capital conservation buffer above the minimum Capital Ratios in order to avoid certain
capital distribution constraints. The capital conservation buffer, to be comprised of common equity Tier 1 Capital,
would result in an effective Tier 1 Capital requirement of 6% of risk-weighted assets and other risks. In addition,
Basel 111 directs national regulators to require certain institutions to maintain a Countercyclical Capital Supplement
during periods of excessive credit growth. The Basel 11l capital standards are intended to be implemented at the
national level subject to transitional arrangements, with the principal requirements being phased in from January
2013 to January 2019 and the remaining requirements fully effective in 2022. The CNBV issued amendments to the
Mexican Capitalization Requirements, which became effective on January 1, 2013 and implemented Basel Il in all
material respects.

As a result of these amendments, in May 2016, as a bank of systemic importance, we were required by CNBV
to constitute a Systemically Important Bank Capital Supplement of 0.90% with Tier 1 Capital. Also, an initial
Countercyclical Capital Supplement of 0.001% was imposed. These Capital Supplements are required to be
implemented by us over a four-year period, to be constituted in four equal parts in December of each year, starting
December 31, 2016.

In addition to the changes to the capital adequacy framework described above, the Basel Committee also
published its global quantitative liquidity framework, comprising the Liquidity Coverage Ratio (the “LCR”) and Net
Stable Funding Ratio (“NSFR”) metrics, with the objectives of (1) promoting the short-term resilience of banks’
liquidity risk profiles by ensuring they have sufficient high-quality liquid assets to survive a significant stress
scenario; and (2) promoting resilience over a longer term by creating incentives for banks to fund their activities
with more stable sources of funding on an ongoing basis. The LCR was subsequently revised by the Basel
Committee in January 2013, which included an amended definition of high-quality liquid assets and a revised
timetable for the phase-in of the standard from 2015 to 2019, as well as some technical changes to some of the stress
scenario assumptions. The final framework to be established in Mexico could differ from Basel Il in certain
respects. The LCR was implemented in December 2015. In October 2014, the Basel Committee published the final
NSFR standard, which established a standard for banks to maintain a stable funding profile in relation to the
composition of their assets and off-balance sheet activities. The first effective date of the NSFR under the Basel
Committee standard was January 1, 2018. A proposed disclosure standard related to the NSFR was published in
December 2014. During 2015, the CNBV and the Mexican Central Bank modified general regulatory dispositions
related to operational risk, counterparty risk, market risk, and credit risk.

At the beginning of 2018, the Mexican Central Bank proposed amendments to the Circular 3/2012, which
regulates capital instruments issued by Mexican banks and opened a public consultation period from May 4, 2018 to
May 31, 2018. On November 14, 2018 the final amendments were published in the Official Gazette, including,
among others, changes such as the requirement to submit a transfer pricing study justifying interest rates applicable
to capital instruments and de minimis non-related party placement requirements, when the offering did not qualify as
a public offering.

The Basel Committee could adopt a new accord regarding minimum capitalization requirements that sets
conditions that are more restrictive for Tier 1 Capital or that raises the minimum capital ratios even higher. Changes
in laws and regulations issued by the CNBV in connection with the minimum capitalization requirements in
compliance with international banking standards may affect our financial condition and results of operations and the
treatment of the Notes of each series as part of our Tier 1 Capital.
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The effective management of our capital position is important to our ability to operate our business, to continue
to grow organically and to pursue our business strategy. However, as these changes to the regulatory capital
framework and other changes are implemented, or as future changes are considered or adopted that limit our ability
to manage our balance sheet and capital resources effectively or to access funding on commercially acceptable
terms, we may experience a material adverse effect on our financial condition and regulatory capital position. In
addition, the implementation and maintenance of enhanced liquidity risk management systems may result in
significant costs, and more stringent requirements to hold liquid assets may materially affect our lending business as
more funds may be required to acquire or maintain a liquidity buffer, thereby reducing future profitability.

Furthermore, we cannot predict the terms that will be included in implementing regulations in connection with
requirements to be satisfied in respect of lending activities to certain sectors of the economy. However, if the SHCP
determines, after an evaluation, that we have not complied with applicable requirements, we may be forced to lend
to certain sectors of the economy or to certain persons that may not meet our credit quality standards, that we may
not know or that are not acceptable credit risks, which in turn may impact our financial condition and results of
operations and the quality of our assets. Moreover, if we were to fail any evaluation, publicity surrounding such
failure may impact our reputation, which in turn may adversely impact our ability to conduct business in Mexico and
our financial condition and results of operations.

Any legislative or regulatory actions and any required changes to our business operations resulting from such
legislation and regulations could result in significant loss of revenue, limit our ability to pursue business
opportunities in which we might otherwise consider engaging, affect the value of assets that we hold, require us to
increase our prices and therefore reduce demand for our products, impose additional costs on us or otherwise
adversely affect our businesses. Accordingly, there can be no assurance that future changes in regulations or in their
interpretation or application will not adversely affect us.

We are subject to regulatory inspections, examinations, inquiries and audits that could result in intervention,
sanctions and other penalties by our regulators and supervisors.

We are subject to comprehensive regulation and supervision by U.S. and Mexican regulatory authorities. The
Mexican regulatory authorities include the Mexican Central Bank, the CNBV, the IPAB and the SHCP. See “The
Mexican Financial System.” These regulatory authorities have broad powers to adopt regulations and other
requirements that affect all aspects of our capitalization, organization and operations, including changes to capital
adequacy and reserve requirements, compliance with rules relating to secrecy, the imposition of anti-money
laundering measures and the authority to regulate the terms of products, including the interest rates we charge and
the fees we collect in exchange for services. Moreover, Mexican and U.S. financial regulatory authorities possess
significant powers to enforce applicable regulatory requirements, including the imposition of fines, requiring that
new capital be contributed, inhibiting us from paying dividends to shareholders or paying bonuses to employees, or
the revocation of licenses to operate our business (including our banking or broker-dealer licenses).

Furthermore, in the event we encounter significant financial problems or become insolvent or in danger of
becoming insolvent, Mexican banking authorities would have the power to take over our management and
operations. See “Supervision and Regulation.”

As noted above, our business and operations are subject to increasingly significant rules and regulations that are
required to conduct banking and financial services business. These apply to our business operations, affect our
financial returns, include reserve and reporting requirements, and set forth conduct of business regulations.

The regulators seek to maintain the safety and soundness of Mexican financial institutions with the aim of
strengthening the protection of customers and the financial system. The continuing supervision of financial
institutions is conducted through a variety of regulatory tools, reports, visits to firms and regular meetings with
management to discuss issues such as performance, risk management and strategy. In general, regulators in Mexico
have a more outcome-focused approach that involves more proactive enforcement and more punitive penalties for
infringement, including intervening in institutions and restricting dividends or bonuses to employees. As a result, we
face significant high levels of supervisory scrutiny (resulting in increasing internal compliance costs and supervision
fees) and in the event of a breach of our regulatory obligations we may face significant regulatory fines.
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Some of the regulators focus primarily on consumer protection, including a focus on the design and operation of
products, the behavior of customers and the operation of markets. Applicable regulations may prevent institutions
such as ours from providing products to customers until changes are made to address the regulators’ views on
potential detriment to consumers. Regulations require us to be in compliance across all aspects of our business,
including the training, authorization and supervision of personnel, systems, processes and documentation. If we fail
to comply with the relevant regulations, we may face adverse impacts on our business from sanctions, fines or other
actions imposed by the regulatory authorities, including the revocation of our authorization and the intervention in
our operations.

Furthermore, customers of financial services institutions, including our customers, may seek redress if they
have suffered loss as a result of an offered product, or through incorrect application of the terms and conditions of a
particular product.

Given the inherent unpredictability of litigation and judgments by the relevant authorities, it is possible that an
adverse outcome in some matters could harm our reputation or have a material adverse effect on our operating
results, financial condition and prospects arising from any penalties imposed or compensation awarded, together
with the costs of defending such an action, thereby reducing our profitability.

We may be subject to future Mexican government restrictions on interest rates, fees and commissions or
changes in allowance for loan loss requirements.

A portion of our revenues and operating cash flow is generated by the interest rates, fees and commissions that
we charge to our customers, and any limitations or requests for additional information relating to interest rates, fees
and commissions that we charge may have a material adverse effect on us. In Mexico, the Law for the Protection
and Defense of Financial Services Users (Ley de Proteccién y Defensa al Usuario de Servicios Financieros) does
not impose any specific limit on the interest rate that a bank may charge, subject to certain exceptions. However,
under the Law for the Transparency and Ordering of Financial Services (Ley para la Transparencia y Ordenamiento
de los Servicios Financieros), the Mexican Central Bank has broad authority to determine that reasonable
competitive conditions do not exist and to issue temporary regulations that relate to interest rates, fees and
commissions. In addition, the Mexican Central Bank has broad authority to issue regulations in respect of credit and
debit cards, checks, fund transfers and other means of payment, as a means to ensure competition, free access, no
discrimination and protection of the interest of users.

Informal discussions led by the Senate’s majority party leader to limit fees and commissions charged by banks
have started, with high uncertainty over the final outcome of these statements. However, as of the date of this
offering memorandum, the Mexican Congress and Mexican regulators (including the Mexican Central Bank) have
not yet formally proposed any specific legislation to limit the interest rates we may charge. We cannot predict what
impact the issuance of any such regulations may have on our business and results of operations, although it is likely
to require amendments to the way in which we operate and may adversely impact our financial results.
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Our banking license may be revoked by the CNBV.

Under the Mexican Banking Law, the CNBV may revoke our banking license upon the occurrence of certain
events, including:

e our failure to comply with any minimum corrective measures ordered by the CNBV;

e our failure to comply with the minimum Capital Ratios required under the Mexican Banking Law and
the Mexican Capitalization Requirements;

e our failure to pay certain of our debts or to comply with our obligations with one or more participants
in clearing systems or with our depositors; or

e our failure to comply with restrictions on certain types of transactions prohibited by the Mexican
Banking Law.

If the CNBV were to revoke our banking license, our business, results of operations and financial condition
would be materially and adversely affected. See “Supervision and Regulation.”

Allowances for loan losses in Mexico differ from those applicable to banks in the United States and certain
other countries and are subject to change from time to time.

Except for Government Loans and loans to certain Mexican development banks guaranteed by the federal
government and the Mexican Central Bank, we are required to classify each loan or type of loan according to an
assessment of risk based on criteria set forth by Mexican banking regulations, and to establish corresponding
reserves. Mexican banking regulations relating to loan classification and determination of allowance for loan losses
are generally different than those applicable to banks in other countries, including the United States. The criteria to
establish reserves include both qualitative and quantitative factors and involve certain discretionary determinations.

We may be required or deem it necessary to increase our allowances for loan losses in the future, as a result of
changes in CNBV rules or for other reasons. Moreover, the CNBV could further change accounting regulations for
determination of allowance for loan losses or the methodology to measure credit risk of government institutions,
which could require a substantial increase in our allowances, and could result in an adverse effect to our business,
financial condition and results of operations.

Unexpected contingencies from integration in connection with the Interacciones Merger.

The combination of two independent businesses is typically a complex and costly time-consuming process. The
failure to meet the challenges involved in integrating the two businesses and to realize the anticipated benefits of the
Interacciones Merger could cause an interruption of, or a loss of momentum in, the activities of the combined
businesses and could adversely affect the results of operations of the combined businesses.

In addition, the overall integration of our and Banco Interacciones’ businesses may result in material
unanticipated problems, expenses, liabilities, competitive responses, and diversion of management’s attention. The
difficulties of combining the operations of the companies include, among others:

o the diversion of management’s attention to integration matters;

o (difficulties in achieving cost savings, synergies, business opportunities and growth prospects from the
combination;

o difficulties in the integration of operations and systems;

o different standards, controls, procedures and accounting and other policies, business cultures and
compensation structures between the two companies;
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o difficulties in managing the expanded operations of a significantly larger and more complex business;
e challenges in keeping existing customers and obtaining new customers;

e challenges in obtaining change of control waivers;

o challenges in attracting and retaining key personnel; and

e coordination in a geographically dispersed organization.

Many of these factors are outside of our control, and anyone could result in increased costs, decreases in the
amount of expected revenues or the diversion of management’s attention, which could materially impact our
business, financial condition and results of operations. In addition, even if operations are integrated successfully,
the full benefits of the transaction may not be realized, including the synergies or cost savings or sales or growth
opportunities that are expected.

Any due diligence in connection with the Interacciones Merger may have not revealed all relevant
considerations or liabilities of Banco Interacciones, which could have a material adverse effect on our business,
financial condition or results of operations.

There can be no assurance that the due diligence undertaken for the purposes of the acquisition and subsequent
merger have revealed all relevant facts that may be necessary to evaluate the Interacciones Merger. Furthermore,
the information provided during the due diligence process may be incomplete, inadequate or inaccurate. As part of
the due diligence process, we also made subjective judgments regarding the results of operations, financial condition
and prospects of Banco Interacciones. If the due diligence investigations did not correctly identify material issues
and liabilities that may be present in Banco Interacciones, we may subsequently incur substantial impairment
charges or other losses that may not be covered by the contractual protections in the merger agreement. In addition,
following the Interacciones Merger, we may be subject to significant, previously undisclosed liabilities of Banco
Interacciones’ business that were not identified during the due diligence and which could contribute to poor
operational performance, undermine any attempt to align Banco Interacciones with our business plan and have a
material adverse effect on our business, financial condition and results of operations.

We may fail to realize the anticipated growth opportunities, cost savings, increased profits, synergies and
other benefits anticipated from the Interacciones Merger.

Achieving the projected benefits of the Interacciones Merger will depend partly on the rapid and efficient
combination of our activities and Banco Interacciones’ activities, which sell different financial products with
geographically dispersed operations, have different business cultures, and different customer bases.

We believe the acquisition and subsequent merger represented a unique opportunity to combine two successful
banking platforms with significant potential synergies. Although we believe that the estimated growth in market
share, expense savings and synergies contemplated by the Interacciones Merger are significant, there can be no
assurance that we will realize these benefits in the near future. Any failures, material delays or unexpected costs of
the integration process could therefore have a material adverse effect on our business, results of operations and
financial condition. As a result of the merger with Banco Interacciones, the CNBV could increase the Systemically
Important Bank Capital Supplement above 0.90%, if reclassified to grade I11 D-SIB (which would be 1.20%).

Future mergers or acquisitions of financial institutions could disrupt our operations.

GFNorte acquired Bancentro in 1996, Banpais in 1997, Bancrecer in December 2001, INB in 2006, UniTeller in
2006, Motran in 2007, IXE in 2011 and GFlInter in 2018. We faced difficulties and delays in the integration of the
banking operations of certain of these entities that affected our performance by diverting our management’s
attention and human resources. We could face similar problems if we engage in similar transactions in the future.
In addition, future acquisitions may require us to operate in markets that are new to us and may subject us to
regulatory arrangements in other countries with which we have not had prior experience.
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Such transactions and the possibility of a new merger, acquisition or other business combination involving us is
likely to entail risks, including diversion of management attention and of human resources, unknown or unforeseen
liabilities relating to the counterparty, difficulty in integrating and managing new or combined operations, labor
unrest and loss of key personnel.

We depend on our retention of certain key personnel and on our ability to hire additional key personnel and
maintain good labor relations.

We depend on our executive officers and key employees. In particular, our senior management has significant
experience in the banking, financial services and pension fund management businesses, and the loss of any of our
executive officers, key employees or senior managers could negatively affect our ability to execute our business
strategy.

We depend on our continuing ability to identify, hire, train and retain other qualified sales, marketing and
managerial personnel. Competition for such qualified personnel is intense and we may be unable to attract, integrate
or retain qualified personnel at levels of experience or compensation that are necessary to sustain or expand our
operations. Our businesses could be materially and adversely affected if we cannot attract these necessary
personnel.

In addition, as of March 31, 2019, approximately 27.3% of our employees were unionized, and we could incur
higher ongoing labor costs and disruptions in our operations in the event of a strike or other work stoppage.

We are subject to litigation and other legal, administrative and regulatory proceedings.

We are regularly party to litigation and other legal proceedings relating to claims resulting from our operations
in the normal course of business. See ‘“Business—Litigation and Regulatory Proceedings.” Litigation is subject to
inherent uncertainties, and unfavorable rulings may occur. Furthermore, the current regulatory environment, which
has resulted in an increased supervisory focus on enforcement, combined with uncertainty about the evolution of the
regulatory regime, may lead to material compliance costs and subject us to regulatory enforcement actions, fines and
penalties. See Note 35 to our Audited Consolidated Financial Statements and Note 23 to our Unaudited Condensed
Consolidated Interim Financial Statements.

We cannot assure you that these or other legal, administrative and regulatory proceedings will not materially
and adversely affect our ability to conduct our business in the manner that we expect or otherwise adversely affect
our results of operations and financial position should an unfavorable ruling occur.

Our business relies heavily on data collection, processing and storage systems in order for our internal
control systems and other operating systems to function properly.

Our business is dependent on our ability to timely collect and process a large volume of financial and other
information across numerous and diverse markets and products at our various locations or branches, at a time when
transaction processes have become increasingly complex. The proper functioning of our internal control, accounting
and data collection and processing systems is critical to our business. A partial or complete failure of any of these
systems could materially and adversely affect our decision making processes and the functioning of our risk
management and internal control systems, as well as our timely response to changing market conditions. If we
cannot maintain an effective data collection and management system, our business operations, financial position and
results of operations could be materially and adversely affected.

Furthermore, we depend on information systems to operate our website, provide information to customers,
process transactions, respond to customer inquiries on a timely basis and maintain cost-efficient operations. We
may experience operational problems with our information systems as a result of system failures, viruses, computer
“hackers” or other causes. Any material disruption or slowdown of our systems could cause information, including
data related to customer requests, to be lost or to be delivered to our clients with delays or errors, which could
reduce demand for our services and products or result in loss of customers, and could materially and adversely affect
our financial position and results of operations.
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If we fail to adequately protect personal information, our business, financial condition and operating results
could be adversely affected.

A wide variety of state, national, and international laws and regulations apply to the collection, use, retention,
protection, disclosure, transfer and other processing of personal data. These data protection and privacy-related laws
and regulations are evolving and may result in increasing requirements and public scrutiny and escalating levels of
enforcement and potential sanctions for violations. In July 2010, the Mexican government enacted the Federal Law
for Protection of Personal Data Held by Private Persons (Ley Federal de Proteccion de Datos Personales en
Posesion de los Particulares), which requires us to ensure the confidentiality of information received from clients.
Although we have modified our processes, procedures and systems as required to implement this law, including
procedures to supervise our activities thereunder, we can provide no assurances as to how this legislation will be
interpreted and how strictly it will be enforced by Mexican authorities. An unfavorable interpretation and
enforcement of this legislation could have a material adverse effect on us, including increasing our operating costs
and subjecting us to fines and penalties in the event of violations of the provisions of such law.

We depend on our ability to effectively improve or upgrade our IT infrastructure and management
information systems in a timely manner.

Our ability to remain competitive in the markets in which we operate depends in part on our ability to upgrade
our IT infrastructure on a timely and cost-effective basis, through continuous investment. Our opening of new
offices and branches requires us to improve our IT infrastructure and to maintain and upgrade our software and
hardware systems and back-office operations.

Additionally, any failure or interruption in the improvement, development and expansion of our information
systems could result in a delay in our ability to respond to the demands of our customers, our ability to manage risk,
or defects in our service. This could adversely affect our customers or our reputation for reliability.

Any failure to effectively improve or upgrade our IT infrastructure and management information systems in a
timely manner and our ability to achieve the expected results from our alliance with IBM’s outsourced services
could materially and adversely affect our competitiveness, financial position and results of operations, and result in
losses for our customers, resulting in liabilities for us.

We are subject to the risk of cybersecurity incidents and attacks that could result in a loss of customer data
and other sensitive information, financial theft and regulatory penalties.

Cybersecurity incidents against us, our business partners, customers, vendors, or other third parties could result
in a loss of customer data and other sensitive information, as well as financial theft. In addition, cyber-attacks could
give rise to the disablement of our IT systems, or those of our third party vendors, used to service our business
operations and customers. As attempted attacks continue to evolve in scope and sophistication, we may incur
significant costs in our attempt to modify or enhance our protective measures against such attacks, or to investigate
or remediate any vulnerability or resulting breach, or in communicating cybersecurity incidents to our customers. If
we fail to effectively manage our cybersecurity risk, e.g., by failing to update our systems and processes in response
to new threats, this could harm our reputation and adversely affect our operating results, financial condition and
prospects through the payment of customer compensation, loss of customers, regulatory penalties and fines and/or
through the loss of assets.

We have been and continue to be subject to a range of cyber incidents, such as denial of service attacks,
intrusion attempts through email malware attachments, ATM hacks, credit card and debit card fraud, attacks via
third-party platforms we utilize and phishing. For example, in March 2015, we detected that a third party had
gained unauthorized access to certain customer records, although no sensitive information was compromised. Also,
on April 26, 2018, we became aware that an unauthorized third party had interfered with the platform we use to
connect to the SPEI interbank banking system (Sistema de Pagos Electronicos Interbancarios, the “SPEI”), an
electronic funds transfer system owned and operated by the Mexican Central Bank. The unauthorized third party
used our connection as well as other banks’ connections to the SPEI to originate phantom payment orders to
accounts at other banks. On the same date, we reported the suspicious transactions to the Mexican Central Bank and
we were disconnected from the SPEI to prevent further fraud. The contingency procedures we were required to use
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thereafter resulted in slower processing times and difficulties in the settlement of payment transfers for some of our
clients for a period of approximately fifteen days. We identified that over 500 fraudulent operations were carried
out. Other Mexican banks and brokerage firms were also subject to similar attacks. While we have implemented
several mitigation and preventive measures to reinforce our cybersecurity and to comply with the Mexican Central
Bank’s regulatory security requirements and we were authorized to reconnect to the SPEI in October 2018, the
forensic analysis consultant we retained to investigate the incident was unable to determine the root cause of the
intrusion. While we expect that many of the operating expenses and losses incurred by us in connection with this
incident will be covered by our insurance policies, it is possible that our insurance policies will not cover all of these
expenses and losses.

We cannot assure that cybersecurity incidents and attacks will not cause a material adverse effect in the future.

Our Financial Statements have been prepared and are presented in accordance with Mexican Banking
GAAP, which is significantly different from U.S. GAAP.

Our Financial Statements included in this offering memorandum have been prepared and are presented in
accordance with Mexican Banking GAAP. Significant differences exist between Mexican Banking GAAP and U.S.
GAAP which are material to our Financial Statements and other financial information included in this offering
memorandum. See “Annex A — Significant Differences Between Mexican Banking GAAP and U.S. GAAP.” We
have made no attempt to identify or quantify the impact of those differences in this offering memorandum. In
making an investment decision, you must rely upon your own examination of us, the terms of this offering and the
financial information included in this offering memorandum. You should consult your own professional advisors
for an understanding of the differences between Mexican Banking GAAP and U.S. GAAP and how those
differences might affect the financial information included in this offering memorandum.

We may not be able to detect money laundering and other illegal or improper activities fully or on a timely
basis, which could expose us to liability and harm our business.

We are required to comply with applicable anti-money laundering and anti-terrorism laws and other regulations
in the jurisdictions in which we operate. These laws and regulations have become more strict and require us, among
other things, to adopt and enforce “know your customer” policies and procedures and to report suspicious and large
transactions to the applicable regulatory authorities. These laws and regulations have become increasingly complex
and detailed, require improved systems and sophisticated monitoring and compliance personnel and have become
the subject of enhanced government supervision. Recent rules have been adopted in Mexico restricting the ability of
Mexican banks to receive currencies in physical form, in exchange for foreign exchange and other similar
transactions. See “Supervision and Regulation—Money Laundering Regulations.”

While we have adopted policies and procedures aimed at detecting and preventing the use of our banking
network for money laundering activities and by terrorists and terrorist-related organizations and individuals
generally, such policies and procedures have in some cases only been adopted recently and may not completely
eliminate instances where we may be used by other parties to engage in money laundering and other illegal or
improper activities. To the extent we fail to fully comply with applicable laws and regulations, the relevant
government agencies to which we report have the power and authority to impose fines and other penalties on us,
including the revocation of our license. In addition, our business and reputation could suffer if our infrastructure is
used for money laundering or illegal or improper purposes and some of our operations could be suspended by
regulatory authorities. Any of these situations could have a materially adverse effect on our business, financial
position or results of operations.

In addition, while we review our relevant counterparties’ internal policies and procedures with respect to such
matters, we, to a large degree, rely upon our relevant counterparties to maintain and properly apply their own
appropriate anti-money laundering procedures. Such measures, procedures and compliance may not be completely
effective in preventing third parties from using our (and our relevant counterparties’) operations as a conduit for
money laundering (including illegal cash operations) without our (and our relevant counterparties’) knowledge. If
we are associated with, or even accused of being associated with, or become a party to, money laundering, then our
reputation could suffer and/or we could become subject to fines, sanctions and/or legal enforcement (including being
added to any “blacklists” that would prohibit certain parties from engaging in transactions with us), any one of
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which could have a material adverse effect on our reputation, business, financial condition or results of operations.

We are subject to actions taken by the Mexican Antitrust Commission in respect of the Mexican financial
sector or our business.

On January 16, 2014, the Mexican Antitrust Commission formally began an investigation regarding the
Mexican financial sector. As part of the financial reform that became effective as of January 2014, the Mexican
Antitrust Commission was instructed by the Mexican Congress to investigate competition in the Mexican financial
sector. On July 9, 2014, the Mexican Antitrust Commission published the full investigation work paper and its
official report pursuant to which the plenary of the Mexican Antitrust Commission reported the background,
considerations and general concepts of the Mexican financial sector used for the investigation, and issued 36
recommendations for the improvement of competition such industry. Although such recommendations are not
legally binding, the Mexican Antitrust Commission has authority to begin, at any time, a specific investigation for
alleged antitrust practices by any financial institution, including us, which could have a material adverse effect on
our reputation, business, financial condition or results of operations. As of the date of this offering memorandum, no
such investigations have commenced.

We are subject to the Mexican Federal Anticorruption Law in Public Contracting, the U.S. Foreign Corrupt
Practices Act and similar worldwide anti-bribery laws.

In July 2016, as part of the historic constitutional reform which created the National Anticorruption System
(Sistema Nacional Anticorrupcion) (“SNA”), the Mexican Congress approved a group of laws that comprises the
legal framework that will ensure the implementation of the public strategies and policies for fighting corruption and
impunity. The objective of this reform is to achieve full coordination of efforts from the federal, state and municipal
governments, and the government of Mexico City, in order to prevent, investigate and punish administrative
violations and corrupt practices by public officers, companies and individuals.

For the operation of the SNA, the Mexican Congress approved the General Law on the National Anticorruption
System (Ley General del Sistema Nacional Anticorrupcion), the Federal Anticorruption Law on Public Contracts
(Ley Federal Anticorrupcion en Contrataciones Publicas), the General Law on Administrative Accountability (Ley
General de Responsabilidades Administrativas) and the Organic Law of the Federal Tribunal of the Administrative
Justice (Ley Orgénica del Tribunal Federal de Justicia Administrativa). In addition, it approved the Law on
Auditing and Accountability of the Federation (Ley de Fiscalizacién y Rendicidn de Cuentas de la Federacion), and
amendments on internal controls of the federal executive branch to the Organic Law of the Public Administration
(Ley Organica de la Administracién Publica Federal), to the Fiscal Coordination Law (Ley de Coordinacion Fiscal)
and to the General Law for Governmental Accounting (Ley General de Contabilidad Gubernamental).

There can be no assurance that our internal control policies and procedures will protect us from reckless or
criminal acts committed by our employees or agents. Violations of these laws, or allegations of such violations,
could disrupt our business and could have a material adverse effect on our reputation, business, financial condition
or results of operations.

We may be required to make significant contributions to the IPAB.

Under Mexican law, banks are required to make monthly contributions to support the operations of the IPAB, in
an amount equal to one-twelfth of 0.4% (the annual rate) multiplied by the average of certain liabilities minus the
average of certain assets. The IPAB was created in January 1999 to manage the bank savings protection system and
regulate the financial support granted to banks in Mexico. Mexican authorities impose regular assessments on
banking institutions covered by the IPAB for funding.

We contributed Ps.3,149 million, Ps.2,634 million and Ps.2,325 million to the IPAB during 2018, 2017 and
2016, respectively. In the event that the IPAB’s reserves are insufficient to manage the bank savings protection
system and provide the necessary financial support granted to troubled banking institutions, the IPAB maintains the
discretionary right to require extraordinary contributions to participants in the system. Any such requirement can be
a result of a multitude of circumstances, cannot be predicted and could adversely affect our business, financial
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condition or results of operations.

Depending upon the value and the nature of our assets and the amount and nature of our income over time,
we could be classified as a passive foreign investment company for U.S. federal income tax purposes.

The Bank will be classified as a passive foreign investment company (“PFIC”) in any taxable year if either:
(a) 50% or more of the fair market value of our gross assets (determined on the basis of a quarterly average) for the
taxable year produce passive income or are held for the production of passive income or (b) 75% or more of our
gross income for the taxable year is passive income. The application of the PFIC rules is subject to uncertainty in
several respects. If we are a PFIC for any taxable year during which a U.S. Holder (as defined under “Taxation—
Certain United States Federal Income Tax Considerations”) held any series of Notes, the U.S. Holder might be
subject to increased U.S. federal income tax liability and to additional reporting obligations. We do not intend to
provide the information necessary for the U.S. Holder to make a qualified electing fund election with respect to any
series of our Notes. U.S. Holders should consult their own independent tax advisors regarding the application of the
PFIC rules to an investment in the Notes of any series. See “Taxation—United States Federal Income Tax
Considerations—PFIC Rules.”

While not entirely clear, payments under the Notes may be subject to withholding tax pursuant to the U.S.
Foreign Account Tax Compliance Act.

Pursuant to certain provisions of the Code, commonly known as FATCA, a “foreign financial institution” may
be required to withhold on certain payments it makes (“foreign passthru payments”) to persons that fail to meet
certain certification, reporting, or related requirements. The Bank is a foreign financial institution for these
purposes. A number of jurisdictions (including Mexico and the Cayman Islands) have entered into, or have agreed
in substance to, intergovernmental agreements with the United States to implement FATCA (“IGAs”), which
modify the way in which FATCA applies in their jurisdictions. A foreign financial institution in an IGA jurisdiction
would generally not be required to withhold under FATCA or an IGA from payments that it makes. Certain aspects
of the application of the FATCA provisions and IGAs to instruments such as the Notes, including whether
withholding on “foreign passthru payments” would ever be required pursuant to FATCA or an IGA on instruments
such as the Notes, are uncertain. Even if withholding were required or relevant for the Bank pursuant to FATCA or
an IGA with respect to payments on instruments such as the Notes, such withholding would not apply before the
date that is two years after the date of the publication of final Treasury Regulations defining the term “foreign
passthru payments.” Holders should consult their own tax advisors regarding how these rules might apply to their
investment in the Notes. In the event any withholding would be required pursuant to FATCA or an IGA with
respect to payments on the Notes, neither the Bank nor any other paying agent will be required to pay additional
amounts as a result of the withholding.

Risks Relating to Mexico

We are subject to economic and political developments in Mexico that could affect Mexican economic policy
and our business.

We are a Mexican bank and most of our operations and assets are located in Mexico. As a result, our business,
financial condition and results of operations may be affected by the general condition of the Mexican economy,
changes in Mexico’s gross domestic product (“GDP”), per capita disposable income, unemployment rates, the
devaluation of the Peso as compared to the U.S. dollar, price instability, inflation, changes in oil prices, interest
rates, regulation, taxation, social instability and other political, social and economic developments in or affecting
Mexico over which we have no control. Decreases in the growth rate of the Mexican economy, periods of negative
growth or reductions in disposable income may result in lower demand for our services and products. The Mexican
government recently cut spending in response to a downward trend in international crude oil prices, and it may
further cut spending in the future. These cuts could adversely affect the Mexican economy and, consequently, our
business, financial condition, operating results and prospects.

Our revenues are subject to risk of loss from unfavorable political and diplomatic developments, social

instability, and changes in governmental policies, including expropriation, nationalization, international ownership
legislation, interest-rate caps and tax policies. As a result, the actions of the Mexican government concerning the
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economy and regulating certain industries, including the banking sector, could have a significant effect on Mexican
private sector entities, including us, and on market conditions, prices and returns on Mexican securities, including
our securities.

The Mexican Congress has approved reforms in recent years, including constitutional amendments that have
liberalized certain areas of the economy, including the financial sector. It is expected that these reforms will boost
Mexico’s economic growth in the medium and long term. However, that could not be the case. We cannot predict
exactly if there will be changes in Mexico’s economic and governmental policy that positively or negatively affect
our business, financial position and results of operations.

Political events in Mexico may significantly affect Mexican economic policy and, consequently, our operations
and financial condition. Presidential and federal congressional elections in Mexico were held on July 1, 2018,
which resulted in a change in administration and the ruling party. Andrés Manuel Lépez Obrador, the leader of the
political party known as Movimiento Regeneracion Nacional (Morena), was elected President of Mexico and the
coalition known as Juntos Haremos Historia, conformed by Morena, Partido del Trabajo and Partido Encuentro
Social, obtained the majority in both chambers of the Mexican Congress (Congreso de la Unién de los Estados
Unidos Mexicanos) and in 17 of the 32 local Congresses that exist. The newly-elected members of the Mexican
Congress took office on September 1, 2018 and Andrés Manuel Lépez Obrador took over the Mexican presidency
on December 1, 2018. The new President’s term will expire on September 30, 2024. We cannot provide any
assurances that political developments in Mexico will not have an adverse effect on the Mexican economy or the
banking industry and, in turn, in our business, results of operations and financial condition.

Informal discussions led by the Senate’s majority party leader to limit certain fees and commissions charged by
banks took place during the first 100 days of the new administration, causing high uncertainty over the final
outcome of these discussions. In addition, during his campaign, Andrés Manuel Lopez Obrador proposed, among
other things, his desire to modify and/or terminate certain structural reforms. As of the date of this offering
memorandum, a new education reform was approved by Congress and ratified by the legislative authorities of 22
states. In addition, the new administration canceled the New Mexico City Airport (Nuevo Aeropuerto Internacional
de la Ciudad de México) project, and has announced the kickoff of the main infrastructure projects that were
promised during campaign (including a new refinery at Dos Bocas, the “Mayan train”, and the construction of a new
airport in Santa Lucia). Several investors and credit rating agencies are still cautious about the new administration’s
policies, which could contribute to a decrease in the Mexican economy’s resilience in the event of a global economic
downturn. As a result of the last election Andres Manuel L6pez Obrador and the Juntos Haremos Historia coalition
have majority in the Congress of the Union and in the local Congresses, enough to implement significant reforms
without the approval of the rest of the other Mexican political parties, including amendments to the Mexican
Constitution. Such concentration of power and any instability in Mexican politics or economy as a result of the
above can have a negative impact on our business, financial position or operating results. The extent of such impact
cannot be accurately predicted.

On June 5, 2019, Fitch downgraded Mexico’s sovereign debt, which reflects an assessment of the overall
financial capacity of the government of Mexico to pay its obligations and its ability to meet its financial
commitments as they become due, from BBB+ to BBB citing increased risk due to PEMEX’s deteriorating credit
profile and weakness in the macroeconomic outlook due to, among other things, trade tensions. In addition,
Moody’s changed its outlook on Mexico’s A3 rating from stable to negative. The same day, Fitch downgraded
Mexico’s state oil company, PEMEX, from BBB- to BB+, citing insufficient investment to restore declining
production. These downgrades could adversely affect the Mexican economy and, consequently, our business,
financial condition, operating results and prospects.

We may be subject to adverse economic conditions in Mexico.

Most of our operations are dependent upon the performance of the Mexican economy, mainly on matters such
as the Peso-U.S. dollar exchange rate, price volatility and inflation, interest rates, regulation, taxation, social
instability and other political, social and economic developments in or affecting Mexico, over which we have no
control. In the past, Mexico has experienced both prolonged periods of weak economic conditions and
deteriorations in economic conditions that have had a negative impact on us. We cannot assume that such
conditions will not return or that such conditions will not have a material adverse effect on our business, financial
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condition or results of operation.
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During 2012, GDP in Mexico grew 3.6% and inflation reached 4.1% on average. In 2013, GDP grew 1.4% and
inflation was 3.8% on average. In 2014, GDP grew 2.8% and inflation reached 4.0% on average. In 2015, GDP
grew 3.3% and inflation was 2.7% on average. In 2016, GDP grew 2.9% and inflation was 2.8% on average. In
2017, GDP grew 2.0% and inflation was 6.0% on average. In 2018, GDP grew 2.0% and inflation was 4.9% on
average. During the first three months of 2019, GDP grew 1.2% and inflation was 4.1% on average.

Mexico also has, and is expected to continue to have, high real and nominal interest rates relative to the U.S.
The interest rates on 28-day Mexican government treasury securities (Certificados de la Tesoreria de la Federacion)
(“Cetes”), averaged 3.75%, 3.00%, 2.98%, 4.17%, 6.69%, 7.62% and 7.97% for the years ended December 31,
2013, 2014, 2015, 2016, 2017, 2018 and for the three-month period ended March 31, 2019, respectively.
Accordingly, if we incur Peso denominated debt in the future, it could be at high interest rates.

A recession could affect our operations to the extent that we are unable to reduce our costs and expenses in
response to falling demand. Similarly, our loan portfolio could deteriorate as a result of higher delinquency rates.
These factors could result in a decrease in our loan portfolio, revenues and net income.

Developments in other countries, especially the United States, may affect us, including the prices for our
securities.

The Mexican economy continues to be influenced by the U.S. economy, and therefore, the deterioration of the
United States’ economy, the termination of the North American Free Trade Agreement (“NAFTA”) or other related
events may impact the economy of Mexico. On an annual basis, as of 2017, close to 80% of Mexico’s total exports
are purchased by the United States, the single country with the highest share of trade with Mexico.

Economic conditions in Mexico have become increasingly correlated to economic conditions in the United
States as a result of the NAFTA, which has induced higher economic activity between the two countries and was
highlighted during the 2008 to 2009 economic crisis affecting the United States. In August 2017, the U.S.
administration formally started trade negotiations with Mexico and Canada to update the NAFTA. An agreement
between the U.S. and Mexico was reached in late August 2018 and the U.S. and Canada also reached an agreement
in late September 2018. The renewed trade agreement, re-named as the United States-Mexico-Canada Trade
Agreement (the “USMCA”), still requires approval by the Congress in the three countries. Because the Mexican
economy is heavily influenced by the U.S. economy, the re-negotiation, or even termination, of the NAFTA or the
USMCA and/or other U.S. government policies that may be adopted by the U.S. administration may adversely affect
the economic conditions in Mexico. These developments could in turn have an adverse effect on our financial
condition and results of operations.

In 2009, the GDP of the United States contracted by 3.5% while Mexican GDP fell by 4.7%. This recession
caused unemployment to increase from an average of 5.8% in 2008 to an average of 10.3% in 2009 in the United
States and from 4.3% in September 2008 to 6.4% in September 2009 in Mexico. This sudden change in economic
conditions reduced credit demand, caused a 28.9% depreciation of the Peso from September 2008 to March 2009
and triggered a monetary policy response by the Mexican Central Bank that resulted in low interest rates, which
decreased to 4.5% in December 2009 from its December 2008 level of 8.3%. These changes in macroeconomic
conditions in Mexico did not have a material impact on our business or operations. In addition, the possibility of
normalization of monetary policy in the U.S. has caused an increase in the volatility of the Peso/U.S. dollar
exchange rate. The relative strength of the U.S. dollar against other currencies, including the Peso, could impact
manufacturing’s contribution to growth, thus affecting economic activity in Mexico.

More recently, certain measures on trade taken by the U.S., the Brexit, U.S. monetary policy normalization
along with other geopolitical and economic factors have contributed to increase the volatility and uncertainty in
several financial markets. Any interruption to the expansion of the developed economies, the impact of said factors
in emerging economies or a new economic and/or financial crisis, or a combination of the above, could affect the
Mexican economy, and, consequently, materially adversely affect our business.

The 2016 U.S. presidential election and the change in the U.S. administration have had an impact on the

worldwide economy and in Mexico. The current U.S. governmental policies towards Mexico have created
instability, uncertainty and may adversely affect the Mexican economy. For example, President Donald Trump has
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instituted import tariffs and enforced measures intended to control illegal immigration from Mexico, which have
created friction between the U.S. and Mexican governments and may reduce economic activity between these
countries. In June of 2019, the Trump administration announced plans to impose an escalating series of tariffs on
Mexico unless the Mexican government enacted certain policy changes. While the Mexican and U.S. governments
were able to reach an agreement, we cannot assure you that we will not be materially adversely affected by such
tariffs in the future.

Moreover, there is uncertainty around the implications of a tax reform for the fiscal deficit and national debt.
However, there can be no assurance as to what the U.S. administration will do, and the impact of these measures or
any others adopted by the U.S. administration cannot be predicted. We cannot assure you that any developments in
the U.S. or elsewhere will not materially and adversely affect us in the future.

During 2011 and 2012, the developments in the global economy, and particularly in Europe, increased the risk
premiums in global credit markets, which in turn generated volatility in the Mexican financial markets. Given the
transitory nature of such volatility, due to several measures taken by the European authorities, the Mexican economy
was not materially affected by it. In 2013, the uncertainties regarding the recovery of the U.S. economy and the
changes made to its monetary policy in the short- and medium-term resulted in increased volatility in the debt and
foreign exchange markets, affecting all emerging markets, including Mexico. In 2014 and 2015, the U.S. economy
showed signs of improvement with an annual GDP growth rate of 2.4% and 2.4%, respectively, which caused the
Federal Reserve System to begin normalizing its monetary policy by ending its quantitative monetary stimulus, and
increasing the U.S. Federal Reserve’s reference rate by 25 basis points in December 2015. Such monetary policy
normalization, together with a sharp decline in oil prices, resulted in increased volatility in the financial markets and
increased uncertainty regarding the recovery of certain economic zones in Europe, China and most emerging
markets. We cannot assure you that the events in Europe, the U.S. or elsewhere will not materially and adversely
affect us in the future.

The Mexican government has exercised, and continues to exercise, significant influence over the Mexican
economy, including controlling inflation.

The Mexican government frequently intervenes in the Mexican economy and occasionally makes significant
changes in policies and regulations. The Mexican government’s actions to control inflation and other policies and
regulations historically have involved, among other measures, increases in interest rates, changes in tax policies,
price controls, currency fluctuations, taxation on investment flows, capital controls and limits on imports. We and
the market price of our securities may be adversely affected by changes in policies or regulations involving, among
others:

interest rates;

e exchange rates and controls and restrictions on the movement of capital in or out of Mexico;
e reserve requirements;

e capital requirements;

e funding and lending limits;

e fees and commissions charged;

e inflation;

o liquidity of the domes