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1. GENERAL INFORMATION

a) GLOSSARY OF TERMS AND DEFINITIONS

Unless the context suggests otherwise, for purposes of this Annual Report, the following terms have the
meanings ascribed to them below and can be used interchangeably in singular or plural.

TERM

ADR’s:

Afores:

Afore Bancomer:
Afore Banorte:
Afore XXI Banorte:

Almacenadora Banorte

Arrendadora y Factor Banorte:

ATM's:

Bancen:

Bancrecer:

Banking Subsidiaries:
Banorte:

Banorte Ahorro y Prevision
Banorte Futuro
Banorte-Ixe Tarjetas:

Banorte USA:
Banxico:
BMV:

bp

Capitalization requeriments:

Casa de Bolsa Banorte:

Casa de Bolsa Banorte Ixe:
CAPS:

CC:

CDP:

CEBUR:
CEDES:
CETES:

Circular Unica de Bancos
(CuB):

DEFINITION

American Depositary Receipts

Retirement Saving Fund s Managers.

Administradora de Fondos para el Retiro Bancomer, S.A. de C.V.

Banorte Generali, S. A. de C. V., AFORE (prior its merger with Afore XXI).

Afore XXI Banorte, S.A. de C.V. (corporate identity after the Afore Banorte and Afore
XXI merger).

Almacenadora Banorte, Organizacion Auxiliar del Credito, Grupo Financiero Banorte

Arrendadora y Factor Banorte, S.A. de C.V., Sociedad Financiera de Objeto Multiple,
Entidad Regulada, Grupo Financiero Banorte.

Automated Teller Machine.

Banco del Centro, S. A.

Bancrecer, S. A.

Banorte and subsidiaries and Ixe Banco, S.A.

Banco Mercantil del Norte, S. A., Institucion de Banca Multiple, Grupo Financiero
Banorte.

Banorte Ahorro y Prevision, S.A. de C.V.

Banorte Futuro, S.A. de C.V.,

Banorte-Ixe Tarjetas, S.A. de C.V., Sociedad Financiera de Objeto Multiple, Entidad
Regulada (Formerly Ixe Tarjetas). Subsidiary of Banorte.

Banorte USA Corp., subsidiary of Banco Mercantil del Norte, S. A.

Bank of Mexico (Mexican Central Bank).

Bolsa Mexicana de Valores, S.A.B. de C.V. (Mexican Stock Exchange).

Basis points

Capital requirements for credit institutions established in the LIC and Circular Unica de
Bancos

Casa de Bolsa Banorte, S.A. de C.V., Grupo Financiero Banorte (merged entity with Ixe
Casa de Bolsa).

Casa de Bolsa Banorte Ixe, S.A. de C.V., Grupo Financiero Banorte.

Comite de Auditoria y Practicas Societarias (Audit & Corporate Practices Committe).
Credit letters.

Not-for-profit organization which provides the major environmental divulgation system in
the world.

Certificado Bursatil (Stock Certificate).

Certificados de Deposito a Plazo Fijo (Fixed term Certificate of Deposit).

Certificados de la Tesoreria de la Federacion (Mexican Federal Treasury Certificates).

General provisions applicable to credit institutions, published in the Official Gazette on
December 2, 2005, as they have been modified.
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TERM
Circular Unica de Emisoras
(CUE):
CMPC
CNBV:

CNSF:

COFECO/ COFECE:

CONDUSEF:

CONSAR:

CPO's:

CPR

CR:

Creditos Pronegocio:

CUSF:

D:

DMD:

DOF:

ED

EMISNET:

EPS:

Fincasa Hipotecaria:

Forward:

Generali:

GFNorte, the Company, the
Issuer:

GEO:

Holding:

Homex:

IFC:

IMPAC:

IMSS:

INB:

Indeval:

IPAB:

ISR:
Ixe Automotriz:

DEFINITION

General provisions applicable to issuers and other market participants, published in the
Official Gazette on March 19, 2003, as they have been modified.

Codigo de Mejores Practicas Coporativas (Best Corporate Practices Code).

Comision Nacional Bancaria y de Valores (National Banking and Securities
Commission).

Comision Nacional de Seguros y Fianzas (National Insurance and Bonding
Commission).

Comision Federal de Competencia Economica (Federal Commission of Economic
Competion).

Comision Nacional para la Proteccion y Defensa de los Usuarios de Servicios
Financieros (National Comission for the Protection and Defense of Financial Services
users).

Comision Nacional del Sistema de Ahorro para el Retiro (National Comission of the
Retirement Saving Funds System).

Certificados de Participacion Ordinarios (Ordinary Participation Certificates).
Comite de Politicas de Riesgo (Risk Policies Committee).

Capitalization ratio.

Creditos Pronegocio, S.A. de C.V., Sociedad Financiera de Objeto Limitado, Grupo
Financiero Banorte

General provisions applicable to Insurance and Bonding Insitutions. .

Director.

Deputy Managing Director.

Diario Oficial de la Federacion (Official Gazette).

Executive Director

Electronic Communications System with Securities Issuers.

Employee Profit Sharing Agreement.

Fincasa Hipotecaria, S.A. de C.V. Sociedad Financiera de Objeto Multiple, Entidad
Regulada, Grupo Financiero Banorte (merged in Banco Mercantil del Norte).

Non-standardized private contract to buy or sell a specific asset at a certain price level
whose liquidation will be carried out at a future date.

Assicurazioni Generali, S.P.A. Italian company and strategic partner of GFNorte until
2013.

Grupo Financiero Banorte, S. A. B. de C. V.

Corporacion GEO, S.A.B. de C.V.

Holding company.

Desarrolladora Homex, S.A.B. de C.V.

International Finance Corporation.

Ley del Impuesto al Activo (Asset Tax Law).

Instituto Mexicano del Seguro Social. (Mexican Social Security Institute)

Inter National Bank.

S. D. Indeval, Institucion para el Deposito de Valores, S. A. de C. V. (Institute for
Deposit of Securities).

Instituto para la Proteccion al Ahorro Bancario (Institute for the Protection of Bank
Savings).

Income Tax.

Ixe Automotriz, S.A. de C.V., Sociedad Financiera de Objeto Multiple, Entidad
Regulada, Grupo Financiero Banorte (merged in Arrendadora y Factor Banorte).
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TERM
Ixe Banco:

Ixe Casa de Bolsa:

Ixe Fondos:

Ixe GF:
Ixe Servicios
Ixe Soluciones:

Ixe Tarjetas:

LFI:
LIC:

LISF:
LGOAAC:

LGSM:
LMV:

LRAF:

LSAR:
MD:

M. E.:
M. N.:
Motran:

Nafin, Nacional Financiera:
NII:

NIM:

OTC:

Operadora de Fondos Banorte
Ixe

Participaciones federales
PDL:

Pensiones Banorte
Pensiones Banorte Generali

pp:
PRLV:

RNV:

ROA:

ROE:

ROTE

RRWA

SAT:

SCIl/ICS:
Seguros Banorte

DEFINITION

Ixe Banco, S. A., Institucion de Banca Multiple, Grupo Financiero Banorte (merged in
Banco Mercantil del Norte).

Ixe Casa de Bolsa, S.A. de C.V., Grupo Financiero Banorte (changed its corporate
identity to Casa de Bolsa Banorte Ixe)

Ixe Fondos, S.A. de C.V., Sociedad Operadora de Sociedades de Inversion, Grupo
Financiero Banorte (changed its corporate identity to Operadora de Fondos Banorte
Ixe).

Ixe Grupo Financiero, S.A.B. de C.V. (merged in GFNorte).

Ixe Servicios, S.A. de C.V.

Ixe Soluciones, S.A. de C.V., Sociedad Financiera de Objeto Multiple, Entidad
Regulada, Grupo Financiero Banorte (merged in May 2013 with Solida which changed
its name to Solida Administradora de Portafolios)

Ixe Tarjetas, S.A. de C.V., Sociedad Financiera de Objeto Multiple, Entidad Regulada
(changed its corporate identity to Banorte-Ixe Tarjetas).

Ley de Fondos de Inversién (Mutual Funds Law)

Ley de Instituciones de Credito (Credit Institutions Law).

Ley de Instituciones de Seguros y de Fianzas (Insurance and Bonding Institutions Law)
Ley General de Organizaciones y Actividades Auxiliares del Credito.

Ley General de Sociedades Mercantiles (General Corporate’s Law)

Ley del Mercado de Valores (Securities’ Market Law).

Ley para Regular las Agrupaciones Financieras (Law Regulating Financial Groups)
Ley del Sistema de Ahorro para el Retiro (Retirement Savings System Law)
Managing Director

Moneda extranjera (Foreign currency).

Moneda nacional (Local currency, Mexican pesos).

Motran Services Incorporated (remittance company based in Los Angeles, California
acquired by Banorte and merged with Uniteller in 2014).

Nacional Financiera, S.N.C., Institucion de Banca de Desarrollo.

Net Interest Income.

Net Interest Margin.

Over The Counter.

Operadora de Fondos Banorte Ixe, S.A. de C.V., Sociedad Operadora de Fondos de
Inversion, Grupo Financiero Banorte

Federal Contributions

Past due loan ratio

Pensiones Banorte, S.A. de C.V., Grupo Financiero Banorte

Pensiones Banorte Generali, S.A. de C.V., Grupo Financiero Banorte (changed its
corporate identity to Pensiones Banorte)

Percentage points.

Pagares Bancarios con Rendimiento Liquidable al Vencimiento (Bank notes with yield
settlement at maturity).

Registro Nacional de Valores (National Securities Registry).

Return on Assets.

Return on Equity.

Return on Tangible Equity

Return on Risk Weighted Assets

Servicio de Administracion Tributaria (Tax Administration Service).

Sistema de Control Interno (Internal Control System).

Seguros Banorte, S.A. de C.V., Grupo Financiero Banorte
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TERM
Seguros Banorte Generali

Shares

SHCP:
SIEFORE:

SMEs:
SOFOL:
SOFOM:

Solida Administradora de
Portafolios:

Swap:

Tier 1:

Tier 2:

TIHE:

TPV’s/ POS:
UAIR:

UDIS:

UMS:
Uniteller:

Urbi
USA:

USD:
VaR:

DEFINITION

Seguros Banorte Generali, S.A. de C.V., Grupo Financiero Banorte (changed its
corporate identity to Seguros Banorte)

Common, nominative shares, with a face value of Ps. 3.50, corresponding to Series "O"
Class Il shares, which represent the variable portion of equity

Secretaria de Hacienda y Credito Publico (Ministry of Finance and Public Credit).

Sociedad de Inversion Especializada en Fondos para el Retiro (Specialized Retirement
Savings Fund).

Small and Medium Sized Businesses

Sociedad Financiera de Objeto Limitado (Restricted Non-Banking Financial Institution).
Sociedad Financiera de Objeto Multiple (Multi-purpose Non-Banking Financial
Institution).

Solida Administradora de Portafolios, S. A. de C. V. which was spun-off from Banco
Mercantil del Norte to later merge with Ixe Soluciones in May 2013. Once merged into
Ixe Soluciones, Solida change its coporate identity to Solida Administradora de
Portafolios.

Private contract establishing the bilateral obligation to exchange one stream of cash flow
for another for a set period of time on pre-established dates.

Basic capital.

Complementary capital.

Tasa de Interes Interbancaria de Equilibrio (Inter-bank Equilibrium Interest Rate).
Point of Sale.

Unidad para la Administracion Integral de Riesgos

Unidades de inversion (Units of investment indexed to inflation).

Bonos Soberanos Mexicanos (Sovereign Bonds).

Uniteller Financial Services, Inc. (remittance company based in New Jersey).
Urbi Desarrollos Urbanos, S.A.B. de C.V.

United States of America.

US dollars.

Value at Risk.
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b) EXECUTIVE SUMMARY

When analyzing the information contained herein is important to take the following into consideration:

v' The financial information contained in this report is based on GFNorte’s Audited Financial Statements for the years ended
December 31, 2016 and 2015, published by Galaz, Yamazaki, Ruiz Urquiza, S. C., a member of Deloitte Touche
Tohmatsu Limited dated February 22, 2017. For the year ended December 31, 2014, financial figures are based on
GFNorte’s Audited Financial Statements published by Galaz, Yamazaki, Ruiz Urquiza, S. C., a member of Deloitte Touche
Tohmatsu Limited, dated February 23, 2016.

v In the fourth quarter of 2016 GFNorte decided to dispose of Inter National Bank (“INB”) as part of the corporate

restructuring program. As result of the aforementioned, Banco Mercantil del Norte (“Banorte”) reclassified its investment in
Inter National Bank as a long-term asset available for sale, which was registered at yearend at its estimated sale value.
Moreover, INB’s net income was registered as Income from Discontinued Operations. Consequently, INB’s consolidated
results in Banorte were reversed for 2016 and 2015. GFNorte's and Banorte's consolidated figures for 2015 reported in
this document differ from those presented in the Annual Report submitted to the authority in April 2016.

v During the third quarter of 2016 Fees from Commercial and Government Loans were reclassified retroactively to Fees for
Commercial and Mortgage Loans from Other Fees Charged in order to make figures comparable. This reclassification
amounted to Ps 458 million for 2015.

v' During the second quarter of 2014, GFNorte reclassified retroactively, (in order to allow comparisons with 2013 figures),
the result for "securities investment valuations" presented by the Insurance and Annuities companies in the Trading
Income line to Net Interest Income under the Interest Income line". The above due to this concept corresponds to a
recovery mainly caused by the update of the UDI’s value of the position titles held to maturity denominated in UDIs for both
companies. This reclassification between Trading Income and Net Interest Income amounted to Ps 1.56 billion in 2013.
(See Note 4 of the Audited Financial Statements published on February 19, 2015- Significant Accounting Policies —
“Changes to the Consolidated P&L statement related to the accounting of the results of investments in securities valuation
of the Insurance and Annuities companies”).

v/ The financial information presented in this report has been calculated in pesos and the tables are in million pesos, thus,
differences are the result of rounding effects.

SELECTED FINANCIAL INFORMATION

Grupo Financiero Banorte

2016 2015" 2014
Net Income Grupo Financiero Banorte (GFNorte) $19,308 $17,108 $15,228
Total Assets GFNorte $1,268,119 $1,198,476 $1,097,982
Total Liabilities GFNorte $1,125,418 $1,061,124 $973,310
Stockholders’ Equity GFNorte $142,701 $137,352 $124,672
Stockholders’ Equity GFNorte excluding minority interest $140,746 $135,452 $122,922
INFORMATION PER SHARE
Net income per share Basic (pesos) $7.01 $6.20 $5.49
Net income per share Diluted (pesos) $6.96 $6.17 $5.49
Dividend approved per share (pesos) ? $2.47 $1.65 $0.97
Book value per share (pesos) (excluding minority interest) ¥ $50.74 $48.83 $44.32
Shares outstanding Basic (millions) 2,754.05 2,762.47 2,772.50
Shares outstanding Diluted (millions) 2,773.73 2,772.38 2,773.00
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PROFITABILITY RATIOS

NIM 4.80% 4.40% 4.70%
NIM adjusted for credit risk 3.60% 3.39% 3.50%
NIM adjusted w/o Insurance & Annuities 4.61% 4.19% 4.50%
NIM from loan portfolio 7.88% 7.68% 8.20%
Return on assets (ROA) 1.58% 1.47% 1.50%
Return on equity (ROE) 13.91% 13.26% 13.20%
OPERATIONS

Efficiency ratio g 44.94% 47.59% 48.50%
Operating efficiency ratio % 2.55% 2.53% 2.80%
Liquidity ratio 133.70%
é\(/)e':rggl\i l_g];;dellt)ll”Coverage Ratio for Banorte and 99 55% 107.78%

ASSET QUALITY INDICATORS
Past due loan ratio 1.79% 2.25% 2.90%
PDL reserve coverage 139.48% 116.04% 107.00%

CAPITALIZATION RATIO
Banco Mercantil del Norte 15.28% 14.62% 15.26%

INFRASTRUCTURE AND EMPLOYEES

Bank Branches 1,175 1,191 1,269
ATMs (automated teller machines) 7,756 7,425 7,297
Points of Sale 151,948 155,893 162,352
Full-time employees 27,913 27,574 27,898
Full-time employees and professional services 27,929 27,594 27,943
Million pesos.

1. Figures coming from the Income Statement were reexpressed, for comparison purposes, to reflect INB deconsolidation in 2016 due to the corporate

restructure process; therefore, such figures differ from those presented in the Annual Report submitted to the authority in April 2016.

2. Dividends approved by the Shareholders' Assemblies in 2014, 2015 and 2016 were: Total dividend decreed in 2014 was Ps 0.9740 per share, paid in
four installments of Ps 0.2435 per share (October 2014, January, April, and July 2015), the total dividend was equivalent to the 20% of the net profits of
2013 . Total dividend decreed in 2015 was Ps 1.64702 per share, paid in four installments, the first one for Ps 0.2745 per share (November 2015) and
the remaining three for an amount of Ps 0.457506549 per share each (February, June and October 2016), ), the total dividend was equivalent to the 30%
of the net profits of 2014. Total dividend decreed in 2016 was Ps 2.4671 per share, paid in two installments of Ps 1.233553556868510 per share (August
2016 and March 2017), the total dividend was equivalent to the 40% of the net profits of 2015.

Considering the number of issued shares that for the three periods amount to 2,773.7 million.
Non Interest Expense / (Net Interest Income + Non- Interest Income).

Non Interest Expense / Average Total Assets.

Includes bank modules and excludes 1 branch in the Cayman Islands.

ook~ w
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Grupo Financiero Banorte’s Results

GFNorte reported profits of Ps 19.31 billion in 2016, +13% higher YoY and +27% higher than in 2014.
In 2016 the contribution by business sector to accumulated profits is as follows:

The Consolidated Bank's* net profits totaled Ps 15.04 billion, Ps 1.53 billion or +11% higher vs. 2015.
*Consolidated Bank in 2015 considers Banco Mercantil del Norte, Banorte-Ixe Tarjetas, Banorte USA and Afore XXI
Banorte according to its 50% ownership; whereas, in 2016 considers Banco Mercantil del Norte —merging entity of
Banorte-Ixe Tarjetas since May- and Banorte USA —deconsolidated and reported in Discontinued Operations as of
4Q16- and excludes Afore XXI Banorte as it is reported within Long Term Savings since 4Q16. Net Income for the
Consolidated Bank —according to GFNorte's holding- amounts to Ps 13.80 billion, Ps 1.75 billion or +14% higher
YoY, accounting for 71% of GFNorte's profits.

Net Income for the Long Term Savings Sector comprised of Afore XXI Banorte, Insurance and Annuities Companies
was Ps 5.73 billion in 2016, +12% higher YoY. According to GFNorte’s participation in this sector, accumulated
profits amounted to Ps 4.43 billion, +16% higher vs. 2015, representing 23% of GFNorte’s accumulated earnings.
This increase was due to better dynamics in the companies that make up this sector, especially in Seguros Banorte
(driven by higher Technical Results and the increase in Other Operating Income (Expenses)) and Pensiones Banorte
(benefited by higher Total Income).

During 2016 the Brokerage Sector comprised of Casa de Bolsa Banorte Ixe and Operadora de Fondos Banorte-Ixe
reported profits of Ps 832 million, +5% higher YoY driven by higher Non-Interest Income, Trading and Other Products
(Expenses) Net, as well as by lower Non Interest Expense and tax payments.The Brokerage Sector's Net Income for
2016 represented 4% of the Financial Group’s profits.

SOFOM and Other Finance Companies comprised of Arrendadora y Factor Banorte, Almacenadora Banorte, Sélida
Administradora de Portafolios and Ixe Servicios, recorded profits of Ps 178 million in 2016, a (64%) decrease vs.
2015. According to GFNorte’s participation in this sector, accumulated profits amounted to Ps 184 million, (63%) lower
YoY. The accumulated profit of this sector represented 1% of GFNorte's earnings.

In 2015 GFNorte reported profits of Ps 17.11 billion, 12% higher than in 2014. During 2015 net income for the
Consolidated Bank (Banco Mercantil del Norte, Banorte-Ixe Tarjetas, Banorte USA and Afore XXI Banorte
according to its 50% ownership) rose to Ps 13.52 billion, +13% higher YoY. Net income for the Consolidated Bank
- according to GFNorte’s participation in this sector and excluding Afore XXI Banorte results - was Ps 12.06 billion,
+15% YoY, contributing with 70% of GFNorte's revenues. Net income for the Long Term Savings Sector was Ps
5.1 billion, 15% higher than in 2014. According to GFNorte’s participation in this sector, accumulated profits
amounted to Ps 3.83 billion, increasing 19% annually and which represented 22% of GFNorte’s earnings. The
Brokerage Sector reported profits of Ps 790 million, (15%) lower YoY, thus representing 5% of the Financial
Group’s profits. SOFOM and Other Finance Companies recorded profits of Ps 469 million, decreasing (13%) vs.
2014. According to GFNorte’s participation in this sector, net profits were Ps 498 million, a (13%) YoY decline,
representing 3% of the Financial Group's earnings.
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The following are the profits registered accordingly to the percentage of GFNorte’s participation in each business
sector:

Net Income by Segment 2016 2015 2014
Consolidated Bank " $13,804 $12,057 $10,526
Brokerage $832 $790 $931
Long-Term Savings $4,434 $3,832 $3,215
Afore XXI Banorte ¥ 1,248 1,220 1,181
Seguros Banorte (Insurance) 2 2,626 2,210 1,759
Pensiones Banorte (Annuities) 2 561 402 276
SOFOM and Other Finance Companies 184 $498 $574
Arrendadora y Factor (Leasing and Factoring) 693 571 700
Almacenadora (Warehouse) 28 31 45
Ixe Automotriz® - - -
Solida Administradora de Portafolios * (533) (105) (173)
Ixe Servicios (5) 0 2
Holding 54 ($69) ($18)
GFNorte Ps 19,308 Ps 17,108 Ps 15,228
Million pesos.

1. From 1Q12 and up to 3Q16, Afore XXI Banorte’s results were presented on Banco Mercantil del Norte’s results through participation method; as of 4Q16,
results are reported in Seguros Banorte. For informative and comparative purposes of this segments profits, Afore XXI Banorte profits are presented in its
corresponding business segment.

Comparative analysis: Summary of the years ended December 31, 2016 and 2015. For comparison
purposes 2015 results were adjusted to reflect the INB deconsolidation in 2016. Therefore, they will differ
from those published in the Annual Report submitted to the authority in April 2015.

Net Interest Income

GFNorte’s Net Interest Income (NIl) grew +14% YoY amounting to Ps 53.06 billion in 2016 from Ps 46.58 billion
in 2015. This result was driven mainly by the NIl excluding Insurance and Annuities which totaled Ps 47.03 billion
in 2016, +14% higher vs. 2015, reflecting growth in loans and deposits, as well as the interest rate hikes that Banxico
carried out in December 2015 and during 2016, accumulating +275 bp. Favorable results came from a +16% increase
in NIl from loans and deposits, as well as by +10% in NIl from repos.

The Net Interest Margin (NIM) in 2016 rose to 4.8%, a +40bp increase vs. 2015, mainly result of a better portfolio
mix and control in funding cost, as well as the benefit of rising market rates.

Provisions
In 2016 Loan Loss Provisions totaled Ps 13.31 billion, +25% higher annually, mainly on higher requirements in

payroll, credit card and corporate loans, which could not be offset by lower requirements in the commercial portfolio.
The +25% increase is not related to deterioration in credit quality (past due loans declined (13%) YoY), but relates to
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loan loss reserve reversals in March 2015, May 2015 and December 2015 that offset the requirements for those
months, respectively. Eliminating these reversals, provisions requirement for 2016 would have been only +11% higher.

Provisions represented 25.1% of Net Interest Income in 2016 %, +2.1 pp higher compared to the same period a
year ago.

Non-Interest Income

During 2016, Non-Interest Income totaled Ps 16.47 billion, increasing by +5% or +Ps 854 million vs. 2015, driven
mainly by Service Fees.

Non Interest Expense
Non-Interest Expenses for 2016 totaled Ps 31.24 billion, +6% higher YoY, mainly due to the following increases:

- +Ps 879 million in Personnel Expenses mainly related to provisions for pensions funds and bonus payments;

- +Ps 617 million in Rents, Depreciations and Amortizations, mostly due to amortizations in technology projects
and software rents;

- +Ps 283 million in Administration and Promotional Expenses coming from increases in: i) transaction volume
in payments; ii) promotional campaigns of products and services, and iii) charges for systems maintenance;
and

- +Ps 224 million in Contributions to IPAB, in line with deposits growth.

The Efficiency Ratio for 2016 stood at 44.9%, (2.6 pp) lower YoY -on positive operating leverage-, continuing the
trend of historically low levels of Efficiency.

Net Income

GFNorte's Net Income in 2016 reached Ps 19.31 billion, up +13% from same period last year, driven by the
positive trend in Net Interest Income and Non-Interest Income.

ROE for 2016 was 13.9%, +65bp higher YoY; equity increased 4% annually. This ratio in 2015 was 13.3%.
ROTE in 2016 stood at 17.4%, +77bp higher versus the prior year; whereas ROTE in 2015 was 16.6%, +0.1 pp
higher vs. 2014.

ROA for 2016 was 1.6 %, +11bp above that of 2015. This ratio in 2015 was 1.5% unchanged vs. 2014. RWA was
3.2% in 20186, flat vs. 2015, this ratio in 2015 was 0.02 pp higher vs. 2014.
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Loan Portfolio

2016 2015 2014
Commercial* $125,377 $109,583 $115,068
Consumer* 203,047 173,948 157,111
Corporate 103,491 88,108 80,464
Government 134,798 130,119 118,963
Subtotal $566,713 $501,758 $471,606
Recovery Bank 91 129 162
Total $566,805 $501,887 $471,768
Past due loans 10,312 11,860 14,294
% NPL Ratio 1.8% 2.3% 2.9%

Million pesos.

Total Performing Loans increased +12.9% YoY for an ending balance of Ps 566.71 billion in 2016. Outstanding
YoY growth was achieved in practically all portfolios, driven by good origination dynamic. Corporate loans grew
(+17%), consumer (+17%), and commercial (+14%).

Past Due Loans

During 2016, Past Due Loans were Ps 10.31 billion, lower in (Ps 1.59) billion or (13%) YoY, driven by lower
delinquencies in practically all portfolios, but mainly by the decrease in the corporate book given Urbi’s portfolio
exchange.

In 2016, the Past Due Loan Ratio was 1.79%, ratio’s historically low level, improving by (52bp) vs. 2015 derived
from the decline in all segments on the quality origination strategy now on track and specially on the corporate
book derives from Urbi’s exchange in the last quarter of the year.

Deposits
2016 2015~ 2014
Non-Interest Bearing Demand Deposits $231,395 $169,611 $147,033
Interest Bearing Demand Deposits 152,367 167,275 153,249
Total Demand Deposits $383,761 $336,886 $300,282
Time Deposits — Retail 167,652 149,733 136,127
Money Market 24,342 54,907 62,287
Total Bank Deposits $575,755 $541,526 $498,697
GFNorte’s Total Deposits © $574,560 $539,318 $497,922
Third Party Deposits 148,407 139,099 149,092
Total Assets Under Management $724,163 $702,769 $647,789
Million pesos.
1. For comparison purposes 2015 results were adjusted to reflect the INB deconsolidation in 2016. Therefore, they will differ from those published in
the Annual Report submitted to the authority in April 2015.
2. Includes eliminations between subsidiaries. The eliminations during 2014, 2015 and 2016 were , (Ps 774) million, (Ps 2.21) billion and (Ps 1.20)

billion, respectively.

At the end of 2016, Banorte’s Total Deposits amounted to Ps 575.76 billion, a +6% annual variation, the
deceleration in the growth pace is not due to a loss in client’s deposits, as these grew +13% YoY, but to a decline
in money market funds as a strategy to maintain funding costs under control given market rate hikes. Total Assets
under Management grew +7% yearly on the strategy previously mentioned.
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Monthly stock performance for the last 6 months:

Volume of Total Volume
Date Maximum Minimum Close Shares (Daily
Operated

Average)
31/10/2016 113.94 101.51 111.31 4,703,413 98,771,670
30/11/2016 114.99 90.80 98.62 11,058,721 221,174,410
31/12/2016 104.89 95.30 102.30 5,369,275 112,754,775
31/01/2017 104.09 93.76 99.95 7,162,937 157,584,611
28/02/2017 102.86 98.00 99.85 7,115,767 135,199,580
31/03/2017 113.29 98.05 107.66 5,752,092 126,546,025

In Section 2. "a) The Company - Development and History of the Company” of this Annual Report are the Material Events of
2016, as well as those which happened during the first quarter of 2017.
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c) RISK FACTORS

The risks and uncertainties described below are not the only ones faced by the Company and the
importance of the risk attributed to them today may increase in the future. GFNorte’s operations may also face
unknown risks or risks that currently are considered immaterial. If any of the risks described below occur, they
could affect adversely and significantly activities, results of operations, projections and the financial situation of
the Company, as well as the price or liquidity of Shares. Unless otherwise stated, when referring to Banorte, only
Banorte, our main subsidiary is considered. Unless otherwise indicated, or if in the context is required, the terms
"GFNorte", "us" and "our" refer to Grupo Financiero Banorte, S.A.B. de C.V. and its subsidiaries.

a. Risks Related to Our Business

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

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

e netinterest income;

e funding cost;

e capital gains or losses;

e volume of originated loans;

e market value of financial assets and securities;

e gains/losses from sales of loans and securities by our subsidiaries.

a.2. We may be unable to effectively control the level of non-performing or low credit quality loans in our
loan portfolio, and our loan loss reserves may be insufficient to cover future loan losses.

GFNorte complies with current regulations for rating loans, and considers that loans loss provisions provide
coverage for expected loan portfolios losses for the next twelve months; nevertheless, we cannot assure that we
will be able to control and reduce effectively the level of the impaired loans in our loan portfolio. Particularly, 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, e.g. the impact of global financial crisis, macroeconomic trends, political events in
Mexico or unexpected events. Such scenarios could negatively affect our operations’ results.

As of December 31, 2016 and December 31, 2015, the aggregate outstanding principal amount and accrued
interest of loans for Banorte’s 15 largest clients (including corporate and Mexican government loans) represented
20.0% and 22.9%, respectively, of its total loan portfolio. If the financial stability of any of these clients were to be
negatively impacted by political, economic or industry-related events or any other factor, it could lead to an
increase in Banorte’s non-performing loans or low credit quality loans.

In addition, 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 Banorte's or any other subsidiary's
loan portfolio. As a result, if Banorte’s or any other subsidiary's loan portfolio deteriorates it may be required to
increase their loan loss reserves, which may adversely affect our financial position and results of operations.
Moreover, there is no precise method for predicting credit losses, and we cannot assure that Banorte’s or any other
subsidiary's loan loss reserves are sufficient to cover effectively incurred losses. If Banorte or any other subsidiary
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is unable to control or reduce the level of its non-performing or poor credit quality loans, their financial position and
results of operations could be adversely affected.

a.3. The rules applicable to loan loss provisions have been modified throughout time.

The Mexican government, in an effort to conform its regulations according to the recommendations issued by
the Basel Committee, as of 2009 has implemented new regulations regarding the way Mexican banks must classify
loans and determine the loan loss provisions, shifting from an accrued losses methodology to an expected losses
methodology.

The new methodologies for loan portfolios were implemented as follows: in 2009 for credit card loans, in 2010
for consumer and mortgage portfolio, in 2011 for government loans, in 2013 for commercial portfolio and in 2014
for financial entities loans. For further information on loan loss provisions refer to section 8:“Annexes. Subsection c)
GFNorte’s Audited Financial Statements — Note 11 Allowance for Loan Losses” of this Annual Report.

In March 2016, the CNBV adjusted the rating methodology for revolving consumer portfolios in order to include
borrower’s credit behavior with other Institutions as per information provided by Credit Information Companies. The
methodology was effective as of April 2016.

Moreover, in January 2017, the CNBV published the new rating methodology for non-revolving and mortgage
portfolios, which continues on an expected loss scope and incorporates new factors based on more recent
information on the industry’s performance. The major change in this methodology, besides acknowledging the
borrower’s recordwith the Institution granting the loan, is that it also considers the credit behavior and indebtdness
of the borrower with other Institutions as per information provided by Credit Information Companies. This new
methodology will be effective as of June 2017.

In the future, the CNBV could modify accounting regulations for determining allowances for loan losses, and
continue modifying the methodology to measure credit risk or the requirements for loans loss provisions of other
portfolios, which could adversely affect GFNorte's or any other subsidiary's results of operations and financial
position.

a.4. Banorte has experienced asset quality problems, including collaterals, and has reported relatively
large loan losses.

As is the case with many Mexican banks, the asset quality of Banorte’s loan portfolio, including collaterals, was
negatively affected by the unfavorable financial and economic conditions prevailing in Mexico due to global
financial crisis that commenced in September 2008. Mexican regulatory authorities and the Banking System
responded to this situation in several ways, even amending Mexican Banking GAAP to include the possibility of
reclassification for certain “available for sale securities” into “held to maturity securities” and broadening the types
of securities available for repurchase. Other regulatory responses have included imposing more rigorous loan loss
reserve requirements and capitalization standards, as well as adopting a number of programs designed to provide
relief to Mexican borrowers through the granting and restructuring of performing loans. Future changes on reserve
requirements could have an adverse impact on our financial results, which could affect our ability to pay dividends
to our shareholders. Unfavorable financial and economic conditions in Mexico may deteriorate Banorte and cause
asset quality problems, which would increase loan loss provisions, leading to potential negative impacts on its
financial results.

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 original value, even though the financial reform aims to make
these process more diligent. In addition, other factors such as defects in Banorte’s collaterals fulfillment, fraudulent

Annual Report 2016 (Circular Unica de Emisoras) Grupo Financiero Banorte, S.A.B. de C.V.



transfers by borrowers or a reduction in the value or liquidity of the collateral may impair its ability to recover on its
collateral. Accordingly, there cannot be assurance that we will be able to realize the full value of our collateral. As
a result, 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.

a.5. We are exposed to home building development sector’s performance, and the amount of non-
performing loans granted to this sector, could adversely affect our results of operations and financial
condition.

Through our subsidiaries Banorte and Sdélida, we granted loans and participated, through specialized trust
operations, on home development projects. Some companies in this sector have experienced and / or experienced
financial distress.

During 2015 and 2016, three main housing developers in the country (Corporacion GEO, S.A.B. de C.V,,
Desarrolladora Homex, S.A.B. de C.V. and Urbi Desarrollos Urbanos, S.A.B. de C.V.), concluded their bankruptcy
processes which allowed them to restructure their debts with their creditors, among which are some of the
subsidiaries of GFNorte. For further information, refer to section 8 “Annexes. Subsection ¢) GFNorte’s Audited
Financial Statements — Note 2 Significant Events During The Year” of this Annual Report.

As of December 31, 2016, we had a loan exposure to Urbi, GEO and Homex amounting to Ps 2.45 billion
representing 0.4% of GFNorte's total loan portfolio. The total credit exposure had a 100% collateral coverage. The
loan loss reserve coverage on the overall exposure was 38.9% at the end of 2016.

As of December 31, 2016 Soélida had Ps 5.57 billion in investment projects on those companies.

We cannot provide assurance of the level of recovery that we can achieve from the loans to this sector or that
our current 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.

a.6. 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.

One of the main risks Banorte faces as a credit institution is credit risk. Therefore, the bank is always seeking
have state of the art tools and adequate models to value the impact from unfavorable scenarios for the portfolio.
However, it is probable that we may not be able to develop a credit risk management system that functions
effectively. For example, an important part of Banorte’s credit risk management system is the usage of an internal
credit rating system to assess the particular risk profile of customers. As this process involves detailed analyses of
customer's credit risk, considering both quantitative and qualitative factors, it is subject to human error. In
exercising their judgment, Banorte’s employees may not always be able to assign an accurate credit rating or to
identify a customer’s credit risk, which may result in exposure to higher credit risks than those indicated by
Banorte’s risk rating system. In addition, Banorte has been trying to refine and strengthen its credit policies and
guidelines to address potential risks associated with particular industries or customers, such as affiliated entities.
However, Banorte may not be able to timely detect these risks before related losses occur, or due to limited
resources or tools available, its employees may not be able to implement effectively the risk identification and
management system, which may increase its credit risk. As a result, failure to implement effectively, monitor
consistently or revise continuously Banorte’s risk management system may result in an inappropriate measurement
of risk exposure, which could materially and adversely affect our results of operations and financial position.

a.7. The credit card industry is highly competitive and entails risks.
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Our credit card business, as any other, has inherent risks related to the total revolving debt level that each
individual may take in the financial system and his payment behavior, resulting from his capacity and willingness to

pay.

Our current growth strategy is to increase the credit card portfolio according to the desired risk appetite set by
the Financial Group; this strategy leverages the relationship with the Financial Group's clients that do not have a
credit card through cross-sale efforts and focuses in already known low-risk and highly profitable segments, aiming
to maintain the same profile and level of risk.

However, we cannot assure that adverse or material effects may arise as a result of higher risk exposure
derived from such growth as there are risks attached to the willingness and creditworthiness of our customers, for
instance, credit offer in the market and economic conditions.

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.

a.8. 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 focus on the retail banking sector so we can grow our loan portfolio. The
recovery of these loans in particular, as well as our ability to increase the amount of performing loans and our
results of operations and financial condition in general, 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.

Furthermore, because of the historically low penetration of banking loan products in the Mexican retail sector,
there is little evidence on which to estimate retail sector's performance 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.

a.9. Banorte maintains lower levels of capital or reserves in connection with loans to the Mexican Federal,
State and Municipal governments.

The Mexican regulation regarding capitalization and creation of reserves for loan losses in credit institutions
generally require significantly lower capitalization levels or reserves constitution regarding to loans granted to the
Mexican Federal, State or Municipal governments (together, the “Governmental Loans”).

Recently, Banorte has constituted sufficient capital and reserves pursuant to new regulations in Mexico which
require provisions according to expected losses for governmental loans, and these reserves represent a lower
percentage of the total portfolio of its corresponding loans compared to the percentage of reserves established in
portfolios for other segments; nonetheless, this situation is inherent to the risk profile of the portfolio. As of
December 31, 2016 Governmental loans amounted to Ps. 133.54 billion, or 23.5% of Banorte’s total loan portfolio;
whereas, in GFNorte amounted to Ps 134.80 billion or 23.4% of its total loan portfolio. As a result, if the credit
quality of Governmental Loans were to deteriorate, either specifically or at a generalized level, this could result in
an adverse impact on our financial position and results of operations, and this impact would be in function of the
size of the exposures to these entities, the extent of the deterioration in their risk level assigned according to the
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methodology approved by the CNBV, and the guarantees of these loans, among other factors. As of December
31, 2016, non-performing loan balances were not registered in GFNorte's government sector nor in Banorte’s.

It is important to highlight that loans are granted to a State or a Municipal government through a decree, which
authorizes funding under specific conditions (amount, term, rate, etc.), and are not granted to a specific governor or
municipal president, for that reason, subsequent administrations have to recognize prior operations.

a.10. Some of GFNorte’s loans to Mexican States and Municipalities may be restructured.

State and Municipal governments and credit institutions, including Banorte, have, from time to time, agreed to
refund or restructure Governmental Loans. In this process, modifications in terms and reductions in interest rates
have been made. As of December 31, 2016, GFNorte did not have restructured performing loans. There cannot
be assurance that other Governmental Loans or even already restructured loans will not be similarly restructured in
the future in a way that would be materially adverse to us and our subsidiaries.

In May 26, 2015 the Constitutional Reform through which provisions regarding Financial Discipline were
amended and added was published, this aims to establish limits on indebtedness for States and Municipalities, as
well as diverse control and transparency measures.

Derived from the aforementioned, the Law on Financial Discipline for the States and Municipalities was
published on April 27, 2017; consequently, restructuring or refinancing activities as of this date shall consider
measurements on financial discipline, indebtedness limits and transparency —to be published in the corresponding
governmental websites- and must be registered in the SHCP's Unique Public Registry.

a.11. Many of our loans to Mexican State and Municipal governments are secured by cash flows from the
Mexican Federal Government.

Most of our loans to Mexican State and Municipal governments are secured by such entities’ right to receive
their corresponding allocation of Federal Participations (“Participaciones Federales”.)

Furthermore, as Participaciones Federales rely on the condition of the Mexican economy, the structure of our
loans is affected by 2x or 3x the monthly amount of the amortization and interests we receive, this is a protective
measure facing the adverse economic factor that could lead to a reduction of this source of payment

a.12. The future of lending to the government sector in Mexico is uncertain.

Our business is subject to a continuously evolving regulatory and legislative regime of financial service laws,
regulations, administrative actions and policies in each jurisdiction in which we operate. Furthermore, due to
certain high profile restructurings of Mexican State and Municipal debt in April 2016 the Mexican Congress
approved changes on this subject. Consequently, State and Municipal governments now will have to comply with
the Law on Financial Discipline for the States and Municipalities which seeks to organize and align budgetary and
financial instruments of the States, Municipalities and agencies to ensure a sustainable administration of local
public finance. This Law established general principles on financial discipline including among others, rules to incur
and register debt —applicable to states and municipalities. Neverthless, we expect that these measures lead to
sounder public finance and transparency in debt allocation, the implementation of these provisions will be gradual
and the benefits of such new standards will materialize within the next one to six years; therefore, we cannot
forecast the impact on our business.

Additionally, although State and Municipal public debt is regulated by Mexican regulation, there are certain
provisions and limitations set forth in the Mexican Federal Constitution, in local constitutions, and other Federal and
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State laws (especially in connection with using participaciones federales as a source of payment and the use of
participaciones federales as a public funding investment). In the past, there have been inconsistencies between
State law and Federal law which have been subject to resolution by the Mexican Supreme Court. Some of these
judgments have had an adverse effect on the manner in which Governmental Loans have been granted. We
cannot ensure that future judicial interpretations or resolutions will not have an adverse effect on our Governmental
Loans.

a.13. Exposure to Mexican Federal government debt could have a material adverse effect on us.

Like many other Mexican financial groups, we invest in debt securities of the Mexican government. As of
December 31, 2016, approximately 29% of GFNorte's total assets were comprised of debt securities issued by the
Mexican government.

Any failure by the Mexican government to fulfil timely payments under the terms of these securities, or a significant
decrease in their market value, will have a material adverse effect on us.

a.14. 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.

Article 9 of the Fiscal Coordination Law (Ley de Coordinacion Fiscal) provides that participaciones federales
corresponding to States and Municipalities may not be subject to attachment or liens, may not be assigned for
specific objectives or subject to retention or withholding, except that they may be used to satisfy payment
obligations of such states and municipalities whenever, previously and according to the regulation, they comply
with the following conditions:

e have the authorization of the local congress;

e be in the Registry of State Debt;

e be in the Registry of Obligations and Loans of Federal and Municipal Entities of the SHCP;

e be registered in the Management Trust used that serves as vehicle of payment;

e have a positive legal opinion by which the modifications of the participaciones federales be confirmed.

The risk that any of the three levels of government may claim privileges, reducing our capacity to sue or recover
debts is limited to the constitutional provisions that state the non-retroactivity of laws.

In addition, it is worth noting that article 4 of the Mexican Federal Code for Civil Procedures (Codigo Federal de
Procedimientos 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 or their
agencies, so sentences would not be executed against such governments or agencies if tax burden or public
goods be constituted as guarantee of our loans. The aforementioned, could adversely affect our financial situation
or results of operations of our business; therefore, in such cases, our guarantees must always be private goods.

a.15. Loan loss reserves in Mexico differ from those applicable to banks in the United States and other
countries.

GFNorte is required to classify each loan type according to a risk assessment based on criteria established by
Mexican banking regulations and to constitute corresponding reserves. The criterion to establish reserves includes
both qualitative and quantitative factors. Mexican banking regulations related to loan classification and
determination of loan loss reserves are generally different than those applicable to banks in the United States and
certain other countries.
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a.16. The short-term nature of Banorte’s funding sources may imply a liquidity risk.

We anticipate that in the near future, customers in Mexico will continue to demand short-term deposits and that
Banorte will maintain a core of stable deposits based on the trust of the depositors of the Institutions. Regardless
that the short term nature of this source of funding may cause a liquidity problem, a statistical analysis has shown
that term and demand deposits have shown a stable long term behavior that guarantees this source of funding.
However, if a substantial number of customers fail to roll over their deposits at maturity or withdraw them, Banorte’s
liquidity position could be affected, and more expensive funding sources may be required, affecting then our
financial condition and results of operations.

As of December 31, 2016, 99.6% of GFNorte's and Banorte’s, in both cases, local and foreign currency
traditional deposits had maturities of one year or less or are payable on demand (See section 8 “Annexes.
Subsection ¢) GFNorte’s Audited Financial Statements — Note 21 Deposits” of this Annual Report and section 8
“Annexes. Subsection c) Banorte’s Audited Financial Statements — Note 19 Deposits” of Banorte’s Annual Report).

a.17. Liquidity and funding risks are inherent to our business.

Considering the nature of the traditional banking operations, it is acknowledged that institutions’ funding needs
increase on par of the credit portfolio, then with the aim of having a sustained growth on the credit portfolio an
equivalent growth of the stable funding sources is required.

For the purpose of providing an accurate measurement of the liquidity risk and funding needs, a series of
metrics have been implemented such as liquidity gaps and survival horizon, both identifying liquidity and funding
mismatches originated by the operational flows of the institution, thus helping to detect funding needs and the
institutions capabilities to cover its short and medium term funding needs, securing then Banorte’s liquidity rate.
Additionally, the institution analyses its liquidity and funding needs under adverse economic scenarios with Stress
Testing and Liquidity Coverage Ratio, where the latter is a regulatory measurement that enables a consistent
comparison of the liquidity positions of the institutions across the financial system.

Furthermore, and in line with the current regulation and industry best practices, Banorte has implemented a
Contingency Funding Plan and a Solvency and Liquidity Contingency Plan, both of which establish recovery
strategies under adverse events based on monitoring liquidity indicators and early warning alerts.

a.18. We engage in transactions with our subsidiaries and affiliates on terms that others may not consider
to be on an arm’s length basis.

We have entered into certain service agreements with subsidiaries and affiliates, allowing them to offer their
products and services within Banorte’s branch network in exchange of certain fees. In addition, we and our
subsidiaries and affiliates have entered into a number of agreements to share revenues or expenses in connection
with the performance of certain activities, including loan recovery.

Mexican law applicable to public companies and financial groups and institutions and our by-laws provide for
several procedures designed to ensure that the transactions entered into with or among our financial subsidiaries
do not deviate materially from prevailing market conditions for those types of transactions, including the approval
by our Board of Directors and the receipt of an independent expert’s opinion.

We are likely to continue to engage in transactions with our subsidiaries and affiliates, and our subsidiaries
and affiliates are likely to continue to engage in transactions among themselves, and no assurance can be given
that the terms that we or our subsidiaries consider to be “substantially on market conditions” will be considered as
such by third parties. In addition, future conflicts of interest between us and any of our subsidiaries or affiliates,
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and among these, may arise, which may or may not be resolved in our favor. (See section 4 “Administration,
subsection b)Operations with Related Parties and Conflicts of Interest” of this Annual Report.)

a.19. 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
domestic and foreign interest rates risk. A sustained increase in interest rates may cause losses in the assets or
securities portfolio, increasing our funding costs and may reduce GFNorte’s loan demand, especially on retail
banking products. Although the majority of our loan portfolio is subject to revisable rates, increases on 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.

a.20. We are subject to market and counterparty risks associated with derivative transactions, as well as
structuring risks and the risk that documentation does not incorporate accurately the terms and conditions
of derivative transactions.

Banorte performs financial derivative transactions primarily for hedging purposes, trading and, to a lesser
extent, on behalf of its customers. Accordingly, we are subject to market risk by unfavorable fluctuations in risk
factors 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 hedging cost) and counterparty or
default risk (the risk of insolvency or other inability of the counterparty to a particular transaction to perform its
obligations thereunder). Likewise, the counterparty risk associated with margin calls to our main counterparts.

Market and counterparty risk monitoring is carried out using robust risk systems and on a daily basis.

a.21. Our growth strategy is in part dependent on our ability to acquire other financial institutions and we
may not be successful in integrating the operations of those financial institutions.

Our ability to continue to grow by acquisitions is dependent upon, and may be limited by, the availability of
suitable acquisition candidates, our ability to negotiate acceptable acquisition terms and our assessment of the
characteristics of potential acquisition targets such as:

« financial condition and results of operations;

« attractiveness of products and services;

« suitability of distribution channels;

* management ability; and

+ the degree to which the acquired operations can be integrated with our operations and systems.

Furthermore, the completion of these acquisitions is subject to a number of risks, including the following:

* access to capital and financing sources;

*  restrictions contained in our debt instruments;

+ the uncertainty of the legal environment related to mergers and acquisitions; and
+ ability to integrate successfully the operations of the acquired entity with ours.

Growth through acquisitions involves risks that could have a material and adverse effect on our results of
operations, including:

« difficulties in integrating the operations;
+ undisclosed liabilities and other hidden asset quality problems which could significantly impact the capital
requirements or applicable reserves;
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« failure of the acquired entities to achieve expected results;

+ non-qualified personnel of the acquired companies;

« diversion of management attention from the operation of the existing businesses;
» possible inability to achieve expected synergies and/or economies of scale; and
+ the potential loss of key personnel and customers of acquired companies.

We cannot assure that we will be able to identify suitable acquisition candidates, complete the acquisitions on
satisfactory terms or, if any such acquisitions are consummated, satisfactorily integrate the acquired businesses.

We acquired Bancentro in 1996, Banpais in 1997, Bancrecer in December 2001, INB (in sale process as of
December 31, 2016) and Uniteller in 2006, Motran in 2007 (merged with Uniteller in 2014) and Ixe Afore, Afore
Ahorra Ahora and Afore Argos in 2009. Furthermore, in 2011 we significantly expanded through our merger with
Ixe GF, in 2012 we merged our Afore with Afore XXI. In January 2013, we acquired Afore Bancomer, thereby
creating the largest pension fund management company in Mexico. Moreover, in October 2013 we acquired the
stake Generali held in the Seguros Banorte Generali (Insurance) and Pensiones Banorte Generali (Annuities).

Furthermore, on November 19, 2015 the Extraordinary Shareholders' Meeting approved the merger between
Banorte, as the merging and subsisting entity, and Banorte-Ixe Tarjetas, as the merged or extinguished company,.
This merger was effective as of May 2, 2016 when merger agreements and corresponding authorizations were
registered in the Public Registries of Monterrey, N.L. and Mexico City.

As of April 29 2016 the Subholding Banorte Ahorro y Prevision, S.A. de C.V. (“Banorte Ahorro y Prevision”)
was constituted in terms of LRAF. On September 1, 2016, as result of the increase in the variable portion of
Banorte Ahorro y Prevision equity, GFNorte transferred to the former, its holding of Pensiones Banorte and
Seguros Banorte shares.

Moreover, on October 17, 2016 Banorte's spin-off became effective; thus, originating the spun-off company
Banorte Futuro, S.A. de C.V. (“Banorte Futuro”) which received the representative shares of Afore XXI Banorte,
previously held by Banorte. The same day, as result of the increase in the variable portion of Banorte Ahorro y
Prevision's equity, GFNorte transferred to the former its holding of Banorte Futuro shares. Immediately after,
Banorte Ahorro y Prevision transferred to Seguros Banorte its holding of Banorte Futuro shares, as result of the
increase in the fixed portion of its equity.

The merger with some of these companies has resulted in and may continue to result in labor termination
payments, contingent liabilities and certain penalties. We cannot predict if these events will continue or, if they
continue, whether they will materially and adversely affect our business and operations. Furthermore, we could
face similar problems in integrating any other merger, acquisition or business combination in the future.

If we are unable to implement and manage our growth strategy, our financial results, operations and business
could be materially and adversely affected.

a.22. We may need additional capital in the future, and may not be able to obtain it on acceptable terms, or
at all.

In order for us to grow, remain competitive, enter into new businesses, or meet regulatory capital adequacy
requirements, we may require new capital in the future. Likewise, we may need to raise additional capital in the
event of large losses derived from any of our activities that result in a reduction of our stockholders’ 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;
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* any government regulatory or corporate approvals;

» general market conditions for capital raising activities by commercial banks and other financial institutions;
* any reduction in our credit rating or the credit rating of our subsidiaries; and

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

Banorte complies with the current regulation by monitoring its capital requirements on timely basis and revising
its future capital need through financial projections under ordinary and stress scenarios, including in the latter
category, the Capital Adequacy Assessment, indicating that capital adequacy in the institution is strong even under
adverse economic conditions.

a.23. 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 order to sustain Banorte’s operations, and with the aim of anticipating future capital needs, a Capital
Plan has been implemented based on the balance growth expectations under normal and stress conditions, while
including contingent events that could have an impact on the capital requirements or in the available capital during
the planning period.

Our Capital Plan is related to the Capital Adequacy Assessment established in local regulation and
encompasses both regulatory and internal stress scenarios, as well as the institution’s Solvency and Liquidity
Contingency Plan, which lays down recovery strategies based on monitoring risk measurements and an early
warning system.

Moreover, in 2016 Banorte was designated Level Il - Domestic Systemically Important Financial Institution
by the CNBV; therefore, Banorte must maintain a capital buffer of 0.90 pp, to be constituted progressively in up to
four years starting on December 31, 2016. Minimum Capitalization Ratio (“CR”) stood at 10.73% at the end of 2016
(corresponding to the minium regulatory of 10.5% plus supplementary capital constituted as of that period).

a.24. Reductions 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. Our clients, creditors and counterparties
in financial derivative transactions (and those of our subsidiaries) are sensitive to the risk of a rating downgrade.
Changes in our credit ratings or those of any of our subsidiaries 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
renew maturing debt may be more difficult and expensive.

The ability of Banorte, our banking subsidiary, to compete successfully in the marketplace for funding depends
on various factors, including its financial stability reflected by its credit ratings. A downgrade in Banorte's credit
ratings may adversely affect perception of GFNorte’s or any other subsidiaries' financial stability, which could
significantly affect our business, financial conditions and results of operations.

a.25. We are exposed to risks faced by other financial institutions.

We routinely transact with counterparties in the financial services industry, including brokers, 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 engaged, expose us to significant credit risk in the event of default by one of
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our counterparties. Concerns relating to the financial soundness of a number of European governments, the
European sovereign debt crisis, the deceleration of economic growth in major economies and emerging markets,
oscillation in oil prices and commodities. the uncertainty regarding the new economic, political and commercial
environment derived from the new government in the United States, and new trends in trade protectionism have,
contributed to volatility of the equity and credit markets, and the risk of contagion throughout the European financial
system (in which some of our most important competitors' headquarters operate) and beyond 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.

a.26. We are subject to significant competition from other financial groups in providing financial services.

We face strong competition in all sectors of our business, including our banking business. The competition
comes principally from Mexican and foreign banks, mortgage banking companies, consumer finance companies,
insurance companies, other credit institutions, brokerage houses and financial advisory institutions. 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, hame recognition and other
resources. Besides traditional banking services, specialized entities exist such as non-regulated multiple purpose
financial companies (Sociedades Financieras de Objeto Multiple), which if not part of a financial group, are not
subject to the extensive Mexican banking regulations to which Banorte and its subsidiaries are subject, including
for example, maintaining certain levels of capital and reserves for loan losses. As a result, certain of our
competitors may have advantages in conducting certain businesses and providing loans and other financial
services.

Competition is also likely to increase as a result of the entry of new participants into the financial services
sector derived from the financial reform, which aims to strengthen development banks in order to complement
services offered by commercial banks, as well modify legal framework of the later and promote more and cheaper
loans offered by credit institutions. Mexican financial authorities continue granting licenses for the establishment
and operation of several new financial institutions.

In addition, legal and regulatory reforms in the Mexican banking industry have also increased competition
among banks and among other financial institutions. Various reforms to the Mexican Banking Law allow the
incorporation of limited purpose banks (bancos de nicho), which can only engage in those activities expressly
authorized by the CNBV and set forth in their by-laws, and are subject to fewer regulatory requirements (including
a lower capital requirement) depending on such authorized activities. Therefore, Banorte could experience higher
competition in certain sectors of its 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 of the financial sector continues, foreign financial institutions, many with greater
resources than us, will continue to enter the Mexican market either by themselves or in partnership with existing
Mexican financial institutions and compete with us. There cannot be 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.

As a result of Banorte’s entry into the U.S. banking sector through the acquisition of INB (in sale process) and
Uniteller in 2006 and Motran in 2007 (merged with Uniteller in 2014), GFNorte has faced strong competition from
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U.S. based financial groups, commercial banks and other financial institutions. In particular, Banorte’s banking
operations in the U.S. face competition from domestic and international banks, as they have a significant presence
in the regions covered by INB. Furthermore, we face strong competition from regional and local banks in the U.S.
regions in which we operate.

An increase in competition or a more aggressive competition strategy by our competitors may force GFNorte to
decrease certain active rates or pay higher interest rates on deposits and operating creditors, to avoid losing clients
preferring more attractive rates offered by other banks, 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.

a.27. Our ability to maintain our competitive position depends, in part, on the success of new products and
services we offer our clients and to 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 to our ability to continue offering products and services from third parties.
However, we cannot guarantee that our new products and services will be successfully responsive to clients’
demands, 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 them, 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 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
have not been 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.

a.28. Banorte's increasing focus on individuals and SMEs could lead to higher levels of non-performing
loans and subsequent charge-offs.

Part of Banorte's business strategy, seeks to increase lending and other services to individuals and SMEs.
Individuals and SMEs are, however, more likely to be adversely affected by downturns in the Mexican economy
than large corporations and high income individuals are. Consequently, GFNorte may experience higher levels of
non-performing loans, which could result in higher provisions for loan losses. Non-performing loans related to
individuals (consumer and mortgage loans) and SMEs represented 2.1% and 6.3%, respectively, as of December
31, 2016, compared to 2.2% and 8.7% as of December 31, 2015. During 2016 lending to SMEs reactivated, |
increasing 7.7% YoY coupled with an improvement in asset quality, as NPL ratio decreased 237 basis points. We
cannot provide assurance that the 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.
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a.29. We are subject to extensive Mexican governmental regulation, which is subject to frequent revisions
and changes.

We are subject to extensive regulation by Mexican governmental authorities regarding our organization,
operations, capitalization, corporate governance, transactions with related parties and other matters. These laws
and regulations impose numerous requirements on us and our subsidiaries, including the maintenance of minimum
risk based capital levels and loan loss reserves, regulation of our business practices, diversification of our
investments, maintenance of liquidity ratios, regulation of loan granting policies and interest rates charged, other
terms contained within loan agreements, as well as application of required accounting regulations. Amendments to
financial laws could result in additional capital requirements and give financial authorities discretion to impose
capital requirements or modify the usage of our net income.

Many of the applicable laws and regulations have been subject to extensive changes in recent years, some of
which have had a material effect on our and our subsidiaries’ financial and capitalization position and results of
operations. For example, several laws were enacted during 2008 and 2009 by the Mexican Congress requiring the
elimination of certain fees for credit cards, deposit accounts, and the use of ATMs, as well as granting the Mexican
Central Bank the authority to approve, reject or limit account management and general fees that banks, including
Banorte, charge to their customers and also granting the ability to impose penalties if in its judgment banking
institutions are limiting competition among themselves. Moreover, Mexican financial regulatory authorities possess
significant powers to enforce applicable regulatory requirements in the event of our or our subsidiaries’ failure to
comply with such regulatory requirements, including imposing fines, requiring that new capital be contributed,
prohibiting the payment of dividends to shareholders or the payment of bonuses to employees, imposing sanctions
or revoking our licenses and permits to operate our businesses; moreover, the 2014 financial reform aims to further
strengthen these powers and grant greater discretion to authorities. In case we or our subsidiaries face significant
financial problems or become insolvent or in danger of so, Mexican financial regulatory authorities have the power
to take over our management and operations.

Given the current environment of frequent changes to laws and regulations affecting the financial services
sector, there may be future changes in the regulatory system or in the enforcement of the laws and regulations that
could adversely affect us and our subsidiaries. (See Section 2 “The Company, subsection b) Business Description
— Applicable Legislation and Tax Situation — Applicable Law and Supervision” in this Annual Report.)

In particular, on July 26, 2010, the Group of Governors and Supervision Chiefs, the supervision body of the
Basel Committee on Banking Supervision, reached broad agreement on the overall design of a capital and liquidity
reform package for internationally active banking organizations around the world (known as Basel 1ll), which
includes, among others, the definition of capital, the treatment of counterparty credit risk, the leverage ratio and the
global liquidity standard. On September 12, 2010, the Basel Committee announced a substantial strengthening of
existing capital requirements in connection with Basel Ill. The full text of the Basel Ill rules and the results of a
quantitative impact study to determine the effects of the reforms on banking organizations were published on
December 16, 2010. These rules include, among others, the gradual elimination of securities that count as basic
capital (Tier 1) and complementary capital (Tier 2) with prepayment provisions, based on incentives or the
implementation of leverage ratios applicable to institutions, in addition to the capital requirements in effect based
on risk over assets.

In order to strengthen the net capital of the banking sector, in accordance with the guidelines established by
the Capital Accord issued by the Basel Committee (which primary goal is for banking institutions worldwide to
increase their ability to deal with financial or economic turmoil through the integration of greater and higher-quality
capital), the SHCP published on November 28, 2012 an amendment to the Mexican Banking Regulations that aims
to, among others: (i) strengthen the composition of the net capital of banking institutions under Basel Il guidelines,
and (ii) allow certain securities issued by commercial banks to absorb losses incurred by these institutions when
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submitting a detriment in their capital, either through a conversion into their shares or by the loss of the agreed
value at the time of issuance in order to be recognized as part of the net capital of such institutions. The
regulations from this amendment were implemented on January 1, 2013 and are in force. (See Section 2 “The
Company, subsection b) Applicable Legislation and Tax Situation — Applicable Law and Supervision - Adoption of
New Rules in Mexico in accordance with Basel III” in this Annual Report.)

The application of provisions changing the methodology, calculation or compliance of Capital Ratios of banking
institutions or the adoption of changes to the minimum requirements for Tier 1 and Tier 2 capital of banking
institutions, overviewed by Mexican authorities, may have a material adverse effect on our business and results of
operations.

On December 31, 2014 the CNBV published on the Circular Unica de Bancos official document for Credit
Institutions) guidelines to calculate the Liquidity Coverage Ratio (LCR) aiming to prevent banks from keeping free
disposal liquid assets with high credit quality, as defined by the applicable general provisions, in order to fulfill
their obligations and meet their liquidity needs for 30 days. These regulations became effective in January 2015.

We cannot provide assurance whether the reform packages regarding terms and conditions of government
lending or the financial reform enacted on January 9, 2014, will not have a materially adverse effect on our
business, financial condition or results of operations.

On December 31, 2014, the SHCP published the General Rules for Financial Groups, which stipulate March
31, 2016 as the deadline to adequate the Bylaws of the Holding Company on the resolution of conflicts of interest
among the financial institutions integrating the Financial Group. Consequently, on November 19, 2015 GFNorte
held an Extraordinary General Shareholders' Assembly, in which it was agreed to amend its Bylaws in order to
adapt them to the regulations, subject to the authorization of competent authorities.

On November 26, 2013, the Mexican Congress approved a financial reform package that granted broader
authority to financial authorities and ordered the Mexican competition authorities to initiate an investigation into the
fairness of trade practices in the Mexican financial system.

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. The guidelines for such
evaluations were published in the Official Gazette on December 31, 2014, and the final results of the first
evaluation for 2015 were published on July 31, 2016, in which we received a positive evaluation, and no corrective
measures were ordered. 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. 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:

e 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;
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e 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 IlIl 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.

a.30. We are subject to Mexican and U.S. regulatory inspections, examinations, inquiries and audits that
could result in sanctions or the imposition of corrective measures.

We are subject to comprehensive regulation and supervision by U.S. and Mexican regulatory authorities. The
Mexican regulatory authorities include the Mexican Central Bank, CNBV, SHCP, CONSAR and CNSF. (See
Section 2 “The Company, subsection b) Applicable Legislation and Tax Situation — The Mexican Financial System”
in this Annual Report). 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. Specifically, INB was required to take steps so that the U.S. Office of
the Comptroller of the Currency, or OCC, would be in a position to assign satisfactory CAMELS (capital adequacy,
asset quality, management, earnings, liquidity and sensitivity to market risk), which are ratings to the INB
management.

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).

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
Section 2 “The Company, subsection b) Applicable Legislation and Tax Situation — Applicable Law and
Supervision” in this Annual Report).

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 affect our financial returns and include
reserve and reporting requirements. 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
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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.

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.

a.31. Banorte’s banking license may be revoked by the CNBV.

Under the Mexican Banking Law, the CNBV may revoke Banorte’s banking license upon the occurrence of
certain events, including - without limitation - if Banorte does not:

« comply with minimum corrective measures ordered by the CNBYV, if the case;

« comply with the minimum Capitalization Ratio required under the Mexican Banking Law and the Mexican
Capitalization Rules;

* pay certain of its debts or fails to comply with its obligations with one or more participants in clearing
systems or with its depositors; and

« comply with restrictions on certain types of transactions prohibited by the Mexican Banking Law.

If the CNBV were to revoke Banorte’s banking license, our business, results of operations and financial
condition would be materially and adversely affected. (See Section 2 “The Company, subsection b) Applicable
Legislation and Tax Situation — Applicable Law and Supervision - Banking Regulation” in this Annual Report).

a.32. Our success depends, in part, on our retention of certain key personnel, our ability to hire additional
key personnel, and the maintenance of good labor relations.

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

Our future success also depends 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
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or expand our operations. Our businesses could be materially and adversely affected if we cannot attract these
necessary personnel.

As of December 31, 2016, approximately 27% of GFNorte's 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.

a.33. We are subject to litigation proceedings.

We are regularly party to litigation and other legal proceedings related to claims resulting from our operations in
the normal course of business. Litigation is subject to inherent uncertainties, and unfavorable rulings may occur.
We cannot assure that these or other legal 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.

We face various issues that may give rise to risk of loss from legal and regulatory proceedings, including tax
litigation. These issues, including appropriately dealing with potential conflicts of interest, and legal and regulatory
requirements, could increase the amount of damages asserted against us or subject us to regulatory enforcement
actions, fines and penalties. The current regulatory environment, 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.

a.34. Our businesses rely heavily on data collection, processing and storage systems in order for our
internal control systems and other operating to function properly.

At a time when transaction processes have become increasingly complex, with increasing volume, our principal
businesses are highly dependent on the ability to timely collect and process a large amount of financial and other
information across numerous and diverse markets and products at our various locations and channels. The proper
functioning of financial control, accounting or other data collection and processing systems is critical to our
business and to our ability to compete effectively. A partial or complete failure of any of these primary systems
could materially and adversely affect our decision making process and 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 are dependent on information systems to operate our website, 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 and could materially and adversely affect our financial position and results of operations.

a.35. We depend on our ability to effectively improve or upgrade our information technology infrastructure
and management information systems in a timely manner.

Our ability to remain competitive in the markets in which we operate depends partially on our ability to upgrade
our information technology infrastructure on a timely and profitable basis, through continuous investment. The
opening of new offices and branches requires us to improve our information technology infrastructure, and to
maintain and upgrade our software and hardware systems and back office operations.
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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. Further,
our strategic agreement with IBM may not achieve the expected results.

Any failure to improve effectively or upgrade our information technology infrastructure and management
information systems in a timely manner or to achieve the expected results from our alliance with IBM 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.

a.36. 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 damage our business.

We and our subsidiaries are required to comply with applicable anti-money laundering and anti-terrorism laws.
These laws 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. Current regulations in
Mexico restricts the ability of Mexican banks to receive currencies in physical form, in exchange for foreign
exchange and other similar transactions.

While our subsidiaries have adopted policies and procedures aimed at detecting and preventing the use of our
banking network for money laundering activities, terrorisms financing and other illegal, inappropriate or inadequate
activities, through organizations and people related to terrorism, such policies and procedures may not effectively
detect all the activities related to money laundering and other illegal inappropriate or inadequate 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. In addition, our business and
reputation could suffer if our infrastructure or our subsidiaries are used for money laundering or illegal, improper or
inadequate purposes. 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 which could have a material adverse effect on our reputation, business, financial
condition or results of operations.

a.37. We are a holding company and depend upon dividends and other funds from subsidiaries to pay
dividends, debts and other obligations.

We are a holding company and our operations are conducted through our subsidiaries. As a result, our ability
to, pay dividends, pay our own debts, and have the resources to fund our operations primarily depends on the
ability of our subsidiaries to generate earnings and to pay dividends to us or otherwise provide us with resources.
Banorte may be restricted from paying dividends to us if it does not meet its required regulatory Capital Ratios.
Additionally, distribution of profit by our subsidiaries is subject to the income effectively generated by those
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subsidiaries and their financial and business situations. Our right to receive any amount from any of our
subsidiaries upon their liquidation or reorganization will be effectively subordinated to the claims of our subsidiaries’
creditors, including trade creditors. (See Section 3 “Financial Information, subsection d) Management Analysis and
Comments on Operating Results and the Company’s Financial Situation” and Section 2 “The Company, subsection
b) Business Description — Dividends” in this Annual Report.)

It is worth mentioning that the Extraordinary Shareholders' Meeting held on November 19, 2015 agreed to
modify GFNorte's Dividend Policy to be between 16% and up to 40% of the net income of the prior year.

a.38. Under the Statutory Responsibility Agreement, we are responsible secondarily and without limitation
for the performance of the obligations incurred by our subsidiaries.

Under the Statutory Responsibility Agreement that we entered into with our financial subsidiaries, pursuant to
the Law Regulating Financial Groups, we are responsible secondarily and without limitation for performance of the
obligations incurred by our subsidiaries as a result of the authorized activities of such subsidiaries, and we are fully
responsible for certain losses of such, up to the total amount of our assets. For such purposes, a subsidiary is
deemed to have losses if:

+ its stockholders’ equity is less than the amount the subsidiary is required to have as minimum capital under
applicable law;

* its capital and reserves are less than the subsidiary is required to have under applicable law; or

+ in the judgment of the regulatory authority supervising the subsidiary’s activities, the subsidiary is insolvent
and cannot fulfill its obligations.

Furthermore, if Banorte is deemed to have losses we will not be allowed to pay any dividends or transfer any
monetary benefit to our shareholders as of the date on which IPAB determines that Banorte has losses extending
to the date on which we pay those. Moreover, we would be required, among other things, to guarantee to IPAB the
payment of such losses. Pursuant to the Law Regulating Financial Groups, our shares or the shares of our
subsidiaries could be posted as collateral to guarantee the payment of Banorte’s losses in favor of IPAB. Pursuant
to Article 120 of the Law Regulating Financial Groups, our shareholders, by virtue of their holding of our shares,
accept that their shares could be posted as a guarantee in favor of IPAB, and that such shares will be transferred
to the Institute if we are unable to pay for any amounts due to IPAB as a result of Banorte’s losses.

We cannot assure that in the future, Banorte or any of our other subsidiaries will not be deemed to have
losses, and if so, that we will have sufficient assets to cover such losses. (See Section 2 “The Company,
subsection b) Applicable Legislation and Tax Situation — Applicable Law and Supervision - Financial Groups’
Statutory Responsibility” in this Annual Report.)

a.39. We are subject to the 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 Anticorrupcién), the Federal Anticorruption Law on Public Contracts
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(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 Organica del Tribunal Federal de Justicia Administrativa). In addition, it approved the Law on Auditing
and Accountability of the Federation (Ley de Fiscalizacion y Rendicion 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 Administracion Publica Federal), to the Fiscal Coordination Law (Ley de Coordinacién Fiscal)
and to the General Law for Governmental Accounting (Ley General de Contabilidad Gubernamental).

The Federal Anticorruption Law on Public Contracts, the U.S. Foreign Corrupt Practices Act and similar
worldwide anti-bribery laws generally prohibit companies and their intermediaries from making improper payments
to government officials and other persons for the purpose of obtaining or retaining business. .

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.

a.40. Banorte may be required to make significant contributions to IPAB.

Under Mexican law, banks are required to make monthly contributions to support the operations to the Mexican
Institute for the Protection of Banking Savings (Instituto para la Proteccion al Ahorro Bancario), or 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. 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 IPAB for funding.

Banorte contributed Ps 2.33 billion and Ps 2.10 billion to IPAB during 2016 and 2015 respectively. In the event
that IPAB’s reserves are insufficient to manage the bank savings protection system and provide the necessary
financial support granted to troubled banking institutions, IPAB maintains the discretionary right to require
extraordinary contributions to participants in the system. Any such requirement can be a result of a multitude
circumstances, cannot be predicted and could adversely affect our business, financial condition or results of
operations.

a.41. Our loan and investment portfolios are subject to prepayment risk, which could negatively affect our
net interest income.

Our and our subsidiaries' 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 declining 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. If prepayment 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
portfolio and collateralized mortgage obligations, since prepayments could shorten the weighted average life of
these portfolios, which would negatively impact our business, financial condition and results of operation.

a.42. Future Mexican government restrictions on interest rates, banking fees or reserves could negatively
affect GFNorte’s profitability.

A significant portion of our revenues and operating cash flow is generated by Banorte’s consumer loans and
any such limitations or additional informational requirements could materially and adversely affect our results of
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operations and financial position. In Mexico, the Financial Services Users Protection and Defense Act (Ley Federal
de Proteccion y Defensa al Usuario de Servicios Financieros) currently does not impose any limit on the interest
rate or in the banking fees, subject to certain exceptions, that a bank may charge.

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 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.

Currently, the Congress and regulators have not yet proposed any specific limit on 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,

In addition, if Mexican governmental authorities require banks and other financial institutions to increase their

reserve requirements for loan losses or change the manner in which such loan reserves are calculated, it may
adversely affect our results of operations and financial position.

b. Risks Related to Mexico

b.1. Economic and financial risks in Mexico.

During the last nine years, the global economy has undergone a period of slowdown and unprecedented
volatility and has been adversely affected by a significant lack of liquidity, loss of confidence in the financial sector,
disruptions in the credit markets, changes in the global geopolitical environment, reduced business activity, rising
unemployment, declining interest rates and erosion of consumer confidence. The global economic slowdown has
negatively impacted the Mexican economy and our business. There cannot be assurance whether such conditions
will improve. In addition, future economic conditions may deteriorate even further.

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

* Increased regulation of the financial industry, whose compliance may increase our costs and limit our
ability to pursue business opportunities. The Financial Reform has different impacts in GFNorte and its
subsidiaries, as it involves adjustments to the bylaws, procedures, operations, policies and contracts.
Groups of specialists in each field have been formed to identify and implement such impacts. Regarding
the Financial Reform, formerly mentioned, there are many secondary provisions already effective and
others pending to be issued by diverse public administration entities; therefore, short and long term effects
are still uncertain.

The Financial Reform is based on 6 fundamental pillars:

e Creation of new incentives for banks to grant more loans;

e Encourage competition in the banking and financial system in order to reduce interest rates;

e Strengthening the financial and banking system to achieve sustained long-term growth;

e Establishing a new mandate for development banks to foster growth in the financial sector;

e Strengthening legal faculties of financial authorities to impose fines; and

e Additional legal faculties to authorities to assure an equitable relation between creditors and debtors.
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* The global economic slowdown could result in reduced demand for financial products and services;

* The process we use to estimate losses inherent in 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;

» The derivatives markets and similar operations could impact financial systems and the solvency of its
participants; and

+  The value of our portfolio of investment securities may be adversely affected.

A worsening of any of the foregoing risks and conditions may delay the recovery of the financial industry as a
whole, thereby negatively impacting our financial condition.

b.2. We are subject to economic and political developments in Mexico that could affect domestic economic
policy and our business.

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, the devaluation of the
peso 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. In 2016 Mexican
government 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.

The Mexican government has exercised, and continues to exercise, significant influence over the Mexican
economy. Mexican government actions concerning the economy and regulation of certain industries, including the
banking sector, could have a significant effect on Mexican private sector entities in general, and on us and our
subsidiaries in particular, and on market conditions, prices and returns on Mexican securities, including ours.

The Mexican government can implement significant changes in the law, public policies and/or regulations that
can affect the political and economic situation of Mexico, negatively affecting our business. (See Section 2 “The
Company, subsection b) Applicable Legislation and Tax Situation” in this Annual Report).

In recent years, there has been an increasing amount of social instability in Mexico derived from violent crime
carried out by organized cartels and others involved in drug trafficking, which has particularly affected the areas of
northern Mexico that border the United States. The continuation or escalation of such crime could have negative
consequences for the Mexican economy or destabilize its political system, which could adversely affect our
business.

We cannot provide any assurance that future economic or political developments in Mexico, over which we
have no control, will not have an unfavorable impact on our financial position or operating results.

Annual Report 2016 (Circular Unica de Emisoras) Grupo Financiero Banorte, S.A.B. de C.V.



b.3. 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-dollar exchange rate, volatility in financial markets, inflation, interest rates, regulation, taxation, social
instability and other political, social and economic developments in or affecting Mexico, over which we have no
control.

The impact of an economic slowdown could affect our operations to the extent that we are unable to reduce
our costs and expenses in response to falling demand. Likewise, our subsidiaries’ loan portfolio could deteriorate
as a result of higher delinquency rates. These factors could result in a decrease in our subsidiaries’ loan portfolio
as well as in their revenues and net income, affecting negatively and materially our business, financial condition or
results of operation.

b.4. We are subject to the risk of depreciation or fluctuation of the peso with respect to the dollar and other
currencies, which could adversely affect our results of operations and financial situation.

A severe depreciation of the peso vs. the dollar could limit our capacity to transfer or convert pesos to dollars
or other currencies, which could have an adverse effect on our financial situation, operational results and cash
flows in the future, increasing the amounts of our foreign-denominated obligations in peso terms.

A severe depreciation of the peso could also result in governmental intervention Monetary Policy of increase in
interest rates), as has occurred in other countries, or alterations in the international currency markets. The
devaluation or depreciation of the peso vs. the dollar could also adversely affect our business, financial position or
results of operation.

b.5. The increase in violence in Mexico has adversely impacted, and may continue to adversely impact, the
Mexican economy.

Mexico has experienced a significant increase over the past few years in violence related to illegal drug
trafficking, particularly in Mexico’s northern states near the U.S. border. This increase in violence has had an
adverse impact on the economic activity in Mexico, in general terms. Furthermore, social instability in Mexico and
adverse social or political developments in Mexico or that affect the counntry could adversely affect us, our ability
to conduct our business and offer our services, as well as our ability to obtain financing. We cannot assure that the
levels of violence in Mexico, over which we have no control, will not increase or decrease and will have no further
adverse effects on Mexico’s economy or on our business, financial position or results of operation.

Furthermore, illegal activities have originated more detailed anti-money laundering and terrorism financing
rules and increased supervision of such activities by Mexican regulators, which have impacted the way in which we
conduct our foreign-currency cash business and have resulted in an enhancement of our systems and the
reinforcement of our compliance measures. Our failure to detect and report anti-money laundering and terrorism
financing activities may result in fines and may have an impact on our business and results of operations.

b.6. Developments in other countries may adversely affect our operations and the prices of our securities.

Economic and market conditions in other countries may, to varying degrees, affect the market value of
securities of Mexican companies. Although economic conditions in other countries may differ significantly from
economic conditions in Mexico, investors’ reactions to developments in other countries may have an adverse effect
on the market value of securities of Mexican companies.
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b.7. Mexican fiscal reforms could have a negative effect in our clients, affecting negatively our business.

On January 1, 2014 various tax changes came into effect, among the approved changes was the authorization
to raise the Value Added Tax from 11% to 16% at the borders, adjustments to Income and IEPS taxes and for the
first time an 8% tax was imposed on foods with a high caloric content, among others. The scope of this reform and
other elements, could be negative to our clients, the economy or our business. In addition, the fiscal miscellany
replaced the deduction of loan reserves with the deduction of write-offs and eliminated the possibility of deducting
losses from bad loans in the transfer to related parties for portfolios originated prior to 2014, which in principle limits
the sale of portfolios to GFNorte affiliates. In addition, the new provisions in the Income Tax Law limit the
deductibility of some benefits paid to employees including the pension plan, savings fund, employer labor
contributions to IMSS, among other concepts. On the other hand, the tax reform provides that individual and
corporate taxpayers who have opened an account in their name in financial system entities will be obligated to
apply for registration in the Federal Registry of Taxpayers (RFC), whereas financial system entities shall be
obligated to provide tax authorities with information about their accountholders and verify that they are registered in
the RFC. The scope of this reform and other elements of it could be negative to our clients, the economy or our
business.

b.8. Our corporate disclosures may be different or less substantial than those of issuers in other countries.

In Mexico issuers of securities are required to publicly disclose information, in terms that are different and that
may be less detailed than disclosures required in countries with more developed capital markets. In addition,
accounting and other reporting principles and standards applicable to credit and other financial institutions in
Mexico and the financial results reported using such principles and standards may result in material differences
between our results and those results that would have been obtained using other principles and standards, such as
U.S. GAAP.

c. Risks Related to the Securities Markets and Ownership of Common Shares

c.1l. An active and liquid market for common shares may not develop.

Although they are valued and traded on the BMV, our shares may experience low liquidity volumes. The BMV
is the only securities market in Mexico and it is substantially smaller, less liquid, more volatile, has a lower
institutional investor base, and is more concentrated than major international securities markets. Such market
characteristics may substantially limit the capacity of holders of our common shares to sell them, or to sell them on
time, and impact the price of our common shares.

c.2. Non-compliance with requirements for maintaining our shares listed in the BMV or of their
registration with the CNBV may have an adverse effect on the price or liquidity of our shares.

We are subject to certain requirements set forth by the CNBV and the BMV, such as those of disclosure, to
maintain our registration with the CNBV and through the National Registry of Securities (RNV) and our shares
listed on the BMV. If we are not able to comply with such requirements, the listing of our shares in the BMV may be
suspended or cancelled.
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c.3. The market price of our common shares may fluctuate significantly, and investors could lose all or
part of their investment.

The market price and liquidity for our common shares may be significantly affected by numerous factors, some
of which are beyond our control and may not be directly related to our operating performance. These factors
include, among others:

¢ significant volatility in the market price and trading volume of securities of companies in our sectors or
those of our subsidiaries, which are not necessarily related to the operating performance of these
companies;

e performance of the banking sector in Mexico;

e changes in earnings or variations in operating results;

o future equity offerings by other financial groups, banks or financial institutions in Mexico;

e changes in the financial recommendation of the fundamental analysts that cover us and our sector;

e new laws, regulations or new interpretations of these, including tax guidelines or others applicable to
our business or that of our subsidiaries; and

e economic trends in the Mexican, U.S. or global economies or financial markets, including those
resulting from wars, incidents or terrorism or violence or responses to such events; and political
conditions or events.

c.4. Future issues of our common shares may result in a decrease of their market price and could have a
dilutive effect.

In the event we seek to raise capital by issuing shares or market's perception that we could issue new shares,
could result in a reduction in the price of our common shares or create volatility in the market price of our common
shares. Furthermore, future capital increases could cause a dilution of shareholders’ investment in common
shares, if they do not, or are not able to exercise their preemptive rights in subscribing to any such issuance.

c.5. There cannot be assurance that we will be able to pay or maintain cash dividends, and our dividend
policies are subject to change.

The amount of cash available for dividends, if any, will be affected by many factors, including our future operating
results, financial condition and capital requirements, legal restrictions, including capital adequacy requirements,
and contractual restrictions in our current and future debt instruments, and those of our subsidiaries, as well as our
ability to obtain funds from our subsidiaries, among other variables. Cash currently available for dividend
payments may vary significantly from estimates. We cannot assure that we will be able to pay or maintain
dividends or that they will increase over time. Our actual results may differ significantly from the assumptions used
by our Board of Directors in recommending dividends to shareholders or in adjusting our dividend policy. Also,
there cannot be assurance that our Board of Directors will recommend the payment of dividends to our
Shareholders' Meeting or that, if recommended, our shareholders will approve disbursing such dividends. Dividend
policies adopted by our Board of Directors, are subject to change at any time. It is worth mentioning that the
GFNorte's Ordinary Shareholders' Meeting held on November 19, 2015 agreed to modify the Dividend Policy of the
Financial Group so the dividend payment be between 16% and up to 40% of the net income of the prior year. For a
description of the factors that can affect the availability and timing of cash dividends to shareholders, see section 2
“The Company, subsection b) Business Description - Applicable Legislation and Tax Situation — Applicable Law
c.6. Certain provisions of our by-laws and applicable law may delay or limit a change of control.

Pursuant to the LRAF, the LMV and the Bylaws no person or entity, or group thereof, may, directly or indirectly,
in one or more transactions:

Annual Report 2016 (Circular Unica de Emisoras) Grupo Financiero Banorte, S.A.B. de C.V.



e acquire or transfer more than 2% of our shares without informing the SHCP (Article 26 LRAF and
Article 9 of our Bylaws);

e acquire 5% or more of our shares, except with prior authorization from the SHCP, who can grant this at
its discretion after hearing the Bank of Mexico’s opinion and, as appropriate, the opinion of the CNBV,
CNSF or CONSAR (Article 28 LRAF and Article 9 of our Bylaws);

e acquire 20% or more of our shares, except with prior authorization from the SHCP, who can grant this
at its discretion after hearing the Bank of Mexico’s opinion and, as appropriate,

e acquire 10% or more, but less than 30% of our shares, unless the transaction is reported, revealing
individual holding in the case of a group of individuals, as well as informing the intention or not to
acquire significant influence in the Institution. (Article 109 LRAF and Article 9 of our Bylaws)

e acquire 30% or more of our shares, except with prior authorization from the CNBV and undertake a
public offer to purchase up to 100% of our shares (Articles 98 and 99 LMV and Article 18 of our
Bylaws).

Notwithstanding the aforementioned, the public must be informed of such simultaneous or successive
operations which directly or indirectly, involve people related to the Institution seeking to increase or decrease their
participation by 5%, as well as inform of their intention to influence or significantly increase influence in such
Institution, and inform of the intention to acquire, increase or not acquire significant influence in such Institution.
(Article 110 LMV and Article 9 of our Bylaws).

Sales and acquisitions made by Board members, relevant Directors, a group of people or an individual who
holds, either directly or indirectly, 10% or more of shares must inform the CNBV and the public where appropriate.
(Article 111 LMV and Article 9 of our Bylaws).

Furthermore, under the Mexican Financial Groups Law, foreign entities with governmental authority and
Mexican financial entities, including those that form part of a financial group, unless such entities are institutional
investors as defined in the Law Regulating Financial Groups, cannot purchase our shares. Additionally, our
Bylaws provide that any person or entity, or group thereof, that plans to acquire more than 5% of our shares,
requires the authorization of our Board of Directors, this prior approval must be requested again when any of the
following ownership percentages is reached or exceeded: 10%, 15%, 20%, 25% and up to 30% less one share, of
the total outstanding shares of the capital stock. As previously mentioned, to acquire 30% or more of our shares, a
public tender offer to purchase up to 100% of such shares must be made; if the public tender offer manages to
acquire only a percentage equal to or less than 50% of the offered shares, the Purchaser must request the Board
of Directors’ approval for this acquisition. Moreover, shareholders representing the following percentages, or if the
case, exceed them, must notify the company within a period of 30 business days after the date of the acquisition,
when reaching or exceeding ownership of 4%, 8%, 16% and 24%, respectively. (Article 18 of our Bylaws). The
Securities Market Law also requires that any person or entity, or group thereof, that plans to acquire a controlling
stake in our company, make a public tender offer for 100% of the shares at the same price.

Such provisions may delay or limit a change of control or a change in our management. The existence of such
provisions may limit the price that investors would be willing to pay for the shares in the future.

c.7. The rights afforded to minority shareholders in Mexico are not as comprehensive as those in the
United States and certain other jurisdictions.

Under Mexican law, the protections afforded to minority shareholders and the fiduciary duties of loyalty,
diligence, and others of Board members and officers are, in some respects, distinct or less clear than those
applicable in the United States and in other jurisdictions. In particular, Mexican law concerning fiduciary duties of
Board members and directors is not as comprehensive as in the United States and the criteria applied in the United
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States to ascertain the independence of corporate directors is different from the criteria applicable under
corresponding Mexican laws and regulations.

Although Mexico has enacted rules permitting class actions, there is limited experience in respect of such
actions, and the requirements to proceed with and the potential outcomes of such actions are not predictable. As a
result, in practice it may be more difficult for our minority shareholders to enforce their rights against us and our
Board members and directors than it would be for shareholders of a U.S. or other non-Mexican company.
Additionally, even when such rights are exercised, the response time and the consequences may be different than
those expected in other markets.

c.8. Our bylaws restrict the ability of non-Mexican shareholders to invoke the protection of their
governments with respect to their rights as shareholders.

As required by Mexican law, our bylaws provide that non Mexican shareholders are treated like Mexican
shareholders with respect to their ownership interests and are deemed to have agreed not to invoke the protection
of their governments. Our corporate documents also provide that any legal action relating to the execution,
interpretation or performance of our bylaws is governed by Mexican law and may be brought only in Mexican
courts. As a result, it could be difficult for our non-Mexican shareholders to enforce their rights as shareholders
under our bylaws before courts other than Mexican courts or obtain protection from their governments regarding
acts or events affecting their shares.

c.9. According to Mexican laws, shareholders' rights could be more limited, different or less clear than in
other jurisdictions.

Our corporate matters are regulated by our by-laws provisions and Mexican law (including special laws
applicable to Financial Groups), which differ from those legal provisions applicable if we were a company
constituted in any U.S. jurisdiction or in other than Mexico.

The shareholders' rights protecting their interests from acts of our Board of Directors or any of its members or
main officers that do not comply with their duties of loyalty, could be limited or less clear than those granted in
other jurisdictions. Particularly, any action against our officers and Board members can be initiated by the
Company, the affected financial entity or by shareholders with at least 15% stake in capital stock, and not by a
single shareholder or group of shareholders, and these actions are derived in benefit of The Company and not of
the affected shareholders. Furthermore, rules and guidelines related to operations with related parties and conflicts
of interest could be less defined in Mexico than in the United States, therefore shareholders would be in
disadvantage.

The duties of loyalty and diligence of Board members and officers are properly defined in the Securities Market
Law and Law Regulating Financial Groups and have not been interpreted or defined by courts at the present
moment, consequently, legal interpretation of the meaning and scope of such duties is still uncertain. Recently
diverse reforms allowing collective actions have been published in Mexico; nevertheless, procedures to implement
such actions have been developed recently, but experience regarding the practical implications is still inexistent. At
the present moment, there are not significant and enough complaints related to the non-compliance of fiduciary
duties, through collective or derived actions, in order to motivate judicial complaints based on the non-compliance
of fiduciary duties that help to predict the possible outcome of a possible complaint.

As a result, for our minority shareholders is more difficult to enforce their rights against us or our Board
members, officers or controlling shareholders, that it would be in a company constituted in the U.S.
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¢.10. We are not subject to the control of a principal shareholder group.

There is no principal shareholder of our capital stock. Consequently, there is no principal shareholder or group
of shareholders that exercises control over us and this could delay our ability to make strategic decisions if no
agreement is reached by a majority of our shareholders at a Shareholders’ Meeting. In particular, our bylaws
provide that certain decisions, including entering into transactions representing 20% or more of our consolidated
assets, certain transactions with related parties (Material Asset Acquisition) that imply the acquisition of assets
during the fiscal year equal to or above 5% of our consolidated assets (based on figures of the previous quarter)
carried out by GFNorte or any of the companies it controls -directly or indirectly-, the appointment or removal of
Board members, and increases or decreases in our capital, must be approved by a majority of shareholders at a
Shareholders’ Meeting. The inability of our shareholders to agree on a matter that could be material to our
operations could result in a material adverse effect on our financial condition and results of operations.

c.11. We or other intermediaries may be subject to certain U.S. withholding tax requirements under FATCA,
including a requirement to withhold U.S. tax on payments made on our shares to certain non-U.S. financial
institutions after December 31, 2016.

Under certain provisions of the U.S. Internal Revenue Code and Internal Revenue Service guidance
(commonly referred to as “FATCA”), entities may be subject to 30% U.S. withholding tax on certain payments they
receive, unless they comply with certain due diligence, reporting, and withholding procedures determined by the
IRS or otherwise are eligible for an exemption, including pursuant to the intergovernmental agreement between the
United States and Mexico dated November 19, 2012, or the “Intergovernmental Agreement”, modified on April 9,
2014, January 12, 2016 and January 6, 2017. Nevertheless, we and our subsidiaries subject to FATCA (Banco
Mercantil del Norte, Banco Mercantil del Norte Division Fiduciaria, Casa de Bolsa Banorte Ixe, Seguros Banorte
and Operadora de Fondos Banorte Ixe), are properly signed in the IRS as Foreign Participant Financial Institutions.
During the registration process, each of us was assigned a GIIN (Global Intermediary Identification Number) by the
IRS, with it, payments that these companies receive from the USA are not subject to the 30% deduction.

Under FATCA and the regulations issued thereunder payments on our shares after December 31, 2016 may
be subject to 30% U.S. withholding tax under FATCA to the extent the payment is considered to be a “foreign pass
thru payment,” but only if such payment is made to a payee that does not comply or is not otherwise deemed to
comply with FATCA. Holders of our shares should consult their tax advisers regarding the application of FATCA to
an investment in our shares and their ability to obtain a refund of any amounts withheld under FATCA.

c.12. As from August 15, 2017, we will be required to report, as well as other intermediaries, on compliance
with the Common Reporting Standards (CRS), contained in Annex 25 Bis of the Fiscal code of the
federation (Codigo Fiscal de la Federacion - CFF).

In accordance with the recommendation adopted by the Board of the Organization for Economic Cooperation
and Development (OECD) on July 15, 2014 and in order to comply with the contents of Annex 25 Bis of the CFF
published on January 12, 2016 and amended on July 15, 2016, corporations and legal entities - which are financial
institutions and residents in Mexico - will be required to effectively implement and comply with the CRS standard.
To this purpose, they must implement procedures to identify foreign accounts and reportable accounts among new,
existing, high and low value accounts, as well as implement a special register of the application of procedures for
their identification.

The same fines for offences provided for in Articles 81, Section I, Il and 83, Section Il of the CFF will apply to
whoever does not present information or presents incomplete information, or with errors or different to that
indicated by the standard, as well as to those who do not provide a special register of the application of procedures
to identify the aforementioned accounts.
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d) OTHER SECURITIES

Banorte has the following registered and existing financial instruments:

Subordinated Preferred Tier 2 capital notes, BANOC36 (in US dollars):

Banorte’s Tier 2 Subordinated Preferred Capital Notes for USD 500 million, maturing in October 2031.

Interests are paid bi-annually at a fixed rate of 5.75% on April 4 and October 4, each year.The amortization of the
capital will be at the end of 14 years, with a prepayment option as of the tenth year.

At the moment of issuance, ratings granted by Moody’s and Fitch were Ba1 and BB+, respectively.

Subordinated Obligations ©Q Banorte 08U (preferred and non-convertible, in UDIS):

Subordinated preferred non-convertible obligations of Banorte, amounting 494.5 million UDIS, issued on March
11, 2008 for a term of 20 years and maturing on February 15, 2028. The amount placed was 447.1 million UDIS.

Interest is payable every 182 days. The interest rate is real annual and fixed at 4.95%.

Place and payment method: both the principal and interest will be paid in a single exhibition in Mexico City,
through Indeval where the respective securities are deposited.

In the event of liquidation or bankruptcy, payment of the obligations shall be made pro rata after covering all debts
of the institution, but prior to distributing equity to shareholders.

The issuer reserves the right to prepay the obligations.

Common representative of bondholders: Banco Invex, S. A., Institucion de Banca Multiple, Invex Grupo
Financiero, Fiduciario.

At the moment of issuance, this instrument was rated by Moody’s de Mexico as Aaa.mx the most credit worthy
and with the least probability of loss with respect to other locally issued securities.

Taxation of the instrument is in adherence to provisions of Article 160 and other applicable laws of the existing
Income Tax Law for individuals and corporations in Mexico, and in adherence to the provisions of Article 195 and
other applicable laws of the Income Tax Law for foreign individuals and corporations.

Subordinated Obligations Q Banorte 08 (non-preferred and non-convertible) —early settled on January 3,
2017-:

Subordinated non-preferred and non-convertible obligations of Banorte amounting to Ps 3 billion, issued on
March 11, 2008 for a term of 10 years and maturing on February 27, 2018.

Interest is payable every 28 days. The interest rate is TIIE plus 0.60%.

Place and payment method: both the principal and interest will be paid in a single exhibition in Mexico City,
through Indeval where the respective securities are deposited.
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In the event of liquidation or bankruptcy, payment of obligations shall be made pro rata after covering all debts of
the institution, but prior to distributing equity to shareholders.

The issuer reserves the right to prepay the obligations.

Common representative of bondholders: Banco Invex, S. A., Institucion de Banca Multiple, Invex Grupo
Financiero, Fiduciario.

At the moment of issuance, this instrument was rated Aaa.mx- by Moody’s de Mexico: the most credit worthy and
with the least probability of loss with respect to other locally issued securities.

Taxation of the instrument is in adherence to provisions of Article 160 and other applicable laws of the existing
Income Tax Law for individuals and corporations in Mexico, and in adherence to the provisions of Article 195 and
other applicable laws of the Income Tax Law for foreign individuals and corporations.
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Subordinated Obligations Q Banorte 12 (preferred and non-convertible):

Subordinated preferred and non-convertible obligations of Banorte, amounting to Ps 3.2 billion, issued on June 8,
2012 for a term of 10 years maturing on May 27, 2022.

Interest is payable every 28 days. The interest rate is TIIE plus 1.50%.

Place and payment method: both the principal and interest will be paid in a single exhibition in Mexico City,
through Indeval where the respective securities are deposited.

In the event of liquidation or bankruptcy, payment of the obligations shall be made pro rata after covering all debts
of the institution, but prior to distributing equity to shareholders.

The issuer reserves the right to prepay the obligations.

Common representative of bondholders: Banco Invex, S. A., Institucion de Banca Multiple, Invex Grupo
Financiero, Fiduciario.

At the moment of issuance, this instrument was rated Aaa.mx by Moody’s de Mexico: the most credit worthy and
with the least probability of loss with respect to other locally issued securities

Furthermore, at the moment of issuance, this instrument was rated by HR Ratings as AA+: high credit quality,
offering great security of timely debt payments and maintaining a very low credit risk in adverse economic
scenarios.

Taxation of the instrument is in adherence to provisions of Article 160 and other applicable laws of the existing
Income Tax Law for individuals and corporations in Mexico, and in adherence to the provisions of Article 195 and

other applicable laws of the Income Tax Law for foreign individuals and corporations.

Subordinated non-preferred and non-cumulative Obligation (in US dollars with a rate of 9.25%):

Subordinated non-preferred, non-cumulative obligation, maturing in 10 years with 9.25% annual interest, payable
semi-annually and with partial or total call option as of October 14, 2020. Amount issued: US 120 million dollars.

Generic entries:

In addition to the securities described above, as of December 31, 2016 there were generic entries for Promissory
Notes Settled upon Maturity, Bank Acceptances and Certificates of Deposit.

e Certificate of Deposit (linked to the 28-day Inter-bank Equilibrium Interest Rate published by Banco de
Mexico): Banorte Issuance 16001 amounting to Ps 420 million (4,200,000 certificates with face value of Ps
100 each) issued on March 10, 2016 maturing on March 9, 2017 with a coupon rate of TIIE.

e Certificate of Deposit (linked to the 28-day Inter-bank Equilibrium Interest Rate published by Banco de
Mexico): Banorte Issuance C16007 amounting to Ps 10 million (100,000 certificates with face value of Ps
100 each) issued on April 12, 2016 maturing on April 11, 2017 with a coupon rate of 5% if the 28D TIIE is
lower than or equal to the barrier in its respective period, otherwise it would pay the Minimum Guaranteed
Rate (MGR) of 0%.
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e Certificate of Deposit (linked to the 28-day Inter-bank Equilibrium Interest Rate published by Banco de
Mexico): Banorte Issuance C16011 amounting to Ps 113.3 million (1,132,640 certificates with face value of
Ps 100 each) issued on April 22, 2016 maturing on April 21, 2017 with a coupon rate of 4.75% if the 28D
TIHE is lower than or equal to the barrier in its respective period, otherwise it would pay the Minimum
Guaranteed Rate (MGR) of 0%.

e Certificate of Deposit (linked to the 28-day Inter-bank Equilibrium Interest Rate published by Banco de
Mexico): Banorte Issuance C16017 amounting to Ps 106.85 million (1,068,500 certificates with face value
of Ps 100 each) issued on May 19, 2016 maturing on May 18, 2017 with a coupon rate of 4.70% if the 28D
TIE is lower than or equal to the barrier in its respective period, otherwise it would pay the Minimum
Guaranteed Rate (MGR) of 0%.

o Certificate of Deposit (linked to the 28-day Inter-bank Equilibrium Interest Rate published by Banco de
Mexico): Banorte Issuance C16003 amounting to Ps 142.8 million (1,427,950 certificates with face value of
Ps 100 each) issued on March 10, 2016 maturing on March 7, 2017 with a coupon rate of 4.70% if the 28D
TIIE is lower than or equal to the barrier in its respective period, otherwise it would pay the Minimum
Guaranteed Rate (MGR) of 0%.

e Certificate of Deposit (linked to WMCO USD/MXN exchange rate): Banorte Issuance C16024 amounting to
Ps 4.5 million (45,000 certificates with face value of Ps 100 each) issued on December 5, 2016 maturing
on May 10, 2017, if the exchange rate on any of the observation dates is above the upper barrier, it will pay
rate of 2%, and if the exchange rate on any of the dates on which the opportunity ends does not touch the
upper barrier, it will pay a rate between 3.60% and 10% -depending on the opportunity date-.

e Certificate of Deposit (linked to WMCO USD/MXN exchange rate): Banorte Issuance C16025 amounting to
Ps 12.7 million (126,680 certificates with face value of Ps 100 each) issued on December 26, 2016
maturing on February 24, 2017, in the case that the exchange rate is higher than the upper barrier at any
of the observation dates, the adjustment factor will be equal to the maximum interest rate (10%), otherwise
the factor would be zero.

Other GFNorte's subsidiaries have the following registered and existing financial instruments:

INB - Subordinated Preferred Obligations maturing in July 2034.

Denominated in USD with a 3 month LIBOR rate plus 2.75% amounting to USD 10,312.

INB - Subordinated Preferred Obligations maturing in April 2034.

Denominated in USD with a 3 month LIBOR rate plus 2.72% amounting to USD 10,312.

Dual Program of Stock Certificates of Arrendadora y Factor Banorte:

Dual Program of Stock Certificates of up to Ps 3.0 billion, with a Ps 3.0 billion limit for short and long term
issuances.

This instrument was rated by Moody’s de Mexico (Long-term, National Scale Aaa.mx/ Short-term, National
Scale MX-1) and by Fitch (Long-term, National Scale AA+(mex)/ Short-term, National Scale F1+(mex)).

As of 2016, Arrendadora y Factor Banorte had the following existing issuances:
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Short-term Stock Certificates (AFBNT 00216)

Peso-denominated issuance amounting to Ps 57.5 million, issued on September 22, 2016 and maturing on
April 6, 2017 with a coupon rate of TIIE 28 days -0.10%.

Short-term Stock Certificates (AFBNT 00316)

Peso-denominated issuance amounting to Ps 27.5 million, issued on October 13, 2016 and maturing on April
27, 2017 with a coupon rate of TIIE 28 days -0.10%.

Other financing obtained after December 31, 2016 and performing as of the date of the issuance of this report:

a) Certificate of Deposit (Banorte C17003):
Date Issued: February 28, 2017
Maturity Date: May 30, 2017
Amount Issued: Ps 4.8 million
Coupon Rate: in the case that the exchange rate is higher than or equal to the upper barrier at any of the
observation dates, the adjustment factor will be equal to the maximum interest rate (10%), otherwise the
factor would be zero.

In compliance with Securities Market Law and the Circular Unica de Emisoras, corresponding quarterly and annual
information was presented on timely and in due form to the CNBV and BMV, as well as information regarding
material events affecting us. Moreover, during the last three years we have completely and timely presented
reports that Mexican and foreign laws require.

Furthermore, we have completely and timely presented Banorte’s reports required by foreign law, as well as public
reports submitted to regulatory authorities and corresponding stock exchanges. This information includes the same
annual and quarterly information that must be presented to the CNBV and BMV in English and that is submitted in
the next 15 days that these reports are presented to the CNBV.

GFNorte and its subsidiaries have fulfilled their obligations in reporting material events through the Emisnet
system of the Mexican Stock Exchange (BMV) and STIV-1 of the CNBYV, as well as with the financial and legal
information that it areobligated to present periodically in accordance with the law.

e) SIGNIFICANT CHANGES TO REGISTERED SECURITIES’ RIGHTS

Issuance of Banorte’s Tier 2 Subordinated Preferred Capital Notes

On October 4, 2016, Banorte issued Tier 2 Subordinated Preferred Capital Notes for USD 500 million in the
international markets.

This transaction considered the issuance of Tier 2 Notes with a 15-year term and a coupon rate at 5.750%, callable
at the tenth year. Ratings granted by Moody’s and Fitch were Ba1 and BB+, respectively. These debentures are
Basel lll-compliant.
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Amortization of Banorte’s Subordinated Obligations, due 2021

On October 13, 2016, Banorte exercised the prepayment option of the Subordinated Non-preferred & Non-
cumulative Obligations, due 2021 amounting to USD 200 million.

These obligations, listed in the Luxembourg Stock Exchange, were issued on October 13, 2006 and had a
prepayment option as of the tenth year.

Amortization of Banorte’s Subordinated Obligations, due 2018

On December 30, 2016, Banorte early settled the subordinated preferred and non-convertible obligations
amounting to Ps 2.75 billion, issued on June 27, 2008 and maturing on June 15, 2018.

f) USE OF PROCEEDS

Proceeds from the issuance of the Tier 2 Subordinated Preferred Capital Notes were used to strengthen the bank’s
regulatory capital and for general corporate purposes.

g) PUBLIC DOCUMENTS

The Investor Relations and Financial Intelligence Executive Direction, in charge of Ursula Wilhelm Nieto, is the
department responsible for assisting analysts and investors. It is located at:

Av. Prolongacion Reforma 1230, 14th Floor

Col. Cruz Manca Santa Fe, Delegacion Cuajimalpa, Ciudad de Mexico, 05349
Telephone: (5255) 1670-2256

E-mail: ursula.wilhelm@banorte.com or investor@banorte.com

This Annual report is available for the general public in our web page: www.banorte.com/ri in the route “Financial
Information / Annual Reports / Circular Unica CNBV 2016 Annual Report”.
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2. THE COMPANY

a) DEVELOPMENT AND HISTORY OF THE COMPANY

Grupo Financiero Banorte, S.A.B. de C.V. operates under the commercial name of "Banorte" and was constituted
on July 21, 1992 in Mexico City for an indefinite period of time.

The main offices are located in:

MEXICO CITY
Ave. Prolongacion Reforma 1,230, Col. Cruz Manca Santa Fe, Delegacion Cuajimalpa
Zip Code 05349, Mexico, D. F. (0155) 1103-4000

MONTERREY, N. L.
Ave. Revolucion 3,000, Col. Primavera
Zip Code 64830 Monterrey, Nuevo Ledn., Mexico (0181) 8319-6500

SAN PEDRO GARZA GARCIA, N.L.
David Alfaro Siqueiros 106, Col.Valle Oriente
Zip Code 66278, San Pedro Garza Garcia, Nuevo Le6n, México

GFNorte’s most important historical events

GFNorte’s origins date back to the founding of Banco Mercantil de Monterrey in 1899 and Banco Regional del
Norte in 1947, both with headquarters in Monterrey, Nuevo Leon, Mexico. These banks merged in January 1986
under the name of Banco Mercantil del Norte, Sociedad Nacional de Credito. In 1987, under a Mexican
government privatization initiative, the government sold to the public approximately 34% of Banorte’s capital stock.
In 1990, the Mexican Constitution was amended to permit the re-privatization of Mexican commercial banks;
afterwards, the government enacted the LIC which permitted private ownership of Mexican commercial banks.
Additionally, in the same year, leasing services were offered, and in 1991 factoring and warehousing services were
also available.

The re-privatization of Mexican commercial banks began in 1991. Derived from this process, in July 1992 Afin
Grupo Financiero, S.A. de C.V. was incorporated and later on, in September of the same year, the SHCP
authorized the operations of the Holding company as a financial services provider under the LRAF, thus originating
Grupo Financiero Banorte.

The 1995 Mexican peso crisis and the penetration of foreign institutions in Mexico prompted the consolidation of
the Mexican Banking System which resulted in the absorption of many smaller Mexican banks. With the objective
of becoming a national financial institution and taking advantage of Banorte’s relative strength in the Mexican
banking system, GFNorte completed the acquisition and integrated Bancen in March 1997 in order to gain
additional market share, specifically in the central and western regions of Mexico. Additionally in August 1997,
81% of Banpais’ shares were acquired, enabling further expansion of the client base, geographical position and
national coverage. Aiming to consolidate banking activities and strengthen Banorte’s capitalization levels, Banpais
was merged into Banorte in January 2000, the later one subsisting.
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Subsequently, in December 2001, Banorte acquired Bancrecer and on March 31, 2002, Banorte took over its
management, initiating its integration. The SHCP authorized the merger, being Bancrecer the merging entity and
Banorte the merged institution, changing the name of the merging entity to “Banco Mercantil del Norte, S.A,,
Institucion de Banca Multiple, Grupo Financiero Banorte.”

On August 28, 2006, Bancen merged with Banorte through the resolutions of their respective Extraordinary
General Shareholders' Meetings held on August 16 and 17, 2006, thereby concluding the last phase of integration
of this bank, as of that date, Bancen extinguished (being the merged company.)

As part of the development strategy in the U.S., in November 2006, Banorte acquired 70% of INB shares, a
regional bank based in Texas with its headquarters in McAllen. At the time of the acquisition INB had 14 branches
and as of December 31, 2016, INB had 20 branches. In 2007, Banorte finalized the 100% acquisition of Uniteller, a
New Jersey-based remittances company, and in the same year acquired 100% of Motran Services, Inc., another
remittances company based in California (the latter merged with Uniteller in 2014). Later on, on April 1, 2009,
Banorte purchased the remaining 30% of INB Financial Corp. shares.

On March 30, 2007, the Bonding Company was divested from the Financial Group, and as of January 31, 2008,
the Leasing and Factoring companies were merged.

Regarding the Long-Term Savings sector, on September 30, 1997, a joint-investment contract was signed with
Assicurazioni Generali S.P.A., entitling the Italian institution to 49% of Afore Banorte (until December 2011),
Seguros Banorte and Pensiones Banorte, officially integrating the Long-Term Savings sector. In 2009, Afore
Banorte Generali (former Afore joint venture) acquired Ixe Afore, Afore Ahorra Ahora and Afore Argos pension
funds in order to further increase its market share in the Mexican pension fund management sector . On August
16, 2011, GFNorte and the Instituto Mexicano del Seguro Social (IMSS) signed an a agreement to merge their
respective Afores. On January 16, 2012, the merger of Afore Banorte and Afore XXI, and their respective Siefores
(Retirement Savings Funds) became effective after receiving the authorizations from their Shareholders’
Assemblies, SHCP and Mexican National Commission for the Retirement Savings System (CONSAR), thereby
creating Afore XXI Banorte, Banorte and the IMSS each owning 50% of the entity. In January 2013, Afore XXI
Banorte finalized the acquisition of 100% of Afore Bancomer, previously approved by the corresponding
authorities, including CONSAR and COFECO, thus becoming the largest retirement savings manager in Mexico.
On October 4, 2013, GFNorte finalized the acquisition of the 49% stake in the Seguros Banorte and Pensiones
Banorte held by Assicurazioni Generali S.p.A.’s, after receiving the corresponding governmental authorizations
from COFECO and SHCP.

Furthermore, as part of the efforts to consolidate as one of the most important financial groups in Mexico, on
November 17, 2010, GFNorte and Ixe GF reached a binding merger agreement through a stock-for-stock
transaction valued at approximately Ps.16.2 billion (approximately U.S. 1.3 billion). At the beginning of 2011,
authorizations to carry out the merger were obtained from CNBV, the Shareholders’ Meetings, SHCP and
COFECO. The merger came into effect on April 15, 2011 after registering the authorization and merger agreement
in the Public Registry of Commerce in Monterrey, Nuevo Leon. Derived from this merger, Banorte became the third
largest financial group in Mexico in terms of total assets, distribution network, deposits and loans.

The merger of these financial groups derived in a corporate restructuring process that has continued until recent
days, accordingly with corresponding authorizations:

i. OnJanuary 1, 2012, Casa de Bolsa Banorte (merged and extinguished company) merged into Ixe Casa de
Bolsa (merging and surviving entity); thus, originating Casa de Bolsa Banorte Ixe.

i. On May 7, 2013 came into effect the merger of Ixe Automotriz - as merged entity - into Arrendadora y
Factor Banorte, which survived as merging company.
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iii. On May 24, 2013 came into effect the merger of Ixe Banco and Fincasa Hipotecaria into Banco Mercantil
del Norte — as merging company —, as well as the divestment of Banorte's interest in Solida through a spin-
off and the merger of Solida into Ixe Soluciones, the latter as merging entity, which changed its name to
Solida Administradora de Portafolios, S.A. de C.V. SOFOM, Entidad Regulada. As a result of this merger
Ixe Banco, Fincasa Hipotecaria and Solida ceased to exist.

On November 12, 2009 International Financial Corporation (IFC) invested US 150 million dollars in Banco
Mercantil del Norte, which represented 4.48% of the bank's equity. During March, 2013, GFNorte signed an
agreement with the IFC in order to finalize the capital investment made in November 2009, which contemplated a 5
year term to cover with a cash payment the investment plus capital gains, or convert Banorte's shares held by the
IFC into shares of GFNorte, in order to then sell them through an orderly process.. In this sense, and given that the
exchange period ended in November 2014, GFNorte made an initial cash payment of Ps 2.14 billion, which was
funded through dividends paid by its subsidiaries. Subsequently, on December 6, 2013 the IFC received the
payment in order to finalize its participation in GFNorte, equivalent to 54,364,887 shares of the Group. With this
payment, the IFC does not longer have any patrimonial interest on GFNorte or its subsidiaries.

During 2016 GFNorte launched a series of efforts to consolidate as a leading institution in Mexico. One of these
initiatives is related to improve the Group’s and its subsidiaries’ corporate structure, aiming to:

e provide greater flexibility to foster the Group’s growth;
e align business units and subsidiaries to GFNorte's diversification strategy;
e improve the capital allocation of the entities comprising it.

In May, Banorte merged (merging and existing company) with Banorte-Ixe Tarjetas (merged and extinguished
company) and later in October was spun-off creating Banorte Futuro, to which the shares representing Afore XXI
Banorte were transferred (previously held by Banorte).

Furthermore, in April the subholding Banorte Ahorro y Previsibn was constituted, GFNorte transferred to the
former, the shares of Seguros Banorte and Pensiones Banorte. Moreover, in October, the Financial Group
transferred to Banorte Ahorro y Prevision the shares of Banorte Futuro, which later were transferred to Seguros
Banorte.
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Below it is presented a summary of the main investments that GFNorte or its subsidiaries have conducted in the
past 4 years:

Date | Concept Company
January 9, 2013 Acquisition Afore XXI Banorte finalized the 100% acquisition of Afore
Bancomer.
October 4, 2013 Acquisition GFNorte finalized the acquisition of the 49% stake in the
Insurance and Annuities Companies held by Assicurazioni
Generali S.p.A.
2013 Acquisition During 2013, GFNorte acquired the investment that IFC

held in Banorte since 2009

Constitution of the subholding Banorte Ahorro y Prevision,
April 29, 2016 Constitution to which on September 1, 2016, GFNorte transferred the
shares of Seguros Banorte and Pensiones Banorte.

Merger of Banorte-Ixe Tarjetas (merged and extinguished
May 2, 2016 Merger company) into Banco Mercantil del Norte (merging and
existing company).

Banorte spun-off, creating Banorte Futuro, to which the

October 17, 2016 Spin-off shares of Afore XXI| Banorte were transferred.
GFNorte transferred the shares of Banorte Futuro to
Banorte Ahorro y Prevision as result of the equity increase
. in its variable portion. Immediately after, Banorte Ahorro
October 17, 2016 Equity increases P y y

Previsién, transferred the shares of Banorte Futuro to
Seguros Banorte, as result of the equity increase in its
fixed portion.
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Material Events in 2016 and First Quarter 2017.

Recent Events. First Quarter 2017.

e International Bank

On March 31, Banco Mercantil del Norte, S.A., Institucion de Banca Multiple, Grupo Financiero Banorte (“Banorte”)
finalized through INB Financial Corporation (subsidiary of Banorte) the sale of its ownership in the representative
shares of Inter National Bank, in favor of a group of investors in the United States of America.

The aforementioned derives from the corporate restructuring process that Financial Group is going through; further
information may be checked in Banorte's financial statements corresponding to 2016.

e Banorte was reaffirmed as Level Il - Domestic Systemically Important Financial Institution

In April Banorte was reaffirmed as Level Il - Domestic Systemically Important Financial Institution by the National
Banking and Securities Commission (“CNBV”), which highlights Banorte’s importance in the Mexican Financial
System.

The aforementioned derives from the annual review that the Board of the CNBV carries out based on Credit
Institutions' information as of December 2016. Such designation implies that Banorte must maintain a capital buffer
of 0.90 pp, to be constituted progressively in up to four years —due on December 31, 2019-, additional to the
regulatory Capitalization Ratio (“CR”) of 10.5%, this means that Banorte’s minimum CR will amount to 11.4% at the
end of 2019.

It's noteworthy that even though the CNBV will allow a progressive fulfillment, Banorte’s CR was 16.59% as of
March 31, 2017, so Banorte complies with the new requirement.

e Credit Ratings
Standard & Poor’s confirms ratings for Banco Mercantil del Norte and Casa de Bolsa Banorte Ixe

On March 8, Standard & Poor’s (“S&P”) confirmed Banorte long & short-term global and national scale ratings;
moreover, S&P also ratified ratings for Casa de Bolsa Banorte Ixe, S.A. de C.V. (“Casa de Bolsa Banorte Ixe”). The
outlook for the global scale remains negative, as a result of the sovereign’s outlook, and for the national scale
ratings stable.

The rating action derives from the bank’s sound financial performance, mainly on its position in the banking system
in terms of total deposits, the increasing presence in the retail segment, assets’ quality and improvements in the
efficiency ratio; as well as its strengthening in the internal capacity of capital generation.

Below is the list of modified ratings:

- SACP to “bbb+” from “bbb”.
- Subordinated Junior Notes (from the merged Ixe Banco) to “BB+” from “BB”.
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Below is the list of confirmed ratings:

Banorte:
- Global Scale - Counterparty Credit BBB+ / Negative / A-2
- National Scale — Counterparty Credit MxAAA / Stable / mxA-1+

Casa de Bolsa Banorte Ixe:
- National Scale — Counterparty Credit MxAAA / Stable / mxA-1+

e GFNorte joins FTSE4AGOOG Emerging

In December 2016, GFNorte was included in the Sustainability Index FTSE4Good Emerging Index of the London
Stock Exchange, becoming the only Mexican financial institution within the top 10 of Latin American companies.

In order to be considered in this index, the companies' performance is assessed comprehensively from
environmental, social and corporate governance scopes. As member of the FTSE4Good Emerging Index, GFNorte
increases its presence in global markets and consolidates as a financial actor committed to sustainability. This is
one step more targeted towards the objective to attract more responsible investors interested in doing business
with us.

The FTSE4Good Emerging Index is part of the FTSE4Good family of Indices, pioneers in developing indices that
consider environmental, social and corporate governance factors.

e Banorteis included in the ranking Brandz™ Top 30 Most Valuable Mexican Brands 2017
In February, Kantar Millward Brown, advisory and brand research firm, published the annual ranking of the top 30

most valuable Mexican brands in 2017. Banorte was valued at USD 2.14 billion, ranking 9th but 1st among the four
Mexican banking brands.

Material events in 2016

Events related to Corporate Governance

During 2016, several General Shareholders’ Meetings were held, in which the following items were proposed, and
in all cases approved:

Current Board of Directors. In the GFNorte’s Annual Ordinary General Shareholder's Meeting held on April 22,
2016, it was approved that the Board of Directos be comprised of 15 Propietary Members, and if the case, by their
respective alternates. Proprietary and Alternate Members of the Board can be consulted in Section 4. c¢)
"Administration - Managers and Shareholders" of this Annual Report.

Designation of Chairman of the Audit and Corporate Practices Committee. In the Annual Ordinary General
Shareholders' Meeting held in April 2015, the Chairman of the Audit and Corporate Practices Committee was
appointed. The members, duties and characteristics of this Committee or others may be consulted in Section 4. c)
"Administration - Managers and Shareholders" of this Annual Report.
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Amount of Decreed
Dividend (pesos per Date of Payment Comments
share)

Meetings’ Date

(decreed dividend)

Corresponding to the second of four payments to cover the 30% of
the income of 2014. Such amount was increased as per resolution

February 19, 2016 0.45750654921773 February 29, 2016 of the Shareholders’ Meeting held in February 19, 2016 according
to the new Dividend Policy approved by the Ordinary General
Shareholders’ Meeting held on November 19, 2015.

Corresponding to the third of four payments to cover the 30% of the

June 28, 2016 0.45750654921773 June 30, 2016 .
income of 2014.

Corresponding to the fourth and last payment to cover the 30% of
the income of 2014. Sush amount was approved by the Company’s
Board of Directors in its session of June 28, 2016 in which had
agreed to pay in October 31, 2016. The Ordinary General
Shareholders’ Meeting held in August 19, 2016 approved to
advance the payment in August 31, 2016.

August 19, 2016 $1.233553556868510 August 31, 2016

Corresponding to the first of two payments to cover the 40% of the

August 19, 2016 $1.233553556868510 August 31, 2016 income of 2015.

Corresponding to the second and last payment to cover the 40% of

24 de febrero de 2017 $1.233553556868510 7 de marzo de 2017 )
the income of 2015.

Modification to the Company’s Bylaws. In the Extraordinary General Shareholders' Meeting held in August 19,
2016 it was approved:

1. Amendment of Article Five of the Corporate Bylaws to change the corporate domicile to the Municipality of San
Pedro Garza Garcia, Nuevo Leon from the city of Monterrey, Nuevo Leon.

2. Amendment of Article Nineteen of the Corporate Bylaws so that the approval of operations related to asset
acquisitions by the Company or its controlled companies be through an Ordinary General Shareholders’
Meeting if: (i) the amount of the operation represents 5% or more of the Company’s consolidated assets; and (ii)
the counterparties are Related Parties.

3. Amendment of Article Forty-Four of the Corporate Bylaws so that the Nomination Committee be comprised of 7
members of the Board of Directors , being 4 of them Independent Members and the Chairman of the Board,
who will preside the Nomination Committee.

These resolutions are subject to the suspense condition consisting of the authorization - referred to in article 20 of
the Law Regulating Financial Groups (“LRAF”) — granted by the Ministry of Finance (“SHCP”), with prior opinion of
the National Banking and Securities Commission (“CNBV”) and Banco de México.

Material Events related to changes in Corporate, Financial and Business Structure, as well as
Accountability and Gubernamental Provisions.

1) Corporate, Financial and Business Structure

Corporate restructuring: creation of Banorte Ahorro y Prevsion.

During 2016 GFNorte has launched a series of efforts to consolidate as a leading institution in Mexico. One of
these initiatives is related to improve the Group’s and its subsidiaries’ corporate structure, aiming to:
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o provide greater flexibility to foster the Group’s growth;
. align business units and subsidiaries to GFNorte's diversification strategy;
. improve the capital allocation of the entities comprising it.

As per approval of the Board of Directors of the company, at the end of 2015 GFNorte requested authorization to
the Ministry of Finance (SHCP) for:

1) creating the Sub-holding Banorte Ahorro y Prevision, S.A. de C.V. (Banorte Ahorro y Prevision or BAP);

2) GFNorte's investing 99.9% of the equity at the newly created Sub-holding — Banorte Ahorro y Prevision;

3) GFNorte's transmitting its holding of representative shares of Pensiones Banorte, S.A de C.V., Grupo
Financiero Banorte (Pensiones Banorte) and Seguros Banorte, S.A. de C.V., Grupo Financiero Banorte
(Seguros Banorte) equity towards BAP, through contribution in kind, given the capital increase to be carried out
at BAP.

It is informed that on March 16th, the SHCP — considering the opinion of Banco de México, the National Banking
and Securities Commission (CNBV) and the National Insurance and Bonding Commission (CNSF) — authorized
items 1 and 2, through the communication No. UBVA/DGABV/213/2016.

As a result, on March 30th, the Sub-holding company was formally constituted by Bylaws 187,394, registered at
Registro Publico de la Propiedad y Comercio on April 29th. Furthermore, on April 20th the SHCP approved
Banorte Ahorro y Prevision's Bylaws, through the communication No. UBVA/DGABV/330/2016.

Regarding item 3 —transmission of Pensiones Banorte and Seguros Banorte shares towards BAP -, it is subject to
the corresponding authorizations of the CNBV, CNSF and the National Comission of the Retirement Saving Funds

System (CONSAR).

Banorte Ahorro y Prevision will be subject to the inspection and surveillance of the CNBYV, in accordance with
Article 94 of the Law Regulating Financial Groups (LRAF) and 37 of the General Rules for Financial Groups.

Banorte IXE Tarjetas merges with Banco Mercantil del Norte

On May 2nd took place the legal merger (the “Merger”) between Banorte-Ixe Tarjetas, S.A. de C.V., SOFOM, E.R.
(“Banorte-Ixe Tarjetas”) and Banorte, the latter as the merging entity.

This event took place following receipt of authorization by the Ministry of Finance and Public Credit number No.
UBVA/023/2016 dated April 15th, 2016.

As part of the process, in GFNorte’s Extraordinary General Shareholders’ Meeting held on November 19th, 2015,
the following amendments were approved: i) to the second article of the Corporate bylaws, aiming to exclude
Banorte-Ixe Tarjetas as an entity that comprises the Financial Group; and ii) to the Agreement of Shared
Responsibilities according to the Law Regulating Financial Groups, in order to remove Banorte-Ixe Tarjetas from it
and have Banorte as successor of that company.

The Merger's agreements, along with their corresponding authorizations, were properly subscribed in the Public
Registry of Commerce of Mexico City and Monterrey, N.L., thus, as of this date all the legal effects are ongoing.

It's noteworthy that the Merger will not affect Banorte’s consolidated financial statements, since Banorte-Ixe
Tarjetas, as its subsidiary, already consolidated its financial information in it.
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Issuance of Tier 2 subordinated preferred capital notes for USD $500 million.

On October 4th, Banorte successfully concluded the issuance of the Tier 2 Subordinated Preferred Capital Notes
for USD $500 million in the international markets.

This transaction considered the issuance of Tier 2 Notes with a 15-year term and a coupon rate at 5.750%, callable
at the tenth year. Ratings granted by Moody’s and Fitch were Bal and BB+, respectively. These debentures are

Basel lll-compliant.

Proceeds from the issuance will be used for general corporate purposes and to strengthen the bank’s regulatory
capital.

Prepayment of Banorte’s subordinated non-preferred & noncumulative obligations, due 2021.

On October 13th, 2016 Banorte exercised the prepayment option of the Subordinated Non-preferred & Non-
cumulative Obligations, due 2021 amounting to US $200 million dollars.

These obligations were issued on October 13, 2006 and had a prepayment option as of the tenth year.
Early settlement of the UMS 5.625% global notes due 2017 (current assets of the F/00374 trust)
On September 9th Banorte settled early and in full USD $120 million in government securities known as United

Mexican States (UMS) 5.625% Global Notes due 2017 (CUSIP: 91086QAU2, ISIN: US91086QAU22). These were
part of the current assets of the F/00374 Trust, which was constituted on June 21st, 2006, acting as:

. Trustor: Banorte.
. Only Beneficiary: Banorte.
. Trustee: CIBanco, S.A., Institucién de Banca Multiple (former denominated as The Bank of New York

Mellon, S.A., Institucion de Banca Mdiltiple, final universal successor of Banco J.P. Morgan, S.A., Institucién de
Banca Mdiltiple, J.P. Morgan Grupo Financiero, Trustee Division).

Prepayment of subordinated obligations Q Banorte 08-2 and Q Banorte 08

In December Banorte prepaid Subordinated Preferred & Non-Convertible Obligations Q Banorte 08-2 amounting to
Ps 2.75 billion, issued on June 27, 2008 and due on June 15, 2018.

Moreover, on January 3, 2017, Banorte prepaid Subordinated Non-Preferred and Non-Convertible Obligations
Q Banorte 08 amounting to Ps 3 billion, issued on March 11, 2008 and due on February 27, 2018.

Banorte is a Level Il — Domestic Systematically Important Financial Institution.

On May 2" Banorte was designated as a Level Il - Domestic Systemically Important Financial Institution by the
CNBYV, which highlights Banorte’s importance in the Mexican Financial System. The aforementioned derives from
an evaluation carried out by the CNBV’s Board with Credit Institutions' information as of December 2015 and
implies that Banorte must maintain a capital buffer of 0.90 pp, to be constituted progressively in up to four years,
additional to the regulatory Capitalization Ratio (“CR”) of 10.5%, this means that Banorte’s minimum CR will
amount to 11.4% at the end of 2019.
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Date CR Tier 1 Core Tier 1

Current 10.50% 8.50% 7.00%
Dec 31, 2016 10.73% 8.73% 7.23%
Dec 31, 2017 10.95% 8.95% 7.45%
Dec 31,2018 11.18% 9.18% 7.68%
Dec 31, 2019 11.40% 9.40% 7.90%

It's noteworthy that even though the CNBV will allow a progressive fulfillment, Banorte’s CR was 14.85% as of
June 30", so Banorte complies with the new requirement.

2) Accountability Provisions

Amendments to the revolving consumer portfolio’s rating methodology

On December 16, 2015, the CNBV published a disposition modifying the provisions regarding the rating
methodology for revolving consumer loans, which still has an expected loss focus, addingrecent information on
industry’s performace towards new elements. The main amendment to such methodology besides taking into
consideration the credit experience of the borrower with the institution granting the loan, address the credit
behavior of such borrowers with other institutions according to the information from Credit Information Societies.
The new methodology became effective as of April 2016.

The financial impact on Banorte as of April 2016, derived from the modified methodology minus the expected
reserves on the balance of the portfolio with the prior methodology was Ps 672. The accounting registration of this
financial effect was an increase in loan loss provisions of Ps 672 (liabilities), an increase in deferred tax of Ps 201
(assets) and a decrease in the results from prior years for Ps 471 (equity).

The financial effect for GFNorte, considering its participation in Banorte, was Ps 462 as a decrease to the result
from prior years net of deferred taxes.

1. Seguros Banorte

On April 4th, 2015 the Law for Insurance and Bonding Institutions came into effect, with new requirements in terms
of corporate governance systems, disclosure of information, documentation and enhanced processes; furthermore,
new methodologies for Reserves calculation in accordance with the new Law were registered.

During the first quarter of 2016, the National Insurance and Bonding National Commission (CNSF) authorized to
use internal methodologies of reserves, the preliminary calculations of the final test with figures as of December
2015 had no impact on Capital Solvency Requirement and Margin of Solvency.

Recognition of rate variation of reserve for Long-Term Unexpired Risks

The variations that occur between the reserve for unexpired risks valuation and the recoverable long-term
reinsurance amounts due to differences in interest rates used in the valuation, will correspond to unrealized losses
or gains, which could subsequently be reversed depending on the movements of rates used for the valuation;
therefore, registration shall affect Equity in the line “Surplus / Deficit in the valuation of the reserve for long-term
unexpired risks” in accordance with the criteria defined by the CNSF.

Registration of changes in calculation methodology for Unexpired Risks
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In accordance to the amendment circular 1/16, to institutions — that as a result of the application as of January 1st,
2016 regarding internal calculation methods for unexpired risks and reserves for pending outstanding obligations
for occurred and non-reported claims— that determine a net decrease in such reserves related to the amounts
determined in accordance with the provisions in force to December 31st, 2015. Such net decrease could be
registered in accordance with that established under Title 22 of current regulations, which must be carried out in a
maximum period of 2 years.

Securities Portfolio

Securities classified as "Held to Maturity" were reclassified as "Available for Sale", the foregoing in adherence to
Title 22 (of accounting and financial statements) Chapter 22.1.2 (of accounting criteria for the estimation of the
assets and liabilities of institutions) which states that Securities Held to Maturity will be used exclusively by the
insurance companies that operate the insurance of Annuities companies, considering the nature of their
obligations.

Registration of Short-Term Life Insurance Premiums

Until December 2015 registration of income was carried out according to the payment periodicity for each premium
and as from January 2016 is recognized in accordance with the policy’s term. This effect has a corresponding
impact in the constitution of reserves.

2. Pensiones Banorte

Securities Portfolio. Also, in January 2016 Pensiones Banorte changed its classification of securities "Held to
Maturity" to "Available for Sale" reflecting a deficit of Ps 7,860,116 in equity as of January 31st, 2016.

Accounting Registration applicable to the investment in International Bank (“INB”)

As part of the divestment that Banorte has decided over Inter National Bank (INB) and in compliance with
accounting and regulatory requirements established in NIF C15 "Deterioration of long-term assets and their
disposal, certain accounting amendments were made during December.

Banorte has classified its investment in INB as a long-term asset available for sale, which was registered at
yearend at its estimated sale value. Moreover, INB’s fiscal year income of Ps 243 million was registered in Income
from discontinued operations. Therefore, the consolidation of INB figures in Banorte’s Balance Sheet and Income
Statement was reversed for the entire year as of yearend 2016. Hence, the consolidated figures of GFNorte and
Banorte for 4Q16 and 2016 are not comparable with the results published for the first three quarters of 2016 and
those for 2015, which are consolidated line by line with INB.

In view of the fact that GFNorte is carrying out a corporate restructuring process, and with the objective of ensuring
its adequate solvency and stability, the National Banking and Securities Commission, based on Article 175 of the
"General Provisions Applicable to Credit Institutions" authorized the special accounting registration through Official
Notice No. P071/2016 dated October 3rd, 2016. This registration authorizes Banorte to recognize profits derived
from the sale of INB shares in the "Income from Prior Years" and not in the results of the corresponding year. As
per requirements set forth in the NIF C-15 "Deterioration of long-term assets and their disposal".

The difference between the net book value of the investment and the estimated sale value generated a difference
of (Ps 3.74) billion, which was recorded by decreasing the asset value of the investment against a reduction under
the item of "Income from Prior Years" and not against the results of the fiscal year as established in NIF C-15.
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By not being applying the authorized Special Accounting Register, the amounts that would have been recognized
and presented in the Balance Sheet as of December 31st, 2016 in the affected accounts would have been:

Figures without Figures with
Million Pesos Special Accounting | Special Accounting Variation
Register Register

Income from  prior 72,233 68,492 (3,741)
years

Net Income 15,567 19,308 3,741
Total equity 142,701 142,701 0
Total liabilities + equity 1,268,119 1,268,119 0

3) Events related to Rating Agencies (listed in chronological order).

Standard & Poor's and Fitch Ratings confirm ratings for GENorte and Subsidiaries

On March 17th Standard & Poor's confirmed ratings for Banco Mercantil del Norte, S.A. (“Banorte”) and Casa de
Bolsa Banorte Ixe, S.A. de C.V. (“Casa de Bolsa Banorte Ixe, S.A. de C.V."), all with stable outlook.

The affirmation reflects the internal capital generation, business diversification and adequate risk management and
asset quality.

Additionally, on March 18th and 22nd Fitch Ratings confirmed ratings for Grupo Financiero Banorte, S.A.B. de C.V.
(“GFNorte”), Banorte, Arrendadora y Factor Banorte, S.A. de C.V., Aimacenadora Banorte, S.A. de C.V., Casa de
Bolsa Banorte Ixe, Seguros Banorte S.A de C.V. and Pensiones Banorte, S.A. de C.V., all the aforementioned with
stable outlook.

GFNorte’s ratings confirmation reflects the growth and diversification of the business achieved in recent years;
while Banorte’s ratings confirmation reflects its business position and market share, adequate and stable financial
performance, improved capital position, reasonable level of reserves to absorb losses and improved asset quality.
Furthermore, ratings of the nonbank subsidiaries consider GFNorte's support and the strategic importance of these
entities in the Group's strategy.

Moody's reviews for downgrade several Banorte's ratings

On April 4th, Moody's Investor Service placed on review for downgrade several Mexican banks' ratings, among
them Banorte's:

- standalone baseline credit assessment (BCA) and adjusted BCA of baal;

- long-term global local and foreign currency deposit ratings of A3;

- long-term global local currency (GLC) subordinated and junior subordinated debt ratings of Baa2 and Baa3
(hyb), respectively, and;

- long and short-term Counterparty Risk (CR) Assessments of A2(cr)/Prime-1(cr).

These rating actions followed Moody's decision to change the outlook of Mexico's A3 government bond rating to
negative from stable on March 31st, and subsequently, to change Mexico's Macro Profile to Moderate +, from
Strong.

Additionally, in the same date, the agency downgraded the rating of BNORTCBO7 certificates from Baal (sf) to
Baa2 (sf) (Global Scale, Local Currency) and from Aaa.mx (sf) to Aal.mx (sf) (Mexican Scale). This action was
driven by: the downgrade of PEMEX’s (“Petrdleos Mexicanos”) ratings, as 18% of the underlying collateral is
backed by PEMEX notes and the risks associated with the foreign currency and interest rate swap provided by
Banorte.
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Moody's review Banorte’s ratings

On June 29th, Moody’s revised different ratings for Banco Mercantil del Norte, S.A., Institucién de Banca Multiple
(“Banorte”) and Arrendadora y Factor Banorte, S.A. de C.V. (“Arrendadora y Factor Banorte”).

The rating action was due to the confirmation of some ratings and the change in others (detailed list below) as a
result of the decreased of the BCA, reflecting the change in the Mexican macroeconomic environment and similarly
affecting other banks’ ratings.

e Confirmed ratings for Banorte:

International

- Long term local currency deposits rating of A3; negative outlook

- Long-term foreign currency deposits rating of A3; negative outlook
- Long-term counterparty risk assessment of A2 (cr)

- Short-term counterparty risk assessment of Prime-1 (cr)

Domestic

National Scale - Long term deposits rating of Aaa.mx

e Confirmed ratings for Banorte Cayman:

- Long-term counterparty risk assessment of A2 (cr)

- Short-term counterparty risk assessment of Prime-1 (cr)

- Negative outlook.

The tables below show modified ratings:

Banco Mercantil del Norte
- ! |Former  |current |

Outlook Under Review Negative
Baseline Credit Assessment baal baa2
nternational Long term local currency subordinated debt Baa2 Baa3
Long term local currency junior subordinated debt Baa3 (hyb) Bal (hyb)
Long term foreing currency junior subordinated debt Baa3 Bal
Adjusted baseline credit assesment baal baa2
Domestic Subordinated debt - Long term Aa2.mx Aa3.mx
Junior Subordinated debt - Long term Aa3.mx (hyb) Al.mx

Arrendadora y Factor Banorte
- J . |rormer Jfcurrent |

International Long term local currency issuer Baal Baa2
Long term local currency senior debt (P)Baal (P)Baa2
Domestic National Scale - Long term issuer Aal.mx Aa2.mx
National Scale - Long term senior debt Aal.mx Aa2.mx
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Standard & Poor’s upgraded Banorte’s long-term global scale rating to “BBB+”

On May 12" Standard & Poor’s (“S&P”) upgraded Banorte's long-term global scale rating to “BBB+” from “BBB”
and affirmed its short-term global scale and long & short-term national scale ratings. Moreover, S&P also ratified
ratings for Casa de Bolsa Banorte Ixe, S.A. de C.V. (“Casa de Bolsa Banorte Ixe”), both institutions maintaining
stable outlook.

The aforementioned rise derived mainly from three elements, i) Banorte’s designation as Level Il - Domestic
Systemically Important Financial Institution by the National Banking and Securities Commission (“CNBV”), ii) the
bank’s position as the third largest bank in the country in terms of total deposits and iii) the strong presence in the

retail segment, which is expected to continue growing in the future.

S&P recognizes Banorte’s importance in the Mexican financial system and its impact towards adverse situations.
Likewise, it considers portfolio’s growth, diversifications and mix, as well as its stable market share.

The following rating for Banorte was modified:
- Counterparty Credit — Long-term from “BBB” to “BBB+”

Below is the list of confirmed ratings:

Banorte:

- Counterparty Credit — Short-term “A-2”
- National Scale Counterparty Credit - Short-term “mxA-1+"
- National Scale Counterparty Credit — Long-term “mxAAA”

Casa de Bolsa Banorte Ixe:

- National Scale Counterparty Credit — Short-term “mxA-1+"
- National Scale Counterparty Credit — Long-term “mxAAA”

Standard & Poor’s confirmed Banorte's ratings, outlook was changed to Negative

On August 23", Standard & Poor’s (“S&P”) announced revisions to the outlook on 12 Mexican financial Institutions
included Banorte, resulting from the revision to negative from stable on Mexico's sovereign ratings. The change in
outlook reflects the possibility of a downgrade in the next 24 months if there is continued deterioration in the
government's direct debt burden or an increase in interest expenses beyond their estimates, and if vulnerability of
public finances were to increase given adverse shocks. In Banorte's case, ratings were confirmed and the outlook
changed to negative from stable.

Fitch affirms ratings and revises outlook for GFNorte and Banorte

On December 15 Fitch Ratings (“Fitch”) announced revisions to the outlook of several Mexican financial
institutions, among them, GFNorte (“GFNorte”) and Banco Mercantil del Norte’s, S.A., Institucion de Banca
Multiple, Grupo Financiero Banorte (“Banorte”) as a result of the outlook revision of Mexico's sovereign rating to
Negative from Stable.
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The rating action affected Mexican financial institutions that may be impacted by a sovereign downgrade or any
deterioration of the operating environment in the foreseeable future; the change in outlook only affected
international-scale ratings. In GFNorte’s and Banorte’s case, ratings were confirmed, and the outlook was revised
to Negative from Stable.

Moody's converts-withdraws ratings for Arrendadora y Factor Banorte

On November 9, Moody's de México (“Moody's”) withdrew the long-term provisional ratings assigned to the debt
programs of Arrendadora y Factor Banorte, S.A. de C.V. (“AyF Banorte”). Likewise, Moody’s converted to definitive
the short-term provisional ratings assigned to debt programs of AyF Banorte.

The rating action —which also affected provisional ratings of other national issuers- derived from the withdrawal of
some ratings and the conversion of others (shown below) on business — driven reasons as “provisional” ratings are
nonexistent in México.

Below is the detailed list of modified ratings:

Arrendadora y Factor Banorte, S.A. de C.V.

e Long-term local currency senior debt (P) Baa2, withdrawn.
e National Scale — long-term senior debt Aa2.mx, withdrawn.
e Short-term local currency senior debt converted to Prime-2 from (P) Prime-2

4) Recognitions

The Banker Awards Banorte Bank of the Year

In December, the prestigious British magazine The Banker awarded Banorte "Bank of the Year 2016" in Mexico, in
recognition of its solid performance and successful implementation of a long-term strategy.

After assessing over a thousand applications at global scale, judges selected Banorte as the best bank in the
country based on its consolidated business model and prudent risk approach, which is reflected in its asset quality.

"This award is a new pride for our Group, and recognition to the work we have been doing with our strategic plan:
Vision 20/20," said Marcos Ramirez Miguel, GFNorte's CEO.

The magazine highlighted the importance of this strategy, which aims to turn GFNorte into the best financial group
in the country for clients, investors and collaborators, as well as to double its profits in 2020, based on a cross-
selling strategy.

The Banker also highlighted the implementation of the new multichannel architecture, which allows customers to
access customized products through different platforms, and the growth of mobile and internet banking.

Insitutional Investor Magazine’s Rankings

In August, Institutional Investor magazine announced the “Best Latin America Executive Team 2016” rankings,
which were based on a survey to 179 buy-side fund managers from 141 institutions and 50 sell-side analysts from
32 firms. This survey evaluates attributes such as accessibility to C-Suite, quality and depth of answers to inquiries,
transparency of financial reporting and disclosure, among others.
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For the seventh year in a row, GFNorte’s Top Management and Investor Relations team ranked in the top positions
among Latin American banks and Mexican companies.

+ José Marcos Ramirez Miguel, CEO, improved his position YoY in the regional comparison, ranking third in Latin
America and second in Mexico.

+ Rafael Arana de la Garza, Chief Operating Officer, ranked as the best CFO in Mexico, improving a position vs.
2015.

» Ursula Wilhelm Nieto, Executive Director of Investor Relations was chosen Best IRO in Mexico.

* Moreover, the Investor Relations team maintained the third position in Latin American; whereas, in the Mexican
ranking was placed second by the buy-side.

ALAS20 Recognizes GFNorte for its leadership in Corporate Governance and Sustainability Practices.

In November, GFNorte was recognized by Alas20, an initiative of GovernArt (Latin American think tank and
consulting firm based in Chile) that promotes and recognizes outstanding companies, investors and professionals
that actively contribute to sustainable development towards 2020.

GFNorte ranked first in the category of Leading Company in Corporate Governance and second as Leading
Company in Sustainability; furthermore, Carlos Hank Gonzalez -Chairman of the Board of Directors- was
recognized as Leading Chairman of Companies Investing Responsibly. It is worth mentioning that is market
participants themselves -financial analysts, CEOs, portfolio managers and investors- who select winners.

These awards granted for the first time to Mexican companies, are supported by CESPEDES (Mexican chapter of
the Business Council for Sustainable Development), BNAmericas and VigeoEiris (global provider of environmental,
social and corporate governance research and other services for investors, private entities, public and non-
profitable organizations).

GFNorte was included in the STOXX Global Climate Change Leaders Index

In February the list of issuer companies comprising the STOXX Global Climate Change Leaders Index was
announced, in which GFNorte was included, thus becoming the only issuer in Latin America to be considered in it.

This index considers only the companies belonging to the “A List” of the CDP’s Carbon Performance Leadership
Index, which are recognized for their commitment to reduce their carbon footprint.

The STOXX Global Climate Change Leaders Index is comprised by a select group of 105 institutions that
outperform on a global basis for analyzing risks derived from the climate change in their daily operations.

In GFNorte we continue aiming the highest standards of quality and transparency on sustainability matters;
likewise, we ensure providing those seeking long-term profitability the certainty that climate change risks and their

potential implications are considered.

GFNorte was included in the Euronext — Vigeo EM 70 Index

On July 12th, GFNORTE informed it was included in the Euronext - Vigeo EM 70 Index, which recognizes the top
70 companies in emerging markets with the best sustainability practices.

Euronext - Vigeo EM 70 Index is a benchmark for responsible investors, who make decisions not only based on
financial fundamentals, but also on sustainability criteria. Being included in this kind of indices provides stocks with
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visibility and liquidity; it is worth mentioning that GFNORTE is the only Mexican financial group and one out of three
in Latin America included in the list.

Carlos Hank, Chairman of the Financial Group's Board recognized: “The fact that GFNORTE was included in this
index proves our investors our long-term vision. We are a responsible and transparent company committed to
Mexico’s development.”

Out of 800 assessed companies, only those outperforming in 330 social, environmental and corporate governance
metrics were included.

Marcos Ramirez, GFNORTE's CEO mentioned “We are proud to be one of the four Mexican companies included in
this index. This recognition is the result of daily efforts to include sustainability to the business DNA. Today, more
than ever, global investors recognize our sustainability practices. Environmental, social and corporate governance
best practices are an indicator of companies with a solid management committed to long-term value generation.”

For the third consectuvie year GFNorte was included in the Dow Jones Emerging Markets Sustainability Index

In September, the Dow Jones Sustainability Indices (“DJSI”) announced results of their annual review, in which for
the third year GFNorte was chosen to be part of the Dow Jones Sustainability Index Emerging Markets, awarding
outperforming companies in the Sustainability field. GFNorte is the first and only Mexican financial institution to be
included in this index since 2014.

This milestone is the result of a solid Sustainability program which has enabled GFNorte to include a wide array of
initiatives that contribute to generate value to its stakeholders.

On a yearly basis, S&P Dow Jones Indices, through RobecoSAM, assesses the performance of over 3,400
companies around the world in economic, social and environmental terms.

The 2016 edition of Dow Jones Sustainability Index Emerging Markets is integrated by 95 members from 39
industries and 14 countries, considering that 811 companies were invited to participate —of which, 108 were
financial institutions.

This award reaffirms GFNorte's commitment to Sustainability and positions it as a solid and profitable institution,
translating into value for its shareholders.
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b) BUSINESS DESCRIPTION

i. MAIN ACTIVITIES

GFNorte is authorized by the SHCP to be constituted and operated as a holding company of the companies
mentioned later in this report, section 2. ix) “The Company- Corporate Structure”, under the form and terms
established by the LRAF, subject to the supervision and monitoring of the CNBV.

Its main activity is to acquire and manage shares issued by entities engaged in the financial services industry and
participate supervising their operations according to the LRAF. GFNorte and its Subsidiaries are supervised,
depending on their activities, by the CNBV, the CNSF, the CONSAR and Banxico.

The main activity of GFNorte's subsidiaries is to carry out financial transactions such as rendering full-banking
services, brokerage activities, leasing, factoring, general warehousing services, annuities and life and damage
insurance, as well as the acquisition, disposal, administration, collection and in general negotiation any form of
negotiation with credit rights.

GFNorte is divided according to business segments and offers its services through:

I. Consolidated Bank: Its main activity is to offer universal banking services in Mexico through Banorte and in
United States through Banorte USA (comprising INB and UniTeller). These services are offered through the
following segments:

¢ Retail Banking: Serves clients through the Banorte Branches and Preferred Ixe Centers and ATM
network, alternate channels (POSs, third party correspondents, online, telephone and mobile banking) and
the Contact Center. Offers services to the segments: individuals, SMEs, preferred and to states and
municipalities governments (for further detail, see Government Banking in this section). Among the
products and services offered are: checking and deposit accounts, credit and debit cards, mortgages, car
loans, payroll and personal loans, payroll dispersion accounts, as well as car, home, life and SME
insurance.

v' SME Banking: Offers financial products and services for small and medium companies constituted as
legal entities or as individuals with business activity, as well as those constituted under the tax
incorporation regime.

As part of the comprehensive offer of products and services that Banorte provides thorugh the SME
Banking, the following solutions stand out:

e financing through open market and pre-approved campaigns,

e technology,

e saving and investment,

. business insurance and

e complementary services as POSs, payroll and SME online banking.

Products and services may be contracted in packages that adapt to the size and volume of transactions of
each company, which allows to contract and activate several products and services through a unique
agreement.
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The central axis of our offer is to provide the best assistance and service to our customers, this
commitment is backed by the experience of a great team of specialized executives who provide swift,
personalized advice at more than 1,200 branches and 16 SME centers strategically located throughout the
country.

Banorte has the wider client network in Mexico and is committed to continue supporting small and medium-
sized companies with quality products and services because at Banorte we are convinced the country’s are
the drivin force.

Moreover, SME Banking maintains a differentiated products and services offering for Micro, Small and
Medium companies, which adapt to the size and volume of transactions of each company.

Wholesale Banking: It is comprised of Middle-market & Corporate Banking, Transactional Banking,
Federal Government Banking and International Banking.

v' Middle-market and Corporate Banking: This segment specializes in providing comprehensive
financial solutions for middle-market and corporate clients through several forms of specialized
financing, including structured loans, syndicated loans, financing for acquisitions and investment
plans. Other products and services offered to clients in this segment are: cash management,
collection, fiduciary, payroll payment, checking accounts and lines of credit. Middle-market & corporate
clients generally consist in multi-national Mexican or foreign companies, large Mexican corporations
and medium enterprises operating in a wide range of sectors.

We will continue offering a client-centric banking model was launched, which establishes the role of the
Relationship Executive as the central axis to attend all of the customers financial needs.

v' Transactional Banking: Offers corporate & middle-market clients and financial institutions a
comprehensive model of services for promotion, implementation, after-sales service and cash
management solutions aiming to increase cross-selling levels.

v' Government Banking: In this segment specialized financial services are offered to: federal, state and
municipal governments, decentralized entities, other entities such as social security institutions,
unions, public trusts, etc. Products and services offered include checking accounts, loans, cash
management and payroll payment services, among others. Furthermore, we offer comprehensive
advisory on public finance in order to increase tax collection and control & manage of expenses;
likewise, financial diagnosis are elaborated to design adequate profiles for debt payment through a
solid financial and legal structure, aiming to strengthen their finance situation and improve our clients'
credit quality.

v International Banking: Offers products and services to our corporate, middle-market and SME clients
with international trade needs. Banorte's International Banking has strategic agreements with financial
institutions abroad, which allows to offer our clients highly competitive solutions and financial services
locally and all over the world.

Some of the products and services offered are: letters of credit for imports and exports, documentary
collections, standbys, financing for letters of credit, international transfers, payment of domestic
utilities and remittances.
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In U.S., Uniteller, our remittance and international payment company, reaffirms its commitment to
service immigrants and their families. Uniteller continues to expand its online and mobile platform,
positioning itself in the future of this industry.

Our subsidiary in New York, Banorte Ixe Securities, offers a range of investment alternatives abroad,
mainly for the investor base of Wealth Management of the broker dealer in Mexico, as well as for
onshore clients in the U.S.

Finally, Inter National Bank, with headquarters in McAllen Texas, offers a wide variety of products and
services for retail banking, middle-market banking, mortgage loans, as well as International Banking
services.

Long-term Savings Sector: Offers insurance, as well as management of retirement savings accounts
covering saving, protection and prevision needs through Afore XXI Banorte, Seguros Banorte and Pensiones
Banorte.

o Afore XXI Banorte: Is the fund administrator of the largest retirement fund in Mexico which provides
advantages in terms of scale with lower operating costs and potential to have robust operation, investment
and service areas. The aforementioned translates into greater benefits for our customers, for example,
being one of the companies with one of the lowest commissions in the industry.

e Pensiones Banorte: Company that manages social security pensions, positioned as one of the strongest
in the market. It implemented projects such as the survival verification through Banorte Voice Signature, a
process which increases our competitive advantage, enhancing customer experience.

e Seguros Banorte: The ompany has a range of protection and preventive services such as life insurance,
car insurance, home and health insurance, among others. Its products are offered through different
distribution channels, for example the branch network and channels composed of agents and brokers.

Brokerage Sector: Companies comprising this sector are: Casa de Bolsa Banorte Ixe and Operadora de
Fondos Banorte Ixe. These subsidiaries provide products and services to individuals and corporations
including brokerage services, financial advisory, portfolio structuring and management, asset management,
investment banking and sale of investment funds and equity & debt instruments.

SOFOM and Other Finance Companies Sector: Companies comprising this sector are: Arrendadora y
Factor Banorte (leasing and factoring), Almacenadora Banorte (warehousing) and Solida Administradora de
Portafolios.

v' Leasing and Factoring: Provides leasing and factoring services.

v' Warehousing: Offers warehousing, inventory management, commercialization and logistics services.

v' Solida Administradora de Portafolios: It is the asset recovery unit of the Financial Group, is in
charge of management, collection and recovery of the loans originated by the bank presenting defaults

on payments. Furthermore, it carries out the management and collection of loan and real estate
portfolios acquired through public and private auctions.
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ii. DISTRIBUTION CHANNELS

In Banorte, we work with the firm intention of becoming the best Financial Group of Mexico, our strategy is
focused on increasing presence in the national market through multichannel capabilities, strengthening the entire
banking infrastructure.

Banorte Branches and Preferred Ixe Centers

Banorte has formal market and population analysis processes at national level, evaluating each opportunity to
further develop the branch network within the main urban and semi-urban centers of the country, thus providing
all Mexicans with the opportunity to access Banorte’s products and services.

Banorte's market share in terms of number of branches is 9.4% as of December 2016, according to the CNBV,
raking fourth in the system, considering only Financial Groups.

Banorte Branches
Banorte ended 2016 with a network of 1,092 branches throughout 346 locations, decreasing by 20
branches vs. 2015.

Preferred Ixe Centers
Preferred Centers as of December 31, 2016, totaled 83, increasing 4 units vs. 2015, located in 36 sites.

According to the “Master Plan of Branches" proposed by GFNorte's management, during 2017 various openings,
relocations, expansions and conversions of branches for both segments will be carried out, aiming to get greater
efficiencies in the network.

SME Centers

As of December 2016 there were 16 specialized offices operating for this segment, unchanged vs. previous
year.

ATMs

ATM network grew 4.5% YoY from 7,425 branches in 2015 to 7,756 branches at the end of 2016. According to
CNBYV, Banorte’s ATM network market share totaled 16.2% as of December 2016, raking third in the system.

An average of over 8.4 million clients are served monthly through our ATM network, representing a 2% YoY vs.
previous year, these carried out more than 617 million transactions during 2016.

Our ATMs network works with smart cards, complying with mandatory regulations issued by the CNBYV. With this
implementation we aim to provide clients that use ATMs and POSs with greater reliability and security, largely
mitigating fraud risk and giving them greater certainty in the transactions conducted through these means.

Banorte offers a wide variety of debit and credit cards, which can be used in all of our ATMs and, given our
participation in the Visa and Plus network, they can be used globally. Furthermore, we continue offering our

customers the ATM geo-location service through our website and Banorte Movil.

Some new services have been launched through this channel such as: Boost to the cross-selling of insurance,
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activation and increase of line of credit in credit card, payroll loans renewals and opening, contracting Banorte
mobile and the possibility of carrying out transactions without a physical card. In addition, we have 675
multifunctional ATMs that have allowed us to automate operations regularly done at branches, such as cash
deposits. We will continue installing cutting edge ATMs that shorten transaction times and processes for
customers and promote products to take advantage of the potential contact of this channel.

Telephone Banking - Contact Center “Roberto Gonzalez Barrera”

In the Contact Center 69.7 million incoming calls in 2016, (+24% vs. 2015) and 20.4 million outgoing calls. The
main services available to our customers through this channel are: advice and information on our products and
services, monetary transactions between their accounts, clarification on any transaction, insurance and card
activations.

During 2016, the service model was consolidated to enable customer segments. Based on the results of our
surveys to hear the "voice of the customer" and improve their experience, we have increased the levels of
satisfaction and recommendation of the preferred customer for several consecutive months.

Point of Sale Terminals (POSs)

In 2016 POS network reached 151,948, representing a (2.5%) YoY decrease as a result of implementing a
policy to optimize the active base: businesses that had no transacted within six months were canceled and
POSs were retrieved. As of December 2016, we had a 16.9% market share, ranking third according to the
CNBV.

During 2016, the number of transactions reached 260.5 million, (+4% YoY), representing a 15.6% market share
according to CNBV; while the amount of transactions totaled Ps 200.2 billion, (+15% YoY). The growth
mentioned above was possible given the dynamism in both POSs and e-commerce.

Digital Banking and Mobile Banking

Our Digital Banking platform allows customers to access their resources at all times, anywere; either via the
Internet or the mobile, from where they can make transfer funds nationally and internationally, pay bills and
invest in mutual funds, check their account statements,, among many other operations; in a safe, easy and
immediate way..

As of December 2016, over 1.2 million clients use Digital Banking; through this channel almost 963 million
transactions were carried out, representing a +8% YoY growth vs. the 896 millions transactions the previous
year, considering both Individuals and companies.

Banorte Mobile Banking provides a global, efficient, secure and sustainable solution to our clients, since it is
compatible with the main mobile platforms of smartphones, besides that there is no dependence with the
companies that provide cellular telephony services. Moreover, we maintain state-of-the-art technology
considering the new models of mobile devices and tablets that manufacturers are launching on the market.

During 2016, domestic e-commerce service stayed at the forefront via Pago Movil Banorte, which is a virtual
card generated in the mobile phone assuring the confidentiality of the real card's original information. Through
this service, Banorte customers are fully protected against fraud, cloning and unrecognized charges.
Additionally, unique features in Mexico were released such as transfers between Banorte accounts using QR
code, confirmation of transaction via Whatsapp, "Push" notifications and immediate blocking/unblocking of credit
cards from the app. In October 2016, Banorte innovated by launching the Facial Recognition (selfie) to enter into
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Mobile Banking, also new multimedia notifications that inform the client of both the movements in their accounts
and personalized promotions.

In 2016, more than 914 thousand clients used the Banorte Mdvil service, a 29% growth vs. 2015. Our clients
carried out more than 113 million total transactions, +6% YoY increase, totaling Ps 36.3 billon.

At the end of 2016 we had 338,705 mobile tokens (+60% YoY).

Growth in mobile banking confirms the global trend of migration towards mobile devices, that is why Banorte
reaffirms its commitment to serve its clients with innovative services and cutting-edge technology.

This year we concluded with the transformation based on Multichannel concept, with which we offer our clients a
high quality experience and a unified vision that facilitates the use of all the alternative channels, such as Online
Banking, Mobile Banking, ATMs, among others. Multichannel helps us to better know our client, so that we can
provide personalized attention and offer products and services that are appropriate to their lifestyle. More than
2.7 million customers (individuals) already enjoy this experience.

Third-party Correspondents

We support the penetration of banking services by offering a service that contributes to the well-being of
thousands of Mexicans that cannot access financial services through third party correspondents.

Banorte's strategic alliances with different counterparts have allowed us to increase our market share and be
available for our clients in more suitable schedules.

Banorte's customers doubled the intensity of use of Third-party Correspondents; today 50% of the monetary
transactions that by their nature and characteristics are susceptible to be realized through this channel and that
previously were operated in the branches of the bank. The channel's number of operations had a 40% increase
during 2016 compared to the previous year, reaching 16.5 million transactions.

Much of this growth was due to the integration during the last quarter of more than 15,000 OXXO stores, and
nearly 1,500 “Farmacias del Ahorro”, which is expected for 2017 a year of consolidation and continued growth of
the channel.

At the end of 2016, we had 24,312 contact points through OXXO (15,595), 7-Eleven (1,888), Telecomm-
Telegrafos (1,707), Farmacias Guadalajara (1,690), Farmacias del Ahorro (1,498) Extra / Circulo K (1,137),
Soriana (660), Grupo Control with “Del Sol” and “Woolworth” brands (89) and Gasmart (48), representing a
248% increase vs. 6,989 in 2015..
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iii. PATENTS, LICENSES, BRANDS AND OTHER CONTRACTS

The main registered trademark is BANORTE, since it represents the distinctive symbol of GFNorte and its
subsidiaries, as well as GRUPO FINANCIERO BANORTE, both have a validity of 10 years from the filing date of
the application for registration and may be renewed for additional periods of 10 years at the end of their terms. To
date they are in use and in full legal effect.

Also, GFNorte and/or its subsidiaries own the trademarks of SUMA, CREDITO HIPOTECARIO BANORTE,
AUTOESTRENE BANORTE, BANORTE MOVIL, SOLUCION INTEGRAL PYME, which are relevant as they cover
the main financial products offered by this credit institution, being valid for 10 years from the filing date of the
application for registration and may be renewed for additional 10-year periods at the end of each term. To date
they are in use and in full legal effect.

Additionally, we have the trademarks for: ENLACE TRADICIONAL; ENLACE DINAMICA; ENLACE GLOBAL;
MUJER BANORTE; AGROPECUARIO BANORTE; COMO UN MEXICANO NO HAY DOS; COMO UN MEXICANO
NO HAY DOS, FELICIDADES POR SER MEXICANO: 110 ANOS BANORTE brands which also cover important
financial products offered to the public by GFNorte and/or its subsidiaries, for a period of 10 years starting from the
filing date of the application for registration, and which may be renewed for additional periods of 10 years at the
end of their terms. To date they are in use and in full legal effect.

On the other hand, GFNorte and/or its subsidiaries have registered commercial slogans, among others:

BANORTE, EL BANCO FUERTE DE MEXICO (BANORTE, THE STRONG BANK OF MEXICO)
MEXICO PIENSA EN GRANDE (MEXICO THINKS BIG)

MEXICO PIENSA EN GRANDE, BANORTE EL BANCO FUERTE DE MEXICO (MEXICO THINKS BIG, BANORTE
THE STRONG BANK OF MEXICO)

SIEMPRE TE DA MAS (YOU ALWAYS GET MORE)

MUJER BANORTE, DETRAS DE UNA GRAN MUJER HAY UN GRAN BANCO (BANORTE WOMAN, BEHIND
EVERY GREAT WOMAN THERE'S A GREAT BANK)

DOS MEXICANOS SE UNEN PARA HACER UN MEXICANO MAS FUERTE (TWO MEXICANS UNITE TO MAKE
A STRONGER MEXICAN)

SOMOS MEXICANOS, SOMOS GENTE BANORTE (WE ARE MEXICAN, WE ARE BANORTE PEOPLE)

EL FUTURO ESTA EN BANORTE, ACERCATE A NOSOTROS (THE FUTURE IS IN BANORTE, GET CLOSER
TO US)

These slogans are significant since they are part of an institutional campaign that promotes the solvency, stability
and strength of the Financial Group and are valid for 10 years starting from the date of commencement of the
registration process, renewable for additional periods of 10 years at the end of their terms. To date, they are all in
use and in full legal effect.

As a result of the merger between GFNorte and Ixe GF, GFNorte gained ownership of the "IXE" brand, which is
duly registered for a period of 10 years from the filing date of the application for registration, renewable for periods
of 10 years at the end of its term. To date it is existing and in full legal effect. IXE AUTOMOTRIZ, registered
trademark for a period of 10 years from the filing date of the application for registration, renewable for additional
periods of 10 years at the end of its term. To date, it is in use and in full legal effect. IXE NET duly registered
trademark for a period of 10 years from the filing date of the application for registration, is renewable for additional
periods of 10 years at the end of its term, and to date is current and in full legal effect.
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Each one of these property rights is protected by the respective authorities.
Relevant Contracts:

Banorte, the most relevant Financial Group's subsidiary, has celebrated diverse contracts outside of its core
business, but necessary for its operation or business strategy, among the most relevant are:

e Agreements with IBM de Mexico, Comercializacion y Servicios, S. de R.L. de C.V.: (i) for the acquisition of
products (equipment or software licenses) and services, and (ii) leasing of technological equipment. The first
contract was signed on December 5, 2005 for an indefinite period of time.

e The agreement with Sertres del Norte, S.A. de C.V., signed on June 1, 2007 for an indefinite time, for
preventive maintenance and corrective services to the infrastructure equipment of the institution, as well as
other contracts for the installation of mechanisms and/or infrastructure of uninterrupted energy in order to
protect Banorte from possible operational risks. These agreements are made in accordance to the needs of
the institution, understanding that some contracts expire as soon as the service or commended task is
concluded.

e The agreement with NCR de Mexico, S. de R.L. de C.V., for preventive maintenance and corrective services
for ATMs; replacement of consumable and/or vandalized parts celebrated on June 1, 2009 and negotiated to
last for an indefinite period of time. Furthermore, there is an agreement for licenses signed on May 6, 2015
for an indefinite period of time.

e The agreement with Diebold de Mexico S. A. de C.V., for preventive maintenance and corrective services for
ATMs, replacement of consumable and/or vandalized parts celebrated on March 1, 2008 for an indefinite
period of time.

e The contract with Winston Data, S.A. de C.V., for printing services and inserting account statements into
envelopes, celebrated on July 15, 2008 which is still in effect as it was negotiated for an indefinite period of
time.

e The agreement with Azertia Tecnologias de la Informacion Mexico, S. A. de C. V., (contract transferred to
Coltomex, S.A. de C.V. as of January 1, 2014) for printing services and inserting account statements into
envelopes, celebrated on October 3, 2008 which is still in effect as it was negotiated for an indefinite period of
time.

e The contract with Satelites Mexicanos S.A. de C.V., for satellite signal services celebrated on July 12, 2006,
expiring on July 30, 2012, through addendum the agreement was extended until June 30, 2015. At the
beginning of 2015 the renewal through addendum will be negotiated. Later on July 1, 2015 the addendum
was renewed for an indefinite period of time.

e The contract with ASAE Consultores S.A. de C.V. for the maintenance of computer equipment and networks
celebrated on July 1, 2009 for an indefinite period of time.

e The agreement with NET & SERVICES TRANTOR, S.A. de C.V. for preventative and corrective maintenance
of equipment, cabling of nodes, structured cabling for voice and data installed in the Central Site, celebrated

on August 1, 2007 for an indefinite period of time.

e The contract with Microsoft Licensing GP for the licensing of software signed on December 28, 2011 and
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expiring on December 27, 2014, at the end of the contract, the service was renewed with Microsoft
Corporation (same provider that changed its name) from January 1, 2015 to December 31, 2017.

e The agreement with Algorithmics (UK) Limited (contract transferred to IBM de Mexico Comercializacion y
Servicios, S. de R.L. de C.V. as of April 30, 2013) for the licensing, support and maintenance of software
signed on June 30, 2000 expiring on June 29, 2010, through addendum it has been extended to expire on
June 29, 2020.

e The agreement with Netxtor, S.A. de C.V. for equipment maintenance signed on July 1, 2015 for an indefinite
period of time, as well as for Arkivio licenses from October 31, 2015 to September 1, 2020.

e Several Contracts with IGSA, S.A. de C.V. signed as of May 1, 2010 for maintenance of electronic
infrastructure, all are indefinite.

e Contract signed in October 2009, for satellite connection services for an indefinite period of time to supply
satellite connectivity to Banorte’s private network with GSAT Comunicaciones (formerly Libros Foraneos, S.A.
de C.V.).

e The agreement with ORACLE DE MEXICO, S.A. de C.V., for the technical support of Oracle Premier Support
to SUN-Oracle infrastructure, signed on November 1, 2012, which expired on February 28, 2014. This
contract was renewed from May 23, 2014 to June 30, 2016 and later from July 1, 2016 to June 30, 2017.

e The agreement with HEWLETT-PACKARD MEXICO, S. de R.L. for licensing HP products for comprehensive
and performance tests, signed on June 1, 2012 for an indefinite period of time.

e The agreement with SAP MEXICO, S.A. de C.V. for SAP Netweaver license service signed on December 12,
2012 for an indefinite period of time.

iv. MAIN CLIENTS

As of December 31, 2016 GFNorte had a wide and diversified client portfolio; the largest client represented 3.9% of
the total loan portfolio.

Also, GFNorte’s transactions are adequately diversified among the different productive sectors of the economy,
there is no important concentration in any specific sector and for the same reason, there is no cyclical relevance.
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v. APPLICABLE LEGISLATION AND TAX SITUATION

The Mexican Financial System

Mexico’s financial system is currently comprised of commercial banks, national development banks, brokerage
firms, development trust funds, limited purpose banks and other non-bank institutions, such as insurance and
reinsurance companies, bonding companies, credit unions, savings and loans companies, foreign exchange
houses, factoring companies, bonded warehouses, financial leasing companies, mutual fund companies, pension
fund management companies and multi-purpose financial institutions. In 1990, the Mexican government adopted
the Law Regulating Financial Groups (LRAF) aimed at achieving the benefits of universal banking, which permits a
number of financial services companies to operate as a single financial services holding company, which was
amended and restated on January 10, 2014. Most major Mexican financial institutions are members of financial
groups.

The main financial authorities that regulate financial institutions are the SHCP, the Mexican Central Bank, the
CNBYV, the CONSAR, the CNSF, the IPAB and the CONDUSEF.

Trend toward multi-purpose banking institutions

Prior to 1978, the Mexican banking system was comprised primarily of specialized institutions, which were
authorized to conduct specified financial activities pursuant to concessions granted by the Mexican Government.
During the period from 1978 to the nationalization of commercial banks in 1982, the structure of the Mexican
banking system evolved towards the creation of multi-purpose banking institutions, which were allowed to engage
in the full range of banking activities.

Nationalization and subsequent privatization

Effective June 28, 1990, the Mexican Constitution was amended to permit Mexican individuals and financial
services holding companies to own controlling interests in the then-existing 18 Mexican commercial banks owned
by the Mexican Government. Subsequently, a new Banking Law was enacted to regulate the ownership and
operation of Mexican commercial banks, national development banks and foreign financial institutions. Pursuant to
the Banking Law, Mexico began the process of privatizing commercial banks. By the third quarter of 1992, the
Mexican Government had privatized all 18 state-owned commercial banks. Since that time, new commercial
banks, have been chartered and regulations regarding investment in the banking sector by foreign investors have
been relaxed.

On November 26, 2013, the Senate approved the Report of the Chamber of Deputies (Camara de Diputados) on
the bill presented by President Enrique Pefia Nieto amending, supplementing and repealing various provisions with
respect to financial matters and issuing the new LRAF, the “Financial Reform”.

Thirty-four legal statutes were amended in order to foster greater competition in the financial and banking system
by creating incentives to increase lending, as well as a new mandate for development banks. Also, the Financial
Reform strengthens the scheme for the stability of the financial institutions and the powers of financial authorities in
regulatory, monitoring and enforcement matters.
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Financial Groups

The enactment of the former LRAF in 1990 permitted the development of the universal banking model in Mexico.
By July 1992, most major Mexican financial institutions had become part of financial groups controlled by a
financial services holding company, such as GFNorte, and made up of a number of financial operating entities.

On January 10, 2014, the new LRAF was published, authorizing holding corporations through their companies or
other financial institutions, to indirectly hold shares of financial institutions that are members of the financial group,
as well as shares of financial institutions that are not members of the financial group, service providers and real
estate.

The operations of financial services holding companies are generally restricted to holding shares representing the
capital stock of financial services operating subsidiaries as well as those of service providers, real estate and
subdholding companies that do not comprise the financial group. Financial services subsidiaries include general
deposit warehouses, foreign exchange houses, bonding institutions, insurance companies, broker-dealers, banks,
mutual funds managers, mutual funds distributors, retirement fund management companies, multiple purpose non-
banking financial institutions and micro finance companies. Financial groups must be comprised at least by a
holding company and any of the two formerly mentioned financial institutions (which may be of the same type),
provided that a financial group may not be comprised solely by the holding company and two Sofomes (Multi-
purpose Non-Banking Financial Institution).

The Law Regulating Financial Groups permits entities controlled by the financial services holding company: (i) to
act jointly before the public, offer services that are supplemental to the services provided by the other and hold
themselves out as part of the same group;(ii) use similar corporate names; and (iii) conduct their activities in the
offices and branches of other entities part of the same group.

In addition, the Law Regulating Financial Groups requires that each financial services holding company enter into
an agreement with each of the financial services companies integrating the financial group pursuant to which the
holding company agrees to be responsible secondarily and without limitation for the satisfaction of the obligations
incurred by its subsidiaries as a result of the activities that each such subsidiary is authorized to conduct under the
applicable laws and regulations, and is fully responsible for certain losses of its subsidiaries, up to the total amount
of the holding company’s assets. In the event that the assets of the financial services holding company are
insufficient to meet the losses of its subsidiaries if occurred simultaneously, the financial services holding company
must first meet the liabilities of the banking institutions that are part of the group and subsequently, the liabilities of
any other entities that form the group will be prorated. For such purposes, a subsidiary is deemed to have losses if
its assets are insufficient to meet its payment obligations. The subsidiaries will never be held liable for the losses
of their financial services holding company or for the losses of the other subsidiaries of the group.

Furthermore, on December 31, 2014 the General Provisions for Financial Groups were published, according to the
faculty the SHCP holds of issuing the secondary provisions that the LRAF refers to. These General Provisions
consider the terms and conditions to organize holding companies and the running of the financial groups, as well
as those to avoid conflict of interest among the entities of the financial group. The General Provisions for Financial
Groups were effective on March 31, 2015, 90 days after the publication in the Official Gazette. Under the Financial
Reform, the Mexican Congress approved changes to the Financial Groups Law. Relevant changes include the
following:

+  Shareholding Structure - It provides for the possibility of the holding company to maintain the shareholding
of the members of the group through sub-holding companies.

»  Capitalization and Corrective Measures - A holding company shall maintain net capital that shall not be
less than its permanent investments in the subsidiaries of the group. It also authorizes the SHCP to
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determine corrective measures, such as the potential sale of assets, non-distribution of dividends and
suspending payments of bonuses, among others.

»  Corporate Governance - The new law provides for a new corporate governance structure, setting forth
specific duties of care and fiduciary duties applicable to Board members, even if the financial services
holding company is not publicly traded, similar to that provided in the Securities Market Law (Ley de
Mercado de Valores) for stock-traded corporations.

. Other material changes from the previous law include shareholders’ agreements, tied sales, liability
agreements, the investment structure of the holding company, accounting and consolidated supervision,
among others.

. Investment Structure of the Holding Company - In addition to its interest in the financial institutions of the
group, a holding company may invest in other instruments, such as securities representing the capital stock
of other financial institutions that are not group members, service providers and real estate companies,
among others.

Authorities of the Mexican Financial System

The principal authorities that regulate and supervise financial institutions in Mexico are Banxico, the SHCP, the
CNBV, the CONSAR, the CNSF, the IPAB and the CONDUSEF. These authorities are subject to a number of
organic laws and other administrative provisions that govern their supervisory and other powers. Also, these
entities continually enact administrative provisions on matters falling with their competence for the regulation of the
corresponding financial entities, as further mentioned below. GFNorte, as a financial services holding company, is
subject to the supervision and regulation of the Supervision Commission (the CNBV, the CNSF or the CONSAR,
depending on the responsible for supervising the general functioning of the Financial Group in terms of article 102
of the LRAF). In addition, our financial subsidiaries are subject to the supervision and regulation of and keep in
touch with different financial authorities, accordingly.

Banco de México

Banco de México is the Mexican Central Bank. It is an autonomous entity that is not subordinated to any other
body in the Mexican federal government. The Banco de México Law, as well as Paragraphs 6 and 7 of Article 28,
of the Mexican Constitution, regulate the administration and the performance of Banxico' functions. Its primary
purpose is to provide the domestic economy with Mexican currency, procuring stability of acquisition power of such
currency, establish reference interest rates and ensure that the banking and payments systems perform under safe
and sound principles.

Monetary policy decisions are taken by its Governing Board. The Governing Board, official body, is composed of a
Governor and four Deputy Governors, who are appointed by the President and approved by the Senate or the
Permanent Commission of Congress,

Among the decisions that only the Governing Board may take are the authorization of the issuance of currency and
the minting of coins, the decision to extend credit to the Mexican government, the determination of policies and
criteria that the Mexican Central Bank uses in its operations and in the regulations that it issues, and the approval
of its rules of procedure, budget, working conditions and similar internal matters.

SHCP

The SHCP is the entity in charge of proposing, conducting and controlling the economic policy of the Mexican
federal government in matters of economics, tax, customs, finance, banking, public budget, public debt and
income. Together with the CNBV and Banxico, it is the primary regulator of commercial banks and national
development banks. The SHCP participates in the planning, coordination, evaluation and monitoring process of the
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country’s banking system comprised of the Central Bank, the National Development Banking and other institutions
responsible for banking and credit services. Furthermore, it exercises powers provided within the laws in the areas
of insurance, bonding, securities and organizations & ancillary credit activities, among others.

CNBV

The CNBV is a governmental body subordinated to the SHCP, having independent technical and executive
powers. The CNBV is in charge of the supervision and regulation of entities comprising the Mexican Financial
System, with the purpose of ensuring their stability and sound performance, as well as the maintenance of a safe
and sound financial system. The scope of the CNBV’s authority includes inspection, supervision, prevention and
correction powers. The primary financial entities regulated by the CNBV are: financial groups, credit institutions,
regulated multiple purpose financial institutions, brokerage firms, as well as publicly traded companies and other
entities that have issued debt securities to investment public. The CNBV is also in charge of granting and revoking
banking and securities brokerage licenses in Mexico.

CONSAR

The CONSAR is a governmental body subordinated to the SHCP, having independent technical and executive
powers. The CONSAR was created in 1997 as part of a comprehensive reform of the retirement savings and
pensions system, and is in charge of protecting the retirement savings of employees through the regulation and
supervision of Afores and Siefores. The CONSAR evaluates risks borne by the participants in the retirement
savings system and makes sure these participants are solvent and maintain adequate liquidity levels.

CNSF

The CNSF is a governmental body subordinated to the SHCP, having independent technical and executive
powers. The CNSF is in charge of the supervision and regulation of insurance and bonding companies, promoting
the safe and sound development of the insurance and guaranty bond financial sectors.

IPAB

After the 1994 financial crisis, the Mexican government created the IPAB, an independent, decentralized
governmental institution with its own legal standing and assets. The IPAB’s primary purpose is the protection and
insurance of bank deposits, having also powers to provide solvency to banking institutions, contributing to the safe
and sound development of the banking sector and the national payments system. The IPAB is also entitled to
acquire assets from distressed banking institutions.

CONDUSEF

The CONDUSEF is a governmental body under the SHCP. The CONDUSEF is in charge of protecting and
defending the rights of users of financial services and serves as an arbitrator between financial institutions and
their customers. Among other powers, CONDUSEF has the authority to order the amendment of standardized
agreements used by financial entities when it considers that such agreements contain abusive clauses, it may
issue general recommendations to financial institutions, and suspend the distribution of information regarding
financial services and products that it considers confusing.

History of the Banking Sector

Banking activities in Mexico have been and continue to be affected by prevailing conditions in the Mexican
economy; the demand for and supply of banking services have been vulnerable to economic downturns and
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changes in government policies. Prior to the early 1990s, lending by Mexican banks to the private sector had fallen
to very low levels. It is estimated, however, that by the end of 1994 average total indebtedness of the private
sector to Mexican commercial banks had grown to represent approximately 40.7% of Mexican GDP, with mortgage
loans and credit card indebtedness generally growing faster than commercial loans. The devaluation of the
Mexican peso in December 1994 initiated a crisis, and the resulting high interest rates and contraction of the
Mexican economy in 1995 severely impacted most borrowers’ ability to both repay loans when due and meet debt
service requirements. These effects, among others, caused an increase in the non-performing loan portfolio of
Mexican financial institutions, particularly during 1995, which adversely affected the capitalization level of financial
institutions. Also, increased domestic interest rates and the deteriorating value of the peso made it more difficult
for financial institutions to renew dollar-denominated certificates of deposit and credit lines.

From 1995 through the end of 1997, the CNBYV intervened in the operations of 13 banks and adopted several
measures designed to protect, stabilize and strengthen the Mexican banking sector. These measures included:

e Creating a temporary capitalization program to assist banks;

e Establishing a foreign exchange credit facility with Banco de México to help banks with dollar liquidity
problems;

¢ Increasing the level of required loan loss reserves;

e Establishing a temporary program for the reduction of interest rates on certain loans;

e Establishing various programs to absorb a portion of debt service cost for mortgage loan (including
debt restructuring and conversion support programs); and

e Broadening the ability of foreign and Mexican investors to participate in Mexican financial institutions.

In addition, to address deteriorating asset quality, the Mexican government established debt restructuring and
conversion support programs to face cash-flow problems. Finally, the Mexican government created a program to
promote increased capitalization of Mexican banks by transferring loans and other assets to the Banking Fund for
the Protection of Savings (Fondo Bancario de Proteccion al Ahorro or the FOBAPROA). Effective January 20,
1999, the FOBAPROA was replaced by the IPAB, which was created to manage the banking savings protection
system and regulate financial support granted to banks.

Reforms to Mexican Banking Law

On January 10, 2014, several amendments to the Mexican Banking Law were published in the Official Gazette,
and are currently in effect, with the following purposes:

Update capital requirements according to Basel Ill. The amendments to the Mexican Banking Law updated the
capital requirements for banking institutions by incorporating the requirements of the Basel IIl accords, currently
included in the General Rules Applicable to Mexican Banks. The amendments specify that net capital will be
comprised of capital contributions, retained profits and capital reserves. The CNBV is authorized to allow or
prevent the inclusion of other items to calculate a bank’s net capital, subject to the terms and conditions of the
general rules to be issued by CNBV to further regulate the capital requirements for bank institutions. We currently
comply with applicable capitalization requirements.

Enhancing the CNBV supervisory practices. The reforms grant ample authority to the CNBV for the supervision of
the financial entities under the Mexican Banking Law. The CNBV may perform visits to banks, with the aim to
review, verify, test and evaluate the operations, processes, systems of internal control and risk management
among others elements that may affect the financial position of banks.

Increasing requirements for the granting of credits to customers. For the granting of credits, banks are required to
analyze and evaluate the viability of payment by borrowers or counterparties, relying on an analysis based on
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quantitative and qualitative information that allows establishing their credit worthiness and ability of timely payment
of the credit. Banks must issue guidelines and lending process manuals and credit procedures shall be performed
in accordance with such policies.

Establishing new provisions on transparency and reliability. Banks are required to publicly disclose their corporate,
financial, administrative, operational, economic and legal information, as determined by the CNBV. Banks must
post on their website and in a national newspaper their balance sheets and other relevant information periodically.

Establishing audit powers for the supervision of external auditors. The CNBV has powers of inspection and
surveillance with respect to entities that provide external audit services to banks, including those partners or
employees who are part of the audit team, in order to verify the compliance with the Mexican Banking Law. The
CNBYV is allowed to: (i) request any information and documentation related to the services rendered; (ii) practice
inspection visits; (iii) require the attendance of partners, legal representatives and other employees; and (iv) issue
audit procedures to be complied by the auditors, in connection with the tax opinions and practices performed by
them.

Limited purpose banks. The reform introduced limited purpose banks (bancos de nicho), which can only engage in
a limited amount of banking activities which are specifically set forth in their by-laws. The minimum required capital
of limited-purpose banks can vary depending on the activities carried out by such entities, from a range of
36,000,000 UDIs to 90,000,000 UDIs.

Under the Financial Reform, the Mexican Congress approved additional changes to the Mexican Banking Law.
Relevant changes include the following:

Participation of Foreign Governments. It clarifies the rules that require prior approval from the CNBV for the
investment of foreign governments in commercial banks, as a temporary prudential measure, in cases where
foreign entities receive financial support or are rescued. Such intervention should be through official entities not
exercising authority, and patrticipation should be indirect and without control. The shareholding structure in broker-
dealers, retirement fund administrators, insurance companies and mutual insurance companies, bonding
companies, financial groups and credit information companies was also amended.

Capitalization Requirements. The concepts of “Minimum Basic Capital” and “Capital Supplement” have been
incorporated into the law. The law also provides for capital requirements, additions and restrictions, as well as asset
disposal in cases where the entities with significant influence on banks are facing liquidity or solvency problems. It
also entitles development banks to support banks should they require capitalization.

Limit on Transactions with Related Parties. The limit on the aggregate number of transactions with related parties
has changed, which shall not exceed 35 percent of the net capital.

Liquidity Requirements. The amendments to the Mexican Banking Law grant authority to the CNBV to order
adjustments to a bank’s accounting registries. If a bank fails to meet the liquidity requirements imposed by CNBV
and the Mexican Central Bank, the CNBV may order the bank to adopt actions toward restoring the corresponding
liquidity requirements, including suspending or partially limiting certain lending, borrowing or service operations of
the bank, and requiring the bank to present a liquidity restoration plan.

Risk Control, Banking Resolutions and New Judicial Liquidation/Bank Bankruptcy Rules. The early warning,
preventive and corrective action system changed. The Financial Reform entitles the CNBV to determine the
maximum number of active transactions and provides for new rules in the event that the Mexican Central Bank acts
as lender of last resort so that it requires collateral on the bank’s shares. It also introduces the obligation to have a
plan of stress scenarios, contingency and resolution plans as well as participation in mock resolutions. It also has
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amended certain articles regarding the structure of bank resolutions, including new deadlines for exercising the
right of audience prior to the revocation of the authorization to operate as a bank and includes a new scheme of
judicial liquidation/bank bankruptcy, replacing the provisions of the Bankruptcy Act.

Self-Correcting Programs. The Mexican Banking Law and other financial laws state that the financial institutions
may submit to the CNBV self-correcting programs when they detect defaults to the provisions regulating them,
taking into consideration that irregularities detected by the CNBV or serious defaults or offenses may not be part of
the self-correcting programs.

Transactions with Members of the Same Group or Consortium. New rules and limitations have been established.
Transactions with members of the same group shall be agreed to on market terms.

Measures to Encourage Credit and Performance Evaluations. The SHCP is authorized to assess the performance
of commercial banks regarding compliance with the support of the country’s productive forces and the growth of
the economy; the SHCP shall issue the relevant guidelines for such assessment. It also authorizes the CNBV to
encourage the channeling of more resources to the productive sector by setting parameters on the execution of
transactions with securities. The financial authorities shall take into account the results of the assessments to
decide on the authorizations it will grant in general.

Administrative Offenses and Penalties. It significantly increases the number and severity of the sanctions, which
are to be disclosed to the general public, although none are definitive or final. It also provides for sanctions for
officials involved in transactions with related parties in excess of the statutory limits. Amendments to the
administrative sanction system were made consistently in all financial laws amended by the Reform.

SHCP Blacklist. With respect to the prevention of transactions with funds from illegal sources and terrorist
financing, it provides for the obligation to immediately suspend transactions with the persons included in the
blacklist issued by the SHCP. This obligation is also set for the other financial institutions in their respective laws.

Asymmetric Regulation. It authorizes the SHCP, the CNBV and the Mexican Central Bank to issue asymmetric
regulation, i.e., one that considers the regulatory burden in accordance with the size of each institution.

Exchange of Information with Foreign Financial Authorities. It regulates in more detail the procedure for the
exchange of information with foreign authorities and verification visits.

Initiatives to Improve Creditors’ Rights and Remedies

Mexico has enacted legislation to improve creditors’ rights and remedies. These laws include collateral pledge
mechanisms and a new bankruptcy law.

Collateral Mechanisms

On June 13, 2003, a congressional decree was published amending the Mexican Commerce Code (Codigo de
Comercio), the General Law of Negotiable Instruments and Credit Transactions (Ley General de Titulos y
Operaciones de Credito), the former Securities Market Law, the Mexican Banking Law, the Insurance Companies
Law (Ley General de Instituciones y Sociedades Mutualistas de Seguros), the Bond Companies Law (Ley Federal
de Instituciones de Fianzas) and the General Law of Ancillary Credit Organizations and Activities (Ley General de
Organizaciones y Actividades Auxiliares del Credito). The purpose of the amendment was to provide an improved
legal framework for secured lending and, as a consequence, encourage banks to increase their lending activities.
Among its provisions, the decree eliminated a prior non-recourse provision applicable to non-possessory pledges
(which allowed the creation of a pledge over all the assets used in the main business activity of the debtor, but
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limited recourse to the applicable collateral) and collateral trusts, to allow creditors further recourse against debtors
in the event that proceeds derived from the sale or foreclosure of collateral are insufficient to repay secured
obligations.

Foreclosure of Securities Loans

The Mexican Congress also approved changes to the Commerce Code intended to expedite proceedings relating
to the foreclosure of secured loans by financial institutions. These changes grant authority to Mexican courts to
issue interim measures, such as ordering persons not to leave Mexico or ordering assets to be frozen.
Furthermore, on January 10, 2014, a decree was published which reforms, adds and repeals diverse regulations
on financial matters and the Law Regulating Financial Groups was issued, establishing in the General Law of Titles
and Loan Operations the application of values or goods given in pledge, which at the time of execution can be
made without a legal ruling.

Mexican Bankruptcy Law

The Mexican Bankruptcy Law was enacted on May 12, 2000 and has been restored by virtue of the Decree of
Financial Reforms published on January 10, 2014, and is used as a means to conclude complex insolvency
situations affecting Mexican companies, by providing expedited and clear procedures, whereas at the same time
granting creditors and other participants the certainty of an in-court solution.  The Bankruptcy Law provides for a
single insolvency proceeding encompassing two successive phases: (i) a conciliatory phase of mediation between
creditors and debtor, (ii) and bankruptcy.

The Bankruptcy Law, impose that only a Supervisory Commission, may demand the declaration of insolvency of
banking institutions; being that in which according with the applicable provisions, is responsible for the supervision
and monitoring of a Financial Institution. In the case of banking institutions, such as Banorte, with the declaration of
bankruptcy the judicial procedure is initiated in the bankruptcy phase and not, as in common procedures, in the
conciliatory phase. The bankruptcy of a Credit Institution is viewed as an extreme measure (because it results in a
liquidation and dissolution of the relevant institution), which has not been resorted to in practice, and is preceded
by a number of measures that seek to avoid it, such as corrective measures taken by the CNBV, facilities made
available by the IPAB and an intervention led by the CNBV. Upon filing a suit of declaration of insolvency, banking
institutions must cease operations and suspend payment of all obligations.

The Bankruptcy Law establishes precise rules that determine when a debtor is in general default in its payment
obligations. The principal indications are failure by a debtor to comply with its payment obligations with two or
more creditors, and the existence of the following two conditions: (i) liabilities must be least 30 days past-due and
represent 35.0% or more of a debtor’s outstanding liabilities, and (ii) the debtor fails to have certain specifically
defined liquid assets and receivables to support at least 80.0% of its obligations.

Applicable law provides for the use and training of experts in the field of insolvency and the creation of an entity to
coordinate their efforts. Such experts include the intervenor (interventor), conciliator (conciliador) and receiver
(sindico). The IPAB acts as the liquidator and receiver and the CONDUSEF may appoint up to three intervenors.

On the date the insolvency judgment is entered, all peso-denominated obligations are converted into UDIs, and
foreign currency-denominated obligations are converted into pesos at the rate of exchange for that date and then
converted into UDIs. Only creditors with a perfected security interest (i.e., mortgage, pledge or security trust)
continue to accrue interest on their loans. The Bankruptcy Law mandates the netting of derivative transactions
upon the declaration of insolvency.
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The Bankruptcy Law provides for general rules as to the period when transactions may be scrutinized by the judge
to determine if they were entered into for fraudulent purposes, which is 270 calendar days prior to the judgment
declaring insolvency. This period is referred to as the retroactivity period. Nevertheless, upon the reasoned
request of the conciliator, the inspectors, who may be appointed by the creditors to oversee the process, or any
creditor, the judge may set a longer period.

In December 2007, the Bankruptcy Law was amended to incorporate provisions relating to pre-agreed insolvency
proceedings, frequently used in jurisdictions different from Mexico, that permit debtors and creditors to agree upon
the terms of a restructuring and thereafter file, as a means to obtain the judicial recognition of a restructuring
reached on an out-of-court basis. This also provides protection against dissident minority creditors.

The Mexican Congress also approved changes to Mexico’s Bankruptcy Law, intended to improve the application of
such law. Relevant changes include:

¢ the consolidation of bankruptcy proceedings affecting parent and subsidiary companies;

o the application of liquid assets provided as collateral, in connection with the netting and close out of
derivative and similar contracts;

e setting forth an outside limit to bankruptcy restructuring (three years);

e permitting trustees and other creditor representatives, to submit claims on behalf of groups of creditors;

e expressly recognizing subordinated creditors, and deeming related party creditors as subordinated
creditors; and

e making members of the Board of Directors liable to the bankrupt debtor if such member acted when
affected by a conflict of interest, self-dealing and otherwise against the interests of the bankrupt debtor.

As of the date of this offering memorandum, we are continuing to evaluate the effects that these reforms may have
on us.

Deregulation of Lending Entities and Activities

In July 2006, the Mexican Congress enacted reforms to the General Law of Auxiliary Credit Organizations and
Credit Activities (Ley General de Organizaciones y Actividades Auxiliares del Credito), the Mexican Banking Law
and the Foreign Investment Law (Ley de Inversion Extranjera), with the objective of creating a new type of financial
entity called Multi-purpose Non-Banking Financial Institution (Sociedad Financiera de Objeto Multiple, or Sofom)
(the “Sofom Amendments”). The Sofom Amendments were published in the Official Gazette on July 18, 2006.

The main purpose of the Sofomes Amendments is to deregulate lending activities, including financial leasing and
factoring activities. Sofomes are Mexican corporations (sociedades anonimas) that expressly include as their main
corporate purpose in their by-laws, engaging in lending and/or financial leasing and/or factoring services. Pursuant
to the Sofomes Amendments, the SHCP has ceased to authorize the creation of new Sofoles, and all existing Sofol
authorizations automatically terminate on July 19, 2013. On or prior to that date, existing Sofoles ceased operating
as a Sofol. Failure to comply with this would result in dissolution or liquidation of the Sofol. Existing Sofoles also
have the option of converting to Sofomes or otherwise extending their corporate purposes to include activities
carried out by Sofomes.

Among others, Sofomes that are affiliates of Mexican credit institutions (i.e., private or public banks) or the holding
companies of financial groups that hold a credit institution will be regulated and supervised by the CNBV, and will
be required to comply with a number of provisions and requirements applicable to credit institutions such as capital
adequacy requirements, risk allocation requirements, related party transactions rules, write-offs and assignment
provisions, as well as reporting obligations. Regulated Sofomes are required to include in their denomination the
words “Entidad Regulada” (regulated entity) or the abbreviation thereof, “E.R.” All other entities whose main
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purpose is engaging in lending, financial leasing and factoring activities are non-regulated Sofomes and must so
indicate in their corporate denomination by including the words “Entidad No Regulada” (non-regulated entity) or the
abbreviation thereof, “E.N.R.” Non-regulated Sofomes are not subject to the supervision of the CNBV.

Sofomes (regulated or non-regulated) will be subject to the supervision of the CONDUSEF as is the case with any
other financial entity.

The Sofomes Amendments also eliminated the restrictions on foreign equity investment applicable to Sofoles,
financial leasing and factoring companies, which until the Sofomes Amendments became effective, was limited to
49.0%. Accordingly, the Sofom Amendments may result in an increase in competition in the financial services
industry, from foreign financial institutions.

The Mexican Securities Market Law

On December 30, 2005, a new Mexican Securities Market Law was enacted and published in the Official Gazette.
The new Mexican Securities Market Law became effective on June 28, 2006, however, in some cases an
additional period of 180 days (until late December 2006) was available for issuers to incorporate the new corporate
governance and other requirements derived from the new law into their bylaws. The Mexican Securities Market
Law sets standards for authorizing companies to operate as brokerage firms, which authorization is granted by the
CNBV with the approval of its Governing Board. In addition to setting standards for brokerage firms, the Mexican
Securities Market Law authorizes the CNBV, among other things, to regulate the public offering and trading of
securities, corporate governance, disclosure and reporting standards and to impose sanctions for the illegal use of
insider information and other violations of the Mexican Securities Market Law.

The new Mexican Securities Market Law changed the Mexican securities regulation in various material respects.
The reforms were intended to update the Mexican regulatory framework applicable to the securities market and
publicly traded companies in accordance with international standards.

Reforms to the Mexican Securities Market Law.

Under the Financial Reform, the Mexican Congress approved additional changes to the Mexican Banking Law.
Relevant changes include the following:

Offerings of Securities Abroad. The CNBV must be notified of any type of offerings made abroad, in the case of
securities issued in Mexico or by Mexican corporations, even if the offerings are private.

Various Modifications to the Obligations Related to the Information of an Issuer. The CEO of the issuer shall be
responsible for the content of the disclosed information, the material events and other information that must be
disclosed to the public.

It also provides for tighter controls on persons having access to material information, the publication of which is
deferred.

The persons related to the underwriter, persons providing independent or subordinated personal services to the
issuer and third parties that have had contact with those who have access to privileged information must be included
in the list of persons who are considered to have access to privileged information, unless proven otherwise.

Finally, with respect to misleading information, disclosure of information that is prohibited by applicable law has been
excluded as an omission of disclosure.
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Rules applicable to Development Trust Certificates, Real Estate Notes and Indexed Notes. The Law introduces
special regulation for these instruments. Also, it considers the operating companies of investment companies within
the institutions that can act as trustees for the issuance of trust certificates. Finally, administrators of issuing trusts
of indexed certificates will be prohibited from having ties with those determining those indices.

Homologation of Broker-Dealers’ Capitalization Rules. The capitalization of broker-dealers is homologated to that of
the banking institutions.

Stress Scenarios. It introduces the obligation to have a plan for stress scenarios for broker-dealers and commercial
banks.

Liability of Underwriters. The liability structure of broker-dealers, who may be liable for damages and losses caused
by breach of their obligations, has been extended.

Stock Pledge. It provides for rules for the application of payments of the securities pledged, without any judicial
proceeding.

Insurance System

The Mexican insurance system is governed by a number of statutes, the most important of which include the
General Insurance Companies Law (Ley General de Instituciones y Sociedades Mutualistas de Seguros) — which
was repealed on April 4, 2015 and substituted as of this date by the Insurance and Bonding Law -, the Insurance
Contract Law (Ley Sobre el Contrato de Seguro) and other regulatory provisions enacted by the SHCP and the
CNSF.

Insurance companies require the authorization of the SHCP for their incorporation. The authorization may include
the specific insurance sector in which the insurance company will conduct business, including life, health care,
damages, civil and professional liability, among others. The SHCP may also grant authorization to perform
reinsurance and co-insurance activities. Insurance companies are subject to stringent capital adequacy and
investment rules, compliance of which is supervised by the CNSF. These rules determine the type of assets into
which insurance companies may invest, as well as the minimum amount of capital required to be maintained by
such entities. Also, insurance companies are required to maintain technical reserves that function as a cushion
against risks and help these entities to maintain adequate levels of liquidity.

The regulation and surveillance powers of the CNSF grant this entity the authority to verify compliance with the
various financial and technical actuarial regulations, as well as with other corporate governance principles.

Retirement Savings System

The Retirement Savings Systems Law (Ley de los Sistemas de Ahorro para el Retiro) established the Afore
pension system. Among other economic benefits and services to be provided to participants in the retirement
savings system, the Retirement Savings Systems Law provides that each worker may establish an independent
retirement account, which is to be managed by an approved Afore. Under this system, employees, employers and
the government are required to make contributions to the independent retirement accounts maintained by each
worker. In addition to the mandatory contributions, employees are allowed to make voluntary contributions to their
independent retirement accounts. Pursuant to the Retirement Savings Systems Law, the main functions of an
Afore include, among others, (i) managing pension funds, (ii) creating and managing individual pension accounts
for each worker, (iii) creating, managing and operating Siefores, (iv) distributing and purchasing Siefores’ stock, (v)
contracting pension insurance, and (vi) distributing, in certain cases, the individual funds directly to the pensioned
worker.
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Afores and Siefores are subject to the supervision of the CONSAR, which is in charge of the coordination and
regulation of the pension system. Under the Retirement Savings Systems Law, no Afore may serve more than
20.0% of the total market, unless CONSAR authorizes a higher limit of market concentration, provided that this is
not to the detriment of the interests of workers.

Federal Law for Protection of Personal Data Held by Private Persons

The Federal Law for Protection of Personal Data Held by Private Persons (Ley Federal de Proteccion de Datos
Personales en Posesion de Particulares) that protects personal data collected, became effective on July 5, 2010.
Under such law, we are required to ensure the confidentiality of information received from clients. No assurances
may be given as to how such law will be interpreted. However, if strictly interpreted and enforced, we may be
subject to fines and penalties in the event of violations to the provisions of such law.

Amendments to Financial Regulations Impacting Banks

The Mexican financial system has continued to advance in recent years, consistent with demands from regulators
and market participants, developments in other jurisdictions and to address systemic issues resulting from the
global financial crisis. In particular, in June 2007, a new Law for the Transparency and Ordering of Financial
Services (Ley para la Transparencia y Ordenamiento de los Servicios Financieros) was approved, which granted
the Mexican Central Bank authority to regulate interest rates and fees and the terms of disclosure of fees charged
by banks to their customers.

Even though the global financial crisis did not affect Mexican banks directly, many Mexican corporations were
affected, primarily by having engaged in foreign-currency linked derivative transactions, which increased exposures
substantially as a result of the devaluation of the peso, triggering a new regulation issued by the CNBV that sought
to improve disclosure standards as they relate to derivative transactions.

On October 31, 2013, the Mexican Congress approved the tax reform that went into effect in January 2014,
including several changes to tax regulations that, although they did not have direct impact on GFNorte, they did
affect it indirectly through its subsidiaries. Because of labor costs such as payrolls and benefits to officers and
employees, as well as the change in writing off global allowances for loan losses, bad debts for now, the most
affected subsidiary was Banorte. Some of the main changes in the Tax Reform were: Business Flat Tax (IETU)
and Tax on Cash Deposits (IDE) were repealed, uniform Value Added Tax nationwide at 16%, and the new Income
Tax Law that had important implication for Banorte. Some of these are:

30% Income Tax Rate: The temporary rates stated in the repealed law, which set a tax rate of 29% for 2014 and
28% as of 2015, no longer is in effect. The definitive rate for income tax is 30%.

10% Income Tax on Dividends: A new 10% tax was applied on the distribution of dividends to individuals and
foreigners. This tax will be paid by means of withholding and will be deemed as definite payment. The tax will be
applied to the profits generated as of 2014.

Overall Allowance for loan losses: According to the repealed Income Tax Law, Banorte could deduct from taxes the
loan reserves in an amount equivalent to 2.5% of the average balance of the loan portfolio. According to the tax
reform, this deduction of loan reserves will be replaced by the deduction of write-offs (art. 27 section XV of the ISR
Law), and even though the new law set a “tax ceiling” to prevent the deduction of write-offs that used to be part of
the previously deducted 2.5% of the reserves, the non-deducted part of the loans originated in 2013 or earlier are
not subject to said ceiling. The addendum for 2016 published in the Official Gazette on December 23, 2015 in the
rule 1.3.22.5 states that losses from bad debts, generated after January 1 2014, could be deducted for tax purposes

Annual Report 2016 (Circular Unica de Emisoras) Grupo Financiero Banorte, S.A.B. de C.V. m



so long as the amount of loss —together with: discounts and write-offs over the loan portfolio, losses from portfolio
sales and losses from payments in kind originated after January 1 2014 (in accordance with Article 9, fraction XIV,
last paragraph of transitional provisions of the Income Tax Law)- equals the balance of overall allowance for loans
losses on December 31 2013. Losses before this time will not be deductible for tax purposes.

The amount of losses from bad debts and other items to which the previous paragraph refers that can be
implemented in each fiscal year against the balance on December 31 2013, cannot exceed 2.5% of the yearly
average balance of the loan portfolio of the corresponding fiscal year, determined in accordance with the
penultimate paragraph of Article 53 of the Income Tax Law in force until December 31 2013. When the amount of
losses from bad debts and the aforementioned items exceeds that percentage, the surplus can be applied to
subsequent fiscal years until it runs out, so long as the sum of the aforementioned losses and other items applied
during the fiscal year do not exceed 2.5%.

Deductibility of ISR-exempt employee benefits: The new ISR Law provisions limit the deductibility of some of the
benefits paid to employees, including the pension plan, savings fund, IMSS contributions, among other concepts.
Now only 53% of these benefits may be deducted, and if the benefit is lower than last year’s, only 47% may be
deducted. In GFNorte’s case, these provisions affect mainly the deductions associated with the savings fund, food
coupons and pension plans, among others. So although it is not considered a substantial amount, it does involve a
larger taxable base.

SAT Teller (Tax Administration Service): The tax reform states that the taxpaying individuals and business entities
who opened an account in their name in the banking system or in savings & loan companies, will be obligated to
request their registration in the Federal Taxpayers Register (RFC). Furthermore, members of the financial system
are obliged to report to the authorities about their accountholders and verify that they are registered in the RFC.
This way the tax authorities will be able to request information directly to said entities without having to go through
the CNBV.

On January 9, 2015, the General Rules Applicable to Financial Entities and Other Entities that Provide Investment
Services (Disposiciones de Caracter General Aplicables a las Entidades Financieras y Demas Personas que
Proporcionen Servicios de Inversion) (the “Investment Services Rules”) were published in the Official Gazette. The
purpose of the Investment Services Rules, among others, was to have a single body of rules applicable to
brokerage firms, credit institutions and investment advisors, companies that operate mutual funds and companies
or entities that distribute shares of mutual funds.

In accordance with the Investment Services Rules, banks and brokerage firms rendering advisory services in
connection with investments shall ensure that any advice, recommendation or suggestion given to the client is
reasonable for such client, and consistent with the client’s investment profile.

The Investment Services Rules establish an obligation for banks and brokerage firms to create a committee which
shall be responsible for the analysis of financial products offered by such entities, and whose members shall be
independent from the structuring area of the relevant entity.

The Analysis Committee shall maintain minutes for each committee meeting held together with the relevant
presentations, which documentation shall be kept by the entity and made available to the CNBV for at least five
years.

The Analysis Committee shall approve each financial product offered, compensation of investment portfolios,
guidelines in respect of the provision of services, and prior to its delivery, all information given to any client
regarding any investment recommendation, which information shall include at least the prospectus or
memorandum describing the relevant securities or offering.
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The Investment Services Rules also provide that the board of directors of the relevant bank or brokerage firm shall
approve the policies and guidelines required for each entity to:

e approve the terms and policies for such financial institutions to make the assessment of the client profile;

e carry out the analysis of the financial products to be offered to the clients;

e comply with the evaluation of the “reasonableness” of recommendations, required to render advisory
investment services; and

Such policies and guidelines must be submitted to the CNBV within 10 days from its approval date, and the CNBV
may order the relevant entity to incorporate corrections in order to make them consistent with the Investment

Services Rules.

The Investment Services Rules provide that each bank and brokerage firm must appoint an officer to verify
compliance of each firm with the Investment Services Rules.

Applicable Law and Supervision

The following is a summary of provisions, laws and regulations applicable to financial institutions in Mexico.

GFNorte has SHCP authorization to incorporate and operate as a financial group under the terms provided in the
LRAF, being under inspection and supervision of CNBYV. Its transactions consist in the acquisition, disposal and
managing of voting shares issued by Group entities, as well as by those companies providing complementary
services to one or more of the financial entities of the Group or to the Company, and to other companies authorized
by the SHCP through general regulations.

Our operation as financial group is primarily regulated by the LRAF and the general provisions issued by the
SHCP. The operations of our subsidiaries are primarily regulated by the LIC, the LMV, the LGOAAC, the LISF, the
LSAR, the LFI, the LGSM and the rules issued thereunder by the SHCP, the CNBV, the CNSF and the CONSAR,
as well as rules issued by Banxico and IPAB, the Civil Code for Mexico City and the Mexican Federal Tax Code.

Company’s Bylaws, the Statutory Responsibility Agreement, as well as any other amend to such documents, will
be submitted for the SHCP approval, which shall grant or deny it hearing Banxico and CNBV opinion. Any conflict
arising from interpretation of the compliance or breach of the Company’s Bylaws shall be submitted before the
competent Mexico City’s Courts.

Incorporation of a Financial Group and Subsidiaries

In terms of the LRAF, the incorporation and functioning of the financial groups are permitted prior authorization of
the SHCP, including the opinion of Banxico and the CNBV, the CNSF or the CONSAR, as the case may be.
Approval of the SHCP is also required prior to the opening, closing or relocating of offices, including branches, of
any kind outside of Mexico or transfer of assets or liabilities between branches. Likewise, a notice to the SHCP is
required for the opening of branches in Mexico.

The corporate purpose of a financial group’s holding company shall be to acquire and manage the shares issued
by the subsidiaries of the financial group. In no case shall the financial services holding company perform or
execute any of the financial activities authorized to the entities that comprise the financial group.

Financial services holding companies shall at all-time direct or indirectly own more than 50% of the representative
shares of the paid-in capital of each of the entities that comprise the financial group. Additionally, financial services
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holding companies may appoint the majority of the members of the Board of Directors of each of its controlled
subsidiaries.

The financial services holding company’s by-laws, the Statutory Responsibility Agreement, and any other
amendment to such documents, shall be submitted to the approval of the SHCP, which may grant or deny such
authorization, taking into consideration the opinion of Banco de México and, as the case may be, the opinion of the
CNBYV, the CNSF or the CONSAR.

Financial groups are integrated by a holding company and at least two financial institutions (which may be of the
same type), provided that a financial group may not be comprised solely by the holding company and two Multi-
purpose Non-Banking Financial Institutions. Such institutions may include Multi-purpose Non-Banking Financial
Institutions, foreign exchange houses, bonding institutions, insurance companies, broker-dealers, banks, mutual
funds managers, mutual funds distributors, retirement fund management companies, multiple purpose non-banking
financial institutions and micro finance companies.

Entities of the same financial group are allowed to (i) act jointly before the public, offer complementary services and
publicly act as part of the same financial group; (ii) use similar corporate names; and (iii) conduct their activities in
the offices and branches of members of the same financial group.

Limitations on Investments in Other Entities

Under the Financial Groups Law, subsidiaries of a financial services holding company may not directly or indirectly
own capital stock of their own financial services holding company, unless they hold such stock as institutional
investors under the Financial Groups Law. Institutional investors under the Financial Groups Law are insurance
and bond companies that invest their technical reserves, investment funds and pension funds.

Institutions belonging to a financial group may not extend credits in connection with the acquisition of their capital
stock, the capital stock of their financial services holding company or the capital stock of other subsidiaries of their
financial services holding company. Without the prior approval of the SHCP (which shall take into consideration
the opinions of Banco de México and the primary Mexican regulatory commission supervising the relevant financial
entity), members of a financial group may not accept as collateral shares of capital stock of Mexican financial
institutions. Mexican banks, such as Banorte’s subsidiaries, may not acquire or receive as collateral certain
securities issued by other Mexican banks. The approval of the SHCP is required prior to acquisition of shares of
capital stock of non-Mexican financial entities.

The Mexican Banking Law imposes certain restrictions on investments by Mexican banks, such as our subsidiary
Banorte, in equity securities of companies engaged in non-financial activities. Mexican banks may own equity
capital in such companies in accordance with the following guidelines:

e upto 5.0% of the capital of such companies at any time, without any approval;

e more than 5.0% and up to 15.0% of the capital of such companies, for a period not to exceed three years,
upon prior authorization of a majority of the members of the bank’s Board of Directors; and

e higher percentages and for longer periods, or in companies engaged in new long-term projects or carrying
out development related activities, whether directly or indirectly, with prior authorization of the CNBV.

The total of all such investments (divided considering investments in listed and in non-listed companies)
made by a bank may not exceed 30.0% of such bank’s Mexican Tier 1 capital.

A Mexican bank, such as our subsidiary Banorte, requires the prior approval of the CNBV to invest in the capital
stock of companies that render auxiliary services to such bank and of companies that hold real estate where the
offices of the applicable bank may be located.
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In accordance with the LRAF, in order to merge two or more Holding or Sub holding companies, or any other
financial company with a Holding or Sub holding company, as well as to merge two or more financial entities
comprising the same Financial Group or an entity of the Financial Group with other financial company or any other
company it is required the SHCP authorization, listening to the opinion of Banxico and, as appropriate, the CNBV,
the CNSF, or the CONSAR.

Financial Groups’ Statutory Responsibility

The Law Regulating Financial Groups requires that each financial services holding company, such as GFNorte,
enter into an agreement with each of its financial services subsidiaries (the “Statutory Responsibility Agreement”).
Pursuant to such agreement, the financial group holding company is responsible secondarily and without limitation
for performance of the obligations that the financial institutions comprising the Financial Group have, corresponding
to the activities which, in accordance with the applicable provisions, each is responsible for, even respect to those
incurred by such financial institutions prior to their integration into the Financial Group and is unlimited responsible
for losses of each and every one of these financial institutions. In the event that the assets of the Holding company
are not sufficient to simultaneously face the responsibilities, with respect to the subsidiaries of the Financial Group,
such liabilities will be covered firstly, with regard to the credit institution belonging to this financial group and,
subsequently, on a proportional basis with respect to the other companies integrating the Financial Group, until the
patrimony of the Holding company is used up. In accordance with the provisions of Article 119 of the LRAF, is
considered that a financial entity has losses when its assets are not sufficient to cover its payment obligations.
Furthermore, the definition for losses is according to that set forth in the general provisions issued by the SHCP for
this purpose.

The financial services holding company has to inform the CNBV of the existence or potential existence of any such
obligation or loss. The financial services holding company would only be liable for the obligations of its financial
services subsidiaries 15 business days after the CNBV (or any other principal regulator) delivers notice of its
approval of the enforceability of such obligations. The financial services holding company responds to the losses
of its subsidiaries by making capital contributions to such subsidiaries (no later than 30 days counted from the date
the applicable losses shall arise).

In the event of a financial services holding company’s statutory responsibility with respect to a bank, IPAB must
determine the amount of the preliminary losses of such bank. The financial services holding company is required to
create a capital reserve for the amount of such losses. The financial services holding company is also required to
guarantee the payment of the bank’s losses that are paid by IPAB pursuant to its law. Such guarantee may be
created over the financial services holding company’s assets or over such company’'s shares or those of its
subsidiaries. Pursuant to Article 120 of the Law Regulating Financial Groups, any shareholder of the financial
services holding company, due to its holding of the shares, accepts that its shares could be posted as guarantee in
favor of IPAB, and that such shares will be transferred to IPAB if the financial services holding company is unable
to pay any amounts due to IPAB as a result of the bank’s losses.

A financial services holding company is not allowed to pay any dividends or transfer any monetary benefit to its
shareholders as of the date on which IPAB determines the bank’s losses up to the date on which the financial
services holding company has paid for the bank’s losses.

No subsidiary is responsible for the losses of the financial services holding company or of the financial services
holding company’s subsidiaries. GFNorte has entered into such an agreement with its financial services
subsidiaries and such agreement is in effect.
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Liabilities

A financial services holding company may only engage on direct or contingent liabilities, or post its assets as
guarantee, in the following cases: (i) with respect to its obligations under the Statutory Responsibility Agreement;
(i) transactions with IPAB or with the protection and security fund provided for in the Mexican Securities Market
Law; and (iii) with the authorization of Banco de México for the case of subordinated debentures of mandatory
conversion to securities representing its capital and the obtainment of short-term loans.

Supervision and Intervention

A financial services holding company is subject to the supervision of the commission that supervises the most
important entity of the financial group, as determined by the SHCP. GFNorte is overseen by the Supervision
Commission (the CNBYV, the CNSF or the CONSAR, depending on the responsible for supervising the general
functioning of the Financial Group in terms of article 102 of the LRAF) which in turn supervise the financial entities
according to their activities. The financial services holding company’s accounting will be subject to the rules
authorized by the CNBV.

If, as part of its supervision activities, the corresponding commission determines that a financial services holding
company has engaged in irregular activities against the applicable financial regulations, the chairman of such
commission may impose the corrective measures it deems necessary. If such measures are not complied with in
the period set for such purposes, the relevant commission may declare the administrative intervention (intervencion
administrativa) of the financial services holding company.

If, in the opinion of the relevant commission, the irregularities of a financial services holding company affect its
stability and solvency, and endanger the interests of the public or its creditors, a managerial intervention
(intervencion gerencial) can be declared by the chairman of the relevant commission, prior resolution of the
governing board. The chairman will appoint a peremptory manager (interventor-gerente). The peremptory
manager will assume the authority of the Board of Directors. The peremptory manager will have the authority to
represent and manage us with the broadest powers under Mexican law and will not be subject to the Board of
Directors or the shareholders’ meeting. The appointment of the peremptory manager must be registered in the
Public Registry of Commerce of the corresponding domicile.

Ownership Restrictions; Foreign Financial Affiliates

Ownership of a financial services holding company’s capital stock is no longer limited to specified persons and
entities under the Law Regulating Financial Groups. The ordinary stockholders' equity of holding companies shall
be comprised of shares Series “O”. Additional equity shall be represented by shares Series “L”, which shall be
issed uop to the amount equivalent to 40% od the ordinary Stockholders' equity, prior SHCP authorization. Shares
Series “O” , and if the case, Series “L” can be subscribed by both Mexican and non-Mexican investors.

Notwithstanding the above, under the Law Regulating Financial Groups, foreign Governments may not participate,
directly or indirectly, in the holding’s capital stock, except in the following cases:

e When done with prudential measures of a temporary nature such as for support or bailouts.
e When the corresponding participation implies that it has control of the holding company, and is carried out
by official corporations, such as funds and governmental promotional entities among others, with prior

discretionary authorization of the SHCP, whenever in its opinion such corporations prove that:

o They do not exert authority, and
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o Their decision-making bodies operate independently of the foreign government involved.
e When the corresponding participation is indirect and does not imply control of the holding company.

Mexican financial entities, including those that form part of the respective financial group, cannot purchase a
financial services holding company’s capital stock, unless such entities are institutional investors as defined in
the Law Regulating Financial Groups.

e any transfer of shares representing more than 2% of the outstanding capital stock of a Mexican bank is
required to be reported to the CNBV;

e the CNBV has been granted broader discretion to authorize the acquisition of more than 5% of the
outstanding shares of a Mexican bank; and

e the composition of the boards of directors of Mexican banks has been limited to a total of 15 members and
their alternates (as opposed to the former rule of 11 members or multiples thereof), 25% or more of whom
must qualify as independent.

In addition, the LRAF, the LMV and our by-laws set forth restrictions to acquire shares of the Financial Group,
pursuant to item 4. Administration, subsection d) Corporate By-Laws and other Agreements of this Annual Report.

A holder that acquires shares in violation of the foregoing restrictions, or in violation of the percentage ownership
restrictions, will have none of the rights of a shareholder with respect to such shares and will be required to forfeit
such shares in accordance with procedures set forth in the Law Regulating Financial Groups and the Securities
Market Law, in addition to any penalties that may be applicable.

Banking Regulation

The SHCP, either directly or through the CNBV, possesses broad regulatory powers over the banking system.
Banks are required to report regularly to the financial regulatory authorities, principally the CNBV and Banco de
México. Reports to bank regulators are often supplemented by periodic meetings between senior management of
the banks and senior officials of the CNBV. Banks must submit their unaudited monthly and quarterly and audited
annual financial statements to the CNBV for review, and must publish on their website and in a national newspaper
their unaudited quarterly balance sheets and audited annual balance sheets. The CNBV may order a bank to
modify and republish such balance sheets.

Additionally, each credit institution must publish on their website, among other things:

e its basic consolidated and audited annual financial statements, together with a report containing the
management’s discussion and analysis of the financial statements and the bank’s financial position,
including any important changes thereto and a description of the bank’s internal control systems;

e a description of the bank’s Board of Directors, identifying independent and non-independent directors and
including their resumes;

e a description and the total compensation and benefits paid to the members of the Board of Directors and
senior officers during the past year;

e unaudited quarterly financial statements for the periods ending March, June and September of each year,
together with any comments thereon;

e any information requested by the CNBV to approve the accounting criteria and special registries;

e a detailed explanation regarding the main differences in the accounting used to prepare the financial
statements;

e the credit rating of their portfolio;
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e the capitalization level of the bank, its classification (as determined by the CNBV) and any modifications
thereto;

e financial ratios;

e a brief summary of the resolutions adopted by any shareholders’ meeting, debenture holders’ meeting, or
by holders of other securities or instruments; and

e the bank’s by-laws.

The CNBV has authority to impose fines for failing to comply with the provisions of the Mexican Banking Law, or
regulations promulgated thereunder. In addition, Banco de México has authority to impose certain fines and
administrative sanctions for failure to comply with the provisions of the Law of Banco de México (Ley del Banco de
México) and regulations that it promulgates and the Law for the Transparency and Ordering of Financial Services
(Ley para la Transparencia y Ordenamiento de los Servicios Financieros), particularly as violations relate to
interest rates, fees and the terms of disclosure of fees charged by banks to clients. Violations of specified
provisions of the Mexican Banking Law are subject to administrative sanctions and criminal penalties.

The Mexican Banking Law permits foreign governments to acquire equity securities of Mexican banks, on a
temporary basis in connection with rescue or similar packages, which was not possible in the past, and to acquire
control of Mexican banks, with the prior approval of the CNBV.

Mexican banks are now required to expense carefully, through their boards of directors, compensation payable to
officers and, for that purpose, will be required to observe general rules to be issued by the CNBV and to establish
and maintain a compensation committee.

Changes approved by the Congress clarify capitalization requirements, causes for revocation of a license and
terms pursuant to which the Mexican government may provide assistance to troubled Mexican banks.

The amended Mexican Banking Law includes a provision for self-correcting irregularities detected by Mexican
banks, arising from non-compliance with applicable law. Programs for self-correction are required to be approved
by the board of directors of the applicable Mexican bank and must be supervised by the bank’s audit committee.
General rules implementing the provisions are expected to be issued by the CNBV.

New provisions have been added to the Mexican Banking Law, in connection with the dissolutions and liquidation
of Mexican banks facing liquidity or solvency problems. A Mexican bank may only be dissolved and liquidated, if
the CNBV has issued a determination to that effect. Prior to such dissolution and liquidation, the IPAB may provide
temporary financial assistance to Mexican banks having liquidity problems.

Non-viable Mexican banks will be liquidated pursuant to a procedure set forth in the Mexican Banking Law, under
which the IPAB will act as liquidator, will conduct the procedures necessary to collect fees and pay creditors
(respective parties specified under the Mexican Banking Law) and will take all measures conducive to the bank’s
liquidations. The Mexican Banking Law now reflects provisions that were regulated by the Mexican Bankruptcy
Law, as they relate to the dissolutions and liquidation of Mexican banks. Liquidation proceedings may be
conducted in-court or out of court, depending upon the circumstances affecting the relevant Mexican bank. In
addition to liquidation proceedings, Mexican banks may be declared in bankruptcy pursuant to a specialized
proceeding set forth in the Mexican Bankruptcy Law.

Licensing of Banks
Authorization of the Mexican government is required to conduct banking activities. The CNBV, with the approval of

its Governing Board and subject to the prior favorable opinion of Banco de México, has the power to authorize the
establishment of new banks, subject to minimum capital standards, among other things. Approval of the CNBV is
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also required prior to opening, closing or relocating offices, including branches outside of Mexico or transfer of
assets or liabilities between branches.

Intervention

The CNBV, with the approval of its Governing Board, may declare the managerial intervention (intervencion
gerencial) of a banking institution pursuant to Articles 129 through 141 of the Mexican Banking Law (the “CNBV
Intervention”). In addition, the Governing Board of IPAB will also appoint a peremptory manager (administrador
cautelar) if the IPAB provides liquidity, in accordance with applicable law.

A CNBYV Intervention pursuant to Articles 129 through 141 of the Mexican Banking Law will only occur when:

e during a calendar month, any of the Capital Ratios of a bank is reduced from a level equal to or above the
minimum Capital Ratios required under the Mexican Capitalization Requirements, to 50% or less than such
minimum Capital Ratios;

e the banking institution does not comply with the minimum Capital Ratios required under the Mexican
Banking Law and it does not submit itself to the conditional operation regime under Article 29 Bis 2 of the
Mexican Banking Law; or

¢ the banking institution defaults with respect to any of the following payment obligations:

o in the case of obligations in an amount greater than 20,000,000 UDIs or its equivalent: (1) loans
granted by other banking inst