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Translation of a report originally issued in Spanish based on our work performed in accordance with the audit regulations in

Jorce in Spain and of consolidated financial statements originally issued in Spanish and prepared in accordance with the
regulatory financial reporting framework applicable to the Group in Spain (see Notes I and 55). In the event of a discrepancy,
the Spanish-language version prevails.

INDEPENDENT AUDITOR’S REPORT ON CONSOLIDATED FINANCIAL STATEMENTS

To the Shareholders of Banco Santander, S.A.
Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Banco Santander, S.A. (“the Bank”) and
subsidiaries composing, together with the Bank, Santander Group (“the Group™), which comprise the consolidated
balance sheet as at 31 December 2014, and the consolidated income statement, consolidated statement of
recognised income and expense, consolidated statement of changes in total equity, consolidated statement of cash
flows and notes to the consolidated financial statements for the year then ended.

Directors’ Responsibility for the Consolidated Financial Statements

The Bank’s directors are responsible for preparing the accompanying consolidated financial statements so that
they present fairly the consolidated equity, consolidated financial position and consolidated results of Santander
Group in accordance with International Financial Reporting Standards as adopted by the European Union and the
other provisions of the regulatory financial reporting framework applicable to the Group in Spain (identified in
Note 1.b to the accompanying consolidated financial statements) and for such internal control as the directors
determine is necessary to enable the preparation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with the audit regulations in force in Spain. Those regulations require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgement, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the preparation by the
Bank’s directors of the consolidated financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness
of accounting estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion,

Deloi_tte_ S.L. Inscrita en el Registro Mercantil de Madrid, tomo 13.650, seccion 82, folio 188, hoja M-54414, inscripcion 96°, C.IF: B-79104469,
Domicilio social: Plaza Pablo Ruiz Picasso, 1, Torre Picasso, 28020, Madrid.



Opinion

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the
consolidated equity and consolidated financial position of Santander Group as at 31 December 2014, and its
consolidated results and its consolidated cash flows for the year then ended in accordance with International
Financial Reporting Standards as adopted by the European Union and the other provisions of the regulatory
financial reporting framework applicable to the Group in Spain.

Report on Other Legal and Regulatory Requirements

The accompanying consolidated directors’ report for 2014 contains the explanations which the Bank’s directors
consider appropriate about the Group’s situation, the evolution of its business and other matters, but is not an
integral part of the consolidated financial statements. We have checked that the accounting information in the
consolidated directors’ report is consistent with that contained in the consolidated financial statements for 2014.
Our work as auditors was confined to checking the consolidated directors’ report with the aforementioned scope,
and did not include a review of any information other than that drawn from the accounting records of Banco
Santander, S.A. and subsidiaries.

DELOITTE, S.L.
Registered in ROAC under no. S0692

pram

Ignacj6 Gutiérrez

24 February 2015
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AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014

Santander Group

AUDITORS’ REPORT

Consolidated balance sheets as at 31 December 2014, 2013 and 2012

Millions of euros

Assets Note 2014 2013* 2012*
Cash and balances with central banks 69,428 77,103 118,488
Financial assets held for trading: 148,388 115,289 177,917
Loans and advances to credit institutions 6 1,815 5,503 9,843
Loans and advances to customers 10 2,921 5,079 9,162
Debt instruments 7 54,374 40,841 43,101
Equity instruments 8 12,920 4,967 5492
Trading derivatives 9 76,858 58,899 110,319
Other financial assets at fair value
through profit or loss: 42,673 31,381 28,356
Loans and advances to credit institutions 6 28,592 13,444 10,272
Loans and advances to customers 10 8,971 13,196 13,936
Debt instruments 7 4,231 3,875 3,460
Equity instruments 8 879 866 688
Available-for-sale financial assets: 115,250 83,799 92,266
Debt instruments 7 110,249 79,844 87,724
Equity instruments 8 5,001 3,955 4,542
Loans and receivables: 781,635 714,484 756,858
Loans and advances to credit institutions 6 51,306 56,017 53,785
Loans and advances to customers 10 722,819 650,581 696,014
Debt instruments 7 7,510 7,886 7,059
Held-to-maturity investments - - -
Changes in the fair value of hedged items in portfolio hedges of interest rate risk 36 1,782 1,627 2,274
Hedging derivatives n 7,346 8,301 7,936
Non-current assets held for sale 12 5,376 4,892 5,700
Investments: 13 3,471 5,536 4,454
Associates 13 1,775 1,829 1,957
Jointly controlled entities 13 1,696 3,707 2,497
Insurance contracts linked to pensions 14 345 342 405
Reinsurance assets 15 340 356 424
Tangible assets: 23,256 13,654 13,860
Property, plant and equipment- 16,889 9,974 10,315
For own use 16 8,324 7,787 8,136
Leased out under an operating lease 16 8,565 2,187 2,179
Investment property 16 6,367 3,680 3,545
Intangible assets: 30,401 26,241 28,062
Goodwill 17 27,548 23,281 24,626
Other intangible assets 18 2,853 2,960 3,436
Tax assets: 27,956 26,944 27,098
Current 5792 5751 6,111
Deferred 27 22,164 21,193 20,987
Other assets 19 8,149 5,814 5,547
Inventories 1,099 80 173
Other 7,050 5734 5374
Total assets 1,266,296 1,115,763 1,269,645

* Presented for comparison purposes only. See Note 1.d.

The accompanying Notes 1to 55 and Appendices are an integral part of the consolidated balance sheet as at 31 December 2014.
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AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014 AUDITORS’ REPORT

Consolidated balance sheets as at 31 December 2014, 2013 and 2012
Millions of euros

Liabilities and equity Note 2014 2013* 2012*
Financial liabilities held for trading: 109,792 94,673 143,242
Deposits from central banks 20 2,041 3,866 1,128
Deposits from credit institutions 20 5,531 7,468 8,292
Customer deposits 21 5544 8,500 8,897
Marketable debt securities 22 - 1 1
Trading derivatives 9 79,048 58,887 109,743
Short positions 9 17,628 15,951 15,181
Other financial liabilities - - -
Other financial liabilities at fair value through profit or loss: 62,317 42,31 45,418
Deposits from central banks 20 6,321 2,097 1,014
Deposits from credit institutions 20 19,039 9,644 10,862
Customer deposits 21 33,127 26,484 28,638
Marketable debt securities 22 3,830 4,086 4,904
Subordinated liabilities - - -
Other financial liabilities - - -
Financial liabilities at amortised cost: 961,052 863,114 959,321
Deposits from central banks 20 17,290 9,788 50,938
Deposits from credit institutions 20 105,147 76,534 80,732
Customer deposits 21 608,956 572,853 589,104
Marketable debt securities 22 193,059 171,390 201,064
Subordinated liabilities 23 17,132 16,139 18,238
Other financial liabilities 24 19,468 16,410 19,245
Changes in the fair value of hedged items in portfolio hedges of interest rate risk 36 31 87 598
Hedging derivatives n 7,255 5,283 6,444
Liabilities associated with non-current assets held for sale 21 1 2
Liabilities under insurance contracts 15 713 1,430 1,425
Provisions: 15,376 14,589 16,002
Provision for pensions and similar obligations 25 9,412 9,126 10,353
Provisions for taxes and other legal contingencies 25 2,916 2,727 3,100
Provisions for contingent liabilities and commitments 25 654 693 617
Other provisions 25 2,394 2,043 1,932
Tax liabilities: 9,379 6,079 7,765
Current 4,852 4,254 5162
Deferred 27 4,527 1,825 2,603
Other liabilities 26 10,646 8,554 8,216
Total liabilities 1,176,582 1,036,121 1,188,433
Equity
Shareholders’ equity: 30 91,663 84,480 81,269
Share capital 31 6,292 5667 57161
Registered 6,292 5,667 5,161
Less: Uncalled capital - - -
Share premium 32 38,611 36,804 37,412
Reserves 33 41,160 38,056 37,100
Accumulated reserves (losses) 33 40,973 37,793 36,845
Reserves (losses) of entities accounted for using the
equity method 33 187 263 255
Other equity instruments 34 265 193 250
Equity component of compound financial instruments 34 - - -
Other 34 265 193 250
Less: Treasury shares 34 (10) 9) (287)
Profit for the year attributable to the Parent 5816 4,175 2,283
Less: Dividends and remuneration 4 (471) (406) (650)
Valuation adjustments (10,858) (14,152) (9,472)
Available-for-sale financial assets 29 1,560 35 (249)
Cash flow hedges 36 204 (233) (219)
Hedges of net investments in foreign operations 29 (3,570) (1,874) (2,957)
Exchange differences 29 (5,385) (8,768) (3,011)
Non-current assets held for sale - - -
Entities accounted for using the equity method 29 (85) (446) (152)
Other valuation adjustments 29 (3,582) (2,866) (2,884)
Non-controlling interests 28 8,909 9,314 9,415
Valuation adjustments (655) (1,541) (308)
Other 9,564 10,855 9,723
Total equity 89,714 79,642 81,212
Total liabilities and equity 1,266,296 1,115,763 1,269,645
Memorandum items:
Contingent liabilities 35 44,078 41,049 45,033
Contingent commitments 35 208,040 172,797 216,042

* Presented for comparison purposes only. See Note 1.d.
The accompanying Notes 1to 55 and Appendices are an integral part of the consolidated balance sheet as at 31 December 2014.
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AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014 AUDITORS’ REPORT

Consolidated income statements for the years ended 31 December 2014, 2013 and 2012
Millions of euros

(Debit) Credit

Notes 2014 2013* 2012*
Interest and similar income 38 54,656 51,447 58,791
Interest expense and similar charges 39 (25,109) (25,512) (28,868)
Net interest income 29,547 25,935 29,923
Income from equity instruments 40 435 378 423
Share of results of entities accounted for using the equity method 13&41 243 500 427
Fee and commission income 42 12,515 12,473 12,732
Fee and commission expense 43 (2,819) 2,712) (2,471)
Gains/losses on financial assets and liabilities (net) 44 3,974 3,234 3,329
Held for trading 2,377 1,733 1,460
Other financial instruments at fair value through profit or loss 239 6) 159
Financial instruments not measured at fair value through profit or loss 1,427 1,622 1,789
Other (69) (115) (79)
Exchange differences (net) 45 (1,124) 160 (189)
Other operating income 5,214 5,903 6,693
Income from insurance and reinsurance contracts issued 46 3,532 4,724 5,541
Sales and income from the provision of non-financial services 46 343 322 369
Other 46 1,339 857 783
Other operating expenses (5,373) (6,205) (6,607)
Expenses of insurance and reinsurance contracts 46 (3,395) (4,607) (4,948)
Changes in inventories 46 (255) (229) (232)
Other 46 (1,723) (1,369) (1,427)
Gross income 42,612 39,666 44,260
Administrative expenses (17,899) (17,452) (17,807)
Staff costs 47 (10,242) (10,069) (10,306)
Other general administrative expenses 48 (7,657) (7,383) (7,495)
Depreciation and amortisation charge 16 & 18 (2,287) (2,391) (2,183)
Provisions (net) 25 (3,009) (2,445) (1,472)
Impairment losses on financial assets (net) (10,710) M,227) (18,880)
Loans and receivables 10 (10,521) (10,986) (18,523)
Other financial instruments not measured at fair value through profit or loss 7&29 (189) (241) (357)
Profit from operations 8,707 6,151 3,924
Impairment losses on other assets (net) (938) (503) (508)
Goodwill and other intangible assets 17 & 18 (707) (47) (151)
Other assets (237) (462) (357)
Gains/(losses) on disposal of assets not classified as non-current assets held for sale 49 3,136 2,152 906
Gains from bargain purchases arising in business combinations 17 - -
Gains/(losses) on non-current assets held for sale not classified as discontinued operations 50 (243) (422) (757)
Profit before tax 10,679 7,378 3,565
Income tax 27 (3,718) (2,034) (584)
Profit for the year from continuing operations 6,961 5,344 2,981
Profit (loss) from discontinued operations (net) 37 (26) (15) 70
Consolidated profit for the year 6,935 5,329 3,051
Profit attributable to the Parent 5816 4,175 2,283
Profit attributable to non-controlling interests 28 1,119 1,154 768
Earnings per share
From continuing and discontinued operations
Basic earnings per share (euros) 4 0.48 0.39 0.23
Diluted earnings per share (euros) 4 0.48 0.38 0.23
From continuing operations
Basic earnings per share (euros) 4 0.48 0.39 0.22
Diluted earnings per share (euros) 4 0.48 0.38 0.22

* Presented for comparison purposes only. See Note 1.d.
The accompanying Notes 1to 55 and Appendices are an integral part of the consolidated income statement for the year ended 31 December 2014.
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AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014

AUDITORS’ REPORT

Consolidated statements of recognised income and expense for the years ended 31 December 2014, 2013 and 2012

Millions of euros

2014 2013* 2012*

Consolidated profit for the year 6,935 5,329 3,051
Other recognised income and expense 4,180 (5,913) (3,709)
Items that will not be reclassified to profit or loss (703) 188 (1,123)
Actuarial gains/(losses) on defined benefit pension plans (1,009) 502 (1,708)
Non-current assets held for sale - - -
Income tax relating to items that will not be reclassified to profit or loss 306 (314) 585
Items that may be reclassified to profit or loss 4,883 (6,101) (2,586)
Available-for-sale financial assets: 2,324 (99) 1,171
Revaluation gains/(losses) 3,604 1,750 1,729
Amounts transferred to income statement (1,280) (1,250) (558)
Other reclassifications - 1 -
Cash flow hedges: 589 47 (84)
Revaluation gains/(losses) 934 463 129
Amounts transferred to income statement (345) (416) (249)
Amounts transferred to initial carrying amount of hedged items - - -
Other reclassifications - - 36
Hedges of net investments in foreign operations: (1,730) 117 (1,107)
Revaluation gains/(losses) (1,730) 1,074 (1,336)
Amounts transferred to income statement - 38 229
Other reclassifications - 5 -
Exchange differences: 4,189 (7,028) (2,168)
Revaluation gains/(losses) 4,184 (7.020) (1,831)
Amounts transferred to income statement 5 (37) (330)
Other reclassifications - 29 (7)
Non-current assets held for sale: - - -
Revaluation gains/(losses) - - -
Amounts transferred to income statement - - -
Other reclassifications - - -
Entities accounted for using the equity method: 361 (294) (57)
Revaluation gains/(losses) 266 (283) (61)
Amounts transferred to income statement 95 23 21
Other reclassifications - (34) (17)
Other recognised income and expense - - -
Income tax relating to items that may be reclassified to profit or loss (850) 156 (347)
Total recognised income and expense 11,115 (584) (658)
Attributable to the Parent 9,110 (504) (774)
Attributable to non-controlling interests 2,005 (80) 16

* Presented for comparison purposes only. See Note 1.d.

The accompanying Notes 1to 55 and Appendices are an integral part of the consolidated statement of recognised income and expense for the year ended 31 December 2014.
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AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014 AUDITORS’ REPORT

Consolidated statements of changes in total equity for the years ended 31 december 2014, 2013 and 2012
Millions of euros

Equity attributable to the Parent*

Shareholders’ equity

Reserves
Accumulated Reserves (losses) of Other
Share Share reserves entities accounted for equity
capital premium (losses)  usingthe equity method  instruments
Ending balance as at 31/12/11™ 4,455 31,223 32,921 59 8,708
Adjustments due to changes in accounting policies - - (12) - -
Adjustments due to errors - - - - -
Adjusted beginning balance 4,455 31,223 32,909 59 8,708
Total recognised income and expense - - - - -
Other changes in equity 706 6,189 3,936 196 (8,458)
Capital increases 706 6,330 (235) - (6,811)

Capital reductions - - - - B

Conversion of financial liabilities into equity - - - _ _

Increases in other equity instruments - - - - 133

Reclassification of financial liabilities to other equity instruments - - - - -

Reclassification of other equity instruments to financial liabilities - - - - -

Distribution of dividends - - (496) - -
Transactions involving own equity instruments (net) - - 85 - -
Transfers between equity items - (147) 3,727 196 (63)
Increases (decreases) due to business combinations - - - - -
Equity-instrument-based payments - - (2) - (40)
Other increases/(decreases) in equity - - 857 - (1,677)
Ending balance as at 31/12/12" 5,161 37,412 36,845 255 250
Ending balance as at 31/12/12" 5,161 37,412 36,898 255 250
Adjustments due to changes in accounting policies - - (53) - -
Adjustments due to errors - - - - -
Adjusted beginning balance 5,161 37,412 36,845 255 250
Total recognised income and expense - - - - -
Other changes in equity 506 (608) 948 8 (57)
Capital increases 506 (506) (7) - -
Capital reductions - - - - -
Conversion of financial liabilities into equity - - - - -
Increases in other equity instruments - - - - 103
Reclassification of financial liabilities to other equity instruments - - - - -
Reclassification of other equity instruments to financial liabilities - - - - -
Distribution of dividends - - (412) - -
Transactions involving own equity instruments (net) - - (28) - -
Transfers between equity items - (102) 1,836 8 (109)
Increases (decreases) due to business combinations - - - - -
Equity-instrument-based payments - - - - (41)
Other increases/(decreases) in equity - - (447) - (10)
Ending balance as at 31/12/13" 5,667 36,804 37,793 263 193
Ending balance as at 31/12/13" 5,667 36,804 37,858 263 193
Adjustments due to changes in accounting policies - - (65) - -
Adjustments due to errors - - - - -
Adjusted beginning balance 5,667 36,804 37,793 263 193
Total recognised income and expense - - - - -
Other changes in equity 625 1,807 3,180 (76) 72
Capital increases 625 1,932 (30) - -

Capital reductions - - - - B

Conversion of financial liabilities into equity - - - - .

Increases in other equity instruments - - - - 78

Reclassification of financial liabilities to other equity instruments - - - - -

Reclassification of other equity instruments to financial liabilities - - - - -

Distribution of dividends - - (438) - -
Transactions involving own equity instruments (net) - - 40 - -
Transfers between equity items - (125) 4,033 (76) (63)
Increases (decreases) due to business combinations - - - - -
Equity-instrument-based payments - - - - (51
Other increases/(decreases) in equity - - (425) - 108
Ending balance as at 31/12/14 6,292 38,611 40,973 187 265

* Presented for comparison purposes only. See Note 1.d.

1. Balances presented in accordance with the applicable accounting standards in force in those years. See Note 1.d.

2.Balances mgdiﬁed in agreement with that required by accounting standards for their presentation in line with applicable new accounting standards which came into force during the 2014 financial year.
See Note 1.d.
The accompanying Notes 1to 55 and Appendices are an integral part of the consolidated statement of changes in total equity for the year ended 31 December 2014.
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AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014

AUDITORS’ REPORT

Less: Profit for Less: Total Non-
Treasury the year attributable Dividendsand shareholders’ Valuation controlling Total
shares to the Parent remuneration equity adjustments Total interests equity
(251) 5,351 (1,570) 80,896 (4,482) 76,414 6,445 82,859
- (62) - (74) (1,933) (2,007) (91 (2,098)
(251) 5,289 (1,570) 80,822 (6,415) 74,407 6,354 80,761
- 2,283 - 2,283 (3,057) (774) 116 (658)
(36) (5,289) 920 (1,836) - (1,836) 2,945 1,109
- B (10) (10) 22 12
_ - - (112) (112)
- 133 133 133
- (650) (1,146) (1,146) (409) (1,555)
(36) - - 49 49 - 49
- (5,289) 1,570
- - - - ) 5 5
- (42) (42) (42)
- - - (820) - (820) 3,439 2,619
(287) 2,283 (650) 81,269 (9,472) 71,797 9,415 81,212
(287) 2,205 (650) 81,244 (6,590) 74,654 9,672 84,326
- 78 - 25 (2,882) (2,857) (257) (3,114)
(287) 2,283 (650) 81,269 (9,472) 71,797 9,415 81,212
- 4175 - 4,175 (4,680) (504) (80) (584)
278 (2,283) 244 (964) - (964) (21) (985)
- - @) 7) (2) 9)
- 103 103 103
- (406) (818) (818) (747) (1,565)
278 - - 250 250 - 250
- (2,283) 650
- - - - 169 169
- (41) (41) (41)
- - - (451) - (451) 559 108
9) 4,75 (406) 84,480 (14,152) 70,328 9,314 79,642
9) 4,370 (406) 84,740 (14,152) 70,588 9,314 79,902
- (195) - (260) - (260) - (260)
9) 4175 (406) 84,480 (14,152) 70,328 9,314 79,642
- 5,816 - 5,816 3,294 9,110 2,005 1,115
1 (4,175) (65) 1,367 - 1,367 (2,410) (1,043)
- - - 2,527 2,527 (524) 2,003
- 78 78 78
- (471) (909) (909) (380) (1,289)
0] - - 39 39 - 39
- (4,175) 406 B _
- - - - 1,465 1,465
- (57 (51 - (51
- (317) - (317) (2,971) (3,288)
(10) 5,816 (471) 91,663 (10,858) 80,805 8,909 89,714
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AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014

AUDITORS’ REPORT

Consolidated statements of cash flows for the years ended 31 December 2014, 2013 and 2012

Millions of euros

2014 2013" 2012°
A. Cash flows from operating activities: (3,939) (34,852) 24,133
Consolidated profit for the year 6,935 5,329 3,051
Adjustments made to obtain the cash flows from operating activities- 18,772 17,894 24,385
Depreciation and amortisation charge 2,287 2,391 2,183
Other adjustments 16,485 15,503 22,202
Net increase/decrease in operating assets- 88,438 (13,533) 27,343
Financial assets held for trading 12,931 (8,440) 381
Other financial assets at fair value through profit or loss 1,012 3,426 5,207
Available-for-sale financial assets 27,968 (4,149) 7,334
Loans and receivables 35,644 (2,767) 11,854
Other operating assets 883 (1,603) 2,567
Net increase/decrease in operating liabilities- 60,144 (68,031) 27,202
Financial liabilities held for trading (4,667) 4,320 (9,970)
Other financial liabilities at fair value through profit or loss 19,786 (2,781) (3,010)
Financial liabilities at amortised cost 46,747 (63,939) 39,216
Other operating liabilities (1,722) (5,631) 966
Income tax recovered/paid (1,352) (3,577) (3,162)
B. Cash flows from investing activities: (6,005) 677 126
Payments- 9,246 3,322 3,920
Tangible assets 6,695 1,877 2,161
Intangible assets 1,218 1,264 1,726
Investments 18 181 33
Subsidiaries and other business units 1,315 - -
Non-current assets held for sale and associated liabilities - - -
Held-to-maturity investments - - -
Other payments related to investing activities - - -
Proceeds- 3,241 3,999 4,046
Tangible assets 986 500 815
Intangible assets - 39 6
Investments 324 295 2
Subsidiaries and other business units 1,004 1,578 991
Non-current assets held for sale and associated liabilities 927 1,587 2,232
Held-to-maturity investments - - -
Other proceeds related to investing activities - - -
C. Cash flows from financing activities: (62) (1,676) (703)
Payments- 8,094 8,528 12,549
Dividends 909 818 1,287
Subordinated liabilities 3,743 1,915 4,080
Redemption of own equity instruments - - -
Acquisition of own equity instruments 3,442 5,592 6,957
Other payments related to financing activities - 203 225
Proceeds- 8,032 6,852 11,846
Subordinated liabilities 4,351 1,027 2
Issuance of own equity instruments - - -
Disposal of own equity instruments 3,498 5,560 7,005
Other proceeds related to financing activities 183 265 4,839
D. Effect of foreign exchange rate changes 2,331 (5,534) (1,592)
E. Net increase/(decrease) in cash and cash equivalents (7,675) (41,385) 21,964
F. Cash and cash equivalents as at beginning of year 77,103 118,488 96,524
G. Cash and cash equivalents as at end of year 69,428 77,103 118,488
Components of cash and cash equivalents as at end of year:
Cash 7,491 6,697 7,214
Cash equivalents at central banks 61,937 70,406 m,274
Other financial assets - - -
Less: bank overdrafts refundable on demand - - -
Total cash and cash equivalents as at end of year 69,428 77,103 118,488

* Presented for comparison purposes only. See Notes 1.d y 37.

The accompanying Notes 1to 55 and Appendices are an integral part of the consolidated statement of cash flows for the year ended 31 December 2014.
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Banco Santander, S.A. and Companies composing

Santander Group

Notes to the consolidated financial statements for the year ended
31 December 2014

1. Introduction, basis of presentation of the
consolidated financial statements and other
information

a) Introduction

Banco Santander, S.A. (“the Bank” or “Banco Santander”) is a
private-law entity subject to the rules and regulations applicable
to banks operating in Spain. The Bylaws and other public
information on the Bank can be consulted on the website of the
Bank (www.santander.com) and at its registered office at Paseo de
Pereda 9-12, Santander.

In addition to the operations carried on directly by it, the
Bank is the head of a group of subsidiaries that engage in
various business activities and which compose, together with
it, Santander Group (“the Group” or “Santander Group”).
Therefore, the Bank is obliged to prepare, in addition to its
own separate financial statements, the Group’s consolidated
financial statements, which also include the interests in joint
ventures and investments in associates.

The Group’s consolidated financial statements for 2012 were
approved by the shareholders at the Bank’s annual general
meeting on 22 March 2013. The Group’s consolidated financial
statements for 2013 were approved by the shareholders at the
Bank’s annual general meeting on 28 March 2014. The 2014
consolidated financial statements of the Group and the 2014
financial statements of the Bank and of substantially all the Group
companies have not yet been approved by their shareholders at
the respective annual general meetings. However, the Bank’s
board of directors considers that the aforementioned financial
statements will be approved without any changes.

b) Basis of presentation of the consolidated financial
statements

Under Regulation (EC) no. 1606/2002 of the European
Parliament and of the Council of 19 July 2002, all companies
governed by the law of an EU Member State and whose
securities are admitted to trading on a regulated market of
any Member State must prepare their consolidated financial
statements for the years beginning on or after 1 January 2005
in conformity with the International Financial Reporting
Standards (“IFRSs”) previously adopted by the European Union
(“EU-IFRSs").

In order to adapt the accounting system of Spanish credit
institutions to the new standards, the Bank of Spain issued
Circular 4/2004, of 22 December, on Public and Confidential
Financial Reporting Rules and Formats.

The Group’s consolidated financial statements for 2014 were
formally prepared by the Bank’s directors (at the board meeting
on 23 February 2015) in accordance with International Financial
Reporting Standards as adopted by the European Union and
with Bank of Spain Circular 4/2004 and Spanish corporate and
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commercial law applicable to the Group, using the basis of
consolidation, accounting policies and measurement bases set
forth in Note 2 to these consolidated financial statements and,
accordingly, they present fairly the Group’s equity and financial
position at 31 December 2014 and the consolidated results of its
operations, the consolidated recognised income and expense, the
changes in its consolidated equity and the consolidated cash flows
in 2014. These consolidated financial statements were prepared
from the accounting records kept by the Bank and by the other
Group entities, and include the adjustments and reclassifications
required to unify the accounting policies and measurement bases
applied by the Group.

The notes to the consolidated financial statements contain
supplementary information to that presented in the
consolidated balance sheet, consolidated income statement,
consolidated statement of recognised income and expense,
consolidated statement of changes in total equity and
consolidated statement of cash flows. The notes provide, in
a clear, relevant, reliable and comparable manner, narrative
descriptions and breakdowns of these financial statements.

Adoption of new standards and interpretations issued
The following standards came into force and were adopted by
the European Union in 2014:

« Amendments to IAS 32, Financial Instruments: Presentation
- Offsetting Financial Assets and Financial Liabilities - these
amendments introduce a series of additional clarifications
on the requirements of the standard for being able to offset
a financial asset and a financial liability, indicating that they
may only be offset when the entity currently has a legally
enforceable right to set off the recognised amounts and this
right is not contingent on a future event.

- Amendments to IAS 36, Impairment of Assets - Recoverable
Amount Disclosures for Non-Financial Assets - these
amendments eliminate the requirement to present certain
disclosures on the recoverable amount of each cash-
generating unit and introduce the obligation to disclose
information on the recoverable amount of assets for which an
impairment loss has been recognised or reversed during the
period.

- Amendments to IAS 39, Financial Instruments: Recognition
and Measurement - Novation of Derivatives and Continuation
of Hedge Accounting - these amendments introduce an
exception to the application of the discontinuation of hedge
accounting for novations in which, as a consequence of laws
or regulations, the original counterparty of the hedging
instrument is replaced by one or more central counterparties,
such as clearing agencies, provided that any other changes
to the hedging instrument are limited to those that are
necessary to effect such a replacement of the counterparty.

The application of the aforementioned accounting standards
did not have any material effects on the Group’s consolidated
financial statements.

Also, at the date of preparation of these consolidated financial

statements, the following accounting standard with an effective
date subsequent to 31 December 2014 was in force:
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« Amendments to IAS 19, Employee Benefits: Defined Benefit
Plans - Employee Contributions (obligatory for reporting
periods beginning on or after 1July 2014, early application
permitted) - these amendments allow employee contributions
to be deducted from the service cost in the same period
in which they are paid, provided certain requirements are
met, without the need to make calculations to attribute the
reduction to each year of service. The application of this
accounting standard is not expected to have any material
effects on the Group’s consolidated financial statements.

Also, the Group decided to apply early, with respect to

the date of obligatory first-time application pursuant to

the endorsement issued by the European Union, IFRIC 21,
Levies, which addresses the accounting for a liability to pay

a levy if that liability is within the scope of IAS 37. Under the
interpretation: the obligating event that gives rise to a liability
to pay a levy is the activity that triggers the payment of the
levy, as identified by the legislation; an entity does not have

a constructive obligation to pay a levy that will be triggered
by operating in a future period; the liability to pay a levy is
recognised progressively if the obligating event occurs over a
period of time; and if an obligation to pay a levy is triggered
when a minimum threshold is reached, the corresponding
liability is recognised when that minimum threshold is reached.

The adoption of IFRIC 21 by the Group gave rise to a change in
the recognition of the contributions made by Santander UK to
the Financial Services Compensation Scheme, which will not
be recognised until 1 April each year, and of the contributions
made by the Group’s Spanish financial institutions to the
Deposit Guarantee Fund, which will be recognised at 31
December each year. Pursuant to the applicable standard, this
change was applied retrospectively, giving rise to changes in
the comparative balances as indicated in Note 1.Mr

Lastly, at the date of preparation of these consolidated financial
statements, the following standards and interpretations which
effectively come into force after 31 December 2014 had not yet
been adopted by the European Union:

« IFRS 9, Financial Instruments: Classification and
Measurement and Hedge Accounting (without a defined
mandatory effective date), which will in the future replace
the part of the current IAS 39 relating to the classification
and measurement of financial assets and hedge accounting.
IFRS g presents significant differences regarding financial
assets with respect to the current standard, including the
approval of a new classification model based on only two
categories, namely instruments measured at amortised cost
and those measured at fair value, the disappearance of the
current Held-to-maturity investments and Available-for-sale
financial assets categories, impairment analyses only for
assets measured at amortised cost and the non-separation
of derivatives embedded in financial contracts. The main
change introduced with regard to financial liabilities affects
liabilities that an entity elects to measure at fair value. The
portion of the change in the fair value of these liabilities
attributable to changes in the entity’s own credit risk must be
presented in Valuation adjustments instead of in the income
statement. In relation to hedge accounting, the new model
attempts to more closely align accounting rules with risk
management. The three types of hedge accounting present in
the current standard are retained (cash flow hedges, fair value
hedges and hedges of net investments in foreign operations).
However, there are very significant changes to various
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matters with respect to IAS 39, such as hedged items, hedging
instruments, the accounting for the time value of options and
effectiveness assessment.

IFRS 15, Revenue from Contracts with Customers (obligatory
for annual reporting periods beginning on or after 1

January 2017) - the new standard on the recognition of
revenue from contracts with customers. It supersedes the
following standards and interpretations currently in force:
IAS 18, Revenue; IAS 11, Construction Contracts; IFRIC 13,
Customer Loyalty Programmes; IFRIC 15, Agreements for the
Construction of Real Estate; IFRIC 18, Transfers of Assets
from Customers; and SIC-31, Revenue-Barter Transactions
Involving Advertising Services. Under IFRS 15, an entity
recognises revenue in accordance with the core principle of
the standard by applying the following five steps: identify
the contract(s) with a customer; identify the performance
obligations in the contract; determine the transaction price;
allocate the transaction price to the performance obligations
identified in the contract; and recognise revenue when (or as)
the entity satisfies a performance obligation.

Amendments to IAS 16 and IAS 38 - Clarification of
Acceptable Methods of Depreciation and Amortisation
(obligatory for annual reporting periods beginning on or
after 1)anuary 2016, early application permitted) - these
amendments clarify that when an item of property, plant
and equipment or an intangible asset is accounted for using
the revaluation model, the total gross carrying amount of
the asset is adjusted in a manner that is consistent with
the revaluation of the carrying amount of the asset, so that
the accumulated depreciation or amortisation is equal to
the difference between the gross carrying amount and the
carrying amount of the asset after revaluation (after taking
into account any impairment losses).

Amendments to IASs 16 and 41 - Bearer Plants (obligatory

for annual reporting periods beginning on or after 1 January
2016, early application permitted) - under these amendments,
plants of this nature are now within the scope of IAS 16 and
must be accounted for in the same way as property, plant and
equipment rather than at their fair value.

Amendments to IAS 27, Equity Method in Separate Financial
Statements (obligatory for annual reporting periods
beginning on or after 1 January 2016, early application
permitted) - these amendments permit the use of the equity
method as an option in the separate financial statements of
an entity for accounting for investments in subsidiaries, joint
ventures and associates.

Amendments to IFRS 10 and IAS 28, Sale or Contribution of
Assets between an Investor and its Associate or Joint Venture
(obligatory for annual reporting periods beginning on or
after 1)anuary 2016, early application permitted) - these
amendments establish that a gain or loss must be recognised
for the full amount when the transaction involves assets

that constitute a business (whether the business is housed

in a subsidiary or not). When the transaction involves assets
that do not constitute a business, a partial gain or loss is
recognised, even if these assets are housed in a subsidiary.

Amendments to IFRS 11 - Accounting for Acquisitions of
Interests in Joint Operations (obligatory for annual reporting
periods beginning on or after 1 January 2016, early application
permitted) - these amendments specify how to account for
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the acquisition of an interest in a joint operation in which the
activity of the joint operation constitutes a business.

- Improvements to IFRSs, 2010-2012 cycle (obligatory for
reporting periods beginning on or after 1 July 2014) - these
improvements introduce minor amendments to IFRS 2, IFRS 3,
IFRS 8, IFRS 13, IAS 16, IAS 24 and IAS 38.

- Improvements to IFRSs, 2011-2013 cycle (obligatory for
reporting periods beginning on or after 1 July 2014) - these
improvements introduce minor amendments to IFRS 1, IFRS 3,
IFRS 13 and IAS 4o0.

 Improvements to IFRSs, 2012-2014 cycle (obligatory for
reporting periods beginning on or after 1 July 2016) - these
improvements introduce minor amendments to IFRS 5, IFRS 7,
IAS 19 and IAS 34.

The Group is currently analysing the possible effects of these
new standards and interpretations.

All accounting policies and measurement bases with a material
effect on the consolidated financial statements for 2014 were
applied in their preparation.

c) Use of estimates

The consolidated results and the determination of consolidated
equity are sensitive to the accounting policies, measurement
bases and estimates used by the directors of the Bank in
preparing the consolidated financial statements. The main
accounting policies and measurement bases are set forth in
Note 2.

In the consolidated financial statements estimates were
occasionally made by the senior management of the Bank and
of the consolidated entities in order to quantify certain of the
assets, liabilities, income, expenses and obligations reported
herein. These estimates, which were made on the basis of the
best information available, relate basically to the following:

= The impairment losses on certain assets (see Notes 6, 7, 8, 10,
12,13, 16, 17 and 18);

- The assumptions used in the actuarial calculation of the post-
employment benefit liabilities and commitments and other
obligations (see Note 25);

« The useful life of the tangible and intangible assets (see Notes
16 and 18);

- The measurement of goodwill arising on consolidation (see
Note 17);

» The calculation of provisions and the consideration of
contingent liabilities (see Note 25);

» The fair value of certain unquoted assets and liabilities (see
Notes 6, 7, 8, 9, 10, 11, 20, 21 and 22); and

« The recoverability of deferred tax assets (see Note 27).

Although these estimates were made on the basis of the best
information available at 2014 year-end, future events might make
it necessary to change these estimates (upwards or downwards) in
coming years. Changes in accounting estimates would be applied
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prospectively, recognising the effects of the change in estimates
in the related consolidated income statement.

d) Information relating to 2013 and 2012

The information relating to 2013 and 2012 contained in these
notes to the consolidated financial statements is presented
with the information relating to 2014 for comparison purposes
only and, accordingly, it does not constitute the Group’s
statutory consolidated financial statements for 2013 and 2012.

Pursuant to the applicable accounting standards, the

balances relating to the years ended 31 December 2013 and
2012 presented in these consolidated financial statements
were adjusted with respect to the amounts shown in the
consolidated financial statements for 2013, by the amounts
and for the items indicated below, in order to allow for a better
comparison of information:

a) Application of IFRIC 21, Levies (see Note 1.b): set forth below
are the effects arising from the retrospective application of
the aforementioned interpretation (the positive or negative
sign shows whether the figures are increases or decreases
with respect to the figures shown in the consolidated financial
statements for said years):

Millions of euros

2013 2012

Balance sheet
Deferred tax assets 125 45
Total assets 125 45
Other provisions 14 (146)
Other liabilities 27 254
Total liabilities 385 108
Reserves (65) (53)
Consolidated profit for the year (195) (12)
Valuation adjustments - 2
Total equity (260) (63)
INCOME STATEMENT
Other operating expenses (1) (24)
Provisions (net) (263) 6
Income tax 79 6
Consolidated profit for the year (195) (12)
Of which:

Profit attributable to the Parent (195) (12)

Profit attributable to non-controlling interests

The additional information required by IAS 1in the case of
retrospective application of a new accounting policy -the
consolidated balance sheet at the beginning of the year prior to
that in which the new policy is applied, i.e. as at 1 January 2013,
in this case- is reflected in the consolidated balance sheet as

at 31 December 2012, since the balances in that balance sheet
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are the same as those that would relate to the consolidated
balance sheet at the aforementioned date.

b) Note 52 includes a description of certain changes made in the
business segment reporting.

In 2013 the Group applied the accounting changes introduced by
the amendment to IAS 19, Employee Benefits, which, inter alia,
eliminated the possibility of deferring recognition of a portion of
actuarial gains and losses. The consolidated statements of changes
in total equity for 2013 and 2012 include the impact on equity at
the beginning of each of those years arising from the retrospective
application of the aforementioned amendment, which gave rise

to a reduction in equity of EUR 3,051 million at 1January 2013 (1
January 2012: EUR 2,045 million).

e) Capital management

i. Regulatory and economic capital

The Group’s capital management is performed at regulatory
and economic levels.

Regulatory capital management is based on the analysis of

the capital base, the capital ratios using various regulatory
criteria and the scenarios used for capital planning. The aim is
to achieve a capital structure that is as efficient as possible in
terms of both cost and any requirement that might be issued by
regulators, rating agencies and investors.

Following is a brief description of the regulatory capital framework
to which Santander Group is subject.

In December 2010 the Basel Committee on Banking Supervision
published a new global regulatory framework for international
capital standards (Basel I11) which strengthened the requirements
of the previous frameworks, known as Basel | and Basel Il, and
other requirements additional to Basel Il (Basel 2.5), by enhancing
the quality, consistency and transparency of the capital base

and improving risk coverage. On 26 June 2013, the Basel Il legal
framework was included in European law through Directive
2013/36 (CRD 1V), repealing Directives 2006/48 and 2006/49, and
through Regulation 575/2013 on prudential requirements for credit
institutions and investment firms (CRR). Regulation 575/2013 is
directly applicable in EU Member States as from 1 January 2014
and repeals all lower-ranking rules providing for additional capital
requirements.

Directive 2013/36 (CRD IV) was transposed into Spanish legislation
through Law 10/2014 on the regulation, supervision and capital
adequacy of credit institutions, and its subsequent regulatory
implementation in the form of Royal Decree-Law 84/2015.
Regulation 575/2013 is directly applicable in EU Member States as
from 1January 2014 and repeals all lower-ranking rules providing
for additional capital requirements.

Regulation 575/2013 (CRR) establishes a timetable for gradual
phase-in that will permit a progressive adaptation to the

new requirements in the European Union. These transitional
arrangements, which were incorporated into Spanish regulations
through the approval of Royal Decree-Law 14/2013 and Bank of
Spain Circular 2/2014, began to apply in 2014 and, in certain cases,
will end in 2024. They affect both the new deductions and the
issues and items of own funds which cease to be eligible as such
under this new regulation. There is also a series of Common Equity
Tier 1 (CET 1) capital requirements additional to those established
in Regulation 575/2013, namely the so-called “capital buffers”,
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which are applicable for the first time in 2016 and must be fully
implemented by 2019.

The Basel regulatory framework is based on three pillars. Pillar

| sets out the minimum capital requirements to be met, and
provides for the possibility of using internal ratings and models
(AIRB approach) in the calculation of risk-weighted exposures and
including operational risk therein. The aim is to render regulatory
requirements more sensitive to the risks actually borne by entities
in carrying on their business activities. Pillar Il establishes a
supervisory review system to improve internal risk management
and internal capital adequacy assessment based on the risk
profile. Lastly, Pillar Ill defines the elements relating to disclosures
and market discipline.

At 31 December 2014, the Group met all the minimum capital
requirements established by current legislation.

From an economic standpoint, capital management seeks to
optimise value creation at the Group and at its constituent
business units. To this end, the economic capital, RORAC and
value creation data for each business unit are generated, analysed
and reported to the capital committee on a quarterly basis. Within
the framework of the internal capital adequacy assessment
process (Pillar |1 of the Basel Capital Accord), the Group uses

an economic capital measurement model with the objective of
ensuring that there is sufficient capital available to support all

the risks of its activity in various economic scenarios, with the
solvency levels agreed upon by the Group.

In order to adequately manage the Group’s capital, it is essential
to estimate and analyse future needs, in anticipation of the
various phases of the business cycle. Projections of regulatory and
economic capital are made based on the budgetary information
(balance sheet, income statement, etc.), macroeconomic scenarios
defined by the Group’s economic research service, and the impact,
if any, of foreseeable regulatory changes. These estimates are
used by the Group as a reference to plan the management actions
(issues, securitisations, etc.) required to achieve its capital targets.

In addition, certain stress scenarios are simulated in order to
assess the availability of capital in adverse situations. These
scenarios are based on sharp fluctuations in macroeconomic
variables, GDP, interest rates, values of equity instruments, etc.
that mirror historical crises that could happen again or plausible
but unlikely stress situations.

ii. Plan for the roll-out of advanced approaches and
authorisation from the supervisory authorities

The Group intends to adopt, over the next few years, the
advanced internal ratings-based (AIRB) approach under Basel Il
for substantially all its banks, until the percentage of exposure
of the loan portfolio covered by this approach exceeds 9o%.

Accordingly, the Group continued in 2014 with the project for
the progressive implementation of the technology platforms
and methodological improvements required for the roll-out
of the AIRB approaches for regulatory capital calculation
purposes at the various Group units.

To date, the Group has obtained authorisation from the
supervisory authorities to use advanced internal rating-
based approaches for the calculation of regulatory capital
requirements for credit risk for the Parent and the main
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subsidiaries in Spain, the UK and Portugal, non-retail portfolios
in Mexico and large corporate portfolios in Brazil, Chile and the
US. In 2014 the Group obtained approval for the individualised
corporate portfolios (upgrade from the foundation internal
rating-based approach to the AIRB approach), developers and
institutions in Mexico; the extension of use of the slotting
criteria approach for specialised lending exposures in the

UK was authorised; and authorisation was obtained for

the individualised corporate portfolios and credit cards at
Santander Consumer Espanfa, as well as for the extension of use
of the global wholesale banking model. Lastly, approval was
obtained for the consumer portfolios in Germany, including
most notably the car and personal loan portfolios.

As regards the other risks explicitly addressed under Basel
Pillar I, the Group is authorised to use its internal model for
market risk for its treasury trading activities in Madrid, Chile,
Portugal and Mexico.

Also, the Group has regulatory approval for its corporate
methodology, enabling it to calculate, for the market risk of the
trading book, the incremental default and migration risk charge
(IRC) and stressed value at risk (VaR).

As far as operational risk is concerned, the Group uses the
standardised approach for regulatory capital calculation
purposes but is working towards requesting authorisation
for the use of AMA approaches, with the objective of gaining
regulatory approval in the short term.

f) Environmental impact

In view of the business activities carried on by the Group
entities, the Group does not have any environmental liability,
expenses, assets, provisions or contingencies that might be
material with respect to its consolidated equity, financial
position or results. Therefore, no specific disclosures relating
to environmental issues are included in these consolidated
financial statements.

g) Events after the reporting period

It should be noted that from 1 January 2015 to the date on
which these consolidated financial statements were authorised
for issue, the following significant events occurred:

= On 8 January 2015, the Group announced that its board
of directors had resolved to increase capital through an
accelerated bookbuilt offering with disapplication of pre-
emption rights. The capital increase amounted to EUR 7,500
million, of which EUR 607 million related to the par value of
the 1,213,592,234 new shares issued and EUR 6,893 million to
the share premium.

At its meeting of 12 January 2015, the Bank’s executive
committee resolved to apply the Santander Dividendo
Eleccion scrip dividend scheme on the dates on which the
third interim dividend is traditionally paid, whereby the
shareholders were offered the option of receiving an amount
equivalent to said dividend, the gross amount of which was
EUR 0.146 per share, in shares or cash.
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2. Accounting policies

The accounting policies applied in preparing the consolidated
financial statements were as follows:

a) Foreign currency transactions

i. Functional currency

The Group’s functional currency is the euro. Therefore, all
balances and transactions denominated in currencies other
than the euro are deemed to be denominated in foreign
currency.

ii. Translation of foreign currency balances
Foreign currency balances are translated to euros in two
consecutive stages:

- Translation of foreign currency to the functional currency
(currency of the main economic environment in which the
entity operates), and

« Translation to euros of the balances held in the functional currencies
of entities whose functional currency is not the euro.

Translation of foreign currency to the functional currency
Foreign currency transactions performed by consolidated
entities (or entities accounted for using the equity method)

not located in EMU countries are initially recognised in their
respective currencies. Monetary items in foreign currency are
subsequently translated to their functional currencies using the
closing rate.

Furthermore:

- Non-monetary items measured at historical cost are
translated to the functional currency at the exchange rate at
the date of acquisition.

- Non-monetary items measured at fair value are translated
at the exchange rate at the date when the fair value was
determined.

- Income and expenses are translated at the average exchange
rates for the year for all the transactions performed during
the year. When applying this criterion, the Group considers
whether there have been significant changes in the exchange
rates in the year which, in view of their materiality with
respect to the consolidated financial statements taken as a
whole, would make it necessary to use the exchange rates at
the transaction date rather than the aforementioned average
exchange rates.

The balances arising from non-hedging forward foreign
currency/foreign currency and foreign currency/euro
purchase and sale transactions are translated at the closing
rates prevailing in the forward foreign currency market for
the related maturity.

Translation of functional currencies to euros

If the functional currency is not the euro, the balances in the
financial statements of the consolidated entities (or entities
accounted for using the equity method) are translated to euros as
follows:

& Santander 21



AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014

« Assets and liabilities, at the closing rates.
* Income and expenses, at the average exchange rates for the year.
» Equity items, at the historical exchange rates.

iii. Recognition of exchange differences

The exchange differences arising on the translation of foreign
currency balances to the functional currency are generally
recognised at their net amount under Exchange differences in the
consolidated income statement, except for exchange differences
arising on financial instruments at fair value through profit or
loss, which are recognised in the consolidated income statement
without distinguishing them from other changes in fair value, and
for exchange differences arising on non-monetary items measured
at fair value through equity, which are recognised under Valuation
adjustments - Exchange differences.

The exchange differences arising on the translation to euros of the
financial statements denominated in functional currencies other
than the euro are recognised in equity under Valuation adjustments
- Exchange differences in the consolidated balance sheet, whereas
those arising on the translation to euros of the financial statements
of entities accounted for using the equity method are recognised in
equity under Valuation adjustments - Entities accounted for using
the equity method, until the related item is derecognised, at which
time they are recognised in the consolidated income statement.

iv. Entities located in hyperinflationary economies

In 2009 the Group sold substantially all its businesses in
Venezuela and at 31 December 2013 its net assets in that country
amounted to only EUR 1 million (31 December 2012: EUR 3 million).
At 31 December 2014, the Group did not have any net assets in
Venezuela.

In view of the foregoing, at 31 December 2014, 2013 and 2012

none of the functional currencies of the consolidated entities and
associates located abroad related to hyperinflationary economies
as defined by International Financial Reporting Standards as
adopted by the European Union. Accordingly, at the end of the last
three reporting periods it was not necessary to adjust the financial
statements of any of the consolidated entities or associates to
correct for the effect of inflation.

v. Exposure to foreign currency risk

The Group hedges a portion of these permanent positions using
foreign exchange derivative financial instruments (see Note 36).
Also, the Group manages foreign currency risk by dynamically
hedging its position over time (with a potential impact on profit or
loss) and attempting to limit the impact of currency depreciations
and, in turn, optimising the finance cost of the hedges.

The following tables show the sensitivity of consolidated profit
and consolidated equity to changes in the foreign currency
positions arising from all the Group’s items denominated

in foreign currencies to 1% variations in the various foreign
currencies in which the Group has material balances.

The estimated effect on the consolidated equity attributable to

the Group and on the consolidated profit of a 1% appreciation of
the euro against the related currency is as follows:
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Millions of euros

Effect on Effect on
consolidated equity consolidated
Currency 2014 2013 2012 2014 2013 2012
US dollar (M4.6) (742)  (71.6) (14.9) (90 @83
Chilean peso 233) (16.2) (19.3) 6.2) ®7) @9
Pound sterling (195.0)  (1731)  (165.4) (12.6) (79) (11.0)
Mexican peso (18.1) 97 (Mme) ©6.7) (78) (9.9
Brazilian real (1389  (73.8) (149.6) (3.5 (39 (200)
Polish zloty (341) (325 (443) (3.8 (38 (33

Similarly, the estimated effect on the Group’s consolidated equity
and consolidated profit of a 1% depreciation of the euro against
the related currency is as follows:

Millions of euros

Effect on Effecton
consolidated equity consolidated
Currency 2014 2013 2012 2014 2013 2012
US dollar n7.0 757 731 15.2 9.2 85
Chilean peso 23.8 16.5 19.6 6.4 6.9 4.9
Pound sterling 1989 1766 16838 12.8 8.0 n.2
Mexican peso 18.5 9.9 1.8 6.8 8.0 10.0
Brazilian real 141.8 754 147.8 36 40 205
Polish zloty 34.8 331 405 39 3.8 34

The foregoing data were obtained as follows:

a. Effect on consolidated equity: in accordance with the
accounting policy detailed in Note 2.a.iii, the exchange
differences arising on the translation to euros of the financial
statements in the functional currencies of the Group entities
whose functional currency is not the euro are recognised in
consolidated equity. The possible effect that a change in the
exchange rates of the related currency would have on the
Group’s consolidated equity was therefore determined by
applying the aforementioned change to the net value of each
unit’s assets and liabilities -including, where appropriate, the
related goodwill- and by taking into consideration the offsetting
effect of the hedges of net investments in foreign operations.

b. Effect on consolidated profit: the effect was determined by
applying the fluctuations in the average exchange rates used
for the year, as indicated in Note 2.a.ii, to translate to euros
the income and expenses of the consolidated entities whose
functional currency is not the euro, taking into consideration,
where appropriate, the offsetting effect of the various hedging
transactions in place.
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The estimates used to obtain the foregoing data were performed
considering the effects of the exchange rate fluctuations in isolation
from the effect of the performance of other variables, the changes
in which would affect equity and profit, such as variations in the
interest rates of the reference currencies or other market factors.
Accordingly, all variables other than the exchange rate fluctuations
were kept constant with respect to their positions as at 31
December 2014, 2013 and 2012.

b) Basis of consolidation

i. Subsidiaries

Subsidiaries are defined as entities over which the Bank has the
capacity to exercise control; the Bank controls an entity when it
is exposed, or has rights, to variable returns from its involvement
with the investee and has the ability to affect those returns
through its power over the investee.

The financial statements of the subsidiaries are fully
consolidated with those of the Bank. Accordingly, all balances
and effects of the transactions between consolidated entities are
eliminated on consolidation.

On acquisition of control of a subsidiary, its assets, liabilities and
contingent liabilities are recognised at their acquisition-date fair
values. Any positive differences between the acquisition cost
and the fair values of the identifiable net assets acquired are
recognised as goodwill (see Note 17). Negative differences are
recognised in profit or loss on the date of acquisition.

Additionally, the share of third parties of the Group’s equity is
presented under Non-controlling interests in the consolidated
balance sheet (see Note 28). Their share of the profit for the
year is presented under Profit attributable to non-controlling
interests in the consolidated income statement.

The results of subsidiaries acquired during the year are
included in the consolidated income statement from the date
of acquisition to year-end. Similarly, the results of subsidiaries
disposed of during the year are included in the consolidated
income statement from the beginning of the year to the date of
disposal.

As at 31 December 2014, the Group controlled the following
companies in which it held an ownership interest of less than
50% of the share capital: (i) Luri1, S.A., (ii) Luri 2, S.A. and

(i) Luri Land, S.A. The percentage ownership interests in

the aforementioned companies were 5.8%, 10% and 8.11%,
respectively (see Appendix I). Although the Group holds less
than half the voting power, it manages and, as a result, exercises
control over these entities. The company object of these entities
is the acquisition of real estate and other general operations
relating thereto, including the rental, purchase and sale of
properties.

The impact of the consolidation of these companies on the
Group’s consolidated financial statements is immaterial.

The Appendices contain significant information on the
subsidiaries.
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ii. Interests in joint ventures (jointly controlled entities)
Joint ventures are deemed to be ventures that are not
subsidiaries but which are jointly controlled by two or

more unrelated entities. This is evidenced by contractual
arrangements whereby two or more entities have interests in
entities so that decisions on significant activities require the
unanimous consent of all the parties sharing control.

In the consolidated financial statements, investments in jointly
controlled entities are accounted for using the equity method,
i.e. at the Group’s share of net assets of the investee, after
taking into account the dividends received therefrom and

other equity eliminations. The profits and losses resulting from
transactions with a jointly controlled entity are eliminated to the
extent of the Group’s interest therein.

As at 31 December 2014, the Group exercised joint control of
Luri 3, S.A., despite holding 10% of its share capital. This decision
is based on the Group’s presence on the company’s board of
directors, in which the agreement of all members is required for
decision-making.

The Appendices contain significant information on the jointly
controlled entities.

iii. Associates

“Associates” are entities over which the Bank is in a position to
exercise significant influence, but not control or joint control.
It is presumed that the Bank exercises significant influence if it
holds 20% or more of the voting power of the investee.

In the consolidated financial statements, investments in
associates are accounted for using the equity method, i.e. at
the Group’s share of net assets of the investee, after taking
into account the dividends received therefrom and other equity
eliminations. The profits and losses resulting from transactions
with an associate are eliminated to the extent of the Group’s
interest in the associate.

There are certain investments in entities (in which the Group
owns 20% or more of the voting power) that are not considered
to be associates, since the Group is not in a position to exercise
significant influence over them. These investments are not
significant for the Group and are recognised under Available-for-
sale financial assets.

The Appendices contain significant information on the
associates.

iv. Structured entities

When the Group incorporates entities, or holds ownership
interests therein, to enable its customers to access certain
investments, or for the transfer of risks or other purposes, also
called structured entities since the voting or similar power is

not a key factor in deciding who controls the entity, the Group
determines, using internal criteria and procedures and taking
into consideration the applicable legislation, whether control

(as defined above) exists and, therefore, whether these entities
should be consolidated. Specifically, for those entities to which it
applies (investment funds and pension funds, mainly), the Group
analyses the following factors:
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« Percentage of ownership held by the Group, 20% being
established as the threshold from which a more in-depth
analysis is performed.

Identification of the fund manager, and verification as to
whether it is a company controlled by the Group since this
could affect the Group’s ability to direct the relevant activities.

Existence of agreements between investors that might require
decisions to be taken jointly by the investors, rather than by
the fund manager.

Existence of currently exercisable removal rights (possibility of
removing the manager from his position) since the existence of
such rights might limit the manager’s power over the fund, and
it may be concluded that the manager is acting as an agent of
the investors.

Analysis of the fund manager’s remuneration regime,

taking into consideration that a remuneration regime

that is proportionate to the service rendered does not,
generally, create exposure of such importance to indicate
that the manager is acting as the principal Conversely, if the
remuneration regime is not proportionate to the service
rendered, this might give rise to such an exposure that might
lead the Group to a different conclusion.

These structured entities also include the securitisation special
purpose vehicles, which are consolidated in the case of the
SPVs over which, based on the aforementioned analysis, it is
considered that the Group continues to exercise control.

The balances associated with unconsolidated structured entities
are not material with respect to the Group’s consolidated
financial statements.

v. Business combinations

A business combination is the bringing together of two or more
separate entities or economic units into one single entity or
group of entities.

Business combinations whereby the Group obtains control over
an entity are recognised for accounting purposes as follows:

» The Group measures the cost of the business combination,
which is normally the consideration transferred, defined as
the acquisition-date fair values of the assets transferred, the
liabilities incurred to the former owners of the acquiree and
the equity instruments issued, if any, by the acquirer. In cases
where the amount of the consideration to be transferred has
not been definitively established at the acquisition date, but
rather depends on future events, any contingent consideration
is recognised as part of the consideration transferred and
measured at its acquisition-date fair value; also, acquisition-
related costs do not for these purposes form part of the cost of
the business combination.

The fair values of the assets, liabilities and contingent liabilities
of the acquired entity or business, including any intangible
assets which might not have been recognised by the acquiree,
are estimated and recognised in the consolidated balance
sheet; the Group also estimates the amount of any non-
controlling interests and the fair value of the previously held
equity interest in the acquiree.
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« Any positive difference between the aforementioned items is
recognised as discussed in Note 2.m. Any negative difference
is recognised under Gains from bargain purchases arising in
business combinations in the consolidated income statement.

Goodwill is only measured and recognised once, when control of
a business is obtained.

vi. Changes in the levels of ownership interests in subsidiaries
Acquisitions and disposals not giving rise to a change in

control are recognised as equity transactions, and no gain or

loss is recognised in the income statement and the initially
recognised goodwill is not remeasured. The difference between
the consideration transferred or received and the decrease or
increase in non-controlling interests, respectively, is recognised
in reserves.

Similarly, when control over a subsidiary is lost, the assets,
liabilities and non-controlling interests and any other items
recognised in valuation adjustments of that company are
derecognised from the consolidated balance sheet, and the fair
value of the consideration received and of any remaining equity
interest is recognised. The difference between these amounts is
recognised in profit or loss.

vii. Acquisitions and disposals
Note 3 provides information on the most significant acquisitions
and disposals in 2014, 2013 and 2012.

c) Definitions and classification of financial instruments
i. Definitions

A financial instrument is any contract that gives rise to a
financial asset of one entity and a financial liability or equity
instrument of another entity.

An equity instrument is any agreement that evidences a residual
interest in the assets of the issuing entity after deducting all of
its liabilities.

A financial derivative is a financial instrument whose value
changes in response to the change in an observable market
variable (such as an interest rate, foreign exchange rate,
financial instrument price, market index or credit rating), whose
initial investment is very small compared with other financial
instruments with a similar response to changes in market
factors, and which is generally settled at a future date.

Hybrid financial instruments are contracts that simultaneously
include a non-derivative host contract together with a derivative,
known as an embedded derivative, that is not separately
transferable and has the effect that some of the cash flows of the
hybrid contract vary in a way similar to a stand-alone derivative.

Compound financial instruments are contracts that
simultaneously create for their issuer a financial liability and an
own equity instrument (such as convertible bonds, which entitle
their holders to convert them into equity instruments of the
issuer).
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The preference shares contingently convertible into ordinary
shares eligible as Additional Tier 1 capital (“CCPSs”) -perpetual
preference shares, which may be repurchased by the issuer in
certain circumstances, the interest on which is discretionary,
and would convert into a variable number of newly issued
ordinary shares if the capital ratio of the Bank or its consolidable
group falls below a given percentage (trigger event), as those
two terms are defined in the related issue prospectuses- are
recognised for accounting purposes by the Group as compound
instruments. The liability component reflects the issuer’s
obligation to deliver a variable number of shares and the
equity component reflects the issuer’s discretion in relation

to the payment of the related coupons. In order to effect the
initial allocation, the Group estimates the fair value of the
liability as the amount that would have to be delivered if the
trigger event were to occur immediately and, accordingly, the
equity component, as a residual amount, is zero. In view of the
aforementioned discretionary nature of the payment of the
coupons, they are deducted directly from equity.

The following transactions are not treated for accounting
purposes as financial instruments:

- Investments in associates and jointly controlled entities (see
Note 13).

- Rights and obligations under employee benefit plans (see Note
25).

« Rights and obligations under insurance contracts (see Note 15).

- Contracts and obligations relating to employee remuneration
based on own equity instruments (see Note 34).

ii. Classification of financial assets for measurement purposes
Financial assets are initially classified into the various categories
used for management and measurement purposes, unless they
have to be presented as Non-current assets held for sale or they
relate to Cash and balances with central banks, Changes in the
fair value of hedged items in portfolio hedges of interest rate
risk (asset side), Hedging derivatives and Investments, which are
reported separately.

Financial assets are included for measurement purposes in one
of the following categories:

- Financial assets held for trading (at fair value through profit
or loss): this category includes the financial assets acquired
for the purpose of generating a profit in the near term from
fluctuations in their prices and financial derivatives that are not
designated as hedging instruments.

- Other financial assets at fair value through profit or loss: this
category includes hybrid financial assets not held for trading
that are measured entirely at fair value and financial assets
not held for trading that are included in this category in order
to obtain more relevant information, either because this
eliminates or significantly reduces recognition or measurement
inconsistencies (accounting mismatches) that would otherwise
arise from measuring assets or liabilities or recognising the
gains or losses on them on different bases, or because a group
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of financial assets or financial assets and liabilities is managed
and its performance is evaluated on a fair value basis, in
accordance with a documented risk management or investment
strategy, and information about the group is provided on that
basis to the Group’s key management personnel. Financial
assets may only be included in this category on the date they
are acquired or originated.

Available-for-sale financial assets: this category includes debt
instruments not classified as Held-to-maturity investments,
Loans and receivables or Financial assets at fair value through
profit or loss, and equity instruments issued by entities other
than subsidiaries, associates and jointly controlled entities,
provided that such instruments have not been classified as
Financial assets held for trading or as Other financial assets at
fair value through profit or loss.

Loans and receivables: this category includes the investment
arising from ordinary lending activities, such as the cash
amounts of loans drawn down and not yet repaid by customers
or the deposits placed with other institutions, whatever the
legal instrument, unquoted debt securities and receivables
from the purchasers of goods, or the users of services,
constituting part of the Group’s business.

The consolidated entities generally intend to hold the loans and
credits granted by them until their final maturity and, therefore,
they are presented in the consolidated balance sheet at their
amortised cost (which includes any reductions required to reflect
the estimated losses on their recovery).

Held-to-maturity investments: this category includes debt
instruments traded in an active market, with fixed maturity and
with fixed or determinable payments, for which the Group has
both the intention and proven ability to hold to maturity.

iii. Classification of financial assets for presentation purposes
Financial assets are classified by nature into the following items
in the consolidated balance sheet:

- Cash and balances with central banks: cash balances and
balances receivable on demand relating to deposits with the
Bank of Spain and other central banks.

« Loans and advances: includes the debit balances of all credit
and loans granted by the Group, other than those represented
by securities, as well as finance lease receivables and other
debit balances of a financial nature in favour of the Group, such
as cheques drawn on credit institutions, balances receivable
from clearing houses and settlement agencies for transactions
on the stock exchange and organised markets, bonds given in
cash, capital calls, fees and commissions receivable for financial
guarantees and debit balances arising from transactions not
originating in banking transactions and services, such as the
collection of rentals and similar items. They are classified,
depending on the institutional sector to which the debtor
belongs, under:
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- Loans and advances to credit institutions: credit of any nature,
including deposits and money market operations, in the name
of credit institutions.

- Loans and advances to customers: includes the remaining
credit, including money market operations through central
counterparties.

Debt instruments: bonds and other securities that represent a
debt for their issuer, that generate an interest return, and that
are in the form of certificates or book entries.

Equity instruments: financial instruments issued by other
entities, such as shares, which have the nature of equity
instruments for the issuer, unless they are investments
in subsidiaries, jointly controlled entities or associates.
Investment fund units are included in this item.

Trading derivatives: includes the fair value in favour of

the Group of derivatives which do not form part of hedge
accounting, including embedded derivatives separated from
hybrid financial instruments.

Changes in the fair value of hedged items in portfolio hedges
of interest rate risk: this item is the balancing entry for the
amounts credited to the consolidated income statement in
respect of the measurement of the portfolios of financial
instruments which are effectively hedged against interest rate
risk through fair value hedging derivatives.

Hedging derivatives: includes the fair value in favour of
the Group of derivatives, including embedded derivatives
separated from hybrid financial instruments, designated as
hedging instruments in hedge accounting.

iv. Classification of financial liabilities for measurement
purposes

Financial liabilities are initially classified into the various
categories used for management and measurement purposes,
unless they have to be presented as Liabilities associated with
non-current assets held for sale or they relate to Hedging
derivatives or Changes in the fair value of hedged items in
portfolio hedges of interest rate risk (liability side), which are
reported separately.

Financial liabilities are classified for measurement purposes into
one of the following categories:

« Financial liabilities held for trading (at fair value through profit
or loss): this category includes the financial liabilities issued
for the purpose of generating a profit in the near term from
fluctuations in their prices, financial derivatives not considered
to qualify for hedge accounting and financial liabilities arising
from the outright sale of financial assets acquired under
reverse repurchase agreements (“reverse repos”) or borrowed
(short positions).

« Other financial liabilities at fair value through profit or

loss: financial liabilities are included in this category when
more relevant information is obtained, either because this
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eliminates or significantly reduces recognition or measurement
inconsistencies (accounting mismatches) that would otherwise
arise from measuring assets or liabilities or recognising the
gains or losses on them on different bases, or because a

group of financial liabilities or financial assets and liabilities

is managed and its performance is evaluated on a fair value
basis, in accordance with a documented risk management

or investment strategy, and information about the group

is provided on that basis to the Group’s key management
personnel. Liabilities may only be included in this category on
the date when they are issued or originated.

Financial liabilities at amortised cost: financial liabilities,
irrespective of their instrumentation and maturity, not
included in any of the above-mentioned categories which arise
from the ordinary borrowing activities carried on by financial
institutions.

v. Classification of financial liabilities for presentation
purposes

Financial liabilities are classified by nature into the following
items in the consolidated balance sheet:

Deposits: includes all repayable balances received in cash

by the Group, other than those instrumented as marketable
securities and those having the substance of subordinated
liabilities. This item also includes cash bonds and cash
consignments received the amount of which may be invested
without restriction. Deposits are classified on the basis of the
creditor’s institutional sector into:

- Deposits from central banks: deposits of any nature, including
credit received and money market operations received from
the Bank of Spain or other central banks.

- Deposits from credit institutions: deposits of any nature,
including credit received and money market operations in the
name of credit institutions.

- Customer deposits: includes the remaining deposits, including
money market operations through central counterparties.

Marketable debt securities: includes the amount of bonds and
other debt represented by marketable securities, other than
those having the substance of subordinated liabilities. This item
includes the component considered to be a financial liability of
issued securities that are compound financial instruments.

Trading derivatives: includes the fair value, with a negative
balance for the Group, of derivatives, including embedded
derivatives separated from the host contract, which do not
form part of hedge accounting.

Short positions: includes the amount of financial liabilities
arising from the outright sale of financial assets acquired under
reverse repurchase agreements or borrowed.

Subordinated liabilities: amount of financing received which,
for the purposes of payment priority, ranks behind ordinary
debt. This category also includes the financial instruments
issued by the Group which, although capital for legal purposes,
do not meet the requirements for classification as equity, such
as certain preference shares issued.
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« Other financial liabilities: includes the amount of payment
obligations having the nature of financial liabilities not included
in other items, and liabilities under financial guarantee
contracts, unless they have been classified as doubtful.

Changes in the fair value of hedged items in portfolio hedges
of interest rate risk: this item is the balancing entry for the
amounts charged to the consolidated income statement in
respect of the measurement of the portfolios of financial
instruments which are effectively hedged against interest rate
risk through fair value hedging derivatives.

Hedging derivatives: includes the fair value of the Group’s
liability in respect of derivatives, including embedded
derivatives separated from hybrid financial instruments,
designated as hedging instruments in hedge accounting.

d) Measurement of financial assets and liabilities and
recognition of fair value changes

In general, financial assets and liabilities are initially recognised
at fair value which, in the absence of evidence to the contrary,
is deemed to be the transaction price. Financial instruments
not measured at fair value through profit or loss are adjusted
by the transaction costs. Financial assets and liabilities are
subsequently measured at each year-end as follows:

i. Measurement of financial assets

Financial assets are measured at fair value, without deducting
any transaction costs that may be incurred on their disposal,
except for loans and receivables, held-to-maturity investments,
equity instruments whose fair value cannot be determined in a
sufficiently objective manner and financial derivatives that have
those equity instruments as their underlying and are settled by
delivery of those instruments.

The fair value of a financial asset on a given date is taken to

be the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market
participants. The most objective and common reference for the
fair value of a financial instrument is the price that would be paid
for it on an active, transparent and deep market (quoted price

or market price). At 31 December 2014, there were no significant
investments in quoted financial instruments which have ceased
to be recognised at their quoted price because their market
cannot be deemed to be active.

If there is no market price for a given financial instrument, its
fair value is estimated on the basis of the price established in
recent transactions involving similar instruments and, in the
absence thereof, of valuation techniques commonly used by
the international financial community, taking into account
the specific features of the instrument to be measured and,
particularly, the various types of risk associated with it.

All derivatives are recognised in the balance sheet at fair
value from the trade date. If the fair value is positive, they are
recognised as an asset and if the fair value is negative, they
are recognised as a liability. The fair value on the trade date is
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deemed, in the absence of evidence to the contrary, to be the
transaction price. The changes in the fair value of derivatives
from the trade date are recognised in Gains/losses on financial
assets and liabilities (net) in the consolidated income statement.
Specifically, the fair value of financial derivatives traded in
organised markets included in the portfolios of financial assets
or liabilities held for trading is deemed to be their daily quoted
price and if, for exceptional reasons, the quoted price cannot
be determined on a given date, these financial derivatives are
measured using methods similar to those used to measure OTC
derivatives.

The fair value of OTC derivatives is taken to be the sum of the
future cash flows arising from the instrument, discounted to
present value at the date of measurement (present value or
theoretical close) using valuation techniques commonly used by
the financial markets: net present value (NPV), option pricing
models and other methods.

Loans and receivables and Held-to-maturity investments

are measured at amortised cost using the effective interest
method. Amortised cost is understood to be the acquisition
cost of a financial asset or liability plus or minus, as appropriate,
the principal repayments and the cumulative amortisation
(taken to the income statement) of the difference between the
initial cost and the maturity amount. In the case of financial
assets, amortised cost furthermore includes any reductions

for impairment or uncollectibility. In the case of loans and
receivables hedged in fair value hedges, the changes in the fair
value of these assets related to the risk or risks being hedged are
recognised.

The effective interest rate is the discount rate that exactly
matches the carrying amount of a financial instrument to all its
estimated cash flows of all kinds over its remaining life. For fixed
rate financial instruments, the effective interest rate coincides
with the contractual interest rate established on the acquisition
date plus, where applicable, the fees and transaction costs that,
because of their nature, form part of their financial return. In
the case of floating rate financial instruments, the effective
interest rate coincides with the rate of return prevailing in all
connections until the next benchmark interest reset date.

Equity instruments whose fair value cannot be determined in a
sufficiently objective manner and financial derivatives that have
those instruments as their underlying and are settled by delivery
of those instruments are measured at acquisition cost adjusted,
where appropriate, by any related impairment loss.

The amounts at which the financial assets are recognised
represent, in all material respects, the Group’s maximum
exposure to credit risk at each reporting date. Also, the Group
has received collateral and other credit enhancements to
mitigate its exposure to credit risk, which consist mainly of
mortgage guarantees, cash collateral, equity instruments and
personal security, assets leased out under finance lease and
full-service lease agreements, assets acquired under repurchase
agreements, securities loans and credit derivatives.
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ii. Measurement of financial liabilities

In general, financial liabilities are measured at amortised cost,
as defined above, except for those included under Financial
liabilities held for trading and Other financial liabilities at fair
value through profit or loss and financial liabilities designated
as hedged items (or hedging instruments) in fair value hedges,
which are measured at fair value.

iii. Valuation techniques

The following table shows a summary of the fair values, at

2014, 2013 and 2012 year-end, of the financial assets and
liabilities indicated below, classified on the basis of the various
measurement methods used by the Group to determine their fair
value:

Millions of euros

2014 2013 2012
Published Published Published
price price price
quotations quotations quotations
in active Internal in active Internal in active Internal
markets models Total markets models Total markets models Total
Financial assets
held for trading 67,319 81,569 148,888 46,472 115,289 48,014 129,903 177,917
Other financial assets
at fair value through
profit or loss 3,670 39,003 42,673 3,687 27,694 31,381 3,387 24,969 28,356
Available-for-sale
financial assets’ 90,149 23,455 113,604 62,343 82,758 65,720 25,256 90,976
Hedging derivatives
(assets) 26 7,320 7,346 221 8,301 128 7,808 7,936
Financial liabilities
held for trading 17,409 92,383 109,792 14,643 80,030 94,673 15,985 127,257 143,242
Other financial
liabilities at fair value
through profit or loss - 62,317 62,317 - 42,31 - 45,418 45418
Hedging derivatives
(liabilities) 226 7,029 7,255 187 5,283 96 6,348 6,444
Liabilities under
insurance contracts - 713 713 - 1,430 - 1,425 1,425

1. In addition to the financial instruments measured at fair value shown in the foregoing table, at 31 December 2014, 2013 and 2012, the Group held equity instruments
classified as available-for-sale financial assets and carried at cost amounting to EUR 1,646 million, EUR 1,041 million and EUR 1,290 million, respectively (see Note s51.c).

Financial instruments at fair value, determined on the basis of
published price quotations in active markets (Level 1), include
government debt securities, private-sector debt securities,
derivatives traded in organised markets, securitised assets,
shares, short positions and fixed-income securities issued.

In cases where price quotations cannot be observed,
management makes its best estimate of the price that the
market would set, using its own internal models. In most cases,
these internal models use data based on observable market
parameters as significant inputs (Level 2) and, in very specific
cases, they use significant inputs not observable in market data
(Level 3). In order to make these estimates, various techniques
are employed, including the extrapolation of observable
market data. The best evidence of the fair value of a financial
instrument on initial recognition is the transaction price,
unless the fair value of the instrument can be obtained from
other market transactions performed with the same or similar
instruments or can be measured by using a valuation technique
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in which the variables used include only observable market
data, mainly interest rates.

General measurement bases

The Group has developed a formal process for the systematic
valuation and management of financial instruments, which has
been implemented worldwide across all the Group’s units. The
governance scheme for this process distributes responsibilities
between two independent divisions: Treasury (development,
marketing and daily management of financial products and
market data) and Risk (on a periodic basis, validation of pricing
models and market data, computation of risk metrics, new
transaction approval policies, management of market risk and
implementation of fair value adjustment policies).

The approval of new products follows a sequence of steps
(request, development, validation, integration in corporate
systems and quality assurance) before the product is brought
into production. This process ensures that pricing systems have
been properly reviewed and are stable before they are used.

The following subsections set forth the most important
products and families of derivatives, and the related valuation
techniques and inputs, by asset class:

Fixed income and inflation

The fixed income asset class includes basic instruments such as
interest rate forwards, interest rate swaps and cross currency
swaps, which are valued using the net present value of the
discounted estimated future cash flows taking into account
basis swap and cross currency spreads, depending on the
payment frequency and currency of each leg of the derivative.
Vanilla options, including caps, floors and swaptions, are priced
using the Black-Scholes model, which is one of the benchmark
industry models. More exotic derivatives are priced using more
complex models which are generally accepted as standard
across institutions.

These pricing models are fed with observable market data such
as deposit interest rates, futures rates, cross currency swap and
constant maturity swap rates, and basis spreads, on the basis of
which different yield curves are calculated, depending on the
payment frequency and discounting curves for each currency.
In the case of options, implied volatilities are also used as
model inputs. These volatilities are observable in the market
for cap and floor options and swaptions, and interpolation and
extrapolation of volatilities from the quoted ranges are carried
out using generally accepted industry models. The pricing of
more exotic derivatives may require the use of non-observable
data or parameters, such as correlation (among interest rates
and cross-asset), mean reversion rates and prepayment rates,
which are usually defined from historical data or through
calibration.

Inflation-related assets include inflation-linked bonds and
zero-coupon or year-on-year inflation-linked swaps, valued
with the present value method using forward estimation and
discounting. Derivatives on inflation indices are priced using
standard and more complex bespoke models, as appropriate.
Valuation inputs of these models consider inflation-linked swap
spreads observable in the market and estimations of inflation
seasonality, on the basis of which a forward inflation curve is
calculated. Also, implied volatilities taken from zero-coupon
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and year-on-year inflation options are also inputs for the
pricing of more complex derivatives.

Equity and foreign exchange

The most important products in these asset classes are forward
and futures contracts; they also include vanilla, listed and OTC
(over-the-counter) derivatives on single underlying assets and
baskets of assets. Vanilla options are priced using the standard
Black-Scholes model and more exotic derivatives involving
forward returns, average performance, or digital, barrier or
callable features are priced using generally accepted industry
models and bespoke models, as appropriate. For derivatives
on illiquid stocks, hedging takes into account the liquidity
constraints in models.

The inputs of equity models consider yield curves, spot prices,
dividends, asset borrowing costs (repo margin spreads), implied
volatilities, correlation among equity stocks and indices, and
cross-asset correlation. Implied volatilities are obtained from
market quotes of European and American vanilla call and put
options. Various interpolation and extrapolation techniques are
used to obtain continuous volatility surfaces for illiquid stocks.
Dividends are usually estimated for the mid and long term.
Correlations are implied, when possible, from market quotes

of correlation-dependent products. In all other cases, proxies
are used for correlations between benchmark underlyings or
correlations are obtained from historical data.

The inputs of foreign exchange models include the yield

curve for each currency, the spot foreign exchange price and
the implied volatilities and correlation among assets of this
type. Volatilities are obtained from European call and put
options which are quoted in markets as at-the-money, risk
reversal or butterfly options. Illiquid currency pairs are usually
handled by using the data of the liquid pairs from which the
illiquid currency can be derived. For more exotic products,
unobservable model parameters may be estimated by fitting to
reference prices provided by other non-quoted market sources.

Credit

The most common instrument in this asset class is the credit
default swap (CDS), which is used to hedge credit exposure
to third parties. In addition, models for first-to-default (FTD),
n-to-default (NTD) and single-tranche collateralised debt
obligation (CDO) products are also available. These products
are valued with standard industry models, which estimate
probability of default of a single issuer (for CDSs) or the joint
probability of default of more than one issuer for FTDs, NTDs
and CDOs.

Valuation inputs are the yield curve, the CDS spread curve

and the recovery rate. The CDS spread curve is obtained in the
market for indices and important individual issuers. For less
liquid issuers, this spread curve is estimated using proxies or
other credit-dependent instruments. Recovery rates are usually
set to standard values. For listed single-tranche CDOs, the
correlation of joint default of several issuers is implied from the
market. For FTDs, NTDs and bespoke CDOs, the correlation is
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estimated from proxies or historical data when no other option
is available.

Valuation adjustment for counterparty risk or default risk
The credit valuation adjustment (CVA) is a valuation
adjustment to OTC derivatives as a result of the risk associated
with the credit exposure assumed to each counterparty.

The CVA is calculated taking into account potential exposure to
each counterparty in each future period. The CVA for a specific
counterparty is equal to the sum of the CVA for all the periods.
The following inputs are used to calculate the CVA:

« Expected exposure: including for each transaction the mark-
to-market (MtM) value plus an add-on for the potential future
exposure for each period. Mitigating factors such as netting
and collateral agreements are taken into account, as well as
temporary impairment for derivatives with interim payments.

* LGD: percentage of final loss assumed in a counterparty
credit event/default.

« Probability of default: for cases where there is no market
information (the CDS quoted spread curve, etc.), proxies
based on companies holding exchange-listed CDSs, in the
same industry and with the same external rating as the
counterparty, are used.

« Discount factor curve.

The debt valuation adjustment (DVA) is a similar valuation
adjustment to the CVA but, in this case, as a result of the
own risk of the Group assumed by its counterparties in OTC
derivatives.

The CVA and DVA recognised at 31 December 2014 amounted
to EUR 786 million and EUR 228 million, respectively.

Valuation adjustments due to model risk

The valuation models described above are not significantly
subjective, since they can be adjusted and recalibrated,
where appropriate, through the internal calculation of the
fair value and the subsequent comparison with the related
actively traded price. However, fair value adjustments may
be necessary when market quoted prices are not available for
comparison purposes.

The sources of risk are associated with uncertain model
parameters, illiquid underlying issuers, low quality market
data or missing risk factors (sometimes the best available
option is to use limited models with controllable risk). In
these situations, the Group calculates and applies valuation
adjustments in accordance with general industry practice. The
main sources of model risk are described below:

In fixed income markets, model risks include the correlation
among fixed income indices, basis spread modelling, calibration
risk of model parameters and the treatment of near-zero or
negative interest rates. Other sources of risk arise from the
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estimation of market data, such as volatilities or interest rate
curves, whether used for estimation or cash flow discounting
purposes.

In equity markets, model risks include forward skew modelling,
the impact of stochastic interest rates, correlation and multi-
curve modelling. Also, other sources of risk arise from the
hedging management of digital, callable and barrier option
payments. In addition, the estimation of market data such as
dividends and correlation for quanto and composite basket
options must also be considered as sources of risk.

For specific financial instruments relating to home mortgage
loans secured by financial institutions in the UK (which are
regulated and partially financed by the Government) and
property asset derivatives, the main input is the Halifax Home
Price Index (HPI). In these cases, risk assumptions include
estimates of the future growth and the volatility of the HPI,
mortality and the implied credit spreads.

Inflation markets are exposed to model risk resulting from
the uncertainty of modelling the correlation structure among
various CPI rates. Another source of risk may arise from the
bid-offer spread of inflation-linked swaps.

Foreign exchange markets are exposed to model risk resulting
from forward skew modelling, the impact of stochastic interest
rate and correlation modelling for multi-asset instruments.
Risk may also arise from market data, due to the existence of
specific illiquid foreign exchange pairs.

The most important source of model risk for credit derivatives
relates to the estimation of the correlation between the
probabilities of default of different underlying issuers. For
illiquid underlying issuers, the CDS spread may not be well
defined.

Set forth below are the financial instruments at fair value
whose measurement was based on internal models (Levels 2
and 3) as at 31 December 2014, 2013 and 2012:
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Fair values

calculated using
internal models

as at 31/12/14
Level 2 Level 3  Valuation techniques Main assumptions

ASSETS: 148,760 2,587

Financial assets held for trading 80,378 1,191

Loans and advances to credit institutions 1,815 - Present Value Method Observable market data
Loans and advances to customers® 2,921 - Present Value Method Observable market data
Debt and equity instruments 1,768 85  Present Value Method Observable market data, HPI
Trading derivatives 73,874 1,06

Present Value Method,

Swaps 55,794 116 Gaussian Copula® Observable market data, basis, liquidity
Exchange rate options 1,000 - Black-Scholes Model Observable market data, liquidity
Black's Model, Heath- Observable market data,
Interest rate options 8,385 768  Jarrow-Morton Model liquidity, correlation
Interest rate futures 132 - Present Value Method Observable market data
Observable market data, dividends,
Index and securities options 2,420 117 Black-Scholes Model correlation, liquidity, HPI
Present Value Method, Monte
Other 6,143 111 Carlo simulation and other Observable market data and other
Hedging derivatives 7,320 -
Swaps 7,058 - Present Value Method Observable market data, basis
Exchange rate options 40 - Black-Scholes Model Observable market data
Interest rate options 28 - Black's Model Observable market data
Other 194 - N/A N/A
Other financial assets at fair value
through profit or loss 38,323 680
Loans and advances to credit institutions 28,592 - Present Value Method Observable market data
Loans and advances to customers®© 8,892 78 Present Value Method Observable market data, HPI
Debt and equity instruments 839 602  Present Value Method Observable market data
Available-for-sale financial assets 22,739 716
Debt and equity instruments 22,739 716 Present Value Method Observable market data
LIABILITIES: 161,890 552
Financial liabilities held for trading 91,847 536
Deposits from central banks 2,041 - Present Value Method Observable market data
Deposits from credit institutions 5,531 - Present Value Method Observable market data
Customer deposits 5,544 - Present Value Method Observable market data
Debt and equity instruments - - Present Value Method Observable market data, liquidity
Trading derivatives 76,644 536
Present Value Method, Observable market data,
Swaps 56,586 49  Gaussian Copula® basis, liquidity, HPI
Exchange rate options 1,033 - Black-Scholes Model Observable market data, liquidity
Black's Model, Heath- Observable market data,
Interest rate options 9,816 294 Jarrow-Morton Model liquidity, correlation
Observable market data, dividends,
Index and securities options 3,499 193 Black-Scholes Model correlation, liquidity, HPI
Interest rate and equity futures 165 - Present Value Method Observable market data
Present Value Method, Monte
Other 5,545 - Carlo simulation and other Observable market data and other
Short positions 2,087 - Present Value Method Observable market data
Hedging derivatives 7,029 -
Swaps 6,901 - Present Value Method Observable market data, basis
Exchange rate options 2 - Black-Scholes Model Observable market data
Interest rate options 14 - Black's Model Observable market data
Other 12 - N/A N/A
Other financial liabilities at fair
value through profit or loss 62,301 16 Present Value Method Observable market data
Liabilities under insurance contracts 713 - See Note 15
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Fair values calculated using internal models

31/12/13 31/12/12
Level 2 Level 3 Level 2 Level 3 Valuation techniques
ASSETS: 123,499 1,507 186,648 1.288
Financial assets held for trading 68,535 282 129,508 395
Loans and advances to credit institutions 5,502 - 9,843 - Present Value Method
Loans and advances to customers® 5,079 - 9,162 - Present Value Method
Debt and equity instruments 1,585 50 1,320 - Present Value Method
Trading derivatives 56,369 232 109,183 395
Swaps 40,380 56 90,759 109 Present Value Method, Gaussian Copula®
Exchange rate options 849 16 708 46 Black-Scholes Model
Interest rate options 7375 - 9,141 - Black's Model, Heath-Jarrow-Morton Model
Interest rate futures 16 - 78 - Present Value Method
Index and securities options 2,953 56 3,188 - Black-Scholes Model
Present Value Method, Monte
Other 4,796 104 5,309 240 Carlo simulation and other
Hedging derivatives 8,080 - 7,808 -
Swaps 6,920 - 7,609 - Present Value Method
Exchange rate options 400 - 43 - Black-Scholes Model
Interest rate options 24 - 36 - Black's Model
Other 736 - 120 - N/A
Other financial assets at fair value
through profit or loss 27,184 510 24,500 469
Loans and advances to credit institutions 13,444 - 10,272 - Present Value Method
Loans and advances to customers© 13,135 61 13,863 74 Present Value Method
Debt and equity instruments 605 449 365 395 Present Value Method
Available-for-sale financial assets 19,700 715 24,832 424
Debt and equity instruments 19,700 715 24,832 424 Present Value Method
LIABILITIES: 128,762 105 180,243 205
Financial liabilities held for trading 79,970 60 127,158 99
Deposits from central banks 3,866 - 1,128 - Present Value Method
Deposits from credit institutions 7,468 - 8,292 - Present Value Method
Customer deposits 8,500 - 8,890 7 Present Value Method
Debt and equity instruments 1 - 1 - Present Value Method
Trading derivatives 57,260 60 108,847 92
Swaps 41,156 2 88,450 8 Present Value Method, Gaussian Copula ®
Exchange rate options 660 - 766 6 Black-Scholes Model
Interest rate options 8,457 - 10,772 - Black's Model, Heath-Jarrow-Morton Model
Index and securities options 4,252 - 121 - Black-Scholes Model
Interest rate and equity futures 88 - 4,816 - Present Value Method
Present Value Method, Monte
Other 2,647 58 3,922 78 Carlo simulation and other
Short positions 2,875 - - -
Hedging derivatives 5,096 - 6,348 - Present Value Method
Swaps 4,961 - 5,860 - Present Value Method
Exchange rate options 1 - 76 - Black-Scholes Model
Interest rate options 3 - 17 - Black's Model
Other 121 - 395 - N/A
Other financial liabilities at fair
value through profit or loss 42,266 45 45,312 106 Present Value Method
Liabilities under insurance contracts 1,430 - 1,425 - See Note 15

a. Includes mainly short-term loans and reverse repurchase agreements with corporate customers (mainly brokerage and investment companies).

b. Includes credit risk derivatives with a net fair value of EUR 83 million at 31 December 2014 (31 December 2013 and 2012: positive net fair value of
EUR 56 million and EUR 18 million, respectively). These assets and liabilities are measured using the Standard Gaussian Copula Model.

c. Includes home mortgage loans to financial institutions in the UK (which are regulated and partly financed by the Government). The fair value of
these loans was obtained using observable market variables, including current market transactions with similar amounts and collateral facilitated
by the UK Housing Association. Since the Government is involved in these financial institutions, the credit risk spreads have remained stable
and are homogeneous in this sector. The results arising from the valuation model are checked against current market transactions
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The measurements obtained using the internal models might have
been different had other methods or assumptions been used with
respect to interest rate risk, to credit risk, market risk and foreign
currency risk spreads, or to their related correlations and volatilities.
Nevertheless, the Bank’s directors consider that the fair value of
the financial assets and liabilities recognised in the consolidated
balance sheet and the gains and losses arising from these financial
instruments are reasonable.

The net gain recognised in the income statement for 2014 arising
from the aforementioned valuation models amounted to EUR 206
million (2013 and 2012: net losses of EUR 298 million and EUR 229
million, respectively), of which EUR 302 million related to models
whose significant inputs are unobservable market data (2013 and
2012: gains of EUR 46 million and EUR 20 million, respectively).

Level 3 financial instruments

Set forth below are the Group’s main financial instruments
measured using unobservable market data that constitute
significant inputs of the internal models (Level 3):

« Instruments in Santander UK’s portfolio (loans, debt instruments
and derivatives) linked to the House Price Index (HPI). Even if
the valuation techniques used for these instruments may be the
same as those used to value similar products (present value in
the case of loans and debt instruments, and the Black-Scholes
model for derivatives), the main factors used in the valuation
of these instruments are the HPI spot rate, the growth rate of
that rate, its volatility and mortality rates, which are not always
observable in the market and, accordingly, these instruments are
considered illiquid.

 The HPI spot rate: for some instruments the NSA HPI spot rate,
which is directly observable and published on a monthly basis,
is used. For other instruments where regional HPI rates must
be used (published quarterly), adjustments are made to reflect
the different composition of the rates and adapt them to the
regional composition of Santander UK’s portfolio.

HPI growth rate: this is not always directly observable in

the market, especially for long maturities, and is estimated

in accordance with existing quoted prices. To reflect the
uncertainty implicit in these estimates, adjustments are made
based on an analysis of the historical volatility of the HPI,
incorporating reversion to the mean.

HPI volatility: the long-term volatility is not directly observable
in the market but is estimated on the basis of more short-

term quoted prices and by making an adjustment to reflect
the existing uncertainty, based on the standard deviation of
historical volatility over various time periods.

Mortality rates: these are based on published official tables and
adjusted to reflect the composition of the customer portfolio for
this type of product at Santander UK.

Illiquid CDOs and CLOs in the portfolio of the treasury unit

in Madrid. These are measured by grouping together the
securities by type of underlying (sector/country), payment
hierarchy (prime, mezzanine, junior, etc.), and assuming
forecast conditional prepayment rates (CPR) and default rates,
adopting conservative criteria.
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« Trading derivatives on baskets of shares. These are measured
using advanced local and stochastic volatility models, using
Monte Carlo simulations; the main unobservable input is the
correlation between the prices of the shares in each basket in
question.

- Callable interest rate trading derivatives (Bermudan-style
options) where the main unobservable input is mean reversion
of interest rate.

With respect to 2013 year-end the Group reclassified to Level 3

the interest-rate derivatives with periodic call options and options
on baskets of listed shares. The reason for the reclassification was
the greater significance in the fair value of the aforementioned
financial instruments of the illiquidity in the inputs used (the

mean reversion of interest rates and the correlations between the
underlyings, respectively). These products relate almost exclusively
to derivatives transactions performed to serve the Group’s clients.

The table below shows the effect, at 31 December 2014, on the fair
value of the main financial instruments classified as Level 3 of a
reasonable change in the assumptions used in the valuation. This
effect was determined by applying the probable valuation ranges of
the main unobservable inputs detailed in the following table:
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Impacts (in millions of euros)

Portfolio/Instrument Main unobservable Weighted Unfavourable Favourable
(Level 3) Valuation technique inputs Range average scenario scenario
Financial assets
held for trading
Debt instruments Partial differential equations Long-term volatility 27% - 1% 33.21% (1.2) 0.9
Present Value Method Curves on TAB indices* a a (3) 3
Present Value Method, Modified
Black-Scholes Model HPI forward growth rate 0%-5% 2.6% (37) 33
Present Value Method, Modified
Black-Scholes Model HPI spot rate n/a 630" ) 12
Standard Gaussian Copula Model  Probability of default 0%-5% 2.14% (10) 7
Advanced local and stochastic Correlation between
volatility models share prices 55%-75% 61% (9.9) 9.9
Advanced multi-factor Mean reversion of
Trading derivatives interest rate models interest rates 0.0001-0.03 0.071*** - 39.4
Other financial assets
at fair value through
profit or loss
Weighted average by probability
(according to forecast mortality
Loans and advances rates) of European HPI options,
to customers using the Black-Scholes model HPI forward growth rate 0%-5% 2.8% 7) 6
Weighted average by probability
(according to forecast mortality
rates) of HPI forwards, using
Debt and equity instruments  the present value model HPI forward growth rate 0%-5% 2.6% (53) 48
Weighted average by probability
(according to forecast mortality
rates) of HPI forwards, using
the present value model HPI spot rate n/a 630 ** (26) 26
Available-for-sale
financial assets
Non-performing loans
and prepayment ratios,
cost of capital, long-term
Debt and equity instruments ~ Present Value Method, others earnings growth rate a a (2.4) 2.4
Financial liabilities
held for trading
Present Value Method, Modified
Trading derivatives Black-Scholes Model HPI forward growth rate 0%-5% 21% (15) 12
Present Value Method, Modified
Black-Scholes Model HPI spot rate n/a 607 ** 21 17
Present Value Method, Modified
Black-Scholes Model Curves on TAB indices* a a - -
Advanced local and stochastic Correlation between
volatility models share prices 55%-75% 61% b b
Advanced multi-factor Mean reversion of
interest rate models interest rates 0.0001-0.03 0.01*** b b
Other financial liabilities
at fair value through
profitor loss - - - b b

*  TAB: “Tasa Activa Bancaria” (Active Bank Rate). Average deposit interest rates (over 30, 90, 180 and 360 days) published by the Chilean Association of Banks and
Financial Institutions (ABIF) in nominal currency (Chilean peso) and in real terms, adjusted for inflation (Unidad de Fomento - UF).

** There are national and regional HPI indices. The HPI spot value is the weighted average of the indices that correspond to the positions of each portfolio. The
impact reported is a change of 10%.

***Theoretical average value of the parameter. The change arising on a favourable scenario is from 0.0001 to 0.03. An unfavourable scenario is not considered as
there is insufficient margin for an adverse change from the current parameter level. The Group is also exposed, to a lesser extent, to this type of derivative in
currencies other than the euro and, therefore, both the average and the range of the unobservable inputs are different. The impact in an unfavourable scenario
would be losses of EUR 9.2 million.

[}

. The exercise was conducted for the unobservable inputs described in the Main unobservable inputs column under probable scenarios. The range and weighted

average value used are not shown because the aforementioned exercise was conducted jointly for various inputs or variants thereof (e.g. the TAB input comprises
vector-time curves, for which there are also nominal yield curves and inflation-indexed yield curves), and it was not possible to break down the results separately
by type of input. In the case of the TAB curve the gain or loss is reported for changes of +/-100 b.p. for the total sensitivity to this index in Chilean pesos and UFs.

o

. The Group calculates the potential effect on the valuation of each of these instruments on a joint basis, irrespective of whether their individual valuation is positive

(Asset) or negative (Liability), and the global effect associated with the corresponding instruments recognised on the asset side of the consolidated balance sheet

is broken down.
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Lastly, the changes in the financial instruments classified as Level

3in 2014 and 2013 were as follows:

Millions of euros

2013 Changes 2014
Fair value
calculated Changesin  Changesin Fair value
using fair value fair value Changesin calculated
internal recognised in recognised in fair value using internal
models profitorloss profitorloss recognised Level models
(Level 3) Purchases Sales Issues Settlements (unrealised) (realised) inequity reclassifications Other (Level 3)
Financial assets
held for trading 282 182 (14) 174 7) - 575 M 1,191
Debt and equity
instruments 50 4 m 32 85
Trading
derivatives 232 178 (13) 174 7) 543 M 1,06
Swaps 56 - 2) 7) 7) 52 24 116
Exchange rate
options 16 - (16)
Interest rate
options - 162 (5) 257 359 (5) 768
Index and
securities options 56 16 (100) 132 7 1
Other 104 (6) 24 - - (1 m
Other financial
assets at fair
value through
profit or loss 510 37 5) 61 - 90 (13) 680
Loans and
advances to
customers 61 - (5) 18 4 78
Debt and equity
instruments 449 37 43 90 a17) 602
Available-for-
sale financial
assets 715 35 (55) (36) - - (35) 78 14 716
Total assets 1,507 254 (74) (36) 235 @) (35) 743 - 2,587
Financial assets
held for trading 60 48 (6) ()] ) - 503 4 536
Trading
derivatives 60 48 (6) 71 2) 503 4 536
Swaps 2 2 2 47 49
Interest rate
options 41 56 197 294
Index and
securities options 7 6) (128) 259 61 193
Other 58 M (57)
Otbher financial
liabilities at fair
value through
profitor loss 45 - (26) - 1) - - - ) 16
Total liabilities 105 48 (32) - (72) ) - 503 2 552
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Millions of euros

2012 Movimiento 2013
Fair value Fair value
calculated Changesin Changesin calculated
using fair value fair value Changesin using
internal recognised in recognised in fair value internal
models profit or loss profit or loss recognised models
(Level3)  Purchases Sales Issues Settlements (unrealised) (realised) inequity Other (Level 3)
Financial assets
held for trading 395 131 (164) - (44) 4) 2 - (34) 282
Debt and equity
instruments - 46 - - - 8 - - (4) 50
Trading
derivatives 395 85 (164) - (44) (12) 2 - (30) 232
Swaps 109 - (62) - - 19 - - (10) 56
Exchange
rate options 46 - M - - 8) (3) - (18) 16
Index and
securities
options - 85 - - (39) - - - 10 56
Other 240 - (101 - (%) (23) 5 - (12) 104
Hedging
derivatives - - - - - - - - - -
Swaps
Other financial
assets at fair
value through
profitor loss 469 m (32) - a7) 18 9 - (48) 510
Loans and
advances to
customers 74 - - - (1) (8) 6 - - 61
Debt and equity
instruments 395 m (32) - ®) 26 3 - (48) 449
Available-for-
sale financial
assets 424 277 (48) - - (1) () 73 @) 715
Total assets 1,288 519 (244) - (61) 13 9 73 (89) 1,507
Financial
liabilities held
for trading 99 - (18) - (14) ) 13 - 9) 60
Customer
deposits 7 - - - - - - - 7)
Trading
derivatives 92 - (18) - (14) (1) 13 - @] 60
Swaps 8 - (6) - - M - - 1 2
Exchange
rate options 6 - (6)
Other 78 - 6) - (14) (10) 3 - (3) 58
Other financial
liabilities at fair
value through
profitor loss 106 - (42) - - (14) (12) - 7 45
Total liabilities 205 - (60) - (14) (25) 1 - 2) 105

iv. Recognition of fair value changes

As a general rule, changes in the carrying amount of financial Adjustments due to changes in fair value arising from:

assets and liabilities are recognised in the consolidated income

statement. A distinction is made between the changes resulting - Available-for-sale financial assets are recognised temporarily
from the accrual of interest and similar items, which are under Valuation adjustments - Available-for-sale financial assets,
recognised under Interest and similar income or Interest expense unless they relate to exchange differences, in which case they
and similar charges, as appropriate, and those arising for other are recognised in equity under Valuation adjustments - Exchange
reasons, which are recognised at their net amount under Gains/ differences (net), or to exchange differences arising on monetary
losses on financial assets and liabilities (net). financial assets, in which case they are recognised in Exchange

differences (net) in the consolidated income statement.
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« Items charged or credited to Valuation adjustments - Available-
for-sale financial assets and Valuation adjustments - Exchange
differences (net) in equity remain in the Group’s consolidated
equity until the asset giving rise to them is impaired or
derecognised, at which time they are recognised in the
consolidated income statement.

« Unrealised gains on available-for-sale financial assets classified
as Non-current assets held for sale because they form part of
a disposal group or a discontinued operation are recognised in
equity under Valuation adjustments - Non-current assets held
for sale.

v. Hedging transactions

The consolidated entities use financial derivatives for the
following purposes: i) to facilitate these instruments to customers
who request them in the management of their market and credit
risks; ii) to use these derivatives in the management of the risks
of the Group entities’ own positions and assets and liabilities
(hedging derivatives); and iii) to obtain gains from changes in the
prices of these derivatives (trading derivatives).

Financial derivatives that do not qualify for hedge accounting are
treated for accounting purposes as trading derivatives.

A derivative qualifies for hedge accounting if all the following
conditions are met:

1. The derivative hedges one of the following three types of
exposure:

a. Changes in the fair value of assets and liabilities due to
fluctuations, among others, in the interest rate and/or
exchange rate to which the position or balance to be hedged
is subject (fair value hedge);

o

. Changes in the estimated cash flows arising from financial
assets and liabilities, commitments and highly probable
forecast transactions (cash flow hedge);

c. The net investment in a foreign operation (hedge of a net
investment in a foreign operation).

2. It is effective in offsetting exposure inherent in the hedged item
or position throughout the expected term of the hedge, which
means that:

a. At the date of arrangement the hedge is expected, under
normal conditions, to be highly effective (prospective
effectiveness).

b. There is sufficient evidence that the hedge was actually
effective during the whole life of the hedged item or position
(retrospective effectiveness). To this end, the Group checks
that the results of the hedge were within a range of 80% to
125% of the results of the hedged item.

3. There must be adequate documentation evidencing the
specific designation of the financial derivative to hedge certain
balances or transactions and how this hedge was expected to be
achieved and measured, provided that this is consistent with the
Group’s management of own risks.

The changes in value of financial instruments qualifying for
hedge accounting are recognised as follows:

a. In fair value hedges, the gains or losses arising on both the
hedging instruments and the hedged items attributable to
the type of risk being hedged are recognised directly in the
consolidated income statement.

In fair value hedges of interest rate risk on a portfolio of
financial instruments, the gains or losses that arise on
measuring the hedging instruments are recognised directly

in the consolidated income statement, whereas the gains

or losses due to changes in the fair value of the hedged
amount (attributable to the hedged risk) are recognised in the
consolidated income statement with a balancing entry under
Changes in the fair value of hedged items in portfolio hedges
of interest rate risk on the asset or liability side of the balance
sheet, as appropiate.

b. In cash flow hedges, the effective portion of the change in
value of the hedging instrument is recognised temporarily
in equity under Valuation adjustments - Cash flow hedges
until the forecast transactions occur, when it is recognised
in the consolidated income statement, unless, if the forecast
transactions result in the recognition of non-financial assets
or liabilities, it is included in the cost of the non-financial
asset or liability.

c. In hedges of a net investment in a foreign operation, the
gains or losses attributable to the portion of the hedging
instruments qualifying as an effective hedge are recognised
temporarily in equity under Valuation adjustments - Hedges
of net investments in foreign operations until the gains or
losses on the hedged item are recognised in the income
statement.

d. The ineffective portion of the gains and losses on the
hedging instruments of cash flow hedges and hedges of a
net investment in a foreign operation are recognised directly
under Gains/losses on financial assets and liabilities (net) in
the consolidated income statement).

If a derivative designated as a hedge no longer meets the
requirements described above due to expiration, ineffectiveness
or for any other reason, the derivative is classified for accounting
purposes as a trading derivative.

When fair value hedge accounting is discontinued, the adjustments

previously recognised on the hedged item are transferred to profit
or loss at the effective interest rate re-calculated at the date of
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hedge discontinuation. The adjustments must be fully amortised at
maturity.

When cash flow hedges are discontinued, any cumulative gain

or loss on the hedging instrument recognised in equity under
Valuation adjustments (from the period when the hedge was
effective) remains in this equity item until the forecast transaction
occurs, at which time it is recognised in profit or loss, unless the
transaction is no longer expected to occur, in which case the
cumulative gain or loss is recognised immediately in profit or loss.

vi. Derivatives embedded in hybrid financial instruments
Derivatives embedded in other financial instruments or in other
host contracts are accounted for separately as derivatives if their
risks and characteristics are not closely related to those of the host
contracts, provided that the host contracts are not classified as
Other financial assets/liabilities at fair value through profit or loss
or as Financial assets/liabilities held for trading.

e) Derecognition of financial assets and liabilities

The accounting treatment of transfers of financial assets depends
on the extent to which the risks and rewards associated with the
transferred assets are transferred to third parties:

1. If the Group transfers substantially all the risks and rewards
to third parties -unconditional sale of financial assets, sale of
financial assets under an agreement to repurchase them at their
fair value at the date of repurchase, sale of financial assets with
a purchased call option or written put option that is deeply out
of the money, securitisation of assets in which the transferor
does not retain a subordinated debt or grant any credit
enhancement to the new holders, and other similar cases-, the
transferred financial asset is derecognised and any rights or
obligations retained or created in the transfer are recognised
simultaneously.

2. If the Group retains substantially all the risks and rewards
associated with the transferred financial asset -sale of financial
assets under an agreement to repurchase them at a fixed price
or at the sale price plus interest, a securities lending agreement
in which the borrower undertakes to return the same or similar
assets, and other similar cases-, the transferred financial asset
is not derecognised and continues to be measured by the
same criteria as those used before the transfer. However, the
following items are recognised:

a. An associated financial liability, which is recognised for
an amount equal to the consideration received and is
subsequently measured at amortised cost, unless it meets the
requirements for classification under Other financial liabilities
at fair value through profit or loss.

b. The income from the transferred financial asset not
derecognised and any expense incurred on the new financial
liability, without offsetting.

3. If the Group neither transfers nor retains substantially all the
risks and rewards associated with the transferred financial
asset -sale of financial assets with a purchased call option or
written put option that is not deeply in or out of the money,
securitisation of assets in which the transferor retains a
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subordinated debt or other type of credit enhancement for a
portion of the transferred asset, and other similar cases- the
following distinction is made:

a. If the transferor does not retain control of the transferred
financial asset, the asset is derecognised and any rights or
obligations retained or created in the transfer are recognised.

b. If the transferor retains control of the transferred financial
asset, it continues to recognise it for an amount equal to
its exposure to changes in value and recognises a financial
liability associated with the transferred financial asset.
The net carrying amount of the transferred asset and the
associated liability is the amortised cost of the rights and
obligations retained, if the transferred asset is measured at
amortised cost, or the fair value of the rights and obligations
retained, if the transferred asset is measured at fair value.

Accordingly, financial assets are only derecognised when the

rights on the cash flows they generate have been extinguished or
when substantially all the inherent risks and rewards have been
transferred to third parties. Similarly, financial liabilities are only
derecognised when the obligations they generate have been
extinguished or when they are acquired with the intention either to
cancel them or to resell them.

f) Offsetting of financial instruments

Financial asset and liability balances are offset, i.e. reported in the
consolidated balance sheet at their net amount, only if the Group
entities currently have a legally enforceable right to set off the
recognised amounts and intend either to settle on a net basis, or to
realise the asset and settle the liability simultaneously.

Following is the detail of financial assets and liabilities that were
offset in the consolidated balance sheets as at 31 December 2014
and 2013:

Millions of euros

31 December 2014

Net amount

Gross amount of financial

of financial assets

Gross amount liabilities presented in

of financial offset in the the balance

Assets assets balance sheet sheet

Derivatives 128,076 (43,872) 84,204

Reverse

repurchase

agreements 57,882 (7,064) 50,818

Total 185,958 (50,936) 135,022

Millions of euros
31 December 2013

Net amount

Gross amount of financial

of financial assets

Gross amount liabilities presented in

of financial offsetin the the balance

Assets assets balance sheet sheet

Derivatives 86,813 (19,613) 67,200

Reverse

repurchase

agreements 59,990 (12,463) 47,527

Total 146,803 (32,076) 114,727
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Millions of euros

31 December 2014

Net amount

Gross amount of financial

of financial assets

Gross amount liabilities presented in

of financial offset in the the balance

Assets assets balance sheet sheet

Derivatives 130,175 (43,872) 86,303

Reverse

repurchase

agreements 113,075 (7,064) 106,011

Total 243,250 (50,936) 192,314

Millions of euros
31December 2013

Net amount

Gross amount of financial

of financial liabilities

Gross amount assets offset presented in

of financial  inthe balance the balance

Liabilities liabilities sheet sheet

Derivatives 83,783 (19,613) 64,170

Reverse

repurchase

agreements 103,621 (12,463) 91,158

Total 187,404 (32,076) 155,328

Also, the Group has offset other items for EUR 2,084 million (31
December 2013: EUR 2,267 million).

Most of the derivatives and repos not offset in the balance sheet
are subject to netting and collateral arrangements.

g) Impairment of financial assets

i. Definition

A financial asset is considered to be impaired -and therefore its
carrying amount is adjusted to reflect the effect of impairment-
when there is objective evidence that events have occurred which:

« In the case of debt instruments (loans and debt securities), give
rise to an adverse impact on the future cash flows that were
estimated at the transaction date.

- In the case of equity instruments, mean that their carrying
amount may not be fully recovered.

As a general rule, the carrying amount of impaired financial
instruments is adjusted with a charge to the consolidated income
statement for the period in which the impairment becomes evident,
and the reversal, if any, of previously recognised impairment losses
is recognised in the consolidated income statement for the period
in which the impairment is reversed or reduced.

Balances are deemed to be impaired, and the interest accrual

is suspended, when there are reasonable doubts as to their full
recovery and/or the collection of the related interest for the
amounts and on the dates initially agreed upon, after taking into
account the guarantees received by the consolidated entities

to secure (fully or partially) collection of the related balances.
Collections relating to impaired loans and advances are used to
recognise the accrued interest and the remainder, if any, to reduce
the principal amount outstanding.
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Transactions classified as doubtful due to arrears are reclassified as
standard if, as a result of the collection of a portion or the sum of
the unpaid instalments, the reasons for classifying such transactions
as doubtful cease to exist, i.e. they no longer have any amount more
than three months past due, unless other subjective reasons remain
for classifying them as doubtful. The refinancing of doubtful loans
does not result in their reclassification to standard unless: there is
certainty that the customer can make payment in accordance with
the new schedule; the customer provides effective guarantees or
collateral; the customer pays the current interest receivable; and the
customer complies with the established cure period (see Note 54).

The following constitute effective guarantees or collateral: collateral
in the form of cash deposits; quoted equity instruments and debt
securities issued by creditworthy issuers; mortgages on completed
housing, offices and multi-purpose premises and on rural property,
net of any prior charges; and personal guarantees (bank guarantees,
inclusion of new obligors, etc.) which entail the direct and joint
liability of the new guarantors to the customer, these being persons
or entities whose solvency is sufficiently demonstrated so as to
ensure the full repayment of the transaction on the agreed terms.

The balances relating to impaired transactions continue to be
recognised on the balance sheet, for their full amounts, until the
Group considers that the recovery of those amounts is remote.

The Group considers recovery to be remote when there has been

a substantial and irreversible deterioration of the borrower’s
solvency, when commencement of the liquidation phase of
insolvency proceedings has been ordered or when more than four
years have elapsed since the borrower’s transaction was classified
as doubtful due to arrears (the maximum period established by the
Bank of Spain).

When the recovery of a financial asset is considered remote, it is
written off, together with the related allowance, without prejudice
to any actions that the consolidated entities may initiate to seek
collection until their contractual rights are extinguished due to
expiry of the statute-of-limitations period, forgiveness or any other
cause.

ii. Debt instruments carried at amortised cost
For the purpose of determining impairment losses, the Group
monitors its debtors as described below:

« Individually for significant debt instruments and for instruments
which, although not material, are not susceptible to being
classified in a group of financial assets with similar credit
risk characteristics -customers classified by the Group as
“individualised”. This category includes wholesale banking
enterprises, financial institutions and certain retail banking
enterprises.

Collectively, in all other cases -customers classified by the Group
as “standardised”-, by grouping together instruments having
similar credit risk characteristics indicative of the debtors’ ability
to pay all principal and interest amounts in accordance with the
contractual terms. The credit risk characteristics considered for
the purpose of grouping the assets are, inter alia, instrument
type, debtor’s industry and geographical location, type of
guarantee or collateral, age of past-due amounts and any other
relevant factor for the estimation of future cash flows. This
category includes exposures to individuals, individual traders
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and retail banking enterprises not classified as individualised
customers.

As regards impairment losses resulting from materialisation of the
insolvency risk of the obligors (credit risk), a debt instrument is
impaired due to insolvency:

» When there is evidence of a deterioration of the obligor’s ability
to pay, either because it is in arrears or for other reasons, and/or

» When country risk materialises: country risk is considered to be
the risk associated with debtors resident in a given country due
to circumstances other than normal commercial risk.

The Group has certain policies, methods and procedures for
covering its credit risk arising both from insolvency allocable to
counterparties and from country risk. These policies, methods
and procedures are applied in the granting, examination and
documentation of debt instruments and contingent liabilities
and commitments, and in the identification of their impairment
and the calculation of the amounts required to cover the related
credit risk.

With respect to the coverage of loss arising from credit risk, the
Group must meet the Bank of Spain requirements, which establish
that, until the Spanish regulatory authority has verified and
approved the internal models for the calculation of the allowance
for losses arising from credit risk (to date it has only approved the
internal models to be used to calculate regulatory capital), entities
must calculate their credit risk coverage as set forth below:

a. Specific allowance (individuals):

The allowance for debt instruments not measured at fair value
through profit or loss that are classified as doubtful is generally
recognised in accordance with the criteria set forth below:

i. Assets classified as doubtful due to counterparty arrears:

Debt instruments, whoever the obligor and whatever the
guarantee or collateral, with amounts more than three months
past due are assessed individually, taking into account the

age of the past-due amounts, the guarantees or collateral
provided and the financial situation of the counterparty and
the guarantors.

ii. Assets classified as doubtful for reasons other than
counterparty arrears:

Debt instruments which are not classifiable as doubtful due
to arrears but for which there are reasonable doubts as to
their repayment under the contractual terms are assessed
individually, and their allowance is the difference between the
amount recognised in assets and the present value of the cash
flows expected to be received.

b. General allowance for inherent losses (collective):

Based on its experience and on the information available to it on
the Spanish banking industry, the Bank of Spain has established
various categories of debt instruments and contingent

liabilities, classified as standard risk, which are recognised at
Spanish entities or relate to transactions performed on behalf
of residents in Spain which are recognised in the accounting
records of foreign subsidiaries, and has applied a range of
required allowances to each category.
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c. Country risk allowance:

Country risk is considered to be the risk associated with
counterparties resident in a given country due to circumstances
other than normal commercial risk (sovereign risk, transfer risk
and risks arising from international financial activity). Based

on the countries’ economic performance, political situation,
regulatory and institutional framework, and payment capacity
and record, the Group classifies all the transactions performed
with third parties into six different groups, from group 1
(transactions with ultimate obligors resident in European
Union countries, Norway, Switzerland, Iceland, the United
States, Canada, Japan, Australia and New Zealand) to group 6
(transactions the recovery of which is considered remote due
to circumstances attributable to the country), assigning to each
group the credit loss allowance percentages resulting from

the aforementioned analyses. However, due to the size of the
Group and to the proactive management of its country risk
exposure, the allowances recognised in this connection are not
material with respect to the credit loss allowances recognised.

However, the coverage of the Group’s losses arising from

credit risk must also meet the regulatory requirements of IFRSs
and, therefore, the Group checks the allowances calculated as
described above with those obtained from internal models for
the calculation of the coverage of losses arising from credit risk in
order to confirm that there are no material differences.

The Group’s internal models determine the impairment losses

on debt instruments not measured at fair value through profit or
loss and on contingent liabilities taking into account the historical
experience of impairment and other circumstances known at the
time of assessment. For these purposes, impairment losses on
loans are losses incurred at the reporting date, calculated using
statistical methods.

The amount of an impairment loss incurred on these debt
instruments is equal to the difference between their carrying
amount and the present value of their estimated future cash
flows. In estimating the future cash flows of debt instruments the
following factors are taken into account:

« All the amounts that are expected to be obtained over the
remaining life of the instrument, including, where appropriate,
those which may result from the collateral provided for the
instrument (less the costs for obtaining and subsequently selling
the collateral). The impairment loss takes into account the
likelihood of collecting accrued past-due interest receivable;

= The various types of risk to which each instrument is subject;
and

« The circumstances in which collections will foreseeably be made.

These cash flows are subsequently discounted using the
instrument’s effective interest rate (if its contractual rate is
fixed) or the effective contractual rate at the discount date (if it is
variable).

The loss incurred is calculated by multiplying three factors:
exposure at default, probability of default and loss given default.
These parameters are also used to calculate economic capital and
to calculate BIS Il regulatory capital under internal models (see
Note 1.e).
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« Exposure at default (EAD) is the amount of risk exposure at the
date of default by the counterparty.

- Probability of default (PD) is the probability of the counterparty
failing to meet its principal and/or interest payment obligations.
The probability of default is associated with the rating/scoring of
each counterparty/transaction.

For the purpose of calculating the incurred loss, PD is measured
using a time horizon of one year; i.e. it quantifies the probability
of the counterparty defaulting in the coming year due to an
event that had already occurred at the assessment date. The
definition of default used includes amounts past due by 9o
days or more and cases in which there is no default but there
are doubts as to the solvency of the counterparty (subjective
doubtful assets).

« Loss given default (LGD) is the loss arising in the event of
default. It depends mainly on discounting of the guarantees
associated with the transaction and the future flows that are
expected to be recovered.

In addition to all of the above, the calculation of the incurred loss
takes into account the adjustment to the cycle of the aforementioned
factors (PD and LGD) and historical experience and other specific
information that reflects current conditions.

At 31 December 2014, the estimated losses arising from credit risk
calculated by the Group’s internal models did not differ materially
from the allowances calculated on the basis of the Bank of Spain’s
requirements.

iii. Debt or equity instruments classified as available for sale
The amount of the impairment losses on these instruments is
the positive difference between their acquisition cost (net of
any principal repayment or amortisation in the case of debt
instruments) and their fair value, less any impairment loss
previously recognised in the consolidated income statement.

When there is objective evidence at the date of measurement of
these instruments that the aforementioned differences are due to
permanent impairment, they are no longer recognised in equity
under Valuation adjustments - Available-for-sale financial assets
and are reclassified, for the cumulative amount at that date, to the
consolidated income statement.

If all or part of the impairment losses are subsequently
reversed, the reversed amount is recognised, in the case of
debt instruments, in the consolidated income statement for the
year in which the reversal occurs (or in equity under Valuation
adjustments - Available-for-sale financial assets in the case of
equity instruments).

iv. Equity instruments carried at cost

The amount of the impairment losses on equity instruments carried
at cost is the difference between the carrying amount and the
present value of the expected future cash flows discounted at the
market rate of return for similar securities.

Impairment losses are recognised in the consolidated income
statement for the period in which they arise as a direct reduction
of the cost of the instrument. These losses can only be reversed
subsequently if the related assets are sold.
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h) Repurchase agreements and reverse repurchase
agreements

Purchases (sales) of financial instruments under a non-optional
resale (repurchase) agreement at a fixed price (repos) are
recognised in the consolidated balance sheet as financing
granted (received), based on the nature of the debtor (creditor),
under Balances with central banks, Loans and advances to credit
institutions or Loans and advances to customers (Deposits from
central banks, Deposits from credit institutions or Customer
deposits).

Differences between the purchase and sale prices are recognised
as interest over the contract term.

i) Non-current assets held for sale and Liabilities associated
with non-current assets held for sale

Non-current assets held for sale includes the carrying amount

of individual items, disposal groups or items forming part of a
business unit earmarked for disposal (discontinued operations),
whose sale in their present condition is highly likely to be
completed within one year from the reporting date. Therefore, the
carrying amount of these items -which can be of a financial nature
or otherwise- will foreseeably be recovered through the proceeds
from their disposal.

Specifically, property or other non-current assets received by the
consolidated entities as total or partial settlement of their debtors’
payment obligations to them are deemed to be non-current assets
held for sale, unless the consolidated entities have decided to
make continuing use of these assets. In this connection, for the
purpose of its consideration in the initial recognition of these
assets, the Group obtains, at the foreclosure date, the fair value

of the related asset through a request for appraisal by external
appraisal agencies.

The Group has in place a corporate policy that ensures

the professional competence and the independence and
objectivity of the external appraisal agencies, in accordance

with the regulations, which require appraisal agencies to meet
independence, neutrality and credibility requirements, so that

the use of their estimates does not reduce the reliability of its
valuations. This policy establishes that all the appraisal companies
and agencies with which the Group works in Spain should be
registered in the Official Register of the Bank of Spain and that
the appraisals performed by them should follow the methodology
established in Ministry of Economy Order ECO/805/2003, of 27
March. The main appraisal companies and agencies with which the
Group worked in Spain in 2014 are as follows: Eurovaloraciones,
S.A., Ibertasa, S.A., Tinsa Tasaciones Inmobiliarias, S.A.U.,
Tasaciones Hipotecarias Renta, S.A., Krata, S.A. and Compafifa
Hispania de Tasaciones y Valoraciones, S.A. Also, this policy
establishes that the various subsidiaries abroad work with
appraisal companies that have recent experience in the area and
the type of asset under appraisal and meet the independence
requirements established in the corporate policy. They should
verify, inter alia, that the appraisal company is not a party related
to the Group and that its billings to the Group in the last twelve
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months do not exceed 15% of the appraisal company’s total
billings.

Liabilities associated with non-current assets held for sale includes
the balances payable arising from the assets held for sale or disposal
groups and from discontinued operations.

Non-current assets held for sale are generally measured at the lower
of fair value less costs to sell and their carrying amount at the date of
classification in this category. Non-current assets held for sale are not
depreciated as long as they remain in this category.

Subsequent to initial recognition, the Group measures its non-
current assets at the lower of their fair value less costs to sell and
their carrying amount. The Group measures foreclosed property
assets located in Spain by taking into consideration the appraisal
value on the date of foreclosure and the length of time each asset
has been recognised in the balance sheet. Property assets under
construction are measured taking into account the current situation
of the property, not the final value. In addition, in order to check at
the end of each reporting period that the measurement made using
the aforementioned criteria does not differ from fair value, the Group
requests an independent expert to perform an appraisal.

Impairment losses on an asset or disposal group arising from a
reduction in its carrying amount to its fair value (less costs to sell) are
recognised under Gains/(losses) on non-current assets held for sale
not classified as discontinued operations in the consolidated income
statement. The gains on a non-current asset held for sale resulting
from subsequent increases in fair value (less costs to sell) increase

its carrying amount and are recognised in the consolidated income
statement up to an amount equal to the impairment losses previously
recognised.

j) Reinsurance assets and Liabilities under insurance
contracts

Insurance contracts involve the transfer of a certain quantifiable
risk in exchange for a periodic or one-off premium. The effects on
the Group’s cash flows will arise from a deviation in the payments
forecast and/or an insufficiency in the premium set.

The Group controls its insurance risk as follows:

- By applying a strict methodology in the launch of products and
in the assignment of value thereto.

» By using deterministic and stochastic actuarial models for
measuring commitments.

» By using reinsurance as a risk mitigation technique as part of
the credit quality guidelines in line with the Group’s general risk

policy.
* By establishing an operating framework for credit risks.
- By actively managing asset and liability matching.
- By applying security measures in processes.

Reinsurance assets includes the amounts that the consolidated
entities are entitled to receive for reinsurance contracts with third
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parties and, specifically, the reinsurer’s share of the technical
provisions recorded by the consolidated insurance entities.

At least once a year these assets are reviewed to ascertain
whether they are impaired (i.e. there is objective evidence, as a
result of an event that occurred after initial recognition of the
reinsurance asset, that the Group may not receive all amounts due
to it under the terms of the contract and the amount that will not
be received can be reliably measured), and any impairment loss is
recognised in the consolidated income statement and the assets
are written down.

Liabilities under insurance contracts includes the technical
provisions recorded by the consolidated entities to cover claims
arising from insurance contracts in force at year-end.

Insurers’ results relating to their insurance business are
recognised, according to their nature, under the related
consolidated income statement items.

In accordance with standard accounting practice in the insurance
industry, the consolidated insurance entities credit to the income
statement the amounts of the premiums written and charge to
income the cost of the claims incurred on final settlement thereof.
Insurance entities are therefore required to accrue at period-end
the unearned revenues credited to their income statements and
the accrued costs not charged to income.

At least at each reporting date the Group assesses whether the
insurance contract liabilities recognised in the consolidated
balance sheet are adequate. For this purpose, it calculates the
difference between the following amounts:

« Current estimates of future cash flows under the insurance
contracts of the consolidated entities. These estimates include
all contractual cash flows and any related cash flows, such as
claims handling costs; and

« The carrying amount recognised in the consolidated balance
sheet of its insurance contract liabilities (see Note 15), less any
related deferred acquisition costs or related intangible assets,
such as the amount paid to acquire, in the event of purchase by
the entity, the economic rights held by a broker deriving from
policies in the entity’s portfolio.

If the calculation results in a positive amount, this deficiency is
charged to the consolidated income statement. When unrealised
gains or losses on assets of the Group’s insurance companies
affect the measurement of liabilities under insurance contracts
and/or the related deferred acquisition costs and/or the related
intangible assets, these gains or losses are recognised directly

in equity. The corresponding adjustment in the liabilities under
insurance contracts (or in the deferred acquisition costs or in
intangible assets) is also recognised in equity.

The most significant items forming part of the technical provisions
(see Note 15) are detailed below:



AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014

» Non-life insurance provisions:

i) Provision for unearned premiums: relates to the portion of the
premiums received at year-end that is allocable to the period
from the reporting date to the end of the policy cover period.

i) Provision for unexpired risks: this supplements the provision
for unearned premiums to the extent that the amount of
the latter is not sufficient to reflect all the assessed risks and
expenses to be covered by the insurance companies in the
policy period not elapsed at the reporting date.

- Life insurance provisions: represent the value of the net
obligations acquired vis-a-vis life insurance policyholders. These
provisions include:

i) Provisién Provision for unearned premiums and unexpired
risks: this relates to the portion of the premiums received at
year-end that is allocable to the period from the reporting date
to the end of the policy cover period.

i) Mathematical provisions: these relate to the value of the
insurance companies’ obligations, net of the policyholders’
obligations. These provisions are calculated on a policy-by-
policy basis using an individual capitalisation system, taking
as a basis for the calculation the premium accrued in the year,
and in accordance with the technical bases of each type of
insurance updated, where appropriate, by the local mortality
tables.

» Provision for claims outstanding: this reflects the total
obligations outstanding arising from claims incurred prior to
the reporting date. This provision is calculated as the difference
between the total estimated or certain cost of the claims not
yet reported, settled or paid and all the amounts already paid in
relation to such claims.

» Provision for bonuses and rebates: this provision includes the
amount of the bonuses accruing to policyholders, insureds
or beneficiaries and that of any premiums to be returned to
policyholders or insureds, to the extent that such amounts have
not been assigned at the reporting date. These amounts are
calculated on the basis of the conditions of the related individual
policies.

« Technical provisions for life insurance policies where the
investment risk is borne by the policyholders: these provisions
are calculated on the basis of the indices established as a
reference to determine the economic value of the policyholders’
rights.

k) Tangible assets

Tangible assets includes the amount of buildings, land, furniture,
vehicles, computer hardware and other fixtures owned by the
consolidated entities or acquired under finance leases. Tangible
assets are classified by use as follows:

i. Property, plant and equipment for own use

Property, plant and equipment for own use -including tangible
assets received by the consolidated entities in full or partial
satisfaction of financial assets representing receivables from
third parties which are intended to be held for continuing use and
tangible assets acquired under finance leases— are presented at
acquisition cost, less the related accumulated depreciation and
any estimated impairment losses (carrying amount higher than
recoverable amount).
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Depreciation is calculated, using the straight-line method, on the

basis of the acquisition cost of the assets less their residual value.
The land on which the buildings and other structures stand has an
indefinite life and, therefore, is not depreciated.

The period tangible asset depreciation charge is recognised in
the consolidated income statement and is calculated using the
following depreciation rates (based on the average years of
estimated useful life of the various assets):

Average annual rate

Buildings for own use 2.0%
Furniture 7.7%
Fixtures 7.0%
Office and IT equipment 25.0%
Leasehold improvements 7.0%

The consolidated entities assess at the reporting date whether
there is any indication that an asset may be impaired (i.e. its
carrying amount exceeds its recoverable amount). If this is

the case, the carrying amount of the asset is reduced to its
recoverable amount and future depreciation charges are adjusted
in proportion to the revised carrying amount and to the new
remaining useful life (if the useful life has to be re-estimated).

Similarly, if there is an indication of a recovery in the value of a
tangible asset, the consolidated entities recognise the reversal

of the impairment loss recognised in prior periods and adjust the
future depreciation charges accordingly. In no circumstances may
the reversal of an impairment loss on an asset raise its carrying
amount above that which it would have if no impairment losses
had been recognised in prior years.

The estimated useful lives of the items of property, plant and
equipment for own use are reviewed at least at the end of the
reporting period with a view to detecting significant changes
therein. If changes are detected, the useful lives of the assets are
adjusted by correcting the depreciation charge to be recognised in
the consolidated income statement in future years on the basis of
the new useful lives.

Upkeep and maintenance expenses relating to property, plant and
equipment for own use are recognised as an expense in the period
in which they are incurred, since they do not increase the useful
lives of the assets.

ii. Investment property

Investment property reflects the net values of the land, buildings
and other structures held either to earn rentals or for capital
appreciation.

The criteria used to recognise the acquisition cost of investment
property, to calculate its depreciation and its estimated useful life
and to recognise any impairment losses thereon are consistent
with those described in relation to property, plant and equipment
for own use.
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iii. Assets leased out under an operating lease

Property, plant and equipment - Leased out under an operating
lease reflects the amount of the tangible assets, other than land
and buildings, leased out by the Group under an operating lease.

The criteria used to recognise the acquisition cost of assets
leased out under operating leases, to calculate their depreciation
and their respective estimated useful lives and to recognise the
impairment losses thereon are consistent with those described in
relation to property, plant and equipment for own use.

1) Accounting for leases

i. Finance leases

Finance leases are leases that transfer substantially all the risks and
rewards incidental to ownership of the leased asset to the lessee.

When the consolidated entities act as the lessors of an asset, the sum
of the present value of the lease payments receivable from the lessee,
including the exercise price of the lessee’s purchase option at the

end of the lease term when such exercise price is sufficiently below
fair value at the option date such that it is reasonably certain that the
option will be exercised, is recognised as lending to third parties and
is therefore included under Loans and receivables in the consolidated
balance sheet.

When the consolidated entities act as the lessees, they present the
cost of the leased assets in the consolidated balance sheet, based

on the nature of the leased asset, and, simultaneously, recognise

a liability for the same amount (which is the lower of the fair value

of the leased asset and the sum of the present value of the lease
payments payable to the lessor plus, if appropriate, the exercise price
of the purchase option). The depreciation policy for these assets is
consistent with that for property, plant and equipment for own use.

In both cases, the finance income and finance charges arising under
finance lease agreements are credited and debited, respectively, to
Interest and similar income and Interest expense and similar charges
in the consolidated income statement so as to produce a constant
rate of return over the lease term.

ii. Operating leases

In operating leases, ownership of the leased asset and
substantially all the risks and rewards incidental thereto remain
with the lessor.

When the consolidated entities act as the lessors, they present
the acquisition cost of the leased assets under Tangible assets (see
Note 16). The depreciation policy for these assets is consistent
with that for similar items of property, plant and equipment

for own use, and income from operating leases is recognised

on a straight-line basis under Other operating income in the
consolidated income statement.

When the consolidated entities act as the lessees, the lease
expenses, including any incentives granted by the lessor, are
charged on a straight-line basis to Other general administrative
expenses in their consolidated income statements.

iii. Sale and leaseback transactions

In sale and leaseback transactions where the sale is at fair value
and the leaseback is an operating lease, any profit or loss is
recognised at the time of sale. In the case of finance leasebacks,
any profit or loss is amortised over the lease term.
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In accordance with 1AS 17, in determining whether a sale and
leaseback transaction results in an operating lease, the Group
should analyse, inter alia, whether at the inception of the lease
there are purchase options whose terms and conditions make
it reasonably certain that they will be exercised, and to whom
the gains or losses from the fluctuations in the fair value of the
residual value of the related asset will accrue.

m) Intangible assets

Intangible assets are identifiable non-monetary assets (separable
from other assets) without physical substance which arise as a
result of a legal transaction or which are developed internally

by the consolidated entities. Only assets whose cost can be
estimated reliably and from which the consolidated entities
consider it probable that future economic benefits will be
generated are recognised.

Intangible assets are recognised initially at acquisition or
production cost and are subsequently measured at cost less any
accumulated amortisation and any accumulated impairment
losses.

i. Goodwill

Any excess of the cost of the investments in the consolidated
entities and entities accounted for using the equity method over
the corresponding underlying carrying amounts acquired, adjusted
at the date of first-time consolidation, is allocated as follows:

- If it is attributable to specific assets and liabilities of the
companies acquired, by increasing the value of the assets (or
reducing the value of the liabilities) whose fair values were
higher (lower) than the carrying amounts at which they had been
recognised in the acquired entities’ balance sheets.

If it is attributable to specific intangible assets, by recognising it
explicitly in the consolidated balance sheet provided that the fair
value of these assets within twelve months following the date of
acquisition can be measured reliably.

The remaining amount is recognised as goodwill, which

is allocated to one or more cash-generating units (a cash-
generating unit is the smallest identifiable group of assets that,
as a result of continuing operation, generates cash inflows that
are largely independent of the cash inflows from other assets
or groups of assets). The cash-generating units represent the
Group’s geographical and/or business segments.

Goodwill is only recognised when it has been acquired for
consideration and represents, therefore, a payment made by the
acquirer in anticipation of future economic benefits from assets
of the acquired entity that are not capable of being individually
identified and separately recognised.

At the end of each reporting period or whenever there is any
indication of impairment goodwill is reviewed for impairment
(i.e. a reduction in its recoverable amount to below its carrying
amount) and, if there is any impairment, the goodwill is written
down with a charge to Impairment losses on other assets (net) -
Goodwill and other intangible assets in the consolidated income
statement.

An impairment loss recognised for goodwill is not reversed in a
subsequent period.
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ii. Other intangible assets

Other intangible assets includes the amount of identifiable
intangible assets (such as purchased customer lists and computer
software).

Other intangible assets can have an indefinite useful life -when,
based on an analysis of all the relevant factors, it is concluded that
there is no foreseeable limit to the period over which the asset

is expected to generate net cash inflows for the consolidated
entities- or a finite useful life, in all other cases.

Intangible assets with indefinite useful lives are not amortised, but
rather at the end of each reporting period or whenever there is
any indication of impairment the consolidated entities review the
remaining useful lives of the assets in order to determine whether
they continue to be indefinite and, if this is not the case, to take
the appropriate steps.

Intangible assets with finite useful lives are amortised over those
useful lives using methods similar to those used to depreciate
tangible assets.

The intangible asset amortisation charge is recognised under
Depreciation and amortisation charge in the consolidated income
statement.

In both cases the consolidated entities recognise any impairment
loss on the carrying amount of these assets with a charge to
Impairment losses on other assets (net) in the consolidated
income statement. The criteria used to recognise the impairment
losses on these assets and, where applicable, the reversal of
impairment losses recognised in prior years are similar to those
used for tangible assets (see Note 2.k).

Internally developed computer software

Internally developed computer software is recognised as an
intangible asset if, among other requisites (basically the Group’s
ability to use or sell it), it can be identified and its ability to
generate future economic benefits can be demonstrated.

Expenditure on research activities is recognised as an expense
in the year in which it is incurred and cannot be subsequently
capitalised.

n) Other assets
Other assets in the consolidated balance sheet includes the amount
of assets not recorded in other items, the breakdown being as follows:

« Inventories: this item includes the amount of assets, other than
financial instruments, that are held for sale in the ordinary
course of business, that are in the process of production,
construction or development for such purpose, or that are to
be consumed in the production process or in the provision of
services. Inventories includes land and other property held for
sale in the property development business.

Inventories are measured at the lower of cost and net realisable
value, which is the estimated selling price of the inventories

in the ordinary course of business, less the estimated costs of
completion and the estimated costs required to make the sale.
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Any write-downs of inventories -such as those due to damage,
obsolescence or reduction of selling price- to net realisable
value and other impairment losses are recognised as expenses
for the year in which the impairment or loss occurs. Subsequent
reversals are recognised in the consolidated income statement
for the year in which they occur.

The carrying amount of inventories is derecognised and
recognised as an expense in the period in which the revenue
from their sale is recognised.

Other: this item includes the balance of all prepayments

and accrued income (excluding accrued interest, fees and
commissions), the net amount of the difference between pension
plan obligations and the value of the plan assets with a balance
in the entity’s favour, when this net amount is to be reported

in the consolidated balance sheet, and the amount of any other
assets not included in other items.

i) Other liabilities

Otbher liabilities includes the balance of all accrued expenses and
deferred income, excluding accrued interest, and the amount of any
other liabilities not included in other categories.

o) Provisions and contingent assets and liabilities
When preparing the financial statements of the consolidated
entities, the Bank’s directors made a distinction between:

» Provisions: credit balances covering present obligations at the
reporting date arising from past events which could give rise to
a loss for the consolidated entities, which is considered to be
likely to occur and certain as to its nature but uncertain as to its
amount and/or timing.

- Contingent liabilities: possible obligations that arise from past
events and whose existence will be confirmed only by the
occurrence or non-occurrence of one or more future events
not wholly within the control of the consolidated entities. They
include the present obligations of the consolidated entities
when it is not probable that an outflow of resources embodying
economic benefits will be required to settle them.

Contingent assets: possible assets that arise from past events
and whose existence is conditional on, and will be confirmed
only by, the occurrence or non-occurrence of events beyond the
control of the Group. Contingent assets are not recognised in
the consolidated balance sheet or in the consolidated income
statement, but rather are disclosed in the notes, provided that
it is probable that these assets will give rise to an increase in
resources embodying economic benefits.

The Group’s consolidated financial statements include all the
material provisions with respect to which it is considered that it is
more likely than not that the obligation will have to be settled. In
accordance with accounting standards, contingent liabilities must
not be recognised in the consolidated financial statements, but
must rather be disclosed in the notes.
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Provisions, which are quantified on the basis of the best
information available on the consequences of the event giving rise
to them and are reviewed and adjusted at the end of each year,
are used to cater for the specific obligations for which they were
originally recognised. Provisions are fully or partially reversed
when such obligations cease to exist or are reduced.

Provisions are classified according to the obligations covered as
follows (see Note 25):

« Provision for pensions and similar obligations: includes the
amount of all the provisions made to cover post-employment
benefits, including obligations to pre-retirees and similar
obligations.

Provisions for contingent liabilities and commitments: includes
the amount of the provisions made to cover contingent liabilities
-defined as those transactions in which the Group guarantees
the obligations of a third party, arising as a result of financial
guarantees granted or contracts of another kind- and contingent
commitments -defined as irrevocable commitments that may
give rise to the recognition of financial assets.

Provisions for taxes and other legal contingencies and Other
provisions: include the amount of the provisions recognised to
cover tax and legal contingencies and litigation and the other
provisions recognised by the consolidated entities. Other
provisions includes, inter alia, any provisions for restructuring
costs and environmental measures.

p) Court proceedings and/or claims in process

In addition to the disclosures made in Note 1, at the end of 2014
certain court proceedings and claims were in process against the
consolidated entities arising from the ordinary course of their
operations (see Note 25).

q) Own equity instruments
Own equity instruments are those meeting both of the following
conditions:

* The instruments do not include any contractual obligation
for the issuer: (i) to deliver cash or another financial asset to
a third party; or (ii) to exchange financial assets or financial
liabilities with a third party under conditions that are potentially
unfavourable to the issuer.

* The instruments will or may be settled in the issuer’s own
equity instruments and are: (i) a non-derivative that includes no
contractual obligation for the issuer to deliver a variable number
of its own equity instruments; or (ii) a derivative that will be
settled by the issuer through the exchange of a fixed amount
of cash or another financial asset for a fixed number of its own
equity instruments.

Transactions involving own equity instruments, including their
issuance and cancellation, are deducted directly from equity.
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Changes in the value of instruments classified as own equity
instruments are not recognised in the consolidated financial
statements. Consideration received or paid in exchange for

such instruments, including the coupons on preference shares
contingently convertible into ordinary shares, is directly added to
or deducted from equity.

r) Equity-instrument-based employee remuneration

Own equity instruments delivered to employees in consideration
for their services, if the instruments are delivered once the
specific period of service has ended, are recognised as an expense
for services (with the corresponding increase in equity) as the
services are rendered by employees during the service period. At
the grant date the services received (and the related increase in
equity) are measured at the fair value of the equity instruments
granted. If the equity instruments granted are vested immediately,
the Group recognises in full, at the grant date, the expense for the
services received.

When the requirements stipulated in the remuneration agreement
include external market conditions (such as equity instruments
reaching a certain quoted price), the amount ultimately to be
recognised in equity will depend on the other conditions being
met by the employees (normally length of service requirements),
irrespective of whether the market conditions are satisfied. If

the conditions of the agreement are met but the external market
conditions are not satisfied, the amounts previously recognised

in equity are not reversed, even if the employees do not exercise
their right to receive the equity instruments.

s) Recognition of income and expenses
The most significant criteria used by the Group to recognise its
income and expenses are summarised as follows:

i. Interest income, interest expenses and similar items

Interest income, interest expenses and similar items are generally
recognised on an accrual basis using the effective interest method.
Dividends received from other companies are recognised as
income when the consolidated entities’ right to receive them
arises.

However, the recognition of accrued interest in the consolidated
income statement is suspended for debt instruments individually
classified as impaired and for the instruments for which
impairment losses have been assessed collectively because they
have payments more than three months past due. Any interest
that may have been recognised in the consolidated income
statement before the corresponding debt instruments were
classified as impaired, and that had not been collected at the
date of that classification, is considered when determining the
allowance for loan losses; accordingly, if subsequently collected,
this interest is recognised as a reversal of the related impairment
losses. Interest whose recognition in the consolidated income
statement has been suspended is accounted for as interest
income, when collected, on a cash basis.

ii. Commissions, fees and similar items

Fee and commission income and expenses are recognised in the
consolidated income statement using criteria that vary according
to their nature. The main criteria are as follows:

- Fee and commission income and expenses relating to financial
assets and financial liabilities measured at fair value through
profit or loss are recognised when paid.
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» Those arising from transactions or services that are performed
over a period of time are recognised over the life of these
transactions or services.

« Those relating to services provided in a single act are recognised
when the single act is carried out.

iii. Non-finance income and expenses
These are recognised for accounting purposes on an accrual basis.

iv. Deferred collections and payments
These are recognised for accounting purposes at the amount
resulting from discounting the expected cash flows at market rates.

v. Loan arrangement fees

Loan arrangement fees, mainly loan origination, application and
information fees, are accrued and recognised in income over
the term of the loan. In the case of loan origination fees, the
portion relating to the associated direct costs incurred in the
loan arrangement is recognised immediately in the consolidated
income statement.

t) Financial guarantees

Financial guarantees are defined as contracts whereby an entity
undertakes to make specific payments on behalf of a third party
if the latter fails to do so, irrespective of the various legal forms
they may have, such as guarantees, insurance policies or credit
derivatives.

The Group initially recognises the financial guarantees provided
on the liability side of the consolidated balance sheet at fair value,
which is generally the present value of the fees, commissions and
interest receivable from these contracts over the term thereof,
and simultaneously the Group recognises the amount of the fees,
commissions and similar interest received at the inception of the
transactions and a credit on the asset side of the consolidated
balance sheet for the present value of the fees, commissions and
interest outstanding.

Financial guarantees, regardless of the guarantor, instrumentation
or other circumstances, are reviewed periodically so as to
determine the credit risk to which they are exposed and, if
appropriate, to consider whether a provision is required. The
credit risk is determined by application of criteria similar to those
established for quantifying impairment losses on debt instruments
carried at amortised cost (described in Note 2.g above).

The provisions made for these transactions are recognised under
Provisions - Provisions for contingent liabilities and commitments
in the consolidated balance sheet (see Note 25). These provisions
are recognised and reversed with a charge or credit, respectively,
to Provisions (net) in the consolidated income statement.

If a specific provision is required for financial guarantees, the
related unearned commissions recognised under Financial
liabilities at amortised cost - Other financial liabilities in the
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consolidated balance sheet are reclassified to the appropriate
provision.

u) Assets under management and investment and pension
funds managed by the Group

Assets owned by third parties and managed by the consolidated
entities are not presented on the face of the consolidated balance
sheet. Management fees are included in Fee and commission
income in the consolidated income statement.

The investment funds and pension funds managed by the
consolidated entities are not presented on the face of the Group’s
consolidated balance sheet since the related assets are owned

by third parties. The fees and commissions earned in the year for
the services rendered by the Group entities to these funds (asset
management and custody services) are recognised under Fee and
commission income in the consolidated income statement.

Note 2.b.iv describes the internal criteria and procedures used
to determine whether control exists over the structured entities,
which include, inter alia, investment funds and pension funds.

v) Post-employment benefits

Under the collective agreements currently in force and other
arrangements, the Spanish banks included in the Group and
certain other Spanish and foreign consolidated entities have
undertaken to supplement the public social security system
benefits accruing to certain employees, and to their beneficiary
right holders, for retirement, permanent disability or death, and
the post-employment welfare benefits.

The Group’s post-employment obligations to its employees are
deemed to be defined contribution plans when the Group makes
pre-determined contributions (recognised under Staff costs in

the consolidated income statement) to a separate entity and will
have no legal or effective obligation to make further contributions
if the separate entity cannot pay the employee benefits relating
to the service rendered in the current and prior periods. Post-
employment obligations that do not meet the aforementioned
conditions are classified as defined benefit plans (see Note 25).

Defined contribution plans

The contributions made in this connection in each year are
recognised under Staff costs in the consolidated income
statement. The amounts not yet contributed at each year-end are
recognised, at their present value, under Provisions - Provision
for pensions and similar obligations on the liability side of the
consolidated balance sheet.

Defined benefit plans

The Group recognises under Provisions - Provision for pensions
and similar obligations on the liability side of the consolidated
balance sheet (or under Other assets on the asset side, as
appropriate) the present value of its defined benefit post-
employment obligations, net of the fair value of the plan assets.

Plan assets are defined as those that will be directly used to settle
obligations and that meet the following conditions:
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« They are not owned by the consolidated entities, but by a legally
separate third party that is not a party related to the Group.

« They are only available to pay or fund post-employment benefits
and they cannot be returned to the consolidated entities unless
the assets remaining in the plan are sufficient to meet all the
benefit obligations of the plan and of the entity to current and
former employees, or they are returned to reimburse employee
benefits already paid by the Group.

If the Group can look to an insurer to pay part or all of the
expenditure required to settle a defined benefit obligation, and

it is practically certain that said insurer will reimburse some

or all of the expenditure required to settle that obligation, but

the insurance policy does not qualify as a plan asset, the Group
recognises its right to reimbursement -which, in all other respects,
is treated as a plan asset- under Insurance contracts linked to
pensions on the asset side of the consolidated balance sheet.

Post-employment benefits are recognised as follows:

» Service cost is recognised in the consolidated income statement
and includes the following items:

- Current service cost, i.e. the increase in the present value of
the obligations resulting from employee service in the current
period, is recognised under Staff costs.

« The past service cost, which arises from changes to existing
post-employment benefits or from the introduction of new
benefits and includes the cost of reductions, is recognised
under Provisions (net).

« Any gain or loss arising from plan settlements is recognised
under Provisions (net).

Net interest on the net defined benefit liability (asset), i.e. the
change during the period in the net defined benefit liability
(asset) that arises from the passage of time, is recognised under
Interest expense and similar charges (Interest and similar income
if it constitutes income) in the consolidated income statement.

The remeasurement of the net defined benefit liability (asset) is
recognised in equity under Valuation adjustments and includes:

« Actuarial gains and losses generated in the year, arising from
the differences between the previous actuarial assumptions
and what has actually occurred and from the effects of changes
in actuarial assumptions.

= The return on plan assets, excluding amounts included in net
interest on the net defined benefit liability (asset).

= Any change in the effect of the asset ceiling, excluding

amounts included in net interest on the net defined benefit
liability (asset.
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w) Other long-term employee benefits

Other long-term employee benefits, defined as obligations to
pre-retirees -taken to be those who have ceased to render services
at the entity but who, without being legally retired, continue to
have economic rights vis-a-vis the entity until they acquire the
legal status of retiree-, long-service bonuses, obligations for
death of spouse or disability before retirement that depend on
the employee’s length of service at the entity and other similar
items, are treated for accounting purposes, where applicable, as
established above for defined benefit post-employment plans,
except that actuarial gains and losses are recognised under
Provisions (net) in the consolidated income statement (see Note
25).

x) Termination benefits

Termination benefits are recognised when there is a detailed
formal plan identifying the basic changes to be made, provided
that implementation of the plan has begun, its main features
have been publicly announced or objective facts concerning its
implementation have been disclosed.

y) Income tax

The expense for Spanish income tax and other similar taxes
applicable to the foreign consolidated entities is recognised in
the consolidated income statement, except when it results from
a transaction recognised directly in equity, in which case the tax
effect is also recognised in equity.

The current income tax expense is calculated as the sum of the
current tax resulting from application of the appropriate tax rate
to the taxable profit for the year (net of any deductions allowable
for tax purposes), and of the changes in deferred tax assets and
liabilities recognised in the consolidated income statement.

Deferred tax assets and liabilities include temporary differences,
which are identified as the amounts expected to be payable or
recoverable on differences between the carrying amounts of
assets and liabilities and their related tax bases, and tax loss and
tax credit carryforwards. These amounts are measured at the tax
rates that are expected to apply in the period when the asset is
realised or the liability is settled.

Tax assets includes the amount of all tax assets, which are broken
down into current -amounts of tax to be recovered within the next
twelve months- and deferred -amounts of tax to be recovered in
future years, including those arising from tax loss or tax credit
carryforwards.

Tax liabilities includes the amount of all tax liabilities (except
provisions for taxes), which are broken down into current -the
amount payable in respect of the income tax on the taxable
profit for the year and other taxes in the next twelve months- and
deferred -the amount of income tax payable in future years.

Deferred tax liabilities are recognised in respect of taxable
temporary differences associated with investments in subsidiaries,
associates or joint ventures, except when the Group is able to
control the timing of the reversal of the temporary difference and,
in addition, it is probable that the temporary difference will not
reverse in the foreseeable future.
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Deferred tax assets are only recognised for temporary differences
to the extent that it is considered probable that the consolidated
entities will have sufficient future taxable profits against which

the deferred tax assets can be utilised, and the deferred tax assets

do not arise from the initial recognition (except in a business
combination) of other assets and liabilities in a transaction

that affects neither taxable profit nor accounting profit. Other
deferred tax assets (tax loss and tax credit carryforwards) are
only recognised if it is considered probable that the consolidated
entities will have sufficient future taxable profits against which
they can be utilised.

Income and expenses recognised directly in equity are accounted
for as temporary differences.

The deferred tax assets and liabilities are reassessed at the
reporting date in order to ascertain whether any adjustments
need to be made on the basis of the findings of the analyses
performed.

z) Residual maturity periods and average interest rates
The analysis of the maturities of the balances of certain items in
the consolidated balance sheet and the average interest rates at
the end of the reporting periods is provided in Note 51.

aa) Consolidated statements of cash flows
The following terms are used in the consolidated statements of
cash flows with the meanings specified:

» Cash flows: inflows and outflows of cash and cash equivalents,
which are short-term, highly liquid investments that are subject
to an insignificant risk of changes in value, irrespective of the
portfolio in which they are classified.

The Group classifies as cash and cash equivalents the balances
recognised under Cash and balances with central banks in the

consolidated balance sheet.

» Operating activities: the principal revenue-producing activities

of credit institutions and other activities that are not investing or

financing activities.

= Investing activities: the acquisition and disposal of long-term
assets and other investments not included in cash and cash
equivalents.

- Financing activities: activities that result in changes in the
size and composition of the equity and liabilities that are not
operating activities.

ab) Consolidated statements of recognised income and
expense

This statement presents the income and expenses generated by
the Group as a result of its business activity in the year, and a
distinction is made between the income and expenses recognised
in the consolidated income statement for the year and the other
income and expenses recognised directly in consolidated equity.

Accordingly, this statement presents:

a. Consolidated profit for the year.

b. The net amount of the income and expenses recognised
temporarily in consolidated equity under Valuation
adjustments.

c. The net amount of the income and expenses recognised
definitively in consolidated equity.

d. The income tax incurred in respect of the items indicated in
b) and c) above, except for the valuation adjustments arising
from investments in associates or jointly controlled entities
accounted for using the equity method, which are presented
net.

e. Total consolidated recognised income and expense, calculated
as the sum of a) to d) above, presenting separately the amount
attributable to the Parent and the amount relating to non-
controlling interests.

The amount of the income and expenses relating to entities
accounted for using the equity method recognised directly in equity is
presented in this statement, irrespective of the nature of the related
items, under Entities accounted for using the equity method.

The statement presents the items separately by nature, grouping
together items that, in accordance with the applicable accounting
standards, will not be reclassified subsequently to profit and loss
since the requirements established by the corresponding accounting
standards are met.

ac) Statements of changes in total equity

This statement presents all the changes in equity, including
those arising from changes in accounting policies and from the
correction of errors. Accordingly, this statement presents a
reconciliation of the carrying amount at the beginning and end of
the year of all the consolidated equity items, and the changes are
grouped together on the basis of their nature into the following
items:

a. Adjustments due to changes in accounting policies and to
errors: include the changes in consolidated equity arising as a
result of the retrospective restatement of the balances in the
consolidated financial statements, distinguishing between those
resulting from changes in accounting policies and those relating
to the correction of errors.

b. Income and expense recognised in the year: includes, in
aggregate form, the total of the aforementioned items
recognised in the consolidated statement of recognised income
and expense.

c. Other changes in equity: includes the remaining items
recognised in equity, including, inter alia, increases and
decreases in capital, distribution of profit, transactions involving
own equity instruments, equity-instrument-based payments,
transfers between equity items and any other increases or
decreases in consolidated equity.
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3. Santander Group

a) Banco Santander, S.A. and international Group structure
The growth of the Group in the last decade has led the Bank to
also act, in practice, as a holding entity of the shares of the various
companies in its Group, and its results are becoming progressively
less representative of the performance and earnings of the

Group. Therefore, each year the Bank determines the amount of
the dividends to be distributed to its shareholders on the basis

of the consolidated net profit, while maintaining the Group’s
traditionally high level of capitalisation and taking into account
that the transactions of the Bank and of the rest of the Group are
managed on a consolidated basis (notwithstanding the allocation
to each company of the related net worth effect).

At international level, the various banks and other subsidiaries,
jointly controlled entities and associates of the Group are
integrated in a corporate structure comprising various holding
companies which are the ultimate shareholders of the banks and
subsidiaries abroad.

The purpose of this structure, all of which is controlled by the
Bank, is to optimise the international organisation from the
strategic, economic, financial and tax standpoints, since it makes it
possible to define the most appropriate units to be entrusted with
acquiring, selling or holding stakes in other international entities,
the most appropriate financing method for these transactions and
the most appropriate means of remitting the profits obtained by
the Group’s various operating units to Spain.

The Appendices provide relevant data on the consolidated Group
companies and on the companies accounted for using the equity
method.

b) Acquisitions and disposals

Following is a summary of the main acquisitions and disposals of
ownership interests in the share capital of other entities and other
significant corporate transactions performed by the Group in the
last three years:

i. Colombia

In December 2011 the Group entered into an agreement with

the Chilean group Corpbanca to sell its shareholding in Banco
Santander Colombia S.A. and its other business subsidiaries

in this country (Santander Investment Valores Colombia S.A.,
Comisionista de Bolsa Comercial; Santander Investment Colombia
S.A.; Santander Investment Trust Colombia S.A., Sociedad
Fiduciaria and Agencia de Seguros Santander, Ltda.).

Following the obtainment of the regulatory authorisations from
the competent authorities and the delisting of the shares of Banco
Santander Colombia S.A., in the second quarter of 2012 the Group
sold its shareholding in Banco Santander Colombia S.A. and its
other business subsidiaries in this country to the Corpbanca
Group for a total of USD 1,229 million (EUR 983 million), giving rise
to a gain of EUR 619 million which was recognised by the Group
under Gains/(losses) on disposal of assets not classified as non-
current assets held for sale in the consolidated income statement
for 2012 (see Note 49).

ii. Grupo Financiero Santander México, S.A.B. de C.V.

In August 2012 the Group announced its intention to file
prospectuses with the Mexican National Banking and Securities
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Commission (CNBV) and the US Securities and Exchange
Commission for the placement of shares of the subsidiary Grupo
Financiero Santander México, S.A.B. de C.V. in the secondary
market.

The public offering for 1,469,402,029 series B shares of Grupo
Financiero Santander México, S.A.B. de C.V. was completed on
26 September 2012. The transaction was made up of a Mexican
tranche, consisting of shares, and an international tranche,
including the United States, consisting of American Depositary
Shares (ADSs) representing five shares each.

The share placement was priced at MXN 31.25 (USD 2.437) per
share.

Also, the underwriters involved in the offering were granted an
option, exercisable before 25 October, to purchase an additional
220,410,304 shares.

Once the global offering had been completed and the
underwriters had exercised their options, the percentage sold
was 24.9%, which gave rise to increases of EUR 1,092 million in
Reserves, EUR 1,493 million in Non-controlling interests and EUR
263 million in Valuation adjustments - Exchange differences in
2012.

iii. Bank Zachodni WBK, S.A.

In August 2012 Bank Zachodni WBK S.A. performed a capital
increase amounting to PLN 332 million (EUR 81 million) which was
not subscribed by the Group, giving rise to reductions of EUR 12
million in Reserves and EUR 5 million in Valuation adjustments,
and to an increase of EUR 93 million in Non-controlling interests,
considering the Group’s effective ownership interest in the entity.
Following the aforementioned transaction, the Group held 94.23%
of the entity’s share capital.

iv. Merger of Bank Zachodni WBK S.A. and Kredyt Bank S.A.
On 28 February 2012, the Group announced that Banco Santander,
S.A. and KBC Bank NV (KBC) had entered into an investment
agreement to merge their two subsidiaries in Poland, Bank Zachodni
WBK S.A. and Kredyt Bank S.A., respectively, following which the
Group would control approximately 76.5% of the entity resulting
from the merger and KBC 16.4%, with the remaining 7.1% being
owned by non-controlling interests. Also, the Group undertook to
place a portion of its ownership interest among investors and to
acquire up to 5% of the entity resulting from the merger in order to
help KBC to reduce its holding in the merged entity to below 10%.
KBC'’s objective is to dispose of its entire investment in order to
maximise its value.

It was agreed to carry out the transaction through a capital increase
at Bank Zachodni WBK S.A., whose new shares would be offered to
KBC and the other shareholders of Kredyt Bank S.A. in exchange
for their shares in Kredyt Bank S.A. The related exchange ratio was
established at 6.96 shares of Bank Zachodni S.A. for every 100
shares of Kredyt Bank S.A.

In the first few days of 2013, following obtainment of the related
authorisation from the Polish financial regulator (KNF), the
aforementioned transaction was carried out. As a result, the Group
controlled approximately 75.2% of the post-merger entity and KBC
controlled approximately 16.2%, with the remaining 8.6% being
owned by non-controlling interests. This transaction gave rise to an
increase of EUR 1,037 million in Non-controlling interests - EUR 169
million as a result of the acquisition of control of Kredyt Bank S.A.
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and EUR 868 million as a result of the reduction in the percentage
of ownership of Bank Zachodni WBK S.A.

The detail of the fair values of the identifiable assets acquired and
liabilities assumed at the business combination date, the cost of the
investment and the goodwill is as follows:

Millions of euros

Cash and balances with central banks 351
Loans and receivables - Loans and

advances to customers” 6,767
Available-for-sale assets 2,547
Other assets™ 692
Total assets 10,357
Deposits from credit institutions 1,414
Customer deposits 7,620
Other liabilities 642
Total liabilities 9,676
Net asset value 681
Non-controlling interests (169)
Cost of investment 838
Goodwill at January 2013™" 326

*  EUR 122 million of additional impairment losses were considered in estimating
the fair value of the loans and receivables.

** The estimate identified intangible assets amounting to EUR 51 million.
*** Belongs to the Bank Zachodni WBK S.A. cash-generating unit (see Note 17).

On 22 March 2013, Banco Santander, S.A. and KBC completed

the placement of all the shares owned by KBC and 5.2% of the
share capital of Bank Zachodni WBK S.A. held by the Group in the
market for EUR 285 million, which gave rise to an increase of EUR
292 million in Non-controlling interests.

Following these transactions, the Group held 70% of the share
capital of Bank Zachodni WBK S.A. and the remaining 30% was
held by non-controlling interests.

v. Agreement to purchase Royal Bank of Scotland

branch offices

In August 2010 Santander UK plc announced that it had entered
into an agreement to acquire the portion of the banking business
carried on by Royal Bank of Scotland (RBS) through its branches in
England and Wales and the NatWest network in Scotland, as well as
certain SME and corporate banking centres.

On 12 October 2012, the Group announced that the agreement had
become null and void due to the foreseeable breach of the terms
and conditions thereof by the agreed deadline (February 2013.

vi. Merger by absorption of Banesto and Banco Banif

On 17 December 2012, Banco Santander, S.A. announced that it had
resolved to approve the plan for the merger by absorption of Banco
Espanol de Crédito, S.A. (Banesto) and Banco Banif, S.A. Unipersonal
as part of the restructuring of the Spanish financial sector.

AUDITORS’ REPORT

On g January 2013, the boards of directors of Banco Santander, S.A.
and Banesto approved the common draft terms of merger. Also, on
28 January 2013, the boards of directors of Banco Santander, S.A. and
Banco Banif, S.A. Unipersonal approved the related common draft
terms of merger. The draft terms of merger were approved by the
shareholders of Banco Santander, S.A. and Banesto at the annual
general meetings held on 22 and 21 March, respectively.

On 29 April 2013, pursuant to the common draft terms of merger and
the resolutions of the annual general meetings of the two companies,
Banco Santander, S.A. announced the regime and procedure for the
exchange of shares of Banesto for shares of Banco Santander, S.A.
Banco Santander, S.A. exchanged the Banesto shares for treasury
shares at a ratio of 0.633 shares of Banco Santander, S.A., of EUR 0.5
par value each, for each share of Banesto, of EUR 0.79 par value each,
without any additional cash payment. As a result of this exchange,
Non-controlling interests fell by EUR 455 million.

On 3 May 2013, the public deed of the merger by absorption of
Banesto, which was extinguished, was registered at the Cantabria
Mercantile Registry. Also, on 30 April the public deed of the merger
by absorption of Banco Banif, S.A. Unipersonal was executed, and
this entity was extinguished. The public deed was registered at the
Cantabria Mercantile Registry on 7 May 2013.

vii. Insurance business in Spain

On 20 December 2012, the Group announced that it had reached
an agreement with Aegon to strengthen the bancassurance
business in Spain. The agreement does not affect savings,

health and vehicle insurance, which continue to be managed by
Santander.

In June 2013, having obtained the relevant authorisations from
the Directorate-General of Insurance and Pension Funds and
from the European competition authorities, Aegon acquired a
51% ownership interest in the two insurance companies created
by the Group for these purposes, one for life insurance and the
other for general insurance (currently Aegon Santander Vida
Seguros y Reaseguros, S.A. and Aegon Santander Generales
Seguros y Reaseguros, S.A.), for which it paid EUR 220 million,
thereby gaining joint control together with the Group over

the aforementioned companies. The agreement also includes
payments to Aegon that are deferred over two years and amounts
receivable by the Group that are deferred over five years, based
on the business plan.

The aforementioned agreement included the execution of a 25-
year distribution agreement for the sale of insurance products
through the commercial networks in Spain, for which the Group
will receive commissions at market rates.

This transaction gave rise to the recognition of a gain of EUR 385
million under Gains/(losses) on disposal of assets not classified
as non-current assets held for sale in the consolidated income
statement for 2013 (EUR 270 million net of tax), of which EUR 186
million related to the fair value recognition of the 49% ownership
interest retained by the Group.

viii. Agreement with Elavon Financial Services Limited

On 19 October 2012, Banco Santander, S.A. announced that it had
entered into an agreement with Elavon Financial Services Limited
to jointly develop the payment services business in Spain through
point-of-sale credit and debit card terminals at merchants.
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This transaction involved the creation of a joint venture, 51%
owned by Elavon and 49% owned by Santander, to which
Santander Group transferred its aforementioned payment
services business in Spain (excluding the former Banesto).

The transaction was completed in the first half of 2013 and
generated a gain of EUR 122 million (EUR 85 million net of tax).

ix. Agreement with Warburg Pincus and General Atlantic

On 30 May 2013, the Group announced that it had entered into

an agreement with subsidiaries of Warburg Pincus and General
Atlantic to foster the global development of its asset management
unit, Santander Asset Management (SAM). According to the terms
and conditions of the agreement, Warburg Pincus and General
Atlantic would together own 50% of the holding company which
would comprise the Group’s eleven management companies,
mainly in Europe and Latin America, while the other 50% would be
held by the Group.

The purpose of the alliance was to enable SAM to improve its
ability to compete with the large independent international
management companies, and the businesses to be strengthened
included asset management in the global institutional market,
with the additional advantage of having knowledge and
experience in the markets in which the Group is present. The
agreement also envisaged the distribution of products managed
by SAM in the countries in which the Group has a commercial
network for a period of ten years, renewable for five additional
two-year periods, for which the Group would receive commissions
at market rates, thus benefiting from broadening the range of
products and services to offer its customers. SAM would also
distribute its products and services internationally, outside the
Group’s commercial network.

Since the aforementioned management companies belonged

to different Group companies, prior to the completion of the
transaction a corporate restructuring took place whereby each of
the management companies was sold by its shareholders, for its
fair value, to SAM Investment Holdings Limited (SAM), a holding
company created by the Group. The aggregate value of the
management companies was approximately EUR 1,700 million.

Subsequently, in December 2013, once the required authorisations
had been obtained from the various regulators, the agreement
was executed through the acquisition of a 50% ownership interest
in SAM’s share capital by Sherbrooke Acquisition Corp SPC

(an investee of Warburg Pincus and General Atlantic) for EUR

449 million. At that date, SAM had financing from third parties
amounting to EUR 845 million. The agreement included deferred
contingent amounts payable and receivable for the Group based
on the achievement of the business plan targets over the coming
five years.

Also, the Group entered into a shareholders agreement with the
aforementioned shareholders regulating, inter alia, the taking of
strategic, financial, operational and other significant decisions
regarding the ordinary management of SAM on a joint basis.
Certain restrictions on the transferability of the shares were also
agreed, and a commitment was made by the two parties to retain
the shares for at least 18 months. Lastly, Sherbrooke Acquisition
Corp SPC will be entitled to sell to the Group its ownership
interest in the share capital of SAM at market value on the fifth
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and seventh anniversaries of the transaction, unless a public
offering of SAM shares has taken place prior to those dates.

Following these transactions, at the end of 2013 and 2014 the Group
held a 50% ownership interest in SAM and controlled this company
jointly with the aforementioned shareholders (see Note 13).

As a result of the above-mentioned transaction, the Group
recognised a gain of EUR 1,372 million under Gains/(losses) on
disposal of assets not classified as non-current assets held for
sale in the consolidated income statement for 2013 (see Note
49), of which EUR 671 million related to the fair value of the 50%
ownership interest retained by the Group.

x. Sale of Altamira Asset Management

On 21 November 2013, the Group announced that it had reached a
preliminary agreement with Apollo European Principal Finance Fund
1, a fund managed by subsidiaries of Apollo Global Management,
LLC, for the sale of the platform for managing the loan recovery
activities of Banco Santander, S.A. in Spain and for managing and
marketing the properties relating to this activity (Altamira Asset
Management, S.L.).

On 3 January 2014, the Group announced that it had sold 85% of
the share capital of Altamira Asset Management, S.L. to Altamira
Asset Management Holdings, S.L., an investee of Apollo European
Principal Finance Fund Il, for EUR 664 million, giving rise to a net
gain of EUR 385 million, which was recognised at its gross amount
under Gains/(losses) on disposal of assets not classified as non-
current assets held for sale in the consolidated income statement
for 2014.

Following this transaction, the Group retained the aforementioned
property assets and loan portfolio on its balance sheet, while
management of these assets is carried out from the platform owned
by Apollo.

xi. Santander Consumer USA

In January 2014 the public offering of shares of Santander
Consumer USA Inc. (SCUSA) was completed and the company
was admitted to trading on the New York Stock Exchange. The
placement represented 21.6% of SCUSA’s share capital, of which
4.23% related to the holding sold by the Group. Following this
sale, the Group held 60.74% of the share capital of SCUSA (31
December 2014: 60.46%). Both Sponsor Auto Finance Holdings
Series LP (Sponsor Holdings) -an investee of funds controlled
by Warburg Pincus LLC, Kohlberg Kravis Roberts & Co. L.P. and
Centerbridge Partners L.P.- and DDFS LLC (DDFS) -a company
controlled by Thomas G. Dundon, the Chief Executive Officer of
SCUSA- also reduced their holdings.

Following the placement, since the ownership interests of the
aforementioned shareholders were reduced to below certain
percentages established in the shareholders agreement previously
entered into with the Group by the shareholders, the agreement
was terminated, pursuant to the terms and conditions established
therein. This entailed the termination of the agreements which,
inter alia, had granted Sponsor Holdings and DDFS representation
on the board of directors of SCUSA and had established a

voting system under which the strategic, financial and operating
decisions, and other significant decisions associated with the
ordinary management of SCUSA, were subject to joint approval
by the Group and the aforementioned shareholders. Therefore,
SCUSA ceased to be controlled jointly by all the above and is now
controlled by the Group on the basis of the percentage held in its
share capital (“change of control”).
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Prior to the aforementioned change of control, the Group
accounted for its ownership interest in SCUSA using the equity
method. Following the obtainment of control, the Group now
recognises its investment in SCUSA using the full consolidation
method and, at the date of obtainment of control, it included each
of SCUSA’s assets and liabilities in its consolidated balance sheet
at their fair value.

The Group did not make any disbursement in relation to this
change of control and, therefore, goodwill was determined by
reference to the fair value of SCUSA implicit in the public offering.
The detail of the fair values of the identifiable assets acquired and
liabilities assumed at the business combination date is as follows:

Millions of euros

Cash and balances with central banks 1,185

Financial assets held for trading 22

Loans and receivables - Loans and
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the recognition at fair value of the ownership interest held by the
Group.

Had the business combination taken place on 1 January 2014, the
results contributed to the Group by SCUSA would not have varied
significantly from those recognised in the consolidated income
statement for 2014.

xii. Agreement with El Corte Inglés

On 7 October 2013, the Group announced that it had entered into
a strategic agreement through its subsidiary Santander Consumer
Finance, S.A. with El Corte Inglés, S.A. in the area of consumer
finance, which included the acquisition of 51% of the share capital
of Financiera El Corte Inglés E.F.C., S.A., with El Corte Inglés, S.A.
retaining the remaining 49%. On 27 February 2014, following

the obtainment of the relevant regulatory and competition
authorisations, the acquisition was completed. Santander
Consumer Finance, S.A. paid EUR 140 million for 51% of the share
capital of Financiera El Corte Inglés E.F.C., S.A.

advances to customers * 16,113
Tangible assets 1,636 The detail of the provisional fair values of the identifiable assets
Intangible assets ** 503 acquired and liabilities assumed at the business combination date is
as follows:
Other assets 1,172
Total assets 20,631 Millions of euros
Deposits from credit institutions 6,191 Loans and advances to credit institutions 29
Marketable debt securities and Loans and receivables - Loans and advances to customers 1,291
other financial liabilities *** 1,256 ;
Intangible assets 2
Provisions n
Other assets 22
Other liabilities 935
Total assets 1,344
Total liabilities 18,393 . .
Deposits from credit institutions 173
Net asset value 2,238 -
Customer deposits 81
Non-controlling interests (879) .
Marketable debt securities 585
Fair value of employee share option plans (94) —
Provisions 3
Fair value of previously held investment 3,747 T
Other liabilities 290
Goodwill 2,482
Total liabilities 1,132
*  The estimate of fair value included gains of EUR 18 million. Net asset value 212
** The valuation work identified the following intangible assets additional to
those already existing: Non-controlling interests (104)
- Relationships vyith'dealer'networks ampunting to EUR 429 million with an Consideration paid 140
average amortisation period of approximately 17 years.
- Trademarks amounting to EUR 37 million. Goodwill 32

*** |n the estimate of fair value, the value of marketable debt securities increased
by EUR 117 million.

In order to determine the fair value of loans and receivables, the
loans and receivables were segregated into portfolios of loans
with similar features and for each portfolio the present value of
the cash flows expected to be received was calculated on the basis
of the estimated future losses and prepayment rates.

The goodwill is attributable to the capability and experience of
SCUSA’s employees and management team.

As a result of the aforementioned transaction, the Group
recognised a gain net of tax of EUR 730 million at its gross amount
under Gains/(losses) on disposal of assets not classified as non-
current assets held for sale in the consolidated income statement
for 2014 (see Notes 27 and 49), of which EUR 688 million relate to

The foregoing values are based on the information available at
that date and they may be adjusted in the next month, as provided
forin IFRS 3.

In 2014 Financiera El Corte Inglés E.F.C., S.A. contributed EUR 26
million to the Group’s profit. Had the business combination taken
place on 1]January 2014, the profit contributed would not have
varied significantly.

xiii. Getnet Tecnologia em Captura e Processamento de
Transag¢ées H.U.A.H., S.A.

On 7 April 2014, Banco Santander (Brasil) S.A. announced that
it had reached an agreement to purchase through an investee all
the shares of Getnet Tecnologia em Captura e Processamento
de Transacdes H.U.A.H. S.A. (“Getnet”). The transaction was
completed on 31 July 2014 and the price was set at BRL 1,156
million (approximately EUR 383 million), giving rise to goodwill
of EUR 229 million, which was included in the Banco Santander
(Brazil) cash-generating unit (see Note 17).
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Among the agreements reached, the Group has granted a put
option to the non-controlling shareholders of Santander Getnet
Servicos para Meios de Pagamento S.A. on all the shares held
by them (11.5% of the share capital of this company). The Group
recognised the corresponding liability amounting to EUR 308
million with a charge to equity.

In 2014 Getnet Tecnologia em Captura e Processamento de
Transagdes H.U.A.H. S.A. contributed EUR 11 million to the
Group’s profit. Had the business combination taken place on 1
January 2014, the profit contributed to the Group in 2014 would
have been approximately EUR 21 million.

xiv. Banco Santander (Brasil) S.A.

In January and March 2012 the Group transferred shares
representing 4.41% and 0.77% of Banco Santander (Brasil) S.A. to
two leading international financial institutions that undertook to
deliver these shares to the holders of the bonds convertible into
shares of Banco Santander (Brasil) S.A. issued by Banco Santander,
S.A.in October 2010 upon the maturity of the bonds. This
transaction did not give rise to any change in the Group’s equity.

The delivery of the aforementioned shares took place on 7
November 2013.

Acquisition of non-controlling interests in Banco Santander
(Brasil) S.A.

On 28 April 2014, the Bank’s board of directors approved a bid for
the acquisition of all the shares of Banco Santander (Brasil) S.A.

not then owned by the Group, which represented approximately
25% of the share capital of Banco Santander (Brasil) S.A., offering

in consideration Bank shares in the form of Brazilian Depositary
Receipts (BDRs) or American Depositary Receipts (ADRs). As part of
the bid, the Bank requested that its shares be listed on the Sao Paulo
Stock Exchange in the form of BDRs.

The offer was voluntary, in that the non-controlling shareholders

of Banco Santander (Brasil) S.A. were not obliged to participate,
and it was not conditional upon a minimum acceptance level. The
consideration offered, following the adjustment made as a result of
the application of the Santander Dividendo Eleccién scrip dividend
scheme in October 2014, consisted of 0.7152 new Banco Santander
shares for each unit or ADR of Banco Santander (Brasil) S.A. and
0.3576 new Banco Santander shares for each ordinary or preference
share of Banco Santander (Brasil) S.A.

The bid was accepted by holders of 13.65% of the share capital of
Banco Santander (Brasil) S.A. Accordingly, the Group’s ownership
interest in Banco Santander (Brasil) S.A. rose to 88.30% of its share
capital. To cater for the exchange, the Bank, executing the agreement
adopted by the extraordinary general meeting held on 15 September
2014, issued 370,937,066 shares, representing approximately 3.09%
of the Bank’s share capital at the issue date. The aforementioned
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transaction gave rise to an increase of EUR 185 million in Share capital,
EUR 2,372 million in Share premium and EUR 15 million in Reserves,
and a reduction of EUR 2,572 million in Non-controlling interests.

The shares of Banco Santander (Brasil) S.A. continue to be listed on
the Sao Paulo and New York stock exchanges.

xv. Agreement with CNP

On 10 July 2014, the Bank announced that it had reached an
agreement for the French insurance company CNP to acquire

a 51% stake in the three insurance companies based in Ireland
(Santander Insurance Life Limited, Santander Insurance Europe
Limited and Santander Insurance Services Ireland Limited) that
distribute life and non-life products through the Santander
Consumer Finance network.

In December 2014, after the regulatory authorisations had been
obtained, CNP paid EUR 297 million to acquire 51% of the share
capital of the three aforementioned insurance companies and,
therefore, control thereof. The agreement also includes deferred
payments to CNP in 2017 and 2020, and deferred amounts
receivable by the Group in 2017, 2020 and 2023, based on the
business plan.

The aforementioned agreement included the execution of a 20-
year retail agreement, renewable for five-year periods, for the
sale of life and non-life insurance products through the Santander
Consumer Finance network, for which the Group will receive
commissions at market rates.

This transaction gave rise to the recognition of a gain of EUR 413
million under Gains/(losses) on disposal of assets not classified as
non-current assets held for sale (see Note 49), of which EUR 207
million related to the fair value recognition of the 49% ownership
interest retained by the Group.

xvi. Metrovacesa, S.A.

On 19 December 2012, the creditor entities that had participated in a
debt restructuring agreement for the Sanahuja Group, under which
they received shares of Metrovacesa, S.A. as dation in payment for
that group’s debt, announced that they had reached an agreement
to promote the delisting of the shares of Metrovacesa, S.A. and they
voted in favour of this at the general meeting held for this purpose
on 29 January 2013. Following the approval of the delisting and the
public takeover offer at the Metrovacesa, S.A. general meeting, the
entities made a delisting public takeover offer of EUR 2.28 per share
to the Metrovacesa, S.A. shareholders that had not entered into the
agreement. The Group participated in the delisting public takeover
offer by acquiring an additional 1.953% of Metrovacesa, S.A. for EUR
44 million.

Following this transaction, at 31 December 2013, the Group held an
ownership interest of 36.82% in the share capital of Metrovacesa, S.A.

On 23 December 2014, the Group acquired 19.07% of Metrovacesa,
S.A. from Bankia, S.A. for EUR 98.9 million, as a result of which its
stake increased to 55.89%, thus obtaining control over this company.
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The detail of the provisional fair values of the identifiable assets
acquired and liabilities assumed at the business combination date is
as follows:

Millions of euros

Loans and receivables 256
Tangible assets * 3,522
Deferred tax assets 364
Other assets ** 1,181
Total assets 5,323
Deposits from credit institutions 3,359
Deferred tax liabilities 382
Other liabilities 226
Total liabilities 3,967
Net asset value 1,356
Non-controlling interests (598)
Consideration paid plus fair value of

the previously held investment 598
Gain on the acquisition 160
Effect of the fair value recognition of the

previously held investment on profit or loss (143)
Net effect recognised in profit or loss 17

* Relating mainly to leased assets recognised at fair value by the acquiree and
recognised under Tangible assets - Investment property.

** Including mainly Inventories. The estimate of fair value includes gains of EUR 268
million.

The foregoing values are based on the information available at
that date and they may be adjusted in the next eleven months, as
provided for in IFRS 3.

The fair value of the investment held was calculated using the fair
value of the net assets and liabilities at the acquisition-date fair
value.

The measurement at fair value of the investment held prior to
the acquisition of control had an adverse effect of EUR 143 million
on profit or loss. Consequently, the aforementioned transaction
gave rise to the recognition of a gain of EUR 17 million in the
consolidated income statement.

The results contributed by Metrovacesa, S.A. until 23 December
2014, the date of the business combination, are broken down in
Note 41.

xvii. Agreement with GE Capital

On 23 June 2014, the Group announced that Santander
Consumer Finance, S.A., the Group’s consumer finance unit,
had reached an agreement with GE Money Nordic Holding

AB to acquire GE Capital’s business in Sweden, Denmark and
Norway for approximately EUR 693 million (SEK 6,408 million).
On 6 November 2014, following the obtainment of the relevant
authorisations, the acquisition was completed.

The detail of the provisional fair values of the identifiable assets
acquired and liabilities assumed at the business combination date
is as follows:
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Millions of euros

Cash and balances with central banks 28
Loans and advances to credit institutions 179
Loans and receivables - Loans and advances to customers * 2,099
Other assets 62
Total assets 2,368
Deposits from credit institutions 1,159
Customer deposits 769
Subordinated liabilities 81
Otbher liabilities 74
Total liabilities 2,083
Net asset value 285
Consideration paid 693
Goodwill 408

* In estimating their fair value, the value of the loans was reduced by EUR 75 million.

The foregoing values are based on the information available at
that date and they may be adjusted in the next ten months, as
provided for in IFRS 3.

In 2014 this business contributed EUR 8 million to the Group’s
profit. Had the business combination taken place on 1January
2014, the profit contributed to the Group in 2014 would have been
approximately EUR 94 million.

xviii. Agreement with Banque PSA Finance

The Group, through its subsidiary Santander Consumer Finance,
S.A., and Banque PSA Finance, the vehicle financing unit of the
PSA Peugeot Citroén Group, entered into an agreement for the
operation of the vehicle financing business in twelve European
countries. Pursuant to the terms of the agreement, the Group will
finance this business, under certain circumstances and conditions,
from the date on which the transaction is completed, which is
expected to occur in 2015 or at the beginning of 2016. In addition,
in certain countries, the Group will purchase a portion of the
current lending portfolio of Banque PSA Finance. A cooperation
agreement for the insurance business in all these countries is also
included. The transaction is subject to approval by the relevant
regulatory and competition authorities.

In January 2015 the relevant regulatory authorisations were
obtained for the commencement of activities in France and the
United Kingdom.

xix. Custody business

On 19 June 2014, the Group announced that it had reached an
agreement with FINESP Holdings Il B.V., a subsidiary of Warburg
Pincus, to sell a 50% stake in Santander’s custody business in Spain,
Mexico and Brazil, with this business valued at EUR g75 million. The
remaining 50% will be retained by the Group. The sale is subject to
the obtainment of the relevant regulatory authorisations which, in
accordance with the agreement, should be obtained in the first half
of 2015.

xx. Carfinco Financial Group

On 16 September 2014, the Bank announced that it had reached
an agreement to purchase the listed Canadian company Carfinco
Financial Group Inc. (“Carfinco”), a company specialising in vehicle
financing, for CAD 298 million (@approximately EUR 210 million -at
the date of the announcement). Carfinco’s board of directors and
its shareholders have approved the transaction. The transaction,
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which is subject to regulatory authorisation, is expected to be
completed in 2015.

c) Off-shore entities

At the reporting date, under current Spanish legislation, the
Group had eleven subsidiaries resident in off-shore territories,
although these territories are not considered to be tax havens as
defined by the OECD. Two of these subsidiaries are currently in
liquidation and, over the next few years, five more subsidiaries
are expected to be liquidated (two issuers and three substantially
inactive or inactive companies).

Following these planned disposals, the Group would have a total
of four off-shore subsidiaries, with 126 employees, mainly in Jersey
and the Isle of Man:

- Abbey National International Limited in Jersey, which engages
mainly in remote banking for British customers, who are offered
traditional savings products.

» Serfin International Bank and Trust, Limited (Cayman Islands), an
inactive bank.

- Whitewick Limited (Jersey), an inactive company.

* ALIL Services Limited (Isle of Man), currently providing
substantially reduced services.

The individual results of the four subsidiaries listed above,
calculated in accordance with local accounting principles, are
shown in the Appendices to these notes to the consolidated
financial statements together with other data thereon.

It should be noted that the individual results include transactions
performed with other Group companies, such as dividend
collection, recognition and reversal of provisions and corporate
restructuring results which, in accordance with accounting
standards, are eliminated on consolidation in order to avoid the
duplication of profit or the recognition of intra-Group results.
Therefore, they are not representative of the Group’s operations
in these countries or of the results contributed to Santander
Group.

The four subsidiaries referred to above contributed a profit of
approximately EUR 14 million to the Group’s consolidated profit in
2014.

Also, the Group has five branches: three in the Cayman Islands,
one in the Isle of Man and one in Jersey. These branches report to,
and consolidate their balance sheets and income statements with,
their respective foreign parents.

Spain will foreseeably enter into information exchange
agreements with the Cayman Islands, the Isle of Man, Jersey and
Guernsey and, accordingly, these territories would cease to be tax
havens under Spanish law and, consequently, the Group would

no longer have any entities in off-shore territories. In addition,
these jurisdictions have successfully passed the evaluations
conducted by the Global Forum on Transparency and Exchange
of Information for Tax Purposes, and are not considered to be tax
havens by the OECD.

Also, from Brazil the Group controls a securitisation company
called Brazil Foreign Diversified Payment Rights Finance Company
(in liquidation) and it manages a segregated portfolio company
called Santander Brazil Global Investment Fund SPC in the
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Cayman Islands, and from the UK it manages a protected cell
company in Guernsey called Guaranteed Investment Product 1
PCC Ltd. Additionally, the Group has, directly or indirectly, various
financial investments located in tax havens including, inter alia,
Asia Bridge Fund | LLC in Mauritius, Olivant Limited in Guernsey
and JC Flowers in the Cayman Islands.

The Group also has five subsidiaries domiciled in off-shore
territories that are not considered to be off-shore entities since
they are resident for tax purposes in, and operate exclusively
from, the UK (one of these subsidiaries is expected to be
liquidated in 2015).

The Group has established appropriate procedures and controls
(risk management, supervision, verification and review plans and
periodic reports) to prevent reputational and legal risk arising

at these entities. Also, the Group has continued to implement

its policy to reduce the number of off-shore units. The financial
statements of the Group’s off-shore units are audited by member
firms of Deloitte.

4. Distribution of the Bank’s profit,
Shareholder remuneration scheme and
Earnings per share

a) Distribution of the Bank’s profit and Shareholder
remuneration scheme

The distribution of the Bank’s net profit for 2014 that the board
of directors will propose for approval by the shareholders at the
annual general meeting is as follows:

Millions of euros

Acquisition, with a waiver of exercise, of bonus share rights
from the shareholders which, under the Santander Dividendo
Eleccion scrip dividend scheme, opted to receive in cash
remuneration equivalent to the first, second and third
interim dividend -EUR 799 million- and from the shareholders
which are expected to opt to receive in cash remuneration

equivalent to the final dividend (EUR 337 million): 1136
Of which:

Distributed at 31 December 2014 * 471

Third interim dividend 328

Fourth interim dividend ** 337

A reservas voluntarias 299

Net profit for the year 1,435

*  Recognised under Shareholders’ equity - Dividends and remuneration.

**  Assuming a percentage of cash requests of 16%. If the amount used to
acquire rights from shareholders opting to receive in cash the remuneration
equivalent to the final dividend were less than the figure indicated, the
difference would be automatically allocated to increase voluntary reserves.
Otherwise, the difference would be deducted from the amount allocated to
increase voluntary reserves.

In addition to the EUR 1,136 million indicated above, EUR 4,817

million in shares were allocated to the remuneration of shareholders
under the shareholder remuneration scheme (Santander Dividendo
Eleccién) approved by the shareholders at the annual general meeting
held on 28 March 2014, whereby the Bank offered shareholders the
possibility to opt to receive an amount equivalent to the first, second
and third interim dividends out of 2014 profit in cash or new shares.

Similarly, within the framework of the shareholder remuneration
scheme (Santander Dividendo Eleccién) the implementation of
which will be submitted for approval by the annual general meeting,
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the Bank will offer shareholders the possibility of opting to receive
an amount equivalent to the final dividend for 2014 in cash or new
shares. The Bank’s directors consider that 84% of shareholders will
request remuneration in shares and, therefore, it is anticipated that
the shareholders will be paid approximately EUR 1,772 million in
shares.

The board of directors will propose to the shareholders at the annual
general meeting that remuneration of approximately EUR 0.60 per
share be paid for 2014.

b) Earnings per share from continuing and discontinued
operations

i. Basic earnings per share

Basic earnings per share are calculated by dividing the net profit
attributable to the Group adjusted by the after-tax amount of

the remuneration of contingently convertible preference shares
recognised in equity (see Note 23) by the weighted average number
of ordinary shares outstanding during the year, excluding the
average number of treasury shares held in the year.

Accordingly:
31-12-2014 31-12-2013 31-12-2012
Profit attributable to the Group (millions of euros) 5,816 4175 2,283
Remuneration of contingently convertible preference shares (millions of euros) (131) - -
5,685 475 2,283
Of which:

Profit (Loss) from discontinued operations (net of non-
controlling interests) (millions of euros) (26) (15) 70
Profit from continuing operations (net of non-controlling interests) (millions of euros) 571 4,190 2,213
Weighted average number of shares outstanding 11,858,689,721 10,836,110,583 9,451,734,994
Assumed conversion of convertible debt - - 314,953,901
Adjusted number of shares 11,858,689,721 10,836,110,583 9,766,688,895
Basic earnings per share (euros) 0.48 0.39 0.23
Basic earnings per share from discontinued operations (euros) (0.00) (0.00) 0.01
Basic earnings per share from continuing operations (euros) 0.48 0.39 0.22

ii. Diluted earnings per share

Diluted earnings per share are calculated by dividing the net profit
attributable to the Group adjusted by the after-tax amount of

the remuneration of contingently convertible preference shares
recognised in equity (see Note 23) by the weighted average
number of ordinary shares outstanding during the year, excluding
the average number of treasury shares and adjusted for all the
dilutive effects inherent to potential ordinary shares (share
options, and convertible debt instruments).
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follows:
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31-12-2014 31-12-2013 31-12-2012
Profit attributable to the Group (millions of euros) 5,816 4175 2,283
Remuneration of contingently convertible preference shares (millions of euros) (131) - -
Dilutive effect of changes in profit for the year arising
from potential conversion of ordinary shares - )
5,685 4,175 2,283
Of which:
Profit (Loss) from discontinued operations (net of non-
controlling interests) (millions of euros) (26) (15) 70
Profit from continuing operations (net of non-controlling interests) (millions of euros) 571 4,190 2,213
Weighted average number of shares outstanding 11,858,689,721 10,836,110,583 9,451,734,994
Assumed conversion of convertible debt - 314,953,901
Dilutive effect of options/rights on shares 29,829,103 51,722,251 66,057,677
Adjusted number of shares 11,888,518,824 10,887,832,834 9,832,746,572
Diluted earnings per share (euros) 0.48 0.38 0.23
Diluted earnings per share from discontinued operations (euros) (0.00) (0.00) 0.01
Diluted earnings per share from continuing operations (euros) 0.48 0.38 0.22
5. Remuneration and other benefits paid to the  Euros
Bank’s directors and senior managers 2014 2013
. . Members of the board of directors 84,954 84,954
a) Remuneration of directors
i. Bylaw-stipulated emoluments Members of the executive committee 170,383 170,383
The annual general meeting held on 22 March 2013 approved an Members of the audit committee 39,551 39,551
amendment to the Bylaws, whereby the remuneration of directors ; ;
. . . Members of the appointments committee’ 23,730 23,730
in their capacity as board members became an annual fixed
amount determined by the annual general meeting. This amount Members of the remuneration committee " 23,730 23,730
shall remain in effect unless the shareholders resolve to change Members of the risk, regulation and
it at a general meeting. However, the board of directors may compliance oversight committee * 20,697 -
elect to reduce the amount in any years in which it deems such Chairman of the risk, regulation and
action justified. The remuneration established for 2014 by the compliance oversight committee * 26,164 -
annual general meeting, as for 2013, was EUR 6 million, with two Non-executive deputy chairmen 3 28,477 28,477

components: (a) an annual emolument and (b) attendance fees.

The specific amount payable for the above-mentioned items to
each of the directors is determined by the board of directors. For
such purpose, it takes into consideration the positions held by
each director on the board, their attendance of board meetings,
their membership of the various committees, their attendance
of committee meetings and any other objective circumstances
considered by the board.

The total bylaw-stipulated emoluments earned by the directors in
2014 amounted to EUR 4.4 million (2013: EUR 4.3 million).

Annual emolument

The amounts received individually by the directors in 2014 and
2013 based on the positions held by them on the board and their
membership of the board committees were as follows:
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1.In 2014 the former appointments and remuneration committee was divided into
two, namely the appointments committee and the remuneration committee. The
amount indicated relates to the entire year, the corresponding proportional part
for each case having been paid.

2. Held its first meeting on 23 July 2014.

3.1n 2013 the total amount of EUR 28,477 was paid to Mr Guillermo de la Dehesa
and Mr Manuel Soto Serrano in proportion to the time during which each held
office in the year.

Attendance fees

The directors receive fees for attending board and committee
meetings, excluding executive committee meetings, since no
attendance fees are received for this committee.

By resolution of the board of directors, at the proposal of the
remuneration committee, the fees for attending board and
committee meetings -excluding executive committee meetings, for
which no attendance fees have been established- have remained
unchanged since 2008.
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Board meeting attendance fees

Euros
Board meeting attendance fees 2008-2014
Board of directors
Resident directors 2,540
Non-resident directors 2,057
Executive risk committee, audit committee and risk,
regulation and compliance oversight committee
Resident directors 1,650
Non-resident directors 1,335
Other committees (except the executive committee)
Resident directors 1,270
Non-resident directors 1,028

ii. Salaries

Fixed remuneration
The executive directors’ gross annual salary for 2014 and 2013 was
as follows:

Thousands of euros

2014 2013
Ms Ana Botin-Sanz de Sautuolay O’Shea’
Chief executive officer of Santander UK 1,392 2,005
Chair 833 -
Mr Matias Rodriguez Inciarte 1,710 1,710
Mr Juan Rodriguez Inciarte 1,200 987
Mr Emilio Botin-Sanz de Sautuola
y Garcia de los Rios 2 930 1,344

Mr Javier Marin Romano 3
Executive vice president - 267

Chief executive officer 2,000 1,333
Mr Alfredo Sdenz Abad 4 -
Total 8,065 7,646

. As indicated in the annual remuneration report for 2013, which was approved,
on a consultation basis, by the Bank’s annual general meeting on 28 March
2014, the gross annual salary that corresponded to her in 2014 for her duties as
chief executive officer of Santander UK amounted to GBP 1,702 thousand (EUR
2,005 thousand, considering the average exchange rate for 2013). Following her
designation as chair of Banco Santander on 10 September 2014, this amount was
revised to reflect her new responsibilities and was established at EUR 2.5 million.

The amounts in euros in the above table for 2014 include the portion relating to
her duties as chief executive officer of Santander UK and the portion relating to
her duties as chair of the Group.

2. Ceased to be a member of the board due to his death on 9 September 2014.

3. The amount actually received in 2013 was EUR 1,600 thousand, which is the sum
of his remuneration as executive vice president of the Bank for the first four
months of the year (EUR 267 thousand) and his remuneration as chief executive
officer for the remaining eight (EUR 1,333 thousand). Ceased to be a member of
the board on 12 January 2015.

4. Retired from the board on 29 April 2013. The gross salary received until that date
is shown, together with his other remuneration, in section iii) below.

Variable remuneration

In 2013 the variable remuneration was instrumented through

a deferred conditional variable remuneration plan (bonus)
payable partly in cash and partly in shares and deferred over

a three-year period. In 2014 the board, at the proposal of the
appointments and remuneration committee, included in this
variable remuneration a multiannual component consisting of
a new long-term incentive (performance share plan, “ILP” - see
Note 47 for terms and conditions) based on the performance of
certain variables of the Bank over the above period.
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Bonus

The maximum variable remuneration (bonus) of the executive
directors for 2014 and 2013 approved by the board at the proposal
of the appointments and remuneration committee (in 2014, the
remuneration committee) was as follows):

Thousands of euros

2014 2013

Ms Ana Botin-Sanz de Sautuolay O’Shea’

Chief executive officer of Santander UK 2,212 2,212

Chair 1,550 -
Mr Matias Rodriguez Inciarte 2,868 2,308
Mr Juan Rodriguez Inciarte 2,223 1,480
Mr Emilio Botin-Sanz de Sautuola
y Garcia de los Rios - 1,412
Mr Javier Marin Romano 2

Executive vice president - 500

Chief executive officer 3,966 2,000
Mr Alfredo Sdenz Abad - -
Total 12,819 9,912

1. The amounts in euros in the above table for 2014 include the portion relating to her
duties as chief executive officer of Santander UK and the portion relating to her duties
as chair of the Group.

2. The amounts in euros in the above table for 2013 include the portion relating to his
duties as executive vice president for the first four months of the year and the portion
relating to his duties as chief executive officer of the Bank for the remaining eight
months.

The third and fourth cycles of the deferred conditional variable
remuneration plan (bonus) were approved in 2013 and 2014 under
the same payment terms as the first cycle of the plan (see Note
5.e), whereby payment of a portion of the variable remuneration
for these years is deferred over three years for it to be paid, where
appropriate, in three equal portions, 50% in cash and 50% in
Santander shares, provided that the conditions for entitlement to
the remuneration are met. Similarly, the portion of the variable
remuneration that is not deferred (immediate payment) is paid 50%
in cash and 50% in shares.

The amounts shown in the foregoing table reflect the maximum
total variable remuneration allocated to the executive directors for
each year. These amounts include both the cash-based and share-
based variable remuneration (according to the plans agreed in each
year) and both the remuneration payable immediately and that
which, as the case may be, is payable following a deferral period.

The following table shows the form of payment of the
aforementioned variable remuneration for 2014 and 2013:
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2014 2013
Immediate  Immediate Deferred Deferred Immediate  Immediate Deferred Deferred
payment payment payment payment payment payment payment payment
in cash in shares in cash in shares in cash in shares in cash in shares
(20%) (20%) (30%)" (30%)"’ (20%) (30%) (30%)* (30%)>
Ms Ana Botin-Sanz de
Sautuolay O’Shea 3 752 752 1,129 1,129 442 442 664 664
Mr Matias Rodriguez
Inciarte 574 574 860 860 462 462 692 692
Mr Juan Rodriguez
Inciarte 445 445 667 667 296 296 444 444
Mr Emilio Botin-
Sanz de Sautuolay
Garcia de los Rios - - - - 282 282 424 424
Mr Javier Marin
Romano 793 793 1,190 1,190 500 500 750 750
Mr Alfredo Séenz Abad - - - - - - - -
Total 2,564 2,564 3,846 3,846 1,982 1,982 2,974 2,974
1.In 3 years: 2016, 2017 and 2018 subject to continued service, with the exceptions provided for, and the non-applicability of “malus” clauses.
2. In 3 years: 2015, 2016 and 2017 subject to continued service, with the exceptions provided for, and the non-applicability of “malus” clauses.
3. In 2013, euro equivalent value of the original amount in pounds sterling.
The amounts of immediate and deferred payments in shares shown
in the table above correspond to the following numbers of shares:
Number of shares
2014 2013
Immediate Deferred Immediate Deferred
payment payment’ Total payment payment? Total
Ms Ana Botin-Sanz de Sautuola y O’Shea 121,629 182,444 304,073 66,241 99,362 165,603
Mr Matias Rodriguez Inciarte 92,726 139,088 231,814 69,092 103,639 172,731
Mr Juan Rodriguez Inciarte 71,872 107,808 179,680 44,299 66,448 10,747
Mr Emilio Botin-Sanz de Sautuola y Garcia de los Rios - - - 42,287 63,431 105,718
Mr Javier Marin Romano 128,225 192,338 320,563 74,850 12,275 187,125
Mr Alfredo Sdenz Abad - - - - - -
Total 414,452 621,678 1,036,130 296,769 445,155 741,924

1. In 3 years: 2016, 2017 and 2018 subject to continued service, with the exceptions provided for, and the non-applicability of “malus” clauses.

2. In 3 years: 2015, 2016 and 2017 subject to continued service, with the exceptions provided for, and the non-applicability of “malus” clauses.
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ILP 2014

The ILP for the executive directors was set by the board, at the
proposal of the remuneration committee, at an amount equal to
15% of the bonus.

The ILP thus established for each beneficiary is called the “Agreed
ILP Amount”, and its accrual and its amount are linked to the
degree of achievement of the multiannual targets established in
the plan (see Note 47). The Agreed ILP Amount determines, for
each executive director, the maximum number of shares that the
director may, if appropriate, receive; this number was calculated
taking into account the market price of the Santander share in the
15 trading sessions prior to 16 January 2015, which was EUR 6.186
per share.

Following is a detail of the maximum number of shares
corresponding to each executive director and the estimated fair
value of this variable remuneration:

2014
Maximum
Fair value number
(thousands of shares
of euros) '
Ms Ana Botin-Sanz de
Sautuolay O’Shea 140 62,395
Mr Matias Rodriguez Inciarte 170 75,655
Mr Juan Rodriguez Inciarte 120 53,346
Mr Emilio Botin-Sanz de Sautuola
y Garcia de los Rios
Mr Javier Marin Romano 147 65,470
Total 577 256,866

1. Estimated fair value at the plan award date, taking into account various possible
scenarios regarding Banco Santander’s TSR performance in relation to that of the
benchmark group entities in the measurement periods.

The accrual of the ILP and its amount are conditional on the
performance of Banco Santander’s TSR in relation to that of the
entities in the benchmark group over a multiannual period. Thus,
in 2016, 2017 and 2018, the amount, if any, to be received by each
executive director under the ILP (the annual amount of the ILP)
will be determined by applying to one third of the agreed amount
of the ILP the percentage resulting from the performance of the
TSR according to the table approved in the plan (see Note 47).

iii. Detail by director

The detail, by Bank director, for 2014 and 2013 is provided

below. The salaries of the executive directors shown in the table
below correspond to the gross annual salary received and to the
maximum amount of the bonus approved by the board as period
remuneration, irrespective of the year of payment and of the
amount which may ultimately be paid to the directors under the
agreed deferred remuneration scheme. Also, the figures for 2014
include, for each director, the estimated fair value of the new long-
term incentive (ILP), irrespective of the year of payment and of the
amount which may ultimately be paid under the agreed deferred
remuneration scheme. Note 5.e) below includes disclosures on the
shares delivered by virtue of the deferred remuneration schemes
in place in previous years the conditions for delivery of which were
met in the corresponding years.
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2014 2013
Bylaw-stipulated emoluments
Atten-
dance
Annual emolument fees Salaries of executive directors
Variable - Variable -
immediate deferred
payment payment?
] M
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Ms Ana Botin-Sanz de
Sautuolay O’Shea
Chief executive of
Santander UK 85 170 - - - - - 29 2 1392 442 442 664 664 140 3,744 448 4,478 4,840
Chair - - - - - - - - - 833 310 310 465 465 - 2,383 - 2,383 -
Mr Matias Rodriguez
Inciarte 85 170 - - - - - 38 158 1,710 574 574 860 860 170 4,748 175 5375 4,729
Mr Guillermo de la
Dehesa Romero’ 13 170 40 19 4 4 - 38 48 - - - - - - - - 438 394
Mr Rodrigo Echenique
Gordillo? 85 170 12 19 4 4 21 36 152 - - - - - - - 23 527 493
Ms Sheila Bair3 79 - - - - - 21 23 7 - - - - - - - - 129 -
Mr Francisco Javier Botin-
Sanzde Sautuolay
O’Shea* 85 - - - - - - 25 - - - - - - - - - 110 13
Ms Esther Giménez-
Salinas i Colomer 85 - - - - - - 36 - - - - - - - - 121 14
Mr Angel Jado
Becerro de Bengoa 85 - - - - - 21 38 8 - - - - - - - - 152 15
Mr Juan Rodriguez
Inciarte 85 - - - - - - 38 87 1,200 445 445 667 667 120 3,543 184 3,937 2,830
Ms Isabel Tocino
Biscarolasaga® 85 170 - 19 - 4 - 36 17 - - - - - - - - 485 432
Mr Juan Miguel Villar Mir¢ 85 - - - - - - 20 - - - - - - - - - 105 71
Mr Emilio Botin-Sanz de
Sautuola y Garcia de
los Rios? 59 18 - - - - - 20 1 930 - - - - - 930 1T 1129 3,051
Mr Javier Marin
Romano®
Executive vice president - - - - - - - - - - - - - - - - - - 767
Chief executive officer 85 170 - - - - - 36 3 2,000 793 793 1190 1,190 147 6113 54 6,460 3,574
Mr Fernando de Asua
Alvarez? 13 170 40 19 4 4 47 36 21 - - - - - - - - 645 579
Mr Vittorio Corbo Lioi® 48 - - - - - - 8 - - - - - - - - - 56 106
Mr Abel Matutes Juan™ 85 - 40 - 4 - - 28 26 - - - - - - - 183 169
Lord Burns (Terence)™ - - - - - - - - - - - - - - - - - - 103
Mr Alfredo Sdenz Abad® - - - - - - - - - - - - - - - - - - 1,899
Mr Manuel Soto
Serrano® - - - - - - - - - - - - - - - - - - 137
Total 2014 1,347 1,310 131 77 18 18 109 484 873 8,065 2,564 2,564 3,846 3,846 577 21,461 884 26,713 - 8.9%
Total 2013 1,415 1,308 158 103 o o - 468 874 8,880 1,982 1,982 2974 2,974 - 18,792 1,398 - 24,517 5
1. Member of the audit committee and third deputy chairman since 29 April 2013.
2. Executive director since 16 January 2015.
3. Appointed director on 27 January 2014.
4. All the amounts received were repaid to the Fundacién Marcelino Botin.
5. Member of the executive committee since 29 April 2013.
6. Board member since 7 May 2013.
7. Ceased to be a member of the board due to his death on g September 2014.
8. Member of the board and the executive committee since 29 April 2013. Retired from the board on 12 January 2015.
9. Retired from the board on 12 February 2015.

10. Retired from the board on 24 July 2014.

1. Retired from the board on 18 February 2015.
12. Retired from the board on 31 December 2013.

13. Retired from the board on 29 April 2013.

a. Maximum deferred bonus for the period approved by the board of directors at the related meetings.
b. Fair value of the ILP granted in 2014.
c. Includes, inter alia, the life and medical insurance costs borne by the Group relating to Bank directors.
d. Includes the corresponding deferred variable remuneration.
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b) Remuneration of the board members as representatives
of the Bank

By resolution of the executive committee, all the remuneration
received by the Bank’s directors who represent the Bank on the
boards of directors of listed companies in which the Bank has

a stake, paid by those companies and relating to appointments
made after 18 March 2002, accrues to the Group. In 2014 and 2013
the Bank’s directors did not receive any remuneration in respect
of these representative duties.

Two directors of the Bank received a total of EUR 295 thousand in
2014 as members of the boards of directors of Group companies
(2013: EUR 1,184 thousand), the detail being as follows: Mr Matias
Rodriguez Inciarte received EUR 42 thousand as non-executive
director of U.C.1., S.A. and Mr Vittorio Corbo Lioi — who resigned
as a director of the Bank with effect from 24 July 2014 - received
EUR 253 thousand prior to his resignation, of which he received
EUR 89 thousand as chairman and non-executive director of
Banco Santander - Chile, EUR 156 thousand for advisory services
provided to that entity and EUR 8 thousand as non-executive
director of Grupo Financiero Santander México, S.A.B. de C.V.

c) Post-employment and other long-term benefits

In 2012, within the framework of the measures implemented by
the Group in order to mitigate the risks arising from the defined-
benefit pension obligations payable to certain employees, which
led to an agreement with the workers’ representatives to convert
the defined-benefit obligations existing under the collective
agreement into defined-contribution plans (see Note 25), the
contracts of the executive directors and the other members of
the Bank’s senior management -the senior executives- which
provided for defined-benefit pension obligations were amended
to convert these obligations into a defined-contribution employee
welfare system, which was externalised to Santander Seguros y
Reaseguros, Compafiia Aseguradora, S.A. The new system grants
the executive directors the right to receive a pension benefit
upon retirement, regardless of whether or not they are in the
Bank’s employ on that date, based on the contributions made

to the aforementioned system, and replaced the right to receive

a pension supplement which had previously been payable to
them upon retirement. The new system expressly excludes any
obligation of the Bank to the executive directors other than the
conversion of the previous system into the new employee welfare
system, which took place in 2012, and, as the case may be, the
annual contributions to be made as described below . In the event
of pre-retirement, the executive directors who have not exercised
the option to receive their pensions in the form of a lump sum

are entitled to receive an annual emolument until the date of
retirement.
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The initial balance for each executive director in the new defined-
contribution welfare system was that corresponding to the market
value of the assets in which the provisions for the respective accrued
obligations had been invested, at the date on which the former pension
obligations were converted into the new welfare system>.

Since 2013 the Bank makes annual contributions to the employee
welfare system for the benefit of the executive directors and
senior executives, in proportion to their respective pensionable
bases, until they leave the Group, or until their retirement from
the Group, death or disability (including, as the case may be,
during the pre-retirement period). No contributions are made

for the executive directors and senior executives who, prior to

the conversion of the defined-benefit pension obligations into

the current defined-contribution employee welfare system, had
exercised the option to receive their pension rights in a lump sum3.

The terms of the employee welfare system regulate the impact
of the deferral of the computable variable remuneration on the
benefit payments covered by the system upon retirement and, as
the case may be, the withholding tax on shares arising from such
remuneration.

In 2013, as a result of his appointment as chief executive officer,
changes were introduced to the contract of Mr Javier Marin
Romano with respect to the pension obligations stipulated

in his senior management contract. The annual contribution

to the employee welfare system was thereafter calculated

as 80% of the sum of: (i) fixed annual remuneration; and (ii)
30% of the arithmetic mean of the last three gross amounts of
variable remuneration. Also, the pensionable base in relation
to the death and permanent disability scheme provided for in
his senior management contract became 100% of fixed annual
remuneration. Under his senior management contract the
annual contribution was 55% of his fixed remuneration, and the
pensionable base in the event of death or disability was 8o% of
his fixed remuneration.

Following is a detail of the balances relating to each of the current
executive directors under the welfare system at 31 December
2014 and 2013.

1. As provided for in the contracts of the executive directors and members of senior management prior to their modification, Mr Emilio Botin-Sanz de Sautuola y Garcia de
los Rios and Mr Matias Rodriguez Inciarte had exercised the option to receive the accrued pensions -or amounts similar thereto- in the form of a lump sum (i.e. in a single
payment), which meant that no further pension benefit would accrue to them from that time, and the lump sum to be received, which would be updated at the agreed-

upon interest rate, was fixed.

2. In the case of Mr Emilio Botin-Sanz de Sautuola y Garcia de los Rios and Mr Matias Rodriguez Inciarte, the initial balance corresponded to the amounts that were set when,
as described above, they exercised the option to receive a lump sum, and includes the interest accrued on these amounts from that date.

3. Mr Rodrigo Echenique, appointed executive director on 16 January 2015, does not participate in the welfare system and is not entitled to have any contributions made in
his favour by the Bank in this connection, notwithstanding the pension rights to which he was entitled prior to his appointment as executive director.
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Thousands of euros

2014 2013
Ms Ana Botin-Sanz de Sautuola y O’Shea' 40,134 37,202
Mr Matias Rodriguez Inciarte 47,255 46,058
Mr Juan Rodriguez Inciarte 13,730 13,410
Mr Emilio Botin-Sanz de Sautuola
y Garcia de los Rios -2 25,864
Mr Javier Marin Romano? 4,523 4,346
Mr Alfredo Sdenz Abad+
105,642 126,880

1. Includes the amounts relating to the period of provision of services at Banesto,
externalised with another insurance company.

N

. Following his death on 9 September 2014, a death benefit of the amount of
the accumulated rights (EUR 26,498 thousand) is payable to the beneficiaries
designated in the policy instrumenting the welfare system.

3. Ceased to be a director on 12 January 2015 and took voluntary pre-retirement,
as provided for in his contract, opting to receive the annual pre-retirement
emoluments to which he is entitled (EUR 800 thousand gross) in a single
payment (EUR 10,861 thousand gross). As stipulated in his contract, the Bank
will make annual contributions to the welfare system, amounting to 55% of
this director’s annual emolument during the pre-retirement period, and Mr
Marin will be entitled to receive, at the time of his retirement, the retirement
benefit recognised in the welfare system, equal to the amount of the balance
accumulated in the system corresponding to him at that time. As regards the
deferred variable remuneration corresponding to Mr Marin in relation to years
prior to his pre-retirement, the scheme described in the relevant sections of this
report shall apply, and Mr Marin will receive this remuneration, if appropriate,
on the dates envisaged in the corresponding plans, subject to the stipulated
conditions for its accrual being met.

4. In April 2013, upon his retirement, Mr Alfredo Sdenz Abad requested payment of
the pensions to which he was entitled in a lump sum (EUR 88.5 million gross). For
such purpose, his pension rights were settled, in accordance with the applicable
contractual and legal terms, through: i) the payment in cash of EUR 38.2 million
relating to the net amount of the pension calculated taking into account the
fixed remuneration, and EUR 12.2 million relating to the net amount of the
pension calculated taking into account the accrued variable remuneration at the
retirement date, and ii) the investment by Mr Sdenz of those EUR 12.2 million
in Santander shares (2,216,082 shares), which were deposited at the Bank on a
restricted basis until 29 April 2018.

The Group also has pension obligations to other directors
amounting to EUR 18 million (31 December 2013: EUR 18 million).
The payments made in 2014 to the members of the board entitled
to post-employment benefits amounted to EUR 1.2 million (2013:
EUR 1.2 million), of which EUR 0.9 million relate to Mr Rodrigo
Echenique Gordillo (appointed executive director on 16 January
2015).

Lastly, the contracts of the executive directors who had not
exercised the option referred to above prior to the conversion
of the defined-benefit pension obligations into the current
welfare system include a supplementary welfare regime for the
contingency of death (surviving spouse and child benefits) and
permanent disability of serving directors.

The provisions recognised in 2014 and 2013 for retirement

pensions and supplementary benefits (surviving spouse and child
benefits, and permanent disability) were as follows:
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Thousands of euros

2014 2013
Ms Ana Botin-Sanz de Sautuola y O’Shea 2,140 1,443
Mr Matias Rodriguez Inciarte - -
Mr Juan Rodriguez Inciarte 718 609
Mr Emilio Botin-Sanz de Sautuola
y Garcia de los Rios - -
Mr Javier Marin Romano 2,126 2,006
Mr Alfredo Sdenz Abad - -
4,984 4,058

d) Insurance

The Group has taken out life insurance policies for the Bank’s
directors, who will be entitled to receive benefits if they are
declared disabled; in the event of death, the benefits will be payable
to their heirs. The premiums paid by the Group are included in

the Other remuneration column of the table shown in Note 5.a.iii
above. Also, the following table provides information on the sums
insured for the Bank’s executive directors:

Insured sum
Thousands of euros
2014 2013
Ms Ana Botin-Sanz de Sautuola y O’Shea 7,500 6,000
Mr Matias Rodriguez Inciarte 5,131 5,131
Mr Juan Rodriguez Inciarte 2,961 2,961
Mr Emilio Botin-Sanz de Sautuola
y Garcia de los Rios - -
Mr Javier Marin Romano 2,400 2,400
Mr Alfredo Sdenz Abad - -
17,992 16,492

Additionally, other directors have life insurance policies the cost of which
is borne by the Group, the related insured sum being EUR 1.4 million at 31
December 2014 (2013: EUR 1.4 million).

e) Deferred variable remuneration systems

Following is information on the maximum number of shares to
which the executive directors are entitled at the beginning and
end of 2013 and 2014 due to their participation in the deferred
variable remuneration systems, which instrumented a portion of
their variable remuneration relating to prior years, as well as on
the payments, in shares or in cash, made to them in 2013 and 2014
where the terms and conditions for the receipt thereof had been
met (see Note 47):

i) Obligatory investment share plan

Pursuant to the obligatory investment share plan (see Note

47), as deferred share-based variable remuneration in 2009,

the executive directors acquired, prior to 28 February 2010, the
number of Bank shares shown in the table below, corresponding
to the third cycle of this plan. Executive directors who retain

the shares acquired in the obligatory investment and remain in
the Group’s employ for three years from the date on which the
obligatory investment is made are entitled to receive the same
number of Bank shares as that composing their initial obligatory
investment and where none of the following circumstances exist
in the three-year period from the investment in the shares: (i) poor
financial performance of the Group; (ii) breach by the beneficiary
of the codes of conduct or other internal regulations, including,
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in particular, those relating to risks, where applicable to the
executive in question; or (iii) material restatement of the Group’s
financial statements, except when it is required pursuant to a
change in accounting standards, are entitled to receive the same
number of Bank shares as that composing their initial obligatory
investment.

The conditions having been met for their receipt, in February 2013,
as approved by the board, at the proposal of the appointments
and remuneration committee, the gross number of shares

detailed above relating to the third cycle accrued to the executive
directors, and this number is equal to the number of shares
initially acquired by them.

Maximum number of shares to be delivered?

3rdcycle

2010-2012

Ms Ana Botin-Sanz de Sautuola y O’Shea’ 18,446
Mr Matias Rodriguez Inciarte 25,849
Mr Juan Rodriguez Inciarte 15,142
Mr Emilio Botin-Sanz de Sautuola y Garcia de los Rios 20,515
Mr Javier Marin Romano 11,092
91,044

1. The maximum number of shares corresponding to Ms Ana Patricia Botin-Sanz
de Sautuola y O’Shea as beneficiary of this plan is in line with the resolution
adopted by the shareholders at the annual general meeting of Banesto held on 24
February 2010.

2. In addition, Mr Alfredo Séenz Abad received 49,000 shares as a result of his
participation in the third cycle of the aforementioned plan.

ii) Performance share plan (Plan I13)

The table below shows the maximum number of options

granted at 1 January 2013 to each executive director based on
their participation in the 113 incentive plan (Plan 113) which
instrumented a portion of the variable remuneration for 2010.
As established in the plan, the number of shares received was
determined by the degree of achievement of the targets to which
the plan was tied, and the necessary minimum not having been
reached, their options under the plan were cancelled.

Share
Optionsat1 Shares delivered Options cancelled Optionsat 31 Grant delivery
January 2013 in2013 (humber) in 2013 (humber) December 2013 date deadline
Plan I3
Ms Ana Botin-Sanz de
Sautuola y O’Shea’ 56,447 - (56,447) - 1-06-10 31-07-13
Mr Matias Rodriguez Inciarte 105,520 - (105,520) - 11-06-10 31-07-13
Mr Juan Rodriguez Inciarte 60,904 - (60,904) - 11-06-10 31-07-13
Mr Emilio Botin-Sanz de
Sautuola y Garcia de los Rios 82,941 - (82,941) - 11-06-10 31-07-13
Mr Alfredo Sdenz Abad? 228,445 - (228,445) - 11-06-10 31-07-13

534,257 - (534,257) -

1. Without prejudice to the Banesto shares corresponding to Ms Ana Botin-Sanz de Sautuola y O’Shea by virtue of the various Banesto share-based incentive plans approved
by the shareholders at the general meeting of Banesto (a maximum of 32,358 Banesto shares relating to her participation in the Banesto Share-Based Incentive Plan
expiring in 2013).

2. Following his resignation on 29 April 2013, Mr Alfredo Sdenz Abad lost his entitlement arising from his participation in these plans since he did not meet all the conditions
stipulated for the shares to be received.

iii) Deferred conditional delivery share plan

The 2010 variable remuneration of the executive directors and
Group executives or employees whose variable remuneration
or annual bonus for 2010 exceeded, in general, EUR 300,000
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(gross) was approved by the board of directors through the
instrumentation of the first cycle of the deferred conditional
delivery share plan, whereby a portion of the aforementioned
variable remuneration or bonus was deferred over a period of
three years for it to be paid, where appropriate, in Santander
shares. Application of this cycle, insofar as it entails the delivery
of shares to the plan beneficiaries, was authorised by the annual
general meeting held on 11 June 2010.

In addition to the requirement that the beneficiary remains in

the Group’s employ, with the exceptions included in the plan
regulations, the accrual of the share-based deferred remuneration
is conditional upon none of the following circumstances existing,
in the opinion of the board of directors, during the period prior to

AUDITORS’ REPORT

each of the deliveries: (i) poor financial performance of the Group;
(i) breach by the beneficiary of internal regulations, including, in
particular, those relating to risks; (iii) material restatement of the
Group’s financial statements, except when it is required pursuant
to a change in accounting standards; or (iv) significant changes in
economic capital and the qualitative assessment of risk.

The share-based bonus is being deferred over three years and will
be paid, where appropriate, in three instalments starting after the
first year.

The number of shares allocated to the executive directors for deferral
purposes in 2010 and the shares delivered in 2013 (second third) and in
February 2014 (third third), once the conditions for receiving them had
been met, are as follows (the plan having been settled):

Number of
shares deferred
on bonus for

Number of shares
delivered in 2014

Number of shares
delivered in 2013

2010 (2nd third)> (3rd third)>
Ms Ana Botin-Sanz de Sautuola y O’Shea' 91,187 30,395 19,240
Mr Matias Rodriguez Inciarte 135,188 45,063 45,063
Mr Juan Rodriguez Inciarte 61,386 20,462 20,462
Mr Emilio Botin-Sanz de Sautuola y Garcia de los Rios 94,345 31,448 31,448
Mr Javier Marin Romano 37,749 12,583 12,583

1. Shares of Banesto, as authorised by the shareholders of that entity at the annual general meeting of 23 February 2011. Following the merger of Banesto with the Bank,
19,240 shares of the Bank were delivered in 2014, equal to the 30,395 shares of Banesto authorised by the annual general meeting.

N

. On 23 January 2012, Mr Francisco Luzén Lopez took pre-retirement and resigned from his positions as director and head of the Americas division. In accordance with the

plan regulations, Mr Francisco Luzén Lépez retained the right to receive the shares corresponding to his participation in the plan, subject to compliance with the conditions
established for them to be received. In both 2013 and 2014 he received 51,660 shares relating to the number of shares to which he was entitled as a result of the vesting of

the second and third thirds of the deferred portion of his 2010 bonus.

Furthermore, Mr Alfredo Sdenz Abad ceased to discharge his duties as director on 29 April 2013. In accordance with the plan regulations, Mr Alfredo Sdenz Abad retained
the right to receive the shares corresponding to his participation in the plan, subject to compliance with the conditions established for them to be received. In both 2013
and 2014 he received 104,150 shares relating to the number of shares to which he was entitled as a result of the vesting of the second and third thirds of the deferred

portion of his 2010 bonus.

iv) Deferred conditional variable remuneration plan

Since 2011, the bonuses of executive directors and certain
executives (including senior management) and employees who
assume risk, who perform control functions or receive an overall
remuneration that puts them on the same remuneration level
as senior executives and employees who assume risk (all of
whom are referred to as identified staff) have been approved by
the board of directors and instrumented, respectively, through
various cycles of the deferred conditional variable remuneration
plan. Application of these cycles, insofar as they entail the
delivery of shares to the plan beneficiaries, was authorised by
the related annual general meetings.

The purpose of these plans is to defer a portion of the bonus of
the beneficiaries thereof (60% in the case of executive directors)
over a period of three years for it to be paid, where appropriate,
in cash and in Santander shares; the other portion of the

bonus is also to be paid in cash and Santander shares, upon
commencement of the cycles, in accordance with the rules set
forth below.

In addition to the requirement that the beneficiary remains

in Santander Group’s employ, the accrual of the deferred
remuneration is conditional upon none of the following
circumstances existing -in the opinion of the board of directors
following a proposal of the remuneration committee- in relation
to the corresponding year in the period prior to each of the
deliveries: (i) poor financial performance of the Groupy; (ii)
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breach by the beneficiary of internal regulations, including, in
particular, those relating to risks; (iii) material restatement of
the Group’s financial statements, except when it is required
pursuant to a change in accounting standards; or (iv) significant
changes in the Group’s economic capital or its risk profile. All
the foregoing shall in each case be governed by the rules of the
relevant plan cycle.

On each delivery, the beneficiaries will be paid an amount in
cash equal to the dividends paid for the amount deferred in
shares and the interest on the amount deferred in cash. If the
Santander Dividendo Eleccién scrip dividend scheme is applied,
they will be paid the price offered by the Bank for the bonus
share rights corresponding to those shares.

The maximum number of shares to be delivered is calculated taking
into account the volume-weighted average prices for the 15 trading
sessions prior to the date on which the board of directors approves
the bonus for the Bank’s executive directors for each year.

The table below shows the number of Santander shares assigned
to each executive director and not yet delivered at 1 January
2013, 31 December 2013 and 31 December 2014, and the gross
shares delivered to them in 2013 and 2014, by way of either
immediate payment or deferred payment, in the latter case once
the board had determined, at the proposal of the appointments
and remuneration committee, that the third relating to each plan
had accrued. The shares resulted from each of the plans which
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instrumented the variable remuneration of 2011, 2012, 2013 and
2014, as shown in the following table:

Share-based variable remuneration

Shares Shares Shares Shares Shares
delivered delivered 2013 Maximum delivered delivered delivered 2014
Maximum in2013 in2013 variablere- number of in2014 in2014 in2014 variablere-  Maximum
number of (immediate (deferred muneration sharestobe (immediate (deferred (deferred muneration number of
shares to be payment payment (maximum delivered payment payment payment (maximum sharestobe
delivered 2012varia- 2011varia- number of at31 2013varia- 2012varia- 2011varia- numberof deliveredat
at1)anuary  bleremu-  bleremu- sharestobe December bleremu- bleremu- bleremu- sharestobe 31Decem-
2013 neration neration) delivered) 2013 neration) neration) neration) delivered) ber 2014
2011 variable remuneration
Ms Ana Botin-S
Sautuolay O'Shes 141,002 - (47,001 - 94,001 - - (47,001 - 47000
Mr Matias Rodri
inciarte e 188,634 - (62,879) - 125756 . - (62,878) - 62878
M Rodri
Mr Juan Rodriguez 110,070 - (36,690) - 73380 - - (36,690) - 36,690
Mr Emilio Botin-
Sanz de Sautuol
Carcia de los Rics. 149,327 - (49,776) - 99,551 . - (49,776) - 49775
Mr Javier Marin Romano 77,882 - (25,961) - 51,921 - - (25,961) - 25,960
Mr Francisco Luzén Lépez’ 196,494 - (65,498) - 130,996 - - (65,498) - 65,498
Mr Alfredo Sdenz Abad? 371,049 - (123,683) - 247,366 - - (123,683) - 123,683
1,234,458 - (4m,487) = 822,971 o - (41m,487) o 411,484
2012 variable remuneration
Ms Ana Botin-S
Sautuclay O'Shea. 174790  (69,916) - - 104,874 - (34,958) - - 69916
Mr Matias Rodriguez
Inciarte 207,648 (83,059) - - 124,589 - (41,530) - - 83,059
Mr Juan Rodriguez
Inciarte 121165  (48,466) - - 72,699 - (24,233) - - 48,466
Mr Emilio Botin-
Sanz de Sautuolay
Garcia de los Rios 109,879 (43,952) - - 65,927 - (21,976) - - 43,951
Mr Javier Marin Romano 116,908 (58,454) - - 58,454 - (19,485) - - 38,969
Mr Alfredo Saenz Abad? 273,028 (109,211) - - 163,817 - (54,605) - - 109,212
1,003,418 (413,058) - - 590,360 - (196,787) - - 393,573
2013 variable remuneration
Ms Ana Botin-S
Sautuolay O'Shes - - - 165603 165603  (66,241) - - - 99362
Mr Matfas Rodriguez
Inciarte - - - 172,731 172,731 (69,092) - - - 103,639
Mr Juan Rodriguez
Inciarte - - - 10,747 10,747 (44,299) - - - 66,448
Mr Emilio Botin-
Sanz de Sautuol
o e os Rics - - - 105718 105718 (42,287) - - - 63,431
Mr Javier Marin Romano - - - 187,125 187,125 (74,850) - - - 12,275
C C C 741,924 741,924 (296,769) - - - 445,155
2014 variable remuneration
Ms Ana Botin-Sanz
Sautuolay O'Shea - - - - - - - - 304,073 304,073
Mr Matias Rodri;
Inciarte B : . : . - - - - 231814 231814
Mr Juan Rodriguez
Inciarte - - - - - - - - 179,680 179,680

Mr Emilio Botin-
Sanz de Sautuolay
Garcia de los Rios

Mr Javier Martin Romano - - - - - - - - 320,563 320,563
- - - o = o = - 1,036,130 1,036,130

1. On 23 January 2012, Mr Francisco Luzén Lépez took pre-retirement and resigned from his positions as director and head of the Americas division. In relation to his 201
variable remuneration to be received in cash and in Santander shares, the board resolved, at the committee’s proposal, to deliver him EUR 743 thousand and 130,996
shares as an immediate payment. The deferred amount in cash and in shares relating to the first, second and third thirds was paid in February 2013, 2014 and 2015, the
requirements of the plan for the receipt thereof having been met. Upon each delivery of shares, he was paid an amount in cash equal to the dividends paid on those shares
and, if the Santander Dividendo Eleccion scrip dividend scheme is applied, the price offered by the Bank for the bonus share rights relating to the aforementioned shares,
as well as the interest accrued on the amount deferred in cash.

N

. Mr Alfredo Sdenz Abad ceased to discharge his duties as director on 29 April 2013. The deferred amounts, in cash (two gross payments of EUR 702 thousand each, relating
to the deferred variable remuneration for 2011, and three of EUR 351 thousand each, relating to the deferred variable remuneration for 2012) and in shares (see table above),
relating to the deferred variable remuneration for 2011 and 2012, have or will be paid to him on the corresponding maturity dates, together with the remuneration relating
to the shares (dividends and amounts offered for the bonus share rights if the Santander Dividendo Eleccién scrip dividend scheme is applied) and the interest accrued on
the cash amounts, subject to compliance with the requirements set forth in the related resolutions of the general meetings and the plans’ regulations, as well as all other
terms set forth therein.
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Furthermore, the table below shows the cash delivered in 2013 and
2014, by way of either immediate payment or deferred payment,
in the latter case once the board had determined, at the proposal
of the appointments and remuneration committee that the third
relating to each plan had accrued:

Thousands of euros

AUDITORS’ REPORT

2014 2013
Cash paid Cash paid (third Cash paid
(immediate of deferred (immediate Cash paid (1st third

payment payment 2012 payment deferred payment

2013 variable and 2011 variable 2012 variable 2011 variable

remuneration) remuneration) remuneration) remuneration)

Ms Ana Botin-Sanz de Sautuola y O’Shea' 466 513 449 286
Mr Matias Rodriguez Inciarte 462 624 534 357
Mr Juan Rodriguez Inciarte 296 364 31 208
Mr Emilio Botin-Sanz de Sautuola y Garcia de los Rios 282 423 282 282
Mr Javier Marin Romano 500 272 376 147
Mr Francisco Luzén Lépez - -2 - 371
Mr Alfredo Séenz Abad - -3 702 702
2,005 2,197 2,654 2,353

1. Euro equivalent value of the original amount in pounds sterling.

2. In 2014 he received EUR 371 thousand relating to the second third of the conditional deferred variable remuneration plan of 201, the requirements for the accrual thereof having

been met.

3. In 2014 he received EUR 1,053 thousand relating to the second and first thirds of the conditional deferred variable remuneration plans of 2011 and 2012, the requirements for the

accrual thereof having been met.

v) Performance share plan (ILP)

The table below shows the maximum number of shares to which
the executive directors are entitled, as part of their variable
remuneration for 2014, as a result of their participation in the ILP
(see Note 47).

Maximum number

of shares
Ms Ana Botin-Sanz de Sautuola y O’Shea 62,395
Mr Matias Rodriguez Inciarte 75,655
Mr Juan Rodriguez Inciarte 53,346
Mr Emilio Botin-Sanz de Sautuola
y Garcia de los Rios
Mr Javier Marin Romano 65,470
TOTAL 256,866

The accrual and amount of the ILP are conditional upon the
performance of Santander’s TSR compared to that of the
companies in the benchmark group over a multiannual period.
Therefore, in 2016, 2017 and 2018 the amount to be received by
each executive director in relation to the ILP (the ILP Annual
Amount) will be determined by applying to the third of the ILP
Agreed Amount the percentage relating to the performance of the
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TSR in accordance with the table approved in the plan (see Note
47).

The shares to be delivered on each ILP payment date, based

on compliance with the related multiannual TSR target will be
conditional, in addition to the requirement that the beneficiary
remains in the Group’s employ, with the exceptions included in
the plan regulations, upon none of the following circumstances
existing -in the opinion of the board of directors following a
proposal of the remuneration committee-, during the period prior
to each of the deliveries as a result of actions performed in 2014:
(i) poor financial performance of the Group; (ii) breach by the
beneficiary of internal regulations, including, in particular, those
relating to risks; (iii) material restatement of the Group’s financial
statements, except when it is required pursuant to a change in
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accounting standards; or (iv) significant changes in the Group’s
economic capital or risk profile.

f) Loans

The Group’s direct risk exposure to the Bank’s directors and
the guarantees provided for them are detailed below. These
transactions were made on an arm’s-length basis or the related
compensation in kind was recognised:

Thousands of euros

2014 2013
Loans and Loans and
credits  Guarantees Total credits  Guarantees Total
Mr Matias Rodriguez Inciarte 8 - 8 17 - 17
Mr Juan Rodriguez Inciarte 4,182 - 4,182 4,734 - 4,734
Mr Rodrigo Echenique Gordillo 317 - 317 650 - 650
Mr Javier Botin-Sanz de Sautuolay O’Shea 18 - 18 22 - 22
Mr Angel Jado Becerro de Bengoa 1 - 1 7 - 7
Ms Isabel Tocino Biscarolasaga 7 - 7 20 - 20
Mr Vittorio Corbo Lioi - - - 4 - 4
Mr Javier Marin Romano 723 - 723 707 - 707
5,255 = 5,255 6,161 o 6,161
g) Senior managers
Following is a detail of the remuneration, in terms of gross
salary, maximum bonus amount and in 2014 fair value of the
remuneration for participation in the ILP plan, approved for the
Bank’s executive vice presidents* in 2014 and 2013:
Thousands of euros
Salaries
Variable - Immediate Variable - Deferred
payment payment?
Number of Other
Ejercicio persons’ Fixed In cash In shares In cash In shares ILP  Total remuneration3 Total
2014 27 26,211 9,990 9,990 12,422 12,422 2,264 73,299 7,4934 80,792
2013 28 26,040 9,521 9,521 9,588 9,588 - 64,257 8,416 72,673

*

Excluding executive directors’ remuneration, which is detailed above.

. Persons who at some point in the year occupied the position of executive vice president. The amounts reflect the remuneration for the full year regardless of the number
of months in which the position of executive vice president was occupied.

N

. The shareholders at the annual general meetings of 22 March 2013 and 28 March 2014 approved the third and fourth cycles of the deferred conditional variable
remuneration plan, whereby payment of a portion of the variable remuneration for 2013 and 2014 will be deferred over three years for it to be paid, where appropriate, in
three equal portions, 50% in cash and 50% in Santander shares, provided that the conditions for entitlement to the remuneration are met. The amount of the immediate
payment in shares for 2014 relates to 1,514,738 Santander shares and 148,631 Banco Santander (Brasil) S.A. shares (2013: 1,331,781 Santander shares and 165,100 Banco
Santander (Brasil) S.A. shares). The shares relating to the amount of the deferred payment in shares are shown in the table below.

. Includes other remuneration items such as life insurance premiums totalling EUR 1,290 thousand (2013: EUR 1,499 thousand).

w

.In addition, USD 6.9 million were paid in relation to the extraordinary taxation in the United States due to the transformation of the pension plans of Banco Santander, S.A.

N

The maximum amount of the ILP to which the executive vice
presidents are entitled was set by the board of directors at a total of
EUR 6,238 thousand (with a fair value of EUR 2,264 thousand). The
accrual and amount of the ILP are subject, inter alia, to achievement
of the multiannual TSR targets envisaged in the plan. Any ILP
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payments will be received in full in shares and deferred in thirds (to
be received in 2016, 2017 and 2018).

Following is a detail of the maximum number of Santander shares
that the Bank’s executive vice presidents (excluding executive
directors) were entitled to receive at 31 December 2014 and 2013
relating to the deferred portion under the various plans then in
force (see Note 47):

Maximum number of shares to be delivered

31/12/14 31/12/13
Deferred conditional
delivery plan (2010) - 482,495
Deferred conditional variable
remuneration plan (2011) 637,995 1,480,251
Deferred conditional variable
remuneration plan (2012) 1,014,196 1,660,832'
Deferred conditional variable
remuneration plan (2013) 1,412,164 1,341,718
Deferred conditional variable
remuneration plan (2014) 1,857,8412
ILP (2014) 1,008,398

1. For the executives who joined from Banesto, the Banesto shares were converted
into Santander shares at EUR 0.633 per share.

N

. In addition, at 31 December 2014 they were entitled to a maximum of 222,946
Banco Santander (Brasil) S.A. shares (the maximum number of shares
corresponding to the deferred portion of the 2014 bonus)

In addition, at 31 December 2013 they were entitled to a maximum of 167,943
Banco Santander (Brasil) S.A. shares and to a maximum of 843,718 options

on Banco Santander (Brasil) S.A. shares (343,718 under the share option

plan approved in 201, the exercise of which, subject to the plan’s terms and
conditions, commenced in July 2014, plus 500,000 under the share option

plan approved in 2013, the exercise of which, subject to the plan’s terms and
conditions, may commence in July 2016). In 2014, 51,558 share options under the
plan approved in 2011 were exercised and the remainder of these options were
cancelled. All other options remained in force at 31 December 2014, in accordance
with the terms and conditions of the corresponding plans.

In 2014 and 2013, since the conditions established in the
corresponding deferred share-based remuneration schemes

for prior years had been met, in addition to the payment of the
related cash amounts, the following number of Santander shares
was delivered to the executive vice presidents:

Number of shares delivered

2014 2013
Third cycle - obligatory investment plan - 275,325
Deferred conditional delivery plan (2010) 365,487 482,494
Deferred conditional variable
remuneration plan (2011) 637,996 708,375?
Deferred conditional variable
remuneration plan (2012) 507,098

1. In addition, 14,705 Banesto shares were delivered.

2. In addition, 50,159 Banesto shares were delivered.

As indicated in section c) of this Note, in 2012 the contracts of
the members of the Bank’s senior management which provided
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for defined-benefit pension obligations were amended to convert
these obligations into a defined-contribution employee welfare
system, which was externalised to Santander Seguros y Reaseguros,
Comparifa Aseguradora, S.A. The new system grants the senior
executives the right to receive a pension benefit upon retirement,
regardless of whether or not they are in the Bank’s employ on that
date, based on the contributions made to the aforementioned
system, and replaces the right to receive a pension supplement
which had previously been payable to them upon retirement. The
new system expressly excludes any obligation of the Bank to the
executives other than the conversion of the previous system into the
new employee welfare system, which took place in 2012, and, as the
case may be, the annual contributions to be made. In the event of pre-
retirement, the senior executives who have not exercised the option
described in Note 5.c are entitled to an annual emolument until the
date of retirement.

The senior executives’ beginning balance under the new employee
welfare system amounted to EUR 287 million. This balance reflects
the market value, at the date of conversion of the former pension
obligations into the new employee welfare system, of the assets in
which the provisions for the respective accrued obligations had been
invested. The balance at 31 December 2014 amounted to EUR 296
million (31 December 2013: EUR 312 million).

The contracts of the senior executives who had not exercised the
option referred to in Note 5.c) prior to the conversion of the defined-
benefit pension obligations into the current welfare system include
a supplementary welfare regime for the contingencies of death
(surviving spouse and child benefits) and permanent disability of
serving executives.

Additionally, the total sum insured under life and accident insurance
policies relating to this group of employees amounted to EUR 154
million at 31 December 2014 (31 December 2013: EUR 92 million).

Lastly, the net charge to the consolidated income statement
amounted to EUR 20 million in 2014 (2013: EUR 19.7 million).

h) Post-employment benefits to former directors and
former executive vice presidents

The post-employment benefits and settlements paid in 2014 to
former directors of the Bank, other than those detailed in Note 5.c
and below#, amounted to EUR 8.9 million (2013: EUR 7.2 million).
Also, the post-employment benefits and settlements paid in 2014
to former executive vice presidents amounted to EUR 37.2 million
(2013: EUR 21 million).

In 2014 a period provision of EUR 250 thousand was recognised
in the consolidated income statement in connection with the
Group’s pension and similar obligations to former directors of the
Bank (including the insurance premiums for the supplementary
surviving spouse/child and permanent disability benefits), and
provisions of EUR 3,272 thousand were released in relation to
former executive vice presidents (2013: period provisions of

4. In January 2013, upon his retirement, Mr Francisco Luzén Lépez requested payment of the pensions to which he was entitled in a lump sum (EUR 65.4 million gross). For such
purpose, his pension rights were settled, in accordance with the applicable contractual and legal terms, through: i) the payment in cash of EUR 21.1 million relating to the net
amount of the pension calculated taking into account the fixed remuneration and the bylaw-stipulated emoluments, and EUR 7.1 million relating to the net amount of the
pension calculated taking into account the accrued variable remuneration at the retirement date, ii) the investment by Mr Luzén of those EUR 7.1 million in Santander shares
(1,144,110 shares), which shall be deposited on a restricted basis until 23 January 2017 and iii) the investment by the Bank of the gross remaining amount of the pension (EUR
6.6 million), calculated taking into account the unaccrued variable remuneration, in Santander shares (1,061,602 shares) pending delivery to Mr Luzén (subject to the same
restriction period mentioned above and net of tax) subject to whether or not the variable remuneration giving rise to them finally accrued to him. Of these 1,061,602 shares,
in January 2014 and in January 2015, 800,296 and 261,306 shares, respectively, were delivered to Mr Luzdn, on the accrual of the variable remuneration giving rise to them, and

have been deposited on a restricted basis until 23 January 2017.
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EUR 1,153 thousand and EUR 707 thousand were recognised,
respectively).

Furthermore, Provisions - Provision for pensions and similar
obligations in the consolidated balance sheet at 31 December
2014 included EUR 91 million in respect of the post-employment
benefit obligations to former directors of the Bank (31 December
2013: EUR 93 million) and EUR 114 million corresponding to former
executive vice presidents (2013: EUR 121 million).

i) Pre-retirement and retirement

The following executive directors will be entitled to take pre-
retirement in the event of termination, if they have not yet
reached the age of retirement, on the terms indicated below:

» Ms Ana Botin-Sanz de Sautuola y O’Shea will be entitled to
take pre-retirement in the event of termination for reasons
other than breach or resignation before the age of 55. In any
event, she will be entitled to an annual emolument equivalent
to her fixed remuneration and 30% of the average of her latest
amounts of variable remuneration, up to a maximum of three.
This emolument would be reduced by up to 20% in the event of
voluntary retirement before the age of 60.

» Mr Juan Rodriguez Inciarte will be entitled to take pre-retirement
for reasons other than breach or resignation. In that case, he
will be entitled to an annual emolument equivalent to his fixed
remuneration.

If Ms Ana Botin-Sanz de Sautuola y O’Shea or Mr Juan Rodriguez
Inciarte take pre-retirement, they have the right to opt to receive
the annual emoluments in the form of an annuity or a lump sum
-i.e. in a single payment- in full but not in part.

For his part, Mr Matias Rodriguez Inciarte may take retirement

at any time and, therefore, claim from the insurer the benefits
corresponding to him under the externalised employee welfare
system described in Note 5.c, with no obligation whatsoever being
incumbent upon the Bank in such circumstances.

j) Contract termination

The executive directors and senior executives have indefinite-term
employment contracts. Executive directors or senior executives
whose contracts are terminated voluntarily or due to breach of
duties are not entitled to receive any economic compensation. If
the Bank terminates the contract for any other reason, they will

be entitled to the corresponding legally-stipulated termination
benefit.

However, should Mr Rodrigo Echenique Gordillo’s contract

be terminated prior to 1January 2018, unless it is terminated
voluntarily or due to his death, permanent disability, or serious
breach of his duties, he shall be entitled to receive compensation
of twice his fixed salary.
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If the Bank were to terminate her contract, Ms Ana Botin-Sanz de

Sautuola y O’Shea would have to remain at the Bank’s disposal for
a period of four months in order to ensure an adequate transition,
and would receive her fixed salary during that period.

Other non-director members of the Group’s senior management,
other than those whose contracts were amended in 2012 as
indicated above, have contracts which entitle them, in certain
circumstances, to an extraordinary contribution to their welfare
system in the event of termination for reasons other than
voluntary redundancy, retirement, disability or serious breach

of duties. These benefits are recognised as a provision for
pensions and similar obligations and as a staff cost only when the
employment relationship between the Bank and its executives is
terminated before the normal retirement date.

k) Information on investments held by the directors in
other companies and conflicts of interest

None of the members of the board of directors or persons related
to them perform, as independent professionals or as employees,
activities that involve effective competition, be it present or
potential, with the activities of Banco Santander, S.A., or that, in
any other way, place the directors in an ongoing conflict with the
interests of Banco Santander, S.A.

Without prejudice to the foregoing, following is a detail of the
declarations by the directors with respect to their investments
and the investments of persons related to them in the share
capital of companies whose object is banking, financing or lending;
and of the management or governing functions, if any, that the
directors discharge thereat.
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Director Corporate name Number of shares Functions
Ms Ana Botin-Sanz de Bankinter, S.A" 6,000,000 -
Sautuolay O’Shea Santander UK plc - Director
Mr Juan Rodriguez Inciarte Financiera El Corte Inglés E.F.C., S.A. - Director’
Goldman Sachs & Co. (The Goldman Sachs Group. Inc.) 19,546 -
Mr Guillermo de la Dehesa Romero  Banco Popular Espafiol, S.A. 2,789 -
Wells Fargo & Co. 4,500 -
Bank of America Corporation 12,000 -
Mitsubishi UF] Financial Group 17,500 -
Santander Investment, S.A. - Director’
Allfunds Bank, S.A. - Deputy chairman’
Mr Rodrigo Echenique Gordillo Banco Santander International - Director’
Mr Javier Botin-Sanz de
Sautuolay O’Shea Bankinter, S.A. 7,929,853
Ms Esther Giménez-
Salinas i Colomer Gawa Capital Partners, SL - Director’
Mr Angel Jado Becerro de Bengoa Bankinter, S.A? 1,774,000 -
Banco Bilbao Vizcaya Argentaria, S.A3 1,118 -
Wells Fargo & Co. 107 -
Santander UK plc - Director
Mr Juan Rodriguez Inciarte Santander Consumer Finance, S.A. - Director’
Ms Isabel Tocino Biscarolasaga Banco Bilbao Vizcaya Argentaria, S.A. 9,348 -
Mr Emilio Botin-Sanz de Bankinter, S.As 330,314 -
Sautuola y Garcia de los Rios* Bank of America Corporation 560 -
Allfunds Bank, S.A. - Director’
Santander Investment, S.A. - Deputy chairman’
Mr Javier Marin Romano® Santander Private Banking, s.p.a. - Chairman’
Banco Bilbao Vizcaya Argentaria, S.A. 716,136 -
Mr Abel Matutes Juan? Citibank 109,062 -
Banco Santander Chile - Director’
Banco Santander (México), S.A.,Institucién de Banca
Muiltiple, Grupo Financiero Santander México - Director’
Santander Consumo, S.A. de C.V., SOFOM,E.R. - Director’
Mr Vittorio Corbo Lioi® Santander Hipotecario, S.A. de C.V., SOFOM, E.R. - Director’

* Ownership interests held by related persons.
Non-executive.
. Of the shares indicated, 274,000 are held by related persons.
. Held jointly with a related person.
. Died 9 September 2014. Data at 2013 year-end.

. Ceased to be a director on 12 January 201s.
. Ceased to be a director on 18 February 2015.
. Ceased to be a director on 24 July 2014. Data at 2013 year-end.

With regard to situations of conflict of interest, as stipulated

in Article 30 of the Rules and Regulations of the Board, the
directors must notify the board of any direct or indirect conflict
with the interests of the Bank in which they may be involved. If
the conflict arises from a transaction, the director shall not be
allowed to conduct it unless the board, following a report from the
appointments committee, approves such transaction.

The director involved shall not participate in the deliberations and
decisions on the transaction to which the conflict refers, and the
body responsible for resolving conflicts of interest is the board of
directors itself.

In 2014, the board, without the involvement of the interested
party and following a favourable report by the remuneration
committee, authorised the sale by the Bank, on an arm’s-length
basis, of 2,403,923 shares of MED 2001 Inversiones, SICAV, S.A.
held by Mr Angel Jado Becerro de Bengoa and companies in his
family group.

In addition to the matter described above, in 2014 there were a
further 136 occasions on which other directors abstained from
participating in and voting on the deliberations of the meetings of
the board of directors and its committees.
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1.
2
3
4
5. In addition, he was the direct holder of the right of usufruct over 3,422,836 shares of Bankinter, S.A. at 2013 year-end.
6
7
8

The breakdown of the 136 cases is as follows: 52 occasions
related to proposals for the appointment, re-election or removal
of directors or the grant of powers of attorney to them; 43
occasions related to the approval of remuneration conditions;

on 27 occasions the subject of debate were proposals to provide
funding or other risk transactions to companies related to
various directors; 5 occasions referred to the procedure required
of the Bank, as a credit institution, to assess the suitability of
the members of the board of directors and the holders of key
functions, pursuant to Royal Decree 1245/1995, as worded in
Royal Decree 256/2013; on 4 occasions the abstention occurred
in connection with the annual verification of the directors’ status
which, pursuant to Article 6.3 of the Rules and Regulations of the
Board, was performed by the appointments and remuneration
committee; 3 occasions related to the assessment commended
to the appointments committee under Article 17.4 g) of the Rules
and Regulations of the Board, in order to ascertain whether the
professional obligations of directors might interfere with the
dedication required of them for the efficient discharge of their
duties; one occasion related to the approval of a transaction with
a related party; and one other occasion concerned the attendance
of a director as a guest at board committee meetings after the
director has ceased to be a member of the board.
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6. Loans and advances to credit institutions 7. Debt instruments
The detail, by classification, type and currency, of Loans and a) Detail
advances to credit institutions in the consolidated balance The detail, by classification, type and currency, of Debt
sheets is as follows: instruments in the consolidated balance sheets is as follows:
Millions of euros Millions of euros
2014 2013 2012 2014 2013 2012
Classification: Classification:
Financial assets held for trading 1,815 5,503 9,843 Financial assets held for trading 54,374 40,841 43,101
Other financial assets at fair Other financial assets at fair
value through profit or loss 28,592 13,444 10,272 value through profit or loss 4,231 3,875 3,460
Loans and receivables 51,306 56,017 53,785 Available-for-sale financial assets 110,249 79,844 87,724
81,713 74,964 73,900 Loans and receivables 7,510 7,886 7,059
Type: 176,364 132,446 141,344
Reciprocal accounts 1,571 1,858 1,863 Type:
Time deposits 8,177 16,284 15,669 Spanish government debt securities 39,182 32,880 37,141
Reverse repurchase agreements 39,807 29,702 25,486 Foreign government debt securities 93,037 59,660 67,222
Other accounts 32,58 27120 30,882 Issued by financial institutions 18,041 17,206 12,297
81,713 74,964 73,900 Other fixed-income securities 26,248 22,907 24,828
Currency: Impairment losses (144) (207) (144)
Euro 49,099 33,699 36,955 176,364 132,446 141,344
Pound sterling 4,348 4,964 3,787 Currency:
US dollar 15964 14915 13,567 Euro 74,833 63,263 63,169
Other currencies 12,381 21,423 19,621 Pound sterling 9,983 7,709 9,240
Impairment losses (Note 10) (79) (37) (30) US dollar 20,452 14,195 18,183
Of which: due to country risk (13) (1) - Other currencies 71,240 47,486 50,896
81,713 74,964 73,900 Impairment losses (144) (207) (144)

176,364 132,446 141,344

The loans and advances to credit institutions classified under
Financial assets held for trading consist mainly of securities of
foreign institutions acquired under reverse repurchase agreements,
whereas those classified under Other financial assets at fair value
through profit or loss consist of assets of Spanish and foreign
institutions acquired under reverse repurchase agreements.

The loans and advances to credit institutions classified under Loans
and receivables are mainly time deposits and guarantees given in

cash to credit institutions.

The impairment losses on financial assets recognised in Loans and
receivables are disclosed in Note 10.

Note 51 contains a detail of the residual maturity periods of Loans
and receivables and of the related average interest rates.
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b) Breakdown

The breakdown, by origin of the issuer, of Debt instruments at 31
December 2014, 2013 and 2012, net of impairment losses, is as

follows:

Millions of euros

AUDITORS’ REPORT

2014 2013 2012
Private Public Private Public Private Public
fixed- fixed- fixed- fixed- fixed- fixed-
income income Total % income income Total % income income Total %
Spain 8,542 39,182 47724 27.06% 1,752 32,880 44,632 33.70% 10,046 3741 47187  33.38%
United Kingdom 3,502 7577 1,079  628% 3,268 5112 8380  6.33% 3,865 7,528 1,393  8.06%
Portugal 3,543 8,698 12,241 6.94% 2,634 3,465 6,099  4.60% 2,843 2,217 5,060 3.58%
Poland 745 6,373 N8  4.04% 723 5184 5907  4.46% 462 2,61 3,073 217%
Italy 1,670 4,170 5,840 3.31% 733 2,857 3,590 2.71% 375 619 994  0.70%
Ireland 405 - 405 0.23% 848 - 848  0.64% 739 739 0.52%
Greece - - - - - - - - - - -
Other European
countries 7327 4,267 11,594 6.57% 5,357 3,607 8,964 6.77% 4,244 6,009 10,253 7.25%
United States 8,793 5847 14,640 8.30% 5,945 3,997 9,942 7.51% 5,994 6,965 12,959 917%
Brazil 5673 37792 43,465 24.65% 4,954 19852 24806 18.73% 4,810 27,359 32,069  22.76%
Mexico 847 9,071 9,918 5.62% 566 8,156 8,722 6.59% 501 8,817 9,318 6.59%
Chile 909 2,389 3,298 1.87% 1,467 1,272 2,739 2.07% 1,377 2,124 3,501 2.48%
Other American
countries 1,558 1,514 3,072 1.74% 1,384 995 2,379 1.80% 1,208 1,163 2,37 1.68%
Rest of the world 631 5,339 5,970 3.38% 275 5,163 5438 411% 517 1,810 2,327 1.65%
44145 132,219 176,364 100% 39,906 92,540 132,446 100% 36,981 104,363 141,344 100%
The detail, by issuer rating, of Debt instruments at 31 December
2014, 2013 and 2012 is as follows:
Millions of euros
2014 2013 2012
Private Public Private Public Private Public
fixed- fixed- fixed- fixed- fixed- fixed-
income income Total % income income Total % income income Total %
AAA 17,737 10,647 28,384 16.09% 10,357 7,847 18,204  13.74% 15,754 n,7mn 27465  1943%
AA 2,763 14,770 17,533 9.94% 2,884 11,304 14188  10.71% 74 12,724 13,438 9.51%
A 571 6,373 12,084 6.85% 5,036 5184 10,220 772% 5,524 2,61 8,135 5.76%
BBB 5,215 90,505 95,720 54.27% 758 64,341 71,499  53.98% 3,460 74,435 77,895 5511%
Below BBB 3,092 8698 1,790  6.69% 6,386 3,864 10,250 7.74% 4,052 2,882 6934  490%
Unrated 9,627 1,226 10,853 6.15% 8,085 - 8,085 6.10% 7477 17477 5.29%
4445 132,219 176,364 100% 39,906 92,540 132,446 100% 36,981 104,363 141,344 100%

The distribution of exposure by rating shown in the foregoing
table has been affected by the various reviews of sovereign issuer
ratings conducted in recent years, the main review in 2014 having
been that of Argentina (from Below BBB in 2013 to Unrated

in 2014). Also, at 31 December 2014 the exposures with BBB
ratings included mainly the Spanish sovereign exposures and the
sovereign exposures in Mexico and Brazil, while those with ratings
Below BBB included the Portuguese sovereign exposures (BB).
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The detail, by type of financial instrument, of Private fixed-income
securities at 31 December 2014, 2013 and 2012, net of impairment

losses, is as follows:

Millions of euros

There are no particular conditions relating to the pledge of these
assets that need to be disclosed.

Note 29 contains a detail of the valuation adjustments recognised
in equity on available-for-sale financial assets.

2014 2013 2012
Securitised mortgage bonds 3.388 2,936 6,835 Notfe 51 contains a detall' of the residual maturity per|od§ of
Available-for-sale financial assets and of Loans and receivables and
Other asset-backed bonds 2,315 2,781 1,497 of the related average interest rates.
Floating rate debt 13,172 10,857 15,883
Fixed rate debt 25,270 23,332 12,766 . .
8. Equity instruments
Total 44,145 39,906 36,981
a) Breakdown
The detail, by classification and type, of Equity instruments in the
c) Impairment losses consolidated balance sheets is as follows:
The changes in the impairment losses on Available-for-sale .
financial assets - Debt instruments are summarised below: Millions of euros
2014 2013 2012
Millions of euros
Classification:
2014 2013 2012
Financial assets held for trading 12,920 4,967 5,492
Balance at beginning of year 188 129 235
Other financial assets at fair
Net impairment losses for the year 42 72 13 value through profit or loss 879 866 688
Of which: Available-for-sale financial assets 5,001 3,955 4,542
Impairment losses charged 18,800 9,788 10,722
to income (Note 29) 42 89 18
Type:
Impairment losses reversed
with a credit to income - (18) (5) Shares of Spanish companies 3,102 2,629 3,338
Assets written off (110) (109) Shares of foreign companies 12,773 4,71 4,726
Exchange differences and other items m (13) (10) Investment fund units and shares 2,925 2,448 2,658
Balance at end of year 19 188 129 18,800 9,788 10,722
Of which:
By geographical location of risk: Note 29 contains a detail of the valuation adjustments recognised
European Union 9 105 51 in equity on available-for-sale financial assets, and also the related
Latin America 10 83 78 impairment losses.

Also, the impairment losses on Loans and receivables (EUR 25
million, EUR 19 million and EUR 15 million at 31 December 2014,
2013 and 2012, respectively) are disclosed in Note 10.

d) Other information

At 31 December 2014, the nominal amount of debt securities
assigned to certain own or third-party commitments, mainly to
secure financing facilities received by the Group, amounted to
EUR 84,231 million. Of these securities, EUR 27,881 million related

to Spanish government debt.

The detail, by term to maturity, of the debt instruments pledged
as security for certain commitments, is as follows:

Millions of euros

More than
1day 1week 1month 3 months 6 months 1year 12 months Total
Government debt
securities 12,590 29,778 13,476 6,623 5,154 4,713 1,012 73,346
Other debt instruments 5,078 240 1,202 982 703 910 1,770 10,885
Total 17,668 30,018 14,678 7,605 5,857 5,623 2,782 84,231
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b) Changes
The changes in Available-for-sale financial assets-Equity
instruments were as follows:

Millions of euros

AUDITORS’ REPORT

Millions of euros

2014 2013 2012

Balance at beginning of year 3,955 4,542 5,024
Changes in the scope of consolidation
Net additions (disposals) 743 (722) (666)
Of which:
Bank of Shanghai Co., Ltd. 396

SAREB - 44 164
Valuation adjustments
and other items 303 135 184
Balance at end of year 5,001 3,955 4,542

The main acquisitions and disposals made in 2014, 2013 and 2012
were as follows:

i. Bank of Shanghai Co., Ltd.

In May 2014 the Group acquired 8% of Bank of Shanghai Co., Ltd.

for EUR 396 million.

ii. Sociedad de Gestion de Activos Procedentes de la
Reestructuracion Bancaria S.A. (SAREB)

In December 2012 the Group, together with other Spanish
financial institutions, entered into an agreement to invest in
the Spanish Bank Restructuring Asset Management Company
(SAREB). The Group undertook to make an investment of up
to EUR 840 million (25% in capital and 75% in subordinated
debt), and at 31 December 2012, it had paid EUR 164 million
of capital and EUR 490 million of subordinated debt.

In February 2013, following the review of the own funds that
SAREB required, the aforementioned undertaking was reduced
to EUR 806 million, and the Group disbursed the remaining EUR
44 million of capital and EUR 108 million of subordinated debt.

) Notifications of acquisitions of investments

The notifications made by the Bank in 2014, in compliance with
Article 155 of the Spanish Limited Liability Companies Law and Article
53 of Spanish Securities Market Law 24/1998, of the acquisitions and
disposals of holdings in investees are listed in Appendix IV.

9. Trading derivatives (assets and liabilities)
and Short positions

2014 2013 2012
Debit Credit Debit  Credit Debit  Credit
balance balance balance balance balance balance
Interest
rate risk 56,878 56,710 43185 43154 89404 86,956
Currency
risk 16,201 17,418 1,315 10,181 16,516 16,692
Price risk 2,800 418 3,247 4,609 3,289 5,081
Other
risks 979 802 1,152 943 1,110 1,014
76,858 79,048 58,899 58,887 110,319 109,743

b) Short positions
Following is a breakdown of the short positions:

Millions of euros

a) Trading derivatives
The detail, by type of inherent risk, of the fair value of the trading
derivatives arranged by the Group is as follows (see Note 36):
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2014 2013 2012

Borrowed securities:

Debt instruments 3,303 3,921 5,371

Of which: Santander UK plc 2,537 3,260 4,989
Equity instruments 1,557 189 551
Of which: Santander UK plc 1,435 7 59
Short sales:
Debt instruments 12,768 11,840 9,259
Of which:
Banco Santander, S.A. 7,093 6,509 5,946
Banco Santander (México), S.A.,
Institucidn de Banca Mdiltiple, Grupo
Financiero Santander, Mexico 1,561 2,882 3,266
Banco Santander (Brasil) S.A. 3,476 2,388
Equity instruments - 1
17,628 15,951 15,181

10. Loans and advances to customers

a) Detail
The detail, by classification, of Loans and advances to customers in
the consolidated balance sheets is as follows:
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Millions of euros Millions of euros
2014 2013 2012 2014 2013 2012
Financial assets held for trading 2,921 5,079 9,162 Loan type and status:

Other financial assets at fair Commercial credit 18,900 11,898 12,054

value through profit or loss 8,971 13,196 13,936
Secured loans 440,827 396,432 428,259

Loans and receivables 722,819 650,581 696,014
Reverse repurchase agreements 3,993 13,223 19,383

Of which:

Other term loans 228,752 203,267 218,728

Disregarding impairment losses 750,036 675,484 721,436
Finance leases 15,353 15,871 16,241

Impairment losses (27.217)  (24,903)  (25,422)
Receivable on demand 10,329 10,155 11,087

Of which, due to country risk 7) (31) (42)
Impaired assets 40,372 40,320 35,301

734,711 668,856 719,112

Valuation adjustments for Accrued
Loans and advances to customers interest receivable and other items 3,402 2,593 3,481
disregarding impairment losses* 761,928 693,759 744,534

761,928 693,759 744,534

* Includes Valuation adjustments for accrued interest receivable and other items

amounting to EUR 3,402 million at 31 December 2014 (2013: EUR 2,593 million; Geographical area:

2012: EUR 3,481 million). Spain 172,371 173,852 200,014
European Union (excluding Spain) 353,674 328,118 335,727
Note 51 contains a detail of the residual maturity periods of loans
> . . yp United States and Puerto Rico 71,764 43,566 51,186
and receivables and of the related average interest rates.
Other OECD countries 60,450 54,713 56,474
Note 54 shows the Group’s total exposure, by origin of the issuer. Latin America (non-OECD) 93,145 84,000 92,491
. Rest of the world 10,524 9,510 8,642
There are no loans and advances to customers for material W
amounts without fixed maturity dates. 761,928 693,759 744,534
Interest rate formula:
b) Breakdown , Fixed rate 363,679 280,188 299,937
Following is a breakdown, by loan type and status, geographical
area of residence and interest rate formula, of the loans and Floating rate 398,249 413,571 444,597
advances to customers of the Group, which reflect the Group’s 761,928 693,759 744,534

exposure to credit risk in its core business, disregarding
impairment losses:
At 31 December 2014, the Group had granted loans amounting
to EUR 17,465 million (31 December 2013: EUR 13,374 million; 31
December 2012: EUR 16,884 million) to the Spanish public sector
(which had ratings of BBB at 31 December 2014, 2013 and 2012),
and EUR 7,053 million to the public sector in other countries (31
December 2013: EUR 4,402 million; 31 December 2012: EUR 4,983
million). At 31 December 2014, the breakdown of this amount by
issuer rating was as follows: 1.9% AAA, 37% AA, 0.4% A, 51.6% BBB
and 9.1% below BBB.

At 31 December 2014, the Group had EUR 697,038 million of

loans and advances to customers classified as other than doubtful
(excluding loans granted to the public sector). The percentage
breakdown of these loans and advances by counterparty credit
quality is as follows: 7.3% AAA, 16.2% AA, 17.06% A, 25.81% BBB and
33.62% below BBB.
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The above-mentioned ratings were obtained by converting the
internal ratings awarded to customers by the Group into the
external ratings classification established by Standard & Poor’s, in
order to make them more readily comparable.

Following is a detail, by activity, of the loans and advances to
customers at 31 December 2014, net of impairment losses:

Millions of euros

AUDITORS’ REPORT

Secured loans

Net exposure Loan to value ratio®
More
than 40% Morethan Morethan
andless 60% and 80% and
Ofwhich: Of which: Less than thanor lessthan less than
Without Property Other or equal equal to or equal orequal More than
Total collateral collateral collateral to 40% 60% to 80% to100% 100%
Public sector 24,473 22,930 318 1,225 3 309 134 163 626
Other financial
institutions 26,776 20,584 467 5,725 2,652 359 713 2,166 302
Non-financial companies
and individual traders 249,171 128,943 62,510 57,718 24,916 19,063 21,750 39,524 14,975
Of which:
Construction and
property development 23,484 1,799 16,269 5,416 5061 2,868 2,873 9,290 1,593
Civil engineering
construction 2,695 1,610 180 905 155 61 359 84 426
Large companies 133,940 87,678 12,665 33,597 6,671 5,191 5310 20,361 8,729
SMEs and
individual traders 89,052 37,856 33,396 17,800 13,029 10,943 13,208 9,789 4,227
Other households and
non-profit institutions
serving households 440,156 94,125 308,046 37,985 58,867 92,151 114,028 48,525 32,460
Of which:
Residential 305,484 3,327 300,824 1,333 53,933 86,828 108,676 43,322 9,398
Consumer loans 120,495 86,379 1,887 32,229 2,905 3,760 3,404 1,835 22,212
Other purposes 14,177 4,419 5,335 4,423 2,029 1,563 1,948 3,368 850
Subtotal 740,576 266,582 371,341 102,653 86,746 111,882 136,625 90,378 48,363
Less: collectively assessed
impairment losses 5,865
Total 734,71
Memorandum item
Refinanced and
restructured transactions 44,634 10,044 17,157 17,433 4,472 5,830 9,384 5,802 9,102

a. The ratio of the carrying amount of the transactions at 31 December 2014 to the latest available appraisal value of the collateral.

Note 54 contains information relating to the restructured/

refinanced loan book.
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c) Impairment losses

The changes in the impairment losses on the assets making up
the balances of Loans and receivables - Loans and advances

to customers, Loans and receivables - Loans and advances to
credit institutions (see Note 6) and Loans and receivables - Debt
instruments (see Note 7) were as follows:

Millions of euros

2014 2013 2012
Balance at beginning of year 24,959 25,467 18,858
Net impairment losses charged
to income for the year 1,857 12,054 19,839
Of which:
Impairment losses charged to income 16,518 17,551 23,002
Impairment losses reversed
with a credit to income (4,661)  (5497) (3,163)
Changes in the scope of
consolidation (Note 3) - - (266)
Write-off of impaired balances against
recorded impairment allowance (1,827) (10,626) (11,346)
Exchange differences
and other changes 2,332 (1,936) (1,618)
Balance at end of year 27,321 24,959 25,467
Of which:
By method of assessment:
Individually assessed 21,449 21,604 21,540
Of which: due to country
risk (Note 2.g) 20 42 42
Collectively assessed 5872 3,355 3,927
By classification of assets:
Loans and advances to credit
institutions (Note 6) 79 37 30
Debt instruments (Note 7) 25 19 15
Loans and advances to customers 27,217 24,903 25,422

The decrease in credit loss provisions experienced in 2013 was
associated with two factors: (i) lower levels of provisioning in
Brazil, the United Kingdom, Portugal, Santander Consumer
Finance and the United States; and (ii) the progressive
stabilisation of the Spanish economy, featuring a slower pace of
GDP shrinkage in the year - in comparison with 2012 -, together
with positive growth in the last two quarters, for the first time
since 2011, a certain improvement in private consumer spending
and a containment of the unemployment rate. In 2014 the credit
loss provisions remained stable in overall terms. The amount

of these provisions was influenced by two factors: (i) lower
provisions, particularly in Spain, Portugal, the United Kingdom and
Brazil; and (ii) growth in the USA as a result of the consolidation of
Santander Consumer USA Holdings, Inc.

Previously written-off assets recovered in 2014, 2013 and 2012
amounted to EUR 1,336 million, EUR 1,068 million and EUR 1,316
million, respectively. Taking into account these amounts and those
recognised in Impairment losses charged to income for the year in
the foregoing table, impairment losses on Loans and receivables
amounted to EUR 10,521 million in 2014, EUR 10,986 million in 2013
and EUR 18,523 million in 2012.
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d) Impaired and non-performing assets

The detail of the changes in the balance of the financial assets
classified as Loans and receivables - Loans and advances to
customers and considered to be impaired due to credit risk is as
follows:

Millions of euros

2014 2013 2012
Balance at beginning of year 40,320 35,301 31,257
Net additions 9,841 16,438 16,167
Written-off assets (1,827) (10,626) (1,346)
Changes in the scope
of consolidation 497 699 (626)
Exchange differences
and other 1,541 (1,492) (151
Balance at end of year 40,372 40,320 35,301

This amount, after deducting the related allowances, represents
the Group’s best estimate of the discounted value of the flows
that are expected to be recovered from the impaired assets.

At 31 December 2014, the Group’s written-off assets totalled
EUR 35,654 million (31 December 2013: EUR 30,006 million; 31
December 2012: EUR 28,745 million).

Following is a detail of the financial assets classified as Loans and
receivables and considered to be impaired due to credit risk at 31
December 2014, classified by geographical location of risk and by
age of the oldest past-due amount:
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Millions of euros

With no With balances past due by
past-due
balances or
less than
3 months 3to6 6tog 9to12 More than
past due months months months 12 months Total
Spain 6,664 2,764 909 866 9,404 20,607
European Union (excluding Spain) 2,027 2,520 908 767 3,532 9,754
United States and Puerto Rico 661 626 58 29 329 1,703
Other OECD countries 272 1,364 259 239 1,726 3,860
Latin America (non-OECD) 1,324 338 933 841 1,012 4,448
Rest of the world - - - - - -
10,948 7,612 3,067 2,742 16,003 40,372
The detail at 31 December 2013 is as follows:
Millions of euros
With no With balances past due by
past-due
balances or
less than
3 months 3to6 6tog 9to12 More than
past due months months months 12 months Total
Spain 6,876 3,327 1,707 1,700 8,255 21,865
European Union (excluding Spain) 1,791 3,141 994 763 3,461 10,150
United States and Puerto Rico 322 178 78 43 417 1,038
Other OECD countries 231 1,377 346 273 626 2,853
Latin America (non-OECD) 600 1,332 877 787 816 4,412
Rest of the world - - - - 2 2
9,820 9,355 4,002 3,566 13,577 40,320
The detail at 31 December 2012 is as follows:
Millions of euros
With no With balances past due by
past-due
balances or
less than
3 months 3to6 6tog 9to12 More than
past due months months months 12 months Total
Spain 3,268 3,364 2,058 1,263 6,372 16,325
European Union (excluding Spain) 233 3,782 1,232 821 3,280 9,348
United States and Puerto Rico 327 216 m 83 484 1,221
Other OECD countries nz 1,209 235 206 476 2,243
Latin America (non-OECD) 430 2,096 1,446 1,119 1,072 6,163
Rest of the world - - - - 1 1
4,375 10,667 5,082 3,492 11,685 35,301
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Set forth below for each class of impaired assets are the gross
amount, associated allowances and information relating to the
collateral and/or other credit enhancements obtained at 31
December 2014:

Millions of euros

Estimated

Gross Allowance collateral

amount  recognised value*

Without associated collateral 15,532 10,482 -
With property collateral 23,718 8,241 14,271
With other collateral 1122 623 482
Balance as at end of year 40,372 19,346 14,753

* Including the estimated value of the collateral associated with each loan.
Accordingly, any other cash flows that may be obtained, such as those arising
from borrowers’ personal guarantees, are not included.

When classifying assets in the foregoing table, the main factors
considered by the Group to determine whether an asset has
become impaired are the existence of amounts past due -assets
impaired due to arrears- or other circumstances that lead it to
believe that not all the contractual cash flows will be recovered
-assets impaired for reasons other than arrears-, such as a
deterioration of the borrower’s financial situation, the worsening
of its capacity to generate funds or difficulties experienced by it in
accessing credit.

Loans classified as standard: past-due amounts receivable

In addition, at 31 December 2014, there were assets with amounts
receivable that were past due by three months or less, the detail
of which, by age of the oldest past-due amount, is as follows:

Millions of euros

Less
than1 1to2 2to3
month  months months
Loans and advances to customers 2,222 710 406
Public sector 8 - -
Private sector 2,214 710 406
Total 2,222 710 406

e) Securitisation

Loans and advances to customers includes, inter alia, the
securitised loans transferred to third parties on which the Group
has retained the risks and rewards, albeit partially, and which
therefore, in accordance with the applicable accounting standards,
cannot be derecognised. The breakdown of the securitised loans,
by type of original financial instrument, and of the securitised
loans derecognised because the stipulated requirements were
met (see Note 2.e) is shown below. Note 22 details the liabilities
associated with these securitisation transactions.
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Millions of euros

2014 2013 2012

Derecognised 2,391 3,618 6,251
Of which

Securitised mortgage assets 2,391 3,618 6,249

Other securitised assets - - 2

Retained on the balance sheet 100,503 78,229 95,981
Of which

Securitised mortgage assets 57,808 56,277 69,354

Of which: UK assets 36,475 45,296 56,037

Other securitised assets* 42,695 21,952 26,627

Total 102,894 81,847 102,232

* The increase in Other securitised assets with respect to 31
December 2013 relates mainly to the acquisition of control of
SCUSA by the Group in January 2014 (see Note 3).

Securitisation is used as a tool for the management of regulatory
capital and as a means of diversifying the Group’s liquidity
sources. In 2014, 2013 and 2012 the Group did not derecognise
any of the securitisations performed, and the balance shown as
derecognised for those years relates to securitisations performed
in prior years.

The loans derecognised include assets of Santander Holdings
USA, Inc. amounting to approximately EUR 1,942 million at

31 December 2014 (31 December 2013: EUR 3,082 million; 31
December 2012: EUR 5,603 million) that were sold, prior to this
company’s inclusion in the Group, on the secondary market

for multifamily loans, and over which control was transferred

and substantially all the associated risks and rewards were not
retained. At 31 December 2014, the Group recognised under Other
liabilities an obligation amounting to EUR 34 million (31 December
2013: EUR 49 million; 31 December 2012: EUR 91 million), which
represents the fair value of the retained credit risk.

The loans retained on the face of the balance sheet include

the loans associated with securitisations in which the Group
retains a subordinated debt and/or grants any manner of credit
enhancements to the new holders. In 2012, following the Bank

of England’s decision to accept, as collateral in its liquidity
programmes, not only securitisations but also all mortgage

loans with a given credit quality, the Group companies in the UK
redeemed GBP 33,800 million of securitised mortgage assets in
order to manage more efficiently the on-balance-sheet liquidity of
Santander UK.

The loans transferred through securitisation are mainly mortgage
loans, loans to companies and consumer loans.
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11. Hedging derivatives

AUDITORS’ REPORT

13. Investments

The detail, by type of risk hedged, of the fair value of the derivatives
qualifying for hedge accounting is as follows (see Note 36):

Millions of euros

a) Breakdown
The detail, by company, of Investments (see Note 2.b) is as follows:

Millions of euros

2014 2013 2012 2014 2013 2012
Liabi- Liabi- Liabi- Associates
Assets  lities  Assets lities  Assets lities
- Zurich Santander Insurance
Fair value America, S.L. 997 826 1,013
hedges 5,072 5321 5403 4146 7,467 5,492
- Santander Insurance (Irlanda) 288 - -
Of which:
Portfolio Metrovacesa, S.A. - 647 649
hedges 413 2,319 610 1,703 544 2,621
Other companies 490 356 295
Cash flow
hedges 2,094 1,650 1,766 1,023 344 553 1,775 1,829 1,957
!—Iedges of net Jointly controlled entities
;zﬁgsrginger:]nts SAM Investment Holdings Limited 456 449 -
operations 180 284 1132 n4 125 399 Aegon Santander Seguros 297 213 B
7,346 7,255 8,301 5,283 7,936 6,444 Unién de créditos
inmobiliarios, S.A., EFC 178 189 172
Note 36 contains a description of the Group’s main hedges. Santander Consumer USA Inc. - 2,159 2,026
Other companies 835 697 299
12. Non-current assets held for sale 1,696 3,707 2,497
The detail of Non-current assets held for sale in the consolidated
balance sheets is as follows: b) Changes
The changes in Investments were as follows:
Millions of euros
Millions of euros
2014 2013 2012
Tangible assets 5,256 4,845 4,259 2014 2013 2012
Of which: Balance at beginning of year 5,536 4,454 4,155
Acquisitions (disposals) and
Foreclosed assets 5139 4,742 4196 capital increases (reductions) 80 422 34
Of which: Property assets Changes i
; : ges in the scope of
in Spain (Note 54) 4,597 4146 3,674 consolidation (Note 3) (2,383) 769 394
Other tangible assets v
held for sale 17 103 63 Of which:
Other assets 120 47 1,441 Santander Consumer USA Inc. (2,159) - -
5,376 4,892 5,700 Metrovacesa Group (642) - -
Santander Insurance (Ireland) 285 - -
At 31 December 2014, the allowance covering the value of ,S_,@/,\gii,';vseﬁ,n,?ftgé B 449 B
the foreclosed and acquired assets amounted to EUR 5,404 s dors P
million (2013: EUR 4,955 million; 2012: EUR 4,416 million), which Aegon Santander Seguros n
represents a coverage ratio of 51.3% of the assets’ gross value Effect of equity accounting (Note 41) 243 500 427
(2013: 51.1%; 2012: 51.3%). The net charges recorded in those Dividends paid and
years amounted to EUR 339 million, EUR 335 million and EUR 449 reimbursements of share premium (178) (303) (508)
million, respectively (see Note 50). Exchange differences
and other changes 173 (306) (48)
In 2014 the Group sold, for EUR 863 million, foreclosed properties Balance at end of year 3,471 5,536 4,454

with a gross carrying amount of EUR 1,246 million, for which
provisions totalling EUR 425 million had been recognised. These
sales gave rise to gains of EUR 42 million; in addition, other tangible
assets were sold for EUR 64 million, giving rise to a gain of EUR 6
million (see Note 50).

At 31 December 2012, Other assets included assets amounting to
EUR 1,370 million corresponding to the Santander UK credit card
business. This business was sold for EUR 770 million on 10 May
2013, giving rise to a loss of EUR 14 million, which was recognised
under Profit (loss) from discontinued operations (net) in the 2013
consolidated income statement.
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c) Impairment losses

In 2014, 2013 and 2012 there was no evidence of material

impairment on the Group’s investments.

d) Other information

Following is a summary of the financial information on the

AUDITORS’ REPORT

companies accounted for using the equity method (obtained
from the information available at the date of preparation of the

financial statements):

Millions of euros

2014 2013 2012

Total assets 40,749 63,443 54,367
Total liabilities (36,120) (55,483) (46,933)
Net assets 4,629 7,960 7,434
Group's share of net assets 2,272 3,755 2,769
Goodwill 1,199 1,781 1,685
Of which:

Zurich Santander

Insurance Ameérica, S.L. 526 526 526

Santander Insurance

(Ireland) 205 - -

Santander Consumer

USA Inc. - 937 979
Total Group share 3,471 5,536 4,454
Total income 9,780 1,756 10,232
Total profit 750 1,029 612
Group’s share of profit 243 500 427

Following is a summary of the financial information for 2014
on the main associates and jointly controlled entities (obtained
from the information available at the date of preparation of the

financial statements):

Millions of euros

Total Total Total Total
assets liabilities  income profit
Associates 18,042 (15,768) 6,285 514
Of which:
Zurich Santander
Insurance América, 11,515 (10,551) 4,031 338
Jointly controlled
entities 22,707 (20,352) 3,495 236
Of which:
SAM Investement
Holdings Limited 963 (406) 1,016 18
Unidn de Créditos
Inmobiliarios, S.A., EFC 12,357 (12,002) 485 3)
Aegon Santander
Seguros 544 (230) 274
Total 40,749 (36,120) 9,780 750

At 31 December 2014 and 2013, the Group did not hold any
ownership interests in jointly controlled entities or associates

whose shares are listed. At 31 December 2012, the only investment

in listed associates was the investment held in Metrovacesa, S.A.,
the fair value of which, taking into consideration its quoted price
at 31 December 2012, was EUR 761 million (EUR 2.21 per share).

14. Insurance contracts linked to pensions

The detail of Insurance contracts linked to pensions in the

consolidated balance sheets is as follows:

Millions of euros

2014 2013 2012
Assets relating to insurance
contracts covering post-
employment benefit
plan obligations:
Banco Santander, S.A. 345 342 214
Banco Espanol de Crédito, S.A. - - 190
Other Spanish companies - - 1

345 342 405

In 2012 the Group entered into an agreement with Generali
Espafia, S.A. to terminate a portion of the insurance contracts
linked to pensions which it held with this insurance company (see

Note 25.c).
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15. Liabilities under insurance contracts and
Reinsurance assets

The detail of Liabilities under insurance contracts and Reinsurance
assets in the consolidated balance sheets (see Note 2.j) is as
follows:

Millions of euros

2014 2013 2012

Direct Direct Direct

insurance insurance insurance
and Total and Total and Total
reinsurance Reinsurance (balance reinsurance Reinsurance (balance reinsurance Reinsurance (balance
Technical provisions for: assumed ceded payable) assumed ceded payable) assumed ceded payable)

Unearned premiums

and unexpired risks 107 (34) 73 245 (36) 209 137 (68) 69
Life insurance 157 (146) n 546 (183) 363 479 (229) 250
Claims outstanding 378 (107) 271 315 (55) 261 391 67 330
Bonuses and rebates 15 8) 7 25 6) 19 14 14
Other technical provisions 56 (45) 1 299 (76) 222 404 (66) 338
713 (340) 373 1,430 (356) 1,074 1,425 (424) 1,001

The reduction in the amount of Direct insurance and reinsurance
assumed at 31 December 2014 is due to the sale of the insurance
companies in Ireland -Santander Insurance Life Limited,
Santander Insurance Europe Limited and Santander Insurance
Services Ireland Limited- (see Note 3).

On 19 July 2012 the Group entered into an agreement with Abbey
Life Assurance Company Limited (“Abbey Life Assurance”),

a subsidiary of Deutsche Bank, for Abbey Life Assurance to
reinsure the entire individual life risk portfolios of the Santander
Group insurance companies in Spain and Portugal. Under this
agreement, the Group transferred to Abbey Life Assurance,

in exchange for a non-refundable up-front amount calculated

on the basis of market conditions, its annual renewable life
insurance policy portfolio at 30 June 2012 and the potential
renewals of these policies. Abbey Life Assurance assumed, from
the agreement date, all the risks and rewards relating to the term
of these policies and their potential renewals (i.e. both the risk
of changes in the actual rates of mortality and permanent total
disability compared with the estimated rates, and the lapse risk
of the portfolio, credit risk on the part of the insureds, etc.). The
Group is continuing to carry out the administrative management
(servicing) of these policies, as agent, and receives in exchange
from Abbey Life Assurance a market consideration independent
of the up-front amount received.

Since the significant risks and rewards have been transferred, this
transaction gave rise to income of EUR 435 million recognised
under Other operating income - Income from insurance and
reinsurance contracts issued in the 2012 consolidated income
statement (EUR 308 million net of tax).
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16. Tangible assets

a) Changes
The changes in Tangible assets in the consolidated balance sheets
were as follows:

Millions of euros

Leased out
underan Investment

Forownuse operatinglease property Total
Cost:
Balances as at 1January 2012 14,602 3,076 4,307 21,985
Additions/disposals (net) due to change in the scope of consolidation 41 @ (69) (39)
Additions/disposals (net) 795 (105) 105 795
Transfers, exchange differences and other items 342 157 (78) 421
Balances as at 31 December 2012 15,780 3n7 4,265 23,162
Additions/disposals (net) due to change in the scope of consolidation 17) - 541 524
Additions/disposals (net) 1,021 (124) (23) 874
Transfers, exchange differences and other items (989) 212 (139) (916)
Balances as at 31 December 2013 15,795 3,205 4,644 23,644
Additions/disposals (net) due to change in the scope of consolidation 229 2,472 3,296 5,997
Additions/disposals (net) 952 4,868 (774) 5,046
Transfers, exchange differences and other items 375 (79) 258 554
Balances as at 31 December 2014 17,351 10,466 7,424 35,241
Accumulated depreciation:
Balances as at o1 anuary 2012 (6,782) (832) (129) (7,743)
Disposals due to change in the scope of consolidation 44 - 7 51
Disposals 423 229 8 660
Charge for the year (1,059) 1M (13) (1,073)
Transfers, exchange differences and other items (252) (265) 37) (554)
Balances as at 31 December 2012 (7,626) (869) (164) (8,659)
Disposals due to change in the scope of consolidation 16 - - 16
Disposals 280 179 14 473
Charge for the year (1,020) Q) (7)  (1,038)
Transfers, exchange differences and other items 416 (235) (36) 145
Balances as at 31 December 2013 (7,934) (926) (203) (9,063)
Disposals due to change in the scope of consolidation 4 - - 4
Disposals 403 157 43 603
Charge for the year (1,048) - (12) (1,060)
Transfers, exchange differences and other items (404) (1,009) (22) (1,435)
Balances as at 31 December 2014 (8,979) (1,778) (194) (10,951)
Impairment losses:
Balances as at o1 January 2012 (23) (46) (327) (396)
Impairment charge for the year (10) (23) (185) (218)
Disposals due to change in the scope of consolidation - - (50) (50)
Exchange differences 15 1 6 22
Balances as at 31 December 2012 (18) (68) (556) (642)
Impairment charge for the year (53) (24) (260) (337)
Disposals due to change in the scope of consolidation - - 39 39
Exchange differences 3) - 16 13
Balances as at 31 December 2013 (74) (92) (761) (927)
Impairment charge for the year 5) (37 (12) (148)
Disposals due to change in the scope of consolidation - - 28 28
Exchange differences 31 - (18) 13
Balances as at 31 December 2014 (48) (123) (863) (1,034)
Tangible assets, net:
Balances as at 31 December 2012 8,136 2,179 3,545 13,860
Balances as at 31 December 2013 7,787 2,187 3,680 13,654
Balances as at 31 December 2014 8,324 8,565" 6,367 23,256

* The increases in 2014 in Tangible assets - Leased out under an operating lease and Tangible assets - Investment property are due to the business combinations of
SCUSA and Metrovacesa, S.A, respectively (see Note 3.b.xi and 3.b.xvi).
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b) Property, plant and equipment for own use
The detail, by class of asset, of Property, plant and equipment - For
own use in the consolidated balance sheets is as follows:

Millions of euros

Accumulated  Impairment Carrying

Cost  depreciation losses amount
Land and buildings 5,735 (1,583) (18) 4134
IT equipment
and fixtures 4174 (3,087) 1,087
Furniture and
vehicles 5,403 (2,873) 2,530
Construction
in progress and
other items 468 (83) - 385
Balances as at 31
December 2012 15,780 (7,626) (18) 8,136
Land and buildings 5,781 (1,624) (74) 4,083
IT equipment
and fixtures 4168 (3,271) - 897
Furniture and
vehicles 5,616 (2,983) 2,633
Construction
in progress and
other items 230 (56) - 174
Balances as at 31
December 2013 15,795 (7,934) (74) 7,787
Land and buildings 5,829 (1,790) (48) 3,991
IT equipment
and fixtures 4,716 (3,722) - 994
Furniture and
vehicles 6,494 (3,409) 3,085
Construction
in progress and
other items 312 (58) - 254
Balances as at 31
December 2014 17,351 (8,979) (48) 8,324

The carrying amount at 31 December 2014 in the foregoing table
includes the following approximate amounts:

» EUR 6,161 million (31 December 2013 and 2012: EUR 5,615 million)
relating to property, plant and equipment owned by Group
entities and branches located abroad.

» EUR 187 million (31 December 2013: EUR 138 million; 31 December
2012: EUR 208 million) relating to property, plant and equipment
being acquired under finance and operating leases by the
consolidated entities.

c) Investment property

The fair value of investment property at 31 December 2014
amounted to EUR 6,366 million (2013: EUR 3,689 million; 2012:
EUR 3,548 million). A comparison of the fair value of investment
property at 31 December 2014 with the carrying amount gives
rise to unrealised gross losses of EUR 1 million (gross gains of
EUR 9 million and EUR 3 million at 31 December 2013 and 2012,
respectively).
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The rental income earned from investment property and the
direct costs related both to investment properties that generated
rental income in 2014, 2013 and 2012 and to investment properties
that did not generate rental income in those years are not material
in the context of the consolidated financial statements.

d) Sale of properties

In 2007 and 2008 the Group sold ten hallmark properties, 1,152
Bank branch offices in Spain and its head office complex (Ciudad
Financiera or Santander Business Campus) to various buyers.
Also, the Group entered into operating leases (with maintenance,
insurance and taxes payable by the Group) on those properties
with the buyers for various compulsory terms (12 to 15 years for
the hallmark properties, 24 to 26 years for the branch offices

and 4o years for the Santander Business Campus), with various
rent review agreements applicable during those periods and the
possible extensions thereof. The agreements between the parties
also provided for purchase options that in general are exercisable
by the Group on final expiry of the leases at the market value

of the properties on the expiry dates; the market value will be
determined, where appropriate, by independent experts.

The rental expense recognised by the Group in 2014 in connection
with these operating lease agreements amounted to EUR

292 million (2013: EUR 286 million; 2012: EUR 269 million). At

31 December 2014, the present value of the minimum future
payments that the Group will incur in the compulsory term
amounted to EUR 239 million payable within one year, EUR 820
million payable at between one and five years and EUR 1,708
million payable at more than five years.

17. Intangible assets - Goodwiill

The detail of Goodwill, based on the cash-generating units giving
rise thereto, is as follows:

Millions of euros

2014 2013 2012
Santander UK 9,540 8,913 9,105
Banco Santander (Brazil) 6,129 5,840 7,035
Santander Consumer USA (Nota 3) 2,762
Bank Zachodni WBK 2,418 2,487 2,210
Santander Bank NA 1,691 1,489 1,556
Santander Consumer Alemania 1,315 1,315 1,315
Banco Santander Totta 1,040 1,040 1,040
Banco Santander - Chile 675 687 788
Santander Consumer Bank,
(Nordics) (Nota 3) 564 171 186
Grupo Financiero
Santander (México) 561 541 558
Other companies 853 798 833
Total Fondos de comercio 27,548 23,281 24,626
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The changes in Goodwill were as follows:

Millions of euros

2014 2013 2012
Balance at beginning of year 23,281 24,626 25,089
Additions (Note 3) 3,176 398 87
Of which:
Santander Consumer USA 2,482
Santander Consumer
Bank (Nordics) 408
Getnet Tecnologia Em
Captura e Processamento de
Transagoes H.U.A.M. S.A -
Banco Santander (Brazil) 229
Financiera El Corte
Inglés, E.F.C., S.A. 32
Bank Zachodni WBK - 326
Impairment losses ) (40) (156)
Of which:
Santander Consumer
Bank, S.A. (Italy) - - (156)
Disposals or changes in scope
of consolidation (Note 3) - 39)
Exchange differences
and other items 1,093 (1,664) (394)
Balance at end of year 27,548 23,281 24,626

The Group has goodwill generated by cash-generating units
located in non-euro currency countries (mainly the UK, Brazil,
the United States, Poland, Chile, Norway, Sweden and Mexico)
and, therefore, this gives rise to exchange differences on the
translation to euros, at closing rates, of the amounts of goodwill
denominated in foreign currencies. Accordingly, in 2014 goodwill
increased by EUR 1,093 million due to exchange differences

(see Note 29-c) which, pursuant to current regulations, were
recognised with a credit to Valuation adjustments - Exchange
differences in equity in the consolidated statement of recognised
income and expense.

At least once per year (or whenever there is any indication of
impairment), the Group reviews goodwill for impairment (i.e. a
potential reduction in its recoverable value to below its carrying
amount). The first step that must be taken in order to perform
this analysis is the identification of the cash-generating units, i.e.
the Group’s smallest identifiable groups of assets that generate
cash inflows that are largely independent of the cash inflows from
other assets or groups of assets.

The amount to be recovered of each cash-generating unit is
determined taking into consideration the carrying amount
(including any fair value adjustment arising on the business
combination) of all the assets and liabilities of all the independent
legal entities composing the cash-generating unit, together with
the related goodwill.

The amount to be recovered of the cash-generating unit is
compared with its recoverable amount in order to determine
whether there is any impairment.

AUDITORS’ REPORT

The Group’s directors assess the existence of any indication

that might be considered to be evidence of impairment of the
cash-generating unit by reviewing information including the
following: (i) certain macroeconomic variables that might affect
its investments (population data, political situation, economic
situation -including bankarisation-, among others) and (ii) various
microeconomic variables comparing the investments of the Group
with the financial services industry of the country in which the
cash-generating unit carries on most of its business activities
(balance sheet composition, total funds under management,
results, efficiency ratio, capital adequacy ratio, return on equity,
among others).

Regardless of whether there is any indication of impairment,
every year the Group calculates the recoverable amount of each
cash-generating unit to which goodwill has been allocated and, to
this end, it uses price quotations, if available, market references
(multiples), internal estimates and appraisals performed by
independent experts.

Firstly, the Group determines the recoverable amount by
calculating the fair value of each cash-generating unit on the basis
of the quoted price of the cash-generating units, if available, and
of the price earnings ratios of comparable local entities.

In addition, the Group performs estimates of the recoverable
amounts of certain cash-generating units by calculating their
value in use using discounted cash flow projections. The main
assumptions used in this calculation are: (i) earnings projections
based on the financial budgets approved by the Group’s directors
which normally cover a five-year period (unless a longer time
horizon can be justified), (ii) discount rates determined as the
cost of capital taking into account the risk-free rate of return plus
a risk premium in line with the market and the business in which
the units operate and (iii) constant growth rates used in order

to extrapolate earnings to perpetuity which do not exceed the
long-term average growth rate for the market in which the cash-
generating unit in question operates.

The cash flow projections used by Group management to obtain
the values in use are based on the financial budgets approved by
both local management of the related local units and the Group’s
directors. The Group’s budgetary estimation process is common
for all the cash-generating units. The local management teams
prepare their budgets using the following key assumptions:

a) Microeconomic variables of the cash-generating unit:
management takes into consideration the current balance
sheet structure, the product mix on offer and the business
decisions taken by local management in this regard.

b) Macroeconomic variables: growth is estimated on the basis of
the changing environment, taking into consideration expected
GDP growth in the unit’s geographical location and forecast
trends in interest and exchange rates. These data, which are
based on external information sources, are provided by the
Group’s economic research service.

c) Past performance variables: in addition, management takes
into consideration in the projection the difference (both
positive and negative) between the cash-generating unit’s past
performance and that of the market.
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Following is a detail of the main assumptions used in determining
the recoverable amount, at 2014 year-end, of the most significant
cash-generating units which were valued using the discounted cash
flow method:

Nominal

Projected Discount perpetual

period rate*  growthrate

Santander UK 5years 9.9% 2.5%

Banco Santander (Brazil) 5 years 14.4% 7.0%

Santander Bank NA 5 years 9.6% 2.5%
Santander Consumer

Alemania 5 years 9.2% 2.5%

Santander Consumer USA 3 years 10.5% 3.0%

Banco Santander Totta 5 years 1.2% 2.5%

* Post-tax discount rate for the purpose of consistency with the earnings
projections used.

Given the degree of uncertainty of these assumptions, the Group
performs a sensitivity analysis thereof using reasonable changes
in the key assumptions on which the recoverable amount of the
cash-generating units is based in order to confirm whether their
recoverable amount still exceeds their carrying amount. The
sensitivity analysis involved adjusting the discount rate by +/- 50
basis points and the perpetuity growth rate by +/-50 basis points.

18. Intangible assets - Other intangible assets

The detail of Intangible assets - Other intangible assets in the
consolidated balance sheets and of the changes therein in 2014,
2013 and 2012 is as follows:
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Following the sensitivity analysis performed, the value in use of all
the cash-generating units still exceeds their recoverable amount.

The recoverable amount of Bank Zachodni WBK, Banco Santander
- Chile and Grupo Financiero Santander (México) was calculated
as the fair values of the aforementioned cash-generating units
obtained from the market prices of their shares at year-end. This
value exceeded the recoverable amount.

Based on the foregoing, and in accordance with the estimates,
projections and sensitivity analyses available to the Bank’s directors,
in 2014 the Group recognised impairment losses on goodwill
totalling EUR 2 million (2013: EUR 40 million; 2012: EUR 156 million)
under Impairment losses on other assets (net) - Goodwill and other
intangible assets. In 2012 the impairment losses recognised, which
were due mainly to the deterioration of business expectations,
related mainly to Group subsidiaries in Italy.

At 31 December 2014, none of the cash-generating units with
significant goodwill had a recoverable amount approximating
their carrying amount, except for Santander Consumer USA,
the recoverable amount of which is very close to its carrying
amount since the business combination took place in 2014. The
recoverable amount is considered to be close to the carrying
amount when reasonable changes in the main assumptions used
in the valuation cause the recoverable amount to be below the
carrying amount.

Millions of euros

31 Changein Amortisation  Applicationof = Exchange 31
Estimated December Netadditions scope of and amortisation differences December
useful life 2013 anddisposals consolidation impairment and impairment  and other 2014
With indefinite
useful life:
Brand names 15 - 43 - - 3 61
With finite
useful life:
IT developments 3-7 years 5,546 1,345 63 (1,731) 127 5,350
Other 1132 (127) 525 (250) 14 1,294
Accumulated
amortisation (3,603) - (1,227) 1,269 (62) (3,623)
Impairment losses (130) - (699) 712 (12) (229)
2,960 1,218 631 (1,926) - (30) 2,853
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Millions of euros

Application of

31 Changein  Amortisation  amortisation Exchange 31
Estimated December Netadditions scope of and and differences December
useful life 2012 anddisposals consolidation impairment impairment  and other 2013
With indefinite
useful life:
Brand names 14 2 - - - )] 15
With finite useful life:
IT developments 3-7 years 5,285 1,229 4 - (679) (293) 5,546
Other 1,373 (46) 37 (37) (195) 1,132
Accumulated
amortisation (3,J06) - (3) (1,353) 715 144 (3,603)
Impairment losses (130) - - (O] 1 - (130)
3,436 1,185 38 (1,354) - (345) 2,960
Millions of euros
Changein Amortisation Application of Exchange
Estimated 31December Netadditions scope of and amortisation differences 31 December
useful life 2012 anddisposals consolidation  impairment andimpairment  and other 2013
With indefinite
useful life:
Brand names 14 - - - - - 14
With finite useful life:
IT developments 3-7 years 5,127 1,098 45 - o1) (74) 5,285
Other 1,494 545 n - (552) (125) 1,373
Accumulated
amortisation (3,150) - (28) (1,110) 1139 43 (3,106)
Impairment losses (491) - - 5 324 32 (130)
2,994 1,643 28 (1,105) - (124) 3,436

Impairment losses of EUR 699 million were recognised under
Impairment losses on other assets (net) in the consolidated
income statement. These impairment losses relate mainly to the
decline in or loss of the recoverable value of certain computer
systems and applications as a result of the processes initiated
by the Group to adapt to the various regulatory changes and to

transform or integrate businesses.

19. Other assets

The detail of Other assets is as follows:

Millions of euros

2014 2013 2012
Transactions in transit 727 127 224
Net pension plan assets (Note 25) 413 149 348
Prepayments and accrued income 2,001 2,114 1,756
Other 3,909 3,344 3,046
Inventories 1,099 80 173

8,149 5,814 5,547

The increase in Inventories in 2014 relates mainly to the
consolidation of the assets of Metrovacesa, S.A. (see Note 3).

& Santander 89



AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014 AUDITORS’ REPORT

20. Deposits from central banks and Deposits ~ 21. Customer deposits
from credit institutions

The detail, by classification, geographical area and type, of

The detail, by classification, counterparty, type and currency, of Customer deposits is as follows:
Deposits from central banks and Deposits from credit institutions in
the consolidated balance sheets is as follows: Millions of euros
Millions of euros 2014 2013 2012
Classification:
2014 2013 2012
) N Financial liabilities held for trading 5,544 8,500 8,897
Classification:
- . B Other financial liabilities at fair
Financial liabilities held for trading 7,572 1,334 9,420 value through profit or loss 33127 26,484 28,638
Of which: . o
Financial liabilities at
Deposits from central banks 2,041 3,866 1,128 amortised cost 608,956 572,853 589,104
Deposits from credit institutions 5531 7,468 8,292 647,627 607,837 626,639
Other financial liabilities at fair Geographical area:
value through proﬁt or loss 25,360 1,741 11,876 Spain 186,051 185,460 192,588
Of which: European Union (excluding Spain) 275,291 259,903 261,135
Deposits from central banks 6,321 2,097 1,014 . .
United States and Puerto Rico 51,291 43773 45129
Deposits from credit institutions 19,039 9,644 10,862
Other OECD countries 55,003 47,541 47,948
Financial liabilities at amortised cost 122,437 86,322 131,670 Latin America (non-OECD) 79,848 71,004 79,682
Of which: Rest of the world 143 156 157
Deposits from central banks 17,290 9,788 50,938 647,627 607,837 626,639
Deposits from credit institutions 105,147 76,534 80,732 Type:
155,369 109,397 152,966 YPe:
Demand deposits-
Type:
Reciprocal accounts 704 755 508 Current accounts 200,752 167,787 144,305
Time deposits 85,178 55,839 92,491 Savings accounts 173,105 164,214 167,389
Other demand accounts 4,893 3,425 3,225 Other demand deposits 5,046 3,512 3,443
Repurchase agreements 64,594 49,378 50,742 Time deposits-
Central bank credit ved- ;
account drawdowns i i 6,000 Fixed-term deposits 222,756 225,471 257,583
Home-purchase
155,369 109,397 152,966 savings accounts 71 102 132
Currency: . .
Discount deposits 448 1,156 1,345
Euro 86,539 63,947 98,808 orid f Vbl 35 332 318
Hybri ial liabiliti 4 1
Pound sterling 8107 6993 8566 ybrid financial fiabilities 525 ' ’
US dollar 34,646 27,509 34,904 Other term deposits 484 463 590
Other currencies 26,077 10,948 10,688 Notice deposits 22 21 969
155,369 109,397 152,966 Repurchase agreements 41,418 41,787 47,755

647,627 607,837 626,639

The increase in Deposits from central banks in 2014 is due to the

Group’s participation in the European Central Bank’s targeted

longer-term refinancing operations (TLTROs) in the last quarter of ~ Note 51 contains a detail of the residual maturity periods of

the year for the approximate amount of EUR 8.2 thousand million.  financial liabilities at amortised cost and of the related average
interest rates.

Both asset and liability balances with central banks increased

in 2012 following the liquidity injections by the central banks in

countries where the Group operates, particularly in the euro zone. 22. Marketable debt securities

The Group continued to attend these auctions and deposit at

the ECB most of the funds captured, significantly increasing the a) Breakdown
liquidity buffer and improving its structure by replacing short-term The detail, by classification and type, of Marketable debt securities
maturities with longer term funding. The Group repaid most of is as follows:

these amounts in January 2013.

Note 51 contains a detail of the residual maturity periods of financial
liabilities at amortised cost and of the related average interest rates.

90 & Santander



AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014

Millions of euros
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2014 2013 2012
Classification:
Financial liabilities held for trading - 1 1
Other financial liabilities at fair
value through profit or loss 3,830 4,086 4904
Financial liabilities at
amortised cost 193,059 171,390 201,064
196,889 175,477 205,969
Type:
Bonds and debentures outstanding 178,710 161,274 183,686
Notes and other securities 18,179 14,203 22,283
196,889 175,477 205,969

Note 51 contains a detail of the residual maturity periods of
financial liabilities at amortised cost and of the related average

interest rates in those years.

b) Bonds and debentures outstanding

The detail, by currency of issue, of Bonds and debentures

outstanding is as follows:

Millions of euros

31 December 2014

Outstanding issue
amount in foreign

Annual interest

Currency of issue 2014 2013 2012 currency (millions) rate (%)
Euro 89,803 85,120 ma73 89,803 2.65%
US dollar 39,992 25,641 26,186 48,554 2.31%
Pound sterling 19,613 20,237 24,707 15,276 2.89%
Brazilian real 18,707 15,017 14,581 60,251 10.82%
Hong Kong dollar 41 5,026 170 390 4.62%
Chilean peso 3,596 3,360 3,906 2,651,462 3.61%
Other currencies 6,958 6,873 2,963
Balance at end of year 178,710 161,274 183,686
The changes in Bonds and debentures outstanding were as
follows:
Millions of euros
2014 2013 2012
Balance at beginning of year 161,274 183,686 185,530
Net inclusion of entities in the Group 7,024 (1,649)
Of which:
Santander Consumer USA Holdings Inc.(Note 3) 7,024
Issues 66,360 61,754 80,817
Of which:
Santander UK Group
Bonds in other currencies 18,608 23,491 32,162
Bond in pounds sterling 2,769 5877 13,281
Banco Santander (Brasil) S.A.
Real estate letters of credit 9,551 4,989 5,359
Bonds 4,51 5777 6,461
Agricultural letters of credit 1,756 478 1,612
Santander Consumer USA Holdings Inc.
Asset-backed securities 7,600
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Santander International Debt, S.A. Sole-Shareholder Company:

Bonds - floating/fixed rate 4,853 4,654 9,727
Banco Santander, S.A.
Mortgage backed bonds — fixed rate 2,944 1,990 4,089
Territorial bonds - fixed rate 218 4,000
Bonds - 323
Santander Consumer Finance, S.A. - Bonds 3,602 2,325 1,012
Banco Santander - Chile - Bonds 1,979 1,469 1,436
Banco Santander Totta S.A.- Mortgage debentures 1,746
Santander Consumer Bank AS - Bonds 470 443 816

Banco Santander (México), S.A., Institucion de Banca Mdiltiple,

Grupo Financiero Santander — México Bonds 1,099 392 780
Motor 2014 PLC - Asset-backed securities 736
Bilkreditt 6 Limited - Asset-backed securities 638
Fondo de Titulizacién de Activos Pymes Santander 10 - Asset-backed securities 590
Svensk Autofinans WH 1 Ltd - Asset-backed securities 474
Santander International Products, Plc. - Bonds 341 65
SC Germany Auto 2014-1 UG (Haftungsbeschrinkt) - Asset-backed securities 389
Santander Consumer Bank SA - Bonds 188 256 12
Santander Consumer Bank S.P.A. - Bonds - floating rate 35 100
Motor 2013 PLC - Asset-backed securities - 598
Bilkreditt 5 Limited - Asset-backed securities - 494
Bilkreditt 3 Limited - Asset-backed securities - 468
SC Germany Auto 2013-12 UG - Asset-backed securities - 466
Dansk Auto Finansiering 1 Ltd - Asset-backed securities - 416
SC Germany Auto 2013-2 UG (Haftungsbeschrdnkt) - Asset-backed securities - 407
SCF Rahoituspalvelut 2013 Limited - Asset-backed securities - 384
Santander Holdings USA, Inc. - Bonds - 362 453
Bilkreditt 4 Limited- Asset-backed securities - 357
Trade Maps 3 Ireland Limited - Debentures - floating rate - 313
Fondo de Titulizacion de Activos PYMES Santander 6 - Asset-backed securities - 235

Banco Espaiiol de Crédito, S.A.

Mortgage-backed bonds - fixed rate - - 955
Bonds - - 949
Motor 2012 PLC - Asset-backed securities - - 895
Svensk Autofinans 1 Limited - Asset-backed securities - - 407
SCF Rahoituspalvelut Limited - Asset-backed securities - - 237
Redemptions (60,883) (73,619) (78,706)
Of which:
Santander UK Group (19,213) (37,388) (41,862)
Banco Santander (Brasil) S.A. (14,359) (8,246) (9,346)
Banco Santander, S.A. (12,391) (11,434) (6,542)
Santander International Debt, S.A. Sole-Shareholder Company (6,967) (10,437) (8,479)
Banco Santander - Chile (2,186) (1,263) (1,112)
Santander Consumer Finance, S.A. (1,422) (1,012) (481)
Banco Santander Totta, S.A. (1,095) (962) (1,014)
Banco Santander (México), S.A., Institucién de Banca Mltiple,Grupo Financiero Santander México (726) (62) (1)
Brazil Foreign Diversified Payment Rights Finance Company (655) -
Santander International Products, Plc. (610) (1,605)
Santander Consumer Bank SA (200) (48) (68)
Santander US Debt, S.A. Sole-Shareholder Company - (947) (1,146)
Santander Consumer Bank AG - (6) (863)
Banco Espariol de Crédito, S.A. - - (6,401)
Santander Holdings USA, Inc. - - (1,236)
Exchange differences 6,706 (5,590) (636)
Other changes (1,777) (4,957) (1,670)
Balance at end of year 178,710 161,274 183,686
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c) Notes and other securities

These notes were issued basically by Banco Santander, S.A.,
Santander Consumer Finance, S.A., Santander Commercial Paper,
S.A. (Sole-Shareholder Company), Abbey National North America
LLC, Santander UK plc, Abbey National Treasury Services plc,
Banco Santander (México), S.A., Institucion de Banca Mdiltiple,
Grupo Financiero Santander México, Santander Securities
Services, S.A. and Fondo de Titulizacién de Activos Santander 2.

d) Guarantees
Set forth below is information on the liabilities secured by
financial assets:

Millions of euros

2014 2013 2012

Asset-backed securities 39,594 30,020 35,853
Of which, mortgage-

backed securities 18,059 22,843 29,938

Other mortgage securities 60,569 59,984 67,214

Of which: mortgage-backed bonds 29,227 32,717 38,500

100,163 90,004 103,067

The main characteristics of the assets securing the
aforementioned financial liabilities are as follows:

1. Asset-backed securities:

a. Mortgage-backed securities- these securities are secured
by securitised mortgage assets (see Note 10.e) with average
maturities of more than ten years that must: be a first mortgage
for acquisition of principal or second residence, be current in
payments, have a loan-to-value ratio below 80% and have a
liability insurance policy in force covering at least the appraisal
value. The value of the financial liabilities broken down in the
foregoing table is lower than the balance of the assets securing
them - securitised assets retained on the balance sheet - mainly
because the Group repurchases a portion of the bonds issued,
and in such cases they are not recognised on the liabilities side
of the consolidated balance sheet.

b. Other asset-backed securities- including asset-backed
securities and notes issued by special-purpose vehicles
secured mainly by mortgage loans that do not meet the
foregoing requirements and other loans (mainly personal loans
with average maturities of five years and loans to SMEs with
average maturities of seven years).

2. Other mortgage securities include mainly: (i) mortgage-backed
bonds with average maturities of more than ten years that are
secured by a portfolio of mortgage loans and credits (included
in secured loans - see Note 10.b) which must: not be classified
as at procedural stage; have available appraisals performed by
specialised entities; have a loan-to-value ratio below 80% in the
case of home loans and below 60% for loans for other assets and
have sufficient liability insurance, (ii) other debt securities issued
as part of the Group’s liquidity strategy in the UK, mainly covered
bonds in the UK secured by mortgage loans and other assets.

The fair value of the guarantees received by the Group (financial
and non-financial assets) which the Group is authorised to sell
or pledge even if the owner of the guarantee has not defaulted
is scantly material taking into account the Group’s financial
statements as a whole.

AUDITORS’ REPORT

e) Spanish mortgage-market issues

The members of the board of directors hereby state that the
Group entities operating in the Spanish mortgage-market issues
area have established and implemented specific policies and
procedures to cover all activities carried on and comply with
mortgage-market regulations applicable to these activities as
provided for in Royal Decree 716/2009, of 24 April, implementing
certain provisions of Mortgage Market Law 2/1981, of 25 March,
and, by application thereof, in Bank of Spain Circulars 7/2010
and 5/2011, and other financial and mortgage system regulations.
Also, financial management defines the Group entities’ funding
strategy.

The risk policies applicable to mortgage market transactions
envisage maximum loan-to-value (LTV) ratios, and specific policies
are also in place adapted to each mortgage product, which
occasionally require the application of stricter limits.

The Bank’s general policies in this respect require the repayment
capacity of each potential customer (the effort ratio in loan
approval) to be analysed using specific indicators that must be
met. This analysis must determine whether each customer’s
income is sufficient to meet the repayments of the loan
requested. In addition, the analysis of each customer must
include a conclusion on the stability over time of the customer’s
income considered with respect to the life of the loan. The
aforementioned indicator used to measure the repayment
capacity (effort ratio) of each potential customer takes into
account mainly the relationship between the potential debt and
the income generated, considering on the one hand the monthly
repayments of the loan requested and other transactions and, on
the other, the monthly salary income and duly supported income.

The Group entities have specialised document comparison
procedures and tools for verifying customer information and
solvency (see Note 54).

The Group entities’ procedures envisage that each mortgage
originated in the mortgage market must be individually valued by
an appraisal company not related to the Group.

In accordance with Article 5 of Mortgage Market Law 41/2007,
any appraisal company approved by the Bank of Spain may issue
valid appraisal reports. However, as permitted by this same
article, the Group entities perform several checks and select, from
among these companies, a small group with which they enter into
cooperation agreements with special conditions and automated
control mechanisms. The Group’s internal regulations specify,

in detail, each of the internally approved companies, as well as
the approval requirements and procedures and the controls
established to uphold them. In this connection, the regulations
establish the functions of an appraisal company committee on
which the various areas of the Group related to these companies
are represented. The aim of the committee is to regulate and
adapt the internal regulations and the activities of the appraisal
companies to the current market and business situation.

Basically, the companies wishing to cooperate with the Group
must have a significant level of activity in the mortgage market

in the area in which they operate, they must pass a preliminary
screening process based on criteria of independence, technical
capacity and solvency -in order to ascertain the continuity of
their business- and, lastly, they must pass a series of tests prior to
obtaining definitive approval.
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In order to comply in full with the legislation, any appraisal
provided by the customer is reviewed, irrespective of which
appraisal company issues it, to check that the requirements,
procedures and methods used to prepare it are formally adapted
to the valued asset pursuant to current legislation and that the
values reported are customary in the market.

The information required by Bank of Spain Circulars 7/2010 and
5/2011, by application of Royal Decree 716/2009, of 24 April, is as
follows:

Millions of euros

Face value of the outstanding mortgage loans and
credits that support the issuance of mortgage-
backed and mortgage bonds pursuant to Royal

Decree 716/2009 (excluding securitised bonds) 68,306
Of which:

Loans eligible to cover issues of mortgage-backed securities 42,764
Transfers of assets retained on balance sheet: mortgage-

backed certificates and other securitised mortgage assets 19,542

Mortgage-backed bonds

The mortgage-backed bonds (“cédulas hipotecarias”) issued by the
Group entities are securities the principal and interest of which
are specifically secured by mortgages, there being no need for
registration in the Property Register and without prejudice to the
issuer’s unlimited liability.

The mortgage-backed bonds include the holder’s financial claim
on the issuer, secured as indicated in the preceding paragraph,
and may be enforced to claim payment from the issuer after
maturity. The holders of these securities have the status of special
preferential creditors vis-a-vis all other creditors (established

in Article 1923.3 of the Spanish Civil Code) in relation to all the
mortgage loans and credits registered in the issuer’s favour and,
where appropriate, in relation to the cash flows generated by the
derivative financial instruments associated with the issues.

In the event of insolvency, the holders of mortgage-backed

bonds will enjoy the special privilege established in Article 9o.1.1
of Insolvency Law 22/2003, of 9 July. Without prejudice to the
foregoing, in accordance with Article 84.2.7 of the Insolvency Law,
during the insolvency proceedings, the payments relating to the

Millions of euros
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repayment of the principal and interest of the bonds issued and
outstanding at the date of the insolvency filing will be settled up
to the amount of the income received by the insolvent party from
the mortgage loans and credits and, where appropriate, from the
replacement assets backing the bonds and from the cash flows
generated by the financial instruments associated with the issues
(Final Provision 19 of the Insolvency Law).

If, due to a timing mismatch, the income received by the insolvent
party is insufficient to meet the payments described in the
preceding paragraph, the insolvency managers must settle them
by realising the replacement assets set aside to cover the issue
and, if this is not sufficient, they must obtain financing to meet
the mandated payments to the holders of the mortgage-backed
bonds, and the finance provider must be subrogated to the
position of the bond-holders.

In the event that the measure indicated in Article 155.3 of the
Insolvency Law were to be adopted, the payments to all holders of
the mortgage-backed bonds issued would be made on a pro-rata
basis, irrespective of the issue dates of the bonds.

The outstanding mortgage-backed bonds issued by the Group
totalled EUR 29,227 million at 31 December 2014 (all of which
were denominated in euros), of which EUR 28,092 million were
issued by Banco Santander, S.A. and EUR 1,135 million were issued
by Santander Consumer Finance, S.A. The issues outstanding at
31 December 2014 and 2013 are detailed in the separate financial
statements of each of these companies.

Mortgage-backed bond issuers have an early redemption option
solely for the purpose of complying with the limits on the volume
of outstanding mortgage-backed bonds stipulated by mortgage
market regulations.

None of the mortgage-backed bonds issued by the Group entities
had replacement assets assigned to them.

23. Subordinated liabilities

a) Breakdown
The detail, by currency of issue, of Subordinated liabilities in the
consolidated balance sheets is as follows:

31 December 2014

Outstanding issue
amount in foreign

Currency of issue 2014 2013 2012 currency (millions) Annual interest rate %
Euro 5,901 4,600 5,214 5,901 3.80%
US dollar 5,525 4,413 3,932 6,708 5.35%
Pound sterling 1,776 2,750 3,292 1,383 8.10%
Brazilian real 2,267 2,734 4,409 7,302 11.07%
Other currencies 1,663 1,642 1,391

Balance at end of year 17,132 16,139 18,238

Of which, preference shares

(acciones preferentes) 739 401 421

Of which, preference shares 6239 3652 24319

(participaciones preferentes)
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Note 51 contains a detail of the residual maturity periods of
subordinated liabilities at each year-end and of the related average
interest rates in each year.

b) Changes
The changes in Subordinated liabilities in the last three years were
as follows:

Millions of euros
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2014 2013 2012
Balance at beginning of year 16,139 18,238 22,992
Net inclusion of entities in the Group (Note 3) 237 Q)]
Issues 4,351 1,027 2
Of which:
Banco Santander, S.A. 4,235
Banco Santander (Brasil) S.A. 115
Santander UK plc 599
Banco Santander (México), S.A., Institucién de Banca Mdltiple, Grupo Financiero Santander México - 235
Banco Santander - Chile 191
Redemptions and repurchases (3,743) (1,915) (4,080)
Of which:
Santander Issuances, S.A., Sole-Shareholder Company (1,425) (608) (1,253)
Santander Finance Preferred, S.A., Sole-Shareholder Company (1,678) (7) (99)
Banco Santander (Brasil) S.A. (379) (663)
Banco Santander Chile (174) (7) (168)
Banco Santander, S.A. (61) (28) (66)
Santander Finance Capital, S.A., Sole-Shareholder Company 21 4)
Santander Securities Services, S.A. 3) 6)
Abbey National Capital Trust | (278) (203)
Santander Holdings USA, Inc. (193) (264)
Santander PR Capital Trust | ©n
Santander Perpetual, S.A., Sole-Shareholder Company 28) (155)
Santander UK plc (1,166)
Banco Espariol de Crédito, S.A. (608)
Exchange differences 737 (923) (190)
Other changes (352) (525) (485)
Balance at end of year 17,132 16,139 18,238

c) Other disclosures

This item includes the preference shares (participaciones
preferentes) and other financial instruments issued by the
consolidated companies which, although equity for legal purposes,
do not meet the requirements for classification as equity
(preference shares).

The preference shares do not carry any voting rights and are non-
cumulative. They were subscribed to by non-Group third parties
and, except for the shares of Santander UK plc referred to below,
are redeemable at the discretion of the issuer, based on the terms
and conditions of each issue.

At 31 December 2014, Santander UK plc had a GBP 200 million
subordinated issue which is convertible, at Santander UK plc’s
option, into preference shares of Santander UK plc, at a price of
GBP 1 per share.

For the purposes of payment priority, preference shares
(participaciones preferentes) are junior to all general creditors and
to subordinated deposits. The remuneration of these securities,
which have no voting rights, is conditional upon the obtainment
of sufficient distributable profit and upon the limits imposed by
Spanish banking regulations on equity.

The other issues are subordinated and, therefore, for the
purposes of payment priority, they are junior to all general
creditors of the issuers. The issues launched by Santander
Central Hispano Issuances Limited, Santander Issuances, S.A.
(Sole-Shareholder Company), Santander Perpetual, S.A. (Sole-
Shareholder Company), Santander Finance Capital, S.A. (Sole-
Shareholder Company), Santander International Preferred, S.A.
(Sole-Shareholder Company) and Santander Finance Preferred,
S.A. (Sole-Shareholder Company) are guaranteed by the Bank or
by restricted deposits arranged by the Bank for this purpose. At
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31 December 2014, the balance of these issues amounted to EUR
5,081 million.

At 31 December 2014, the following issues were convertible into
Bank shares:

On 5 March, 8 May and 2 September 2014, Banco Santander,

S.A. announced that its executive committee had resolved to
launch issues of preference shares contingently convertible into
newly issued ordinary shares of the Bank (“CCPSs”) for a nominal
amount of EUR 1,500 million, USD 1,500 million and EUR 1,500
million. The interest, payment of which is subject to certain
conditions and is discretionary, was set at 6.25% per annum for
the first five years (to be repriced thereafter by applying a 541
basis-point spread to the 5-year Mid-Swap Rate) for the March
issue, at 6.375% per annum for the first five years (to be repriced
thereafter by applying a 478.8 basis-point spread to the 5-year
Mid-Swap Rate) for the May issue and at 6.25% per annum for
the first seven years (to be repriced every five years thereafter by
applying a 564 basis-point spread to the 5-year Mid-Swap Rate) for
the September issue.

On 25 March 2014, 28 May and 30 September, the Bank of Spain
confirmed that the CCPSs were eligible as Additional Tier 1 capital
under the new European capital requirements of Regulation (EU)
No 575/2013. The CCPSs are perpetual, although they may be
redeemed early in certain circumstances and would convert into
newly issued ordinary shares of Banco Santander if the Common
Equity Tier 1 ratio of the Bank or its consolidated group fell

below 5.125%, calculated in accordance with Regulation (EU) No
575/2013. The CCPSs are traded on the Global Exchange Market of
the Irish Stock Exchange.

Furthermore, on 29 January 2014, Banco Santander (Brasil) S.A.
launched an issue of Tier 1 perpetual subordinated notes for a
nominal amount of USD 1,248 million, of which the Group has
acquired 89.6%. The notes are perpetual and would convert into
ordinary shares of Banco Santander (Brasil) S.A. if the Common
Equity Tier 1 ratio, calculated as established by the Central Bank of
Brazil, were to fall below 5.125%.

The interest accrued on subordinated liabilities amounted to EUR

1,084 million in 2014 (2013: EUR 1,260 million; 2012: EUR 1,650
million) (see Note 39).
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24. Other financial liabilities

The detail of Other financial liabilities in the consolidated balance
sheets is as follows:

Millions of euros

2014 2013 2012
Trade payables 1,276 1,031 1,255
Clearing houses 562 841 573
Tax collection accounts:

Tax payables 2,304 2,197 2,021
Factoring accounts payable 193 194 201
Unsettled financial transactions 4,445 3,063 5,080
Other financial liabilities 10,688 9,084 10,115

19,468 16,410 19,245

Note 51 contains a detail of the residual maturity periods of other
financial liabilities at each year-end.

25. Provisions

a) Breakdown
The detail of Provisions in the consolidated balance sheets is as
follows:

Millions of euros

2014 2013 2012
Provisions for pensions
and similar obligations 9,412 9,126 10,353
Provisions for taxes and
other legal contingencies 2,916 2,727 3,100
Provisions for contingent liabilities
and commitments (Note 2): 654 693 617
Of which: due to country risk 2 4 3
Other provisions 2,394 2,043 1,932
Provisions 15,376 14,589 16,002
b) Changes

The changes in Provisions in the last three years were as follows:
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2014 2013 2012
w w
JEE JEE JEE
c : [ @ c : v a c : [7] @
g HEE 5 g RIE 5 g RIE 5
2 ££E 52 o 2 £ZE 82 5 3 £ZE §2 5
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& GS=88 6% L & G888 6% i & 828 o6& P
Balances at beginning of year 9,126 693 4,770 14,589 10,353 617 5032 16,002 10,782 659 5,731 17,172
Net inclusion of entities
in the Group n 3 74 88 M 15 - 14 (60) Q) (16) 77)
Additions charged to income:
Interest expense and
similar charges (Note 39) 344 - - 344 363 - - 363 398 - - 398
Staff costs (Note 47) 75 - - 75 88 - - 88 145 - - 145
Period provisions 361 54 2,594 3,009 397 126 1,922 2,445 (184) 68 1,588 1,472
Other additions arising
from insurance contracts
linked to pensions 31 - - 31 27) - - 27) (161) - - (161)
Changes in value
recognised in equity 770 - - 770 (90) - - (90) 1,682 - - 1,682
Payments to pensioners and
pre-retirees with a charge
to internal provisions (1,038) - - (1,038) (1,086) - - (1,086) (980) - - (980)
Benefits paid due to settlements - - - ?2) - - ) (1,006) - - (1,006)
Insurance premiums paid ) - - an ®) - - 6) 54 - - 54
Payments to external funds (607) - (607) (217) - - (217) (268) - - (268)
Amounts used - - (2,293) (2,293) - - (1,661) (1,661) - - (2,161)  (2,167)
Transfers, exchange differences
and other changes 350 (96) 165 419 (646) (65  (523) (1,234) (49 (09 (M0O)  (268)
Balances at end of year 9,412 654 5,310 15,376 9,126 693 4,770 14,589 10,353 617 5,032 16,002

c) Provisions for pensions and similar obligations
The detail of Provisions for pensions and similar obligations is as

follows:

Millions of euros

i. Spanish entities — Post-employment plans and other similar
obligations

At 31 December 2014, 2013 and 2012, the Spanish entities had
post-employment benefit obligations under defined contribution
and defined benefit plans. In addition, in various years some of

the consolidated entities offered certain of their employees the

possibility of taking pre-retirement and, therefore, provisions
are recognised each year for the obligations to employees taking
pre-retirement -in terms of salaries and other employee benefit

costs- from the date of their pre-retirement to the date of effective
retirement. In 2014, 2011 employees accepted the pre-retirement and

voluntary redundancy offers, and the provision recognised to cover

these obligations totalled EUR 642 million (2013: EUR 334 million).

In 2012, the Bank and Banesto reached an agreement with the
employees’ representatives to alter the form of the defined-
benefit obligations arising from the collective agreement into

defined-contribution plans. In addition, the senior executives’
contracts with defined-benefit pension obligations were amended
to alter such obligations into a defined-contribution employee
welfare system.

2014 2013 2012

Provisions for post-

employment plans

- Spanish entities 4,915 4,643 4,909
Of which: defined benefit 4,910 4,633 4,900
Provisions for other similar

obligations - Spanish entities 2,237 2,161 2,404
Of which: pre-retirements 2,220 2,149 2,389
Provisions for post-

employment plans

- Santander UK plc 256 806 409
Provisions for post-

employment plans and other

similar obligations - Other

foreign subsidiaries 2,004 1,516 2,631
Of which: defined benefit 1,999 1,512 2,626

Provisions for pensions

and similar obligations 9,412 9,126 10,353

The amount of the obligations accrued with respect to all the
current employees, both those subject to the collective agreement

and executives, whose defined-benefit obligations were converted
into defined-contribution plans, totalled EUR 1,389 million. The
obligations thus altered were externalised through the execution
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of various insurance contracts with Spanish insurance companies. 1. Valuation method: projected unit credit method, which sees
The effect of the settlement of such defined-benefit obligations is each period of service as giving rise to an additional unit of
shown in the tables below. benefit entitlement and measures each unit separately.

The expenses incurred by the Group in respect of contributionsto 2. Actuarial assumptions used: unbiased and mutually compatible.
defined contribution plans amounted to EUR 105 million in 2014 Specifically, the most significant actuarial assumptions used in
(2013: EUR 108 million; 2012: EUR 54 million). the calculations were as follows:

The amount of the defined benefit obligations was determined on
the basis of the work performed by independent actuaries using
the following actuarial techniques:

Post-employment plans Other similar obligations

2014 2013 2012 2014 2013 2012

2.75% and 3% 2.75% and 3%

in the case in the case

Annual discount rate 2.00% 3.00% of Banesto 2.00% 3.00% of Banesto

GRM/F-95 GRM/F-95

(PERM/F-2000 (PERM/F-2000

in the case of in the case of

Mortality tables PERM/F-2000 PERM/F-2000 Banesto) PERM/F-2000 PERM/F-2000 Banesto)

Cumulative annual CPI growth 1.5% 1.5% 1.5% 1.5% 1.5% 1.5%

Annual salary increase rate 2.50%* 2.50%* 2%* n/a n/a n/a
Annual social security

pension increase rate 1.5% 1.5% 1.5% n/a n/a n/a

Annual benefit increase rate n/a n/a n/a De 0% to 1.5% De 0% to 1.5% De 0% to 1.5%

* Corresponds to the Group’s defined-benefit obligations.

The discount rate used for the flows was determined by
reference to high-quality corporate bonds (at least AA in euros)
that coincide with the terms of the obligations. The portfolio of
bonds taken into consideration excludes callable, puttable and
sinkable bonds which could distort the indices.

Any changes in the main assumptions could affect the
calculation of the obligations. At 31 December 2014, if the
discount rate used had been decreased or increased by 50 basis
points, there would have been an increase or decrease in the
present value of the post-employment obligations of +/- 5.5%
and an increase or decrease in the present value of the long-
term obligations of +/- 1.15%. These changes would be offset in
part by increases or decreases in the fair value of the assets and
insurance contracts linked to pensions.

3. The estimated retirement age of each employee is the first at
which the employee is entitled to retire or the agreed-upon age,
as appropriate.

The fair value of insurance contracts was determined as the
present value of the related payment obligations, taking into
account the following assumptions:

Post-employment plans Other similar obligations
2014 2013 2012 2014 2013 2012
Expected rate of return 2.75% and 3%
on plan assets 2.0% 3.0% in the case of n/a n/a n/a
Expected rate of return on 2.75% and 3%
reimbursement rights 2.0% 3.0% in the case of n/a n/a n/a
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The funding status of the defined benefit obligations in 2014 and
the four preceding years is as follows:

Millions of euros

Post-employment plans Other similar obligations

2014 2013 2012 20mM 2010 2014 2013 2012 20m 2010

Present value of the obligations:

To current employees 62 50 58 1,533 1,240 - - - - -
Vested obligations to retired employees 4,708 4,483 4,765 4,367 4,471 - - - - -
To pre-retirees - - - - - 2,220 2,149 2,389 2,769 3,262
Long-service bonuses and other benefits - - - - - 13 il 7 7 8
Other 307 257 221 185 181 4 1 8 5 3

5,077 4,790 5,044 6,085 5,892 2,237 2,161 2,404 2,781 3,273

Less-
Fair value of plan assets 167 157 144 177 183 - - - - -
Provisions - Provisions for pensions 4,910 4,633 4,900 5,908 5,709 2,237 2,161 2,404 2,781 3,273
Of which:
Internal provisions for pensions 4,565 4,293 4,495 3,762 3,490 2,237 2,161 2,404 2,781 3,272
Insurance contracts linked to pensions (Note 14) 345 342 405 2,146 2,219 - - - - 1
Unrecognised net assets for pensions - ) - - - - - - - -

The amounts recognised in the consolidated income statements
in relation to the aforementioned defined benefit obligations are
as follows:

Millions of euros

Post-employment plans Other similar obligations
2014 2013 2012 2014 2013 2012
Current service cost 10 10 53 1 - 1
Interest cost (net) 139 139 204 59 61 101
Expected return on insurance
contracts linked to pensions 9) () (45) - - -
Extraordinary charges (credits)-
Actuarial (gains)/losses
recognised in the year - - - 48 3 66
Past service cost - 30 22 - 34 21
Pre-retirement cost 12 8 - 630 326 55
Effect of curtailment/settlement (14) (6) (407) - - 1
138 170 (167) 738 424 245

In addition, in 2014 Valuation adjustments — Other valuation
adjustments increased by EUR 427 million with respect to
defined benefit obligations (2013: an increase of EUR 52 million;
2012: a decrease of EUR 533 million).
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The changes in the present value of the accrued defined benefit
obligations were as follows:

Millions of euros

Post-employment plans Other similar obligations

2014 2013 2012 2014 2013 2012
Present value of the obligations
at beginning of year 4,790 5,044 6,085 2,161 2,404 2,781
Net inclusion of entities
in the Group - (5) - - - -
Current service cost 10 10 53 1 - 1
Interest cost 144 145 2n 59 61 101
Pre-retirement cost 12 8 - 630 326 55
Effect of curtailment/settlement (14) ®) (401) - - -
Benefits paid due to settlements - - (1,006) - - -
Other benefits paid (355) (394) (317) (665) (661) (624)
Past service cost - 30 15 - 34 21
Actuarial (gains)/losses* 485 (79) 382 48 3 66
Exchange differences
and other items 5 37 22 3 6) 3
Present value of the
obligations at end of year 5,077 4,790 5,044 2,237 2,161 2,404

* Including in 2014 demographic actuarial losses of EUR 8 million and financial actuarial losses of EUR 477 million in the post-employment plans, as well as demographic
actuarial losses of EUR 1 million and financial actuarial losses of EUR 47 million in other similar obligations.

The changes in the fair value of plan assets and of insurance
contracts linked to pensions were as follows:

Plan assets
Millions of euros

Post-employment plans

2014 2013 2012
Fair value of plan assets
at beginning of year 157 144 177
Expected return on plan assets 5 6 7
Actuarial gains/(losses) 27 - n
Contributions/(surrenders) n 5 (42)
Benefits paid (38) 12) ©)
Exchange differences
and other items 5 14
Fair value of plan assets
atend of year 167 157 144
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Insurance contracts linked to pensions
Millions of euros
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Post-employment plans Other similar obligations

2014 2013 2012 2014 2013 2012
Fair value of insurance contracts linked to
pensions at beginning of year 342 405 2,146 - - -
Expected return on insurance contracts (Note 38) 9 n 45 - - -
Benefits paid (37) (47) (59 - - -
Premiums paid/(surrenders) (Note 14) - - (1,565) - - )
Actuarial gains/(losses) 31 27 (162) - - 1
Fair value of insurance contracts linked
to pensions at end of year 345 342 405 - - -
In view of the conversion of the defined-benefit obligations 2014 2013 2012
to deﬁ.ned-contrlbutlo.n Ob.|lgat.IOI’lS, t.he. Group will not.make Annual discount rate 3.65% 4.45% 450%
material current contributions in Spain in 2015 to fund its y
- i igati 16/98 10351
defined-benefit pension obligations. 51 Light Light 103 51
Mortality tables T™MC TMC  Light TMC
The‘plan assets and the msurance.contracts I|nlfe.d to pensions Cumulative annual CPI growth 3.05% 3.40% 5 85%
are instrumented mainly through insurance policies.
Annual salary increase rate 1.00% 3.40% 2.85%
The following table shows the estimated benefits payable at 31 Annual pension increase rate 2.85% 315% 2.75%

December 2014 for the next ten years:

Millions of euros

2015 959
2016 838
2017 n
2018 612
2019 515
2020 to 2024 1,656

ii. United Kingdom

At the end of each of the last three years, the businesses in the
United Kingdom had post-employment benefit obligations under
defined contribution and defined benefit plans. The expenses
incurred in respect of contributions to defined contribution plans
amounted to EUR 84 million in 2014 (2013: EUR 62 million; 2012:
EUR 53 million).

The amount of the defined benefit obligations was determined on
the basis of the work performed by independent actuaries using
the following actuarial techniques:

1. Valuation method: projected unit credit method, which sees
each period of service as giving rise to an additional unit of
benefit entitlement and measures each unit separately.

2. Actuarial assumptions used: unbiased and mutually compatible.

Specifically, the most significant actuarial assumptions used in
the calculations were as follows:

The discount rate used for the flows was determined by reference
to high-quality corporate bonds (at least AA in pounds sterling) that
coincide with the terms of the obligations. The portfolio of bonds
taken into consideration excludes callable, puttable and sinkable
bonds which could distort the indices.

Any changes in the main assumptions could affect the calculation of
the obligations. At 31 December 2014, if the discount rate used had
been decreased or increased by 50 basis points, there would have
been an increase or decrease in the present value of the obligations
of +/-10.6%. If the inflation assumption had been increased or
decreased by 50 basis points, there would have been an increase or
decrease in the present value of the obligations of +/- 7.1%. These
changes would be offset in part by increases or decreases in the fair
value of the assets.

The funding status of the defined benefit obligations in 2014 and the
four preceding years is as follows:

Millions of euros

2014 2013 2012 20m 2010

Present value of

the obligations: 11,959 10,120 9,260 8,467 7,824

Less-

Fair value of plan assets 12,108 9,455 9,194 8,496 7,617

Provisions - Provisions
for pensions

Of which:

(149) 665 66 (29) 207

Internal provisions
for pensions 256 806 409 255 261

Net assets for pensions (405) (141 (343)  (284) (54)
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The amounts recognised in the consolidated income statements in
relation to the aforementioned defined benefit obligations are as
follows:

Millions of euros

2014 2013 2012
Current service cost 29 32 49
Interest cost (net) 16 1 34
Past service cost (286) -

(241) 33 83

In addition, in 2014 Valuation adjustments — Other valuation
adjustments decreased by EUR 173 million with respect to defined
benefit obligations (2013: a decrease of EUR 697 million; 2012: a
decrease of EUR 182 million).

The changes in the present value of the accrued defined benefit
obligations were as follows:

Millions of euros

2014 2013 2012
Present value of the obligations
at beginning of year 10,120 9,260 8,467
Current service cost 29 32 49
Interest cost 455 396 427
Benefits paid (263) (239) (258)
Past service cost (286) - -
Actuarial (gains)/losses* 1,174 852 367
Exchange differences
and other items 730 (181) 208
Present value of the
obligations at end of year 11,959 10,120 9,260

* Including in 2014 demographic actuarial losses of EUR 236 million and financial
actuarial losses of EUR 938 million.

’

In 2014 Santander UK reached an agreement with the workers
representatives to convert a portion of the defined-benefit
obligations into defined-contribution plans. The effect of the
reduction of the aforementioned obligations is shown in the
preceding table under Past service cost.

The changes in the fair value of the plan assets were as follows:

Millions of euros

2014 2013 2012
Fair value of plan assets
at beginning of year 9,455 9,194 8,496
Expected return on plan assets 439 395 393
Actuarial gains/(losses) 1,346 155 186
Contributions 450 133 180
Benefits paid (263) (239) (258)
Exchange differences
and other changes 681 (183) 197
Fair value of plan assets
at end of year 12,108 9,455 9,194
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The Group expects to make contributions of approximately EUR 50
million to fund these obligations in 2015.

The main categories of plan assets as a percentage of total plan assets
are as follows:

2014 2013 2012
Equity instruments 22% 24% 27%
Debt instruments 56% 59% 56%
Properties 12% 1% 3%
Other 10% 6% 14%

The following table shows the estimated benefits payable at 31
December 2014 for the next ten years:

Millions of euros

2015 289
2016 308
2017 329
2018 351
2019 375
2020 to 2024 2,297

iii. Other foreign subsidiaries
Certain of the consolidated foreign entities have acquired commitments
to their employees similar to post-employment benefits.

At 31 December 2014, 2013 and 2012, these entities had defined-
contribution and defined-benefit post-employment benefit obligations.
The expenses incurred in respect of contributions to defined contribution
plans amounted to EUR 58 million in 2014 (2013: EUR 53 million; 2012:
EUR 49 million).

The actuarial assumptions used by these entities (discount rates,
mortality tables and cumulative annual CPI growth) are consistent with
the economic and social conditions prevailing in the countries in which
they are located.

Specifically, the discount rate used for the flows was determined by
reference to high-quality corporate bonds, except in the case of Brazil
where there is no extensive corporate bond market and, accordingly the
discount rate was determined by reference to the series B bonds issued
by the Brazilian National Treasury Secretariat for a term coinciding with
that of the obligations.

Any changes in the main assumptions could affect the calculation of the
obligations. At 31 December 2014, if the discount rate used had been
decreased or increased by 50 basis points, there would have been an
increase or decrease in the present value of the obligations of +/- 5%.
These changes would be offset in part by increases or decreases in the
fair value of the assets.
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The funding status of the obligations similar to post-employment The changes in the present value of the accrued obligations were

benefits and other long-term benefits in 2014 and the four preceding as follows:

years is as follows:
Millions of euros

Millions of euros

2014 2013 2012
2014 2013 2012 201 2010 Present value of the obligations
Present value of at beginning of year 9,289 12,814 11,245
the obligations 10,324 9,289 12,814 11,245 11,062 Net inclusion of entities
Less- in the Group 25 4 (70)
Of which: with a charge Current service cost 35 46 42
to the participants 151 133 125 - - Interest cost 365 951 1,010
Fair value of plan assets 8,458 7,938 10,410 9,745 10,176 Pre-retirement cost 20 R 13
:::gz:::g:: ;or 1715 1218 2279 1500 386 Effect of curtailment/settlement (6) M (16)
Of which: Benefits paid (669) (686) (735)
Internal provisions Benefits paid due to settlements ®) ) (47)
for pensions 1999 1512 2626 1,827 1340 Contributions made by employees 7 21 10
Net assets for pensions ®) ¢ ©) (15) ® Past service cost 1 7 -
Unrecognised net Actuarial (gains)/losses* 646 2,039 2,352
assets for pensions (276)  (286) (342)  (312)  (446) uarial (gains) (2,039) ,
Exchange differences
and other items n7 (1,826) (996)
In December 2011 the Portuguese financial institutions, including E tvalue of th
. . . resent value of the
Baqco .Santander Tottg, S.A, t.ransferreq in part their pension obligations at end of year 10,324 9,289 12,814
obligations to the social security authorities. As a result, Banco
Santander Totta, S.A. transferred the related assets and liabilities * Including in 2014 demographic actuarial losses of EUR 242 million and financial
and Provisions - Provision for pensions and similar obligations at 31 actuarial losses of EUR 404 million.
December 2011 included the present value of the obligations, net
of the fair value of the related plan assets. The changes in the fair value of the plan assets were as follows:
The amounts recognised in the consolidated income statements in ~ Millions of euros
relation to these obligations are as follows: 2014 2013 2012
Millions of euros Fair value of plan assets
at beginning of year 7,938 10,410 9,745
2014 2013 2012 Net inclusion of entities
Current service cost 35 46 42 in the Group 13 ) 10
Interest cost (net) 131 162 16 Expected return on plan assets 759 789 894
Extraordinary charges (credits): Actuarial gains/(losses) 124 (1,314) 1,259
Actuarial (gains)/losses Gains/(losses) due to settlements (24) - -
recognised in the year 4 M 7 Contributions 205 239 165
Past service cost ! / 2 Benefits paid (643) (641) (687)
Pre-retirement cost - - (10) Exchange differences
Other (4) Q) @) and other items 86 (1,545) (976)
Fair value of plan assets
212
137 ! 53 atendofyear 8,458 7,938 10,410

In addition, in 2014 Valuation adjustments — Other valuation
adjustments increased by EUR 515 million with respect to defined
benefit obligations (2013: an increase of EUR 735 million; 2012: a
decrease of EUR 968 million).
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In 2015 the Group expects to make contributions to fund these
obligations for amounts similar to those made in 2014.

The main categories of plan assets as a percentage of total plan assets
are as follows:

2014 2013 2012
Equity instruments 8% 10% 6%
Debt instruments 83% 85% 86%
Properties 5% 2% 4%
Other 4% 3% 4%

The following table shows the estimated benefits payable at 31
December 2014 for the next ten years:

Millions of euros

2015 704
2016 734
2017 761
2018 789
2019 822
2020 to 2024 4,582

d) Provisions for taxes and other legal contingencies and
Other provisions

Provisions - Provisions for taxes and other legal contingencies and
Provisions - Other provisions, which include, inter alia, provisions
for restructuring costs and tax-related and non-tax-related
proceedings, were estimated using prudent calculation procedures
in keeping with the uncertainty inherent to the obligations
covered. The definitive date of the outflow of resources embodying
economic benefits for the Group depends on each obligation. In
certain cases, these obligations have no fixed settlement period
and, in other cases, depend on the legal proceedings in progress.

The detail, by geographical area, of Provisions for taxes and other
legal contingencies and Other provisions is as follows:

Millions of euros

2014 2013 2012

Recognised by Spanish companies 1,217 1,228 722

Recognised by other EU companies 1,206 1,027 1,337

Recognised by other companies 2,887 2,515 2,973
Of which:

Brazil 2,453 2,263 2,750

5,310 4,770 5,032

Set forth below is the detail, by type of provision, of the balance at
31 December 2014, 2013 and 2012 of Provisions for taxes and other
legal contingencies and Other provisions. The types of provision
were determined by grouping together items of a similar nature:
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Millions of euros

2014 2013 2012
Provisions for taxes 1,289 1,177 1,198
Provisions for employment-
related proceedings (Brazil) 616 638 975
Provisions for other
legal proceedings 1,01 912 927
Provision for customer
remediation 632 465 803
Regulatory framework-
related provisions 298 315 81
Provision for restructuring 273 378 120
Other 1,191 885 928
5,310 4,770 5,032

Relevant information is set forth below in relation to each type of
provision shown in the preceding table:

The provisions for taxes include provisions for tax-related
proceedings.

The provisions for employment-related proceedings (Brazil) relate
to claims filed by trade unions, associations, the prosecutor’s office
and ex-employees claiming employment rights to which, in their
view, they are entitled, particularly the payment of overtime and
other employment rights, including litigation concerning retirement
benefits. The number and nature of these proceedings, which

are common for banks in Brazil, justify the classification of these
provisions in a separate category or as a separate type from the
rest. The Group calculates the provisions associated with these
claims in accordance with past experience of payments made in
relation to claims for similar items. When claims do not fall within
these categories, a case-by-case assessment is performed and

the amount of the provision is calculated in accordance with the
status of each proceeding and the risk assessment carried out by
the legal advisers. The average duration of the employment-related
proceedings is eight years.

The provisions for other legal proceedings include provisions

for court, arbitration or administrative proceedings (other than
those included in other categories or types of provisions disclosed
separately) brought against Santander Group companies.

The provisions for customer remediation include the estimated
cost of payments to remedy errors relating to the sale of certain
products in the UK and Germany. To calculate the provision for
customer remediation, the best estimate of the provision made
by management is used, which is based on the estimated number
of claims to be received and, of these, the number that will be
accepted, as well as the estimated average payment per case.

The regulatory framework-related provisions include mainly the
provisions relating to the following issues concerning Santander UK:

« The provision for payments to the Financial Services
Compensation Scheme (FSCS): the FSCS is the compensation
fund for customers of financial services entities in the UK and
is responsible for paying compensation if an entity cannot
pay for rights claimed from it. The FSCS is financed through
levies applied to the industry (and recoveries and loans, where
appropriate).
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» The provision for the payment of the bank levy in the UK: the
2011 Finance Act introduced an annual bank levy in the UK which
is collected using the quarterly system in force for corporation
tax. This levy is based on the total liabilities presented in
the balance sheet at year-end, although certain amounts are
excluded. In 2014 a rate of 0.156% was applied, of 0.13% in 2013
and 0.088% in 2012.

The provisions for restructuring include only the direct costs
arising from restructuring processes carried out by various Group
companies.

Qualitative information on the main litigation is provided in Note
25.e to the consolidated financial statements.

Our general policy is to record provisions for tax and legal
proceedings in which we assess the chances of loss to be probable
and we do not record provisions when the chances of loss are
possible or remote. We determine the amounts to be provided

for as our best estimate of the expenditure required to settle the
corresponding claim based, among other factors, on a case-by-case
analysis of the facts and the legal opinion of internal and external
counsel or by considering the historical average amount of the loss
incurred in claims of the same nature. The definitive date of the
outflow of resources embodying economic benefits for the Group
depends on each obligation. In certain cases, the obligations do not
have a fixed settlement term and, in others, they depend on legal
proceedings in progress.

The changes in Provisions for taxes and other legal contingencies
and Other provisions are set forth in Note 25.b. With respect to
Brazil, the main charges to the consolidated income statement in
2014 related to EUR 316 million due to civil contingencies (2013:
EUR 247 million) and EUR 358 million due to employment-related
claims (2013: EUR 336 million; 2012: EUR 573 million); in addition,

EUR 346 million were charged to the restructuring provision in 2013.

This increase is offset in part by the use of the available provisions,
of which EUR 343 million relate to employment-related payments
(2013: EUR 500 million; 2012: EUR 730 million), EUR 278 million to
civil payments (2013: EUR 215 million) and EUR 234 million to the
use of the restructuring provision (2013: 62 million). In the UK,
provisions of EUR 174 million were recognised in connection with
customer remediation (2012: EUR 264 million), of EUR 205 million
in connection with the regulatory framework (the bank levy and the
Financial Services Compensation Scheme (FSCS)) (2013: provision
of EUR 347 million; 2012: release of EUR 6 million), and of EUR 108
million for restructuring. These increases were offset by the use

of EUR 321 million of provisions for customer remediation (2013:
319 million; 2012: EUR 392 million), EUR 197 million in payments
relating to the bank levy and the FSCS (2013: EUR 317 million) and
EUR 54 million for restructuring. In Spain provisions of EUR 152
million were recognised for restructuring in 2014, of which EUR 58
million were used; furthermore, EUR 32 million were paid in relation
to the extraordinary contribution to the Deposit Guarantee Fund,
recognised in 2013, amounting to EUR 228 million. In Germany
provisions of EUR 455 million were recognised for customer
remediation, of which EUR 197 million were used.
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e) Litigation and other matters

i. Tax-related litigation
At 31 December 2014, the main tax-related proceedings
concerning the Group were as follows:

» Legal actions filed by Banco Santander (Brasil) S.A. and certain
Group companies in Brazil challenging the increase in the rate
of Brazilian social contribution tax on net income from 9% to
15% stipulated by Interim Measure 413/2008, ratified by Law
11,727/2008, a provision having been recognised for the amount
of the estimated loss.

- Legal actions filed by certain Group companies in Brazil claiming
their right to pay the Brazilian social contribution tax on net
income at a rate of 8% and 10% from 1994 to 1998. No provision
was recognised in connection with the amount considered to be
a contingent liability.

- Legal actions filed by Banco Santander Brasil, S.A. (currently
Banco Santander (Brasil), S.A.) and other Group entities
claiming their right to pay the Brazilian PIS and COFINS
social contributions only on the income from the provision of
services. In the case of Banco Santander Brasil, S.A., the legal
action was declared unwarranted and an appeal was filed at
the Federal Regional Court. In September 2007 the Federal
Regional Court found in favour of Banco Santander Brasil, S.A.,
but the Brazilian authorities appealed against the judgment at
the Federal Supreme Court. In the case of Banco ABN AMRO
Real S.A. (currently Banco Santander (Brasil), S.A.), in March
2007 the court found in its favour, but the Brazilian authorities
appealed against the judgment at the Federal Regional Court,
which handed down a decision partly upholding the appeal in
September 2009. Banco Santander (Brasil), S.A. filed an appeal
at the Federal Supreme Court. Law 12,865/2013 established a
programme of payments or deferrals of certain tax and social
security debts, under which any entities that availed themselves
of the programme and withdrew the legal actions brought by
them were exempted from paying late-payment interest. In
November 2013 Banco Santander (Brasil) S.A. partially availed
itself of this programme but only with respect to the legal
actions brought by the former Banco ABN AMRO Real S.A. in
relation to the period from September 2006 to April 2009, and
with respect to other minor actions brought by other entities
in its Group. However, the legal actions brought by Banco
Santander (Brasil), S.A. and those of Banco ABN AMRO Real S.A.
relating to the periods prior to September 2006, for which the
estimated loss was provided for, still subsist.

Banco Santander (Brasil), S.A. and other Group companies in
Brazil have appealed against the assessments issued by the
Brazilian tax authorities questioning the deduction of loan losses
in their income tax returns (IRPJ and CSLL) on the ground that
the relevant requirements under the applicable legislation were
not met. No provision was recognised in connection with the
amount considered to be a contingent liability.

Banco Santander (Brasil), S.A. and other Group companies

in Brazil are involved in several administrative and legal
proceedings against various municipalities that demand payment
of the Service Tax on certain items of income from transactions
not classified as provisions of services. No provision was
recognised in connection with the amount considered to be a
contingent liability.

& Santander 105



AUDITORS’ REPORT AND ANNUAL CONSOLIDATED ACCOUNTS 2014

« In addition, Banco Santander (Brasil), S.A. and other Group
companies in Brazil are involved in several administrative and
legal proceedings against the tax authorities in connection with
the taxation for social security purposes of certain items which
are not considered to be employee remuneration. No provision
was recognised in connection with the amount considered to be
a contingent liability.

In December 2008 the Brazilian tax authorities issued an
infringement notice against Banco Santander (Brasil), S.A. in
relation to income tax (IRP) and CSLL) for 2002 to 2004. The

tax authorities took the view that Banco Santander (Brasil),

S.A. did not meet the necessary legal requirements to be able

to deduct the goodwill arising on the acquisition of Banespa
(currently Banco Santander (Brasil), S.A.). Banco Santander
(Brasil) S.A. filed an appeal against the infringement notice at
Conselho Administrativo de Recursos Fiscais (CARF), which on
21 October 2011 unanimously decided to render the infringement
notice null and void. The tax authorities have appealed against
this decision at a higher administrative level (Tax Appeal High
Chamber). In June 2010 the Brazilian tax authorities issued
infringement notices in relation to this same matter for 2005

to 2007. Banco Santander (Brasil), S.A. filed an appeal against
these procedures at CARF, which was partially upheld on 8
October 2013. This decision has been appealed at the higher
instance of CARF. In December 2013 the Brazilian tax authorities
issued the infringement notice relating to 2008, the last year

for amortisation of the goodwill. This infringement notice

will be appealed by Banco Santander (Brasil), S.A. Based on

the advice of its external legal counsel and in view of the first
decision by CARF, the Group considers that the stance taken by
the Brazilian tax authorities is incorrect, that there are sound
defence arguments to appeal against the infringement notices
and that, accordingly, the risk of incurring a loss is remote.
Consequently, no provisions have been recognised in connection
with these proceedings because this matter should not affect the
consolidated financial statements.

In May 2003 the Brazilian tax authorities issued separate
infringement notices against Santander Distribuidora de Titulos
e Valores Mobiliarios Ltda. (DTVM) and Banco Santander Brasil,
S.A. (currently Banco Santander (Brasil), S.A.) in relation to the
Provisional Tax on Financial Movements (CPMF) with respect to
certain transactions carried out by DTVM in the management
of its customers’ funds and for the clearing services provided
by Banco Santander Brasil, S.A. to DTVM in 2000, 2001 and
the first two months of 2002. Both entities appealed against
the infringement notices at CARF, with DTVM obtaining a
favourable decision and Banco Santander (Brasil) S.A. an
unfavourable decision. Both decisions were appealed by the
losing parties at the Higher Chamber of CARF, and the appeal
relating to Banco Santander (Brasil) S.A. is pending a decision.
With respect to DTVM, on 24 August 2012, it was notified of

a decision overturning the previous favourable judgment and
lodged an appeal at the Higher Chamber of CARF on 29 August
2012. In the opinion of its legal advisors, the Group considers
that the tax treatment applied in these transactions was correct.
No provision was recognised in the consolidated financial
statements in relation to this litigation as it was considered a
contingent liability.
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* In December 2010 the Brazilian tax authorities issued an
infringement notice against Santander Seguros, S.A. (currently
Zurich Santander Brasil Seguros e Previdencia S.A.), as the
successor by merger to ABN AMRO Brazil Dois Participacoes,
S.A., in relation to income tax (IRPJ and CSL) for 2005. The tax
authorities questioned the tax treatment applied to a sale of
shares of Real Seguros, S.A. made in that year. The bank lodged
an appeal against this infringement notice which was upheld in
part by CARF, the Federal Union having filed a special appeal.
As the former parent of Santander Seguros, S.A. (Brasil), Banco
Santander (Brasil) S.A. is liable in the event of any adverse
outcome of this proceeding. No provision was recognised in
connection with this proceeding as it was considered to be a
contingent liability.

Also, in December 2010, the Brazilian tax authorities issued
infringement notices against Banco Santander (Brasil), S.A. in
connection with income tax (IRPJ and CSLL), questioning the tax
treatment applied to the economic compensation received under
the contractual guarantees provided by the sellers of the former
Banco Meridional. The bank filed an appeal for reconsideration
against this infringement notice. On 23 November 2011, CARF
unanimously decided to render null and void an infringement
notice relating to 2002 with regard to the same matter, and the
decision was declared final in February 2012. The proceedings
relating to the 2003 to 2006 fiscal years are still in progress
although, based on the advice of its external legal counsel, the
Group considers that the risk of incurring a loss is remote.

In June 2013, the Brazilian tax authorities issued an infringement
notice against Banco Santander (Brasil), S.A. as the party liable
for tax on the capital gain allegedly obtained in Brazil by the
entity not resident in Brazil, Sterrebeeck B.V., as a result of

the “incorporagédo de a¢des” (merger of shares) transaction
carried out in August 2008. As a result of the aforementioned
transaction, Banco Santander (Brasil), S.A. acquired all of the
shares of Banco ABN AMRO Real, S.A. and ABN AMRO Brasil
Dois Participagoes, S.A. through the delivery to these entities’
shareholders of newly issued shares of Banco Santander
(Brasil), S.A., issued in a capital increase carried out for that
purpose. The Brazilian tax authorities take the view that in the
aforementioned transaction Sterrebeeck B.V. obtained income
subject to tax in Brazil consisting of the difference between the
issue value of the shares of Banco Santander (Brasil), S.A. that
were received and the acquisition cost of the shares delivered in
the exchange. In December 2014 the Group appealed against the
infringement notice at CARF after the appeal for reconsideration
lodged at the Federal Tax Office was dismissed. Based on the
advice of its external legal counsel, the Group considers that
the stance taken by the Brazilian tax authorities is incorrect

and that there are sound defence arguments to appeal against
the infringement notice. Accordingly, the risk of incurring a loss
is remote. Consequently, the Group has not recognised any
provisions in connection with these proceedings because this
matter should not affect the consolidated financial statements.

In November 2014 the Brazilian tax authorities issued an
infringement notice against Banco Santander (Brasil), S.A. in
relation to income tax (IRPJ and CSLL) for 2009 questioning the
tax-deductibility of the amortisation of the goodwill of Banco
ABN AMRO Real S.A., performed prior to the absorption of
this bank by Banco Santander (Brasil), S.A., but accepting the
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amortisation performed prior to the merger. On the advice of its
external legal counsel, Banco Santander (Brasil), S.A. has lodged
an appeal against this decision at the Federal Tax Office. No
provision was recognised in connection with this proceeding as
it was considered to be a contingent liability. Banco Santander
(Brasil), S.A. has also appealed against infringement notices
issued by the tax authorities questioning the tax deductibility

of the amortisation of the goodwill arising on the acquisition

of Banco Sudameris. No provision has been recognised in this
connection as it is considered to be a contingent liability.

Legal action brought by Sovereign Bancorp, Inc. (currently
Santander Holdings USA, Inc.) claiming its right to take a foreign
tax credit in connection with taxes paid outside the United
States in fiscal years 2003 to 2005 in relation to financing
transactions carried out with an international bank. Santander
Holdings USA Inc. considers that, in accordance with applicable
tax legislation, it is entitled to recognise the aforementioned

tax credits as well as the related issuance and financing costs.

In addition, if the outcome of this legal action is favourable to
the interests of Santander Holdings USA, Inc., the amounts

paid over by the entity in relation to this matter with respect to
2006 and 2007 would have to be refunded. In 2013 the US courts
found against two taxpayers in cases with a similar structure.

In the case of Santander Holdings USA, Inc. the proceeding

was scheduled for 7 October 2013, although it was adjourned
indefinitely when the judge found in favour of Santander
Holdings USA, Inc. with respect to one of the main grounds

of the case. Santander Holdings USA, Inc. is expecting the
judge to rule on whether his previous decision will result in the
proceedings being stayed in the case or whether other matters
need to be analysed before a final decision may be handed down.
If the decision is favourable to Santander Holdings USA, Inc.’s
interests, the US government has stated its intention to appeal
against it. The estimated loss relating to this proceeding was
provided for.

» Before Santander UK, Plc. signed up to the UK Code of Practice
on Taxation for Banks, the bank cooperated actively with the UK
tax authorities (HM Revenue & Customs) to determine the tax
treatment applicable to certain transactions, and appealed to
the courts in relation to a small number of transactions for which
a satisfactory solution could not be obtained and a provision had
been recognised.

At the date of approval of these consolidated annual financial
statements certain other less significant tax-related proceedings
were also in progress.

ii. Other litigation
At 31 December 2014, the main non-tax-related proceedings
concerning the Group were as follows:

» Customer remediation: claims associated with the sale by
Santander UK of certain financial products (principally payment
protection insurance or PPI) to its customers.

Payment protection insurance is a UK insurance product offering
payment protection on unsecured personal loans (and credit
cards). The product was sold by all UK banks. The mis-selling
issues are predominantly related to business written before
2009. The nature and profitability of the product has changed
materially since 2008.
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On 1 July 2008, the UK Financial Ombudsman Service (‘FOS’)
referred concerns regarding the handling of PPl complaints to
the UK Financial Services Authority (‘FSA’). On 29 September
2009 and 9 March 2010, the FSA issued consultation papers on
PPI complaints handling as an issue of wider implication. The FSA
published its Policy Statement on 10 August 2010, setting out
the evidence and guidance on the fair assessment of a complaint
and the calculation of redress, as well as a requirement for firms
to reassess historically rejected complaints which had to be
implemented by 1 December 2010.

On 8 October 2010, the British Bankers’ Association (‘BBA’),

the principal trade association for the UK banking and financial
services sector, filed on behalf of certain financial institutions
(which did not include Santander UK plc) an application for
permission to seek judicial review against the FSA and the FOS.
The BBA sought an order quashing the FSA Policy Statement
and an order quashing the decision of the FOS to determine PPI
sales in accordance with the guidance published on its website in
November 2008. The judicial review was heard in the courts in
January 2011 and on 20 April 2011 judgment was handed down by
the High Court dismissing the proceeding brought by the BBA.

Santander UK did not participate in the legal action undertaken
by other UK banks and had been consistently making provisions
and settling claims with regards to PPI complaints liabilities.

The following table shows information on the total claims
received up to 31 December 2014 and the resolution thereof:

(Number of claims, in thousands)

2014 2013 2012
Claims outstanding at the
beginning of the period 14 31 1
Claims received 246 363 437
Claims rejected as being invalid? (194) (298) (258)
Resolved claims (46) (82) (149)
Claims outstanding at
the end of the period 19 14 31

1. Includes rejected claims relating to customers that had never
purchased payment protection insurance from Santander UK.

2. Customers are entitled to appeal to the Financial Ombudsman Service (FOS)
if their claims are rejected. The FOS may uphold or reject an appeal and if
an appeal is upheld, Santander UK is required to compensate the customer.
The table shows the result of appeals relating to paid or rejected claims.

At 31 December 2014, the provision recognised in this connection
totalled GBP 129 million.

In 2014, there was a slowdown in the fall in the number of claims
compared to previous years but it is expected that claims will

be continued to be received for a longer period than initially
envisaged and, accordingly the provisions have been increased by
GBP 95 million. The monthly cost of compensation fell to GBP 11
million compared to a monthly average of GBP 18 million in 2013
and of GBP 26 million in 2012. The percentage of unjustified claims
continues to be high.
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The provision recognised at the end of 2014 represents the

best estimate by Group management, taking into account the
opinion of its advisers and of the costs to be incurred in relation
to any compensation that may result from the redress measures
associated with the sales of payment protection insurance (PPI) in
the UK. The provision was calculated on the basis of the following
key assumptions resulting from judgments made by management:

» Volume of claims- estimated number of claims;

« Percentage of claims lost- estimated percentage of claims that
are or will be in the customers’ favour; and

« Average cost - estimated payment to be made to customers,
including compensation for direct loss plus interest.

These assumptions were based on the following information:

A complete analysis of the causes of the claim, the probability
of success, as well as the possibility that this probability could
change in the future;

« Activity recorded with respect to the number of claims received;

« Level of compensation paid to customers, together with a
projection of the probability that this level could change in the
future;

+ Impact on the level of claims in the event of proactive initiatives
carried out by the Group through direct contact with customers;
and

» Impact of the media coverage.

These assumptions are reviewed, updated and validated on a
regular basis using the latest available information, such as, the
number of claims received, the percentage of claims lost, the
potential impact of any change in that percentage, etc. and any
new evaluation of the estimated population.

The most relevant factor for calculating the balance of the
provision is the number of claims received as well as the
expected level of future claims. The percentage of claims lost

is calculated on the basis of the analysis of the sale process.
The average cost of compensation is calculated in a reasonable
manner as the Group manages a high volume of claims and

the related population is homogenous. Group management
reviews the provision required at each relevant date, taking into
account the latest available information on the aforementioned
assumptions as well as past experience.

After the Madrid Provincial Appellate Court had rendered null
and void the award handed down in the previous arbitration
proceeding, on 8 September 2011, Banco Santander, S.A. filed a
new request for arbitration with the Spanish Arbitration Court
against Delforca 2008, Sociedad de Valores, S.A. (formerly
Gaesco Bolsa Sociedad de Valores, S.A.), claiming EUR 66 million
that the latter owes it as a result of the declaration on 4 January
2008 of the early termination by the Bank of all the financial
transactions agreed upon between the parties.
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On 3 August 2012, Delforca 2008, S.A. was declared to be in a
position of voluntary insolvency by Barcelona Commercial Court
no. 10, which had agreed as part of the insolvency proceeding to
stay the arbitration proceeding and the effects of the arbitration
agreement entered into by Banco Santander, S.A. and Delforca
2008, S.A. The Bank filed an appeal against this decision, which
was dismissed and it then proceeded to prepare a challenge
with a view to filing a future appeal. The Arbitration Court, in
compliance with the decision of the Commercial Court, agreed
on 20 January 2013 to stay the arbitration proceedings at the
stage reached at that date until a decision could be issued in this
respect in the insolvency proceeding.

In addition, as part of the insolvency proceeding of Delforca
2008, S.A., Banco Santander, S.A. notified its claim against

the insolvent party with a view to having the claim recognised
as a contingent ordinary claim without specified amount.
However, the insolvency manager opted to exclude Banco
Santander, S.A.’s claim from the provisional list of creditors and,
accordingly, Banco Santander, S.A. filed an ancillary claim, which
was dismissed by a Court decision on 17 February 2015. Banco
Santander, S.A. has duly contested the decision with a view to
lodging a future appeal.

As part of the same insolvency proceeding, Delforca 2008, S.A.
has filed another ancillary claim requesting the termination

of the arbitration agreement included in the framework
financial transactions agreement entered into by that party
and Banco Santander, S.A. in 1998, as well as the termination
of the obligation that allegedly binds the insolvent party to the
High Council of Chambers of Commerce (Spanish Arbitration
Court). This claim has been upheld in full by the Court. Banco
Santander, S.A. has contested the judgment with a view to
lodging a future appeal.

On 30 December 2013, Banco Santander filed a complaint
requesting the termination of the insolvency proceeding of
Delforca 2008, S.A. due to supervening disappearance of
the alleged insolvency of the company. The complaint was
dismissed by the decision of 30 June 2014 against which the
Bank proceeded to prepare a challenge with a view to filing a
future appeal.

In addition, in April 2009 Mobilaria Monesa, S.A. (parent of
Delforca 2008, S.A.) filed a claim against Banco Santander, S.A.
at Santander Court of First Instance no. 5, claiming damages
which it says it incurred as a result of the (in its opinion)
unwarranted claim filed by the Bank against its subsidiary,
reproducing the same objections as Delforca 2008, S.A. This
proceeding has currently been stayed on preliminary civil ruling
grounds, against which Mobilaria Monesa, S.A. filed an appeal
which was dismissed by the Cantabria Provincial Appellate Court
in a judgment dated 16 January 2014.

Lastly, on 11 April 2012, Banco Santander, S.A. was notified of
the claim filed by Delforca 2008, S.A., heard by Madrid Court of
First Instance no. 21, in which it sought indemnification for the
damage and losses it alleges it incurred due to the (in its opinion)
unwarranted claim by the Bank. Delforca 2008, S.A. made the
request in a counterclaim filed in the arbitration proceeding that
concluded with the annulled award, putting the figure at up to
EUR 218 million. The aforementioned Court has dismissed the
motion for declinatory exception proposed by Banco Santander,
S.A. as the matter has been referred for arbitration. This decision
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was confirmed in an appeal at the Madrid Provincial Appellate
Court in a judgment dated 27 May 2014. The Group considers
that the risk of loss arising as a result of these matters is
remote and, accordingly, it has not recognised any provisions in
connection with these proceedings.

Former employees of Banco do Estado de Sao Paulo S.A.,
Santander Banespa, Cia. de Arrendamiento Mercantil: a

claim was filed in 1998 by the association of retired Banespa
employees (AFABESP) on behalf of its members, requesting
the payment of a half-yearly bonus initially envisaged in the
entity’s Bylaws in the event that the entity obtained a profit
and that the distribution of this profit were approved by the
board of directors. The bonus was not paid in 1994 and 1995
since the bank did not make a profit and partial payments
were made from 1996 to 2000, as agreed by the board of
directors, and the relevant clause was eliminated in 2001. The
Regional Employment Court ordered the bank to pay this half-
yearly bonus in September 2005 and the bank filed an appeal
against the decision at the High Employment Court (“TST")
and, subsequently, at the Federal Supreme Court (“STF”). The
TST confirmed the judgment against the bank, whereas the
STF rejected the extraordinary appeal filed by the bankin a
decision adopted by only one of the Court members, thereby
also upholding the order issued to the bank. This decision was
appealed by the bank and the association. Only the appeal
lodged by the bank has been given leave to proceed and will be
decided upon by the STF in plenary session.

“Planos econémicos™: Like the rest of the banking system,
Santander Brazil has been the subject of claims from customers,
mostly depositors, and of class actions brought for a common
reason, arising from a series of legislative changes relating to
the calculation of inflation (“planos econémicos”). The claimants
considered that their vested rights had been impaired due to
the immediate application of these adjustments. In April 2010,
the High Court of Justice (“STJ”) set the limitation period for
these class actions at five years, as claimed by the banks, rather
than 20 years, as sought by the claimants, which will probably
significantly reduce the number of actions brought and the
amounts claimed in this connection. As regards the substance
of the matter, the decisions issued to date have been adverse
for the banks, although two proceedings have been brought at
the ST) and the Supreme Federal Court (“STF”) with which the
matter is expected to be definitively settled. In August 2010, the
STJ handed down a decision finding for the plaintiffs in terms

of substance, but excluding one of the “planos” from the claim,
thereby reducing the amount thereof, and once again confirming
the five-year statute-of-limitations period. Shortly thereafter, the
STF issued an injunctive relief order whereby the proceedings in
progress were stayed until this court issues a final decision on
the matter.

Proceeding under Criminal Procedure Law (case no. 1043/2009)
conducted at Madrid Court of First Instance no. 26, following

a claim brought by Banco Occidental de Descuento, Banco
Universal, C.A. against the Bank for USD 150 million in principal
plus USD 4.7 million in interest, upon alleged termination of an
escrow contract.

The court upheld the claim but did not make a specific
pronouncement on costs. A judgment handed down by the
Madrid Provincial Appellate Court on 9 October 2012 upheld
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the appeal lodged by the Bank and dismissed the appeal lodged
by Banco Occidental de Descuento, Banco Universal, C.A.,
dismissing the claim. The dismissal of the claim was confirmed
in an ancillary order to the judgment dated 28 December 2012.
An appeal was filed at the Supreme Court by Banco Occidental
de Descuento against the Madrid Provincial Appellate

Court decision. The appeal was dismissed in a Supreme

Court judgment dated 24 October 2014. Banco Occidental

de Descuento has filed a motion for annulment against the
aforementioned judgment which has not yet been granted leave
to proceed. The Bank has challenged the appeal. The Bank has
not recognised any provisions in this connection.

On 26 January 2011, notice was served on the Bank of an
ancillary insolvency claim to annul acts detrimental to the
assets available to creditors as part of the voluntary insolvency
proceedings of Mediterraneo Hispa Group, S.A. at Murcia
Commercial Court no. 2. The aim of the principal action is to
request annulment of the application of the proceeds obtained
by the company undergoing insolvency from an asset sale and
purchase transaction involving EUR 32 million in principal and
EUR 2.7 million in interest. On 24 November 2011, the hearing
was held with the examination of the proposed evidence. Upon
completion of the hearing, it was resolved to conduct a final
proceeding. The Court dismissed the claim in full in a judgment
dated 13 November 2013. The judgment was confirmed at appeal
by the Murcia Provincial Appellate Court in a judgment dated 10
July 2014. The insolvency managers have filed a cassation and
extraordinary appeal against procedural infringements against
the aforementioned judgment.

The bankruptcy of various Lehman Group companies was made
public on 15 September 2008. Various customers of Santander
Group were affected by this situation since they had invested in
securities issued by Lehman or in other products which had such
assets as their underlying.

At the date of these consolidated financial statements, certain
claims had been filed in relation to this matter. The Bank’s
directors and its legal advisers consider that the various Lehman
products were sold in accordance with the applicable legal
regulations in force at the time of each sale or subscription and
that the fact that the Group acted as intermediary would not
give rise to any liability for it in relation to the insolvency of
Lehman. Accordingly, the risk of loss is considered to be remote
and, as a result, no provisions needed to be recognised in this
connection.

The intervention, on the grounds of alleged fraud, of Bernard

L. Madoff Investment Securities LLC (“Madoff Securities”) by
the US Securities and Exchange Commission (“SEC”) took place
in December 2008. The exposure of customers of the Group
through the Optimal Strategic US Equity (“Optimal Strategic”)
subfund was EUR 2,330 million, of which EUR 2,010 million
related to institutional investors and international private
banking customers, and the remaining EUR 320 million made
up the investment portfolios of the Group’s private banking
customers in Spain, who were qualifying investors.

At the date of these consolidated financial statements, certain
claims had been filed against Group companies in relation to this
matter. The Group considers that it has at all times exercised
due diligence and that these products have always been sold

in a transparent way pursuant to applicable legislation and
established procedures. The risk of loss is therefore considered
to be remote or immaterial.
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« At the end of the first quarter of 2013, news stories were
published stating that the public sector was debating the validity
of the interest rate swaps arranged between various financial
institutions and public sector companies in Portugal, particularly
in the public transport industry.

The swaps under debate included swaps arranged by Banco
Santander Totta, S.A. with the public companies Metropolitano
de Lisboa, E.P.E. (MdL), Metro de Porto, S.A. (MdP), Sociedade
de Transportes Colectivos do Porto, S.A. (STCP) and Companhia
Carris de Ferro de Lisboa, S.A. (Carris). These swaps were
arranged prior to 2008, i.e. before the start of the financial crisis,
and had been executed without incident.

In view of this situation Banco Santander Totta, S.A. took the
initiative to request a court judgment on the validity of the swaps
in the jurisdiction of the United Kingdom to which the swaps are
subject. The corresponding claims were filed in May 2013.

After the Bank had filed the claims, the four companies (MdL, MdP,
STCP and Carris) notified Banco Santander Totta, S.A. that they
were suspending payment of the amounts owed under the swaps
until a final decision had been handed down in the UK jurisdiction
in the proceedings. MdL, MdP and Carris suspended payment in
September 2013 and STCP did the same in December 2013.

Consequently, Banco Santander Totta, S.A. extended each of the
claims to include the unpaid amounts.

On 29 November 2013, the companies presented their defence
in which they claimed that the swaps were null and void under
Portuguese law and, accordingly, that they should be refunded
the amounts paid.

On 14 February 2014, Banco Santander Totta, S.A. answered
the counterclaim, maintaining its arguments and rejecting the
opposing arguments in its documents dated 29 November 2013.

On 4 April 2014, the companies issued their replies to the Bank’s
documents. The preliminary hearing took place on 16 May 2014.
The documentation analysis stage has been in progress since
December 2014. These proceedings are still in progress.

Banco Santander Totta, S.A. and its legal advisers consider

that the entity acted at all times in accordance with applicable
legislation and under the terms of the swaps, and take the view
that the UK courts will confirm the full validity and effectiveness
of the swaps. As a result, the Group has not recognised any
provisions in this connection.

Most of the German banking industry has been affected by two
German Supreme Court decisions in 2014 in relation to handling
fees in consumer loan agreements.

In May 2014 the German Supreme Court held handling fees in
loan agreements to be null and void. The Court subsequently
handed down a ruling at the end of October 2014 extending
from three to ten years the statute-of-limitation period on claims
relating to old transactions. Therefore, any claims relating to
handling fees paid between 2004 and 2011 become statute-
barred in 2014. This situation gave rise to numerous claims at the
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end of 2014 which have affected the income statements of banks
in Germany.

Santander Consumer Bank AG stopped including these handling
fees in agreements from 1 January 2013 and ceased charging
these fees definitively at that date, i.e. before the Supreme Court
handed down its judgment on the issue.

In 2014 Santander Consumer Bank AG recognised provisions
totalling approximately EUR 455 million to cover the estimated
cost of the claims relating to handling fees, considering both the
claims already received and the estimated claims that may be
received in 2015 relating to fees paid in 2012; no new claims are
expected to be received for fees paid earlier than 2012 since they
are statute-barred.

The Bank and the other Group companies are subject to claims
and, therefore, are party to certain legal proceedings incidental to
the normal course of their business (including those in connection
with lending activities, relationships with employees and other
commercial or tax matters).

In this context, it must be considered that the outcome of court
proceedings is uncertain, particularly in the case of claims for
indeterminate amounts, those based on legal issues for which
there are no precedents, those that affect a large number of
parties or those at a very preliminary stage.

With the information available to it, the Group considers that at
31 December 2014, 2013 and 2012, it had reliably estimated the
obligations associated with each proceeding and had recognised,
where necessary, sufficient provisions to cover reasonably

any liabilities that may arise as a result of these tax and legal
situations. It also believes that any liability arising from such
claims and proceedings will not have, overall, a material adverse
effect on the Group’s business, financial position or results of
operations.

26. Other liabilities

The detail of Other liabilities in the consolidated balance sheets is
as follows:

Millions of euros

2014 2013 2012

Transactions in transit 621 505 784
Accrued expenses and

deferred income 6,415 5,275 5,378

Other 3,610 2,774 2,054

10,646 8,554 8,216
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27. Tax matters

a) Consolidated Tax Group

Pursuant to current legislation, the Consolidated Tax Group
includes Banco Santander, S.A. (as the Parent) and the Spanish
subsidiaries that meet the requirements provided for in Spanish
legislation regulating the taxation of the consolidated profits of
corporate groups (as the controlled entities).

The other Group companies file income tax returns in
accordance with the tax regulations applicable to them.

b) Years open for review by the tax authorities

In 2014 the assessments arising from the outcome of the tax audit
of the Consolidated Tax Group of the years 2005 to 2007 were
signed partly on an uncontested basis and partly on a contested
basis. Notification was received at the beginning of February 2015
of the final agreed payments arising from these assessments.
Based on the advice of its external legal counsel, Banco Santander,
S.A., as the Parent of the consolidated tax group, considers

that there are sound defence arguments to appeal against

the assessments and that there should be no impact on the
consolidated financial statements. Accordingly, no provision has
been recognised in this connection.

Also, in 2014 a review by the tax authorities was initiated at
the Consolidated Tax Group in relation to 2009, 2010 and 2011,
and the Consolidated Tax Group had the years to 2014 open for
review in relation to the main taxes applicable to it.
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The other entities have the corresponding years open for
review, pursuant to their respective tax regulations.

Because of the possible different interpretations which can
be made of the tax regulations, the outcome of the tax audits
of the years reviewed and of the open years might give rise
to contingent tax liabilities which cannot be objectively
quantified. However, the Group’s tax advisers consider that
it is unlikely that such tax liabilities will arise, and that in any
event the tax charge arising therefrom would not materially
affect the Group’s consolidated financial statements.

c) Reconciliation

The reconciliation of the income tax expense calculated at the
tax rate applicable in Spain (30%) to the income tax expense
recognised and the detail of the effective tax rate are as follows:
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Millions of euros

2014 2013 2012
Consolidated profit (loss) before tax:
From continuing operations 10,679 7,378 3,565
From discontinued operations (26) (18) 99
10,653 7,360 3,664
Income tax at tax rate applicable in Spain (30%) 3,196 2,208 1,099
Effect of application of the various tax rates applicable in each country’ 187 100 170
Of which:
Brazil 185 304 318
United Kingdom (138) (87) (97)
United States 302 37 43
Chile (79) (105) (108)
Effect of profit or loss of associates and jointly controlled entities 73) (153) (128)
Effect of gains not subject to taxation’ - 67 (186)
Effect of deduction of goodwill in Brazil (304) (274) (414)
Effect of reassessment of deferred taxes 279 21) (50)
Tax effect on local books of transactions eliminated on consolidation (20) (42) (86)
Permanent differences 453 274 208
Current income tax 3,718 2,031 613
Effective tax rate 34.90% 27.60% 16.73%
Of which:
Continuing operations 3,718 2,034 584
Discontinued operations (Note 37) - (€) 29
Of which:
Current tax 2,464 3,511 3,066
Deferred taxes 1,254 (1,480) (2,453)
Taxes paid in the year 1,352 3,577 3,762

* Calculated by applying the difference between the tax rate applicable in Spain and the tax rate applicable in each jurisdiction to the profit or loss contributed to the Group

by the entities which operate in each jurisdiction.

1. Tax effect of the sale of Banco Santander Colombia, S.A. in 2012.

d) Tax recognised in equity

In addition to the income tax recognised in the consolidated
income statement, the Group recognised the following amounts
in consolidated equity in 2014, 2013 and 2012:

Millions of euros

2014 2013 2012
Net tax credited (charged) to equity:
Measurement of available-for-sale fixed-income securities (633) 162 (283)
Measurement of available-for-sale equity securities (50) (51 (64)
Measurement of cash flow hedges (150) (38) 23
Actuarial (gains) losses 319 (331 538
Measurement of entities accounted for using the equity method (33) 39 (15)

(547) (219) 199
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e) Deferred taxes

Tax assets in the consolidated balance sheets includes debit
balances with the Spanish Public Treasury relating to deferred tax
assets. Tax liabilities includes the liability for the Group’s various
deferred tax liabilities.

On 26 June 2013, the Basel Il legal framework was included in
European law through Directive 2013/36 (CRD 1V) and Regulation
575/2013 on prudential requirements for credit institutions and
investment firms (CRR), directly applicable in every Member
State as from 1 January 2014, albeit with a gradual timetable

with respect to the application of, and compliance with, various
requirements.

This legislation establishes that deferred tax assets, the use of
which relies on future profits being obtained, must be deducted
from regulatory capital.

In this regard, pursuant to Basel IlI, in recent years several
countries have amended their tax regimes with respect to certain
deferred tax assets so that they may continue to be considered
regulatory capital since their use does not rely on the future
profits of the entities that generate them (referred to hereinafter
as “monetisable tax assets”).

Millions of euros
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Italy had a very similar regime to that described above, which was
introduced by Decree-Law no. 225, of 29 December 2010, and
amended by Law no. 10, of 26 February 2011.

In addition, in 2013 in Brazil, by means of Provisional Measure no.
608, of 28 February 2013 and, in Spain, through Royal Decree-

Law 14/2013, of 29 November, confirmed by Law 27/2014, of 27
November, tax regimes were established whereby certain deferred
tax assets (arising from credit loss provisions in Brazil and credit
loss provisions, provisions for foreclosed assets and pension and
pre-retirement obligations in Spain), may be converted into tax
receivables in specific circumstances. As a result, their use does
not rely on the entities obtaining future profits and, accordingly,
they are exempt from deduction from regulatory capital.

The detail of deferred tax assets, by classification as monetisable
or non-monetisable assets, and of deferred tax liabilities at 31
December 2014 is as follows:

2014 2013 2012
Monetisable* Other Monetisable* Other

Tax assets: 8,444 13,720 7,902 13,291 20,987
Tax losses and tax credits - 5,650 - 5,671 7,719
Temporary differences 8,444 8,070 7,902 7,620 13,268
Of which:

Non-deductible provisions - 2,709 - 2,365 2,353

Valuation of financial instruments - 775 - 1,213 1,700

Credit losses 4,429 1,013 3,989 920 3,341

Pensions 3,408 759 3,286 553 2,897

Valuation of tangible and intangible assets 607 474 627 522 731
Tax liabilities: - 4,527 - 1,825 2,603
Temporary differences - 4,527 - 1,825 2,603
Of which:

Valuation of financial instruments - 1,093 - 729 1,314

Valuation of tangible and intangible assets - 1,323 - 461 760

Investments in Group companies (Note 3) - 1,096 - - -

* Not deducted from regulatory capital.
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The Group only recognises deferred tax assets for temporary
differences or tax loss and tax credit carryforwards where

it is considered probable that the consolidated entities that
generated them will have sufficient future taxable profits against
which they can be utilised.

The deferred tax assets and liabilities are reassessed at the
reporting date in order to ascertain whether any adjustments
need to be made on the basis of the findings of the analyses
performed.

These analyses take into account, inter alia: (i) the results
generated by the various entities in prior years, (ii) each entity or
tax group’s projected earnings, (iii) the estimated reversal of the
various temporary differences, based on their nature, and (iv) the
period and limits established by the legislation of each country
for the recovery of the various deferred tax assets, thereby
concluding on each entity or tax group’s ability to recover its
recognised deferred tax assets.

The projected earnings used in these analyses are based on the
financial budgets approved by the Group’s directors for the
various entities, which generally cover a period of three years
(see further details in Note 17), applying constant growth rates
not exceeding the average long-term growth rate for the market
in which the consolidated entities operate, in order to estimate
the earnings for subsequent years considered in the analyses.

Relevant information is set forth below for the main countries
which have recognised deferred tax assets:

Spain

The deferred tax assets recognised in Spain total EUR 11,638
million, of which EUR 5,734 million were for monetisable
temporary differences, EUR 2,029 million for other temporary
differences and EUR 3,875 million for tax losses and credits.

The Group estimates that the recognised deferred tax assets for
temporary differences will be recovered in 15 years. This period
would also apply to the recovery of the recognised tax loss and tax
credit carryforwards.
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Brazil

The deferred tax assets recognised in Brazil total EUR 5,886 million,
of which EUR 2,509 million were for monetisable temporary
differences, EUR 2,865 million for other temporary differences and
EUR 512 million for tax losses and credits.

The Group estimates that the recognised deferred tax assets for
temporary differences will be recovered within five years. The
recognised tax loss and tax credit carryforwards will be recovered
within ten years.

United States

The deferred tax assets recognised in the United States total
EUR 1,525 million, of which EUR 620 million were for temporary
differences and EUR gos million for tax losses and credits.

The Group estimates that the recognised deferred tax assets for
temporary differences will be recovered by 2024. The recognised
tax loss and tax credit carryforwards will be recovered by 2028.

Mexico

The deferred tax assets recognised in Mexico total EUR 836
million, of which EUR 828 million were for temporary differences
and EUR 8 million for tax losses and credits.

The Group estimates that substantially all the recognised deferred
tax assets for temporary differences will be recovered in three
years. It is estimated that the recognised tax loss and tax credit
carryforwards will be recovered in full within five years.

The changes in Tax assets - Deferred and Tax liabilities - Deferred
in the last three years were as follows:
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Foreign
currency
balance (Charge)/
translation Credit to asset
Balances at (Charge)/ differences and liability Acquisitions  Balances as at
31 December Credit to and other valuation for the year 31 December
2013 income items adjustments (net) 2014
Deferred tax assets 21,193 36 194 21 720 22,164
Deferred tax liabilities (1,825) (1,290) (328) (527) (557) (4,527)
19,368 (1,254) (134) (506) 163 17,637
Millions of euros
Foreign
currency
balance (Charge)/
translation Credit to asset
Balances at (Charge)/ differences and liability Acquisitions  Balances as at
31December Credit to and other valuation for the year 31 December
2012 income items adjustments (net) 2013
Deferred tax assets 20,987 1,315 (493) (616) 21,193
Deferred tax liabilities (2,603) 165 259 361 @ (1,825)
18,384 1,480 (234) (255) 7) 19,368
Millions of euros
Foreign
currency
balance (Charge)/
translation Credit to asset
(Charge)/ differences and liability Acquisitions  Balances as at
Balances at 31 Credit to and other valuation for the year 31December
December 2011 income items adjustments (net) 2012
Deferred tax assets 18,494 2,217 (28) 326 22) 20,987
Deferred tax liabilities (2,865) 236 197 (201) 30 (2,603)
15,629 2,453 169 125 8 18,384

f) Tax reforms

g) Other information

In 2014 two significant income tax reforms were approved in Spain
and Chile.

In Spain the most important change for the Group was the
elimination of the time limit for the offset of tax losses against
profits of subsequent years and of double taxation tax credit
carryforwards.

Of particular note in relation to the tax reform in Chile is the
increase in the “first category” tax rate from 20% in 2013 to 21%
in 2014, 22.5% in 2015, 24% in 2016, 25.5% in 2017 and 27% from
2018.

The impact of these two reforms on the Group’s consolidated
financial statements was not material.

In compliance with the disclosure requirement established in

the Listing Rules Instrument 2005 published by the UK Financial
Conduct Authority, it is hereby stated that shareholders of the
Bank resident in the United Kingdom will be entitled to a tax
credit in respect of the withholdings the Bank is required to make
from the dividends to be paid to them. The shareholders of the
Bank resident in the United Kingdom who hold their ownership
interest in the Bank through Santander Nominee Service will be
informed directly of the amount thus withheld and of any other
data they may require to complete their tax returns in the United
Kingdom. The other shareholders of the Bank resident in the
United Kingdom should contact their bank or securities broker.
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28. Non-controlling interests

Non-controlling interests include the net amount of the equity of

subsidiaries attributable to equity instruments that do not belong,
directly or indirectly, to the Bank, including the portion attributed
to them of profit for the year.

a) Breakdown
The detail, by Group company, of Equity - Non-controlling
interests is as follows:

Millions of euros

2014 2013 2012
Banco Santander (Brasil) S.A. 1,662 4,292 4,920
Bank Zachodni WBK, S.A. 1,545 1,372 168
Grupo Financiero Santander México, S.A.B. de C.V. 1,192 978 1,296
Banco Santander - Chile 1,049 950 1,027
Santander Consumer USA Holdings Inc. 1,013 - -
Metrovacesa, S.A. 598 - -
Banesto - - 627
Other companies 731 568 609
7,790 8,160 8,647
Profit/(Loss) for the year attributable to non-controlling interests 1,119 1,154 768
Of which:
Banco Santander (Brasil) S.A. 315 494 585
Santander Consumer USA Holdings Inc. 219 - -
Banco Santander - Chile 210 221 208
Grupo Financiero Santander México, S.A.B. de C.V. 193 257 59
Bank Zachodni WBK, S.A. 121 123 13
Banesto - - (138)
Other companies 61 65 41
8,909 9,314 9,415
b) Changes
The changes in Non-controlling interests are summarised as
follows:
Millions of euros
2014 2013 2012
Balance at beginning of year 9,314 9,415 6,354
Banesto Group merger (Note 3) - (455) -
Changes in the scope of consolidation (Note 3) 1,465 199 27
Change in proportion of ownership interest (2,971) 925 3,337
Dividends paid to non-controlling interests (380) (747) (409)
Changes in capital and other items (524) 57 (10)
Profit for the year attributable to non-controlling interests 1,119 1,154 768
Valuation adjustments (including exchange differences) 886 (1,234) (652)
Balance at end of year 8,909 9,314 9,415
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As indicated in Note 3, in 2012 the Group sold 24.9% of its
ownership interest in Grupo Financiero Santander México, S.A.B.
de C.V,, thus giving rise to an increase of EUR 1,092 million in
Reserves, EUR 1,493 million in Non-controlling interests and EUR
263 million in Valuation adjustments - Exchange differences.

In January and March 2012 the Group transferred shares
accounting for 4.41% and 0.77% of Banco Santander (Brasil), S.A.
to two leading international financial institutions, generating an
increase in the balance of Non-controlling interests of EUR 1,532
million (see Note 34).

Lastly, in 2013 the Group reduced its ownership interest in Bank
Zachodni WBK, S.A. to 70%, thereby generating an increase in the
balance of Non-controlling interests of EUR 1,329 million (see Note 3).

Lastly, in 2014 the Group increased its ownership interest in Banco
Santander (Brasil) S.A., thereby generating a decrease in the balance
of Non-controlling interests of EUR 2,572 million (see Note 3).

The foregoing changes are shown in the consolidated statement of
changes in total equity.

c) Other information
The financial information on the subsidiaries with significant non-
controlling interests at 31 December 2014 is summarised below:

Millions of euros *

Grupo
Banco Banco Financiero Santader
Santander Santander Santander Bank Zachodni Consumer USA
(Brazil) - Chile Mexico WBK Holdings, Inc.
Total assets 156,287 42,763 53,726 27,794 27,357
Total liabilities 143,320 40,300 50,137 25,925 25,814
Net assets 12,967 2,463 3,589 1,869 1,543
Total gross income 12,008 2,197 3,072 1,376 3,568
Total profit 1,926 739 851 485 582

* Information prepared in accordance with the segment reporting criteria described in Note 52 and, therefore, it does not coincide with the information published

separately by each entity.

29. Valuation adjustments

The balances of Valuation adjustments include the amounts,

net of the related tax effect, of the adjustments to assets

and liabilities recognised temporarily in equity through the
consolidated statement of recognised income and expense. The
amounts arising from subsidiaries are presented, on a line by line
basis, in the appropriate items according to their nature.

It should be noted that the consolidated statement of recognised
income and expense presents items separately according to their
nature, grouping together those which, pursuant to the applicable
accounting standards, will not be subsequently reclassified to
profit or loss when the requirements established by the related
accounting standards are met. Also, with respect to items that
may be reclassified to profit or loss, the consolidated statement
of recognised income and expense includes changes in Valuation
adjustments as follows:

« Revaluation gains (losses): includes the amount of the income,
net of the expenses incurred in the year, recognised directly in
equity. The amounts recognised in equity in the year remain

under this item, even if in the same year they are transferred to
the income statement or to the initial carrying amount of the
assets or liabilities or are reclassified to another line item.

Amounts transferred to income statement: includes the amount
of the revaluation gains and losses previously recognised in
equity, even in the same year, which are recognised in the
income statement.

Amounts transferred to initial carrying amount of hedged

items: includes the amount of the revaluation gains and losses
previously recognised in equity, even in the same year, which are
recognised in the initial carrying amount of assets or liabilities as
a result of cash flow hedges.

Other reclassifications: includes the amount of the transfers

made in the year between the various valuation adjustment
items.
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The amounts of these items are recognised gross, including the

amount of the valuation adjustments relating to non-controlling
interests, and the corresponding tax effect is presented under a
separate item, except in the case of entities accounted for using
the equity method, the amounts for which are presented net of

the tax effect.

a) Available-for-sale financial assets

Valuation adjustments - Available-for-sale financial assets includes
the net amount of unrealised changes in the fair value of assets
classified as available-for-sale financial assets (see Notes 7 and 8).

The breakdown, by type of instrument and geographical origin of
the issuer, of Valuation adjustments - Available-for-sale financial

assets at 31 December 2014, 2013 and 2012 is as follows:

Millions of euros

31 December 2014 31 December 2013 31 December 2012
c c ’ﬂmj c c ’ﬂv? c c Tg\
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Debt instruments
Government debt
securities and debt
instruments issued
by central banks
Spain 835 (176) 659 31,190 356 (496) (140) 25,664 68  (1,286) (1,218) 29,288
Rest of Europe 325 (56) 269 20,597 28 (143) (115) 12,080 112 (178) (66) 10,891
Latin America and
rest of the world 89 (97) (8) 30,230 38 (217) (179) 17,134 627 (38) 589 23,759
Private-sector
debt securities 243 (193) 50 28,232 258 (280) (22) 24,966 215 (184) 31 23,786
1,492  (522) 970 110,249 680 (1,136) (456) 79,844 1,022 (1,686) (664) 87,724
Equity instruments
Domestic
Spain 35 ®) 27 1,447 132 (10) 122 1,432 201 (34) 167 1,233
International
Rest of Europe 282 (23) 259 1,245 158 (25) 133 974 75 (46) 29 1,135
United States 25 - 25 762 20 ) 19 661 15 (5) 10 1,022
Latin America and
rest of the world 298 (19) 279 1,547 235 (18) 217 888 265 (56) 209 1,752
640 (50) 590 5,001 545 (54) 491 3,955 556 (141) 415 4,542
Of which:
Listed 3M (26) 285 1,787 313 (26) 287 1,330 3m (68) 243 1,849
Unlisted 329 (24) 305 3,214 232 (28) 204 2,625 245 (73) 172 2,693
2,132 (572) 1,560 115,250 1,225 (1,190) 35 83,799 1,578 (1,827) (249) 92,266
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At each reporting date the Group assesses whether there is any
objective evidence that the instruments classified as available-for-
sale (debt securities and equity instruments) are impaired.

This assessment includes but is not limited to an analysis of the
following information: i) the issuer’s economic and financial
position, the existence of default or late payment, analysis of

the issuer’s solvency, the evolution of its business, short-term
projections, trends observed with respect to its earnings and,

if applicable, its dividend distribution policy; ii) market-related
information such as changes in the general economic situation,
changes in the issuer’s sector which might affect its ability to pay;
i) changes in the fair value of the security analysed, analysis of
the origins of such changes - whether they are intrinsic or the
result of the general uncertainty concerning the economy or the
country - and iv) independent analysts’ reports and forecasts and
other independent market information.

In the case of quoted equity instruments, when the changes in
the fair value of the instrument under analysis are assessed, the
duration and significance of the fall in its market price below cost
for the Group is taken into account. As a general rule, for these
purposes the Group considers a significant fall to be a 40% drop
in the value of the asset or a continued fall over a period of 18
months. Nevertheless, it should be noted that the Group assesses,
on a case-by-case basis each of the securities that have suffered
losses, and monitors the performance of their prices, recognising
an impairment loss as soon as it is considered that the recoverable
amount could be affected, even though the price may not have
fallen by the percentage or for the duration mentioned above.

If, after the above assessment has been carried out, the Group
considers that the presence of one or more of these factors could
affect recovery of the cost of the asset, an impairment loss is
recognised in the income statement for the amount of the loss

in equity under Valuation adjustments. Also, where the Group
does not intend and/or is not able to hold the investment for a
sufficient amount of time to recover the cost, the instrument is
written down to its fair value.

At the end of 2014 the Group performed the assessment
described above and recognised in the consolidated income
statement impairment losses of EUR 42 million in respect of
debt instruments (2013: EUR 89 million; 2012: EUR 18 million) and
of EUR 147 million in respect of equity instruments which had
suffered a significant and prolonged fall in price at 31 December
2014 (2013: EUR 169 million; 2012: EUR 344 million).

At the end of 2014, 45.62% of the losses recognised under
Valuation adjustments - Available-for-sale financial assets arising
from debt securities had been incurred in more than twelve
months. Most of the losses on government debt securities
recognised in the Group’s equity (approximately 53.63% of the
total) related to the decline in value of Spanish and Portuguese
government debt securities. This decline in value was not
prompted by interest rate changes but rather by an increase,
which occurred after the instruments were acquired, in the credit
risk spreads (credit spreads that improved in 2014); there had
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not been any default on payments of interest nor was there any
evidence that the issuers would fail to continue to meet their
payment obligations in the future, with respect both to principal
and interest, and thus prevent recovery of the carrying amount of
such securities.

At the end of 2014, 49.72% of the losses recognised under
Valuation adjustments - Available-for-sale financial assets arising
from equity instruments had been incurred in more than twelve
months. After carrying out the aforementioned assessment, the
Group concluded that, given its ability and intention to hold the
securities in the long term, it did not expect the factors giving
rise to the decline in value described above to have an impact on
future cash flows and, therefore, no impairment loss was required
to be recognised at year-end.

b) Cash flow hedges

Valuation adjustments - Cash flow hedges includes the gains or
losses attributable to hedging instruments that qualify as effective
hedges. These amounts will remain under this heading until

they are recognised in the consolidated income statement in the
periods in which the hedged items affect it (see Note 11).

Accordingly, amounts representing valuation losses will be offset
in the future by gains generated by the hedged instruments.

c) Hedges of net investments in foreign operations and
Exchange differences

Valuation adjustments - Hedges of net investments in foreign
operations includes the net amount of changes in the value of
hedging instruments in hedges of net investments in foreign
operations, for the portion of these changes considered as
effective hedges (see Note 1).

Valuation adjustments - Exchange differences includes the net
amount of exchange differences arising on non-monetary items
whose fair value is adjusted against equity and the differences
arising on the translation to euros of the balances of the
consolidated entities whose functional currency is not the euro (see
Note 2.a).

The changes in 2014 reflect the positive effect of the appreciation
of the US dollar and of the pound sterling, whereas the changes in
2013 reflected the depreciation of the Brazilian real.

Of the change in the balance in these years, a gain of EUR 1,093

million in 2014, and a loss of EUR 1,665 million in 2013 and EUR 388
million in 2012 related to the measurement of goodwill.
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The detail, by country, of Valuation adjustments - Hedges of net
investments in foreign operations and Valuation adjustments -
Exchange differences is as follows:

Millions of euros

2014 2013 2012
Net balance at end of year (8,955) (10,642) (5,968)
Of which:
Brazil Group (5,936) (5,480) (2,627)
Mexico Group (1,243) (1,171) (900)
Santander UK Group (1,042) (2,364) (2,094)
Argentina Group (729) (618) (287)
Chile Group (528) (453) (80)
SHUSA Group 535 (352) (50)
Other (12) (204) 70

d) Entities accounted for using the equity method

Valuation adjustments - Entities accounted for using the equity
method includes the amounts of valuation adjustments recognised
in equity arising from associates and jointly controlled entities.

The changes in Valuation adjustments - Entities accounted for using
the equity method were as follows:

Millions of euros

2014 2013 2012

Balance at beginning of year (446) (152) (95)
Revaluation gains/(losses) 266 (283) 61)
Net amounts transferred
to profit or loss 95 23 21
Transfers - (34) a7)
Balance at end of year (85) (446) (152)
Of which:

Metrovacesa, S.A. - (63) (55)

Zurich Santander Insurance

Ameérica, S.L. (37) (135) 39

Santander Consumer USA Inc. - (145) 92)

e) Other valuation adjustments

Valuation adjustments - Other valuation adjustments include

the actuarial gains and losses and the return on plan assets, less
the administrative expenses and taxes inherent to the plan, and
any change in the effect of the asset ceiling, excluding amounts
included in net interest on the net defined benefit liability (asset).

The changes in this balance are shown in the consolidated
statement of recognised income and expense, and the most
significant changes in 2014 related to:

» Increase of EUR 479 million in the cumulative actuarial losses
relating to the Group’s entities in Spain, due basically to the
change in the main actuarial assumptions - a decrease in the
discount rate from 3% to 2%.

120 & Santander

AUDITORS’ REPORT

« Increase of EUR 246 million in the cumulative actuarial losses
relating to the Group’s businesses in Brazil, due basically to the
change in the main actuarial assumptions - a decrease in the
discount rate from 11.24% t0 10.94%.

» Decrease of EUR 204 million in the cumulative actuarial losses
relating to the Group’s businesses in the UK, due basically to the
change in the main actuarial assumptions - a decrease in the CPI
from 3.40% to 3.05% and a higher than expected return on plan
assets.

« Also, changes arose as a result of fluctuations in exchange rates,
mainly in the UK.

30. Shareholders’ equity

Shareholders’ equity includes the amounts of equity
contributions from shareholders, accumulated profit or loss
recognised through the consolidated income statement,
and components of compound financial instruments having
the substance of permanent equity. Amounts arising from
subsidiaries are presented in the appropriate items based on
their nature.

The changes in Shareholders’ equity are presented in the
consolidated statement of changes in total equity. Significant
information on certain items of Shareholders’ equity and the
changes therein in 2014 is set forth below.

31. Issued capital

a) Changes
At 31 December 2011, the Bank’s share capital consisted of
8,909,043,203 shares with a total par value of EUR 4,454.5 million.

On 31January 2012 and 02 May 2012, the bonus issues through
which the Santander Dividendo Eleccién programme is
instrumented took place, whereby 167,810,197 and 284,326,000
shares (1.85% and 3.04% of the share capital, respectively) were
issued, giving rise to bonus issues of EUR 83.9 million and EUR
142.2 million, respectively.

The shareholders at the annual general meeting on 30 March 2012
resolved to grant holders of “Valores Santander” the option to
request the voluntary conversion of their shares on four occasions
prior to 4 October 2012, the date of their mandatory conversion.
As a result of the exercise of this option and of the mandatory
conversion, 73,927,779 shares were issued on 7 June, 193,095,393
on 5 July, 37,833,193 on 7 August, 14,333,873 on 6 September and
200,311,513 on 9 October 2012, relating to capital increases of EUR
37 million, EUR 97 million, EUR 19 million, EUR 7 million and EUR
100 million, respectively.

Also, on 31]July 2012 and 2 November 2012, the bonus issues
through which the Santander Dividendo Eleccién programme is
instrumented took place, whereby 218,391,702 and 222,107,497
shares (2.22% and 2.15% of the share capital, respectively) were
issued, giving rise to bonus issues of EUR 109.2 and EUR 111.1
million, respectively.
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At 31 December 2012, the Bank’s share capital consisted of
10,321,179,750 shares with a total par value of EUR 5,161 million.

On 30 January 2013, 30 April 2013, 31 July 2013 and 31 October
2013, the bonus issues through which the Santander Dividendo
Eleccion programme is instrumented took place, whereby
217,503,395, 270,917,436, 282,509,392 and 241,310,515 shares
(2.06%, 2.51%, 2.55% and 2.13% of the share capital, respectively)
were issued, giving rise to bonus issues of EUR 108.8 million, EUR
135.5 million, EUR 141.3 million and EUR 120.7 million, respectively.

At 31 December 2013, the Bank’s share capital consisted of
11,333,420,488 shares with a total par value of EUR 5,667 million.

On 30 January 2014, 29 April 2014, 30 July 2014 and 5 November
2014, the bonus issues through which the Santander Dividendo
Eleccion scrip dividend scheme is instrumented took place,
whereby 227,646,659, 217,013,477, 210,010,506 and 225,386,463
shares (2.01%, 1.88%, 1.78% and 1.82% of the share capital,
respectively) were issued, giving rise to bonus issues of EUR 113.8
million, EUR 108.5 million, EUR 105 million and EUR 112.7 million,
respectively.

Also, on 4 November 2014, a capital increase was carried out to
cater for the exchange of Banco Santander (Brasil) S.A. shares (see
Note 3), whereby 370,937,066 shares (3.09% of the share capital)
were issued, corresponding to a capital increase of EUR 185.5
million (see Note 3).

At 31 December 2014, the Bank’s share capital consisted of
12,584,414,659 shares with a total par value of EUR 6,292 million.

The Bank’s shares are listed on the Spanish Stock Market
Interconnection System and on the New York, London, Milan,
Lisbon, Buenos Aires, Mexico, Sao Paulo and Warsaw Stock
Exchanges, and all of them have the same features and rights.
At 31 December 2014, the only shareholders listed in the Bank’s
shareholders register with ownership interests of more than 3%
were State Street Bank & Trust (with an 11.43% holding), Chase
Nominees Limited (with a 5.78% holding), The Bank of New
York Mellon (with a 4.80% holding), EC Nominees Ltd. (with a
4.35% holding), Guaranty Nominees (with a 4.21% holding) and
Clearstream Banking (with a 3.47% holding).

However, the Bank understands that these ownership interests
are held in custody on behalf of third parties and that none of the
above, as far as the Bank is aware, has an ownership interest of
more than 3% of the Bank’s share capital or voting power.

b) Other considerations

The shareholders at the annual general meeting held on 28 March
2014 authorised additional share capital of EUR 2,890 million.
The Bank’s directors have until 28 March 2017 to carry out capital
increases up to this limit. The resolution empowers the board to
fully or partially disapply the pre-emption right in accordance
with the terms of Article 506 of the Spanish Limited Liability
Companies Law, although this power is limited to EUR 1,156
million. This power was partially exercised in the capital increase
carried out on 8 January 2015 (see Note 1.g).
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The shareholders at the annual general meeting of 28 March

2014 resolved to increase the Bank’s capital by a par value of EUR
500 million and granted the board the broadest powers to set

the date and establish the terms and conditions of this capital
increase within one year from the date of the aforementioned
annual general meeting. If the board does not exercise the powers
delegated to it within the period established by the annual general
meeting, these powers will be rendered null and void.

In addition, the aforementioned annual general meeting
authorised the board to issue fixed-income securities, convertible
into or exchangeable for shares of the Bank, for up to a total of
EUR 10,000 million or the equivalent amount in another currency.
The Bank’s directors have until 28 March 2019 to execute this
resolution.

At 31 December 2014, the shares of the following companies were
listed on official stock markets: Banco Santander Rio, S.A.; Grupo
Financiero Santander México, S.A.B. de C.V.; Banco Santander -
Chile; Cartera Mobiliaria, S.A., SICAV; Santander Chile Holding
S.A.; Banco Santander (Brasil) S.A., Bank Zachodni WBK S.A. and
Santander Consumer USA Holdings Inc.

At 31 December 2014, the number of Bank shares owned by third
parties and managed by Group management companies (mainly
portfolio, collective investment undertaking and pension fund
managers) and managed jointly was 56 million, which represented
0.44% of the Bank’s share capital. In addition, the number of Bank
shares owned by third parties and received as security was 211
million (equal to 1.68% of the Bank’s share capital).

At 31 December 2014, the capital increases in progress at

Group companies and the additional capital authorised by their
shareholders at the respective general meetings were not material
at Group level (see Appendix V).

32. Share premium

Share premium includes the amount paid up by the Bank’s
shareholders in capital issues in excess of the par value.

The Spanish Limited Liability Companies Law expressly permits
the use of the share premium account balance to increase capital
at the entities at which it is recognised and does not establish any
specific restrictions as to its use.

The increase in the balance of Share premium in 2013 and 2012
relates to the capital increases detailed in Note 31.a. The increase
in 2014 is the result of the capital increase of EUR 2,372 million
carried out to cater for the exchange of Banco Santander (Brasil)
S.A. shares (see Note 3) and the reduction of EUR 440 million

to cater for the capital increases arising from the Santander
Dividendo Eleccién scrip dividend scheme.

Also, in 2014 an amount of EUR 125 million was transferred from

the Share premium account to the Legal reserve (2013: EUR 102
million; 2012: EUR 141 million) (see Note 33.b.i).
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33. Reserves

a) Definitions

Shareholders’ equity - Reserves - Accumulated reserves (losses)
includes the net amount of the accumulated profit or loss
recognised in previous years through the consolidated income
statement that, in the distribution of profit, was appropriated to
equity, and the own equity instrument issuance expenses and the
differences between the selling price of treasury shares and the
cost of acquisition thereof.

Shareholders’ equity - Reserves - Reserves (losses) of entities
accounted for using the equity method includes the net amount
of the accumulated profit or loss generated in previous years

by entities accounted for using the equity method, recognised
through the consolidated income statement.

b) Breakdown
The detail of Accumulated reserves and Reserves of entities
accounted for using the equity method is as follows:

Millions of euros

2014 2013 2012
Accumulated reserves:
Restricted reserves-
Legal reserve 1,259 1,134 1,032
Reserve for treasury shares 1,487 1,509 1,549
Revaluation reserve
Royal Decree-Law 7/1996 43 43 43
Reserve for retired capital n 1 1
Voluntary reserves 2,997 3,048 18
Consolidation reserves
attributable to the Bank 7,908 7,968 8,551
Reserves at subsidiaries 27,268 24,080 25,641
40,973 37,793 36,845
Reserves of entities accounted
for using the equity method:
Associates 187 263 255
41,160 38,056 37,100
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i. Legal reserve

Under the Consolidated Spanish Limited Liability Companies Law,
10% of net profit for each year must be transferred to the legal
reserve. These transfers must be made until the balance of this
reserve reaches 20% of the share capital. The legal reserve can

be used to increase capital provided that the remaining reserve
balance does not fall below 10% of the increased share capital
amount.

In 2014 and 2013 the Bank transferred EUR 125 million and EUR
102 million, respectively, from the Share premium account to the
Legal reserve. In 2012 the Bank transferred EUR 141 million from
the Share premium account and EUR 34 million of 2011 profit to
the Legal reserve.

Consequently, once again, after the capital increases described
in Note 31 had been carried out, the balance of the Legal reserve
reached 20% of the share capital, and at 31 December 2014 the
Legal reserve was at the stipulated level.

ii. Reserve for treasury shares

Pursuant to the Consolidated Spanish Limited Liability Companies
Law, a restricted reserve has been recognised for an amount equal
to the carrying amount of the Bank shares owned by subsidiaries.
The balance of this reserve will become unrestricted when the
circumstances that made it necessary to record it cease to exist.
Additionally, this reserve covers the outstanding balance of loans
granted by the Group secured by Bank shares and the amount
equivalent to loans granted by Group companies to third parties
for the acquisition of treasury shares.

iii. Revaluation reserve Royal Decree Law 7/1996, of 7 June

The balance of Revaluation reserve Royal Decree-Law 7/1996 can
be used, free of tax, to increase share capital. From 1 January 2007,
the balance of this account can be taken to unrestricted reserves,
provided that the monetary surplus has been realised. The surplus
will be deemed to have been realised in respect of the portion on
which depreciation has been taken for accounting purposes or
when the revalued assets have been transferred or derecognised.

If the balance of this reserve were used in a manner other than
that provided for in Royal Decree-Law 7/1996, of 7 June, it would
be subject to taxation.
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iv. Reserves of subsidiaries and jointly controlled entities
The detail, by company, of Reserves of subsidiaries and jointly
controlled entities, based on the companies’ contribution to the
Group (considering the effect of consolidation adjustments) is as
follows:

Millions of euros

2014 2013 2012

Banco Santander (Brasil) S.A.

(Consolidated Group) 7,361 6,478 5,237
Santander UK Group 5,842 5,540 4,871
Banesto* - 4,284

Banco Santander (México), S.A.,
Institucion de Banca Mdltiple,
Grupo Financiero Santander 2,566 2,573 2,104

Banco Santander - Chile 2,446 2,736 3,072

Banco Santander Totta, S.A.

(Consolidated Group) 2,021 1,890 1,860
Santander Consumer Finance Group 1,815 1,189 1,351
Santander Holdings USA, Inc. 1,712 1,084 624
Santander Seguros y Reaseguros,
Compafifa Aseguradora, S.A. 725 515 387
Banco Banif, S.A. Unipersonal* - - 347
Banco Santander Rio, S.A. 703 395 61
Banco Santander International 408 348 288
Cartera Mobiliaria, S.A., SICAV 370 339 329
Bank Zachodni WBK, S.A. 315 175 62
Banco Santander (Suisse) SA 282 242 333
Santander Investment, S.A. 282 222 218
Exchange differences, consolidation
adjustments and other companies** 420 354 213
27,268 24,080 25,641
Of which: restricted 2,233 2,062 2,241

* The reserves of these entities are recognised at 31 December 2014 and
31 December 2013 under Voluntary reserves and Consolidation reserves
attributable to the Bank as a result of the merger by absorption of the two
entities into the Bank (see Note 3).

**Includes the charge relating to cumulative exchange differences in the
transition to International Financial Reporting Standards.

34. Other equity instruments and Treasury
shares

a) Other equity instruments

“Other equity instruments” includes the equity component of
compound financial instruments, the increase in equity due to
personnel remuneration, and other items not recognised in other
“Shareholders’ equity” items.

b) Treasury shares

Shareholders’ equity - Treasury shares includes the amount of own

equity instruments held by all the Group entities.

Transactions involving own equity instruments, including their

issuance and cancellation, are recognised directly in equity, and no

profit or loss may be recognised on these transactions. The costs

of any transaction involving own equity instruments are deducted

directly from equity, net of any related tax effect.
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On 21 October 2013 and 23 October 2014, the Bank’s board of
directors amended the regulation of its treasury share policy

in order to take into account the criteria recommended by the
CNMYV, establishing limits on average daily purchase trading and
time limits. Also, a maximum price per share was set for purchase
orders and a minimum price per share for sale orders.

The Bank’s shares owned by the consolidated companies
accounted for 0.012% of issued share capital at 31 December 2014
(31 December 2013: 0.013%; 31 December 2012: 0.474%).

The average purchase price of the Bank’s shares in 2014 was EUR
7.06 per share and the average selling price was EUR 7.18 per
share.

The effect on equity, net of tax, arising from the purchase and sale

of Bank shares was a EUR 40 million increase in 2014 (2013: EUR
28 million reduction; 2012: EUR 85 million increase).

35. Memorandum items

Memorandum items relates to balances representing rights,
obligations and other legal situations that in the future may have
an impact on net assets, as well as any other balances needed to
reflect all transactions performed by the consolidated entities
although they may not impinge on their net assets.

a) Contingent liabilities

Contingent liabilities includes all transactions under which an
entity guarantees the obligations of a third party and which result
from financial guarantees granted by the entity or from other
types of contract. The detail is as follows:

Millions of euros

2014 2013 2012

Financial guarantees 13,383 13,479 14,437
Financial bank guarantees 12,121 12,186 13,706
Doubtful guarantees 1,262 1,293 731
Irrevocable documentary credits 2,381 2,430 2,866
Other bank guarantees and
indemnities provided 28,006 24,690 27,285
Other guarantees 27,630 24,496 27,089
Undertakings to provide
bank guarantees 376 194 196
Other contingent liabilities 308 450 445
Assets earmarked for
third-party obligations 25 128 108
Other contingent liabilities 283 322 337

44,078 41,049 45,033
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A significant portion of these guarantees will expire without any
payment obligation materialising for the consolidated entities and,
therefore, the aggregate balance of these commitments cannot be
considered as an actual future need for financing or liquidity to be
provided by the Group to third parties.

Income from guarantee instruments is recognised under Fee and
commission income in the consolidated income statements and is
calculated by applying the rate established in the related contract
to the nominal amount of the guarantee.

At 31 December 2014, the Group had recognised provisions of EUR
654 million to cover contingent liabilities (31 December 2013: EUR
693 million; 31 December 2012: EUR 617 million) (see Note 25).

i. Financial guarantees

Financial guarantees includes, inter alia, financial guarantee
contracts such as financial bank guarantees, credit derivatives
sold, and risks arising from derivatives arranged for the account of
third parties.

ii. Other bank guarantees and indemnities provided

This item includes guarantees other than those classified as
financial, such as technical guarantees, guarantees covering the
import and export of goods and services, irrevocable formal
undertakings to provide bank guarantees, legally enforceable
letters of guarantee and other guarantees of any kind.

iii. Other contingent liabilities
Other contingent liabilities includes the amount of any contingent
liability not included in other items.

b) Contingent commitments

Contingent commitments includes those irrevocable
commitments that could give rise to the recognition of financial
assets.

The detail is as follows:

Millions of euros

2014 2013 2012

Drawable by third parties 182,955 154,314 187,664
Financial asset forward
purchase commitments 530 82 891
Regular way financial asset
purchase contracts 1,725 8,222 15,040
Documents delivered
to clearing houses 12,444 9,901 12,132
Other contingent commitments 386 278 315

208,040 172,797 216,042
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c) Off-balance-sheet funds under management
The detail of off-balance-sheet funds managed by the Group and
by jointly controlled companies is as follows:

Millions of euros

2014 2013 2012

Investment funds 109,519 93,304 89,176
Pension funds 1,481 10,879 10,076
Assets under management 20,369 20,987 18,889
141,369 125,170 118,141

d) Third-party securities held in custody

At 31 December 2014, the Group held in custody debt securities
and equity instruments totalling EUR 1,023,819 million (31
December 2013: EUR 853,509 million; 31 December 2012: EUR
725,609 million) entrusted to it by third parties.
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36. Derivatives - Notional amounts and market
values of trading and hedging derivatives

The detail of the notional and/or contractual amounts and the
market values of the trading and hedging derivatives held by the
Group is as follows:

Millions of euros

2014 2013 2012
Notional Market Notional Market Notional Market
amount value amount value amount value
Trading derivatives:
Interest rate risk-
Forward rate agreements 192,659 (50) 120,773 2) 324,031 @)
Interest rate swaps 2,738,960 1,253 2,454,752 1,190 2,114,198 2,942
Options, futures and other derivatives 665,658 (1,035) 605,532 (1,157) 655,091 (487)
Credit risk-
Credit default swaps 66,596 81 79,822 49 90,119 18
Foreign currency risk-
Foreign currency purchases and sales 230,961 515 186,207 1,935 187,976 278
Foreign currency options 46,311 (38) 45,196 200 49,442 (18)
Currency swaps 278,380 (1,694) 255,731 (1,007) 277,392 (436)
Securities and commodities derivatives and other 105,901 (1,222) 95,634 (1,202) 149,737 (1,714)
4,325,426 (2,190) 3,843,647 12 3,847,986 576
Hedging derivatives:
Interest rate risk-
Interest rate swaps 190,872 (185) 219,103 1,456 195,416 2,154
Options, futures and other derivatives 9,569 13 2,144 12 8,006 19
Credit risk-
Credit default swaps 607 ©)] 760 (14) 833 7)
Foreign currency risk-
Foreign currency purchases and sales 25,530 86 24,161 630 24,758 (278)
Foreign currency options 621 39 3,883 409 24,740 (34)
Currency swaps 46,727 147 38,760 525 38,895 (399)
Securities and commodities derivatives and other 168 - 258 - 278 37
274,094 91 289,069 3,018 292,926 1,492

The notional and/or contractual amounts of the contracts entered Additionally, in order to interpret correctly the results on the

into do not reflect the actual risk assumed by the Group, since Securities and commodities derivatives shown in the foregoing
the net position in these financial instruments is the result of table, it should be considered that these items relate mostly to
offsetting and/or combining them. This net position is used by securities options for which a premium has been received which
the Group basically to hedge the interest rate, underlying asset offsets their negative market value. Also, this market value

price or foreign currency risk; the results on these financial is offset by positive market values generated by symmetrical
instruments are recognised under Gains/losses on financial positions in the Group’s held-for-trading portfolio.

assets and liabilities (net) in the consolidated income statements

and increase or offset, as appropriate, the gains or losses on the The Group manages the credit risk exposure of these contracts
investments hedged (see Note 11). through netting arrangements with its main counterparties and by

receiving assets as collateral for its risk positions (see Note 2.f).
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The notional amounts and fair values of the hedging derivatives,
by type of hedge, is as follows:

Millions of euros

AUDITORS’ REPORT

2014 2013 2012
Notional Notional Notional
amount  Fairvalue amount  Fair value amount  Fair value
Fair value hedges 234,939 (249) 229,439 1,257 195,486 1,975
Cash flow hedges 22,388 444 55,417 743 56,311 (209)
Hedges of net investments in foreign operations 16,767 (104) 4,213 1,018 41,129 (274)
274,094 91 289,069 3,018 292,926 1,492

Following is a description of the main hedges (including the results
of the hedging instrument and the hedged item attributable to the
hedged risk):

Hedge accounting

The Group, as part of its financial risk management strategy

and for the purpose of reducing mismatches in the accounting
treatment of its transactions, enters into interest rate, foreign
currency or equity hedging derivatives, depending on the nature
of the hedged risk.

In line with its objective, the Group classifies its hedges into the
following categories:

« Cash flow hedges: hedge the exposure to variability in cash flows
associated with an asset, liability or highly probable forecast
transaction. Thus, floating rate issues in foreign currencies,
fixed rate issues in non-local currency, floating rate interbank
financing and floating rate assets (bonds, commercial credit,
mortgages, etc.) are hedged.

« Fair value hedges: hedge the exposure to changes in the fair
value of assets or liabilities attributable to an identified, hedged
risk. Thus, the interest rate risk of assets and liabilities (bonds,
loans, bills, issues, deposits, etc.) with coupons or fixed interest
rates, investments in entities, issues in foreign currencies and
deposits and other fixed rate liabilities are hedged.

 Hedges of net investments in foreign operations: hedge the
foreign currency risk of investments in subsidiaries domiciled in
countries outside the euro zone.

i. Cash flow hedges

The fair value of the cash flow hedges, net of the related tax
effect, is recognised under Valuation adjustments - Cash flow
hedges in the Group’s equity. The detail of the terms, from 31
December 2014, within which the amounts recognised under
Valuation adjustments - Cash flow hedges in equity will be
recognised in the consolidated income statements in the coming
years is as follows:

Millions of euros

2014
Within 1to5 Morethan
1year years 5 years Total
Debit balances
(losses) 46 140 40 226
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The net amount recognised as an equity valuation adjustment in
2014, as a result of the cash flow hedges, was an increase of EUR
459 million.

The net amount transferred from equity to 2014 profit was EUR
345 million, relating to the accrual to the net interest margin of the
cash flow hedges.

The impact on 2014 profit and loss of the ineffectiveness of the
Group’s cash flow hedges was a net loss of EUR 159 million (see
Note 44).

ii. Fair value hedges

In 2014 a net gain of EUR 9o million was recognised (gains of
EUR 817 million on hedged items and losses of EUR 727 million on
hedging derivatives) on fair value hedging transactions (see Note
44). In this connection, at 31 December the Bank accounted for
most of the Group’s fair value hedges.

Hence, the financial management area of the Bank, as Parent of the
Group, uses derivatives to hedge the interest rate risk and foreign
currency risk of the issues of instrumental companies of the Group
guaranteed by the Bank. Following are details of the main hedges
taken out by the Bank which remained outstanding at the Group at
31 December 2014.

At 31 December 2014, the Group held hedging derivatives for a
notional amount equivalent to EUR 30,191 million, the market value
of which represented a gain of EUR 1,448 million which is offset in
profit and loss on measurement of the hedged issues. The net result
of this hedge is a net loss of EUR 53 million.

The main currencies of these fair value hedges are: the euro, with
a notional amount of EUR 27,611 million and gains on derivatives
of EUR 1,426 million, the US dollar, with a notional amount of EUR
1,790 million and gains on derivatives of EUR 35 million, and the
pound sterling, with a notional amount of EUR 207 million and a
gain on derivatives of EUR 0.2 million.

Also, the Bank uses derivatives to hedge the interest rate risk of
government and corporate bonds recognised as available-for-sale
assets for accounting purposes. At 31 December 2014, the notional
amount of these derivatives was EUR 9,072 million and their market
value gave rise to a loss of EUR 772 million, which was offset by the
result of measuring the bonds at their hedged risk, giving rise to a
net overall loss of EUR 1.7 million.
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Lastly, the Bank has two fair value macro-hedges from its merger
with Banesto. At year-end, the notional amount of the related
derivatives was EUR 3,905 million and their market value gave

rise to a loss of EUR 96 million. Including the measurement of the
hedged items, the net result of the macro-hedges was a gain of EUR
11.3 million.

iii. Foreign currency hedges (net investments in foreign
operations)

As part of its financial strategy, the Group hedges the foreign
currency risk arising from its investments in non-euro-zone
countries. To this end, it arranges foreign currency derivatives in
order to take a long position in euros vis-a-vis the local currency of
the investment.

At 31 December 2014, the total notional amount of the hedges
of these investments was the equivalent of EUR 15,714 million, of
which EUR 10,173 million related to foreign currency swaps and
forwards, EUR 310 million to foreign currency options and EUR
5,231 million to spot foreign currency sales.

By currency,

- Hedges of the Brazilian real included hedging foreign currency
options and forwards amounting to EUR 4,859 million. The
amount hedged with foreign currency forwards totals EUR 4,549
million, with a loss of EUR 417 million; the amount hedged with
foreign currency options totals EUR 310 million, which gave rise
to a loss of EUR 359 million in 2014. At 31 December 2014, the
market value of outstanding options represented a net gain of
EUR 40 million. In 2014 options taken to hedge the Brazilian real
were settled with an effect on valuation adjustments amounting
to EUR 124 million.

The position in Mexican pesos is hedged through foreign
currency swaps and forwards with a notional amount of EUR
2,728 million and a loss of EUR 123 million.

The Polish zloty is hedged through foreign currency swaps and
forwards with a notional amount of EUR 1,376 million and a gain
of EUR 5 million.

The hedging of the Chilean peso includes outstanding non-
deliverable foreign currency forwards amounting to EUR 1,194
million, with a loss of EUR 44 million.

» Norwegian kroner are hedged through foreign currency forwards
amounting to EUR 326 million, with a gain of EUR 36 million.

In addition to these hedges with derivatives, spot foreign currency
sales were made to offset the structural foreign currency risk: spot
sales were made of US dollars against euros, which amounted

to EUR 1,593 million and gave rise to a loss of EUR 233 million, of
pounds sterling against euros, which totalled EUR 3,523 million
and gave rise to a loss of EUR 264 million and, lastly, of Swiss
francs against euros, with a notional amount of EUR 115 million,
which gave rise to a loss of EUR 2 million.
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At 2013 year-end, the Bank held foreign currency options in this
connection with an equivalent euro notional amount of EUR 8,846
million, which were denominated in Brazilian reals. In 2013 losses
amounting to EUR 214 million, which arose from the settlement

of options that were exercised, were taken to equity. At 2013 year-
end, the market value of the options not yet exercised represented
a net gain of EUR 399 million. In addition to foreign currency
options, the Group had also arranged other hedging derivatives

to round off its hedging of the structural foreign currency risk

of its foreign currency investments: Chilean pesos for a notional
amount of EUR 1,187 million, which gave rise to a gain of EUR 139
million; Brazilian reals for a notional amount of EUR 6,905 million,
with a gain of EUR 720 million; Mexican pesos for a total notional
amount of EUR 3,185 million, with a loss of EUR 2 million; and
Polish zloty for a notional amount of EUR 1,651 million, with a loss
of EUR 40 million, as well as a gain of EUR 6 million on options
that had already expired.

Lastly, in addition to these hedges involving derivatives, foreign
currency spot sales were made to offset structural foreign
currency risk. By currency, spot sales were made of US dollars
against euros, which amounted to EUR 1,293 million and gave rise
to a gain of EUR 68 million, and of pounds sterling against euros,
which totalled EUR 3,345 million and gave rise to a gain of EUR 214
million.

At 2012 year-end, the Bank held foreign currency options in this
connection with an equivalent euro notional amount of EUR
12,370 million, of which EUR 10,468 million were denominated in
Brazilian reals and EUR 1,902 million in Polish zloty. In 2012 losses
amounting to EUR 571 million, which arose from the settlement
of options that were exercised, were taken to equity. At 2012
year-end, the market value of the options not yet exercised
represented an unrealised net loss of EUR 33 million. In addition
to foreign currency options, the Group had also arranged other
hedging derivatives to round off its hedging of the structural
foreign currency risk of its foreign currency investments: Chilean
pesos for a notional amount of EUR 2,327 million, which gave rise
to a loss of EUR 360 million; Brazilian reals for a notional amount
of EUR 2,722 million, with a loss of EUR 377 million; and Mexican
pesos for a total notional amount of EUR 4,172 million, with a loss
of EUR 266 million.

Lastly, in addition to these hedges involving derivatives, foreign
currency spot sales were made to offset structural foreign
currency risk. By currency, spot sales were made of US dollars
against euros, which amounted to EUR 1,805 million and gave rise
to a gain of EUR 38 million, and of pounds sterling against euros,
which totalled EUR 6,377 million and gave rise to a loss of EUR 170
million.

In line with the purpose of hedging the underlying carrying
amount of net assets in foreign currencies, the overall valuation
adjustments (gains/losses) obtained from the aforementioned
hedges offset from an equity position the exchange differences
arising from the conversion to euros of the Group’s investments in
its investees’ net assets.

For their part, the hedges of net investments in foreign operations
did not generate gains or losses for ineffectiveness in 2014.
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37. Discontinued operations

No significant operations were discontinued in 2014, 2013 or 2012.

a) Profit or loss and net cash flows

from discontinued operations

The detail of the profit or loss from discontinued operations is set
forth below.

The balance sheets and income statements for 2012 were restated
in 2013 in order to present Santander UK’s cards business that
was acquired from GE (General Electric) in prior years as a
discontinued operation:

Millions of euros

2014 2013 2012

Net interest income 4 84 232

Net fee and commission income - 22 48

Gains/losses on financial
assets and liabilities - - .

Other operating income/(expenses) - - )]
Gross income 4 106 278
Staff costs ) 7) (19)
Other general administrative

expenses ) (23) m4)
Depreciation and

amortisation charge - (2) 6
Provisions (net) (22) (6) (6)
Impairment losses on

financial assets 4 6) (36)
Profit (loss) from operations (26) 62 97

Gains (losses) on disposal of
assets not classified as non-

current assets held for sale - (80) 2
Profit (loss) before tax (26) (18) 99
Income tax (Note 27) - 3 (29)

Profit (loss) from
discontinued operations (26) (15) 70

Additionally, following is a detail of the net cash flows attributable
to the operating, investing and financing activities of discontinued
operations.

Millions of euros

2014 2013 2012

Cash and cash equivalents
as at beginning of year - -

Cash flows from operating activities (10) 2 3)

Cash flows from investing activities 10 ) 3

Cash flows from financing activities - -

Cash and cash equivalents
as at end of year c c c
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b) Earnings per share relating to discontinued operations
The earnings per share relating to discontinued operations were
as follows:

2014 2013 2012
Basic earnings per share (euros) (0.00) (0.00) 0.01
Diluted earnings per share (euros) (0.00) (0.00) 0.01

38. Interest and similar income

Interest and similar income in the consolidated income
statement comprises the interest accruing in the year on all
financial assets with an implicit or explicit return, calculated

by applying the effective interest method, irrespective of
measurement at fair value; and the rectifications of income as a
result of hedge accounting. Interest is recognised gross, without
deducting any tax withheld at source.

The detail of the main interest and similar income items earned
in 2014, 2013 and 2012 is as follows:

Millions of euros

2014 2013 2012

Balances with the Bank of Spain

and other central banks 2,038 2,701 2,693

Loans and advances to

credit institutions 1,782 766 1,034

Debt instruments 7,247 6,435 7,093

Loans and advances to customers 42175 40,206 46,127

Insurance contracts linked

to pensions (Note 25) 9 n 45

Other interest 1,405 1,328 1,799
54,656 51,447 58,791

Most of the interest and similar income was generated by the
Group’s financial assets that are measured either at amortised
cost or at fair value through equity.

39. Interest expense and similar charges

Interest expense and similar charges in the consolidated income
statement includes the interest accruing in the year on all financial
liabilities with an implicit or explicit return, including remuneration
in kind, calculated by applying the effective interest method,
irrespective of measurement at fair value; the rectifications of cost
as a result of hedge accounting; and the interest cost attributable to
provisions recorded for pensions.
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The detail of the main items of interest expense and similar charges
accrued in 2014, 2013 and 2012 is as follows:

Millions of euros

2014 2013 2012

Balances with the Bank of Spain

AUDITORS’ REPORT

41. Share of results of entities accounted for
using the equity method

Share of results of entities accounted for using the equity method
comprises the amount of profit or loss attributable to the Group
generated during the year by associates and jointly controlled
entities.

and other central banks 55 118 522
Deposits from credit institutions 2,144 1,852 1,959 The detail of Share of results of entities accounted for using the
Customer deposits 13415 14805 16403  €quity method is as follows:
Marketable debt securities 6,844 6,880 7,277 Millions of euros
Subordinated liabilities (Note 23) 1,084 1,260 1,650
2014 2013 2012
Provisions for pensions (Note 25) 344 363 398
Other interest 1,223 234 659 Santander Consumer USA Inc. - 322 349
25,109 25,512 28,868 Zurich Santander Insurance
America, S.L 167 138 134
Metrovacesa, S.A. (68) (40) (100)
Most of the interest expense anq sir.nila)r. rjharges was SAM Investment Holdings Limited 57 . .
generated by the Group’s financial liabilities that are measured
Allfunds Bank, S.A. 23 17 n

at amortised cost.

40. Income from equity instruments

Income from equity instruments includes the dividends and
payments on equity instruments out of profits generated by
investees after the acquisition of the equity interest.

The detail of Income from equity instruments is as follows:

Millions of euros

2014 2013 2012

Equity instruments classified as:

Financial assets held for trading 287 264 290
Available-for-sale financial assets 148 14 133
435 378 423

Companhia de Crédito,
Financiamento e

Investimento RCI Brasil 20 21 16
Other companies 50 42 17
243 500 427
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42. Fee and commission income

AUDITORS’ REPORT

43. Fee and commission expense

Fee and commission income comprises the amount of all fees and
commissions accruing in favour of the Group in the year, except
those that form an integral part of the effective interest rate on

financial instruments.

The detail of Fee and commission income is as follows:

Millions of euros

Fee and commission expense shows the amount of all fees and
commissions paid or payable by the Group in the year, except
those that form an integral part of the effective interest rate on
financial instruments.

The detail of Fee and commission expense is as follows:

Millions of euros

2014 2013 2012 2014 2013 2012
Collection and payment services: Fees and commissions
assigned to third parties 1,618 1,718 1,616
Bills 284 333 336
Of which: Cards 1,149 1,279 1,203
Demand accounts 1,006 1,163 1,209
Brokerage fees on lending
Cards 2,769 2,390 2,746 and deposit transactions 42 37 36
Orders 422 347 347 Other fees and commissions 1,159 957 819
Cheques and other 144 165 226 2,819 2,712 2,471
4,625 4,898 4,864
Marketing of non-banking
financial products:
Investment funds 831 1,040 1074 44. Gains/losses on financial assets and
Pension funds m 163 143 liabilities
Insurance 2,304 2,399 2,451 Gains/losses on financial assets and liabilities includes the
3,246 3,602 3,668 amount of the valuation adjustments of financial instruments,
. . except those attributable to interest accrued as a result of
Securities services: N S
application of the effective interest method and to allowances,
Securities underwriting and the gains or losses obtained from the sale and purchase
and placement 306 208 204
thereof.
Securities trading 303 316 323
Administration and custody 248 212 214 a) Breakdown
The detail, by origin, of Gains/losses on financial assets and
Asset management 78 107 103 T
liabilities is as follows:
935 843 844
Other: Millions of euros
Foreign exchange 264 243 229 2014 2013 2012
Financial guarantees 498 476 484 Financial assets and liabilities
: held for trading* 2,377 1,733 1,460
Commitment fees 343 329 282
. Other financial instruments at fair
Other fees and commissions 2,604 2,082 2,361 value through profit or loss* 239 (6) 159
3,709 3,130 3,356 Financial instruments not measured
12,515 12,473 12,732 at fair value through profit or loss 1,427 1,622 1,789
Of which: Available-for-
sale financial assets 1,416 1,490 915
Of which:
Debt instruments 1,173 1,345 576
Equity instruments 243 145 339
Of which: Other 1 132 874
Of which:
Due to exchange and
repurchase of securities - - 870
Hedging derivatives (Note 36) (69) (115) (79)
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3,974 3,234 3,329

* Includes the net gain or loss arising from transactions involving debt securities,
equity instruments and derivatives included in this portfolio, since the Group
manages its risk in these instruments on a global basis.
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Due to exchange and repurchase of securities

In 2012 the Group performed several securities exchange

and repurchase transactions for which EUR 870 million were
credited to income in that year. In July the Group offered the
holders of certain securities issued by Santander UK plc the
possibility of exchanging these securities for newly-issued
Santander UK plc securities; in August Banco Santander, S.A.
and Santander Financial Exchanges Limited invited the holders
of securities of various issues of Santander Finance Preferred,
S.A. (Sole-Shareholder Company), Santander Perpetual, S.A.
(Sole-Shareholder Company) and Santander Issuances, S.A.
(Sole-Shareholder Company) to submit offers for the sale of their
securities, to be purchased in cash; in February Banco Espanol de
Crédito, S.A. offered the holders of preference shares of various
issues the possibility of exchanging these securities for securities
of a new non-convertible bond issue and in September it offered
the holders of securities of various issues to submit an offer for
the sale of their securities, to be purchased in cash.

b) Financial assets and liabilities at fair value through
profit or loss
The detail of the amount of the asset balances is as follows:

Millions of euros

2014 2013 2012

Loans and advances to
credit institutions 30,407 18,947 20,115
Loans and advances to customers 1,892 18,275 23,098
Debt instruments 58,605 44,716 46,561
Equity instruments 13,799 5,833 6,180
Derivatives 76,858 58,899 110,319
191,561 146,670 206,273

The Group mitigates and reduces this exposure as follows:

= With respect to derivatives, the Group has entered into
framework agreements with a large number of credit institutions
and customers for the netting-off of asset positions and the
provision of collateral for non-payment.

At 31 December 2014, the actual credit risk exposure of the
derivatives was EUR 42,761 million.

« Loans and advances to credit institutions and Loans and
advances to customers included reverse repos amounting to EUR
32,935 million at 31 December 2014.

Also, mortgage-backed assets totalled EUR 2,659 million.

« Debt instruments include EUR 48,263 million of Spanish and
foreign government securities.

At 31 December 2014, the amount of the change in the year in
the fair value of financial assets at fair value through profit or
loss attributable to variations in their credit risk (spread) was not
material.
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The detail of the amount of the liability balances is as follows:

Millions of euros

2014 2013 2012

Deposits from central banks (8,362) (5,963) (2,142)
Deposits from credit institutions (24,570) (17n2) (19,154)
Customer deposits (38,671) (34,984) (37,535)
Marketable debt securities (3,830) (4,087) (4,905)
Short positions (17,628) (15,951) (15,181)
Derivatives (79,048)  (58,887)  (109,743)
(172,109) (136,984) (188,660)

45. Exchange differences

Exchange differences shows basically the gains or losses on
currency dealings, the differences that arise on translations of
monetary items in foreign currencies to the functional currency,
and those disclosed on non-monetary assets in foreign currency at
the time of their disposal.
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46. Other operating income and Other operating

expenses

Other operating income and Other operating expenses in the
consolidated income statements include:

Millions of euros

47. Staff costs

a) Breakdown

The detail of Staff costs is as follows:

Millions of euros

2014 2013 2012
2014 2013 2012 Wages and salaries 7,412 7,215 7,343
Insurance activity 137 m 593 Social security costs 1293 1296 1,353
Income from insurance and . -
reinsurance contracts issued 3,532 4,724 5,541 ﬁgﬁé%?gseazig?g:;‘ﬁg(sl\fgzéjggned 75 38 145
Of which: Contributions to defined contribution
Insurqnce'and reinsurance pension funds (Note 25) 247 223 155
premium income 3,284 4513 4,667 Share-based remuneration costs 66 103 133
Reinsurance income (Note 15) 248 21 874 Of which, Bank directors* } 1 4
Expenses of insurance and
reinsurance contracts (3,395) (4,607) (4,948) Other staff costs 1,149 1,144 1177
Of which: 10,242 10,069 10,306
Claims paid and other * Relating to amounts associated with the performance share plans.
insurance-related expenses (3,800) (4,497) (4,440)
Net provisions for insurance
contract liabilities 910 382 (323  b)Headcount
Reinsurance premiums paid (505) (492) (185) The average number of employees in the Group, by professional
category, was as follows:
Non-financial services 88 93 137
Sales and income from the Average number of employees **
provision of non-financial services 343 322 369
2014 2013 2012
Cost of sales (255) (229) (232)
. The Bank **:
Other operating income
and expenses (384) (512) (644) Senior management ** 101 133 96
Other operating income 1,339 857 783 Other line personnel 21,376 23,403 16,545
Of which, fees and commissions Clerical staff 2,563 3,421 2,845
offsetting direct costs 106 115 130 -
General services personnel 25 28 29
Other operating expenses (1,723) (1,369) (1,427)
24,065 26,985 19,515
Of which, Deposit Guarantee Fund (577) (570) (554)
Banesto ** - - 8,762
(159) (302) 86 :
Rest of Spain 6,781 6,931 6,708
. . . o . Santander UK plc 19,866 19,773 20,355
Most of the Bank’s insurance activity is carried on in life insurance. P
Banco Santander (Brasil) S.A. 47,296 51,462 53,543
Other companies *** 85,930 81,222 79,752
183,938 186,373 188,635
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*  Categories of deputy assistant executive vice president and above, including

senior management.

** Banesto employees have been included under Banco Santander, S.A. since the

merger in 2013 (see Note 3.b.vi).

*** Excluding personnel assigned to discontinued operations.
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The functional breakdown, by gender, at 31 December 2014 is as
follows:

Functional breakdown by gender

AUDITORS’ REPORT

Senior executives

Other executives Other personnel

Men Women Men Women Men Women
Continental Europe 995 217 5,844 2,841 21,470 28,599
United Kingdom 170 39 1,166 508 9,315 13,51
Latin America 675 129 5,834 3,496 37,794 52,802
1,840 385 12,844 6,845 68,579 94,912
The same information, expressed in percentage terms at 31
December 2014, is as follows:
Functional breakdown by gender
Senior executives Other executives Other personnel
Men Women Men Women Men Women
Continental Europe 82% 18% 67% 33% 43% 57%
United Kingdom 81% 19% 70% 30% 41% 59%
Latin America 84% 16% 63% 37% 42% 58%
83% 17% 65% 35% 42% 58%

The labour relations between employees and the various Group
companies are governed by the related collective agreements or
similar regulations.

c) Share-based payments
The main share-based payments granted by the Group in force at
31 December 2014, 2013 and 2012 are described below.

i. Bank

The variable remuneration policy for the Bank’s executive
directors and certain executive personnel of the Bank and of
other Group companies includes Bank share-based payments,
the implementation of which requires, in conformity with the
law and the Bank’s Bylaws, specific resolutions to be adopted by
the general meeting.

Were it necessary or advisable for legal, regulatory or other
similar reasons, the delivery mechanisms described below may
be adapted in specific cases without altering the maximum
number of shares linked to the plan or the essential conditions
to which the delivery thereof is subject. These adaptations may
involve replacing the delivery of shares with the delivery of cash
amounts of an equal value.

The plans that include share-based payments are as follows:

(i) performance share plan; (i) obligatory investment share
plan; (iii) deferred conditional delivery share plan; (iv) deferred
conditional variable remuneration plan and (v) performance
share plan. The characteristics of the plans are set forth below:

(i) Performance share plan

This deferred share-based variable remuneration was
instrumented through a multiannual incentive plan payable

in shares of the Bank. The beneficiaries of the plan were the
executive directors and other members of senior management,

together with any other Group executives determined by the
board of directors or, when delegated by it, the executive
committee, except for Plan Pli4 (approved in 2011), of which the
executive directors and senior executives who participated in
the deferred conditional variable remuneration plan were not
beneficiaries.

This plan involved successive three-year cycles of share deliveries
to the beneficiaries. In June 2009, 2010 and 2011 the fourth, fifth
and sixth and final cycles (Pl12, P113 and Pli4, respectively) were
approved. On 31]uly 2012, 2013 and 2014 the fourth, fifth and sixth
cycles (P2, Pl13 and Pli4, respectively) were cancelled.

For each cycle a maximum number of shares was established for
each beneficiary who remained in the Group’s employ for the
duration of the plan. The target, which, if met, would determine
the number of shares to be delivered, was defined by comparing
the Total Shareholder Return (TSR) performance of the shares
of Banco Santander, S.A. with the TSR of a benchmark group of
financial institutions.

The ultimate number of shares to be delivered in the
aforementioned cycles was determined by the degree of
achievement of the targets on the third anniversary of
commencement of each cycle, and the shares would be delivered
within a maximum period of seven months from the beginning of
the year in which the corresponding cycle ended.

Plan Pli4 expired in 2014, without any shares having been
delivered to the plan beneficiaries, since the minimum target for

shares to be delivered was not achieved.

Following is a summary of the changes in the cycles of this planin
the period from 2012 to 2014:
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Date of
Number of commencement Date of expiry
shares Employee Number of of exercise of exercise
(thousands) Year granted group persons period period
Plans outstanding at 01/01/12 54,766
Shares delivered (Plan 112) (5,056) 2009 Directivos (5.749) 19/06/09 31/07/12
Options cancelled, net (Plan 112) (13,811) 2009 Directivos (767) 19/06/09 31/07/12
Options cancelled, net (Plan I14) (1,810) Directivos (199) 17/06/11 31/07/14
Plans outstanding at 31/12/12 34,089
Options cancelled, net (Plan 113) (19,613) 2010 Directivos (6.782) 11/06/10 31/07/13
Plans outstanding at 31/12/13 14,476
Options cancelled, net (Plan I14) (14,476) Directivos (6.699) 17/06/11 31/07/14

Plans outstanding at 31/12/14

(ii) Obligatory investment share plan

This deferred share-based variable remuneration was
instrumented through a multiannual incentive plan payable in
shares of the Bank and conditional upon compliance with certain
investment and continued Group service requirements. The
beneficiaries of this plan were the executive directors, members
of the Bank’s senior management and other Group executives
determined by the board of directors.

This plan, which was discontinued in 2010, was structured in
three-year cycles. The beneficiaries of the plan had to use 10% of
their gross annual variable cash-based remuneration (or bonus)

to acquire shares of the Bank in the market (the “Obligatory
Investment”). In accordance with the terms and conditions of the
corresponding cycles, the Obligatory Investments were made
before 29 February 2008, 28 February 2009 and 28 February 2010,
respectively.

Participants who held the shares acquired through the Obligatory
Investment and remained in the Group’s employ for three years
from the date on which the Obligatory Investment was made
(until 201, 2012 and 2013, respectively) were entitled to receive
the same number of Bank shares as that composing their initial
obligatory investment.

The shares would be delivered within a maximum period of
one month from the third anniversary of the date on which the
obligatory investment was made.

In 2009 a requirement was introduced for the third cycle
additional to that of remaining in the Group’s employ, which

was that in the three-year period from the investment in the
shares, none of the following circumstances should occur: (i) poor
financial performance of the Group; (ii) breach by the beneficiary
of the codes of conduct or other internal regulations, including,

in particular, those relating to risks, where applicable to the
executive in question; or (iii) material restatement of the Group’s
financial statements, except when it was required pursuant to a
change in accounting standards.

This plan was cancelled with the delivery of the shares of the third
cycle in March 2013.

(iii) Deferred conditional delivery share plan

In 2012 and 2013 the Bank’s board of directors, at the proposal
of the appointments and remuneration committee, approved
the third and fourth cycles of the deferred conditional delivery
share plan to instrument payment of the share-based bonus of
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the Group executives or employees whose variable remuneration
or annual bonus for 2012 and 2013, respectively, exceeded, in
general, EUR 0.3 million (gross), with a view to deferring a portion
of the aforementioned variable remuneration or bonus over a
period of three years in which it will be paid in Santander shares.
Since these cycles entailed the delivery of Bank shares, the
shareholders at the annual general meetings of 30 March 2012
and 22 March 2013 approved, respectively, the application of the
third and fourth cycles of the deferred conditional delivery share
plan. These cycles are not applicable to the executive directors or
other members of senior management or other executives who
are beneficiaries of the deferred conditional variable remuneration
plan described below.

The share-based bonus is deferred over three years and will be
paid, where appropriate, in three instalments starting in the first
year. The amount in shares is calculated based on the tranches of
the following scale established by the board of directors on the
basis of the gross variable cash-based remuneration or annual
bonus for the year:

Benchmark bonus
Thousands of euros

Percentage

(deferred)

300 or less 0%
300 to 600 (inclusive) 20%
More than 600 30%

The condition for accrual of the share-based deferred
remuneration was, in addition to that of the beneficiary remaining
in the Group’s employ, with the exceptions envisaged in the plan
regulations, that none of the following circumstances should
occur in the period prior to each of the deliveries: (i) poor financial
performance of the Group; (ii) breach by the beneficiary of
internal regulations, including, in particular, those relating to risks;
(iif) material restatement of the Group’s financial statements,
except when it is required pursuant to a change in accounting
standards; or (iv) significant changes in the Group’s economic
capital or risk profile.

(iv) Deferred conditional variable remuneration plan

In 2012, 2013 and 2014 the Bank’s board of directors, at the proposal
of the appointments and remuneration committee, approved the
second, third and fourth cycles of the deferred conditional variable
remuneration plan to instrument payment of the bonus for 2012,
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2013 and 2014, respectively, of the executive directors and certain
executives (including senior management) and employees who
assume risk, who perform control functions or receive an overall
remuneration which puts them on the same remuneration level as
senior executives and employees who assume risks (all of whom
are referred to as the “Identified Staff”, in accordance with the
Guidelines on Remuneration Policies and Practices approved by the
Committee of European Banking Supervisors on 10 December 2010
and, since 2014, pursuant to Article 92(2) of Directive 2013/36/EU
of the European Parliament and of the Council, of 26 June 2013, and
the related implementing legislation).

Since the aforementioned cycles entail the delivery of Bank shares,
the shareholders at the annual general meetings of 30 March 2012,
22 March 2013 and 28 March 2014 approved, respectively, the
application of the second, third and fourth cycles of the deferred
conditional variable remuneration plan.

The purpose of these cycles is to defer a portion of the bonus

of the beneficiaries thereof over a period of three years for it to
be paid, where appropriate, in cash and in Santander shares; the
other portion of the variable remuneration is also to be paid in
cash and Santander shares, upon commencement of the cycles, in
accordance with the rules set forth below.

The bonus will be paid in accordance with the following
percentages, based on the timing of the payment and the group

to which the beneficiary belongs (the “immediate payment
percentage” identifies the portion of the bonus for which payment
is not deferred, and the “deferred percentage” identifies the portion
of the bonus for which payment is deferred):

2014
Immediate
payment Deferred

percentage*  percentage*
Executive directors and members of
the Identified Staff with total variable
remuneration > EUR 2.6 million 40% 60%
Division managers, country heads,
other executives of the Group
with a similar profile and members
of the Identified Staff with total
variable remuneration > EUR
1.8 million (< EUR 2.6 million) 50% 50%
Other beneficiaries 60% 40%

2012-2013
Immediate
payment Deferred

percentage*  percentage*
Executive directors 40% 60%
Division managers and other
executives of the Group
with a similar profile 50% 50%
Other executives subject
to supervision 60% 40%

* Generally applicable percentages. In some countries deferred percentages
may be higher for certain categories of executives, thereby giving rise to lower
immediate payment percentages.

The payment of the deferred percentage of the bonus applicable
in each case will be deferred over a period of three years and

will be paid in three instalments, within 30 days following the
anniversaries of the initial date (the date on which the immediate
payment percentage is paid) in 2014, 2015 and 2016 for the second
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cycle, in 2015, 2016 and 2017 for the third cycle, and in 2016, 2017
and 2018 for the fourth cycle, 50% being paid in cash and 50% in
shares, provided that the conditions described below are met.

In addition to the requirement that the beneficiary remains

in the Group’s employ, with the exceptions included in the

plan regulations, the accrual of the deferred remuneration is
conditional upon none of the following circumstances existing
-in the opinion of the board of directors following a proposal of
the remuneration committee-, during the period prior to each of
the deliveries, pursuant to the provisions set forth in each case in
the plan regulations: (i) poor financial performance of the Group;
(i) breach by the beneficiary of internal regulations, including, in
particular, those relating to risks; (iii) material restatement of the
Group’s financial statements, except when it is required pursuant
to a change in accounting standards; or (iv) significant changes in
the Group’s economic capital or risk profile.

On each delivery, the beneficiaries will be paid an amount in cash
equal to the dividends paid on the deferred amount in shares
and the interest on the amount accrued in cash. If the Santander
Dividendo Eleccién scrip dividend scheme is applied, they will

be paid the price offered by the Bank for the bonus share rights
corresponding to those shares.

The maximum number of shares to be delivered is calculated
taking into account the amount resulting from applying the
applicable taxes and the volume-weighted average prices for
the 15 trading sessions prior to the date on which the board of
directors approves the bonus for the Bank’s executive directors
for 2012, 2013 and 2014 for the second, third and fourth cycle,
respectively.

(v) Performance share plan

In 2014 the Bank’s board of directors approved the first cycle of
the performance share plan by which to instrument a portion
of the variable remuneration of the identified staff, consisting
of a long-term incentive (ILP) in shares based on the Bank’s
performance over a multiannual period.

Since the aforementioned cycle entails the delivery of Bank
shares, the annual general meeting of 28 March 2014 approved
the application of the first cycle of the plan.

The maximum amount of the plan and, consequently, the
maximum number of shares to which a beneficiary may be entitled
under this plan was set at 15% of the beneficiaries’ benchmark
bonus.

The board of directors, following a proposal of the remuneration
committee, has set the amount of the ILP for each beneficiary for
2014. For this purpose, the following percentages were applied to
15% of the beneficiaries’ benchmark bonus in accordance with the
relative performance of the Bank’s Total Shareholder Return (TSR)
in 2014 compared to a benchmark group:

Santander’s place in Percentage of maximum

the TSR ranking shares to be delivered
1t to 8" 100%

9thto 12 50%

13t and below 0%
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Since the Bank’s TSR was in fourth place, the applicable
percentage was 100%.

The agreed-upon amount of the ILP for each beneficiary will be
deferred over a period of three years and will be paid, where
appropriate, in thirds in June 2016, 2017 and 2018 based on
compliance with the multiannual TSR targets. Thus, for each
payment date, the board of directors, following a proposal of
the remuneration committee, will calculate the amount, where
appropriate, to be received by each beneficiary applying to the
third of the agreed-upon amount of the ILP for that year the
percentage resulting from the following table:

Santander’s place in Percentage of maximum
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For the accrual for 2016, the benchmark TSR will be that
accumulated between 1January 2014 and 31 December 2015, for
the accrual for 2017, the benchmark TSR will be that accumulated
between 1 January 2014 and 31 December 2016 and for the accrual
for 2018, the benchmark TSR will be that accumulated between 1
January 2014 and 31 December 2017.

The shares to be delivered on each ILP payment date, based on
based on compliance with the related multiannual TSR target will
be conditional, in addition to the requirement that the beneficiary
remains in the Group’s employ, with the exceptions included in
the plan regulations, upon none of the following circumstances
existing -in the opinion of the board of directors following a
proposal of the remuneration committee-, during the period prior

the TSR ranking shares to be delivered to each of the deliveries, as a consequence of actions performed
7 1o 4th 100.0% in 2014: (i) poor financial performance of the Group; (ii) breach
" . by the beneficiary of internal regulations, including, in particular,
> 87.5% those relating to risks; (iii) material restatement of the Group’s
6t 75.0% financial statements, except when it is required pursuant to a
7th 62.5% change in accounting standards; or (iv) significant changes in the
Group’s economic capital or risk profile.
8t 50.0%
9t and below 0% ii. Santander UK plc
The long-term incentive plans on shares of the Bank granted by
management of Santander UK plc to its employees are as follows:
Exercise Date of Date of
Number of pricein commencement expiry of
shares (in pounds Year Employee  Number of of exercise exercise
thousands) sterling * granted group persons period period
Plans outstanding at 01/01/12 11,273
Options granted (Sharesave) 10,012 3.66 2012 Empleados 7,089 ** o1/m/12 01/1/15
01/11/12 o1/n/17
Options exercised (3) 4.56
Options cancelled (net) or not exercised (6,468) 5.34
Plans outstanding at 31/12/12 14,814
Options granted (Sharesave) 4,340 3.69 2013 Empleados 13,110 ** 01/11/13 01/11/16
01/11/13 01/11/18
Options exercised (78) 4.02
Options cancelled (net) or not exercised (3,169) 472
Plans outstanding at 31/12/13 15,907
Options granted (Sharesave) 6,745 491 2014 Empleados 6,639** 01/1/14 o1/m/7
01/11/14 01/11/19
Options exercised (1,375) 436
Options cancelled (net) or not exercised (2,155) 4.85
Plans outstanding at 31/12/14 19,122

* At 31 December 2014, 2013 and 2012, the euro/pound sterling exchange rate was EUR 1.28386/GBP 1; EUR 1.19947/GBP 1and EUR 1.22534/GBP 1, respectively.

** Number of accounts/contracts. A single employee may have more than one account/contract.
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In 2008 the Group launched a voluntary savings scheme for
Santander UK employees (Sharesave Scheme) whereby employees
who join the scheme will have between GBP 5and GBP 250
(between GBP 5 and GBP 500 in 2014) deducted from their net
monthly pay over a period of three or five years. When this period
has ended, the employees may use the amount saved to exercise
options on shares of the Bank at an exercise price calculated by
reducing by up to 20% the average purchase and sale prices of
the Bank shares in the three trading sessions prior to the approval
of the scheme by the UK tax authorities (HMRC). This approval
must be received within 21 to 41 days following the publication

of the Group’s results for the first half of the year. This scheme
was approved by the board of directors, at the proposal of the
appointments and remuneration committee, and, since it involved
the delivery of Bank shares, its application was authorised by the
annual general meeting held on 21 June 2008. Also, the scheme
was authorised by the UK tax authorities (HMRC) and commenced
in September 2008. In the subsequent years, at the annual general
meetings held on 19 June 2009, 11 June 2010, 17 June 2011, 30
March 2012, 22 March 2013 and 28 March 2014, respectively, the
shareholders approved the application of schemes previously
approved by the board and with similar features to the scheme
approved in 2008.

iii. Fair value
The fair value of the performance share plans was calculated as
follows:

« It was assumed that the beneficiaries will not leave the Group’s
employ during the term of each plan.

» The fair value of the Bank’s relative TSR position was calculated,
on the grant date, on the basis of the report of an independent
expert whose assessment was carried out using a Monte Carlo
valuation model to perform 10,000 simulations to determine
the TSR of each of the companies in the benchmark group,
taking into account the variables set forth below. The results
(each of which represents the delivery of a number of shares)
are classified in decreasing order by calculating the weighted
average and discounting the amount at the risk-free interest rate.

P12 PI13 P4
Expected volatility * 42.36% 49.65%  51.35%
Annual dividend yield based
on last few years 488% 634% 6.06%
Risk-free interest rate (Treasury
Bond yield (zero coupon) over
the period of the plan) 2.04%  333% 4.073%

* Calculated on the basis of historical volatility over
the corresponding period (three years).

The application of the simulation model results in a percentage
value of 55.42% for Plan | 12, 62.62% for Plan 13 and 55.39% for
Plan l14. Since this valuation refers to a market condition, it cannot
be adjusted after the grant date.

The fair value of each option granted by Santander UK was
estimated at the grant date using a European/American Partial
Differential Equation model with the following assumptions:
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2014 2013 2012

1.56%-1.972%
10.16%-10.82%

1.2%1.7%
16%-19%

Risk-free interest rate 0.73%1.04%

Dividend increase 16%-17%

Volatility of
underlying shares
based on historical
volatility over

five years

2416%-24.51% 32.15%-32.32% 38.62%-39.41%

Expected life of

options granted 3andsyears  3andsyears  3andgyears

48. Other general administrative expenses

a) Breakdown
The detail of Other general administrative expenses is as follows:

Millions of euros

2014 2013 2012
Property, fixtures and supplies 1,930 1,980 1,916
Technology and systems 979 992 889
Advertising 655 630 662
Technical reports 606 493 491
Communications 489 519 638
Taxes other than income tax 462 445 415
Surveillance and cash
courier services 397 425 432
Per diems and travel expenses 287 284 297
Insurance premiums 64 59 61
Other administrative expenses 1,788 1,556 1,694

7,657 7,383 7,495

b) Technical reports and other

Technical reports includes the fees paid by the various Group
companies (detailed in the accompanying Appendices) for the
services provided by their respective auditors, the detail being as
follows:

Millions of euros

2014 2013 2012
Audit fees 44.2 359 381
Audit-related fees 311 20.8 20.6
Tax fees 6.6 4.6 43
All other fees 8.0 6.5 8.1
Total 89.9 67.8 711
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The detail of the main items included in Audit fees is as follows:

Millions of euros

2014 2013 2012

Audit of the financial statements of

AUDITORS’ REPORT

49. Gains/(losses) on disposal of assets not
classified as non-current assets held for sale

The detail of Gains/(losses) on disposal of assets not classified as
non-current assets held for sale is as follows:

the companies audited by Deloitte 28.3 217 21.0 Millions of euros
Of which:
2014 2013 2012
Santander UK plc 5.8 5.0 4.4
Santander Holdings USA, Gains:
Inc./Santander Consumer On disposal of tangible assets * 216 74 219
USA Holdings Inc. 5.7 2.4 2.2
On disposal of investments 3,026 2,167 775
Banco Santander (Brasil) S.A. 1.8 1.7 1.8
Of which:
Audit of the Bank's separate and
consolidated financial statements 2.1 2.1 2.0 Santander Consumer USA (Note 3) 1,739 - -
Other audit engagements 15.9 14.2 17. Altamira Asset
Management (Note 3) 550 - -
Of which:
Insurance companies in
Internal control audit (SOX) Ireland (Note 3) 413 - -
and capital audit (Basel) 6.9 5.9 5.8
Management companies (Note 3) - 1,372 -
Audit of the Group's half-yearly
financial statements 6.0 6.0 5.8 Insurance companies
in Spain (Note 3) - 385 -
Issue of comfort letters 3.0 2.3 2.5
Payment services company (Note 3) - 122 -
Audit fees 44.2 35.9 38.1
Banco Santander Colombia (Note 3) - - 619
The detail of the main items included in Audit-related fees is as 3,242 2,241 994
fO||OWS: Losses:
Millions of euros On disposal of tangible assets (103) (78) (87)
On disposal of investments 3) ) 1
2014 2013 2012
(106) (89) (88)
Other recurring engagements
and reports required by the 3,136 2,152 906

various national supervisory
bodies of the countries in
which the Group operates 8.8 76 6.7

Limited reviews and other
reports required by the Group

due to its listing in Brazil 53 -
Non-recurring reviews

required by regulators 0.6 11 21
Due diligence audits

and other reviews 17 3.1 1.8
Issuance of other attest reports 4.0 3.7 2.8
Reviews of procedures, data and

controls and other checks 10.7 5.3 7.2
Total audit-related fees 31.1 20.8 20.6

Other information

The services commissioned from the Group’s auditors meet the
independence requirements stipulated by the Consolidated Audit
Law (Legislative Royal Decree 1/2011, of 31]July) and by the Sarbanes-
Oxley Act of 2002, and they did not involve the performance of any
work that is incompatible with the audit function.

Lastly, the Group commissioned services from audit firms other

than Deloitte amounting to EUR 97.3 million in 2014 (2013: EUR 48.6
million; 2012: EUR 38.7 million).
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* Includes in 2014 mainly the gains recognised on the sale of corporate buildings
in Mexico and Argentina (EUR 85 million) and the gains arising from the sales
of branches (EUR 76 million) in various countries in which the Group operates.
Includes in 2012 the gains recognised on the sale of the Canalejas complex
(Spain) (EUR 87 million), of certain branches and offices in Mexico (EUR 80
million) and of a property in New York (EUR 47 million.

50. Gains/(losses) on non-current assets
held for sale not classified as discontinued
operations

The detail of Gains/(losses) on non-current assets held for sale not
classified as discontinued operations is as follows:

Millions of euros

Net balance 2014 2013 2012
Non-current assets held for sale (297) (422) (757)
Impairment (Note 12) (339) (335) (449)
Gain (loss) on sale (Note 12) 48 (87) (308)
Other gains and other losses 48 - -
(243) (422) (757)
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51. Other disclosures

a) Residual maturity periods and average interest rates
The detail, by maturity, of the balances of certain items in the
consolidated balance sheet is as follows:

Millions of euros

More Average
On  Within1 1to3 3to12 1to3 3tos thans interest
31 December 2014 demand month  months  months years years years Total rate
Assets:
Cash and balances with central banks 46,521 17,667 4,060 518 - 645 17 69,428 3.21%
Available-for-sale financial assets-
Debt instruments 154 3,878 1,098 4,528 19,811 24,363 56,417 110,249 4.62%
Loans and receivables-
Loans and advances to
credit institutions 18,270 16,481 3,285 4,951 3,738 317 4,264 51,306 2.11%
Loans and advances to customers 17,095 41,520 31,093 67,627 97,744 80,123 387,617 722,819 5.45%
Debt instruments 14 1,422 1,180 947 858 554 2,535 7,510 3.66%

82,054 80,968 40,716 78,571 122,151 106,002 450,850 961,312 5.00%

Liabilities:

Financial liabilities at amortised cost:

Deposits from central banks 4,614 2,703 1179 500 - 8,294 - 17,290 0.24%
Deposits from credit institutions 7,390 24,596 23,238 19,154 18,546 5,995 6,228 105,147 3.16%
Customer deposits 347108 79,128 28,570 66,632 56,359 8,629 22,530 608,956 2.50%
Marketable debt securities* 54 10,802 22,847 35,913 49,978 22,457 51,008 193,059 3.50%
Subordinated liabilities N4 24 15 109 3,699 5,458 7,713 17132 6.46%
Other financial liabilities 4,131 4,145 8,265 942 465 447 1,073 19,468 n.a.

363,411 121,398 84,114 123,250 129,047 51,280 88,552 961,052 2.81%

Difference (assets less liabilities) (281,357) (40,430) (43,398) (44,679) (6,896) 54,722 362,298 260

* Includes promissory notes, certificates of deposit and other short-term debt issues.

The Group’s net borrowing position with the ECB was EUR 12
thousand million at 31 December 2014, mainly because in 2014
the Group borrowed funds under the ECB’s targeted longer-term
refinancing operations (TLTRO) programme.
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Millions of euros
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More Average
On  Within1 1to3 3to12 1to3 3tos thans interest
31 December 2013 demand month months  months years years years Total rate
Assets:
Cash and balances with central banks 70,303 4,565 1,410 706 - - 119 77,03 2.53%
Available-for-sale financial assets-
Debt instruments 200 3,034 2,194 5,100 13,243 16,965 39,108 79,844 4.60%
Loans and receivables-
Loans and advances to
credit institutions 13,794 25,619 3,710 2,120 3,360 2,415 4,999 56,017 2.36%
Loans and advances to customers 13,475 4517 28,939 70,130 88,822 67,727 336,371 650,581 5.69%
Debt instruments 3 1,024 646 1,470 1,042 283 3,418 7,886 3.01%
97,775 79,359 36,899 79,526 106,467 87,390 384,015 871,431 5.07%
Liabilities:
Financial liabilities at amortised cost:
Deposits from central banks 485 3,207 156 312 5,628 - - 9,788 0.27%
Deposits from credit institutions 2,756 27,665 5,578 14,436 13,106 7,837 5,156 76,534 2.18%
Customer deposits 328,508 53,108 26,039 80,639 63,278 9,576 1,705 572,853 2.55%
Marketable debt securities* 146 8,551 17,198 27,092 53,966 20,667 43770 171,390 3.72%
Subordinated liabilities 24 159 2 821 2,468 2,723 9,942 16,139 6.02%
Other financial liabilities 5,524 7,476 1,613 312 486 115 884 16,410 n.a.
337,443 100,166 50,586 123,612 138,932 40,918 71,457 863,114 2.80%
Difference (assets less liabilities) (239,668) (20,807) (13,687) (44,086) (32,465) 46,472 312,558 8,317

* Includes promissory notes, certificates of deposit and other short-term debt issues.

The Group continued to attend these auctions and deposit at the
ECB most of the funds captured, which significantly increased the
liquidity buffer and improved its structure by replacing short-term

maturities with longer term funding. The Group repaid most of

these amounts to the ECB in the first quarter of 2013.
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Millions of euros

More Average
On  Within1 1to3 3to12 1to3 3tos thang interest
31 December 2012 demand month months  months years years years Total rate
Assets:
Cash and balances with central banks 68,501 45,030 2,061 2,699 - - 197 118,488 1.74%
Available-for-sale financial assets-
Debt instruments 55 2,050 2,786 7,935 14,656 13,141 47,101 87,724 4.56%
Loans and receivables-
Loans and advances to
credit institutions 11,120 26,482 3,406 3,987 1,507 753 6,530 53,785 2.37%
Loans and advances to customers 16,560 38,953 29,528 74,048 103,089 70,857 362,979 696,014 5.29%
Debt instruments 3 945 277 527 1,541 421 3,345 7,059 2.90%

96,239 113,460 38,058 89,196 120,793 85,172 420,152 963,070 4.61%

Liabilities:

Financial liabilities at amortised cost:

Deposits from central banks 948 4,678 1173 1 44,138 - - 50,938 0.77%
Deposits from credit institutions 4,611 25,839 7,863 15,958 1,845 1,076 3,540 80,732 2.81%
Customer deposits 306,051 79,513 34,738 88,012 60,827 13,992 5971 589,104 1.90%
Marketable debt securities* 707 13,616 13,924 44,466 54,158 27,291 46,902 201,064 3.76%
Subordinated liabilities 203 230 280 1,226 1,377 5,169 9,753 18,238 5.45%
Other financial liabilities 401 3,309 7,403 paAll 517 339 3,365 19,245 n.a.

316,621 127,185 65,381 149,874 172,862 57,867 69,531 959,321 2.38%

Difference (assets less liabilities) (220,382) (13,725) (27,323) (60,678) (52,069) 27,305 350,621 3,749

* Includes promissory notes, certificates of deposit and other short-term debt issues.
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The detail of the undiscounted contractual maturities of the
existing financial liabilities at amortised cost at 31 December 2014
is as follows:

Millions of euros

On Within1 1to3 3to12 1to3 3to5 Morethan
31 December 2014 demand month months months years years 5 years Total
Financial liabilities at amortised cost*:
Deposits from central banks 4,608 2,699 1177 499 - 8,283 - 17,267
Deposits from credit institutions 7,366 24,517 23,164 19,093 18,487 5,976 6,208 104,811
Customer deposits 345,290 78,714 28,421 66,283 56,063 8,584 22,412 605,766
Marketable debt securities 52 10,481 22,167 34,845 48,491 21,789 49,491 187,315
Subordinated liabilities 105 22 14 100 3,406 5,025 7,101 15,774
Other financial liabilities 431 4,145 8,265 942 465 447 1,073 19,468
361,552 120,578 83,208 121,762 126,912 50,104 86,285 950,401

* The analysis of the expiry dates of the derivatives is not broken down because this is not essential to the comprehension of the cash flow schedule, since substantially all

of them are subject to netting arrangements with other derivatives held with the same counterparty.

In the Group’s experience, no outflows of cash or other financial
assets take place prior to the contractual maturity date that might
affect the information broken down above.

b) Equivalent euro value of assets and liabilities

The detail of the main foreign currency balances in the
consolidated balance sheet, based on the nature of the related
items, is as follows:

Equivalent value in millions of euros

2014 2013 2012
Assets Liabilities Assets Liabilities Assets Liabilities
Cash and balances with central banks 64,839 - 71,328 - 70,756 -
Financial assets/liabilities held for trading 94,375 66,011 72,888 61,473 106,813 80,893
Other financial assets at fair
value through profit or loss 7,107 15,494 9,177 9,953 10,448 10,480
Available-for-sale financial assets 65,031 - 43,558 - 50,144 -
Loans and receivables 521,497 - 454,791 - 466,933 -
Investments 1,231 - 3,941 - 3,336 -
Tangible assets 12,479 - 5,611 - 5,667 -
Intangible assets 26,710 - 22,422 - 24,269 -
Financial liabilities at amortised cost - 618,936 - 526,588 - 560,483
Other 23,915 23,997 20,700 23,817 22,360 50,971
817,184 724,438 704,416 621,831 760,726 702,827

¢) Fair value of financial assets and liabilities not measured
at fair value

The financial assets owned by the Group are measured at fair
value in the accompanying consolidated balance sheet, except
for cash and balances with central banks, loans and receivables,
equity instruments whose market value cannot be estimated
reliably and derivatives that have these instruments as their
underlyings and are settled by delivery thereof.
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Similarly, the Group’s financial liabilities -except for financial
liabilities held for trading, those measured at fair value and
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derivatives other than those having as their underlying equity
instruments whose market value cannot be estimated reliably- are
measured at amortised cost in the accompanying consolidated

balance sheet.

Following is a comparison of the carrying amounts of the Group’s
financial instruments measured at other than fair value and their

respective fair values at year-end:

i) Financial assets measured at other than fair value

Assets
Millions of euros

2014 2013 2012
Carrying Carrying Carrying
amount  Fair value Level 1 Level 2 Level 3 amount  Fairvalue amount Fair value
Loans and
receivables:
Loans and advances
to credit institutions 51,306 51,202 25,660 25,542 56,017 56,213 53,785 54,397
Loans and advances
to customers 722,819 727,383 197,187 530,196 650,581 651,338 696,014 702,685
Debt instruments 7,510 7,441 6,065 1,376 7,886 7,858 7,059 7,241
781,635 786,026 228,912 557,114 714,484 715,409 756,858 764,323
ii) Financial liabilities measured at other than fair value
Liabilities
Millions of euros
2014 2013 2012
Carrying Carrying Carrying
amount  Fair value Level 1 Level 2 Level 3 amount Fair value amount Fairvalue
Financial liabilities
at amortised cost:
Deposits from
central banks 17,290 17,290 - 17,290 9,788 9,788 50,938 50,938
Deposits from
credit institutions 105,147 105,557 - 105,557 76,534 76,636 80,732 81,819
Customer deposits 608,956 608,339 - - 608,339 572,853 570,312 589,104 590,278
Marketable debt
securities 193,059 197,093 53,925 143,168 171,390 170,787 201,064 204,014
Subordinated
liabilities 17,132 17,428 7,971 9,457 16,139 16,342 18,238 18,356
Other financial
liabilities 19,468 19,428 19,428 16,410 16,407 19,245 19,246
961,052 965,135 61,896 258,182 645,057 863,114 860,272 959,321 964,651

The main valuation methods and inputs used in the estimates at
31 December 2014 of the fair values of the financial assets and
liabilities in the foregoing table were as follows:

- Loans and receivables: the fair value was estimated using the
present value method. The estimates were made considering
factors such as the expected maturity of the portfolio, market
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interest rates and spreads on newly approved transactions (or
market spreads where these were not available).

« Financial liabilities at amortised cost:

) The fair value of Deposits from central banks was taken to
be their carrying amount since they are mainly short-term
balances.

i) Deposits from credit institutions: the fair value was obtained
by the present value method using market interest rates and
spreads.

iii) Customer deposits: the fair value was estimated using the
present value method. The estimates were made considering
factors such as the expected maturity of the transactions
and the Group’s current cost of funding in similar
transactions.

iv) Marketable debt securities and Subordinated liabilities: the
fair value was calculated based on market prices for these
instruments -when available- or by the present value method
using market interest rates and spreads.

AUDITORS’ REPORT

In addition, the fair value of Cash and balances with central banks
was taken to be their carrying amount since they are mainly short-
term balances.

Lastly, at 31 December 2014, 2013 and 2012, equity instruments
amounting to EUR 1,646 million, EUR 1,041 million and EUR

1,290 million, respectively, and recognised as available-for-sale
financial assets were measured at cost in the consolidated balance
sheet because it was not possible to estimate their fair value
reliably, since they related to investments in entities not listed on
organised markets and, consequently, the non-observable inputs
were significant.

d) Exposure of the Group to Europe’s peripheral countries
The detail at 31 December 2014, 2013 and 2012, by type of financial
instrument, of the Group’s sovereign risk exposure to Europe’s
peripheral countries and of the short positions held with them,
taking into consideration the criteria established by the European
Banking Authority (EBA) —explained in Note 54- is as follows:

Sovereign risk by country of issuer/borrower at 31 December 2014*

Millions of euros

Debt instruments

Derivatives***

Financial assets held Available-
for trading and Other for-sale Loans and Total net
financial assets at fair value Short financial Loans and advances to direct Other than

through profitorloss  positions assets receivables customers** exposure CDSs CDSs
Spain 4,374 (2,558) 23,893 1,595 17,465 44,769 (60) -
Portugal 163 (60) 7,81 - 590 8,504 - -
Italy 3,448 (1,723) - - - 1,725 - -
Greece - - - - - - - -
Ireland - - - - - - 61 -

* Information prepared under EBA standards. Also, there are government debt securities on insurance companies’ balance sheets amounting to EUR 8,420 million (of
which EUR 7,414 million, EUR 691 million and EUR 315 million relate to Spain, Portugal and Italy, respectively) and off-balance-sheet exposure other than derivatives -
contingent liabilities and commitments- amounting to EUR 3,081 million (EUR 2,929 million, EUR 97 million and EUR 55 million to Spain, Portugal and Italy, respectively).

*k

Presented without taking into account the valuation adjustments recognised (EUR 45 million).

*** “Other than CDSs” refers to the exposure to derivatives based on the location of the counterparty, irrespective of the location of the underlying. “CDSs” refers to the

exposure to CDSs based on the location of the underlying.
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Sovereign risk by country of issuer/borrower at 31 December 2013*

Millions of euros

AUDITORS’ REPORT

Debt instruments Derivatives***
Financial assets held Available-
for trading and Other for-sale Loans and
financial assets at fair Short financial Loans and advancesto Total netdirect Otherthan
value through profit or loss positions assets receivables  customers** exposure CDSs CDSs
Spain 4,783 (2,079) 2144 1,145 13,374 38,367 (153) -
Portugal 148 - 2,076 - 583 2,807 - -
Italy 2,571 (1,262) 77 - - 1,386 - 2
Greece - - - - - - -
Ireland - - - - - 199 -
* Information prepared under EBA standards. Also, there are government debt securities on insurance companies’ balance sheets amounting to EUR 5,645 million (of
which EUR 4,783 million, EUR 654 million and EUR 208 million relate to Spain, Portugal and Italy, respectively) and off-balance-sheet exposure other than derivatives
-contingent liabilities and commitments- amounting to EUR 1,884 million (EUR 1,627 million, EUR 118 million, EUR 137 million and EUR 2 million to Spain, Portugal, Italy
and Ireland, respectively).
** Presented without taking into account the valuation adjustments recognised (EUR 20 million).
*** “Other than CDSs” refers to the exposure to derivatives based on the location of the counterparty, irrespective of the location of the underlying. “CDSs” refers to the
exposure to CDSs based on the location of the underlying.
Sovereign risk by country of issuer/borrower at 31 December 2012*
Millions of euros
Debt instruments Derivatives***
Financial assets held
for trading and Other Available-for- Loans and Total net
financial assets at fair Short sale financial Loansand  advancesto direct Otherthan
value through profit or loss positions assets receivables customers** exposure CDSs CDSs
Spain 6,473 (2,070) 24,654 1,173 15,356 45,586 (234) -
Portugal - 1,684 616 2,300 1
Italy 353 (425) 76 - - 4 -
Greece - - - - - - -
Ireland - - - - - - 284 -

* Information prepared under EBA standards. Also, there are government debt securities on insurance companies’ balance sheets amounting to EUR 4,276 million (of which
EUR 3,935 million, EUR 156 million and EUR 185 million relate to Spain, Portugal and Italy, respectively) and off-balance-sheet exposure other than derivatives —contingent
liabilities and commitments— amounting to EUR 2,578 million (EUR 2,341 million, EUR 33 million and EUR 204 million to Spain, Portugal and Italy, respectively).

** Presented without taking into account the valuation adjustments recognised (EUR 20 million).

*** “Other than CDSs” refers to the exposure to derivatives based on the location of the counterparty, irrespective of the location of the underlying. “CDSs" refers to the
exposure to CDSs based on the location of the underlying.

The detail of the Group’s other exposure to other counterparties
(private sector, central banks and other public entities that are not
considered to be sovereign risks) in the aforementioned countries at
31 December 2014, 2013 and 2012 is as follows:

Exposure to other counterparties by country of issuer/borrower at 31 December 2014*

Millions of euros

Debt instruments

Financial assets
held for trading

Derivatives***

Balances and Other financial Available-
with Reverse assets at fair for-sale Loans and Total net
central repurchase value through financial Loansand advances to direct  Otherthan
banks agreements profit or loss assets receivables customers**  exposure CDSs CDSs
Spain 1,513 17,701 3,467 5,803 1,176 154,906 184,567 3,521 (15)
Portugal 675 - 229 1,126 2,221 24,258 28,509 1,889 -
Italy 5 - 1,037 1,040 - 6,342 8,424 20 6
Greece - - - - - 50 50 37 -
Ireland - - 161 133 m 538 943 299 -

*  Also, the Group has off-balance-sheet exposure other than derivatives -contingent liabilities and commitments- amounting to EUR 60,318 million, EUR 6,051 million, EUR
3,049 million, EUR 17 million and EUR 237 million to counterparties in Spain, Portugal, Italy, Greece and Ireland, respectively.

** Presented excluding valuation adjustments and impairment losses recognised (EUR 12,238 million).

*** “Other than CDSs” refers to the exposure to derivatives based on the location of the counterparty, irrespective of the location of the underlying. “CDSs” refers to the
exposure to CDSs based on the location of the underlying.
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Exposure to other counterparties by country of issuer/borrower at 31 December 2013*

Millions of euros

Debt instruments Derivatives***
Financial assets
Balances held for trading  Available-
with Reverse and Other financial for-sale Loans and Total net
central repurchase assets at fair value financial Loans and advances to direct Other
banks agreements through profit or loss assets receivables  customers** exposure thanCDSs  CDSs
Spain 816 7,451 3,148 7,826 1,804 160,478 181,523 1,981 (44)
Portugal 1,716 209 1,168 1,845 25,578 30,516 1,454 m
Italy 1 368 273 93 6,490 7,235 (115) (2)
Greece - - - 80 80 - -
Ireland 229 360 259 507 1,355 1,031 -

*  Also, the Group has off-balance-sheet exposure other than derivatives -contingent liabilities and commitments- amounting to EUR 48,659 million, EUR 5,982 million, EUR
2,717 million, EUR 4 million and EUR 93 million to counterparties in Spain, Portugal, Italy, Greece and Ireland, respectively.

** Presented excluding valuation adjustments and impairment losses recognised (EUR 13,209 million).

*** “Other than CDSs” refers to the exposure to derivatives based on the location of the counterparty, irrespective of the location of the underlying. “CDSs” refers to the
exposure to CDSs based on the location of the underlying.

Exposure to other counterparties by country of issuer/borrower at 31 December 2012*

Millions of euros

Debt instruments Derivatives***
Financial assets held
Balances for trading and Other  Available-
with Reverse financial assets at for-sale Loansand Total net
central repurchase fair value through financial Loansand  advancesto direct Other than
banks agreements profit or loss assets receivables customers** exposure CDSs  CDSs
Spain 1,218 1,471 2,598 7,225 1,130 184,658 208,300 7,180 (40)
Portugal 1,156 - 997 676 1,547 25,243 29,619 1,809 (4)
Italy 3 - 176 122 83 7,513 7,897 (2) 8
Greece - - - 96 96 - -
Ireland 146 414 179 481 1,220 344 -

*  Also, the Group has off-balance-sheet exposure other than derivatives -contingent liabilities and commitments- amounting to EUR 63,101 million, EUR 7,397 million, EUR
3,234 million, EUR 135 million and EUR 224 million to counterparties in Spain, Portugal, Italy, Greece and Ireland, respectively.

** Presented excluding valuation adjustments and impairment losses recognised (EUR 12,671 million).

*** “Other than CDSs” refers to the exposure to derivatives based on the location of the counterparty, irrespective of the location of the underlying. “CDSs” refers to the
exposure to CDSs based on the location of the underlying.
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Following is certain information on the notional amount of
the CDSs at 31 December 2014, 2013 and 2012 detailed in the
foregoing tables:

AUDITORS’ REPORT

31-12-14
Millions of euros
Notional amount Fair value
Bought Sold Net Bought Sold Net
. Sovereign - - - - - -
Spain
Other 1,260 1,576 (316) (1) (4) (15)
Sovereign 210 239 (29) 1 ) -
Portugal
Other 149 162 (13) - - -
ital Sovereign 401 318 83 (O] 1 -
a
y Other 668 735 (67) 2 4 6
Sovereign - - - - -
Greece
Other - - - - -
Sovereign 4 4 - - -
Ireland
Other - - - - -
31-12-13
Millions of euros
Notional amount Fair value
Bought Sold Net Bought Sold Net
Sovereign - - - - - -
Spain
Other 1,735 2,277 (542) (18) (26) (44)
Sovereign 192 174 18 5 (5) -
Portugal
Other 223 278 (55) 1 (@) )
ol Sovereign 603 570 33 (O] 3 2
ta
Y Other 834 913 (79 2 - 2
Sovereign - - - - - -
Greece
Other 5 - - - -
Sovereign 4 4 - - - -
Ireland
Other - - - -
31-12-12
Millions of euros
Notional amount Fair value
Bought Sold Net Bought Sold Net
Sovereign - - - - - -
Spain
Other 2,202 2,952 (750) 3 (43) (40)
Sovereign 225 207 18 14 (13) 1
Portugal
Other 398 418 (20) 7 (1) @
tal Sovereign 518 608 (90) 12 (12) -
ta
Y Other 1,077 1,025 52 40 (32) 8
Sovereign - - - - - -
Greece
Other 20 20 - 1 Q) -
Sovereign 9 9 - - - -
Ireland
Other 16 16 - - - -
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52. Geographical and business segment
reporting

a) Geographical segments
Business segment reporting is a basic tool used for monitoring
and managing the Group’s various activities.

In 2014 the Group made the following changes to its criteria for
the management and presentation of its financial information by
segment:

* Geographical areas: The United States geographical area now
includes Puerto Rico.

« Business: the name of the Asset management and insurance
segment was changed to Private banking, asset management and
insurance.

Consequently, the segment information for 2013 and 2012 shown
below has been recalculated using these criteria in order to make
it comparable.

This primary level of segmentation, which is based on the Group’s
management structure, comprises five segments: four operating
areas plus the Corporate Activities Unit. The operating areas,
which include all the business activities carried on therein by

the Group, are Continental Europe, the United Kingdom, Latin
America and the United States, based on the location of the
Group’s assets.

The Continental Europe area encompasses all the commercial
banking, wholesale and private banking, asset management

and insurance business activities carried on in Europe excluding
the United Kingdom, and the segment relating to real estate
operations discontinued in Spain. The United Kingdom area
includes the commercial banking, wholesale banking, asset
management and insurance business activities carried on by

the various units and branches with a presence in the UK. Latin
America includes all the financial activities carried on by the
Group through its banks and subsidiaries in the region, as well
as the specialised units of Santander Private Banking, which is
treated as a globally managed independent unit, and the New
York business. The United States area includes the businesses of
Santander Bank, Santander Consumer USA Inc. and Puerto Rico.
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The Corporate Activities segment includes the centralised
management business relating to financial and industrial
investments, the financial management of the Parent’s structural
currency position and its structural interest rate risk position
and the management of liquidity and equity through issues and
securitisations.

The financial information of each operating segment is prepared
by aggregating the figures for the Group’s various business units.
The basic information used for segment reporting comprises

the accounting data of the legal units composing each segment
and the data available in the management information systems.
All segment financial statements have been prepared on a basis
consistent with the accounting policies used by the Group.

Consequently, the sum of the figures in the various segment
income statements is equal to those in the consolidated income
statement. With regard to the balance sheet, due to the required
segregation of the various business units (included in a single
consolidated balance sheet), the amounts lent and borrowed
between the units are shown as increases in the assets and
liabilities of each business. These amounts relating to intra-
Group liquidity are eliminated and are shown in the Intra-Group
eliminations column in the table below in order to reconcile the
amounts contributed by each business unit to the consolidated
Group’s balance sheet.

There are no customers located in areas other than those in which
the Group’s assets are located that generate income exceeding
10% of gross income.

The condensed balance sheets and income statements of the
various geographical segments are as follows:
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(Condensed) balance sheet
Millions of euros

2014
Continental United United Corporate Intra-Group

Europe Kingdom Latin America States activities eliminations Total
Total assets 479,659 354,235 282,187 96,982 208,837 (155,604) 1,266,296
Loans and advances to customers 266,827 251,191 144,714 67,176 4,803 - 734,71
Financial assets held for trading
(excluding loans and advances) 65,859 39,360 35,886 926 2,121 - 144,152
Available-for-sale financial assets 52,858 1,196 31,216 12,695 7,285 - 115,250
Loans and advances to
credit institutions 65,754 14,093 23,899 2,463 19,800 (44,296) 81,713
Non-current assets * 5,838 2,700 3,967 6,857 6,747 - 26,109
Other asset accounts 22,523 35,695 42,505 6,865 168,081 (1M,308) 164,361
Total liabilities and equity 479,659 354,235 282,187 96,982 208,837 (155,604) 1,266,296
Customer deposits 255,719 202,328 137,726 46,575 5,279 - 647,627
Marketable debt securities 19,435 69,581 31,920 15,999 59,954 - 196,889
Subordinated liabilities 410 5,376 6,467 772 4,107 - 17,132
Liabilities under
insurance contracts 713 - - - - - 713
Deposits from central banks
and credit institutions 76,889 26,700 35,263 17,254 43,559 (44,296) 155,369
Other accounts ** 101,950 35,834 48,053 5,910 9,620 (39,119) 162,248
Share capital and reserves 24,543 14,416 22,758 10,472 86,318 (72,189) 86,318
Other customer funds
under management 59,942 9,667 70,176 1,584 - - 141,369
Investment funds 41,594 9,524 57,539 862 - 109,519
Pension funds 1,481 - - - - - 11,481
Assets under management 6,807 143 12,637 722 - - 20,369
Customer funds under
management *** 335,506 286,952 246,289 64,930 69,340 - 1,003,017

* Including Tangible assets and Other intangible assets.
** Including, in addition to liability items not broken down, the balances of Valuation adjustments, Non-controlling interests and Profit for the year attributable to the Parent.
*** Including Customer deposits, Marketable debt securities, Subordinated liabilities and Other customer funds under management.

The Corporate Activities segment acts as the Group’s holding
company. Therefore, it manages all equity (share capital and
reserves of all the units) and determines the allocation thereof

to each unit. The Group’s share capital and reserves (EUR 86,318
million) are initially assigned to this segment, and is then allocated
in accordance with corporate policies to the business units

(EUR 72,189 million). This allocation is shown as an asset of the
Corporate Activities segment (included in Other asset accounts)
and as a liability of each business unit (included in Share capital
and reserves). Therefore, the allocation is reflected in the balance
sheet net of adjustments for intra-Group eliminations in order
not to duplicate the balances and obtain the total consolidated
balance sheet for the Group.
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(Condensed) balance sheet
Millions of euros

AUDITORS’ REPORT

2013
Continental United United Corporate Intra-Group

Europe Kingdom Latin America States Activities eliminations Total
Total assets 436,641 323,743 244,927 59,383 181,847 (130,778) 1,115,763
Loans and advances to customers 266,355 231,046 128,684 41,540 1,231 - 668,856
Financial assets held for trading
(excluding loans and advances) 50,318 28,831 23,098 127 2,333 - 104,707
Available-for-sale financial assets 37,319 6,003 20,823 8,978 10,676 - 83,799
Loans and advances to
credit institutions 38,506 17,136 28,073 488 28,774 (38,013) 74,964
Non-current assets * 6,298 2,498 3,895 620 3,303 - 16,614
Other asset accounts 37,845 38,229 40,354 7,630 135,530 (92,765) 166,823
Total liabilities and equity 436,641 323,743 244,927 59,383 181,847 (130,778) 1,115,763
Customer deposits 256,138 187,467 122,175 39,206 2,851 - 607,837
Marketable debt securities 16,782 64,092 28,987 1,146 64,470 - 175,477
Subordinated liabilities 406 5,805 4,832 1,225 3,871 - 16,139
Liabilities under
insurance contracts 1,430 - - - - - 1,430
Deposits from central banks
and credit institutions 59,040 26,882 24,490 8,436 28,562 (38,013) 109,397
Other accounts ** 77,194 26,855 45,001 2,902 1,382 (28,562) 124,772
Share capital and reserves 25,651 12,642 19,442 6,468 80,711 (64,203) 80,711
Other customer funds
under management 50,962 9,645 59,188 5,375 - - 125,170
Investment funds 33,445 9,645 49,424 790 - - 93,304
Pension funds 10,879 - - - - - 10,879
Assets under management 6,638 - 9,764 4,585 - - 20,987
Customer funds under
management *** 324,288 267,009 215,182 46,952 71,192 - 924,623

* Including Tangible assets and Other intangible assets.

** Including, in addition to liability items not broken down, the balances of Valuation adjustments, Non-controlling interests and Profit for the year attributable to the

Parent.

*** |ncluding Customer deposits, Marketable debt securities, Subordinated liabilities and Other customer funds under management.
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(Condensed) balance sheet
Millions of euros

2012
Continental United United Corporate Intra-Group

Europe Kingdom Latin America States Activities eliminations Total
Total assets 495,272 359,058 263,939 68,637 243,497 (160,758) 1,269,645
Loans and advances to customers 283,426 249,157 135,748 45,673 5108 - 719112
Financial assets held for trading
(excluding loans and advances) 87,992 38,177 28,272 406 4,065 - 158,912
Available-for-sale financial assets 38,309 6,718 23,180 15,110 8,949 - 92,266
Loans and advances to
credit institutions 49,020 18,124 25,662 851 50,422 (70,179) 73,900
Non-current assets * 5,698 2,561 4,453 597 3,987 - 17,296
Other asset accounts 30,827 44,321 46,624 6,000 170,966 (90,579) 208,159
Total liabilities and equity 495,272 359,058 263,939 68,637 243,497 (160,758) 1,269,645
Customer deposits 256,154 194,452 130,856 42,026 3,151 - 626,639
Marketable debt securities 21,119 73,919 28,107 819 82,005 - 205,969
Subordinated liabilities 18 5,534 5,578 2,142 4,866 - 18,238
Liabilities under
insurance contracts 1,425 - - - - - 1,425
Deposits from central banks
and credit institutions 78,177 29,313 31,600 14,753 69,304 (70,181) 152,966
Other accounts ** 107,245 42,688 48,182 2,926 4,535 (20,804) 184,772
Share capital and reserves 31,034 13,152 19,616 5,971 79,636 (69,773) 79,636
Other customer funds
under management 43,391 13,919 54,716 6,115 - - 118,141
Investment funds 27,079 13,919 46,843 1,335 - - 89,176
Pension funds 10,076 - - - - - 10,076
Assets under management 6,236 - 7,873 4,780 - - 18,889
Customer funds under
management *** 320,782 287,824 219,257 51,102 90,022 - 968,987

* Including Tangible assets and Other intangible assets.

** Including, in addition to liability items not broken down, the balances of Valuation adjustments, Non-controlling interests and Profit for the year attributable to the
Parent.

*** |ncluding Customer deposits, Marketable debt securities, Subordinated liabilities and Other customer funds under management.
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(Condensed) income statement
Millions of euros

AUDITORS’ REPORT

2014
Continental United United Corporate

Europe Kingdom Latin America States Activities Total
Net interest income 8,728 4,234 13,879 4,643 (1,937) 29,547
Dividends 287 1 88 29 30 435
Share of results of entities accounted
for using the equity method (25) 9 283 4 (28) 243
Net fee and commission income (expense) 3,457 1,028 4,565 683 37) 9,696
Gains/losses on financial assets and liabilities
(net) and exchange differences (net) 453 241 538 162 1,456 2,850
Other operating income (expenses) (78) 28 (288) 121 58 (159)
Gross income 12,822 5,541 19,065 5,642 (458) 42,612
General administrative expenses (5,632) (2,565) (7,226) (1,813) (663) (17,899)
Staff costs (3,316) (1,642) (4,012) (1,029) (243) (10,242)
Other general administrative expenses (2,316) (923) (3,214) (784) (420) (7,657)
Depreciation and amortisation charge (706) (461) (790) (219) 1) (2,287)
Provisions (net) (530) (184) (942) (25) (1,328) (3,009)
Impairment losses (2,960) (333) (5,143) (2,230) (44) (10,710)
Profit (loss) from operations 2,994 1,998 4,964 1,355 (2,604) 8,707
Impairment losses on non-financial assets (74) - 14 (13) (865) (938)
Other income and charges 109 3 3 46 2,639 2,910
Profit (loss) before tax 3,029 2,001 5,091 1,388 (830) 10,679
Income tax (756) (425) (1,151 (369) (1,017) (3,718)
Profit (loss) from continuing operations 2,273 1,576 3,940 1,019 (1,847) 6,961
Profit (loss) from discontinued operations (26) - - - - (26)
Consolidated profit (loss) for the year 2,247 1,576 3,940 1,019 (1,847) 6,935
Attributable to non-controlling interests 168 - 790 219 (58) 1,119
Profit (loss) attributable to the parent 2,079 1,576 3,150 800 (1,789) 5,816
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(Condensed) income statement
Millions of euros

2013
Continental United United Corporate

Europe Kingdom Latin America States Activities Total
Net interest income 8,123 3,451 14,920 1,675 (2,234) 25,935
Dividends 265 1 54 23 35 378
Share of results of entities accounted
for using the equity method (19) 4 202 321 (8) 500
Net fee and commission income (expense) 3,552 991 4,808 460 (50) 9,761
Gains/losses on financial assets and liabilities
(net) and exchange differences (net) 775 403 1,041 66 1,109 3,394
Other operating income (expenses) 1) 30 (268) (60) 107 (302)
Gross income (loss) 12,585 4,880 20,757 2,485 (1,041) 39,666
General administrative expenses (5,807) (2,181) (7,624) (1,274) (566) (17,452)
Staff costs (3,527) (1,401 (4,235) (690) (216) (10,069)
Other general administrative expenses (2,280) (780) (3,389) (584) (350) (7,383)
Depreciation and amortisation charge (769) (424) (897) (169) (132) (2,391)
Provisions (net) (158) (232) (782) (51) (1,222) (2,445)
Impairment losses (3,766) (580) (6,485) (44) (352) M,227)
Profit (loss) from operations 2,085 1,463 4,969 947 (3,313) 6,151
Impairment losses on non-financial assets (65) (4) (24) 17) (393) (503)
Other income and charges (374) - 3N 2) 1,795 1,730
Profit (loss) before tax 1,646 1,459 5,256 928 (1,911) 7,378
Income tax (376) (301) (1,197) (125) (35 (2,034)
Profit (loss) from continuing operations 1,270 1,158 4,059 803 (1,946) 5,344
Profit (loss) from discontinued operations 6) 9) - - - (15)
Consolidated profit (loss) for the year 1,264 1,149 4,059 803 (1,946) 5,329
Attributable to non-controlling interests 137 - 880 - 137 1,154
Profit (loss) attributable to the parent 1,127 1,149 3,179 803 (2,083) 4,175
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(Condensed) income statement
Millions of euros

AUDITORS’ REPORT

2012
Continental United United Corporate

Europe Kingdom Latin America States Activities Total
Net interest income 8,854 3,336 17,596 1,980 (1,843) 29,923
Dividends 289 1 59 21 53 423
Share of results of entities accounted
for using the equity method (88) (5) 183 341 (4) 427
Net fee and commission income (expense) 3,625 1,190 5,020 455 (29) 10,261
Gains/losses on financial assets and liabilities
(net) and exchange differences (net) 306 1,231 1,068 247 288 3,140
Other operating income (expenses) (19) 24 (360) 71) 512 86
Gross income (loss) 12,967 5,777 23,566 2,973 (1,023) 44,260
General administrative expenses (5,790) (2,311) (8,069) (1,221) (410) (17,801)
Staff costs (3,498) (1,492) (4,551) (663) (102) (10,306)
Other general administrative expenses (2,292) (819) (3,518) (558) (308) (7,495)
Depreciation and amortisation charge (667) (379) (863) (154) (120) (2,183)
Provisions (net) (130) (522) (1,017) (180) 377 (1,472)
Impairment losses (9,903) (1,220) (7,300) (345) (12) (18,880)
Profit (loss) from operations (3,523) 1,345 6,317 1,073 (1,288) 3,924
Impairment losses on non-financial assets (27) - (W) (24) (440) (508)
Other income and charges (757) 5 228 5 668 149
Profit (loss) before tax (4,307) 1,350 6,528 1,054 (1,060) 3,565
Income tax 1,490 (312) (1,457) (192) 13) (584)
Profit (loss) from continuing operations (2,817) 1,038 5,071 862 (1,173) 2,981
Profit (loss) from discontinued operations @ 77 - - - 70
Consolidated profit (loss) for the year (2,824) 1,115 5,071 862 (1,173) 3,051
Attributable to non-controlling interests (79) - 866 - (19) 768
Profit (loss) attributable to the parent (2,745) 1,115 4,205 862 (1,154) 2,283

Following is the detail of revenue by the geographical segments
used by the Group. For the purposes of the table below, revenue is
deemed to be that recognised under Interest and similar income,
Income from equity instruments, Fee and commission income,
Gains/Losses on financial assets and liabilities (net) and Other

operating income in the accompanying consolidated income

statements for 2014, 2013 and 2012.
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Revenue
Millions of euros

Revenue from external

Total ingresos

customers Total revenue ordinarios

2014 2013 2012 2014 2013 2012 2014 2013 2012

Continental Europe 21,421 24,369 27,139 20 1,141 248 21,441 25,510 27,387

United Kingdom 9,091 9,612 1,019 1,204 1,180 1,294 10,295 10,792 12,313

Latin America 35,680 32,641 36,617 (393) 394 233 35,287 33,035 36,850

United States 7,339 2,794 3,474 (13) 13 (33) 7,326 2,912 3,441

Corporate Activities 3,263 4,015 3,718 7,323 6,862 9,056 10,586 10,877 12,774
Inter-segment revenue

adjustments and eliminations - - - (8,141) (9,690) (10,798) (8,141) (9,690)  (10,798)

76,794 73,436 81,967 = = c 76,794 73,436 81,967

b) Business segments

At this secondary level of segment reporting, the Group is
structured into commercial banking, global wholesale banking,
private banking, asset management and insurance, and the
segment relating to real estate operations discontinued in

Spain; the sum of these segments is equal to that of the primary
geographical operating segments. Total figures for the Group are
obtained by adding to the business segments the data for the
corporate activities segment.

The commercial banking segment encompasses the entire
commercial banking business (except for the corporate banking
business managed globally using the global relationship model).
The global wholesale banking segment reflects the returns on
the global corporate banking business, those on investment
banking and markets worldwide, including all the globally
managed treasury departments and the equities business. The
private banking, asset management and insurance segment
includes the contribution to the Group arising from the design
and management of the investment fund, pension and insurance
businesses, which are performed in certain cases through various
units wholly owned by the Group and in other cases through units
in which the Group holds an ownership interest through joint
ventures with specialists. The real estate operations discontinued
in Spain include loans to customers engaging mainly in property
development, for which a specialised management model is in
place, the Group’s ownership interest in SAREB and foreclosed
assets.

The condensed income statements and other significant data are
as follows:
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(Condensed) income statement
Millions of euros

AUDITORS’ REPORT

2014
Ve ¥

g o 4 E E £ gg 28

EE 9% SEs: T888 g2 3

S8 GE8 E8ES €83 = S< °
Net interest income 28,493 2,533 462 (4) (1,937) 29,547
Income from equity instruments 132 273 - - 30 435
Share of results of entities accounted
for using the equity method 47 ) 294 (68) (28) 243
Net fee and commission income (expense) 7,700 1,414 610 9 37) 9,696
Gains/losses on financial assets and liabilities
(net) and exchange differences (net) 615 747 32 - 1,456 2,850
Other operating income (expenses) (356) 32 108 m 58 (159)
Gross income 36,631 4,997 1,506 (64) (458) 42,612
General administrative expenses (14,893) (1,615) (523) (205) (663) (17,899)
Staff costs (8,608) (1,015) (338) (38) (243) (10,242
Other general administrative expenses (6,285) (600) (185) (167) (420) (7.657)
Depreciation and amortisation charge (1,903) (205) (57) (1) 1) (2,287)
Provisions (net) (1,628) (43) (10) - (1,328) (3,009)
Impairment losses (9,763) (556) - (347) (44) (10,710)
Profit (loss) from operations 8,444 2,578 916 (627) (2,604) 8,707
Net impairment losses on non-financial assets (30) (43) - - (865) (938)
Other non-financial gains/(losses) 487 (12) 2 (206) 2,639 2,910
Profit (loss) before tax 8,901 2,523 918 (833) (830) 10,679
Income tax (2,070) (689) (192) 250 (1,017) (3,718)
Profit (loss) from continuing operations 6,831 1,834 726 (583) (1,847) 6,961
Profit (loss) from discontinued operations (26) - - - (26)
Consolidated profit (loss) for the year 6,805 1,834 726 (583) (1,847) 6,935
Attributable to non-controlling interests 934 220 23 - (58) 1,119
Profit (loss) attributable to the parent 5,871 1,614 703 (583) (1,789) 5,816
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2013 2012
Twe Y Twey

3 o 485 £ 2§ Ly 3 K 885 2 2§ Ly
E< 2 2:tS5T Toga = g E< 82 2:tST T[o & 83 s
S8 ©ES &£8SES &85« 8< ° S8 ©ES &ESES &5%5c S< °
25,552 2,464 15 38 (2,234) 25,935 28,865 2,708 19 74 (1,843) 29,923
78 265 - - 35 378 86 284 - - 53 423
401 ) 148 (40) (8) 500 400 - 131 (100) (4) 427
8,193 1,254 349 15 (50) 9,761 8,471 1,360 418 4 (29) 10,261
119 1,159 6 1 1,109 3,394 2,004 840 3 5 288 3,140
(553) 7 145 (8) 107 (302) (630) (16) 223 ©) 512 86
34,790 5,148 763 6 (1,041) 39,666 39,196 5,176 894 17 (1,023) 44,260
(14,890) (1,549) (285) (162) (566)  (17,452) (15,343) (1,592) (272) (184) (410) (17,807)
(8,669) (988) (149) (47) (216) (10,069 (8,986) (1,013) (160) (45) (102)  (10,306)
(6,221) (567) (136) (115) (350) (7,383) (6,357) (579) (112) (139) (308) (7,495)
(2,027) (186) (33) (13) (132) (2,391) (1,848) an) 35) ©) (120) (2,183)
1,173) (47) €) - (1,222) (2,445 (1,815) a7) a7) - 377 (1,472)
(9,506) (952) @ (410) (352  (1,227) (12,182) (420) ) (6,164) Mm2)  (18,880)
7,194 2,414 435 (579) (3,313) 6,151 8,008 2,976 568 (6,340) (1,288) 3,924
(73) (37) - - (393) (503) (44) (24) - - (440) (508)
249 12 2 (328) 1,795 1730 219 (5) 8 (747) 668 149
7,370 2,389 437 (907) (1,9M) 7,378 8,183 2,947 576 (7,081) (1,060) 3,565
(1,509) (661) (101) 272 (35) (2,034 (1,675) (827) (154) 2,185 13) (584)
5,861 1,728 336 (635) (1,946) 5,344 6,508 2,120 422 (4,896) (1,173) 2,981
(15) - - - - (15) 70 - - - - 70
5,846 1,728 336 (635) (1,946) 5,329 6,578 2,120 422 (4,896) (1,173) 3,051
769 224 24 - 137 1154 686 209 20 (128) (19) 768
5,077 1,504 312 (635) (2,083) 4,75 5,892 1,9M 402 (4,768) (1,154) 2,283
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53. Related parties

The parties related to the Group are deemed to include, in addition
to its subsidiaries, associates and jointly controlled entities, the
Bank’s key management personnel (the members of its board of
directors and the executive vice presidents, together with their close
family members) and the entities over which the key management
personnel may exercise significant influence or control.

Following is a detail of the ordinary business transactions
performed by the Group with its related parties, distinguishing
between associates and jointly controlled entities, members

of the Bank’s board of directors, the Bank’s executive vice
presidents, and other related parties. Related-party transactions
were made on terms equivalent to those that prevail in arm’s-
length transactions or, when this was not the case, the related
compensation in kind was recognised.

Millions of euros

AUDITORS’ REPORT

2014
Associates and Executive

jointly controlled Members of the vice Other related

entities board of directors presidents parties

Assets: 6,885 5 25 1,276
Loans and advances to credit institutions 5 - - -
Loans and advances to customers 6,202 5 25 284
Debt instruments 678 - - 992
Liabilities: (1,034) 9) (20) (315)
Deposits from credit institutions (337) - - -
Customer deposits (696) 9) (20) (315)
Marketable debt securities m - - -
Income statement: 656 - - n
Interest and similar income 89 - - 6
Interest expense and similar charges (18) - - 2)
Gains/losses on financial assets and liabilities 35 - - 2
Fee and commission income 572 - - 5
Fee and commission expense (22) - - -
Other: 4,270 2 3 3,720
Contingent liabilities 43 - - 265
Contingent commitments 59 2 3 77
Derivative financial instruments 4,168 - - 3,378

In addition to the detail provided above, there were insurance
contracts linked to pensions amounting to EUR 345 million at 31
December 2014 (31 December 2013: EUR 342 million; 31 December
2012: EUR 405 million).

54. Risk management

1. Corporate risk management and control principles
The Group’s risk policy focuses on maintaining a predictable

medium-low risk profile for all its risks, and its risk management
model is a key factor in achieving the Group’s strategic objectives.

158 & Santander

The risk activity is governed by the following basic principles,
which are in line with the Group’s strategy and business model
and take into account the recommendations of the supervisory
and regulatory bodies.

* A risk culture integrated throughout the organisation. It consists
of a series of attitudes, values, skills and guidelines for action vis-
a-vis risks that are integrated in all processes, including change
management and strategic and business planning decision-
making. It is implemented through the heavy involvement of
senior management in risk management and decision-making,
remuneration schemes that are in line with the risk appetite,
training processes at all levels of the organisation, robust control
mechanisms and a complete, detailed regulatory framework of
risk management and control policies and processes.
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2013 2012
Associates and Members of Executive Associates and Members of Executive
jointly controlled the board of vice Otherrelated jointly controlled the board of vice Otherrelated
entities directors presidents parties entities directors  presidents parties
9,425 6 36 1,599 6,626 7 33 1,417
7,392 5,635
1,331 6 36 424 544 7 33 1,233
702 1,175 447 184
(946) 9) (10) (197) (544) (14) (15) (529)
(440) (422)
(498) 9) (10) (197) (122) (14) (15) (529)
® -
143 - 29 161 - (1 69
109 6 94 36
(12) @) (4 M )
12 25 59 24
56 5 43 14
2) €2))
14,029 - 4 4,137 12,573 1 7 2,958
74 145 303
1,063 4 95 3,431 1 7 3
12,892 3,897 9,142 2,652

« Independence of the risk function, encompassing all risks and
appropriately separating the risk generating units from those
responsible for risk control and having sufficient authority and
direct access to management and governing bodies responsible
for setting and supervising risk strategy and policies.

» The consideration of all risks on an integrated basis as an
objective for the appropriate management and control thereof,
including both directly originated risks and those originated
indirectly (e.g. by suppliers).

« An organisational and governance model that assigns
management and control officers to all risks, while maintaining
the principle of independence, and which has clear, coherent
reporting mechanisms both at each Group subsidiary and from
these to the Corporation.

« Decision-making is instrumented through powers and
responsibilities attributed to each risk managing unit, mainly
through collective bodies, which is considered to be an effective
instrument for furnishing the appropriate analysis and different
perspectives to be taken into consideration in risk management.

 The Group encourages the use of common management
instruments among countries, without prejudice to their
adaptation to regulations, supervisory requirements and each
unit’s level of progress.

* These instruments include the formulation and monitoring
of the risk appetite and, accordingly, the Group calculates
the amount and type of the risks it considers reasonable to
assume in the performance of its business strategy and the
development thereof within limits that are objective, verifiable
and consistent with the risk appetite for each relevant activity;
the use of scenario analysis and a forward-looking vision of risks
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in management processes, using advanced models and metrics
and establishing a control, reporting and escalation framework
to ensure that risks are identified and managed from different
perspectives.

2. Corporate governance of the risk function

2.1. Corporate risk governance structure

The board of directors is responsible for the approval of the
Group’s general policies and strategies and, in particular, its
general risk policy.

In addition to the executive committee, which pays particular
attention to risk, the board has a risk, regulation and compliance
oversight committee.

2.1.1. Therisk, regulation and compliance oversight committee
This committee’s mission is to assist the board in the oversight
and control of risk, the definition of the Group’s risk policies,
relationships with supervisory bodies, and regulation and
compliance.

By resolution of the 2014 annual general meeting® and at the
proposal of the board, this committee was created in line with
the European CRD IV Directive and best market practices. It
comprises external or non-executive directors, with a majority of
independent directors, and is chaired by an independent director.

The functions of the risk, regulation and compliance oversight
committee are as follows:

» To support and advise the board on defining and assessing risk
policies affecting the Group and establishing the risk propensity
and risk strategy.

« To provide the board with assistance in the oversight of the
application of the risk strategy.

» To conduct systematic reviews of the Group’s exposure to its
main customers, economic activity sectors, geographical areas
and types of risk.

To be acquainted with and measure the management tools,
improvement initiatives, project development and any other
relevant risk control actions, including the policy on internal risk
models and their internal validation.

To support and advise the board in its relationships with
supervisors and regulators in the various countries in which the
Group has a presence.

To supervise compliance with the general code of conduct,
with the anti-money laundering and financing of terrorism
manuals and procedures and, in general, with the Bank’s rules
of governance and compliance programme, and to make the
required proposals for improvement.

To supervise the Group’s governance and compliance policies
and rules and, in particular, the adoption of the steps and
measures arising from the reports or inspections conducted by
the administrative supervision and control authorities.

5.The risk, regulation and compliance oversight committee held its first meeting on 23 July 2014.
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- To monitor and assess legislative proposals and regulatory
developments that may be applicable and the possible
consequences for the Group.

2.1.2. The executive risk committee (CDR)

The executive risk committee is a body with risk-management
powers delegated by the board and it takes decisions within the
scope of those powers to ensure that the Group’s risk profile
derived from its business strategy is in line with the risk appetite
limits and global policies approved by the board.

The CDR is chaired by an executive deputy chairman of the board,
and comprises another four of the Bank’s directors.

The committee’s main responsibilities are as follows:

» To decide upon transactions outside the powers delegated to
lower-ranking bodies and the overall limits for pre-classified risk
categories for economic groups or in relation to exposure by
type of risk.

To provide the risk, regulation and compliance oversight
committee with the information it requires to perform the duties
attributed to it by law, the Bylaws and the Rules and Regulations
of the Board, without prejudice to the obligation to inform the
board of directors, on a timely basis, of its risk management
activities.

To monitor the Group’s general risk profile composed of all the
risks detailed in the risk map.

To manage the Group’s exposure to its various customers,
economic activity sectors, geographical areas and types of risk.

» To authorise the management tools, improvement initiatives,
project development and any other relevant risk control actions,
including the policy on internal risk models and their internal
validation.

To follow, within the scope of its activities, the indications
issued by the supervisory authorities in the performance of their
functions.

To ensure that the Group’s actions are consistent with the risk
appetite previously established by the board of directors with
the advice of the risk, regulation and compliance oversight
committee, and to empower other, lower-ranking committees or
executives to assume risks.

2.1.3. Basic risk management committees

Some of the CDR’s powers have been delegated to corporate risk
committees, which are structured by type of risk and activity, and
this facilitates the appropriate escalation process to enable final
decisions to be made and the risk profile to be monitored on an
ongoing basis.

2.2. Risk function responsibility model

2.2.1. Lines of defence

The Group follows a risk management and control model based on

three lines of defence.
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« The first line of defence comprises the business units and
support areas (including those specialising in risk) that originate
the Bank’s risk exposure as part of their activity. These units
are responsible for appropriately managing, monitoring and
reporting the risk generated, which must be kept at a level
consistent with the risk appetite and the authorised risk limits.

» The second line of defence comprises risk control and oversight
teams, including the compliance function. This second line seeks
to ensure effective control of risks and guarantees that risks are
managed in accordance with the defined risk appetite level.

= Internal audit, as the third line of defence and in its role as
the last control layer, performs regular assessments to ensure
that the policies, methods and procedures are appropriate and
checks their effective implementation.

The three lines of defence have sufficient levels of separation and
independence for the effectiveness of the general framework not
to be compromised and they act in a coordinated way in order to
maximise their efficiency and boost their effectiveness.

Over and above these lines of defence, the board committees and
the executive risk committees, both at corporate and unit level,
are entrusted with the proper management and control of risk
from the highest echelon of the organisation.

2.2.2. Organisational risk function structure

The chief risk officer (CRO) is the head of the risk function and
reports to an executive deputy chairman of the Bank who is a
member of the board of directors and chairman of the executive
risk committee.

The CRO, whose duties include advising and challenging the
executive line, reports separately to the risk, regulation and
compliance oversight committee and to the board.

The risk management and control model has the following key
features:

» Specialist risk management, enabling the units to manage the risk
they generate in accordance with the established policies and limits.

« Control of financial, non-financial and transversal risks, checking,
for each type of risk, that management and exposure are in
keeping with the guidelines established by senior management.

- Group-wide risk management, which involves taking a
comprehensive aggregate view of risk, assessing the Group’s
global risk profile and checking that it is consistent with the risk
appetite and limit structure established by the board; and ensuring
that the risk management and control systems are adequate
and in line with the most demanding criteria and best practices
observed in the industry and/or required by the regulators.

- Development, in the sphere of risk, of reporting regulations,
methodologies and infrastructure.

- Planning and internal governance.

« Internal validation of risk models in order to assess their
suitability for management and regulatory purposes. The
validation exercise consists of the review of the theoretical
fundamentals of the model, the quality of the data used to
build and calibrate the model, and its use and the associated
governance process.
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« Control and coordination of regulatory projects to supervise
the design and implementation of the best regulatory risk
management standards at the Group and compliance with
regulatory requirements in all countries in a consistent and
efficient manner.

2.3. The Group’s relationship with subsidiaries regarding
risk management

2.3.1. Alignment of units with the Corporation

The risk management and control model, at all Group units, has a
common set of basic principles, achieved by means of corporate
frameworks.

Beyond these principles and fundamentals, each unit adapts
its risk management to its local reality, within the framework
of corporate policies and structures, which makes it possible to
identify a risk management model at the Group.

One of the strengths of this model is the adoption of the best
practices developed in each of the units and markets in which the
Group is present. The corporate risk divisions pool and transfer
these practices.

2.3.2. Committee structure

The Group units’ governing bodies are structured taking into
account local regulatory and legal requirements and each unit’s
size and complexity and are consistent with those of the Parent, as
established in the internal governance framework, thus facilitating
communication, reporting and effective control.

The subsidiaries’ managing bodies, in accordance with the internal
governance framework in place at the Group, have their own
model of (quantitative and qualitative) risk management powers
and must adhere to the principles of conduct contained in the
benchmark models and frameworks developed at corporate level.

Given its ability to take an aggregate, comprehensive view of all
risks, the Parent bank reserves for itself the powers to validate and
question the operations and management policies at the various
units, to the extent that they affect the Group’s risk profile.

3. Risk management and control model

The risk management and control model ensures that the risk
profile remains within the levels set for the risk appetite and other
limits. Similarly, it includes the adoption of the corrective and
mitigating measures required to keep risk levels in line with the
defined objectives.

The instruments that help ensure that all the risks arising from the
Group’s business activity are properly managed and controlled are
described below.

3.1. Risk map

The risk map covers the main risk categories in which the Group
has its most significant current and/or potential exposures, thus
facilitating the identification thereof. The risk map includes the
following:

« Financial risks:

» Credit risk: risk that might arise from the failure to meet
agreed-upon contractual obligations in financial transactions.
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« Trading market risk: risk which is incurred as a result of the
possibility of changes in market factors affecting the value of
positions in the trading portfolios.

- Liquidity risk: risk of non-compliance with payment obligations
on time or of complying with them at an excessive cost.

- Structural market risk: risk caused by the management of the
various balance sheet items, including those relating to the
adequacy of capital and those arising from the insurance and
pensions businesses.

» Non-financial risks:

- Operational risk: the risk of incurring losses due to the
inadequacy or failure of processes, staff and internal systems or
due to external events.

- Conduct risk: the risk caused by inappropriate practices in the
Bank’s dealings with its customers, and the treatment and
products offered to each particular customer and the adequacy
thereof.

= Compliance and legal risk: risk arising from non-compliance
with the legal framework, internal rules or the requirements of
regulators and supervisors.

« Transversal risks:

= Model risk: risk that includes losses arising from decisions
based mainly on the results of models, due to errors in the
design, application or use of the aforementioned models.

- Reputational risk: risk of damage in the perception of the
Bank by public opinion, its customers, investors or any other
interested party.

- Strategic risk: the risk that results diverge significantly from
the Group’s strategy or business plan due to changes in
general business conditions and risks associated with strategic
decisions. This includes the risk of poor implementation of
decisions or lack of capacity to respond to changes in the
business environment.

- Capital risk: risk that the capital of the Group or any of its
entities is not sufficient in terms of quantity and/or quality
to meet the regulatory minimum capital requirements set to
operate as a bank; respond to market expectations regarding
its creditworthiness and support business growth and strategic
possibilities that might arise.

3.2. Group-wide risk management (GWRM)

GWRM involves the identification, valuation, appropriate
management and control of all risks, using a comprehensive
perspective integrated in all levels of the organisation. The
implementation and coordinated management of all the
components of GWRM make it possible to evaluate the Group’s
risk profile and its global management on an ongoing basis,
thus enhancing risk management capabilities at all levels of the
organisation.

The Group has launched the Santander Advanced Management
programme to expedite implementation of its strategic projects
for improved risk management and control capacity, with a view
to positioning the Group as the entity having the best market
practice in the current financial scenario.
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The programme aims to achieve excellence in risk management,
at both corporate and local level, whilst at all times maintaining a
focus on doing “more and better” business.

The scope of application of the programme encompasses

all Group units and guarantees the use of a set of uniform
management principles in the various regulatory and competitive
environments.

3.3. Risk assessment

As part of its routine management, the Group identifies and
assesses the financial and non-financial risks inherent to its
business activity to which it is exposed in the various geographical
areas in which it operates.

3.4. Risk appetite and limits structure

Risk appetite is defined at the Group as the amount and type

of risk that it considers reasonable to assume in implementing
its business strategy, in order to ensure that it can continue to
operate normally if unexpected events occur. To this end, severe
scenarios are taken into account, which might have an adverse
impact on its levels of capital or liquidity, its profits and/or its
share price.

The board of directors is the body responsible for establishing
and annually updating the Group’s risk appetite, for monitoring
its actual risk profile and for ensuring consistency between the
two. The risk appetite is determined both for the Group as a
whole and for each of the main business units using a corporate
methodology adapted to the circumstances of each unit/market.
At local level, the boards of directors of the related subsidiaries
are responsible for approving the respective risk appetite
proposals once they have been validated by the Group.

3.4.1. Banking business model and fundamentals of the risk
appetite

The definition and establishment of the Group’s risk appetite is
consistent with its risk culture and its banking business model
from the risk perspective. The main features defining the business
model, which form the basis of the risk appetite at the Group, are
as follows:

- A predictable general medium-low risk profile based on a
diversified business model focusing on retail banking with a
diversified international presence and significant market shares,
and a wholesale banking model which prioritises the relationship
with the customer base in the Group’s principal markets.

- A stable, recurring earnings generation and shareholder
remuneration policy based on a strong capital and liquidity base
and a strategy to effectively diversify sources and maturities.

« A corporate structure based on autonomous subsidiaries that are
self-sufficient in capital and liquidity terms, minimising the use of
non-operating or purely instrumental companies, and ensuring
that no subsidiary has a risk profile that might jeopardise the
Group’s solvency.
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= An independent risk function with highly active involvement of
senior management to guarantee a strong risk culture focused
on protecting and ensuring an adequate return on capital.

- Maintaining a management model that ensures that all risks
are viewed in a global interrelated way through a robust
corporate risk control and monitoring environment with global
responsibilities: all risks, all businesses, and all geographical
areas.

= A business model that focuses on the products with respect to
which the Group considers that it has sufficient knowledge and
management capacity (systems, processes and resources).

* The conduct of the Group’s business activity on the basis of a
behaviour model that safeguards the interests of its customers
and shareholders.

- The availability of sufficient and adequate human resources,
systems and tools in order to enable the Group to maintain a
risk profile compatible with the established risk appetite, at both
global and local level.

» The application of a remuneration policy containing the
incentives required to ensure that the individual interests of
employees and executives are in line with the corporate risk
appetite framework and that the incentives are consistent with
the Group’s long-term earnings performance.

3.4.2. Corporate risk appetite principles
The Group’s risk appetite is governed by the following principles
at all the entities:

« Responsibility of the board and of senior executives. The board
of directors of the Bank is the body ultimately responsible for
establishing the risk appetite and its supporting regulations, as
well as for overseeing compliance therewith.

« Integral view of risk, involving the checking and questioning of
the risk profile. The risk appetite should take into consideration
all the significant risks to which the Group may be exposed,
providing an aggregate view of the Group’s risk profile through
the use of quantitative metrics and qualitative indicators.

« Future risk estimate. The risk appetite should take into
consideration the desirable risk profile at the present time and in
the medium term considering both the most likely circumstances
and stress scenarios.

« Links with strategic and business plans and integration in
management. The risk appetite is a benchmark in strategic and
business planning.

« Risk appetites that are consistent across the various units and
risk language that is common to the entire organisation.

- Periodic review, ongoing checking and adaptation to best
practices and regulatory requirements.

3.4.3. Limits, monitoring and control structure

The risk appetite exercise is performed annually and includes a
series of metrics and limits on the aforementioned metrics that
express in quantitative and qualitative terms the maximum risk
exposure that each Group entity and the Group as a whole are
willing to assume. Compliance with risk appetite limits is subject
to ongoing monitoring.
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3.4.4. Pillars of the risk appetite

The risk appetite is expressed through limits on quantitative
metrics and qualitative indicators that measure the Group’s
exposure or risk profile by type of risk, portfolio, segment and
business line, in both current and stressed conditions. The
aforementioned risk appetite metrics and limits are structured
around five main pillars that define the position that the Group’s
senior management wishes to adopt or maintain in developing its
business model.

* The volatility in the income statement that the Group is willing
to assume.

* The solvency position the Group wishes to maintain.
- The minimum liquidity position the Group wishes to have.

» The maximum concentration levels that the Group considers it
reasonable to assume.

» Qualitative aspects and complementary metrics.

3.5. Scenario analysis

The Group conducts advanced risk management through the
analysis of the impact that various scenarios in the environment
in which the Bank operates might cause. These scenarios are
expressed in terms of both macroeconomic variables and other
variables that affect management.

Scenario analysis is a very useful tool for senior management
since it allows them to test the Bank’s resistance to stressed
environments or scenarios and to implement packages of
measures to reduce the Bank’s risk profile vis-a-vis such scenarios.

The main uses of scenario analysis are described below:

- Regulatory uses: in which stress tests of scenarios are
performed under guidelines set by the regulator. This group
of uses includes, for example, the stress tests (comprehensive
assessment and stress tests) requested in 2014 by the European
Central Bank using the methodology set by the European
Banking Authority (EBA).

- Internal capital (ICAAP) or liquidity adequacy assessment
processes in which, although the regulator can impose certain
requirements, the Bank develops its own methodology to assess
its capital and liquidity levels vis-a-vis various stress scenarios.
These tools enable capital and liquidity management to be
planned.

» Risk appetite. This contains stressed metrics on which maximum
loss levels (or minimum liquidity levels) are established that the
Bank does not wish to exceed.

« Daily risk management. Scenario analysis is used in budgetary
processes for provisions and other balance-sheet aggregates
by type of risk, in the generation of commercial risk approval
policies, in senior management’s overall analysis of risk or in
specific analyses of the profiles of activities or portfolios.
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Corporate scenario analysis project

In response to increasing regulatory pressure and the need for
advanced risk management, in 2014 a project was launched to
develop a robust scenario analysis structure at corporate level; it is
expected that the project will be extended to include the Group’s
main units in 2015. This project consists of three main pillars:

» Scenario analysis tool: implementation of an advanced loss-
estimation tool with more robust, automated data handling and
a multi-user operating environment.

 Governance: review of the governance framework for scenario
analysis exercises in order to adapt to the increasing importance
of these analyses, the heightened regulatory pressure and best
market practices.

» Stress methodologies: preparation of plans to develop advanced
mathematical stress models to improve risk predictability, taking
into account the organisation’s calculation capabilities.

3.6. Living wills (recovery and resolution plans)

The Group was the first international financial institution
considered to be globally systemic by the Financial Stability Board
to present (in 2010) its living will (the most important portion of
which envisages the measures that the entity would have available
to exit a highly severe crisis situation by itself) to its consolidated
supervisor (at that time the Bank of Spain).

In 2014 the fifth version of the corporate living will was prepared.
The living will comprises the corporate living will (corresponding
to Banco Santander, S.A.) and the individual living wills for the
most important local units (the UK, Brazil, Mexico, the US,
Germany, Argentina, Chile, Poland and Portugal), thus complying
with the commitment made by the Bank to the competent
authorities in 2010.

The Group’s senior management keeps itself fully involved in the
preparation and periodic monitoring of the content of the living
wills by holding specific committee meetings of a technical nature,
as well as for monitoring at institutional level, and this ensures
that the content and structure of documents are adapted to local
and international crisis management legislation, which has been in
continuous development in recent years.

The corporate living will is approved by the board of directors or
by the executive committee and the executive risk committee,
exercising the functions delegated to them. In turn, the individual
living wills are approved by local bodies, always in coordination
with the Group since they must form part of the corporate living
will.

3.7. Independent reporting

One of the key features of the management model is the

risk reporting framework, which sets standards that ensure a
consolidated view of all risks and facilitate decision-making by the
board of directors and senior management.

Accordingly, in 2014 the Group launched a project to ensure that
risk reporting to senior management includes the basic principles
defined in Risk Data Aggregation, which are summarised in terms
of the following cornerstones:

- Governance: a governance system and taxonomy are established
for the data and reporting life cycles.
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- Database architecture: this guarantees the Bank’s ability to
aggregate all the risk data in a reliable manner, thereby ensuring
that they are accurate, comprehensive, complete, traceable,
updated in a timely fashion, adaptable to requirements and
flexible.

» Preparation of risk reports for senior management.

3.8. Internal risk control framework

The risk management model has an internal control environment
that ensures appropriate control of all risks and provides an
integrated view thereof. This control is performed at all the
Group’s units and for each type of risk in order to ensure that
the Group’s exposures and overall risk profile are within the
framework of the mandates established by both the board of
directors and the regulators.

The main functions ensuring effective risk control are:

« the supervision and aggregate consolidation of all risks. The
risk unit, both at corporate level and at each unit, performs the
function of supervising all risks with the aim of questioning or
independently challenging risk management and risk control
mechanisms, providing value judgements and elements to
support decision-making by senior management.

- the assessment of internal control mechanisms. This consists of a
periodic systematic review of all the necessary control processes
and procedures in order to guarantee that they are effective and
in force.

- integrated risk control and internal risk validation. The main
activities performed by the integrated risk control function
include:

- Verifying that the management and control systems for
the various risks inherent in Santander Group’s activities
comply with the most stringent criteria and the best practices
observed in the industry and/or required by regulators.

- Overseeing the adequate compliance, in due time and form,
with any recommendations on risk management and control
made as a result of inspections conducted by internal audit and
by the supervisors to which the Group is subject.

This function is characterised by having global and corporate
scope, encompassing all risks, all businesses and all geographical
areas. Performance of this function is based on an internally-
developed methodology and a set of tools that support the
function, in order to systematise its operation and tailor it to
the Group’s specific requirements. As a result, it is possible

to formalise application of this methodology and to render it
traceable and targetable.

The internal validation of risk models function provides essential
support to the executive risk committee and the local and
corporate risk committees in the performance of their duties to
authorise the use of the models (for management and regulatory
purposes) and to review them regularly.

To this end, a fully independent specialised unit of the Group
issues an expert opinion on the adequacy of the internal models
for the intended internal management and/or regulatory
purposes (calculation of regulatory capital, level of provisions,
etc.), expressing a conclusion on their robustness, usefulness and
effectiveness.
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At the Group, internal validation covers all models used in the risk
function, i.e. credit, market, structural and operational risk models
and economic and regulatory capital models. The scope of the
validation includes not only the more theoretical or methodological
aspects, but also the technology systems and the data quality that
underpin the effective operation of the models and, in general, all
the relevant aspects of risk management (controls, reporting, uses,
involvement of senior management, etc.).

This function is performed at a global and corporate level in order to
ensure uniformity of application, and is implemented through five
regional centres located in Madrid, London, Sao Paulo, Boston and
Wroclaw (Poland). From a functional standpoint, these centres are
fully accountable to the corporate centre, which makes it possible to
ensure consistency in the performance of their activities.

« Control by the compliance function that the risks assumed are
compliant with the legal framework, internal regulations and
regulatory and supervisory requirements.

« Assessment by internal audit, as the third line of defence,
provides an independent review of the first two lines of defence,
thus ensuring that the policies, methods and procedures are
appropriate and are integrated in management.

Internal audit is a permanent corporate function that is
independent of any other Group function or unit, and its mission
is to provide security on such matters to the board of directors
and senior management, thus contributing to the protection of
the organisation and its reputation.

4. Credit risk

4.1Introduction to the treatment of credit risk

Credit risk is the possibility of loss stemming from the total or
partial failure of our customers or counterparties to meet their
financial obligations to the Group.

In credit risk management terms, segmentation is based on the
distinction between three types of customers:

« The individuals segment includes all individuals, except for those
engaging in a business activity. This segment is in turn divided
into various sub-segments based on income levels, which makes
it possible to tailor risk management to each type of customer.

» The SMEs, companies and institutions segment includes legal
entities and individuals engaging in a business activity. It also
includes public-sector entities in general and not-for-profit
private-sector entities.

« The global wholesale banking -BMG- segment comprises
corporate customers, financial institutions and sovereigns, which
make up a closed list of entities that is reviewed on an annual
basis. Inclusion of an entity on this list is determined on the
basis of a comprehensive analysis of the enterprise (business,
countries in which it operates, types of products used, level of
income it represents for the Bank, length of relationship with the
customer, etc.).

The Group has a mainly retail profile, with 859% of its total risk
exposure being generated by its commercial banking business.
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4.2 Main aggregates and variations
Following are the main aggregates relating to credit risk arising on
customer business:

Main aggregates. Risk management
Millions of euros

AUDITORS’ REPORT

Credit risk exposure

to customers’ Non-performing loans ratio (o) Coverage ratio (o)

2014 2013 2014 2013 2014 2013
Continental Europe 308.205 312.167 8,93 9,13 57,2 57,3
Spain 182.974 189.783 738 7,49 45,5 44,0
Santander Consumer Finance 63.654 58.628 4,82 4,01 100,1 105,3
Portugal 25.588 26.810 8,89 8,12 51,8 50,0
Poland 18.920 18.101 7,42 7,84 60,3 61,8
UK 256.337 235.627 1,79 1,98 41,9 41,6
Latin America 167.065 146.392 4,65 5,00 84,7 85,4
Brazil 90.572 79.216 5,05 5,64 95,4 95,1
Mexico 27.893 24.024 3,84 3,66 86,1 97,5
Chile 33.514 31.645 5,97 5,91 52,4 511
Argentina 5.703 5.283 1,61 1,42 143,3 140,4
us 72.477 44.372 2,54 2,60 192,8 86,6
Puerto Rico 3.871 4.023 745 6,29 55,6 61,6
Sovereing 45.825 40.349 1,41 2,23 109,4 93,6
SCUSA 22.782 - 3,97 - 296,2 -
Total Group 804.084 738.558 5,19 5,64 67,2 61,7

1. Including gross loans and advances to customers, guarantees and documentary credits.

In 2014 credit risk exposure to customers increased by 9%. This
growth was experienced across-the-board, with the exception
of Spain, Portugal and Puerto Rico. The Group’s non-performing
loans ratio fell to 5.19%. Its coverage ratio stood at 67%. It is
important to take into account that this ratio is reduced by the
relatively high proportion of mortgage portfolios (especially in
the UK and Spain), which require lower provisions since they are
secured by collateral.

4.3. Detail of the main geographical areas
Following is a description of the portfolios in the geographical
areas where the Group’s risk concentration is highest.

4.3.1. United Kingdom

Credit risk exposure to UK customers amounted to EUR 256,337
million at the end of December 2014, and represented 32% of the
Group total.

Due to its importance, not only to Santander UK, but also to the
Group’s lending activity as a whole, the mortgage loan portfolio
(which totalled EUR 193,048 million at the end of December
2014) must be highlighted.

This portfolio is composed of first-mortgage home purchase

or refurbishment loans to new and existing customers, since
transactions involving second or successive liens on mortgaged
properties are no longer originated.
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The property on which the mortgage guarantee is constituted
must always be located in the UK, irrespective of where

the funding is to be employed, except for certain one-off
transactions. Loans may be granted for the purchase of
residences abroad, but the mortgage guarantee must in all cases
be constituted on a property located in the UK.

Geographically speaking, the credit risk exposure is concentrated
mainly in the South East of the country, particularly in the
metropolitan area of London, where house price indices display a
more stable behaviour, even in times of economic slowdown.

All properties are appraised independently prior to the approval
of each new transaction, in accordance with the Group’s risk
management principles.
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For mortgage loans that have already been granted, the
appraised value of the mortgaged property is updated quarterly
by an independent agency using an automatic appraisal system
in accordance with standard procedure in the market and in
compliance with current legislation.

The non-performing loans ratio of the mortgage segment fell
from 1.88% in 2013 t0 1.64% at 2014 year-end. This decrease in
the non-performing loans ratio was based on the behaviour of
non-performing loans, which improved significantly as a result
of the more favourable macroeconomic environment and the
increase in re-performing loans due to the improved efficiency of
the recovery teams.

The credit policies limit the maximum loan-to-value ratio to 9o%
for loans on which principal and interest are repaid and to 50%
for loans on which interest is paid periodically and the principal
is repaid on maturity.

Current credit risk policies expressly prohibit loans considered
to be high risk (subprime mortgages), and establish demanding
requirements regarding the credit quality of both loans and
customers. For example, the granting of mortgage loans with
LTVs exceeding 100% has been forbidden since 2009.

Another indicator of the sound performance of the portfolio is
the small volume of foreclosed properties, which amounted to
EUR 75 million at December 2014. The efficient management of
foreclosures, coupled with the existence of a dynamic market for
foreclosed homes, makes it possible to sell these properties in a
short space of time (on average approximately 18 weeks).

4.3.2. Spain

Total credit risk exposure in Spain (including guarantees and
documentary credits but excluding the discontinued real estate
operations unit - discussed below) amounted to EUR 182,974
million (23% of the Group total), with an adequate degree

of diversification in terms of both products and customer
segments.

2014 marked a turning point in the downward trend in total
credit risk exposure. Although in year-on-year terms lending was
still down by 4%, the second half of the year already witnessed
moderate growth figures, mirroring the improved economic
situation and the various strategies implemented. The non-
performing loans ratio for the total portfolio stood at 7.38% and
the coverage ratio rose to 45%.

Home purchase loans granted to families in Spain stood at
EUR 52,942 million at 2014 year-end. Of this amount, 99% was
secured by mortgages.
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31-12-14
Millions of euros
31-12-14

Of which:
Gross amount Doubtful

Home purchase
loans to families 52,942 3,059
Without mortgage guarantee 493 61
With mortgage guarantee 52,449 2,998

The risk profile of the home purchase mortgage loan portfolio in
Spain remained at a medium-low level, with limited prospects of
additional impairment:

« All mortgage transactions include principal repayments from the
very first day.

- Early repayment is common practice and, accordingly, the
average life of the transactions is far shorter than their
contractual term.

- Debtors provide all their assets as security, not just the home.

- High quality of collateral, since the portfolio consists almost
exclusively of principal-residence loans.

« Stable average debt-to-income ratio at around 29%.
» 73% of the portfolio has an LTV of less than 80%. In 2014 a re-

appraisal encompassing substantially all the mortgage portfolio
was conducted, in keeping with supervisory requirements.
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Loan to value ratio
Millions of euros

31-12-14
More than More than  More than 8o%
Less than or 40% and 60%and  and less thanor More than
equal to 40% less than 60% less than 8o% equal to 100% 100% Total
Initial gross amount 5113 10,071 22,855 11,155 3,255 52,449
Of which: Doubtful 90 228 685 694 1,301 2,998

For internal management purposes, the Group updates the LTV
ratios at least once a year, taking into consideration published
house price indices. Also, if a debtor becomes doubtful the Group
updates the appraisals undertaken by valuers, which are taken into
account in the estimate of impairment losses.

The EUR 96,884 million of direct credit risk exposure to SMEs
and companies constitute the most important lending segment in
Spain, representing 53% of the total.

94% of the portfolio relates to customers to which an analyst has
been assigned who monitors the customer on an ongoing basis in
all the phases of the risk cycle.

The non-performing loans ratio of this portfolio stood at 8.91% in
2014, impacted mainly by the fall in lending.

The Group manages, as a separate unit, its real estate business,
which includes loans to customers engaging mainly in property
development, for which a specialised management model is in
place, the investment in SAREB and foreclosed assets.

In recent years the Group’s strategy has been geared towards
reducing these assets. The changes in gross property development
loans to customers were as follows:

Millions of euros

2014 2013 2012

Balance as at beginning of year (net) 12,105 15,867 23,442
Foreclosed assets (357) (848) (930)
Reductions’ (2,015)  (2,114) (5,670)
Written-off assets (384) (800) (975)
Balance as at end of year (net) 9,349 12,105 15,867

1. Includes sales of portfolios, cash recoveries and third-party subrogations
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The NPL ratio of this portfolio ended the year at 67.3% (compared
with 61.7% at December 2013) due to the increase in the

proportion of doubtful assets in the problem loan portfolio and, in

particular, to the sharp reduction in lending in this segment. The
table below shows the distribution of the portfolio. The coverage
ratio of the real estate exposure in Spain stands at 42.5%.

Millions of euros
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31-12-14

Gross amount

Excess over collateral value Specific allowance

Financing for construction and property
development recognised by the Group's
credit institutions (business in Spain)

9,349 4,218 3,974

Of which: Doubtful

6,292 3,175 3,400

Of which: Substandard

1,529 623 574

Memorandum item: Written-off assets

1,888

Memorandum item: Data from the public consolidated
balance sheet
Carrying amount in millions of euros

31-12-14

Total loans and advances to customers excluding

the public sector (business in Spain) 154,906

Total consolidated assets 1,266,296

Impairment losses and credit risk allowances.
Collective coverage (business in Spain) 253

At year-end, the concentration of this portfolio was as follows:

Millions of euros

Loans: Gross amount

31-12-14

1. Without mortgage guarantee 1,01
2. With mortgage guarantee 8,338
2.1 Completed buildings 4,440
2.1.1 Residential 2,096
2.1.2 Other 2,344
2.2 Buildings under construction 546
2.2.1 Residential 457
2.2.2 Other 89
2.3 Land 3,352
2.3.1 Developed land 2,882
2.3.2 Other land 470
Total 9,349

The policies in force for the management of this portfolio, which
are reviewed and approved on a regular basis by the Group’s
senior management, are currently geared towards reducing and
securing the outstanding exposure, albeit without neglecting any
viable new business that may be identified.

In order to manage this credit exposure, the Group has
specialised teams that not only form part of the risk areas but
also supplement the management of this exposure and cover the
entire life cycle of these transactions: commercial management,
legal procedures and potential recovery management.

As has already been discussed in this section, the Group’s
anticipatory management of these risks enabled it to significantly
reduce its exposure, and it has a granular, geographically
diversified portfolio in which the financing of second residences
accounts for a very small proportion of the total.

Mortgage lending on non-urban land represents a low percentage
of mortgage exposure to land, while the remainder relates to land
already classified as urban or approved for development.

The significant reduction of exposure in the case of residential
financing projects in which the construction work has already
been completed was based on various actions. As well as the
specialised marketing channels already in existence, campaigns
were carried out with the support of specific teams of managers
for this function who, in the case of the Santander Network,

were directly supervised by the recoveries business area. These
campaigns, which involved the direct management of the projects
with property developers and purchasers, reducing sale prices

and adapting the lending conditions to the buyers’ needs, enabled
loans already in force to be subrogated. These subrogations enable
the Group to diversify its risk in a business segment that displays a
clearly lower non-performing loans ratio.

The loan approval processes are managed by specialist teams
which, working in direct coordination with the sales teams, have a

set of clearly defined policies and criteria:

« Property developers with a robust solvency profile and a proven
track record in the market.
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« Strict criteria regarding the specific parameters of the
transactions: exclusive financing for the construction cost, high
percentages of accredited sales, principal residence financing,
etc.

« Support of financing of government-subsidised housing, with
accredited sales percentages.

» Restricted financing of land purchases, subject to the
restoration of a sufficient level of coverage in existing financing
arrangements or to the obtainment of increased collateral.

In addition to the permanent control performed by its risk
monitoring teams, the Group has a specialist technical unit that
monitors and controls this portfolio with regard to the stage of
completion of construction work, planning compliance and sales
control, and validates and controls progress billing payments.
The Group has created a set of specific tools for this function.
All mortgage distributions, amounts drawn down of any kind,
changes made to the grace periods, etc. are authorised on a
centralised basis.

In the case of construction-phase projects that are experiencing
difficulties of any kind, the policy adopted is to ensure completion
of the construction work so as to obtain completed buildings

that can be sold in the market. To achieve this aim, the projects
are analysed on a case-by-case basis in order to adopt the most
effective series of measures for each case (structured payments to
suppliers to ensure completion of the work, specific schedules for
drawing down amounts, etc.).

The management of on-balance-sheet property assets is
performed by companies that specialise in the sale of property,
which is supplemented by the commercial network structure. The
sale prices are reduced in line with market conditions.

As a last resort, the acquisition and foreclosure of property assets
is one of the mechanisms adopted in Spain in order to manage the
portfolio efficiently. At 31 December 2014, the net balance of these
assets amounted to EUR 4,597 million (gross amount: EUR 9,760
million; recognised allowance: EUR 5,163 million).

The following table shows the detail of the assets foreclosed by
the businesses in Spain at the end of 2014:
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Millions of euros

31-12-14
Carrying  Of which:
amount Allowance
Property assets from financing
provided to construction and
property development companies 3,648 4,443
Of which:
Completed buildings 1,182 930
Residential 514 415
Other 668 515
Buildings under construction 465 449
Residential 465 449
Other
Land 2,001 3,064
Developed land 723 1,065
Other land 1,278 1,999
Property assets from home purchase
mortgage loans to households 949 720
Other foreclosed property assets
Total property assets 4,597 5,163
Equity instruments, ownership interests
and financing provided to non-consolidated
companies holding these assets 473 924
Total 5,070 6,087

In recent years, the Group has considered foreclosure to be a
more efficient method for resolving cases of default than legal
proceedings. The Group initially recognises foreclosed assets at
the lower of the carrying amount of the debt (net of provisions)
and the fair value of the foreclosed asset (less estimated costs to
sell). If fair value (less costs to sell) is lower than the net value of
the debt, the difference is recognised under Impairment losses on
financial assets (net) - Loans and receivables in the consolidated
income statement for the year. Subsequent to initial recognition,
the assets are measured at the lower of fair value (less costs to
sell) and the amount initially recognised. The fair value of this
type of assets is determined by the Group’s directors based on
evidence obtained from qualified valuers or evidence of recent
transactions.
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The changes in foreclosed properties were as follows:

Thousands
of millions of euros

2014 2013
Gross additions 1.8 1.9
Disposals (0.9) (0.9)
Difference 0.9 1.0

4.3.3. Brazil

Credit risk exposure in Brazil amounts to EUR 90,572 million
(11.2% of the Group total), is adequately diversified and has a
predominantly retail profile, with 51% of lending granted to
individual, consumer finance and SME customers.

In 2014 the exposure grew by 5.13% (excluding changes in
exchange rates) as compared with 7.1% in 2013. This growth is in
line with the average performance of private banks in Brazil. The
non-performing loans ratio ended the year at 5.05%, down from
5.64% at 2013 year-end, and the NPL coverage ratio stood at 95%
at December 2014.

4.4. Credit risk from other standpoints

4.44. Credit risk from financial market operations

This concept includes the credit risk arising in treasury operations
with customers, mainly credit institutions. These operations are
performed using both money market financing products arranged
with various financial institutions and products with counterparty
risk intended to provide service to the Group’s customers.

As defined in Chapter 6 of the CRR (Regulation (EU) No 575/2013),
counterparty credit risk is the risk that the counterparty to a
transaction could default before the final settlement of the
transaction’s cash flows. It includes the following types of
transaction: derivative instruments, repurchase agreements,
securities or commodities lending transactions, deferred
settlement transactions and guarantee financing transactions.

The Group uses two methods to measure its exposure to this risk:
a mark-to-market method (replacement cost for derivatives or
amount drawn down for committed facilities) including an add-on
for potential future exposure; and another method, introduced

in mid-2014 for certain regions and products, which calculates
exposure using Monte Carlo simulations. Calculations are also
performed of capital at risk or unexpected loss (i.e. the loss which,
once the expected loss is subtracted, constitutes the economic
capital, net of guarantees and recoveries).

When the markets close, the exposures are recalculated by
adjusting all the transactions to their new time horizon, the
potential future exposure is adjusted and mitigation measures

are applied (netting arrangements, collateral arrangements, etc.)
so that the exposures can be controlled daily against the limits
approved by senior management. Risk control is performed

using an integrated, real-time system that enables the Group to
know at any time the unused exposure limit with respect to any
counterparty, for any product and maturity and at any Group unit.
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4.4.2. Concentration risk

Concentration risk control is key to the risk management process.
The Group continuously monitors the degree of credit risk
concentration, by country, sector and customer group.

The board of directors, by reference to the risk appetite,
determines the maximum levels of concentration over risk
appetite and limit structure. In keeping with the risk appetite,
the executive risk committee establishes the risk policies and
reviews the appropriate exposure limits to ensure the adequate
management of credit risk concentration.

The Group is subject to the regulation of “large exposures”
contained in Part Four of CRR (Regulation (EU) No 575/2013),
according to which an institution’s exposure to a customer or
group of connected customers is considered a “large exposure”
where its value is equal to or exceeds 10% of its eligible capital.
Additionally, in order to limit large exposures, an institution
may not incur an exposure to a customer or group of connected
customers the value of which exceeds 25% of its eligible capital,
after taking into account the effect of the credit risk mitigation
contained in the Regulation.

At the end of December 2014, after applying risk mitigation
techniques and the regulations applicable to large exposures,
the exposure to each of the reported groups was below 4.7% of
eligible capital, with the exception of one central counterparty in
the EU, the exposure to which stood at 7.3%.

For its part, the Group’s regulatory credit exposure to the 20
largest groups classified as large exposures accounted for 5.5% of
the credit risk exposure to customers (lending plus off-balance-
sheet exposures). The regulatory credit exposure to the top 10
international financial institutions (IFls) amounted to EUR 18,378
million.

The Group’s risk division works closely with the finance division
in the active management of credit portfolios, which includes
reducing the concentration of exposures through several
techniques, such as the arrangement of credit derivatives

for hedging purposes or the performance of securitisation
transactions, in order to optimise the risk/return ratio of the total
portfolio.
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The detail, by activity and geographical area of the counterparty,
of the concentration of the Group’s risk at 31 December 2014 is as
follows:

Millions of euros

31-12-14
Total Spain gatlil:{riEel: Americas Rest (\:vfotng
Credit institutions 167,414 28,770 85,429 45,949 7,266
Public sector 159,589 58,794 33,398 61,874 5,523
Of which:
Central government 130,594 38,214 32,620 54,318 5,442
Other 28,995 20,580 778 7,556 81
Other financial institutions 55,115 13,501 15,976 23,535 2,103
Non-financial companies and individual traders 319,661 89,824 89,349 127,000 13,488
Of which:
Construction and property development 25,880 7123 7,028 10,844 885
Civil engineering construction 5,916 2,937 2,402 517 60
Large companies 175,865 42,190 45,392 78,127 10,156
SMEs and individual traders 112,000 37,574 34,527 37512 2,387
Other households and non-profit
institutions serving households 447,545 66,539 272,767 104,032 4,207
Of which:
Residential 305,546 51,579 220,072 33,523 372
Consumer loans 121,458 9,412 50,389 58,168 3,489
Other purposes 20,541 5,548 2,306 12,341 346
Subtotal 1,149,324 257,428 496,919 362,390 32,587
Less: collectively assessed impairment losses 5,983
Total * 1,143,341

* For the purposes of this table, the definition of risk includes the following items in the public balance sheet: Loans and advances to credit institutions, Loans and
advances to customers, Debt instruments, Equity instruments, Trading derivatives, Hedging derivatives, Investments and Contingent liabilities.

4.4.3. Country risk

Country risk is a credit risk component inherent in all cross-border
credit transactions due to circumstances other than ordinary
commercial risk. Its main elements are sovereign risk, transfer risk
and other risks that can affect international financial operations
(war, natural disasters, balance of payments crises, etc.).

At 31 December 2014, the provisionable country risk exposure
amounted to EUR 176 million (2013: EUR 382 million). The allowan-
ce recognised in this connection at 2014 year-end amounted to
EUR 22 million, as compared with EUR 47 million at 2013 year-end.
It should be noted that in 2014 Colombia was considered to be a
country belonging to Group 2 instead of Group 3 per the Bank of
Spain country risk classification.
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The exposure is moderate and has continued the downward
trend witnessed in recent years, the decrease in 2014 being more
pronounced as a result of transactions that matured in the year.
Total country risk exposure, irrespective of whether or not it is
provisionable, is also moderate. Except for the Group 1 countries
(considered by the Bank of Spain to have the lowest level of risk®
), exposure to an individual country in no case exceeds 1% of the
Group’s total assets.

The Group’s country risk management policies continued to
adhere to a principle of maximum prudence, and country risk is
assumed, applying highly selective criteria, in transactions that are
clearly profitable for the Group and bolster its global relationship
with its customers.

4.4.4.Sovereign risk and exposure to other public

sector entities

As a general rule, the Group considers sovereign risk to be the
risk assumed in transactions with the central bank (including

the regulatory cash reserve requirement), the issuer risk of the
Treasury or similar body (government debt securities) and the
risk arising from transactions with public entities that have the
following features: their funds are obtained only from fiscal
income; they are legally recognised as entities directly included in
the central government public sector; and their activities are of a
non-commercial nature.

Millions of euros
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This criterion, which has been employed historically by the Group,
differs in certain respects from that requested by the European
Banking Authority (EBA) for its periodic stress tests. The most
significant differences are that the EBA’s criteria do not include
risk exposure to central banks, exposure to insurance companies
or indirect exposure by means of guarantees or other instruments.
However, they do include exposure to public sector entities
(including regional and local entities) in general, not only the
central government public sector.

Sovereign risk exposure (per the criteria applied at the Group)
arises mainly from the subsidiary banks’ obligations to make
certain deposits at the corresponding central banks, from the
arrangement of deposits using liquidity surpluses, and from the
fixed-income portfolios held as part of the on-balance-sheet
structural interest rate risk management strategy and in the
trading books of the treasury departments. The vast majority of
these exposures are taken in local currency and are financed out
of local customer deposits, also denominated in local currency.

The detail at 31 December 2014, 2013 and 2012, based on the
Group’s management of each portfolio, of the Group’s sovereign
risk exposure, net of the short positions held with the respective
countries, taking into consideration the aforementioned criterion
established by the European Banking Authority (EBA), is as
follows:

31-12-2014

Portfolio

Financial assets held for trading

and other financial assets at fair Available-for-sale Loans and Total net direct
Country value through profit or loss* financial assets receivables exposure
Spain 5,778 23,893 15,098 44,769
Portugal 104 7,811 589 8,504
Italy 1,725 - - 1,725
Greece - - - -
Ireland - - - -
Rest of eurozone (1,070) 3 1 (1,066)
UK (613) 6,669 144 6,200
Poland 5 5,831 30 5,866
Rest of Europe 1,165 444 46 1,655
us 88 2,897 664 3,649
Brazil Nn144 17,685 783 29,612
Mexico 2,344 2,467 3,464 8,275
Chile 593 1,340 248 2,181
Rest of Americas 181 1,248 520 1,949
Rest of the world 4,840 906 618 6,364
Total 26,284 71,194 22,205 119,683

* Net of short positions amounting to EUR 3,187 million.

In addition, at 31 December 2014, the Group had net direct
derivative exposures the fair value of which amounted to EUR
1,028 million and net indirect derivative exposures the fair value
of which amounted to EUR 5 million. Also, the Group did not have
any exposure to held-to-maturity investments.

6. This group includes transactions with ultimate obligors resident in European Union countries, Norway, Switzerland, Iceland, the US, Canada, Japan, Australia and New Zealand.
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Millions of euros
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31-12-2013

Portfolio

Financial assets held for trading

and other financial assets at fair Available-for-sale Loans and Total net direct
Country value through profit or loss * financial assets receivables exposure
Spain 4,359 21,144 12,864 38,367
Portugal 148 2,076 583 2,807
Italy 1,309 77 - 1386
Greece - - - -
Ireland - - - -
Rest of eurozone (1,229) 67 - (1,161)
UK (1,375) 3,777 - 2,402
Poland 216 4,770 43 5,030
Rest of Europe 5 17 - 122
us 519 2,089 63 2,671
Brazil 8,618 8,901 223 17,743
Mexico 3,188 2,362 2,145 7,695
Chile (485) 1,037 534 1,086
Rest of Americas 268 619 663 1,550
Rest of the world 5,219 596 146 5,964
Total 20,762 47,632 17,268 85,661
* Net of short positions amounting to EUR 17,658 million.
In addition, at 31 December 2013, the Group had net direct
derivative exposures the fair value of which amounted to EUR
(206) million and net indirect derivative exposures the fair value
of which amounted to EUR 6 million. Also, the Group did not have
any exposure to held-to-maturity investments.
Millions of euros
31-12-2012
Portfolio
Financial assets held for trading
and other financial assets at fair Available-for-sale Loans and Total net direct
Pais value through profit or loss * financial assets receivables exposure
Spain 4,403 24,654 16,528 45,586
Portugal - 1,684 616 2,300
Italy ) 76 - 4
Greece - - - -
Ireland - - - -
Rest of eurozone 943 789 - 1,731
UK (2,628) 4,419 - 1,792
Poland 669 2,898 26 3,592
Rest of Europe 10 - - 10
us (1om 1,783 30 1,712
Brazil 14,067 1,745 351 26,163
Mexico 4,510 2,444 2,381 9,335
Chile (293) 1,667 521 1,895
Rest of Americas 214 916 771 1,900
Rest of the world 1,757 645 234 2,636
Total 23,480 53,718 21,457 98,655

* Net of short positions amounting to EUR 15,282 million.
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In addition, at 31 December 2012, the Group had net direct
derivative exposures the fair value of which amounted to EUR
(330) million and net indirect derivative exposures the fair value of
which amounted to EUR (33) million. Also, the Group did not have
any exposure to held-to-maturity investments.

4.4.5. Environmental risk

In line with the Group’s commitment to sustainability, the
environmental risk analysis of credit transactions is one of the
main features of the strategic corporate social responsibility plan.
The analysis is founded on two major cornerstones:

- The Equator Principles: an initiative of the International Finance
Corporation of the World Bank. These principles constitute
an international standard for the analysis of the social and
environmental implications of project finance transactions
and corporate loans for known purposes. The assumption of
these principles involves a commitment to assess and take into
consideration social and environmental risk and, accordingly, to
grant loans only to those projects that can evidence that their
social and environmental impacts are properly managed.

» The VIDA tool: implemented since 2004, the main aim of this
tool is to assess the environmental risk of both current and
potential individualised companies in commercial banking
(Spain), using a system that classifies each of the companies
into one of seven categories, depending on the degree of
environmental risk incurred.

4.5. Credit risk cycle

The credit risk management process consists of identifying,
analysing, controlling and deciding on, as appropriate, the risks
incurred in the Group’s operations. The parties involved in this
process are the business areas, senior management and the risk
units.

The process involves the board of directors, the executive
committee and the executive risk committee, which establishes
the risk policies and procedures, and the limits and delegations of
powers, and approves and supervises the scope of action of the
risk function.

The risk cycle comprises three different phases: pre-sale, sale and
post-sale. The process is being permanently updated, with the
findings and conclusions of the post-sale phase being fed back into
the risk analysis and planning of the pre-sale phase.

4.5.1. Risk analysis and credit rating process

In general, the risk analysis consists of examining the customer’s
ability to meet its contractual obligations to the Bank. This
involves analysing the customer’s credit quality, its risk
transactions, its solvency and the return to be obtained in view of
the risk assumed.

Since 1993 the Group has used rating models for this purpose.
These mechanisms are used in both the wholesale segment
(sovereigns, financial institutions and corporate banking) and the
other companies and institutions segment.

The rating is obtained from a quantitative module based
on balance sheet ratios or macroeconomic variables and
supplemented by the analyst’s expert judgement.

Ratings assigned to customers are reviewed periodically to include
any new financial information available and the experience in the
banking relationship. The frequency of the reviews is increased in
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the case of customers that reach certain levels in the automatic
warning systems and of customers classified as requiring special
monitoring. The rating tools themselves are also reviewed in order
to progressively fine-tune the ratings they provide.

In contrast to the use of ratings in the wholesale and other
companies and institutions segments, in the individuals
segment scoring techniques predominate; in general, these tools
automatically assign a score to proposed transactions.

4.5.2. Risk limit planning and setting
The purpose of this phase is to efficiently and comprehensively
limit the risk levels the Group assumes.

The credit risk planning process is used to establish the budgets
and limits at portfolio or customer level depending on the
segment in question.

Thus, the risk limits are planned and set using documents agreed
upon by the business areas and risk units and approved by the
executive risk committee or its delegated committees, which
contain the expected results of transactions in terms of risk and
return, as well as the limits applicable to the activity and the
related risk management.

Risk limit planning is instrumented through the Commercial
Strategic Plan (PEC), thus ensuring the coordination of the
business plan, the risk-appetite-based lending policy and the
resources required to implement it. This Plan serves as a reference
for all the commercial banking businesses, and the highest-ranking
executive risk committee of each entity is responsible for the
approval and monitoring of the commercial strategic plans.

Also, an analysis is conducted at customer level in the wholesale
and other companies and institutions segments. When certain
features concur, an individual limit is established for the customer
(pre-classification).

Thus, for large corporate groups a pre-classification model based
on an economic capital measurement and monitoring system is
used. The result of the pre-classification is the maximum level of
risk that can be assumed vis-a-vis a customer or group in terms
of amount or maturity. In the companies segment, a simplified
pre-classification model is applied for customers meeting certain
requirements (thorough knowledge, rating, etc.).

Credit risk scenario analysis enables senior management to gain
a clearer understanding of the performance of the portfolio in
response to changing market and circumstantial conditions and
it is a basic tool for assessing the adequacy of the provisions
recognised and the capital held to cater for stress scenarios.

These analyses, which are performed for all the Group’s significant
portfolios, comprise the following milestones:

« Definition of benchmark scenarios (at global level and for each of
the Group units).
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« Determination of the value of the risk metrics and parameters
(probability of default, loss given default, non-performing loans
ratio, etc.) in various scenarios

« Estimation of the expected loss associated with each of the
scenarios considered and comparison of that loss against the
level of provisions.

» Analysis of the changes in the credit risk profile at portfolio,
segment, unit and Group level in various scenarios and in
comparison with previous years.

The simulation models used by the Group rely on data from a
complete economic cycle to calibrate the behaviour of the credit
risk parameters in response to changes in the macroeconomic
variables. These models undergo regular backtesting and
recalibration processes in order to ensure that they provide a
correct reflection of the relationship between the macroeconomic
variables and the risk parameters.

The risk and loss parameters are projected, usually with a three-
year time horizon, using various economic scenarios that include
the main macroeconomic variables (GDP, unemployment rate,
housing prices, inflation, etc.).

The economic scenarios defined are based on different stress
levels, ranging from the base or most probable scenario to more
stressed economic scenarios which, although less probable, could
possibly arise.

These scenarios are generally defined by the Group’s economic
research service, in coordination with each unit, using as

a reference the data published by the main international
organisations.

A global stress scenario is defined that describes a situation of
worldwide crisis and the manner in which it affects each of the
main geographical regions in which the Group is present. In
addition, a local stress scenario is defined which, affecting certain
of the Group’s main units in an isolated fashion, includes a higher
level of stress than the global stress scenario.

At the meetings of the executive risk committee, senior
management of the Group is apprised of the definitive set of
scenarios to be used in conducting the Group’s stress test,
proposes any changes it deems appropriate and gives its formal
approval.

4.5.3. Transaction decision-making

The sale phase comprises the decision-making process, the aim of
which is to analyse and resolve upon transactions, since approval
by the risk unit is a pre-requisite for the arrangement of any risk
transaction. This process must consider the transaction approval
policies defined and take into account both the risk appetite

and any transaction elements that are important in achieving a
balance between risk and return.

In the sphere of lower-revenue individuals, businesses and
SMEs, the management of large volumes of loan transactions is
facilitated by the use of automatic decision-making models that
rate the customer/loan relationship. Thus, loans are classified

in homogeneous risk groups using the rating assigned to the
transaction by the model on the basis of information on the
features of the transaction and the borrower.
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As stated above, the preliminary limit-setting stage can follow two
different paths, giving rise to different types of decisions in the
companies sphere:

- Automatic decisions, consisting of verification by the business
that the proposed transaction (in terms of amount, product,
maturity and other conditions) falls within the limits authorised
pursuant to the aforementioned pre-classification. This process
is generally applied to corporate pre-classifications.

» Decisions always requiring the analyst’s authorisation, even
if the transaction meets the amount, maturity and other
conditions established in the pre-classified limit. This process
applies to pre-classifications of retail banking companies.

The Group applies various methods of reducing credit risk,
depending, inter alia, on the type of customer and product. As we
shall see, some of these methods are specific to a particular type
of transaction (e.g. real estate guarantees) while others apply to
groups of transactions (e.g. netting and collateral arrangements).

The various mitigation techniques can be grouped into the
following categories:

Netting refers to the possibility of determining a net balance of
transactions of the same type, under the umbrella of a master
agreement such as an ISDA or similar agreement.

It consists of aggregating the positive and negative market

values of the derivatives transactions entered into by the Group
with a particular counterparty, so that, in the event of default,

the counterparty owes the Group (or the Group owes the
counterparty, if the net figure is negative) a single net figure and
not a series of positive or negative amounts relating to each of the
transactions entered into with the counterparty.

An important aspect of master agreements is that they represent
a single legal obligation encompassing all the transactions they
cover. This is the key to being able to set off the risks of all the
transactions covered by the contract with the same counterparty
(see Note 2.f).
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Collateral refers to the assets pledged by the customer or a third
party to secure the performance of an obligation. Collateral may
be:

- Financial: cash, security deposits, gold, etc.

- Non-financial: property (both residential and commercial), other
movable property, etc.

From the risk acceptance standpoint, collateral of the highest
possible quality is required. For regulatory capital calculation
purposes, only collateral that meets the minimum quality
requirements described in the Basel capital accords can be taken
into consideration.

One very important example of financial collateral is the collateral
agreement. Collateral agreements comprise a set of highly liquid
instruments with a certain economic value that are deposited or
transferred by a counterparty in favour of another party in order
to guarantee or reduce any counterparty credit risk that might
arise from the portfolios of derivative transactions between the
parties in which there is exposure to risk.

Collateral agreements vary in nature but, whichever the specific
form of collateralisation may be, the ultimate aim, as with the
netting technique, is to reduce counterparty risk.

Transactions subject to a collateral agreement are assessed
periodically (normally on a daily basis). The agreed-upon
parameters defined in the agreement are applied to the net
balance arising from these assessments, from which the collateral
amount (normally cash or securities) payable to or receivable from
the counterparty is obtained.

With regard to real estate collateral, periodic re-appraisal
processes are in place, based on the actual market values for the
different types of real estate, which meet all the requirements
established by the regulator.

When mitigation techniques are used, the minimum requirements
established in the credit risk management policy manual are
adhered to. In short, these consist of monitoring the following:

- Legal certainty. Collateral and guarantees must be examined
to ensure that at all times it is possible to legally enforce the

settlement thereof.

» A substantial positive correlation must not exist between the
counterparty and the value of the collateral.

« Collateral and guarantees must be correctly documented.

- The availability of documentation of the methodologies used for
each mitigation technique.

« The appropriate periodic monitoring and control of the
methodologies.

AUDITORS’ REPORT

Personal guarantees are guarantees provided by a third party
liable for another party’s obligations to the Group. They include,
for example, security deposits, suretyships and standby letters
of credit. Only guarantees provided by third parties that meet
the minimum requirements established by the supervisor can be
recognised for capital calculation purposes.

Credit derivatives are financial instruments whose main purpose
is to hedge credit risk by buying protection from a third party,
whereby the Bank transfers the risk of the issuer of the underlying
instrument. Credit derivatives are OTC instruments, i.e. they

are not traded in organised markets. Credit derivative hedges,
mainly credit default swaps, are entered into with leading financial
institutions.

4.5.4. Monitoring

The monitoring function is founded on a process of ongoing
observation, which makes it possible to detect early any changes
that might arise in customers’ credit quality, so that action can be
taken to correct any deviations with an adverse impact.

Monitoring is based on the segmentation of customers, is
performed by dedicated local and global risk teams and is
complemented by the work performed by internal audit.

The function involves, inter alia, identifying and monitoring
companies under special surveillance, reviewing ratings and the
ongoing monitoring of indicators.

The system called “companies under special surveillance” (FEVE,
using the Spanish acronym) distinguishes four categories based
on the degree of concern raised by the circumstances observed
(extinguish, secure, reduce and monitor). The inclusion of a
position in the FEVE system does not mean that there has been a
default, but rather that it is deemed advisable to adopt a specific
policy for the position in question, to place a person in charge
and to set the policy implementation period. Customers classified
as FEVE are reviewed at least every six months, or every three
months for those classified in the most severe categories. A
company can be classified as FEVE as a result of the monitoring
process itself, a review performed by internal audit, a decision
made by the sales manager responsible for that company or the
triggering of the automatic warning system.

Assigned ratings are reviewed at least annually, but should any
weakness be detected, or depending on the rating itself, more
frequent reviews are performed.

For exposures to lower-revenue individuals, businesses and SMEs,
the key indicators are monitored in order to detect any variance
in the performance of the loan portfolio with respect to the
forecasts made in the credit management programmes.

4.5.5. Measurement and control

In addition to monitoring customers’ credit quality, the Group
establishes the control procedures required to analyse the current
credit risk portfolio and the changes therein over the various
credit risk phases.
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The risk control function is performed by assessing risks from
various complementary perspectives, the main pillars being
control by geographical location, business area, management
model, product, etc., thus facilitating the early detection of
specific areas requiring attention and the preparation of action
plans to correct possible impairment. Each control pillar can be
analysed in two ways:

In the analysis of the portfolio, any variances in the Group’s risk
exposure with respect to budgets, limits and benchmarks are
controlled on an ongoing and systematic basis, and the impacts
of these variances in certain future situations, both those of an
exogenous nature and those arising from strategic decisions,

are assessed in order to establish measures aimed at placing the
profile and amount of the risk portfolio within the parameters set
by the Group.

In addition to the traditional metrics, the following, inter alia, are
used in the credit risk control phase:

+ Change in non-performing loans (VMG, using the Spanish acronym):
VMG measures the change in non-performing loans during a period,
discounting loans written off and taking recoveries into account. It
is an aggregate measure at portfolio level that enables action to be
taken in the event of deteriorations in the trend of non-performing
loans.

It is obtained as the result of the ending balance less the
beginning balance of non-performing loans for the period
in question, plus the loans written off in the period, less any
previously written-off loans recovered in that same period.

VMG and its component parts play a decisive role as monitoring
variables.

EL (expected loss) and capital: EL is the estimated financial loss
that will occur over the next twelve months on the portfolio
existing at any given time.

It is an additional cost of the activity and must be charged in the
transaction price. It is calculated using three basic parameters:

= EAD (exposure at default): the maximum amount that could be
lost as a result of a default.

- PD (probability of default): is the probability that a customer
will default in the next twelve months.

+ LGD (loss given default): represents the percentage of
exposure that will not be recovered in the event of default.
To calculate the LGD, the amounts recovered throughout the
recovery process are discounted to the time of default, and
this figure is compared, on a percentage basis, with the amount
owed by the customer at that date.

Thus, other relevant factors regarding the risk exposure of tran-
sactions are taken into account, such as the quantification of
off-balance-sheet exposures or the expected percentage of reco-
veries, in relation to the guarantees associated with the transac-
tion and other characteristics of the transaction: type of product,
term, etc..
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The risk parameters are also used in the calculation of both
economic and regulatory capital. The inclusion of capital metrics
in management is fundamental to the rationalisation of the use of
capital.

This includes a systematic periodic review of the procedures and
methodology, and is performed over the entire credit risk cycle to
ensure that they are in force and effective.

In 2006, within the corporate framework established in the Group
for compliance with the Sarbanes-Oxley Act, a corporate tool was
made available on the Group’s intranet for the documentation and
certification of all the subprocesses, operational risks and related
mitigating controls. In this connection, the risk division assesses
the efficiency of the internal control of its activities on an annual
basis.

Furthermore, the internal risk validation function, as part of its
mission to supervise the quality of the Group’s risk management,
guarantees that the systems for the management and control of
the risks inherent to its activity comply with the strictest criteria
and the best practices observed in the industry and/or required by
the regulators. Also, internal audit is responsible for ensuring that
the policies, methods and procedures are appropriate, effectively
implemented and regularly reviewed.

4.5.6. Recovery management

Recovery is a significant function within the sphere of the

Group’s risk management. This function is performed by the asset
recovery and clean-up area (DRSA), a unit created in July 2013
with the aim of achieving greater efficiency in the asset recovery
process, while at the same time developing a global strategy and a
comprehensive approach for recovery management.

The Group has in place a corporate management model that
defines the general recovery action guidelines. These guidelines
are applied in the various countries, always taking into account
the local peculiarities required for the recovery activity, due
either to the local economic environment, to the business model
or to a combination of both. The recovery units are business
areas involving direct customer management and, accordingly,
this corporate model has a business approach that creates value
sustainably over time on the basis of effective and efficient
collection management, achieved through either the return of
unpaid balances to performing status or the full recovery thereof.

The recovery management model requires the proper
coordination of all management areas (recovery business,
commercial, technology and operations, human resources and
risk) and the management processes and methodology supporting
it are reviewed and enhanced on an ongoing basis, through

the application of the best practices developed in the various
countries.
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In order to manage recovery properly, action is taken in four main
phases: early arrears management, recovery of non-performing
loans, recovery of written-off loans and management of foreclosed
assets. In fact, the actions taken by the recovery function
commence even before the first missed payment, i.e. when there
are signs of a deterioration of the customer’s ability to pay, and
they end when the customer’s debt has been paid or has returned
to performing status. The recovery function aims to anticipate
default events and focuses on preventive management.

The macroeconomic environment has a direct effect on the
customer default rate. Therefore, the quality of the portfolios is
fundamental to the development and growth of our businesses

in the various countries, and particular attention is paid, on a
permanent basis, to the debt collection and recovery functions in
order to guarantee that this quality remains at the expected levels
at all times.

The differing characteristics of customers make segmentation
necessary in order to ensure proper recovery management. The
mass management of large groups of customers with similar
profiles and products is performed using highly technological
processes, while personalised management is reserved for
customers who, due to their profile, require the assignment of a
specific manager and a more tailored analysis.

The recovery activity has been aligned with the social and
economic reality of the different countries, and various
management mechanisms have been used, all involving
appropriate prudential criteria, based on the age, collateral and
conditions of the transaction, while always ensuring that, at least,
the required ratings and provisions are maintained.

Within the recovery function particular emphasis has been
placed on using the mechanisms referred to above for early
arrears management, in accordance with corporate policies,
considering the various local realities and closely monitoring the
production, inventory and performance of those local areas. The
aforementioned policies are reviewed and adapted periodically
in order to reflect both best management practices and any
applicable regulatory amendments.

In addition to the measures aimed at adapting transactions to
the customer’s ability to pay, special mention should be made
of recovery management, in which alternative solutions to legal
action are sought to ensure the early collection of debts.

One of the channels for the recovery of debts of customers whose
ability to pay has deteriorated severely is foreclosure (either court-
ordered or through dation in payment) of the property assets
securing the transactions. In geographical regions that are highly
exposed to real estate risk, such as Spain, the Group has very
efficient instruments in place to manage the sale of such assets,
making it possible to maximise recovery and reduce the on-
balance-sheet stock of property assets at a much faster pace than
at other financial institutions.
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Forborne loan portfolio

The term “forborne loan portfolio” refers, for the purposes of
the Group’s risk management, to those transactions in which the
customer has, or might foreseeably have, financial difficulty in
meeting its payment obligations under the terms and conditions
of the current agreement and, accordingly, the agreement has
been modified or cancelled or even a new transaction has been
entered into.

The Group has a detailed customer debt forbearance policy that
serves as a reference for the various local adaptations made for
all the financial institutions forming part of the Group. This policy
shares the general principles laid down in both Bank of Spain
Circular 6/2012 and the technical standards published by the
European Banking Authority in 2014, which it develops in greater
detail based on the level of customer impairment.

This policy establishes strict criteria for the assessment of these
exposures:

» The use of this practice is restricted, and any actions that might
defer the recognition of impairment must be avoided.

» The main aim must be to recover the amounts owed, and any
amounts deemed unrecoverable must be recognised as soon as
possible.

- Forbearance must always envisage maintaining the existing
guarantees and, if possible, enhance them. Not only can
effective guarantees serve to mitigate losses given default, but
they might also reduce the probability of default.

« This practice must not give rise to the granting of additional
funding, or be used to refinance debt of other entities or as a
cross-selling instrument.

« All the alternatives to forbearance and their impacts must
be assessed, making sure that the results of this practice will
exceed those which would foreseeably be obtained if it were not
performed.

- Forborne transactions are classified using more stringent criteria,
which prudentially ensure that the customer’s ability to pay
is restored from the date of forbearance and for an adequate
period of time thereafter.

- In addition, in the case of customers that have been assigned a
risk analyst, it is particularly important to conduct an individual
analysis of each specific case, for both the proper identification
of the transaction and its subsequent classification, monitoring
and adequate provisioning.

The forbearance policy also sets out various criteria for
determining the scope of transactions qualifying as forborne
exposures by defining a detailed series of objective indicators that
are indicative of situations of financial difficulty.
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Accordingly, transactions not classified as doubtful at the date of
forbearance are generally considered to be experiencing financial
difficulty if at that date they were more than one month past due.
Where no payments have been missed or there are no payments
more than one month past due, other indicators of financial difficulty
are taken into account, including most notably the following:

- Transactions with customers who are already experiencing
difficulties in other transactions.

» Situations where a transaction has to be modified prematurely,
and the Group has not yet had a previous satisfactory
experience with the customer.

- Cases in which the necessary modifications entail the grant
of special conditions, such as the establishment of a grace
period, or where these new conditions are deemed to be more
favourable for the customer than those which would have been
granted for an ordinary loan approval.

» Where a customer submits successive loan modification requests
at unreasonable time intervals.

« In any case, if once the modification has been made any payment
irregularity arises during a given probation period (as evidenced
by backtesting), even in the absence of any other symptoms, the
transaction will be deemed to be within the scope of forborne
exposures.

Once it has been determined that the reasons for the modification
relate to financial difficulties, for management purposes a
distinction is made between two types of forbearance based

on the original management status of the transactions: ex-ante
forbearance, when the original transaction was classified as other
than doubtful; and ex-post forbearance, when it had previously
been classified as doubtful.

In addition, within the category of ex-post forbearance, distinct
treatments are established for cases of advanced impairment, the
classification requirements and criteria for which are even more
stringent than those for other forborne transactions.

As regards the strategies to be applied, corporate policy requires
the customer’s ability and willingness to pay to be analysed and a
distinction to be drawn between the severity and the estimated
duration of the impairment. The results of this analysis will be
used as a basis for deciding whether the debt should be forborne
and the most appropriate way of doing so for each case:

» When borrowers display a severe but transitory deterioration in
their ability to pay (which is expected to be recovered in a short
space of time), short-term adjustment strategies are applied,
such as a payment moratorium on the principal or the reduction
of instalments for a short, limited period until the ability to pay
is recovered.

» When borrowers display a slight deterioration in their ability to
pay (an early recovery of which is not expected), more long-term
strategies are applied, such as reducing instalments by deferring
either the maturity date or a portion of the principal, which
would be paid at the same time as the last instalment, at all times
securing its payment through the provision of effective guarantees.
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In any case, through a case-by-case analysis, priority is given to
modifications for customers displaying a slight but prolonged
deterioration, since those experiencing severe but transitory
deterioration carry a higher risk, as they depend on the accuracy
of the estimated time of their future recovery. Cases of severe
deterioration deemed to be prolonged over time are not
considered for forbearance.

Corporate policy also establishes mechanisms for the
management and control of forborne transactions, allowing them
to be treated in a different way from other transactions, with
particular attention being paid to the processes of:

« Planning and budgeting, including preparing the pertinent
business plans, projections and limits for the most relevant
aggregates.

* Monitoring the performance of the portfolio and assessing
the degree of achievement of the projections prepared in the
planning phase.

Once forbearance measures have been adopted, transactions

that have to remain classified as doubtful because at the date of
forbearance they do not meet the requirements to be classified

in a different category” must comply with a prudential payment
schedule in order to assure reasonable certainty as to the recovery
of the customer’s ability to pay.

If there is any (non-technical) default in payments during that
period, the aforementioned payment schedule starts again.

On successful completion of the period, the duration of which
depends on the customer’s situation and the transaction features
(term and guarantees provided), the transaction is no longer
considered to be doubtful, although it continues to be subject to a
probation period during which it undergoes special monitoring.

This monitoring continues until a series of requirements have
been met, including most notably: a minimum observation
period; repayment of a substantial percentage of the outstanding
amounts; and settlement of the amounts that were past due at
the time of forbearance.

When forbearance is applied to a transaction classified as
doubtful, the original default dates continue to be considered for
all purposes, irrespective of whether as a result of forbearance
the transaction becomes current in its payments. Also, the
forbearance of a transaction classified as doubtful does not give
rise to any release of the related provisions.

By contrast, if following arrangement of forbearance there

is no improvement in the customer’s payment performance,
the possibility of extending new forbearance measures will be
considered, with the application of more stringent classification/
return-to-performing criteria. In this regard, the Group’s policy
establishes a longer period (between 6 and 36 months) of
uninterrupted payments before the transaction can return to
performing status (between 3 and 12 months in the case of first
forbearances). The duration of this period is determined by any
collateral provided and the residual maturity of the loan. The
Group’s policy permits a maximum of one modification per year
and three modifications every five years.

7. Bank of Spain Circular 6/2012: the refinancing or restructuring of transactions that are not current in their payments does not interrupt their arrears, nor does it give rise to their reclassification to
one of the previous categories, unless there is reasonable certainty that the customer will be able to meet its payment obligations within the established time frame or new effective collateral is
provided, and, in both cases, at least the ordinary outstanding interest is received, without taking into account late-payment interest.
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The internal models used by the Group for provisioning purposes
include forborne transactions as follows:

- Customers not subject to individual monitoring: the internal
models consider forborne transactions as a distinct segment
with its own probability of default calculated on the basis of past
experience, considering, among other factors, the performance
of the successive forbearance measures.

« Customers subject to individual monitoring: the internal rating is
an essential input in determining the probability of default and it
takes into consideration the existence of successive forbearance
measures. This rating must be updated at least once every six
months for customers with forborne transactions.

At 31 December 2014, EUR 18,849 million of the Group’s forborne
loan portfolio (33% of the total forborne portfolio) had undergone
several modifications.

Set forth below is the quantitative information required by

Bank of Spain Circular 6/2012 on the restructured/refinanced
transactions in force at 31 December 2014. The following terms are
used in Bank of Spain Circular 6/2012 with the meanings specified:

- Refinancing transaction: transaction granted or used for reasons
relating to -current or foreseeable- financial difficulties the
borrower may have in repaying one or more of the transactions
granted to it, or through which the payments on such
transactions are brought fully or partially up to date, in order to
enable the borrowers of cancelled or refinanced transactions to
repay the debt (principal and interest) because the borrower is
unable, or might foreseeably become unable, to comply with the
conditions thereof in due time and form.

Restructured transaction: transaction with respect to which,
for economic or legal reasons relating to current or foreseeable
financial difficulties of the borrower, the financial terms and
conditions are modified in order to facilitate the payment

of the debt (principal and interest) because the borrower is
unable, or might foreseeably become unable, to comply with
the aforementioned terms and conditions in due time and form,
even if such modification is envisaged in the agreement.
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Current refinancing and restructuring balances?
Millions of euros
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Standard®
Full property Full property
mortgage mortgage
guarantee Other collateral©  Without collateral guarantee Other collateral
g 2 2 8
5.8 58 58 g
[} e o (] o [
83 4,5 4,5 35 8% .8 ,E o : %t
EE g g2 EE EE g2 g2 & .8 &S
z5 5§ 5§ z5 z5 5§ 58 ES z& ES
Public sector 6 18 12 294 89 562 6 14 - -
Other legal entities and
individual traders 6,019 2,644 14,907 1,249 57,125 2,968 5,526 1,978 6,200 1,466
Of which:
Financing for construction
and property development 355 471 44 39 19 3 819 579 149 475
Other individuals 66,147 5099 543,763 7,090 853,873 1,587 37,154 3,642 17,096 2,142
Total 72,172 7,761 558,682 8,633 911,087 5,117 42,686 5,634 23,296 3,608

a. Including all refinanced or restructured transactions as defined in section 1.g) of Annex IX of Bank of Spain Circular 4/2004.

b. Standard risks classified as under special monitoring pursuant to section 7.a) of Annex IX of Bank of Spain Circular 4/2004.

c. Including transactions without a full property mortgage guarantee, i.e. with a loan-to-value ratio of more than 1, and transactions with collateral other than a property

mortgage, irrespective of their loan-to-value ratio.

The transactions presented in the foregoing tables were classified
at 31 December 2014, by nature, as follows:

 Doubtful: transactions that are in the process of being returned
to performing status, those for which advantageous conditions
had to be granted that would not have been granted for an
ordinary loan approval or those which, having been classified
as standard or substandard, have again encountered payment
difficulties during the term of the transaction.

« Substandard: transactions previously classified as doubtful with
respect to which, following forbearance, sustained payments
have been made for a certain period, depending on the
transaction features and the type of guarantee, and transactions
previously classified as standard: i) which have been granted an
initial grace period and will remain in this category until three
monthly instalments (or the equivalent) have been paid after the
grace period, or ii) that following forbearance have become non-
performing (default).

Standard: transactions previously classified as doubtful

or substandard which have successfully completed the
precautionary observation periods established in the corporate
policy evidencing that payment capacity pursuant to the terms
established has been restored, and transactions classified

as standard at the date of forbearance, until they meet the
requirements to cease to be subject to the special monitoring
described above.
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The table below shows the changes in 2014 in the forborne loan
portfolio:

Millions of euros

2014

Beginning balance 53,602
Of which: Other than doubtful 29,961
Doubtful assets 23,641
Additions 15,391
Inclusions in the scope of consolidation 6,330
Reductions (*) (18,620)
Balance at end of year 56,703
Of which: Other than doubtful 33,135
Doubtful assets 23,568

* Including, mainly, debt repayments, foreclosures and write-offs and
transactions that have ceased to be subject to special monitoring because the
aforementioned requirements have been met.

On a like-for-like basis with respect to the 2013 scope of
consolidation, the level of forborne transactions at the Group fell
by 6% (EUR 3,229 million), thus continuing the downward trend of
the previous year.

58% of the forborne loan transactions are classified as other

than doubtful. Particularly noteworthy are the level of existing
guarantees (75% of transactions are secured by collateral) and the
coverage provided by specific allowances (representing 21% of the
total forborne loan portfolio and 45% of the doubtful portfolio).
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Substandard Doubtful Total
Full property
mortgage
Without collateral guarantee Other collateral © Without collateral
2 g 2 g g
55 g 58 5.9 g g 5.2 g
5% . g 5% - ¥ 53 g ¢ g 58 g
<3 23 z 23 23 23 23 & 52 s 23 23 g
5§ 8¢ 2 s g2 82 5% .8 g3 2 Es g2 2
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3 4 4 2 3 22 43 n 140 938 15
38,674 1,427 910 10,608 5,651 8,704 6,321 69,546 4,522 8,003 217309 28,226 8,913
354 61 406 2,685 2,830 1,394 2,857 375 591 3,297 6,294 7906 3,703
344,797 951 556 32,889 2,189 81,953 2,912 862,280 1,927 2,585 2,839,952 27,539 3,141
383,474 2,382 1,470 43,499 7,843 90,657 9,233 931,848 6,492 10,599 3,057,401 56,703 12,069

5. Trading market and structural risk

5.1 Activities subject to market risk and types of market risk
The scope of activities subject to market risk encompasses all
operations exposed to net worth risk as a result of changes

in market factors. It includes both risks arising from trading
activities and the structural risks that are also affected by market
fluctuations:

This risk arises from changes in the risk factors -interest rates,
inflation rates, exchange rates, equity prices, credit spreads,
commodity prices and the volatility thereof- and from the liquidity
risk of the various products and markets in which the Group
operates.

« Interest rate risk is the possibility that fluctuations in interest
rates might have an adverse effect on the value of a financial
instrument, on a portfolio or on the Group as a whole. Interest
rate risk affects, inter alia, loans, deposits, debt securities, most
financial assets and liabilities held for trading and derivatives.

Inflation rate risk is the possibility that fluctuations in inflation
rates might have an adverse effect on the value of a financial
instrument, on a portfolio or on the Group as a whole. Inflation
rate risk affects, inter alia, loans, debt securities and derivatives,
the returns on which are linked to inflation or to an actual
variation rate.

Foreign currency risk is defined as the sensitivity of the value

of a position in a currency other than the base currency to a
potential change in exchange rates. Accordingly, a long position
in a foreign currency will generate a loss if this currency
depreciates against the base currency. The positions affected by
this risk include investments in subsidiaries in currencies other
than the euro, and loans, securities and derivatives denominated
in foreign currencies.

« Equity risk is the sensitivity of the value of the open positions
in equity securities to adverse changes in the market prices of
those equity securities or in future dividend expectations. Equity
risk affects, among other instruments, positions in shares, equity
indices, convertible bonds and equity derivatives (puts, calls,
equity swaps, etc.).

« Credit spread risk is the sensitivity of the value of open positions
in fixed-income securities or in credit derivatives to fluctuations
in the credit spread curves or in the recovery rates (RR) of
specific issuers and types of debt. The spread is the differential
between the quoted price of certain financial instruments over
other benchmark instruments, mainly the IRR of government
bonds and interbank interest rates.

« Commodity price risk is the risk arising from the effect of
potential changes in commodity prices. The Group’s exposure
to commodity price risk is not material and it is concentrated in
commodity derivatives with customers.

- Volatility risk is the sensitivity of the value of the portfolio to
changes in the volatility of risk factors: interest rates, exchange
rates, share prices, credit spreads and commodities. Volatility
risk arises on financial instruments whose measurement model
includes volatility as a variable, most notably financial option
portfolios.

All these market risks can be mitigated in part or in full through

the use of derivatives such as options, futures, forwards and
swaps.
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In addition, there are other market risks, which are more difficult
to hedge, the detail being as follows:

« Correlation risk. Correlation risk is defined as the sensitivity of
the value of the portfolio to changes in the relationship between
risk factors (correlation), whether they are the same type (e.g.
between two exchange rates) or different (e.g. between an
interest rate and a commodity price).

Market liquidity risk. The risk that a Group entity or the
Group as a whole may not able to unwind or close a position
on time without affecting the market price or the cost of

the transaction. Market liquidity risk may be caused by the
reduction in the number of market makers or institutional
investors, the execution of large volumes of transactions and
market instability, and it increases as a result of the current
concentration in certain products and currencies.

Prepayment or termination risk. When the contractual
relationship in certain transactions explicitly or implicitly
permits early repayment before maturity without negotiation,
there is a risk that the cash flows might have to be reinvested at
a potentially lower interest rate. It mainly affects mortgage loans
or securities.

Underwriting risk. Underwriting risk arises as a result of an
entity’s involvement in the underwriting of a placement of
securities or other type of debt, thus assuming the risk of owning
part of the issue or the loan if the entire issue is not placed
among the potential buyers.

Pension risk, actuarial risk and fiduciary risk are also affected by
changes in market factors. The activities are segmented by risk
type as follows:

- Trading: financial services for customers, trading operations
and positions taken mainly in fixed-income, equity and foreign
currency products. This activity is managed mainly by the global
wholesale banking (BMG) division.

« Structural risks: a distinction is made between on-balance-sheet
risks and pensions and actuarial risks:

« Structural balance sheet risks: market risks inherent to the
balance sheet, excluding financial assets and liabilities held
for trading. Decisions affecting the management of these risks
are taken through the ALCO committees in the respective
countries in coordination with the Group’s ALCO committee
and are implemented by the financial management division.
The aim pursued is to ensure the stability and recurring nature
of both the net interest margin of the commercial activity
and the Group’s economic value, whilst maintaining adequate
liquidity and solvency levels. The structural balance sheet risks
are as follows:

- Structural interest rate risk: arises as a result of the maturity

and repricing gaps of all the assets and liabilities on the balance
sheet.
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- Structural foreign currency risk/hedges of results: foreign
currency risk resulting from the fact that investments in
consolidable and non-consolidable companies are made in
currencies other than the euro (structural exchange rate). In
addition, this item includes the positions to hedge the foreign
currency risk on future results generated in currencies other
than the euro (hedges of results).

« Structural equity risk: this item includes equity investments in
non-consolidated financial and non-financial companies and
available-for-sale portfolios comprising equity positions.

« Pensions and actuarial risks:

- Pensions risk: the risk assumed by the entity in relation to
pension obligations to its employees. This relates to the
possibility that the fund may not cover these obligations in the
accrual period of the benefits and the return obtained by the
portfolio may not be sufficient and might oblige the Group to
increase the level of contributions.

« Actuarial risk: unexpected losses arising as a result of an
increase in the obligations to policyholders, and losses arising
from an unexpected increase in expenses.

5.2. Trading market risks

The Group’s trading risk profile remained low in 2014, in line
with previous years, since the purpose of most of the activity
is the provision of a service to customers and diversification by
geographical area and risk factor.

The Group continued to have very limited exposure to complex
structured instruments or vehicles, as a reflection of its culture of
management in which prudence in risk management constitutes
one of its principal symbols of identity. Specifically, at 2014 year-
end, the Group had:

» CDOs and CLOs: the Group’s position continued to be scantly
material, at EUR 99 million.

- Hedge funds: the total exposure was not material (EUR
192 million at 31 December 2014) and consisted largely of
the financing provided to these funds (EUR 20 million), the
remainder being direct equity interests held in hedge funds or
counterparty risk arising on derivatives granted to hedge funds.
This exposure featured low loan-to-value ratios, at around 31%
(collateral of EUR 620 million at the end of December). The risk
exposure to this type of counterparty is analysed on a case-
by-case basis, and the percentages of collateral are established
according to the features and assets of each fund.

« Conduits: there was no exposure.
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= Monolines: the Group’s exposure to monoline insurers
amounted to EUR 137 million in December 20148, and related
mainly to an indirect exposure of EUR 136 million, by virtue
of the guarantee provided by entities of this kind for various
traditional financing or securitisation transactions. The exposure
was to double-default risk in this case. The primary underlyings
had high credit ratings. The small remainder was direct exposure
(e.g. through the purchase of a credit default swap to protect
it against the risk of default of these insurance companies).
Exposure decreased by 2% with respect to 2013.

In short, it can be affirmed that, in general, the exposure to
instruments of this kind in the ordinary course of the Group’s
business continued to decrease in 2014. It is due mainly to the
integration of exposures at entities acquired by the Group, such
as Sovereign in 2009. All these exposures were known at the time
of the purchase and adequate provisions were recognised. Since
their integration in the Group these exposures have been reduced
notably, the final objective being their derecognition.

The Group’s policy with respect to the approval of new
transactions involving these products continues to be very
prudent and conservative and is subject to strict supervision
by the Group’s senior management. Before authorising a new
transaction, product or underlying, the risk division checks:

» Whether there is an adequate valuation model (mark-to-market,
mark-to-model or mark-to-liquidity) to monitor the value of each
exposure.

- Whether the inputs enabling application of this valuation model
are observable in the market.

Provided the two aforementioned conditions are met, the risk
division ascertains:

« The availability of adequate systems duly adapted for the daily
calculation and monitoring of the results, positions and risks of
the new transactions envisaged.

» The degree of liquidity of the product or underlying, with a view
to arranging the related hedge on a timely basis.

Actual losses may differ from those projected by the value-at-risk
(VaR) model for different reasons relating to the limitations of this
metric. Therefore, the Group performs regular analyses and tests
to check the accuracy of the VaR calculation model in order to
verify its reliability.

The most important tests are the backtesting exercises, which
are analysed at both local and global level, following the same
methodology in all cases. The backtesting exercise consists

of comparing the projected VaR measurements, for a given
confidence level and time horizon, with the actual losses obtained
in the same time horizon. This facilitates the detection of any
anomalies in the VaR model of the portfolio in question (e.g.
deficiencies in the parameterisation of the valuation models of
certain instruments, scantly adequate proxies, etc.).
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Three types of backtesting are calculated and assessed at the
Group:

- Clean backtesting: the daily VaR is compared with the results
obtained without taking into account the intra-day results or
the changes in the portfolio’s positions. This model serves to
check the accuracy of the individual models used to assess and
measure the risks of the various positions.

- Backtesting on complete results: daily VaR is compared with the
day’s net results, including the results of intra-day operations
and those generated by fees and commissions.

- Backtesting on complete results without mark-ups or fees and
commissions: daily VaR is compared with the day’s net results,
including the results of intra-day operations but excluding those
generated by mark-ups and fees and commissions. This method
is intended to obtain an idea of the intra-day risk assumed by the
Group’s treasury areas.

In the first case, for the entire portfolio, in 2014 there was one
violation at 99%, on 6 June, mainly explained by Mexico, due to
the fall in the sovereign and swap curves (in nominal and Mexican
investment unit (UDI) inflation linked terms), following the 50
basis point reduction in the official rate (to 3%) by the Bank of
Mexico, which had not been discounted by the market.

There was another violation at 99% (i.e. days when the daily loss
was higher than VaR), on 16 October, mainly explained by Spain,
due to the rise in credit spreads in Europe and the fall in equity
indices.

The number of violations is in line with the expected performance
of the VaR calculation model, given that a confidence level of
99% and a time horizon of one year are used (with a longer time
horizon one could expect an average of two or three violations a

year).
5.3. Structural balance sheet risks®

5.3.1. Main aggregates and variations

The market risk profile inherent to the Group’s balance sheet, in
relation to the volume of assets and capital, and the projected
net interest margin, remained at low levels in 2014, in line with
previous years.

Europe and the United States

The main balance sheets in Europe, i.e. those of the Parent and the
UK, reported positive sensitivities of the market value of equity

to interest rate rises, given the expectations for long-term rates
based on the economic performance indicators, whereas in the
short term the net interest margin exposure was kept at very low
levels. The US balance sheet has a positive sensitivity to interest
rate rises at both short and long term.

8. The guarantees provided by monoline insurers in US Municipal Bonds are not treated as exposure. These bonds amounted to EUR 744 million at December 2014.

9. Includes the total balance sheet, except for financial assets and liabilities held for trading.
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In any case, the level of exposure in all countries is moderate in
relation to the annual budget and the amount of capital.

At the end of December 2014, the exposure relating to the net
interest margin at one year, measured as the sensitivity thereof
to parallel shifts of + 100 basis points, was concentrated on

the US dollar yield curve, with EUR 67 million of exposure to

falls in interest rates (@ most unlikely scenario in the present
circumstances). It must also be stated that the exposure to falls in
interest rates on the Polish zloty yield curve was EUR 21 million.

At the end of December 2014, the most significant exposure
relating to the market value of equity, measured as the sensitivity
thereof to parallel shifts of + 100 basis points, was that of the euro
yield curve, with EUR 2,149 million of exposure to falls in interest
rates. The exposure to falls in interest rates on the pound sterling
and the US dollar yield curve was EUR 865 million and EUR 343
million, respectively. As noted above, these scenarios are very
unlikely at present.

Latin America

The balance sheets are positioned in the long term for falls in
interest rates due to the slowdown in economic growth. The
situation in the short term is very similar, except in the case of
Mexico, since the country’s excess liquidity is invested in local
currency in the short term.

In 2014 the level of exposure in all countries continued to be
moderate in relation to the annual budget and the amount of
capital.

At year-end, the exposure relating to the net interest margin at
one year, measured as the sensitivity thereof to parallel shifts of +
100 basis points, was concentrated on three countries: Brazil (EUR
152 million), Mexico (EUR 55 million) and Chile (EUR 33 million).

VaR of on-balance-sheet structural interest rate risk

In addition to sensitivities to interest rate fluctuations (shifts

not only of +/- 100 basis points but also of +/- 25, +/- 50 and

+/- 75 basis points are assessed, in order to better characterise
risk in countries with very low rate levels), Santander uses other
methods to monitor on-balance-sheet structural interest rate risk
including, inter alia, scenario analysis and VaR calculations, using a
methodology similar to that used for the trading book.

Structural interest rate risk, measured in terms of one-day VaR
at 99%, averaged EUR 539 million in 