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“The year 2004 was an excellent one
for Grupo Santander. All business areas
performed well and, from a strategic
standpoint, we successfully acquired
Abbey, the UK’s sixth largest bank,
making Santander one of the world’s
10 largest banks by market
capitalisation”.

“Furthermore, few banks in the world
have Santander’s level of geographic
diversity. We have 63 million customers
in the most dynamic and attractive
countries in Europe and Latin America,
areas that constitute a potential market
of 800 million people”.

Emilio Botín
Chairman
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Key Group figures

Other figures

2004 2003 2002

Number of shareholders 2,685,317 1,075,733 1,092,193
Number of employees 126,488 103,038 104,178

Spain 33,353 34,968 35,887
Other countries 93,135 68,070 68,291

Number of branches 9,973 9,199 9,281
Spain 4,384 4,369 4,314
Other countries 5,589 4,830 4,967

(*) Change over 2004 excluding Abbey.
(**) Before amortisation of ordinary goodwill.
(***) Personnel and general expenses/Net operating revenue.

The share and capitalisation

2004 2003 Var. (%) 2002

Number of shares (million) 6,254 4,768 31.16 4,768
Share price (euros) 9.13 9.39 (2.77) 6.54
Market capitalisation (million euros) 57,101.7 44,775.3 27.53 31,185.4
Net attributable income per share (cash-basis**) (euros) 0.7243 0.6571 10.22 0.6139
Net attributable income per share (euros) 0.6307 0.5475 15.19 0.4753
Dividend per share (euros) 0.3332 0.3029 10.00 0.2885
PER (share price/net attributable income) 14.48 17.15 13.76

Ratios

% 2004 2004 2003 2002

Efficiency*** 47.44 49.34 52.28
ROA 1.02 0.95 0.81
ROE 15.98 14.48 12.42
ROE (cash-basis**) 18.35 17.37 16.04
BIS ratio 13.01 12.43 12.64
Non-performing loans (NPLs) 1.05 1.27 1.55 1.89
NPL coverage 184.61 207.96 165.19 139.94

Balance Sheet and Income Statement

Millon euros 2004 2004 2003 Var. (%) 2002

Total managed funds 715,392.5 504,704.8 460,693.5 9.55* 417,546.0
Net loans 335,207.7 198,510.7 172,504.0 15.08* 162,973.0
Total customer funds 538,041.7 365,604.5 323,900.8 12.88* 304,893.0
Net operating income 6,545.2 5,720.7 14.41 5,565.8
Net attributable income (cash-basis**) 3,600.7 3,133.3 14.92 2,902.9
Net attributable income 3,135.6 2,610.8 20.10 2,247.2

Excluding Abbey

Excluding Abbey
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Mr. Luqman Arnold,
CEO of Abbey, and
Mr. Emilio Botín,
Chairman of Grupo Santander

London
July 26, 2004
Presentation to analysts of
the takeover bid for Abbey

2
Annual Report 2004

1 Index Letters 1-9.qxd  11/5/05  15:57  Página 2



Letter from the Chairman
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Grupo Santander's 2004

net attributable income 

was EUR 3,136 million, 

20.1% higher 

than in 2003

The total dividend charged to the year's earnings, which the Board will propose to the

Shareholders' Meeting, is EUR 0.3332 per share, 10% more than the previous year's. 

The year 2004 was an excellent one
for Grupo Santander. All business
areas performed well and, from a
strategic standpoint, we successfully
acquired Abbey, the UK's sixth largest
bank, which made Santander one of
the world's 10 largest banks by
market capitalisation.

The Group generated net attributable
income of EUR 3,136 million, 20.1%
more than in 2003, reflecting strong
increases in business activity. Lending
rose 18% and customer funds grew
13%. Extraordinary income was
allocated to a fund for early retirements
and to amortisation of goodwill.

The total dividend charged to 2004
earnings, which the Board will
propose to the Shareholders' Meeting,
amounts to EUR 0.3332 per share,
10% more than in 2003. The holders
of the new shares issued in November
2004 in exchange for Abbey's shares

will receive the third and fourth
dividends. This entails allocating close
to EUR 250 million more to dividends.
The pay-out is 51.5%.

We operate in the most dynamic
markets in Europe and Latin America,
and in all of them we have great
growth prospects.

A large European bank

We are Europe's largest bank, with
5,900 branches in 15 countries. In
Spain, the Santander Central Hispano
branch network is the leader, driven
by its dynamism and innovation.
Banesto, which has an innovative,
solid and efficient banking model, is
taking market share in lending, year
after year, from commercial and
savings banks. The Santander and
Banesto networks together have a
market share, measured against all
banks, of 17.7% in lending and
banking system funds. In private
banking, Banif strengthened its
leadership with growth of 22% in its
client base last year.

In Portugal, Santander Totta is meeting
its profitability goals thanks to its
business drive and effective control of
costs. For the first time, Santander
Totta was the second-ranked privately-
owned bank in terms of profits.

In the rest of Europe, we continued to
expand our consumer finance
business, with acquisitions in Poland
and Norway. We are the leading bank
in Continental Europe in this segment
by profits, and the third largest in
terms of assets. We have been
conducting consumer banking in
Europe for 15 years. We know the
market well and have developed a
very profitable and efficient business
model.

We will continue to grow in Europe.
We believe in an integrated, open and
competitive Europe, all of which is
vital for the future development of
our companies. One of the great
challenges of the European Union is
to establish a banking and financial
market that is a real single market,
without any barriers.
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Letter from the Chairman

The acquisition of Abbey

The acquisition of Abbey will
profoundly transform our Group's
profile. It puts us in one of the world's
most profitable and attractive
markets, diversifies our risk and gives
us a scale that will open up new
growth opportunities. 

The acquisition adds 18 million
clients to the Group, 1.6 million
shareholders, 24,000 employees and
a network of 730 branches in the
UK.

Abbey is a great franchise. It is the
second largest bank in the UK in
mortgages and in terms of brand
recognition. It is essentially a retail
bank, which fits like a glove into our
"multilocal" strategy focused on retail
banking.

Its recent performance, however, does
not reflect its real potential. We are
convinced that our business model,
technology and best business practices
will make Abbey one of the best
banks in the UK.

We were able to acquire Abbey
because of the size and experience we
have attained through our
international expansion over the past
few years, as well as the soundness of
our business model. Our alliance with
The Royal Bank of Scotland was also a
key factor. Our participation in the
Royal's Board for 16 years gave us
very deep knowledge of the UK
market.

As a result of buying Abbey, we had
to change this relationship, which has
been very profitable and
advantageous for both sides. The 
net result between the 
disbursements made and the funds
received since 1988 for our 
stake in The Royal was EUR 4,500
million. This represents an annual
accumulated return (IRR) of 23.6%
over 16 years.

Strong growth in Latin America

Latin America enjoyed a good year in
2004, as its economy grew by 5.8%.
The region generated US$1,595
million in net attributable income,
with sharp rises in customer 
business.

The business drive in Brazil, Mexico
and Chile remained strong. Lending
grew by an average of 25% in these
countries. There was also growth in
cards, foreign trade and mutual funds
and insurance businesses, where we
launched regional projects.

The region laid the foundations for
sustained growth, and Grupo
Santander is prepared to contribute to
it by bringing new customers into the
banking system in the principal
countries in which we operate. We
are progressing towards the goal we
set at the beginning of 2004 of
doubling our business with customers
and gaining two points of market
share in retail banking in three years. 

Brazil, in particular, is facing the most
favourable economic scenario of the
last few decades. This will enable the
country to consolidate itself as the
engine of Latin America's growth.
Santander Banespa is in an excellent
position to take full advantage of the
new opportunities emerging in this
market.

Growing contribution to global
businesses

Global businesses - private banking,
asset management and global
wholesale banking - continued to
grow at a brisk pace, offering a range
of innovative products and high value-
added services in all the markets
where we operate.

Despite the strong rise in business in
all areas, the Group's ratio of non-
performing loans continued to
decline, and stood at 1.05%
(including Abbey) at the end of 2004.
The efficiency ratio also improved to
47.4%. Efficiency is a key element of
our strategy for ensuring our
competitiveness.

Strength of the share

The Abbey operation underscored the
strength of the Santander share. The
Group used its own shares for the
largest cross-border acquisition of a
European bank to date.

Initial expectations on the acquisition
depressed the share price. But it took
little time for the market to realise that
with this purchase Santander was

creating value and the share rose 17.7%
between its low in August and the end
of the year.

Many investors had to readjust their
portfolios because of this operation, and
sell Santander shares. But many more
bought them.

The acquisition of Abbey has more than
doubled the number of shareholders to
2.7 million. This is one of the great
strengths and a distinguishing feature of
our Group compared to other banks of
a similar size.

We intend to continue the policy of
remunerating our shareholders with a
larger dividend every year, thanks to our
balance sheet strength and our high
capacity to generate profits.

Santander ended 2004 with market
capitalisation of EUR 57,102 million,
making us one of the world’s 50 largest
companies by stock market value. 

Corporate Governance

Corporate governance is a competitive
and strategic asset for Grupo
Santander. Deminor Rating, the
independent rating agency for
corporate governance, has assigned
us the highest rating for a financial
entity in continental Europe.

This shows that the Group is on a par
with the best international practices in
such important issues as shareholders'
rights, the commitment to create
value, transparency and the structure
and functioning of the Board.

We have an exceptional Board. It is
united, with a balanced composition
that includes the best executive
directors and, among the non-
executive directors, chairmen of banks
and large companies, as well as
prestigious and successful
businessmen. Some of our directors
are also significant shareholders of
Grupo Santander.

Our Board continued to enhance the
rights of shareholders and
transparency, two basic pillars of good
governance. The last Shareholders'
Meeting approved the elimination of
the requirement to hold 100 shares to
attend Meetings, and approved the
exercise and delegation of votes by
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Letter from the chairman

electronic means. Moreover, the
Report of the Appointments and
Remuneration Committee was
published for the first time this year,
joining that of the Audit and
Compliance Committee.

Joining the Board in 2004 were the
Mutua Madrileña Automovilista,
represented by Mr. Luis Rodríguez
Durón and Mr. Javier Botín, both
proprietary directors and Lord Burns,
Chairman of Abbey.

In the name of the Board, I would like
to pay tribute to the contribution
made by those who stepped down as
directors. Mr. Jaime Botín, a director
of Banco Santander since 1960 and
then a director and First Vice-
Chairman of Banco Santander Central
Hispano, decided to leave the Board
for personal reasons. Over the course
of 44 years his work was of enormous
importance for the Bank.

Mr. Antonio Champalimaud died on
May 8 after being a director for four
years. Mr. José Manuel Arburúa, a
non-executive director since 1999,
and Mr. Juan Abelló, a non-executive
director since 2002, resigned for
personal reasons. Sir George
Mathewson, Chairman of The Royal
Bank of Scotland, left the Board after
the acquisition of Abbey. He was a
director for three years.

All of them contributed vision to the
Board, as well as profound knowledge
of the financial and business sector. I
would like to thank them personally,
and on behalf of the Board, for their
contribution. 

Corporate Social Responsibility

The Report on Corporate Social
Responsibility sets out our activities
and our commitment to shareholders,
customers, employees, society as a
whole and the environment. The
Group spent EUR 84.4 million on
projects in this area, 2.7% of net
attributable income.

Our priority in the social sphere is
higher education. The Santander
Universities project is an
unprecedented global alliance
between a company and the
academic world. We increased the
number of cooperation agreements

with universities in Spain, Portugal
and Latin America to 409 in 2004 and
to 812 the universities in the Universia
Portal.

New corporate headquarters

The Group inaugurated Santander
Group City at Boadilla del Monte on
the outskirts of Madrid. A total of
6,500 people working in the Group's
central services have moved there.

It is much more than a new
headquarters. It is a reflection of what
we are: a leading, modern,
international company.

The EUR 550 million cost has been
financed by the sale of various office
buildings that housed central services
in Madrid.

The future

The financial sector is facing new
challenges stemming from greater
competition, the narrowing of
spreads, globalisation and the need to
respond to the increasingly complex
needs of customers. Santander has
everything it needs to meet the
challenges. 

We have a business model of proven
success in European and Latin
American countries, and one we will
also apply in Abbey. The pillars of this
model are a focus on retail banking,
diversification, efficiency, prudence in
risks and balance sheet strength. We
also have a flexible style of
management, which enables us to
take advantage of business
opportunities and adapt easily to the
countries where we operate and to
changes and new challenges. 

Furthermore, few banks in the world
have Santander's level of geographic
diversity. We have 63 million
customers in the most dynamic and
attractive countries in Europe and
Latin America, areas that constitute a
potential market of 800 million
people. In all of these countries we
are much more than just a bank. We
have assumed commitments to their
communities and contribute to
fostering university education, 
as well as developing other cultural, 
economic and educational 
activities. 

We have a Board with very clear ideas,
focused on creating shareholder value.
The acquisition of Abbey again
underlined its vision, capacity to take
decisions and very solid strategy,
consistent with our values.

We also have a superlative
professional team. I would like to
thank them for their dedication and
efforts. We want Santander's 126,000
employees to be the best prepared
and most motivated in the financial
sector, with successful career paths
and an appropriate balance between
personal and working life.

All of this will enable Grupo
Santander to consolidate its position
among the world's leading financial
groups and to continue to provide an
increasing return for our shareholders.

Emilio Botín

Chairman
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Mr. Alfredo Sáenz
Second Vice-Chairman and Chief Executive Officer

Mr. Ignacio Benjumea
General Secretary and Secretary of the Board
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Letter from the Chief Executive Officer

Record profit, advances in projects for the future and the acquisition of Abbey

were the milestones for the year.

Grupo Santander  

enjoyed its best  

ever year in 2004 

We continued in 2004 the path of
growth started in 2003. The Group's
net attributable income rose 20.1% to
EUR 3,136 million, the highest ever in
the Group's history. We achieved it
with solid and quality growth, as we
allocated all capital gains generated to
extraordinary allowances.

The results were driven by the most
recurrent lines of the income
statement and the good performance
of business areas. All of them pushed
up net operating income. The retail
units in Europe and Latin America
registered notable growth in business
activity and managed funds. As well
as their direct contribution to the
Group's earnings, the global areas
increasingly generated revenues and
commissions attributed to the retail
networks.

Growth went hand in hand with
significant improvements in efficiency,
productivity, return on equity and
credit risk quality. Actions taken under
the i-06 Plan also had a very positive
impact. This plan was reviewed in

2004 and adapted to the new
environment and the requirements of
each unit, setting even more
ambitious medium-term targets. 

We also promoted technology and
business projects that will enable us to
continue to improve. In the first case,
we began to install the Partenón
technology platform in the 
Santander Central Hispano branch
network and to develop a new
technology management model for
Latin America. In the business sphere,
we implemented local plans (regional
in Latin America) and joint ones
between global areas and retail
networks. The significant growth 
in all areas validates our 
management.

Grupo Santander combined this
excellent business performance with
its acquisition of Abbey. We improved
our strategic global position, stepped
up our revenue diversification and
enhanced the risk profile. The
acquisition of Abbey is a major
challenge for the Group, but also a
formidable opportunity that provides
us with substantial growth
expectations for coming years. 

European Retail Banking: net income
of more than EUR 2,000 million

The net attributable income of
European Retail Banking rose to EUR
2,120 million, an increase of 20.4%
from 2003. This growth was the result
of a strong rise in business activity and
of our business model focused on
revenue growth with flat costs and
continued gains in productivity and
efficiency.

Three factors should be highlighted
here. Firstly, the rise in net attributable
income was based on the most
recurrent revenues (underscored by a
17.7% growth in net operating
income). Secondly, the consistency
and diversification of this growth. The
net operating income and net
attributable income of the four units
that formed part of this area grew at
more than 10%. Thirdly, the
favourable trend of results. All
revenue lines, net operating income
and net attributable income set
records in the fourth quarter.

The two brands in Spain, Santander
Central Hispano and Banesto,
increased their revenue lines
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Letter from the Chief Executive Officer

significantly. Combined with cost
control, their net attributable income
grew 12% and 24%, respectively.

This growth was backed by a rise in
lending higher than that for the
banking system as a whole.
Particularly noteworthy was the
increase in mortgages and lending to
companies, especially micro
companies and SMEs, key segments
for the future.

The more favourable interest rate
environment, which translates into
higher net interest revenue from
increasing volumes, our range of
innovative and high value added
products for customers, and further
gains in productivity and efficiency will
provide us with further good growth
in 2005.

Santander Consumer continued to
develop its two-pronged growth
strategy - organic and selective
acquisitions - with excellent results.
New loans increased 30%, net
attributable income grew 45% to EUR

359 million, managed assets totalled
EUR 26,800 million, and we are
already operating in 11 countries with
more than 7 million customers. In
short, we have become one of
Europe's leading consumer finance
groups.

In Portugal, against a background of
continued low growth, net
attributable income rose 15.3%,
driven by higher revenues and another
excellent year in costs. We are
optimistic about 2005 as the
economic outlook is better.

Latin America: greater activity and
growth in all business margins 

After several years of GDP growth
below the region's potential, the pace
in 2004 was the highest of the last 20
years. This performance, benefiting
from the strength of the global

economy, enabled Latin America to
improve all its economic indicators.

Our Group knew how to take
advantage of the better conditions.
There were two basic factors behind
this: firstly, our business strength which
we manage locally and which is backed
by a significant presence and
knowledge of each market; secondly,
efficient corporate policies (risks,
auditing, management control,
technology, purchases and executive
resources), which we manage globally
to exploit all the advantages of a large
international financial group, such as
Santander, in the various local markets.

We continued the successful business
relaunch started in the middle of
2003. Notable growth in loans and
customer funds pushed up net
interest revenue and net fees and
commission by 25% in dollars, the
currency used to manage the region.
This growth offset reduced trading
gains and higher costs and
investments linked to local and
regional plans. As a result, net

operating income increased 16.5%.
Net attributable income was 7%
higher at EUR 1,595 million.

The year 2004 was a crucial one for
strengthening our business with
customers in Brazil. Lending jumped
37%, increasing our market share,
and customer funds increased 17%,
both in local currency terms. Net
attributable income rose 7% to EUR
850 million. This growth was
achieved after absorbing the impact
of costs associated with business
development programmes and plans,
which stepped up the pace of
business activity. The pace of growth
in costs is expected to be much slower
in 2005.

Mexico also made a notable effort in
business activity. The main strategic
focus in 2004 was to achieve a
profitable increase in market share,

and this was done successfully. Our
market share in lending rose by two
percentage points and in mutual
funds by 2.5 points. Thanks to the
growth in business volumes,
favourable trends in interest rates and
cost control, net operating income
was 24% higher in dollars.

In Chile, our Group focused on
relaunching its retail business, which
had weakened after the merger in
2003. We increased our market share
in lending and the capture of
customer funds, a noteworthy
achievement given our leadership
position in the country (penetration
level of more than 20%). All business
margins and net attributable income
grew by more than 20% in dollars.

Argentina successfully completed its
exchange of sovereign debt, an
important step towards the
normalisation of the financial system.
Banco Río made a positive 
contribution to the Group's results in
2004. 

The other countries in which we
operate also registered, in general,
strong rises in business volumes and
results. 

As a result of this overall performance,
the subsidiaries in Latin America paid
US$1,107 million in dividends. 

Global areas

Global areas, backed by the Group's
solid customer base, generated
increasing value, directly as well as
through fees and commissions 
arising from the sales of their products
and services through the retail
networks.

Asset Management and Private
Banking, whose activity is mainly
focused on the retail market, manages
more than EUR 114,000 million in
mutual and pension funds (not

Our guiding three-year master plan, the i-06 Plan, should enable us to continue to

generate increased shareholder value.
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Letter from the Chief Executive Officer

including Abbey), 14% more than in
2003. Together with bancassurance,
these funds generated EUR 2,100
million in net fees and commissions
for the whole Group.

We remain the stand-out leader in
Spain in mutual funds, supported by
our excellent ability to innovate, which
enables us to design high value-added
products tailored to customers' needs.
We are also leaders in individual
pension plans and in individual life-risk
premium income in bancassurance.

Banif, Spain's best private bank
according to Euromoney, continued to
penetrate its targeted customer
segment. Managed balances rose
22% and spurred revenues, improving
efficiency and making a higher
contribution to the Group's net
attributable income.

We took advantage in Latin America
of our technological capacity and
experience in transferring our best
practices to other markets. Total
mutual and pension funds increased
18% to EUR 28,000 million, excluding
the exchange rate effect. Moreover,
insurance business remained strong
and the net attributable income
generated by International Private
Banking increased 48% in dollars.

The net attributable income of Global
Wholesale Banking rose 47% as a
result of higher revenues, stable costs
and reduced provisions. We are
changing the area's business focus,
basing it more on value-added
revenue and less on basic financing.
The area also increased its indirect
contribution to the Group, through
initiatives such as Santander Global
Connect.

Abbey

As soon as the acquisition of Abbey
was completed, the Group assumed
management of the new bank. Of note
among the actions and measures taken
in the few remaining weeks of 2004
was the appointment of a new
management team, the design and
implementation of a new organisation
with three new divisions and the
incorporation of new executives; the
detailed diagnosis of the business
situation made by several teams created
for this purpose with the support of the

Group's experts; the adoption of
significant cost-cutting measures; and
the design of a business shock plan for
the first months of 2005 as part of a
wider plan for the whole year.

All these steps have the same goal:
positioning Abbey in its proper place in
the UK banking market in the shortest
time possible on the basis of the size
and potential of its franchise. To do this,
our priorities in 2005 will be to boost
sales and business productivity, 
stabilise the trend of recurrent revenues,
position retail banking so that it 
can grow in 2006, and sharply reduce
costs.

Our experience in integrations and
management of costs, the capacity of
our business model, our IT platform and
Abbey's potential make us optimistic
about attaining our goals.

The outlook

The favourable macroeconomic
environment and our business
portfolio, positioned in highly dynamic
markets and banking businesses
(Spain, the UK, Latin America and
consumer finance), provide us with
excellent growth prospects.

Our technology in developed markets
is giving us advantages in costs and
revenues in the medium term, and our
position in emerging markets provides
a structural growth potential higher
than the rest of the banking sector.

The Group's management in 2005 will
focus on increasing recurrent revenues
and operational efficiency, the
appropriate risk management,
adequate capital adequacy ratios and
better service quality, all of it backed
by more efficient technology.

We will complete the installation of
Partenón in the Santander branch
network and will continue its
development in Portugal, Santander
Consumer and Abbey. This will enable
us to be much more efficient. We will
save maintenance costs, free up
employees for front-line tasks and,
given that the structure is built around
the customer, improve business
efficiency and customer service.

In the business sphere, we will
concentrate on maintaining the high

rates of growth of our retail banks in
Europe, relaunch Abbey and develop
our networks in Latin America. In the
global areas, together with their
specific projects, we will step up
cooperation with retail networks in
order to boost customer revenues. 

To achieve this, we have the best
teams of professionals, with the
capacity and the determination
needed to achieve our ambitious
goals. Our three-year master plan, the
i-06 Plan, should enable us to
continue to generate increased
shareholder value.

We are confident 2005 will be an
excellent year for Grupo Santander.
We will devote all our efforts to
ensuring that it is.

Alfredo Sáenz

Second Vice-Chairman 
and CEO

9
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A century and a half creating value
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Grupo Santander's Retail Banking in Europe and Latin America
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The Group’s history and profile

1857 Banco Santander is founded.

1900 Banco Hispano Americano is founded.

1919 Banco Central is founded.

1925 Opening of a branch in Osorno (Palencia), the first of Banco Santander outside of Cantabria.

1935 Banesto has the largest network of branches in Spain (400).

1946 Acquisition of Banco Mercantil de Santander, the main competitor. Drive to expand around Spain. 

1950 Banco Santander creates the Latin America Department, with offices in Mexico, Argentina, Venezuela and Cuba.

1965 Creation of Banco Intercontinental Español, today Bankinter, together with Bank of America, which was then the world's

largest bank.

1976 Acquisition of the first bank in the Americas, First National Bank of Puerto Rico.

1982 Acquisition of Banco Español de Chile.

1986 Banco Santander is Spain's fifth largest bank by assets. Mr. Emilio Botín is appointed chairman.

1987 The German auto finance company CC-Bank is acquired.

1988 Banco Santander forms an alliance with The Royal Bank of Scotland.

1989 Launch of the “Supercuenta Santander”, the first remunerated current account in Spain. The Bank's strongest growth begins.

1994 Banco Santander acquires Banesto, Spain's fourth largest bank, in a public auction. 
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1994-1998
Creation of Santander México.
Acquisition of Banco Mexicano,
Banco de Venezuela, Banco Río in
Argentina, and Banco Peral do
Comércio and Banco del Noroeste
in Brazil.

1999
January: Santander - BCH
merger,the largest and third largest
banks, respectively, to create
Grupo Santander, the biggest
financial entity in Spain and Latin
America. It was the first big merger
in Europe after the launch of the
euro.

November: Agreement with Grupo
Champalimaud to acquire the
banks Totta & Açores and Crédito
Predial Portugués.

2000
May: Awarded in an auction
Serfin, Mexico's third Largest
bank, was awarded in an auction.

November: Awarded in an auction
Banespa, Brazil's fourth largest
bank and the second biggest in
the state of Sao Paulo.

2001
April: Successful completion of the
takeover bid for 67% of Banespa.

2002
April: Acquisition of 35.45% of
Banco Santiago, which several
months later was merged with
Banco Santander Chile to create
Santander Santiago, the Chilean
financial leader.

May: Acquisition of AKB Group, a
German consumer finance group.

August: Banco de Venezuela and
Banco de Caracas merge to create
Venezuela's largest bank.

December: Strategic alliance in
Mexico with Bank of America,
which bought 24.9% of Grupo
Financiero Santander Serfin.

2003
January: Creation of Santander
Consumer, which covers all
consumer banking businesses in
Europe.

March: Grupo Santander increases
to 100% its control of the Italian
consumer finance company
Finconsumo.

May: Acquisition of the private
banking business in Latin America
of Coutts & Co.

2004
February-March: Santander
Consumer acquires Polskie
Towarzystwo Finansowe SA (PTF),
Poland's leading auto finance
company, and Elcon Finans,
Norway's largest auto finance
company.

July-November: Acquisition of the
sixth largest UK bank, Abbey.

Corporate Governance Rating

Recent milestones

The Group’s history and profile 11
Annual Report2004

Rating by agencies
Long 
Term

Aa3

A+ A1

P1 B

AA- F1+ B

Short
Term

Financial
Strength
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A.M., an executive, and M.A. a civil servant, live in
the outskirts of a large Spanish city. They have two
children and have been Santander customers for
more than ten years. They bought their home with
a Santander “Superhipoteca” mortgage loan.
They have several savings products, including a
Depósito Indexado, a Superlibreta savings account,
and the Fondo de Inversión Santander Fondtesoro
mutual fund. They are shareholders and frequent
users of Santander debit and credit cards. 

The P.O. family lives in Mexico City. They have been
Santander Serfin customers for more than twenty years.
They have a daughter studying at a university in Madrid,
who receives deposits to finance her stay in Spain through
cheques from Santander Serfin. The P.O. family also has
credit cards and investments with Santander Serfin.

P.S. lives in Berlin and has been a CC-Bank customer since
2002. In 2004 he bought a new car and again financed it
through CC-Bank. He is particularly pleased with how
quickly it was arranged and the financial package offered
by the Bank, tailored to his financial situation. 

12
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Grupo Santander has built its own
business model, which generates
significant economies of scale,
including when banks in other
markets are brought into the fold,
as has happened with the
acquisition of Abbey. The Santander
Model, which has proved successful
and can be exported, rests on five
basic pillars: customer-focused
management, efficiency, credit risk
quality, capital discipline capital and
“multilocal” management with a
global vision. These values
guarantee sustainable growth and
profitability for shareholders.

Customer-focused management

Customer-focused management
enables the Group to increase its
share of revenues in each market,

thanks to closer relationships and
better customer retention, backed
by better quality service. This is the
guiding principle of the i-06
Project, which covers specific
revenue-generating programmes.
The Corporate Unit of Quality
Service was created, reporting
directly to the Chief Executive
Officer, underscoring the
importance given to improving
customer service.

Efficiency

The second pillar, efficiency, is seen
by the Group to require continuous
restructuring. This means not only
the necessary discipline in costs,
but also ever-increasing efficiency
in how we do business. This can
only be achieved by permanently

improving technology, as we are
doing by installing IT platforms
such as Altair in the banks in Latin
America and Partenón in Europe,
and by developing the 
Alhambra project. Technology in
Banesto is an essential tool 
for generating more revenues, a
key factor in improving 
customer service.

Credit risk quality

The third pillar is credit risk quality,
an area where the Group has
developed its own internal risk
models, with global parameters 
but with “multilocal” management.
This strict management has 
enabled the level of risk to 
be low and predictable in all our
banks.

Santander's growth 

and profitability 

are based on its 

unique business model

13
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The Santander Model, which has proved to be successful and can be

exported, rests on five basic pillars: customer-focused management,

efficiency, credit risk quality, capital discipline and “multilocal”

management with a global vision. These values guarantee sustainable

growth and profitability for shareholders.

Alfredo Saénz, Second Vice Chairman and Chief Executive Officer

The Santander model
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The Santander Model

CUSTOMER 
FOCUSED 

EFFICIENCY CREDIT RISK
QUALITY

CAPITAL 
DISCIPLINE

GLOBAL
VISION

IMPROVE SHARE 
OF REVENUES

CONTINUOUS
RESTRUCTURING

LOW & FORESEEABLE
RISK

GROWTH
CAPACITY

DIVERSIFICATION

•Stronger 
relationships
Group and 
customer retention

•Better quality 
service

•Project i-06

•“Multilocal” Group
specialised in retail
banking

•Global businesses
leveraged on local
businesses

•Balance sheet in
three currencies

•High capital ratios

•High recurrent
generation of 
capital

•Strict risk 
management

•“Multilocal”
management

•Development of
internal models

•Focus on business

•Better technology
Partenón
Altair

Pedro Mateache, Executive Vice-President, Resources
For our Group, efficiency means continuous restructuring. A constant improvement in pro-
ductivity is essential to achieving this goal.

José Tejón. Executive Vice-President, Financial Accounting.
The implementation of new accounting rules will allow better like-for-like

comparison with our main international competitors 

Capital discipline

Capital is a limited resource that
must be allocated to the
businesses that generate more
potential profitability for the
Group. This discipline, together
with Grupo Santander's high
capital ratios and the high
recurrent generation of capital,
guarantees the capacity to grow.

“Multilocal” management with
global vision

The  last pillar is “multilocal”
management with global vision.
Grupo Santander's speciality is
retail banking and it operates in
two continents –Europe and Latin

America–which provide it with
geographic, currency (euro, dollar
and sterling) and risk
diversification, the result of an
appropriate presence in developed
and emerging markets. All the
Group's businesses are under the
Santander brand, are managed in
each country by local teams who
know the special features of each
zone, and all enjoy strong backing
from the Group's global areas such
as risks and auditing.

Flexibility and foresight

One of the advantages of the
Santander Model is that it was
created on very solid foundations
and has the flexibility needed to

anticipate opportunities. A clear
example of this was the acquisition
of Abbey, an operation where it
was clear that  the Group's global
vision, solid capital and technology
enable significant acquisitions to
increase the Group's potential for
growth and the creation of value. 

This Model adds value to the banks
we buy and thus creates it for
shareholders. This is underscored by
the fact that over its 147 years
Grupo Santander has grown
organically and at a very strong
pace by acquiring other banks, such
as Banesto in 1994 or major banks
in Latin America, particularly during
the 1990s, and the acquisitions of
Santander Consumer in Europe.

The Santander model14
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The Santander Model is made
possible by having the best
professional teams in the countries
and businesses where we operate.
The main corporate values of these
teams are foresight, leadership, an
aggressive business approach and
professional ethics.

Grupo Santander  focuses on
transparency. This enables
customers to choose, employees to
plan their careers and shareholders
to make comparisons. And all of

this with the integrity and honesty
that are inherent in its culture.

The Santander Model includes
social commitment in all the
countries where it is a key player. 
It has developed a unique alliance
with universities through
Santander Universities and the
Universia Portal, in the belief that
education is the best way to
progress.

Technology: a critical element for
efficiency

Technology is a critical element for
becoming more efficient and, in
turn, providing our customers with
quality service. At the same time, it
makes tools available for business
management.

Grupo Santander has drawn up a
strategy which enables it to
combine measures to achieve a
sustained reduction in costs with
its continued focus on 
customers. 

A series of measures focused on
installing integrated systems for
transactions have been 
developed, that can identify 
every customer's relationship 
with the Bank in all products and
services, in order to achieve:

- An integrated vision that allows
efficient use of data on our 63
million customers.

- A sustained reduction in
operating costs continuing over

the next few years thanks to
our “flat back-office” model,
which allows future business
growth without increasing the
technical support.

- The ability to offer excellent
products and services to our
customers, contributing to
growth in revenues. 

- Drastic improvement in control, in
accounting and in risk
management, in line with the
recommendations of Sarbanes-
Oxley and Basle II, as well as new
anti-money-laundering rules. 

During 2004, 29 applications of
the Partenón IT platform were
fully installed in 
Santander Central Hispano, and
the phase of launching 82 other
ones was completed. These are
now fully operating in 218
branches. In 2005, the 
remaining 111 applications will be
installed in the entire 
Santander Consumer network. 

Partenón is the platform for the
transactional systems which was
originally developed by and fully
established in Banesto. Its special
feature is management with
company software criteria, via the
subsidiary Isban. 

Its advantages include the
production of quality programmes
and generation of cost savings as it
can be used in other countries and
units of the Group. 

A specific contribution was its use
during the acquisition of Abbey,
where it is now being installed.
Partenón is the base for our
strategy of generating value in
international transactions. 

In Latin America, Altair is the
transactions platform for the
Group's banks. In 2004, new
installations of systems were
completed in Brazil (Activos), as
well the operating modules for
payments (PAMPA) and Investment
Funds and Cash Management. 

During the year, the New Model of
Technology Management was
deepened, reaching full
implementation in Mexico and
Chile. In both countries, all
technology services were provided
by the Group's specialized affiliates,
ALTEC Chile and ALTEC Mexico. 

15
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The Santander model

The Pártenon platform for integrated systems transactions reduces operating costs in a sustainable
fashion and improves information on every customer's relationship with the bank,

in all products and services.  

José María Fuster, Chief Global Technology Officer (CTO)
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Technology and Systems Project

Grupo Santander launched its
Technology and Systems Project in
2004. The Board approved this
project in December 2003,
together with four other corporate
projects, the aim of which, as
stated in the 2003 Annual Report,
is to: “Boost efficiency and
improve service, making
technology a source of competitive
advantage.”

To do this, the post of Chief
Technology Officer of Grupo
Santander was created, a
Technology Strategy Committee
was established, headed by the
Chief Executive Officer, and five
lines of action were defined:

1. Draw up and manage budgets
at the corporate level.

2. Corporate policies and
architecture.

3. Corporate projects.

4. Corporate Service Centres.

5. Corporate model of technology
management.

Of note among the five areas
were:

- The launch of the corporate
Intranet project which will create
a single internal communication
forum for the Group, allowing
management tools and practices
to be shared and helping to
improve our productivity.

- Consolidation of the Group's
Internet strategies, laying the
foundations for enriching the
value proposals made to
customers via this channel.

- Launch of corporate information
management systems (MIS),
which aim to standarise the
systems of the Group's units and
businesses.

- The BIS II project to establish the
advanced risk management
models envisaged in Basle II.

- Consolidating the corporate
management strategy for
software in Isban, following
global agreements with IBM and
Chordiant to develop Banksphere
as the Group's future
architecture. This new platform
will enable a generation of
applications based on new Java
and .NET technologies to be
developed. This will ensure
sustained improvements in
efficiency.

- Consolidation of the corporate
centres strategy, with the creation
of Isban Portugal and Isban UK to
develop services in Europe, as
well as consolidating the strategy
of service companies in Latin
America. Altec Mexico began in
July 2004 to provide services from
the Querétaro Centre, after
certification by the International
Computer Room Experts
Association with level 5 (the
highest of its category). In Chile,
at the end of December ALTEC
Chile received CMM5
certification for Unified
Maintenance Management of the
ALTAIR platform, becoming the
first company in Chile and one of
ten in Latin America to have this
certification.

- Lastly, the Alhambra project 
was launched in 2004. Its
objective is to substantiate the
Group's future technology
strategy, based on integral

computerisation of business
processes. Alhambra's first
applications are already being
installed in Banesto, 
providing Grupo Santander with
the advantage of a laboratory
for real tests of a sufficient 
size.

In short, technology for Grupo
Santander represents a clear
competitive advantage, both from
the standpoint of efficiency as well
as value-added for business. This
will be stepped up over the next
few years by extending the
Partenón platform in Europe,
systematic management of the
Group's technology and
investment in viable projects of
innovation, such as Alhambra,
which are laying the groundwork
for the future. 

The Santander model16
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Our brand: 
an asset that creates value

The Santander brand reflects our
core values: leadership, 
dynamism, innovation, an
aggressive business approach,
financial strength and 
professional ethics. It embodies the
Group's identity, culture and
positioning. It transmits the
Group's global reach independent
of the strategy for every market,

distribution channel or product. 

The visual identity of the Group is
the flame, always in red, with the
word Santander. The strategic
positioning of the brand is
summarized by the slogan, “The
value of ideas,” which reflects the
constant self-demand to innovate
and anticipate in order to realise
the value of those ideas.

The Board approved in April 2004
rules regarding the management
corporate identity, applied in all
countries, units and divisions of the
bank. These rules establish a
common code for the entire Group,
fostering a sense of belonging
internally and recognition,
confidence and credibility
externally. 

The brand is a strategic asset of the
Group and, as such, is managed to
create value in a sustained way.
During 2004, the Group moved
toward closer alignment in its
brand architecture. Local brands
such as Banespa, CC-Bank,
Finconsumo and Hispamer have
adopted the symbolic flame, the
colour red and word Santander. 

The Group has set the goal of
moving toward a common identity
in all its units and countries: the
Santander brand. To do this, it has
set the target of 2007, when it will
celebrate its 150th anniversary. This
will be done gradually, in all
markets, except those exceptions
agreed by the Group, such as
Banesto in Spain. 

The Group has adopted the goal of applying the Santander brand to all its units in all countries by 2007,
Santander's 150th anniversary year.  

Juan Manuel Cendoya, Executive Vice President, Communication and Research

Identity 2007: 
Santander will move toward a single brand
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Santander’s main business focus is retail banking, contributing 

82% of the Group's profit. 

Retail banking increased all its
revenue lines and generated 82%
of the profit registered in the year. 

It is the most developed of the
business lines and the one that
contributes the most recurrent
revenues - its relative share is
much higher than that of our main
international competitors.

Retail banking is conducted via a
network of 10,000 branches, with
63 million customers in three 
large geographic zones:
Continental Europe, the 
United Kingdom and Latin
America.

The remaining 18% of the
Group's net attributable income
comes from Asset Management
and Private Banking, as well as
Global Wholesale Banking.

Grupo Santander operates in a
potential market of 800 million
people in Europe and Latin
America.

Retail Banking in Continental
Europe

Grupo Santander's main presence
in Continental Europe is in Spain
and Portugal, mainly through retail
banking, and in consumer finance
in 11 countries including Spain,
Portugal, Germany, Italy and
Norway.

Business activity during 2004 was
firmly focused on attracting new
customers, forging closer ties 
with them and fostering 
customer loyalty. This was done
through segmented and
specialised management,
supported by a strong sales 
team and by the high quality 
of the innovative range of
products.

Performance during 2004 was
good. We made further 
progress in developing a 
business model that boosts
revenues while keeping costs
flat.

Revenues grew 9% and costs by
only 1.7%. As a result, the
efficiency ratio improved by 3.3
points over 2003.

All revenue lines and net operating
income increased, particularly
those that contribute the most
recurrent revenues. The greater
volume of business and an
adequate policy for prices and
customers pushed up both basic
revenues as well as net interest
revenue. Net fees and commissions
rose 11%, with those from the
distribution of mutual funds
(+15%), insurance (+52%) and
cards (+12%) growing strongly.

Spain and Portugal

Retail Banking in Spain is
conducted by two fully
independent brands, Santander
Central Hispano and Banesto,
which between them have more
than 4,200 branches and 15
million customers. The Group's
market share in Spain is 17.7%. 

Santander today has  

63 million customers,  

10,000 branches and more

than 2.6 million shareholders

Our businesses
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Francisco Luzón
Director, 
Executive Vice-President,
Latin America Division

“2004 was the best year
for the region since 1980.
Santander also had an
exceptional year, both in
business growth and 
profits”.

Enrique García Candelas
Executive Vice-President
Retail Banking Division

“Net attributable income of
Santander Central Hispano Retail
Banking was EUR 1,041.4 million,
12.4% more than in 2003”. 

A.P. Botín
Executive Chairman of Banesto

“We comfortably exceeded the
goals set for 2004 and we aim
to attain those for 2006 in 2005.
We are one year ahead of our
schedule.”

Gabriel Jaramillo
Chairman of 
Santander Banespa

“Our business structure led
to a 37% rise 
in lending.”

Antonio Horta-Osorio
Chairman of Santander Totta

“We have doubled earnings
in the last four years to
become the second largest
privately-owned bank in
Portugal by profits.”

Adolfo Lagos
Executive Vice-President, 
Global Wholesale Banking

“In 2004 we deepened our Global
Customer Relation Model with 
corporate clients, thus improving the 
quality of our earnings.”

Marcos Martínez
Managing director of 
Santander Serfin

“The main strategic focus in 2004
was to achieve a profitable
increase in our market shares.”

Mauricio Larraín
Chairman of 
Santander Santiago

“The Group has the largest
financial franchise in Chile.”

Jorge Morán
Executive Vice-President, 
Asset Management Division

“Grupo Santander has an enviable
position in its markets: Spain,
Portugal, Brazil, Puerto Rico,
Mexico and Chile”. 

Juan R. Inciarte
Executive Vice-President, 
Consumer Finance, Europe

“Santander Consumer has 
7 million customers in the 
11 countries where it operates. 
Our goal is to step up the presence
of Santander Consumer in Europe.”
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Santander Central Hispano's 
retail banking increased its
revenues by 6.1%, with net
operating income up 12.2%% and
an improvement in the efficiency
ratio of 2.4 points.

Of note among the products in
2004 was the “Super
Oportunidad” mortgage, the
“Única” card, developed with
Repsol, and the “Super Gestión”
mutual fund (EUR 8,000 million of
managed assets). Euromoney and
Global Finance chose Santander
Central Hispano as the best bank
in Spain.

Banesto has 2.4 million customers.
Its business in 2004 grew at a
faster pace than Spain's 
banks as a whole, particularly in
lending (+23%), together with
significant development of its
revenues model and stable 
costs. Net operating income rose
17.8%, net attributable 
income 23.7% and its 
efficiency ratio improved by 2.9
points.

The products of Banesto that
performed most notably in 2004
were those for SMEs and micro
companies. Particularly 
noteworthy was “Banespyme,” a
pioneering product that 
combines Banesto's advanced
technology and a very specialised
service.

In Portugal, Santander Totta is the
third largest bank. It has a market
share of 11% and 1.8 million
customers.

The 15.3% growth in net
attributable income was due to a
significant improvement in
efficiency as well as the range of
attractive products. Of note 
among them were credit cards 
and a special account.

Consumer Finance

Santander Consumer, which
coordinates the Group's consumer
finance activities in Continental
Europe, generated net attributable
income of EUR 359 million, 44.9%
more than in 2003. Its efficiency
ratio improved by 4.4 points.

During 2004, Santander Consumer
reinforced its presence in Europe
with three acquisitions: PTF in
Poland, Elcon in Norway and Abfin
in the Netherlands. With these
acquisitions, which cost EUR 300
million, Santander Consumer is the
third largest consumer finance
company in Europe by assets and
the leading company in
Continental Europe in its segment
by profits. 

Santander Consumer has 7 million
customers in the 11 European
countries where it is present. It
manages EUR 26,800 million of
assets, 90% of which are in Spain,
Germany and Italy, with market
shares of 26%, 15% and 6%,
respectively. In other countries -
Austria, the Czech Republic,
Poland, Hungary, Norway, the
Netherlands, Portugal and Sweden
- the average market share is 10%.

Retail Banking in the United
Kingdom

Abbey, which became part of Grupo
Santander on November 12, 2004,
focuses on retail banking and,
specifically, on mortgages. 

It is the sixth largest UK bank by
assets (£171,000 million), the
second largest in mortgages (market
share of 10.4%) and has a market
share of 7% in saving deposits.

It also operates in current accounts,
personal loans and credit cards, with
market shares of 7%, 3% and 2%,
respectively.

Abbey has 730 branches, telephone
banking services, on-line banking,
an extensive distribution network
through several channels, 24,000
employees and 18 million
customers. At the time of the
acquisition Abbey was undergoing
restructuring after having sold
wholesale banking businesses
started in the 1990s. In this context,
Abbey generated net attributable
income of £31 million, its first profit
in two years. 

Latin America

Grupo Santander is Latin America's
leader in retail banking. It operates in
10 countries with more than 18
million customers, 8 million
participants in pension plans and has
4,010 branches.

The region's economy recovered
strongly in 2004 thanks to growth in
internal demand and the expansion
of the world economy. 

The Latin America Project 2004-
2006 consists of five elements for
creating value: strong growth in
lending; an increase in savings; a
higher volume of fees and
commissions; credit risk quality and
management of operating expenses.

In 2004, Grupo Santander reinforced
its commercial strength with greater
business activity, supported by strict
risk control, despite the low level of
interest rates and the euro's rise
against the dollar.  

Brazil, Mexico and Chile

The Group's banks are among the
leaders in Brazil, Mexico and 
Chile, countries that are on 
a clear path of growth, with a
significant pick-up in lending 
and an increased level of
bankarisation –the entry of new
customers into the banking 
system– among companies and

Our businesses20
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large swathes of the population,
who until now have been outside
the banking system.

Brazil

In Brazil, Santander Banespa has a
market share of 5.5% and double
that in the state of Sao Paulo, a key
area, and in the south-southeast,
where 100 million people live and
75% of the country's GDP is
generated. It has 1,888 branches
serving 6.8 million customers.

With net operating income of
US$1,145 million and a rise in net
attributable income of 7%, business
volume increased notably in 2004,
particularly in lending (+37%),
thanks to products such as the
Dinheiro Extra loan. 

The efficiency ratio was 48.0%, up
from 2003 due to business
development costs. 

Mexico

In Mexico, Santander Serfin, the
third largest bank, is the leader in
terms of profitability and asset
quality. It concentrates on retail
banking (more than 5.6 million
customers and 1,020 branches), and
the strategic focus is on achieving a
profitable increase in its market
share of businesses (16.5% in
lending at the end of 2004).

Net attributable income was
US$412 million and the efficiency
ratio improved by 4.6 points. The
most successful products in the year

were the Tarjeta Black and the
Crédito Ágil PYME. 

Chile

In Chile, Santander Santiago is the
undisputed leader in retail banking,
with 2.1 million customers, 346
branches and a market share of
22.7% in lending, up 19% from a
year earlier in local currency. 

The main factors behind the rise in
net attributable income were the
country's economic upswing, the
drive in fees and commissions and
cost control.

Santander Santiago, together with
Banefe (consumer finance) and
Summa Santander (mutual funds)
increased their net attributable
income to US$336 million, up 22%,
while the efficiency ratio was held at
41.5%. 

The most significant products that it
launched were the Crédito de
Consumo Flexible and the
Superhipoteca. 

Puerto Rico, Venezuela, Argentina
and Colombia

Santander Puerto Rico focused its
growth on mortgages and on
medium-sized companies. Lending
increased 8%. Net attributable
income grew 78% and the
efficiency ratio improved by 2.7
points.

Argentina successfully completed its
exchange of sovereign debt and
made a positive contribution to
Group results in 2004. 

Banco de Venezuela is one of the
country's main banks, with a
market share of 15.9% in lending.
Net attributable income rose 17%
and the efficiency ratio stood at
44%. 

Banco Santander Colombia's model
is focused on selective business
growth and efficient cost
management. Net attributable
income was US$ 49 million, 73.9%
more than in 2003. The efficiency
ratio improved by 3.7 points.

Grupo Santander is also present in
Uruguay, Bolivia and Peru. 

Asset Management and Private
Banking

This area generated net attributable
income of EUR 351 million, 10%
more than in 2003. The volume of
mutual and pension funds
increased 14% to more than EUR
114,000 million, excluding Abbey,
thanks to the business policies of
the area's various units.

Asset Management in Spain, which
accounts for nearly 70% of the
volume managed, increased its
assets by 14%. The Group is the
leader in mutual funds, with a
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Marcial Portela, Executive Vice-President, Latin America
In 2004, the Latin American economy recovered strongly, thanks to growth in
internal demand and the expansion of the world economy. 

Jesús M. Zabalza, Executive Vice-President, Latin America 
In the course of 2004, Santander enhanced its commercial strength with

greater business activity and strict risk control. 
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market share of 27.6% (+ 31% in
alternative investment funds of
funds and 33% in real estate funds).

The volume of managed assets in
Latin America increased 18%, 

with significant growth in 
mutual funds in Brazil (+10%),
Mexico (+30%) and 
Chile (+31%).

Banif, the Group's specialized
private banking unit, increased its
target client base by 22% in 2004.
Net operating income rose 25%
and customer deposits came to
EUR 22,000 million. 

Banif was again rated the best
private bank in Spain by Euromoney
magazine. It is the only bank in
Spain whose entire corps of financial
advisors is certified as European
Financial Advisors by the E.F.P.A. 

Allfunds Bank consolidated its
position as the best European
platform for advice, selection and
investment in third-party funds,
reaching €16,000 million in
intermediated funds. 

International Private Banking, also
recognised by Euromoney,
registered growth of 31% in net
operating income and 48% 

in net attributable income.
Managed customer funds grew
25%.

In Insurance, Santander Seguros, in
Spain, increased  its premium

income on life-risk products by
70%, tripled its premium billing in
unemployment insurance and grew
notably in other businesses such as
multi-risk home insurance 
(+29%). This performance, 
together with that of Banesto
Seguros, made the Group the
leader in the bancassurance 
sector in individual life-risk
products.
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Branches Market share Customers***
(number) (%) (millions)

Group activity by countries

José Manuel Maceda, 
Deputy Director General, International Private Banking.
International Private Banking, recognized by a Euromoney award in 2004, closed
the year with good performance in revenues and profit.

Javier Marín, CEO of Banif.
Banif’s leadership is founded on its model of global client management, offering

solutions that range from the most simple to the most complex. 

Spain 4,384 18 13.4
United Kingdom* 730 10 17.8
Portugal 670 11 1.8
Brazil - Sao Paulo 1,888 4,6 - 10 6.8
Mexico 1,020 15 8.8
Chile 346 22 2.7
Germany** 58 15 2.7
Italy** 39 6 0.7
Puerto Rico 71 13 0.3
Venezuela 242 13 2.1
Argentina 288 7 3.6
Colombia 87 3 1.3
Rest 150 1.5
Total 9,973 63.5
* Market share in mortgages
** Market share in auto financing
*** In line with a Group-wide criterion, customers are deemd to be primary account and joint-account holders, which may differ from criteria used by other
banks. Retail banking and asset management customers only
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In Latin America, the Group
continued to strive for growth in
the distribution of insurance
products. Of note were Brazil,
Mexico and Chile (+34%).

For the whole Group, commissions
from insurance grew 47%.

Global Wholesale Banking

Global Wholesale Banking engages
in  corporate banking, treasury and
investment banking activities.

In Corporate Banking, the Group
furthered its Global Relation Model
with clients, using its geographic
presence and leadership in its
natural markets to boost growth.

The establishment of the model
offset the fall in lending in the
corporate market via growth in
value-added products.

As a result, net attributable income
rose 47% and the efficiency ratio
improved by 1.5 points from 2003.

Investment Banking, after two
difficult years marked by instability
in the financial markets, began to
recover and registered growth in
three basic products during 2004:
Equities, Structured Financing and
Corporate Finance.

The Treasury area grew
significantly, thanks, among other
factors, to the lower level of
volatility in the market. The global
management model for local
treasury units was reinforced,
enabling the level of service to be
improved both for corporate and
institutional clients as well as retail
ones.

Industrial stakes

Industrial stakes registered net
attributable income of EUR 459.9
million in 2004, an increase of
21.5% from 2003. The rise was
due mainly to higher capital gains
realized last year, the main ones
being on the sale of 0.46% of
Vodafone, 1% of Unión Fenosa
and 3.1% of Sacyr-Vallehermoso. 

Of note among investments
realized in 2004 was the
acquisition of 4% of Auna
Operadores de
Telecomunicaciones, S.A.

Unrealized capital gains on
industrial stakes were estimated at
EUR 2,400 million at the close of
2004. 
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Joan David Grimà, Executive Vice-President, Industrial Stakes

Industrial stakes registered net attributable income of EUR 459.9 million in
2004, an increase of 21.5% more than in 2003. 

Jorge Maortua, Executive Vice-President, Treasury Services

We strengthened the model of global management through our local treasury
units, which allowed us to improve service both for corporate and institutional
clients as well as retail ones.
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G.R. and H.J. live in Birmingham.
They've been Abbey customers for more
than 10 years. With its financing, Abbey
made possible their wish to acquire a
second home on the Spanish
Mediterranean coast. They have Abbey
savings accounts and credit cards.

A.J., businessman, chairman and founding partner of a major
vineyard in Chile, has been a Santander Santiago customer for
more than 10 years. He has relied on Santander Santiago to
help grow his business. The bank has financed the machinery,
equipment and a new wine cellar. A.J manages, through
Santander Santiago, his payments to suppliers, his employee
payroll and the export financing to market his wines in the
USA, the United Kingdom and Continental Europe. 

E.M. and R.H. are executives and Santander customers since
1983. They live in the centre of a Spanish provincial capital.
They are bank shareholders and have mutual funds and
pension plans. They use Santander credit and debit cards. One
of their daughters is studying in the U.K. and pays her
expenses with a Santander credit card. 
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The acquisition of Abbey is the largest cross-border operation in the

history of European retail banking.

Lord Burns

Chairman, Abbey and Member of the Board, Santander.

Grupo Santander acquired in
November the UK bank Abbey
after a friendly takeover bid
approved by the Boards of both
banks. The aim of this integration is
to transform Abbey into a state-of-
the-art entity in financial services in
the United Kingdom and to
generate significant advantages for
shareholders, customers and
employees.

The acquisition of Abbey is the
largest cross-border operation in
the history of European retail
banking. Grupo Santander is one
of the world's 10 largest banks by
market capitalisation, with a highly
diversified balance sheet by
countries and currencies. It is a
leading group in two continents
and conducts business in three of
the world's main currencies, the
euro, the dollar and sterling.

This acquisition gives Grupo
Santander an ideal platform for
entering the UK market, the largest
and most attractive in Europe and
the one where the Group lacked a
significant presence.

Abbey has 730 branches, 18
million customers and a market
share of 10.5% in mortgages, the
second largest in the United
Kingdom, and 7% in saving
deposits. Abbey's incorporation
diversifies the Group’s risk and
provides it with the size to open up
new business opportunities.

Moreover, Abbey adds 1.6 million
shareholders to Banco Santander's
1 million, giving it a large base
which is, without a doubt, one of
the Group's strengths and a
guarantee of financial soundness.

Improve efficiency

Grupo Santander proposes to build
up Abbey's business on its existing
foundations, to which the Group
will contribute its own strengths,
particularly its business model and
technology.

The aim is to transform Abbey into
one of the most profitable and
efficient banks in the UK banking
system. Four important steps were
taken in the first months after the
acquisition: the internal and
external auditing processes were
completed; a first diagnosis of the
support areas was undertaken; a
new organisational structure was
designed and a three-stage master
plan drawn up.

Abbey provides 

a unique gateway 

to the 

UK market
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The acquisition of Abbey National
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Grupo Santander has a diverse portfolio of businesses and high growth potential. In mature markets, through
our combined sales and technology capabilities. In emerging markets, through our outstanding presence in
countries with the highest potential.

José Antonio Álvarez, 
Executive Vice-President, Financial Management and Investor Relations

History of an agreement

July 25, 2004
The Boards of Banco Santander and Abbey National reached agreement over the terms of 
the acquisition of all the ordinary capital stock of Abbey which Abbey's Board would recommend 
to its shareholders.

July 26, 2004
Grupo Santander and Abbey publicly announce the friendly agreement under which Santander would 
acquire Abbey.

September 15, 2004
The European Commission authorises the acquisition.

October 14, 2004
The Extraordinary Shareholders' Meeting of Abbey approves Grupo Santander's friendly bid.

October 21, 2004
The Extraordinary Shareholders' Meeting of Grupo Santander approves the capital increase needed to carry out
the deal.

November 5, 2004
The Bank of Spain and the UK's Financial Services Authority approve the acquisition.

November 12, 2004
The acquisition of Abbey goes through and it becomes a wholly-owned subsidiary of Grupo Santander. Lord
Burns and Mr. Francisco Gómez Roldán are the Chairman and CEO of Abbey.

The acquisition of Abbey National

The first stage is a tune-up. The
measures put in place will
accelerate cost savings in the first
year to EUR 225 million, higher
than the EUR 150 million
announced at the time of the
acquisition. A second stage will be

to revive the business, reinforcing
sales capabilities and streamlining
the range of products and services
with a focus on increasing market
share. Lastly will come the
installation of the Group's
technology platform.
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Francisco Gómez Roldán is 51 and has degrees in aeronautical engineering and economics. He began working for
the industrial financing subsidiary of Banco de Vizcaya and was actively involved in the refloating of Banca Catalana
in the 1980s. In 1988, he created the stock brokerage arm of Banco Bilbao Vizcaya (BBV) and in 1991 he moved to
the state bank Argentaria as Chief Financial Officer. He coordinated the retail banking business and played an
important role in the merger of BBV and Argentaria. He became CEO of Banesto in 2000 and in 2002 Chief
Financial Officer of Grupo Santander. He was appointed Abbey's CEO in November 2004.

His experience in banking will help him in Abbey

I have lived through similar situations, such as the cases of Argentaria and Banesto, two leading banks where
we had to improve market share and revive the businesses. At these banks we developed IT platforms and
gave a big push to retail banking, particularly in mortgages. We took similar decisions as those we will take in
Abbey and I am sure this experience will help, as in the other cases, to put us in positions of leadership.

Two steps to take in Abbey

Boost revenues and cut costs. To do this, we have to focus on strengthening our retail franchise and personal
finance services; stabilise the situation in mortgages and savings; grow in all main products such as cards and
current accounts; step up the pace of growth in insurance and exploit our potential in the markets area. We
want to be the best bank and not one of the best.

What will Abbey contribute to Grupo Santander?

Abbey has transformed the Group's business profile, the growth expectations and the range and volume of
market capitalisation. Abbey enables us to enter Europe's most important and profitable market through the
front door. We will also contribute advice to the Group. And one should not forget what Grupo Santander
will contribute to Abbey: the best practices and business ideas which we will manage with the local culture
and people.

We want to be 

the best bank in the U.K.
Francisco Gómez Roldán, Chief Executive Officer of Abbey

The acquisition of Abbey National 27
Annual Report2004

Abbey's contribution to Grupo Santander
Millions of euros % of total Group

Total assets 196,147.0 34.1
Gross lending 137,710.4 40.2

Mortgages 114,434.0 59.3
Managed customer funds 172,437.2 32.0

On-balance sheet 157,896.5 39.7
Off-balance sheet 14,540.7 10.4

Number of employees 24,361 19.3
Number of branches 730 7.3

The main news of the year 
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J.E. is a Portuguese executive, a Santander Totta
customer and a shareholder in Santander since 2001. 
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J.M., a retiree, has been a customer and shareholder since 1978.
His wife continues to work and both use Santander direct deposit
services to receive their pensions and her salary. They are
shareholders, with the Dividend Reinvestment Account. They use
Santander credit and debit cards and live in Spain. 

S.M. is a businesswoman in an Argentine city and a customer of
Banco Río. She first bought shares in Santander in 2000. 
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Santander views corporate
governance as a competitive
advantage and an element of
strategy, based on two pillars:
shareholders' rights - with equal
treatment on the basis of one
share, one vote, one dividend -
and transparency.

These pillars, which have always
been carefully looked after, guide
the Group when taking decisions
and handling information and they
form part of our business culture.

Shareholders' rights

Grupo Santander, anticipating
legal requirements, has adopted a
series of measures over the last
few years which enhance its
commitment to shareholders. 

By totally eliminating the anti-
takeover protection measures in its

corporate by-laws in June 2003,
Grupo Santander promoted the
principle of one share, one vote,
one dividend, and guaranteed
equal treatment of all its
shareholders. 

Grupo Santander has also given
importance to fostering dialogue
with shareholders, with measures
such as the Chairman's letter
which, for the second year
running, invited shareholders to
suggest issues and ideas that were
later dealt with at the Meeting.
Meanwhile, Grupo Santander has
encouraged and facilitated the
participation of shareholders at
Meetings, adopting measures such
as eliminating the requirement to
hold at least 100 shares in order to
be able to attend Meetings and
allowing voting and the 
delegating of voting to be done
electronically.

Transparency

Transparency, focused on
generating confidence and security
in the market, is one of the main
elements of the Group's relations
with shareholders, investors,
customers and employees. This
requires correct, complete, rigorous
and accurate information, which is
transmitted to everyone in the same
way, and preventing the use of
insider information. 

The publication as of the 2002
Annual Report of the remuneration
of directors, including executive
directors, was a milestone. In 2004,
we took another step and published
the Report of the Appointments
and Remuneration Committee.

The basic principles of the Group's
good governance are set out in the
corporate-by-laws, the Regulations

Santander embraces the  

principle of one share, 

one vote, one dividend
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Corporate Governance

Fernando de Asúa, 

First Vice-Chairman, Chairman of the Appointments and Remuneration Committee

With the principle of one share, one vote, one dividend,

Santander guarantees equal treatment of all its shareholders.

Transparency, aimed at fostering confidence and market

certainty, is one of the main tenets of Santander's relations

with its stakeholder groups.

Manuel Soto, Fourth Vice-Chairman, Chairman of the Audit and 

Compliance Committee
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Delegation and voting at a distance
Grupo Santander allows its shareholders to confer their representation and exercise the right to vote on points on
the agenda at a distance when a  Shareholders' Meeting is held. There are two such systems:

Electronic means
Using the Bank's website (www.gruposantander.com) and subscribing to a contract with the bank that gives
shareholders a password for accessing the corresponding application, and an electronic signature.

By post
Shareholders must fill in the corresponding card related to attendance, delegation and voting issued on
paper by the Bank.

A total of 259,162,379 votes (5.435% of the share capital) at a distance were cast at the Shareholders' Meeting of
October 2004, of which 258,733,090 (5.426% of the share capital) were cast by post and 429,289 (0.009% of the
share capital) by Internet.  

Corporate Governance

of Shareholders' Meetings and of
the Board, and in the Codes of
General Conduct and of the
Securities Market.

Administrative structure

The maximum decision-making
body is the Shareholders' Meeting,
which holds an ordinary meeting
once a year to approve the annual
financial statements and an
extraordinary meeting when its
approval is needed for decisions
that cannot wait for an ordinary
meeting. 

The Board of  Grupo Santander is
united and balanced, with an
appropriate number of executive
directors and a majority of non-
executive directors.

Its members are independent, of
recognised prestige and
professionally successful and
include five chairmen of Spanish or
international banks. Some of the
directors are also significant
shareholders of the Bank, thereby
strengthening their commitment
and the creation of shareholder
value. It meets at least nine times a
year in sessions which are a forum
for debate, as befits its mission as a
supervisory body that takes
collective decisions, that presents
ideas and exchanges views. 

The Board currently has 19
members, five of whom are
executive directors and 14 non-
executive (four of them
proprietary).

In order to enable the Board to
carry out its functions efficiently, it
has six committees, two of them
for taking decisions, the Executive
Committee and the Risks
Committee, and four consultative
committees: Audit and
Compliance, Appointments and
Remuneration, Technology,
Productivity and Quality, and
International. There is also an
International Advisory Board made
up of well-known figures who are
not directors. It helps the Board to
design and put into effect the
global business strategy. 

30
Annual Report 2004

Grupo Santander is among the best in Corporate Governance:

Maximum transparency.

Maximum respect for the principle of one share, one vote, one dividend.

Elimination of all anti-takeover protection measures.

Shareholders only need one share in order to attend Meetings

Long-distance voting 

Publication of separate reports by the Audit and Compliance Committee and the Appointments and
Remuneration Committee.

External evaluation of the Board.

The Internal Auditing Division supervises the compliance, effectiveness and efficiency 
of the Group's internal control systems, as well as the reliability and quality of 
financial information.  

David Arce, Executive Vice-President for Internal Auditing
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The unchanged rating reflects the Group's compliance with the principles and best international practices in
Corporate Governance. The full report is on the Group's website (www.gruposantander.com) as well as on
Deminor's website (www.deminor-rating.com).

Corporate Governance rating

The Board's committees

1. Executive Committee

Chairman Mr. Emilio Botín (EX)

Members Mr. Alfredo Sáenz  (EX)
Mr. Matías Rodríguez Inciarte  (EX)
Mr. Fernando de Asúa  (I)
Mr. Antonio Basagoiti  (E)
Ms. Ana Patricia Botín  (EX)
Mr. Guillermo de la Dehesa  (I)
Mr. Rodrigo Echenique  (E)
Mr. Antonio Escámez  (E)
Mr. Francisco Luzón  (EX)

Meetings/year 59

Hours put in 270

Chairman Mr. Matías Rodríguez Inciarte (EX)

Deputy Chairman Mr. Fernando de Asúa (I)

Members Mr. Antonio Basagoiti (E)
Mr. Rodrigo Echenique (E)
Mr. Antonio Escámez (E)

Meetings/year 99

Hours put in 250

2. Risks Committee

3. Audit and Compliance Committee

Chairman Mr. Manuel Soto Serrano  (I)

Members Mr. Fernando de Asúa  (I)
Mr. Rodrigo Echenique  (E)
Mr. Abel Matutes  (I)
Mr. Luis Alberto Salazar-Simpson  (I)

Meetings/year 13

Hours put in 60

Chairman Mr. Emilio Botín (EX)

Members Mr. Alfredo Sáenz  (EX)
Mr. Fernando de Asúa  (I)
Mr. Antonio Basagoiti  (E)
Mr. Emilio Botín O'Shea  (P)
Mr. Antonio Escámez  (E)
Mr. Luis Alberto Salazar-Simpson  (I)

Meetings/year 2

Hours put in 4

Chairman Mr. Fernando de Asúa Álvarez  (I)

Members Mr. Guillermo de la Dehesa  (I)
Mr. Rodrigo Echenique  (E)
Mr. Elías Masaveu  (I)
Mr. Manuel Soto  (I)

Meetings/year 8

Hours put in 16

4. Appointments and Remuneration Committee

Chairman Mr. Emilio Botín (EX)

Members Mr. Alfredo Sáenz  (EX)
Ms. Ana Patricia Botín  (EX)
Mr. Guillermo de la Dehesa  (I)
Mr. Rodrigo Echenique  (E)
Mr. Antonio Escámez  (E)
Mr. Francisco Luzón  (EX)
Mr. Abel Matutes  (I)

Meetings/year 2

Hours put in 4

6. International Committee5. Technology, Productivity and Quality Committee 

General Secretary and Secretary to the Board Mr. Ignacio Benjumea is Secretary to all the Committees.
EX: EXECUTIVE  - I: EXTERNAL INDEPENDENT  - P: EXTERNAL PROPRIETARY  - E: EXTERNAL (NEITHER PROPRIETARY NOR INDEPENDENT)

New Corporate Governance indices

Grupo Santander forms part of new series of corporate governance indices, the FTSE ISS Corporate Governance
Index, prepared by FTSE and ISS (Institutional Shareholders Services). The Group's presence in the two main
indices (FTSE II Europe CGI and FTSE ISS Euro CGI)  and its continued presence in the corporate social
responsibility indices (Dow Jones Sustainability Index and FTSE4Good) is one more international recognition of
its Corporate Governance policy.

The Group's objective is to continue to enhance its commitment to Corporate Governance and incorporate the
best international practices, as it firmly believes that good governance benefits the institution that does it, but,
above all, society as a whole.

Corporate Governance 31
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Corporate Social Responsibility

A unique alliance with universities

• CSR Strategic Plan presented, centred on
supporting higher education.

• Publication of first CSR Annual Report with GRI
standards

• Adherence to the UN Global Compact

• Santander forms part of the DJSI index

• Development of the Plan, focused on higher
education.

• Publication of the second CSR Annual Report: in
accordance with GRI and verified by Deloitte

• Chile and Peru join the UN Global Compact

• CSR training begins

• Continuation in the DJSI and inclusion in the
FTSE4Good

• Setting of medium-term objectives and plans
under the framework of Santander Universidades

• Publication of the third CSR Annual Report: in
accordance with GRI and verified by Deloitte

• Further adherence to the Global Compact

• Continuation in the DJSI and the FTSE4Good and
inclusion in the FTSE ISS

Our environment

2002 2003 2004

Strategy

• Approval of the Regulations of the Board of
Directors

• The itemized remuneration of directors is first
published

• Deminor Rating in corporate governance: 8/10

• New texts of Codes of Conduct

• Publication of the Report of the Audit and
Compliance Committee begins

• New Deminor Rating: 8/10

• Publication of the Report of the Appointments
and Remuneration Committee begins

• A continuous training programme for directors

• External evaluation of the Board made by
Spencer Stuart

• 6 years of Santander Universidades

• 250 cooperation agreements with universities

• 637 universities incorporated to the Universia
portal

• More than 10,000 books in the Miguel de
Cervantes Virtual Library

• Co-participation projects with employees and
customers

• Micro credit programmes in Spain and Latin
America

• 320 cooperation agreements with universities

• 736 universities in the Universia portal

• Miguel de Cervantes Virtual Library: more than
12,000 titles

• New co-participation projects

• Co-participation with employees, customers and
shareholder to help with the Prestige disaster

• Support for the International Forum in
Microcredits, Brazil

• 409 cooperation agreements with universities

• 812 universities in Universia

• Miguel de Cervantes Virtual Library: has more
than 13,700 books

• Special three-year plans for Brazil, Mexico,
Argentina and Chile

• Gift of unneeded equipment and furniture to
NGOS

• New cultural, social and educational 
co-participation projects

• Development of new microcredit programmes

Communities

Santander Universidades

Social projects

• Environmental policy

• Implementation of the 3R Plan - Recycle, Reduce
and Re-use

• Ciudad Grupo Santander, a model of sustainable
development, begins to be built

• Carbon Disclosure Project protocol signed

• Development of the validation system for envi-
ronmental risks, “VIDA”

• ISO 14001 environmental certification in Chile

• Implementation of programmes to cut consump-
tion of paper in Brazil, Portugal, Chile and Spain

• Notebooks on Sustainability and Natural
Heritage begins to be published

• Application of the “VIDA” tool

• ISO 14001 environmental certification in Mexico

• Recycling systems installed at Ciudad Grupo
Santander

• First business report with zero emissions of CO2

• Creation of the Group’s Environmental
Committee

The environment

Corporate Governance
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• The results of surveys evaluating service begin to
be published

• Publication of the Group's principles in ethics 

• International Express Office, for the immigrant
population

• Marketing campaign for the benefit of the
Spanish Red Cross

• 2003 Quality Plan: 65,000 surveys

• Adherence to the CNMV procedures guide for
the marketing of investment products

• Renewal of ISO 9001 quality certificate by
Santander Totta, en Portugal

• Marketing campaign for the benefit of Médicos
Sin Fronteras, in Spain and donations to  UNICEF
via ATMs, in Mexico

• Customer Banking corporate project

Creation of a quality unit for customers
reporting to the Chief Executive

Adoption of a common system of the
treatment and measurement of all Group
customers

• Marketing campaign with the Spanish Red Cross.
Seventeen emergency centres are donated

• 1.1 million shareholders

• 37,063 consultations by shareholders and 931
presentations of results to individual shareholders

• The corporate website as the best information
channel

• 1.1 million shareholders

• Fourth bank in the world that created the most
value for its shareholders

• Chairman's letter to shareholders inviting them
to ask questions at the Meeting

• The Shareholders Meeting eliminates anti-
takeover protection measures and establishes the
principle of “one share, one vote”

• Approval of the Regulations of Shareholders'
Meetings

• 2.7 million shareholders

• Chairman's letter to shareholders 

• Elimination of the requirement to hold 100 
shares in order to attend Meetings

• Corporate website adapted to the new legal
requirements

• Vote and delegation by electronic means

• Approval of special measures for UK 
shareholders of Abbey

Shareholders

• Global Strategic Human Resources Plan

• Programme for Young Executives with Potential
in Latin America

• Apollo Programme (3rd run)

• Positive Action Plan to foster equality of 
opportunity

• Creation of the corporate magazine Carácter

• Chairman's letter to all employees which, 
launches five corporate projects

• Programme for Young Executives with Potential
in Latin America Apollo project (4th run)

• 68% of employees receive training

• Improved process for evaluating executives

• Recognition from the Optima Programme in
Spain is granted

• Transfer of central services to Ciudad Grupo
Santander

• Creche at Ciudad Grupo Santander, with room
for 400 children

• New Executive Resources model  

• Review of the evaluation processes and new
Executive cross-evaluation

• 70% of employees receive training

Employees

• General principles of the purchasing policy

• Chain of adherence by suppliers to the Global
Compact requested

• Purchasing via electronic auctions begins

• Chain of adherence to the Global Compact: 
more than 40% of suppliers in Spain, 50% in
Colombia and more than 75% in Puerto Rico

• Approval of the Global Purchasing Model

• Consolidation of the purchasing systems via
electronic auctions

• Incorporation of new suppliers to the chain of
adherence to the Global Compact

Suppliers

Our stakeholders

2002 2003 2004

Customers
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F.S. is the chief executive of a major Portuguese
company, a leading European brand specialising in 
mass consumer goods, and a Santander Totta customer
since 1986. The company relies on Santander Totta for
its financial management and uses cash 
management and electronic banking products of
Santander Totta and Santander Central Hispano 
in its commercial transactions between 
Portugal and Spain. 

I.A. is a senior civil servant in the Government of Sao Paulo,
married to M.A. They have been Santander Banespa
customers since 1989. They use direct deposit for their
paycheques, have mutual funds, credit cards, and the cheque
especial Santander Banespa.

The management of a major international hotel chain, with
more than 500 rooms and several golf courses in Puerto Rico,
have relied on our bank for more than 20 years to expand
their business. Santander financed the acquisition of its
facilities on the island. The company has entrusted us with all
its deposits, cash management services, ATMs and direct
deposit for its employee payroll.
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One of the most important goals
of the New Basle Capital Accord
(BIS II) is the adoption of rigorous
practices in credit risk
management, in line with the most
advanced financial institutions. 

One of Grupo Santander's
hallmarks is to be at the forefront
of these practices with specific
measures. For example, when the
Bank of Spain introduced in 1999
statistical or anti-cyclical provisions
which anticipated the rules and
discipline of BIS II, the Group was
the pioneer among large Spanish
banks in requesting and obtaining
recognition of its internal credit
models. 

The Risks Division reports directly
to the Third Vice-Chairman, which
assures the smooth functioning of
proper coordination mechanisms. 

Forums and work groups

The Group's commitment to the
principles of the New Basle Capital
Accord  is clear. It participates very
actively in different Spanish and
international forums, and has
intensified the contacts with the
regulatory and supervisory
authorities in different countries.
Grupo Santander also continued to
work in groups and studies,
thereby contributing constructively
to improving those technical
aspects of Basle II. 

In line with this tradition and with
measures taken before the
Agreement, Grupo Santander
aspires for formal recognition,
when the time comes, of its
internal risk models, in accordance
with the requirements of BIS II.

The Group's economic capital is
calculated under the premise of
supporting the risk of activity with
a confidence level of  99.97%,
equivalent to a rating of  AA.
Comparing these figures of
economic capital with the capital
funds available at December 2004
shows that the Group was
sufficiently capitalised for an AA
rating both before and after the
acquisition of Abbey.

BIS II 

a growth opportunity 

in a more solid 

global financial system

Efficient risk management is a necessary condition for 

financial institutions to generate value on a sustained basis. 

Credit risk quality is one of the main elements of 

Grupo Santander's strategy.

Matias R. Inciarte, Third Vice-Chairman

Risk Management
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Risk Management

Javier Peralta de las Heras, 
Executive Vice-President, Risks Division

Close cooperation between executives in Risks and Business, on the basis of rigorous processes, 
is helping to reinforce credit risk quality.

Techniques and tools used in risk management

• The Integral Framework of Risks (IFR), developed in 2003, is the tool we use to quantify, aggregate and assign
economic capital and measure the Group's risk adjusted return and that of its main business units.

• Internal ratings that enable us to estimate, first, the probability of default and, then, on the basis of studies,
the expected loss. 

• Return on Risk Adjusted Capital (RORAC), used from pricing operations (bottom up) to analysis of portfolios
and units (top down).

• Economic capital estimated by valuating all kinds of risks (credit, business, etc), both as a reference of the
management in different building blocks, as well as in establishing limits for large clients.

• Value at Risk as an element of control and for setting the limits of different portfolios.

• Stress testing to complement the analysis of market and credit risk, in order to value the impact of alternative
scenarios, including on provisions and capital.  

Structure of the Risks Division

• Directorate General of Risks
The  Directorate General of Risks embraces the functions of credit risks and the risks of organised markets by
large customer segments, covering admission, tracking and recovery in all the parts of the world where the
Group does business, plus the support of other units focused on analysis, processes and  infrastructure.

• Directorate General of Integral Management and Internal Control of Risk
This area meets the requirements of organic independence established in the New Basle Capital Accord. It
functions are to contribute a global view, measure risk, quality analysis and consistent methodologies  for the
different risk exposures, as well as adequate control and internal validation that guarantee consistency and
homogeneity of processes and tools.

2004
Non-performing loans ratio* 1.05%

Overall NPL coverage* 184.61%

The specific loan loss allocation fell -11.2%
* Figures including Abbey 
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Market capitalisation stood at EUR
57,102 million at the end of 2004,
making Banco Santander the
world's 9th largest bank, the
fourth in Europe and the first in
the Euro zone.

On November 12, 2004 the Bank's
capital was increased in order to
acquire Abbey. The 1,485.9 million
new shares issued represented
around 24% of the Bank's capital,
which amounted to EUR 3,127.1
million (6,254.3 million shares of
EUR 0.5 nominal value each). 

As a result of this capital increase,
the weighting of Santander's
share in the FTSE Euro Top 200,
which covers the 100 shares in
Europe with the largest
capitalisation, rose from 1.2% to
1.6%, and in the Dow Jones Euro
Stoxx 50, which covers the 50

largest in the Euro zone, from
2.9% to 3.7%.

The volume of Santander shares
traded during 2004 amounted to
EUR 12,878.4 million, making it
one of the most liquid stocks in
the FTSE Euro Top 100 and in the
Dow Jones EuroStoxx 50. The
average daily volume traded in the
first nine months of 2004 was EUR
47.15 million and EUR 58.57
million as of the integration of
Abbey.

Performance of the share

The share underperformed the
market in the first part of the year
because of the high volatility and
uncertainty both in Spain and
abroad created by a possible
counteroffer for Abbey and the
possible diluting impact of this

type of transaction in the short
term. In the fourth quarter,
however, the share increased
16.16% compared to a 5.13% rise
in the FTSE Eurotop 100 and
8.25% in the Dow Jones
EuroStoxx 50. This reflected the
success of the deal and the
recognition by investors of the
possibilities of creating value from
Abbey's integration in the medium
and long term. At the end of the
year the share stood at EUR 9.13,
up from EUR 7.86 at September
30, 2004. 
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Average daily volume in Santander stock since the acquisition of Abbey

was 58.57 million shares, a 24.2% increase.

Ignacio Benjumea, 

General Secretary and Secretary of the Board.

The Santander share

With market capitalisation 

of EUR 57,102 million,

Santander is the largest bank 

in the Euro zone
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Year of exit

Year of entry 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

1994 24.79 74.80 226.58 276.83 406.38 422.82 342.51 218.76 369.73 370.07

1995 40.07 161.70 201.96 305.78 318.95 254.60 155.44 276.41 276.68

1996 86.83 115.57 189.69 199.09 153.15 82.36 168.72 168.92

1997 15.38 55.05 60.09 35.50 (2.39) 43.83 43.93

1998 34.38 38.74 17.43 (15.41) 24.65 24.74

1999 3.25 (12.61) (37.05) (7.24) (7.17)

2000 (15.36) (39.03) (10.15) (10.09)

2001 (27.97) 6.15 6.23

2002 47.36 47.47

2003 0.07

Note: This assumes the annual reinvestment of dividends collected during the calendar year at the closing price at year-end. Also taken into account are splits,
nominal returns and capital increases, and that the shareholder has not made cash payments other than that made on the day of the share purchase.

Euros
First dividend (01.08.04) 0.0830
Second dividend (01.11.04) 0.0830
Third dividend (01.02.05) 0.0830
Fourth dividend (01.05.05) 0.0842

Shareholder return

If the proposal submitted to the
Ordinary General Meeting, due to
be held in June, is approved, the
direct remuneration received by
shareholders in the form of
dividends charged to 2004 income
will amount to EUR 0.3332 per
share and distributed in four
quarterly payments. The first three
of EUR 0.083 have already been
paid and the fourth of EUR 0.0842

will be paid as of May 1. The holders
of the new shares issued in
November 2004 in exchange for the
shares of Abbey will receive the third
and fourth dividend (an extra EUR
248.4 million allocated to
dividends).

The return on the Santander share -
based on reinvestment of dividends,
return of contributions and capital
increases - is one of the highest of
the last 10 years. The table above

shows that EUR 10 invested in
December 1994 produced EUR 47 in
December 31, 2004, an
accumulated return of 370.07%
(yearly of 16.74%). The share's
average performance over the
period was significantly better than
the market's.

The Santander share38
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Dividend per share charged to 2004 income

Accumulated Return on Santander shares
%

SAN Ibex-35 Euro Stoxx 50

Comparative share price performance
December 30, 2003 to December 30, 2004

120

110

100
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80
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Europe America Rest Total

Institutional 64.86 8.41 0.08 73.35

Retail 26.38 0.26 0.01 26.65

Total 91.24 8.67 0.09 100.00

Dividend reinvestment plan

The Dividend Reinvestment Plan
enables Santander Central Hispano
shareholders to reinvest their
dividends in Santander shares. The
plan has two types of
reinvestment, yearly and quarterly.
Shareholders can choose the
percentage of dividends they want
to reinvest in shares, as well as
opting to round the figure up or
down.

At the end of 2004, 433,861
shareholders were using the plan
in Spain (41% of the Spanish
shareholders of the Bank in the
two types). 

Shareholder base

The number of shareholders,
including those of Abbey after the
capital increase, increased by
1,609,584 to 2,685,317, of which 

99% (2.65 million) were retail with
an average investment per
shareholder of 760 shares and 1%
(34,726) were institutional.

No shareholder has more than 5%
of the capital stock. The Board
holds 4.21%.

The Santander share 39
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Distribution of the capital stock by number of shares

Shareholders Shares % C.S.

1-200 1,708,553 172,647,489 2.76

201-1,000 677,700 350,455,552 5.61

1,001-3,000 187,395 316,445,014 5.06

3,001-30,000 103,417 800,096,743 12.79

30,001-400,000 7,604 562,421,067 8.99

More than 400,000 648 4,052,230,714 64.79

Total 2,685,317 6,254,296,579 100.00

Institutional and retail distribution by geographic area
%

Shares Total %

Board of Directors  (*) 263,594,708 4.21

Employees (**) 50,907,756 0.81

Institutions 4,373,242,181 69.92

Individuals 1,566,551,934 25.05

Total 6,254,296,579 100.00

(*) Current Board of Directors with 31.12.2004 figures for direct and indirect stakes and shares represented.
(**) Excluding the Board of Directors 

Distribution of the ownership of the capital stock 
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160 hectares
139,000 square metres of offices in 9 buildings
2 data processing centres
1 logistics centre
1 child education centre
1 sports centre
6 restaurants
4,500 underground parking places
62% of land set aside for green areas
25,000 trees and shrubs

1  Corporate Training and Development Centre
19 general classrooms
5 computer rooms
4 small lecture theatres
1 Aula Magna
1 Auditorium with capacity for 1,000 people
19,000 employees annually taking part in courses
1 library
1 reference centre
1 hotel with 168 rooms

40
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Grupo Santander is already
working from its new corporate
headquarters, Santander Group
City, in Boadilla del Monte
(Madrid).

Designed for employees

Santander Group City is an
integrated banking complex. It not
only represents a step forward in
work practices, but also offers a
wide range of services for
employees, facilitating a
harmonization of work and private
life.

Key elements in this are the
Altamira Child Education Centre,
which has capacity for 400 children
of employees, as well as the
various sports facilities available.
Santander Group City also has a
wide range of restaurants, as well
as a store offering a large number
of products and services (dry
cleaning, car workshop, chemist
etc).

A cornerstone of Santander Group
City is the Corporate Training and
Development Centre - with 35
classrooms, a library, an auditorium
and a hotel. The centre has been

designed to facilitate social
contact, reflection and career
development for the Group's
professionals.

A transport service has been
arranged connecting Santander
Group City with many different
locations of the Madrid region.
Subsidies and special financial
conditions are available for
employees who travel to work 
by private car. It is also expected
that in two years a light 
railway will be built, connecting
Santander Group City with 
Madrid.

Improved efficiency

Substantial cost savings and
efficiency gains have been
achieved from concentrating all
corporate services in one location,
as opposed to the 23 previously
used in Madrid.

The structure of the buildings and
the design of the installations
encourage communication and
interaction between employees
and departments, all of which
results in a notable improvement in
productivity.

Modern technology

Santander Group City has relied on
the latest technological
developments, upgrading desktop
equipment and using the latest
generation of data transmission
networks in communications.
Additionally, two data processing
centres have been created to
guarantee maximum security in
operations.

High ecological content

Respect for ecology and
sustainable development is a reality
at Santander Group City, with
62% of the total acreage devoted
to green areas. There is a
treatment and effluent separation
centre, with an integrated
management system.

Santander Group City is more than
just a new corporate centre. It is a
reflection of what we are: a
leading company, modern and
innovative.

Santander Group City, 

conceived by and for employees
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Santander Group City

Santander Group City is more than a corporate headquarters, it is a

reflection of what we are: a leading company, modern, innovative 

and open to the world

Serafín Méndez, Executive Vice-President for Property
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63,500,000 customers
6.07 years average as customers
9,973 branches
47.05 million customers for personal financial services
6.83 million customers of Consumer Finance
1.64 million SME customers
8.01 million customers for asset management and other
businesses

126,488 employees
66,887 men

59,601 women
37.85 years average age

10.45 years average length of service
45.36% with university degree

62.22% with variable remuneration

Ana Balboa, 
Quality Director, Retail Banking Division Spain

Executive Convention, March 1, 2005
Santander Group City

Elena Martínez, Risk Analyst
Francisco M. Negrete, 
Director of Risk Policy * Excluding Abbey
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Customers

The day-to-day activity of Grupo
Santander is focused on providing
quality service to its more than 63
million customers. The number of
customers increased significantly
with the addition of Abbey's 18
million customers in the United
Kingdom. 

This broad customer base covers all
segments of the financial sector:
individuals, classified in each country
according to their income level and
other traits; private banking
customers, for whom we have a
product offering aimed at meeting
their financial needs, with
specialised service; business and
institutional clients, to whom we
provide specialised products and 

services; and large corporate clients,
to whom the Group offers, through
its specialisation and its international
presence, global, high-value-added
services.

All of the Group's professionals -
tellers, customer managers, experts
in specialised financial products and
support units - focus their daily work
on customer satisfaction. 

The main channel for this service is
the worldwide network of 9,973
Santander branches.
Complementing this are the Group's
on-line and telephone banking
services. In 2004, 434.7 million
transactions were executed via the
Internet, almost double the number 

of the previous year. In telephone
banking, 165.6 million calls were
attended to and 195.2 million
transactions executed. These
services are available 24 hours a day,
every day of the year. 

The constant search for customer
satisfaction drives us to design
innovative products and services,
tailored to the needs of customers at
all times. To do this, Santander has a
global committee on new products
with the permanent participation of
17 business and supports areas,
which review new products and
services launched by all units of the
Group. Similar local committees
exist in all the countries in which the
Group operates. 

All the Group's professionals

focus their daily work 

on customer satisfaction 

Through its specialisation and its international presence, the Group offers global,

high-value-added services to its broad customer base.

Our customers and employees

Customers

“With a happy customer,
we all win.” (Emilio Botín)

“The customer is the centrepiece of our strategy.” (Alfredo Sáenz)

“We must advance more quickly in
customer service.” (Emilio Botín)
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Corporate project: Banking for
Customers 

Under the aegis of the 5
Corporate Projects approved by
the Board of Directors during the
course of last year, Banking for
Customers project is especially
relevant. A basic goal of the
Group is to establish stable,
profitable and quality
relationships with customers that
help to create value for the
customer as well as for
shareholders. 

The Banking for Customers
project is focused on obtaining
the highest level of customer
satisfaction with the Group,
offering high-quality service that
reduces turnover rates, improves
ties to existing customers and
brings in new ones. 

To put these initiatives into effect,
a Corporate Quality-of-Service
Unit reporting directly to the Chief
Executive has been created. This
unit will promote enhancements,
the spread of best practices, the

establishment of measurements
systems and the development of
methods to gain further
understanding of customers, their
needs and their expectations. 

Our customers and employees44
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José Luis Gómez Alciturri, 
Deputy General Manager, Human Resources

In a service business like financial services, the most valuable assets are people, their ability, their competence
and their commitment.

Employees

Banks/units

% university
Nº employees % women % men degree

Santander Central Hispano, Spain 20,582 32 68 41
Banesto, Spain 9,668 31 69 55
Santander Totta, Portugal 6,062 39 61 33
Abbey, United Kingdom 24,361 64 36 18*
Santander Banespa, Brazil 20,903 50 50 58
Santander Santiago, Chile 8,751 45 55 44
Santander Serfin, Mexico 10,895 48 52 69
Santander Colombia 1,724 54 46 49
Santander Puerto Rico 1,622 64 36 48
Santander Venezuela 4,376 58 42 34
Banco Río 3,973 36 64 20
Other units 13,571 51 49 35
Total 126,488 47 53 45**

* Estimated percentage
** Excluding Abbey
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The policy of the Group’s Human
Resources department is founded
on the principal that in a service
business like financial services, the
most valuable assets are people,
their ability, their competence and
their commitment.   

Grupo Santander has 126,488
employees in 40 countries. The
Group offers all of them broad
career development opportunities,
with particular attention to their
level of commitment, motivation
and training. Some 85% of staff
participated in some form of

training programme during the last
year. The Group also fosters a
workplace that promotes a balance
between work and family life. 

An outstanding feature of the
Group in human resources is its
respect for diversity, with a focus
on management from a local
perspective. Thus, management
teams are mainly local. At the same
time, international career paths are
promoted for managers and
employees. Today, 511 employees
work in units outside their country
of origin. Of these, 177 are from

Europe and 334 from Latin
America. This is a policy the Group
will press ahead with in coming
years. 

The Group also put into effect a
new Model for Executive
Management in 2004. 

Our customers and employees 45
Annual Report2004

Model for Executive Resources Management

At its meeting on June 18th, 2004, the Board of Directors approved the Corporate Project for Executive Resources,
with the goals of putting people first and strengthening the role of executives as motors of change. 

The Project established a set of policies and principles (Management Model) that will contribute to the creation of a
high-return team of executives, committed and capable of motivating and managing people and teams. 

To move ahead with this, five initiatives are being implemented: 

- A definition of the role of Group executive, establishing a top level of corporate personality.

- Evaluation, remuneration and career development systems for all Group executives.

- Increasing functional and geographic mobility.

- Creation of a special Executive Resources Management Unit for the Group.

- Creation of a Corporate Training and Development Centre and the development of special training programmes
for executives. 

Systems and indicators for assessing and improving this Model will be put in place, including a 360º evaluation,
motivation and productivity surveys, and indices for turnover in key positions, among others. 

The new Model for Executive Management will contribute to furthering the management of people and teams to
contribute to the business goals and strategic vision of the Group. 

Note: Complete information on Customers and Employees is provided in the 2004 Annual Report on Corporate Social Responsibility.
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This document sets out the basic elements of corporate governance at  Banco Santander Central Hispano, S.A. and the main data for 2004. Although this
document includes much of the information and data in the Annual Report on Corporate Governance (which must be published by law and made available to
shareholders), its contents are not the same. We therefore remind you of the existence of the Annual Report on Corporate Governance and the right of
shareholders to have it and the advisability of reading it. Such report is available in the section “Information for Shareholders and Investors” on Grupo Santander's
website (www.gruposantander.com).

Report on Corporate Governance 
I. Corporate governance in Grupo Santander 47
II. Ownership structure 48
III. Administrative structure 51
IV. Related-party transactions, intra-group operations 

and conflicts of interest. 64
V. Shareholders' Meetings 66
VI. Information and transparency. 

Relations with the audit firm. 
Website and other information 70
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I. Corporate governance in Grupo Santander 

1. Corporate governance in Grupo Santander 

Grupo Santander's basic corporate governance
mechanisms are the following:

- Rules regulating the participation of shareholders,
with particular importance attached to exercising
their rights and fostering their participation in
Meetings. They are set out in the corporate by-laws
and in the Regulations of Shareholders' Meetings. 

- Regulations of the Board of Directors and their
committees, both regarding their functions as well as
setting the duties and obligations of directors. These
issues are essentially contained in the by-laws and in
the Regulations of the Board, which also include the
regulations of the committees. 

- Internal rules set out in a series of principles and
specific measures regarding operations in the
securities markets (of the Bank as issuer of securities
and a listed company and of the units that provide
services to the markets). These are contained in the
Code of Conduct in the Securities Markets.  

- Communication channels to enhance information for
shareholders and investors (annual financial
statements, Annual Report, periodic public
information and website) are also important, as well
as processes to ensure that the information is correct,
complete, timely and offered to all shareholders alike.
These processes also include everything regarding the
external auditor.

2. Recent developments 

Grupo Santander has pioneered the most important
developments in corporate governance in Spain, often
ahead of the market and of relevant regulations. This
foresight is the product of intensive internal review,
with the focus always on the shareholder.

Grupo Santander has a wide shareholder base, which
on December 31, 2004 numbered 2,685,317
shareholders. Shareholder support brings stability to
the Group but it is also a responsibility. In defence of
the rights of all shareholders, the requirement of a
minimum number of shares (100) to attend Meetings
was abolished at the Shareholders' Meeting in 2004.
This measure, coupled with the one passed in 2003 to
eliminate the anti-takeover defence measures in the
by-laws are derived from the principle of “one share,
one vote” that the Board applies in order to give equal
treatment to all shareholders.

The Group has strengthened its channels of
communication with the shareholders and, above all,
has promoted and facilitated their participation in
Meetings, with measures such as:

- A letter from the Chairman, requesting suggestions
or questions that will be brought up in Meetings.

- The possibility of voting and delegating voting at the
2004 Shareholders' Meeting by electronic means.

Report on 

Corporate Governance 
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“Good corporate governance is an excellent investment that benefits transparency and

strengthens confidence in banks.”

Emilio Botín, Chairman

Shareholders' Meeting, June 19, 2004

Corporate Governance 
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- Making available to shareholders the text of all the
proposed agreements once the Meeting has been
called and putting them on the Group's website. 

- Making it normal practice for the Chairman of the
Appointments and Remuneration Committee to
speak at the Shareholders' Meetings, as well as the
Chairman of the Audit and Compliance Committee,
as happened in 2003.

Grupo Santander has also been a pioneer in
transparency, one of the main elements of our
corporate governance. Grupo Santander believes that
transparency generates confidence and security and for
this reason it has consolidated it with measures such
as: 

- The effort made to prepare the Annual Report, which
was underscored by the prizes it has consistently
received. The Group was the first to provide
individualised information on the remuneration of
directors for all activities, including those for
exercising executive functions different from those
carried out on a collective basis in the Board or its
committees.

- This effort in transparency was also seen in the
design and launch of the corporate website which in
June 2004 received: (i) the prize from the Spanish
Association of Accounting and Business
Administration for the Spanish company with the
best financial information on Internet in the category
of Ibex-35 listed companies, and (ii) the prize from
Expansión newspaper, which chose the website as
the best and most transparent of Spain's banks.

Lastly, the importance that Grupo Santander attaches
to clearly defining the functions of its different bodies
is noteworthy. It created the Audit Committee in 1986
as a basic instrument to guarantee the quality and due
rendering of the accounts of directors and executives,
as well as ensuring the independence of the auditing
firm. This same principle was reflected in the approval,
in June 2002, of the Board's Regulations which cover,
among other things, the obligations of directors and, in
June 2003, of the Regulations of Shareholders'
Meetings, both of which were created before it was
obligatory to have them.

As in 2003, the independent company Deminor
evaluated the Group's corporate governance practices.
The rating was again 8.0. More detailed information
on this rating can be found on page 72 of this 
Annual Report.

This document sets out the main lines of corporate
governance at Grupo Santander. Many references are
made to information in other documents made
available to shareholders along with this one, in order
to avoid unnecessary repetition. Section 24 of this
document lists the other documents and information
on the Group's website. 

II. Ownership structure

3. Number of shares. Distribution and significant
shareholdings

- Number and distribution

The Bank's capital stock at December 31, 2004 was
represented by 6,254,296,579 shares. The capital stock
rose by EUR 742,946,818 during 2004 and the number
of shares increased by 1,485,893,636, as a result of the
capital increase on November 12, 2004 in order to
acquire Abbey National plc. 

On page 39 of this Annual Report are several tables
that give a breakdown of capital according to different
criteria.

- Significant shareholdings

No shareholder had at December 31, 2004, without
detriment to what is stated in the last paragraph of this
section 3, significant shareholdings (more than 5% of
the capital stock or those that permit a noteworthy
influence(*). Regarding the second criterion, no
shareholder had at that date a number of shares which
enabled them, in accordance with article 137 of the
Companies Act  - proportional vote - to appoint a
director, the parameter used to determine whether a
shareholder has a noteworthy influence in the Bank.

Bearing in mind the maximum number of Board
members (19), the percentage of capital needed to
exercise the right to name a director is 5.26%, a figure
reached by no shareholder. 

The following entities represent, on behalf of clients
and at the same date, the shareholdings shown below:

(*) Criterion, for the purposes of the Annual Report on Corporate Governance, included in Ministerial Order ECO/3722/2003.

Annual Report 2004

Entity Stake (%)

EC Nominees Limited 7.76%

Chase Nominees Limited 6.23%
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4. Shareholders' agreements and other significant pacts

The Bank is not aware of any agreements among its
shareholders.

5. Treasury stock

- Key data

At December 31, 2004 there were 15,448,791 shares in
treasury stock including those of dependent 
non- consolidated companies (0.247% of the capital
stock), up from 4,490,698 (0.094%) a year earlier.

- Authorisation

The authorisation for treasury stock operations arises
from the fifth resolution of those adopted by the
Meeting on June 19, 2004, item II) says:

“Grant authorisation so that the Bank and the
subsidiaries that form part of the Group can acquire
shares representing the capital stock of the Bank via any
security allowed in Law, within the limits and legal
requirements, up to a maximum - added to those
already held - of 238,420,147 shares or, where
appropriate, the number of shares equivalent to 5% of
the existing capital stock at each moment, fully
disbursed, at a minimum price of the nominal value and
a maximum that on the continuous market of the
Spanish stock exchanges at the date of purchase. This
authorisation can only be exercised within 18 months
from the date of the Meeting. The authorisation
includes the acquisition of shares which, where
appropriate, have to be directly delivered to employees
and executives of the Bank, or as a result of exercising
their option rights.”

Annual Report 2004

Date 2004 2003 Change 2004/2003 

January 0.442% 0.445% -0.56%
February 0.697% 0.662% 5.33%
March 0.630% 0.452% 39.17%
April 0.722% 0.411% 75.77%
May 0.717% 0.577% 24.31%
June 0.466% 0.530% -12.04%
July 0.796% 0.612% 30.08%
August 1.395% 1.005% 38.90%
September 1.211% 0.723% 67.60%
October 0.462% 0.651% -29.00%
November 0.381% 0.723% -47.22%
December 0.577% 0.624% -7.55%

Note: Page 230 of this Annual Report includes more information. 

Monthly average of treasury stock 
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Under this authorisation, the Bank published on July
26, 2004, coinciding with the acquisition of Abbey
National plc, a plan to repurchase shares lasting until
March 31, 2005. The plan, approved by the Board in
the terms below, envisaged a reduction of the Bank's
capital stock as a result of the netting of purchases and
sales carried out under the conditions summarised
below: 

(i) the maximum number of treasury stock shares
than can be acquired is 190,000.000;

(ii) the maximum price to be paid will be EUR 9.77
per share, which was the highest price of the share in
the 12 months before the repurchase plan was
announced.

- Treasury stock policy

The Board approved on June 19, 2004 the treasury stock
regulations, as shown below:

“1. The purchase and sale of treasury stock shares by
the company or by companies dominated by it will,
first of all, be in line with prevailing regulations and
the agreements of the Shareholders' Meeting. 

2. The operations on treasury stock will have the
following purposes: 

- Facilitate in the Bank's share market liquidity or
supply shares, as most appropriate. 

- Take advantage for the benefit of all shareholders
of low share prices in relation to the medium-
term performance prospects.

3. The Investments and Shareholdings Department
will carry out treasury stock operations. It is
isolated as a separate area and protected by the
corresponding barriers, so it has no insider
information. 

In order to know the situation of the Bank's share
market, the Department will gather data from
market members, although ordinary operations in
the continuous market must be executed by just
one. 

No other Group entity will conduct treasury stock
operations except as stated in item 7. 

4. Purchase orders must be made at a price equal to
or lower than the last transaction in the market by
independent operators.

Sell orders must also be made at a price equal to or
lower than the last transaction in the market by
independent operators.

Simultaneous buy and sell orders cannot be made

5. Treasury stock operations will not exceed 25% of
the volume of Bank shares traded in the continuous
market. 

In exceptional circumstances, this limit can be
exceeded, in which case the Investments and
Shareholdings Department must report this to the
first available meeting of the Executive Committee.

6. The rules contained in items 4 and 5 are not
applicable to treasury stock operations conducted
out of hours or in the block trade market.

7. The rules in items  2 to 5  are not applicable to
possible acquisitions of treasury stock made by the
Bank or Group companies in the development of
activities to hedge portfolios or facilitate brokerage
or hedging for customers. 

8. The Executive Committee will receive regular
information on treasury stock activity. 

When there are operations planned that involve
more than 0.5% of the capital stock the head of the
Department must consult with the Chairman or the
Chief Executive before going ahead.”

Annual Report 2004
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6. Agreements regarding the possible issuance of
new shares or bonds convertible into shares.

The 8th agreement adopted at the Shareholders'
Meeting on June 19, 2004 and resolutions 9 and 10
adopted at the Meeting on June 21, 2003 contain the
decisions authorising the Board to issue shares and
bonds convertible into shares of the Bank. These
agreements are not reproduced here in order to reduce
the size of the report, but they are on the Bank's
website (www.gruposantander.com) in the section
called “Shareholders' Meetings” in “Legal Information
for Shareholders” and in the website of National
Securities Market Commission as material facts filed
with numbers 42,795 and 50,683. 

III. Administrative structure 

7. General information

The table below sets out the composition, posts and
structure of the Board of Directors and its committees
and the shareholdings of directors.

8. The Board of Directors

- Function.

The core activity of the Board is to supervise the
whole Group, delegating the ordinary management
of it to executive bodies and to the management
team. This principle is recognised in the Regulations
of the Board  (Article 3). 

The Regulations, however, also include in the list of
responsibilities not only the general supervisory
function but also reserved to the Board, and which
cannot be delegated, some of the most important
decisions, without detriment to those issues
responsibility for which corresponds to the
Shareholders' Meeting 

Among the decisions that are the responsibility of the
Board are to approve the general strategies, identify
the main risks, determine the information and
communication policies for the market, acquire and
dispose of the main assets and appoint and, where
applicable, dismissal of directors and senior
executives, as well as set the corresponding
remuneration. 

The Board must be kept permanently and completely
informed of the performance of the different
business areas from the reports made at all meetings
by the CEO and also, on the basis of the matters to
be dealt with agreed by the Board for each year, by
executive directors and those in charge of the
business areas who are not directors, including the
Group's units abroad.   

- Number of directors

The by-laws (Article 30) allows a maximum of 30
directors and a minimum of 14.  The Board currently
has 19 directors, which the Bank believes is sufficient
to guarantee due representation and efficient
functioning of its Board, and thereby fulfill the
Regulations of the Board.

- Composition and posts. Experience.

The Board's commitment is essential when it comes
to deciding its composition. All directors must act in
the best interests of the Bank and of all its
shareholders and they have the same responsibility
for the Board's decisions. 

The Board believes that independence must be the
main criterion and that this must be shown by all
directors as well as solvency, integrity and
professionalism, and that those who do not have
these qualities should not be made directors. 

Therefore, a distinction is made between executive
and non-executive directors and, within the latter
category, between proprietary and non-proprietary
directors. However, in line with the recommendations
of the Olivencia and Aldama reports, there are also
independent directors defined in Article 5 of the
Regulations of the Board. 

Annual Report 2004
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Independent non-executive directors are those who:
(i) are not and do not represent shareholders able to
influence control of the Bank; (ii) have not held an
executive post in the Bank in the previous three years;
(iii) do not have links for family or professional
reasons with executive directors and (iv) do not have
or have had relations with the Bank or the Group that
could erode their independence.

Applying these criteria to the Board, 5 of the 19
directors are executive directors and 14 are non-
executive directors. Of the 14 non-executive

directors, 6 are independent, 4 proprietary and 4, in
the view of the Board, are neither proprietary nor
independent. 

The directors have wide experience of banking and
financial activities, as shown below. Furthermore, six
of them are or have been chairmen of large Spanish
or foreign banks.

The Board believes it is very important for its work
that it currently represents 4.215% of the Bank, a
figure that should be valued in the light of the large

Annual Report 2004

Board of Directors

Mr. Emilio Botín-Sanz de Sautuola y García de los Ríos

Mr. Fernando de Asúa Álvarez

Mr. Alfredo Sáenz Abad

Mr. Matías Rodríguez Inciarte

Mr. Manuel Soto Serrano

Assicurazioni Generali S.p.A.

Mr. Antonio Basagoiti García-Tuñón

Ms. Ana Patricia Botín-Sanz de Sautuola y O'Shea

Mr. Emilio Botín-Sanz de Sautuola y O'Shea

Mr. Javier Botín-Sanz de Sautuola y O'Shea

Lord Burns (Terence)

Mr. Guillermo de la Dehesa Romero

Mr. Rodrigo Echenique Gordillo

Mr. Antonio Escámez Torres

Mr. Francisco Luzón López

Mr. Elías Masaveu y Alonso del Campo

Mr. Abel Matutes Juan

Mutua Madrileña Automovilista

Mr. Luis Alberto Salazar-Simpson Bos

Total

Mr. Ignacio Benjumea Cabeza de Vaca

Mr. Juan Guitard Marín

Board composition and structure

Chairman

First Vice-Chairman

Second Vice-Chairman, CEO

Third Vice-Chairman 

Fourth Vice-Chairman 

Directors

General Secretary and of the Board

Vice-secretary General and of the Board

P: Propietary.  
I: Independent.  
V: Committee Vice Chairman 
C: Committee Chairman.  
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number of shareholders (2,685,317 at December 31,
2004).

The Chairman of the Bank is an executive chairman
and in accordance with the by-laws and Regulations
of the Board (Articles 33 and 7.1, respectively), he is
the maximum authority and has all the powers
delegated in him emanating from the Law, the by-
laws and the Regulations of the Board. The Board has
four vice-chairmen: a First Vice-Chairman, an
independent director who is the Chairman of the
Appointments and Remuneration Committee and is

the coordinator of the independent directors; two
executive Vice-Chairmen: a Second Vice-Chairman,
who is the CEO, a Third Vice-Chairman who heads
the Risks Committee; and a Fourth Vice-Chairman,
who is non-executive independent, who heads the
Audit and Compliance Committee.

Report on Corporate Governance 
Annual Report 2004

1,488,712 9,170,810 82,635,862 93,295,384 2.035*

24,039 18,000 - 42,039 0.001

336,125 1,290,962 - 1,627,087 0.026

529,811 59,500 61,444 650,755 0.010

- 157,000 - 157,000 0.003

12,276,056 38,835,343 - 51,111,399 0.817

512,000 - - 512,000 0.008

8,208,570 4,024,646 - 12,233,216 0.001*

12,153,218 12,240 - 12,165,458 0.000*

12,148,004 - - 12,148,004 0.039*

27,101 - - 27,101 0.000

100 - - 100 0.000

651,598 7,344 - 658,942 0.011

556,899 - - 556,899 0.009

1,214,833 723 - 1,215,606 0.019

449,237 11,427,475 - 11,876,712 0.190

52,788 86,150 - 138,938 0.002

65,068,029 79,160 - 65,147,189 1.042

26,415 4,464 - 30,879 0.00

115,723,585 65,173,817 82,697,306 263,594,708 4.215
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(*)Mr. Emilio Botín-Sanz de Sautuola y García de los Ríos has attributed the right of vote of 74,539,120 shares (1.19% of the capital stock) held by the Marcelino Botín
Foundation, of 8,096,742 shares held by Mr. Jaime Botín-Sanz de Sautuola y García de los Ríos, of 12,148,004 shares held by Ms. Ana Patricia Botín-Sanz de Sautuola y O'Shea,
of 12,148,030 shares held by Mr. Emilio Botín-Sanz de Sautuola y O'Shea and 9,700,004 shares held by Mr. Javier Botín-Sanz de Sautuola y O'Shea. This table shows the direct
and indirect shareholding of the three latter who are directors, but in the column showing the percentage of the capital these shareholdings are calculated together with those
that belong or are also represented by Mr. Emilio Botín-Sanz de Sautuola García de los Ríos.

Comittee
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Meeting of the 
Executive Committee  

25/02/2005
Santander Group City 
Boadilla del Monte
Madrid
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Meeting of the
Board of Directors

25/02/2005
Santander Group City
Boadilla del Monte
Madrid
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Following is a table which summarises the curriculum of the Directors:

Annual Report 2004

Mr. Emilio Botín-Sanz de Sautuola y García de los Ríos
Chairman 
Executive director
Year of birth: 1934
Joined the Board in 1960
Graduate in Economics and Law 
Other relevant posts: Non-executive director of Shinsei Bank Limited.

Mr. Fernando de Asúa Álvarez
Non-executive director (independent)
Year of birth: 1932
Joined the Board in 1999
Graduate in Economics and Computer Sciences, Business
Administration and Mathematics
Other relevant posts: Honorary Chairman of IBM España and a 
non-executive director of Compañía Española de Petróleos (CEPSA).

Mr. Alfredo Sáenz Abad
Second Vice-Chairman and CEO
Executive director
Year of birth: 1942
Joined the Board in 1994
Graduate in Law and Economics 
Other relevant posts: Former CEO and first Vice-Chairman of Banco
Bilbao Vizcaya and Chairman of Banesto. He is a non-executive Vice-
Chairman of Compañía Española de Petróleos (CEPSA) and non-
executive director of San Paolo IMI S.p.A.

Mr. Matías Rodríguez Inciarte
Third Vice-Chairman
Executive director
Year of birth: 1948
Joined the Board in 1988
Graduate in Economics and State Economist
Other relevant posts: Minister of the Presidency (1981-1982). He is an
external director of Banco Español de Crédito (Banesto) and a 
non-executive director of Financiera Ponferrada.

Mr. Manuel Soto Serrano
Fourth Vice-Chairman and Chairman of the Audit and Compliance
Committee
Non-executive director (independent)
Year of birth: 1940
Joined the Board in 1999
Graduate in Economics
Other relevant posts: Non-executive Vice Chairman of Indra Sistemas,
a non-executive director of Cortefiel and Corporación Financiera
Alba.

Assicurazioni Generali S.p.A.
Non-executive director (proprietary)
Joined the Board in April 1999
The company is represented by Mr. Antoine Bernheim, Chairman of
Assicurazioni Generali S. p. A.

Mr. Antonio Basagoiti García-Tuñón
Non-executive director
Year of birth:  1942
Joined the Board in 1999
Graduate in Law 
Other relevant posts: Chairman of Unión Fenosa, Vice Chairman of
Faes Farma and non-executive director of Compañía Española de
Petróleos (CEPSA) and of Pescanova.

Ms. Ana Patricia Botín-Sanz de Sautuola y O'Shea
Executive director
Year of birth: 1960
Joined the Board in 1989
Graduate in Economics
Other relevant posts: Chairman of Banesto and Vice Chairman of
Inmobiliaria Urbis, non-executive director of Assicurazioni Generali
S.p.A. y Televisa. 

Mr. Emilio Botín-Sanz de Sautuola y O'Shea
Non-executive director (proprietary)
Year of birth: 1964
Joined the Board in 1989
Graduate in Economics and Business Administration

Mr. Javier Botín-Sanz de Sautuola y O'Shea
Non-executive director (proprietary)
Year of birth: 1973
Joined the Board in 2004
Graduate in Law
Other relevant posts: executive director partner of M&B Capital
Advisers, Sociedad de Valores, S.A.

Lord Burns (Terence)
Non-executive director
Year of birth: 1944
Joined the Board in 2004
Other relevant posts: Chairman of Abbey National plc, Chairman of
Glas Cymru Ltd (Welsh Water) and non-executive director of Pearson
Group plc and of British Land plc. He was Permanent Secretary of the
UK Treasury, Chairman of the UK Parliamentary Committee (Financial
Services and Markets Bill Joint Committee) and non-executive director
of Legal & General Group plc.

Mr. Guillermo de la Dehesa Romero
Non-executive director (independent)
Year of birth: 1941
Joined the Board in 2002
Graduate in Law and Economics and State economist.
Other relevant posts: former Secretary of State of Economy, Secretary
General of Commerce, CEO of Banco Pastor and is currently a non-
executive director of Campofrío Alimentación, Unión Eléctrica Fenosa
and Telepizza, Chairman of the Centre for Economic Policy Research
(CEPR) in London, member of the Group of Thirty of Washington, and
Chairman of the Board of Trustees of the Instituto de Empresa. 
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Mr. Francisco Luzón López
Executive director
Year of birth:  1948
Joined the Board in 1997
Graduate in Economics and Business Studies
Other relevant posts: former Chairman of Argentaria and former member
of the Board of Directors of BBV. He is a non-executive director of
Industria de Diseño Textil (Inditex), Global Vicechairman of Universia and
Chairman of the Board of Trustees of the University of Castilla-La Mancha. 

Mr. Elías Masaveu y Alonso del Campo
Non-executive director (independent)
Year of birth: 1930
Joined the Board in 1996
Doctor in industrial engineering
Other relevant posts: Chairman of Sociedad Anónima Tudela Veguin
(Grupo Masaveu) and non-executive director of Bankinter.

Mr. Abel Matutes Juan
Non-executive director (independent) 
Year of birth: 1941
Joined the Board in 2002
Graduate in Law and Economics.
Other relevant posts: former Foreign Minister and EU Commissioner
for the portfolios of Loans and Investment, Financial Engineering and
Policy for Small and Medium-sized Companies (1989); North-South
Relations, Mediterranean Policy and Relations with Latin America and
Asia (1989) and of the Transport and Energy and Supply Agency of
Euroatom (1993). 

Mutua Madrileña Automovilista
Mutua Madrileña Automovilista
Non-executive director (proprietary)
Joined the Board in 2004.
The company is represented by Mr. Luis Rodríguez Durón, graduate in
law and director of Mutua Madrileña Automovilista. 

Mr. Luis Alberto Salazar-Simpson Bos
Non-executive director (independent)
Year of birth: 1940
Joined the Board in 1999
Graduate in Law and qualified in Treasury and Tax Law
Other relevant posts: Chairman of AUNA.

Mr. Rodrigo Echenique Gordillo
Non-executive director
Year of birth:1946
Joined the Board in 1988
Graduate in Law and State Lawyer 
Other relevant posts: former CEO of Banco Santander, Chairman of
the Social Economic Council of the Carlos III University, Madrid.

Mr. Antonio Escámez Torres
Non-executive director
Year of birth: 1951
Joined the Board in 1999
Graduate in Law 
Other relevant posts: Chairman of Santander Consumer and
Chairman of Patagon.

- Appointment, duration, removal and renewal of
directors

The regulation of the procedures, criteria and bodies
responsible for appointing, re-electing and renewing
the term of directors are  set out in different parts of
the Companies Act (Articles 123 to 126, 131, 132,
137 and 138), of the by-laws (28.II, 30 and 31) and the
Regulations of the Board (19 to 22). Also applicable are
the regulations on the creation of credit entities. The
system can be summed up as follows:

Responsibility for appointments

The Shareholders' Meeting is empowered to name
and re-elect directors. If there is a vacancy during the
period for which a director was appointed the Board
can appoint another director provisionally until the
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Meeting, at its first subsequent meeting, confirms or
revokes the appointment.

Requirements and restrictions for appointments

It is not necessary to be a shareholder in order to be a
director except, for legal imperatives, in the case of a
provisional appointment by the Board (co-opting),
referred to in the previous paragraph. A director
cannot be someone who is bankrupt or a 
discharged bankrupt, under-age and legally
incapacitated, sentenced for some crime which
includes a ban on holding public office, sentenced for
breaking the law or social regulations, barred from
exercising business or civil servants whose jobs are
related to the same activities as the Bank. Directors
have to be 
people of recognized business and professional
honour, skills and solvency. There is no age limit for
being named a director or for discharging the duties
of the post.

A majority of the directors must have the necessary
knowledge and experience of banking activities. 

In the case of companies that hold directorships, the
person representing the company is subject to the same
requirements as individual directors.  

A director, on taking up the appointment, must
formally commit himself to meet the obligations and
duties of the post.

Proportional system

Shares grouped together to reach a capital stock
figure at least equal to that of dividing the capital
stock by the number of directors have the right to
designate those that, for complete fractions, result
from said quotient.

Duration of the post

Directors are appointed for three years and can be re-
elected. The duration of directors appointed by co-
option and ratified by the first subsequent
Shareholders' Meeting is the same as that of the
director being replaced. 

Cessation or removal

Directors will cease in their posts after the period
has expired, except in the case of re-election, by a
decision of the Meeting or by putting their post at
the disposal of the Board. Directors must put their

post at the disposal of the Board and formally resign
if, upon a report by the Appointments and
Remuneration Committee, it is considered desirable,
in cases that could negatively affect the functioning
of the Board or the good standing and reputation of
the Company, and, in particular, in cases of
contraventions of conflict of interest guidelines or a
legally imposed ban.

Procedures

The proposed appointment, re-election and
ratification of directors that the Board submits to the
Shareholders' Meeting and the decisions taken by the
Board in the cases of co-option must be preceded by
the corresponding proposal of the Appointments and
Remuneration Committee.

If the Board does not follow the Committee's
proposal it must give reasons for this.

Directors affected by proposals of appointment, re-
election, ratification or cessation must not participate
in the discussions and votes of the Board and of the
Committee.

Criteria followed by the Board and the Appointments
and Remuneration Committee

On the basis of the regulations to be applied, the
recommendations arising from Spain's reports on
corporate governance and the situation of the Bank
and the Group, the Appointments and Remuneration
Committee and the Board have been applying the
following criteria for appointing, ratifying and re-
electing directors and in drawing up the proposals:

a. Firstly, consideration is given to the restrictions
resulting from legally imposed bans and conflicts of
interest and the positive requirements (experience,
solvency, etc) applicable to directors of banks in
Spain.

b. A balanced Board is sought, and for this
purpose:

(i) A comfortable majority of non-executive
directors is sought, while also ensuring an
appropriate number of executive directors.
Currently, five of the 19 directors are executive
directors.

(ii) Of the non-executive directors, the aim is to
have a significant number of independent
directors (currently, six of the total of 14), while
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ensuring that the Board represents a significant
percentage of the capital stock  (currently,
directors represent 4.215% of the capital).

(iii) Importance is also attached to the
diversified experience of directors, both in
the different public and private spheres, as
well as in the development of their
professional life in the different geographic
areas where the Group operates.

c. As well as these general criteria, for re-election
or ratification the Board also evaluates the work
and commitment of the director during the time
the post was held.

- Executive Chairman and CEO

There is no concentration of power in the Bank in
one single person, as there is a clear separation of
functions between the executive Chairman, the
CEO, the Board and its committees.  

The Chairman of the Board is the highest authority
of the Company and, consequently, has delegated
to him all the powers that can be delegated by law,
the corporate by-laws and the Board's Regulations.
He heads the management team, in accordance
with the decisions and criteria set by the
Shareholders' Meeting and the Board in their
respective spheres.  

The CEO, by delegation and reporting to the Board
and to the Chairman, as the most senior person in
the Bank's hierarchy, is responsible for conducting
the business and the most important executive
functions of the Company. 

The structure of the collective and individual bodies
of the Board is configured in such a way as to
ensure a balanced activity in all of them, including
the Chairman. Of note are the following:

- The Board and its committees exercise supervision
and control of the activities of both the Chairman
and the CEO

- The First Vice-Chairman is an independent
director and heads the Audit and Compliance
Committee. He also coordinates the independent
directors. 

- The powers delegated in the CEO are the same as
those in the Chairman. Neither of them has any
of the powers that are solely reserved for the
Board.

- Secretary of the Board

The Regulations of the Board (Article 10) include
among the functions of  the Secretary of the Board,
assisted by a Deputy Secretary, ensuring that the
Board's activities respect the law and guaranteeing
that its procedures and rules of governance are
respected and regularly reviewed. The Regulations
establish that the Secretary helps the Chairman in his
tasks and watches over the smooth functioning of
the Board, paying particular attention to providing
directors with the necessary advice and information,
keeping the documentation, reflecting in the
minutes the matters discussed in meetings and
vouching for the Board's agreements.

The consistency between the Board's
aforementioned tasks and those carried out by its
committees is strengthened by the stipulation in the
Regulations of the Board that the Secretary of the
Board and of all its committees must always be the
General Secretary of the Bank.

The Secretary of the Board is a key post and he has a
team to provide the necessary support.

The same person has been the Board's Secretary
since 1994

- Duties

The duties of directors are contained in the
Regulations of the Board. Once  Article 27 was
changed to provide more detail on these duties, in
accordance with articles 127, 127 bis, 127 ter and
127 quater of the  Companies Act and Article 114.3
of the Securities Market Act, all in line with 26/2003,
the following are included:
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• The duty of diligent administration, which
includes  the obligation to diligently keep oneself
informed of the performance of the Bank. 

• The duty to be faithful to the Bank's interests. 

• The duty of loyalty, which includes the obligation
of abstention and notification in cases of conflict
of interest, the obligation not to take advantage
of business opportunities and the obligation to
communicate the shareholdings or posts held in
companies with the same, similar or
complementary corporate purpose to that of the
Bank, or carrying out such activities on one's own
account.

• The obligation of safeguarding in confidential
information.

• The duty of secrecy, even after stepping down as
a director.

Lastly, the duties of loyalty and secrecy concern not
only the directors but also the Secretary and
Deputy Secretary.

- Functioning and information 

The rules on these matters are contained in Articles
34, 35, 36, 39 40 of the by-laws and 17, 18, 23 and
24 of the Regulations of the Board. 

In order for the Board to be validly constituted, more
than half of its members need to personally attend or
be represented.

The agreements are adopted by absolute majority of
directors attending, except when the decisions
require a qualified majority, such as the appointment
of the Chairman, the CEO, the permanent delegation
of powers in the Executive Committee and
agreements on the appointment of its members, and
in all these cases a two-thirds majority is needed. The
Chairman has the tie-breaking vote.

In accordance with the Regulations of the Board, the
Secretary of the Board calls the meetings or in his
absence the Deputy Secretary, who sends directors
the agenda proposed by the Chairman of the Board
at least four days before the Board meets.
Information and documentation is normally sent
three days before the meeting.

The information provided to directors before
meetings is specifically drawn up with the purpose of
preparing for the meetings. The Board believes the
information is complete. 

The Regulations confer on directors the right to be
informed about all aspects of the Company and all its
subsidiaries, whether in Spain or abroad, and the
right of inspection. Directors are empowered to
examine the books, registries, documents and other
reports on operations and to inspect offices and
installations. 

Directors have the right to collect and obtain, via the
Secretary, the information and advice needed to fulfil
their functions. 

The Regulations also recognise the right of directors
to seek the aid of experts so that directors can ask
the Board to contract, at the Bank's cost, external
advisors for those tasks that concern specific
problems of particular importance or complexity in
the exercise of their duties. The Board has the right to
deny the request if it provides good reasons for doing
so.

The Regulations of the Board establish that a
minimum of nine ordinary meetings will be held every
year. The Board will also always meet when the
Chairman so decides, on his own initiative or at the
request of at least three directors. In 2003,  13
meetings were held.

The Chairman leads the debates, oversees the
smooth functioning of the Board and fosters the
participation of all directors in the meetings and
discussions.

Directors can delegate their vote, for each meeting
and in writing, to another director.

The CEO will present at each meeting of the Board a
full report on the performance of the Bank and the
Group and the degree of fulfilment of the goals. 

- Training

Both the Executive Committee and the Auditing and
Compliance Committee gave presentations to
directors. Of note were those on new financial
products, the International Accounting Standards
(IAS) and various aspects of the Sarbanes-Oxley law.
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Over and above this, directors were given training  in
three areas:

- Financial Markets

- Corporate Governance

- Supervision and Regulation

- Remuneration

The by-laws establish the following systems of
remuneration for directors:

a. Remuneration as directors

(i) Joint participation in the year's income

The limit is 5% of the Bank's net income unless
the Board has set a lower figure. Moreover, the
priority allocations established in the prevailing
legislation (for example, allocations to reserves in
accordance with the laws on the equity of credit
entities) have first to be made.

This participation can also include, within the
limits, senior management.

(ii) Attendance fees

b. Remuneration for functions other than those of
being a director

Includes, in accordance with article 38, fourth
paragraph, of the by-laws, the remuneration of
directors for executive or non-executive functions,
different from those of the general supervision
exercised on a collective basis in the Board or in its
committees. 

These remunerations, in their different
components (fixed, variable, funded loans, etc),
are approved by the Board, at the proposal of the
Appointments and Remuneration Committee.

c. Remuneration linked to the Bank's shares (*).

In this case, the decision corresponds, by law and
the corporate by-laws, to the Shareholders'
Meeting, at the proposal of the Board, following a
report from the Appointments and Remuneration
Committee.

All the remunerations of directors, including
executive directors for the exercise of their
executive functions, are set out individually and by
types in note 4 on pages 181 to 187 of this Annual
Report.

More information can be found in the Report of
the Appointments and Remuneration Committee,
published at the same time.

9. The Board's Committees

- General information

In accordance with the Board's Regulations, the
Board has an Executive Committee, able to delegate
general decision-making powers, and a Risks
Committee, with specific powers in risk issues.

The table below sets out the composition and
meetings during 2004 of these committees.

(*) As a result of the acquisition of Abbey National plc, the Extraordinary Shareholders' Meeting of October 21, 2004 adopted, among others, the following resolutions:
(i) as resolution number 2, the Meeting authorised the continuation of some stock option plans land rights to receive shares of Abbey National plc, replacing the stock
options and rights to receive shares of  Abbey National plc by stock options and rights to receive shares of the Bank; (ii) as resolution number 3, the Meeting authorised
the delivery of 100 shares to each employee of Abbey National plc as a special gift marking the acquisition. 

Although it was not a remuneration granted during the year to members of the Board, reference is made to these agreements for information purposes as it was a remu-
neration decision taken in 2004 linked to the Bank's shares. The full text of the agreements adopted at this Meeting is available on the group's website.
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Number of Executive Number of 

Consultative Committees members directors Non-executive meetings Hours* 

1 Audit and Compliance Committee 5 - 5 13 60

2 Appointments and Remuneration Committee 5 - 5 8 16

3 International Committee  8 4 4 2 4

4 Technology, Productivity and Quality Committee 7 2 5 2 4

* Estimated hours put in by each director

The Board also has the following committees: Audit and Compliance, Appointments and Remuneration,
International and Technology, Productivity and Quality. None of them has decision-making powers but just
information, advice and making proposals. Their main figures are: 

Number of Executive Non-executive Number of 

Decision-making committees members directors directors meetings Hours*  

1 Executive Committee 10 5 5 59 270

2 Risks Committee 5 1 4 99 250

* Estimated hours put in by each director.

We now look at the Executive Committee, the Audit
and Compliance Committee and the Appointments
and Remuneration Committee. As regards the Risks
Committee, detailed information is given on pages
125 of this Annual Report.

- Executive Committee

The Executive Committee is a basic instrument for
corporate governance in the Bank and its Group.
The Board believes it has a balanced composition as
it comprises 10 directors, five of whom are executive
and five non-executive (two independent and three
who are neither proprietary nor independent
directors). The committee provides the Board with
full information on its decisions and proposes to the
Board those decisions which are within its powers.

- Audit and Compliance Committee

The Audit and Compliance Committee was created in
the sphere of the Board to provide support and
specialisation in the tasks of controlling and
reviewing the accounts and compliance. 

The Committee has issued a report, which is being
distributed together with this Annual Report and
which comprises a detailed account of the following
points:

• Composition, function and procedures of the
Committee

• Activity in 2004, grouped according to the different
basic functions of the Committee

- Financial Information
- Accounts Auditor
- Internal Group control systems
- Internal Auditing
- Compliance and Prevention of Money-
Laundering
- Corporate Governance
- Measures proposed by the Supervisory
Authorities
- Information provided to the Board and to the
General Shareholders Meeting, and evaluation of
efficiency and compliance with the rules and
procedures of governance of the company.

• Evaluation by the Committee of the fulfilment of its
duties in 2004
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- Appointments and Remuneration Committee

This is another specialized committee of the Board,
without functions that can be delegated. The
Regulations of the Board state that the members of
this committee are all non-executive directors, and
its chairman is an independent director. 

The Appointments and Remuneration Committee
has issued a report, which is being distributed
together with this Annual Report, and which
comprises a detailed account of the following
points:

• Composition
• Functions
• Activity in 2004

- Appointments and resignations of Directors
- Remuneration
- Compliance and obligations of the Directors

10. International Advisory Board

This Board is regulated in Article 16 of the
Regulations of the Board of Directors and consists of
well-known Spaniards and foreigners, who are not
directors. It helps to design, develop and, where
appropriate, put into practice the business strategy at
the global level by contributing ideas and suggesting
business opportunities. Its members are:

Chairman: Mr. Antonino Fernández, Chairman of Grupo Modelo in Mexico.

Members: Mr. Antonio Barrera de Irimo, former Finance Minister and Deputy Prime Minister of Spain for 

Economic Affairs.

Mr. Leopoldo Calvo Sotelo, former Prime Minister of Spain.

Mr. Bernard de Combret, Chairman of Elf Trading Geneva.

Mr. Santiago Foncillas, former Chairman of Grupo Dragados.

Mr. Richard N. Gardner, former US ambassador to Spain.

Mr. Angel Gurría, former Finance Minister of Mexico.

Mr. Harry P. Kamen, former Chairman and CEO of Metropolitan Life Insurance.

Mr. Francisco Pinto Balsemâo, former Prime Minister of Portugal.

Mr. Gerhard Schulmeyer, former Chairman and CEO of Siemens Corporation.

Secretary: Mr. Ignacio Benjumea

11. Senior Management

- Composition

The Bank is managed at the highest level, under the Chairman and the CEO, via members of senior management. The
Chairman, CEO and the people below make up the Bank's senior management, without detriment to the posts that some of
them hold in the Board.
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- Remuneration

The information on the remuneration of senior
management officers is in note 4 on page 184 of this
Annual Report.

IV. Related-party transactions, intra-group
operations and conflicts of interest

12. Transactions with significant shareholders of the
Bank

Article 30 of the Regulations  of the Board says:

“The Board will be informed of any direct or indirect
transaction between the Bank and a significant shareholder, 

assessing it from the standpoint of equality of treatment of
all shareholders and of market conditions, and providing
information on such transactions in the Annual Report.”

As previously stated, the Bank has no knowledge of
significant shareholders and therefore there is no
relevant information of this nature.

At the same time, there were no operations during
2004 which were of particular importance with
shareholders who are proprietary directors.

Abbey Mr. Francisco Gómez Roldán

Americas Mr. Francisco Luzón López 

Mr. Marcial Portela Álvarez 

Mr. Jesús Mª Zabalza Lotina

Mr. Fernando Cañas Berkowitz(*)

Internal Auditing Mr. David Arce Torres

Retail Banking Mr. Enrique García Candelas 

Global Wholesale Banking Mr. Adolfo Lagos Espinosa 

Mr. Jorge Maortua Ruiz-López

Mr. Francisco Martín López Quesada

Mr. Gonzalo de las Heras Milla

Banesto Ms. Ana Patricia Botín Sanz de Sautuola y O’Shea

Communication and Research Mr. Juan Manuel Cendoya Méndez de Vigo 

Europe and Consumer Lending Mr. Juan Rodríguez Inciarte

Asset Management and Insurance Mr. Jorge Morán Sánchez

Financial Management Mr. José Antonio Álvarez Álvarez

Financial Accounting Mr. José Manuel Tejón Borrajo

Resources and Costs Mr. Pedro Mateache Sacristán

Mr. Serafín Méndez-González

Industrial portfolio Mr. Joan David Grimà Terré

Portugal Mr. Antonio Horta Osorio 

Risk Mr. Matías Rodríguez Inciarte 

Mr. Javier Peralta de las Heras 

Mr. José María Espí Martinez

Mr. Teodoro Bragado Pérez

General Secretariat and of the Board Mr. Ignacio Benjumea Cabeza de Vaca 

Mr. Juan Guitard Marín

(*) After the end of 2004, Mr. Fernando Cañas Berkowitz, Executive Vice-President, resigned in order to join the Board of Banco de Chile.
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13. Transactions with directors or senior management
officers of the Bank and with directors of Group
companies

Without detriment to the more detailed information
referred to in Note 4 of the Report, regarding
operations mentioned in article 200.13 of the
Companies Act and rule 32 of Bank of Spain Circular
5/1993, there were no transactions of the bank or of
the companies of its Group outside of  normal business
or which were not conducted in normal market
conditions with directors, either directly or indirectly. In
the case of companies (Assicurazioni Generali S.p.A.
and Mutua Madrileña Automovilista) there were also
no type of operations with representatives in the Board
by directors.

Lastly, there were also no transactions by the Bank or
the companies of its Group with executives who are
part of the senior management, directly or indirectly,
where, either because of the circumstances described
in the previous paragraph or it is of sufficient
importance to warrant information, in order to give the
true picture of the Bank's equity, financial situation and
results, in accordance with Order EHA/3050/2004 of
September 15, on information on related-party
transactions that has to be provided in the half-yearly
information by companies with securities traded in the
secondary markets.

As regards loans and advances to directors and senior
management officers, the information is set out in note
4 on pages 181 to 187 of this Annual Report.

14. Intra-group transactions

There were no significant intra-group transactions in
2004 that were not eliminated in the process of
consolidation, were not conducted in market
conditions or were not an inherent part of the Bank's
or the Group's normal activity or businesses. 

15. Mechanisms to control conflicts of interest

- Directors

In the specific case of directors of the Bank, conflicts
of interest are regulated by Article 27 of the Board's
Regulations, which has been adapted to the new
article 127.ter of the Companies Act, introduced by
Law 26/2003. Article 27 establishes the obligation of
directors to inform the Board  of any situation of
direct or indirect conflict of interest which may exist
with the Bank. If the conflict refers to a transaction,

the director cannot conduct it without the Board's
approval, following a report from the Appointment
and Remuneration Committee. The director
concerned must not take part in the discussion of the
transaction or vote. 

- Mechanisms to identify and resolve conflicts of
interest among senior management officers

The mechanisms of detection are largely based on the
obligation by people subject to the Code of Conduct in
the Securities Market to declare in cases of conflicts of
interest. The code is available on the Group's website
(www.gruposantander.com). 

This obligation is regulated in Title I, Chapter III , letter
A (“Declaration of Personal Situations”). The relevant
items are 12 and 13 of the code.

“12. General declaration of links.

Persons subject to this must declare their interest to
Compliance Management and ensure that the details
of the declaration are kept up-to-date

13. Situations of possible conflict 

Persons subject must bring to the attention of
Compliance Management any situation where,
because of their links or any other reason or
consideration, there could exist a conflict of interest,
in the view of an impartial observer and in respect of
an activity, service or specific transaction.”

Title I, Chapter III, letter B (“Procedure in Conflicts of
Interest”) of the Code of Conduct in the Securities
Market regulates the procedure of people subject to
said code in situations of conflict of interest based
on the principle of “Avoidance of Conflicts”, which
is developed in item 14 of said code, under which:

“Those subject to it will seek to avoid conflicts of
interest, both their own and of the Group, and, if
they are personally affected by them, will abstain
from participating or, where appropriate, from
voting, in situations where they are raised.”

As regards the regulations for settling conflicts of
interest, the Code of Conduct in the Securities Market
(item 15) states that the following should be  taken
into account:
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“15.1 In case of a conflict of interest between the
Group and a client, safeguard the interests of
the Group

15.2 In the case of a conflict of interest between
people subject to this code and the Group, the
obligation of loyal conduct of the former.

15.3 In the case of conflict of interest between clients,
those affected will be contacted and the services
or operations the object of the conflict can only
be developed with the consent of the clients
affected. No actions will be taken to favour any of
them.”

16. Bodies to resolve conflicts

-  Directors

The Board of Directors.

-  Senior Management

The Code of Conduct in the Securities Market
establishes in Chapter III, letter B (“Procedure in the
face of Conflicts of Interest”), item 15, the following
bodies for the resolution of cases:

“Conflicts of interest will be resolved by the maximum
executive of the area affected; if they affect several
then the first person in the hierarchy above all of them
or, if none of this applies, by the person appointed by
the Compliance Management. In cases where there are
doubts about the responsibility or how  to resolve the
issue the Compliance Management can  also be
consulted.”

17. Specific conflicts of interest

In 2004 there were 32 cases when directors abstained
from taking part in or voting at deliberations or
meetings of the Board or of its committees, in
accordance with the rules set out in the previous item.

V. Shareholders' Meetings

18. Shareholders' Meetings during 2004

Two Meetings were held: (i) an ordinary one on June
19, 2004 and (ii) an extraordinary one on October 21,
2004. 

- Ordinary Meeting of June 19, 2004

A total of 139,868 shareholders attended or were
represented, with  2,225,924,582 shares.

The members of the Board who attended had
16,858,666 of their own shares and represented
another 804,478,497 shares. The holders of
687,015,659 shares conferred their representation
on the Chairman of the Board or on other members
of it, leaving instructions to vote in favour  of all the
Board's proposals. 

On the following page there is a summary of the
agreements reached with the voting percentage in
each case. The full text of these agreements can be
read on the Group's Website.

Before the Meeting, the Chairman again sent a letter
to all shareholders asking them for questions and
suggestions, independent of their rights of
information and proposals. 

There were 914 letters and e-mails, all of which were
duly dealt with.  

The Chairman thanked the Meeting for the good
reception given to this idea, which is one of the
measures taken by the Bank to foster communication
with shareholders and encourage their participation. 
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Votes For Against Abstention Blank

1. Approval of the 2003 financial statements and the 96.78% 0.10% 3.03% 0.09%
management

2. Approval of the distribution of income 98.03% 0.02% 1.86% 0.09%
generated during 2003.

3. Re-election of the following directors: Fernando de Asúa Álvarez, 97.59% 0.45% 1.87% 0.09%
Antonio Basagoiti García-Tuñón, Antonio Escámez Torres,
Francisco Luzón López, Luis Alberto Salazar-Simpson Bos and 
Assicurazioni Generali S.p.A., and ratification of the appointment of  
Mutua Madrileña Automovilista, Sociedad de Seguros a Prima Fija as a director.

4. Re-election of Deloitte & Touche España, S.L. as the auditing 97.82% 0.07% 2.02% 0.09%
firm for 2004.

5. Authorisation to acquire treasury stock. 97.55% 0.03% 2.33% 0.09%

6. Changing the corporate by-laws: Articles 8 (replacing the former 97.21% 0.04% 2.66% 0.09%
Servicio de Compensación y Liquidación de Valores with the 
Sociedad de Gestión de los Sistemas de Registro, Compensación 
y Liquidación de Valores (Iberclear), 15 (elimination of the 
requirement to own 100 shares in order to attend Shareholders' 
Meetings, as well as the regulation on the grouping of shares), 16 
(adapting to the changes in Article 15 and regulation of the 
delegating of votes in Meetings via electronic means), 22 (adjusting 
the referral to article 32 to the new numbering of the latter), 23  
(including in the list of those attending of people who have voted 
from a distance), introduction of a new by-law, as Article 24 to 
regulate the exercise of the right to vote by shareholders via 
electronic means , renumbering of the current Articles 24 to 46 as 
the new articles 25 to 47, new 26 (adapting the regulation of the 
right of information of shareholders to the recent legal changes),
new 32 (adapting the regulation of the duties of directors to the 
recent legal changes), new 36 (possibility that the Board can adopt 
agreements by writing and without meeting and holding its 
meetings via videoconference or multiple telephone connection; 
adoption of the Board's agreements by absolute majority, unless 
the law or the by-laws require a larger majority, and the possibility 
than the Board's Regulations can increase for certain matters the 
majority established by law or the by-laws), new 37 (adjusting the 
referral to article 32 to the new numbering of the latter) , and new 46 
(elimination of the references to the delegation of voting by 
electronic means, which is now regulated by articles 16 and 24, 
and granting the Board the power to establish the opportune 
mechanisms and electronic communication procedures between 
the Bank, its directors and shareholders).

7. Elimination of the former and approval of the new Regulations 96.83% 0.03% 3.05% 0.09%
of Shareholders' Meetings.

8. Empower the Board to state and set, within a year, the 97.19% 0.30% 2.42% 0.09%
conditions for a capital increase of EUR 300 million, agreed 
by the Shareholders' Meeting.

9. Empower the Board to issue up to EUR 20,000 million of 97.97% 0.06% 1.87% 0.09%
bonds convertible into shares.

10. Authorise the Board to interpret, correct, complement, 97.98% 0.03% 1.90% 0.09%
execute and develop the agreements and empower it to 
register them.
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Votes For Against Abstention Blank

1. Approval of an increase in the capital stock for a nominal amount of 99.37% 0.31% 0.30% 0.02%
EUR 755,688,951.5, through the issue and circulation of   
1,511,377,903 new ordinary shares of EUR 0.5 nominal value 
each, which will be fully subscribed and disbursed by non-
monetary contributions in the form of ordinary shares in the UK 
bank Abbey National plc. Total elimination of preferential 
subscription rights and possibility of incomplete subscription  
envisaged. Option, under Chapter VIII of Title VII and Second 
Additional Regulation of the Recast Text of the Corporate Tax Law 
approved by Royal Legislative Decree  4/2004, by the special tax 
regime envisaged thereof. Empower the Board, authorising it in 
turn to delegate in the Executive Committee, to set the conditions 
of the capital increase in all matters not envisaged by the 
Shareholders' Meeting, carry out the actions needed for its 
execution, adapt the drafting of the first paragraph of Article 4 of 
the corporate by-laws to the new capital stock figure, grant as 
many public and private documents as may be needed and in 
relation to the non-monetary contribution in the form of shares in  
Abbey National plc make the option set out in the aforementioned 
tax regime effective. Request from the domestic and international 
relevant bodies the trading of the new shares on the Madrid, 
Barcelona, Bilbao and Valencia stock markets, via the continuous 
market, and on the foreign markets where the shares of Banco 
Santander are listed (currently Milan, Lisbon and  Buenos Aires 
and, via ADSs, New York), in the way required by each market. 

2. Authorise, under the framework of the acquisition of Abbey 98.67% 0.25% 1.05% 0.03%
National plc by the Bank and once completed, the continuation of 
certain stock option plans and rights to receive shares of Abbey 
National plc which it has granted to employees of its group, 
replacing the stock option and rights to receive shares of Abbey 
National plc with stock options and rights to receive the Bank's shares.

3. Authorise the delivery of 100 shares of the Bank to each employee  90.57% 8.45% 0.96% 0.03%
of Abbey National plc, as a special gift on the acquisition of Abbey 
National plc, once completed.

4. Ratification of the appointment as a director of  Francisco Javier 98.28% 0.48% 1.21% 0.03%
Botín-Sanz de Sautuola y O'Shea.

5. Authorise the Board to interpret, correct, complement, execute and 98.88% 0.14% 0.96% 0.03%
develop the agreements adopted and empower it to register the 
agreements.

- Extraordinary Meeting of Shareholders of October
21, 2004

The Meeting was attended by 116,059 shareholders
participating personally and by proxy,  representing
2,099,061,488 shares.

Members of the Board at the Meeting held
14,143,072 of their own shares and represented
another 886,552,639 shares. Of the latter number,
the holders of  762,689,952 shares conferred their 

representation on the Chairman of the Board or on
other members, with instructions to vote in favour of
all the Board's proposals.

The table below sets out the agreements adopted
and the percentage of votes. As with the agreements
adopted at the Meeting on June 19, 2004, the full
text is available on the Group's website.
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19. Delegation and vote. Information for
shareholders and communication with them.

- Delegation and vote

Under the Bank's internal rules, Articles 16 and 46 of
the by-laws and Article 8 of the Regulations of
Shareholders' Meetings regulate the representation
and delegation of votes at Shareholders' Meetings.

As already indicated, the Shareholders' Meeting of
June 19, 2004 agreed, at the proposal of the Board,
to modifications that would bring the articles into line
with the new articles 105 and 106 of the Companies
Act and Article 114 of the Securities Market Act, in
the drafting under Law 26/2003 of July 17th, in order
to facilitate the use of long-distance voting.

a. Delegation and voting at the Meetings in 2004

At the Meetings held during 2004 shareholders were
able to exercise their right of voting at a distance and
delegating by Internet. The Extraordinary Meeting of
October 21, 2004 also allowed shareholders to vote
by mail.

The table below sets out the votes registered as a
percentage of the Bank's capital, using the different
ways for voting and delegation of votes mentioned in
the previous paragraph.

b. Measures to resolve conflicts of interest in the
delegation of votes 

The delegation cards include the items on the agenda
and request the voting indication for each one of
them. The name of the shareholder to whom the
voting rights are delegated is named. 

In order to ensure the exercise of the vote, the cards
envisage:

-  In the case of lack of delegation in a specific
person, the delegation will be understood to have
been granted to the Chairman of the Board.

-  In the case of the lack of voting instructions, the
vote will be understood to be in favour of the
proposals of the Board.

In accordance with Article 114 of the Securities
Market Act, in the drafting under Law 26 of July 17,
2003, on the Transparency of Listed Companies, the
delegation cards used at the Shareholders' Meetings
of June 19 and October 21, 2004, convened in the
first and second callings, respectively, the only ones
held so far by the Bank following the entry into effect
of the aforementioned Law 26/2003, established that
if the representative of the shareholder had a conflict
of interests in the voting of any of the proposals
which, on or off the agenda, were submitted to the
Meeting, the representation would be conferred on
the Bank's Secretary General as a shareholder with
the right of attendance. 

c. Delegation and voting at the next Meeting 

In accordance with the Regulations of Shareholders'
Meetings, the Group's website will include, as of the

date of the calling of the Meeting, envisaged for June
17 and 18, in the first and second callings,
respectively, the details regarding the methods and
procedures for conferring representation. It will also
indicate the methods and procedures for delegation
and voting by electronic means, as was the case at
the Meetings in 2004.

Attendance data
Date of Meeting % of personally attending % represented % voting at a distance Total

19/06/2004 6.113% 40.565% (1) 0.003% (2) 46.681%
21/10/2004 4.785% 33.800% (3) 5.435%(4) 44.020%

(1) Of the percentage indicated (40.565%), 0.003% corresponds to the percentage of capital delegated by Internet. 
(2) The total percentage indicated corresponds to shareholders who exercised their right to vote by Internet. 
(3) Of the percentage indicated (33.800%), 0.022% corresponds to the percentage of capital delegated by Internet. 
(4) Of the percentage indicated (5,435%), 0.009% corresponds to voting by Internet and 5.426% by mail.
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- Information for and communication with shareholders 

The exercise of the legal right of information is
developed in article 26 of the by-laws and in articles
7 and 18 of the Regulations of Shareholders'
Meetings. 

Shareholders can communicate with the Bank by
writing a letter and by electronic means, as well as
getting in touch with the telephone service for
shareholders.

In accordance with the Regulations of the Board,
there is a department that manages the flow of
regular information with institutional investors who
are shareholders of the Bank, and the Bank has taken
the necessary precautions so that relations between
the Board and institutional shareholders never result
in the delivery to them of information that could put
then in a privileged situation or one of advantage
over other shareholders.

The Shareholders' Area provides a personalised
service to shareholders not only when the Meeting is
called but also throughout the year.

During 2004 a total of 843 meetings were held with
investors, analysts and rating agencies, as well as
investors specialised in social responsibility. In
addition, 178,480 individual shareholders were also
attended to. 

VI. Information and transparency. Relations with
the auditing firm. The website.

20. Information for the markets

The Regulations of the Board state that the Board
(Article 31.1) will inform the public at once about a)
significant developments that could affect the Bank's
share price; b) changes that significantly affect the
shareholder structure; c) substantial changes to the
Bank's rules of governance; d) related-party
operations of particular importance with members of
the Board: and e) treasury stock operations of
significance.

21. Financial information 

In accordance with the Regulations of the Board
(Article 31.2), the Board has taken the necessary
measures to ensure that quarterly, six monthly and
other information made available to the markets is
drawn up with the same principles, criteria and
professional practices as those used for the annual
financial statements and enjoys the same reliability.
This information is reviewed by the Audit and
Compliance Committee and by the Board before its
publication.

22. Other material information 

Of note, in addition to Article 31.1.a) of the
Regulations of the Board, is what is set out in the
Code of Conduct in the Securities Market, in
accordance with which it is the responsibility of the
Compliance Management to inform the National
Securities Market Commission of any material
information regarding the Group. 

This communication will always be made before the
dissemination of material information to the market
and to the media, and will take place as soon as
there is a decision or an agreement is subscribed to
or executed.

The information disseminated will be true, clear,
complete, balanced, timely and, where possible,
quantified. 

In 2004 the Bank made public 114 items of material
information, which can be also found on the Bank's
website and in the CNMV's website.

23. Relations with the auditing firm

- Independence of the auditor

Given the importance that this aspect of corporate
governance has for the Bank, the Board has
entrusted the overseeing of the auditor's
independence to the Auditing and Compliance
Committee. This committee is responsible for
channelling the relation between the Board and the
auditing firm.

The Bank has the mechanisms established in the
Regulations of the Board (Article 32) to maintain the
independence of the auditor, including a ban on the
Board from contracting auditing firms whose fees for
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all the services would represent more than 2% of the
firm's total revenues during the last year. 

The Regulations of the Board also limit the
contracting with the firm of other services, different
from those of auditing, which could put its
independence at risk. 

The Regulations oblige the Board to make public the
total fees of the firm for services other than auditing.

The Chairman of the Audit and Compliance
Committee meets the auditors from time to time in
order to guarantee the effectiveness of its work and
analyse the possible situations which could put at risk
its independence.

There is detailed information on pages 162 and 219
of this Annual Report about the remuneration for
auditing and other services, as well as the figures for
both services and their respective percentages of the
firm's total fees at world level.

- The drawing up of accounts that do not give rise to
qualified reports

The mechanisms used for this (under Articles 14.1
and 2 c), e) and f) and 35.1 and 5 of the Regulations
of the Board) can be summed up as follows:

- Rigour in the collection of the data for the accounts
and in their drawing up by the services of the Bank
and the Group, all in accordance with the legal
requirements and the applicable accounting
principles.  

- Revision of the accounts drawn up by the Audit and
Compliance Committee, the body specialising in
this function, composed of non-executive directors
and chaired by the Fourth Vice-Chairman, an
independent director. This committee acts as the
channel of communication with the auditing firm. 

- Periodic contacts with the auditing firm, both by the
Board - twice during 2004(*) - as well as the Audit
and Compliance Committee -13 times in 2004,
which enables the existence of possible differences of
criteria to be compared with sufficient time. 

- In any event, where there is a discrepancy because
the Board believes it must maintain its criterion it
must make public its reasons and the scope of the
disagreement. 

24. Website

Under the agreement adopted by the Board at its
meeting on January 23, 2004 all the information
required by Article 117 of the Securities Market Act,
in the implementation of Law 26/2003, and
ECO/3722/2003, can be easily obtained from the
Group's website (www.gruposantander.com) in
“Legal Information for Shareholders”.

The following information is also available:

- The corporate by-laws

- The Regulations of the Shareholders' Meeting

- The Regulations of the Board

- The Annual Report

- The Annual Report on Corporate Governance

- The Code of Conduct of the Securities Markets

- The General Code of Conduct

- The calling of the Shareholders' Meeting on June 17
and 18 first and second call, together with the
documentation and information regarding the
Meeting, the proposed agreements and
mechanisms for exercising the rights of information,
delegation and voting, including via electronic
means, will be included on the website as of the
calling of the Meeting. 

25. Information on the share, trading, price
performance and dividends.

On pages 37 to 39 of this Annual Report there is
detailed information on all aspects of the Santander
share.

26. Risks

On pages 35 and 36, and 124 to 161 of this Annual
Report there is detailed information on the Group's
credit risk policies.

(*) The auditing firm attended two other meetings of the Board in 2004 where it reported on matters related to the acquisition of Abbey National plc.
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27. Recommendations on corporate governance
contained in the Olivencia Report and in the
Aldama Report

On the Annual Report on Corporate Governance
there is detailed information on fulfilment of these
recommendations. The report is available on the
Group's website (www.gruposantander.com).

28. Codes of Compliance and Prevention of Money-
laundering

On pages 241 of this Annual Report there is more
information on the General Code of Conduct and the
Code of Conduct in the Securities Market. The
Group's website also has the full text of these Codes. 

On pages 241 to 243 of this Annual Report there is
information on Compliance and Prevention of
Money-laundering from criminal activities in 2004.

29. Evaluation of Grupo Santander's Corporate
Governance by an independent agency 

Deminor Rating in 2004 maintained its rating of 8
out of 10 - the grading is on a scale of 10 (best
practices) down to 1 (most questionable practices) -
which in its opinion indicates that the Bank has a
superior standard in the structure and functioning of
its corporate governance. The Bank continues, in the
opinion of Deminor Rating, to be one of the leading
companies in Continental Europe in corporate
governance, and complies particularly well in the
quality of its public information and the functioning
of its Board.

The full report of Deminor Rating can be found on
the Group Website (www.gruposantander.com), as
well as in that of Deminor (www.deminor-
rating.com).

Finally, in response to the commitment made by the
Chairman at the Shareholders Meeting of June 19,
2004, the Bank hired Spencer Stuart to carry out a
process of self-evaluation by the Board, which has
been carried out through a review - based on replies
to a questionnaire and personal interviews with
Directors - of the following items:

- The organisation and functioning of the Board and
of the following Committees: Executive, Risk, Audit
and Compliance and Appointments and
Remuneration.

- The topics reviewed a the meetings of the Board
and its Committees, and the participation of
Directors

- Information at the disposal of Directors to carry out
their functions and the role carried out by the
Secretary to the Board

- The definition of the Bank´s strategic orientation

- The scope of responsibilities of Directors and their
respective performance in this respect

As a result of this self-evaluation, the opinion of
Directors has been that the Board and its Committees
have functioned correctly, and that in the light of
their experience, the Santander Board has high
standards with regard to best practices of corporate
boards.
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Summary of 2004

Grupo Santander conducted its business in an
environment of global economic upswing, which is
spreading to most countries, with more strength in
the United States and Asia.

In Latin America, the main economies were buoyant.
The region as a whole grew by 5.8%, increasingly
spurred by domestic demand and surpassing both the
initial forecasts and US growth (+4.4%). 

This strength raised expectations of inflation and
triggered official interest rate rises in Mexico, Brazil
and Chile, which to some extent followed the Fed’s
increases (from a minimum of 1% in June to 2.25%
in December). Exchange rates remained stable,
enabling countries to rebuild their reserves and
improve their liquidity and solvency ratios.

Spain maintained a good growth differential with the
Euro zone (2.7% vs. 1.7%), fuelled by strong
consumption, construction and recovery in
investment in equipment. The pace of growth in both
Spain and the Eurozone in the second half of the
year slowed because of higher oil prices and the
stronger euro. 

Average inflation in Spain (3%) was higher than the
Euro zone’s, which was slightly above the 2% target.
As the rise in inflation was regarded as temporary, the
European Central Bank held its repo rate at 2%, and
despite this, the euro continued its appreciation
against the dollar begun in 2002. 

The UK grew at a faster rate (more than 3%) with a
low inflation rate (+1.3%, below the target of 2%).
In 2004 the base rate increased, to 4.75%. Sterling

pound maintained its exchange rate against the
euro.

The dollar’s slide and that of Latin American
currencies against the euro had a moderately
negative impact on earnings.

Thus, depreciation of currencies at average exchange
rates (which are those that affect earnings) had a
negative impact of 4 percentage points in 2004, while
that of year-end exchange rates (which affects
balances) had an impact of 1.5 points.

In this environment Grupo Santander combined
the development of banking activity in its
markets with the planning, announcement and
execution of its acquisition of Abbey, the UK’s
sixth largest bank by assets and second largest
provider of mortgages.

The friendly takeover bid was announced on July 26
after its authorisation by the Boards of both
institutions. Following the approval by the
shareholders of both banks, the authorisation of the
European Union’s competition authorities and the UK
and Spanish regulators, and the sanction by the UK
courts, 1,485.9 million new shares of Banco
Santander Central Hispano, issued as a result of the
acquisition of Abbey, began trading at mid November.

This acquisition improves the Group’s strategic
position with a notable presence in the UK’s retail
banking market, one of the largest and most
profitable in Europe, and also increases its degree of
diversification, its market value and its potential to
achieve greater economies of scale. In the UK, the
new management team took its first steps and
designed short- and medium-term plans to restore

Financial
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Abbey to its corresponding position by size and
potential.

Abbey’s accounts were incorporated into Grupo
Santander at December 31, 2004. Its integration
affects the annual balance sheet statements but not
the income statements. As a result, this section
provides balance sheet data and details of loans and
funds including Abbey at the end of 2004. In order to
make like-for-like comparisons with 2003, activity is
analysed without including Abbey.

Grupo Santander generated net attributable income
of EUR 3,135.6 million, 20.1% more than in 2003
and a new record.

On a cash basis (before ordinary amortisation of
goodwill), net attributable income was EUR 3,600.7
million.

The growth in net attributable income was achieved
without the support of extraordinary capital gains, as
EUR 831 million of it was assigned during the fourth
quarter to various early amortisations or extraordinary
allowances: EUR 527 million (net of tax) to finance
early retirements in Spain, EUR 154 million to early
amortisation of goodwill mainly in Venezuela and
Colombia and EUR 155 million to provision the costs
related to the Abbey acquisition.

Net interest revenue rose 8.5% and net fees and
commissions 10.5%. Other positive developments which
spurred growth in earnings were cost control, the rise in
equity-accounted income, diminished needs for specific
loan-loss provisions, the reduced cost of preferred shares

and lower amortisation of ordinary goodwill. On the
other hand, generic and statistical provisions increased
42% and minority interests rose (sale in the first quarter
of 2003 of 24.9% of Santander Serfin).

The pace of business growth was higher than in
2003.

Lending increased 18% (eliminating the impact of
securitisations) and by around 19% or more in the
retail networks in Spain, Santander Consumer and the
main countries of Latin America.

Managed funds of customers rose 13%, with both
current accounts and time deposits growing as well as
mutual and pension funds.

All operating business areas registered high levels of
activity, reflected in the rise in net operating income
by all of them. Overall, growth in operating business
areas was 13.3%, driven by activities with high retail
components.

European Retail Banking generated net attributable
income of more than EUR 2,000 million (+20.4% over
2003), spurred by higher revenues (+9.4%) and
almost flat costs. All units registered double digit
growth in net operating income.

2004 2003

Year end Average Year end Average

US$ 1.3621 1.2410 1.2630 1.1293

Pound sterling 0.7050 0.6780 0.7048 0.6917

Argentine peso 4.0488 3.6564 3.7259 3.3305

Bolivian peso 10.9526 9.8476 9.8527 8.6501

Brazilian real 3.6177 3.6325 3.6646 3.4593

Colombian peso 3,204.3066 3,259.4524 3,510.7429 3,249.9953

Chilean peso 759.7110 756.6815 748.3910 778.6707

New Mexican peso 15.2279 14.0120 14.1772 12.1770

Paraguayan guarani 8,329.8626 7,403.0204 7,546.6003 7,286.5472

New peruvian sol 4.4745 4.2387 4.3810 3.9281

Uruguayan peso 35.9663 35.6202 36.8796 31.7010

Venezuelan bolivar 2,611.9630 2,336.1757 2,018.2857 1,814.0590

Exchange rates: currency/Euro parity

Consolidated financial report
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All revenue lines in Latin America, fuelled by strong
growth in customer business, grew in euros,
including net operating income. In dollars, the
currency used to manage the area, net operating
revenue increased 16.7%, net operating income
16.5% and net attributable income 7.1%.

The globally managed areas of Asset Management
and Private Banking and Global Wholesale
Banking continued to increase their contributions
to the Group, both directly (+25.1% in net
attributable income) and via an increasing
generation of revenues and commissions for retail
networks.

At the same time, the Group further enhanced its
management ratios.

• The efficiency ratio improved by 1.9 points to
47.4%.

• Return on equity increased by 1.5 points to 16.0%
(18.3% on a cash basis).

• The ratio of non-performing loans, before the
incorporation of Abbey, dropped from 1.55% in
2003 to 1.27%. Coverage increased by 43 points
to 208%.

Annual Report 2004
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2004 2003 Variation 2002

Mill. euros %ATA Mill. euros %ATA Amount (%) Mill. euros

Interest revenues 18,103.8 5.04 17,203.7 5.07 900.1 5.23 22,711.3

Dividends 647.4 0.18 441.5 0.13 206.0 46.65 473.2

Interest expenses (10,115.6) (2.82) (9,686.9) (2.86) (428.7) 4.43 (13,825.9)

Net interest revenue 8,635.7 2.41 7,958.3 2.35 677.4 8.51 9,358.7

Net fees and commissions 4,609.3 1.28 4,170.6 1.23 438.7 10.52 4,289.3

Basic revenue 13,245.0 3.69 12,128.9 3.58 1,116.1 9.20 13,647.9

Trading gains 952.7 0.27 998.8 0.29 (46.1) (4.62) 356.3

Net operating revenue 14,197.7 3.95 13,127.7 3.87 1,070.0 8.15 14,004.2

Personnel and general expenses (6,735.2) (1.88) (6,477.7) (1.91) (257.5) 3.98 (7,322.1)

a) Personnel expenses (4,135.3) (1.15) (4,049.4) (1.19) (85.9) 2.12 (4,521.7)

b) General expenses (2,599.9) (0.72) (2,428.3) (0.72) (171.6) 7.06 (2,800.3)

Depreciation (735.0) (0.20) (762.8) (0.23) 27.8 (3.65) (889.8)

Other operating costs (182.3) (0.05) (166.5) (0.05) (15.8) 9.48 (226.5)

Operating costs (7,652.5) (2.13) (7,407.0) (2.18) (245.5) 3.31 (8,438.4)

Net operating income 6,545.2 1.82 5,720.7 1.69 824.5 14.41 5,565.8

Income from equity-accounted holdings (net of dividends) 540.4 0.15 407.3 0.12 133.1 32.69 279.9

Note: Dividends from equity - accounted holdings 365.5 0.10 309.5 0.09 56.0 18.09 353.1

Earnings from Group transactions 466.2 0.13 955.6 0.28 (489.3) (51.21) 1,008.9

Net provisions for loan - losses (1,647.7) (0.46) (1,495.7) (0.44) (152.0) 10.16 (1,648.2)

Writedown of investment securities (0.3) (0.00) 0.7 0.00 (0.9) — (0.3)

Accelerated goodwill amortization (153.8) (0.04) (1,719.2) (0.51) 1,565.4 (91.06) (702.9)

Other income (850.3) (0.24) 754.6 0.22 (1,604.9) — (338.8)

Income before taxes (cash-basis*) 4,899.8 1.36 4,624.0 1.36 275.8 5.97 4,164.5

Corporate tax (766.8) (0.21) (869.4) (0.26) 102.7 (11.81) (723.1)

Net consolidated income (cash-basis*) 4,133.0 1.15 3,754.5 1.11 378.5 10.08 3,441.4

Minority interests 325.9 0.09 306.7 0.09 19.2 6.27 137.8

Dividend - preferred shareholders 206.4 0.06 314.5 0.09 (108.1) (34.38) 400.7

Net attributable income (cash-basis*) 3,600.7 1.00 3,133.3 0.92 467.4 14.92 2,902.9

Ordinary goodwill amortization (465.2) (0.13) (522.5) (0.15) 57.3 (10.97) (655.7)

Net attributable income 3,135.6 0.87 2,610.8 0.77 524.7 20.10 2,247.2

Note:

Average Total Assets 359,012.3 339,001.6 20,010.7 5.90 345,496.3

Average Shareholders' Equity 19,627.5 18,035.0 1,592.4 8.83 18,098.0

(*) Before ordinary goodwill amortization.

Income statement

4 Finan Rep  UK 73-119.qxd  11/5/05  15:42  Página 77



78
Annual Report 2004

2003 2004

4th quarter 1st quarter 2nd quarter 3rd quarter 4th quarter

Interest revenues 4,197.4 4,185.8 4,507.7 4,593.5 4,816.8

Dividends 87.7 64.4 329.1 124.8 129.1

Interest expenses (2,245.3) (2,266.1) (2,511.1) (2,588.5) (2,749.9)

Net interest revenue 2,039.8 1,984.2 2,325.8 2,129.8 2,196.0

Net fees and commissions 1,069.4 1,106.6 1,174.1 1,135.9 1,192.7

Basic revenue 3,109.2 3,090.8 3,499.8 3,265.8 3,388.7

Trading gains 158.6 270.5 164.9 264.8 252.6

Net operating revenue 3,267.8 3,361.3 3,664.7 3,530.5 3,641.2

Personnel and general expenses (1,650.3) (1,640.5) (1,667.9) (1,686.4) (1,740.5)

a) Personnel expenses (1,027.6) (1,003.0) (1,022.1) (1,031.2) (1,079.0)

b) General expenses (622.7) (637.4) (645.8) (655.1) (661.5)

Depreciation (195.2) (177.7) (182.1) (184.0) (191.2)

Other operating costs (47.5) (36.3) (53.5) (46.4) (46.1)

Operating costs (1,893.0) (1,854.4) (1,903.6) (1,916.8) (1,977.7)

Net operating income 1,374.8 1,506.9 1,761.1 1,613.7 1,663.5

Income from equity-accounted holdings (net of dividends) 146.6 228.6 5.9 211.8 94.0

Note: Dividends from equity - accounted holdings 69.5 17.7 207.4 58.5 82.0

Earnings from Group transactions 251.2 (1.5) (26.4) (17.3) 511.4

Net provisions for loan - losses (392.3) (323.5) (430.1) (530.8) (363.2)

Writedown of investment securities (0.0) (0.1) (0.1) (0.2) 0.2

Accelerated goodwill amortization (1,020.1) (2.4) 0.0 0.0 (151.3)

Other income 681.1 (155.0) (26.8) (18.5) (650.1)

Ordinary income before taxes (cash-basis*) 1,041.2 1,252.9 1,283.6 1,258.7 1,104.6

Corporate tax (170.9) (239.8) (230.2) (231.8) (64.8)

Net ordinary consolidated income (cash-basis*) 870.3 1,013.1 1,053.3 1,026.9 1,039.8

Minority interests 77.5 97.5 72.3 82.6 73.6

Dividend - preferred shareholders 67.9 57.9 54.8 41.5 52.1

Net ordinary attributable income (cash-basis*) 724.9 857.7 926.3 902.7 914.1

Ordinary goodwill amortization (44.0) (115.2) (117.3) (116.7) (115.9)

Net ordinary attributable income 680.9 742.4 809.0 786.0 798.2

Extraord. income from capital gains and extraord. allowances — — 359.0 472.2 (831.3)

Net attributable income (including extraordinaries) 680.9 742.4 1,168.0 1,258.2 (33.1)

Note:

Average Total Assets 349,329.8 352,477.6 352,957.1 360,076.9 368,259.5

Average Shareholders' Equity 17,537.4 19,091.8 19,410.0 18,098.7 21,317.6

(*) Before ordinary goodwill amortization.

Quarterly
Million euros
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Santander Group results

Net interest revenue was 8.5% higher than in 2003
at EUR 8,635.7 million. This growth compared well
with the performance in 2003 and 2002 and was
due to the positive impact of the strong increase in
business volumes in the Group’s various units and
the policies aimed at defending the spread which
offset the negative effect of lower interest rates in
some countries. There was also a rise in dividends
received. 

The net impact of all these factors was a rise in the
average yield of assets from 2.35% in 2003 to
2.41% in 2004.

Exchange rates also had a negative impact on the
Group’s revenues, although to a smaller extent than
in previous years, because of the depreciation of
some Latin American currencies and of the dollar
against the euro. Eliminating this effect, net interest
revenue increased 12.6%.

Another positive aspect of net interest revenue was
that all operating business areas registered
significant rises in this line over 2003. The largest
areas, European Retail Banking and Retail Banking

Latin America, grew at 6.9% and 13.6%,
respectively.

Net fees and commissions grew 10.5% and
performed well each quarter. The fourth quarter
figure was the highest of the year, due to Santander
Central Hispano Retail Banking and Latin America. 

2,005

7,988

1,997

7,517

2,067

1,920

8,885

+6.3%*

2002 2003 2004 Q1 04 Q2 04 Q3 04 Q4 04

2004 2003

Weight Av. rate Weight Av. rate

Central banks and Government debt securities 8.21 3.53 11.06 4.07

Due from banks 10.40 2.91 11.40 3.57

Loans: 51.98 5.70 49.36 6.18

Euros 40.79 4.51 37.92 4.99

Foreign currency 11.19 10.07 11.44 10.11

Investment securities 17.50 5.57 14.85 5.22

Other assets 11.91 — 13.33 —

Other revenue — 0.69 — 0.52

Total 100.00 5.22 100.00 5.21

Due to banks 18.09 3.34 18.21 3.19

Customer deposits: 47.04 2.22 48.26 2.64

Euros 32.45 1.61 33.34 1.80

Foreign currency 14.59 3.58 14.92 4.50

Debt securities and subordinated debt: 16.58 4.10 14.38 4.14

Euros 11.40 3.71 8.65 3.91

Foreign currency 5.18 4.96 5.73 4.49

Net shareholders' equity 6.36 — 5.88 —

Other liabilities 11.93 1.74 13.27 1.60

Other costs — 0.28 — 0.20

Total 100.00 2.82 100.00 2.86

(*) Exchange rate effect excluded: +10.6%

Average yield of assets and average cost of funds
(%)

Net interest revenue (excluding dividends)
Million euros
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Fees and commissions from services remained nearly
flat. Growth is spurred by mutual and pension funds
(+22.4%), insurance (+46.8%) and cards (+15.4%).
Fees from securities underwriting and placement
declined.

This performance is based on growth in business
volume (especially mutual funds, insurance and
cards) and a greater weight of these products over
total revenues.

By business areas Latin America Retail Banking
registers the highest growth (+16.0% in euros;
+26.4% excluding the impact of exchange rates),
followed by European Retail Banking (+11.0%) and
Asset Management and Private Banking (+7.2%).

The higher net interest revenue and fees and
commissions pushed up basic revenue by 9.2%
(+13.1% without the exchange rate impact) to EUR
13,245 million.

Net trading gains amounted to EUR 952.7 million,
4.6% less than in 2003. The main element was the
63% rise in revenue from the distribution of
treasury products to customers, due to the effort
made to increase the relative share of these
revenues in total trading gains.

Of note was the 30% growth at Banesto and the
tripling of the trading gains of Santander Central
Hispano Retail Banking, as a result of interest rate
and exchange rate derivatives and the consolidation
of capital gains from mutual funds. This underscores
the success of innovative products and the positive
results for the Group from the collaboration
between the "factories" of global areas and the
sales potential of distribution networks.

As a result, net operating revenue was 8.1%
more than in 2003, at EUR 14,197.7 million.

Total costs (including depreciation and other
operating income) increased 3.3%, largely due to the
general expenses linked to the relaunching of
business in some countries and the development of
corporate projects. These rises are mainly reflected in
general expenses. There was also a marginal
perimeter effect resulting from Santander Consumer’s
acquisitions. Growth on a like-for-like basis
(eliminating the projects and perimeter) was 2.3%.

By areas, most of the growth in costs was in Latin
America, because of projects, and in Santander
Consumer, as it is expanding and also has some
perimeter effect. The performance of the rest of the

1,136

4,609

1,174

4,171

1,193

1,107

4,289

+10.5%*

2002 2003 2004 Q1 04 Q2 04 Q3 04 Q4 04

Variation

2004 2003 Amount (%) 2002

Commissions for services 2,512.6 2,288.6 224.1 9.79 2,449.1

Credit and debit cards 559.6 484.8 74.8 15.43 477.2

Insurance 515.0 350.7 164.3 46.84 257.1

Account management 446.3 422.6 23.7 5.61 458.4

Commercial bills 300.9 406.7 (105.9) (26.03) 503.9

Contingent liabilities 218.5 201.9 16.6 8.22 192.7

Other operations 472.3 421.8 50.5 11.98 559.9

Mutual & pension funds 1,587.1 1,297.0 290.1 22.37 1,282.5

Securities services 509.6 585.0 (75.4) (12.90) 557.7

Total 4,609.3 4,170.6 438.7 10.52 4,289.3

(*) Exchange rate effect excluded: +14.1%

Net fees and commissions
Million euros

Net fees and commissions
Million euros
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units in Europe and Global Wholesale Banking was
virtually unchanged over 2003 or lower.

The Group maintained an active policy for the
continuous optimisation of costs, while the
organisation and technology areas continued to
improve their processes and tasks in order to
improve the efficiency and productivity of different
business areas.

Revenue growth double that of costs improved the
efficiency ratio by 1.9 points to 47.4%, the sixth
consecutive yearly improvement. The ratio in 1998
was 62.1%.

Net operating income was 14.4% higher at EUR
6,545.2 million (+18.8% eliminating the exchange

rate effect). It was the highest year-on-year growth
in the results of the income statement and compares
very favourably with the 2.8% attained in 2003.

All the business areas also made a positive
contribution to the growth in net operating income.
Of note was European Retail Banking, where all
units registered double digit growth, and Retail
Banking Latin America (+15.8% excluding the
exchange rate impact).

As a result, the Group’s productivity ratios 
continued to improve. Net operating income per
employee was 15% higher in 2004 and, analysed
over a longer period of time, is now more than
double that at the time of the Santander-BCH
merger.

Variation

2004 2003 Amount (%) 2002

Personnel expenses 4,135.3 4,049.4 85.9 2.12 4,521.7

General expenses: 2,599.9 2,428.3 171.6 7.06 2,800.3

Information technology 460.6 454.7 5.9 1.29 520.9

Communications 240.5 230.3 10.2 4.42 316.2

Advertising 289.4 211.4 78.0 36.87 266.0

Buildings and premises 442.4 437.4 5.0 1.14 483.5

Printed & office material 80.3 74.0 6.3 8.53 93.3

Taxes (other than income tax) 120.0 146.8 (26.8) (18.25) 199.8

Other expenses 966.6 873.6 93.0 10.65 920.6

Total 6,735.2 6,477.7 257.5 3.98 7,322.1

47.44

49.34

52.28

2002 2003 2004

-190 b.p.

1,614

6,545

1,761

5,721

1,664

1,507

5,566
+14.4%*

2002 2003 2004 Q1 04 Q2 04 Q3 04 Q4 04

(*) Exchange rate effect excluded: +18.8%

Personnel and general expenses
Million euros

Efficiency ratio
%

Net operating income
Million euros
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Income from equity-accounted holdings (net of
dividends) amounted to EUR 540.4 million, 32.7%
more than in 2003. This was largely due to the
higher contributions from The Royal Bank of
Scotland, Cepsa, Attijari Wafabank, Urbis and
insurance companies.

Net provisions for loan-losses amounted to EUR
1,647.7 million, 10.2% more than in 2003, because
of the larger volume of statistical provisions.  

On the other hand, specific provisions (net of write-
off recoveries) amounted to EUR 693.6 million,
11.2% lower than in 2003, which together with the
strong rise in lending underscores the Group’s
excellent credit risk quality.

Accelerated amortisation of goodwill amounted
to EUR 153.8 million, of which EUR 92.6 million was
for Venezuela, EUR 57.5 million for Colombia and
EUR 3.6 million for Banesto. In 2003, it was EUR
1,719.2 million, mostly for Banespa.

This difference was due to higher capital gains in
2003 which were all assigned to early amortisation
of goodwill, while in 2004 they were allocated to
more items.

"Other income" was EUR 850.3 million negative,
including different allocations and provisions in
order to continue to strengthen the balance sheet.
This line also includes the gross charge of EUR 810
million for early retirements.

In 2003 "other income" was EUR 754.6 million
positive as a result of the capital gains from the
reduction in the stake in Vodafone, the sale of
premises and the reclassification of Argentina’s
country risk to loan-loss provisions and country risk.

As previously disclosed, EUR 218 million in "other
income" was released in 2003 and reclassified to
net loan-loss provisions as the level of country-risk
coverage for Argentina increased from 50% to
75%, in accordance with Bank of Spain regulations.
This reclassification had no impact on earnings.
Income from Group operations amounted to EUR
466.2 million, down from EUR 955.6 million in 2003.
In both years, almost all this income came from
extraordinary capital gains (in 2004 from The Royal
Bank of Scotland, and in 2003 also from The Royal
Bank of Scotland and the sale of 24.9% of Serfin).

Because the extraordinary capital gains and
allowances that were applied are recorded in
different lines of the income statement in 2003 and
2004, the performance between equity accounted
income and income before taxes should be analysed
on an aggregated basis.

Net allowances were EUR 2,185.8 million negative in
2004, up from EUR 1,504.0 million negative in
2003. The increase was due mainly to larger
statistical provisions (EUR 272 million higher in 2004)
and the difference of EUR 283 million between the
gross charge for early retirements (recorded in
"other income") and the net tax amount (offset by
capital gains). 

After deducting these provisions, taxes, minority
interests and the cost of preferred shares (the latter
34.4% lower in 2004), net attributable income on a
cash-basis was 14.9% higher than in 2003 at EUR
3,600.7 million. 

Variation

2004 2003 Amount (%) 2002

Non - performing loans 1,929.2 1,720.2 209.0 12.15 2,061.9

Country - risk 127.0 133.0 (6.0) (4.51) (20.0)

Recovery of written - off assets (408.6) (357.5) (51.1) 14.29 (393.7)

Net provisions 1,647.7 1,495.7 152.0 10.16 1,648.2

Net loan-loss and country-risk provisions
Million euros

4 Finan Rep  UK 73-119.qxd  11/5/05  15:42  Página 82



83Consolidated financial report
Annual Report 2004

Ordinary amortisation of goodwill was EUR
465.2 million, 11.0% less than in 2003, due to
reduced needs after the early amortisations in
previous years. 

Net attributable income was EUR 3,135.6 million,
20.1% higher than in 2003 and above the initial
target set for the year, and again a new record.

The fourth quarter recorded a net accounting loss of
EUR 33.1 million, because of the aforementioned
allowances which were all made during this period,
while extraordinary gains were obtained in the first
nine months. Eliminating this effect, ordinary net
attributable income in the fourth quarter was EUR
798.2 million, slightly higher than in the third
quarter and 17.2% more than in the fourth quarter
of 2003.

Earnings per share were EUR 0.6307, 15.2% more
than in 2003. On a cash-basis, the figure was EUR
0.7243 per share. 

Return on equity (ROE) was 16%, 1.5 points more
than in 2003. On a cash-basis, ROE was 18.3%,
clearly higher than in 2003 and 2002.

903

3,601

926

3,133

914

858

2,903
+14.9%*

2002 2003 2004 Q1 04 Q2 04 Q3 04 Q4 04

786

3,136

809

2,611

798
742

2,247

+20.1%*

2002 2003 2004 Q1 04 Q2 04 Q3 04 Q4 04

(*) Exchange rate effect excluded: +19.5% (*) Exchange rate effect excluded: +25.6%

15.98

14.48

2003

12.42

18.35

17.37

16.04

ROE (cash-basis) ROE

+98 b.p.

+150 b.p.

2002 2004

Net ordinary attributable income (cash-basis)
Million euros

Net ordinary attributable income
Million euros

ROE
%
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Variation w/o Abbey

2004 2004 w/o Abbey 2003 Amount (%) 2002

Assets

Cash and central banks 8,786.5 8,106.3 8,907.4 (801.1) (8.99) 6,241.6

Government debt securities 16,123.3 15,615.5 31,107.9 (15,492.4) (49.80) 24,988.5

Due from banks 49,569.9 36,788.6 37,617.8 (829.3) (2.20) 40,256.4

Loans 335,207.7 198,510.7 172,504.0 26,006.7 15.08 162,973.0

Investment securities 103,745.7 76,249.7 59,675.4 16,574.3 27.77 45,852.0

Fixed income 82,838.6 48,557.0 44,277.1 4,279.9 9.67 32,086.2

Equity 20,907.1 27,692.7 15,398.3 12,294.4 79.84 13,765.9

Shares and other securities 13,164.0 11,497.2 10,064.1 1,433.0 14.24 7,866.8

Equity stakes 2,697.1 2,661.7 4,266.4 (1,604.7) (37.61) 4,769.7

Equity stakes in Group companies 5,045.9 13,533.8 1,067.8 12,466.1 — 1,129.4

Tangible and intangible assets 8,675.9 5,212.5 5,058.3 154.2 3.05 5,583.6

Treasury stock 104.2 104.2 10.2 94.0 925.90 14.7

Goodwill 16,964.2 6,700.3 7,385.2 (684.9) (9.27) 9,954.7

Other assets 31,513.6 27,270.7 24,902.5 2,368.1 9.51 23,908.4

Prior years' results from consolidated companies 4,706.8 4,692.4 4,621.8 70.6 1.53 4,435.2

Total assets 575,397.9 379,250.8 351,790.5 27,460.3 7.81 324,208.1

Liabilities

Due to banks 84,813.8 59,040.6 75,580.3 (16,539.7) (21.88) 50,820.7

Customer deposits 293,845.7 173,842.2 159,335.6 14,506.6 9.10 167,815.8

Deposits 251,276.3 142,396.8 132,747.6 9,649.2 7.27 130,463.2

REPOs 42,569.4 31,445.4 26,588.0 4,857.4 18.27 37,352.6

Debt securities 84,007.2 53,432.7 44,441.2 8,991.5 20.23 31,289.1

Subordinated debt 20,194.1 12,875.7 11,221.1 1,654.6 14.75 12,450.2

Net provisions for risks and charges 15,345.0 13,219.1 12,727.7 491.4 3.86 13,980.0

Minority interests 8,539.2 5,972.9 5,439.5 533.4 9.81 6,036.7

Net consolidated income 3,667.9 3,667.9 3,232.0 435.9 13.49 2,785.6

Capital 3,127.1 3,127.1 2,384.2 742.9 31.16 2,384.2

Reserves 32,443.2 32,443.2 19,445.0 12,998.1 66.85 18,788.4

Other liabilities 29,414.7 21,629.6 17,983.9 3,645.6 20.27 17,857.4

Total liabilities 575,397.9 379,250.8 351,790.5 27,460.3 7.81 324,208.1

Other managed funds (off - balance sheet) 139,994.7 125,454.0 108,903.0 16,551.0 15.20 93,337.9

Mutual funds 94,125.2 92,778.9 80,502.0 12,276.9 15.25 68,139.5

Pension funds 34,872.9 21,678.5 19,494.8 2,183.7 11.20 17,513.5

Managed portfolios 10,996.5 10,996.5 8,906.1 2,090.4 23.47 7,684.9

Total managed funds 715,392.5 504,704.8 460,693.5 44,011.3 9.55 417,546.0

Contingent liabilities 33,937.4 32,968.9 30,514.2 2,454.7 8.04 27,166.9

Guarantees 30,915.4 29,946.9 27,273.9 2,673.0 9.80 23,862.8

Documentary credits 3,022.0 3,022.0 3,240.3 (218.4) (6.74) 3,304.11

Balance sheet
Million euros

Geographic distribution December 2004

Loans
%

Continental Europe 49%
United Kingdom 40%
Latin America investment grade 7%
Latin America non investment grade 3%
Rest 1%

Total customer funds
%

Continental Europe 49%
United Kingdom 32%
Latin America investment grade 10%
Latin America non investment grade 5%
Rest 4%
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Consolidated balance sheet

Total assets amounted to EUR 575,398 million.
Including off-balance sheet funds, in order to give
an indication of the Group’s global dimension, the
overall figure was EUR 715,393 million. Loans and
managed customer funds totalled EUR 342,177
million and EUR 538,042 million, respectively.

These figures include Abbey because, as already
mentioned, the UK bank was consolidated in the
Group (only the balance sheet) at December 31,
2004. 

The acquisition of Abbey has changed the
geographic distribution of the managed balances.
The chart in the previous page shows a much more
diversified business structure and a lower risk
profile. 

Continental Europe accounts for 49% of total
lending, the UK 40% and Latin America 10%
(only 3% in non-investment grade countries). As
regards managed customer funds, 49% is in
Continental Europe, 32% in the UK and 15% in
Latin America.

In order to provide a like-for-like comparison of the
Group’s performance, the balance sheet tables in
this report also shows the figures without Abbey,
and all the comments are made on this basis.

Gross lending (excluding Abbey) rose 15.1% to
EUR 204,467 million (+16.2% excluding the

exchange rate impact). 

This growth does not fully reflect the real situation,
because securitisation processes continued during
2004 (almost EUR 11,000 million in mortgages,
consumer loans and, for the first time, loans to the
public sector). Excluding its effect, the Group’s
lending rose 17.7% (+18.6% eliminating the
exchange rate impact).

Lending to the public sector dropped 23.3%, due to
the EUR 1,850 million securitisation in December
2004. Eliminating its impact, growth would have
been 9.8%.

Variation w/o Abbey

2004 2004 w/o Abbey 2003 Amount (%) 2002

Public sector 4,206.6 4,206.6 5,487.4 (1,280.8) (23.34) 4,897.1

Private sector 123,760.9 123,760.9 103,515.6 20,245.3 19.56 88,876.1

Secured loans 60,267.8 60,267.8 47,999.6 12,268.2 25.56 37,273.8

Other loans 63,493.1 63,493.1 55,516.0 7,977.1 14.37 51,602.4

Non-resident sector 214,209.5 76,499.1 68,617.7 7,881.4 11.49 74,137.9

Secured loans 132,722.9 18,289.0 18,796.1 (507.1) (2.70) 19,774.4

Other loans 81,486.6 58,210.2 49,821.6 8,388.5 16.84 54,363.6

Gross loans 342,177.0 204,466.6 177,620.7 26,845.9 15.11 167,911.2

Less: allowance for loan-losses 6,969.3 5,955.9 5,116.7 839.2 16.40 4,938.2

Net loans 335,207.7 198,510.7 172,504.0 26,006.7 15.08 162,973.0

Note: Doubtful loans 4,046.5 3,115.8 3,276.7 (160.9) (4.91) 3,699.7

Public sector 2.4 2.4 0.9 1.5 167.00 3.6

Private sector 866.6 866.6 930.7 (64.1) (6.89) 1,000.3

Non-resident sector 3,177.5 2,246.9 2,345.1 (98.3) (4.19) 2,695.9

200.8
192.2

177.6

204.5

183.8

167.9
+15.1%*

2002 2003 Mar Jun Sep Dec

2004

(*) Exchange rate effect excluded: +16.2%

Loans
Million euros

Gross loans w/o Abbey
Billion euros

4 Finan Rep  UK 73-119.qxd  11/5/05  15:42  Página 85



86
Annual Report 2004

The increase in lending to other resident sectors
was 19.6% to EUR 20,245 million, with growth
of 25.6% in secured loans. Excluding
securitisations, the respective rises were 20.5%
and 26.7%. 

The growth rates during 2004 reflected the high
level of new lending in Spain. It was particularly
noteworthy that year-on-year growth, in all quarters
of 2004, was more than 19% in the Santander
Central Hispano network and more than 31% in

Banesto Retail (in both cases excluding
securitisations). Mortgage loans grew strongly, but
also other types of lending, particularly to micro-
companies and SMEs.

In the rest of the European units. Portugal’s lending
increased 4% (eliminating the effect of
securitisations), in line with the country’s lower pace
of growth in new lending, and Santander Consumer
increased its balances by 30%, with strong growth
in all countries: Spain and Portugal, +25%; Italy,

2004 2003

Balance Risk Balance Risk

(nominal Equival. weighted (nominal Equival. weighted

value) assets assets value) assets assets

Contingent liabilities:

Rediscounts, endorsements and acceptances 29.0 28.5 28.5 26.7 26.7 26.7

Assets assigned to sundry obligations — — — 81.2 81.2 81.2

Guarantees and other sureties 29,946.9 19,069.8 16,495.5 27,273.9 16,653.4 14,818.1

Other contingent liabilities 3,073.9 843.5 643.8 3,372.4 1,143.3 870.5

Subtotal contingent liabilities 33,049.8 19,941.8 17,167.8 30,754.2 17,904.6 15,796.4

Commitments:

REPOs under agrement to repurchase 40.3 20.2 20.2 512.7 256.4 68.7

Balances drawable by third parties:

By credit entities 1,700.2 329.5 66.0 943.5 262.2 59.1

By Public Administrations 2,288.8 489.0 68.0 2,569.6 1,076.1 185.7

By other sectors 56,274.7 8,864.0 7,475.0 45,099.2 10,931.5 9,568.8

Other commitments 6,975.5 131.7 131.1 5,385.6 16.1 8.3

Subtotal commitments 67,279.6 9,834.3 7,760.2 54,510.7 12,542.3 9,890.7

Total memorandum accounts (w/o Abbey) 100,329.4 29,776.1 24,928.0 85,264.8 30,446.8 25,687.0

Abbey 5,186.0 2,415.5 639.0

Total memorandum accounts 105,515.4 32,191.6 25,567.0

Variation w/o Abbey

2004 2004 w/o Abbey 2003 Amount (%) 2002

Non-performing loans 3,948.4 3,017.8 3,222.5 (204.7) (6.35) 3,676.5

NPL ratio (%) 1.05 1.27 1.55 (0.28) 1.89

Allowances for loan-losses 7,289.3 6,276.0 5,323.1 952.8 17.90 5,144.9

NPL coverage (%) 184.61 207.96 165.19 42.77 139.94

Ordinary non-performing loans ** 2,674.5 2,427.9 2,712.2 (284.3) (10.48) 3,315.4

NPL ratio (%) ** 0.71 1.03 1.31 (0.28) 1.70

NPL coverage (%) ** 272.55 258.49 196.26 62.23 155.18

Memorandum accounts
Million euros

Credit risk management*
Million euros

(*) Excluding country-risk
(**) Excluding NPLs backed by residential mortgages
Note: NPL ratio: Non-performing loans / computable risk
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+36% and Germany, +19%. The new acquisitions
of Santander Consumer (PTF, Elcon and Abfin) were
also consolidated.

Latin America registered growth of 20% in euros
(25% in local currency), with notable rises in all the
main countries: Brazil (+37%), Mexico (+27%),
excluding the Fobaproa paper, and Chile (+19%).
Colombia and Venezuela also registered strong
growth and Puerto Rico increased 8%.

The Group also assumed other risks (guarantees
and letters of credit), as well as several
commitments and contingencies arising from the
normal course of its operations. Of these, the
nominal value, the amount of equivalent risk and
the risk-weighted figure are provided, the latter
calculated in accordance with the requirements of
the BIS capital ratio.

The Group’s non-performing loans (NPLs) ratio at
the end of 2004 was 1.05% and coverage 185%,
once Abbey was integrated into the balance sheet.

Excluding Abbey, as mentioned in other parts of this
report and in order to be able to make like-for-like
comparisons, the Group’s NPL ratio was 1.27%, 28
b.p lower than at the end of 2003.

NPL coverage rose 43 points to 208%. Specific loan-
loss provisions, net of write-offs, were 11.2% lower
than in 2003 at EUR 693.6 million. 

The Group’s NPL ratio in Spain remained at an all-
time low of 0.65%, 22 b.p. better than at the end
of 2003. Coverage reached 329% (+105 points).

In Portugal, where economic growth is still weak,
the NPL ratio was 3.1%, at the end of 2004 (2.3%
a year earlier). This increase is affected by
securitisation activity (including the securitised
loans, the NPL ratio was 2.3%). Coverage was
111%, 14 points lower.

The NPL ratio of Santander Consumer, including
Hispamer in Spain, CC-Bank Group in Germany and
Finconsumo in Italy, edged up to 2.2%, due to a
larger balance of doubtful loans in Germany.
Coverage increased to 153% (+4 points).

Latin America’s NPL ratio fell by 1.3 points to 2.6%,
due to the lower balances of bad debts in
Argentina, Chile and Mexico. Coverage stood at
162%, up 37 points.

2004 2003 2002

Balance at beginning of period 3,222.5 3,676.5 3,895.5

+ Net additions* 1,750.9 720.5 1,356.4

- Write-offs (1,025.0) (1,174.5) (1,575.4)

Balance at period-end 3,948.4 3,222.5 3,676.5

(*).- In 2004, 930.6 million belong to Abbey

1.27

1.55

1,05

1.89

2002 2003 2004 2004

w/o Abbey with Abbey

-28 b.p.

208

165
185

140

2002 2003 2004 2004

w/o Abbey with Abbey

+43 p.p.

Non-performing loans evolution
Million euros

NPL ratio
%

NPL coverage
%
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The Group’s country-risk requiring provisions with
third parties, in accordance with Bank of Spain
criteria, amounted to US$1,254.9 million (33%
provisioned). 

The increase in risk exposure in 2004 was largely
due to the reclassification, in line with criteria of
maximum prudence, of foreign trade operations of
more than one year in Brazil. In addition, there was
a rise in Venezuela and Colombia because of the
great demand for new loans as a result of economic
recovery.

Detailed information on the credit risk
performance, control and monitoring systems and
the internal risk models for calculating provisions
can be found in the Risk Management chapter in
this Annual Report.

The Group’s net foreclosed assets declined 3.8%
in 2004 to EUR 228.2 million. Coverage is 
56.23%.

Total on-balance sheet customer funds
(excluding Abbey) increased 11.7% to 
EUR 240,151 million. Deposits excluding REPOs
increased 7.3%, marketable securities 20.2% and
subordinated debt 14.8%.

Off-balance sheet customer funds amounted to EUR
125,454 million, 15.2% more than in 2003. All
items performed well, increasing both in Spain as
well as almost all the countries where the Group
operates. Mutual funds rose 15.3%, pension plans
11.2% and managed portfolios 23.5%.

Total on-and off-balance sheet customer funds
rose 12.9% in euros to EUR 365,605 million
(+14.5% excluding the exchange rate effect). 

In Spain, total customer funds, excluding REPOs, rose
18.7%. On-balance sheet ones increased 22.0% and
off-balance sheet funds grew 14.4%. 

Mutual funds in Spain increased 14.6%,
maintaining Santander’s leadership with a market
share of more than 27%. 

Growth was based on campaigns for innovative
guaranteed funds and the increased value of mutual
funds, both fixed-income and equities.

Pension plans in Spain increased 10.9%. Individual
plans rose 9.8% and Santander maintained its
leadership, according to the latest INVERCO data.
Occupational plans grew 21.1%.

2004 2003 2002

Balance at beginning of period 553.3 679.5 998.9

Foreclosures 303.9 257.0 176.0

Sales (book value) (326.4) (344.6) (316.4)

Other (9.5) (38.7) (178.9)

Gross foreclosed assets 521.3 553.3 679.5

Allowance established 293.1 316.2 395.4

Coverage (%) * 56.23 57.15 58.19

Net foreclosed assets (w/o Abbey) 228.2 237.1 284.1

Abbey 24.2

Net foreclosed assets 252.4

(*) Allowance established / Gross foreclosed assets

Foreclosed assets
Million euros

Country-risk management

2004 2003 Variation 2002

Mill. euros Mill. US$ Mill. US$ Amount (%) Mill. US$

Risk (gross) 921.3 1,254.9 627.9 627.0 99.85 429.4

Allowances 301.0 410.0 513.0 (103.0) (20.07) 353.9

Risk (net) 620.2 844.8 114.9 729.9 635.28 75.5
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On- and off-balance sheet funds in Latin America
rose 13% in euros (+18% excluding the exchange
rate impact). All countries performed well in local
currency terms.

All countries registered double-digit growth in
deposits, excluding REPOs. Of note, was the 71%
growth in Venezuela, 29% in Colombia and 25% in
Brazil, all in local currency terms. 

In mutual funds, all countries grew significantly in
local currency, particularly Argentina (+43%), Puerto
Rico (+33%), Chile (+31%) and Mexico (+30%),
while Brazil grew 10%. The region’s overall growth
was 20%.

Almost two-thirds of the total balance of pension
plans comes from Latin America (+15% excluding
the exchange rate impact). All countries grew, of
note were Colombia (+25%), Uruguay (+23%),
Chile (+17%) and Mexico (+15%).

Variation w/o Abbey

2004 2004 w/o Abbey 2003 Amount (%) 2002

Public sector 13,966.2 13,966.2 9,225.9 4,740.2 51.38 12,126.1

Private sector 82,170.0 82,170.0 77,918.9 4,251.1 5.46 78,432.1

Demand deposits 25,700.2 25,700.2 25,089.2 611.0 2.44 21,743.6

Saving accounts 18,602.3 18,602.3 17,823.4 778.8 4.37 16,057.7

Time deposits 19,474.4 19,474.4 18,640.1 834.3 4.48 21,326.5

REPOs 17,766.9 17,766.9 16,348.5 1,418.4 8.68 19,194.7

Other accounts 626.3 626.3 17.7 608.5 — 109.7

Non-resident sector 197,709.5 77,706.0 72,190.7 5,515.3 7.64 77,257.6

Deposits 180,609.5 71,730.0 65,885.5 5,844.6 8.87 68,929.3

REPOs 17,100.0 5,976.0 6,305.2 (329.3) (5.22) 8,328.2

Total customer deposits 293,845.7 173,842.2 159,335.6 14,506.6 9.10 167,815.8

Debt securities 84,007.2 53,432.7 44,441.2 8,991.5 20.23 31,289.1

Subordinated debt 20,194.1 12,875.7 11,221.1 1,654.6 14.75 12,450.2

Total customer funds on balance sheet 398,047.0 240,150.6 214,997.9 25,152.7 11.70 211,555.1

Total managed funds (off-balance sheet) 139,994.7 125,454.0 108,903.0 16,551.0 15.20 93,337.9

Mutual funds 94,125.2 92,778.9 80,502.0 12,276.9 15.25 68,139.5

Spain 69,588.5 69,588.5 60,725.4 8,863.1 14.60 52,729.7

Abroad 24,536.7 23,190.4 19,776.6 3,413.8 17.26 15,409.8

Pension funds 34,872.9 21,678.5 19,494.8 2,183.7 11.20 17,513.5

Spain 7,375.4 7,375.4 6,652.7 722.7 10.86 5,839.5

Individuals 6,329.8 6,329.8 5,767.7 562.1 9.75 5,073.4

Abroad 27,497.5 14,303.1 12,842.1 1,461.0 11.38 11,674.0

Managed portfolios 10,996.5 10,996.5 8,906.1 2,090.4 23.47 7,684.9

Spain 2,916.5 2,916.5 2,450.5 466.0 19.02 2,199.1

Abroad 8,080.0 8,080.0 6,455.6 1,624.4 25.16 5,485.8

Total customer funds 538,041.7 365,604.5 323,900.8 41,703.7 12.88 304,893.0

Customer funds
Million euros

353.0
348.4

323.9

365.6

345.8

304.9

+12.9%*

2002 2003 Mar Jun Sep Dec
2004

(*) Exchange rate effect excluded: +14.5%

Total customer funds (w/o Abbey)
Billion euros
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Variation

2004 2003 Amount (%) 2002

Spain 69,588.5 60,725.4 8,863.1 14.60 52,729.7

FIAMM Money Market & Treasury Funds 16,144.9 17,024.2 (879.3) (5.16) 17,036.8

FIM Fixed Income Funds 17,130.4 14,502.4 2,628.0 18.12 15,223.7

FIM Equity Funds 8,847.8 7,180.0 1,667.8 23.23 5,833.4

FIM Mixed Funds 976.4 1,326.0 (349.6) (26.36) 1,606.7

Guaranteed Funds 24,004.9 18,836.2 5,168.7 27.44 11,464.7

Real Estate Funds 2,484.1 1,856.7 627.5 33.79 1,564.4

Abroad (w/o Abbey) 23,190.4 19,776.6 3,413.8 17.26 15,409.8

Total (w/o Abbey) 92,778.9 80,502.0 12,276.9 15.25 68,139.5

Abbey 1,346.3

Total 94,125.2

Mutual funds
Million euros

As part of its global financing strategy, the Group is
diversifying its financing base through alternative
products.

Banco Santander Central Hispano placed two issues
of mortgage bonds in 2004 totalling EUR 2,000
million. This stepped up the diversification of the
Group’s base of institutional investors while serving 
as a benchmark in the European market for this
type of issue, backed by its volume and liquidity.

Goodwill pending amortisation (excluding Abbey)
amounted to EUR 6,700 million. The net reduction
was EUR 685 million (-9.3%), due to ordinary
amortisation of goodwill, the elimination of the
goodwill related to the stake in The Royal Bank of
Scotland and the early amortisation of EUR 154
million largely related to Venezuela and Colombia.

The acquisition of Abbey generated goodwill, in
accordance with the International Financial
Reporting Standards, of EUR 10,264 million. This

brought Grupo Santander’s total goodwill at the
end of 2004 to EUR 16,964 million.

Of the total goodwill pending amortisation, EUR
2,758 million relates to Latin America and EUR
14,151 million to Europe (including Abbey).

The amounts for goodwill are established after
verifying the quality of the assets of the entities
acquired, in accordance with the Group’s strict criteria.

In addition, the Bank of Spain’s criteria were applied
at the time of purchase. Under this, the shares
received for Portugal, The Royal Bank of Scotland and
the purchase from minority shareholders of Banco Río
de la Plata were registered at market value. The
difference between their value and the issue price of
Santander Central Hispano shares (EUR 3,738 million)
was allocated to anticipated voluntary reserves which,
after amortisations of goodwill and sales, amounted
to EUR 2,127 million at the end of 2004. 

Variation

2004 2003 Amount (%) 2002

Spain 7,375.4 6,652.7 722.7 10.86 5,839.5

Individuals 6,329.8 5,767.7 562.1 9.75 5,073.4

Collective plans 218.0 201.4 16.6 8.25 181.7

Group employee plans 827.6 683.6 144.0 21.07 584.4

Abroad (w/o Abbey) 14,303.1 12,842.1 1,461.0 11.38 11,674.0

Total (w/o Abbey) 21,678.5 19,494.8 2,183.7 11.20 17,513.5

Abbey 13,194.4

Total 34,872.9

Pension funds
Million euros
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As part of the deal to acquire Abbey, Grupo
Santander issued 1,485,893,636 shares at EUR 8.44
via a capital increase. This increased shareholders’
equity by EUR 12,541 million (EUR 743 million in
capital and EUR 11,798 million in share premium). 

After integrating Abbey in the Group’s financial
statements, the Group’s equity, on the basis of BIS
criteria, amounted to EUR 44,360 million. The surplus
above the minimum requirement was EUR 17,084
million. The BIS ratio was 13.0%, with Tier I of 7.2%.

The sale in January 2005 of the remaining 2.57%
stake in The Royal Bank of Scotland had a positive
impact of 0.20 points on core capital and 0.23
points on the BIS ratio.

2004 2003 Variation 2002

Banesto 338.8 366.3 (27.5) 400.6

Industrial equity stakes 852.7 912.6 (59.9) 380.4

Banks in Europe 2,519.6 2,847.3 (327.8) 3,077.3

Latin America 2,758.1 3,071.3 (313.2) 6,015.8

Other 231.2 187.7 43.5 80.6

Total (w/o Abbey) 6,700.3 7,385.2 (684.9) 9,954.7

Abbey 10,263.9

Total 16,964.2

Consolidated goodwill
Million euros

2003

7.2

8.3
8.0

13.0

12.4
12.6

Tier I BIS Ratio

2002 2004

Solvency ratios
%
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Variation

2004 2003 Amount (%) 2002

Subscribed capital stock 3,127.1 2,384.2 742.9 31.16 2,384.2

Paid-in surplus 20,370.1 8,720.7 11,649.4 133.58 8,979.7

Reserves (includes net reserves

at consolidated companies) 7,366.3 6,102.5 1,263.8 20.71 5,373.5

Total primary capital 30,863.5 17,207.4 13,656.1 79.36 16,737.4

Net attributable income 3,135.6 2,610.8 524.7 20.10 2,247.2

Treasury stock (104.2) (10.2) (94.0) 925.90 (14.7)

Distributed interim dividend (791.6) (739.1) (52.5) 7.10 (727.8)

Shareholders' equity at period-end 33,103.4 19,069.0 14,034.4 73.60 18,242.1

Third interim dividend pending distribution (519.1) (369.6) (149.6) 40.47 (358.2)

Fourth interim dividend pending distribution (526.6) (335.7) (190.9) 56.85 (289.6)

Shareholders' equity after

allocation of period-end results 32,057.6 18,363.7 13,693.9 74.57 17,594.2

Preferred shares 7,393.4 4,484.9 2,908.6 64.85 5,436.8

Minority interests 1,678.0 1,575.8 102.2 6.49 1,138.4

Shareholders' equity and minority interests 41,129.1 24,424.4 16,704.7 68.39 24,169.4

Basic capital (Tier I) 24,418.6 16,951.2 7,467.4 44.05 14,834.2

Supplementary capital 19,941.3 8,570.2 11,371.1 132.68 8,583.2

Eligible capital 44,359.9 25,521.4 18,838.5 73.81 23,417.4

Risk weighted assets (BIS criteria) 340,946.4 205,253.4 135,693.0 66.11 185,290.0

BIS ratio 13.01 12.43 0.58 12.64

Tier I 7.16 8.26 (1.10) 8.01

Excess (amount) 17,084.2 9,101.1 7,983.1 87.72 8,594.2

Shareholders' equity and capital ratios
Million euros
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Report by business areas

Grupo Santander maintained in 2004 the presentation
criteria applied in 2003 and in order to facilitate
comparisons between quarters the previous
business areas have also been kept, without
incorporating Abbey into any of them.

The income statements and balance sheets of each
business area are drawn up by aggregating the Group’s
basic operating units. The information covers both the
accounting data of the units that comprise each area as
well as that from the information management
systems. In all cases, the financial statements are
adapted to Spanish regulations and incorporate the
adjustments so that like-for-like comparisons and/or the
applicable consolidation adjustments can be made.

All the areas have been assigned the minimum
regulatory capital for risk assets, except for two:
Corporate Banking in Europe and Retail Banking Latin
America. Experience has shown that economic risk in
Corporate Banking in Europe is lower than its
regulatory risk weighting and it consumes less capital
than assigned, while in Latin America it is higher. It is
therefore advisable to weigh the regulatory capital for
Corporate Banking in Europe downward (50%) and
upward (50%) in Latin America.

The Group’s institutional costs have been distributed
among all businesses. The rest of costs attributed to
support and control services continue to be 
distributed in accordance with the Group’s traditional
criteria.

Some adjustments with regard to 2003 figures have
been made, with a marginal impact, arising from the
change of dependency of some business units, which
affect Santander Consumer. The business areas’
definitions and contents are as follows:

• European Retail Banking: This covers the banking
activities of the different networks and specialised
units in Europe, chiefly with individual clients and
SMEs, as well as private and public institutions. The
area is made up of four units: Santander Central
Hispano Retail Banking, Banesto, Portugal and
Santander Consumer.

• Banesto (included in European Retail Banking):
This covers Banesto’s contribution to the Group,
after applying the aforementioned criteria. As a
result, the figures do not coincide with those
published by Banesto.

• Retail Banking Latin America: This area covers
the Group’s universal banking activities in Latin
America through its subsidiary banks and finance
companies. It does not include, unless there are
distribution agreements, the results of investment
banking or asset management channelled through
specialised business units. 

In accordance with the principles already stated, the
entities in these countries adopt Spanish accounting
regulations. The amortisation of goodwill, which is
beyond the Group’s management of business, and
country-risk provisions are included in Financial
Management and Equity Stakes.

• Asset Management and Private Banking: Asset
management includes pension and mutual funds
and bancassurance, and private banking activity with
clients via the specialised units in Spain and abroad.
In both cases the agreements for distribution of
commissions with the Group’s networks throughout
the world remain in force for remuneration of
distribution and customer attention.

• Global Wholesale Banking: This area covers
Santander Central Hispano’s Corporate Banking in
Spain, the rest of Europe and New York, the treasury
units in Madrid and New York, as well as investment
banking businesses throughout the world.

• Financial Management and Equity Stakes: This
area is responsible for the centralised activities
relating to strategic or temporary equity stakes in
industrial and financial companies, financial
management related to the structural exchange rate
position, the Group’s asset and liability portfolio, and
management of liquidity and shareholders’ equity
through issues and securitisations. As the Group’s
holding entity, it manages all capital and reserves and
allocations of capital and liquidity. It also incorporates
the accelerated amortisation of goodwill and country-
risk but, as previously stated, not the costs related to
the Group’s central services.

The area also includes, on a temporary basis,
businesses that are being wound down or closed in
order not to distort the other businesses. In
exceptional circumstances, it is responsible for the
launch of an activity of a strategic nature.

As well as these areas, the total income of Portugal
and Latin America continues to be presented globally,
including Retail Banking, Asset Management, Private
Banking and Global Wholesale Banking.
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Net operating income Net attributable income (cash-basis) Efficiency (%)

Var. o/ 2003 Var. o/ 2003

2004 Amount (%) 2004 Amount (%) 2004 2003

European Retail Banking 3,918.7 589.2 17.70 2,120.3 358.7 20.36 42.46 45.75

Santander Central Hispano 1,859.6 202.1 12.19 1,041.4 114.9 12.40 43.02 45.44

Banesto 815.9 123.3 17.81 470.1 90.2 23.74 45.59 48.46

Santander Consumer 806.8 220.2 37.54 359.0 111.2 44.89 35.50 39.89

Portugal 436.4 56.3 14.81 249.9 36.7 17.22 44.35 48.42

Retail Banking Latin America 1,741.2 87.7 5.30 1,038.6 (25.8) (2.43) 55.26 54.86

Asset Management & Private Banking 479.1 62.4 14.99 351.1 31.5 9.87 42.33 43.99

Global Wholesale Banking 412.7 29.5 7.69 331.1 105.6 46.80 46.03 47.54

Financial Management and Equity Stakes (6.5) 55.7 (89.48) (240.5) (2.6) 1.08 — —

Total 6,545.2 824.5 14.41 3,600.7 467.4 14.92 47.44 49.34

ROE (cash-basis) (%) NPL ratio (%) NPL coverage (%)

2004 2003 2004 2003 2004 2003

European Retail Banking 19.50 19.51 1.06 1.09 235.33 209.82

Santander Central Hispano 20.78 22.40 0.55 0.73 399.41 262.87

Banesto 16.79 15.57 0.55 0.66 391.76 339.32

Santander Consumer 22.02 21.19 2.22 2.12 153.48 149.70

Portugal 17.42 16.88 3.14 2.30 111.35 125.44

Retail Banking Latin America 26.87 29.03 2.58 3.90 163.53 125.06

Asset Management & Private Banking 63.67 59.38 0.71 0.19 217.09 758.38

Global Wholesale Banking 20.87 13.32 0.39 0.70 430.15 308.38

Total (w/o Abbey) 18.35 17.37 1.27 1.55 207.96 165.19

Number of employees Number of branches

2004 2003 2004 2003

European Retail Banking 40,703 41,643 5,180 5,090

Santander Central Hispano 19,371 20,747 2,571 2,548

Banesto 9,801 9,954 1,683 1,689

Santander Consumer 5,234 3,991 256 183

Portugal 6,297 6,900 670 670

Retail Banking Latin America 52,107 52,229 3,874 3,894

Asset Management & Private Banking 6,735 6,606 171 189

Global Wholesale Banking 2,223 2,288 18 26

Financial Management and Equity Stakes 359 271 — —

Total (w/o Abbey) 102,127 103,038 9,243 9,199

Abbey 24,361 730

Total 126,488 9,973

Main data by business areas
Million euros

2004 net attributable income by operating business areas (Abbey not included)

European Retail Banking 55%
Retail Banking Latin America 27%
Global Wholesale Banking 9%
Asset Management and Private Banking 9%
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Variation

2004 2003 Amount (%)

Income statement

Net interest revenue 4,952.0 4,633.1 318.9 6.88

Net fees and commissions 2,347.0 2,115.4 231.6 10.95

Basic revenue 7,298.9 6,748.4 550.5 8.16

Trading gains 276.7 175.7 101.0 57.50

Net operating revenue 7,575.6 6,924.1 651.5 9.41

Personnel and general expenses (3,216.9) (3,168.0) (48.9) 1.54

a) Direct (2,754.5) (2,732.3) (22.2) 0.81

Personnel expenses (1,996.1) (1,992.1) (4.0) 0.20

General expenses (758.3) (740.1) (18.2) 2.46

b) Indirect (462.4) (435.7) (26.6) 6.12

Depreciation (366.1) (365.7) (0.5) 0.12

Other operating costs (74.0) (61.0) (13.0) 21.34

Net operating income 3,918.7 3,329.5 589.2 17.70

Income from equity-accounted holdings 113.1 87.9 25.2 28.67

Net provisions for loan - losses (1,040.0) (895.0) (145.0) 16.20

Other income 67.5 57.3 10.2 17.72

Income before taxes 3,059.2 2,579.7 479.5 18.59

Net consolidated income 2,225.4 1,862.7 362.8 19.48

Net attributable income 2,120.3 1,761.6 358.7 20.36

Balance sheet

Loans 144,273.9 125,137.2 19,136.7 15.29

Government securities 4,315.7 4,009.4 306.3 7.64

Due from banks 29,858.2 31,512.5 (1,654.3) (5.25)

Investment securities 13,664.0 9,636.3 4,027.7 41.80

Tangible and intangible assets 3,037.1 2,979.6 57.5 1.93

Other assets 7,979.3 7,466.7 512.5 6.86

Total Assets / Liabilities 203,128.2 180,741.7 22,386.4 12.39

Customer deposits 98,011.7 93,282.1 4,729.6 5.07

Debt securities 20,398.1 13,035.9 7,362.2 56.48

Subordinated debt 1,662.0 1,211.5 450.5 37.19

Due to banks 42,624.1 39,501.3 3,122.8 7.91

Other liabilities 28,387.8 23,874.2 4,513.6 18.91

Capital assigned 12,044.6 9,836.9 2,207.7 22.44

Other managed funds (off - balance sheet) 68,863.6 61,716.8 7,146.7 11.58

Mutual funds 58,788.6 53,066.9 5,721.6 10.78

Pension funds 7,540.4 6,842.4 697.9 10.20

Managed portfolios 2,534.6 1,807.5 727.2 40.23

Customer funds 188,935.3 169,246.3 19,689.0 11.63

Total managed funds 271,991.7 242,458.6 29,533.2 12.18

Ratios (%) and other data

ROE 19.50 19.51 (0.01)

Efficiency ratio 42.46 45.75 (3.29)

Recurrence ratio 72.96 66.77 6.19

NPL ratio 1.06 1.09 (0.03)

NPL coverage 235.33 209.82 25.51

Number of employees (direct and assigned) 40,703 41,643 (940) (2.26)

Number of branches 5,180 5,090 90 1.77

European Retail Banking
Million euros
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European Retail Banking

European Retail Banking performed well in 2004.
Net attributable income rose 20.4%, fuelled by a
17.7% increase in net operating income as a result
of higher revenues than in 2003 and almost flat
costs.

This performance is also the result of stronger activity,
particularly lending, which grew 19% (excluding
securitisations), and gains in efficiency (3.3 points)
and productivity (the business volume per employee
rose 18% and income per employee 23%).

Abbey is not included in all the figures for European
Retail Banking in order to facilitate year-on-year
comparisons as explained on page 93. 

Net interest revenue was EUR 4,952.0 million, 6.9%
more than in 2003, because of the net effect of the
rise in business volumes and the narrowing of
spreads caused by lower interest rates in some
countries.

The trend is very favourable. Three of the four units
included here generated in the fourth quarter their
largest figures for the year. Also, eliminating the
seasonal impact of dividends, the net interest revenue
of Santander Central Hispano Retail and Santander
Consumer increased for the third consecutive quarter,
and Banesto’s for the seventh one. 

Net fees and commissions increased 10.9% to EUR
2,347.0 million. All sub-areas grew, notably
Santander Central Hispano Retail Banking (+13.0%),
Santander Consumer (+12.6%) and Portugal
(+12.1%).

The higher trading gains reflect the greater
distribution of products to clients. Of note was the
growth of 189% at Banco Santander Central
Hispano to EUR 146.7 million. This was due to
customer demand for products such as consolidation
of capital gains of mutual funds and hedging of
interest rates and exchange rates. The distribution of
treasury products to customers has a high growth

potential which is being developed through projects
such as Santander Global Connect. Banesto also
notably increased its revenues from the distribution
of treasury products to customers. 

Net operating revenue rose 9.4%, which combined
with costs that remained almost flat and a good
performance by all units, improved the efficiency
ratio by 3.3 points to 42.5% from 45.8% in 2003.

European Retail Banking is a clear example of the
Group’s business philosophy: increasing revenue with
strict control of costs. The result is clearly seen in this
business area where the net operating income of all
the units grew by more than 12%. The area’s total
net operating income was 17.7% higher than in
2003 at EUR 3,918.7 million.

Net loan-loss provisions increased 16.2% because of
the higher statistical and generic provisions as a
result of greater lending. Specific provisions declined
due to the excellent credit risk quality.

Net attributable income amounted to EUR 2,120.3
million, 20.4% more than in 2003. ROE remained
unchanged at 19.5%.

The quarterly performance improved. In the fourth
quarter, the area’s net operating income surpassed
EUR 1 billion for the first time, with higher net interest
revenue, basic revenue and operating revenue.

Of note in business activity was the 15% growth in
lending (+19% excluding securitisations) and 12% in
managed customer funds.

In lending, Banesto Retail and the Santander Central
Hispano Network registered growth of 31% and
19%, respectively (excluding the impact of
securitisation). Growth in mortgages and in loans to
companies was over 23% in both cases. Lending by
Santander Consumer rose 30% and fell in Portugal
due to securitisation (+4% eliminating this effect).
The focus on attracting funds resulted in an increase
in mutual funds (+11%) and pension plans (+10%),
as well as in deposits which grew 5%.
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Variation

2004 2003 Amount (%)

Income statement

Net interest revenue 2,005.5 2,064.8 (59.4) (2.88)

Net fees and commissions 1,487.2 1,316.0 171.1 13.00

Basic revenue 3,492.6 3,380.9 111.7 3.30

Trading gains 146.7 50.8 95.9 188.80

Net operating revenue 3,639.3 3,431.7 207.6 6.05

Personnel and general expenses (1,565.5) (1,559.2) (6.3) 0.40

a) Direct (1,164.9) (1,186.3) 21.3 (1.80)

Personnel expenses (975.2) (987.0) 11.8 (1.19)

General expenses (189.7) (199.3) 9.6 (4.80)

b) Indirect (400.6) (373.0) (27.6) 7.41

Depreciation (174.3) (178.1) 3.8 (2.14)

Other operating costs (39.9) (36.9) (3.1) 8.30

Net operating income 1,859.6 1,657.5 202.1 12.19

Income from equity-accounted holdings — — — —

Net provisions for loan - losses (425.7) (371.7) (54.0) 14.52

Other income 14.1 3.6 10.5 288.89

Income before taxes 1,448.0 1,289.4 158.6 12.30

Net consolidated income 1,041.4 927.7 113.6 12.25

Net attributable income 1,041.4 926.5 114.9 12.40

Balance sheet

Loans 66,837.3 60,012.4 6,824.9 11.37

Government securities — — — —

Due from banks 91.7 21.5 70.2 326.52

Investment securities 1.0 1.1 (0.1) (13.02)

Tangible and intangible assets 1,599.4 1,612.2 (12.8) (0.79)

Other assets 784.8 866.8 (82.0) (9.46)

Total Assets / Liabilities 69,314.1 62,513.9 6,800.2 10.88

Customer deposits 42,652.9 42,426.9 226.0 0.53

Debt securities 2,248.6 387.5 1,861.1 480.34

Subordinated debt — — — —

Due to banks 14.5 332.6 (318.1) (95.63)

Other liabilities 18,844.3 14,724.4 4,119.9 27.98

Capital assigned 5,553.8 4,642.5 911.3 19.63

Other managed funds (off - balance sheet) 47,384.8 42,654.8 4,730.0 11.09

Mutual funds 42,141.5 37,888.7 4,252.8 11.22

Pension funds 5,243.3 4,766.2 477.1 10.01

Managed portfolios — — — —

Customer funds 92,286.3 85,469.2 6,817.0 7.98

Total managed funds 116,698.9 105,168.8 11,530.1 10.96

Ratios (%) and other data

ROE 20.78 22.40 (1.62)

Efficiency ratio 43.02 45.44 (2.42)

Recurrence ratio 94.99 84.40 10.59

NPL ratio 0.55 0.73 (0.18)

NPL coverage 399.41 262.87 136.54

Number of employees (direct and assigned) 19,371 20,747 (1,376) (6.63)

Number of branches 2,571 2,548 23 0.90

Santander Central Hispano Retail Banking
Million euros
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Santander Central Hispano Retail Banking
generated net attributable income of EUR 1,041.4
million in 2004, 12.4% higher than in 2003.
Moreover, the fourth quarter figure was a record
EUR 276.9 million, 12.4% higher than the third
quarter and 14.0% higher than the fourth quarter
of 2003. 

As well as the significant growth in net attributable
income, the quality of its components was
noteworthy. Net interest revenue rose for the third
straight quarter and net fees and commissions and
trading gains kept up a good pace of growth, while
costs continued to be contained and loan-loss
provisions increased because of greater lending, as
specific provisions, linked to the quality of credit,
declined.

This growth was due to the greater business activity,
reflected in a 19% rise in lending and 8% in
customer funds. Business growth was also solid and
sustained during the whole year as well as
diversified.

Mortgages grew 23%, loans and credits 13%,
leasing and renting 30% and commercial bills 9%. In
funds, deposits increased 5%, mutual funds 11%
and pension plans 10%. 

The same occurred by customer segments, with
lending to companies and institutions up 21%
and 17% to individual customers and private
banking, while funds rose 15% and 6%,
respectively.

Management of spreads in lending and funds
depended to a large extent on the performance of
market interest rates, flat during the year and
downward in some periods. In this scenario it was
necessary to offset the fall in spreads with greater
business and commissions. 

Net interest revenue was EUR 2,005.5 million, 2.9%
lower than in 2003 (due to the interest rate
evolution). The performance improved over the
course of the year. The fourth quarter figure of EUR
526.7 million was by far the highest (6.3% more
than the third quarter and strengthening the
recovery trend seen in previous quarters).

The decline in net interest revenue was partially
offset by financial commissions and for services
(+12.6% and +13.0%) and by trading gains from
customers (+188.8%).

Growth was again due to the strong activity in well
developed businesses. Commissions from mutual
funds increased 15%, from pension plans 10.2%,
from cards 10.3%, and from mortgages 6% (even
though 2003 was the year when the
"Superoportunidad" range was launched),
meanwhile, in the most innovative and high
potential businesses, commissions from insurance
jumped 76.9% and revenue from futures and
options on interest and exchange rates and capital
gains from mutual funds amounted to more than
EUR 110 million.

The recurrence ratio (non-financial
commissions/costs) reached 95.0% and more than
100% including trading gains of customers.

Net interest revenue, commissions and trading gains
produced operating revenue of EUR 3,639.3 million,
6.1% more than in 2003 consolidating the upward
trend. The fourth quarter figure of EUR 956.5 million
was the highest of the year and well above all the
quarters of 2003.

Costs remained almost flat (+0.4%) and so were
lower in real terms. Thanks to balanced
management of revenues and costs, net operating
income was 12.2% higher at EUR 1,859.6 million
and the efficiency ratio was 43.0%, 2.4 points better
than in 2003.

Loan-loss provisions rose 14.5%, due to the growth
in lending. Specific provisions declined 29% and
generic and statistical ones increased 25%.

The credit risk quality was excellent, underscored by
a ratio of non-performing loans of 0.55% and
coverage of 399%.

In short, 2004 was a good year for Santander
Central Hispano Retail Banking, which 
contributed net attributable income of 
EUR 1,041.4 million to the Group, 12.4% more 
than in 2003.

The main factors at play were the customer-
oriented Da Vinci business model, the capacity of
innovation in products and services, the
consolidation of the network’s own sales culture
and the clear focus on improvements in efficiency
and productivity. 

A result of these factors was the success achieved in
mortgages, where the "Superoportunidad" range
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repeated 2003’s figure of EUR 11,700 million. 
Also, the strong performance in mutual funds,
where, of note, was the placement of EUR 8,000 in
"Supergestión". Both products consolidated
significant market share in Retail Banking.

Also of note was the "Tarjeta Única" campaign,
which offers a collaboration agreement with the
Repsol Autoclub with excellent services as well as
economic advantages. The acceptance rate was very
high and 50% are new or replacing inactive cards.

Summing up, Santander Central Hispano Retail Banking
faces 2005 with the ambition of continuing the
upward growth path of business and income, while
strengthening its business model (integral customer
management). The i-06 Plan, which places strategic
emphasis on the most recurrent businesses and
segments, such as capturing and retaining companies,
particularly SMEs and micro companies, professionals,
the self-employed, shops, cards, insurance and lending
to households, will contribute to this.

Variation

2004 2003 Amount (%)

Mortgages 43,656.2 35,472.4 8,183.8 23.07

Unsecured loans 10,413.6 9,490.1 923.6 9.73

Commercial bills 8,627.0 7,893.8 733.2 9.29

Leasing 4,171.8 3,212.6 959.2 29.86

Others 15,698.5 13,599.6 2,098.9 15.43

Gross loans 82,567.2 69,668.5 12,898.7 18.51

Allowance for loan losses 1,378.4 1,149.7 228.8 19.90

Net loans 81,188.8 68,518.8 12,669.9 18.49

(*).- Excluding securitization effect.

Variation

2004 2003 Amount (%)

Demand deposits 28,867.8 27,587.9 1,280.0 4.64

Time deposits 13,785.1 14,839.1 (1,054.0) (7.10)

Traditional deposits 42,652.9 42,426.9 226.0 0.53

Debt securities 2,248.6 387.5 1,861.1 480.34

Subordinated debt — — — —

Total customer funds on balance sheet 44,901.5 42,814.4 2,087.1 4.87

Mutual funds 42,141.5 37,888.7 4,252.8 11.22

Pension funds 5,243.3 4,766.2 477.1 10.01

Total customer funds 92,286.3 85,469.2 6,817.0 7.98

(*).- REPOs excluded.

Loans*
Million euros

Customer funds*
Million euros
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Variation

2004 2003 Amount (%)

Income statement

Net interest revenue 1,142.8 1,058.9 83.9 7.92

Net fees and commissions 502.4 462.4 40.0 8.65

Basic revenue 1,645.1 1,521.2 123.9 8.14

Trading gains 74.5 57.1 17.3 30.37

Net operating revenue 1,719.6 1,578.4 141.2 8.95

Personnel and general expenses (783.9) (764.8) (19.1) 2.50

a) Direct (755.7) (738.6) (17.2) 2.32

Personnel expenses (557.7) (545.2) (12.5) 2.29

General expenses (198.0) (193.4) (4.7) 2.41

b) Indirect (28.2) (26.2) (2.0) 7.44

Depreciation (97.7) (101.1) 3.4 (3.39)

Other operating costs (22.1) (19.9) (2.2) 10.97

Net operating income 815.9 692.6 123.3 17.81

Income from equity-accounted holdings 91.0 74.4 16.6 22.30

Net provisions for loan - losses (199.9) (171.4) (28.5) 16.63

Other income 54.4 27.1 27.3 100.72

Income before taxes 761.5 622.7 138.7 22.28

Net consolidated income 533.6 436.4 97.2 22.27

Net attributable income 470.1 379.9 90.2 23.74

Balance sheet

Loans 39,540.1 31,250.3 8,289.8 26.53

Government securities 4,315.7 4,009.4 306.3 7.64

Due from banks 13,364.2 12,627.5 736.7 5.83

Investment securities 3,869.0 4,243.2 (374.2) (8.82)

Tangible and intangible assets 783.5 785.8 (2.3) (0.29)

Other assets 4,610.5 4,479.4 131.2 2.93

Total Assets / Liabilities 66,483.1 57,395.7 9,087.4 15.83

Customer deposits 30,994.3 28,637.0 2,357.2 8.23

Debt securities 11,400.8 5,658.3 5,742.5 101.49

Subordinated debt 1,243.0 762.1 480.9 63.11

Due to banks 13,076.8 13,873.0 (796.1) (5.74)

Other liabilities 6,749.1 5,858.1 891.0 15.21

Group capital and reserves 3,019.1 2,607.2 412.0 15.80

Other managed funds (off - balance sheet) 13,108.2 11,745.7 1,362.5 11.60

Mutual funds 11,398.9 10,330.5 1,068.4 10.34

Pension funds 1,326.6 1,190.4 136.3 11.45

Managed portfolios 382.6 224.8 157.8 70.19

Customer funds 56,746.3 46,803.1 9,943.1 21.24

Total managed funds 79,591.3 69,141.3 10,449.9 15.11

Ratios (%) and other data

ROE 16.79 15.57 1.22

Efficiency ratio 45.59 48.46 (2.87)

Recurrence ratio 64.08 60.46 3.63

NPL ratio 0.55 0.66 (0.11)

NPL coverage 391.76 339.32 52.44

Number of employees (direct and assigned) 9,801 9,954 (153) (1.54)

Number of branches 1,683 1,689 (6) (0.36)

Banesto
Million euros
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The Banesto Group enjoyed a good year in 2004,
with growth in business and earnings. This enabled
it to surpass the goals set for the year in terms of
gains in market share and efficiency, credit risk
quality and profitability.

As in the other business areas, Banesto’s income
statement has been drawn up in accordance with
the criteria set out on page 93 of this Report, as a
result of which these figures are not the same as
the ones published independently.

The extraordinary allowance for retirements in 2004
is included, together with other allowances made
for this item in other Group units, in Financial
Management and Equity Stakes.

Banesto, like the Group’s other units, did not make
an allowance for this item in prior years charged to
earnings but against freely available reserves, as it
had Bank of Spain permission, like the rest of the
banking sector, to do so. This changed in 2004,
however.

Net interest revenue increased 7.9% to EUR 1,142.8
million, the result of both the rise in business as
well as management of prices and customers.

Net fees and commissions grew 8.6% to EUR 502.4
million. Commissions for services increased 9.1%
where the ones related to the handling of mutual
and pension funds rose 11.8%, in line with the
volume of funds managed, thanks to defence of the
average commission received.

Trading gains were EUR 74.5 million, 30.4% more
than in 2003, and basically due to customer
demand of treasury products, which were once
again the main component.

As a result, net operating revenue rose 8.9% to EUR
1,719.6 million.

Personnel and general expenses increased 2.5%,
meeting the goals set, and together with the
growth in net operating revenue, produced a
further improvement in the efficiency ratio to
45.6% from 48.5% in 2003.

Net operating income was 17.8% higher at EUR
815.9 million. 

Income from equity-accounted holdings and Group
operations increased 20.2% to EUR 95.9 million.

This was due both to the higher ordinary earnings
of the companies that consolidate by this method as
well as to income from divestments.

Net provisions for loan-losses rose 16.6% 
to EUR 199.9 million. The allocation for specific
provisions was EUR 38.6 million, 9% less 
than in 2003, and together with the 
growth in lending underscores Banesto’s credit 
risk quality.

Net extraordinary income was EUR 49.7 million, up
from EUR 21.1 million in 2003.

Income before taxes was 22.3% higher at EUR
761.5 million. Net attributable income rose 23.7%
to EUR 470.1 million. Both increases were Banesto’s
highest in recent years.

Lending, adjusted for the impact of securitisation,
increased 23% to EUR 41,956  million, with
significant growth in all types and segments. 

Of particular note was the growth in mortgages
with criteria that also minimises exposure levels. The
ratio of non-performing loans in this business is
0.14%, 29 b.p. lower than the banking sector’s
average.

In the segment for individuals, Banesto is
continuously innovating and in 2004 its launched a
differentiated management model, which facilitates
price management, depending in the risk level. This
enables it to provide customers with products
tailored more to their needs. The "Tarifa Plana"
account was also launched and in just three
months captured 150,000 new accounts. As a
result of these efforts, lending grew 34% in this
segment.

The pace of growth in lending to businesses was
also strong, especially to SMEs, where Banesto is
backed by its Banespyme project. This product,
supported by technology and innovation, provides
solutions to common problems of these businesses.
Lending to small enterprises rose 28% and 32% to
medium-sized companies.

The growth in these balances was achieved 
with no erosion of credit risk quality. The ratio of
non-performing loans continued to improve 
and dropped from 0.66% in 2003 to 0.55%.
Coverage rose from 339% to 392% over the same
period.
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Total customer funds amounted to EUR 56,746
million, 21% more than in 2003. On-balance sheet
customer funds grew 24% and off-balance sheet
funds 12%.

Total market share of loans and customer funds
measured against commercial banks reached
8.85%, an increase of 0.38 points during 2004.

Variation

2004 2003 Amount (%)

Public sector 728.1 759.8 (31.6) (4.16)

Private sector 39,592.3 31,860.8 7,731.5 24.27

Commercial bills 4,218.8 3,832.4 386.4 10.08

Secured loans 21,124.6 15,662.6 5,462.0 34.87

Others 14,248.9 12,365.8 1,883.1 15.23

Loans to resident sector 40,320.4 32,620.6 7,699.8 23.60

Non - resident sector 2,328.4 2,141.8 186.6 8.71

Doubtful loans (net of provisions) (692.8) (544.3) (148.5) 27.28

Total loans 41,956.1 34,218.1 7,738.0 22.61

(*).- Excluding securitization effect.

Loans*
Million euros

Variation

2004 2003 Amount (%)

Public sector 5,726.7 5,350.3 376.4 7.03

Private sector 23,234.1 21,004.2 2,230.0 10.62

Demand deposits 11,942.7 11,285.1 657.6 5.83

Time deposits 5,001.7 4,282.4 719.3 16.80

REPOs 6,289.7 5,436.6 853.1 15.69

Non-resident sector 2,033.4 2,282.6 (249.1) (10.92)

Total customer deposits 30,994.3 28,637.0 2,357.2 8.23

Debt securities 11,400.8 5,658.3 5,742.5 101.49

Subordinated debt 1,243.0 762.1 480.9 63.11

Total customer funds on balance sheet 43,638.1 35,057.4 8,580.7 24.48

Total managed funds (off-balance sheet) 13,108.2 11,745.7 1,362.5 11.60

Mutual funds 11,398.9 10,330.5 1,068.4 10.34

Pension funds 1,326.6 1,190.4 136.3 11.45

Managed portfolios 382.6 224.8 157.8 70.19

Total customer funds 56,746.3 46,803.1 9,943.1 21.24

Customer funds*
Million euros
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Variation

2004 2003 Amount (%)

Income statement

Net interest revenue 1,163.7 878.2 285.5 32.51

Net fees and commissions 97.3 86.4 10.9 12.59

Basic revenue 1,261.0 964.6 296.4 30.72

Trading gains 45.8 60.7 (15.0) (24.62)

Net operating revenue 1,306.8 1,025.3 281.4 27.45

Personnel and general expenses (463.8) (409.0) (54.9) 13.41

a) Direct (445.8) (388.2) (57.6) 14.83

Personnel expenses (209.7) (194.2) (15.5) 7.98

General expenses (236.1) (194.0) (42.1) 21.69

b) Indirect (18.0) (20.8) 2.7 (13.09)

Depreciation (34.8) (29.0) (5.8) 19.99

Other operating costs (1.3) (0.8) (0.6) 74.14

Net operating income 806.8 586.6 220.2 37.54

Income from equity-accounted holdings 22.1 13.5 8.6 63.83

Net provisions for loan - losses (300.6) (227.0) (73.6) 32.42

Other income (10.9) 9.9 (20.8) —

Income before taxes 517.4 382.9 134.4 35.10

Net consolidated income 359.4 255.4 104.1 40.75

Net attributable income 359.0 247.8 111.2 44.89

Balance sheet

Loans 22,696.1 16,405.9 6,290.3 38.34

Government securities — — — —

Due from banks 5,485.5 5,998.5 (512.9) (8.55)

Investment securities 141.3 147.9 (6.6) (4.43)

Tangible and intangible assets 119.4 95.1 24.4 25.62

Other assets 1,123.1 847.2 275.9 32.56

Total Assets / Liabilities 29,565.5 23,494.5 6,071.0 25.84

Customer deposits 11,517.0 9,324.3 2,192.7 23.52

Debt securities 2,786.7 2,889.7 (103.0) (3.56)

Subordinated debt 115.5 133.4 (17.9) (13.41)

Due to banks 11,764.1 8,301.8 3,462.3 41.71

Other liabilities 1,439.6 1,521.5 (81.9) (5.38)

Group capital and reserves 1,942.4 1,323.7 618.7 46.74

Other managed funds (off - balance sheet) 242.8 182.7 60.1 32.90

Mutual funds 218.8 166.4 52.4 31.46

Pension funds 24.0 16.3 7.8 47.65

Managed portfolios — — — —

Customer funds 14,662.1 12,530.2 2,132.0 17.01

Total managed funds 29,808.3 23,677.2 6,131.1 25.89

Ratios (%) and other data

ROE 22.02 21.19 0.83

Efficiency ratio 35.50 39.89 (4.39)

Recurrence ratio 20.97 21.13 (0.15)

NPL ratio 2.22 2.12 0.10

NPL coverage 153.48 149.70 3.78

Number of employees (direct and assigned) 5,234 3,991 1,243 31.15

Number of branches 256 183 73 39.89

Santander Consumer
Million euros
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Santander Consumer’s results and activity
continued to grow strongly and it took further steps
in its selective strategic expansion plan for consumer
financing in Europe. The following acquisitions were
made during 2004:

• In Poland, Polskie Towarzystwo Finansowe (PTF)
and its business portfolio were acquired. PTF is the
leading auto finance company, with a 10% market
share, and the fourth overall in consumer finance.
The first steps were taken to integrate PTF into
CC-Bank Poland in 2005.

• In Norway, it acquired Elcon Finans, the leading
auto finance company with a market share of
30%, opening the door to the Scandinavian
market. Under the agreement, the leasing and
factoring business was sold and this deal will be
completed in 2005 in order to focus on our core
business.

• In the Netherlands, Santander Consumer Germany
acquired Abfin BV, a financing and leasing
company. Its basic business is auto financing (54%
of its portfolio) and it has an estimated market
share among independent entities of 10%. The
rest of its portfolio is leasing (26%) and consumer
financing (20%).

These new units have EUR 3,000 million of managed
assets and they made a moderate contribution to
net attributable income (EUR 10 million). After their
consolidation Santander Consumer is now present in
11 European consumer finance markets, with 7
million clients and EUR 26,800 million of managed
assets. Its main activity is auto finance (63% of the
total portfolio).

Santander Consumer’s new lending amounted to
EUR 15,300 million, 30% more than in 2003 (+23%
excluding the acquisitions), and concentrated in the
key business segments. Of note was the 24%
organic growth in auto financing, well above the rise
in the sale of cars in Europe and so achieving a gain
in market share. Also noteworthy was the 36%
increase in consumer finance and cards. The main
traditional markets registered high lending growth:
Spain and Portugal +25%; Italy +36% and Germany
+19%.

The drivers of the organic growth were the activities
developed in different markets to increase business

from both agents as well as former clients, basically
auto finance, and crossed-selling based on our
information systems. Noteworthy among these
initiatives was the increase in credit cards in Italy
(+81.6%) and Germany (+26.0%), and direct credit
in Spain (+64.3%). Progress was also made in
unifying the logos and brands under the Santander
Consumer name together with the local brand in
each country of origin. This will result in greater
recognition of the brand by clients in Europe.

The increase in lending was combined with a ratio of
non-performing loans of 2.2% and an improvement
in coverage of four points to 153%. An important
factor here was knowledge of the business and
installing our risk management information systems
in the Group’s different units.

Santander Consumer improved its financing
structure. The incorporation of Patagon at
December 31, 2003 and its growth in 2004 (+18%
in on-balance sheet funds and +29% in off-balance
sheet), together with the strong rise in deposits at
Santander Consumer Germany (+72%), pushed up
total deposits to EUR 11,600 million. This figure
represented 45% of the financing needs of third
parties compared to 34% in 2003 (before Patagon).
Notes and commercial paper account for 14%,
securitisation for 13% and net recourse to the
interbank market dropped to 27%. 

The main drivers in 2004 were stronger activity in
lending and in funds coupled with strict
management of costs and credit risk. Net operating
revenue increased 27.4% to EUR 1,306.8 million.
Deducting provisions, the figure was 26.0% higher
at EUR 1,006.2 million, reinforcing the plan of
growth with quality assets.

As a result of revenue growth double that of costs,
the efficiency ratio improved to 35.5%, 4.4 points
better than in 2003, and produced a rise of 37.5%
in net operating income.

Net attributable income rose 44.9% to EUR 359.0
million. Excluding the new units acquired in Norway,
Poland and the Netherlands, growth was 37.5%.

The results, the organic growth and the selective
expansion in 2004 reinforced Santander
Consumer’s position in Europe as a key player in
auto finance.
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Variation

2004 2003 Amount (%)

Income statement

Net interest revenue 640.0 613.2 26.8 4.38

Net fees and commissions 260.2 232.0 28.1 12.13

Basic revenue 900.2 845.2 55.0 6.50

Trading gains 9.8 7.1 2.7 38.31

Net operating revenue 910.0 852.3 57.7 6.77

Personnel and general expenses (403.6) (412.7) 9.1 (2.21)

a) Direct (388.0) (398.2) 10.2 (2.55)

Personnel expenses (253.5) (255.9) 2.4 (0.94)

General expenses (134.5) (142.3) 7.7 (5.45)

b) Indirect (15.6) (14.5) (1.0) 7.22

Depreciation (59.4) (56.1) (3.3) 5.85

Other operating costs (10.7) (3.5) (7.2) 208.74

Net operating income 436.4 380.1 56.3 14.81

Income from equity-accounted holdings — — — —

Net provisions for loan - losses (113.8) (107.7) (6.1) 5.64

Other income 9.9 19.7 (9.8) (49.80)

Income before taxes 332.4 292.0 40.4 13.84

Net consolidated income 291.0 248.9 42.2 16.94

Net attributable income 249.9 213.2 36.7 17.22

Balance sheet

Loans 15,200.3 17,468.6 (2,268.3) (12.98)

Government securities — — — —

Due from banks 10,916.8 12,865.0 (1,948.2) (15.14)

Investment securities 9,652.7 5,244.1 4,408.6 84.07

Tangible and intangible assets 534.8 486.6 48.2 9.91

Other assets 1,460.8 1,273.3 187.5 14.72

Total Assets / Liabilities 37,765.4 37,337.6 427.8 1.15

Customer deposits 12,847.5 12,893.8 (46.3) (0.36)

Debt securities 3,961.9 4,100.4 (138.5) (3.38)

Subordinated debt 303.4 315.9 (12.5) (3.97)

Due to banks 17,768.6 16,988.1 780.4 4.59

Other liabilities 1,354.8 1,775.9 (421.1) (23.71)

Group capital and reserves 1,529.3 1,263.5 265.8 21.04

Other managed funds (off - balance sheet) 8,127.8 7,133.6 994.2 13.94

Mutual funds 5,029.3 4,681.3 348.0 7.43

Pension funds 946.4 869.6 76.8 8.83

Managed portfolios 2,152.0 1,582.6 569.4 35.98

Customer funds 25,240.6 24,443.7 796.9 3.26

Total managed funds 45,893.2 44,471.2 1,422.0 3.20

Ratios (%) and other data

ROE 17.42 16.88 0.54

Efficiency ratio 44.35 48.42 (4.07)

Recurrence ratio 64.47 56.23 8.24

NPL ratio 3.14 2.30 0.84

NPL coverage 111.35 125.44 (14.09)

Number of employees (direct and assigned) 6,297 6,900 (603) (8.74)

Number of branches 670 670 0 0.00

Retail Banking Portugal
Million euros
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Santander Totta generated net attributable income
of EUR 289.5 million, 15.3% more than in 2003. The
efficiency ratio was 43.4% and ROE reached 18.7%. 

Retail banking generated 86% of net attributable
income (EUR 249.9 million), which was 17.2% higher.

These results were achieved in a year when the
Portuguese economy grew moderately (estimated
1%), following a period of recession. 

All retail banking revenue lines grew, due to greater
business volumes and an adequate policy of prices
and customers which pushed up net interest revenue
by 4.4% and basic revenue by 6.5% over 2003. 

Net fees and commissions continued to grow
strongly (+12.1%), particularly those related to
mutual funds (+22%), mortgages (+34%), insurance
(+28%) and cards (+19%), in line with the rises in
business volumes. 

Personnel and general costs declined by 2.2%, which
together with the 6.8% increase in net operating
income further improved the efficiency ratio from
48.4% in 2003 to 44.4% in 2004.

This combination of more revenues and lower costs
led to a 14.8% increase in net operating income. 

Total lending declined 13%, due to the balance of
securitised assets during 2004. 

Eliminating this effect, growth was 4%. Of note in
lending were rises (excluding securitisations) of 12%
in mortgages, 16% in consumer credits and 45% in
credit cards.

The ratio of non-performing loans was 3.1%, higher
than in 2003 because of the aforementioned
securitisation processes. Excluding them, the NPL ratio
was 2.3%. Coverage was 111%.

The strongest growth in funds came from time
deposits (+7%) and off-balance sheet funds
(+14%).

In short, the customer-focused business model,
centred on retail banking, highly segmented and with
adequate management of costs and risks enabled
Santander Totta to register positive increases in all
revenue lines and net operating income and
continued to improve efficiency.

The Group legally merged its three retail banks in
Portugal - Banco Totta, Crédito Predial Portugués
and Banco Santander Portugal – to create Banco
Santander Totta, which maintains the Totta and
Santander brands as franchises highly recognised by
the market.

For the third year running, Euromoney and Exame
chose Santander Totta as the best bank in Portugal.

Variation

2004 2003 Amount (%)

Net attributable income "proforma" 289.5 251.0 38.4 15.30

Retail Banking 249.9 213.2 36.7 17.22

Global areas 39.6 37.9 1.7 4.51

Total Portugal
Million euros
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Variation

2004 2003 Amount (%)

Income statement

Net interest revenue 3,369.7 2,965.3 404.4 13.64

Net fees and commissions 1,201.3 1,036.0 165.3 15.96

Basic revenue 4,571.0 4,001.3 569.7 14.24

Trading gains 204.5 501.3 (296.7) (59.20)

Net operating revenue 4,775.5 4,502.6 273.0 6.06

Personnel and general expenses (2,638.8) (2,470.0) (168.7) 6.83

a) Direct (2,504.2) (2,339.1) (165.1) 7.06

Personnel expenses (1,330.3) (1,270.4) (59.9) 4.71

General expenses (1,173.9) (1,068.6) (105.2) 9.85

b) Indirect (134.6) (131.0) (3.6) 2.78

Depreciation (282.7) (280.9) (1.8) 0.64

Other operating costs (112.8) (98.0) (14.8) 15.08

Net operating income 1,741.2 1,653.6 87.7 5.30

Income from equity-accounted holdings 3.7 (4.8) 8.5 —

Net provisions for loan - losses (286.7) (340.6) 53.9 (15.83)

Other income (182.6) 74.3 (257.0) —

Income before taxes 1,275.6 1,382.5 (106.9) (7.73)

Net consolidated income 1,200.1 1,197.4 2.7 0.22

Net attributable income 1,038.6 1,064.5 (25.8) (2.43)

Balance sheet

Loans 33,691.5 28,234.7 5,456.9 19.33

Government securities — — — —

Due from banks 15,347.7 16,480.6 (1,132.9) (6.87)

Investment securities 25,773.3 20,896.3 4,877.0 23.34

Tangible and intangible assets 1,384.6 1,435.7 (51.1) (3.56)

Other assets 10,129.1 9,567.1 561.9 5.87

Total Assets / Liabilities 86,326.1 76,614.3 9,711.8 12.68

Customer deposits 39,698.9 35,851.3 3,847.5 10.73

Debt securities 5,117.8 4,397.9 719.9 16.37

Subordinated debt 725.2 531.8 193.4 36.36

Due to banks 29,764.1 25,414.3 4,349.8 17.12

Other liabilities 7,087.3 6,785.1 302.2 4.45

Capital assigned 3,932.9 3,633.9 298.9 8.23

Other managed funds (off - balance sheet) 31,736.3 27,765.0 3,971.3 14.30

Mutual funds 14,385.3 12,258.3 2,127.1 17.35

Pension funds 13,356.7 11,972.5 1,384.2 11.56

Managed portfolios 3,994.3 3,534.2 460.1 13.02

Customer funds 77,278.1 68,545.9 8,732.2 12.74

Total managed funds 118,062.4 104,379.2 13,683.2 13.11

Ratios (%) and other data

ROE 26.87 29.03 (2.16)

Efficiency ratio 55.26 54.86 0.40

Recurrence ratio 45.53 41.94 3.58

NPL ratio 2.58 3.90 (1.32)

NPL coverage 163.53 125.06 38.47

Number of employees (direct and assigned) 52,107 52,229 (122) (0.23)

Number of branches 3,874 3,894 (20) (0.51)

Retail Banking Latin America
Million euros
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Latin America

Latin American economies recovered strongly in
2004, thanks to growth in domestic demand and
the robust expansion of the global economy. With
inflation under control, despite a rise at the end of
the year, the region’s average GDP growth was
5.8%, the highest of the last 20 years.

This internal and external strength enabled Latin
America to increase its ratio of exports and thus
improve the trade and current account balances.
The fiscal situation was also better (higher receipts
and contained expenditure). All of this increased the
capacity of adjustment to a foreseeable change in
the international interest rate cycle, which in 2004
produced notable currency stability in the region.

Retail Banking Latin America generated net
attributable income of EUR 1,038.6 million, 2.4%
lower than in 2003 (+7.4% excluding the exchange
rate impact). Net  income, not affected by the
changes in minority shareholders, increased 9.8%
excluding the exchange rate impact. 

Total net attributable income from all activities in the
region was EUR 1,284.8 million, 2.6% lower than in
2003, but 6.6% higher excluding the exchange rate
impact.

Grupo Santander is the leading financial franchise in
Latin America by on-balance sheet business volume
and by net attributable income. It has 4,010 branches
and 57,156 employees. Grupo Santander’s business
model for Latin America is clearly focused on the
customer, highly segmented, backed by technology
and with adequate management of costs and risks. 

The Group focused in 2004 on business growth and
development of recurrent revenues.

The following factors should be taken into account

when analysing the financial information in Latin
America:

• In February 2003, 24.9% of Grupo Santander
Serfin was sold, affecting year-on-year
comparisons of net attributable income.

• Argentina’s improved economic and financial
expectations made it advisable to use the fund
established in prior years to cover the deficit of
provisions arising from applying Spanish
accounting criteria to the Argentine subsidiaries.
With this adjustment, the Group’s assets in
Argentina have been cleaned up in accordance
with Spanish rules and ring-fencing of income is
no longer needed. Argentina made a positive
contribution in 2004.

• The earnings performance in euros continued to
be affected by exchange rates, although to a
lesser extent than in other years. The appreciation
of the Brazilian real and the Chilean peso (in
average exchange rates) meant that the region’s
currencies as a whole strengthened slightly
against the dollar, but not against the euro
because of the dollar’s slide against the European
single currency. Between 2003 and 2004, the
Brazilian real depreciated from 3.46 to 3.63 per
euro, the Mexican peso fell from 12.2 to 14.0 per
euro and the Venezuelan bolivar from 1,814 to
2,336 per euro. The Chilean peso, on the other
hand, appreciated from 778.7 to 756.7 per euro.

• Average nominal interest rates fell sharply between
2003 and 2004. The reductions were very
significant in Brazil (-30%), Chile (-31%) and
Venezuela (-34%). The rise in US interest rates
sparked in some of the region’s countries bouts of
volatility in the second quarter, affecting interest
rates and exchange rates. The balances of the banks
in these countries were managed in such a way as
to maximise earnings and reduce market risks.

Variation

% excluding

2004 2003 Amount (%) exch. rate

Income before taxes 1,628.4 1,751.4 (123.1) (7.03) 1.57

Net consolidated income 1,459.1 1,470.8 (11.7) (0.80) 8.30

Net attributable income "proforma" 1,284.8 1,318.5 (33.7) (2.55) 6.61

Retail Banking 1,038.6 1,064.5 (25.8) (2.43) 7.36

Global areas 246.2 254.0 (7.8) (3.08) 3.49

Total Latin America
Million euros
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The main features of the performance of Retail
Banking Latin America in 2004 were:

• The pace of growth in lending accelerated. Grupo
Santander grew faster than the market, increasing
its market share from 11.0% to 11.6%. The total
volume, excluding the exchange rate impact,
increased 25% (excluding Fobaproa in Mexico).
The Group’s focus on strengthening businesses
with the greatest degree of revenue recurrence
resulted in a 39% year-on-year rise in lending to
individuals at constant exchange rates.

• In funds, on-balance sheet deposits (without
REPOs) increased 21%, excluding the exchange
rate impact, while mutual funds rose 20%.
Pension funds grew 15%, bringing the overall
increase in total managed funds to 18%. 

• Basic revenue, net of provisions, affected by the
drop in average interest rates of around 19%, rose
17.0%. Excluding the exchange rate effect, basic
revenue was 27.3% higher. 

• The Group’s strong drive to develop credit cards,
cash management, foreign trade, mutual funds
and insurance business produced growth of 26.4%
in commissions (after eliminating the exchange
rate impact).

• Trading gains declined 59.2% over 2003. This was
largely due to the sharp revaluation of Brazilian
debt in the middle of 2003, the recovery of
available funds and, in the opposite direction, the
negative impact in 2004 of interest rate rises in
portfolios, especially in Mexico. 

• Net operating revenue less net provisions for
loan-losses rose to EUR 4,488.9 million, an
increase of 17.2% (after eliminating the
exchange rate impact) . The relative share of net
interest revenue and commissions in net
operating revenue rose from 88.9% in 2003 to
95.7% in 2004.

• The Group’s strategic focus on developing
businesses with a high degree of recurring
revenue resulted in the launch of a series of
specific projects (some local and others regional)
for the medium term. These costs and investments
are temporarily (in 2004) affecting year-on-year
comparisons in the relevant items. Total operating
costs rose 14.7%, between 2003 and 2004,
eliminating the exchange rate impact. We now
expect growth in operating costs in 2005 to be
closer to the inflation rate.

Var. o/ 2003 (%)

excluding

2004 2003 Total exch. rate

Brazil 684.9 701.0 (2.29) 2.64

Mexico 331.7 406.4 (18.37) (5.47)

Chile 271.0 243.5 11.30 8.48

Puerto Rico 45.7 28.1 62.35 78.42

Venezuela 115.1 107.9 6.69 33.61

Colombia 39.3 24.8 58.24 60.50

Rest* (203.0) (193.3) 5.04 1.61

Total 1,284.8 1,318.5 (2.55) 6.61

Var. o/ 2003 (%) Market

Excluding share

2004 Total exch. rate 2004

Brazil 6,026.7 38.30 36.54 5.5%

Mexico 10,055.1 12.99 21.36 16.5%

Chile 10,325.0 17.00 18.77 22.7%

Puerto Rico 4,105.6 0.53 8.42 11.1%

Venezuela 1,408.9 52.47 97.32 15.9%

Colombia 840.3 102.67 84.98 3.4%

Rest 2,417.3 7.75 15.22 8.1%

Total 35,179.0 18.26 23.82 11.6%

(*).- Excluding FOBAPROA: +27%

*

Net attributable income by country (Total Latin America)
Million euros

Loans (gross)
Million euros

Var. o/ 2003 (%) Market

Excluding share

2004 Total exch. rate 2004*

Brazil 7,089.7 26.91 25.29 4.2%

Mexico 16,556.4 5.74 13.70 13.9%

Chile 11,501.7 10.93 12.60 21.4%

Puerto Rico 3,836.4 10.72 19.41 12.5%

Venezuela 3,172.7 26.72 64.00 13.8%

Colombia 557.9 41.11 28.79 2.9%

Rest 2,827.0 0.82 6.89 6.9%

Total 45,541.8 11.67 18.26 9.6%

(*).- Market share in deposits

On-balance sheet customer funds
Million euros

(*).- Including the rest of countries imputed charges, standarisation of the
assigning of capital and anticipated allowances.
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• Net provisions for loan-losses declined 9.9%,
excluding the exchange rate impact, and the risk
premium remained at a very moderate level (0.9%
in 2004), even though a large part of lending went
to retail segments with a higher net return but also
a higher risk. 

• The non-performing loans ratio (2.6%) and
coverage (164%) were better than in 2003 (-1.3
points in NPLs and +38 points in coverage),
underscoring the region’s credit risk quality.

• The efficiency (55.3%) and recurrence (45.5%)
ratios were temporarily eroded by the gap between
the recording of costs related to special projects and
the realisation, later, of revenue from them.

The performance by countries, including all
businesses and earnings, is detailed below:

Brazil

Santander Banespa is one of the main financial
franchises in Brazil. It has a market share of 4%-
5% for the country as a whole and double that in
the south/southeast of Brazil, the strategically key
area for the Group where close to 100 million
people live and which generates almost 75% of
Brazil’s GDP.

Santander Banespa, has conducted its business
against a background of recovery and sustained
economic growth. GDP increased by more than 5%,
fuelled by exports and domestic demand, with big
improvements in employment and real income and
a strong rise in investment. All of this boosts the
growth prospects for coming years. In this context,
inflation rose, albeit moderately, and met with an
immediate response from the Central Bank (+1.75

points in the key SELIC rate), thereby enhancing the
anti-inflation credibility of monetary policy and
pointing to further cuts in long-term interest rates,
as shown by the negative slope of the yield curve as
of six months.

One of the Group’s strategic elements in 2004 was
to increase customer business volumes, particularly
loans. This focus helped to push up total lending by
37%, eliminating the exchange rate impact, in line
with the increase in loans to individual customers
(credit cards, auto financing, consumer credit, etc).
These rises led to a gain in the market share of total
lending from 5.0% to 5.5%. 

Deposits plus mutual funds increased 17% and their
market share was 4.3% at the end of 2004.

Net attributable income was EUR 684.9 million,
2.3% lower than in 2003 (+2.6% excluding the
exchange rate impact). The rise in net attributable
income (eliminating the exchange rate impact)
occurred despite a decline of 700 basis points in
average interest rates (from 23.2% in 2003 to
16.2% in 2004) and while absorbing the impact of
costs associated with implemented business
programmes and development plans, which have
accelerated the pace of business growth. The pace
of growth spending is expected to decline in 2005.

The efficiency ratio was 48.0%, the recurrence ratio
57.9%, ROE 38.8%, the NPL ratio 2.6% and
coverage 175%.

Mexico

Santander Serfin is the third largest banking Group
in Mexico in terms of business volume, but the
leader by profitability and credit risk quality. Its
market share of loans is 16.5%, 14.4% in deposits
plus mutual funds, and 8.4% in pension funds.

Var. o/ 2003 (%) Market

Excluding share

2004 Total exch. rate 2004

Brazil 6,973.4 11.12 9.70 4.4%

Mexico 4,071.6 21.09 30.07 15.8%

Chile 1,920.7 29.05 31.01 19.9%

Puerto Rico 1,006.1 23.10 32.76 22.6%

Venezuela 3.3 (11.99) 13.90 6.7%

Colombia 72.7 34.67 22.92 2.5%

Rest 337.4 31.18 42.56 20.8%

Total 14,385.3 17.35 20.16 7.2%

Mutual funds
Million euros Var. o/ 2003 (%) Market

Excluding share

2004 Total exch. rate 2004

Mexico 2,591.0 6.73 14.64 8.4%

Chile 5,091.0 14.86 16.59 11.5%

Colombia 1,166.1 36.56 24.64 11.5%

Rest 4,508.6 5.87 12.08 22.5%

Total 13,356.7 11.56 15.17 12.7%

Pension funds
Million euros
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The Mexican economy exceeded the forecast with a
4.3% GDP growth in 2004. Short- and long-term
interest rates rose in order to combat inflation and
because of the Fed’s interest rates rises. The
exchange rate remained at around 11.5 pesos per
dollar.

The main strategic focus in 2004 was to achieve a
profitable increase in market shares. Total loans,
excluding the Fobaproa paper, rose 27%, after
eliminating the exchange rate impact, and pushed
up the market share by 2 points during 2004.
Growth was notable in strategically important
products such as credit cards. 

Deposits and mutual funds grew 17%, excluding the
exchange rate impact. The significant growth in
mutual funds was reflected in a gain of 2.5 points in
market share.

Net attributable income declined 18.4% to EUR 331.7
million (-5.5% after eliminating the exchange rate
impact). The year-on-year comparison was affected by
the EUR 17 million impact from the sale of 24.9% of
Santander Serfin to Bank of America (February 28,
2003), the one-off release of EUR 51 million of loan-
loss provisions in the first quarter of 2003 and the rise
in the tax charge between the two periods. 

Net operating income, not affected by any of these
factors, rose 29.4% after eliminating the exchange
rate impact, underscoring the notable revenue
growth and the moderate increase in costs.

The efficiency ratio was 45.6%, the recurrence ratio
77.2%, ROE 24.2%, the NPL ratio 0.7% and
coverage 401% (reflecting the high quality of credit
risk).

Chile

The Group has the largest financial franchise in the
country, as underscored by its market shares: 22.7%
in loans, 21.1% in deposits plus mutual funds and
11.5% in pension funds.

The economy grew by more than 6% in 2004 for
the first time in six years and the inflation rate
passed from a level lower than 1% to 3% (the
Central Bank’s target). This has made possible the
start of an upward cycle in monetary policy, which is
expected to lead to a return to positive real interest
rates. The exchange rate strengthened and ended
the year at 558 pesos per dollar.

After the merger completed in 2003, Santander
Santiago focused in 2004 on business development,
which picked up significantly, particularly in the most
profitable segments. Lending rose 19% and the total
of deposits, mutual funds and pension funds
increased 19%. As a result, Santander Santiago’s
market share in lending rose by 0.2 points (+0.7
points in the individuals segment) and 0.7 points in
deposits and mutual funds.

Net attributable income was 11.3% higher at EUR
271.0 million (+8.5% eliminating the exchange rate
impact). The main drivers were net interest revenue
(+7.9% excluding the exchange rate impact, despite
the fall in average interest rates from 2.7% to 1.9%)
and lower loan-loss provisions (after the large ones
made in 2003 because of the merger).

The efficiency ratio stood at 41.5%, the recurrence
ratio 60.2%, ROE 23.2%, NPLs 3.3% and coverage
116%.

Puerto Rico

Santander Puerto Rico is one of the largest financial
institutions in Puerto Rico, with a market share of
11.1% in loans, 12.5% in deposits and 22.6% in
mutual funds.

The Group focused in 2004 on growth in residential
mortgages and loans to medium-sized companies,
which produced a rise of 8% in lending in local
currency. Deposits and mutual funds rose 19% in
dollars. Another priority area was the recovery of
past due loans and bad debts.

Net attributable income was EUR 45.7 million,
62.4% higher in euros (+78.4% excluding the
exchange rate impact). The main factors at play were
commissions (+15.5% in local currency), lower loan-
loss provisions, thanks to the success in recoveries,
and contained costs.

The efficiency ratio was 58.8%, the recurrence ratio
41.7% and ROE 11.0%. The NPL ratio stood at
2.3% and coverage was 131%.

4 Finan Rep  UK 73-119.qxd  11/5/05  15:42  Página 111



112
Annual Report 2004

Venezuela

Banco de Venezuela is one of the country’s largest
banks, with market shares of 15.9% in loans and
13.8% in deposits.

The economy emerged from the deep recession of
2003 and grew by more than 10% in 2004, benefiting
from the surge in oil prices. The large volume of excess
liquidity as a result of the exchange rate regime
exerted downward pressure on nominal interest rates
and was another driver behind the upswing. Exchange
controls and the adopted exchange system kept the
bolivar at 1,920 per US dollar since February 2004.

The main focus of management in 2004 was growth
in net basic revenue and the profitability of business,
with selective growth in lending, a rise in
transactional deposits, a very flexible pricing policy
for loans and funds and the development of
businesses that generate commissions. Lending,
eliminating the exchange rate impact, doubled and
total customer funds (excluding REPOs) rose 71%.

Thanks to this strategy, net attributable income grew
6.7% to EUR 115.1 million (+33.6% excluding the
exchange rate impact).

The efficiency ratio was 43.6%, the recurrence ratio
58.4%, ROE stood at 39.6%, the NPL ratio was
2.2% and coverage 346%.

Colombia

Colombia consolidated its economic recovery in
2004 and was expected to grow by around 3.7%.
The Group’s business model is focused on selective
business growth and efficient management of costs,
with excellent credit quality levels (NPL ratio of 0.4%
and coverage of more than 1,000%).

Net attributable income was EUR 39.3 million,
60.5% higher in local currency and 58.2% in
euros.

Other countries

Argentina made a positive contribution to Group
earnings in 2004. Growth in deposits was
consolidated and lending began to slowly recover.
Fees and commissions also increased, helping to
achieve a recurrence ratio of 84%.

Uruguay improved notably, generating net
attributable income of EUR 17.2 million in 2004
compared to a loss of EUR 37.1 million in 2003.
There was a strong recovery of loan-loss provisions.
Bolivia’s net attributable income was EUR 8.0 million
in 2004. Peru, where the Group focuses on pensions
(market share of 27.3%), generated net attributable
income of EUR 17.8 million.
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Variation

2004 2003 Amount (%)

Income statement

Net interest revenue 123.1 93.6 29.5 31.49

Net fees and commissions 725.9 677.1 48.8 7.21

Basic revenue 849.0 770.7 78.3 10.16

Trading gains 22.1 28.1 (6.0) (21.36)

Net operating revenue 871.0 798.7 72.3 9.05

Personnel and general expenses (368.7) (351.4) (17.3) 4.91

a) Direct (349.4) (333.8) (15.6) 4.68

Personnel expenses (222.3) (211.7) (10.7) 5.04

General expenses (127.1) (122.1) (5.0) 4.07

b) Indirect (19.3) (17.6) (1.6) 9.29

Depreciation (23.3) (29.4) 6.1 (20.83)

Other operating costs 0.0 (1.3) 1.3 —

Net operating income 479.1 416.6 62.4 14.99

Income from equity-accounted holdings 56.0 69.5 (13.5) (19.40)

Net provisions for loan - losses (9.2) (4.1) (5.1) 122.96

Other income (9.1) (6.3) (2.8) 44.23

Income before taxes 516.7 475.6 41.1 8.64

Net consolidated income 361.9 336.8 25.1 7.46

Net attributable income 351.1 319.6 31.5 9.87

Balance sheet

Loans 2,154.0 1,548.7 605.3 39.09

Government securities 4.4 4.5 (0.1) (1.40)

Due from banks 5,058.8 6,036.1 (977.3) (16.19)

Investment securities 1,185.2 845.3 339.8 40.20

Tangible and intangible assets 58.9 52.9 5.9 11.18

Other assets 331.8 468.5 (136.7) (29.17)

Total Assets / Liabilities 8,793.1 8,956.0 (163.0) (1.82)

Customer deposits 5,859.7 6,136.2 (276.6) (4.51)

Debt securities — — — —

Subordinated debt — — — —

Due to banks 1,636.5 1,405.6 230.9 16.43

Other liabilities 776.6 821.2 (44.6) (5.44)

Capital assigned 520.3 593.0 (72.7) (12.25)

Other managed funds (off - balance sheet) 23,767.8 18,387.1 5,380.7 29.26

Mutual funds 19,166.5 14,735.2 4,431.4 30.07

Pension funds 134.0 104.3 29.7 28.47

Managed portfolios 4,467.2 3,547.7 919.6 25.92

Customer funds 29,627.5 24,523.4 5,104.1 20.81

Total managed funds 32,560.9 27,343.2 5,217.7 19.08

Ratios (%) and other data

ROE 63.67 59.38 4.29

Efficiency ratio 42.33 43.99 (1.67)

Recurrence ratio 196.89 192.68 4.21

NPL ratio 0.71 0.19 0.52

NPL coverage 217.09 758.38 (541.29)

Number of employees (direct and assigned) 6,735 6,606 129 1.95

Number of branches 171 189 (18) (9.52)

Asset Management and Private Banking
Million euros
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Asset Management and Private Banking

This area continued in 2004 to increase its
contribution to the Group, both directly and via the
generation of fees and commissions (mostly
transferred to the retail networks). Net attributable
income was EUR 351.1 million, 9.9% higher than in
2003. Commissions from management of mutual
and pension funds and insurance at the Group level
increased 27.6% to EUR 2,102 million. 

One of the main contributors to this increase was
the rise in managed mutual and pension funds,
which amounted, before the integration of Abbey, to
more than EUR 114,000 million (+14.5% over 2003),
and the business policies of the area’s various units.
Including Abbey, managed assets totalled EUR
129,000 million. 

Asset Management: Management in Spain
focused on growth in revenues and on maintaining
our leadership in mutual funds, both in terms of
volume as well as innovation, backed by the launch
of new value-added products adjusted to customers’
needs.

Managed assets in Spain increased 14%. Of note
was the effort during the fourth quarter, which
enabled the Group to attain 33% of the total
growth of the market. The Group ended the year
with the fastest growth in managed assets and a
market share of 27.6%.

The business drive in the networks and the design of
"ad-hoc" products for the different customer
segments generated a significant rise in the demand
for funds. Particularly noteworthy were the good
reception for the "concept" equity funds, based on
very specialised management which provides
diversification and attractive returns, the continued
demand for new guaranteed products and the
increase in alternative management funds, where the

Group already manages close to EUR 4,000 million.
A large part of this increase came from Optimal, our
platform for alternative management funds of funds
(+31% growth in managed assets).  

Real estate funds continued to remain attractive for
our customers. We led the market in 2004 with
growth of more than EUR 600 million to EUR 2,500
million and a market share of 57%. 

Overall, the rise in value-added funds and adequate
management of the mix of customers placed us at
the top in terms of growth in commissions in Spain.

In Latin America, the Group managed EUR 28,000
million, 18% more than in 2003 (excluding the
exchange-rate impact). All countries increased their
balances of mutual and pension funds in local
currency. Of note was the growth of more than 30%
in mutual funds in Mexico, Chile and Puerto Rico, as
well as in pension plans in all countries (more than
15% excluding the exchange rate effect, except for
Argentina, +9%).

This performance is the first result of the effort 
made to be the most innovative in these markets,
launching new products (first guaranteed fund in
Brazil and Chile; in Mexico, first dynamic
management fund), by taking advantage of our
technological skills, the knowledge of our customers
and our experience in the cross-border transfer of
best practices. As a result, commissions from the
management of mutual and pension funds 
increased 22% over 2003.

Insurance: In Spain, Santander Seguros continued to
grow strongly in its target business areas, 
benefiting in revenues and activity. The commissions
contributed to the Santander Central Hispano
Network from the selling of the company’s 
insurance products increased by close to 80%, and
the total contribution (commissions plus the

Amount Market share % var. o/

2004 (%) 2003

Mutual funds and investment companies 69,589 14.6

Mutual funds 61,925 27.6 9.9

Of which: real estate mutual funds 2,484 56.7 33.1

Individual pension funds 6,330 17.1 9.7

Other 1,990 27.2

Total 77,909 14.5

Assets under management in Spain
Million euros
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company’s income) increased 67% to more than EUR
165 million. 

Of note were the 70% rise in individual life-risk
premium income to EUR 219 million, the 29% growth
in multi-risk home insurance to EUR 56 million and
the tripling in unemployment insurance. This, together
with the performance of Banesto Seguros, made the
Group the market leader in life-risk products in the
Spanish bancassurance sector (21% market share).

In Latin America, the Group continued to focus on
growth in the distribution of insurance via its
banking networks. Backed by strong links in
products related to loans, progress was made in
placing other non-linked bancassurance products via
personalised offers to our customers (life, auto and
home). Of note are Brazil, Mexico and Chile, with an
aggregate growth of 34% in premium income,
excluding the exchange rate impact. 

Total revenues from insurance business for the whole
Group were 47% higher than in 2003. 

Private Banking: Banif, the specialised subsidiary
in Private Banking, attained 22% growth in its

target customers and a 25% increase in net
operating income, with EUR 22,000 million of
managed customer funds. Banif has been
recognised, once again, as the Best Private Bank in
Spain by Euromoney and it is the only bank in
Spain where 100% of its advisors are certified as
European Financial Advisors by the E.F.P.A.

Allfundsbank has consolidated as the best
European platform for advisory, selection and third
party funds distribution, by intermediating funds
for EUR 16,000 million in 2004.

International Private Banking, also recognised by
Euromoney, enjoyed a good year in business and
results. Focused on active management of its
customers, it increased the average volume of its
funds in dollars, the currency used to manage this
business, by 25%, backed by strong growth in
mutual funds. 

The strong activity pushed up revenues. Net operating
income rose 20% in euros (+31% in dollars) and net
attributable income 35% (+48% in dollars).
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Variation

2004 2003 Amount (%)

Income statement

Net interest revenue 401.5 379.1 22.4 5.90

Net fees and commissions 335.7 330.7 5.0 1.51

Basic revenue 737.2 709.8 27.4 3.86

Trading gains 81.2 76.3 4.9 6.40

Net operating revenue 818.3 786.1 32.3 4.10

Personnel and general expenses (376.7) (373.7) (3.0) 0.80

a) Direct (292.8) (295.0) 2.1 (0.72)

Personnel expenses (188.6) (197.2) 8.6 (4.38)

General expenses (104.2) (97.7) (6.5) 6.65

b) Indirect (83.9) (78.7) (5.1) 6.53

Depreciation (27.0) (27.3) 0.3 (1.27)

Other operating costs (1.9) (1.8) (0.1) 6.61

Net operating income 412.7 383.2 29.5 7.69

Income from equity-accounted holdings — (4.0) 4.0 (100.00)

Net provisions for loan - losses 21.5 (43.3) 64.8 —

Other income 3.6 (30.3) 33.8 —

Income before taxes 437.8 305.7 132.1 43.22

Net consolidated income 333.4 229.0 104.4 45.58

Net attributable income 331.1 225.6 105.6 46.80

Balance sheet

Loans 17,639.8 16,356.9 1,282.9 7.84

Government securities 4,335.9 4,869.6 (533.6) (10.96)

Due from banks 37,621.5 26,244.8 11,376.8 43.35

Investment securities 6,238.2 6,406.4 (168.2) (2.63)

Tangible and intangible assets 149.6 128.0 21.7 16.94

Other assets 8,205.0 8,081.6 123.3 1.53

Total Assets / Liabilities 74,190.2 62,087.3 12,102.9 19.49

Customer deposits 28,428.5 20,430.2 7,998.4 39.15

Debt securities 1,850.0 508.5 1,341.5 263.83

Subordinated debt — 32.4 (32.4) (100.00)

Due to banks 25,556.4 20,477.1 5,079.3 24.80

Other liabilities 16,663.8 19,073.5 (2,409.7) (12.63)

Capital assigned 1,691.5 1,565.7 125.8 8.04

Other managed funds (off - balance sheet) 1,067.7 1,034.0 33.7 3.25

Mutual funds 438.5 441.7 (3.1) (0.71)

Pension funds 628.8 575.6 53.2 9.25

Managed portfolios 0.4 16.8 (16.5) (97.90)

Customer funds 31,346.2 22,005.1 9,341.1 42.45

Total managed funds 75,257.9 63,121.3 12,136.5 19.23

Ratios (%) and other data

ROE 20.87 13.32 7.55

Efficiency ratio 46.03 47.54 (1.51)

Recurrence ratio 89.11 88.49 0.62

NPL ratio 0.39 0.70 (0.31)

NPL coverage 430.15 308.38 121.77

Number of employees (direct and assigned) 2,223 2,288 (65) (2.84)

Number of branches 18 26 (8) (30.77)

Global Wholesale Banking
Million euros
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Global Wholesale Banking

Global Wholesale Banking generated net attributable
income of EUR 331.1 million in 2004, 46.8% more
than in 2003. The three factors at play were: the
growth in revenue from value-added products,
containment of costs and reduced needs for
provisions. 

As a result of business management focused on
boosting recurrent revenues from customers,
commissions covered 89% of the area’s costs and
the efficiency ratio continued to improve (-1.5 p.p.
better than in 2003).

The division further developed its Global Banking
Model with corporate clients, and increased its
coverage of financial institutions and insurance
companies through the creation of the FIG unit.

The Model is based upon the Group’s geographic
presence and leadership in its natural markets to
strengthen growth, with particular emphasis on
value-added products and, especially, Investment
Banking and Treasury. 

The Global Corporate Products unit was also
created, bringing together the global businesses of
cash management, trade finance and custody of
securities. The Mid-Corp Project was launched,
which offers investment banking products to clients
not covered by the global management model. 

These measures enabled lower lending to companies
to be offset by growth in value-added products,
particularly investment banking ones. The three
businesses of Global Investment Banking (Equities,
Structured Finance and Corporate Finance),
increased their revenues 24% over 2003. Corporate
Banking products (cash management, global trade
and custody) also maintained their contributions to
the Group’s results.

In Global Investment Banking, structured
financing and syndicated loans had a good year
(+51% in operating revenue). The magazine Project
Finance awarded it the Best Deal of the Year prize six
of its projects: Skyway (North America Transport);
Vespucio Sur (Latin America Transport); Litoral
Centro (European Transport Real Toll); Auna
(European Telecoms Refinancing); El Cajon (Latin
American Renewables) and Europass (European
Transport Technology Finance).

In addition, it was the Lead Underwriter for the
syndicated loans of Telefónica, Cemex and Carrefour,
and participated in the structuring and underwriting
of the refinancing of Retecal (Grupo ONO), Iberdrola
and Red Eléctrica Española. Of note also was its
participation in financing Disa’s acquisition of Shell’s
assets in Spain, and in the building of infrastructure
(La Roda-Ocaña motorway), together with other
operations  (Unión Fenosa, Telecom Italia, Biovent
Energía, ACS,...).

Revenue from equities business increased 22%,
consolidating our leadership in brokerage in Spain
(13.6% market share including Banesto Bolsa), in
Portugal (second, with 13.4%) and in ordinary Latin
American shares. 

This performance was reflected in improved positions
in the sector’s main rankings, both in Spain and
Portugal (best equities analysis, according to the
pan-European rankings of Thomson Extel) as well as
Latin America (second in the ranking of Institutional
Investor weighted by assets). 

In equity origination, the main development was
Santander´s participation as Global Coordinator in
the IPOs of Cintra and Telecinco.

Of note in Corporate Finance were the advisory
services provided for the capital increases of Banco
Sabadell and Arcelor, for the delisting offer of
Aceralia and Carrefour in Spain, the sale of
Ferrovial’s water distribution business to Aguas de
Barcelona, the sale of a stake in Cecil (subsidiary of
Semapa) and the privatisation of ITP by SEPI.

Global Treasury enjoyed a satisfactory year based on
a greater focus on business with customers, which, in
turn, boosted the traditional trading activities. 

In Spain, the efforts made to increase business with
customers showed especially in the segment for
individuals through the Santander Global Connect
project.

In the segment for corporate clients the Group
worked more closely to cover the needs of those
companies represented in the main Latin American
countries, a task that will be deepened in the
coming months, and strengthened business with
institutional clients via value-added solutions.
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Santander was chosen as Top Five in Bonds and
Treasury Bills by the Spanish Treasury. It was also
appointed at the end of the year Joint Lead
Manager for the Kingdom of Spain’s 30-year bond
placement.

In Portugal we continued to take advantage of the
existing synergies with Treasury in Madrid in order to
continue to provide our clients with solutions. The
foundations were also laid for further boosting
business with the retail segment by extending the
Santander Global Connect initiative.

In New York, the treasury unit continued to
contribute solutions for corporate and institutional
clients in our natural markets of southern Europe
and Latin America.

Brazil’s treasury unit continued to do well, selling
value-added products to local clients, mostly in the
wholesale segment, contributing to the commercial
relations with these clients.

In Mexico, we remained the leading market maker
in fixed income (first in futures trading in Mexder
and second in forex). Of note also were the selling
of derivatives to corporate clients and leadership in
distribution of structured financial products through
the retail networks. 

In Chile, where we are seen as the reference in the
local market, we played a leading role in the sale of
value-added products to corporate and institutional
clients. 

Lastly, in Argentina our treasury activity during the
whole year was such that we remained among the
leaders in the rankings of operators, in the currency
markets, fixed income and equities.

The financial community recognised our
performance. The magazine Euromoney awarded the
Group the prize for "Best at treasury services in Latin
America 2004".
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Variation

2004 2003 Amount (%)

Income statement

Net interest revenue (excluding dividends) (621.1) (434.6) (186.5) 42.91

Dividends 410.5 321.8 88.7 27.56

Net interest revenue (210.5) (112.7) (97.8) 86.72

Net fees and commissions (0.6) 11.4 (12.0) —

Basic revenue (211.1) (101.3) (109.8) 108.37

Trading gains 368.2 217.5 150.7 69.27

Net operating revenue 157.1 116.2 40.9 35.19

Personnel and general expenses (134.2) (114.6) (19.6) 17.11

a) Direct (128.0) (108.9) (19.1) 17.50

Personnel expenses (30.5) (16.8) (13.7) 81.07

General expenses (97.5) (92.1) (5.4) 5.88

b) Indirect (6.2) (5.7) (0.5) 9.56

Depreciation (35.9) (59.4) 23.6 (39.69)

Other operating costs 6.4 (4.5) 10.8 —

Net operating income (6.5) (62.3) 55.7 (89.48)

Income from equity-accounted holdings 367.6 258.7 108.9 42.09

Net provisions for loan - losses (333.3) (212.7) (120.6) 56.68

Other income (263.6) 1,615.8 (1,879.4) —

Accelerated goodwill amortization (153.8) (1,719.2) 1,565.4 (91.06)

Income before taxes (cash-basis*) (389.6) (119.6) (270.0) 225.67

Net consolidated income (cash-basis*) 12.2 128.6 (116.4) (90.52)

Net attributable income (cash-basis*) (240.5) (237.9) (2.6) 1.08

(*).- Before ordinary goodwill amortization

Balance sheet

Government securities, Bank of Spain certificates and others 6,959.4 22,224.4 (15,265.0) (68.69)

Investment securities 16,848.0 21,891.1 (5,043.0) (23.04)

Goodwill 16,951.8 7,379.5 9,572.3 129.72

Liquidity lent to the Group 24,052.1 23,986.1 66.0 0.28

Capital assigned to Group areas 20,452.0 15,629.5 4,822.5 30.86

Other assets 19,177.1 13,991.6 5,185.5 37.06

Total Assets / Liabilities 104,440.5 105,102.1 (661.6) (0.63)

REPOs 698.4 23,393.2 (22,694.8) (97.01)

Debt securities 26,066.9 26,499.0 (432.1) (1.63)

Subordinated debt 10,488.5 9,445.4 1,043.1 11.04

Preferred stock 3,814.2 3,984.4 (170.2) (4.27)

Other liabilities 32,613.2 24,582.8 8,030.4 32.67

Group capital and reserves 30,759.4 17,197.3 13,562.1 78.86

Other managed funds (off - balance sheet) — — — —

Mutual funds — — — —

Pension funds — — — —

Managed portfolios — — — —

Customer funds 38,398.8 39,580.2 (1,181.3) (2.98)

Total managed funds 104,440.5 105,102.1 (661.6) (0.63)

Resources

Number of employees (direct and assigned) 359 271 88 32.47

Financial Management and Equity Stakes
Million euros
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Financial Management and Equity Stakes

Financial Management and Equity Stakes acts as the
Group’s holding company, managing all capital and
reserves, assigning capital and liquidity to the 
rest of businesses on the basis of the criteria set out
on page 93 of this report. The transfer of funds to
different businesses is done at the short-term 
market rate, which was 2.06% in 2004 (2.31%
in 2003).

Operating costs for the area are those directly
related to the activities of the area. Institutional
costs are distributed within the Group’s operating
areas. As a result, total costs of Financial
Management and Equity Stakes represent only 2%
of total costs of Grupo Santander.

This area also incorporates centrally managed
businesses, which can be divided into three sub-
areas:

• Equity Stakes: this centralises the management
of equity stake in financial and industrial
companies. 

Net ordinary attributable income of financial
stakes in Europe was EUR 779.0 million, double
that of 2003. This was due to the rise in income
from equity-accounted holdings, mainly the higher
contribution from The Royal Bank of Scotland
Group, as well as the capital gains from the sale of
a 2.51% stake of The Royal Bank of Scotland
Group. 

Net attributable income from industrial stakes
was 21.5% more than in 2003 at EUR 459.9
million, largely because of the higher generation
of capital gains. 

The sales in 2003 were 20.21% of Antena3 TV,
0.51% of Vodafone and 28.35% of Home Mart.
In 2004 the main sales were 0.46% of Vodafone,
1% of Unión Fenosa and 3.1% of Sacyr-
Vallehermoso.

As regards investments, of note in 2004 was the
acquisition of 4% of Auna Operadores de
Telecomunicaciones, S.A. 

The unrealised capital gains in industrial stakes
were estimated at EUR 2,400 million.

• Financial management: manages the structural
exchange rate position, the Assets and Liabilities
Committee (ALCO) portfolio of the parent bank
and the issues and securitisations through which
the Group meets its liquidity and equity needs.

The performance of interest rates and exchange
rates between comparable periods, negative for
retail business, is partly offset by the positions of
the ALCO and structural exchange rates portfolios.
Centralised management of exchange rates and of
the ALCO portfolio contributed EUR 311 million to
net operating revenue in 2004.

This area includes the cost of hedging capital in
Latin America, which amounted to EUR 112
million. The area also manages all capital and
reserves, the allocation of capital to each
business unit, and the financing cost of
investments. 

In addition there are certain positive items, of
which the most positive is the capital gain from
the disposal of a stake in Shinsei (EUR 118 million),
as well as specific allocations of a centralised
nature (pensions of the parent bank), 

Variation

2004 2003 Amount (%)

Income statement

Contribution to results* 377.0 242.3 134.7 55.57

Financing costs (86.4) (82.5) (3.9) 4.73

Revenue 290.6 159.9 130.8 81.79

Operating costs (3.1) (2.3) (0.8) 36.84

Realised capital gains and other 464.4 125.2 339.3 271.11

Income before taxes 751.9 282.7 469.2 165.96

Net attributable income 779.0 331.7 447.3 134.85

(*) Dividends and income from equity-accounted holdings included.

Financial stakes
Million euros
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country-risk and early amortisation of goodwill. In
2004 this included the EUR 154 million of 
early amortisation of goodwill, the EUR 527 million
extraordinary net charge for early retirements
(including Banesto) and the EUR 155 million
provisioning of costs related to the acquisition
of Abbey.

This means that its overall contribution to earnings
is always negative. The figure was EUR 1,400.2
million negative in 2004 (EUR 925.6 million
negative in 2003).

The Group maintained in Argentina an additional
fund that complements the provisions already
assigned so that the capital of our subsidiaries in

the country is covered as well as the loans granted
to them by the Group. The impact on earnings of
provisions and release of provisions, in accordance
with these criteria, will be recorded in Financial
Management and Equity Stakes and will thus be
independent of those registered in the Latin
America Business Area.

• Projects underway/wound down: also included,
on a temporary basis, are businesses in the process
of being wound down or closed in order not to
distort the rest of the businesses. In exceptional
circumstances, the launch of a business of a
strategic nature can be included. In 2004, the main
business included is development of the Partenon
project.

Variation

2004 2003 Amount (%)

Income statement

Contribution to results* 402.2 356.9 45.3 12.69

Financing costs (83.6) (85.5) 2.0 (2.32)

Revenue 318.6 271.3 47.3 17.43

Operating costs (15.8) (17.9) 2.1 (11.78)

Realized capital gains and other 248.2 196.7 51.5 26.17

Income before taxes 551.1 450.2 100.9 22.41

Net attributable income 459.9 378.5 81.4 21.50

(*) Dividends and income from equity-accounted holdings included.

Industrail stakes
Million euros
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Financial Management 

Grupo Santander actively manages the financial risks of
its balance sheet, mostly arising from its activity with
customers, which is the core of its business.
Management covers the risks of interest rates,
exchange rates, liquidity and capital.

The purpose of financial management is to make net
interest revenue from commercial activities and the
Group’s economic value more stable and recurrent,
maintaining adequate levels of liquidity and solvency.

The Financial Management Area manages structural
risk on a centralized basis. This allows the use of
homogenous methodologies, adapted to each local
market where the Group operates. In the euro-dollar
area, the Financial Management Area directly manages
the risks of the parent bank and coordinates
management of the rest of the units that operate in
convertible currencies. There are local teams in the
banks in Latin America that manage balance sheet risks
under the same frameworks, in coordination with the
global area of Financial Management of the parent
bank.

The Asset and Liability Committees (ALCOs) of each
country and, where necessary the Markets Committee
of the parent bank, are responsible for these risk
management decisions.

Management of structural liquidity

The purpose of structural liquidity management is to
finance the Group's recurrent business in optimum
conditions in terms of maturities and costs, preventing
the assumption of unwanted liquidity risks. 

The Group has a diversified portfolio of assets that are
liquid or can be made so in the short term, adjusted to
its positions. It also has an active presence in a wide
and diversified series of financing markets or
securitization of its assets, limiting its dependence on
specific markets and keeping open the capacity of
recourse to markets,

Management of structural liquidity involves planning
the funding needs, structuring the sources of financing
(optimizing diversification by maturities, instruments
and markets) and drawing up contingency plans.

An annual liquidity plan is drawn up, based on the
financing needs arising from the business budgets. On
the basis of these needs and taking into account the

limits of recourse to the short-term markets, an
issuance and securitization plan is drawn up for the
year. The real situation of financing needs is closely
tracked during the year, resulting in changes to the
plan when necessary.

The volume of convertible currencies captured under
the financing plan during 2004 (excluding Abbey)
amounted to EUR 35,000 million in the wholesale
markets, 71% of which were medium- and long-term
issues including preferred shares and subordinated
debt which are included in the Group's eligible equity.
Securitization of medium- and long-term assets
amounted to EUR 11,000 million. Short-term recourse
at the end of 2004 remained at the same levels as a
year earlier.

The banks in Latin America are autonomous in terms of
liquidity, and do not resort to the lines of the parent
bank for financing their activity. Each bank has its own
liquidity and contingency plans without calling on the
Group's financing. The cross-border and reputation
risks arising from external financing are limited and
authorized by the parent bank.

Unlike what generally happens in the euro-dollar area,
the business activity of the Latin American banks has a
surplus of funds and does not require structural
financing from the markets.

Management of interest rate risk

The Financial Management Area analyzes interest rate
risk derived from mismatches in maturity and revision
dates for assets and liabilities in each of the currencies
in which it operates. For each currency the risk
measured is the interest gap, the sensitivity of net
interest revenue, the economic value and the duration
of equity. 

Depending on the position of the interest rates of the
balance sheet and taking into account the market's
prospects, the financial measures are agreed to adjust
the position to that desired by the Bank. These
measures can span the taking of positions in markets
to defining the interest rate features of products.

There are two differentiated spheres of management:
convertible currencies (mainly the euro and the US
dollar) and non-convertible currencies (largely Latin
American). The Markets Committee, through the
Financial Management Area, directly manages
convertible currencies and coordinates management of
the ALCOs of the banks in Latin America.

Annual Report 2004
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This activity is particularly important when interest
rates are low as they currently are, putting downward
pressure on retail banking spreads.

Exchange rate risk

Structural exchange-rate risk is largely derived from the
Group's currency operations including permanent
financial investments, collection of earnings/dividends
from subsidiaries and purchase/sale of assets.

Management of the exchange-rate risk is dynamic, and
seeks to limit the impact on shareholders' equity of
currency devaluations, optimising the financial cost of
hedging.

As regards management of the exchange-rate risk of
permanent investments, the general policy is to finance
it in local currency provided there is profound
knowledge of the market which allows it and that the
cost is justified by the expected depreciation. Certain
one-off hedges of permanent investments are made
when it is believed that a local currency could weaken
against the euro more quickly than the market is
discounting. 

At the end of December, the only significant
investment open to exchange-rate risk in Latin America
was the investment in the capital of Brazil (around EUR
2,100 million).

In addition, operations are carried out to hedge the
currency risk of the Group's results and dividends in

Latin America. The local units manage the exchange
rate risk between the local currency and the dollar,
which is the currency used for the area's budgeting.
Financial Management at the parent bank level is
responsible for its part of the risk between the dollar
and the euro. 

Capital management
Management of capital aims to optimize its structure
and cost from the regulatory and economic
standpoints. In order to ensure its solvency the Group
uses different instruments and policies: capital
increases and issues eligible for equity (preferred shares
and subordinated debt), retained earnings, dividend
policy and securitizations.

From the regulatory standpoint (BIS criteria) the Group
increased in 2004 its eligible equity by EUR 18.839
million. The BIS ratio rose from 12.43% to 13.01% and
the surplus above the minimum requirement increased
from EUR 9,101 million to EUR 17,084 million.

As well as managing the regulatory capital the Group is
undertaking various projects to optimize the return on
the economic capital. It assigns economic capital to the
business units in order to measure on a homogeneous
basis the return of each unit and thus its contribution
to the Group's value.

The Group is gradually incorporating the creation of
value as a tool to measure the contribution of the
different units comprising the portfolio of businesses
and evaluating the management in each unit.

Euro million Not sensitive Up to 1 year 1-3 years 3-5 years More than 5 years Total

Money and securities market 32,263 20,409 3,641 177 4,295 60,786

Loans 940 55,165 13,362 1,354 1,576 72,396

Other assets 5,244 13,052 — — — 18,296

Assets 38,447 88,626 17,003 1,530 5,871 151,478

Money and securities market 0 12,411 54 0 — 12,465

Customer deposits 0 11,620 9,169 7,388 9,695 37,872

Medium and long term debts 0 38,526 638 2,351 1,070 42,585

Shareholder’s equity and other liabilities 39,871 14,551 987 823 2,247 58,480

Liabilities 39,871 77,107 10,848 10,563 13,013 151,402

Balance sheet Gap (1,424) 11,519 6,155 (9,032) (7,142) 76

Off-balance sheet Gap (1,200) (1,711) 3,383 360 396 1,228

Total Gap (2,624) 9,808 9,538 (8,672) (6,746) 1,304

Acumulated Gap — 9,808 19,345 10,674 3,928 —

Maturity and repricing gaps as at 31.12.04
Gap in euros
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1. Organisation of the risks function

Financial institutions need efficient risk management to
generate value on a sustained basis. Grupo Santander
regards credit risk quality as one of the key elements of
its strategy.

As well as this traditional quality, another of the
Group's hallmarks is its long use of the most advanced
techniques that make it possible and, as a result, its
management is, in line with the most advanced
financial institutions, consistent with the principles of
the New Basle Capital Accord (BIS II).

Grupo Santander's Risks Division reports directly to the
third Vice-Chairman and chairman of the Risks
Committee.

This committee:

• Sets the Group's risk policies, in accordance with the
Board's Executive Committee.

• Ensures that the levels of risk assumed at the
individual and global level meet the targets set.

• Resolves operations beyond the powers delegated to
bodies immediately below.

• Empowers other committees lower down the
hierarchy to deal with risks.

• Receives information on the significant issues that it
must know about and decide upon.

• Regularly reviews the exposures to main clients,
economic sectors, geographic areas and risk
categories.

• Supervises the fulfilment of risk objectives, the tools
used to manage risk, the measures being taken to
improve risk management, projects performance and
any other actions undertaken in this area.

• Receives, evaluates and monitors the observations
and recommendations which, for varying reasons, are
made by the supervisory authorities.

• Ensures that the Group's measures are consistent
with the appetite of risks previously decided.

The committee deals with all types of risk: credit,
market, liquidity, operational, counterparty, etc.

Other principles that guide the Group's risk
management are:

• Independent working with shared hierarchy. The
objectives and methodologies are established by the
Risks Division, while the organizational structure is
adapted to business needs and proximity to the
customer, while maintaining risk quality criteria. 

• Executive capacity supported by knowledge and
closeness to the customer, in parallel with the
business manager, as well as collective decisions via
the corresponding Risks Committees.

• Global scope (different types of risk) and single
treatment of the customer (non-admission of risks
from different units), without detriment to
specialization by risk type and customer segment.

• Collective decisions (including at the branch) which
ensure different opinions and do not make results
dependent on decisions by individuals.

• Medium-low risk profile as a target, which entails a
culture of consistency in a series of policies and
procedures, among which are the following:

- Strong emphasis on monitoring of risks in order to
have sufficient warning of possible problems.

- Risk diversification limiting the Group's relative
exposure to the overall risk of customers in the
credit system.

Risk Management
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- Avoid exposure to companies with ratings deemed
to be below par, even when this would entail a
risk premium proportionate to the level of internal
rating.

The Board's members and its subsidiary bodies have
the necessary skills and independence to supervise
development of the general strategy, as well as the
decisions taken by senior management which, in turn,
sets the business plans, supervises the daily decisions
and ensures they are in line with the objectives and
policies set by the Board. 

The bodies for risk matters are the committees that
have been assigned powers for taking decisions,
controlling and monitoring risks. The table below
describes these committees by order of importance.

The Group has been using a series of techniques and
tools for many years, which are mentioned in other
parts of this section. They include:

• Internal ratings, with valuation of the different
components which, by client and facility (collaterals,
maturities, etc), enable the probabilities of failure to
be estimated and then the expected loss on the basis
of historical data.

• Return on Risk Adjusted Capital (RORAC), used for
pricing operations (bottom up) to analysis of
portfolios and units (top down).

• Economic capital estimated by valuating all kinds of
risks (credit, business, etc), both as a reference of the
management by different building blocks and the
return obtained, as well as in admission processes and

reference limit of the global classifications of large
clients.

• Value at risk as an element of control and for setting
the market risk limits of the different trading
portfolios.

• Stress testing to complement the analysis of market
and credit risk, in order to asses the impact of
alternative scenarios, including on provisions and
capital.  

The goal of the Risks Division is to establish, for the
Group, a single and integrated risks function with a
global mandate and multi-local execution which covers
the different geographic areas where the Group
operates. This division's mission is to provide an agile,
effective and efficient service to clients, always
maintaining the quality of risks. 

The division is divided in two General Directorates:

• General Directorate of Risks
• General Directorate of Integrated Management and

Internal Risk Control

The General Directorate of Risks is responsible for the
executive functions of credit and market risk
management and it is adapted to the structure of
business, by type of client: 

• Corporate Banking Risks
• Risks of Financial Institutions and Structured Finance
• Company Banking Risks
• Standardised Risks

Annual Report 2004

Sphere Level in the hierarchy Name

Centralised Executive Executive Committee

Risks Committee of the Board

Risks Division Risks Management Committee

Global Committee of General 

Directorate of Risks

Areas and Departments Global Committee of Risks of Wholesale Banking

reporting to the Risks (Corporate and Financial Entities)

Division Global Committee of Risks of Company Banking

Global Committee of Standardised Risks

Global Committee of Financial Risks (Market)

Decentralised Committee of Units Risks Committee in Banks of the Group/Countries

Risks Committee in Branches Abroad

Risks Committee in Branches in regional areas

or in business units

Other Committees
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as well as by activity and geographic area (global view /
local view)

• Financial Risk Control and Consolidation
• Wholesale Risk Control and Consolidation
• Credit Risk Control and Consolidation

This structure strengthens the capacity to anticipate
changes in the financial conditions of a client or a
market, maintaining the quality and standards of the
Group's risk and promoting dynamic and integrated
management. In addition, under this General
Directorate there is an area that monitors use of the
best practices in measurement and tools in order to be
able to offer a large range of complex products, better
analysis of risks and, in short, more efficient use of
capital.

The General Directorate of Integral Management and
Internal Control of Risk meets the requirements of
organic independence established in the New Basle
Capital Accord (BIS II). Its functions are to contribute a
global view, measure risk, quality analysis and
consistent methodologies for different risk exposures,
as well as adequate control and internal validation that
ensure consistent and homogeneous processes and
tools, via the following organisational structure:

• RORAC Methodologies, Creation of Value and
Economic Capital

• Global Analysis.
• Operational Risk
• Validation of Internal Models
• Informational Systems
• BIS II Project Coordination

Both directorates report directly to the head of the
Risks Division and third Vice-Chairman, thereby
ensuring adequate co-ordination mechanisms.

2. Global risk analysis profile

The Group's risk profile at December 31, 2004 by types
of risk and business units, is shown below (excluding
Abbey):

By types of risk, credit continues to be the main source
of the Group's risk (48% of the global economic
capital). The market risk of equity stakes was the
second largest (23%). The rest of risks (including
structural interest or business) accounted for 29% of
the capital.

The Integral Framework of Risks (MIR), developed in
2003, is the tool Grupo Santander uses to quantify,
aggregate and assign economic capital and measure
the Group's risk adjusted return and that of its main
business units. In accordance with this model, the
Group's diversification, the result of the multinational
and multibusiness nature of its activity, entails a profit
of 18%. In other words, the Group's global risk,
measured in terms of economic capital, is 18% less
than the sum of the risk of its business units considered
on their own. The estimates made including Abbey
point to this figure increasing to 22%.

The Group's economic capital is calculated under the
premise of supporting the risk of activity with a
confidence level of 99.97%, equivalent to a rating of
AA.  Comparing these figures of economic capital with
the capital funds available at December 2004 shows
that the Group was sufficiently capitalised for an AA
rating before and after the acquisition of Abbey.

The MIR results show a risk adjusted return for the
Group in 2004 of 15.5%, which, with a cost of capital
of 10.5%, means a high capacity to generate
shareholder value.

This model was used to set, in the 2005 budget, the
risk adjusted return objectives for the Group's main
business units, taking into account not only the return
on the activity but also the risk incurred to achieve it
and the return required by our shareholders.

The Group believes that this model will enable us to
meet the new Basle regulatory requirements,
specifically with respect to Pillar II.

Distribution of economic capital
by types of risk

Credit 48%
Equity Stakes 23%
Rest of Market 9%
Business 8%
Structural Interest 7%
Operational 5%

Distribution of economic capital
by business units

Latin America 31%
Equity Investments 22%
Spain Retail 14%
Banesto 9%
Corporate Centre 8%
Global Wholesale 7%
Portugal 4%
Europe Consumer 4%
Asset Management and Priv. Bank. 1%

Annual Report 2004
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3. Credit risk

Credit risk is the possibility of financial loss stemming
from the failure of our clients or the counterparties to
meet their obligations to the Group. 

It is the Group's main source of risk (48% of the
aggregate economic capital), and so identifying,
measuring and managing it is vital in order to generate
value on a sustained basis.

Grupo Santander's credit risk management not only
identifies and measures the risk but also seeks the
integration, control and mitigation of the different
exposures and calculating the risk adjusted return.

The organisation of the risks function is based on
common principles and criteria shared by the different
units. In order to develop it properly, the Group has a
series of policies, procedures and management tools
which, based on a common basic model, are adapted
to the features of local markets and businesses.

The table below sets out the global credit risk exposure
at December 31, 2004, (without Abbey):

Regarding the geographic distribution of credit
exposure, Abbey's acquisition has significantly
increased Europe's relative share in the Group to 85%.
Spain, with 44%, is still the main country, followed by
the UK (30%). Latin America's share has dropped to
12%, while that of non-investment grade countries is
only 4% of the total.

Annual Report 2004

Grupo Santander - Gross Exposure to Credit Risk

Fixed income Credit Credit
Clients Clients (trading Entities Entities

outstanding available excluding) outstanding available Derivatives Total %

Spain 155,186 35,723 23,366 6,471 730 9,472 230,949 62.5%
Parent bank 91,248 22,589 17,220 2,110 382 6,547 140,097 37.9%
Banesto 47,709 8,209 6,092 2,316 324 1,958 66,608 18.0%
Others 16,229 4,925 53 2,045 24 968 24,244 6.6%

Rest of Europe 37,477 7,611 9,096 4,343 729 1,393 60,649 16.4%
Germany 10,801 1,717 318 101 0 86 13,023 3.5%
Portugal 17,599 3,473 8,676 1,435 0 1,232 32,415 8.8%
Others 9,078 2,421 102 2,807 729 74 15,211 4.1%

Latin America 36,881 8,485 12,699 3,194 209 2,231 63,700 17.2%
Brazil 6,747 1,667 4,226 326 0 281 13,246 3.6%
Chile 10,719 241 1,151 223 209 772 13,315 3.6%
Mexico 9,920 4,819 3,556 1,807 0 817 20,920 5.7%
Puerto Rico 5,389 739 1,688 361 0 290 8,466 2.3%
Venezuela 1,497 686 1,024 289 0 0 3,496 0.9%
Others 2,608 334 1,053 189 0 71 4,256 1.2%

Rest of world 2,422 6,743 770 3,108 31 1,235 14,310 3.9%
Total Group 231,966 58,564 45,930 17,116 1,700 14,331 369,607 100%
% of total 62.8% 15.8% 12.4% 4.6% 0.5% 3.9% 100.0%

Data at 31/12/04. Derivatives in credit risk equivalent, including Repos. Excluding doubtful loans.
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The charts above show the distribution of the exposure
(EaD), according to the equivalent external rating of
the main groupings of credit risk and the expected loss
for each tranche (in red):

The rating distribution in the portfolio of clients is that
of a typical profile of commercial banking. Most of the
ratings below BBB are the portfolios of SMEs,
consumer loans and part of the group's mortgage
portfolios. They have a high degree of fragmentation,
lower proportional consumption of capital and levels of
expected loss comfortably covered by the spread on
the operations.

Also regarding the analysis of predictable risk, the
aforementioned fragmentation has been strengthened
by the acquisition of Abbey, both from the point of
view of geographical diversification as well in lowered
sensitivity to unfavourable economic cycles that,
traditionally, characterise retail portfolios, subdivided as
they are into various segments and a variety of
products.

Clients
(% of exposure)

Fixed income
(% of exposure)

Total
(% of exposure)

Credit entities and derivatives
(% of exposure)

14.9

AAA AA A BBB BB B CCC

9.3
16.0

38.9

16.6
10.4

0.3

0.005% 0.04% 0.08% 0.24% 1.06%
2.06%

8.26%

0.9

AAA AA A BBB BB B

34.4 50.1

13.3

1.3 0.1

0.023% 0.04% 0.07% 0.17% 1.02%
1.78%

40.4

AAA AA A BBB BB B CCC

13.3 14.6
21.6

8.6
1.5 0.1

0.003% 0.03% 0.08% 0.24%
0.79%

2.69%

17.57%

1.4

AAA AA A BBB BB B CCC

5.1
12.2

46.5

20.6
13.9

0.4

0.016% 0.04% 0.08%
0.24% 1.09%

2.04%

7.84%

Average 
% of exposure expected loss (EL)

Public sector 2.6 0.49
Corporate 23.2 0.27
SMEs 33.8 0.73
Mortgages (individuals) 23.6 0.29
Rest of individuals 16.7 1.58
Rest of segments 0.1 1.87
Total 100.0 0.66

Data at 31/12/2004
Exposure at default. Source MIR. Excluding Abbey

Distribution of exposure by customer
Segments at December 31, 2004
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3.1. Customer segmentation for credit risk
management

Credit risk management is conducted according to
customer segments and the features of products.

The Corporate Banking Risks Area treats customers on
a global basis (large corporates, multinational financial
groups). For large corporates there is a pre-
classification model (setting of a maximum internal
limit on risk), based on a system of measurement and
monitoring of risk capital.

The treatment of financial institutions has been
specialised and technical monitoring of structured
finance has been optimised.

The Company Risks Area has strengthened the
identification of business opportunities in order to
improve business issues by setting common 
business-risk goals. Meanwhile, the admission circuits
have been made more efficient by establishing 
pre-classifications under a more 
streamlined model and aimed at those 

companies which meet certain requirements (high
knowledge, rating, etc). 

For its part, the Standardised Risks Area deals with
retail clients (small companies, businesses and
individuals). They are managed on a decentralised
basis, following policies and measures that are
designed centrally, and is supported by automatic
systems for valuation and decision-taking that
produce effective  risk management which is also
efficient in terms of resources. 

At the end of 2004 we published the Corporate
Framework of Standardised Risks Management which
aims to homogenise the main principles for managing
this type of risk from the perspective of planning the
credit cycle, the quality of decision-making models
and control of management indicators.

3.2. Rating tools

The Group has been using internal ratings to assess
and track risk for more than 10 years. The aim is to
measure the degree of risk of a client or transaction.
Each rating corresponds to a certain probability of
default or non payment, the result of past experience.

In the case of  corporate and company risks, the
process for assigning ratings varies according to the
segment. The weight of the view of the analyst is
greater in the case of large clients, which involve more
complex analysis, while the rating of clients and
operations in retail segments is based more on pre-
establishes rules of valuation where a more
computerised treatment can be used. The process of
assessment can differ depending on the business
sector (financial entities, public institutions, industrial
companies, real estate development, etc).

During the tracking phase the ratings are regularly
reviewed, at least once a year, and new financial
information and the experience in the development of
the banking relation taken into account. The regularity

of the reviews increases in the case of clients who
reach certain levels in the automatic warning systems
and in those classified as special watch.

The system for assessing companies is used for other
Group subsidiaries both in Spain and abroad, including
the banks in Portugal and Latin America. The depth of
the series of historic data available enables us to
determine the probability of default associated with
each rating. The tools to assign ratings used by the
units abroad were improved during 2004 by
introducing valuation models based on statistical
models created with empirical data.

In the case of standardised risks (retail), different
automatic valuation systems are applied on the basis of
the segment, product and channel (for example,
mortgages via branches, consumer loans via agents,
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Valuation tools

Management Valuation tool Analysis criterion

Governments, financial Institutions
and global corporates Centralised Group Rating 100% view of analyst
Local corporations Centralised entity Rating 100% view of analyst
Companies Decentralised Scoring Automatic valuation 

(quantitative areas) +
analyst view

(qualitative areas)
Micro companies and businesses Decentralised Scoring Automatic valuation
Individuals Decentralised Scoring Automatic valuation
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loans to businesses, etc). These admission systems are
complemented by performance models on the basis of
the available information in the Group in monitoring
processes and pre-granting of risks.  

Each of the yield curves of the charts reflects the non-
performing loans of operations with individuals
granted in Spain every year (“vintages”) until maturity.
The age of this base enables us to simulate future
performances.

3.3. Master scale or ratings

The Group has a Master Scale, whose purpose is to
make comparable, at the same rate of anticipated
default, the different ratings which are used in the
various homogeneous segments of risk.

This scale is based on comparing the internally
estimated probabilities of default for the Bank's
portfolio with the history of defaults associated with
each level of external rating, according to the
publications of the rating agencies.

For reasons of comparison, the definition of default
used for internal measurements for the purposes of the
master scale is based on legal claim situations and not
on 90 days of non payment. For the purposes of BIS II
or statistical provisions, the probabilities of default are
also based on 90 days non payment.
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SAN Spain
Consumer Loans: NPL curves by vintage year

SAN Spain
Mortgages: NPL curves by vintage year

Master scale or ratings

SAN Spain
Distribution of companies by rating

SAN Spain
Distribution of risk balances by rating

9

8

7

6

5

4

3

2

1

3.1%

0.7%

0.0%

0.0%

1.1%

16.0%

29.6%

38.4%
11.1%

9

8

7

6

5

4

3

2

1

1.1%

0.2%

0.0%

0.9%

10.2% 32.1%

32.6%
19.0%

4.1%

0.50
0.45
0.40
0.35
0.30
0.25
0.20
0.15
0.10
0.05
0.00

1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

0.90

0.80

0.70

0.60

0.50

0.40

0.30

0.20

0.10

0.00

1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

External Probability of Standard
rating default & Poor’s Moody's

9.3 0.014% AAA Aaa
9.2 0.016% AA+ Aa1
9.0 0.019% AA Aa2
8.5 0.03% AA- Aa3
8.0 0.05% A+ A1
7.5 0.08% A/A- A2/A3
7.0 0.13% A-/BBB+ A3/Baa1
6.5 0.21% BBB+/BBB Baa1/Baa2
6.0 0.33% BBB Baa2
5.5 0.53% BBB- Baa3
5.0 0.85% BB+ Ba1
4.5 1.37% BB Ba2
4.0 2.19% BB- Ba3
3.5 3.52% B+ B1
3.0 5.65% B+/B B1/B2
2.5 9.08% B B2
2.0 14.58% B- B3
1.5 23.42% CCC Caa1
1.0 37.60% CC Ca
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3.4. Concept of expected loss

As well as assessing the client, the analysis of
transactions includes aspects such as the maturity, the
type of product and the collaterals that exist, which is
done through adjusting the initial rating. As a result,
not only is the probability of default (PD) taken into
account, but also the exposure at default (EaD) and the
loss given default (LGD).

By estimating these three factors the expected loss of
each operation can be calculated. Its correct calculation
is very important so that the price adequately reflects
the resulting risk premium, and the expected loss is
reflected as one more cost of the activity.

The following charts, reflecting data on non-
performing loans in Spain, include the distribution of
defaulted consumer and mortgage loans since 1995,
according to the percentage of recoveries, after
deducting all costs - also financial and opportunity -
incurred in recovery.

In the international sphere, the proposal of the Basle
Committee to reform the 1988 Capital Accord is also
based on the concept of expected loss in order to
determine, in this case, the minimum levels of
regulatory capital in the most advanced frameworks
based on internal ratings.

Grupo Santander's long experience in internal rating
models and measurement of expected loss put it in a
privileged position to take advantage of the
possibilities of these new regulatory frameworks.

3.5. Measurements of expected loss

The Group's expected credit risk loss (exluding Abbey),
at the end of 2004, was EUR 1,755 million (0.52% of
the exposure, equivalent to 0.48% of the gross
exposure and 0.76% of the risk balance of clients). The
distribution of the expected loss by areas is shown in
the graphic below.

The provisional estimate of the expected loss of the
whole Group, including Abbey, is EUR 2,014 million
(0.37% of exposure). The estimated expected loss of
Abbey is 0.10%. 

While the estimates of expected losses at the units in
Spain are the bottom-up result of internal
measurement models, the estimates for other units -
with some exceptions - are the result in general of top-
down approximations, in so far as the measurements
of the internal models in these units are consolidated.
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3.6. Test of reasonableness in expected loss of the
parent bank

To test the calculation model for expected loss, the
following table compares specific provisions, net of
recoveries, that were actually allocated for the portfolio

of Banco Santander Central Hispano over the last few
years with the estimated expected loss. 

The allocations fell substantially during 1995-99, grew
again in the subsequent years as a result of the
slowdown in the Spanish economy, thereby reflecting
their cyclical nature, and declined again in 2003 and
2004. 

The average losses must be adjusted to the effect of
the economic cycle.  The average of 0.37% adjusted in
terms of the cycle is close to the 0.38% envisaged in
the model.

3.7. Measurements of cost of credit (observed loss)

The following charts show the cost of credit risk at
Grupo Santander (excluding Abbey) and its main
business areas during 2004 and its comparison with
previous years, measured through different
approaches:

133Risk Management
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Santander Central Hispano
Expected loss and economic capital by customer segments

Outstanding Expected Expected Economic
Portfolio risk loss (%) loss Capital (%)

Corporate 16.975 0,13 23 2,18
Businesses 29.905 0,33 99 4,55
Institutions 7.418 0,21 15 3,10
Micro-businesses 13.705 0,83 114 7,41
Individuals 38.735 0,41 159 2,68

Individuals Mortage 32.742 0,23 75 1,72
Individuals other 5.993 1,41 84 7,93

Total 106.739 0,38 410 3,76

Data of 31/12/2004. Amounts in millions of euros. Including securitized balances. Economic capital excludes concentration effect.

Average
95-04 adjusted to Expected

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 average the cycle loss

0.90 0.53 0.40 0.12 0.07 0.11 0.21 0.27 0.19 0.16 0.30 0.37 0.38

Net loan-loss provisions and expected loss Parent bank - Spain (% of average risk)

Net loan-loss provisions* 
(% of average balances)

Group Spain Rest of Europe Latin America

(*) Net specific provisions less recovered write offs

0.43
0.66

0.84

0.39 0.26
0.17

0.84

0.43

1.25

0.32 0.41

1.06

0.77

1.71

2.11

0.75

0.10 0.18 0.23 0.19

2000 2001 2002 2003 2004

5 Risks 124-161.qxd  11/5/05  15:40  Página 133



134
Annual Report 2004

Net entries* 
(% of average balances) 

Group Spain Rest of Europe Latin America

(*) Change in doubtful loans plus Net write offs

1.57

0.48 0.49
0.19 0.20 0.04

1.05

0.05

4.31

2.66

0.42

1.04

0.20

1.09
0.85

0.34
0.09 0.19 0.22 0.21

2000 2001 2002 2003 2004

Net write-offs* 
(% of average balances)

Group Spain Rest of Europe Latin America

(*) Write-offs less recovered write-offs 

0.68 0.77
0.59

0.40 0.27
0.15

0.41
0.73

2.06

0.17
0.41 0.48

0.78

2.41

1.57

0.93

0.08 0.06 0.15 0.12

2000 2001 2002 2003 2004

The cost of credit has been falling over the years, both
in the Group as well as in the main units, and
particularly strongly in Latin America.

3.8. Quantifying the risk premium

The Group's risk policy focuses on maintaining a
medium-low risk profile, both in credit risk as well as
market risk.

In credit risk this qualitative objective can be quantified
in terms of expected loss. The expected loss target for
business in Spain must not exceed 0.40% of the
outstanding balance of risk, while for the Group as a
whole it must not be more than 1.00%.

3.9. Concept of economic capital. RORAC
methodology

Credit losses can surpass the level of expected loss for
various reasons (economic cycle, concentration of
exposure, errors in the model). The volatility of losses
or unexpected loss is the real credit risk. While
provisions are in response to the expected losses,
institutions endow themselves with capital to cover the
contingency of higher than expected credit losses. Just

as the provisions, or the margin of operations, must be
sufficient to cover the expected loss, the economic
capital must be adequate to cover the unexpected
losses, ensuring the continuity of business.

Conceptually, economic capital cannot cover with
100% probability all the losses that eventually could
occur. The maximum loss, in credit risk, will be
produced if all the assets are in default at the same
time and nothing is recovered. Such an event, highly
unlikely, is not fully covered by the economic capital,
which nevertheless is allocated to cover very high
losses, most unlikely but susceptible of threatening
continued activity.

The Bank decides the level of losses it wants to cover
with economic capital (the level of confidence with
which it wants to ensure the continuation of its
business). In Grupo Santander's case, this 
confidence level is 99.97%, above the 99.90%
assumed by the regulatory capital formulas proposed
in the New Basle Capital Accord. The difference
between both levels means assuming a default
probability for the Group of 0.03% instead of 0.1%,
three times lower (i.e. three times better) than the
proposal of BIS II.
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In terms of external rating, a confidence level of
99.97% requires having sufficient capital to be rated
AA, while 99.90% would only allow a rating of A-,
given the higher probability of default associated.

Traditionally, the concept of economic capital has been
contrasted with that of regulatory capital, as this is the
one required for the regulation of solvency and which,
until its next reform, suffers from an insufficient
sensitivity to risk. However, the reform of the 1988
Capital Accord is going to bring both concepts closer
together.

If one looks at each operation, the economic capital
calculation is based on the same variables needed to
calculate the expected loss (i.e. the client's rating, the
maturity and the collaterals of the operation). By
aggregation, the economic capital of the rest of the
operations of this client can be calculated and, bearing
in mind the appropriate factors of
diversification/correlation of a portfolio of clients, of a
business unit and of the bank as a whole.

For its part, the margin of operations must not only
cover costs, including the expected loss or the risk cost,
but also be sufficient to achieve an adequate return on
the economic capital consumed.

The RORAC methodology enables an analysis of
whether the return on a transaction covers the risk cost
- the expected loss - and the cost of capital invested by
an institution in the transaction.

Determining the cost of capital is closely linked to
calculating the RORAC target, which means a
minimum return threshold for risk operations. If an
operation does not reach the RORAC target, it could
be covering costs, but not making a return on the
capital at the level required by the Group.

The Bank regularly reviews the RORAC target to ensure
that the authorised operations generate shareholder
value. It is calculated on the basis of two components,
the return required by shareholders plus that needed to
cover operating costs.

The return required by shareholders or the cost of
capital (also called the hurdle rate) is calculated by
adding up the free rate of long-term risk and the
premium required for shareholders in order for them to
invest in Santander shares. The cost of capital
calculated at the end of 2004 was 10.5%.

The target RORAC is 29%, slightly higher than the sum
of the cost of capital plus operating costs and this is
because the Group wants to achieve an adequate
return on its operations, higher than the minimum
required by the average shareholder.

RORAC methodology enables the return on
operations, clients, portfolios and businesses to be
made on a homogeneous basis, identifying those that
obtain a risk adjusted return higher than the cost of
the Group's capital, and so aligning risk and business
management with the overall objective of creating
value.

Grupo Santander has been using RORAC methodology
in its credit risk management since 1993, with the
following purposes: 

• To analyze and set prices during the decision-taking
process for operations (admission) and clients
(monitoring).

• To estimate the capital consumption of each client,
portfolio or business segment, in order to facilitate the
optimal allocation of economic capital.

• To calculate the level of provisions that correspond to
average expected losses.
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Note: Does not take into consideration capital by concentration of risk. The
RORAC of mortgages includes all of these customers' products, assets as well
as liabilities. 
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3.10. Internal systems of risks

One of the main objectives of the New Basle Accord is
to adopt rigorous risk management practices in line
with the most advanced financial institutions.

One of the hallmarks of Grupo Santander is being at
the forefront of these practices. For example, when the
Bank of Spain introduced in 1999 statistical or anti-
cyclical provisions which anticipated the rules and
discipline of BIS II, the Group was the pioneer among
large Spanish banks in requesting and obtaining
recognition of its internal credit models in line with the
norms and disciplines included in Basle II. 

The results have been very positive for the following
reasons:

• The validation process by the supervisors helps to
improve and perfect the initial model.

• The internal controls required strengthen the climate
of security and implementation of the model, as well
as involving other areas.

• It serves to contrast methodologies used and their
performance, encouraging the skills to conduct the
ratings in a coherent, accredited and valid way.

• It helps to clarify the drawing up of rules and
protocols with which the information has to be
treated in the systems and ensure their reliability.

• It introduces the need for recurring qualitative
analysis of data or developments observed, trends
and sensitivity, as well as comparisons with external
sources and identification of differences that could
give rise to proposals.

• It enables us to anticipate with a high degree of
accuracy and security what will be the internal
models of BIS II, facilitating and ensuring a transition
that, in other circumstances, might be very difficult
and complex.

Experience in this field has confirmed the usefulness
and necessity of independent functions of integrated
management and risk, as is required by the 
New Basle Accord and which the Group has put into
effect with the new organizational structure of 
the Risk Division.

As a continuation of this policy, the Group has
requested recognition  from the Bank of Spain of its
new internal model for calculating coverage as referred
to in Circular 4/2004.

3.11. Revised framework of international convergence
of capital measurement and capital standards

The Group is clearly committed to the principles
behind the  Revised Framework of International
Convergence of Capital Measurement and Capital
Standards (Basle II). For this reason, the Group is very
actively involved in different forums on the issue, both
Spanish and international. It has also stepped up
contacts with the regulatory and supervisory
authorities in different countries, contributing
constructively to improving those technical aspects
that could be asymmetric, unfavourable or far from
the main objectives of the Basle II agreement.

Grupo Santander aspires for formal recognition, when
the time comes, of its internal risk models, in
accordance with the requirements of BIS II.

With this in mind, the Group developed in its day an
internal project that enabled its  own calculation
methods to be approved, under Bank of Spain Circular
9/99. In 2002, with the same goal, it launched its
Master Plan to develop internal Basle II models.

The development of the Master Plan gave rise to a
series of actions, many of which have been
implemented, including:

• Adjustments to the Master Plan to the needs of
countries and specific units.

• Adjustments and updates focused on Basle II in
admission tools, which have been used for some
years.

• Teams of local risk controllers in each country and
unit, in full coordination with local organisations.

• Identification of information requirements in
applications and systems, both current and future. 

• Recurring supply of necessary information, ensuring
maintenance and availability.

• Teams of operational risk coordinators in each unit or
country.
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For some time now, the measures needed in the Group
regarding the Revised Framework have been
channelled and developed via a Basle II Corporate
Project, whose objective is to lead, coordinate, support
and supervise the activities of the Group's different
areas affected by the new requirements, in order to
adapt to them in the form and time required.

On the basis of the measures taken so far, as well as
the estimates made for the whole Group in the
quantitative impact studies, we can conclude that the
impact on capital of the new agreement will be slightly
favourable in its current state, even after incorporating
the new requirements for operational risk.

The unit's management (General Directorate of
Integral Management and Internal Control of Risk)
which, in the sphere of the Risks Division, is responsible
for developing and coordinating the necessary works
for Basle, provides the necessary coverage which
enables the principles of the New Agreement to be
met, including:

• Collaboration in the internal process of capital
evaluation and in the setting of capital objectives that
are in relation to the Group's risk profile and control
environment, via the necessary methodologies.

• Coordination of the necessary systems to monitor at
the global level the composition and quality of the
different risk portfolios. 

• Integral evaluation with the inclusion in the capital
estimation process of all the risks facing the Group. 

• Active and independent participation  in the
development, selection, application and validation of
the rating models. Also, examine the rating criteria,
analysis and documentation of the changes, and
verification that the definitions of the ratings are
applied coherently in the different units and in the
various geographic areas. Lastly, assuming
responsibility for drawing up and analysing reports
on the systems, historic data, migration and trends.

• The internal control structure, essential for evaluating
capital, guarantees the existence of a consistent and

coherent process for measuring various risks, the
system for relating risk to the level of capital and
observation of internal policies.

• Prior evaluation of internal models, and their internal
validation prior to that by the supervisor, thereby
ensuring its functioning in accordance with the
design and their continuation.

• In methodologies, it can be used to demonstrate to
the supervisor that all the initial and successive
requirements are met, so that the systems and
processes for estimating risks provide a significant
evaluation, with different risk indicators and
reasonably precise and coherent quantitative results,
as well as ensuring these processes are consistent in
the internal use.

3.12. New Bank of Spain Circular 

On December 22, 2004 the Bank of Spain published
Circular 4/2004 on Credit Entities and referred its
Appendix IX to the Analysis and Coverage of Credit
Risk.

The most noteworthy aspect of this circular was the
toughening of the criterion for doubtful loans, as
regards the previous Circular 4/91, which will mean an
increase in the balance of doubtful loans. However, this
more conservative criterion for the recognition of
doubtful loans is in line with the Group's internal policy
of risks and does not entail a need to change the
internal risk management procedures, which are
always focused on active and rapid management of
risk as of its entry into an irregular situation , and even
before, via risk monitoring procedures which will be set
out.

3.13. Control and monitoring systems

Control is paramount in order to ensure adequate
management of credit risk and maintain a risk profile
within the parameters set by the Board and by senior
management.

This function is carried out by various mechanisms
inside and outside the Risks Division.
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Within the Division, and independent of the business
areas that characterize the Division, decision-taking in
the admission phase is subject to a system of powers
delegated for risk authorization and management by the
Risks Committee of the Board of Directors. The decisions
in the admission phase are predominantly collective. 

The 2005 Limits Plan was implemented against this
background at the end of 2004 which, in synthesis,
constitutes the formalisation of a document that
enables the balance sheet to be fully managed and the
inherent risks, establishing the acceptable level of risk
of the different factors measured. 

The goals of this plan are:

• Facilitate an integrated view and management 
of risk. 

• Establish a framework of coherent action for all risks
assumed.

• Determine the acceptable risk level and, in
consequence, the limits available to reach the
objectives.

• Be a framework of activity, subject to review when
necessary. 

The Risks Area has the specific function of monitoring
risks for which resources and executives are identified.
This function is based on permanent attention in order
to ensure there is a punctual reimbursement of
operations and anticipating circumstances that could
affect normal development.

The Group has a system called Companies in Special
Watch (FEVE) which has four levels on the basis of the
degree of concern arising from the negative
circumstances (monitor, reduce, secure, extinguish).
The inclusion in these levels means automatically
reducing delegated powers. Clients in FEVE are
reviewed at least every six months, and every quarter
for the most serious cases. A company can end up in

special watch as a result of monitoring, a change in the
rating assigned, a review conducted by internal
auditing or automatic warnings.

Ratings are reviewed at least every year, but if
weaknesses are detected or on the basis of the rating it
is done more regularly

The units of control, analysis and consolidation also
conduct control and monitoring tasks. The main
functions are to obtain a global view of risk, analyse
possible future scenarios and global treatment of
information for management, as well as promoting and
continuing common risks policies and their impact on
the Group, ensuring fulfilment of local and Spanish
legislation.

The General Directorate of Integral Management and
Internal Control of Risk, under the principles of organic
and functional independence from management of risk
admission and monitoring as required by the New Basle
Accord, performs specific tasks of control of credit risk
internal models such as: 

• Control of methodologies and procedures

• Regular control of effectiveness and the predicting
ability of rating and scoring tools (backtesting).

• Control of operational risk, taking into account the
interrelation between this and credit risk
management.

• Periodic global review of loan portfolios, losses
registered in credit risk and of the Group's risk
positioning by analyzing the portfolio and risk
profiles.

• Contacts with the internal auditing unit, the external
auditing firm, the inspection services of the Bank of
Spain and other supervisory bodies.
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Ratings of risk balances according to the FEVE monitoring system

December'04 Extinguish Secure Reduce Track Total Feve

Spain- parent bank 391 86 1,697 6,536 8,710
Portugal 252 72 257 1,102 1,683
Latin America 505 22 632 2,059 3,218

Millions of euros
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The recognition by the regulatory authorities of internal
credit risk management models is a further guarantee of
the degree of internal control because it is a requirement
for the validation of these models.

3.14. Performance of the main magnitudes in 2004
(excluding Abbey)

The Group's ratio of non-performing loans (NPLs) was
1.27% in the fourth quarter of 2004, virtually
unchanged from the third quarter. It was 28 b.p. lower
than the 1.55% at the end of 2003.

NPL coverage rose by three points in the fourth quarter
to 208,0% (+43 points during the year).

The specific provisions in 2004, net of recovered write
off, dropped 11.2% to EUR 693.6 million.

The Group's NPL ratio in Spain remained at a low and
ended the year at 0.65%, 22 b.p. lower than at the
end of 2003. Coverage reached 329%, 105 points
higher than in 2003. 

In Portugal, where economic growth is weaker, the NPL
ratio was 3.1% at the end of 2004, higher than the
2.3% recorded in December 2003. The high level of
securitization activity had some bearing on this
increase (taking secured balances into account, the
ratio would be 2.3%.) Coverage was 111%, 14 points
lower than at the end of 2003. 

The NPL ratio of Santander Consumer, including
Hispamer in Spain, CC Bank in Germany and
Finconsumo in Italy, and acquisitions made in 2004 in
Norway and Poland, rose a little to 2.2%, due to a rise
in doubtful balances in Germany in a still unfavourable
economic environment. Coverage increased to 153%,
four points higher than in 2003. 

Latin America's NPL ratio at the end of 2004 was  2.6%,
1.3 points lower than in 2003. Almost all countries
reduced their NPL ratios. Coverage reached 162%, 37
points more than in 2003. Mexico, Chile and Puerto
Rico, which are all rated investment grade countries by
international agencies, account for 68% of the exposure
with customers. 

Specific loan-loss provisions in Latin America, net of
recovered write-offs, were 39% lower than in 2003 at
EUR 156.4 million. The cost against the average risk
was 0.43% ( 0.75% in 2003).

The Group's risk management in Latin America shares
the common corporate culture. The principles that are
the hallmark of the parent bank are applied in the
region. The organization of the risks function in each
Latin American bank is the same as the one in Spain,
with the necessary adjustments for the local markets.
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Progress continued to be made in establishing the
GARRA management models in Mexico and Chile, and
the model for admission of companies in Puerto Rico
was used more. The Group's bank in Argentina
became the first in Latin America to establish the
existing risk information systems in the GARRA
environment.

An initial study was also made in 2004 to establish
GARRA in Venezuela and use the companies' module
during 2005. Of note in Brazil was the technology
merger of the two networks which will enable GARRA
to be fully established in Banespa.

3.15. Risk concentration

The Group continuously tracks the degree of
concentration of its credit risk portfolios using various
criteria: geographic areas and countries, economic
sectors, products and groups of clients.

The Risks Committee of the Board of Directors
establishes the policies and reviews the appropriate
exposure limits for adequate management of the
degree of concentration of credit risk portfolios.

The recent acquisition of the British bank Abbey has
helped to diversify the Group's risk by geographic area
as it has reduced the relative share in the total of Spain
and Latin America.

No sector accounts for more than 10% of the total
exposure (the data excluded Abbey). 

The Group is subject to Bank of Spain regulation on
“large risks” (those that exceed 10% of eligible
shareholders' equity). In accordance with Circular 5/93,
no individual exposure, including all types of credit risks
and equities, must exceed 25% of the Group's
shareholders' equity. Also, the total of “large
exposures” cannot represent more than eight times
higher than equity. At the end of 2004, the group with
the largest risk was a Spanish telecoms company and it
accounted for 11.0% of eligible equity (well below the
maximum legal limit). Only three groups were classified
as “large exposure” as they each slightly exceeded
10% of eligible equity.

At the end of 2004, the 20 largest economic and
financial groups, excluding public entities and lending
entities, represented 9.9% of the outstanding credit
risk of the Group's clients (9.7% in 2003), a low
degree of risk concentration.
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Specific Write-offs Net % of
provisions recoveries provisions portfolio

Argentina (4.9) 33.3 (38.2) (1.97)

Bolivia (11.1) 1.3 (12.4) (6.24)

Brazil 176.7 37.2 139.6 2.27

Chile 111.8 63.3 48.5 0.45

Colombia (4.1) 2.8 (6.9) (1.26)

Mexico 63.3 31.9 31.4 0.31

Panamá 0.0 0.0 0.0

Paraguay (0.0) 0.0 (0.0) (1.01)

Peru 0.0 0.0 0.0 0.00

Puerto Rico 31.1 10.5 20.5 0.39

Uruguay (13.1) 12.2 (25.3) (16.05)

Venezuela 7.5 8.3 (0.8) (0.07)

Total 357.3 200.9 156.4 0.43

Latin America. Risk, NPL Ratio and Coverage
EUR millions

Risk NPL ratio (%) Coverage (%) 
dec-04 dec-03 dec-04 dec-03 dec-04 dec-03

Argentina 1,889 2,073 10.47 15.39 121.7 65.2
Brazil 7,103 5,145 2.59 2.68 175.1 189.6
Colombia 877 449 0.39 0.98 1,170.2 776.5
Chile 11,477 10,006 3.32 4.70 116.0 103.1
Mexico 10,479 9,295 0.72 1.33 401.3 284.3
Puerto Rico 4,257 4,307 2.25 2.66 130.9 95.8
Venezuela 1,533 995 2.16 5.72 346.2 152.6
Other countries 823 334 4.77 11.66 122.2 122.8
Total 38,439 32,604 2.63 3.89 162.0 125.2

Latin America. Net specific loan-loss provisions. 2004
EUR millions
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Within the framework of the MIR model for the
measurement and aggregation of economic capital,
particularly importance is attached to the risk of
concentration by wholesale portfolios (large
companies, sovereign risks and counterparty). For this
purpose the Group uses as an additional reference the
portfolio model of Moody's-KMV which is widely used
by other banks.

The Group's Risks Division works closely with the
Financial Division to actively manage credit portfolios.
Its activities include reducing the concentration of
exposures through various techniques such as using
credit derivatives and securitisation in order to optimise
the risk-return relation of the whole portfolio.

3.16. Country-risk

Country risk is a credit risk component in all cross-
border credit operations. Its main elements are
sovereign risk and transfer risk and, as a result of the
last exchange-rate crises, the very strong risk of
fluctuation of local currencies as it could produce a
collective credit risk in economies with a high degree of
foreign currency debt. 

Country risk management, part of the Risks Area,
includes the analysis and assigning of country ratings,
control of risk positions and setting limits, in
accordance with the risk policies established.

A country rating is assigned on the basis of parameters
of qualitative and quantitative valuation, which
determine a country's capacity to meet its external
obligations. The country risk limits are established on
the basis of the credit quality or rating of the country
and of the business opportunities, differentiating
between different products and maturities.

The degree of risk perception of emerging countries by
markets continued to improve during 2004. 

The Group's country risk with third parties requiring
provisions, in accordance with the Bank of  Spain's
criteria, amounted to US$1,254.9 million, 99% more
than in 2003, of which 33% was covered by
provisions. 

The change in country-risk exposure was largely due to
reclassification, following a criterion of maximum
prudence in foreign trade operations of more than one
year in Brazil (“prepagamentos” of exports) as
regulatory risk. This mean an increase of EUR 421.5
million (67% of the overall rise).

There were also increases of EUR 31.8 million and EUR
25.2 million in Colombia and Venezuela, respectively,
due to the larger demand produced by the area's
economic upturn and a reduction of EUR 32.2 million
in Argentina, partly due to the amortisation of
Argentine debt.

The reduction in provisions was due to the
redistribution of the exposure towards countries of
lower relative risk.

The principles of country risk management continued
to follow prudent criteria; country risk is assumed very
selectively in operations that are clearly profitable for
the Bank and which enhance the global relation with
customers.

3.17. Environmental risk

Analysis of the environmental risk of credit operations
is part of the Strategic Plan of Corporate Social
Responsibility.

Grupo Santander has a corporate and recognised
procedure for the validation of environmental risk. We
believe that socially responsible investment is a concept
that will continue to evolve and has to be taken into
account both from the standpoint of the contingency
of risks as well as business opportunities.
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Contribution by sector to total risk

Spain Portugal Latam. Rest Total

Agriculture 1.2 0.0 0.0 0.0 1.3

Manufacturing 8.8 0.8 2.7 0.8 13.1

Energy 2.1 0.4 0.8 0.1 3.4

Construction 6.2 0.7 0.8 0.1 7.8

Distribution 5.4 0.7 0.4 0.1 6.6

Hotels and restaurants 1.3 0.1 0.1 0.0 1.5

Transports 1.9 0.6 0.2 0.0 2.8

Telecommunications 1.3 0.3 0.2 0.4 2.2

Financial intermediaries 2.2 0.6 0.6 0.7 4.1

Insurance 0.2 0.0 0.0 0.1 0.3

Real estate 8.8 0.3 0.4 0.0 9.5

Services 5.0 0.7 1.4 0.0 7.1

Individuals, public sector

and other 21.9 2.5 8.4 7.5 40.3

Total 66.2 7.7 16.2 9.9 100.0

% of total outstanding risk (lending+guarantees)
Data at December 2004
Note: manufacturing includes 8 individual sectors
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Since the beginning of 2004, the Group has been
using an Environmental Risks Valuation System (VIDA),
developed in collaboration with the Spanish Export
Credit Insurance Company (CESCE) and Garrigues
Medioambiental. It evaluates the environmental risk
inherent in each company, whether they are current or
future clients.

The operational and analysis focus of VIDA reflects the
following:

1º) Analyze the portfolio of customers and assign an
initial level of basic risk (high, low, etc). This level is
established on the basis of activity data and size
after examining a lot of information.

2º) Once the loan portfolio map is established,
companies are identified where the inherent
risk/Group exposure binomial suggests the need for
more detailed analysis. For this purpose, additional
information related to environmental factors is
used, allowing a more accurate evaluation of the
companies analysed.

3º) In those cases where because of the risk level
perceived a deeper valuation is required, an analysis
is made on the basis of electronic questionnaires by
sectors.

The final result provides a rating scale (from 1 to 9), and
the deeper the valuation the more significant the rating. 

This environmental rating will be gradually incorporated
into the Group's rating system. 

The rating serves, however, from the onset as an
additional reference for taking decisions.

3.18 Counterparty risk

Counterparty risk is a variant of credit risk. This
includes all types of exposure with credit entities as
well as the risk of solvency assumed in treasury
operations (bonds and derivatives) with other types of
clients. 

Control is carried out in real time through an
integrated system which provides information on the
available credit line of any counterparty, in any product
and maturity and at any branch of the Group.

Risk is measured by its current as well as potential value
(the value of the risk positions taking into account the
future variation of the underlying market factors in
contracts).

The Net Replacement Value (NRV) of the portfolios of
OTC derivative products that the Group maintained
with its counterparties at December 31, 2004
amounted to US$4,658.6 million, 0.71% of the
nominal value of these contracts compared with
0.68% in 2003. 

The Equivalent Credit Risk (that is, the sum of the NRV
and the maximum potential value of these contracts in
the future) was 22.2% less than in 2003 at US$18,529.3
million. This reduction was mainly due to two factors: a)
the signing of new collateral agreements with the main
financial institutions with risk and b) a fine-tuning of the
methodology for the valuation of credit derivatives and
for calculating the potential risk in derivatives operations.

The Group's activity in credit derivatives continued to
gain importance during 2004, both from the standpoint
of trading as well as structural coverage of its credit
positions.

Derivatives transactions continued to be carried out with
counterparties that enjoy excellent credit quality, so that
91% of  counterparty risk  is at a rating equal to or
superior to A-. 
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In terms of geographic distribution, the main changes
over 2003 were the rise in Spanish risk (chiefly as a result
of Santander Global Connect) and a reduction in
European Union risk and a slight reduction in North
America.  

Lastly, the distribution of risk by type of counterparty
shows 92.5 % in OECD banks, 6.4 % in companies and
1.1 % in non-OECD banks.
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Net replacement value
< 1 year 1-5 years 5-10 years >10 years Total Trading Hedging Total Trading Hedging

IRS 138,657 185,571 81,600 23,904 429,732 335,170 94,561 3,024 948 2,076
FRAs 29,062 0 0 0 29,062 29,055 7 8 8 0
Interest rate options 15,652 31,480 9,193 1,605 57,930 57,699 231 325 319 6
Asset Swaps 0 1,564 0 0 1,564 1,485 79 0 0 0
OTC interest subtotal 183,371 218,615 90,793 25,509 518,288 423,409 94,879 3,356 1,275 2,081
Currency forwards 63,476 6,397 351 0 70,223 10,519 59,705 (262) 109 (371)
Currency swaps 3,835 7,628 8,419 1,634 21,516 3,945 17,571 (80) (16) (64)
Currency options 6,898 557 0 0 7,455 676 6,779 171 22 149
OTC foreign 
exchange subtotal 74,208 14,581 8,770 1,634 99,194 15,140 84,054 (171) 115 (286)
Structured fixed income 0 0 0 0 0 0 0 0 0 0
Debt options 1,205 0 0 0 1,205 1,194 12 7 7 0
OTC debt 
options subtotal 1,205 0 0 0 1,205 1,194 12 7 7 0
Equity derivatives 10,502 19,511 610 0 30,623 2,247 28,376 1,466 95 1,371
OTC equity 
derivatives subtotal 10,502 19,511 610 0 30,623 2,247 28,376 1,466 95 1,371
Total derivatives 269,287 252,707 100,173 27,143 649,310 441,990 207,321 4,659 1,492 3,167

Grupo Santander (excluding Abbey)
Notional value of derivatives by maturity (at 31.12.2004)
US$ million

Equivalent risk Av.
(US$ million) Cover. Life

Total Trading Hedging (%) (months)

IRS 11,020 6,762 4,257 2.6 64
FRAs 15 15 0 0.1 3
Interest rate options 828 811 17 1.4 38
Asset Swaps 335 293 42 21.5 30
OTC interest 
subtotal 12,198 7,881 4,316 2.4 62
Forex 4,603 656 3,947 6.6 4
Currency swaps 1,477 222 1,254 6.9 63
Currency options 537 121 417 7.2 9
OTC foreign exchange 
derivatives subtotal 6,617 999 5,618 6.7 18
Structured fixed income 0 0 0 0.0 0
Debt options 15 15 0 1.3 1
OTC debt 
options subtotal 15 15 0 1.3 1
Equity derivatives 3,143 4 3,140 10.3 20
OTC equity 
derivatives subtotal 3,143 4 3,140 10.3 20
Credit default swap 
(protection purchased) 206 0 206 82
Credit default swap
(protection sold) 13 0 13 59
CD Subyacente (2,164) 0 (2,164)
Subtotal OTC 
credit derivatives (1,945) 0 (1,945) 80
Guarantees for
OTC operations (1,499) 0 (1,499)
Total derivatives 18,529 8,899 9,630 2.9 51

Grupo Santander (excluding Abbey)
Equivalent risk and average life
(at 31.12.2004)

Grupo Santander (excluding Abbey)
Distribution of risk by type of counterparty

Rating %

AAA 3.8
AA 71.0
A 16.9
BBB 5.54
Without rating 2.74
Total 100.00

Grupo Santander (excluding Abbey)
Risk distribution by geographic areas

European Union 35%
Spain 24%
North America 28%
Europe 9%
Latin America 3%
Others 1%
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4. Market risk

4.1. Businesses subject to market risk

The measurement, control and monitoring of market
risks covers all types of operations where equity risk is
assumed. This risk comes from the change in the price
of risk factors: interest rates, exchange rates, equities,
the volatility of those, solvency and liquidity risk of the
various products and markets in which the Group
operates.

Activities are segmented in the following way:

• Trading: this includes financial services for customers,
as well as trading and short term positioning in liquid
fixed income, equity and currency products. 

• Proprietary Treasury (Directional Portfolio): longer
term positions in fixed-income, equity and currency
products.

• Balance sheet management: the risk arises from
mismatches between maturities and repricing of
assets and liabilities and taking positions in portfolios
to protect the Group's margin in the face of falls in
interest rates.

• Strategic positions: This covers equity stake
investments, both in subsidiaries as well as other
financial and non-financial companies, generating risk
in equities in companies that do not consolidate
(Structural Equity Activity); exchange rate risk, due to
the currency in which the investment is made, both in
companies that consolidate and do not consolidate
(Structural Exchange Rate) and exchange rate risk
arising from the hedging of expected income
generated in currencies other than the euro 
(Hedging of Results).

Each of these activities is measured and analysed with
different tools in order to show the risk profile more
precisely.

4.2. Methodologies 

A.- Trading activity

The standard methodology that Grupo Santander
applied in 2004 to trading activities was 
Value at Risk (VaR) based on historic simulation with a
confidence level of 99% and a time frame 
of one day. Statistical adjustments were applied
enabling us to incorporate effectively and quickly the

most recent developments that condition the levels of
risk assumed

In addition, if the size or nature of the portfolios
requires it, the Group can apply other methodologies
such as Monte Carlo simulation and parametric
models.

The VaR is not the only measure applied. It has been
used for its ease in calculation and for its accurate
reflection of the risk level maintained by the Group.
There are also other measures that allow us greater
control of risks in all the markets where the Group
operates.

They include analysis of scenarios which set out the
performance of different financial variables and obtain
the impact on results of applying them to current
portfolios. These scenarios can replicate critical
developments or circumstances that happened in the
past (such as a crisis) or determine plausible scenarios
that are not concerned with the past. A minimum of
three types of scenario are given: plausible, severe and
extreme, for each of which a VaR figure is obtained as
well as a much fuller spectrum of the risk profile.

At the same time, the Group carries out daily
monitoring of positions, through an exhaustive control
of changes that take place in the portfolio, with the
goal of detecting possible new developments that may
need correction. The daily preparation of the income
statement is an excellent indicator of risk levels, as it
highlights the impact of changes in financial variables
or in portfolios.

B.- Directional Portfolio / Balance sheet management

Interest rate risk

The Group analyzes the sensitivity of net interest
revenue and market value of equity to changes in
interest rates. This sensitivity arises from gaps in
maturity dates and review of interest rates in the
different asset and liability accounts. 

The Assets and Liabilities Committee manages the
different items of the balance sheet in order to keep
the sensitivities within a target range, while directional
portfolios, because of their very directional nature, are
managed by Treasury.

The measures used to control interest rate risk in
balance sheet management are the interest rate gap
and the sensitivity of net interest revenue and net
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worth to changes in interest rates, Value at Risk and
analysis of scenarios.

a) Interest rate gap of assets and liabilities

Interest rate gap analysis focuses on lags or
mismatches between changes in value of asset, liability
and off-balance sheet items. Gap analysis provides a
basic representation of the balance sheet structure and
allows for the detection of interest rate risk by
concentration of maturities. It is also a useful tool for
estimating the possible impact of eventual interest rate
movements on net interest margin and equity.

All on- and off-balance sheet items must be broken
down by their flows and looked at in terms of
repricing/maturity. In the case of those items that do
not have a contractual maturity, an internal model of
analysis is used and estimates made of the duration
and sensitivity of them (as well as the stable and
unstable balances for the purposes of liquidity.)

b) Net interest revenue sensitivity (NIR)

The sensitivity of net interest revenue measures the
change in the short/medium term in the accruals
expected over a particular period (12 months), in
response to a shift in the yield curve.

The sensitivity is calculated by simulating the net
interest revenue, both for a scenario of a shift in the
yield curve as well as for the current scenario. The
sensitivity is the difference between the two.

c) Market Value of Equity sensitivity (MVE) 

Market Value of Equity sensitivity is an additional
measure. It measures the interest risk implicit in net worth
(equity) on the basis of changes in interest rates for assets
and liabilities.

d) Value at Risk (VaR)

The Value at Risk for balance sheet activity and
investment portfolios is calculated with the same
standard as for trading: historic simulation with a
confidence level of 99% and a time frame of one day.
Statistical adjustments are made which incorporate
effectively and quickly the latest developments that
condition the risk levels assumed.

e) Analysis of scenarios

Two scenarios for the performance of interest rates are
established: maximum volatility and sudden crisis.
These scenarios are applied to the balance sheet items,
obtaining the impact on net worth as well as the
projections of net interest revenue for the year.

Liquidity risk

Liquidity risk is associated with the Group's capacity to
finance its commitments, at reasonable market prices,
as well as to carry out its business plans with stable
sources of funding. The Group permanently monitors
maximum gap profiles. 

The measures used for liquidity risk control in balance
sheet management are the liquidity gap, liquidity
ratios, stress scenarios and contingency plans.

Liquidity risk is controlled and analysed to ensure the
Group maintains acceptable levels of liquidity to cover
its short- and long-term financing needs under normal
market situations. Different analysis of scenarios are
also carried out to reflect the additional needs that
could arise from different events. The overall aim is to
cover a spectrum of situations in which, with greater or
lesser probability, the Group could find itself and
prepare for them. 

a) Liquidity gap

The liquidity gap provides information on contractual
and expected cash inflows and outflows for a certain
period of time, for each of the currencies in which the
Group operates. The gap measures the net need or
excess of funds at a particular date, and reflects the
level of liquidity maintained under normal market
conditions. 

Two types of liquidity gap analysis are made:

1.- Contractual liquidity gap: All the on-and off-
balance sheet items provided they contribute cash
flows are placed in the point of maturity.

2.- Operational liquidity gap: This is a scenario in normal
conditions of liquidity profile as the flows of the
balance sheet items are placed in the point of
probable liquidity and not in the point of contractual
maturity. In this analysis the behaviour scenario -
renewal of liabilities, discounts in sales of portfolios,
renewal of assets - is the fundamental point.
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b) Liquidity ratios

The liquidity coefficient compares liquid assets available
for sale (after applying the relevant discounts and
adjustments) with total liabilities to be settled,
including contingencies. This coefficient shows, for
currencies that cannot be consolidated, the level of
immediate response of the entity to firm commitments.

The coefficient of net accumulated illiquidity is defined
as the 30-day accumulated gap obtained from the
modified liquidity gap. The modified contractual
liquidity gap is drawn up on the basis of the
contractual liquidity gap and placing liquid assets in the
point of settlement or transfer and not in their point of
maturity.

c) Analysis of scenarios/Contingency Plan

The Group's liquidity management focuses on
preventing a crisis. Liquidity crises, and their immediate
causes, cannot always be predicted. Consequently, the
Group's contingency plans concentrate on creating
models of potential crises by analyzing different
scenarios, identifying crisis types, internal and external
communications and individual responsibilities.

The Contingency Plan covers the activity of a local unit
and of central headquarters. It specifies clear lines of
communication at the first sign of crisis and suggests a
wide range of responses to the different levels of crisis.

As a crisis can occur locally or globally, each local unit
must prepare a Plan of Contingency Financing,
indicating the amount it would potentially require as
aid or financing from headquarters during a crisis. Each
unit must inform headquarters (Madrid) of its plan at
least every six months so that it can be reviewed and
updated. These plans, however, must be updated more
frequently should market circumstances make it
advisable.

C.- Strategic positions

Structural exchange rate: the structural exchange rate
position can be permanent or temporary. The former
reflects the book value of investments net of the
initial goodwill, while the latter basically stems from
purchase/sale of currency operations made to hedge
the exchange rate risk. The exchange rate differences
generated for each position are recorded in reserves
and in the income statement, respectively.

Due to its nature, changes have to be approved by
local/global functions in committee. Position limits are
established although they will be measured under
VaR, Loss Trigger and Stop Loss. These risk measures
are indicative.

D.- Additional measures

Back-testing

Back-testing is a comparative analysis between Value at
Risk (VaR) estimates and the daily results actually
generated. The purpose of these tests is to verify and
measure the adherence and efficiency of the models
used to calculate VaR.

The back-testing analysis carried out by Grupo
Santander comply, as a minimum, with the BIS
recommendations regarding the verification of the
internal systems used to measure and manage market
risks. The estimated VaRD is compared with the results
of the portfolios at the end of the previous day valued
at the prices of the following day. In addition, back-
testing includes the hypothesis test: tests of excess,
tests of  normality, Spearman rank correlation,
measures of average excess, etc. 

The valuation models are fine-tuned and tested
regularly by a specialized unit.

Coordination with other areas

Every day a joint work with other areas is carried out to
mitigate the operational risk. This implies
fundamentally the conciliation of positions.

Benchmarking

Depending on the regularity of publication of
information by local regulators, a comparative study of
the Bank's position compared with its main
competitors and the system is conducted. 

Debt maturity profile

Every two weeks the maturity profile of the securities in
the portfolio (trading and investment) is examined so
as to know in which maturities there is a greater
concentration of cash flows.
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4.3. Control system

A.- Definition of limits

The process of setting limits takes place after the 
year-end budgeting process, and is the means used by
the Group to establish the level of equity that each
activity has available. The process of definition of limits
is dynamic, and responds to senior management's risk
acceptance level.

B.- Objectives of the structure of limits

The structure of limits takes into account the following
objectives:

• Identify and define, efficiently and comprehensively,
the main types of risk incurred so that they are
consistent with the management of business and
with the strategy.

• Quantify and inform the business areas of the risk
levels and profile that senior management believes
can be taken, in order to avoid undesired risks.

• Give flexibility to the business areas to build risk
positions efficiently and opportunely according to
changes in the market, and in the business strategies,
and always within the acceptable risk levels.

• Allow the generators of business to take prudent risks
but sufficient to attain the budgeted results.

• Establish investment alternatives, by limiting equity
consumption.

4.4. Risks and results in 2004

A.- Trading activity

Quantitative analysis of VaR in 2004

The Group's risk performance with regard to the
trading activity in financial markets during 2004,
measured by VaR, is shown in the chart of next page
(above).

This shows that the Group has a low/medium risk
profile, which was actively managed throughout the
year. At times during the year there were reductions in
the risk exposure, showing that the Group is capable of
adapting to a change in expectations.

The maximum risk level was reached on August 12
(US$22.5 million in VaR terms), mainly due to higher
interest rates in Mexico and increased volatility. The
minimum level was reached on March 23 (US$15.6
million), due to the reduced positions in both interest
rates and exchange rates in Brazil, Mexico and Madrid.
The average risk in 2004 was US$19.2 million in VaR
terms.

The risk histogram in next page (below) shows the
distribution of frequencies of average risk in VaR terms
during 2004. The maximum risk levels were reached at
specific moments and never surpassed US$23 million. 
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Risk by product

The minimum, average, maximum and year-end 2004
values in VaR terms are shown in the table.

The average risk in Latin America in VaR terms was
US$18.4 million, ending the year  with a VaR of
US$19.6 million. The Group's risks were concentrated
in fixed income and currencies (average VaR of
US$15.6 million and US$10.2 million respectively). 

The performance of the VaR during the course of the
year underlines the Group's flexibility in adapting its
risk profile to changes in strategy stemming from a
revised perception of market expectations.

Annual Report 2004

VaR performance in 2004
US$ million
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Minimum Average Maximum Year-end

Total trading

Total VaRD 15.6 19.2 22.5 20.5

Diversification effect (3.1) (8.9) (15.0) (8.7)

Fixed income VaRD 8.6 15.6 20.2 16.7

Equity VaRD 1.2 2.3 5.0 2.1

Currency VaRD 8.9 10.2 12.3 10.3

Latin America

Total VaRD 14.7 18.4 22.2 19.6

Diversification effect (2.1) (7.7) (14.6) (7.8)

Fixed income VaRD 7.9 14.9 20.0 15.8

Equity VaRD 0.2 1.2 4.7 1.3

Currency VaRD 8.7 10.0 12.2 10.2

US

Total VaRD 1.1 3.0 6.3 5.3

Diversification effect 0.0 (1.2) (4.5) (0.6)

Fixed income VaRD 1.0 2.8 5.7 4.8

Equity VaRD 0.0 0.1 0.3 0.0

Currency VaRD 0.1 1.3 4.9 1.1

Europe

Total VaRD 3.0 4.3 7.9 3.3

Diversification effect (0.7) (2.4) (7.4) (2.2)

Fixed income VaRD 2.5 3.4 7.2 2.8

Equity VaRD 0.9 1.8 3.4 1.7

Currency VaRD 0.4 1.5 4.7 1.0

VaR statistics by product
US$ million

VaR in US$ million

5 Risks 124-161.qxd  11/5/05  15:40  Página 148



Distribution of risks and results

a) Geographic distribution

Latin America contributed 71% of the Group's total
VaR in trading activity and 51% of results. Europe
contributed 16.9% and 40%, respectively, as most of
its treasury activity was in service to professional
clients.

The geographic contribution, in percentage terms,
both in risks as well as in results over the Group's
total VaR, is shown in the chart.

The minimum, average, maximum and year-end risk
values in VaR terms, by geographic area, are shown in
the table.

b) Monthly distribution  

The chart on next page above shows the changes
produced in assuming risk, with an unequal trend in
the first part of the year and rising in the second half.
Concerning the P&L results, the differences with risk
assumed intensify in the months of greater volatility:
January, February, May, and December.

The histogram of daily Mark-to-Market (MtM) results
frequency shows how these are distributed on the
basis of size. The most common yield interval was
US$0-US$3 million, which occurred on 73 days (27%
of the year).  

149Risk Management
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Historic VaR by product
US$ million
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Risk statistics in 2004
US$ million

Minimum Average Maximum Year-end

Total 15.6 19.2 22.5 20.5
Europe 3.0 4.3 7.9 3.3
US 1.1 3.0 6.3 5.3
Latin America 14.7 18.4 22.2 19.6
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Risk management of structured derivatives

The structured derivatives activity is mainly focused 
on designing investment and hedging products for
clients

These transactions include options on equities, fixed-
income and currencies.

The units where this activity mainly takes place are:
Madrid, Portugal, Brazil and Mexico, and to some
extent Chile where the Group is beginning to develop
this market. 

The chart below shows the VaR performance of
structured derivatives business in 2004 when the risk
trend was stable, although average levels were lower
than in 2003. There were increases in risk for short
periods, relating to some specific operations.

The maximum risk was in February (US$3.64 million)
and the minimum in July (US$1.03 million). The table
on next page shows the average, maximum and
minimum values for each of the units.

Equities are, on average, the main risk by product,
while for fixed income and exchange rates the
exposure is similar in both cases, as shown in the table
on next page:

JAN 04 FEB 04 MAR 04 APR 04 MAY 04 JUN 04 JUL 04 AUG 04 SEP 04 OCT 04 NOV 04 DEC 04

Monthly result Average VaRD
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Gauging and contrasting measures

In accordance with the BIS recommendations on
gauging and controlling the effectiveness of internal
market risk measurement and management systems, in
2004 the Group carried out regular analysis and
contrasting measures which confirmed the reliability of
the model.

Stress test 

Different stress test scenarios were analyzed during
2004. A scenario of maximum volatility, applying six
standard deviations to different market factors, with
results as at December 31, 2004 is provided below

Maximum volatility scenario

The table below shows, at December 31, 2004, the
results of each product (fixed-income, equities and
currencies), in a scenario in which a volatility
equivalent to six standard deviations in a normal
distribution is applied (hike in interest rate, falls in
stock markets and currency devaluations).

The stress test shows that the economic loss suffered
by the Group in the MtM result would be, if this
scenario materialized in the market, US$31.5 million,
although in currencies profits were generated due to
the short positions in local currency held by treasury
units at the end of the year.

Annual Report 2004

Structured derivatives, risk in 2004 by unit
US$ million

Minimum Average Maximum Year-end

Total VaRD 1.0 1.9 3.6 1.6

Madrid 0.9 1.6 2.9 1.3

Brazil offshore

derivatives 0.0 0.7 4.4 0.1

Portugal 0.0 0.1 0.4 0.1

Brazil 0.2 0.8 3.0 0.9

Chile 0.0 0.1 0.7 0.0

Mexico 0.2 0.5 1.5 0.2

New York 0.0 0.1 0.6 0.1

Structured derivatives, risk in 2004 by product
US$ million

Minimum Average Maximum Year-end

Total VaRD 1.0 1.9 3.6 1.6

Diversification effect (0.2) (1.1) (4.5) (1.1)

Fixed income VaRD 0.4 0.9 2.0 1.3

Equity VaRD 0.6 1.4 2.9 1.0

Currency VaRD 0.2 0.7 3.3 0.4
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Europe 9.1 (4.5) 1.2 7.0

Latin America (30.0) (4.4) 16.4 (17.2)

US (21.0) (0.1) (1.1) (21.4)
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B.- Directional Portfolios / Balance sheet management
Latin America

a) Quantitative analysis of interest rate risk in 2004

The chart on the evolution of risk, measured by the
sensitivity of market value of equity and net interest
revenue to a parallel movement of 100 basis points,
moved within a narrow band in 2004, with a gradual
increase in risk over 2003.

At the end of December, risk consumption for the region,
measured by the market value of equity sensitivity to 100
basis points, was US$495 million, while that of net
interest revenue at one year, measured by its sensitivity to
100 basis points, was US$95 million. This risk profile
corresponds to a gradual taking of positions in order to
guarantee hedging in the face of possible cuts in local
interest rates, particularly in Mexico during the second
quarter and Chile in the last half of 2004.

Interest rate risk profile at the end of 2004

The gap tables show the distribution by maturity of the
risk in Latin America at December 2004.

b) Geographic distribution of risk at December 31,
2004

Net interest revenue sensitivity

For the whole of Latin America, the consumption at
December 2004 was US$95 million (sensitivity to 100
basis points). The geographic distribution is shown
below.

Brazil and Mexico accounted for more than 50% of the
risk.

The year was characterized by an increase in the net
interest revenue risk, mainly due to the portfolio
purchases in Mexico and Chile.

The positioning graph on next page, obtained from
the sensitivity of net interest revenue to a parallel
movement of 100 basis points in the yield curve,
shows the positioning of countries with regard to NIR
sensitivity. The two quadrants on the right signify an
improvement in response to local currency interest
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Risk profile evolution 
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Net interest revenue sensitivity by countries

Mexico 31%
Brazil 28%
Puerto Rico 11%
Chile 10%
Argentina 9%
Venezuela 8%
Others 3%

Gaps in local currency
US$ million

US$ gaps
US$ million

Total 0-6 months 6-12 months 1-3 years > 3 years Not sensitive

Assets 96,544 61,137 4,169 8,362 13,333 9,543
Liabilities 96,824 67,916 2,899 6,662 5,935 13,412
Off-balance sheet (366) (3,062) (7,979) 8,252 2,419 4
Gap (648) (9,841) (6,709) 9,952 9,817 (3,867)

Total 0-6 months 6-12 months 1-3 years > 3 years Not sensitive

Assets 29,542 17,247 2,450 3,673 4,830 1,342
Liabilities 28,584 15,968 2,155 4,336 4,290 1,835
Off-balance sheet 366 (60) (215) 267 276 98
Gap 648 625 45 (405) 817 (434)

NIR MVE
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rate rises, while those on the left assume an increase
in the event of lower interest rates. The implications
for the US$ are the same, but reflected in the upper
and lower quadrants. The size of the circles
represents the total sensitivity of the unit.

Market Value of Equity sensitivity 

Consumption for all of Latin America in 2004
amounted to US$495 million (sensitivity to 100 basis
points). The geographic distribution is shown below.

Some 75% of net equity risk is concentrated in Mexico,
Chile and Brazil.

The year was characterised by an increase in the net
equity risk in two of the region's main countries,
Mexico and Chile, as positions were gradually taken to
cover possible future losses in net interest revenue.

The positioning graph, obtained from the sensitivity of
net equity to a parallel movement of 100 basis points in
the yield curve, shows the positioning of countries with
regard to net equity sensitivity. The two quadrants on the
right signify an improvement in response to local
currency interest rate rises, while those on the left
assume an increase in the event of lower 

interest rates. The implications for the US dollar are the
same, but reflected in the upper and lower quadrants.
The size of the circles represents the total sensitivity of the
unit.

Risk profile, in VaR terms, by business 

By adapting the net equity risk sensitivity profiles on
the basis of volatility (VaR), the following risk
distribution is obtained. Risk is concentrated in Mexico
via positions taken to hedge net interest revenue. The
total VaR was US$113 million.

More than 60% of this total risk of US$113 million
came from balance sheet management activity. 

The risk in terms of VaR by directional portfolio at
December 2004 was concentrated in Venezuela and
Brazil. Most of these portfolios are in local public debt
and their hedgings instruments. 
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The average risk in terms of VaR of balance sheet
management at December 2004 was concentrated in
Europe and Mexico, where the main contribution
comes from that originated by portfolios taken to
offset possible losses of net interest revenue in the face
of falls in interest rates.

5. Operational risk

5.1 Definition and objectives

Grupo Santander defines operational risk as “the risk
of losses from defects or failures in its internal
processes, employees or systems, or those arising from
unforeseen circumstances”. They are purely
operational events, which makes them different from
market or credit risks.

The objective is to identify, mitigate, manage and
quantify this risk.

The Group's greater need, therefore, is to identify and
eliminate focuses of risk, regardless of whether they
produce losses or not. Measurement also helps
management as it enables priorities to be established
and a hierarchy created for taking decisions. 

Grupo Santander will use the standard method for
calculating operational risk under BIS II, but it does not
rule out using an internal model in the future. It uses
the following valuations:

1. Priority given to mitigating in daily management of
operational risk.

2. A large part of the basic foundations of an internal
model are already incorporated to the standard
model and to Grupo Santander's management of
operational risk.

5.2. Management model

The main principles of the organizational structure are:

- The Risks Division is responsible for evaluating and
controlling this risk category.

- The Central Unit that supervises operational risks
reports to the Risks Division and is responsible for the
global corporate programme.

- The management structure of operational risk is
based on the knowledge and experience of
executives and experts in the different areas and
units, with particular importance attached to the role
of coordinators, who are the key figures. 

This framework satisfies the qualitative criteria
contained in the New Basle Capital Accord, both for
standard methods and advanced measurement, as well
as Advance Notice of Proposed Rulemaking of the Fed,
regarding the independence of the global management
unit, which is responsible for designing and
implementing policies, procedures and strategies,
information systems, etc. Internal Auditing also keeps
its independence with regard to management of
operational risk, without detriment to revising the
management structure in this area.

Grupo Santander has adopted the following framework
for representing the phases of the process for
management of operational risk:
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Balance sheet management risk distribution
(VaR)

Europe 38%
Mexico 36%
Chile 15%
Brazil 8%
Rest 3%

Directional Portfolio risk distribution
(VaR)

Venezuela 56%
Brazil 26%
Mexico 10%
Chile 8%
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The main advantages of the Group's management
structure are:

• Integral and effective management of operational
risk (identification, evaluation, monitoring,
control/mitigation and report).

• Improved knowledge of existing operational risks and
the responsibility for them by managers of the business
lines.

• Drawing up of data on losses, which enable
operational risk to be quantified for calculating both
the economic and the regulatory capital.

• Operational risk information helps to improve the
processes and controls, reduce losses and the
volatility of revenues. 

5.3.Implementing the model: global initiatives and
results

The independent management and control unit of
operational risk, part of the Risks Division, has been
operating since 2001. Its main functions, developed
activities and global initiatives include: 

• Presentations to senior management and
development of the internal rules.

• Designation of coordinators and the creation of
operational risk departments. 

• Training - the coordinators receive direct training in
Madrid, where as well as discussing different focuses
and methodologies they exchange experiences and
reaffirm concepts. 

• Design and putting into effect qualitative and
quantitative operational risk tools. 

• Conciliation data bases of losses  - accounting.

• Developments for the automatic capturing of events
through accounting systems.

• Drive in mitigation plans and communication of best
practices - exchange between the Group's banks and
countries on mitigation plans, corrective measures
and development projects established.

• Development of the corporate operational risk tool
on Internet.

• Collaboration with the Purchases Area regarding its
function in managing banking insurance related to
operational risk (BBB policies, damage, civil
responsibility and life). Savings were achieved in 2004
in the renewal of premium income for such policies
for Latin America.

• Capital calculation using the standard method and
progress in the methodology for the internal model.

The project began to be installed in the Group's
different units in 2002. Almost all the Group's units
have been incorporated to the project with a high
degree of uniformity. Nonetheless, due to different
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Dissemination of results, 
best practices, training,
reports to regulators and to
the Group's management Risks
Measurement

Information

Identification

Quantifying

Establish methodology to
measure capital

Inventory of sources of
operational risk

Data bases: 
impact and frequency

Corrective measures,
transfer, 
elimination

Mitigation

Monitoring
Set indicators
Set controls
Watch over evolution
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paces of installation, stages, schedules and the
historical depth of the relevant data bases, the degree
of implementation varies from country to country. 

On a general basis:

- Data bases of losses classified by errors and
operational types are received every month. The
Group's data base shows 476,168 events (202,042,
provisional figure for 2004), without exclusions for
reasons of amount, and with both the accounting
impact (including positive effects) as well as the non-
accounting impact.

- Operational risk indicators are available, regularly
defined and updated by the main management units.

- There are always a sufficient number of coordinators
in the business and back-up areas. 

- The main events are identified and analysed, and
mitigation measures taken which, in significant cases,
are disseminated to the Group's other units as a Best
Practices guide.

- Processes to conciliate data bases with accounting.

By consolidating the total information received, the
Group's operational risk “image” is reflected in the
following chart:

Self-evaluation questionnaires are received and
analysed from nearly all units of the Group. 

Regarding the Self-Assessment Questionnaires, the
graphic below provides an example of their practical
application in Grupo Santander, from the consolidated
results obtained from Santander Totta: 
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Distribution of events by type
(2004)

Frequency of events Amount of events

Average of Average of Average of 
all areas business areas support areas

By category of event (average A.) Impact OR Impact OR Impact OR Producto
on OR Coverage on OR Coverage on OR Coverage Total

I- Internal fraud 3.06 2.40 2.66 2.30 3.15 2.42 7.32

II- External fraud 2.90 2.12 2.70 2.20 2.95 2.10 6.15

III- Employment practices, health and security at work 2.94 2.53 2.60 2.40 3.00 2.56 7.44

IV- Practices with clients, products and business 3.34 2.36 2.70 2.10 3.43 2.43 7.88

V- Damage to physical assets 3.29 3.75 3.10 3.60 3.32 3.79 12.33

VI- Interruption in business and systems failure 3.54 2.61 3.44 2.54 3.53 2.63 9.22

VII- Execution, delivery and management of processes 3.19 2.35 2.91 2.26 3.22 2.37 7.49

VIII- Changes in economic-legal environment 3.48 2.04 3.60 2.20 3.38 2.00 7.10

IX- Exchange rate management, new activities

and products 3.25 2.47 3.20 2.70 3.21 2.41 8.02

X- Organisational structure 3.17 2.30 2.56 1.88 3.27 2.41 7.30

XI- Human resources adjustment 3.34 2.52 3.13 2.60 3.34 2.51 8.44

Total average 3.23 2.50 2.96 2.43 3.26 2.51 8.05

Santander Totta: Operational Risk Questionnaire
General questions
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5.4. Implementation of the operational risk framework
by countries 

As well as the standard requirements of information
and management required of the Group's different
operational risk units, some entities are very active in
risk management on the basis of the benefits they
obtain in the mitigation process. 

We set out below some of the additional,
noteworthy and singular practices in certain units,
which show the extent of the Operational Risk
Management Project:

• Treasury: 

Establishment of tools and methodology for
Analysis, Control and Evaluation of Operational Risk
(ACERO).

Extending to the rest of the Group's units the
framework of Global Treasury. Treasury Model
installed in Spain, Chile, Brazil, Portugal, Mexico
and New York.

• Asset and pension fund management entities (Spain): 

Manual of Internal Control Procedures since 1999
(mutual funds' activity has been regulated by the
CNMV since 1997) and creation of a structure with
considerable “sensitivity to risk”. 

Improvements in the procedure to control the daily
variation in the liquidating value, compare the daily
return of each fund or entity with that of the
benchmark.

• Santander Consumer (Spain and Portugal): 

Frequent collaboration with entities investigating
fraud.

Implementation of procedures to search for fraud
(in the formalisation of risk operations) and
warnings in automatic scoring which stopped, and
so did not formalise, 1,950 loan requests. 

Monitoring of events in the recording of guarantees
(pledge reserves), change of rules, design and
verification of the operating procedure for
inspection of vehicles financed with credit stock.  

• Santander Totta (Portugal): 

The new application for the automatic capturing of
events via the Financial Terminal was installed,
incorporating a review and validation circuit by the
coordinators of operational risk.

• Santander Serfin (Mexico): 

Active involvement in the project to update the
maps for processes and risks, and the drawing up of
procedures for the Retail Banking, Corporate
Resources and Fiduciary areas.

• Santander Santiago (Chile): 

Development of the project for the automatic
capturing of events by accounting systems,
establishing a review and validation circuit for
coordinators of Operational Risks (fully done). 
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An Information Security Master Plan is being
prepared under international rules/methodology
(ISO 17799) and the evaluation of 10 security and
information areas and 127 controls. The plan covers
26 projects and 148 recommendations. 

• Santander Banespa (Brazil): 

Development and implementation of the Matrix of Risks
and Controls and permanent training of coordinators. 

Creation of an Anti-Fraud Group which is coordinating
the implementation of actions to prevent and reduce
events of this type in debit cards and in electronic
banking transactions. 

• Santander Puerto Rico: 

Project to identify and analyse critical processes
which could have an impact on the income
statement so that internal control measures can be
put into effect. 

• Banco Santa Cruz (Bolivia): 

Training programmes for all areas on control of
rules and procedures.

• Banco de Venezuela (Venezuela): 

Drawing up of risk matrices and maps on the basis
of scores assigned in self-evaluation questionnaires. 

5.5. BIS II Project - corporate operational risk tool 

Within the general framework of the BIS II Project,
Grupo Santander's Operational Risk Department is
working, together with Technology, on designing and
establishing a corporate operational risk tool which, in
an Internet environment, integrates the different
management instruments used so far, via local
applications, in the different units managing
operational risk.

This tool is being developed in various phases and
modules, beginning, from the onset, in satisfying the
basic management requirements and, then, adding
other more advanced functions.

The main modules are as follows:
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Administration and security
Basic modules

Other modules

Motor of internal calculation

Motor of external
calculation

Executive reports

Self-assessment
questionnaires

Risk indicators Data base of errors

Mitigation Management model Insurance
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The basic features of each model are as follows: 

Data Base of Events. This is the model whose
development is the most advanced. It is already
installed in some of the Group's entities. It enables the
accounting systems to automatically capture
operational risk events (SGO, for entities in the
Partenón environment) and manual capturing. It will
also enable entities with non-Partenón environment
common access via the website.

Self-Assessment Questionnaire. This model includes
both general and specific questionnaires, as well as
different types of qualitative and quantitative questions
for evaluating present and future operational risk.

Risk Indicators. This model captures, via automatic or
manual feeding, activity and control indicators, all of
them managed under a common format, both for the
present situation as well as for future expectations.

Mitigation. Its main use is centralised and integrated
management of corrective measures. Questions,
indicators or events/types of event are captured on the
data base which exceed a certain threshold (scores or
limits).

Financial Information Management Model. This allows
dynamic management of the information model by
selecting information, weightings, scenarios, impact of
corrective measures.

Insurance. This incorporates basic information linked to
insurance contracted by each unit, linking it to the data
base of events.

6. Reputational risk

Grupo Santander, in all its areas, regards the
reputational risk function of its activities as being of the
utmost importance. The management of this risk is
conducted by: 

6.1. Global Committee of New Products

All new products or services that any entity of Grupo
Santander wants to market must be submitted to this
committee for approval. 

The committee held 11 meetings in 2004 at which 70
products or families of products were analysed. 

A Local Committee of New Products is established in
each country where there is a unit of Grupo Santander.

This committee, once a new product or service is ready,
must request permission for it to be marketed from the
Global Committee. In Spain, the Local Committee falls
within the Global Committee.

The areas that participate in the Global Committee are:
Tax Advice, Legal Advice, Customer Attention, Internal
Auditing, Retail Banking, Global Corporate Banking,
International Private Banking, Auditing, Financial
Operations and Markets, Operations and Services,
Organisation, Prevention of Money-laundering, Global
Wholesale Banking Risks, Credit Risk, Financial Risks,
Operational Risk, Technology, Global Treasury and,
lastly, the unit proposing the new product or the Local
Committee of New Products.

Before a new product or service is launched, these
areas, as well as, where applicable, other independent
experts considered necessary in order to correctly
evaluate the risks incurred, exhaustively analyse the
aspects that could affect the process, stating their
opinion on each product or service.

The Global Committee, in the light of the
documentation received, and after checking that all
the requirements for approving the new product or
service have been met and bearing in mind the risk
guidelines set by the Board's Risks Committee
approves, rejects or sets conditions for the new
product or service.

The Global Committee gives particular consideration to
the suitability of the new product or service to the
framework where it is going to be marketed.
Importance is attached to:

- Each product or service is sold by those who know
how to sell it.

- The client knows what he is investing in and the risk
of each product or service and this can be accredited
with documents.

- Each product or service is sold where it can be, not
only for legal or tax reasons (i.e. it fits into the legal
and tax regime of each country), but also on the basis
of the financial culture.

- When a product or service is approved the maximum
limit is set for the amount that can be sold in each
country.
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6.2. Manual of Procedures for the Marketing of
Financial Products

This manual is used by  Banco Santander Central
Hispano for the retail marketing of financial products in
Spain.

The objective is to improve the quality of information
made available to investors and ensure they
understand the features, return and risk of the
products.

The manual segments customers into three categories,
which initially coincide with those of Private Banking,
Personal Banking and Banking for Individuals. Products
are also segmented into three categories: green, yellow
and red, on the basis of their complexity and the
guarantees they provide for recovering capital and
obtaining a certain return.

The manual covers financial products sold to retail
individuals, such as participations in mutual funds and
shares in public placements. The Global Committee of
New Products can include others in the sphere of the
manual.

In 2004, 47 products covered by the manual were
presented for approval. Most of them were mutual
funds, but there were other categories such as
warrants, hedging products, preferred shares and
public offerings and/or subscription to securities.

Of the 47 products, 12 were new ones submitted to
the Global Committee and 35 were not new and were
submitted to the Office of the Manual, created to
ensure enforcement of the manual and part of the
Compliance Management. The 47 products were
categorised as follows: 27 were green (57.5%), 11
yellow (23.5%) and 9 red (19%). The office reported
on all the products approved to the National Securities
Market Commission.

Implementing the manual requires: (1) rigorous use of
business documentation and contracts, and (ii) paying
attention to the segment to which the customer
belongs before offering the product.

6.3 The Board's Risks Committee

The Risks Committee, the maximum body responsible
for global risk management and all kinds of banking
operations, evaluates reputational risk as part of its
activities.
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Auditor’s Report and

Consolidated Financial Statements
Responsibility for the information

The Bank's Board of Directors expressly undertakes the general
function of supervision of the Group's operations and discharges its
duties in this respect directly and on a non-delegation basis. Its Audit
and Compliance Committee is entrusted, inter alia, with the
following duties in the areas of information, accounting control and
assessment of the compliance system:

1. To report, through its Chairman or Secretary, to the Shareholders'
Meeting on any matters raised thereat by the shareholders on
which the Committee has authority.

2. To propose the appointment of the auditors, the terms of their
engagement, the scope of their services and, if appropriate, their
revocation or non-renewal.

3. To revise the Bank's financial statements and the Group's
consolidated financial statements, monitoring compliance with
legal requirements and the proper application of generally
accepted accounting principles.

4. To serve as a communication channel between the Board of
Directors and the auditors, and assess the findings of each audit
and the replies of the management team to their
recommendations.

5. To be familiar with the financial reporting process and the internal
control systems.

6. To monitor any situations which might involve risk for the
independence of the auditors and, specifically, to check the
percentage that the fees paid to them in all connections
represents with respect to the auditors' total revenues. The fees
paid must be disclosed publicly.

7. To monitor, before public disclosure, the periodic financial
information furnished by the Bank and the Group to the markets
and to their supervisory bodies, making sure that this information
is prepared in accordance with the same principles and practices
as the financial statements.

8. To examine compliance with the Group's Code of Conduct in
connection with the securities markets, with the anti-money
laundering manuals and procedures and, in general, with the rules
of governance of the Bank, and to make the required proposals
for improvement.

For these purposes, the Audit and Compliance Committee meets
periodically, at least four times a year, and whenever it deems it
appropriate, with the persons in charge of the Group's business
areas and with those in charge of the support and risk management
areas, particularly with the Controller and with Internal Audit of the
Bank and the Group, and with the external auditors to analyze their
reports and recommendations. 

Our external auditors, the Deloitte worldwide organization, examine
each year the financial statements of nearly all the companies
composing the Santander Group to issue their professional opinion
thereon. The external auditors are regularly informed of our controls
and procedures, define and perform their audit tests with full
freedom and have free access to the Chairman, Second Deputy
Chairman and CEO and to the Deputy Chairmen of the Bank's Board
of Directors, to set forth their conclusions and discuss their
recommendations for improving the efficiency of the internal control
systems.

The Chairman of the Audit and Compliance Committee meets
periodically with the external auditors to ensure the effectiveness of
their audit and to analyze the possible situations which might put
their independence at risk. In this connection, following the most

advanced practices in shareholder information transparency (as
described in Note 25 to the consolidated financial statements), it is
hereby reported that the fees incurred by the Group for the audits of
financial statements performed by the Deloitte worldwide
organization amounted to EUR 9.4 million in 2004, and the fees for
other reports required under the legal and tax regulations issued by
the national supervisory agencies of the countries in which the
Group operates, which were reviewed by the Deloitte worldwide
organization, amounted to EUR 2.6 million. Also, as discussed in
Note 25 to the consolidated financial statements, the nonrecurring
fees paid to the Deloitte worldwide organization for the work
required under Spanish and U.K. regulations in relation to the
acquisition of Abbey National plc amounted to EUR 5.4 million.

To facilitate analysis of the situations which might put the
independence of our auditors at risk from the quantitative and
qualitative standpoints, we set forth below significant information on
the criteria established by the “O'Malley Panel” and in other relevant
international documents for the purpose of evaluating the
effectiveness of the external audit function:

1. The ratio of the amount billed by our main auditor for non-attest
work (EUR 2.8 million) to the fees for financial statement audit
and other statutory reports was 0.23 times in 2004 (0.4 in 2003).
If the nonrecurring fees described above are taken into account,
the ratio is 0.16 times.

The information available on the main US financial institutions
whose shares are listed on organized markets shows that, on
average, the annual fees paid by these companies to their auditors
for non-attest work in 2003 were around 0.79 times the fees they
paid for audit services.

The services engaged from our auditors meet the independence
requirements stipulated by Law 44/2002 on Financial System
Reform Measures, by the Sarbanes - Oxley Act of 2002 adopted by
the Securities and Exchange Commission (“SEC”) and by the
Regulations governing the Bank's Board of Directors.

2. The relative importance of fees generated by a client with respect
to the total fees of the audit firm: The Group has adopted the
policy not to engage audit firms if the fees for all services to be
paid to them would amount to more than 2% of their total
revenue.

Including the fees incurred in the acquisition of Abbey, the Deloitte
worldwide organization billed the Group for less than 0.15% of its
total revenue. In the case of Spain, this ratio was less than 1.5% of
our main auditors' net revenue.

Based on the foregoing, the Audit and Compliance Committee
considers that there are no objective reasons to question the
independence of our auditors.

*   *   *   *   *

The consolidated financial statements included in this Annual Report
are presented in accordance with Bank of Spain regulations and were
obtained from those formally prepared by the directors of Banco
Santander Central Hispano, S.A. from the accounting records of the
Bank and of its subsidiary and associated companies. These
consolidated financial statements differ from those formally prepared
by the directors in that Exhibits I, II and III included in this Annual Report
include the most significant companies composing the Group, whereas
the Exhibits to the consolidated financial statements made available to
all the shareholders from the Annual Shareholders' Meeting call date
include a detail of all the Group companies. These consolidated
financial statements, as formally prepared by the directors, will be
submitted for approval by the Annual Shareholders' Meeting. 
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Banco Santander Central Hispano, S.A., and companies composing the Santander Group
Consolidated balance sheets as of December 31, 2004, 2003 and 2002 (Notes 1, 2, 3 and 4)

Thousands of Euros 2004 2003 2002
Assets

Cash on hand and deposits at central banks:
Cash on hand 2,269,877 1,639,608 1,808,417 
Cash at Bank of Spain 1,750,825 3,589,618 775,206 
Cash at other central banks 4,765,844 3,678,214 3,657,955 

8,786,546 8,907,440 6,241,578
Government debt securities (Note 5) 16,123,313 31,107,864 24,988,493 
Due from credit institutions (Note 6):
Demand deposits 1,705,299 1,703,538 3,148,911 
Other 47,864,648 35,914,299 37,107,479 

49,569,947 37,617,837 40,256,390 
Loans and credits (Note 7) 335,207,727 172,504,013 162,972,957 
Debentures and other fixed-income securities (Note 8)
Public-sector issuers 31,873,002 27,339,738 22,854,792 
Other issuers 50,965,590 16,937,316 9,231,369 

82,838,592 44,277,054 32,086,161 
Common stocks and other equity securities (Note 9) 13,164,023 10,064,122 7,866,752 
Investments in non-group companies (Note 10) 2,697,128 4,266,425 4,769,738 
Investments in group companies (Note 11) 5,045,947 1,067,771 1,129,393 
Intangible assets:
Incorporation and start-up expenses 176 901 7,675 
Other deferred charges 462,593 473,395 635,373 

462,769 474,296 643,048 
Consolidation goodwill (Note 12):
Fully consolidated companies 16,099,163 6,065,632 8,970,164 
Companies accounted for by the equity method 865,038 1,319,592 984,571 

16,964,201 7,385,224 9,954,735 
Property and equipment (Note 13):
Land and buildings for own use 2,723,047 2,723,142 3,000,385 
Other property 369,642 286,981 280,711 
Furniture, fixtures and other 5,120,445 1,573,846 1,659,463 

8,213,134 4,583,969 4,940,559 
Treasury stock 104,180 10,155 14,746 
Other Assets (Note 22) 23,755,320 17,983,170 17,554,670 
Accrual accounts 7,758,288 6,919,377 6,353,686 
Accumulated losses at consolidated companies (Note 21) 4,706,764 4,621,815 4,435,179 
Total assets 575,397,879 351,790,532 324,208,085 
Memorandum accounts (Note 23) 105,515,367 85,264,845 82,480,069 

The accompanying Notes 1 to 28 and Exhibits I to IV are an integral part of these consolidated balance sheets.
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Translation of consolidated financial statements originally issued in Spanish and prepared in accordance with generally accepted accounting principles in Spain (see Note 28). In the event of
a discrepancy, the Spanish-language version prevails.
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Banco Santander Central Hispano, S.A., and companies composing the Santander Group
Consolidated balance sheets as of December 31, 2004, 2003 and 2002 (Notes 1, 2, 3 and 4)

Thousands of Euros 2004 2003 2002
Liabilities and Equity

Due to credit institutions (Note 14) 84,813,805 75,580,312 50,820,719 
Customer deposits (Note 15):
Savings deposits-

Demand 145,000,185 76,613,017 67,644,766 
Time 70,367,960 46,973,305 52,286,346 

Other deposits-
Demand 3,820,858 309,402 408,544 
Time 74,656,694 35,439,848 47,476,100 

293,845,697 159,335,572 167,815,756 
Marketable debt securities (Note 16):
Bonds and debentures outstanding 57,940,072 28,838,892 20,497,329 
Promissory notes and other securities 26,067,117 15,602,313 10,791,778 

84,007,189 44,441,205 31,289,107 
Other liabilities (Note 22) 18,576,809 10,429,976 10,811,902 
Accrual accounts 10,826,948 7,539,896 7,029,998 
Provisions for contingencies and expenses (Note 17):
Pension allowance 10,652,752 8,935,148 8,839,081 
Other provisions 4,692,293 3,792,529 5,008,669 

15,345,045 12,727,677 13,847,750 
General risk allowance - - 132,223 
Negative difference in consolidation 10,916 14,040 15,459 
Consolidated net income for the year:
Group 3,135,558 2,610,819 2,247,177 
Minority interests (Note 19) 532,299 621,187 538,463 

3,667,857 3,232,006 2,785,640 
Subordinated debt (Note 18) 20,194,128 11,221,088 12,450,228 
Minority interests (Note 19) 8,539,187 5,439,517 6,036,710 
Capital stock (Note 20) 3,127,148 2,384,201 2,384,201 
Additional paid-in capital (Note 21) 20,370,128 8,720,722 8,979,735 
Reserves (Note 21) 5,680,854 5,510,846 5,573,390 
Revaluation reserves (Note 21) 42,666 42,666 42,666 
Reserves at consolidated companies (Note 21) 6,349,502 5,170,808 4,192,601 
Total liabilities and equity 575,397,879 351,790,532 324,208,085 

The accompanying Notes 1 to 28 and Exhibits I to IV are an integral part of these consolidated balance sheets.

Translation of consolidated financial statements originally issued in Spanish and prepared in accordance with generally accepted accounting principles in Spain (see Note 28). In the event of
a discrepancy, the Spanish-language version prevails.
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Banco Santander Central Hispano, S.A. and companies composing the Santander Group
Consolidated statements of income for the years ended december 31, 2004, 2003 and 2002 (Notes 1, 2, 3 and 4)

Thousands of Euros 2004 2003 2002
(Debit) Credit

Interest income (Note 25) 18,103,835 17,203,740 22,711,338 
Of which: Fixed-income securities 3,656,639 3,413,601 5,081,124 

Interest expense (Note 25) (10,115,569) (9,686,896) (13,825,855)
Income from equity securities (Note 25):
Common stocks and other equity securities 281,949 131,987 120,061 
Investments in non-Group companies 294,715 279,705 311,863 
Investments in Group companies 70,782 29,801 41,248 

647,446 441,493 473,172 
Net interest income 8,635,712 7,958,337 9,358,655 
Fees collected (Note 25) 5,776,639 5,098,879 5,147,086 
Fees paid (Note 25) (1,167,350) (928,317) (857,802)
Gains (losses) on financial transactions (Note 25) 952,666 998,813 356,250 
Gross operating income 14,197,667 13,127,712 14,004,189 
Other operating income 89,909 75,460 128,431 
Genereal administrative expenses:
Personnel expenses (Note 25) (4,135,315) (4,049,372) (4,521,718)

Of which:
Wages and salaries (3,011,955) (2,959,515) (3,208,776)
Employee welfare expenses (654,412) (643,144) (739,448)

Of which: Pensions (102,861) (96,603) (130,054)
Other administrative expenses (Note 25) (2,599,878) (2,428,325) (2,800,333)

(6,735,193) (6,477,697) (7,322,051)
Depreciation, amortization and writedown of property and 
equipment and intangible assets (Note 13) (734,967) (762,794) (889,832)
Other operating expenses (272,223) (241,990) (354,913)
Net operating income 6,545,193 5,720,691 5,565,824 
Net income from companies accounted for by the equity method (Notes 10 y 11):
Share in income of companies accounted for by the equity method 946,821 781,243 706,214 
Share in losses of companies accounted for by the equity method (40,938) (64,474) (73,205)
Value adjustments due to collection of dividends (365,497) (309,506) (353,111)

540,386 407,263 279,898 
Amortization of consolidation goodwill (Note 12) (618,935) (2,241,688) (1,358,616)
Gains on Group transactions:
Gains on disposal of investments in fully consolidated companies (Note 3) 14,165 702,113 10,092 
Gains on disposal of investments in companies accounted for by the equity method (Note 3) 489,521 241,341 1,859,277 
Gains on transactions involving parent company shares and Group financial liabilities 5,164 35,841 702 

508,850 979,295 1,870,071 
Losses on Group Transactions:
Losses on disposal of investments in fully consolidated companies (Notes 3 and 12) (5,528) (13,502) (808,498)
Losses on disposal of investments in companies accounted for by the equity method (2,956) (4,255) (35,089)
Losses on transactions involving parent company shares and Group financial liabilities (34,149) (5,975) (17,544)

(42,633) (23,732) (861,131)
Writeoffs and credit loss provisions (net) (Note 7) (1,647,651) (1,495,687) (1,648,192)
Writedown of long-term investments (net) (257) 687 (272)
Provision to general banking risk allowance - 85,945 -
Extraordinary income (Note 25) 1,027,150 1,337,064 1,270,092 
Extraordinary loss (Note 25) (1,877,485) (668,398) (1,608,925)
Income before taxes 4,434,618 4,101,440 3,508,749 
Corporate income tax (Note 22) (311,244) (341,007) (314,979)
Other taxes (Note 22) (455,517) (528,427) (408,130)
Consolidated net income for the year 3,667,857 3,232,006 2,785,640 
Net income attributed to minority interests (Note 19) 532,299 621,187 538,463 
Net income attributed to the Group 3,135,558 2,610,819 2,247,177 

The accompanying Notes 1 to 28 and Exhibits I to IV are an integral part of these consolidated statements of income.
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Translation of consolidated financial statements originally issued in Spanish and prepared in accordance with generally accepted accounting principles in Spain (see Note 28). In the event of
a discrepancy, the Spanish-language version prevails.
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Consolidated Financial Statements

Translation of consolidated financial statements originally issued in Spanish and
prepared in accordance with generally accepted accounting principles in Spain (see
Note 28). In the event of a discrepancy, the Spanish-language version prevails.

Banco Santander Central Hispano, S.A. and Companies
composing the Santander Group

Notes to Consolidated Financial Statements for the year
ended December 31, 2004

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

Description of the Bank
Banco Santander Central Hispano, 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 in the web page of the Bank
(www.gruposantander.com) and in its registered office at
Paseo de Pereda 9-12, Santander.

Basis of presentation of the consolidated financial
statements
The consolidated financial statements of the Bank and of the
companies which, together with it, compose the Santander
Group ("the Group") are presented in the formats stipulated
by Bank of Spain Circular 4/1991 and subsequent
amendments, and, accordingly, they give a true and fair view
of the consolidated net worth, financial position and results
of the Group. These consolidated financial statements, which
were prepared by the Bank's directors from the accounting
records of the Bank and of each of the companies composing
the Group, include the adjustments and reclassifications
required to conform the accounting principles and
presentation criteria followed by certain subsidiaries -mainly
those abroad- with those applied by the Bank (Note 2).

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

The 2003 and 2002 consolidated financial statements were
approved by the Shareholders' Meetings of the Bank on June
19, 2004 and June 21, 2003, respectively.

The 2004 consolidated financial statements of the Group and
the financial statements of the Bank and of almost all the
consolidated companies have not yet been approved by the
respective Shareholders' Meetings. However, the Bank's
Board of Directors considers that they will be approved
without material changes.

Abbey National plc (Abbey)
On July 25, 2004, the respective Boards of Directors of the
Bank and Abbey approved the terms on which the Board of
Directors of Abbey recommended to its shareholders the
tender offer launched by Banco Santander for all the
common capital stock of Abbey under a Scheme of
Arrangement subject to the British Companies Act.

After the related Shareholders' Meetings of Abbey and the
Bank were held in October 2004, and the other conditions of
the transaction were met, on November 12, 2004, the
acquisition was completed through the delivery of one new
Banco Santander share for every Abbey common share. The
capital increase performed to cater for the purchase
amounted to EUR 12,541 million (Notes 20 and 21), equal to
1,485,893,636 new shares of EUR 0.5 par value, with
additional paid-in capital of EUR 7.94 each.

Information on Abbey
Abbey is a major financial services group in the United
Kingdom, where it is the second-largest provider of
residential mortgages. It is the sixth-largest bank in the UK in
terms of assets, ranking sixteenth in Europe and thirtieth
worldwide. Abbey has over 24,000 employees,
approximately 730 branches and 18 million customers.

Its consolidated assets and consolidated shareholders' equity,
calculated in accordance with U.K. accounting principles,
amounted to £170,000 million and £4,300 million,
respectively, as of December 31, 2004, the date of first-time
consolidation of Abbey in the Santander Group. Accordingly,
the consolidated balance sheet includes the effect of the
acquisition, whereas the consolidated statement of income
does not include the results obtained by Abbey from the date
of completion of the acquisition, which were not material.
The goodwill arising from the acquisition (Note 12) included
the adjustments and valuations required for it to be
presented in conformity with the accounting principles and
valuation methods described in Note 2.

Share repurchase program
On June 19, 2004, the Shareholders' Meeting of Banco
Santander authorized the Bank to purchase Banco Santander
shares on terms substantially the same as those authorized at
previous years' Shareholders' Meetings.

Since the date on which the tender offer for Abbey shares
was announced, Banco Santander acquired treasury stock
under a share repurchase program authorized by the Board
of Directors of Banco Santander for the purpose of reducing
the Bank's capital stock for the net amount of the purchases
and sales carried out under such program, whose terms and
conditions are as follows:

1. The maximum number of Banco Santander shares which
the Bank may hold will be 190,000,000 shares;

2. The maximum acquisition price will be EUR 9.77 per share;

3. The program will be in force through March 31, 2005, and
the Bank has announced its decision not to extend the
term of the program.

The summary of the transactions performed under this
program through December 31, 2004, is as follows:
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Euros
Weighted

Transaction Securities Average Price

Purchases 99,209,235 8.15
Sales (87,164,416) 8.12

12,044,819
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Objections to corporate resolutions
The directors of the Bank and their legal advisers consider
that the objection to certain resolutions adopted by the
Bank's Shareholders' Meetings on January 18, 2000, March
4, 2000, March 10, 2001, February 9, 2002, June 24, 2002,
June 21, 2003 and June 19, 2004, will have no effect on the
financial statements of the Bank and the Group.

On April 25, 2001, the Santander Court of First Instance
number 1 rejected in full a claim contesting resolutions
adopted at the Shareholders' Meeting on January 18, 2000.
The plaintiff filed an appeal against the judgment. On
December 2, 2002, the Cantabria Provincial Appellate Court
dismissed the appeal. A cassation appeal has been filed
against the judgment of the Cantabria Provincial Appellate
Court.

On November 29, 2002, the Santander Court of First
Instance number 2 rejected in full the claims contesting
resolutions adopted at the Shareholders' Meeting on March
4, 2000. The plaintiffs filed an appeal against the judgment.
On July 5, 2004, the Cantabria Provincial Appellate Court
dismissed the appeal. One of the appellants has prepared
and filed an extraordinary appeal on grounds of procedural
infringements and a cassation appeal against the judgment.

On March 12, 2002, the Santander Court of First Instance
number 4 rejected in full the claims contesting resolutions
adopted at the Shareholders' Meeting on March 10, 2001.
The plaintiffs filed an appeal against the judgment. On April
13, 2004, the Cantabria Provincial Appellate Court dismissed
the appeals. One of the appellants has prepared and filed an
extraordinary appeal on grounds of procedural infringements
and a cassation appeal against the judgment.

On September 9, 2002, the Santander Court of First Instance
number 5 rejected in full the claim contesting resolutions
adopted at the Shareholders' Meeting on February 9, 2002.
The plaintiff filed an appeal against the judgment. On
January 14, 2004, the Cantabria Provincial Appellate Court
dismissed the appeal. The appellant has prepared and filed
an extraordinary appeal on grounds of procedural
infringements and a cassation appeal against the judgment.

On May 29, 2003, the Santander Court of First Instance
number 6 rejected in full the claim contesting the resolutions
adopted at the Shareholders' Meeting on June 24, 2002. An
appeal has been filed against the judgment.

Despite the amount of time elapsed, the Santander Court of
First Instance number 7 has yet to hand down its judgment
on the objection to the resolutions adopted at the
Shareholders' Meeting on June 21, 2003, since it was agreed
that the proceedings should be stayed on grounds of the
need for an interlocutory decision in the criminal jurisdiction
derived from the preliminary proceedings conducted at
Central Examining Court number 3, which are currently
being handled by the Criminal Chamber of the National
Appellate Court, in respect of the amounts paid when Mr.
Amusátegui and Mr. Corcóstegui retired from the Bank.  A
new claim has also been filed with the Santander Court of
First Instance number 7 to contest the resolutions adopted at
the same Shareholders' Meeting on June 21. This proceeding

has been joined with the foregoing proceeding, which means
that it is subject to the effects of the stay on grounds of the
need for an interlocutory decision in the criminal jurisdiction.

The claims contesting the resolutions adopted at the
Shareholders' Meeting on June 19, 2004, are currently being
processed before the Santander Court of First Instance
number 8.

Accounting policies
The consolidated financial statements of the Group were
prepared in accordance with the accounting principles and
valuation methods described in Note 2, which coincide with
those established by Bank of Spain Circular 4/1991 and
subsequent amendments thereto. All obligatory accounting
principles and valuation methods with a material effect on
the consolidated financial statements were applied in
preparing them.

Consolidation principles
The companies whose business activity is directly related to
that of the Bank and which are directly or indirectly 50% or
more owned by the Bank or, if less than 50% owned, are
effectively controlled by the Bank and constitute, together
with the Bank, a single decision-making unit, were fully
consolidated.

All significant accounts and transactions between
consolidated companies were eliminated in consolidation.
The equity of third parties in the Group is presented under
the "Minority Interests" caption and in the "Consolidated
Net Income for the Year - Minority Interests" account in the
consolidated balance sheets (Note 19).

The investments in companies controlled by the Bank and not
consolidable because their business activity is not directly
related to that of the Bank (Note 11) and the investments in
companies which have a lasting relationship with the Group,
which are intended to contribute to the Group's business
activities, in which the Group's ownership interests are
generally equal to or exceed 20% -3% if listed-, and over
which the Group exercises significant influence -as evidenced
by its representation in the associated company's governing
body, significant transactions between the other Group
companies and the investee, or the exchange of
management personnel, among others (“associated
companies” - Note 10)-, are carried at the fraction of the
investees' net worth corresponding to such investments, net
of the dividends collected from them and other net worth
eliminations (equity method).

The income or loss generated by companies acquired in each
year is consolidated by taking into account only the income
or loss relating to the period between the acquisition date
and the related year-end.
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Consolidated Financial Statements

Determination of net worth
In evaluating the Group's net worth, the balances of the
following captions in the accompanying consolidated
balance sheets should be taken into consideration:

Equity
The entry into force of Law 13/1992 and Bank of Spain
Circular 5/1993 and subsequent amendments introduced
new regulations governing minimum capital requirements for
credit institutions at both individual and consolidated group
levels.

As of December 31, 2004, 2003 and 2002, the Group's
eligible capital exceeded the minimum requirements
stipulated by the aforementioned regulations by
approximately EUR 11,100 million, EUR 5,700 million and
EUR 5,500 million, respectively.

Detail of risk provisions and coverage
In accordance with the Bank of Spain regulations, the risk
provisions and coverage are presented as assigned to the
related assets and/or in specific accounts. The detail of the
aggregate risk provisions, coverage and guarantees,
disregarding their accounting classification is as follows:
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Thousands of Euros 2004 2003 2002 

Capital stock (Note 20) 3,127,148 2,384,201 2,384,201
Reserves (Note 21):

Additional paid-in capital 20,370,128 8,720,722 8,979,735
Reserves 5,680,854 5,510,846 5,573,390
Revaluation reserves 42,666 42,666 42,666

26,093,648 14,274,234 14,595,791
Reserves at consolidated companies 6,349,502 5,170,808 4,192,601
Accumulated losses at consolidated companies (4,706,764) (4,621,815) (4,435,179)

Total reserves 27,736,386 14,823,227 14,353,213
Add- Consolidated net income for the year-Group 3,135,558 2,610,819 2,247,177
Less- 

Interim dividend paid (Note 4) (791,555) (739,102) (727,782)
Third interim dividend payable (Note 4) (519,106) - -
Treasury stock (104,180) (10,155) (14,746)

(1,414,841) (749,257) (742,528)
Net worth per books at year-end 32,584,251 19,068,990 18,242,063
Less- 

Third interim dividend - (369,551) (358,231)
Fourth interim dividend (Note 4) (526,612) (335,734) (289,595)

Net worth, after the distribution of 
income for the year 32,057,639 18,363,705 17,594,237
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Comparative information - early retirements
As indicated in Note 2-j, in 2003 and 2002, the Bank and
other Group entities entered into early retirement
agreements with certain employees and recorded these
commitments, after receiving the related authorizations from
the Bank of Spain pursuant to Rule 13 of Bank of Spain
Circular 4/1991, with a charge to unrestricted reserves and
simultaneously recorded the related deferred tax asset (EUR
336 million and EUR 181 million, respectively, in 2003 and
EUR 856 million and EUR 461 million, respectively, in 2002).
In 2004, the Bank of Spain did not grant such authorization
to credit institutions and, accordingly, also in accordance with
Rule 13 of Bank of Spain Circular 4/1991, the Bank and other
Group entities recorded net provisions of EUR 527 million
with a charge to the consolidated statement of income to
meet their commitments to the employees who took early
retirement in that year (EUR 810 million were charged to the
"Extraordinary Loss" caption in the accompanying 2004
consolidated statement of income, and simultaneously the
related deferred tax asset was recorded for EUR 283 million).

Transition to International Financial Reporting
Standards
Under Regulation (EC) no. 1606/2002 of the European
Parliament and of the Council of July 19, 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 January 1,
2005 in conformity with the International Financial Reporting

Standards (IFRSs) previously ratified by the European Union.
Therefore, the Group is required to prepare its consolidated
financial statements for the year ending December 31, 2005
in conformity with the IFRSs ratified by the European Union
at that date.

Under IFRS 1, First-Time Adoption of International Financial
Reporting Standards, the Group's consolidated financial
statements for 2005 must necessarily include, for comparison
purposes, a consolidated balance sheet as of December 31,
2004, and a consolidated statement of income for the year
then ended prepared in accordance with the methods
established by the IFRSs in force as of December 31, 2005.

In order to adapt the accounting system of Spanish credit
institutions to the new standards, on December 22 the Bank
of Spain issued Circular 4/2004 on Public and Restricted
Financial Reporting Standards and Model Financial
Statements. However, although the Group is completing a
plan for transition to IFRSs which includes, inter alia, an
analysis of the accounting method differences, the selection
of the accounting methods to be applied when alternative
treatments are permitted and an assessment of the changes
in reporting procedures and systems, sufficient information is
not yet available to estimate with reasonable objectivity the
extent to which the accompanying consolidated balance
sheet and consolidated statement of income for 2004 will
differ from those to be prepared in the future in accordance
with the accounting methods contained in the IFRSs in force
as of December 31, 2005.
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Thousands of Euros 2004 2003 2002 

Credit loss allowance:
Due from credit institutions (Note 6) 49,307 111,735 90,522

Of which:  Country risk 23,173 26,923 8,537
Loans and credits (Note 7) 6,969,263 5,116,683 4,938,204

Of which:  Country risk 219,246 362,604 309,674
Debentures and other fixed-income securities (Note 8) 180,748 185,978 135,552

Of which:  Country risk 14,616 9,831 257
7,199,318 5,414,396 5,164,278

Security price fluctuation allowance:
Government debt securities (Note 5) - 10,659 33
Debentures and other fixed-income securities (Note 8) 78,385 51,023 198,420
Common stocks and other equity securities (Note 9) 699,770 948,761 569,715

778,155 1,010,443 768,168
Pension allowance (Note 2-j):
At Spanish companies 8,077,574 7,627,149 7,448,941
At foreign companies 2,575,178 1,307,999 1,390,140

10,652,752 8,935,148 8,839,081
General risk allowance - - 132,223
Property and equipment allowance:
Foreclosed assets (Note 13) 293,128 316,165 395,406
Other assets 52,499 60,819 104,837

345,627 376,984 500,243
Other asset allowances 126,153 154,954 207,750
Other provisions for contingencies and expenses (Note 17) 4,692,293 3,792,529 5,008,669
Total 23,794,298 19,684,454 20,620,412
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2. Accounting principles and valuation methods

The accounting principles and valuation methods applied in
preparing the consolidated financial statements were as
follows:

a) Recognition of revenues and expenses

Revenues and expenses are generally recognized for
accounting purposes on an accrual basis, the interest
method being applied for transactions whose settlement
periods exceed 12 months. However, in accordance with
the principle of prudence and with Bank of Spain
regulations, the interest earned on nonperforming,
disputed or doubtful loans, including interest subject to
country risk in countries classified as experiencing
temporary difficulties and as doubtful or very doubtful, is
not recognized as a revenue until it is collected.

b) Foreign currency transactions

Translation methods
Balances denominated in foreign currencies, including
those of the financial statements of the consolidated
companies and branches in non-EMU countries, were
translated to euros at the year-end average official
exchange rates in the Spanish spot foreign currency
market, except for:

1. The balances funded in euros relating to the capital
amounts assigned to branches in non-EMU countries
and to the reserves and undistributed earnings of
companies and branches in non-EMU countries, which
were translated at historical exchange rates.

2. The revenue and expense accounts of the consolidated
companies and branches in non-EMU countries, which
were translated at the average exchange rates in each
year.

3. The balances arising from non-hedging forward foreign
currency/foreign currency and foreign currency/euro
purchase and sale transactions, which were translated to
euros at the year-end exchange rates prevailing in the
forward foreign currency market.

Accounting for exchange differences
The exchange differences arising from application of the 
above-mentioned translation methods are recorded 
as follows:

1. The net debit or credit differences arising in the
consolidation process are recorded under the
"Accumulated Losses at Consolidated Companies" or
"Reserves at Consolidated Companies" captions,
respectively, in the consolidated balance sheets, net of
the portion of these differences relating to minority
interests (Note 21).

2. The remaining exchange differences are recorded under
the “Gains (Losses) on Financial Transactions” caption in
the consolidated statements of income (Note 25), with a
balancing entry, in the case of nonhedging forward
transactions, under the “Other Assets” or “Other
Liabilities” caption in the consolidated balance sheets.

Certain of the companies located in countries with specific
accounting regulations on the recording of adjustments for
inflation (basically Chile, Mexico, Uruguay, Bolivia and
Peru) record debits and credits in their income statements
to adjust their assets and liabilities for inflation. These
debits and credits are recorded under the “Extraordinary
Loss” and “Extraordinary Income” captions in the
consolidated statements of income (Note 25). The detail of
these items is as follows:
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Thousands of Euros 2004 2003 2002 

Extraordinary income:
Other revenues 24,874 13,164 36,542

Extraordinary loss:
Other expenses (22,111) (22,293) (106,079)

2,763 (9,129) (69,537)
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c) Credit loss allowance

The credit loss allowances, which are recorded as a
reduction of the “Due from Credit Institutions”, “Loans
and Credits” and “Debentures and Other Fixed-Income
Securities” captions on the asset side of the consolidated
balance sheets, are intended to cover possible losses in the
full recovery of all types of risk transactions, except off-
balance-sheet risks, arranged by the consolidated
companies in the course of their business activity.

The credit loss allowances were calculated as follows:

1. Allowance for risks in Spain and abroad, excluding
country risk: 

a. Specific allowances: on a case-by-case basis, based
on the loan recovery expectations and, as a
minimum, by application of the coefficients stipulated
in Bank of Spain regulations. The credit loss
allowance is increased by provisions from period
income and is decreased by chargeoffs of debts
deemed to be uncollectible or which have been
nonperforming for more than three years (six years in
the case of mortgage loans with effective coverage)
and by releases, where appropriate, of the provisions
recorded for debts subsequently recovered (Note 7).

b. General-purpose allowance: additionally, in
accordance with Bank of Spain regulations, an
additional general-purpose allowance, equal to 1%
of the loans and credits, private-sector fixed-income
securities, contingent liabilities and doubtful assets
for which provision is not mandatory (0.5% for
certain mortgage loans) has been recorded for losses
not specifically identified at year-end.

2.  Country-risk allowance: on the basis of the estimated
classification of the degree of debt-servicing difficulty
being experienced by each country (Note 7).

3.  Allowance for the statistical coverage of credit losses:
additionally, the Group is required to record an
allowance for the statistical coverage of the unrealized
credit losses on the various homogeneous loan
portfolios, by charging each quarter to the “Writeoffs
and Credit Loss Provisions” caption in the consolidated
statement of income for each of the consolidated
companies, the positive difference resulting from
subtracting the net specific provisions for credit losses
recorded in the quarter from one-fourth of the
statistical estimate of the overall unrealized loan losses
on the various homogeneous loan portfolios (estimated
either using calculation methods based on the Group's
statistical expectations, approved by the Bank of Spain,
or calculating the credit risk of each portfolio multiplied
by certain coefficients which range from 0% to 1.5%).
If the resulting difference were negative, the amount
would be credited to the consolidated statement of
income with a charge to the allowance recorded in this
connection (to the extent of the available balance).

The provisions recorded to cover the losses which may be
incurred by the Group as a result of the off-balance-sheet
risks maintained by the consolidated companies are
included under the “Provisions for Contingencies and
Expenses - Other Provisions” caption in the consolidated
balance sheets (Note 17).

The credit loss allowances recorded by the Group comply
with Bank of Spain regulations.

d) Government debt securities, debentures and other
fixed-income securities

The securities composing the Group's fixed-income
securities portfolio were classified as follows:

1.  The securities assigned to the trading portfolio, which
consists of securities held for the purpose of operating
in the market, are stated at their year-end market price.
The net differences arising from price fluctuations are
recorded (ex-coupon) under the “Gains (Losses) on
Financial Transactions” caption in the consolidated
statements of income (Note 25).

2.  The securities assigned to the held-to-maturity
portfolio, which consists of securities which the Group
has decided to hold until final maturity basically
because it has the financial capacity to do so or because
it has related financing available, are stated at
acquisition cost, adjusted by the amount resulting from
accruing by the interest method the positive or negative
difference between the redemption value and the
acquisition cost over the residual life of the security.

3.  The securities assigned to the available-for-sale
portfolio, which consists of the securities not assigned
to either of the two portfolios described above, are
stated at their adjusted acquisition cost, as defined in
paragraph 2 above. The adjusted acquisition cost and
the market value of these securities are compared. The
market value of listed securities in this portfolio is
deemed to be the market price on the last day of
trading of each year and that of unlisted securities to be
the current value at the market interest rates prevailing
on that date. A security price fluctuation allowance is
recorded, if required, with a charge to asset accrual
accounts or to income.

In the fixed-income securities assigned to the available-
for-sale portfolio, the net difference (additional to the
security price fluctuation allowance recorded with a
charge to income) by which the adjusted acquisition
cost exceeded their market value amounted to EUR 45
million as of December 31, 2004 (Notes 5 and 8) (EUR 2
million and EUR 272 million as of December 31, 2003
and 2002, respectively). This amount is not reflected in
the consolidated balance sheets since the security price
fluctuation allowance recorded for this amount and the
asset accrual account against which the allowance was
recorded offset each other.  This accrual account is
taken into account in calculating the Group's capital
ratio.
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In the event of disposal of these securities, the losses
with respect to the adjusted acquisition cost are
recorded with a charge to income. Gains (if they exceed
the losses charged to income in the year) are credited to
income only for the portion, if any, exceeding the
security price fluctuation allowance required at year-end
and charged to accrual accounts.

e) Equity securities

Equity securities held in the trading portfolio are valued at
their market price at year-end.  The net differences arising
from price fluctuations are recorded under the “Gains
(Losses) on Financial Transactions” caption in the
consolidated statements of income.

The investments in nonconsolidable Group companies and
in associated entities (Note 1) are accounted for by the
equity method.

Equity securities other than those described above are
recorded in the consolidated balance sheets at the lower of
cost or market. The market value of these securities is
determined as follows:

1.  Listed securities: lower of average market price in the
last quarter of the year or market price on the last day
of trading in the year.

2.  Unlisted securities: underlying book value of the
investment per the latest available financial statements
of the investees adjusted by the unrealized gains
existing at the time of acquisition and still existing at
year-end.  The difference between acquisition cost and
the amount calculated as indicated in the preceding
paragraph which may be absorbed by the annual
increase in the underlying book values of the investees
over a maximum period of 20 years need not be written
down.

The security price fluctuation allowance recorded to
recognize the unrealized losses is presented as a reduction
of the balance of the related captions in the consolidated
balance sheets (Note 9).

f) Intangible assets

Capital increase expenses, new business launch expenses,
expenditures for the acquisition and preparation of
computer systems and programs which will be useful over
several years, and similar items are generally recorded at
cost, net of accumulated amortization. These expenses are
amortized with a charge to income over a maximum period
of five years.

EUR 241 million, EUR 274 million and EUR 286 million of
amortization of these expenses were charged to the
consolidated statements of income in 2004, 2003 and
2002, respectively, and these amounts are recorded under
the "Depreciation and Amortization and Writedown of
Property and Equipment and Intangible Assets" caption.

g) Consolidation goodwill and negative difference in
consolidation

Consolidation goodwill

The positive differences between:

(i)  the cost of the investments in consolidated companies
(both those fully consolidated and those accounted for
by the equity method), and

(ii)  as required by the Bank of Spain, the market value of
the investments in other companies contributed by
third parties in capital increases carried out at the Bank
in accordance with the provisions of Article 159.1.c of
the revised Spanish Corporations Law (Note 20)

and the respective underlying book values adjusted at the
date of first-time consolidation are allocated as follows:

1.  If the difference is allocable to specific assets or liabilities
of these companies, it is recorded by increasing the
value of the assets (or reducing the value of the
liabilities) whose market values were higher (lower) than
the net book values per these companies' balance
sheets and whose accounting treatment is similar to
that of analogous assets (liabilities) of the Group
(amortization, accrual, etc.).

2.  The remainder is recorded as consolidation goodwill.
These differences are being amortized from the
acquisition date over the period in which it is considered
that the investments will contribute to the obtainment
of income for the Group, which will not exceed 20 years
(Note 12).

The goodwill amortization charges are recorded under
the “Amortization of Consolidation Goodwill” caption
in the consolidated statements of income.
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Negative difference in consolidation

The negative differences in consolidation, which are
recorded in the consolidated balance sheets as deferred
revenues, can be credited to consolidated income when
the investments in the capital stock of the related investee
companies are totally or partially disposed.

h) Property and equipment

Operating property and equipment

Property and equipment are carried at cost revalued
pursuant to the applicable enabling provisions, net of the
related accumulated depreciation.

Depreciation is provided by the straight-line method at
rates based on the years of estimated average useful life of
the related assets. The annual depreciation expense is
calculated basically at the following rates:

Upkeep and maintenance expenses are expensed currently.

Property and equipment acquired through foreclosure

These property and equipment items are stated at the
lower of the book value of the assets used to acquire them
or the appraised value of the asset acquired.

If these assets are not disposed of or added to the Group's
operating property and equipment, a provision is recorded
on the basis of the time elapsed since their acquisition, the
nature of the asset and/or the characteristics of the
appraisal.

The provisions recorded with a charge to the
"Extraordinary Loss" caption in the consolidated
statements of income are presented as a reduction of the
balance of the "Property and Equipment - Other Property"
caption (Note 13).

i)  Treasury stock

The balance of the "Treasury Stock" caption relates to
Bank shares acquired and held by consolidated companies.
These shares are reflected at cost, net of the required
provision, if any, which is determined on the basis of the
lower of the Group's underlying book value or market
price. The aforementioned provision is recorded with a
charge to the “Losses on Group Transactions” caption in
the consolidated statements of income.

The total Bank shares owned by consolidated companies
represented 0.20% of the capital stock issued by the Bank

as of December 31, 2004. At that date, the
nonconsolidable subsidiaries held 0.04% of the Bank's
capital stock (0.05% and 0.04%, respectively, as of
December 31, 2003 and 0.08% and 0.02%, respectively,
as of December 31, 2002).

In 2004, the Group companies (fully consolidated or
accounted for by the equity method) acquired and
disposed of 840 million and 829 million Bank shares,
respectively, including the purchases and sales discussed in
Note 1.

j) Pension commitments

Companies in Spain

Under the current collective labor agreements, certain
Spanish consolidated entities have undertaken to
supplement the social security benefits accruing to certain
employees, or to their beneficiary rightholders, for

retirement, permanent disability, death of spouse or death
of parent. These commitments, which amounted to EUR
10,298 million, EUR 9,996 million and EUR 9,975 million as
of December 31, 2004, 2003 and 2002, respectively, were
covered by in-house allowances and external funds at
those dates.

1. Applicable regulations

In-house allowances-

Accrued pension commitments and contingencies must
be valued and covered using objective criteria. These
criteria include an assumed annual interest rate not
exceeding 4% and the use of properly adjusted life
expectancy, mortality and disability tables relating to
domestic or foreign past experience (if other than those
relating to the past experience of the group of
employees concerned, properly checked).

The actuarial studies performed as of December 31,
2004, 2003 and 2002, to determine these commitments
were conducted on an individual basis by independent
actuaries, basically using the following assumptions:

a.  Assumed annual interest rate: 4%.

b.  Mortality tables: GRM/F-95 (PERM/F-2000P in the
case of Banesto for 2004)

c.  Annual social security pension revision rate: 1.5%.

d.  Cumulative annual CPI: 1.5%.
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Percentages

Buildings for own use 2
Furniture 7.5 to 10
Fixtures 6 to 10
Office and automation equipment 10 to 25
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e.  Annual salary growth rate: 2.5%.

f.  Method used to calculate the commitments to
serving employees: straight-line distribution of the
estimated cost per employee based on the ratio of
each employee's years of past service to his or her
estimated total expected years of service (projected
unit credit method).

The Group recorded the difference between the
recorded allowances as of December 31, 1999, and the
allowances calculated by applying the new valuation
methods, with a balancing entry in a debit-balance
account (which is presented in the consolidated balance
sheets offsetting the pension allowances) which is
reduced each year with a charge to the consolidated
statement of income by at least one-tenth of the
beginning balance. The “Extraordinary Loss” caption in
the 2004, 2003 and 2002 consolidated statements of
income (Note 25) includes EUR 125 million, EUR 125
million and EUR 126 million, respectively, relating to the
annual charge recorded in this connection.

The pension commitments covered by insurance
contracts (determined as the amount of the net level
premium reserves to be recorded by the insurer) are
recorded under the “Provisions for Contingencies and
Expenses - Pension Allowance” caption, with a charge
to the “Other Assets” caption in the consolidated
balance sheet. As of December 31, 2004, the amount
of the aforementioned insured commitments was EUR
3,195 million (EUR 3,209 million and EUR 3,192 million
as of December 31, 2003 and 2002, respectively - Note
17).

Additionally, the valuation differences arising exclusively
from the fact that the investments relating to the
insurance contracts are at interest rates exceeding those
applied in calculating the commitments to employees
(4% annually) are recorded as an in-house pension
allowance, with a balancing entry in a debit-balance
account (which is recorded in the consolidated balance
sheets offsetting the pension allowance), which is
reduced (with a charge to the “Interest Expense”
caption in the consolidated statement of income - Note
25) at the appropriate rate so that, taken together with
the allocable cost resulting from the increase in the

recorded in-house pension allowance arising from the
rate of return used to calculate it, it is equal to the
increase in value of the assets added (recorded with a
credit to the “Interest Income” caption in the
consolidated statement of income - Note 25), thus
neutralizing the effect on income. As of December 31,
2004, 2003 and 2002, the aforementioned valuation
differences amounted to EUR 941 million, EUR 1,019
million and EUR 1,091 million, respectively.

External funds-

In the case of commitments which must be treated as
external funds, the differences which arose from the
application of the new valuation methods with respect
to the in-house allowance as of December 31, 1999, are
recorded with a charge to income over a maximum
period of 9 years if the commitment is instrumented in
an insurance contract (14 years if instrumented in a
pension plan). The “Extraordinary Loss” caption in the
2004, 2003 and 2002 consolidated statements of
income (Note 25) includes EUR 14 million,EUR 14
million and EUR 15 million, respectively, relating to the
annual charge recorded in this connection.

In 2002 the Group took out insurance contracts to
externalize the commitments undertaken subsequent to
May 1996, and to employees hired after November
1999. The related funds are deemed to be external
funds and, accordingly, they are not recorded in the
consolidated balance sheets.

Other funds-

Certain labor obligations (“Other Commitments”) are
recorded under the “Provisions for Contingencies and
Expenses - Pension Allowance” caption (Note 17), with
a charge to “Extraordinary Loss” (Note 25), over a
maximum period of five years from when the obligation
arose, in conformity with the applicable regulations.

2. Funded accrued commitments

Following are the main amounts disclosed in the
aforementioned actuarial studies and the amounts
assumed by insurance companies as external funds:
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Thousands of Euros 2004 2003 2002 
Discounted Present Value

Accrued pensions of serving employees 1,161,328 1,159,683 1,234,819
Commitments arising from employees retired early 4,064,242 3,607,263 3,382,436
Vested pensions of retired employees (*) 5,024,296 5,186,573 5,328,055
Other commitments 48,244 42,096 29,897
Total accrued commitments 10,298,110 9,995,615 9,975,207

(*)   Including pensions to employees who took early retirement.
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These commitments were funded as follows:

3. Plans for early retirement

In 2004, 2003 and 2002, the Bank, Banco Español de
Crédito, S.A. (Banesto) and Santander Consumer Finance,
S.A. offered certain employees the possibility of taking
early retirement. Accordingly, in those years allowances
were recorded to cover the supplementary liabilities to
employees taking early retirement and the salary and other 

benefit commitments to these employees from the time of
early retirement to the date of effective retirement.

Pursuant to Rule 13 of Bank of Spain Circular 4/1991, and
after obtaining, where appropriate, authorization from the
Bank of Spain, these allowances were recorded as follows:
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Thousands of Euros 2004 2003 2002 

Uninsured in-house allowance 4,882,201 4,418,205 4,257,428
Insured in-house allowance -

Net level premium reserves at Group insurance companies (*) 904,721 824,960 764,896
Insurance policies taken out with other insurance companies (*) 2,290,652 2,383,984 2,426,617

3,195,373 3,208,944 3,191,513
Pension allowance (Note 1) 8,077,574 7,627,149 7,448,941

Difference pursuant to the funding schedule stipulated by Bank of
Spain Circular 5/2000 (**) 625,612 750,847 876,884
Differences in insurance contracts assigned to pension
commitments (**) 940,884 1,018,525 1,091,367
In-house allowance 9,644,070 9,396,521 9,417,192

External funds 658,971 607,521 567,287
Of which:

Insured provisions 609,064 543,979 489,959
Difference pursuant to the funding schedule stipulated by Bank of
Spain Circular 5/2000 49,907 63,542 77,328

Total amount 10,303,041 10,004,042 9,984,479

(*) These amounts have been recorded under the “Provisions for Contingencies and Expenses - Pension Allowance" caption in the consolidated balance sheets with a charge to the “Other
Assets” caption.

(**) These amounts are recorded under the “Provisions for Contingencies and Expenses - Pension Allowance” caption in the consolidated balance sheets and are offset, in the same amounts,
by the debit-balance accounts against which the allowance was initially recorded.

Thousands of Euros 2004 2003 2002 

With a charge to unrestricted reserves (Note 21) - 335,820 856,431
Of which:

Banco Santander Central Hispano, S.A. - 259,014 705,845
Banesto - 74,360 144,430
Santander Consumer Finance, S.A. - 2,446 6,156

With a charge to extraordinary income (*) 809,973 26,215 55,071
Of which:

Banco Santander Central Hispano, S.A. 693,344 15,869 45,801
Banesto 107,692 10,346 6,300
Santander Consumer Finance, S.A. 8,937 - 2,970

With a charge to deferred tax assets (Note 22) (**) - 188,427 484,101
Of which:

Banco Santander Central Hispano, S.A. - 143,449 399,624
Banesto - 43,661 81,162
Santander Consumer Finance, S.A. - 1,317 3,315

Total allowances recorded (Note 17) 809,973 550,462 1,395,603

(*)  Also, the prepaid taxes arising as a result of this charge were recorded in 2004 (Note 22).
(**) EUR 180,826 thousand and EUR 461,159 thousand of this amount arose from the charge to reserves in 2003 and 2002, respectively.
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Abbey

Abbey's pension commitments to its employees amounted to
EUR 5,232 million as of December 31, 2004. These
commitments were calculated and recorded under U.K.
regulations using U.K. financial and actuarial assumptions.
The allowances covering these commitments were
externalized and instrumented in various defined-benefit
plans. Pursuant to U.K. regulations, there is a difference
which is written down over the average lives of the
beneficiaries of the plans. Additional internal allowances
amounting to EUR 1,207 million were recognized in the
process of standardization of accounting and valuation
methods (Note 1).

Other companies abroad

In addition to the matters discussed above, other Group
financial institutions abroad have assumed commitments
with their employees which are similar to pensions.

The technical assumptions used by these entities (interest
rates, mortality tables, cumulative annual CPI, etc.) are
consistent with the socio-economic conditions prevailing in
these countries.

As of December 31, 2004, 2003 and 2002, the total
commitments covered by these companies amounted to EUR
3,579 million, EUR 3,301 million and EUR 3,002 million,
respectively. Of these amounts, EUR 1,368 million, EUR 1,308
million and EUR 1,390 million, respectively, were covered by
in-house pension allowances recorded under the “Provisions
for Contingencies and Expenses - Pension Allowance”
caption in the consolidated balance sheets. The remaining
amount was covered by policies taken out with insurance
companies.

Accrued cost and payments

The accrued pension cost at the Group and the payments for
these commitments were as follows:

k) Assets and liabilities acquired or issued at a discount

Assets and liabilities acquired or issued at a discount,
except for marketable securities, are recorded at their
redemption value. The difference between this value and
the amounts paid or received are recorded under the
liability and asset “Accrual Accounts” captions in the
consolidated balance sheets.

l) Futures transactions

Futures transactions are recorded in memorandum
accounts based on either the future rights and
commitments which might have an effect on net worth, or
on the balances required to reflect the transactions,
regardless of whether or not they affect the Group's net
worth. Accordingly, these instruments' notional amount
(theoretical value of the contracts) does not reflect the
total credit or market risk assumed by the Group.

Transactions whose purpose and effect was to eliminate or
significantly reduce market risks and which are performed
to reduce the risk to which the Group is exposed in its
management of correlated assets, liabilities and futures
transactions, were treated as hedging transactions. The
gains or losses arising from hedging transactions were
taken to income symmetrically to the revenues or expenses
arising from the hedged items, with a balancing entry
under “Other Assets” or “Other Liabilities” in the
consolidated balance sheets.

Nonhedging transactions (also called trading transactions)
arranged on organized markets were valued at market
price, and market price fluctuations were recorded in full
under the “Gains (Losses) on Financial Transactions”
caption in the consolidated statements of income.

The gains or losses arising from trading transactions
arranged outside organized markets are not recognized in
income until they are effectively settled. However,
provisions were recorded with a charge to income for
potential net foreign exchange losses, if any, on each type
of risk disclosed by the valuations of positions at the end of
each year. The types of risks considered for these purposes
are interest rate, share price and currency risks.

m) Severance costs

Under current Spanish law, Spanish consolidated
companies are required to pay severance to employees
terminated without just cause. There is no staff reduction
plan making it necessary to record a provision in this
connection.
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Thousands of Euros 2004 2003 2002 

Accrued cost (Note 25) 1,485,398 550,401 836,168
Of which are recorded under:

General administrative expenses - Personnel expenses 102,861 96,603 130,054
Extraordinary loss 979,834 120,119 350,832
Interest expense 601,015 554,012 597,211
Interest income (198,312) (220,333) (241,929)

Payments 1,182,269 1,122,682 1,125,565
Of which have been refunded by insurance entities 376,235 363,215 350,663
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n) Corporate income tax and other taxes

These captions in the consolidated statements of income
include all the debits or credits arising from Spanish
corporate income tax and those taxes of a similar nature
applicable to companies abroad, including both the
amounts relating to the expense accrued in the year and
those arising from adjustments to the amounts recorded in
prior years (Note 22).

The expense for corporate income tax of each year is
calculated on the basis of book income before taxes,
increased or decreased, as appropriate, by the permanent
differences from income for tax purposes. Permanent
differences are defined as those arising between the
taxable income and the book income before taxes which
do not reverse in subsequent periods, considering the
income obtained by Group companies as a whole.

In this connection, certain timing differences which have a
specific reversal period of fewer than ten years are
recorded for accounting purposes; all other differences are
treated for all purposes as permanent differences.

Tax relief and tax credits are treated as a reduction of the
corporate income tax for the year in which they are taken
(Note 22). Entitlement to these tax credits is conditional
upon compliance with the requirements of current
regulations.

3. Santander Group

Banco Santander Central Hispano, S.A.

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 dividends to be distributed to its
shareholders on the basis of the consolidated net income,
while maintaining the Group's traditionally high level of
capitalization 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).

The Exhibits provide relevant data on the consolidated Group
companies (Exhibit I and III) and on the companies accounted
for by the equity method (Exhibit II).

International Group structure

At international level, the various banks and other subsidiary
and associated companies belonging to 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 optimize the international organization 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 income obtained by the Group's various
operating units to Spain.

Purchases and sales

The principal equity investments acquired and sold by the
Group in 2002, 2003 and 2004, in addition to the acquisition
of the capital stock of Abbey indicated in Note 1, and other
significant corporate transactions were as follows:

ELCON Finance AS (Elcon)
In September 2004 the Group acquired all the shares of Elcon
(a leading Norwegian vehicle financing company) for NKr
3,440 million (approximately EUR 400 million).  Subsequently,
the Group resolved to sell Elcon's leasing and factoring
businesses for approximately EUR 160 million. The resulting
goodwill amounted to EUR 131 million (Note 12).

Polskie Towarzystwo Finansowe, S.A. (PTF)
In February 2004 Santander Consumer Finance, S.A.
announced the acquisition of all the shares of the Polish
consumer finance company Polskie Towarzystwo Finansowe,
S.A., together with the loan portfolio managed by it, for a
cash amount of EUR 524 million, of which EUR 460 million
relate to the nominal amount of the loan portfolio acquired.
The transaction as a whole gave rise to goodwill totaling EUR
70 million (Note 12).

Finconsumo Banca SpA (Finconsumo)
In 2003 the Group resolved to acquire the 50% holding in
the capital stock of Finconsumo that it did not own and
acquired 20% for EUR 60 million in that year. In January
2004 it acquired the remaining 30% for EUR 80 million,
giving rise to goodwill of EUR 58 million (Note 12).

Santander Central Hispano Previsión S.A. de Seguros y
Reaseguros
In 2003 the Group reached an agreement to divest in full its
holding in this company. Once the required authorizations
had been obtained, the transaction was performed in June
2004 for a price of EUR 162 million.

Abfin BV
In September 2004 the Group acquired the Dutch company
Abfin BV, which engages mainly in vehicle financing, for EUR
22 million. The goodwill arising on this acquisition amounted
to EUR 3 million.

Orígenes AFJP, S.A. (Orígenes AFJP)
In accordance with the commitments acquired in prior years,
in 2003 the Group acquired a 20% holding in the capital
stock of Orígenes AFJP for EUR 141 million. The goodwill
which arose from this acquisition (Note 12) was amortized
using the provisions recorded under the “Provisions for
Contingencies and Expenses - Other Provisions” caption as of
December 31, 2002 (Note 17).
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Banco Santander Portugal, S.A. (Banco Santander
Portugal)
In 2003 the Group acquired a 12.74% ownership interest in
the capital stock of Banco Santander Portugal for EUR 106
million, thus increasing its holding to 97.95%.

Banco Español de Crédito, S.A. (Banesto)
In 2002 Banesto carried out a monetary capital increase
through the issuance of 81,670,694 new shares, carrying
preemptive rights, at a ratio of 2 new shares issued at par for
every 15 old shares. The Group sold its preemptive rights
(arising from its 99.04% holding in the capital stock of
Banesto) for EUR 443 million in 2002 (Note 21).

Grupo Financiero Santander Serfin, S.A. de C.V. (Grupo
Financiero Santander Serfin) and Banco Santander
Mexicano, S.A.
In December 2002, the Group reached an agreement with
Bank of America Corporation whereby the latter acquired
24.9% of Grupo Financiero Santander Serfin for US$ 1,600
million (EUR 1,457 million), which gave rise to gains of EUR
681 million. These gains were recorded under the “Gains on
Disposal of Investments in Fully Consolidated Companies”
caption in the consolidated statement of income for the year
ended December 31, 2003. Under this agreement, Bank of
America Corporation will keep its holding for at least three
years, and after this period it may, if it deems it appropriate,
use several liquidity mechanisms, including the listing of its
holding on the stock exchange and the right to sell this
holding to the Group, at one time, at its book value at the
time of the sale, calculated in accordance with international
accounting standards.

After this sale, the Group's holding in the capital stock of
Grupo Financiero Santander Serfin stood at 73.98%.

In June 2004, Grupo Financiero Santander Serfin increased
capital by EUR 163.4 million, of which the Group subscribed
EUR 122.5 million.

On November 29, 2004, the Shareholders' Meetings of
Banco Santander Mexicano, S.A., Banca Serfin, S.A.,
Factoring Santander Serfin, S.A. de C.V. and Fonlyser, S.A. de
C.V. resolved to merge the last three entities into Banco
Santander Mexicano, S.A.. This merger was effective for
accounting purposes from December 31, 2004.

AKB Holding (AKB)
In 2001 the Group reached an agreement with the Werhahn
Group for the acquisition of AKB (a German group
specializing in consumer finance). In 2002 the Bank issued
109,040,444 new shares of EUR 0.5 par value each and
additional paid-in capital of EUR 9.588 each for an effective
amount of EUR 1,100 million, which were paid in full
through the contribution of shares representing all the capital
stock of AKB, in accordance with the resolutions adopted by
the Bank's Special Shareholders' Meeting on February 9,
2002. AKB merged with CC-bank Ag. in 2002.

Banco Santiago
Under the agreements between the Group and the Central
Bank of Chile (as the second largest shareholder of Banco
Santiago), on April 17, 2002, the Group acquired 35.45% of
the Central Bank of Chile's holding in the capital stock of
Banco Santiago for US$ 685 million. On August 1, 2002, the
merger of Banco Santiago and Banco Santander Chile was
effectively executed, with retroactive effect to January 1,
2002, after the required resolutions of their respective
Shareholders' Meetings and approval by the Chilean
regulatory authorities. The name of the post-merger entity is
Banco Santander Chile.

Banco Río de la Plata, S.A.  (Banco Río)
As of December 31, 2004, the Group had a 99.1% interest in
Banco Río (99.1% and 98.9% as of December 31, 2003 and
2002, respectively) following the tender offer launched in
2000 to acquire the capital stock of Banco Río owned by
minority shareholders, which was accepted by 94% of the
minority shareholders, the acquisition in 2002 (by virtue of
the commitments assumed in prior years) of 18.54% of the
capital stock (23% of the voting rights) for EUR 395 million
and the conversion into equity in 2003 of the subordinated
debt owned by the Group as of December 31, 2002.

Banco Santander Colombia, S.A. (Banco Santander
Colombia)
As a result of a capital increase and of certain agreements
reached in prior years, in 2002 the Group increased its
holding in the capital stock of Banco Santander Colombia by
34.32%, for which it paid EUR 303 million.

Patagon Group
In July 2000, the Group acquired a 97.62% holding in the
capital stock of the Patagon Group (a U.S. financial portal)
for approximately US$ 607 million.

In 2002 the Group restructured its Internet banking business,
sold its holding in the U.S. financial portal to the other
shareholders and released the provisions recorded for the full
amount of the investment.
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Other investments

Compañía Española de Petróleos, S.A. (Cepsa)
In 2003 the Bank launched a tender offer for up to
42,811,991 Cepsa shares, and the offer was accepted for
32,461,948 shares, representing an investment of EUR 909
million (Notes 10 and 12).

Total, S.A. considered that the tender offer constituted a
breach of historical side agreements between it and the Bank
in relation to Cepsa (agreements which had, however, been
rendered ineffective automatically by Law 26/2003) and,
accordingly, filed a request for arbitration seeking injunctive
measures at the Netherlands Court of Arbitration. The award
rendered in this injunctive arbitration proceeding, which does
not constitute a preliminary ruling on, or consider the merits
of, the matters raised since they must be resolved in an
arbitration on the merits already in progress, established
injunctive measures that can be summarized as follows:

1.  Requirement for the Bank and Total, S.A. to act in concert
with respect to the shares of Cepsa held by them directly
or indirectly.

2.  Prohibition against the sale or charging of the direct or
indirect holdings of the Bank in Somaen Dos, S.L.
(Somaen), a company through which it owned its holding
in Cepsa prior to the tender offer.

3.  Prohibition against the sale or charging of the Cepsa
shares acquired by Santander in the tender offer.

The arbitration proceeding to resolve on the merits of the
case is currently underway. The decision to be adopted in this
proceeding will not be conditioned by the award rendered in
the injunctive proceeding described above, which is
provisional and does not constitute a preliminary ruling on
the merits.

Royal Bank of Scotland Group, plc. (Royal Bank of Scotland)
In 2002 the Group made a net divestment of 3% of its
holding in Royal Bank of Scotland, giving rise to gains of
approximately EUR 806 million. As of December 31, 2002,
the ownership interest was 5.04%.

As of December 31, 2003, following several purchases and
sales made during the year, the Group's holding was 5.05%.
The sales gave rise to gains of EUR 217 million.

In May 2004 the Group subscribed to the capital increase at
Royal Bank of Scotland, with a total disbursement of £150
million, in order to maintain undiluted its ownership interest
in this company. The transaction gave rise to goodwill
amounting to EUR 25 million (Note 12).

In September 2004, the Group sold 79 million shares of Royal
Bank of Scotland, representing 2.51% of its capital stock,
giving rise to a gain of approximately EUR 472 million.  As of
December 31, 2004, the Group's holding amounted to
2.54% and was recorded under the “Common Stocks and
Other Equity Securities” caption (Note 9).

In January 2005, the Group sold all the ownership interest
held by it in the capital stock of Royal Bank of Scotland as of
December 31, 2004, giving rise to a gain of EUR 717 million
which, in accordance with accounting principles, will be
recorded in 2005.

Unión Fenosa
In 2002 several purchases of shares of Unión Fenosa were
made for a total amount of EUR 465 million. In 2004 the
Group sold 1% of its holding in Unión Fenosa, leaving an
ownership interest of 22.02% as of December 31, 2004.

Grupo Financiero Bital
In 2002 the Group subscribed to a capital increase and
converted bonds into Grupo Financiero Bital shares for
approximately EUR 99 million, thus increasing its holding to
25.4% of the dividend rights and 29.1% of the voting rights.
Subsequently, the Group accepted the tender offer launched
by Hong Kong and Shanghai Bank Corporation (“HSBC”) on
Grupo Financiero Bital, which gave rise to gains of
approximately EUR 113 million.

Dragados y Construcciones, S.A.
In 2002 the Group divested its holding in Dragados y
Construcciones, S.A. (as of December 31, 2001, the holding
was 20.19% of capital stock) at a gain of approximately EUR
521 million (Note 9).

Grupo Sacyr-Vallehermoso, S.A. (Sacyr-Vallehermoso)
In 2002 the Group sold 24.5% of its holding in 
Sacyr-Vallehermoso (as of December 31, 2001, the holding
was 25.14% of capital stock) at a gain of approximately EUR
301 million (Note 9).

San Paolo IMI, S.p.A. (San Paolo IMI)
In 2003 the Group increased its holding in San Paolo IMI,
from 5.2% as of December 31, 2002 to 8.6% as of
December 31, 2004, with a net investment of EUR 525
million in 2003. As of December 31, 2004 and 2003, this
holding was recorded under the “Common Stocks and Other
Equity Securities” caption (Note 9).

*     *     *    *    *

The cost, total assets and gross revenues of the other
consolidated companies acquired and sold in 2004, 2003
and 2002 were not material with respect to the related
consolidated totals.
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Off-shore entities

At year-end, the Group's off-shore entities (excluding
Abbey's subsidiaries) performed the following business
activities:

- Banking and financial activities such as treasury, financing,
foreign trade, international private banking, trading, etc.

- Obtaining financing from third parties, including issues of
preferred shares and debt.

- Ownership of shareholdings.

The revenues of these off-shore entities (excluding issuers)
represented less than 2% of the consolidated Group's total
revenues.

Exhibits I and III provide data on the off-shore companies,
other than Abbey subsidiaries, and their aggregate net
income, excluding preferred security issuers (since their
income relates mainly to the holders of preferred securities) is
not material with respect to the Group's consolidated net
income.

Abbey's off-shore subsidiaries perform activities similar to
those detailed above and also perform insurance and service
activities. Exhibit I provides information on these subsidiaries.

The Group has established the proper 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
continued with its policy, also implemented in recent years, to
reduce the number of off-shore units. The off-shore units'
financial statements are audited by independent auditors.

4. Distribution of the Bank's income and directors'
compensation

Distribution of the Bank's income
The Board of Directors will submit for approval by the
Shareholders' Meeting the following proposal for distribution
of the Bank's 2004 net income:

The accounting statements formulated pursuant to legal
requirements disclosing the existence of sufficient funds for
the distribution of the interim dividends were as follows:
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Thousands of Euros 12/31/03 (*) 06/30/04 09/30/04 11/30/04 12/31/04

Income after taxes 1,445,033 813,585 1,192,911 1,537,679 1,837,424
Dividends paid (1,108,653) - (395,777) (791,555) (1,310,661)

336,380 813,585 797,134 746,124 526,763
Interim dividends 335,734 395,777 395,778 519,106 526,612
Accumulated interim dividends 1,444,387 395,777 791,555 1,310,661 1,837,273
Gross dividend per share (euros) 0.070408 0.083 0.083 0.083 0.0842

(*)  Fourth 2003 interim dividend.

Thousands of Euros

Dividends:
Interim (Note 1) 1,837,273
Of which:

Distributed as of December 31, 2004 (*) 791,555
Third interim dividend (*) 519,106
Fourth interim dividend 526,612

Voluntary reserves 151
Net income for the year 1,837,424

(*)  Recorded under the “Other Assets” caption.
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Compensation and other benefits of the Bank's
directors and senior management

Directors' compensation

Emoluments per the bylaws
Article 38 of the Bank's bylaws provides that the share in the
Bank's income for the year to be received by members of the
Board of Directors for discharging their duties will be equal to
up to 5% of such income.

The Board of Directors, making use of the powers conferred
on it, set the related amount at 0.169% of the Bank's
income for 2004 (0.196% for 2003 and 0.191% for 2002).

Consequently, the gross amount to be received by each
director in this connection in 2004 amounted to EUR 71
thousand (EUR 65 thousand in 2003, the same amount as in
2002). Additionally, there is an annual emolument in this
connection for the Executive Committee members, the gross

amount of which was EUR 155 thousand in 2004 (a gross
amount of EUR 141 thousand in 2003, the same amount as
in 2002).

Lastly, the members of the Audit and Compliance Committee
have been assigned an annual gross emolument of EUR 36
thousand for 2004 (EUR 32 thousand (gross) in 2003 and
2002).

Salary compensation
The detail of the salary compensation received by the Bank's
Board members with executive duties, who as of December
31, 2004, 2003 and 2002, were Mr. Emilio Botín-Sanz de
Sautuola y García de los Ríos, Mr. Alfredo Sáenz Abad, Mr.
Matías Rodríguez Inciarte, Ms. Ana Patricia Botín-Sanz de
Sautuola y O'Shea and Mr. Francisco Luzón López, is as
follows:
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Thousands of Euros 2004 2003 2002 

Total salary compensation 16,179 14,784 13,438
Of which:  Variable compensation 9,395 8,373 7,103
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Detail by director
The detail by director of the compensation earned by the
Bank's directors in 2004 is as follows:

Compensation to the Board members as representatives
of the Bank and to senior management

Representation
By resolution of the Executive Committee, all the
compensation received by the Bank's directors who represent
the Bank on the Boards of Directors of listed companies in 
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Thousands of Euros

2004 2003 2002
Attendance Salary Compensation to

Bylaw-Stipulated Fees Fees Executive Directors
Executive Audit Others Other

Directors Board Committee Committee Board Fees Fixed Variable Total Compenstion Total Total Total

Mr. Emilio Botín-Sanz de Sautuola 
y García de los Ríos 71 155 - 23 4 1,022 1,473 2,495 1 2,749 2,591 2,477

Mr. Fernando de Asúa Álvarez 71 155 36 23 122 - - - - 407 378 693
Mr. Alfredo Sáenz Abad 71 155 - 23 3 2,575 3,101 5,676 324 6,252 5,756 4,848
Mr. Matías Rodríguez Inciarte 71 155 - 23 104 1,300 1,748 3,048 144 3,545 3,456 3,241
Mr. Manuel Soto Serrano 71 - 36 21 22 - - - - 150 136 131
Assicurazioni Generali, Spa. 71 - - 5 - - - - - 76 73 68
Mr. Antonio Basagoiti García-Tuñón 71 68 - 23 88 - - - 29 279 207 178
Ms. Ana Patricia Botín-Sanz de 

Sautuola y O’Shea 71 155 - 23 2 850 1,150 2,000 1 2,252 1,980 1,646
Mr. Emilio Botín-Sanz de 

Sautuola y O’Shea 71 - - 21 2 - - - - 94 85 102
Mr. Javier Botín Sanz de Sautuola y O’Shea 31 - - 11 - - - - - 42 - -
Lord Terence Burns 2 - - 2 - - - - - 4 - -
Mr. Guillermo de la Dehesa Romero 71 155 - 23 9 - - - - 258 233 120
Mr. Rodrigo Echenique Gordillo 71 155 36 23 109 - - - 719 1,113 992 1,027
Mr. Antonio Escámez Torres 71 155 - 23 100 - - - 739 1,088 1,192 1,109
Mr. Francisco Luzón López 71 155 - 23 2 1,037 1,923 2,960 327 3,538 3,202 2,873
Mr. Elías Masaveu Alonso del Campo 71 - - 6 4 - - - - 81 85 87
Mr. Abel Matutes Juan 71 - 36 23 14 - - - - 144 130 65
Mutua Madrileña Automovilista 49 - - 13 - - - - - 62 - -
Mr. Luís Alberto Salazar-Simpson Bos 71 - 36 21 15 - - - - 143 129 124
Mr. Jaime Botín-Sanz de Sautuola 

y García de los Ríos (*) 40 - - 8 - - - - - 48 78 88
Mr. Juan Abelló Gallo (*) 68 - 34 13 6 - - - - 121 126 63
Mr. José Manuel Arburúa Aspiunza (*) 22 - - 6 91 - - - 1 120 181 176
Sir George Ross Mathewson (*) 62 - - 7 - - - - - 69 81 78
Mr. Antonio de Sommer Champalimaud (*) 25 - - - - - - - - 25 67 65
Other diretors (1) - - - - - - - - - - - 292
Total 2004 1,435 1,463 214 387 697 6,784 9,395 16,179 2,285 22,660 - -
Total 2003 1,365 1,269 192 349 679 6,411 8,373 14,784 2,520 - 21,158 -
Total 2002 1,272 1,173 177 210 747 6,335 7,103 13,438 2,534 - - 19,551

(*) Directors who, having discharged Board duties as such for some months in 2004, ceased to discharge them prior to December 31, 2004.

(1) Directors who, having discharged Board duties as such for some months in 2002, ceased to discharge them prior to December 31, 2002. EUR 289 thousand of the total amount relate
to Mr. Ángel Corcóstegui Guraya.
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which the Bank has a stake (at the expense of those
companies) and which relates to appointments made after
March 18, 2002, will accrue to the Group. The compensation
received in 2004 in connection with representation duties of
this kind, relating to appointments agreed upon before
March 18, 2002, was as follows:

Additionally, other directors of the Bank earned a total of
EUR 84.1 thousand in 2004 as members of the Boards of
Directors of Group companies. 

Senior management
Additionally, in accordance with the recommendation of the
Special Commission to Foster Transparency and Security in
the Markets and Listed Companies (“Aldama Commission”),
following is a detail of the compensation paid to the Bank's
General Managers (*) in 2004, 2003 and 2002:

Pension commitments, other insurance and other items

The total balance of supplementary pension obligations
assumed by the Group over the years for its serving and
retired employees, which amounted to EUR 19,109 million

(covered mostly by in-house allowances) as of December 31,
2004, includes the obligations to those who have been
directors of the Bank during the year and who discharge (or
have discharged) executive functions during the year. The
total pension commitments for these directors, together
with the total sum insured under life insurance policies at

that date and other items, amounted to EUR 178 million as
of December 31, 2004 (EUR 162 million as of December 31,
2003 and EUR 256 million as of December 31, 2002, of
which EUR 108 million related to the settlement of the pen-
sion rights referred to in the following section of this Note).

The following table provides information on the obligations
undertaken and covered by the Group relating to pension
commitments to and other insurance for the Bank's
Executive Directors:

Additionally, other directors benefit from life insurance poli-
cies at the Group's expense, the related insured sum being
EUR 3 million as of December 31, 2004, 2003 and 2002.
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Company Thousands of Euros

Mr. Emilio Botín-Sanz de Sautuola y García de los Ríos Royal Bank of Scotland 31.5
Mr. Emilio Botín-Sanz de Sautuola y García de los Ríos Shinsei Bank 77.0
Mr. Fernando de Asúa Álvarez Cepsa 140.6

249.1

Thousands of Euros

Salary Compensation Other
Year Number Fixed Variable Total Compensation Total

2002 19 10,215 12,437 22,652 3,945 26,597
2003 20 12,924 16,664 29,588 4,703 34,291
2004 23 15,156 24,399 39,555 1,727 41,282

(*) Excluding Executive Directors' compensation, which is detailed above.

Thousands of Euros 2004 2003 2002
Accrued Accrued Accrued
Pension Other Pension Other Pension Other

Obligations Insurance Obligations Insurance Obligations Insurance

Mr. Emilio Botín-Sanz de Sautuola y García de los Ríos 10,700 - 10,028 - 9,420 -
Mr. Alfredo Sáenz Abad 46,061 7,724 52,807 7,573 55,138 3,877
Mr. Matías Rodríguez Inciarte 27,752 3,900 27,442 3,900 25,522 3,823
Ms. Ana Patricia Botín-Sanz de Sautuola y O’Shea 9,742 1,258 7,736 1,258 6,656 1,258
Mr. Francisco Luzón López 35,703 6,224 19,448 4,886 18,452 4,698
Total 129,958 19,106 117,461 17,617 115,188 13,656

6 Auditoria ingl 162-239.qxd  11/5/05  15:50  Página 184



Consolidated Financial Statements

Pension settlement
Following the decision of Mr. Ángel Corcóstegui Guraya to
resign, for personal reasons, in February 2002 from his
position as First Deputy Chairman of the Bank and Board

member (which entailed his corresponding resignation as
Managing Director of the Bank and as member of the various
Board Committees on which he sat), and in settlement for
the pension commitments to him, the Bank paid on his
resignation a gross amount of EUR 108 million for his
pension rights. This amount had been fully provided for as of
that date. Upon payment, a withholding of 48% was made,
and the amount withheld was paid into the Spanish Treasury.
Accordingly, the net amount paid to Mr. Corcóstegui in this
connection was EUR 56 million.

Stock option plan
The detail of the Bank's stock options granted to the Board
members as of December 31, 2004, is as follows:

Loans
The Group's direct or indirect risk exposure to the Bank's
directors as of December 31, 2004, amounted to EUR 10.8
million (EUR 10.1 million and EUR 14.4 million as of
December 31, 2003 and 2002, respectively) of loans and
credits and EUR 0.2 million (EUR 0.4 million and EUR 1.2
million as of December 31, 2003 and 2002, respectively) of
guarantees provided. These loans and guarantees were
granted at market rates in all cases.

The detail by director as of December 31, 2004, is as follows:
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Date of
Options Granted Exercised Options Commence-

Options Average Market Options at Average ment of Date of
at January Exercise Exercise Exercise Price December Exercise Exercise Expiration

1, 2004 Price Number Price Number Price Applied 31, 2004 Price Period of Exercise

Managers Plan 2000:
Mr. Emilio Botín-Sanz de Sautuola

y García de los Ríos 150,000 10.545 - - - - - 150,000 10.545 12/30/03 12/29/05
Mr. Alfredo Sáenz Abad 100,000 10.545 - - - - - 100,000 10.545 12/30/03 12/29/05
Mr. Matías Rodríguez Inciarte 125,000 10.545 - - - - - 125,000 10.545 12/30/03 12/29/05
Mr. Antonio Escámez Torres 100,000 10.545 - - - - - 100,000 10.545 12/30/03 12/29/05
Mr. Francisco Luzón López 100,000 10.545 - - - - - 100,000 10.545 12/30/03 12/29/05

575,000 10.545 - - - - - 575,000 10.545
Long-term incentive plan (*) 
(I-06) (Note 25):
Mr. Emilio Botín-Sanz de Sautuola

y García de los Ríos - - 541,400 9.07 - - - 541,400 9.07 01/15/08 01/15/09
Mr. Alfredo Sáenz Abad - - 1,209,100 9.07 - - - 1,209,100 9.07 01/15/08 01/15/09
Mr. Matías Rodríguez Inciarte - - 665,200 9.07 - - - 665,200 9.07 01/15/08 01/15/09
Mr. Francisco Luzón López - - 639,400 9.07 - - - 639,400 9.07 01/15/08 01/15/09

- - 3,055,100 9.07 - - - 3,055,100 9.07

(*) To be submitted for the approval of the next Shareholders' Meeting.
Ms. Ana Patricia Botín-Sanz de Sautuola y O'Shea's rights as a beneficiary of the I-06 Plan Hill will be those proposed by the Board of Directors to its Shareholders' Meeting and approved
by it.

Thousands of Euros

Loans and Credits Guarantees Total

Mr. Emilio Botín-Sanz de Sautuola y García de los Ríos 2,768 - 2,768
Mr. Antonio Basagoiti García-Tuñón 211 1 212
Ms. Ana Patricia Botín-Sanz de Sautuola y O’Shea 26 - 26
Mr. Javier Botín-Sanz de Sautuola y O’Shea 336 - 336
Mr. Rodrigo Echenique Gordillo 95 121 216
Mr. Antonio Escámez Torres 273 - 273
Mr. Francisco Luzón López 1,169 - 1,169
Mr. Abel Matutes Juan 5,861 - 5,861
Mutua Madrileña Automovilista 6 47 53
Mr. Luís Alberto Salazar-Simpson Bos 36 - 36

10,781 169 10,950
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Detail of directors' investments in companies with
similar business activities and performance by directors,
as independent professionals or as employees, of similar
activities

In accordance with the requirements of Article 127 ter.4 of
the Spanish Corportions Law, in order to enhance the

transparency of listed corporations, following is a detail of
the director’s investments in the capital stock of non-Group
entities engaging in: (i) banking, financing or lending; (ii)
insurance; (iii) management of Collective Investment
Institutions; or (iv) securities brokerage and the management
or governing functions, if any, that the directors discharge
therein:
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Director Investee Line of Business Number of Shares Functions

Mr. Emilio Botín-Sanz de Sautuola Bankinter, S.A. Banking 847,777 Director (1) (2)
y García de los Ríos Shinsei Bank, Limited Banking - Director (1)

Bank of America Corporation Banking 280 -
Royal Bank of Scotland Group plc Banking - Director (1) (2)

Mr. Fernando de Asúa Álvarez Société Générale Banking 480 -
BNP Paribas Banking 1,507 -
San Paolo IMI, S.p.A. Banking 11,000 -
Royal Bank of Scotland Banking 4,185 -
Commerzbank, A.G. Banking 2,000 -
Banco Popular Español, S.A. Banking 1,000 -
Deutsche Bank, A.G. Banking 250 -
Centro Asegurador, S.A. Insurance 200 Representative (3)
Allianz Insurance 381 -
American Internacional Group Insurance 1,000 -
Banco Bilbao Vizcaya Argentaria, S.A. Banking 6,000 -
Bankinter, S.A. Banking 4,000 -
ING Banking 3,000 -
Merrill Lynch Banking 625 -
Citigroup Banking 800 -
AEGON Insurance 5,000 -
Munich Re Insurance 400 -

Mr. Alfredo Sáenz Abad Banco Bilbao Vizcaya Argentaria, S.A. Banking 25,000 -
HSBC Holdings Banking 8,298 -
Lloyds TSB Banking 218 -
San Paolo IMI SpA Banking - Director (1)

Mr. Matías Rodríguez Inciarte Banesto Banking 18,700 Director
Mr. Manuel Soto Serrano Lloyds TSB Banking 91,000 -

Banesto Banking 55,000 -
Assicurazioni Generali S.p.A (4) Banca Nazionale del Lavoro S.p.A. Banking 261,889,244 -

Banca Intesa S.p.A. Banking 364,445,773 -
Commerzbank, AG Banking 54,120,386 -
Banca d’Italia Banking 19,000 -
San Paolo IMI SpA Banking 29,178,049 -
Banca Monte dei Paschi di Siena SpA Banking 16,432,492 -
UniCredito Italiano SpA Banking 36,165,513 -
Bank Leumi le-Israel B.M. Banking 19,450,774 -
Société Générale Banking 1,318,875 -
Banesto Banking 750,000 -

Ms. Ana Patricia Botín-Sanz de Assicurazioni Generali, SpA Insurance - Director (1)
Sautuola y O’Shea Banesto Banking 6,048 Chairman

Mr. Emilio Botín-Sanz de Sautuola Banesto Banking 532 -
y O’Shea Bankinter Banking 1,070 -
Mr. Javier Botín–Sanz de Sautuola M & B Capital Advisers Holding, S.A. Securities 1,765 -
y O’Shea brokerage

M & B Capital Advisers, S.V., S.A. Securities - Executive Director
brokerage

Mr. Guillermo de la Dehesa Romero AVIVA Vida y Pensiones, S.A. Insurance - Chairman (1)
Goldman Sachs & Co. Banking 12,888 -
Goldman Sachs Europe Ltd. Banking - Director (1)
AVIVA plc. Insurance 144 Director (1)
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The Annual Corporate Governance Report discloses
information on the Bank's directors ownership interests in
and seats on the Board of Group companies.

None of the Board members perform, as independent
professionals or as employees, any activities similar to those

included in the foregoing table. Additionally, as required by
Article 114.2 of the Securities Market Law, it is hereby stated
that in 2004 the Bank's directors did not perform, either
directly or indirectly, any transaction with the Bank or with
other Group companies other than in the ordinary course of
operations or on an arm's-length basis.

Director Investee Line of Business Number of Shares Functions

Mr. Rodrigo Echenique Gordillo Banco Comercial Portugués Banking 8,865 -
Banco Popular Español, S.A. Banking 1,000 -
Crédit Agricole Banking 1,150 -
Credit Suisse Group Banking 975 -
Deutsche Bank, A.G. Banking 220 -
Royal Bank of Scotland Banking 590 -
Wells Fargo Banking 375 -
Citigroup Banking 340 -
ING Banking 830 -
UBS Banking 395 -

Mr. Antonio Escámez Torres Attijariwafa Bank (5) Banking 10 Deputy Chairman (1)
Banco de Valencia, S.A. Banking 349 -

Mr. Elías Masaveu y Alonso del Campo Bankinter, S.A. Banking 4,321,679 Director (1)
Banco Bilbao Vizcaya Argentaria, S.A. Banking 164,821 -
Espirito Santo Banking 368,950 -
Banco Popular Español, S.A. Banking 1,950 -
Banco de Galicia, S.A. Banking 449,500 -
Royal Bank of Scotland Banking 315,688 -
Allianz Insurance 1,210 -

Mr. Abel Matutes Juan Assicurazione Internazionale di Providenza Insurance - Executive Director
San Paolo IMI SpA Banking 142,689 Director (1) (2)

Mutua Madrileña Automovilista, s.s.p.f. (4) Mutuactivos SAU S.V. Securities 1,000,000 -
brokerage

Mutuactivos SAU SGIIC Fund management 1,000,000 Chairman (6)
Autofondo SAU EGFP Fund management 20,000 -

Mr. Luís Alberto Salazar-Simpson Bos Centro Asegurador, S.A. Insurance - Representative (7)
Mutua Madrileña Automovilista Insurance - Director
Bankinter, S.A. Banking 2,000 -

Mr. Juan Abelló Gallo (8) Banco Popular Español, S.A. Banking 17,626 -
Banco Bilbao Vizcaya Argentaria, S.A. Banking 18,603 -
Barclays Banking 66,000 -
Lloyds TSB Banking 105,700 -
BNP Banking 20,146 -
AXA Insurance 55,000 -
American International Group Insurance 11,600 -
Citigroup Banking 24,400 -
Wells Fargo Banking 6,500 -
Crédit Agricole Banking 33,000 -
Catalana Occidente Insurance 27,808 -

Mr. Jaime Botín-Sanz de Sautuola Bankinter, S.A. Banking 6,047,199 Adviser to the Board
y García de los Ríos (8) Línea Directa Aseguradora, S.A. Insurance - Chairman (1)
Sir George Mathewson (8) The Royal Bank of Scotland plc Banking 250,816 Chairman 

National Westminster Bank plc Banking - Chairman 
The Scottish Investment Trust plc Fund management - Director (1)

(1) Non-executive.
(2) He ceased to be non-executive director during the period.
(3) He ceased to be the representative of the non-executive director Faa e Inversiones, S.A. on the Board of Centro Asegurador during the period.
(4) Further relevant information on the investments of Assicurazioni Generali Sp.A and Mutua Madrileña Automovilista s.s.p.f. can be found in these companies' financial statements or in their

web pages (www.generali.it and www.mutua-mad.es, respectively).
(5) Formerly Banque Commerciale du Maroc, S.A.
(6) The representative of Mutua Madrileña on the Board of the Bank, Mr. Luís Rodríguez Durón, is the Chairman of Mutua SAU SGiiC.
(7) He ceased to be representative of the non-executive director Connstructora Inmobiliaria Urbanizadora Vasco Aragonesa, S.A. on the Board of Centro Asegurador, S.A. during the period.
(8) Directors for some months in 2004 who ceased to discharge this function before December 31, 2004.
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5. Government debt securities

Breakdown
The detail of the balances of this caption is as follows:

Term to maturity
The breakdown of the balances of this caption, by term to
maturity, disregarding the security price fluctuation
allowance, is as follows:

Other information
Of the assets included in the “Government Debt Securities -
Fixed-Income Securities” and “Debentures and Other Fixed-
Income Securities” captions (Note 8) and of the assets
acquired under resale agreement, recorded under the “Due
from Credit Institutions” (Note 6) and “Loans and Credits”
(Note 7) captions, as of December 31, 2004, the Group had
sold under repurchase agreement EUR 76,358 million to the
Bank of Spain, to other financial intermediaries and to
customers (public authorities, other resident sectors and
nonresidents), and these amounts are recorded under the
“Due to Credit institutions - Time or Notification Deposits”
(Note 14) and “Customer Deposits” (Note 15) captions in the
consolidated balance sheets (EUR 69,992 million and EUR
55,466 million as of December 31, 2003 and 2002,
respectively).

The average annual interest rate on Treasury bills in 2004 was
2.18% (2.14% in 2003 and 3.67% in 2002).

The "Other Listed Book-Entry Debt Securities" account
includes debentures, bonds and government debt securities
with an average annual interest rate of 3.80% in 2004
(4.10% in 2003 and 5.05% in 2002).

As of December 31, 2004, the nominal amount of
government debt securities pledged to certain commitments
of Group companies and third parties amounted to EUR 62
million (EUR 267 and EUR 600 million as of December 31,
2003 and 2002, respectively).
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Thousands of  Euros 2004 2003 2002
Book Market Book Market Book Market
Value Value Value Value Value Value

Fixed-income securities:
Trading portfolio:

Treasury bills 2,977,951 2,977,951 1,705,321 1,705,321 - -
Other listed book-entry debt securities 1,914,757 1,914,757 2,709,900 2,709,900 2,025,794 2,025,794

4,892,708 4,892,708 4,415,221 4,415,221 2,025,794 2,025,794
Available-for-sale portfolio:

Treasury bills 1,665 1,669 177,237 177,419 3,677,314 3,695,356
Other listed book-entry debt securities 6,020,387 6,101,580 20,655,201 20,776,008 13,252,332 13,715,738
Other listed securities 166,628 166,689 - - - -

6,188,680 6,269,938 20,832,438 20,953,427 16,929,646 17,411,094
Held-to-maturity portfolio:

Other listed book-entry debt securities 5,041,925 5,279,509 5,870,864 6,062,924 6,033,086 6,453,700
16,123,313 16,442,155 31,118,523 31,431,572 24,988,526 25,890,588

Less- Security price fluctuation allowance - - (10,659) - (33) -
16,123,313 16,442,155 31,107,864 31,431,572 24,988,493 25,890,588

Millions of Euros 2004 2003 2002
Term to Maturity

Up to 3 months 2,956 151 574
3 months to 1 year 3,679 9,341 4,228
1 to 5 years 5,652 16,843 15,986
Over 5 years 3,836 4,784 4,201

16,123 31,119 24,989
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Security price fluctuation allowance
The variations in the balances of the "Security Price
Fluctuation Allowance" account were as follows:

6.Due from credit institutions
The breakdown of the balances of this caption, by type and
term to maturity, is as follows:
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Thousands of Euros 2004 2003 2002 

Balances at the beginning of the year 10,659 33 10,182

Net provision for the year:
Period provision recorded - 10,659 -
Allowance released (10,659) (33) (10,143)

(10,659) 10,626 (10,143)
Amount used in sales, writedowns and other variations - - (6)
Balances at year-end - 10,659 33

Thousands of Euros 2004 2003 2002 
By Type and Term to Maturity

Demand deposits:
Current accounts 117,752 103,734 105,816
Other accounts 1,587,547 1,599,804 3,043,095

1,705,299 1,703,538 3,148,911
Other:

Deposits and other accounts at credit and
financial institutions-
Up to 3 months 13,529,132 10,937,055 11,019,178
3 months to 1 year 2,694,813 2,888,295 3,881,831
1 to 5 years 452,761 554,824 509,223
Over 5 years 195,301 255,613 454,913

16,872,007 14,635,787 15,865,145
Assets acquired under resale agreement (Note 5)-

Up to 3 months 29,491,694 20,111,660 19,922,699
3 months to 1 year 1,550,254 1,278,587 1,410,157

31,041,948 21,390,247 21,332,856
47,913,955 36,026,034 37,198,001

Less- Credit loss allowance (Note 1) (49,307) (111,735) (90,522)
47,864,648 35,914,299 37,107,479
49,569,947 37,617,837 40,256,390

Of which: Euros 23,934,083 25,978,021 26,552,350
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7. Loans and credits

Breakdown
The detail, by borrower sector, of the balances of this caption
is as follows:

Term to maturity, loan type and status
The detail, by term to maturity and loan type and status, of
the balances of this caption, disregarding the "Credit Loss
Allowance" account balance, is as follows:

Credit loss allowance
The variations in the balances of the "Credit Loss Allowance"
account which, as indicated in Note 2-c, covers
nonperforming and doubtful loans and country risk of the
“Due from Credit institutions” (Note 6), “Loans and Credits” 
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Thousand of Euros 2004 2003 2002 

Public authorities 4,206,564 5,487,358 4,897,118
Other resident borrowers 123,760,923 103,515,597 88,876,138
Nonresident borrowers:

European Union (except Spain) 160,003,799 31,474,111 30,152,730
USA and Puerto Rico 14,566,536 4,580,092 5,133,573
Other OECD countries 3,011,607 808,212 1,645,739
Latin America 34,521,766 30,732,555 35,856,602
Other countries 2,105,795 1,022,771 1,349,261

214,209,503 68,617,741 74,137,905
342,176,990 177,620,696 167,911,161

Less- Credit loss allowance (Note 1) (6,969,263) (5,116,683) (4,938,204)
335,207,727 172,504,013 162,972,957

Of which: Euros 157,288,042 136,488,788 120,882,376

Thousands of Euros 2004 2003 2002 

By term to maturity:
Up to 3 months 59,975 34,132 34,871
3 months to 1 year 37,837 29,683 28,749
1 to 5 years 69,606 45,835 43,299
Over 5 years 174,759 67,971 60,992

342,177 177,621 167,911
By loan type and status:
Financial bills 819 794 1,204
Secured loans 191,717 66,285 56,687
Spanish commercial bills 9,397 9,691 8,186
Other term loans 96,767 80,899 81,641
Assets acquired under resale agreement (Note 5) 20,927 2,913 3,091
Demand and other loans 7,162 6,180 6,733
Financial leases 11,342 7,582 6,669
Doubtful assets 4,046 3,277 3,700

342,177 177,621 167,911
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and “Debentures and Other Fixed-Income Securities”
captions (Note 8), were as follows:

The EUR 409 million of written-off assets recovered in 2004
are presented as a reduction of the balance of the "Writeoffs
and Credit Loss Provisions" caption in the consolidated
statement of income. This caption also includes the direct
writeoffs of loans classified as bad debts, which amounted to
EUR 61 million in 2004. Written-off assets recovered in 2003
and 2002 amounted to EUR 357 million and EUR 394 million,
respectively, and direct writeoffs of loans classified as bad
debts to EUR 104 million and EUR 132 million, respectively.

Country risk
The allowance for possible losses that might arise in the
realization of loans and credits, deposits placed with financial
institutions (Note 6), fixed-income securities (Note 8) and

guarantees provided, relating to public- and private-sector
entities in problem debtor countries experiencing differing

degrees of debt-servicing difficulty exceeded the minimum
provision requirements under Bank of Spain regulations (Note
2-c).

As of December 31, 2004, the Group's positions exposed to
country risk (disregarding intercompany balances) amounted
to approximately EUR 920 million (EUR 500 million and EUR
400 million as of December 31, 2003 and 2002, respectively).

8. Debentures and other fixed-income securities

Breakdown
The breakdown, by listing status and classification, of the
balances of this caption is as follows:
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Thousands of Euros 2004 2003 2002 

Balances at the beginning of the year 5,414,396 5,164,278 5,582,874
Inclusion of companies in the Group 1,080,031 - 9,034
Net provision of the year:

Period provision recorded 2,665,148 2,440,209 2,883,132
Allowance released (670,111) (690,874) (973,681)

1,995,037 1,749,335 1,909,451
Nonperforming loans charged off against allowance (963,779) (1,071,085) (1,473,374)
Exchange differences and other variations (173,839) (427,935) (1,153,128)
Writeoffs and transfers between allowances (152,528) (197) 289,421
Balances at year-end (Note 1) 7,199,318 5,414,396 5,164,278

Of which:
Allowance for specific risks 3,513,431 2,648,260 2,970,725
General-purpose allowance 2,073,566 1,596,603 1,417,681
Country-risk allowance 257,035 399,358 318,468
Allowance for statistical coverage 1,355,286 770,175 457,404

Thousands of Euros 2004 2003 2002 

By listing status:
Listed 80,288,268 42,375,577 28,212,876
Unlisted 2,809,457 2,138,478 4,207,257

83,097,725 44,514,055 32,420,133
By classification:
Trading portfolio 47,589,954 9,532,252 10,915,650
Available-for-sale portfolio 30,496,680 31,065,394 16,522,447
Held-to-maturity portfolio 5,011,091 3,916,409 4,982,036

83,097,725 44,514,055 32,420,133
Less-

Credit loss allowance (Note 7) (180,748) (185,978) (135,552)
Security price fluctuation allowance (Note 1) (78,385) (51,023) (198,420)

82,838,592 44,277,054 32,086,161
Of which: Euros 30,629,376 22,948,058 8,234,974
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Other information
As of December 31, 2004, 2003 and 2002, the market value
of the available-for-sale and held-to-maturity portfolios did
not differ materially from the acquisition cost, adjusted as
indicated in Note 2-d).

The weighted average annual interest rate on the fixed-
income securities portfolio as of December 31, 2004, was
6.2% (6.2% and 10.2% as of December 2003 and 2002,
respectively). The effect of discounting by the interest
method the fixed-income securities whose interest rates are
lower than the average cost of the Group's borrowed funds
is not material.

The balance as of December 31, 2004, of the "Public-Sector
Issuers" account in the consolidated balance sheet includes
EUR 31,673 million relating to securities issued by
nonresident public-sector entities (EUR 27,065 million and
EUR 22,639 million as of December 2003 and 2002,
respectively).

EUR 31,112 million of the Group's total fixed-income
securities portfolio as of December 31, 2004, mature in
2005.

Security price fluctuation allowance
The variations in the balances of the "Security Price
Fluctuation Allowance" account were as follows:

9. Common stocks and other equity securities

This caption includes basically the shares and securities
representing holdings of less than 20% (less than 3% if
listed) in the capital stock of companies which have no
lasting relationship with the Group and over which no
significant influence is exercised (Note 2-e), and units in
mutual funds.

Breakdown
The detail, by classification and listing status, of the balances
of this caption is as follows:
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Thousands of Euros 2004 2003 2002 

Balances at the beginning of the year 51,023 198,420 298,775
Net inclusion of companies in the Group 44,604 - (3,832)
Net release in the year (12,891) (15,416) (88,061)
Amount used in sales, writedowns, exchange

differences and other variations (4,351) (131,981) (8,462)
Balances at year-end 78,385 51,023 198,420

Thousands of Euros 2004 2003 2002 

By classification:
Trading portfolio 5,024,322 2,420,864 1,316,080
Available-for-sale portfolio 8,139,701 7,643,258 6,550,672

13,164,023 10,064,122 7,866,752
By listing status:
Listed 10,406,089 6,336,825 3,403,268
Unlisted 3,457,704 4,676,058 5,033,199

13,863,793 11,012,883 8,436,467
Less- Security price fluctuation allowance (Note 1) (699,770) (948,761) (569,715)

13,164,023 10,064,122 7,866,752
Of which: Euros 9,433,560 8,227,350 5,866,594
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Variations
The variations in the balances of this caption, 
disregarding the security price fluctuation allowance, were 
as follows:

Security price fluctuation allowance
The variations in the balances of the "Security Price
Fluctuation Allowance" account were as follows:

Other information

Vodafone Airtouch, plc. (Vodafone)
In 2004 the Group sold all of its investment in the capital
stock of Vodafone, giving rise to gains of EUR 242 million.

Auna Operadores de Telecomunicaciones, S.A. (Auna)
In January 2004, the Bank exercised certain agreements in
connection with this company, thereby increasing its holding
by 2.5%, and subsequently made several acquisitions
representing a further 1.5% holding. The holding in Auna
was 27.34% as of December 31, 2004, representing an
investment of EUR 2,031 million (Note 27).

Shinsei Bank, Ltd. (Shinsei Bank)

In February 2004, the shareholders of Shinsei Bank, which
was 11.4%-owned by the Group, resolved to float on the 

stock exchange 35% of the bank shares, which gave rise to
the sale of a 4% holding by the Santander Group, at a gain
of EUR 118 million. Subsequent to the sale the Group's
holding in this bank was reduced to 7.4%.

Sacyr-Vallehermoso
In 2004 the Group sold all of its holding in Sacyr-
Vallehermoso for EUR 92 million. The gain on this transaction
amounted to EUR 47 million.

Notifications on share acquisitions
The notifications on share acquisitions and sales by the Bank
in compliance with Article 86 of the Spanish Corporations
Law and Article 53 of Securities Market Law 24/1998 are
listed in Exhibit IV.
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Thousands of Euros 2004 2003 2002 

Balances at the beginning of the year 11,012,883 8,436,467 8,330,551
Inclusion of companies in the Group 1,666,861 - -
Net additions (retirements) (367,253) 461,736 846,200
Transfers from (to) “Investments in non-Group Companies” (Note 10) 1,139,678 1,358,560 (136)

Of which:
Royal Bank of Scotland (Note 3) 1,166,722 - -
San Paolo IMI (*) - 953,912 -
Commerzbank, Ag. (*) - 333,138 -

Transfers of goodwill from “Investments in non-Group Companies” (Note 12) 204,698 518,784 -
Of which:

Royal Bank of Scotland 204,698 - -
San Paolo IMI - 439,571 -
Commerzbank, Ag. - 72,375 -

Transfers from (to) “Investments in Group Companies”) (Note 11) (1,138) - 2,630
Exchange differences and other variations 208,064 237,336 (742,778)
Balances at year-end 13,863,793 11,012,883 8,436,467

(*) Following the issuance of the First-Time Application Standard of International Accounting Standards in 2003, as of December 31, 2003, after recording the period goodwill amortization
charge, the Group transferred the holdings (Note 10) of less than 20% which are not intended to be held at long term. The transfer was made at the cost previously recorded in the
“Investments in non-Group Companies” caption plus the related goodwill. The required security price fluctuation allowance was recorded if the market value after the transfer was lower
than net cost.

Thousands of Euros 2004 2003 2002 

Balances at the beginning of the year 948,761 569,715 522,640
Net inclusion of companies in the Group 100 (1,026) (1,866)
Net provision in the year 7,007 309,192 206,499
Amount used in sales, writedowns, transfers and

other variations (256,098) 70,880 (157,558)
Balances at year-end 699,770 948,761 569,715
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10. Investments in non-Group companies

This caption reflects the ownership rights in the capital of
associated companies, i.e. companies which, although not
forming part of the Group, have a lasting relationship with
the Group and are intended to contribute to its activity, and
over which significant influence is exercised (Exhibit II).

Breakdown
The breakdown, by company, of the balances of this caption
(Note 3) is as follows:

Variations
The variations in the balances of this caption were 
as follows:
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Thousands of Euros 2004 2003 2002 

Cepsa 1,479,104 1,324,117 833,135
Unión Fenosa 757,068 772,618 692,929
Attijariwafa Bank Société Anonyme 149,437 110,129 121,394
Abbey Group 35,439 - -
Royal Bank of Scotland - 1,850,889 1,883,328
San Paolo IMI (*) - - 540,631
Commerzbank A.G. (*) - - 326,540
Sacyr-Vallehermoso (*) - - 58,569
Grupo Financiero Galicia, S.A. - - 30,142
Other companies 276,080 208,672 283,070

2,697,128 4,266,425 4,769,738
Of which:

Euros 2,460,034 2,284,370 2,704,751
Listed 2,236,172 3,947,624 4,393,742

(*) Transferred to the “Common Stocks and Other Equity Securities“ caption as indicated in Note 9.

Thousands of Euros 2004 2003 2002 

Balances at the beginning of the year 4,266,425 4,769,738 6,661,805
Inclusion of companies in the Group 35,439 - -
Purchases and capital increases (Note 3) 259,635 1,112,430 528,105

Of which:
San Paolo IMI - 368,182 -
Cepsa - 347,790 -
Royal Bank of Scotland 246,746 364,197 -

Sales and capital reductions (Note 3) (1,126,712) (394,051) (2,153,580)
Transfers from /(to) “Common Stocks and Other Equity Securities” (Note 9) (1,139,678) (1,358,560) 136
Transfers to “Investments in Group Companies” (Note 11) (2,884) - -
Effect of equity method accounting 436,420 298,629 243,625
Change of consolidation method (11,897) - (2,104)
Exchange differences and other variations (19,620) (161,761) (508,249)

Of which: Variations in reserves at associated companies (Note 21) (18,745) (1,837) (243,289)
Balances at year-end 2,697,128 4,266,425 4,769,738
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11. Investments in Group companies

Breakdown
This caption reflects the investments in Group companies
which were not consolidated (Exhibit II) because their
business activities are not directly related with those of the
Group. The breakdown, by company, of the balances of this
caption is as follows:

Variations
The variations in the balances of this caption were 
as follows:

Other information
As of December 31, 2004, there were no significant capital
increases in progress at any nonconsolidable subsidiary.
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Thousands of Euros 2004 2003 2002 

Abbey Group (insurance companies) 4,053,056 - -
Inmobiliaria Urbis, S.A. 378,464 335,028 302,687
Santander Seguros y Reaseguros, Compañía Aseguradora, S.A. 124,254 98,933 62,460
Compañía Aseguradora Banesto Seguros, S.A. 60,679 56,580 50,729
La Unión Resinera Española, S.A. 48,156 46,477 53,963
Santander Seguros, S.A. (Brazil) 41,425 46,468 40,086
Altavida Santander Seguros de Vida, S.A. (Chile) 35,411 23,522 13,851
Seguros Santander Serfin, S.A. de C.V. 32,156 45,846 33,445
Santander Central Hispano Previsión, S.A. de Seguros y Reaseguros - 159,087 143,702
Totta Urbe, S.A. - - 104,577
B to B Factory Ventures, S.A. - - 40,000
Editel, S.L. - - 27,601
Other companies 272,346 255,830 256,292

5,045,947 1,067,771 1,129,393
Of which:
Euros 839,439 921,351 993,485
Listed 426,620 384,179 359,218

Thousands of Euros 2004 2003 2002 

Balances at the beginning of the year 1,067,771 1,129,393 1,227,351
Inclusion of companies in the Group 4,053,056 - 12,928
Purchases and capital increases 25,186 117,582 137,633
Sales and capital reductions (Note 3) (168,480) (41,602) (165,693)
Transfers from “Investments in non-Group Companies” (Note 10) 2,884 - -
Transfers (to) / from “Common Stocks and Other Equity Securities” (Note 9) 1,138 - (2,630)
Effect of equity method accounting 103,966 108,634 36,273
Change of consolidation method 18,732 (132,577) (23,939)
Exchange differences and other variations (58,306) (113,659) (92,530)
Balances at year-end 5,045,947 1,067,771 1,129,393
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12. Consolidation goodwill

Breakdown
The breakdown, by company, of the balances of the
“Consolidation Goodwill” caption (Note 3) is 
as follows:

As of December 31, 2002, the Group had recorded
provisions to cover the potential loss of value of certain of
these assets. The goodwill of the Group units located in
Argentina was written off in 2003 with a charge to the
provisions previously recorded.

Based on the estimates, projections and assessments
available to the Bank's directors, the forecasted revenues
attributable to the Group from these companies are at least
equal to the amounts of the respective goodwill balances yet
to be amortized in the related periods.
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Thousands of Euros 2004 2003 2002 

Fully consolidated companies:
Abbey Group (U.K. - Note 1) 10,263,893 - -
Totta Group (Portugal) 1,473,666 1,560,638 1,656,487
Banco Santander Chile (Note 3) 912,493 973,066 1,033,638
Grupo Financiero Santander Serfin (Mexico) 789,585 840,899 1,191,867
AKB (Germany - Note 3) 778,679 824,483 870,286
Meridional Group (Brazil) 667,641 710,985 754,395
Banesto Group 338,808 366,311 400,589
Banco de Venezuela 202,426 313,316 332,052
Elcon (Norway - Note 3) 128,762 - -
Finconsumo (Italy) 102,867 50,576 5,094
PTF (Poland - Note 3) 66,450 - -
Banespa (Brazil) - - 1,770,590
Banco Río (Argentina) - - 508,261
Other companies 373,893 425,358 446,905

16,099,163 6,065,632 8,970,164
Companies accounted for by the equity method:
Cepsa 616,690 650,949 92,486
Unión Fenosa 235,971 261,632 280,557
Royal Bank of Scotland (Notes 9 and 10) - 395,100 173,475
San Paolo IMI (Notes 9 and 10) - - 299,704
Commerzbank Ag. (Notes 9 and 10) - - 77,375
Grupo Financiero Galicia, S.A. (Argentina) - - 37,992
Other companies 12,377 11,911 22,982

865,038 1,319,592 984,571
16,964,201 7,385,224 9,954,735
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Variations
The variations in the balances of the “Consolidation
Goodwill” caption were as follows:
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Thousands of Euros 2004 2003 2002 

Balances at the beginning of the year 7,385,224 9,954,735 9,868,697
Additions (Notes 1 and 3) 10,611,619 1,367,919 2,420,892

Of which:
Abbey Group 10,263,893 - -
Elcon 131,498 - -
PTF 69,947 - -
Finconsumo 57,839 46,583 -
Royal Bank of Scotland 24,795 308,002 21,875
Banco Santander Portugal 2,723 69,102 -
Cepsa - 569,037 -
San Paolo IMI - 160,715 104,630
Orígenes AFJP - 101,819 -
AKB - - 916,091
Banco Santiago (Banco Santander Chile) - - 595,806
Banco Río - - 263,280
Banco Santander Colombia - - 240,114
Unión Fenosa - - 195,446

Retirements due to sale (209,009) (401,231) (976,238)
Of which:

Royal Bank of Scotland (197,574) (69,446) (103,876)
Patagon Group - - (617,503)
Grupo Financiero Santander Serfin - (318,023) -
Société Générale - - (95,126)

Amortization charged to specific allowances (Note 17) - (775,727) -
Transfers from “Investments in non-Group Companies” to 

“Common Stocks and Other Equity Securities” (Note 9) (204,698) (518,784) -
Amortization charged to income (618,935) (2,241,688) (1,358,616)

Of which: Additional to that calculated on a straight-line basis (153,754) (1,719,164) (702,885)
Of which:

Banco de Venezuela (92,612) - -
Administradora de Fondos de Pensiones y Cesantías

Santander, S.A. (Colombia) (55,315) - -
Banespa (**) - (1,703,835) (400,571)
Banco Santander Colombia - (786) (240,008)

Balances at year-end 16,964,201 7,385,224 9,954,735

(*) For the purpose of fulfilling the commitment assumed by the Group before the acquisition of Banespa in 2000 to amortize the goodwill which arose from that acquisition over a maximum
period of five years, and following the issuance of the First-Time Application Standard of International Accounting Standards in 2003, the goodwill of Banespa as of January 1, 2003, was
written off in 2003 so that, in accordance with the principle of prudence, the opening balance sheet as of January 1, 2004, prepared in conformity with International Accounting Standards,
to be included in the financial statements for the year ending December 31, 2005, enables the Group to fulfill the aforementioned commitment.
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13. Property and equipment

Variations
The variations in the "Property and Equipment" accounts
and in the related accumulated depreciation were 
as follows:
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Thousands of Euros

Land and Furniture,
Buildings for Other Fixtures

Own Use Property and Other Total

Revalued cost:
Balances at January 1, 2002 4,695,070 530,549 4,679,606 9,905,225
Additions and retirements (net) due to change

in scope of consolidation (73,130) (34,739) (4,556) (112,425)
Additions/Retirements (net) (228,384) (128,834) 130,517 (226,701)
Exchange differences (683,374) (78,103) (257,521) (1,018,998)
Balances at December 31, 2002 3,710,182 288,873 4,548,046 8,547,101
Additions and retirements (net) due to change

in scope of consolidation (13,044) (380) 198 (13,226)
Additions/Retirements (net) (135,026) 18,614 (192,150) (308,562)
Transfers - 18,785 (18,785) -
Exchange differences (146,074) (13,854) (100,476) (260,404)
Balances at December 31, 2003 3,416,038 312,038 4,236,833 7,964,909
Additions and retirements (net) due to change

in scope of consolidation 54,654 24,205 5,532,909 5,611,768
Additions/Retirements (net) 25,356 42,711 318,583 386,650
Transfers 2,790 15,630 (18,420) -
Exchange differences (49,220) (1,054) (30,529) (80,803)
Balances at December 31, 2004 3,449,618 393,530 10,039,376 13,882,524

Accumulated depreciation:
Balances at January 1, 2002 (936,286) (11,912) (2,603,097) (3,551,295)
Additions and retirements (net) due to change

in scope of consolidation 21,161 - 8,994 30,155
Retirements 108,297 4,205 83,842 196,344
Provisions (82,440) (1,244) (520,575) (604,259)
Exchange differences 179,471 789 142,253 322,513
Balances at December 31, 2002 (709,797) (8,162) (2,888,583) (3,606,542)
Additions and retirements (net) due to change

in scope of consolidation 8,750 1,211 (617) 9,344
Retirements 41,678 1,554 559,694 602,926
Transfers - (18,785) 18,785 -
Provisions (66,285) (875) (422,122) (489,282)
Exchange differences 32,758 - 69,856 102,614
Balances at December 31, 2003 (692,896) (25,057) (2,662,987) (3,380,940)
Additions due to new inclusions in the Group (11,150) - (2,151,736) (2,162,886)
Retirements 32,518 3,603 295,695 331,816
Transfers (1,700) (1,596) 3,296 -
Exchange differences 11,692 - 24,721 36,413
Provisions (65,035) (838) (427,920) (493,793)
Balances at December 31, 2004 (726,571) (23,888) (4,918,931) (5,669,390)

Property and equipment, net (*):
Balances at December 31, 2002 3,000,385 280,711 1,659,463 4,940,559
Balances at December 31, 2003 2,723,142 286,981 1,573,846 4,583,969
Balances at December 31, 2004 2,723,047 369,642 5,120,445 8,213,134

(*) Of the total balances, approximately EUR 5,210 million, EUR 1,613 million and EUR 2,602 million related to property and equipment abroad as of December 31, 2004, 2003 and 2002,
respectively.
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Other property
The “Other Property” and “Furniture, Fixtures and Other”
accounts include, among other items, the assets acquired
through foreclosure on nonrecovered loans. These assets are
recorded at foreclosure cost which in no case exceeds the
book value of the loan, net of the allowance recorded as a
result of comparison with their market value. The allowance
amounted to EUR 293 million as of December 31, 2004, and
represented 54% of the recorded value (EUR 316 million and
EUR 395 million and 57% and 58% as of December 31,
2003 and 2002, respectively).

14. Due to credit institutions

Breakdown
The breakdown, by type and term to maturity, of the
balances of this caption is as follows:

As of December 31, 2004, the limit set by the Bank of Spain
for the Bank and for the Banesto Group in the system of
loans guaranteed by public-sector debt securities amounted
to EUR 1,996 million and EUR 817 million, respectively (EUR
1,988 million and EUR 1,017 million, and EUR 1,209 million
and EUR 1,214 million as of December 31, 2003 and 2002
for the Bank and for the Banesto Group, respectively).
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Thousands of Euros 2004 2003 2002 
By Type and Term to Maturity

Demand deposits:
Current accounts 39,162 12,821 28,712
Other accounts 3,532,614 1,747,580 3,920,819

3,571,776 1,760,401 3,949,531
Time or notification deposits:
Bank of Spain credit account drawdowns-

Up to 3 months - 915,473 1,000,022

Time deposits-
Up to 3 months 34,535,552 14,517,822 15,257,124
3 months to 1 year 6,262,438 6,361,743 6,689,929
1 to 5 years 3,785,615 6,612,704 3,053,691
Over 5 years 2,869,921 2,008,154 2,756,834

47,453,526 29,500,423 27,757,578
Assets sold under repurchase agreement (Note 5)-

Up to 3 months 27,435,936 34,046,432 15,164,776
3 months to 1 year 5,127,997 8,862,729 1,770,672
1 to 5 years 1,077,738 494,854 1,178,140
Over 5 years 146,832 - -

33,788,503 43,404,015 18,113,588
81,242,029 73,819,911 46,871,188
84,813,805 75,580,312 50,820,719

Of which:  Euros 33,703,535 57,387,612 30,530,819
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15. Customer deposits

Breakdown
The breakdown, by geographical area and depositor sector,
of the balances of this caption is as follows:

Term to maturity
The detail, by term to maturity, of the balances of the
"Savings Deposits - Time" and "Other Deposits - Time"
captions in the consolidated balance sheets is as follows:
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Thousands of Euros 2004 2003 2002 

By geographical area:
Spain 99,782,623 91,799,908 96,602,048
Other EU countries 147,356,167 25,040,806 23,990,299
USA and Puerto Rico 6,563,982 6,342,920 7,530,507
Other OECD countries 174,730 255,490 353,469
Latin America 38,733,800 34,618,654 37,915,080
Other 1,234,395 1,277,794 1,424,353

293,845,697 159,335,572 167,815,756
By sector:
Public authorities 13,966,167 9,225,949 12,126,084

Of which:  Assets sold under repurchase agreement (Note 5) 7,702,543 3,934,274 9,829,694
Other residents-

Demand deposits 25,700,206 25,089,234 21,743,570
Savings deposits 18,602,253 17,823,421 16,057,659
Time deposits 19,474,400 18,640,052 21,326,541
Assets sold under repurchase agreement (Note 5) 17,766,883 16,348,466 19,194,664
Other deposits 626,266 17,734 109,686

82,170,008 77,918,907 78,432,120
Nonresidents 197,709,522 72,190,716 77,257,552

293,845,697 159,335,572 167,815,756
Of which:  Euros 121,236,400 110,265,674 114,055,256

Thousands of Euros 2004 2003 2002 

Thousands of Euros
Up to 3 months 51,041 23,477 27,174
3 months to 1 year 12,341 10,982 14,740
1 to 5 years 5,782 10,321 9,657
Over 5 years 1,204 2,193 715

70,368 46,973 52,286
Other deposits - Time:
Up to 3 months 61,880 32,157 44,047
3 months to 1 year 6,410 2,362 1,681
1 to 5 years 3,726 763 1,687
Over 5 years 2,641 158 61

74,657 35,440 47,476
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16. Marketable debt securities

Bonds and debentures outstanding
The breakdown, by currency and interest rate, of the
balances of this caption is as follows:
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Thousands of Euros December 31, 2004
Outstanding

Amount in
Currency Annual

Issue Currency 2004 2003 2002 (Millions) Rate (%)

Euros: 
Fixed interest 22,786,515 13,869,207 7,364,425 - 4.19%
Floating interest 21,413,095 9,184,697 5,145,509 - 3.13%

U.S. dollars:
Fixed interest 1,044,965 444,324 1,429,024 1,423 2.64%
Floating interest 3,455,299 1,071,447 1,419,888 4,706 3.98%

Pounds sterling:
Fixed interest 2,015,786 326,334 661,029 1,421 3.35%
Floating interest 2,871,639 1,274,121 1,380,477 2,025 4.58%

Chilean pesos:
Fixed interest 1,461,946 2,016,908 2,442,948 1,110,657 6.43%

Other currencies 2,890,827 651,854 654,029
Balances at year-end 57,940,072 28,838,892 20,497,329
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Variations
The variations in “Bonds and Debentures Outstanding”
accounts were as follows:
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Thousands of Euros 2004 2003 2002 

Balances at the beginning of the year 28,838,892 20,497,329 21,229,154

Net inclusion of companies in the Group 17,659,366 - (319,342)

Issues 17,201,370 13,025,505 6,698,032
Of which:

Banco Santander Central Hispano, S.A.:
Nonconvertible bonds February and December - Floating 3,500,000 - -
Mortgage bonds March and July – Fixed 2,000,000 - -
Mortgage bonds March, August and December- Fixed - 5,000,000 -
Territorial bonds June – Fixed - 2,000,000 -
Mortgage bonds October – Fixed - - 3,000,000

Banesto:
Mortgage bonds February and September – Fixed 3,750,000 - -
Bonds June and October – Floating 3,000,000 - -
Mortgage bonds May – Fixed - 1,500,000 -
Bonds October – Floating - 2,000,000 -
Mortgage bonds March – Fixed - - 1,000,000

Santander Central Hispano International Ltd.:
February – Floating - - 500,000

Santander Internacional Debt, S.A.:
Bonds December - Floating 3,891,293 - -

Redemptions (5,489,822) (4,227,694) (4,620,244)
Of which:

Santander Central Hispano International Ltd.:
April 2001 (500,000) - -
August 2000 (425,653) - -
April 2000 (422,815) - -
February 2001 (395,883) - -
January 2003 - (476,781) -
August 2003 - (500,000) -
June 2003 - (600,000) -
October 2002 - - (500,000)
August 2002 - - (645,943)
March 2002 - - (1,000,000)

Banesto:
February 2001 (600,000) - -
February 2002 (400,000) - -

Finconsumo:
June 2002 (300,000) - -

Banco Rio:
2002 Global Program (*) - (796,366) -

Exchange differences (269,734) (456,248) (2,490,271)
Balances at year-end 57,940,072 28,838,892 20,497,329

(*) In accordance with the long-term debt restructuring program.
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Maturity
The detail, by maturity, of the balance of this caption as of
December 31, 2004, is as follows:

Promissory notes and other securities
The detail, by term to maturity, of the balances of the
“Promissory Notes and Other Securities” caption, relating to
instruments issued basically by Banco Santander Central
Hispano, S.A.; Santander Central Hispano International Ltd.;
Santander Central Hispano Finance (Delaware), Inc.;
Santander Consumer Finance, S.A.; Banca Serfin S.A.; Banco
Santander Mexicano S.A.; Banco Totta & Açores, S.A.,
Santander International Debt, Abbey and the Bank’s
subsidiary in London, is as follows:

17. Provisions for contingencies and expenses

Variations
The detail of the balances of this caption is as follows:
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Thousands of Euros 2004 2003 2002
Term to Maturity

Up to 3 months 15,636,870 9,160,396 6,887,054
3 months to 1 year 8,497,129 4,626,705 1,591,281
1 to 5 years 1,384,966 1,815,212 2,313,443
Over 5 years 548,152 - -

26,067,117 15,602,313 10,791,778
Of which:  Euros 6,599,077 9,242,409 6,010,792

Thousands of Euros 2004 2003 2002

Pension allowance 10,652,752 8,935,148 8,839,081
Other provisions 4,692,293 3,792,529 5,008,669
Provisions for contingencies and expenses 15,345,045 12,727,677 13,847,750

Millions of Euros

Maturity

2005 9,247
2006 13,825
2007 8,858
2008 5,133
2009 5,658
Subsequent years 15,219

57,940
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Variations
The detail of the variations in the balances of the "Provisions
for Contingencies and Expenses" caption is as follows:

Other provisions
The balances of the "Provisions for Contingencies and
Expenses - Other Provisions" caption included the following
items:
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Thousands of Euros 2004 2003 2002

Balances at the beginning of the year 12,727,677 13,847,750 16,917,289
Net inclusion of companies in the Group 2,130,064 10,239 (1,129)
Provision charged to income 1,619,717 574,286 1,392,143
Provision charged to reserves and prepaid taxes (Note 2-j) - 524,247 1,340,532
Insured in-house pension allowances - Companies in Spain (Note 2-j)-

Premiums paid to insurance companies 46,404 58,683 63,620
Variation in net level premium reserves of insurance companies 198,313 221,476 244,904
Externalized insurance policies and other variations (22,927) (5,260) (90,843)
Payments to pensioners by insurance companies (235,361) (257,469) (266,405)

(13,571) 17,430 (48,724)
Payments to pensioners and to employees who took early retirement

with a charge to in-house allowances (Note 2-j) (806,034) (759,492) (774,902)
Insurance premiums paid (Note 2-j) (46,404) (58,683) (63,620)
In-house pension allowances externalized and other variations (22,197) (29,830) (316,243)
Allowance used (573,323) (1,069,332) (1,300,820)

Of which: Goodwill (Note 12) - (775,727) -
Transfers 345,466 (217,349) (285,973)
Exchange differences and other variations (16,350) (111,589) (3,010,803)
Balances at year-end 15,345,045 12,727,677 13,847,750

Thousands of Euros 2004 2003 2002

Credit loss allowance for off-balance-sheet risks 351,305 313,657 317,009
Of which:  Country risk 8,096 5,568 17,964

Allowance for losses on financial futures transactions 558,690 498,789 520,446
Allowance for contingencies and commitments at operating units:

Recorded at other Spanish companies 1,153,122 1,133,276 2,138,895
Of which:  Relating to investments made in Argentina (Note 12) 198,653 436,893 1,356,278

Recorded at other companies 2,629,176 1,846,807 2,032,319
Of which:  

Banespa 713,076 722,322 944,286
Abbey 919,236 - -

4,692,293 3,792,529 5,008,669
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18. Subordinated debt

The detail, by currency and interest rate, of the balances of
this caption is as follows:

Variations
The variations in the balances of this caption were as follows:

Other information
These issues are subordinated debt and, therefore, for credit
seniority purposes they are junior to the claims of all general
creditors of the issuers. The issues of Santander Central
Hispano Issuances, Ltd. and Santander Perpetual, S.A.
Unipersonal are guaranteed by the Bank or are secured by
restricted deposits at the Bank.

As of December 31, 2004, none of these issues was
convertible into Bank shares, and they do not grant privileges
or rights that might, as a result of contingency, make them
convertible into shares. Abbey has a subordinated debt issue
of £200 million which can be converted, at Abbey’s option,
into preferred shares of Abbey at a price of £1 per share.
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Thousands of Euros December 31, 2004
Outstanding Annual

Amounts Interest
in Currency Rate

Issue Currency 2004 2003 2002 (Millions) (%)

Euros:
Fixed interest 5,321,557 2,116,071 2,650,248 - 5.43%
Floating interest 4,145,205 3,232,588 2,838,370 - 4.22%

U.S. dollars:
Fixed interest 5,752,787 3,671,249 4,399,523 7,836 7.23%
Floating interest 1,283,007 1,403,800 1,690,664 1,748 3.08%

Pounds sterling:
Fixed interest 3,044,018 283,769 307,447 2,146 8.15%
Floating interest 283,665 283,769 307,447 200 7.63%

Other currencies 363,889 229,842 256,529 - -
Balances at year-end 20,194,128 11,221,088 12,450,228

Thousands of Euros 2004 2003 2002

Balances at the beginning of the year 11,221,088 12,450,228 12,995,991
Inclusion of companies in the Group 7,318,447 - 100,213
Issues 2,489,381 500,000 1,095,356

Of which: 
Santander Central Hispano Issuances, Ltd.-

September 2019 500,000 - -
September 2014 500,000 - -
May 2012 – Floating - - 95,356
April 2012 – Floating - - 1,000,000

Banesto- 
September 2013 – Floating - 500,000 -
March 2016 – Floating 500,000 - -

Santander Perpetual, S.A. Unipersonal-
Perpetual 750,000 - -

Redemptions (465,323) (589,619) (433,359)
Of which: 

Santander Central Hispano Issuances, Ltd.-
December 1994 - - (215,505)

June 1994 – Fixed and Floating (192,956) - -
Santander Central Hispano Finance, B.V. - (300,378) -

Exchange differences (369,465) (1,139,521) (1,307,973)
Balances at year-end 20,194,128 11,221,088 12,450,228
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Maturity

The detail, by maturity, of the balance of this caption as of
December 31, 2004, is as follows:

The interest on subordinated debt amounted to EUR 686
million in 2004 (EUR 679 million in 2003 and EUR 736 million
in 2002).

19. Minority interests

Breakdown
The detail, by Group company, of the balances of the
"Minority Interests" caption is as follows:

206
Annual Report 2004

Millions of Euros

Maturity

2005 1,490
2006 994
2007 492
2008 188
2009 1,569
Subsequent years 15,461

20,194

Thousands of Euros 2004 2003 2002

Preferred shares issued by:
Abbey Group 2,566,285 - -
Santander Finance Capital, S.A. 2,280,000 445,690 -
BSCH Finance Ltd. 725,894 2,793,776 4,030,006
Santander Finance Preferred, S.A. 639,491 - -
Banesto 325,000 - -
Pinto Totta International Finance, Ltd. 183,540 197,950 238,400
BCH Capital, Ltd. 168,857 182,107 219,319
Banesto Preferentes, S.A. 131,144 131,145 -
Totta & Açores Financing Limited 110,124 118,770 143,040
Banesto Holdings, Ltd. 56,748 61,200 76,285
BCH Eurocapital, Ltd - 554,236 667,493
BCH Internacional Puerto Rico Inc. and Banco

Santander Puerto Rico - - 62,220
7,187,083 4,484,874 5,436,763

Dividends paid (*) - (314,461) (400,665)
7,187,083 4,170,413 5,036,098

Equity of minority interests:
Grupo Financiero Santander Serfin, S.A. de C.V. 415,592 375,249 25,933
Somaen Dos, S.L. 351,633 300,170 275,665
Banesto Group 303,612 277,793 295,636
Banco Santander Chile 129,217 133,856 103,325
Brazil Group 31,721 37,080 36,207
Santander Bank Corp 29,372 32,130 45,295
Orígenes AFJP, S.A. 13,730 11,653 23,193
Banco Santander Portugal 496 2,835 35,458
Cartera Mobiliaria, S.A., S.I.M. - 63,207 27,957
Other companies 76,731 35,131 131,943

1,352,104 1,269,104 1,000,612
8,539,187 5,439,517 6,036,710

(*) From January 1, 2004, accrued dividends are recorded for accounting purposes under the “Other Assets” caption.
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Preferred shares
These are noncumulative nonvoting shares. They were
subscribed by third parties outside the Group and are fully or
partially redeemable after five years, at the issuer’s discretion.

Variations
The variations in the balances of this caption were as follows:

20. Capital stock

The variations in the Bank’s capital stock were as follows:

The Bank’s shares are listed on the computerized trading
system of the Spanish stock exchanges and on the New York,
Milan, Lisbon and Buenos Aires stock exchanges, and all of
them have the same features and rights. As of December 31,
2004, the only shareholders with an ownership interest in the
Bank’s capital stock of over 3% were E.C. Nominees Limited
(with a 7.76% holding) and Chase Nominees Limited (with a
6.23% holding).

Other considerations
As of December 31, 2004, the additional capital stock
authorized by the Shareholders’ Meeting of the Bank
amounted to EUR 1,492 million.

On June 19, 2004, the Shareholders’ Meeting resolved to
increase capital by EUR 300 million, and fully empowered the
Board of Directors, for a period of one year, to set and 
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Thousands of Euros 2004 2003 2002

Balances at the beginning of the year 6,060,704 6,575,173 8,273,936
Preferred shares:

Net inclusion of companies in the Group 2,566,285 (9,025) 1,211
Issue 2,806,665 581,145 -

Of which:
Santander Finance Capital, S.A. 1,830,000 450,000 -
Santander Finance Preferred, S.A. 661,665 - -
Banesto 325,000 - -
Banesto Preferentes, S.A. - 131,145 -

Redemption (2,624,283) (1,151,246) (890,220)
Of which:

BSCH Finance Ltd. (2,057,390) (1,096,844) (694,680)
Dividends paid (314,461) (400,665)
Exchange differences and other variations (46,437) (381,849) (552,014)

Variation in percentages of ownership (Note 3) (63,045) 379,934 (60,178)
Dividends paid to minority interests (144,411) (112,597) (181,551)
Variations in capital 23,229 (22,717) 29,850
Exchange differences and other variations (39,520) (104,840) (183,659)
Balances at year-end 8,539,187 5,439,517 6,036,710
Net income for the year attributed to minority interests 532,299 621,187 538,463

9,071,486 6,060,704 6,575,173

Capital Stock
Number of Par Value

Shares (Euros)

Number of shares and par value of the capital stock as of December 31, 2002 and 2003 4,768,402,943 2,384,201,472
Capital increases

Acquisition of Abbey shares (Note 1) 1,485,893,636 742,946,818
Number of shares and par value of the capital stock as of December 31, 2004 6,254,296,579 3,127,148,290
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establish the terms and conditions for this capital increase in
all matters not already provided for by the Shareholders’
Meeting. In exercising these powers, the Board of Directors
must determine whether the capital increase is to be
performed through the issuance of new shares or by
increasing the par value of the shares outstanding.

On June 19, 2004, the Shareholders’ Meeting set the
maximum number of Bank shares that the Bank and/or any
Group subsidiary may acquire at 5% of the capital stock, 
fully paid, the minimum price per share being the par value
and the maximum price being up to 10% more than the
market price on the Spanish stock exchanges on the
acquisition date.

Also, the aforementioned Shareholders’ Meeting authorized
the Bank’s Board of Directors to issue fixed-income securities
for up to a maximum amount of EUR 20,000 million or the
equivalent amount in another currency, by any lawful means.
On June 21, 2003, the Shareholders’ Meeting authorized the

Bank’s Board of Directors to issue fixed-income securities
convertible into new shares and/or exchangeable for
outstanding shares for up to EUR 4,000 million over a five-
year period, and empowered the Board of Directors to
increase capital by the required amount to cater for the
requests for conversion.

As of December 31, 2004, the shares of the following
companies were listed on official stock markets: Banco Río de
la Plata, S.A.; Banco de Venezuela, S.A.; Banco Santander
Colombia, S.A.; Santander BankCorp (Puerto Rico); Grupo
Financiero Santander Serfin, S.A. de C.V.; Banco Santander
Chile; Cartera Mobiliaria, S.A., S.I.M.; Santander Chile
Holding, S.A.; Inmuebles B de V 1985 C.A.; Banco do Estado
de Sao Paulo, S.A.; Banesto; Portada, S.A. and Capital
Variable S.I.C.A.V., S.A.

As of December 31, 2004, the capital increases in progress at
Group companies and the additional capital authorized by
their Shareholders’ Meetings were not material at Group
level.

21. Reserves

Variations
The variations in the overall balances of reserves at the Group
(see composition in Note 1) were as follows:

Additional paid-in capital, reserves and revaluation reserves
The breakdown of the balances of these captions, relating in
full to the Bank, is as follows:
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Thousands of Euros 2004 2003 2002

Balances at the beginning of the year 14,823,227 14,353,213 15,663,278
Prior year’s attributed income 2,610,819 2,247,177 2,486,303
Dividends paid on prior year’s income (1,444,387) (1,375,608) (1,329,462)
Capital increases (Notes 1 and 20) 11,797,995 - 1,045,480
Charge for early retirement of employees (Note 2-j) (*) - (327,342) (839,923)
Sale of preemptive rights on Banesto shares (Note 3) (**) - - 271,805
Exchange differences (30,127) (8,584) (2,666,942)
Variation in reserves at associated companies (Note 10) (18,745) (1,837) (243,289)
Other variations, net (2,396) (63,792) (34,037)
Balances at year-end (Note 1) 27,736,386 14,823,227 14,353,213

(*) Based on the Group’s ownership interest in Banesto as of December 31, 2003 and 2002 (88.60% and 88.57%, respectively).
(**) As a result of the sale of the preemptive rights on Banesto shares (Note 3), the additional paid-in capital which was applied proportionally to the amortization of the goodwill that arose

subsequent to the tender offer launched by the Bank in 1998 was rerecorded under the “Reserves” caption in the consolidated balance sheet as of December 31, 2002.

Thousands of Euros 2004 2003 2002

Restricted reserves:
Legal reserve 625,430 476,841 476,841
Reserves for treasury stock 229,672 139,271 132,462
Revaluation reserves Royal Decree-Law 7/1996 42,666 42,666 42,666
Unrestricted reserves:
Additional paid-in capital 20,370,128 8,720,722 8,979,735
Voluntary reserves and consolidation reserves attributed to the Bank 4,825,752 4,894,734 4,964,087

Of which:  Voluntary reserves recorded early 2,126,931 2,318,175 3,284,856
Group reserves attributed to the Bank 26,093,648 14,274,234 14,595,791

Of which:  Reserves recorded at the Bank 25,976,836 14,178,195 14,436,631
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Legal reserve
Under the revised Corporations Law, 10% of Spanish
companies' net income for each year must be transferred to
the legal reserve. These transfers must be made until the
balance of this reserve reaches 20% of capital stock. The
legal reserve can be used to increase capital provided that the
remaining reserve balance does not fall below 10% of the
increased capital stock amount.

Reserves for treasury stock
Under the revised Corporations Law, a restricted reserve was
recorded for an amount equal to the book value of the Bank
shares owned by subsidiaries. This reserve will become
unrestricted when the circumstances which gave rise to its
mandatory recording cease to exist. Additionally, this reserve
includes the outstanding balance of the loans granted by the
Group that are secured by Bank shares.

Revaluation reserves Royal Decree-Law 7/1996
The balance of this account can be used, free of tax charges,
to increase capital. From January 1, 2007, the balance of this
account can be taken to unrestricted reserves, provided that
the monetary surplus has been realized. The surplus will be
deemed to have been realized in respect of the portion on
which depreciation has been taken for accounting purposes
or when the revalued assets have been transferred or retired
from the accounting records.

If this balance were used in a manner other than as provided
for in Royal Decree-Law 7/1996, it would be subject to tax.

Additional paid-in capital
The revised Corporations Law expressly permits the use of
the additional paid-in capital balance to increase capital of
the entities at which it is recorded and establishes no specific
restrictions as to its use.

Early recording of voluntary reserves

As required by the Bank of Spain, the “Reserves” caption in
the consolidated balance sheet as of December 31, 2004,
includes “Voluntary Reserves Recorded Early”, of which
approximately EUR 2,125 million (EUR 2,314 million and EUR
3,277 million as of December 31, 2003 and 2002,
respectively) relate to the difference between the amount at
which certain Bank shares were issued – in accordance with
Article 159.1.c of the revised Spanish Corporations Law – for
the acquisition of investments in the capital stock of other
entities and the market value of the shares received in
exchange, net of the equivalent reduction in the goodwill
arising in the acquisitions. This amount increased initially the
acquisition cost of the investments acquired.

Reserves and accumulated losses at consolidated companies
The breakdown, by company, of the balances of these
captions, based on each company’s contribution to the
Group (after considering the effect of consolidation
adjustments), is as follows:
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Thousands of Euros 2004 2003 2002

Reserves at consolidated companies:
Fully consolidated companies:
Grupo Financiero Mexicano (Consolidated Group) 1,297,222 937,895 712,570
Banco Español de Crédito (Consolidated Group) 967,735 584,003 461,160
Banespa 852,824 864,274 474,164
Banco Santander Chile (Consolidated Group) 391,654 344,981 539,054
Banco Totta & Açores, S.A. 272,244 183,736 120,319
Santander Central Hispano Investment, S.A. 203,256 219,908 217,947
Banco Santander Puerto Rico 201,892 228,591 263,573
Banco de Venezuela, S.A. (Consolidated Group) 157,861 95,905 127,723
Santander Consumer Finance, S.A. 84,194 - -
Santander Central Hispano Gestión, S.A., S.G.I.I.C. 52,940 49,241 79,046
Other companies 511,944 487,802 22,294

4,993,766 3,996,336 3,017,850
Companies accounted for by the equity method:
Royal Bank of Scotland 658,741 607,443 534,672
Cepsa 249,378 161,823 110,013
Unión Fenosa 151,090 123,895 71,150
San Paolo IMI (Notes 9 and 10) - - 106,076
Sacyr-Vallehermoso (Note 10) - - 76,739
Other companies 296,527 281,311 276,101

1,355,736 1,174,472 1,174,751
Total reserves at consolidated companies 6,349,502 5,170,808 4,192,601

Of which:  Restricted reserves 375,828 354,249 307,899

Accumulated losses at consolidated companies:
Fully consolidated companies:
Santander Investment Securities Inc. 191,181 179,864 159,671
Santander Investment Bank, Ltd. 107,535 116,537 104,274
Patagon Bank, S.A. 125,337 129,173 123,099
Patagon Euro, S.L. 102,828 101,904 157,135
Banco Santander Colombia (Consolidated Group) 86,546 98,832 68,914
Gessinest Consulting, S.A. 85,776 75,188 30,629
Santander Merchant Bank, Ltd. 78,668 69,753 41,764
Capital Riesgo Global, S.C.R., S.A. 17,543 44,874 24,898
Santander Financial Products, Ltd. 2,237 12,204 31,203
Santander Consumer Finance, S.A. - 19,284 78,995
Other companies 426,688 379,038 226,009

1,224,339 1,226,651 1,046,591
Companies accounted for by the equity method 197,997 140,863 142,871
Translation differences 3,284,428 3,254,301 3,245,717

Of which:
Depreciation of the Brazilian real 1,544,123 1,563,456 1,602,789
Devaluation in Argentina 991,383 974,828 981,597

Total accumulated losses at consolidated companies 4,706,764 4,621,815 4,435,179
Net balance 1,642,738 548,993 (242,578)

22. Tax matters

Consolidated Tax Group
In accordance with current regulations, the Consolidated Tax
Group includes Banco Santander Central Hispano, S.A. (as
the parent company) and the Spanish subsidiaries that meet
the requirements stipulated in the regulations on taxation of
the consolidated net income of corporate groups (as the
controlled companies).

The other Group banks and companies file individual tax
returns in accordance with the tax regulations applicable in
the respective countries.

Years open for tax audit
The years open for tax audit in the Consolidated Tax Group as
of December 31, 2004, were 2001, 2002, 2003 and 2004 for
the main taxes applicable to it.

The other Spanish consolidated entities generally have the
last four years open for review by the tax inspection
authorities with respect to the main taxes applicable to them,
except in the case of those companies for which the statute
of limitations has been interrupted due to tax audits.

In 2004 there were no significant developments in the
matters being contested at the different instances of the tax
disputes pending resolution as of December 31, 2003.

In 2002 tax assessments were received relating to 1996,
1997 and 1998 for a total amount of EUR 48 million, of
which EUR 39 million were contested. In 2003 and 2004 tax
assessments were received relating to 1998, 1999 and 2000,
and were partially contested. The amount of the resulting tax
charge is not material for the Group.
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The Bank’s directors consider that the liabilities, if any, which
might arise as a result of these claims would not have a
material effect on the 2004 consolidated statement of
income.

Because of the possible different interpretations which can
be made of the tax regulations, the outcome of future
reviews of the open years by the tax authorities might give
rise to contingent tax liabilities which cannot be objectively
quantified. However, the Bank’s tax advisers consider it
unlikely that such contingent liabilities or the contingent
liabilities relating to the inspectors' assessments referred to
above will become actual liabilities, and that in any event the
tax charge which might arise therefrom would not materially
affect the consolidated financial statements of the Group.

Since 1992 the Madrid Central Court number 3 has kept
open preliminary court proceedings, now an “abbreviated”
proceeding, to determine the liabilities related to certain
credit assignment transactions carried out by Banco
Santander, S.A. from 1987 to 1989. The Bank and its internal
and external advisers consider that the final outcome of this
litigation will be favorable and that no additional specific
provision is required.

The Court handed down an order on July 16, 1996, following
a request to this effect from the Government Lawyer and after
having consulted the State Tax Agency, to dismiss the actions
against the Bank and its executives in respect of the income
derived from the aforementioned transactions. Subsequently,

the Government Lawyer, as the representative of the Public
Treasury, and the Public Prosecutor’s Office have repeatedly
applied to have the case against the Bank and its
management dismissed and struck out. However, a decision
was rendered on June 27, 2002 to turn the aforementioned
preliminary court proceedings into an “abbreviated”
proceeding. The Public Prosecutor’s Office, the Bank and its
executives have appealed against this decision.

On June 23, 2003, Panel Two of the Criminal Chamber of the
National Appellate Court partially upheld these appeals, and
explicitly recognized that the assignments of naked credit
ownership were lawfully marketed and reduced the
proceedings from 138 to 38 customer transactions (it should
be noted that the government lawyer and the Public
Prosecutor’s Office have also requested dismissal and removal

of the case on grounds that no offense had been committed)
with respect to which the Bank’s possible involvement is still
being alleged.

Following the submissions phase, in which the Public
Prosecutor’s Office and the Government Lawyer reiterated
their petition to have the proceedings dismissed and struck
out, based on the class accusation filed by the Association for
the Defense of Investors and Consumers, on October 6, 2004
the Court ordered commencement of a trial for cumulative
offenses of misrepresentation and forgery of official
documents, three cumulative offenses of misrepresentation
and forgery of commercial documents and thirty offenses
against the Public Treasury, against the Chairman of the Bank
and three executives and ordered that they post a bond to
cover fines and costs, on a joint and several basis, for EUR
67.8 million which has been subsequently reduced to EUR
40.1 million. Pursuant to the order, Section One of the
Criminal Chamber of the National Appellate Court has been
designated as the body with jurisdiction to conduct the trial.

In any event, following its traditional prudent criteria, the
Group has recorded reasonable provisions to cover any
contingencies which might arise from the above-mentioned
situations.

Reconciliation
The reconciliation of the corporate income tax expense
calculated at the standard rate to the recorded corporate
income tax expense is as follows:

The Bank and certain of the other Spanish consolidated
companies have availed themselves of the tax credits
available under corporate income tax legislation. Although
the 2004 corporate income tax return has not yet been filed,
the provision for 2004 corporate income tax shown in the
consolidated balance sheet as of December 31, 2004, and
the consolidated statement of income for the year then
ended is net of the related investment, dividend double
taxation and international double taxation tax credits
recorded in the balance of “Permanent Differences” in the
foregoing reconciliation.
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Thousands of Euros 2004 2003 2002

Corporate income tax at the standard rate of 35% 1,552,116 1,435,504 1,228,062

Permanent differences:
Amounts arising from consolidation (*) (771,215) (558,748) (499,646)
Tax credits and elimination of double taxation of dividends (52,711) (34,678) (18,830)
Effect of allocation of the Group’s share in income of 

companies accounted for by the equity method 38,571 27,356 13,523
(785,355) (566,070) (504,953)

“Corporate Income Tax” and “Other Taxes”, per
consolidated statements of income 766,761 869,434 723,109

(*) Including the net tax effect of all the consolidation adjustments treated as permanent differences by the Group, which relate mainly to writedowns, and the differences arising from the
different tax rates in Spain and in other countries.
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Other assets and other liabilities

The balance of the “Other Assets” caption in the consolidated
balance sheets includes debit balances with the tax authorities
relating to deferred tax assets. The balance of the “Other
Liabilities” caption includes the liability for the various deferred
taxes of the Group and the tax collection accounts.

The detail of the two balances is as follows:

23. Memorandum accounts, futures transactions and
off-balance-sheet funds under management

Memorandum accounts
The “Memorandum Accounts” caption includes the
following commitments and contingent liabilities of the
Group that arose in the normal course of its operations:

Futures transactions
The detail, by term to maturity, of the notional and/or
contractual amounts of each type of futures transactions
arranged by the Group as of December 31, 2004, is 
as follows:
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Thousands of Euros 2004 2003 2002

Contingent liabilities:
Rediscounts, endorsements and acceptances 206,042 26,720 45,087
Assets assigned to sundry obligations 24 81,160 185,620
Guarantees and other sureties 30,915,447 27,273,863 23,862,776
Other contingent liabilities 3,073,870 3,372,446 3,609,177

34,195,383 30,754,189 27,702,660
Commitments:
Sales with repurchase option 40,310 512,698 466,644
Balances drawable by third parties

Credit institutions 1,700,214 943,456 1,047,363
Public authorities 2,288,834 2,569,614 2,246,066
Other sectors 60,315,083 45,099,247 45,810,366

Other commitments 6,975,543 5,385,641 5,206,970
71,319,984 54,510,656 54,777,409

105,515,367 85,264,845 82,480,069

Thousands of Euros 2004 2003 2002

Other assets – Deferred tax assets 5,891,958 3,995,055 4,418,761
Of which:
Banespa 1,228,440 1,132,264 1,200,239
Abbey 1,004,494 - -
Early retirements in 1999 168,679 213,282 258,591
Early retirements in 2000 127,274 171,720 205,676
Early retirements in 2001 155,415 187,210 216,205
Early retirements in 2002 (Note 2-j) 367,561 427,629 484,101
Early retirements in 2003 (Note 2-j) 172,056 188,427 -
Early retirements in 2004 (Note 2-j) 283,491 - -

Other liabilities - Tax collection accounts and deferred tax liabilities 3,374,321 2,259,705 2,587,226
Of wich:
Abbey 798,232 - -
Tax collection accounts 1,549,874 1,387,294 1,959,378
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Other information
The aforementioned notional and/or contractual amounts of
futures transactions do not necessarily reflect the actual risk
assumed by the Group, since the net position in these
financial instruments is the result of offset and/or
combination thereof. This net position is used by the Group
basically to hedge the interest rate risk, the price of the
underlying asset or the currency risk, the resulting gains or
losses on which are included under the “Gains (Losses) on
Financial Transactions” caption in the consolidated
statements of income and, where appropriate, as an increase
in, or offset of, the results on the investments for which these
hedging contracts were arranged (Note 25).

Off-balance-sheet funds under management
The detail of the off-balance-sheet funds under management
by the Group is as follows:

24. Transactions with nonconsolidable Group companies
and with associated companies

The detail of the Group’s main balances with
nonconsolidable companies controlled by it and with 

associated companies as of December 31 of each year, and of
the impact of the transactions with them on the statements
of income, is as follows:
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Thousands of Euros 2004 2003 2002

Mutual funds 94,125 80,502 68,140
Pension funds 34,854 19,495 17,513
Assets under management 10,997 8,906 7,685

139,976 108,903 93,338

Thousands of Euros

Up to 1 to 5 5 to 10 Over
1 Year Years Years 10 Years Total

Unmatured foreign currency purchase and sale transactions:
Purchases of foreign currencies against euros 18,534 9,671 2,542 240 30,987
Purchases of foreign currencies against foreign currencies 32,773 9,627 21,304 5,257 68,961
Sales of foreign currencies against euros 16,711 6,766 2,501 437 26,415

Financial asset purchase and sale transactions (*):
Purchases 3,120 150 85 305 3,660
Sales 2,614 113 355 32 3,114

Securities and interest rate futures (*):
Purchased 68,936 19,523 97 - 88,556
Sold 33,250 54,855 1 - 88,106

Options on securities (*):
Purchased 11,262 9,569 87 10 20,928
Written 26,452 34,368 4,599 7,837 73,256

Options on interest rates (*):
Purchased 16,032 18,304 4,457 1,497 40,290
Written 38,751 43,950 29,355 2,967 115,023

Options on foreign currencies:
Purchased 5,692 367 - 11 6,070
Written 6,090 404 - 11 6,505

Other interest rate transactions:
Forward rate agreements (FRAs) 25,320 - 14 2 25,336
Interest rate swaps (IRSs) 230,078 423,525 200,900 105,282 959,785
Other 307 1,962 731 1,197 4,197

Commodity futures transactions 1 4 - - 5
Total 535,923 633,158 267,028 125,085 1,561,194

(*) Based on the term of the underlying asset.
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Thousands of Euros 2004 2003 2002

Interest income:
Spain 7,158,621 7,293,968 7,827,262
Other European countries 2,842,692 2,993,831 3,206,615
America 8,102,470 6,915,914 11,668,863
Other 52 27 8,598

18,103,835 17,203,740 22,711,338
Income from equity securities:
Spain 548,615 367,779 405,248
Other European countries 49,851 39,566 33,669
America 48,980 34,148 34,248
Other - - 7

647,446 441,493 473,172
Fees collected:
Spain 2,937,689 2,596,745 2,356,885
Other European countries 728,759 666,170 676,782
America 2,109,362 1,835,435 2,112,809
Other 829 529 610

5,776,639 5,098,879 5,147,086
Gains (Losses) on financial transactions:
Spain 604,016 435,145 314,166
Other European countries 77,688 85,499 61,568
America 270,962 478,147 (20,627)
Other - 22 1,143

952,666 998,813 356,250
Other operating income:
Spain 53,800 47,613 89,960
Other European countries 11,896 2,734 4,388
America 24,212 25,113 34,082
Other 1 - 1

89,909 75,460 128,431

Thousands of Euros 2004 2003 2002

Assets:
Due from credit institutions 621,376 103,734 54,982
Debentures and other fixed-income securities - - 18,794
Loans and credits 1,579,464 1,445,472 1,364,470

2,200,840 1,549,206 1,438,246
Liabilities:
Due to credit institutions 20,391 123,039 414,493
Customer deposits 3,770,735 960,830 1,266,467
Debt securities 4,904 - -

3,796,030 1,083,869 1,680,960
Statement of income:
Debit-
Interest expense 26,782 26,305 45,221
Fees paid 375 2,211 904

27,157 28,516 46,125
Credit-
Interest income 40,096 48,138 47,750
Gains on financial transactions 9,745 16,610 8,262
Fees collected 197,827 115,632 62,422

247,668 180,380 118,434
Memorandum accounts:
Contingent liabilities 342,940 1,017,854 369,891
Commitments 1,029,795 551,395 454,270

25. Statement of income disclosures

Following is certain relevant information in connection with
the consolidated statements of income:

a) Geographical breakdown
The geographical breakdown of the balances of the main
captions composing the Group’s revenues, by country of
location of the Group companies giving rise to them, is as
follows:
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b)  Breakdown by type of transaction

The detail, by type of transaction, of certain captions in the
consolidated statements of income is as follows:

c) General administrative expenses

The detail of the balances of this caption in the
consolidated statements of income is as follows:
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Thousands of Euros 2004 2003 2002

Interest income:
Bank of Spain and other central banks 236,530 296,106 335,567
Due from credit institutions 1,087,880 1,377,807 2,009,926
Fixed-income securities 3,656,639 3,413,601 5,081,124
Loans and credits 10,644,282 10,337,062 12,911,012
Revenues related to insurance contracts (Note 2-j) 198,312 220,333 241,929
Other revenues 2,280,192 1,558,831 2,131,780

18,103,835 17,203,740 22,711,338
Interest expense:
Bank of Spain 246,066 188,026 441,151
Due to credit institutions 1,923,656 1,780,376 2,182,298
Deposits 3,750,498 4,315,601 6,208,584
Debt securities and subordinated debt 2,442,315 2,020,264 2,379,629
Cost allocable to the recorded pension allowance (Note 2-j) 601,015 554,012 597,211
Other interest 1,152,019 828,617 2,016,982

10,115,569 9,686,896 13,825,855
Fees collected:
Contingent liabilities 247,116 226,988 212,346
Collection and payment services 2,024,054 1,974,861 2,100,042
Securities services 2,136,041 1,899,780 1,852,472
Other transactions 1,369,428 997,250 982,226

5,776,639 5,098,879 5,147,086
Fees paid:
Asset and liability transactions 122,571 220,785 161,691
Fees assigned 770,281 456,258 460,540
Other fees 274,498 251,274 235,571

1,167,350 928,317 857,802
Gains (Losses) on financial transactions (*):
Fixed-income securities 525,098 392,101 (340,647)
Equity securities 474,685 432,008 (150,908)
Exchange differences 282,905 166,194 417,017
Derivatives (330,022) 8,510 430,788

952,666 998,813 356,250

(*) The balance of these captions in the consolidated statements of income includes the net gains (losses) on trading transactions (Notes 2-d, 2-e and 2-l). To properly interpret these amounts,
it must be borne in mind that, in the case of hedging transactions, gains or losses arising from exchange differences and derivatives are symmetrical to those recorded under the “Gains
(Losses) on Financial Transactions - Fixed-Income Securities” and “Gains (Losses) on Financial Transactions - Equity Securities” captions in the foregoing detail.

Thousands of Euros 2004 2003 2002

Personnel expenses 4,135,315 4,049,372 4,521,718
Other administrative expenses 2,599,878 2,428,325 2,800,333
General administrative expenses 6,735,193 6,477,697 7,322,051
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Personnel expenses

The detail of the balances of this caption in the consolidated
statements of income is as follows:

The average number of employees at the Group, by
professional category, was as follows:
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Thousands of Euros 2004 2003 2002

Wages and salaries 3,011,955 2,959,515 3,208,776
Social security costs 551,551 546,541 609,394
Period provision to in-house pension allowances (Note 2-j) 46,585 49,227 91,025
Contributions to external pension funds (Note 2-j) 56,276 47,376 39,029

102,861 96,603 130,054
Other expenses 468,948 446,713 573,494

4,135,315 4,049,372 4,521,718

Number of Employees 2004 2003 2002

The Bank and other Spanish companies:
Top executives (*) 99 117 123
Other line personnel 25,693 26,383 26,230
Clerical staff 7,483 8,379 9,433
General services 78 89 101

33,353 34,968 35,887
Abbey 24,361 - -
Other banks and companies abroad 68,774 68,070 68,291
Other Spanish and foreign nonbanking companies 939 920 982

127,427 103,958 105,160

(*)  Categories of Assistant Deputy Manager and above, including Senior Management.
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Compensation systems based on the delivery of Bank
shares

In recent years, the Bank has put in place compensation
systems linked to the market performance of the Bank’s
shares based on the achievement of certain objectives as
shown below: 
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Stock option plans

Date of Date of

Euros Number Commencement Expiration

Number of Exercise Year Qualifying of of Exercise of Exercise

Shares Price Granted Group People Period Period

Plans in force at January 31, 2002 36,025,123 8.64

Options granted 2,895,000 9.41
Of which:

European branches plan 2,895,000 9.41

Options exercised (4,637,240) 4.15
Of which:

Plan Four (1,558,100) 7.84
Managers Plan 1999 (3,000,700) 2.29
Additional Managers Plan 1999 (78,440) 2.41

Options canceled or not exercised (6,974,580) -
Plans in force at December 31, 2002 27,308,303 9.32

Options granted 1,410,000 6.55
Of which:

European branches plan 1,410,000 6.55

Options exercised (965,087) 2.29
Of which:

Managers Plan 99 (678,325) 2.29
Young Executives Plan (262,250) 2.29
Additional Managers Plan 99 (24,512) 2.41

Options canceled or not exercised (2,013,250) -
Plans in force at December 31, 2003 25,739,966 9.38
Options exercised (1,934,406) (2.83)
Of which:

Plan Four (36,000) 7.84
Managers Plan 99 (1,139,488) 2.29
Additional Managers Plan 99 (55,668) 2.41
Young Executives Plan (563,250) 2.29
European branches plan (140,000) 8.23

Options canceled or not exercised (2,678,810) -
Plans in force at December 31, 2004 21,126,750 9.94
Of which:

Plan Four 228,000 7.84 1998 Managers 5 01/09/03 12/30/05
Investment Bank Plan 4,503,750 10.25 2000 Managers 56 06/16/03 06/15/05
Young Executives Plan 364,000 2.29 2000 Managers 111 07/01/03 06/30/05
Managers Plan 2000 13,341,000 10.55 2000 Managers 970 12/30/03 12/29/05
European branches plan 2,690,000 7.60 (*) 2002 and Managers 27 07/01/05 07/15/05

2003

(*) The average exercise price ranges from EUR 5.65 to EUR 10.15 per share.
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The option plans on shares of the Bank originally granted by
management of Abbey to its employees (on Abbey shares)
are as follows:

Lastly, in 2004 a new long-term incentive plan was designed
(I-06) in the form of stock options tied to the achievement of
two objectives: a revaluation of the Bank’s share price and
growth in earnings per share above a sample of comparable
banks, in both cases. 2,750 executives are covered by this
plan with a total of up to 103,050,000 options on Bank
shares at an exercise price of EUR 9.07. The exercise period is
from January 15, 2008 to January 15, 2009.  This plan will be
submitted for the approval of the next Shareholders’
Meeting.

The difference between the market value of the shares and
the exercise price of the options is recorded as an expense
under the “General Administrative Expenses – Personnel
Expenses” caption in the period from the grant date to the
date of commencement of the exercise period.

Other administrative expenses

The detail of the balances of this caption in the consolidated
statements of income is as follows:
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Plans in Force at December 31, 2004

Average Exercise Price
Date of Date of

Commencement Expiration

Number of Qualifying of Exercise of Exercise

Shares Pounds Euros (*) Group Period Period

Executive options 358,844 4.16 5.90 Managers 03/25/99 04/04/14
Employee options 56,550 5.90 8.37 Employees 09/09/99 09/08/06
Sharesave 17,260,173 3.56 5.05 Employees 04/01/04 10/01/11

17,675,567 3.58 5.08

(*) The euro/pound sterling exchange rate was EUR 1.4183 per pound as of December 31, 2004.

Thousands of Euros 2004 2003 2002

Technology and systems 460,580 454,717 520,893
Communications 240,516 230,345 316,230
Advertising 289,406 211,446 266,002
Buildings, fixtures and office supplies 522,755 511,438 576,879
Taxes other than income tax 119,999 146,782 199,762
Experts’ reports 187,771 178,389 190,202
Per diems and travel expenses 153,858 136,573 146,080
Surveillance and cash courier services 137,944 135,440 162,001
Insurance premiums 27,053 29,786 36,908
Other expenses 459,996 393,409 385,376

2,599,878 2,428,325 2,800,333
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Included in the “Experts’ Reports” balance are the audit fees
paid by the Group companies (see Exhibits I, II and III) to their
respective auditors, the detail being as follows:

Also, in 2004 the various Group companies engaged other
services, the detail being as follows:

1. Services provided by firms in the Deloitte worldwide
organization: EUR 2.8 million (EUR 4.7 million and EUR 5.4
million in 2003 and 2002, respectively).

The services from our auditors meet the independence
requirements stipulated by Law 44/2002 on Financial
System Reform Measures and by the Sarbanes – Oxley Act
of 2002 adopted by the Securities and Exchange
Commission (SEC); accordingly, they do not include the
provision of services which are incompatible with the audit
function.

2. Services provided by other audit firms: EUR 5.6 million
(EUR 4.4 million and EUR 5.7 million in 2003 and 2002,
respectively).

d) Extraordinary income / Extraordinary loss

The net debit balance (EUR 850 million) of these captions in
the consolidated statement of income for the year ended
December 31, 2004, includes the gains or losses on disposal
of property and equipment and long-term investments (net
income of EUR 550 million and net loss of EUR 83 million);
the collection of interest on doubtful and nonperforming
loans earned in prior years (EUR 108 million); monetary
adjustments (Note 2-b); provisions to pension allowances
(Note 2-j); and other net extraordinary losses (EUR 448
million) arising from writedowns at various Group
subsidiaries, the most noteworthy being the expenses of
EUR 155 million incurred in the acquisition of Abbey

(including EUR 5.4 million of nonrecurring fees paid to the
Deloitte worldwide organization for work required under
Spanish and U.K. regulations in the acquisition of Abbey).

The net credit balance (EUR 669 million) of these captions in
the consolidated statement of income for the year ended
December 31, 2003, includes the gains or losses on disposal
of property and equipment and long-term investments (net
income of EUR 696 million and net loss of EUR 93 million);
the collection of interest on doubtful and nonperforming
loans earned in prior years (EUR 92 million); monetary
adjustments (Note 2-b); provisions to pension allowances
(Note 2-j); and other net income of EUR 103 million.

The net debit balance (EUR 339 million) of these captions in
the consolidated statement of income for the year ended
December 31, 2002, includes the gains or losses on disposal
of property and equipment and long-term investments (net
income of EUR 443 million and net loss of EUR 122 million);
the collection of interest on doubtful and nonperforming
loans earned in prior years (EUR 76 million); monetary
adjustments (Note 2-b); provisions to pension allowances
(Note 2-j); and other net losses of EUR 315 million, resulting
mainly from the impact of writedowns of technology and
other companies and of businesses located outside Spain.
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Thousands of Euros 2004 2003 2002

Annual audits performed by firms belonging to the
Deloitte worldwide organization 9.4 8.9 9.1

Other reports required by legal and tax regulations emanating
from different national supervisory agencies in the
countries in which the Group operates and examined by 

firms in the Deloitte worldwide organization 2.6 2.2 2.9
Fees for audits performed by other firms 0.6 0.8 1.1

12.6 11.9 13.1
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26. Statements of changes in financial position

The consolidated statements of changes in financial position
are as follows:
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Thousands of Euros 2004 2003 2002

Source of Funds:
From operations-
Income for the year 3,667,857 3,232,006 2,785,640
Depreciation and amortization expense 1,353,902 3,004,482 2,248,448
Net provisions to allowances for diminution in asset value and to other allowances 3,609,764 2,542,276 3,428,511
Income of companies accounted for by the equity method, net of dividends (540,386) (407,263) (279,898)
Direct writedown of assets 61,189 103,839 132,395
Losses on the sale of treasury stock, equity investments and fixed assets 124,677 115,723 973,395
Gains on the sale of treasury stock, equity investments and fixed assets (698,935) (1,300,209) (2,302,236)

7,578,068 7,290,854 6,986,255
Capital increase with additional paid-in capital 12,540,943 - 1,100,000
Net sale of treasury stock - 34,457 -
Subordinated debt securities issued 9,807,828 500,000 1,195,569
Lending less financing at Bank of Spain and credit institutions - 24,084,458 2,520,369
Loans and credits (*) - - 9,087,650
Fixed-income securities (*) - - 10,022,835
Customer deposits (**) 134,510,125 - -
Bond and debenture 34,860,737 13,025,505 6,698,032
Promissory notes and other securities 10,195,070 4,354,287 -
Preferred share issues 5,372,950 581,145 -
Sale of investments in Group and associated companies 1,999,403 1,761,549 4,884,437
Sale of property and equipment and intangible assets 1,068,325 845,411 1,754,111
Other asset items less liability items 5,679,936 - -
Total funds obtained 223,613,385 52,477,666 44,249,258

Applications of Funds:
Dividends 791,555 739,102 727,782
Subordinated debt securities redeemed 834,788 1,729,140 1,741,332
Lending less financing at Bank of Spain and credit institutions 3,303,008 - -
Net purchase of treasury stock 123,010 - 10,210
Loans and credits (**) 170,113,012 17,806,128 -
Fixed-income securities 18,726,066 11,757,298 -
Short-term equity securities 1,729,533 748,781 262,846
Customer deposits (*) - 8,480,184 13,711,536
Redemption of bonds and debentures 5,489,823 4,227,694 4,939,586
Promissory notes and other securities - - 12,078,435
Purchase of investments in Group and associated companies 14,926,892 2,219,770 3,079,360
Purchase of property and equipment and intangible assets 4,681,231 980,416 985,510
Other minority interests 270,184 557,078 1,285,958
Redemption of preferred shares 2,624,283 1,151,246 890,220
Other asset items less liability items (*) - 2,080,829 4,536,483
Total funds applied 223,613,385 52,477,666 44,249,258

(*) In 2002 these items were significantly affected by the net worth impact arising from the depreciation of certain Latin-American currencies.
(**) In 2004 these items were significantly affected by the acquisition of Abbey.
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27. Subsequent events

Auna
In January 2005 the Group acquired an additional 4.74%
holding in the capital stock of Auna.

Casa de Bolsa Santander Serfin, S.A. de C.V. (Casa de
Bolsa)
In 1997, Casa de Bolsa Santander Serfin, S.A. de C.V. was
sued for an alleged breach of various stock brokerage
contracts. On July 6, 1999, Civil Court number Thirty-one of
the Federal District handed down a judgment ordering Casa
de Bolsa to indemnify the plaintiff for certain shares, cash
and interest.

Casa de Bolsa filed a cassation appeal against the judgment.
On January 20, 2005, the Court handed down a decision,
upholding the judgment in all respects. Casa de Bolsa has
filed an appeal for protection of constitutional rights against
that decision requesting that the judgment be stayed.

Casa de Bolsa Management and their legal advisers consider
that the final resolution of the judgment will not have a
material impact on the company’s financial statements.

Bankia Bank ASA (Bankia)
The Santander Group has reached an agreement to launch a
tender offer for all the shares of the Norwegian bank Bankia.
The Board of Directors of Bankia has recommended that its
shareholders accept the Group’s offer. The offer price is NOK
65.18 per share (EUR 7.90), which values Bankia at
approximately EUR 53 million.

Other matters
Subsequent to year-end, a trial was held in connection with
the proceedings brought before the National Appellate Court
with respect to the compensation paid to Mr. José María
Amusátegui and Mr. Ángel Corcóstegui when they retired
from the Bank, information on which was provided by the
Group in the Management Report for 2003. A decision has
yet to be handed down in this connection.

28. Explanation added for translation to English

These consolidated financial statements are presented on the
basis of accounting principles generally accepted in Spain.
Certain accounting practices applied by the Group that
conform with generaly accepted accounting principles in
Spain may not conform with generally accepted accounting
principles in other countries.
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Exhibit I

Consolidated Companies Composing the Santander Group (2)
Millions of Euros

% of Ownership
by the Bank Capital Net Income

Company Location Direct Indirect Line of business Stock (a) Reserves (a) (Loss) (a) Cost (a)

A.G. Activos y Participaciones, S.A. Spain - 88.54% Securities investment 5 166 5 73
Abbey National Alpha Investments (*) United Kingdom - 100.00% Finance 64 - 1 64
Abbey National American Investments Limited United Kingdom - 100.00% Finance 359 6 11 359
Abbey National Baker Street Investments United Kingdom - 100.00% Finance 175 - - 175
Abbey National Beta Investments Limited United Kingdom - 100.00% Finance 120 41 5 120
Abbey National Computer Services Limited United Kingdom - 100.00% Leasing 21 - - -
Abbey National Financial and Investment Services PLC United Kingdom - 100.00% Fund and portfolio manager 7 16 6 7
Abbey National Financial Investments 4 B.V. Netherlands - 100.00% Finance 355 - - 355
Abbey National International Limited Jersey - 100.00% Banking 212 33 20 212
Abbey National Investments United Kingdom - 100.00% Finance 151 - - 151
Abbey National Jersey International Limited Jersey - 100.00% Finance 262 31 2 262
Abbey National PEP & ISA Managers Limited United Kingdom - 100.00% Fund and portfolio manager 52 10 7 52
Abbey National plc United Kingdom 100.00% - Banking 3,741 2,044 (327) 12,462
Abbey National Property Investments United Kingdom - 100.00% Finance 196 24 9 196
Abbey National Securities Inc. United States - 100.00% Securities company - 30 - -
Abbey National Treasury Investments United Kingdom - 100.00% Finance 687 16 31 687
Abbey National Treasury Services Investments Limited United Kingdom - 100.00% Finance 355 5 11 355
Abbey National Treasury Services plc United Kingdom - 100.00% Banking 3,615 (113) 501 3,342
Abbey National UK Investments United Kingdom - 100.00% Finance 860 282 39 860
Abbey National Unit Trust Managers Limited United Kingdom - 100.00% Fund and portfolio manager 21 23 19 21
Abfin B.V. Netherlands - 100.00% Finance 2 25 3 30
Administradora de Fondos de Pensiones y 
Cesantías Santander, S.A. Colombia - 100.00% Pension fund manager 5 17 7 94
AFP Summa Bansander S.A. Chile - 99.44% Pension fund manager 23 38 14 72
AFP Unión Vida, S.A. Peru - 99.94% Pension fund manager 6 6 15 15
Allfunds Bank, S.A. Spain - 50.00% Banking 27 (2) 5 14
América Latina Tecnología de México, S.A. De C.V. Mexico 99.99% - IT services 52 (3) (8) 40
Andaluza de Inversiones, S.A. Spain - 100.00% Securities investment 30 (3) - 27
B.R.S. Investment S.A. Argentina - 100.00% Finance 31 9 - 237
Banca Serfin, S.A. Mexico - 74.92% Banking 201 600 249 660
Banco Banif, S.A. Spain 100.00% - Banking 39 96 23 84
Banco de Venezuela, S.A., Banco Universal (1) Venezuela 96.78% 1.63% Banking 16 211 147 411
Banco do Estado de Sao Paulo, S.A. Brazil - 98.02% Banking 701 388 484 749
Banco Español de Crédito, S.A. Spain 87.34% 1.31% Banking 1,028 1,439 409 1,689
Banco Madesant - Sociedade Unipessoal, S.A. Portugal - 100.00% Banking 624 606 59 1,148
Banco Río de la Plata S.A. Argentina 20.18% 78.91% Banking 109 86 9 1,386
Banco Santa Cruz, S.A. Bolivia 96.18% 0.15% Banking 31 7 3 13
Banco Santander (Suisse), S.A. Switzerland - 99.96% Banking 19 59 33 15
Banco Santander Bahamas International, Ltd. Bahamas - 100.00% Banking 5 808 1 785
Banco Santander Brasil, S.A. Brazil - 97.62% Banking 345 64 24 498
Banco Santander Colombia, S.A. Colombia - 83.94% Banking 948 149 262 1,399
Banco Santander Chile Chile - 97.64% Banking 62 24 33 441
Banco Santander de Negocios Portugal, S.A. Portugal - 99.79% Banking 26 120 26 29
Banco Santander International United States 94.80% 5.20% Banking 5 102 13 64
Banco Santander Meridional, S.A. Brazil - 96.91% Banking 413 43 (11) 735
Banco Santander Mexicano, S.A. Mexico - 74.92% Banking 296 566 135 521
Banco Santander Puerto Rico Puerto Rico - 88.64% Banking 78 268 56 323
Banco Santander Totta, S.A. Portugal - 99.62% Banking 590 907 49 2,204
Banco Santander, S.A. Uruguay 89.91% 10.09% Banking 29 4 (11) 45
Banco Santander, S.A. Brazil - 99.89% Banking 928 126 475 1,850
Banco Totta de Angola, SARL Angola - 99.78% Banking 7 9 8 19
Banespa, S.A Serviços Técnicos, Administrativos e de 
Corretagem de Seguros Brazil - 98.02% Services 4 (5) 22 26
Banesto Banco de Emisiones, S.A. Spain - 88.65% Banking 30 67 - 86
Banesto Bolsa, S.A., Sdad. Valores y Bolsa Spain - 88.65% Securities company 5 68 6 31
Bansalease, S.A., E.F.C. Spain 100.00% - Leasing 54 12 7 57
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Millions of Euros
% of Ownership 

by the Bank Capital Net Income
Company Location Direct Indirect Line of business Stock (a) Reserves (a) (Loss) (a) Cost (a)

Bansander de Financiaciones, S.A., EFC. Spain - 100.00% Finance 5 26 19 4
Cántabra de Inversiones, S.A. Spain 100.00% - Securities investment 187 56 200 187
Cántabro Catalana de Inversiones, S.A. Spain 100.00% - Securities investment 154 11 (14) 141
Capital Riesgo Global, SCR, S.A. Spain 68.84% 31.16% Venture capital company 29 955 - 884
Carfax Insurance Limited Guernsey - 100.00% Insurance 29 86 110 29
Cartera Mobiliaria, S.A., SIM Spain - 85.00% Securities investment 31 467 33 213
Casa de Bolsa Santander Serfín, S.A. De C.V. Mexico - 74.89% Securities company 31 3 9 30
Cater Allen International Limited United Kingdom - 100.00% Securities company 171 175 27 167
Cater Allen Limited United Kingdom - 100.00% Banking 146 64 7 162
CCB Finance, a.s. Czech Republic - 100.00% Leasing 35 (1) (4) 33
CC-Bank Aktiengesellschaft Germany - 100.00% Banking 30 432 272 474
CC-Leasing GmbH Germany - 100.00% Leasing 1 3 17 4
Comercial Española de Valores, S.A. Spain 69.03% 30.97% Securities investment 8 23 (3) 27
Corpoban, S.A. Spain - 88.65% Securities investment 36 29 3 60
Crefisa, Inc. Puerto Rico 100.00% - Finance - 32 - 18
Dudebasa, S.A. Spain - 88.65% Finance 1 33 7 22
Efectividad en Medios de Pago, S.A. de C.V. Mexico 98.59% 1.41% Finance 22 - - 11
Elcon Finance A.S. Norway - 100.00% Finance 145 24 18 287
Elerco, S.A. Spain - 88.55% Rental - 38 1 35
Factoring Santander Serfín, S.A. De C.V. Mexico - 73.99% Factoring 51 (32) - 6
Fideicomiso GFSSLPT Banca Serfín, S.A. Mexico - 74.91% Finance 21 - - 14
Finconsumo Banca SPA Italy - 100.00% Finance 22 59 28 162
Fomento e Inversiones, S.A. Spain 100.00% - Securities investment 1 3 19 17
Fonlyser, S.A. De C.V. Mexico - 74.91% Finance 32 (5) - 16
Hipotebansa EFC, S.A. Spain 100.00% - Mortgage loans 36 8 12 36
Hispamer Servicios Financieros EFC, S.A. Spain - 100.00% Finance 83 36 46 98
Ingeniería de Software Bancario, S.L. Spain 49.00% 45.21% IT services 61 (10) (6) 24
Inscape Investments Limited United Kingdom - 100.00% Finance 128 (101) 2 27
James Hay Insurance Company Limited Jersey - 100.00% Fund and portfolio manager 21 3 1 21
N&P (B.E.S.) Loans Limited United Kingdom - 100.00% Leasing 154 1 - 138
Oil-Dor, S.A. Spain - 88.54% Finance 60 77 3 108
Orígenes AFJP, S.A. Argentina - 59.20% Pension fund manager 32 13 (13) 173
Patagon Bank, S.A. Spain - 100.00% Banking 39 (9) 2 47
Porterbrook Leasing Company Limited United Kingdom - 100.00% Leasing - 932 (15) 744
Porterbrook Maintenance Limited United Kingdom - 100.00% Maintenance services - 154 7 -
PTF Bank Spólka Akcyjna Poland - 100.00% Banking 12 51 1 60
Riobank International (Uruguay) SAIFE Uruguay - 100.00% Banking 15 5 - 17
Saninv Gestao e Investimentos, S.A. Portugal - 100.00% Finance 100 - (27) 75
Santander Activos Inmobiliarios, S.G.I.I.C., S.A. Spain - 99.09% Fund manager 1 12 13 6
Santander Asset Management, Ltda. Brazil - 97.62% Securities investment 18 (2) 3 16
Santander Asset Management, S.L. Spain 100.00% - Fund and portfolio manager 29 67 25 6
Santander Banespa, Cia. de Arrendamiento Mercantil Brazil - 98.02% Leasing 97 6 13 106
Santander Bank and Trust, Ltd. Bahamas - 100.00% Banking 1 1,324 2 1,166
Santander Benelux, S.A., N.V. Belgium 100.00% - Banking 40 1 1 25
Santander Brasil Arrendamento Mercantil, S.A. Brazil - 97.62% Leasing 11 3 6 10
Santander Brasil Investimentos e Serviços, S.A. Brazil - 100.00% Services 7 13 2 22
Santander Brasil Participaçoes e Emprendimentos, S.A. Brazil - 97.62% Services 53 2 2 70
Santander Brasil S.A.,
Corretora de Cambio e Valores Mobiliarios Brazil - 97.62% Securities company 10 13 2 14
Santander Central Hispano Asset 
Management Bahamas Inc. Bahamas - 100.00% Fund manager - 17 1 -
Santander Central Hispano Bolsa, S.V., S.A. Spain - 100.00% Securities company 25 71 30 104
Santander Companhia Securitizadora de Créditos Financeiros Brazil - 97.62% Collection management 74 (29) 6 56
Santander Consumer Finance, S.A. Spain 63.19% 36.81% Banking 173 1,372 300 1,517
Santander de Leasing, S.A., E.F.C. Spain 70.00% 30.00% Leasing 27 4 1 27
Santander Factoring y Confirming, S.A., E.F.C. Spain 100.00% - Factoring 59 22 15 76
Santander Financial Products, Ltd. Ireland - 100.00% Finance - 149 19 162
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Millions of Euros
% of Ownership

by the Bank Capital Net Income
Company Location Direct Indirect Line of business Stock (a) Reserves (a) (Loss) (a) Cost (a)

Santander Gestao de Activos - Sociedade Gestora de
Fundos de Investimento Mobiliario, S.A. Portugal - 99.79% Fund manager 5 10 8 7

Santander Gestâo de Activos, SGPS, S.A. Portugal - 99.79% Fund manager 4 21 - 7
Santander Gestión de Activos, S.A., S.G.I.I.C. Spain 28.30% 69.43% Fund manager 23 37 8 33
Santander Investment Bank, Ltd. Bahamas - 100.00% Banking 7 50 6 376
Santander Investment Chile, Ltda. Chile - 99.99% Finance 46 66 14 52
Santander Investment Securities, Inc. United States - 100.00% Securities company 213 (153) (9) 295
Santander Investment Services, S.A. Spain 100.00% - Banking 21 129 107 14
Santander Investment, S.A., Corredores de Bolsa Chile - 99.99% Securities company 12 18 3 12
Santander Merchant Bank, Ltd. Bahamas - 100.00% Banking 4 61 4 134
Santander Mexicano S.A. De C.V. Afore Mexico - 74.92% Pension fund manager 30 5 39 2
Santander Overseas Bank, Inc. Puerto Rico - 100.00% Banking 81 252 7 203
Santander Pensiones, S.A.,  E.G.F.P. Spain 21.20% 76.54% Pension fund manager 39 12 7 50
Santander S.A. Agente de Valores Chile - 84.09% Securities company 41 88 27 21
Santander Securities Corporation Puerto Rico - 88.64% Securities company 18 3 7 16
Santander, S.A., Administradora General de Fondos Chile - 83.95% Fund manager 12 30 17 8
Santiago Leasing, S.A. Chile - 84.02% Leasing 27 10 (5) 51
Scottish Mutual PEP and ISA Managers Limited United Kingdom - 100.00% Fund and portfolio manager 43 3 1 43
Sercopyme, S.A. Spain - 88.65% Services 17 2 (1) 17
Serfin International Bank and Trust Cayman Islands - 99.80% Banking 37 (11) 28 24
Sheppards Moneybrokers Limited United Kingdom - 100.00% Advisory services 20 4 - 20
Sinvest Inversiones y Asesorías Limitada Chile - 99.99% Finance 1 33 5 2
Solarlaser Limited United Kingdom - 100.00% Real estate 56 30 3 56
Symbios Capital, B.V. Netherlands - 100.00% Venture capital company 21 - 1 22
Totta & Açores Finance Ireland, Limited Ireland - 99.15% Finance 57 - 2 57
Totta (Ireland), PLC Ireland - 99.80% Finance 286 1 11 285
Totta Crédito Especializado, 
Instituiçao Financeira de Crédito, S.A. (IFIC) Portugal - 99.71% Leasing 35 50 14 42
Totta Urbe - Empresa de Administraçâo e Construçôes, S.A. Portugal - 99.80% Real estate 100 6 - 148
Vista Desarrollo, S.A. SCR Spain 100.00% - Venture capital company 48 31 2 33
W.N.P.H. Gestao e Investimentos Sociedade Unipessoal, S.A. Portugal - 100.00% Securities investment - 31 1 -

(a) Amount per books of each company as of December 31, 2004. The cost per books (net of allowance) is the figure per the books of each holding company on the basis of the Group’s
percentage of ownership, disregarding amortization of consolidation goodwill. The data on companies abroad were translated to euros at the year-end exchange rates.

(*) Data from the latest approved financial statements as of March 31, 2004.
(1) Data expressed on a comparable basis with those for calendar 2004.
(2) The preferred share and security issuer companies are detailed in Exhibit III, together with other relevant information.
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Exhibit II

Nonconsolidable companies in which the Santander Group has holdings of more than 3%
(20% if unlisted)

Millions of Euros
% of Ownership

by the Bank Capital Net Income
Company Location Direct Indirect Line of Business Stock (*) Reserves (*) (Loss) (*)

Abbey National Life plc United Kingdom - 100.00% Insurance 211 299 37
Alcaidesa Holding, S.A. Spain - 44.26% Real estate 13 51 9
Alcaidesa Inmobiliaria, S.A. Spain - 44.26% Real estate 34 29 23
Altavida Santander Seguros de Vida, S.A. Chile - 100.00% Insurance 9 16 12
Antena 3 de Televisión, S.A. (consolidated) (**) Spain 0.51% 9.49% Media 167 291 (207)
Attijariwafa Bank Société Anonyme (**) Morocco - 14.48% Banking 124 387 39
Auna Operadores de Telecomunicaciones, S.A. (consolidated) (**) Spain 12.28% 15.06% Telecommunications 2,198 110 (55)
Bozano, Simonsen Centros Comerciais, S.A. (**) Brazil - 96.90% Shopping mall management 55 31 8
BPI SGPS,S.A. (**) Portugal - 5.29% Banking 760 303 164
Commerzbank, A.G. (consolidated) (**) Germany - 3.38% Banking 1,545 9,866 (2,320)
Compañía Aseguradora Banesto Seguros, S.A. Spain - 88.65% Insurance 19 35 12
Compañía Española de Petróleos, S.A. (consolidated) (**) Spain 12.35% 19.92% Oil refining 268 2,019 612
Consorcio Internacional de Aseguradores de Crédito, S.A. Spain 20.25% - Credit insurance 21 - (1)
Deposoltenegolf, S.A. Spain - 88.65% Sports 1 21 -
Grupo Financiero Galicia, S.A. (consolidated) (**) Argentina - 6.70% Banking 293 158 (58)
Grupo Taper, S.A. (**) Spain 27.77% - Distribution of medical equipment 4 19 1
Inmobiliaria Urbis, S.A. Spain - 45.67% Real estate 152 516 124
Intereuropa Bank, R.T. (consolidated) (**) Hungary - 10.00% Banking 27 17 8
Inversiones Turísticas, S.A. Spain - 88.65% Hospitality 5 27 1
La Unión Resinera Española, S.A. (consolidated) Spain 74.87% 24.11% Chemicals 4 46 -
Laparanza, S.A. (**) Spain 61.59% - Agriculture and livestock 4 22 -
Luresa Inmobiliaria, S.A. Spain - 98.98% Real estate 9 9 -
Modelo Continente SGPS, S.A. (**) Portugal 5.17% 21.30% Food 1,100 (843) 75
Orígenes Seguros de Retiro, S.A. Argentina - 59.20% Insurance 1 27 -
PSA Finance PLC United Kingdom - 50.00% Leasing 57 10 9
San Paolo IMI, S.p.A. (consolidated) (**) Italy - 8.48% Banking 5,144 4,879 972
Santander de Renting, S.A. Spain 100.00% - Renting 6 13 7
Santander Seguros y Reaseguros, Compañía Aseguradora, S.A. Spain 100.00% - Insurance 26 74 24
Santander Seguros, S.A. Brazil - 98.98% Insurance 33 24 12
Scottish Mutual Assurance plc United States - 100.00% Insurance 2,294 (351) 107
Scottish Mutual International plc Ireland - 100.00% Insurance 363 (195) 22
Scottish Mutual Pensions Limited United States - 100.00% Insurance 187 (54) 15
Scottish Provident International Life Assurance Limited Isle of Man - 100.00% Insurance 78 (57) 1
Scottish Provident Limited United States - 100.00% Insurance 2,503 (599) (38)
Seguros Santander Serfin, S.A. De C.V. Mexico - 74.92% Insurance 33 (1) -
Shinsei Bank, Ltd. (consolidated) (***) Japan - 7.40% Banking 3,381 1,590 497
Técnicas Reunidas, S.A. (consolidated) (**) Spain - 38.02% Engineering 6 79 36
Totta Seguros, Companhia de Seguros de Vida, S.A. Portugal - 99.80% Insurance 23 11 7
Transolver Finance EFC, S.A. Spain - 50.00% Leasing 9 14 2
U.C.I., S.A. Spain - 50.00% Mortgage loans 48 52 28
Unión Eléctrica Fenosa, S.A. (consolidated) (**) Spain 8.21% 13.81% Energy operation 914 1,775 373

(*) Amounts per the books of each company generally as of December 31, 2004, unless otherwise stated, since the financial statements have not yet been formally prepared. The data on
companies abroad were translated to euros at the year-end exchange rates.

(**) Data as of December 31, 2003, the date of the latest approved financial statements.
(***)Data as of March 31, 2004, this company’s year end.
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Exhibit III
Consolidated Preferred Share and Security Issuer Companies in
the Santander Group

Millions of Euros
% of Ownership Preferred Net

by the Bank Line of Capital Net Dividend Income
Company Location Direct Indirect Business Stock (*) Reserves (*) Income(*) (*) Balance (*) Cost

Abbey National Capital Trust I United States - (a) Finance - - 66 66 - -
Banesto Holdings, Ltd. Guernsey - 88.65% Finance 57 (112) 6 6 - -
Banesto Preferentes, S.A. Spain - 88.65% Finance 131 - 3 3 - -
BCH Capital, Ltd. Cayman Islands 100.00% - Finance - - 16 16 - -
BCH Eurocapital, Ltd. Cayman Islands 100.00% - Finance - 1 4 4 - -
BSCH Finance, Ltd. Cayman Islands 100.00% - Finance 71 (8) 95 95 - 68
Pinto Totta International Finance, LimitedCayman Islands - 49.90% Finance - - 14 14 - -
Santander Finance Capital, S.A. Spain 100.00% - Finance - - 35 35 - -
Santander Finance Preferred, S.A. Spain 100.00% - Finance - - 14 14 - -
Totta & Açores Financing, Limited Cayman Islands - 99.80% Finance - - 10 10 - -

(*) Amounts per the books of each company as of December 31, 2004, translated to euros (in the case of companies abroad) at the year-end exchange rates.
(a) Company over which effective control is exercised.
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In 2004 the Santander Group’s attributed net income
amounted to EUR 3,135.6 million, up 20.1% on 2003, an all-
time high for the Group and above the earnings target set for
the year as a whole. On a cash basis (i.e. before ordinary
amortization of goodwill), attributed net income was EUR
3,600.7 million.

Earnings per share amounted to EUR 0.6307, up 15.2% on
2003. On a cash basis, earnings per share amounted to EUR
0.7243. The return on equity (ROE) stood at 16.0%, an
increase of 1.5 percentage points with respect to 2003. On a
cash basis, the ROE was 18.3%.

General background
In 2004 the Santander Group operated in a scenario of
expansion of the economies of most countries around the
world, particularly in the USA and in Asia.

In the USA business activity maintained a good rate of
growth.  GDP grew by 4.4% in the year as a whole. This
expansion, together with slight inflationary pressure, led the
Federal Reserve to implement a series of gradual increases in

official interest rates in the second half of the year taking
rates from a minimum of 1% in June to 2.25% at year-end.

At the same time, the main Latin-American economies were
highly dynamic and recorded overall growth of around 5.8%,
which is higher than the rate forecast at the beginning of the
year and was increasingly underpinned by domestic demand.
Accordingly, expectations of inflation increased and interest
rates rose in Mexico, Brazil and Chile in recent months,
although they did not return to the average levels of 2003.
Domestic and foreign strength enabled Latin America to
increase its export ratio and, consequently, to improve its
trade and current account balances.  Latin-American
countries also improved their budget position, as a result of
the growth in tax revenues and the containment of costs.  All
this led to increased exchange rate stability in the main
economies.  Central banks have taken advantage of this
situation to replenish reserves and improve their liquidity and
capital ratios.

GDP in the eurozone grew by 1.7% in 2004, after slowing
slightly in the second half of the year as a result of the

Banco Santander Central Hispano, S.A., and Companies composing the Santander Group

2004 Management Report

Exhibit IV
Notifications of Acquisitions and Sales of Investments in 2004
(Art. 86 of the revised Corporations Law and Art. 53 of Securities Market Law 24/1998)

Investee Date of Notification

Ibermilenium, S.I.C.A.V., S.A. 04/06/04
Zubayda Gestión Diversificada, S.I.C.A.V., S.A. 04/23/04
Majadas Altas Inversiones, S.I.C.A.V., S.A. 04/29/04
Capital Riesgo Global S.C.R., S.A. 12/10/04
Cartera Mobiliaria, S.A., S.I.M. 12/29/04

Translation of a report originally issued in Spanish.  In the event of a discrepancy, the Spanish-language version prevails.
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increase in oil prices and the appreciation of the euro.
Although inflation remained above the 2% target, all the
signs are that this is a temporary upturn; accordingly, the ECB
maintained its official rate at 2%. The euro appreciated
significantly against the U.S. dollar (from US$1.26/EUR  at
2003 year-end to US$ 1.36/EUR  at 2004 year-end) thus
prolonging the trend of the previous two years which arose
as a result of the U.S.’s large foreign trade deficit.

There was an appreciable difference between the growth
rate in Spain (GDP grew by 2.7% in 2004) and the eurozone
as a whole due to the dynamism in consumption and
construction and the investment in capital goods.  Average
inflation was 3.0%.

The U.K. also recorded higher growth than the eurozone
(above 3%) and had inflation under control (a 1.3% increase,
which is below the 2% eurozone target) after the Bank of
England gradually increased interest rates which stood at
4.75% at year-end.  The pound sterling maintained its
exchange rate with the euro in 2004 after the appreciation in
the first half was corrected in the second.

Group business and performance

Against this backdrop, the Santander Group’s activity was
intense in 2004, the key aspects being as follows:

1.  The launch in July of a friendly tender offer to acquire
Abbey National plc, a major financial services group in the
U.K., which was successfully completed in November.

2.  The Group’s financial statements include Abbey as of
December 31, 2004. Accordingly, the inclusion of Abbey
has no impact on 2004 income, although its impact on
the balance sheet aggregates is very significant. To
facilitate comparison of 2004 and 2003 data, the
comments below exclude this effect.

3.  Positive business performance of the Group in 2004.
Eliminating the effect of mortgage loan securitization, the
Group’s total lending increased by 18%. Spain, Santander
Consumer and the main Latin-American countries (in
their respective currencies) grew at rates exceeding 19%.

Customer funds under management (excluding repos)
increased by 12%.  In Spain, total deposits (excluding
repos), mutual funds and pension plans rose by 9%.
Total funds under management in Latin America
increased by 13% (18% excluding the exchange rate
effect).

4.  This growth was obtained with a 1.9 percentage point
improvement in the efficiency ratio (from 49.34% to
47.44%) and the excellent evolution in loan quality.  The
nonperforming loans ratio fell from 1.55% in December
2003 to 1.27% in December 2004 and the coverage ratio
rose from 165% to 208% in the same period.

5.  The increase in net income was boosted by the increase in
revenues and cost control, which generated growth in all
the income statement margins.

6.  The net income figure was not affected by the
extraordinary gains obtained in the year (EUR 831 million)
which were used in the last quarter for early or
extraordinary writedowns: the early amortization of
goodwill in Venezuela and Colombia, early retirements in
Spain and the writeoff of expenses relating to the
acquisition of Abbey.

7.  Noteworthy by business area is that Commercial Banking
Europe obtained attributed net income exceeding EUR
2,000 million after increasing by 20.4% in the year,
thanks to higher revenues (up 9.4%) and contained costs
(up 1.5%).

8.  Latin America as a whole showed growth, in euro terms,
in all its margins, including net operating income. In U.S.
dollars (the reporting currency in the area) revenues
increased by 16.7%, net operating income by 16.5% and
attributed net income by 7.1%.

9.  The Asset Management and Private Banking and Global
Wholesale Banking areas also increased earnings, by
9.9% and 46.8%, respectively.

10. The dividend per share amounted to EUR 0.3332, a 10%
increase on the dividend paid with a charge to 2003
income.

In short, in 2004 the Group focused its strategy on increasing
revenues by leveraging customer business, while maintaining
cost control and improving loan quality. This strategy led to
sharp increases in net income and business volumes and to
important improvements in profitability, efficiency and loan
quality ratios with respect to 2003.

Business areas
Commercial Banking Europe maintained a sound
performance in all its units, which are progressing in their
policy of revenue growth with flat costs.  The area’s gross
operating income increased by 9.4% and general personnel
expenses only rose by 1.5%, which led to a 17.7% increase
in net operating income and 20.4% growth in attributed net
income.  In addition, the efficiency ratio improved by 3.3
percentage points to 42.5%.

1.  In Spain, Santander Central Hispano Commercial Banking
maintained high rates of activity in key businesses
(corporate lending, mortgages, funds and insurance),
which offset the pressure on margins, and achieved
historically high levels of revenues, net operating income
and net income in the last quarter.  The cumulative
increase of 6.1% in revenues, with stable costs, enabled
net operating income and attributed net income to rise
by 12.2% and 12.4%, respectively, compared to 2003.

The Santander Central Hispano Network’s performance in
2004 led it to be named Best Bank in Spain by Global
Finance and Euromoney.

2.  Banesto continued to outperform the banking industry in
Spain with high growth in lending (up 23% excluding the
effect of securitizations), an almost double-digit increase
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in revenues and stable costs. This enabled it to increase
net operating income by 17.8% and attributed net
income by 23.7% before the extraordinary net charge of
EUR 70 million for pensions which, in the distribution by
business area, was assigned to the Financial Management
and Investments area.

Contributory factors to these increases were growth in
key business segments, a high capacity for innovation,
stringent cost control and proper risk management.

3.  Santander Consumer again recorded strong rates of
organic growth in earnings and business activity.
Attributed net income amounted to EUR 359.0 million in
2004, which is a 37.5% increase if the variations in the
scope of consolidation are not taken into account, or
44.9% when the new inclusions in consolidation are
considered (acquisition of the part of the Italian business
not already owned and the inclusion in consolidation of
PTF in Poland, Elcon in Norway and Abfin in the
Netherlands).

4.  In Portugal, against an economic backdrop of slow
growth, the Group recorded rises in margin and fees with
lower personnel and general expenses, which enabled it
to increase efficiency by more than 3 percentage points
and to increase attributed net income from all its business
activities in Portugal by 15.3% with respect to 2003 to
EUR 289.5 million.

In Latin America, which encompasses commercial banking,
asset management and private banking, and global
wholesale banking, the Group’s attributed net income in U.S.
dollars (the reporting currency in the area) was EUR 1,594.5
million, up 7.1% on 2003 (EUR 1,284.8 million, a 2.6%
decrease from 2003). Economic activity in the region
rebounded and GDP grew at a rate of 5.8%, a 20-year high.
This trend was reflected positively in the more commercial
banking activity.

The Santander Group, which was named Best Bank in the
region in 2004 by Euromoney, accentuated its commercial
activity in the year giving rise to strong growth in balances
(25% in lending and 18% in customer funds under
management, before the exchange rate effect in both cases)
and year-on-year increases, in euro terms, in all the income-
statement margins.

Accordingly, basic margin rose by 13.3% in euro terms
(24.5% in U.S. dollars) on 2003, supported by increases of
14.2% in net interest income and 11.5% in fees. These rises
reflect the aforementioned increase in volumes in the region
and the boost given to fee-generating businesses at domestic
and regional level. Mention must be made of a further
increase in fee revenues in the last quarter which reached a
10-quarter high.

The lower gains on financial transactions in 2004, compared
to the 2003 figures which were exceptionally high in the
third quarter, and the higher project and commercial
relaunch costs, put the increase in net operating income at
6.0% in euro terms (16.5% in U.S. dollars). The higher net
writedown figure and the higher minority interests in Mexico

led attributed net income to fall by 2.6% in euro terms
(7.1% in U.S. dollars).

1. Commercial banking in Brazil recorded significant
growth, focusing on lending (up 37% year on year, in
local currency) and mutual funds (up 10% in local
currency).  This enabled net operating income and fees
to rise, thus offsetting the impact of the fall in interest
rates, and the basic margin to increase by 16.3% in
euro terms.

However, attributed income was EUR 684.9 million
(down 2.3%) as a result of the lower gains on financial
transactions and the increase in commercial development
expenses. Attributed net income in dollar terms rose by
7.4% to EUR 850.0 million.

2. In Mexico, net operating income increased by 12.6%
in euros, boosted by strong growth in lending,
especially to individuals and businesses, higher fees
and reductions in personnel and general expenses to
offset lower financial revenues.

The increased credit loss provisions recorded in 2004
(funds were released in 2003) and the higher minority
interests in 2004 contributed to an 18.4% fall in
attributed net income compared to 2003 to EUR 331.7
million (US$ 411.7 million, down 10.3%).

3. In Chile, the recovery in business, especially lending,
and the increase in fees counteracted the impact of
lower interest rates to show year-on-year increases, in
euro terms, in all margins.  This and certain
writedowns at more usual levels took attributed net
income for the year to EUR 271.0 million, 11.3% more
than in 2003 (US$ 336.3 million, up 22.3%).

4. Puerto Rico and Colombia also achieved considerable
increases in net income. As regards Argentina, the
improvement in economic and financial expectations
in 2004 made it advisable to use the allowance
recorded in prior years to cover the shortfalls in
provisions disclosed by the application of Spanish
GAAP to the Argentine subsidiaries. After this
adjustment, the Group’s assets in Argentina were
written down in accordance with Spanish GAAP, and
Argentina’s contribution to attributed net income
became positive in 2004, rather than zero.

In the global areas (Asset Management, Private Banking and
Global Wholesale Banking), action was taken to enhance
their revenue and income generating capacity, either directly
or through the commercial networks. Overall, these areas
contributed EUR 682.2 million to attributed net income, an
increase of 25.1% compared to 2003.  It should be
mentioned that not all the revenues generated by the global
areas are accounted for here, and that a significant portion is
accounted for in the commercial networks. The global areas
enabled further business and fees to be generated in
Commercial Banking in 2004 through the design of new high
value-added products (e.g. the placement of derivatives for
customers or the consolidation of gains) and the boost given
to the insurance business.
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Earnings
Examination of the income statement shows that the Group’s
net interest income amounted to EUR 8,635.7 million in
2004, up 8.5% on 2003, since the falls in interest rates in
certain countries were offset by strong increases in volume
and margin defense policies. There was also an increase in
the dividends collected. All these operating areas increased
their net interest income compared to 2003.

Total fees increased by 10.5% with respect to 2003. By
business area, Commercial Banking Europe increased by
11.0%, Asset Management and Private Banking increased by
7.2% and Commercial Banking America grew by 16.0% in
euro terms (up 26.4% excluding the exchange rate effect).
Noteworthy by product were the increases in fees from
mutual and pension funds (up 22.4%), insurance (up 46.8%)
and means of payment (up 15.4%).  On the other hand, fees
from securities fell.

Net gains on financial transactions amounted to EUR 952.7
million, down 4.6% on 2003.

Gross operating income amounted to EUR 14,197.7 million,
8.1% higher than in 2003.

Total costs (including depreciation and amortization and
other operating income) increased by 3.3%, basically due to
the general expenses in connection with the commercial
relaunch in certain countries and the development of
corporate projects.

In short, growth in revenues of double the rate of growth of
expenses gave rise to a 1.9 percentage point improvement in
the efficiency ratio, which stood at 47.4%; and a 14.4%
increase in net operating income (up 18.8% excluding the
exchange rate effect) to EUR 6,545.2 million.

Total income from investments accounted for by the equity
method (net of dividends) was EUR 540.4 million, up 32.7%
on 2003.  This increase was mainly due to the larger
contributions from The Royal Bank of Scotland, Cepsa,
Attijari WafaBank, Urbis and the insurance companies.

Net provisions to credit loss allowances amounted to EUR
1,647.7 million, up 10.2% on 2003, as a result of the
increased provision to the statistical credit loss allowance,
since the specific provision was lower.

The goodwill early amortization charge was EUR 153.8
million and related basically to Venezuela (EUR 92.6 million)
and Colombia (EUR 57.5 million), compared to the EUR
1,719.2 million written off in 2003, substantially all of which
related to the amortization of the goodwill on the acquisition
of Banespa.

A net extraordinary loss of EUR 850.3 million was recorded in
2004 and included several provisions and writedowns
recorded to continue to improve the soundness of the
balance sheet.  This item also included a gross charge of EUR
810 million relating to employees who took early retirement
in 2004.

Net gains on Group transactions included a portion of the
extraordinary gains obtained in 2003 and 2004 (substantially
all of which related to The Royal Bank of Scotland in 2004,
while in 2003 they related to The Royal Bank of Scotland and
to the sale of 24.9% of Santander Serfin).

The recording in different lines of the gains and the early and
extraordinary writedowns offsetting them make it difficult to
interpret the lower part of the income statement; taking into
account all the extraordinary items, Group transactions, early
amortization of goodwill and taxes relating to early
retirement, the difference between the two years’ figures
was only EUR 27 million.

The net income attributed to the Group on a cash basis, net
of minority interests and preferred shares, amounted to EUR
3,600.7 million, a 14.9% increase on the 2003 figure.

The net income attributed to the Group, net of the ordinary
amortization of goodwill (EUR 465.2 million, down 11.0%
from 2003), increased by 20.1% in 2004 to EUR 3,135.6
million, a figure which exceeded the target set for the year
and marked a new record in the Santander Group for the
second consecutive year.

Balance sheet
At 2004 year-end, the total funds managed by the Santander
Group amounted to EUR 715,393 million, its lending
amounted to EUR 342,177 million and it had customer funds
under management of EUR 538,042 million.  These amounts
include figures relating to Abbey which, as discussed above,
was consolidated for the first time as of December 31, 2004.
However, in order to provide an overview of the Group’s
performance in 2004 on a consistent basis, all the following
comments exclude data relating to Abbey.

The total funds managed by the Group (excluding Abbey)
amounted to EUR 504,705 million as of December 31, 2004,
up 9.6% on 2003.  Exchange rates had a negative impact of
approximately 1.5 percentage points.

The Group’s gross loans and credits (excluding Abbey)
amounted to EUR 204,467 million, up 15.1% on 2003
(excluding the effect of securitization the increase was
17.7%).  Lending to other resident sectors increased by
20.5% in 2004, net of the effect of securitizations.

The main increases in Europe compared to 2003 were in
Spain (19%), Germany (8%), both excluding the effect of
securitizations, and, after the consolidation of PTF, Elcon and
Abfin, in Poland, Norway and the Netherlands.  Latin America
saw growth of 25% in local currency, with significant
increases in all the large countries: 37% in Brazil, 27% in
Mexico, excluding the Fobaproa promissory note and 19% in
Chile.

Customer funds under management, still excluding Abbey,
amounted to EUR 365,605 million at 2004 year-end, up
12.9% on 2003 (14.5% eliminating the exchange rate
effect).
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In Spain, total customer funds under management (excluding
repos) increased by 18.7%. On-balance-sheet funds rose by
22.0%. Off-balance-sheet mutual funds increased by 14.6%
with respect to 2003 and the Group maintained its
leadership position in Spain with a market share in net assets
of more than 27%.  Pension plans increased by 10.9%.

Total on- and off-balance-sheet customer funds under
management in Latin America rose by 13% in euro terms
(18% disregarding the exchange rate effect).  In local
currency, the funds under management performed well in all
the countries.  Deposits (excluding repos) recorded double-
digit growth in all countries, the most noteworthy being
Venezuela (up 71%), Colombia (up 29%) and Brazil (up
25%).  The region-wide increase in mutual funds was 20%
(disregarding the exchange rate effect), with Argentina,
Mexico, Chile and Puerto Rico standing out.  Pension funds
also increased in all the countries, with overall growth of
15% (disregarding the exchange rate effect).

Unamortized goodwill (excluding Abbey) stood at EUR 6,700
million, with a net reduction of EUR 685 million (9.3%)
compared to December 2003.  The reductions were due to
the ordinary amortization of goodwill, the writeoff of the
goodwill relating to the holding in The Royal Bank of
Scotland that was sold and the early amortization of EUR 154
million relating basically to Venezuela and Colombia.

The acquisition of Abbey generated goodwill, calculated in
accordance with IFRSs, of EUR 10,264 million and,
accordingly the Santander Group’s total goodwill at 2004
year-end amounted to EUR 16,964 million.

As part of the acquisition of Abbey, in November the
Santander Group increased capital by 1,485,893,636 shares
for EUR 8.44 each.  This gave rise to an increase in equity of
EUR 12,541 million (EUR 743 million in capital stock and EUR
11,798 million in reserves).

After the inclusion of Abbey in the Group’s financial
statements, the Group’s equity under Bank for International
Settlements (BIS) criteria, including the adjustments made to
its net worth, amounted to EUR 44,360 million, with an
equity cushion over minimum requirements of EUR 17,084
million.  The BIS ratio was 13.0% and Tier I capital was 7.2%.

Risk management
The 2004 Annual Report includes a detailed analysis of the
situation, evolution and management of the Group’s various
types of risk in the year.

Proposed distribution of income
It will be proposed to the Shareholders’ Meeting that a total
gross dividend of EUR 0.3332 per share be distributed with a
charge to 2004 income, as follows: three interim dividends of
EUR 0.0830 per share and one of EUR 0.0842 per share. The
first three were distributed in August and November 2004
and in February 2005, and the fourth will be paid in May
2005. With this fourth dividend, which, if the proposed
distribution of income to be submitted to the Shareholders’
Meeting is approved, will be the final dividend paid out of
2004 income, the total dividend will have increased by 10%
with respect to that paid out of 2003 income.

In the first three interim dividends out of 2004 income, a
total of EUR 1,311 million have been distributed, leaving EUR
526 million to be paid on or after the aforementioned date.

Capital stock and treasury stock
As of December 31, 2004, the Bank’s capital stock amounted
to EUR 3,127.1 million and consisted of 6,254,296,579
shares of EUR 0.50 par value each, held by 2,685,317
shareholders. No single shareholder has an ownership
interest of 10% or more in the Bank’s capital stock.

As of December 31, 2004, the consolidated Group
companies held in their respective portfolios a total of
12,725,159 shares of Santander Central Hispano,
representing 0.20% of its capital stock (0.08% in 2002 and
0.05% in 2003).

In 2004 the consolidated companies acquired 832,076,106
shares of treasury stock, with a par value of EUR 416 million,
for EUR 7,494 million and sold 821,889,184 shares of
treasury stock, with a part value of EUR 411 million, for EUR
7,235 million.

A portion of these variations relates to purchases and sales
made by Pereda Gestión, S.A. as part of the share repurchase
program for subsequent retirement of treasury stock as
announced by the Santander Group on July 26, 2004, during
the launch of the tender offer for Abbey National plc. The
program will be in force until March 31, 2005.

The maximum amount of shares that may be acquired, net of
sales, is EUR 190 million. As of December 31, 2004, Pereda
Gestión, S.A. held 12 million shares, equal to 0.19% of the
Bank’s capital stock.

As of December 31, 2004, a nonconsolidable subsidiary held
0.04% of the capital stock issued by the Bank.

Research and development
Technology is a fundamental part of the development of the
Santander Group’s management model and its competitive
advantages.  The Group continued to strengthen its position
in this area in 2004 by devoting considerable efforts to two
basic aspects: making progress in the projects aimed at
improving the operational and commercial efficiency of the
organization, and creating efficient infrastructure for the
deployment thereof, the most noteworthy infrastructure item
being the entry into operation of the Santander Group
business campus as a fundamental nucleus for central
services.

One of the Group’s main strategic projects is Partenón. The
new technology platform in Spain is meeting its development
and installation deadlines.  A single database has been
successfully implemented for customers, customers’ personal
account services and securities, exchange and international
collection and payment systems services.  The first Santander
Central Hispano branches have been operating with the new
platform since the last quarter of 2004, thus initiating the
process of migrating all the branch network and Banif, which
will be completed in 2005.  In 2004 the required steps were
taken to extend Partenón to other subsidiaries such as
Patagon and Hispamer, and a study was initiated with a view
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to its implementation at Abbey as a basic tool to obtain a
considerable improvement in efficiency.

In Latin America the Group made progress on the
development and implementation of Altair, the common
technology platform for the region, and has made greater
use of the new technology management model in the area.
The implementation of the Altair platform at Banespa in
Brazil was completed with the entry into service of the last
basic module (Assets) and of the operating modules for
payment means, mutual funds and cash management.

In the infrastructure area, the Altec-Mexico Center was
launched at Querétaro after the human, processing and
communications resources of the country serving the banks
in Colombia, Puerto Rico and Mexico were relocated.  This
completed Altec’s structure in the region, which is based on
two specialist centers, Altec-Chile and Altec-Mexico, both of
which are wholly-owned Santander Group subsidiaries.
Altec-Chile’s purpose is to centralize the systems design,
development and maintenance of the IT platform common to
the Group’s banks, so that processing functions are
concentrated at Altec-Mexico.  The high operational levels of
the two centers were evidenced by the qualification
certificates obtained in 2004: Altec-Mexico obtained the
highest certification (level 5) from ICREA (International
Computer Room Experts Association); Altec-Chile, which is
responsible for the unified maintenance of Altair, obtained
CMM (Capacity Maturity Model) level 5, and was thus the
first Chilean company and one of the first ten in Latin
America to attain this level.

At overall level, progress was made on other projects that
provide basic support for management, control and business
generation systems (such as BIS II, i-06 and Santander Global
Connect) and new initiatives were implemented as part of
the Corporate Technology and Systems Project to improve
management, to efficiently exchange information and
experiences, and to strengthen corporate culture.
Noteworthy among these latter initiatives are a new senior
executive management reporting system through the
corporate intranet which is currently operational in 15
countries; progress on a new worldwide corporate intranet
and the option to vote and/or to vote by proxy electronically
over the Internet at Shareholders’ Meetings, which is already
operational and was used by our shareholders at the two
Shareholders’ Meetings that were held in 2004.

The Santander Group business campus was the Group’s other
great technological milestone in 2004.  The design,
construction and technological equipment of this facility have
enabled the nucleus of the Group’s central services
transferred there to have a flexible working environment
supported by cutting edge technology services, which is
intensive in its use of shared information and highly available
for use.

More than 6,500 work stations with TFT 17’’ screens have
been made available, with an IP-telephony based voice
communication structure for all of them, and 400 computers
operated in remote from a technical room for the capital
markets and stock exchange broker-dealers trading desks.

New technological infrastructure was also made available:
two new Data Processing Centers (DPCs) were constructed
and reinstalled in the business campus to replace the previous
models. The new DPCs were fully operational by mid-
December 2004 and serve the Santander Central Hispano
Network’s computer systems (more than 2,600 branches,
over 17,000 terminals and around 4,400 ATMs).  The DPCs
were designed and built to obtain greater availability and
security of the data and the computer software that handle
them, eliminating single breakdown points.

The transfer of computer equipment to the new DPCs
enabled various equipment consolidation projects to be
undertaken and the number of servers to be reduced by
15%.

All these developments in 2004 took the total amount of IT
and technology expenses and investments to around EUR
1,100 million (including the expenses incurred in the business
campus).

The analysis of the technology and systems expenses and
other nonpersonnel expenses (communications, advertising,
office equipment, etc.) led the Group in 2004 to create a new
area, the Global Purchasing Area, to take advantage of the
Group’s scale to optimize the level of expenses incurred in
this connection.

This area is supported by the massive use of new e-sourcing
(or electronic auction) tools for the global management of
purchasing categories at the Parent Bank and the Latin-
American subsidiaries.  The objective is to channel a
significant increasing volume of the Group’s purchases
through these tools with the consequent cost savings.  In
2004 the area used electronic auctions to make purchases
worth more than EUR 300 million through 270 transactions,
representing 16% of the total possible purchases through
auctions. The average cost saving was 16%.

Another area where the Santander Group has redoubled its
efforts in 2004 was the Training and Development of Human
Resources as a strategic tool for value creation in
relationships with shareholders, customers and society as a
whole.  Accordingly, in 2004 the Group’s training efforts
covered 85% of employees, with 3,800,000 training hours
and a direct expenditure of 1% of payroll expenses.

The Group’s training and development activities can be
divided into three basic areas: institutional programs, actions
aimed at supporting the business units’ plans and challenges
and the development of high growth potential professionals.

Most noteworthy among the institutional training programs
were those aimed at developing executives through alliances
with prestigious business schools; plans supporting the
implementation of new operating and business processes,
the highlight being Partenón (18,000 employees took part
and received 210,000 hours of class and on-line training); or
corporate training strengthening and specializing in anti-
money laundering (54,000 Santander Group employees took
part).
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Another area of activity were the steps taken to support the
various Divisions’ business plans and challenges.  Mention
must be made of the following projects: the continuation of
the Advanced Investment Advisory Training Plan aimed at
giving the Santander Central Hispano Network and Banif’s
commercial teams access, at different levels, as a
differentiating quality factor, to the European Financial
Advisor certification awarded by the European Financial
Planning Association (EFPA); the Treasury Products Training
Plan (also certified by the EFPA) aimed at the Santander
Network’s Business and Private Banking professionals; the
launch of several versions of the II Master’s for Financial
Agents, which is the first university degree for this profession
and enables talent in this activity to be tapped in addition to
strengthening the current agent network.  These projects are
additional to the training programs associated with the
campaigns for the new projects and services launched by the
Group’s banks.

The third pillar of activity was the actions undertaken to
identify, develop and manage individually high growth
potential professionals in the Group.  Consequently, in 2004,
955 individuals took part in processes aimed at identifying
high growth potential professionals and more than 500
Group employees are participating in Individual Development
Plans and received a total of 23,493 hours of training.

Many of the above-mentioned actions are supported by on-
line training as a basic and flexible tool. An indication of the
strength and quality of this practice at the Group is the level
of use of and external recognition achieved by FormaVía, our
on-line training campus. More than 200,000 hours of
training were imparted through this channel in Spain; and
the “Expansion and Employment for Innovation in Human
Resources” Prize was awarded by the financial newspaper
“Expansión y Empleo a la Innovación en Recursos Humanos”.

Lastly, noteworthy in 2004 was the fact that the foundations
were laid for the new Corporate Training and Development
Center which is operating in Ciudad Grupo Santander in
Boadilla del Monte (Madrid).  Its basic objectives are to
convey the Group’s vision, targets and corporate values; to
enhance the leadership of Santander’s managers and to
support the achievement of business targets.

This center, which is equipped with modern audiovisual and
technical resources, will also have the necessary infrastructure
to facilitate participation, teamwork and learning by
cooperation of the Group’s professionals and its organization
will focus on three key organizational features: the
Management Development Center, the Center for
Integration of New Professionals and the Functional Schools.

Significant events subsequent to year-end
The significant events of the Santander Group worth noting
since January 1, 2005, through the date of preparation of the
consolidated financial statements are as follows:

1. The disposal of the Group’s holding in the common capital
stock of Royal Bank of Scotland Group, plc (approximately
2.57%), at a gain of approximately EUR 717 million.

2. The acquisition of a 4.74% holding in Auna Operadores
de Telecomunicaciones, S.A. thereby increasing the
Group’s investment in this company to 32.08%.

3. The Santander Group has reached an agreement to launch
a tender offer for all the shares of the Norwegian bank
Bankia. The Board of Directors of Bankia has
recommended that its shareholders accept the Group’s
offer. The offer price is NOK 65.18 per share (EUR 7.90),
which values Bankia at approximately EUR 53 million.

Subsequent to year-end, a trial was held in connection with
the proceedings brought before the National Appellate Court
with respect to the compensation paid to Mr. José María
Amusátegui and Mr. Ángel Corcóstegui when they retired
from the Bank, of which the Group informed in the
Management Report for 2003. No decision has yet been
handed down in this connection.

Outlook
The outlook for 2005 points to a sound increase in business
activity which will continue to rely on the dynamism of the
United States and the emerging economies in Asia.  World
growth will not be as high as in 2004, the highest in a
generation, due to high oil prices, interest rate hikes and a
less expansive fiscal policy. The United States will foreseeably
record growth close to its potential of around 3.5%.  Latin
America will continue to take advantage of the positive
environment of global expansion and favorable financial
conditions which add to its strong fundamentals and the
increasing credibility of its economic policies.  Growth of
more than 4% is expected.

The signs of an improved outlook in the eurozone have not
yet taken shape.  Domestic demand continues to be
lackluster.  The appreciation of the euro may dampen
external demand, the main driver for growth in 2004, and
delay investment and employment decisions.  GDP is
expected to grow by 1.6%. The outlook for inflation is
positive since it will foreseeably decline to around 1.7% from
spring onwards, making it possible to maintain official rates
at 2% until well into the second half of 2005.
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The growth rate in Spain will remain similar to this year at
around 2.6%.  The growth in consumption and residential
investment may slow but investments in capital goods and an
improved trend in external demand may offset the impact on
GDP.  From spring onwards inflation is expected to remain
stable at slightly under 3%.

Lastly, growth in the United Kingdom will fall slightly
although it will still be higher than the eurozone rate (up
2.6%).  A weaker external demand and limited domestic
demand due to high interest rates will be the reasons for this
trend.  Inflation will foreseeably remain under control below
its central target of 2%.

Against this backdrop, the Santander Group’s management
policies for 2005 will focus on improving recurring revenues
and operating efficiency, recovering our target capital ratios,
maintaining high quality risk and improving our service
quality, all of which is underpinned by more efficient
technology.

Two actions involving the two largest units in the Group will
have a considerable effect on management next year.  On the
one hand, the commercial relaunch of Abbey and its
integration in the Group’s operations.  On the other hand,
the completion of the implementation of the Partenón
Project in the Santander Central Hispano Network and its
continued deployment at other units.

At Abbey, the new management team will implement a set
of short-term measures together with other medium and
long-term plans to place the bank at the heart of the British
market and to boost and strengthen the franchise’s value.
The priorities for 2005 will focus on cutting costs, stabilizing
recurring revenues, boosting sales and service at branches,
simplifying the product offering, and improving the
assignment of responsibilities and the follow-up and control
of management.

2005 will be the year of the wide scale implementation of
Partenón in the commercial network of Santander Central
Hispano.  The branches will have to fulfill their targets while
receiving training and adapting to the new technological
platform.  The Partenón platform represents a structural
advantage in customer management, which will make it
possible to develop new strategies and products targeted at
specific segments and, in short, will contribute to increasing
the commercial effectiveness of the network and to reducing
costs.

Together with these actions, 2005 will continue to be marked
by the guidelines and objectives set for the various
operational areas in the Master Plan for 2004-2006, the I-06
Plan.  For this purpose, the progress of the various projects
composing the Plan was reviewed, based on their level of
completion and the decision was taken to continue with
some projects, to redesign and consolidate others and to
launch several new projects following the identification of
new business opportunities or areas for improvement.

By geographical area, the Group will endeavor to take
advantage of the high commercial speed achieved by the
commercial networks in Spain in order to continue to
increase their contribution to the Group in a more favorable
rate scenario than in previous years.  Two management
priorities will be the diversification of growth and the active
management of spreads, in addition to the strategy of
increasing the networks’ distribution capacity (new points of
sale, franchises, collaborating agents…).

The rest of the eurozone will also benefit from this more
favorable rate scenario. In Portugal, business will foreseeably
increase on the back of an economy which will grow slightly
above the eurozone average, unlike the two previous years.
Santander Consumer will rely on the organic growth
potential of the consumer finance business and on the
consolidation of the new entities acquired in Poland, Norway
and the Netherlands.

In Latin America the Group will continue to boost recurring
customer business in a high growth environment which is
favorable for banking. Strong business growth with higher
margins, higher fees from customer business and lower
growth in expenses following the large expansion in 2004
will be the key business drivers.

The global businesses (asset management, private banking,
wholesale banking and the treasury area) will continue to
increase their contribution to the Group either directly or
indirectly through the business and the fees generated for
the commercial networks.  In this connection, cooperation
between these areas and the networks will be strengthened
to develop high value-added products for customers which,
like Santander Global Connect in 2004, will become new
income generation sources.

These actions and strategies offer the Group a sound starting
point for optimistically facing 2005.
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Banco Santander Central Hispano, S.A. Balance Sheet as of December 31, 2004
Before allocation of income

Assets Euros

1.    Cash on hand and on deposit at central banks 1,771,070,757
1.1. Cash on hand 351,509,190
1.2. Bank of Spain 1,350,979,577
1.3. Other central banks 68,581,990

2.    Government debt securities 11,295,328,680

3.    Due from credit entities 31,724,415,832
3.1. Demand deposits 290,206,879
3.2. Other 31,434,208,953

4.    Loans and discounts 87,487,787,137
Pro - memoria: Central counterparty entities 2,565,909,712

5.    Debentures and other fixed-income securities 13,661,405,832
5.1. Government securities 777,441,317
5.2. Other fixed-income securities 12,883,964,515

Pro - memoria: Own securities 15,310,136

6.    Common stocks and other equiy securities 3,367,946,043

7.    Holdings in non-group companies 1,298,043,826
7.1. In credit entities 1,112,743
7.2. Other 1,296,931,083

8.    Holdings in group companies 33,898,082,038
8.1. In credit entities 16,400,133,428
8.2. Other 17,497,948,610

9.    Intangible assets 104,656,810
9.1. Incorporation and start-up expenses -
9.2. Other deferred charges 104,656,810

10.    Property and equipment 1,232,365,281
10.1. Land and buildings for own use 966,888,289
10.2. Other property 49,852,944
10.3. Furniture, fixtures and other 215,624,048

11.    Capital stock subscribed but not paid –
11.1. Unpaid capital calls –
11.2. Other –

12.    Treasury stock –
Pro - memoria: Par value –

13.    Other assets 12,041,957,625

14.    Accrual accounts 5,324,289,564

15.    Loss for the year –

Total assets 203,207,349,425

Memorandum accounts
1.    Contingent liabilities 43,444,276,584

1.1. Rediscounts, endorsements and acceptances -
1.2. Assets assigned to sundry obligations 3,313
1.3. Guarantees and other sureties 41,664,541,472
1.4. Other contingent liabilities 1,779,731,799

Approved
The Chairman
Emilio Botín
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Restated Pursuant to the Applicable Laws

Liabilities and equity Euros

1.   Due to credit entities 36,182,295,682
1.1. Demand deposits 552,466,726
1.2. Time or notification deposits 35,629,828,956

2.   Customer funds 82,804,580,142
2.1. Savings deposits 67,245,493,072

2.1.1. Demand 32,096,219,871
2.1.2. Time 35,149,273,201

2.2. Other deposits 15,559,087,070
2.2.1. Demand -
2.2.2. Time 15,559,087,070
Pro - memoria: central counterparty entities 99,999,861

3.    Marketable debt securities 18,668,056,455
3.1. Bonds & debentures outstanding 16,858,353,452
3.2. Promissory notes & other securities 1,809,703,003

4.    Other liabilities 8,386,589,402

5.    Accrual accounts 5,232,035,812

6.    Provisions for contingencies & expenses 6,849,837,898

6.1. Pension allowance 6,035,142,835
6.2. Provision for taxes –
6.3. Other provisions 814,695,063

6 bis.  General Banking Risk Allowance –

7.    Income for the year 1,837,424,333

8.    Subordinated debt 14,142,545,013

9.    Capital stock 3,127,148,290

10.  Paid-in surpluss 20,370,127,731

11.  Reserves 5,564,041,529

12.  Revaluation reserves 42,667,138

13.  Prior years' income –

Total liabilities and equity 203,207,349,425

2.    Commitments 42,718,938,897

2.1. Securities sold under repurchase agreement –
2.2. Undrawn balances by third parties 39,203,975,815
2.3. Other commitments 3,514,963,082

Total memorandum accounts 86,163,215,481

Second Vice Chairman and CEO The General Controller
Alfredo Sáenz José Tejón
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Banco Santander Central Hispano, S.A. Income Statement as of December 31, 2004
Banco Santander Central Hispano, S.A. Income Statement

Euros

1.   Interest and similar revenues 5,404,707,623
Of which: fixed-income securities portfolio 998,304,154

2.   Interest and similar expenses 4,161,238,291

3.   Income from equity securities 1,594,299,191
3.1.   Common stocks and other equity securities 115,389,094
3.2.   Holdings in non-Group companies 56,539,016
3.3.   Holdings in Group companies 1,422,371,081

A)  Net interest income 2,837,768,523

4.   Fees collected 1,755,742,019

5.   Fees paid 208,687,274

6.   Earnings from financial transactions 690,285,473

B)  Gross operating income 5,075,108,741

7.   Other operating income 16,618,539

8.   General operating expenses 2,178,282,019
8.1.   Personnel expenses 1,447,807,213

Of which:
Wages and salaries 1,017,353,559
Employee welfare expenses 261,871,539
Of which: Pensions 42,373,900

8.2.  Other administrative expenses 730,474,806

9.    Depreciation and amortization of property and equipment and Tangible assets 230,092,180

10.   Other operating expenses 132,479,425

C)  Net operating income 2,550,873,656

11.   Writeoffs and provisions for credit loss (net) 689,294,220

12.   Writedown of investment securities (net) 81,697,903

13.   Provision for general banking risk allowance –

14.   Extraordinary income 784,049,065

15.   Extraordinary losses 889,881,912

D)  Income before taxes 1,837,444,492

16.   Income tax (5,985,247)

17.   Other taxes 5,965,088

E)  Net income for the year 1,837,424,333
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Proposed Distribution of Income Euros

Income for the year 1,837,444,492

Less:
Provision for corporate income tax 20,159

Net income 1,837,424,333

Distribution

Legal reserves – 

Voluntary reserves 151,056

Dividend 1,837,273,277
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Banco Santander Central Hispano, S.A. Balance Sheet as of December 31, 2004
After allocation of income 

Assets Euros

1.    Cash on hand and on deposit at central banks 1,771,070,757
1.1. Cash on hand 351,509,190
1.2. Bank of Spain 1,350,979,577
1.3. Other central banks 68,581,990

2.    Government debt securities 11,295,328,680

3.    Due from credit entities 31,724,415,832
3.1. Demand deposits 290,206,879
3.2. Other 31,434,208,953

4.    Loans and discounts 87,487,787,137
Pro - memoria: Central counterparty entities 2,565,909,712

5.    Debentures and other fixed-income securities 13,661,405,832
5.1. Government securities 777,441,317
5.2. Other fixed-income securities 12,883,964,515

Pro - memoria: Own securities 15,310,136

6.    Common stocks and other equiy securities 3,367,946,043

7.    Holdings in non-group companies 1,298,043,826
7.1. In credit entities 1,112,743
7.2. Otras participaciones 1,296,931,083

8.    Holdings in group companies 33,898,082,038
8.1. In credit entities 16,400,133,428
8.2. Other 17,497,948,610

9.    Intangible assets 104,656,810
9.1. Incorporation and start-up expenses –
9.2. Other deferred charges 104,656,810

10.    Property and equipment 1,232,365,281
10.1. Land and buildings for own use 966,888,289
10.2. Other property 49,852,944
10.3. Furniture, installations and other 215,624,048

11.    Capital stock subscribed but not paid –
11.1. Unpaid capital calls –
11.2. Other –

12.    Treasury stock –
Pro - memoria: Par value –

13.    Other assets 10,731,296,119

14.    Accrual accounts 5,324,289,564

15.    Loss for the year –

Total assets 201,896,687,921

Memorandum accounts
1.    Contingent liabilities 43,444,276,584

1.1. Rediscounts, endorsements and acceptances –
1.2. Assets assigned to sundry obligations 3,313
1.3. Guarantees and other sureties 41,664,541,472
1.4. Other contingent liabilities 1,779,731,799

Approved
The Chairman
Emilio Botín
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Restated Pursuant to the Applicable Laws

Liabilities and equity Euros

1.   Due to credit entities 36,182,295,682
1.1. Demand deposits 552,466,726
1.2. Time or notification deposits 35,629,828,956

2.   Customer funds 82,804,580,142
2.1. Savings deposits 67,245,493,072

2.1.1. Demand 32,096,219,871
2.1.2. Time 35,149,273,201

2.2. Other deposits 15,559,087,070
2.2.1. Demand –
2.2.2. Time 15,559,087,070
Pro - memoria: central counterparty entities 99,999,861

3.    Marketable debt securities 18,668,056,455
3.1. Bonds & debentures outstanding 16,858,353,452
3.2. Promissory notes & other securities 1,809,703,003

4.    Other liabilities 8,913,201,174

5.    Accrual accounts 5,232,035,812

6.    Provisions for contingencies & expenses 6,849,837,898

6.1. Pension allowance 6,035,142,835
6.2. Provision for taxes –
6.3. Other provisions 814,695,063

6 bis.  General Banking Risk Allowance –

7.    Income for the year –

8.    Subordinated debt 14,142,545,013

9.    Capital stock 3,127,148,290

10.    Paid-in surplus 20,370,127,731

11.    Reserves 5,564,192,585

12.    Revaluation reserves 42,667,138

13.    Prior years' income –

Total liabilities and equity 201,896,687,921

2.     Commitments 42,718,938,897

2.1. Securities sold under repurchase agreement –
2.2. Undrawn balances by third parties 39,203,975,815
2.3. Other commitments 3,514,963,082

Total memorandum accounts 86,163,215,481

Second Vice-Chairman and CEO The General Controller
Alfredo Sáenz José Tejón
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1. Compliance 

The guiding principle of the Grupo Santander activity is
the defence of its integrity and reputation and strict
compliance with all standards and regulations on the
basis of ethical standards in the markets where it
operates. Putting this commitment into practice
requires a strong corporate culture at all levels, as well
as the establishment and constant updating of a series
of policies, procedures, codes of conduct and internal
controls.

The Group has defined Compliance as the senior-
management delegated function responsible for
aligning the organizational structure with the
regulatory framework. This entails converting laws,
regulations and ethical standards into operational
procedures and specific training activities, minimizing
the probability of irregularities, ensuring that any are
always identified, reported and immediately corrected,
and providing evidence to the regulators that the
institution's organization, procedures and means are
consistent with its activity and are constantly updated.

Progress continued to be made in 2004 to establish a
solid common base throughout Grupo Santander. A
uniform Code of Conduct in the Securities Markets
was established (although adapted to local
requirements) in all Latin American countries where the
Group operates, and a local control structure that
replicates that established at the central level. In Spain,
the number of people subject to the General Code of
Conduct was increased. At the same time, training
programmes were launched for people subject to the
Code which came into force in 2003. The Compliance
Committee held three meetings during 2004, and the
senior management of Compliance participated on
many occasions in the meetings of the Audit and
Compliance Committee and made a presentation to
the Executive Committee.

The Committee of New Products, which has been
operating in the Group since 1999, held 11 meetings
during 2004 at which it reviewed 70 products or
families of products. The Manual of Procedures of
Grupo Santander for the marketing of credit products,
available on the Group's website and that of the
National Securities Market Commission (CNMV), was
approved by the CNMV on March 2, 2004. The Office
of the Manual examined 35 additional products to
those presented to the committee.

Lastly, the Management of Compliance's
responsibilities include ensuring that information
disseminated in the markets by the Group is done so in
accordance with the requirements of national and
international supervisory bodies. The Group must also
comply with all the legal requirements on transparent
information recently established in Spain, whose
maximum instrument is the Annual Report on
Corporate Governance already mentioned in another
section of this Annual Report (pages 46 to 72).

2. Prevention of money-laundering

Policies and procedures

The website (www.gruposantander.com) sets out the
Group's policies and procedures for the prevention of
money-laundering.

Key issues

Grupo Santander, in line with its traditional approach
towards prevention of money-laundering and
prevention of the financing of terrorism, has drawn up
policies and procedures at the global level and it
applies them in all its units and subsidiaries around the
world.
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During 2004, fully in line with the guidelines and
mandates of the Financial Action Task Force (FATF), the
Basle Banking Supervision Committee, the Second EU
Directive on Money-Laundering and the US Patriot Act,
we constantly reviewed and updated the policies, rules,
systems and procedures in order to continue to
respond efficiently to the commitment of full solidarity
and maximum cooperation with the authorities to
prevent money-laundering and the financing of
terrorism.

The strategic objective of Grupo Santander in 2005 is
to ensure that its procedures to prevent 
money-laundering and the financing of terrorism are
consistent throughout its worldwide operations and
achieve greater effectiveness in its work and
cooperation with supervisory bodies and with other
banks so that criminals and terrorists cannot expand
their networks by using financial institutions.

Activities in 2004

• Spain

Particular attention was paid to getting to know
customers better, above all in the large retail banking
networks where it is more difficult to obtain an
appropiate level of information on new clients. With
this in mind, we developed and implemented
applications to control documentation in the opening
of accounts and in business relations to ensure we
always obtain the right documents and meet the
requirements of identification. At the same time, we
also developed and implemented applications to
guarantee the registry, verification and control of
customers' professional and business activity, as the
most important aspect of attaining material
knowledge.

As regards analysis of credit risk operations, we
strengthened the centralised control procedures, and
developed a large number of applications which under
the wing of the Central Department for the Prevention
of Money-Laundering completed and validated the
results of the control that it delegates in the different
branches and business areas. Particularly noteworthy
was the incorporation to what will be the unified IT
platform for the main branch networks in Spain of a
strong centralised control application, which covers all
the accounts and operations of customers and defines
their profiles on the basis of certain risk factors. This
generates warnings on the basis of changes in profile,
changes in the form of operating, etc.

• Units abroad

On the spot reviews, part of the annual plans, were
carried out in all money-laundering prevention
departments abroad in order to verify their functioning
and adjustment to the Group's policies. Measures were
also established and new procedures implemented that
enable us to continue to be one of the reference
entities in the Group's respective countries in
prevention of money-laundering.

These reviews enable the Central Department for the
Prevention of Money-Laundering of Grupo Santander
to implement a programme to verify and ensure that
its policies are fulfilled and applied in the following
areas: (i) legal and internal regulations; (ii) internal
organisation; (iii) knowledge of the customer; (iv)
analysis and control of risk operations; (v)
communicating to the authorities suspicious
operations; (vi) training and (vii) compliance with the
recommendations of the internal and external auditor.

Special attention was paid to the subsidiaries abroad,
where we were able to verify the high level of
implementation of our culture against money-
laundering.

• Private Banking and subsidiaries in Spain

On-the-spot review programmes were also conducted
in all these units to verify and ensure compliance with
the policies, as well as the suitability of the control
systems and analysis of operations.

The work programmes in the private banking units
were adapted to the specific rules for this business
area, which is much more demanding than that for
retail banking units.

The focus, over and above meeting all the general
aspects of our policies, was much more on verifying
the strict fulfilment of the special customer knowledge
programmes, categorising them by risk level, constant
updating of customer records, as well as a demanding
and effective programme to monitor, control and
analyse operations.

All the Group's subsidiaries in Spain, which fall within
the scope of Law 19/1003 (securities and brokerage
houses, fund management entities, asset
management, finance companies, insurance firms,
issuers of cards, real estate) were reviewed with similar
scope to the units abroad, verifying the proper
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functioning of the money- laundering prevention
system. All of them passed the tests and reviews. 

Under the framework of the activities developed by the
Wolfsberg Group, of which Santander Central Hispano
is a founding member, we participated in its projects,
particularly the one to establish an international
registry of banks and the forum where 34 banks, as
well as regulators and supervisors from various
countries, exchanged views.
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Main indicators of activity 

Number Number of files Operations Number of 

Subsidiaries of operations investigated by communicated to employees

reviewed analysed MLPUs* the authorities trained

Spain 23 7,783,373 1,148 143 14,328

Abroad 35 12,822,736 10,866 2,651 39,324

International Private Banking 8 31,187 1,270 29 470

(*) Money-Laundering Prevention Units.
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3. Summary 2004

January

• Sixth convention of executives of the Group,
attended by 1,000 people from all over the world.
The launch of five corporate projects was announced
in this meeting: customer banking, executive
resources, risks, technology and systems and group
indentity.

February

• Public offering of shares of the partners of Japan's
Shinsei Bank, under which Grupo Santander reduced
its stake from 11.4% to 7.7% and generated EUR 118
million of capital gains.

• Santander Consumer agrees to acquire PTF, Poland's
leading auto finance company, for EUR 33 million.

March

• The Group's efforts in corporate governance are
reflected in the report of Deminor Rating, the leading
independent rating agency for corporate governance.
Deminor assigned the Bank 8 out of 10.

• Santander Consumer reaches agreement with DnB
NOR to acquire ELCON Finans AS, Norway's leading
auto finance company, for EUR 400 million. An
agreement with Société Genérale was then reached
to transfer to it EUR 160 million of leasing and
factoring businesses. Grupo Santander was left with
the auto finance business of ELCON at a cost of EUR
240 million.

April

• Mr. José Manuel Arburúa Aspiunza leaves the Board
and the Mutua Madrileña Automovilista, which holds
1.2% of the capital, is appointed as a non-executive
(proprietary) director, represented by Mr. Luis
Rodríguez Durón.

• Agreement with other shareholders of Italy's
Sanpaolo IMI to establish a pact which represents
27.8% of its capital. Appointment at its
Shareholders' Meeting of representatives of Grupo
Santander to its Board.

• The magazine Global Finance chooses Grupo
Santander as the best bank in Latin America for the
second year running.

May

• Death of Mr. Antonio de Sommer Champalimaud, a
director. The vacancy left was not filled

• The Chairman sent, for the second year running, a
letter to all shareholders inviting them to make
suggestions or ask questions at the June 19
Shareholders' Meeting. A total of 938 responses
were received.

June

• The Shareholders' Meeting was held and significant
corporate governance agreements adopted. 

• Grupo Santander's website was recognised as the
best among Spain's banks, in the awarding of the
sixth “Los favoritos de Expansión.com” prize. 

• Thomson Excel ranked Grupo Santander the best in
equities research for Spain and Portugal in 2004.

• Sale of 0.46% of Vodafone, generating EUR 241
million of capital gains.

• After several acquisitions during the first half of the
year, the stake in Auna Operadores de
Telecomunicaciones reached 4%.
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July

• Announcement on July 26 of a friendly takeover bid
for Abbey National Bank.

• The magazine Euromoney chooses Grupo Santander
as the best bank in Latin America for the third year
running, and for the fourth time in the last five years.
It is also chosen as the best treasury in the region. The
Group was also named Best Bank in Spain, in Chile,
for the fifth year running, and in Portugal, for the
third year running.

• Mr. Jaime Botín-Sanz de Sautuola announces he is
stepping down from the Bank's Board. Mr.
Fernando de Asúa, a non-executive director,
becomes the first Vice-Chairman and Mr. Javier
Botín-Sanz de Sautuola y O'Shea a non-executive
(proprietary) director, appointments ratified by the
Extraordinary Shareholders' Meeting on 
October 21.

August

• The magazine Global Finance chooses Santander
Central Hispano as the best bank in Spain.

September

• Santander Consumer signs an agreement with the
Dutch bancassurance group SNS REAAL to acquire
Abfin, its auto finance company, for EUR 22 million.
This brings to 11 the number of countries where
Santander Consumer is present.

• Sale to institutional investors of 2.51% of The Royal
Bank of Scotland. This generates a capital gain of
EUR 472 million and reduced Grupo Santander's
stake to 2.54%.

• As part of the bid for Abbey, senior executives of
Grupo Santander made an institutional presentation
on September 15 in London of the Group's different
business areas.

• The European Commission grants competition
clearance for the acquisition of Abbey.  

October

• The Shareholders' Meetings of Abbey National and
Grupo Santander approve the bid for Abbey.

November

• The UK legal authorities approve the scheme
arrangement used for the bid to acquire Abbey
National, and UK and Spanish regulators authorised
the operation.

• The acquisition of Abbey completed on November 12
when it became a wholly-owned subsidiary of Grupo
Santander. Grupo Santander issued 1,485,893,636
new shares amounting to EUR 12,541 million. The
new shares commence trading on November 16.

• As reported to the European Commission, once the
acquisition of Abbey National was completed the
reciprocal representation in the Boards of Grupo
Santander and The Royal Bank of Scotland Group
end.

December

• On December 15, Mr. Juan Abelló Gallo steps down
as a director of Banco Santander Central Hispano.

• Lord Burns, the non-executive Chairman of Abbey
National, appointed a non-executive director, in place
of Sir George Mathewson, Chairman of The Royal
Bank of Scotland Group.

• The Group is awarded the prize of the Fundación
Codespa a la Empresa Solidaria for its corporate
social responsibility policy. Particular mention was
made of the Universities Programme in Latin America.
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2004 2003 2002 2001

w/o Abbey

Mill. US$ Mill. euros Mill. euros Mill. euros Mill. euros Mill. euros

Balance sheet

Total assets 783,749.4 575,397.9 379,250.8 351,790.5 324,208.1 358,137.5

Loans 456,586.4 335,207.7 198,510.7 172,504.0 162,973.0 173,822.0

Total customer funds 732,866.6 538,041.7 365,604.5 323,900.8 304,893.0 331,378.9

On-balance sheet 542,179.8 398,047.0 240,150.6 214,997.9 211,555.1 236,132.4

Off-balance sheet 190,686.7 139,994.7 125,454.0 108,903.0 93,337.9 95,246.5

Shareholders' equity 43,665.7 32,057.6 32,057.6 18,363.7 17,594.2 19,128.4

Total managed funds 974,436.2 715,392.5 504,704.8 460,693.5 417,546.0 453,384.0

Income statement

Net interest revenue 10,717.3 8,635.7 7,958.3 9,358.7 10,256.8

Basic revenue 16,437.7 13,245.0 12,128.9 13,647.9 14,878.5

Net operating income 8,122.9 6,545.2 5,720.7 5,565.8 5,944.5

Income before taxes 5,503.6 4,434.6 4,101.4 3,508.7 4,237.3

Net attributable income 3,891.4 3,135.6 2,610.8 2,247.2 2,486.3

2004 2003 2002 2001

US$ euros euros euros euros

Per share data(*)

Net attributable income 0.7828 0.6307 0.5475 0.4753 0.5447

Dividend 0.4539 0.3332 0.3029 0.2885 0.2885

Price 12.44 9.13 9.39 6.54 9.41

Market capitalization (millions) 77,778.3 57,101.7 44,775.3 31,185.4 43,844.6

Note: All pre-1999 figures are proforma and basically correspond with the aggregate of the Santander and BCH Groups, excluding per share data.
(*).- Figures adjusted to stock splits and capital increases. Euro / US$ = 1.3621 (balance sheet) and 1.2410 (income statement)
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4. Historical data 2004-1994
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2000 1999 1998 1997 1996 1995 1994

Mill. euros Mill. euros Mill. euros Mill. euros Mill. euros Mill. euros Mill. euros

348,928.0 256,438.5 235,804.7 226,715.1 188,823.3 166,371.5 153,622.8

169,384.2 127,472.1 112,383.2 101,112.7 78,480.3 66,051.1 62,886.3

303,098.5 232,232.3 201,795.7 187,411.8 136,723.2 115,755.8 101,047.5

214,450.3 153,756.6 132,291.0 135,976.3 101,399.6 95,676.5 82,580.2

88,648.2 78,475.7 69,504.7 51,435.5 35,323.6 20,079.3 18,467.3

17,797.9 8,026.2 8,777.8 6,334.1 5,992.1 5,667.7 6,219.8

437,576.1 334,914.1 305,309.4 278,150.7 224,147.0 186,450.8 172,090.0

8,289.6 6,669.9 6,190.1 4,982.0 4,079.5 3,751.1 3,544.3

12,302.6 9,747.1 8,941.1 7,092.9 5,561.8 5,057.0 4,702.9

4,688.6 3,479.0 2,949.4 2,354.8 1,700.7 1,426.8 1,201.6

3,774.0 2,715.6 2,154.0 1,747.9 1,287.6 1,031.5 1,125.8

2,258.1 1,575.1 1,249.8 923.4 715.8 529.7 615.6

2000 1999 1998 1997 1996 1995 1994

euros euros euros euros euros euros euros

0.5369 0.4294 0.3816 0.3396 0.2644 0.2314 0.2305

0.2735 0.2275 0.1883 0.1803 0.1503 0.1382 0.1202

11.40 11.24 8.48 7.65 4.17 3.05 2.48

51,986.7 41,226.0 31,035.4 21,962.8 11,260.4 8,267.9 7,889.4
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Santander

Santander Central Hispano Banif Investment Services

Thousand euros 2004 2003 2004 2003 2004 2003

Income statement

Net interest revenue 2,837,769 4,169,660 20,967 19,779 54,379 32,911

Net fees and commissions 1,547,055 1,301,821 83,596 71,704 121,280 141,901

Basic revenue 4,384,824 5,471,481 104,563 91,483 175,659 174,812

Trading gains 690,285 (1,487,126) 4,034 3,907 3,631 1,559

Net operating revenue 5,075,109 3,984,355 108,597 95,390 179,290 176,371

Personnel and general expenses (2,178,282) (2,133,773) (56,814) (51,379) (40,980) (38,088)

a) Personnel expenses (1,447,807) (1,436,841) (35,174) (33,233) (24,104) (23,541)

b) General expenses (730,475) (696,932) (21,640) (18,146) (16,876) (14,547)

Depreciation (230,092) (253,308) (6,524) (6,352) (1,158) (1,590)

Other operating costs (115,861) (117,565) (257) (315) (215) (283)

Net operating income 2,550,874 1,479,709 45,002 37,344 136,937 136,410

Income from equity-accounted holding — — — — — —

Other income (24,136) 542,703 1,348 (4,687) (851) —

Net provisions (689,294) (575,212) (8,158) (3,018) 539 752

Goodwill amortization — — — 2,880 — (2,260)

Income before taxes 1,837,444 1,447,200 38,192 32,519 136,625 134,902

Net consolidated income 1,837,424 1,445,033 22,716 22,217 106,777 97,234

Minority interests — — — — — —

Net attributable income 1,837,424 1,445,033 22,716 22,217 106,777 97,234

Balance sheet

Loans 87,487,787 81,896,844 1,106,576 618,670 1,668,121 1,748,337

Due from banks 44,790,816 58,241,650 2,012,975 2,273,266 5,389,844 2,788,616

Investment securities 52,225,478 40,448,822 48,605 38,416 136,718 153,051

Tangible and intangible assets 1,337,022 1,500,405 21,124 21,327 1,264 1,730

Other assets 17,366,246 16,577,696 87,225 133,564 668,276 359,957

Total assets / liabilities 203,207,349 198,665,417 3,276,505 3,085,243 7,864,223 5,051,691

Customer deposits 82,804,580 82,792,758 2,367,662 2,213,021 2,570,238 2,206,014

Debt securities 18,668,056 11,932,465 — — 2,499,000 —

Subordinated debt 14,142,545 13,280,712 — — — —

Due to banks 36,182,296 54,999,537 628,483 526,514 2,078,593 2,057,183

Other liabilities 20,468,463 17,652,516 123,038 206,320 459,148 549,727

Group capital and reserves * 30,941,409 18,007,429 157,322 139,388 257,244 238,767

Other managed funds (off-balance sheet) — — 3,694,857 3,246,427 — —

Mutual funds — — 2,300,056 2,032,568 — —

Pension funds — — — — — —

Managed portfolios — — 1,394,801 1,213,859 — —

Customer funds 115,615,181 108,005,935 6,062,519 5,459,448 5,069,238 2,206,014

Total customer funds 203,207,349 198,665,417 6,971,362 6,331,670 7,864,223 5,051,691

(*).- Includes the income for the year.

5. Financial statements of the Group’s main entities

Banks in Spain and other european countries
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Santander Totta Grupo Santander Consumer Grupo Abbey (1)

2004 2003 2004 2003 2004 2003

Thousand euros Thousand euros Thousand pounds sterling

Income statement

Net interest revenue 622,582 603,914 1,092,585 866,111

Net fees and commissions 274,064 237,555 97,373 102,043

Basic revenue 896,646 841,469 1,189,958 968,154

Trading gains 26,306 26,949 33,720 46,523

Net operating revenue 922,952 868,418 1,223,678 1,014,677

Personnel and general expenses (407,202) (402,970) (443,071) (382,345)

a) Personnel expenses (261,862) (261,882) (207,649) (196,013)

b) General expenses (145,340) (141,088) (235,422) (186,332)

Depreciation (60,564) (56,712) (33,762) (27,995)

Other operating costs 19,912 23,555 (1,392) 583

Net operating income 475,098 432,291 745,453 604,920

Income from equity-accounted holding 7,440 4,273 22,184 13,757

Other income (8,323) (42,695) (19,740) 14,046

Net provisions (99,383) (73,665) (305,425) (240,932)

Goodwill amortization — — (58,153) (63,886)

Income before taxes 374,832 320,204 384,319 327,905

Net consolidated income 314,667 269,672 230,488 202,560

Minority interests 25,855 28,449 485 7,621

Net attributable income 288,812 241,223 230,003 194,939

Balance sheet

Loans 15,943,060 17,758,038 23,682,974 16,554,053 96,632,127

Due from banks 1,562,949 3,813,232 2,019,897 1,711,654 9,849,152

Investment securities 9,842,499 5,508,740 319,555 72,065 29,595,264

Tangible and intangible assets 467,665 436,250 140,565 101,870 2,694,199

Other assets 1,439,858 1,307,377 767,374 980,845 2,431,397

Total assets / liabilities 29,256,031 28,823,637 26,930,365 19,420,487 141,202,139

Customer deposits 13,848,624 13,535,395 11,596,486 9,429,827 84,608,471

Debt securities 5,574,741 5,491,499 3,568,667 2,991,064 21,556,556

Subordinated debt 549,749 671,270 328,442 312,027 5,159,871

Due to banks 6,056,787 5,933,055 8,219,470 4,521,848 18,171,415

Other liabilities 1,184,327 1,415,537 2,449,241 1,430,657 5,546,218

Group capital and reserves * 2,041,803 1,776,881 768,059 735,064 6,159,608

Other managed funds (off-balance sheet) — — — — 10,251,916

Mutual funds — — — — 949,231

Pension funds — — — — 9,302,685

Managed portfolios — — — — —

Customer funds 19,973,114 19,698,164 15,493,595 12,732,918 121,576,814

Total customer funds 29,256,031 28,823,637 26,930,365 19,420,487 151,454,055

(*).- Includes the income for the year.
(1) Only the consolidated balance sheet.
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Banespa Grupo Finan. Santander Serfin Santander Chile

2004 2003 2004 2003 2004 2003

Brazilian real 000 New mexican peso 000 Chilean peso MM.

Income statement

Net interest revenue 3,157,363 2,650,502 11,836,450 9,574,252 447,718 425,632

Net fees and commissions 1,239,531 882,098 6,012,430 4,926,038 95,782 93,079

Basic revenue 4,396,894 3,532,600 17,848,880 14,500,290 543,500 518,711

Trading gains 205,326 30,227 368,753 940,941 27,942 31,018

Net operating revenue 4,602,220 3,562,827 18,217,633 15,441,231 571,442 549,729

Personnel and general expenses (2,227,967) (1,790,833) (8,055,694) (7,557,738) (250,279) (223,832)

a) Personnel expenses (1,284,030) (1,154,428) (4,273,383) (3,895,852) (128,297) (121,173)

b) General expenses (943,937) (636,405) (3,782,311) (3,661,886) (121,982) (102,659)

Depreciation (268,140) (184,430) (738,416) (642,179) (34,333) (34,684)

Other operating costs (97,450) (48,457) (462,073) 314,119 (3,780) (3,667)

Net operating income 2,008,663 1,539,107 8,961,450 7,555,433 283,050 287,546

Income from equity-accounted holding — — (1,498) 112,883 — —

Other income 196,455 684,851 (1,669,372) (751,592) 27,769 22,545

Net provisions (272,255) (251,854) (137,222) (126,474) (74,892) (65,617)

Goodwill amortization — — — — — —

Income before taxes 1,932,863 1,972,104 7,153,358 6,790,250 235,927 244,474

Net consolidated income 1,757,331 1,780,070 6,009,095 6,176,471 198,002 207,043

Balance sheet

Loans 7,954,313 5,667,102 121,583,497 94,579,020 7,500,888 6,504,270

Due from banks 9,173,722 8,775,404 58,390,191 49,623,819 682,590 663,914

Investment securities 11,385,535 10,286,265 109,097,425 82,363,673 1,674,977 1,595,941

Tangible and intangible assets 1,380,250 1,224,363 4,856,240 5,115,310 280,638 278,554

Other assets 6,061,987 4,746,857 18,695,800 14,054,399 787,820 791,167

Total assets / liabilities 35,955,807 30,699,991 312,623,153 245,736,221 10,926,913 9,833,846

Customer deposits 11,683,152 11,461,014 74,015,963 69,921,493 6,838,404 5,756,630

Debt securities 675,909 — 128,325,847 101,202,057 1,500,677 1,581,406

Subordinated debt — — 1,118,647 — 537,019 401,651

Due to banks 8,395,565 5,902,878 50,572,882 22,524,031 844,584 917,702

Other liabilities 9,508,978 8,131,437 25,430,032 25,332,423 174,475 158,997

Group capital and reserves * 5,692,203 5,204,662 33,159,782 26,756,217 1,031,754 1,017,460

(*).- Includes the income for the year.

Exchange rates: currency/euro parity

Year-end 3.6177 3.6646 15.2279 14.1772 759.7110 748.3910

Average 3.6325 3.4593 14.0120 12.1770 756.6815 778.6707

Banks in Latin America
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Santander Puerto Rico Banco de Venezuela

2004 2003 2004 2003

US dollar 000 Venezuelan bolivar MM.

Income statement

Net interest revenue 190,638 171,121 611,924 530,146

Net fees and commissions 29,292 25,182 200,855 132,575

Basic revenue 219,930 196,303 812,779 662,721

Trading gains 7,709 22,185 112,031 39,512

Net operating revenue 227,639 218,488 924,810 702,233

Personnel and general expenses (143,588) (142,546) (383,256) (295,225)

a) Personnel expenses (72,486) (69,960) (166,263) (127,479)

b) General expenses (71,102) (72,586) (216,993) (167,746)

Depreciation (12,392) (17,301) (42,289) (42,326)

Other operating costs 32,798 19,582 (30,730) (19,263)

Net operating income 104,457 78,223 468,535 345,419

Income from equity-accounted holding — — — —

Other income (8,054) 3,717 (77,415) (49,605)

Net provisions (26,660) (49,745) (30,071) (19,628)

Goodwill amortization (6) (2,694) — —

Income before taxes 69,737 29,501 361,049 276,186

Net consolidated income 69,737 29,501 343,904 259,513

Balance sheet

Loans 5,234,686 3,926,481 3,553,144 1,776,037

Due from banks 646,336 561,822 2,525,496 2,295,883

Investment securities 2,067,766 1,700,784 2,713,964 1,319,351

Tangible and intangible assets 84,577 92,208 294,199 289,323

Other assets 190,138 191,223 296,081 140,293

Total assets / liabilities 8,223,503 6,472,518 9,382,884 5,820,887

Customer deposits 4,562,790 3,893,312 7,983,103 4,903,229

Debt securities 660,381 358,870 — —

Subordinated debt — — — —

Due to banks 2,251,094 1,550,166 44,918 22,877

Other liabilities 201,141 187,810 378,504 172,168

Group capital and reserves * 548,097 482,360 976,359 722,613

(*).- Includes the income for the year.

Exchange rates: currency/euro parity

Year-end 1.3621 1.2630 2,611.9630 2,018.2857

Average 1.2410 1.1293 2,336.1757 1,814.0590
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General Information

Banco Santander Central Hispano, S.A.
The parent bank of the Santander Group was established on
March 21, 1857 and incorporated in its present form by a
public deed executed in Santander, Spain, on January 14, 1875,
recorded in the Mercantile Registry (Finance Section) of the
Government of the Province of Santander, on folio 157 and
following, entry number 859. The Bank’s by-laws were
amended to conform with current legislation regarding limited
liability companies. This amendment was registered on June 8,
1992, and entered in the Mercantile Registry of Santander
(volume 448, general section, folio 1, page 1,960).

The Bank is also recorded in the Special Registry of Banks and
Bankers 0049, and its fiscal identification number is A-
39000013. It is a member of the bank Deposit Guarantee Fund

Registered Office
The corporate by-laws and additional public information
regarding the company may be inspected at its registered office
at Paseo de la Pereda, numbers 9 to 12, Santander.

Operational Headquarters
Santander Group City
Avda. de Cantabria s/n
28660 Boadilla del Monte
Madrid (Spain)

General Information
Telephones: 902 11 22 11

(+34) 91 659 75 17

Shareholder’s Office
Santander Group City
Edificio Amazonia, Planta Baja
Avenida de Cantabria, s/n. 
28660 Boadilla del Monte
Madrid. (Spain)
Telephones: 902 11 17 11

(+34) 91 526 96 97

Investor Relations
Santander Group City
Edificio Pereda, 1ª planta
Avda. de Cantabria s/n
28660 Boadilla del Monte
Madrid (Spain)
Telephones: (+34) 91 259 65 20

(+34) 91 259 65 16

Customer Attention Department
Paseo de la Castellana, 86 
28046 Madrid (Spain)
atenclie@gruposantander.com

Ombudsman
Mr. José Luis Gómez-Dégano.
PO Box 14019
28080 Madrid (Spain).

Corporate website
www.gruposantander.com
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This Annual Report contains throughout brief portraits of some of our customers. In all cases, the descriptions are
factual. However, to protect the identities of our customers, their initials and the photographs accompanying
these portraits are not those of the actual customer. The photographs were taken from an image archive. 
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