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Santander in 2016: We progressed in becoming the best retail

({4

In 2016 Santander has achieved strong
results, meeting all our business objectives:
we increased loyal customers, grew lending

and served 125 million people and businesses.

({4

Santander is one of the most efficient and
profitable banks in the world, thanks to
the talent and hard work of our teams. We
have achieved excellent results by doing

things in a simple, personal and fair way.

Ana Botin,
Group executive
chairman

d Attributable profit
Millioneyros
6,204 Return on Tangible o
o6e o/ Equity 11.1 /O
> +4% (underlying)
2016/2015
Core Equity Tier1 o)
Capital Ratio 10055 /O
fully loaded (+50bp 2016/2015)
2015 2016

* +15% at constant exchange rates.

@ Geographic diversification (contribution to underlying Group profit, %)

SANTANDER
CONSUMER |

UN ITED FINANCE
[o)
UNITED KINGDOM & y

KA / 20%

SPAIN

12%

BRAZIL

21%

POLAND

3%‘

MEXICO
% s

OTHER
COUNTRIES
3% CHILE

6%

o

»

@® Main countries
® Santander Consumer Finance

2 &Santander 2016 ANNUAL REPORT



@

and commercial bank by helping people and businesses prosper

.........................................................................................................................

({4 ({4

Our investment in technology, together with the Our balance sheet strength enables us to
advantages of working as a Group, make Santander finance our growth, while increasing the cash
one of the most efficient banks in the world, while dividend and accumulating more capital.

also improving the customer experience. Santander
now ranks among the top three banks for customer
satisfaction in eight of our nine main countries.

5 i vyl (3
79% * 78% 15.2 (+10%) = 20.9 (+26%)

of employees perceive employee million loyal i million digital
Banco Santander as engagement rate customers i customers
Simple, Personal and Fair :

ol o

People Customers

188,492 125

employees million

Our aim is to be the
best retail and

commercial bank,
earning the lasting

loyalty of our people,
OO customers, shareholders O O
@ and communities. m

Communities Shareholders

1.7 3.9

million people _—-
helped in 2016 million

<> I [=
36,684 1,183 3,363 . +8%

scholarships agreements with universities million euros of CET1 cash dividend
granted in 2016 and academic institutions in 21 capital generated per share
countries

Simple | Personal | Fair
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Message from Ana Botin

Message from Ana Botin

Our purpose is to help people and businesses prosper.

Once again, we delivered on all our promises and did so in the right way.
We made excellent progress against our long-term strategic goals.

In 2016, we lent more and improved service to our customers, earned more
for our shareholders and supported our employees and communities
in a sustainable, inclusive way.

6 &Santander 2016 ANNUAL REPORT



Our achievements in 2016 reflect the strength
and resilience of the Santander model and the
efforts of all 190,000 of our colleagues:

= We increased lending to our customers by €16
billion.

= We continued to invest in technology,
maintaining our ‘best in class’ efficiency while
also improving customer service.

« We further strengthened our corporate
governance and risk model and increased our
Common Equity Tier 1(CET1 Fully Loaded)
capital by 3 billion euros, reaching a ratio of
10.55%, exceeding our target.

= We maintained our position as one of the
most profitable banks in the world, with an
underlying return on tangible equity of 11.1%,
higher earnings per share of €0.41 (up 1%) and
a cash dividend per share rising to €0.17 (up
8%). Our total net asset value per share also
grew in 2016 by 15c to €4.22.

The market is recognizing our progress, as shown
by the total shareholder return of +14% for our
shares in 2016.

We also worked hard to improve how we work:
Our success at this time of exponential change
will depend on an ever stronger culture where
customers come first, uniting our banks in
Europe and the Americas.

By making better use of technology and
collaborating more effectively across the
Santander Group, we are making it easier than
ever for our clients to travel, to trade and to
fulfill their financial needs.

Greater collaboration among countries and people

is critically important to increasing prosperity for all.

We made further progress in ensuring that
everything we do is more simple, personal and fair.

We are strengthening the links between our
core markets and producing tangible benefits

of working across the group, both for our
customers and for our shareholders.

Our strategic progress in 2016
Our aim is to become the best retail and
commercial bank, earning the lasting loyalty
of our people, customers, shareholders and
communities.

Customers

This year, we earned the trust of 4 million

new customers, raising our total number

of customers to 125 million. We did this by
improving the service and products we offer in
every one of our ten core markets.

Our 11213 strategy is based on creating customer
value, which leads to attractive financial returns
as these customers do more business with us.

It is not a product strategy or market share
driven. And it is a profound change from the
strategy Santander pursued in the past in Spain.
It drives stable long terms relationships, as 11213
customers consider Santander their primary
bank. It hence drives stable, current account
balance growth.

In the UK the 11213 strategy has fundamentally
changed our bank, from relying on volatile and
expensive savings customers, to real banking
customers, in just 5 years.

As the English say, “the proof is in the pudding”.
Santander UK current account balances grew
from £12 billion to £65 billion, after being stuck
at £12 billion for many years, and we have gained
an average of 420,000 loyal customers per year
during that period.

Within this customer group, among other
financial benefits, our cost of credit is a quarter
of what it was in 2011. We have also improved
savings margins as these customers did more of
their business with us at lower cost.

* In 2016 we have
: achieved all our goals

Lending to customers

V

Best in class efficiency

48%

cost to income ratio

FL CET1

10.55%

(+50bps)

Underlying RoTE

V

Cash dividend per share

€0.17 v
(+8%)
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Message from Ana Botin
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190,000

employees
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Serve

125

million
customers
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Santander now ranks among the top 3 banks for customer
service in all but one of our 9 core countries. This was one
of our key strategic goals for 2018. We achieved it in 2016.

1)

In Spain the strategy is similar but not identical,
as our teams and services are able to develop
relationships faster and therefore are already
growing fees, in a declining market - not by
raising fees but by growing the number of
customers that bank with us.

In 2016, our 32% loyal customers growth drove a
6% growth in fees, with 50% of the commercial
activity concentrated in 11213 customers, who buy
1.7 times more products and services than the rest.

Similar strategies adapted to local conditions
have been launched in Mexico, Brazil, Portugal
and other markets, based on the same principles
of adding value to our customers, transparency
and excellence in service, as the way to achieve
profitable growth. These principles are the core
of our loyal and digital customer strategy.

Thanks to the Group’s investment in technology,
the number of customers using our digital
banking services rose by more than 25% in 2016
to just under 21 million.

Santander now ranks among the top 3 banks

for customer service in all but one of our g core
countries. This was one of our key strategic goals
for 2018. We achieved it in 2016.

Our technology is allowing us to improve
customer service while ensuring our cost to
income ratio, a measure of efficiency, remains
among the best in our industry.

Great products, great service and great value
lead to loyal customers. In 2016 the number of
people who consider Santander their primary
bank rose by 1.4 million to 15.2 million. Loyal
customers do more business with us, which
means our fee income from value-adding
services rose by 8.1%.

We also agreed or completed three transactions
which will allow us to serve more customers
and continue to deliver profitable growth in the
medium term in our core markets:

- We integrated Banif in Portugal - a deal that
has helped us increase the return on tangible

equity in our Portuguese franchise to a best-in-
class 13%.

- We reached an agreement to acquire
Citigroup’s retail assets in Argentina - enabling
us to increase our market share and strengthen
our franchise in a significant growth market.

= And most recently, we agreed to purchase the
outstanding 50% stake in Santander Asset
Management. This will allow us to expand our
asset management business and the range of
our offerings to customers.

These transactions align well with our strategy
and allow us to offer better service to customers
and strengthen our competitive advantage.

People

The talent and motivation of our 190,000
employees are the foundations for our success.
Implementing a strong, common culture and
purpose across the Group remains the main
priority of the new management team.

We aim to be one of the top 3 banks to work for
in the majority of our geographies. We have
now achieved that goal in four of our ten core
markets.

Our annual employee engagement survey is

a valuable tool in listening to the views of our
people and ensuring we take action to improve.
The results this year show we are on the right
path, as more than three quarters of our teams
support our Simple|Personal|Fair culture.

We have a clear plan for continuous
improvement in corporate behaviors and our
remuneration will be significantly determined by
our progress.

During 2016 we completed a significant
restructuring process in a number of business
areas to further improve our efficiency and
operational excellence. While these processes
are never easy, we have done our best to manage
the exits of some of our people in a way that is
fair to all, investing for the future.

8 & Santander
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Our critical mass and retail-commercial model, focused in
10 markets in Europe and the Americas, has allowed us to
deliver more predictable earnings than our peers across
the cycle, even in adverse macro- economic conditions.

1)

Communities

While delivering for our teams and on our
financial and commercial targets is essential,
making sure that we achieve our goals in the
right way is even more important, as it ensures
sustainability and continuous customer value
creation.

This means supporting a culture that rewards the
behaviors we believe to be right, encouraging
colleagues to speak up, actively collaborate and
embrace change.

It means building a business that aims high, that
our customers, people and shareholders can
rely on in the long term. And it means taking our
responsibilities to the communities we serve
seriously.

This year Santander was recognized by the Dow
Jones Sustainability Index as the best bank in
Europe for our commitment to sustainability,
contribution to social progress and for our
protection of the environment.

| am extremely proud of the work we have done
in 2016 to support our communities and there are
a number of initiatives | would like to highlight:

» In 2016 we further increased our support for
universities across all the markets in which
we operate. We are now in partnership with
1,200 universities, providing more than 35,000
scholarships and grants.

» Across Latin America we have supported
250,000 micro finance projects.

» More than 60,000 employees took part in
volunteering programmes during the year.
These ranged from financial education for
students, the elderly and people on low
incomes in Europe to support for childhood
education in Brazil, where 4,000 employees
worked to improve learning in 214 schools.

* In Spain, our coaching and mentoring
programmes helped the disadvantaged,
the socially excluded, and victims of gender
violence to improve their skills and find jobs.

Shareholders

Our critical mass and retail-commercial
model, focused in 10 markets in Europe and
the Americas, have allowed us to deliver more
predictable earnings than our peers across
the cycle, even in adverse macro-economic
conditions.

We proved this yet again in 2016 as we increased
our revenues with strong growth in fee income
and improvements in credit quality. Together
with our focus on costs, this delivered an
increase in our attributable net profit of 4%, to
€6,204 million.

Our local operating performance was even
better, as excluding one-off items and currency
movements, our underlying profit before tax in
constant euros rose by 12%.

The strength of our business model and our
ability to generate profits year after year are
starting to be recognized by the European
Central Bank. In December, following its
Supervisory Review and Evaluation Process
(SREP), it decided to reduce the amount of
capital we are required to hold as a proportion of
our assets.

Strong corporate governance is at the core

of prudent risk management. It is critically
important to ensuring the sustainability of any
business.

In April the Group held the first meeting of its
International Advisory Board (IAB), a group of
CEQO'’s and leaders with expertise in strategy,
technology and innovation. The IAB’s focus is on
digital transformation, cyber security and how to
apply new technologies to improve service and
do so efficiently.

And in September we were delighted to
announce the appointment of Homaira Akbari
as a new independent member of our Board of
Directors. Homaira is a distinguished scientist,
technologist and business leader. She has deep
experience in developing and implementing the
most advanced technology at scale and will help
us further advance our digital transformation.

&

Banco Santander’s
International Advisory Board

Chairman

Mr Larry Summers

Former US Treasury Secretary
and President Emeritus
of Harvard University

Members

Ms Sheila Bair

Former Chair
of the Federal
Deposit
Insurance
Corporation
and President
of Washington
College

Mr George
Kurtz

CEO and
co-founder of
CrowdStrike

Mr Francisco
D’Souza,
CEO of
Cognizant
and director
of General
Electric

Ms Blythe
Masters

CEO of Digital
Asset Holdings

Mr Charles Mr Mike
Phillips Rhodin
CEO of Infor Senior Vice
and former President of
President IBM Watson
of Oracle

Ms Marjorie Mr James
Scardino Whitehurst
Former CEO CEO of

of Pearson Red Hat
and member

of the Board

of Directors

of Twitter

Secretary

Mr Jaime Pérez Renovales
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Message from Ana Botin
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The Santander
business model is
built upon strong
foundations

]

108

Serving 125 MM
customers”financial needs,
with critical mass in 10
markets with c.1 Bn people
drives profitable growth

, @

Geographic diversification
drives predictability of
earnings=less capital

Her appointment strengthens the Board’s
international and technology expertise and
brings the proportion of women on the Board
to 40% - one of the highest in international
banking.

| would like to take the opportunity to thank
Angel Jado for his dedication and outstanding
contribution to our Board for many years, and
wish him every success for the future.

And | would like to recognize the hard work and
commitment of all our Group and Subsidiary
banks Board members, and thank them for their
continued support throughout the past year.

Our unique opportunities
for growth

I am proud of our team’s progress this past

year. In 2016, we delivered strong operational
performance in all our businesses and at Group
level, as well as reaching or exceeding our cost of
equity in 95% of the group’s investments. But we
can do much more and much better.

The Santander business model is built upon strong
foundations, well suited for the world ahead of us:

» We serve the financial needs of 125 million
customers. We have critical mass in 10 markets
with one billion people, which drives profitable
growth.

« Geographic diversification leads to more
predictable earnings and means we require a less
capital intensive model than our global peers.

« Our subsidiary model allows us to be close
to our customers and our strong culture of
working together drives efficiency and service
excellence.

The proof is our predictability.

We are one of only three major international
banks to remain profitable throughout the crisis.

The European Banking Authority’s stress tests
this year show Santander to be the most resilient
bank among our peers.

We have increased our core capital by €17 billion
and have grown our profits by 40% over the past
three years.

We have paid dividends consistently for more
than 50 years.

And we generate some of the most stable and
growing earnings per share among our peers.

But what matters looking forward is our great
potential for organic growth. This is why | am
confident Santander will be one of the winning
companies over the next decade.

Looking forward...

The UK’s vote to leave the EU and Donald
Trump’s victory in the US presidential elections
confounded most expert predictions in 2016.
And we have considered these and other
potential unexpected international outcomes as
we develop our plans.

For the next few years the effect of Brexit on
our UK business will be as a consequence of
anticipated slower growth in the economy as
well as the weaker sterling effect on translation
of our earnings.

However our strong balance sheet of prime
mortgages and primary banking relationships
allows us to be confident we will continue to
deliver around or above our cost of capital.

Brazil should return to positive growth, after
two years of recession, thanks to a sound

set of economic reforms. It is a country

with 220 million people and a large and

growing middle class. Spain is expected to
remain at the forefront of Europe’s recovery.
The UK will continue to play a key role in the
global economy. And Mexico’s government has
shown it can manage through challenging times.

10 & Santander
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CORPORATE Talk
BEHAVIORS straight

Our performance the past year, for example, in
Portugal (€399 million profit, +33%) or Argentina
(€359 million profit, +52%) shows that we can

do very well for our customers and shareholders
even when the macro conditions are not

ideal. But we would always rather have the
macroeconomic winds behind us.

Santander Brazil earned €1.79 billion in profits
and is the single largest earnings contributor
to Group. For the last two years, we delivered
a return on tangible equity of 14%, despite

an adverse economic environment: net profit
to the Group grew by 15% in 2016 and did so
in a sustainable way, adding 500,000 loyal
customers and 2 million digital customers.

In the USA we have made regulatory progress,
as we committed, we have improved how we
manage the business and reduced risk.

At SBNA, we have lowered the cost of deposits,
improved service and efficiency.

Our retail and commercial Bank in the USA-
which represents 5% of our Group capital
invested - will deliver significant growth over
the next few years and | remain confident it will
deliver considerable value to shareholders.

...through active collaboration

Our model of local subsidiary banks and teams,
together with our ability to collaborate across
countries gives us our “unfair advantage”. In a
world which we anticipate being increasingly
insular, this is a winning combination.

It leads to better outcomes for customers and
value creation for shareholders.

We already do this better than most, as our best-
in-class cost-to-income ratio demonstrates. But
we can do more.

Allow me to share some examples: our new
CRM (Customer Relationship Management)

e @

Keep ;
promises Bring

passion

Actively
collaborate

tool in Poland was first developed in Chile and
then taken and improved by the UK. It has been
deployed through our internal “open services”

model and is now being implemented in Mexico.

Santander Wallet is a single global solution for
around 400,000 of our commercial clients.

It allows them to use a single wallet for all
payments and channels, and offers additional,
real-time, value added services to help our
customers build their business. It has been
launched in Brazil and Spain and will soon be
available in Mexico and Chile.

Our microcredits programme in Brazil,
supported by an equally strong programme
of financial education, has helped 129,000
entrepreneurs to start and grow their
businesses.

We are now expanding microcredits to Mexico
to bring many more people into the financial
system and pursue our goal of sustainable,
inclusive growth.

As a management team, we are totally
committed to embedding our behaviors and
leading by example.

Commercial and financial performance is a given.

But what will make us a winner is a culture that
allows people to speak up, to embrace change,
to accept diversity of all types, so that we can

fully realize the potential in our teams and in our

markets.

&

As a management
team, we are
totally committed
to embedding our
behaviors and
leading by example.
Commercial

and financial
performanceisa
given. But what will
make us a winner

is our culture.
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Message from Ana Botin

PRIORITIES FOR 2017

D Increase the number
of loyal customers by a
further 1.8 million to 17
million

D Raise the number of
digital customers to 25
million

D Broadly stable cost to
income ratio

D Continue to strengthen
our capital

D Increase value for our
shareholders

...and the trust of 125 million customers, in
both developed and developing markets.
As | mentioned, we serve 125 million customers
in ten core markets in Europe and the Americas
that are home to more than 1 billion people.

We have critical mass in all our markets. We
have scale and we are in the right places. This
represents a huge potential for value creation.

Our biometric technology, a joint project
between Mexico and Brazil has made banking
easier and more secure for 6 million customers
in the past year. In the UK we have reduced

the time it takes our customers to complete a
mortgage application from up to 3 hours to less
than 40 minutes, in a heavily regulated process.

We are collaborating with some of the most
innovative FinTech startups through Santander
Innoventures. And in H1 we will launch a new
platform for Openbank, a digital bank in Spain
which serves more than a million customers,
with just 100 people and is already profitable.

Looking forward, through active collaboration,
we have a unique opportunity for growth. To
deliver on this opportunity we will invest in our
people and in better use of technology, and

we will work across the group to improve the
customer experience and our efficiency.

Our strategic priorities
and goals for 2017

We have clear goals for 2017: to increase our
number of loyal customers by a further 1.8
million to 17 million, and keep developing our
value-adding services.

We will continue to invest in technology to
raise the number of digital customers to 25
million, while improving service and efficiency,
aiming for a broadly stable cost to income ratio.
And we will increasingly do it working across
geographical boundaries.

Our aim is to continue to grow our capital by
another 40bp whilst increasing our earnings and
dividend per share and continuing to grow the
value of our company, as measured by tangible
net asset value per share. The delivery of our
2017 and 2018 goals will keep adding tangible net
asset value to our shares.

Conclusion

2016 has not been an easy year, but we have
delivered on our promises, and done so in the
right way. Once again, we lent more, we earned
more, and we became a better bank on every
significant measure.

In a changing and complex environment, for
the first time in years, we expect positive GDP
growth in all of our markets in 2017.

The financial system plays an important role

in supporting economic growth. And the
Santander model is based on supporting this
growth by maintaining appropriate capital levels,
strong corporate governance and prudent risk
management.

These are uncertain times. Volatility is growing
and growth, overall, might slow. Technology is
creating disruption. Automation is threatening
jobs. In the short term, we need to retrain
people, to encourage lifelong education so we

12 & Santander
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Going forward, we have many opportunities for profitable
growth in Europe and the Americas, in an environment we
anticipate will be volatile but generally better than 2016

1)

can bring everyone with us in this new wave of
growth, and ensure it is sustainable.

We have reflected on these trends, what they
mean for us, and how to build a business

that delivers in a sustainable way, with great
performance for shareholders but that also cares
about making a difference.

At Santander we are in an extraordinary
position to help. Let’s start with our 125 million
customers. Add in their family members. Then
all the businesses we serve, with employees
ranging from a few to tens, even hundreds of
thousands.

Every action we take to enable inclusive,
sustainable growth has a powerful multiplier
effect which will help the lives of millions of
people. That is the power of our model.

In my first letter to you, only 2 years ago, | set
out our strategy. Maintaining our traditional
strengths, and foundations, we embarked on a
profound process of change.

It is the sort of change that is not fully reflected
in the news that generates media headlines. It is
not just about acquisitions or appearing at the
top of the rankings.

Our transformation is global and goes beyond
these metrics. It is mostly about how we
organize ourselves, how we behave, to succeed
in a world changing at exponential speed all
around us.

A more diverse, multicentric world, where being
local is a must.

And at the base of our transformation is a
culture of being local in each one of our markets
while also encouraging a shared way of doing
things that is Simple and Personal and Fair; this

culture binds us together across our 10 markets,
fosters innovation and attracts the best talent.

At our Investor Day in London in September
2016 we set out our 2025 vision: to be an open
platform for financial services. Importantly,
as we transform the Group to succeed in the
medium term, we are delivering today.

As | said when we announced our earnings

for 2016, going forward, we have many
opportunities for profitable growth in Europe
and the Americas, in an environment we
anticipate will be volatile but generally better
than 2016. The key to our success for 2017 and
beyond will be an ever-stronger collaborative
culture across the Group and a shared purpose
to help people and businesses prosper.

| am confident Santander will continue to deliver

because of the 190,000 people who work hard
and work together every day, and to whom |
would like to say thank you.

And to all of you, to our customers, to our
shareholders, our communities, thank you for
your trust.

With your continued support, the best is yet to
come.

Ana Botin
Group Executive Chairman

({4

I am confident
Santander will
continue to deliver
because of the
190,000 people who
work hard and work
together every day,
and to whom | would
like to say thank you

2]
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Message from José Antonio Alvarez

Message from
José Antonio Alvarez

Our results, for yet another year, underscore the soundness of Grupo Santander and
its capacity to provide sustained, quality growth. They are the consequence of positive
performance of the main income statement components: revenues, costs and provisions.

14 & Santander 2016 ANNUAL REPORT



Grupo Santander carried out its activity in
2016 in a challenging environment. Global
economic growth slowed down slightly, as
markets were hit by volatility stemming
from concerns about growth in China

and the uncertain international political
panorama.

However, there are some positive aspects that
invite optimism about the near future:

- Financial markets are increasingly resilient,
quickly recovering from bouts of volatility.

- Developing economies in general grew at a
faster pace, and the worst performers, such
as Brazil and Argentina, adopted economic
policies that should enable them to emerge
from recession in the coming quarters.

- Lastly, mature economies began to recover
in the second half of the year. The UK’s
referendum, in particular, had a limited
impact on growth, and the Spanish economy
again grew by more than 3%.

Another factor in this environment are

the pressures on banks since the onset of

the financial crisis, mainly because of new
regulatory requirements and low interest rates
in mature economies, limiting a more intense
recovery in profitability.

I will now set out the Group’s performance
during 2016, the priorities and main steps
taken in each of our markets, and the financial
objectives for 2017.

&

The Group’s performance in 2016
We posted an attributable profit of €6,204
million, 4% more than in 2015 and 15% higher in
constant euros (the exchange rate effect was
again negative).

This figure includes some positive and negative
one-off results which had a net negative effect
of €417 million (€600 million negative in 2015).

Profit before extraordinary items, taxes and
excluding the exchange rate effect, which
is a more appropiate way of assessing our
management, rose 12% to €11,288 million.

Attributable Profit

€6,204

These results, for yet another year, underscore
the soundness of Santander Group, its capacity
to provide sustained quality growth. They are
the consequence of the positive performance
of the main P&L lines: revenues, costs and
provisions.

million
+4%

The first thing to emphasise in revenues

is their considerable recurrence in an
environment of high volatility. This was made
possible by the high relative share (94%) of
commercial revenues:

Underlying Profit before taxes

€11,288

million

+12%"

« In an environment of very low interest rates
in mature markets, net interest income
increased 2% in constant euros thanks to
management of spreads and our significant
exposure to developing countries and to
consumer credit business.

- Fee income increased 8%, double that in

2015, reflecting the greater loyalty and
satisfaction of our customers.

* Excluding exchange rate.
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Message from José Antonio Alvarez

o(

Commercial Revenues
Increase:

D Net interest income +2%

D Fee Income +8%

Operating expenses 2%
lower in real terms and
on a like-for-like basis

Spain
Profit

€1,022

million
+5%

United Kingdom

*Before taxes and excluding
exchanges rates +8%

Costs were 2% lower in real terms and on

a like-for-like basis. Seven of our core units
registered a rise in costs that was below the
inflation rate.

This good performance was the result of
efficiency plans and the active management
of our business, differentiated in each
market, where we adapted the cost base to
the business reality. The measures taken to
streamline and simplify structures, both in
the corporate centre as well as in some units,
are enabling us to continue investing in our
commercial transformation while remaining
one of the international financial system’s
most efficient banks.

More revenues and control of costs were
accompanied by a 2% fall in loan-loss
provisions in constant euros. As a result, the
cost of credit dropped from 1.25% in 2015
t01.18% in 2016. The improvement in credit
quality is closely related to the strengthening
of the risk culture across the Group through
several initiatives.

Turning to the balance sheet, there are two
noteworthy aspects:

 We delivered balanced growth in both lending
and funds (+2% and +5% respectively) and our
liquidity ratios were well above the minimum
required levels.

« The Group continued to generate capital
quarter after quarter. In fully loaded terms,
we attained a capital ratio of 10.55% (+50
basis points), putting us in line with our
target of 1% in 2018, while comfortably
meeting all regulatory requirements.

Consequently, we combined a sustained
generation of capital, which underscored the
Group’s capital adequacy, with a high level of
profitability compared to the sector’s average:
a RoTE (Return on Tangible equity) of around
11% and a RORWA (Return on Risk Weighted
Assets) that increased to 1.36%.

Priorities and performance of
the business areas in 2016

The units’ strategy in mature markets
focused on boosting the number of loyal
customers, gaining market share, controlling
costs and improving the credit quality.

Spain

Santander Spain is building deeper and
long-lasting relationship with its customers,
underpinned by the 1|2|3 strategy. The number
of loyal individual customers rose 27% and
companies 48%. Santander remained among
the Top 3 in customer satisfaction surveys and
increased business activity.

In a sector in which activity is slowing
down, the higher profit was supported by an
improved risk profile, lower provisions, the
efficiency plan and higher fee income.

United Kingdom

Profit was impacted by the new tax on banks.
Pre-tax profit, which better reflects the
business performance, increased 8% thanks

to higher volumes, good management of
spreads and control of costs. In addition, lower
provisions due to the excellent improvement in
the quality of credit risk.

In a demanding environment characterised
by greater uncertainty in the second half of
the year the solid evolution of our business is
worth noting. The number of 1|2|3 customers
increased to 5.1 million while lending to
companies also saw further growth. We
continued to focus on operational excellence:
the sustained improvement in our mobile and
online channels produced a 25% rise in the
number of our digital customers.
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We combined a sustained generation of capital,
which underscored the Group’s solvency, with
high profitability compared to the sector’s

average

N

Santander Consumer Finance

SCF remains the consumer finance leader

in Europe. In 2016 it continued to gain

market share and the agreement with

Banque PSA Finance (BPF) was completed
successfully, expanding activity to 11 countries,
strengthening our diversification.

Profit rose for the seventh straight year,
demonstrating the robustness of our business
model throughout the cycle.

United States

We completed building the holding company,
thereby consolidating the management of

all operations in the country, and we made
progress in meeting regulatory requirements.
We continued working on the transformation
programme to improve risk management and
our technological and operational capacities.

Santander Bank is focusing on driving
commercial activity and Santander Consumer
USA changed the composition of its portfolio
toward a lower risk profile.

All these changes and measures are aimed

at building a more profitable business in the
medium term. Meanwhile they are temporarily
impacting results and are the main reason
behind the lower profit.

Portugal

We own the country’s strongest bank. Our
strategy is centered, on the one hand, on
improving the banks profitability and, on the
other, on the technological and operational
integration of Banif’s business acquired at
the end of 2015. We are well positioned in the
country, with market shares of around 14%
both in loans and deposits.

Developing markets are in a different stage
due to structural reasons. They register
stronger growth than that of mature
economies in volumes, higher interest rates, a
substantial potential for banking penetration
and RoTEs between 15% and 20%. Santander
has local critical mass, a strong business model
and an effective risk management of the credit
cycle, which produced very good results in all
the units of the Group’s developing countries.

Brazil

Santander generated excellent results in

an environment of recession, thanks to the
improvements achieved in the last few years in
the franchise, the good commercial dynamics
and progress in the digital strategy, which
enabled the number of digital customers to
surpass six million (+45%).

In 2016, for the first time, Santander became
one of the best companies to work for and
launched several commercial offers, such as
Olé Consignado, in payrolls business. We also
announced a commercial agreement with
American Airlines so that our customers

can accumulate air miles, and created a joint
venture between Santander Financiamentos
and Hyundai.

All these measures were reflected in our
financial variables. We increased deposits,
improved the trend in lending in the second
half of the year, and profit was 15% higher
thanks to the good performance of commercial
revenues, improved efficiency and a cost of
credit below that of our competitors.

: Santander
: Consumer Finance

Profit

€1,093*

million

United States

Portugal
Profit

€399

million
+33%

: Brazil

Cx Excluding exchange rate.
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Message from José Antonio Alvarez

Mexico

Profit

€629

million
+18%*

Chile
Profit

€513

million
+16%*

Argentina
Profit

€359

million
+5204*

Poland

Profit

€272

million
-6%**

* Excluding exchange rate.

** Excluding the impact of
the new tax on assets and
exchange rate +14%.

({4

The outlook for 2017 points to a modest upturn in
global growth, which could be close to 3.5%. This
would be supported by both mature as well as

developing economies

1)

Mexico

The strategy was very focused on
improving customer retention, commercial
transformation and innovation. The year was
very active as we launched products and
commercial agreements produced a gain in
market share in lending, growth in deposits
and a sharp increase in loyal and digital
customers. Profit rose, spurred by the good
performance of revenues, particularly net
interest income.

In order to continue improving the franchise
and the IT systems, we announced a 15,000
million mexican pesos three-year investment
plan, over and above our recurring investments
and initiatives.

Chile

Management focused on growing those
segments that contribute the most, such

as companies, high-income customers and
deposits. We also concentrated on improving
the quality of customer care, reaching the Top
3 in customer satisfaction.

Santander Chile continues to gain market share
in loans and deposits, ranking first in loans and
second in deposits. Profit rose thanks to higher
net interest income, control of costs and lower
provisions.

Argentina

Santander Rio wants to exploit the high growth
potential of the financial system (which is very
transactional), and the improved environment
for developing banking business. As a result
we decided to strengthen our position in the
country by acquiring Citi’s retail business, as
well as continuing to modernise the network
and open new branches.

Poland

We continue to be the leading bank in
innovation and digital channels. We increased
the number of loyal customers, notably so
among companies, and our growth in loans is
well above that of the sector.

Excluding the impact of the new tax on assets,
profit rose 14% due to the good performance
of net interest income and a very significant
improvement in credit quality.

Lastly, the units in Uruguay and Peru
increased their profit by 329% and 21%
respectively. In Uruguay profit was
underpinned by the sharp growth in revenues
and in Peru by the decline in provisions.

Financial objectives for 2017

As you can see, in 2016 we achieved our main
goals and our financial variables for the Group
and for the main units performed well.

The outlook for 2017 points to a modest upturn
in global growth, which could be close to 3.5%.
This would be supported by both mature and
developing economies, which are expected

to grow faster in 2017 for the first time in five
years, largely thanks to expansive policies in
the US and a significant improvement in some
large developing countries. US interest rates
can be expected to increase again, and could
produce a steeper yield curve in Europe.

The risks are primarily of a political nature,
such as the impact that the policies in the
US could have in some developing countries,
the Brexit negotiations and the outcome of
elections in France and Germany.
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We will continue to make progress in 2017
toward achieving the goals we announced at
the Global Strategic Update. In order to do
this, we have set the following priorities:

« Accelerate revenue growth, particularly in
developing markets, where we see high one-
digit or double-digit growth in all units and
where interest rates enable good spreads to
be obtained.

In mature markets, where revenues are
under pressure, we must increase our market
share, mainly in companies, and continue to
grow in fee income, mainly in cards, insurance
and funds. The recent agreement to acquire
50% of Santander Asset Management should
be seen in this context.

Continue to keep costs under control,
keeping their total increase below the
average inflation of the countries, and
maintain revenue growth above that of costs.

Keep on improving the cost of credit, with
the Group’s provisions falling as the cycle
improves in some core markets such as Brazil
and Spain.

Grow risk-weighted assets (RWAs) below the
increase in the Group’s loans and profit in
order to improve our RORWA ratio.

All these measures should improve our
profitability, moving us toward the RoTE
goal of 1% in 2018, and strengthening our
capital ratio.

Lastly, | would like to thank all the

Group’s professionals for their efforts in
transforming and improving our bank. The
achievements in 2016 and attaining the goals
in 2017 would not be possible without the
contribution of each and every one of them.

We will continue to work every day to help
people and businesses prosper, and to turn
Santander into the best retail and commercial
bank by earning the lasting loyalty of

our people, customers, communities and
shareholders.

José Antonio Alvarez
Chief executive officer

&

FINANCIAL
OBJETIVES 2017:

D Accelerate revenue
growth

D Gain market share in
mature markets

D Costs under control

D Improve the cost of
credit

D Grow RWAs below the
increase in the Group’s
loans and profit

D Improve our profitability
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Corporate governance

Corporate governance

Santander has a solid corporate governance, based on its strong culture and values, a robust control of risks,
which assures that management is aligned with the interests of our shareholders, investors, employees, suppliers,

customers and other stakeholders.

I

Respect for

000

Yy

Balanced Board
composition

- Of the 15 directors, 11
are non-executive and 4
executive.

+ More than half of the
directors are independent.

+ Commitment to diversity of
knowledge, gender (women

make up 40% of the board)
and international experience.

meetings.

» Board of directors

The board of directors is the Group’s highest
decision-making body, except for matters

reserved for the general shareholders’ meeting.
Santander has a highly qualified board: experience,
knowledge, dedication and diversity are its
primary assets.

In line with the Bank’s aim and purpose and as
part of its general oversight function, the board
takes the lead on decisions regarding the Group’s
main policies, strategy, corporate culture, on
defining the Group’s structure and on fostering
the appropriate policies in matters of corporate
social responsibility. In particular, in the exercise
of its responsibility and involvement in managing
all risks, it must approve and monitor risk appetite
and the risk framework and ensure that the
“three lines of defence” model (business and

risk origination; risk control and compliance; and
internal audit) is respected.

20 &Santander 2016 ANNUAL REPORT

shareholders’ rights

« The principle of one share,
one vote, one dividend.

« The bylaws do not contain
anti-takeover clauses.

« Encouragement of informed crati
participation at shareholders’ executive directors and

0

Maximum transparency,
particularly in terms of
remuneration

- This is essential for
generating shareholder and
investor confidence and
security.

+ Remuneration policy for

senior management,
aligned with our Simple,
Personal and Fair culture.

Its function and activities are ruled by the
principles of transparency, responsibility, fairness
and effectiveness, reconciling social concern with
our stakeholders’ legitimate interests.

All board members are recognised for their
professional capacity, integrity and independence
and, individually and collectively, provide the
knowledge and experience needed to attain
Santander’s aim of being the best retail and
commercial bank. The non-executive directors have
extensive financial experience and wide knowledge
of the markets in which the Group operates.

The position of lead director has consolidated
since its creation in 2014, playing a significant
role in the annual assessment of the chairman
of the board and fostering pro-active
communication with investors in order to
understand their points of view.

000

At the forefront of
international best
governance practices

- Consolidation of the position
of lead director and of
the role of the board’s
committees in supporting
the board.

« The functions of the
innovation and technology
committee have been
increased to meet the
challenges of the new digital
environment.

000

LD

The board held

13

meetings
in 2016.

B

For more information on
corporate governance see pages
58 to 95 of Banco Santander’s
2016 Annual Report.



» Banco Santander’s board: diverse and balanced

& Composition of the board d Diversity in the board d Relevant expertise of board members
% of directors % of female directors %
L)

Executive Non-executive 2010 ™ 10% 80% 87%
directors directors o o
27% (independent) 73% 3%

53% N

2012 19% 60%

Non- Non-
executive executive 2014 29% 27%
directors directors (neither
(proprietary) proprietary nor
7% independent)

13%
73% Accounting  Banking Risk Information  Latam UK/US
Non-executive directors 2016 and finance management technology

40% .
International
experience
» Remuneration polic
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, PO Y . INTERNAL GOVERNANCE
DThe Santander Group

The Group’s remuneration policy is based on the following principles:
P policy &P P i is structured around

5. The global remuneration package and its structure subsidiaries, whose parent is

’

1. Remuneration must be aligned with shareholders

interests. must be competitive in order to help attract and i Banco Santander S.A., that
retain employees. ¢ are autonomous in capital
2. The fixed element must represent a significant and liquidity. Its internal
proportion of total remuneration. 6. Conflicts of interest must always be avoided i governance system comprises
when making remuneration decisions. a governance model and
3. The variable portion must reward performance in i corporate frameworks.
the attainment of agreed targets, reflecting the 7. There must be no discrimination in remuneration :
person’s role and responsibilities, in a framework decisions. D The model sets the principles
of prudent risk management. i that regulate the relationship
8. The structure and amount of the remuneration i between the Group and
4. The appropriate benefits for supporting in each country must be in line with the local its subsidiaries and the
employees and their families must be provided. practices and regulations. i interaction that must exist

between them at three
i levels: the Group’s board of
i directors and the boards of
i the subsidiaries; the Group
¢ and local CEOs; as well

International advisory board New external auditor i asbetween the relevant
I I i executives who exercise

internal control, support and

« Banco Santander’s new international advisory board, ¢ |n line with the business functions in the
comprising experts in strategy, IT and innovation external to corporate governance i corporate centre and the
the Group, held its first meeting on 26 April 2016 in Boston recommendations regarding subsidiaries.
(United States). rotation of the external H
auditor, the general D The corporate frameworks
» The purpose of this board is to provide strategic advice shareholders’ meeting on i establish common principles
to the Group, focusing particularly on innovation, digital March 18, 2016 appointed i of action in matters that are
transformation, cyber security and new technologies. ¢ PricewaterhouseCoopers ¢ significant for their impact
It also offers its view on trends in the capital markets, ¢ Auditores, S.L. (PwC) as on the Group’s risk profile
corporate governance, brand and reputation, regulation the Bank’s and the Group’s i such as risks, compliance,
and compliance, and global financial services with the external auditor for 2016, technology, auditing,
focus on the customer. 2017 and 2018. accounting, finances,
¢ strategy, human resources
and communications.
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Corporate governance

Board of directors
of Banco Santander

1. Ms Ana Patricia Botin-Sanz
de Sautuola y O’Shea

Group executive chairman
Ol A

2. Mr José Antonio Alvarez
Alvarez

Chief executive officer and
executive director

oONA

3. Mr Bruce Carnegie-Brown
Vice chairman. Non-executive
director (independent) and
coordinator of the non-executive
directors (lead director)

[ @A

4. Mr Rodrigo Echenique
Gordillo

Vice chairman and
executive director

oOmA

5. Mr Matias Rodriguez Inciarte
Vice chairman and

executive director

@A

6. Mr Guillermo de la Dehesa
Romero

Vice chairman and
non-executive director

([ ONA

7. Ms Homaira Akbari
Non-executive director
(independent)

A

8. Mr Ignacio Benjumea Cabeza
de Vaca

Non-executive director

[ ONA

@ Executive committee
Audit committee
Appointments committee
Remuneration committee

@ Risk, regulation and compliance
oversight committee

M International committee

A Innovation and technology
committee
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Pereda building. Santander Group city, Boadilla del Monte, Madrid, Spain, 20 December 2016.

@ CHANGES IN THE COMPOSITION
OF THE BOARD AND ITS COMMITTEES

:bOn 27 September 2016, Ms Homaira Akbari was appointed as a non-executive director
(independent) and a member of the Bank’s innovation and technology committee, filling
: the vacancy left by Mr Angel Jado Becerro de Bengoa, who resigned from the board.

P On 26 April 2016, Ms Belén Romana Garcia was appointed chairman of the audit
committee in place of Mr Juan Miguel Villar Mir, who continued to be a member of

i the committee. Ms Romana is regarded as a financial expert given her education and
i experience in accounting, auditing and risk management.

:lThe board, at the request of the appointments committee, decided at its meeting on 28
i October 2016 to appoint Ms Romana to the risk, regulation and compliance oversight
i committee.

@

9. Mr Javier Botin-Sanz
de Sautuola y O’Shea
Non-executive director

(proprietary)

10. Ms Sol Daurella Comadréan
Non-executive director
(independent)

11. Mr Carlos Fernandez
Gonziélez
Non-executive director
(independent)

([

12. Ms Esther Giménez-Salinas
i Colomer

Non-executive director
(independent)

HA

13. Ms Belén Romana Garcia
Non-executive director
(independent)

[ )

14. Ms Isabel Tocino
Biscarolasaga
Non-executive director
(independent)

[ ] ®

15. Mr Juan Miguel Villar Mir
Non-executive director
(independent)

[

16. Mr Jaime Pérez Renovales
General secretary and secretary
of the board
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«¢Prosper is knowing
how to look »

Rafael Rey, Microcredit, Paraiscpolis,
Santander Brazil

««Prosper is rejuvenation »»

Melissa Morsbach,
Marketing Consultant, Frankfurt,
Santander Consumer Finance, Germany

[ 4

¢¢Prosper is helping to
improve people’s lives »»
lan Carson, Branch Director,
Liverpool Old Swan, Santander UK

«¢Prosper means going forward,
growing and achieving goals” »»

Adrian Fernandez-Romero, entrepreneur
and shareholder of Banco Santander, Spain

:'--_:'r'

e

¢¢Prosper is spending time ¢¢Prosper is innovation

with my grandkids »» for everyonex
Ringo Francis, Corporate Customer, Roselly Kimura, IT, Sdo Paulo,
Santander UK Santander Brazil




«¢Prosper is to insist

Katarzyna Surowiec

Garden, Poland

A\

¢¢Prosper is inclusion »
Lorena Lopez and Sabrina Escalante,

Representatives of Customer Service,
La Juanita, Santander Rio, Argentina

General Manager, Grandpa’s

¢¢Prosper is
collaboration »»

Justin Hannemann, Customer and
Innovation, London, Santander UK

Business model
and strategy

@26 Purpose and business model

&28 Aim and value creation

30 Employees
32 Customers
36 Shareholders
38 Communities

Our purpose is to
help people and
businesses prosper

- -

|

:Fi
«¢ Prosper is change » B
Teresa Sdenz-Diez, Senior Legal f -

Advisor, Santander Group Corporate
Centre, Madrid, Spain




1. Business model and strategy » Purpose and business model

Purpose and business model

Surpose to help people and businesses prosper

to be the best retail and commercial
bank, earning the lasting loyalty

of our people, customers,
shareholders and communities

Our way of
doing things

Simple | Personal | Fair

2 N N
Predictable, stable profit Sustainable, high - Cash dividend
throughout the cycle profitability enabling per share
growth opportunities
growth

@ Average volatility of the quarterly EPS l to be exploited l

(%,1999-2016)

139

1M1% Top3 +8%

Ordinary vs. our global in 2016
RoTE peers
10
Santander Competitors
& J & J (&
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A differential business model

° Serving 125 million o Our geographic
[:] customers with @ diversification

critical mass in generates predictable

10 core markets drives profit, meaning lower
profitable growth. capital needs
D Banco Santander aims to satisfy the needs of all D Santander’s business is well balanced
i types of customer: individuals with different between mature and developing
i income levels; companies of any size and sector; markets, which generates predictable
private corporations and public institutions. and growing profit over the economic
125 3,363 cycle.
million customers B Santander is a strong brand that has great _million euros of
inmarketswitha i recognition in the Group’s main markets and capital generated i p santander’s capital position is strong

total population 2016. CET1 capital

of one billion globally. ratio of 10.55% and appropriate for its business model,

: geographic diversification, balance
® The foundation of our business is long-term sheet structure, risk profile and
customer relations. Innovation is enabling regulatory requirements.
i Santander to transform its commercial model
i in order to attain a larger number of loyal ® Santander’s balance sheet strength
and digital customers, which is fuelling more and profitability enable it to finance
i profitable and sustainable business. its growth, distribute a higher cash
dividend and continue to accumulate
» Santander has high market shares in retail and capital.
commercml banking in Arg(.entma, Brazil, Ch.lle, o
i Spain, Northeast of the United States, Mexico, 45 /O
Poland, Portugal and the United Kingdom and in Contribution of
i the consumer finance business in Europe. the Americas

to profit

The Group is structured around a model of subsidiaries, autonomous in capital
and liquidity, that are subject to regulation and supervision by each country’s
authorities. The subsidiaries are managed by local teams with considerable
customer knowledge in their respective markets.

Santander strives for operational excellence through the digitalisation and
improvement of all its operations and commercial channels, streamlining
processes and optimising costs, enhancing customers’ experience and their
degree of satisfaction.

The Corporate Centre (which has reduced its costs by 23% in the past two years
so that they now represent 2.1% of the Group’s total costs) contributes value and
maximises subsidiaries’ competitiveness, developing collaboration, helping them
to be more efficient, strengthening the Group’s governance and fostering the
exchange of best commercial practices. This enables the Group to generate a
higher result than the sum of each of the local banks acting in isolation.
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1. Business model and strategy » Aim and value creation

Aim and value creation

Our aim is to be the best retail and commercial bank, earning the lasting
loyalty of our employees, customers, shareholders and communities.

We have set ambitious targets ...

Strategic priorities Key indicators

W Be the best bank to work Number of core markets where the Bank
D for and have a strong D isamong the top 3 best banks to work for
*. Employees internal culture (according to the relevant local rankings)

. . Loyal individual customers (million)
Earn the lasting loyalty

of our individual and
corporate customers:
improve our franchise

. Loyal corporate banking customers
and SMEs (thousand)

Growth in customer loans (%) °

'a.__{_xhc_:ustomers Number of countries where the Bank is among the

Top 3 of its competitors in customer satisfaction

Operational excellence
Number of digital customers (million)

and digital transformation

Growth in fee income (%)°

i Fully loaded CET1 capital ratio (%,
Capital strength and ully 1capi i0 (%)

risk management
Cost of credit (%)

Cost-to-income ratio (%)

Improve
profitability

Growth in earnings per share (%)

Return on tangible equity (RoTE, %)*

Dividend pay-out as a percentage
of attributable profit

. FO Oﬂ b Santander Universities Number of scholarships (thousand)

...... (&)

; Communities

Support people in the
local communities in
which the Bank operates

. Number of people helped by the Bank’s
social investment programmes (million)

1.2015-2018 average. 3. Total amount 2016-2018.
2. Except in the US where it will likely be close to competitors. 4. As percentage of operating profit.
5. Constant Euros.
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... anhd we know how to attain them.

Targets

More

2015 2016 2018 info
3 4 et Pp-
countries 30-31

pp.

12.7 13.9 17 28
PP.

1,049 1,356 1.646 3008
6% 29 >com- P.
petitors 48

2 p-

5 8 All 35

p.

16.6 20.9 30 4
43% 8.1% c.10%' f7‘
10.05% 10.55% >11% 4p8
1.25% 1.18% 1.2%' 4"8‘
47.6% 48.1% 45-47% 57‘
: double p-
15,9% 1.0% d ).
11.0% 1.1% >11% 57'
38% 40% 30-40% Pp-
36-37

D.

35 37 1303 g()

1.2 1.7 4.5 PP-
36-39

Simple | Personal | Fair

Simple, Personal and Fair is the essence of the Bank’s corporate
culture. These are the principles that define how all Santander’s
employees think and act and they guide us in our relations with
colleagues, customers, shareholders and communities.

CORPORATE BEHAVIOURS

Corporate behaviours are the basis for becoming a bank that is more
Simple, Personal and Fair. In 2016, knowledge and application of these
behaviours were fostered in day-to-day work, as was the recognition of
employees who best represent these values.

® ©

Talk Keep

straight promises
Actively Bring Support Embrace
collaborate passion people change

RISK CULTURE: RISK PRO

Santander also has a solid risk culture, called risk pro, which defines
the way in which we understand and manage risks from day to day.
It is based on making all employees responsible for the risks they
generate and on other principles that must be known and integrated
into the way of working throughout the Group.

°
risk pro >90%
of employees
All the Santander team engaged in risk know and are
responsible for
the risks in their
daily work

SANTANDER BRAND

The Santander brand expresses a corporate culture and a
unique international positioning, and consistent with a way
of banking that helps people and businesses prosper in a
Simple, Personal and Fair way.

& Santander
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1. Business model and strategy » Aim and value creation » Employees

06 Employees

In order to help people and businesses prosper, it is vital that Santander’s 188,492
employees are motivated and engaged.

Prosper is collaboration

Justin Hannemann , Customer and Innovation, UK

Culture

THE STRATEGY FOR MANAGING PEOPLE .
nsure that the whole Group shares a
FOCUSES ON SIX MAJOR CHALLENGES common culture focused on its purpose, aim

and way of doing things, which helps us to be
the best bank for our employees, customers,
shareholders and communities.

Talent management
Help people to grow
professionally in a global

environment.

Technology
Exploit the advantages of
digitalisation for managing
people in a more simple,
personal and fair way.

Expertise and
development
Provide continuous
training and
development that
strengthens employees’

capacities and skills.

/

2018 target:

@Top3

best bank
to work for in our
core countries.

Employee experience
Foster teams’ commitment
and motivation with measures
Remuneration and benefits that encourage listening,
Set clear targets and a more flexible way of working
reward not only the which enhances the work-life o
results attained but also the balance, as well as a healthy _
way they are achieved. environment. . Star Me UP:
\_ . 7 the first global

recognition network

o
.n It arose in order to promote
collaboration and recognise
m._. '_U those who apply the
s corporate behaviours in their
day-to-day work

»65,000

Our professional team
49% 38 9
Graduates Average age Average years
(years) with Santander

188,492

employees
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My work enables me to
help local communities
and businesses

lan Carson,
Branch Director, Liverpool Old Swan,
Santander UK

lan Carson is director of the Santander
UK Old Swan branch in Liverpool. For

several years, his branch has collaborated

on various local charity initiatives
and projects. For lan “it is a great
privilege to form part of a large
family which is the Bank” because
thanks to his work he can improve
other people’s lives.

Initiatives developed by HR in 2016

- SPF (Simple, Personal, Fair) behaviours.
A plan was launched with communication,
awareness raising, training and adaptation
of the performance assessment and
recognition processes in order to help
employees apply the behaviours every
day, to make Santander a more Simple,
Personal and Fair bank.

Recognition. Chile, Mexico, Argentina,
Spain and the corporate centre installed
platforms enabling those employees who
set outstanding examples in corporate
behaviours to be recognised. At the Group
Convention in December, there was an
event for the 100 SPF ambassadors -
employees chosen by their colleagues as
exponents of the corporate behaviours.
The Star Me Up app, the first global
recognition network, was also launched.

New corporate segmentation. More
dynamic, with entries and exits being
reviewed every six months. It is based on
transparency and meritocracy according
to objetive (contribution, results) and
individual (performance, potential)
criteria.

» Succession plans. The succession
policy approved will enable planning for
the replacement of leaders, providing
continuity to the business, with a common
and structured methodology for key
positions of senior management and
control functions.

Global Assessment Process (GAP). This
process was launched to help leaders
contribute to the Bank’s transformation
with a leadership style appropriate to the
new phase that Santander is living.

360 appraisal. This is the first phase of
the corporate model for performance
assessment, in which executives are
appraised by their peers, direct reports
and by their line manager regarding
their adoption of the eight corporate
behaviours in their day-to-day work.

Flexiworking: new spaces. Further
progress was made in this programme, the
first phase of which focused on promoting
more flexible working hours, through the
creation of new, open-plan areas that
enhance co-operation and the exchange
of knowledge, and tools that enable teams
to be in continuous contact with those in
other countries.

@

O GLOBAL
i ENGAGEMENT
SURVEY

The 2016 results
were better,
particularly in

two aspects:
extensive knowledge
of the corporate
Simple, Personal
and Fair culture and
motivation to make
the Bank more SPF;
and better

85% ¢
record
participation

78% ¢
employees i
are engaged

91% ¢

know the .
corporate work-life balance.
Simple, There are also
Personal and areas of improvement
Fair culture

in simplifying

the way of working
and having more
innovative means to
work.

78% ¢

of employees

say their line  }
manager helps
them attain a
better work-life
balance

Be Healthy, the global health and
wellbeing/wellness programme. This
programme, which is already operating
in Chile, Poland, Mexico, Brazil, Spain,
Portugal, United Kingdom, Argentina
and Santander Consumer Finance, aims
to make Santander the world’s healthiest
organisation. The first initiative was a
challenge for the Group’s employees

to walk, in total, the equivalent of once
around the world. Santander donated
€44,000 to Unicef, a euro for each
kilometre covered.

We are Santander Week. The 2016

week focused on corporate behaviours.
Town hall meetings, conferences and
volunteering activities were held to foster
team and family living in all the Group’s
countries.

Knowledge. Solaruco Pop Up was
launched in June to extend the knowledge
imparted at the Corporate Centre

of Knowledge and Development to

all the Group’s employees. A cycle of
Santander Business Insights conferences
was launched, dedicated to sharing good
practices.
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1. Business model and strategy » Aim and value creation » Customers

00 Customers

We want to help our customers prosper day by day and we know that this means something
different for each of them. We aim to meet the needs of our different customer profiles so that
every day they are more loyal, use digital channels more and are more satisfied with the Bank.

Prosper is loyalty

Alfredo Candela, CEO Bodegas Barahonda, Spain

Simple, tailor-made solutions to strengthen

the lasting loyalty of our customers. 2018 target:
18.6
million loyal m
customers
. 1|2|3 WORLD: one of the preferred ® SANTANDER SELECT:
options for retail customers. i the differentiated value proposal

: for high income customers.
p This commercial relationship model rewards balances and

gives cashback on household bills and purchases, among other P» New proposals were developed in 2016
advantages. It was extended to new segments in 2016, such such as Select Global Value, which

as the 11213 Mini Account in Spain for children and those under i covers the needs of those customers
the age of 18, and in new countries, such as Mexico, where the ¢ who travel or work and live abroad. This
offer was launched under the name of Santander Plus. forges customer loyalty, as customers

benefit from Santander’s international
branch and ATM network.

:D Number of customers (millions)

5.1 2.0 0.3 1.1 ® SANTANDER SMEs:
United Kingdom Spain Portugal Mexico I gIobaI solution to Support 0 N
the development of SMEs. % g
. ) &(b
:’ This model, which operates #1
H i Euromoney award
() SANTANDER PRIVATE BANKING: i throughout the Group, provides a yjaw
o ) i strong financial offering and other for Best Bank in the
a specialised service model i solutions to spur internationalisation, ~ World for SMEs
for higher income customers. i training, employment and
H i digitalisation of SMEs.
P Santander was recognised by :
i Euromoney as the “Best Bank ) New developments in 2016 in the Santander SME strategy
in Wealth Management” in =
Latin America in 2016. A @ =
POLAND BRAZIL PORTUGAL URUGUAY
Firmowe Ewolucje ~ Atendimento  Box Santander CRM Celestium
(Business Evolutions) Digital Advance (SMEs)
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@ Group customers
Million

MEXICO

13.4

BRAZIL

34.3 " ;
"‘:i‘.“ag S

REST OF
EUROPE

0.1,

UNITED
KINGDOM

SANTANDER /
CONSUMER
FINANCE

W
tﬁv‘

POLAND

25.3 ,ﬁ‘-y

Total customers

&

125

Million

* Excluding exchange rate effects
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REST OF LATIN 12.8
AMERICA
0.8
CHILE
3.6 |
“In
Solutions to support the internationalisation
and growth of companies.
® SANTANDER TRADE GLOBAL TREASURY ® SANTANDER
i NETWORK: a network SOLUTIONS: a service i FLAME: an online
of services suppliers that helps multinational platform to execute and
certified by Santander companies manage their manage foreign exchange
to help internationalise treasuries remotely. transactions and risk.
businesses.
It provides multinationals with centralised ® These transactions are essential for
P This solution is part of Santander reporting of their accounts with any i importing and exporting. They are already
Trade, Santander’s online platform that institution and enables them to order functioning in the United Kingdom and
supports foreign trade with various payments from Santander Group accounts, Mexico, and will soon be available in Chile
services. on a centralised basis using various and the United States.
channels and a standard format.
o
+68,000 +60 +20%
exporters and multinational growth in
importers companies income
d Relationship of customers to revenues
---®--- Fee income*
(billion euros) 10.2
---@- Loyal customers 9.4 e ° +8%
(million) e
15.2 Customer
B8 loyalty drives
e revenue growth
2015 2016



1. Business model and strategy » Aim and value creation » Customers

Prosper is innovation for everyone 3‘1 N

Roselly Kimura, IT, Santander, Brazil

We are transforming our commercial model because we know

. ore . . . . e 2018 target:
our customers demand greater availability and proximity via digital
. . . 30
channels, while strengthening the personal service that has always miion [ |
, digital ‘
been Santander’s hallmark. customers

, NEW DIGITAL SOLUTIONS: with d Digital customers
i simple access to the range of banking Million
services and personalised advice.

) This year has seen the reinforcement of the 20.9
remote customer services, such as Gestor Digital

¢ in Brazil and Santander Personal in Spain, which

i offer customers a qualified adviser to help them .

with their finances, without the need to go to 16-6_,,..»""“

their branch. Financial management tools have mobile banking

i also been enhanced, such as those in the UK, costumers

i Spain and Poland for checking and classifying

i spending, and further improvements have been

made to mobile banking, with new payment and

i card management solutions available in several

i countries.

2015 2016

) Digital solutions

~ ® 0 =
<y N - A 4

UNITED SPAIN BRAZIL MEXICO ARGENTINA POLAND
KINGDOM Control of ContaSuper solutions Supermdvil Best digital bank Best mobile banking
Investment centre, personal finances and SantanderWay. +900,000 according to app in the country and
spendlytics in MoneyPlan. users. Mobile Global Finance third in Europe according
(Android) and Mobile payments with onboarding of for seventeenth to Forrester. Enhanced
mobile payments Wallet and ApplePay university student year running offering in mobile
customers payments (Android).
® SANTANDER NEO CRM: ® SMARTRED: an initiative
i this commercial intelligence i totransform the customer

tool offers a 360° view of i experience at branches.
customer behaviour and H
preferences. » The aim is to incorporate new

: i technological advances and create

®» We worked in 2016 to integrate the i differentiated spaces for services

¢ information from all channels (branches, i that help to streamline processes 472
contact centres, digital media, etc.) and i and enhance personalised attention. branch
to add new transactional functionalities. i Spain, United Kingdom, Brazil, ranches -

o . : . : . renovated in 2016

This information enables the Bank’s value i Argentina, Portugal, Mexico and Chile and 1,000 more
proposals to be improved, based on the i inaugurated new branches in line with expected in 2017
customers’ experience and needs, and i this model.
helps to generate cost savings and increase
productivity (+24%).
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\ " Thanks to the Bank’s programme to support

SMEs, we have the advice of experts in

promoting our brand and business

Katarzyna Surowiec,
General Manager, Grandpa’s Garden, Poland.

Grandpa’s Garden is a family-run company that
processes and prepares tinned vegetables in Poland.
When the global crisis hit the company’s business,
it sought the support of Bank Zachodni WBK P
(Santander Group). Thanks to Firmowe Ewolucje
(Business Evolutions) programme, it was able to
access not only funding for new investments
in the plant, but also other high value-added
services that helped to strengthen its brand,
capture new customers and multiply sales by
10.

, OPERATIONAL EXCELLENCE: to increase ' Santander is one of the most efficient

customer satisfaction by offering the best service : international banks and it aims to keep
at the lowest price possible. i onimproving its efficiency ratio through 2018 target:
i greater process efficiency in technology [ﬂj
P Various initiatives are under way throughout the Group to and operations and in corporate centres,
i transform the customer experience in the main relationship i as well as from greater digitalisation of 45-47%
processes with the Bank (customer journeys). i the commercial distribution model. efﬁcitgncy
: ratio

:’ Initiatives that enhance the customer experience :
H A~ e P We are among the Top 3 in customer
& ) w ; S satisfaction in countries accounting for
close to 80% of our pre-tax profit

SPAIN POLAND UNITED :

SDzilgitt:?der 1D rl;foabnilse\/;wnes g!gg?OM Number of countries where Santander

identification in 60 seconds processes for i Top 3in customer satisfaction’

of customers mortgages

and signing of The time needed H

contracts b a to make a e e
single process request has been oot Argentina  Brazil Chile Spain

minutes (-75%)

cut from 3 hours H am ~ -
s 2 @ & ¢
o less than 40 G

H Mexico

Poland Portugal UK
£ 5 ‘* @ K LS
‘ @ ‘,' .......................... : - ' = S
CHILE BRAZILAND MEXICO P . [ T T PP TR P PR
Neoclick Biometrics
Online Request Customers are
for loansin 3 identified by
clicks. 93% of fingerprint, voice
the process is or face recognition.
electronic, saving This system is used in
commercial Mexico for around 30%
teams 200,000 of active customers :
hours 2015 2016

(1) Corporate benchmark of customer satisfaction.
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1. Business model and strategy » Aim and value creation » Shareholders

& Shareholders and investors

At Banco Santander we offer our shareholders an attractive sustainable return to maintain their
lasting confidence. In 2016, the bank met all its financial targets and made significant progress

in its strategic priorities.

Main milestones related to investors

and shareholders in 2016

1. Increased remuneration and payment of
the four usual dividends maintained:

« The total shareholder remuneration against 2016 profit was
€0.21 per share (+5% vs 20715). Three of these dividends have
already been paid: two of them in cash of €0.055 per share and
one via the scrip dividend of €0.045 per share. The fourth and
final dividend is scheduled to be paid in May 2017.

* The dividend yield was 5.2% in 2016 (2016 dividend/Average
2016 price).

@ Remuneration in cash
Euros per share

0.17 +8%
0.16 in 2016

0.09 @
total
remuneration

2014 2015 2016

2. Increase in the number of shareholders:

« Banco Santander had 3.9 million 3’9
million

shareholders in more than 100 shareholders

countries at the end of 2016.

3. Improved risk indicators

» Santander’s robust governance of the risk

O,
function facilitates appropriate and efficient 3-93 Yo
decision-taking, effective control of risks and NPL ratio

& (down 43 bp
ensures that they are managed in accordance in 2016)

with the level of risk appetite set by senior
management.

« Following full implementation of the Advanced
Risk Management (ARM) programme, Santander’s
advanced risk management is a reality and we are
regarded as best-in-class in the banking industry. The
Group also has a solid risk culture, which enables it to

respond to complex environments.
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The Santander share in 2016

& Comparative performance

Dec 15 vs. Dec 16 —SAN  —— MSCI World Banks
120
1o
100
90
80
. +8.8%
60
Decl5 Mar16 Jun16 Sep16 Decl16
© SHARE PERFORMANCE
® Stock markets were very volatile in 2016 —
¢ due to the uncertainty over the Chinese —
economy, the evolution of commodity
prices, the solvency of the financial sector €4,959
in some countries, interest rate policies sharr1e Pl'ifje
and central banks’ stimulus policies, the i};oﬁgn
referendum in the UK and the US presidential
election.
') In this context, the Santander share
¢ performed better than the Ibex 35, the € 72)314
benchmark Spanish stock market index, (r)TII\lX:rket

and the European banking index.

d Shareholder base and capital
(31 December 2016)

Dec. 2016

Capitalisation

Dec. 2015

Shareholders
(number) 3,928,950
Outstanding shares
(number)

Average daily trading

(number of shares) 100,707,234

3,573,277

14,582,340,701 14,434,492,579

103,736,264



&

&

CONTRIBUTING
SHAREHOLDER
VALUE IN 2016

C M
L] :
a D Total shareholder
B B l I ¢ return
by, ‘Ak I :

+14%

We have had a relationship :
q T: ible book
with Santander for three P Tangible ook

generations ’ : 4.22 euros
Adrian Fernandez-Romero. i (+4%)
Entrepreneur and Banco Santander shareholder, :

Seville y = ; - P We strengthened
i e " 1 ¢ our capital (+50 bp)

10.55%

CET1 fully loaded ratio

Adrian Fernandez Romero emphasises
that “it is very important to have a clear
idea of who you are rowing with when you
begin”, both in his financial activity and
when investing in other companies. “As my
grandfather said, first the partner and then
the business. | am a shareholder because

| believe in Banco Santander. | know its
employees and, as with any company, its
value lies in the people behind it”.

Commitment to shareholders via the
Shareholder and Investor Relations area

The Shareholder and Investor Relations area 2. Strengthen personalised attention for
implemented various initiatives in 2016 in order to: e shareholders. 183 forums and meetings
IEE—— were held with shareholders, and 186,953

1. Foster constant communication with retail consultations were handled via remote

shareholders, institutional investors, analysts channels.

and rating agencies in order to strengthen

the relationship and trust. A Group Strategy 3. Facilitate the participation of shareholders.
Update was held in London in September, a0 . Another rise in the number of shareholders who
attended by more than 130 investors and participated in the annual meeting at which
analysts. 57.63% of the share capital voted or delegated

its vote on the board’s proposals.

4. Encourage innovation in the various
Shareholder and Investor Relations channels.
Using the latest technologies, the corporate
website, the commercial website and the
Santander Shareholders and Investors app were
revamped.

5. Offer exclusive products and services via the
website www.yosoyaccionista.santander.com
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1. Business model and strategy » Aim and value creation

» Communities

At Banco Santander we ensure the integration of ethical, social and environmental
criteria in the development of our business, contributing to the economic and social
prosper of people and businesses in a responsible and sustainable way. Fostering higher
education is the hallmark of our social commitment.

Prosper is inclusion

Lorena Lépez y Sabrina Escalante, customer service
representatives, La Juanita, Santander Rio, Argentina

Santander has various policies, codes and internal
rules that ensure that its activity is developed
responsibly. They emanate from the best
international practices and protocols, codes of
conduct and international guidelines applicable
in each case.

The Bank develops and promotes products

and services that foster, among other things,
financial inclusion, such as microcredits.
Santander also has a special social commitment
to the communities in which it operates, via
Santander Universities and its investment in
numerous support programmes that promote
aspects such as education and social well-being.
These include:

- Local initiatives to support pre-school
education, particularly in Latin America where
the Bank co-operates in projects that support
each country’s education programmes, as
Amigo de Valor in Brazil.

million
people helped invested in
in 2016 communities

in 2016
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million social

- Financial education programmes that
transmit to children the importance of saving,
prepare young people for an independent
life and help families to take basic financial
decisions.

- Programmes to combat social exclusion
that tackle poverty, vulnerability and
marginalisation, as for example Convocatoria de
Proyectos Sociales in Spain and Discovery Grants
in the UK.

The Paris agreement on climate change
represents a major step towards a less carbon-
intensive economy. The financial sector has a
significant role to play in this transition, which
involves risks and opportunities. The Bank has
strengthened this area by creating a new Climate
Finance working group that aims to set the
strategy, identify the risks and opportunities
derived from climate change and incorporate the
later into its management.

megawatts
financed in
renewable energy
projects in 2016

2018 target:

4.5

million
people helped
in 2016-2018.

‘ ROBECO S M
Bt {ane JOTF

reduction in
electricity
consumption
in2016



Thanks to Santander
Microcredits | can help
thousands of entrepreneurs
fulfil their dreams. It is very

gratifying

Rafael Rey, Paraisépolis,
Santander Brazil

small businesses without access to formal
loans. So far, it has supported 250,000
people in Latin America. Rafael says that

extending the programme to Mexico.

Santander Universities

Banco Santander, which stands out from the rest
of banks for its firm support of higher education,
invests more in supporting education than any
other private company in the world, according
to the first global study published by the Varkey
Foundation in cooperation with UNESCO.

Keys of the support for universities

- University entrepreneurship, a vital factor
in social progress. We provided support,
advice and training for more than 2,400 young
people via programmes as the Santander
YUZZ ‘|évenes con ideas’. Competitions with
prizes for entrepreneurship were held in seven
countries - Brazil, Argentina, Chile, Mexico,
Portugal, Spain and United Kingdom - with
25,000 participants. Santander has a target of
supporting 80,000 entrepreneurs in 2017-18.

Scholarships and social impact: scholarship
programmes for national and international
mobility, academic training and internships
in companies, in Spain, United Kingdom,
Puerto Rico, Brazil, Chile and Uruguay. The

Santander Microcredits spurs the growth of

this programme enables him “to better know

people’s needs, what are their dreams and help
them to develop.” Santander aims to support close
- t0300,000 new customers in the coming years by

Santander Impact project was created, with
information on the effect of these initiatives on
communities.

- Digitalisation and modernisation of
universities: in order to streamline academic
processes and services with tools such as the
University Smart Card (USC) which evolves with
technology (new supports and uses). There are 9.1
million USCs in 279 universities in 11 countries.

Universia

« Sponsored by Banco Santander, Universia
i is Ibero-America’s largest network of
universities and an international reference
in university relations. It focuses on
fostering employment of graduates, online
training via resources such as MOOCs
(massive open online courses) and on
facilitating digital tools.

O SANTANDER
¢ UNIVERSITIES
IN FIGURES

1

» 36,684
scholarships

and grants
in 2016

E)

» 1,183

:  agreements

¢ with universities
and academic
institutions in 21
countries

» 157
i million
¢ invested
in higher
education
in 2016

uni>ersia

» 1,407

universities in
23 countries form
part of Universia

+

More information is available in

the corporate website’s section

on sustainability and in the 2016
sustainability report.
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: @42 Economic, banking and
: regulatory environment

@46 Santander Group results
€49 Countries
: @57 Global Corporate Banking

o0

Santander met its strategic
financial targets for 2016, in-

very demanding economic and financial environment.
Attributable profit grew by 4%, buoyed by a good
performance in commercial revenue, cost control and

enhanced credit quality.




2.2016 Results  » Economic, banking and regulatory environment

Economic, banking and
regulatory environment

2016 was characterised by volatility in capital markets, which reacted to unexpected economic
and political news, while the competitive environment and a demanding regulatory agenda
continued to restrain the recovery in banks’ profitability.

da GDP
» International economic context % annual change
. . Global
The global economy grew slightly less than in 2015 10.0 Mature economies
(3.0% vs. 3.2%), due to slower growth in mature Developing economies
. . 8.0
economies, which began the year weakly due
to a series of one-off factors including financial 6.0
instability and weather conditions. 4.0
2.0 /\_/v—
0.0
2.0 \/
-4.0

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

Source: IMF World Economic Outlook
d Economic performance by country
% annual
change GDP
Country 2015 2016 Economic performance

Fall in unemployment rate (to 4.7%), a level that is almost full employment, rise
£ United States 2.6 1.6 in underlying inflation to 1.8%. Increase of 25 b.p. in the Federal funds rate in a
context of economic revitalisation, which points to gradual rises in 2017.

Lower than expected initial impact of the Brexit referendum. The jobless rate continued to fall (to
g United Kingdom 2.2 1.8 4.8%), which is virtually full employment. Despite the rise in inflation and sterling’s depreciation, the
Bank of England cut its base rate by 25 b.p. to 0.25% and took new measures to support lending.

Moderate but resilient growth. Uneven performance by country, with the largest economies registering
Eurozone 1.9 1.7 positive growth. The risk of deflation abated, but inflation was still far from the 2% target, which led
the European Central Bank to reduce rates to new lows and adopt new quantitative easing measures.

Broadly based growth, mainly underpinned by domestic demand. Job creation was dynamic
© Spain 3.2 3.2 and lowered the unemployment rate to 19%. Balanced recovery and sustained growth

~ with moderate inflation, a current account surplus and a reduced fiscal deficit.
| 16 13 The unemployment rate continued the downward trend of the last few years
@ rortuga : > and was just above 10%. Inflation was similar to 2015 at 0.6%.
— Poland 39 28 Slower growth, unemployment rate at historic low (5.9%), inflation again positive in
w Polan : "®  December (0.8%) and the key interest rate stable at 1.5% throughout the year.

As the year progressed, the recession weakened. The new government is clearly reformist
@ brai 38 35 and has the capacity in parliament to approve reforms. The central bank brought
8z : > inflation (6.3%) below the upper limit of its target band (6.5%), which enabled it to cut
the key rate from 14.25% to 13.75% at the end of the year with a downward bias.

Slower growth due to a more challenging external environment, which produced a fiscal
() Mexico 2.6 2.3 policy adjustment and a tightening of monetary policy. The peso depreciated and its
impact on inflation led the central bank to raise its key rate from 3.25% to 5.75%.

; Slower growth, due to the international context and the mining industry
G Chile 2.3 1.5 adapting to an environment of moderate prices. Inflation fell to 3% and the key
interest rate remained at 3.5% (same level as at the end of 2015).

The government faced the macroeconomic imbalances and microeconomic distortions with determination,
@ Argentina 2.4 2.0 and strengthened the institutional framework. It began to lay the groundwork for controlling inflation
and the public finances, for commercial and financial integration and for recovering growth.
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Going forward, we have many opportunities to grow profitably in
Europe and the Americas in an environment that we expect to be
volatile but, in general, better than 2016 in our main markets.

Ana Botin,
Presentation of Santander Group’s 2016 results (25 January 2017)

@

©

A

MSCI World index i €/$ exchange rate

+5% 1.05

in2016 i (-3%in2016)

» Financial markets
and exchange rates

As soon as the year started, signs of economic
slowdown in China and doubts on the soundness
of mature economies sparked a sharp rise in risk
aversion that caused stock markets to tumble and
oil prices to reach their lowest levels since 2003.
Financial markets sentiment recovered as of the
middle of February, reducing volatility, thanks

to signs of stabilisation in the Chinese economy,
some recovery in oil prices and improvement in
the US economy.

In March, the European Central Bank cut its key
rates and increased the programme for buying
public and private sector debt, which produced

a sharp decline in the yield on fixed income
securities in euros. Public debt was placed at
negative interest rates for the short and medium
term maturities of many eurozone countries.

The vote in the UK’s referendum in June to leave
the European Union triggered another bout of
volatility, particularly in exchange rates, with falls
in stock markets, a safe haven flight into quality
assets and the depreciation of sterling and the
euro. The impact was not lasting, as volatility
declined in the following months, share prices
recovered and risk aversion abated.

The result of the US presidential election in
November produced a new bout of volatility

in the currencies of emerging markets, with
rises in stock markets and in long-term interest
rates in the expectation that fiscal policy in the
short term would be more expansive. The dollar
appreciated against the euro.

allli

10-year US bond yield

2.43%

(+16 bp in 2016)

In 2016 the
financial markets
were impacted by
various shocks from
the economic and
political sphere

At the end of the year, the rise in the Federal
Reserve’s key rates and in oil prices, as well as
the improved growth in the main economies,
strengthened the rising trend in long-term
interest rates. Even so, monetary policies in
mature economies at the end of 2016 were
markedly expansive.

The Mexican peso depreciated 15% to
1€=21.8MXN, hit by the evolution of oil prices in
the first months of the year and by uncertainty
over a possible change in US trade and migration
policy in the last part of 2016. As the political
uncertainty cleared in Brazil, the Brazilian real
recovered notably to end the year at 1€=3.4 BRL
(1€=4.3 BRL a year earlier). The Chilean peso
ended the year at 1€=708 CLP, a 9% appreciation
over 2015 year-end.
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2.2016 Results » Economic, banking and regulatory environment

The banking
environment in the
countries where
Banco Santander
operates continued
to be characterised
by regulatory
changesand a
challenging economic
environment

44 & Santander

» Banking sector environment

In mature economies, banks continued to bolster
their balance sheets and capital adequacy.
Specifically, the tier one capital adequacy ratio
(CET1) of European banks was 14.1% in the third
quarter, according to the European Banking
Authority (EBA), more than one percentage point
above that recorded a year earlier. Except for
some isolated exceptions, the banking system
notably improved its capacity to absorb adverse
shocks, something that was underscored in the
EBA’s stress tests.

Even so, banks continued to face significant
challenges to drive profitability. Interest rates
and business volumes remained low; and there
was a sharp rise in competitive pressure in

most markets, among banks and in financing

via markets, and as a result of the entry of new
players in the sector. Shadow banking continued
to gain importance and non-banking financial
entities, which are focusing their business on

» Supervisory and regulatory
environment

In 2016 the regulatory environment remained
demanding with relevant novelties among which
the most important are the revision of Basel Il
and the proposal of the European Commission for
resolution of entities.

Basel Ill review

The objective of authorities in the Basel IlI
review is to simplify the ratios and make them
more comparable and sensitive to risk, without
significantly increasing banks’ overall capital
requirements.

Also under discussion is whether to set limits on
capital deductions for entities that use internal
models to calculate their capital requirements.

Although there is still much uncertainty, the new
framework is expected to be approved in the first
months of 2017 and come into force in 2021.

niches such as payments, advice and loans,
continued to grow.

In emerging countries, with interest rates and
margins above those in developed countries,
banks’ profits remain higher.

The great majority of banks are implementing
changes in culture, in order to recover trust,
and, in general, all seek to adapt to the digital
revolution, which is going to define the way

in which banks relate to their customers, the
level of services provided and the efficiency of
processes.

Moreover, international banks are facing differing
sociodemographic trends, with a clear process of
ageing in mature economies and a big rise in the
middle classes in developing economies, which
will require differentiated strategies depending
on the features of each market.

Prudential regulation review in Europe

The European Commission published in November
a new proposal of reforms on capital and
resolution rules. These include:

» The introduction of new Basel international
standards in the capital framework.

« Changes to the resolution framework. The Single
Resolution Board (SRB) has been fully operational
since 1 January 2016. It will set during 2017 a level
indicative of the loss absorbing capacity for each
institution (MREL and TLAC for the G-SIBs).

Santander is structured around subsidiaries that
are autonomous in terms of capital and liquidity.
As a result, it has a multiple point of entry
approach, which means that the resolution of a
particular subsidiary would not affect the other
Group entities. Accordingly, the TLAC requirement
is expected to be applied to each group’s
subsidiary, that must fulfil not only the local rules
but also the European ones. This will require
additional debt issues.

The Commission’s proposal is the first step in a
long legislative process. It is expected to come
into force between 2019 and 2021.

Meanwhile, the European Banking Authority
(EBA) and the European Central Bank (ECB) are
reviewing the internal models used by the banks
in Europe.



d European Banking Union
Milestones in the construction of the European Banking Union

: liabilities (MREL)

i proposal in Europe

® January 2015 ®» November 2015 » May 2016 ® July 2017 ® January 2019
The European The European European The European Final total
i directive i Commission presented i Commission’s final i Commission’s i loss absorbing
i on banking i its single deposit i proposal for minimum  : senior debt i capacity (TLAC)
i supervision came i insurance scheme i own funds and eligible : subordination i implementation
i into force i proposal (EDIS) i proposal in Europe
X :
€ Ao Y— [0 Y— [0 Y— O (@ Num— (o Y— Q- O

i’Third quarter

;Djanuary 2016
i of 2015 :

i The European

' November 2014

i The European i The European

D November 2016

Central Bank takes

i on the single

i supervision of banks
i in the eurozone

The ECB establishes

i the minimum capital

i requirements for 2016
i as conclusion of the

i Supervisory Review

i Evaluation Process

i (SREP)

i resolution authority
fully assumes its

i functions and the

i bail-in comes into

i force as the SREP’s
i resolution tool

i Commission’s
proposal on reviewing
capital requirements

¢ (CRR/CRDIV), the
bank recovery and

i resolution directive

¢ (BRRD) and the single
i resolution mechanism
i (SRM) regulation

D Fourth quarter

i of 2017

i Setting an indicative
i MREL level for

i systemic entities

Interaction between accounting
and prudential rules

The regulatory bodies are working on bringing
into force in 2018 the new international financial
reporting standard (IFRS 9), which will change
the calculation regarding the recognition of
losses incurred in the banking system. The new
accounting framework adapted to IFRS 9, which
must also reconcile with the capital framework,
will be defined in 2017.

There is still an intense political debate on the
creation of a single European deposit insurance
scheme (EDIS). The differences centre on how
to carry out the gradual allocation of the fund

Banking supervision via the Single
Supervisory Mechanism (SSM)

The number of banks supervised by the European
Central Bank stood at 126 at the end of 2016.

Of note among the SSM’s activities was the
Supervisory Review and Evaluation Process (SREP).
The supervisory team assigned to Santander had
more than 100 meetings with the Bank in 2016.

At the end of 2016, the ECB sent to each bank the
minimum capital requirements for the following
year. In 2017, at consolidated level, Santander
Group must maintain a minimum phase-in CET1
capital ratio of 7.75%, 9.25% for the phase-in T1
and a total phase-in ratio of 11.25%.

envisaged for 2024 and to mitigate and share the
risks among countries. The date for reaching an
agreement is still not known.

SRB (Single Resolution Board): single European mechanism for the resolution of failing banks.

TLAC (Total Loss Absorbing Capacity): loss absorbing capacity of globally systemically important banks.

It enables the bail-in to be carried out: the investors, rather than the taxpayers, assume the liabilities.
MREL: Minimum Requirement for own funds and Eligible Liabilities.

Similar to the TLAC for globally systemically important banks, the MREL is applied to European banks.
G-SIB: Globally Systemically Important Banks.

SREP : the Supervisory Review and Evaluation Process of banks performed by the European Central Bank.
CRDIV: the EU’s Capital Requirements Directive.

BRRD: the EU’s Bank Recovery and Resolution Directive.

SRMR: the Single Resolution Mechanism Resolution in the EU.

MIiFID (Markets in Financial Instruments Directive): European rules on investor protection in relation to financial products.

O SINGLE EUROPEAN

MARKET

The European Commission

! continues to work on measures

! to strengthen and advance in the
i single European market.

_.Action plan of the single capital
i market.

P Action plan of the Green Book on
i retail financial services.

» Digital agenda and initiatives to

! benefit the single digital market
i such as digital economy and data
i economy.

_. Harmonisation of consumer
i protection regulations.

i Member states face an important
i schedule for implementing

rules that will come into force

i in 2018, such as data protection

i regulations, the cybersecurity
directive, the directive on

i payment services and the

i Markets in Financial Instruments
{ Directive (MiFID I1), which will
play a key role in developing retail
i and digital banking.
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2. Results » Santander Group results

Santander Group key data

@ Balance sheet (million euros) 2016 2015 %2016/2015 2014
Total assets 1,339,125 1,340,260 0.) 1,266,296
Net customer loans 790,470 790,848 0.0 734,7M
Customer deposits 691,112 683,142 1.2 647,706
Managed and marketed customer funds 1,102,488 1,075,563 2.5 1,023,189
Shareholders’ equity 102,699 98,753 4.0 89,714
Total managed and marketed funds 1,521,633 1,506,520 1.0 1,428,083

@ Income statement’(million euros) 2016 2015 %2016/2015 2014
Net interest income 31,089 32,189 (3.4) 29,548
Gross income 43,853 45,272 (3.7 42,612
Net operating income 22,766 23,702 (3.9) 22,574
Underlying profit before taxes 11,288 10,939 3.2 9,720
Underlying profit attributable to the Group 6,621 6,566 0.8 5,816
Attributable profit to the Group 6,204 5,966 4.0 5,816

e EPS, profitability and efficiency (%) 2016 2015 %2016/2015 2014
EPS (euros) 0.41 0.40 1.0 0.48
RoE 6.99 6.57 7.05
Underlying RoTE** 11.08 10.99 10.95
RoTE 10.38 9.99 10.95
RoA 0.56 0.54 0.58
Underlying RoRWA** 1.36 1.30 1.27
RoRWA 1.29 1.20 1.27
Efficiency ratio (with amortisations) 481 47.6 47.0

d Solvency and NPL ratios (%) 2016 2015 %2016/2015 2014
CET1 Fully loaded 10.55 10.05 9.65
CET1 Phase-in 12.53 12.55 12.23
NPL ratio 3.93 4.36 5.19
Coverage ratio 73.8 731 67.2

& Market capitalisation and shares 2016 2015 %2016/2015 2014
Number of shares (million) 14,582 14,434 1.0 12,584
Share price (euros) 4.959 4.558 8.8 6.996
Market capitalisation (million euros) 72,314 65,792 9.9 88,041
Tangible Book value (euros) 4.22 4.07 4.01
Price/ tangible book value (X) 1.17 112 1.75
P/E ratio (X) 1218 11.30 14.59

d Other data 2016 2015 %2016/2015 2014
Number of shareholders 3,928,950 3,573,277 10.0 3,240,395
Number of employees 188,492 193,863 (2.8) 185,405
Number of branches 12,235 13,030 6.0) 12,951

(*) Variations w/o exchange rate: Net interest income: +2.3%, Gross income: +2.5%; Net operating income: +1.6%;

Underlying attributable profit: +10.5%; Attributable profit: +15.1%
(**) Excluding non-recurring capital gains and provisions
Note: RoE, RoTE y CET1, proforma data including the January 2015 capital increase.
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Results

The commercial transformation is driving growth in loyal and digital customers

During 2016, Santander advanced in its customer @& Loyal customers @ Digital customers
loyalty strategy in all its markets with the Million Million

launch of various strategies and high value-

added products. The Bank strengthened its 20.9
multichannel offering with new apps for mobile 16.6

banking, development of biometric identification 15.2

and the launch of new means of payment

facilities in several of its markets.

These measures increased the number of loyal
customers by 1.4 million (individuals: +9% and
companies: +29%) and digital customers by 4.3
million (notable growth of 53% in mobile banking
customers).

2015 2016 2015 2016

Recurrent growth in commercial revenues. Emphasis on cost control and lower provisions

The loyalty strategy enabled commercial ;
revenues to rise in eight of the Group’s 10 core i . +2%

units. Of note was the increase in fee income. o/ 1 © Neti .
et interest income
+3% |

@ Cost-to-income ratio
%

>60

Thanks to the efficiency plan, the investments ! Gross income D +8%
in the commercial transformation and the ;

higher regulatory costs were absorbed. As a
result, operating expenses fell on a like-for-

like basis and discounting inflation. Santander
remains one of the world’s most efficient banks.
It is among the Top 3 for customer satisfaction
in eight of its nine core countries. Provisions

Fee income 48.1

. . . Santander Peers
Provisions continue to decline.

1. Constant euros; 2. Excluding perimeter and inflation.

Solid growth in pre-tax profit and value creation for our shareholders

. ) o 1
Underlying profit before taxes'ros.e 12% (in @ Attributable profit €@ RoTE ® Ordinary
constant euros) and increased in nine of the Million euros o ® Total

Group’s 10 core units. Attributable profit
was up 4% to €6,204 million.

6,204 @ 0.95 11.08
ey . . 10.!
The positive trend in the income statement 5,966
9.99

enabled Santander to meet its financial
objectives and consolidate itself as one
of the European banks with the best

shareholder return. 10.38

2015 2016 2015 2016
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2. Results » Santander Group results

Balance sheet

Greater activity in a challenging environment

& Activity

In an environment of low interest rates *
and economic recovery, Santander +5%
maintained constant growth in its :
commercial activity, both loans and ) +10%
customer funds in almost all its markets, +2% . Demand
supporting its corporate clients in their | deposits
expansion plans and helping individual ) +14%
customers to satisfy their financial needs. . Mutual funds

Loans Funds

Growth in constant euros

Enhanced credit quality ratios

Santander.mafmtalned its t.radltlonal @NPL and coverage ratios o Coverageratio @ Cost of credit
prudence in risks and continued to reduce % ...@- NPL ratio %
the NPL ratio and increase the coverage
ratio. The cost of credit continued to
S ) - 1.25
fall and was in line with the objectives 73.1 73.8
announced to the market. SRS ° 118
L AT
436 T——— °
3.93
2015 2016 2015 2016

Capital strength underpinned by organic generation

& Capital ratios (fully loaded)

%

Santander maintained solid capital ratios
appropriate for its business model, balance
sheet structure and risk profile. The organic

generation of capital (€3,363 million in 2016) 13.87
enabled capital to increase, business growth 13.05
to be financed and an increased cash dividend 11.00 .53
to be paid.
10.05 10.55
In the stress tests conducted by the European ® CETI
® Tierl

Banking Authority, Santander is the bank that
destroys least capital among its competitors in
the adverse scenario.

® Total capital ratio
(including Tier2)

2015 2016
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@ Results by countries and businesses

Santander Spain is
maintaining its 1|2[3

term and improve the
quality of service.

@) . strategy to boost loyalty
in the medium and long

+32% +13%

loyal digital
customers customers

@ 2016
i HIGHLIGHTS

:’ As part of the 1]2|3 World programme,

i anew means of payment strategy that

i focuses on improving customer loyalty
was implemented.

! There were increases in loyal customers

i (+27%), commercial productivity (50% of

¢ production comes from 1]2|3 customers)
and investment in profitable products

i (market share increased by 230 b.p. in new
consumer lending production).

:) New lending to individuals rose 16%. By
products, consumer credit (+91%) and

i mortgages (+18%) fuelled growth.

Z’Santander continued to support SMEs
i (+48% in loyal SMEs).

® The NPL ratio dropped to 5.41% (112 bp).

1. Million euros.
2. Change without repos.

@ STRATEGIC Profitable
PRIORITIES growth

New model of Santander branch in Spain.

Bank of choice for corporates

B

l An efficiency plan was implemented which
i saw optimisation of small branches and the
¢ creation of a new and larger branch model
which enables better advice and service

i to be given to customers, as well as the

¢ integration with digital channels. Santander
remained among the Top 3 in customer

i satisfaction among Spanish banks.

P Santander Spain continued to be the leader
i in the wholesale banking segment, as well
as in private banking and Select customers.

l Santander has brought ApplePay to

: Spain on an exclusive basis. This mobile
payment service demonstrates the Bank'’s

i commitment to digital innovation. In

i addition, other payments services, such as
the Wallet app and the contactless payment
i bracelet, have been launched.

’ LaLiga Santander came into being. This
i strategic sponsorship agreement gives

¢ the Bank projection and visibility, further
enhances its brand image and brings it

i close to customers.

Improve efficiency and
customer experience

Best bank to work for

@ Key data

EMPLOYEES

23,017

o
20

CUSTOMERS (million)

12.8

o
cJo

LOANS 2

ATTRIBUTABLE PROFIT'

CONTRIBUTION
TO GROUP PROFIT

12%
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2.Results » Countries

Santander -
Consumer Finance

SCF is Europe’s market leader |
in consumer finance and
specialises in auto finance

. and in loans for the purchase
- of durable goods, personal
finance and credit cards.

It has a presence in Germany,
Austria, Belgium, Denmark,
Spain, Finland, France,
Netherlands, Italy, Norway,
Poland, Portugal, United
Kingdom, Sweden and
Switzerland.

Santander Consumer Finance branch in Germany.

Manage agreements with vehicle

Maintain profitability .
manufacturers proactively

and gain market share

Speed up the digitalisation
of the business

@ STRATEGIC
PRIORITIES

’ 2016

i HIGHLIGHTS

:ISCF is among the Top 3 in the markets 9 Of note among the units was the good @ Key data

i inwhich it operates. It generates ¢ performance of profits in Spain, the

i recurring profits throughout the i Nordic countries and Italy. 6@ ;Zggéﬁs

i economic cycle and offers a unique value )

i proposition among its competitors. iD The agreements signed in the last few

: years have consolidated SCF’s leadership 00 CUSTOMERS (millions)
D It has an extensive network of position in its markets: DY 179

agreements with more than 130,000
: associated points of sale (car dealers

. * The agreement with Banque PSA
i and retailers).

Finance (BPF) to create joint ventures in
: 11 countries was completed.
P It offers financing solutions via

i } ATTRIBUTABLE PROFIT'
¢ innovative platforms.

LOANS'™
2 87742 (+114%)
#1093 (+18%)

» GE Money was integrated in the Nordic
i countries.

:D It has substantial capacities in risk
{ management and recoveries that make
it possible to maintain high credit quality.

:b The evolution of results (+18%)

: reflects higher growth in grossincome

i than costs, a fall in provisions with a

i cost of credit of 0.47% and an efficiency

ratio (44.7%) better than that of its
i competitors.

:) All countries registered growth in new
i lending (+17%).

1. Million euros. Change in constant euros. 2. Change without repos.

50 &Santander 2016 ANNUAL REPORT

CONTRIBUTION
TO GROUP PROFIT

13%

O
)
ol



Poland

Bank Zachodni WBK

One of the Poland’s main
banks, the leader in mobile
and online banking and
second in the card market.

Bank Zachodni WBK branch in Poland.

+4% +5%

loyal digital
customers customers

1. Million euros, change in local currency.
2. Change without repos.

Portugal

Santander Totta

Portugal’s most profitable
bank, with market shares
of around 14% in loans and
deposits.

Santander Totta branch in Portugal.

+21% +32%

loyal digital
customers customers

1. Million euros. 2. Change without repos.

, 2016

HIGHLIGHTS

D In order to increase loyalty and the number
i of digital customers, Bank Zachodni WBK

i continued to develop its electronic channels:
BZWBK24 received several awards as one of
i the best mobile banking apps in Poland as well
i asinternationally.

:D Firmowe Ewolucje (Business Evolutions) was
i launched, an online platform to help SMEs do
business in the virtual world and expand into

i foreign markets.

:D Loans increased 8% year on year, well above
i the market pace, with the focus on SMEs and
i mortgages.

:b Growth in commercial revenue and
i improvement in credit quality. The 2016 profit

was affected by the new tax on assets, excluding

¢ this effect profit grew 14%.

:I Euromoney magazine recognised Bank Zachodni

i WBK as the Best Bank in Poland in 2016.

@ 2016

HIGHLIGHTS

:D Following the acquisition of most of Banif’s
i assets and liabilities in December 2015,
i Santander Totta became Portugal’s second

largest private sector bank. The technological

i and operational integration was completed in
i less than a year.

l The bank continued to focus on structural

i improvements to its commercial model to boost

i efficiency and the quality of customer service,
i via the CRM platform, a multichannel offering

i and streamlined processes. This was reflected in

i gains in market share in loans to companies.

:I The 1|2|3 World programme evolved well,
¢ with significant increases in the number of

i accounts, credit cards and protection insurance.

:D Among the awards Santander Totta received in
i 2016 was Best Bank in Portugal, from both
i Euromoney and Global Finance.

&

@ Key data
[o)e] EMPLOYEES
L9 12,001
00 CUSTOMERS (millions)
0V 44
LOANS'™

ATTRIBUTABLE PROFIT'

\ CONTRIBUTION

TO GROUP PROFIT
3%
@ Key data

00 EMPLOYEES

LY 6306

00 CUSTOMERS (millions)

09 40
LOANS™

ATTRIBUTABLE PROFIT'

\ CONTRIBUTION
TO GROUP PROFIT

5%
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2.Results » Countries

United Kingdom

Santander UK aims to
deepen customer loyalty,
and improve customer
experience through
digitalisation and product
simplification.

+3% +25%

loyal digital
customers customers

@ STRATEGIC
PRIORITIES

@ 2016
. HIGHLIGHTS

DThe UK'’s decision to leave the EU has led to
i economic uncertainty and financial market
volatility. Santander’s commitment to

i British businesses, customers and our
people remains as strong as ever.

:D Strong performance for 2016 with solid

i business growth, increased cost discipline
and good credit quality - all supported by

i robust UK economic growth.

:D1I2I3 World now has 5.1 million customers
i (up 483,000 in 2016). Current account

¢ balances continued to grow (£11,600 million
{ in 2016) and resulted in fee income growth.

l Digital customers reached 4.6 million,

i delivering continual improvement in

i customer experience. Investment made

¢ in new technology such as voice banking

! capabilities and a digital end-to-end

i mortgage application process, which can be
completed in under an hour.

D Santander UK continued to support the

i housing market. Gross mortgage lending

i stood at £25,800 million, including loans to
£ 25,300 first-time buyers.

Grow customer loyalty
and market share

Santander UK branch in the United Kingdom.

Deliver operational
and digital excellence

:b Santander UK continued to support

i UK companies, despite a competitive
environment, economic uncertainty and the
i slowdown in SMEs activity. Lending was up
i 3%.

D Operational efficiency is underpinned by
digitalisation and product simplification.
i The efficiency ratio improved to 51%,

i reflecting increased cost discipline.

:D Pre-tax profit increased by 8%.
i Attributable profit was affected by the new

bank corporation tax surcharge.

fDSantander UK maintained a strong

balance sheet. CET1 capital ratio was 11.6%.

i The NPL ratio also improved to 1.41%.

1. Million euros, change in local currency. 2. Change without repos.

52 & Santander

Growing profitability and a
strong balance sheet

& Key data

b

Y

o
=)o

EMPLOYEES

25,688

CUSTOMERS (millions)

253

LOANS'"

ATTRIBUTABLE PROFIT’

CONTRIBUTION
TO GROUP PROFIT

20%



Brazil

In a challenging economic
enviroment, Santander Brazil
showed the strength of its

. banking model, registering

+ asharp growth in profit and
accelerating its commercial
transformation to focus on the

customer.
+16% +45%
loyal digital
customers customers

Santander’s headquarters in Sdo Paulo, Brazil.

Gain market share in acquiring, Digital
consumer credit, SMEs, etc. transformation

Risk management
and recoveries

@ STRATEGIC Focus on
PRIORITIES revenue growth

@ 2016
: HIGHLIGHTS

D Santander Brazil posted growing

with Hyundai and Banco PSA Finance and

¢ profit in 2016 thanks to its approach
to commercial activity, risk (NPL ratio

i below the average of private sector

¢ banks), and costs, which are well-
balanced (via initiatives such as the ‘Fit to
i grow’ programme).

D Solutions to improve the customer

i experience: Acquisition of 100% of the
i digital prepaid platform Conta Super;
streamlining of processes with solutions
i such as Clique Unico, for digitalisation of
¢ administrative work previously done on

i paper and reduce customer reponse time.

i The mobile banking app has become a
i benchmark in the market and has been
i valued highly in Apple Store and Google

i Play, while e-commerce sales have tripled.

lThe bank has 6.4 million customers
i thatregularly use digital services.

i Transactions made through digital
channels represented 73% of total

i transactions and 6.3 million customers
i use biometric identification systems.

:D Strengthening of businesses: Santander

i Financiamentos created joint ventures

¢ launched a new digital model to improve
the sales process. In wholesale banking,

i Santander participated in the country’s

¢ largest mergers and acquisitions reaching
the leading position on the rankings.

) Innovation in retail banking: in the pay
i roll business, creation of Olé Consignado
i with Banco Bonsucesso; innovative

¢ initiatives in payments instruments
(Santander Way, Getnet, arrangement

i with American Airlines). In the SME

i segment, in addition to its financial
services, the bank has Avancar, a

i programme that helps businesses with

i staff training and international expansion.

:)Santander is among the best companies
¢ towork for in Brazil, according to Great
i Place to Work.

® Santander Brazil included social and

environmental aspects in the credit

i analysis of more than 1,000 companies in
the corporate customer segment.

1. Million euros, change in local currency. 2. Change without repos.

@ Key data
oo EMPLOYEES
00 46,728

CUSTOMERS (millions)

343

o
cJo

LOANS'?

80,306 (+0.4%)

B

ATTRIBUTABLE PROFIT'

X 1786 (+15%)

\ CONTRIBUTION
TO GROUP PROFIT

21%
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2.Results » Countries

Mexico

Santander Mexico is the country’s
third largest bank per loan
portfolio with a 14% market share.
Its main strength is innovation in
customer service.

+16%

loyal
customers

+46%

digital
customers

Santander’s headquarters in Mexico.

@ STRATEGIC Be the 2nd or 3" main Improve the retail Improve infrastructure Increase the RoTE
PRIORITIES operator in most segments banking franchise and digitalisation to close to 17%
’ 2016
HIGHLIGHTS

D Focus on customer loyalty with & Key data
i the launch of programmes such as
i Santander Plus, the most innovative
available from banks in Mexico, which pays
i cashback to customers on the basis of their

i transactions. This programme attained 11

3 The number of digital customers rose
¢ 46% to 1.3 million. The Digital Suite,

¢ the digital banking offer that integrates
different services, includes products such
i as the Stper Cuenta Go, which enables

i accounts to be opened and managed
completely digitally. The customer can

EMPLOYEES

17608

o
30

CUSTOMERS (millions)

o
cJo

¢ million customers in its first year.

: i . . . 13.4

: i also check prices for insurance, with the

D Total annual lending growth of 8%. ¢ Segurémetro, make investments online

: : LOANS™

i Companies, SMEs and consumer credit and control spending via an app.
i stand out. H
: D Santander Mexico will allocate MXN
¢ 15,000 million over the next three years
to strategic investments and initiatives,
notably to modernise channels, systems

i and infrastructure.

:DSantander-Aeroméxico travel card, ATTRIBUTABLE PROFIT’
i the best offer of its kind in Mexico, has

430,000 cards have been issued since the
i launch, and will be managed exclusively by

Santanderfor the next 10 years.

\ CONTRIBUTION
TO GROUP PROFIT

8%

l International Finance Magazine (IFM)

D A better, simpler and more innovative i recognised Santander as the Most

i mortgage offering: the range was
reduced from four products to two,

i and included the launch of Hipoteca

¢ Personal, the only one in Mexico that
offers a tailored interest rate based on the
i customer’s profile.

¢ Socially Responsible Bank in Mexico.
i Italso achieved first place in the banking
i sector and second in the total ranking

i of the Mexican stock market's IPC
Sustentable index.

1. Million euros, change in local currency. 2. Change without repos.
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. Santander is the

@ 2016
: HIGHLIGHTS

~~~~~~~~~~~~~~ o country's Iegdlng private I In 2016 Santander Chile registered a substancial ~ @ Key data
sector bank in terms of i improvement in the indicators of customer
. assets and customers satisfaction thanks to the simplification of oo EMPLOYEES
i processes and a greater focus on the customer 08 11,999
and this closing the gap with the main
competitors in terms of quality of service. 6@ CUSTOMERS (millions)
36

Work café in Chile.

D Innovative model of work/café branches, a new
i way of doing banking that adapts to society’s

i changes. These branches have coffee shops
along with an ample working area open to

i anyone, with free Wi-Fi.

:D Increase in the market shares of loans and

i deposits in 2016. Total lending increased 7%.
i Of note was the market share gain of 22 bp.
Customer deposits rose 7%.

B

LOANS'?

38,800 (+7%)

ATTRIBUTABLE PROFIT'

CONTRIBUTION

: TO GROUP PROFIT
H O,
P Santander was voted the Best Bank in Chile b 6%
(o) 0, : Yy
+8 /O +4 /O i Euromoney and Bank of the Year by Latinfinance
loyal digital i magazine.
customers customers
1. Million euros, change in local currency. 2. Change without repos.
Argentina
Santander Rio
@ 2016 HIGHLIGHTS
Santander Rio consolidated
itself as the country’s leading B santander Rio will incorporate 500,000 € Key data
private sector bank following i individual customers and a 70-branch network
its acquisition of Citi’s retail i by acquiring the retail business of Citibank oo EMPLOYEES
business i Argentina*. This operation includes an agreement 08 7940
' i with American Airlines and its AAdvantage®
frequent traveller programme. o6 CUSTOMERS (millions)
QU 29
P 17 new branches were opened and 246 branches
i transformed. Santander Rio pioneered in
i innovation by opening the country’s first LOANS™
digital branch. @ 7142 (+37%)

Santander Select branch in Argentina.

D Improved internal processes: the +CHE CRM

i system was implemented in the branch network
¢ in order to offer the most appropriate services

i at the best moment and via the most suitable
channel.

ATTRIBUTABLE PROFIT'

CONTRIBUTION

: TO GROUP PROFIT
+6% +20% D Credit and deposits market share increase. 4%
loyal digital
customers customers P Santander Rio was top of the Great Place to

i Work ranking, was named Best Digital Bank in
Argentina by Global Finance magazine and Best
i Bank 2016 by Euromoney and the Banker.

1. Million euros, change in local currency. 2. Change without repos.
* Operation subject to authorization by the relevant authorities.
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2.Results » Countries

United States

Santander US made significant
progress toward its goals:
improving digital capabilities,

. enhancing product offerings
and meeting regulatory
obligations to build a strong
business and better serve
customers.

+5%

loyal
customers

+26%

digital
customers

STRATEGIC
PRIORITIES

S

experience

@ 2016
i HIGHLIGHTS

DSantanders business in the US focuses on retail

i and corporate banking via Santander Bank and
¢ auto finance via Santander Consumer USA. It

i also has an investment banking business, wealth

i management capabilities for non-US residents,
and retail and commercial banking in Puerto Rico.

D In 2016, Santander US completed the creation

i of an intermediate holding company, Santander

i Holdings USA (SHUSA), which brings together

i the country’s units under a single management

i and governance structure in order to manage risk
and capital more effectively.

l Santander US continued making significant
i progress toward meeting its regulatory

i obligations in 2016. The team made critical

i investments to improve its technological,
financial control and risk management

i capabilities. This justifies in part the fall in profit
i in2016.

DSantander Bank, which has a significant

i presence in the Northeastern U.S., focused in

¢ 2016 on strengthening customer relationships,
enhancing the product offerings and improving
i its digital capabilities.

Enhance customer

Santander branch in the United States.

Meet regulatory
requirements

B

lThe number of digital banking customers

i increased 26%, spurred by the launch of a

i new mobile application that enables customers
i to access their account information more easily
i through fingerprint technology. This, coupled

¢ with increased marketing, drove core deposit

i growth of 4%

:DSantander Bank achieved this growth while
¢ lowering its deposit costs in a rising interest
i environment.

D Corporate and Commercial Banking grew its
loan book by 16%. In wholesale banking, the
i continued focus was on offering products
tailored to customers’ needs and leveraging
i global connections within the Group.

D Santander Consumer USA is one of the
country’s leading auto finance companies, with an
i efficient, scalable infrastructure that enables it to
i achieve its profitability goals. Its strategy focuses
i on optimizing its customer mix; leveraging its
Chrysler Capital platform for growth; maintaining
i its leadership position in the ABS market; and
strengthening its programs in operational risk,

i compliance, and consumer practices.

1. Million euros, change in local currency. 2. Change without repos.
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Improve profitability

Maintain leadership
in auto finance

@ Key data

o
30

o
cJo

EMPLOYEES

17,509

CUSTOMERS (millions)

5.2

LOANS'™

89,638 (2%)

ATTRIBUTABLE PROFIT’

395 (-42%)

CONTRIBUTION
TO GROUP PROFIT

5%



Santander Global

Corporate Banking

(SGCB)

SGCB is the global business

. customers and institutions
that, due to their size or
sophistication, require a

wholesale products.

division focused on corporate

tailored service or value-added

@ STRATEGIC
PRIORITIES

Consolidate position as
experts on Latin America

Develop high value-

capital consumption

added products with low

Increase the offer of
products for commercial
banking customers

@ 2016
i HIGHLIGHTS

D SGCB attained leading positions in Cash
: Management, Export Finance, syndicated
corporate loans, capital markets and

i structured finance in Europe and Latin

i America.

:DCash Management performed well,
i particularly in Latin America, due to high
i interest rates.

:DExport Finance maintained its growth trend,
i and consolidated its position as a reference in
i the industry.

;lTrade & Working Capital Solutions. SGCB

i strengthened its capabilities and product

¢ offering in the Receivables business in order to
be the leading bank in this segment.

D SGCB remains the leading bank in Europe and
Latin America with top level participations in
i significant syndicated corporate lending

i transactions.

:D In structured financing, it maintained a
i clear leadership position, both in Latin
i America and core geographies in Europe.

D In market activity, positive trend in

i revenues from the customers business,
particularly in the corporate segment with
i strong growth in Latin America.

:) In capital markets, SGCB continued to
i participate in the main transactions in Europe
i and Latin America.

D The efficiency exercises conducted by
SGCB in various countries enabled costs to
i be held down, particularly in Spain and the
i United States.

P The trend of the results (+30% in constant
i euros) is based on the strength and
i diversification of customer revenues.

1. Million euros, change in constant currency. 2. Change without repos.

3. This global unit’s result is included in countries’ profit figures.

@ Key data

LOANS™2
96796 (+0.2%)

57 ATTRIBUTABLE PROFIT "

2 2089 (+30%)

\ CONTRIBUTION
TO GROUP PROFIT

25%’°
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An effective system of corporate governance will
guarantee the Group’s long-term competitiveness and
sustainability as we embrace our strategic objectives with
adequate controls and risk management process in place
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Balanced and committed board.
> Of 15 directors, 11 are non-executive
and 4 are executive.

Equality of shareholder rights.
> Principle of one share, one vote, one
dividend.

> No defensive mechanisms in the Bylaws.

> Encouragement of informed participation
at meetings.

Maximum transparency, particularly as
regards remuneration.

A corporate governance model recognised

by socially responsible investment indices.

> Santander has been listed on the Dow
Jones Sustainability Index and FTSE4Good
since 2000 and 2002, respectively.




3. Corporate governance report

Our aim is to make things Simple, Personal Ms Ana Botin, executive chairman

and Fair. These three words are our guiding of Banco Santander
philosophy and this year we have progressed far. General shareholders’ meeting
18 March 2016

Our people, our customers, our shareholders and
communities expect this much of us

Executive summary

® Changes in the composition of the . Activities of the board

board and its committees

. On 27 September 2016, the board of directors agreed to
appoint Ms Homaira Akbari as independent director on the
proposal of the appointments committee and after having
obtained the necessary regulatory clearance. Ms Akbari will
occupy the vacancy left by Mr Angel Jado Becerro de Bengoa
following his resignation on that same date. The board also
appointed Ms Akbari to the innovation and technology
committee, again on the proposal of the appointments
committee.

Ms Akbari holds a PhD in Particle Physics from Tufts University
and an MBA from Carnegie Mellon Tepper School of Business.
She has had a solid business career in both the US and France
and has served on the boards of several companies working
with new technologies. She is the President and CEO of
AKnowledge Partners, a global advisory firm specialised in the
Internet of Things, Big Data and data analytics.

Ms Akbari’s appointment will be put forward for approval at
the next general shareholders’ meeting.

l In addition, on 26 April 2016 the Bank’s board of directors
i agreed to appoint Ms Belén Romana Garcia as chairman of
the audit committee on the proposal of the appointments
committee. Ms Romana Garcia will replace Mr Juan Miguel
Villar Mir, who will retain his seat on the committee.

It was subsequently agreed at a board meeting held on

28 October 2016 to appoint Ms Romana Garcia to the risk
supervision, regulation and compliance committee, again on
the proposal of the appointments committee.

:. Following the changes just discussed, the board of directors

and its committees are now more diverse in terms of
nationality, knowledge, professional experience and gender.

& Santander

l The board held 13 meetings during 2016. In addition to the
report made by the Group executive chairman at each annual
meeting, the chief executive officer submitted management
reports on the Group and the vice chairman, Mr Matias
Rodriguez Inciarte, reported on the Group’s risks. As in
previous years, the board held one meeting on the Group’s
global strategy in 2016.

:' The Group’s external auditors and heads of internal audit took
part in all the meetings held by the audit committee in 2016
and reported to the board on two occasions.

Q Dividend policy

. In 2015, the Bank restructured its dividend policy with the

aim of once again making shareholder remuneration largely a
cash event, with the change to become effective from the first
dividend paid out against earnings for that year. The Bank also
announced its intent that the cash payout represent between
30% and 40% of its recurring profit in the coming years, instead
of the previous 20%, and that payments to shareholders reflect
the growth in its profit.

. A proposal was raised at the general shareholders’ meeting
held on 18 March 2016 to make a 5% increase in the total
dividend charged to earnings for 2016 in respect of the 0.20
euros relating to 2015, as just discussed. To date, a total of
0.155 euros per share has been paid out against 2016 earnings
through the scrip dividend scheme -at a value of 0.045 euros,
gross, per free allotment right- and two cash payments
-of 0.055 euros each-. A final cash payment of 0.055 euros
per share is also to be paid this coming May, subject to
the approved of the general meeting. Once paid, this will
effectively constitute the aforementioned 5% increase on the
total dividend charged to 2016 earnings.

@ Bylaw-stipulated emoluments

B Bylaw-stipulated emoluments earned by the board amounted

i to 4.6 million euros in 2016, which is 23.9% lower than the
maximum amount approved by shareholders at the general
meeting held on 18 March 2016.
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O Remuneration of executive directors ® Financial information periodically
published by the Bank

. At the general shareholders’ meeting of 18 March 2016, :
shareholders also approved the maximum ratio of 200% ’ The board has approved or drawn up the quarterly and

between variable and fixed pay items for 2016 for a maximum i half-yearly financial information, financial statements and

of 1,700 members of the identified staff, including executive management report for 2016, in addition to other documents

directors. i such as the annual report, the sustainability report, the Pillar 1|
i disclosures report, the annual corporate governance report and

The binding decision was also reached at the same meeting to : the annual report on director remuneration.

approve the director remuneration policy of Banco
Santander, S. A. for 2016, 2017 and 2018 and the annual report
on director remuneration underwent a consultative vote by ‘ Internal governance framework at the Group
shareholders.
D In 2016, the Group continued to develop and update its

D Investors and analysts held a positive view of the changes i governance framework, which comprises a governance model

i made to the director remuneration policy, such as streamlining i regulating parent-subsidiary relations and a set of corporate
the different variable items of remuneration, improving the frameworks that effectively implement this model for all the
adjustment for ex-ante risk in relation to variable remuneration | different functions and decision-making processes. A series
and increasing the weighting of long-term pay items and the i of new corporate frameworks were approved in 2016 (for
multiyear performance measures, thus making the ratio of long managing special situations and one for strategic purposes)
and short-term objectives more effective and efficient. i while others were updated where needed.

) Also in 2016 the Group appointed a new global director of

. Appointments at subsidiaries i internal governance, who is presently implementing a plan
i to build a suitable internal governance structure that meets
D On 16 May 2016, the supervisory board of Bank Zachodni the expectations of supervisors. This process will consist of
WBK appointed Mr Michal Gajewski as chief executive officer i overseeing the effective application of the parent-subsidiary
takmg over from Mr Mateusz Morawiecki, who left the bank i model of governance; ensuring the internal consistency of
in November 2015 to join the new Polish Government as Vice i the system and of its different component elements (model,
President and Minister of Development. The appointment was corporate frameworks, procedure, policies, etc.); identifying
approved by the Polish Financial Supervision Authority on 29 i areas where new rules need to be implemented; managing the
November 2016. i policy relating to regulatory documents and administering
the repository where those documents are kept; defining
. Likewise, on 25 December 2016, the general shareholders’ i rules on the functioning and on documenting the decisions of
i meeting of Santander Brasil, acting on a favourable report i committees and other bodies; and supervising the process of
from the appointments committee of Banco Santander, S.A., applying the governance system across the entire Group.

proceeded to appoint Mr Alvaro Antonio Cardoso de Souza as
independent chairman of Santander Brasil, taking over from
Mr Jesuis Maria Zabalza Lotina.
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3. Corporate governance report » 1. Introduction

1. Introduction

Against this complicated economic landscape, with a huge number
of players and scenarios involved, we are aware that corporate
governance constitutes a key factor driving the creation of value.
At Santander, we are continuously coming up with improvements,
in line with the highest international standards, and we implement
these through specific actions. In doing so, we are building the
confidence and trust of our shareholders and other stakeholders, as
well as society in general.

We are therefore continuing to strengthen our corporate
governance, focusing especially on the effective functioning of
the board of directors. For Santander, robust governance is a key
element in ensuring a sustainable long-term business model.

We now have a board of directors that possesses the expertise,
experience, knowledge, dedication and diversity needed to attain the
objective of making Santander the best commercial and retail bank.

In line with the Bank’s vision and mission (described in chapter

one of this annual report) and within the framework of its general
supervisory function, the board of directors takes decisions that
relate to the Group’s main policies and strategies, its corporate
culture, the definition of its structure and the promotion of suitable
corporate social responsibility policies. In addition, and especially

in exercising its responsibility in managing all risks, the board must
approve and monitor the risk framework and appetite, ensure it is in
line with the Bank’s business plans, capital and liquidity, verify that
risks are correctly reported by all units and oversee the operation
of the three lines of defence, guaranteeing the independence of the
heads of risk, compliance and internal audit and their direct access to
the board.

Last year, following the arrival of Ms Homaira Akbari, the board

of directors of Banco Santander is now more diverse in terms of
nationality, knowledge and professional experience and gender.
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2. Ownership structure

» Number of shares and significant interests

Number of shares

In 2016, the Bank effected a rights issue under the Santander Scrip
Dividend scheme, a process effectively completed on 4 November.
A total of 147,848,122 new shares were issued, equivalent to 1.02% of
the Bank’s share capital at year-end 2015.

On 31 December 2016, the Bank’s share capital was represented

by 14,582,340,701 shares. At that date, stock market capitalisation
according to the listing price on the Electronic Spanish Stock Market
Interconnection System was 72,313.8 million euros.

All shares carry the same voting and dividend rights.

Significant interests

At 31 December 2016, the only shareholders appearing on the
Bank’s register of shareholders with a stake of over 3%' were State
Street Bank and Trust Company, holding 12.10%; The Bank of

New York Mellon Corporation, holding 8.86%; Chase Nominees
Limited, holding 5.98%; EC Nominees Limited, holding 4.39%; and
Clearstream Banking S.A., holding 3.38%.

Nevertheless, the Bank believes that those stakes are held in custody
in the name of third parties and to the best of the Bank’s knowledge
none of those shareholders holds itself a stake of over 3% in the
share capital or in the voting rights2.

Bearing in mind the current number of members of the board of
directors (15), the percentage of capital needed to exercise the

right to appoint a director, in accordance with article 243 of the
Spanish Corporate Enterprises Act (Ley de Sociedades de Capital) on
proportional representation, is 6.67%.

» Shareholders’ agreements and
other significant agreements

Section A.6 of the annual corporate governance report, which

forms part of the management report, contains a description of the
shareholders’ agreement executed in February 2006 by Mr Emilio
Botin-Sanz de Sautuola y Garcia de los Rios, Ms Ana Botin-Sanz de
Sautuola y O’Shea, Mr Emilio Botin-Sanz de Sautuola y O’Shea,

Mr Francisco Javier Botin-Sanz de Sautuola y O’Shea, Simancas, S.A.,
Puente San Miguel, S.A., Puentepumar, S.L., Latimer Inversiones, S.L.
and Cronje, S.L. Unipersonal, providing for the syndication of the
Bank shares held by the signatories to the agreement or whose
voting rights have been granted to them. This agreement was also
reported to the Spanish National Securities Market Commission
(CNMV) as a significant event and is described in the public records
thereof.

On 3 August and 19 November 2012, Banco Santander notified the
CNMV, through a significant event, that it had been formally notified
of amendments to this shareholders’ agreement with regard to the
signatories thereto.

On 17 October 2013, the Bank also notified the CNMV, through a
significant event, of an update to the signatories and the distribution
of shares included in the syndication, as a result of a business
reorganisation carried out by one of the parties to the agreement.

On 3 October 2014, Banco Santander notified the CNMV, through

a significant event, of a new update to the signatories and the
distribution of shares included in the syndication, as well as the
change in the chairmanship of the syndicate, which is vested in

the chairman of the board of trustees of the Botin Foundation
(currently Mr Francisco Javier Botin-Sanz de Sautuola y O’Shea).
This information was subsequently supplemented through a further
significant event notification on 6 February 2015.

On 6 February and 29 May 2015, Banco Santander notified the
CNMV, through respective significant events, of the updates to the
signatories and the distribution of shares included in the syndication,
all within the framework of the inheritance process as a result of the
death of Mr Emilio Botin-Sanz de Sautuola y Garcia de los Rios.

Lastly, on 29 July 2015 Banco Santander notified the CNMV,
through a significant event, of an update to the signatories and

the distribution of shares included in the syndication as a result

of extinguishing the usufruct over the shares of one of the parties
to the agreement along with the voting rights arising therefrom,
thereby consolidating the full price of the aforementioned shares in
the Botin Foundation.

1. The threshold stipulated in Royal Decree 1362 of 19 October 2007, which implemented the Spanish Securities Market Act of 28 July 1988, defining the concept of significant

holding.

2. The website of the Spanish National Securities Market Commission (www.cnmv.es) contains a notice of significant holding published by Blackrock, Inc. on 27 October
2016, in which it notifies an indirect holding in the voting rights attributable to Bank shares of 5.028%, plus a further stake of 0.043% held through financial instruments.
However, according to the Bank’s shareholder register, Blackrock, Inc did not hold more than 3% of the voting rights on that date, or on 31 December 2016.
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3. Corporate governance report » 2. Ownership structure

Shares included in the syndication

At 31 December 2016, the syndication included a total of 73,428,193
shares of the Bank (0.5035% of its share capital), broken down as
follows:

Number
Signatories to the shareholders’ agreement of shares
Ms Ana Botin-Sanz de Sautuola y O’Shea 612,696
Mr Emilio Botin-Sanz de Sautuola O’Shea' 16,873,709
Mr Francisco Javier Botin-Sanz de Sautuola O’Shea? 16,291,842
Ms Paloma Botin-Sanz de Sautuola O’Shea? 7,835,293
Ms Carmen Botin-Sanz de Sautuola O’Shea 8,636,792
PUENTEPUMAR, S.L. -
LATIMER INVERSIONES, S.L. =
CRONJE, S.L., Unipersonal* 17,602,582
NUEVA AZIL, S.L.? 5,575,279
TOTAL 73,428,193

1. 7,800,332 shares held indirectly through Puente San Miguel, S.L.U.
2.11,447,138 shares held indirectly through Agropecuaria El Castafo, S.L.U.
3. 6,628,291 shares held indirectly through Bright Sky 2012, S.L.

4. Controlled by Ms Ana Patricia Botin-Sanz de Sautuola O’Shea.

5. Controlled by Ms Carolina Botin-Sanz de Sautuola O’Shea.

In all other respects the aforementioned syndication agreement
remains unchanged.

The aforementioned significant events may be viewed on the
Group’s corporate website (www.santander.com).

» Treasury shares

Treasury share policy

The sale and purchase of own shares, whether by the company
or its subsidiaries or investees, must conform to the provisions
of applicable law and the resolutions adopted at the general
shareholders’ meeting in this regard.

The Bank, by resolution of the board of directors on 23 October
2014, approved the current treasury share policy? taking into account
the recommendations of the CNMV.

Treasury share transactions have the following objectives:

a) To provide liquidity or a supply of securities, as applicable, in the
market for the Bank’s shares, giving depth to such market and
minimising possible temporary imbalances between supply and
demand.

b) To take advantage, in benefit of shareholders as a whole, of
situations of weakness in the price of the shares in relation to
prospects of changes in the medium term. Such transactions are
subject to the following general guidelines:

- They may not entail a proposed intervention in the free
formation of prices.

« Trading may not take place if the unit entrusted with such
transaction is in possession of insider or relevant information.

= Where applicable, the execution of buy-back programmes and
the acquisition of shares to cover obligations of the Bank or the
Group shall be permitted.

Transactions with treasury shares are carried out by the investments
and holdings department, which is isolated as a separate area from
the rest of the Bank’s activities and protected by the respective
Chinese walls, preventing it from receiving any inside or relevant
information. The head of such department is responsible for the
management of treasury shares.

Key data

At 31 December 2016, the Bank and its subsidiaries and investees
held a total of 1,476,897 treasury shares in the Bank, representing
0.010% of its share capital at that date (at year-end 2015, there were
40,291,209 treasury shares, representing 0.279% of the Bank’s share
capital at such date).

The following table sets out the monthly average percentages of
treasury shares in 2016 and 2015.

& Monthly average percentages of treasury shares'
% of the Bank’s social capital?

2016 2015
January 0.006% 0.200%
February 0.029% 0.218%
March 0.021% 0.233%
April 0.044% 0.246%
May 0.050% 0.181%
June 0.057% 0.169%
July 0.015% 0.132%
August 0.060% 0.187%
September 0.179% 0.244%
October 0.064% 0.336%
November 0.026% 0.336%
December 0.017% 0.335%

1. Further information in this regard is included in section A.8 of the annual
corporate governance report, which forms part of the management report, and
in the capital and treasury share section of this latter report.

2. Monthly average of daily positions of treasury shares.

3. The treasury share policy is published on the Group’s corporate website (www.santander.com).
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Transactions with treasury shares performed in the Group’s interest
by its consolidated companies in 2016 entailed the acquisition of
319,416,152 shares, equivalent to a par value of 159.7 million euros
(cash amount of 1,380.5 million euros) and the sale of 358,230,464
shares, with a par value of 179.1 million euros (cash amount of 1,604.8
million euros).

The average purchase price of the Bank’s shares in 2016 was 4.32
euros per share, and the average sale price of the Bank’s shares was
4.48 euros per share.

The net gain for the Bank in 2015, net of tax, on transactions
involving shares issued by the Bank amounted to 14,889,813 euros
and was recognised in the Group’s equity under Shareholders’ Equity-
Reserves.

Authorisation

The current authorisation for transactions with treasury shares arises
from resolution Five adopted by the shareholders at the general
shareholders’ meeting held on 28 March 2014, item II) of which reads
as follows:

“To expressly authorise the Bank and the subsidiaries belonging to the
Group to acquire shares representing the Bank’s share capital for any
valuable consideration permitted by law, within the limits of the law and
subject to all legal requirements, up to a maximum number of shares
(including the shares they already hold) equal to 10% of the share capital
existing at any given time or the maximum percentage permitted by

law while this authorisation remains in force, such shares being fully
paid at a minimum price per share equal to the par value thereof and

a maximum price of up to 3% higher than the last listing price for
transactions in which the Bank does not act on its own behalf on the
Continuous Market of the Spanish stock exchanges (including the block
market) prior to the acquisition in question. This authorisation may only
be exercised within five years of the date of the general shareholders’
meeting. The authorisation includes the acquisition of any shares that
must be delivered to the employees and directors of the company either
directly or as a result of the exercise of the options held by them”.

» Resolutions in effect regarding the
possible issuance of new shares or of
bonds convertible into shares

The capital authorised by the shareholders at the annual general
meeting held on 27 March 2015, under item eight on the agenda,
amounted to 3,515,146,471.50 euros. The Bank’s directors have

until 27 March 2018 to carry out capital increases up to this limit.

The shareholders gave the board (or, by delegation, the executive
committee) the power to exclude pre-emptive rights, in full or in part,
pursuant to the provisions of article 506 of the Corporate Enterprises
Act, although this power is limited to capital increases carried out
under this authorisation up to 1,406,058,588.50 euros.

This authorisation had not been used as of the date of this document.

)

In addition, the decision was reached at the same general meeting of
27 March 2015 to authorise the board to issue fixed-income securities
convertible into and/or exchangeable for shares in the Bank for a
combined maximum issue value (on one or more occasions) of 10,000
million euros, or equivalent value in another currency. The general
meeting also authorised the directors to fully or partially disapply

the pre-emptive subscription right, subject to the same limits as for
the aforementioned authorised capital. The Bank’s directors will be
entitled to issue instruments under this power through to 27 March
2020.

This authorisation had not been used as of the date of this document.

Moreover, the annual general meeting held on 18 March 2016 passed
the following resolutions:

1. To effect a rights issue charged to reserves for the maximum
amount of 750 million euros at market value under the shareholder
compensation scheme (Santander Scrip Dividend), whereby the
Bank has offered shareholders the possibility of receiving, on the
date on which the second interim dividend for 2016 is typically
paid, shares under a scrip issue for an amount equal to that
dividend payment.

This capital increase was carried out on 4 November 2016 through
the issuance of 147,848,122 new shares, each of a par value of 0.50
euros each (equal to 73,924,061 euros), representing a total of
1.02% of the Bank’s share capital at year-end 2015.

2. To vest powers in the board of directors, pursuant to the terms
of article 319 of the Regulations of the Companies Registry,
authorising it to issue fixed-income securities on one or more
occasions up to a maximum of 50,000 million euros, or equivalent
value in another currency, doing so in any legally admissible
manner, including bonds, covered bonds, promissory notes,
debentures and preference shares, or other analogous debt
instruments (including warrants, whether settled through physical
delivery or netting). The Bank’s directors will be entitled to
exercise this power through to 18 March 2021, whereupon any part
thereof not exercised will be cancelled.

As of the date of this document, a total of 11,834 million euros has
been used under this authority.

3. To delegate to the board of directors, pursuant to the provisions
of article 297.1.a) of the Companies Act, the broadest powers such
that, within one year of the date on which the aforementioned
shareholders’ meeting is held, it may set the date and the
terms and conditions, as to all matters not provided for by the
shareholders themselves, of an increase in capital agreed by
the general meeting in the amount of 5oo million euros. If the
board does not exercise the powers delegated to it within the
aforementioned period, these powers will be rendered null and
void.

This authorisation had not been used as of the date of this
document.
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3. Banco Santander’s

Ms Ana Botin-Sanz de Sautuola
y O’Shea

Mr José Antonio Alvarez
Alvarez

Mr Bruce
Carnegie-Brown

board of directors

Mr Rodrigo Echenique
Gordillo

GROUP EXECUTIVE
CHAIRMAN
Executive director

Bornin 1960 in Santander,
Spain.

Joined the board in 1989.

Degree in Economics
from Bryn Mawr College
(Pennsylvania, United States).

She joined Banco Santander
after working at JP Morgan (New
York, 1980-1988). In 1992 she
was appointed senior executive
vice president. Between 1992
and 1998 she led the expansion
of Santander in Latin America.

In 2002, she was appointed
executive chairman of Banesto.
Between 2010 and 2014 she

was Chief Executive Officer of
Santander UK. In 2014 she was
appointed executive chairman of
Santander.

Other positions of note:

sits on the board of directors

of The Coca-Cola Company

and on the advisory board of
the Massachusetts Institute

of Technology (MIT’s CEO
Advisory Board). She is founder
and president of the CyD
Foundation (which supports
higher education) and of the
Empieza por Educar Foundation
(the Spanish subsidiary of
international NGO Teach for All).

Membership of board
committees

Executive (chairman),
international (chairman) and
innovation and technology
(chairman).

CHIEF EXECUTIVE OFFICER
Executive director

Bornin 1960 in Ledn, Spain.
Joined the board in 20715.

Graduate in Economics and
Business Administration. MBA
from the University of Chicago.

Joined the Bank in 2002 and
appointed senior executive

vice president of the financial
management and investor
relations division in 2004 (Group
Chief Financial Officer).

Other positions of note: board
member of Banco Santander
(Brasil), S.A. and of SAM
Investments Holdings Limited.
He has also served as director of
Santander Consumer Finance,
S.A.and Santander Holdings
USA, Inc. and he sits on the
supervisory boards of Santander
Consumer AG, Santander
Consumer Holding GMBH and
Bank of Zachodni WBK, S.A.

He was also board member of
Bolsas y Mercados Espafioles.

Membership of board
committees

Executive, international and
innovation and technology.
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VICE CHAIRMAN
Non-executive director
(independent) and lead director

Born in 1959 in Freetown, Sierra
Leone.

Joined the board in 20715.

Master of Arts in English
Language and Literature from
the University of Oxford.

Other positions of note:
currently the non-executive

chairman of Moneysupermarket.

com Group Plc and
non-executive director of
Santander UK Plc and of Jardine
Lloyd Thompson Group plc.

He was formerly the
non-executive chairman of Aon
UK Ltd (2012-2015), founder
and managing partner of the
quoted private equity division
of 3i Group Plc., and chairman
and chief executive officer of
Marsh Europe. He was also lead
independent director at Close
Brothers Group Plc (2006-2014)
and Catlin Group Ltd (2010-
2014). He previously worked at
JPMorgan Chase for eighteen
years and at Bank of America for
four years.

Membership of board
committees

Executive, appointments
(chairman), remuneration
(chairman), risk supervision,
regulation and compliance
(chairman) and innovation and
technology.

VICE CHAIRMAN
Executive director

Born in 1946 in Madrid, Spain.
Joined the board in 1988.

Graduate in Law and
Government Attorney.

Other positions of note:
former Group Chief Executive
Officer of Banco Santander,

S.A. (1988-1994). He has served
on the board of directors of
several industrial and financial
companies, including Ebro
Azlcares y Alcoholes, S.A. and
Industrias Agricolas, S.A., and
he was chairman of the advisory
board of Accenture, S.A. He
also held the position of non-
executive chairman of

NH Hotels Group, S.A.,
Vocento, S.A., Vallehermoso, S.A.
and Merlin Properties SOCIMI,
S.A.Heis currently a
non-executive director of
Inditex.

Membership of board
committees

Executive, international and
innovation and technology.



Mr Matias Rodriguez Inciarte

Mr Guillermo de la Dehesa
Romero

VICE CHAIRMAN
Executive director

VICE CHAIRMAN
Non-executive director

Born in 1948 in Oviedo, Spain.
Joined the board in 1988.

Graduate in Economics and
Government Economist. He also
studied Business Administration
at the Massachusetts Institute of
Technology (MIT).

Other positions of note:
Minister of the Presidency
between 1981 and 1982, as well
as technical general secretary of
the Ministry of Economy, general
secretary of the Ministry for
European Community Relations
and deputy secretary of state

to the President. He is currently
chairman of Unién de Crédito
Inmobiliario, S.A., of the Princess
of Asturias Foundation and of
the social council of Universidad
Carlos Ill in Madrid. He is

also a non-executive director

of Sanitas, S.A. de Seguros,
Financiera Ponferrada, S.A.,
SICAV and Financiera El Corte
Inglés E.F.C.

Membership of board
committees

Executive and innovation and
technology.

Born in 1941 in Madrid, Spain.
Joined the board in 2002.

Government Economist and
head of office of the Bank of
Spain (on leave of absence).

He is an international advisor to
Goldman Sachs International.

Other positions of note:
former secretary of state for
Economy, Secretary General
for Trade and chief executive
officer of Banco Pastor, S.A.
He is currently a non-executive
vice chairman of Amadeus

IT Holding, S.A., honorary
chairman of the Centre for
Economic Policy Research
(CEPR) based in London, a
member of the Group of Thirty
based in Washington, chairman
of the board of trustees of

IE Business School and non-
executive chairman of Aviva
Corporacion and of Aviva Vida
y Pensiones, S.A. de Seguros y
Reaseguros.

Membership of board
committees

Executive, appointments,
remuneration, risk supervision,
regulation and compliance,
international and innovation and
technology.

Ms Homaira Akbari

Non-executive director
(independent)

4

Mr Ignacio Benjumea Cabeza
de Vaca

Non-executive director

Bornin 1961 in Tehran, Iran.
Joined the board in 2016.

PhD in Experimental Particle
Physics from Tufts University
and MBA from Carnegie Mellon
University.

Chief Executive Officer of
AKnowledge Partner, LLC.

Other positions of note:
currently non-executive
director of Gemalto NV,
Landstar System, Inc. and Veolia
Environment S.A. Ms Akbari
has also been president and
chief executive of Sky Bitz,

Inc., managing director of True
Position Inc., non-executive
director of Covisint Corporation
and US Pack Logistics LLC and
she has held various posts at
Microsoft Corporation and at
Thales Group.

Membership of board
committees
Innovation and technology.

Born in 1952 in Madrid, Spain.
Joined the board in 2015.

Degree in Law from Deusto
University, ICADE E-3, and
Government Attorney.

He is vice chairman of the
Financial Studies Foundation
and a member of the board
of trustees and the executive
committee of the Banco
Santander Foundation.

Other positions of note: senior
executive vice president, general
secretary and secretary to the
board of Banco Santander,

S.A., and board member, senior
executive vice president, general
secretary and secretary to the
board of Banco Santander de
Negocios and of Santander
Investment. He was also
technical general secretary of
the Ministry of Employment and
Social Security, general secretary
of Banco de Crédito Industrial
and director of Dragados, S.A.,
Bolsas y Mercados Espafioles
and of the Governing Body of
the Madrid Stock Exchange.

Membership of board
committees

Executive, appointments,
remuneration, risk supervision,
regulation and compliance,
international and innovation and
technology.
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Mr Javier Botin-Sanz de
Sautuolay O’Shea

Non-executive director
(proprietary)

Born in 1973 in Santander,
Spain.

Joined the board in 2004.
Degree in Law.

Chairman and Chief Executive
Officer of |B Capital Markets,
Sociedad de Valores, S.A.U.

Other positions of note:

in addition to his work in

the financial sector, he’s
collaborates with several non-
profit organisations. Since 2014
he has been chairman of the
Botin Foundation and member
of the board of trustees of the
Princess of Girona.

Ms Sol Daurella Comadran

Mr Carlos Fernandez Gonzilez

Ms Esther Giménez-Salinas
i Colomer

Non-executive director
(independent)

Non-executive director
(independent)

Non-executive director
(independent)

Born in 1966 in Barcelona,
Spain.

Joined the board in 2015.

Degree in Business and MBA
from ESADE.

Executive chairman of Olive
Partners, S.A. and holds

several positions at companies
belonging to the Cobega Group.
She is also chairman of Coca
Cola European Partners, Plc.

Other positions of note:
previously, she has served on
the board of the Circulo de
Economia and also as an external
independent director at Banco
Sabadell, S.A., Ebro Foods, S.A.
and Acciona, S.A. She has also
been honorary counsel general
of Iceland in Barcelona since
1992.

Membership of board
committees
Appointments and
remuneration.

Born in 1966 in Mexico City,
Mexico.

Joined the board in 2015.

Industrial engineer. He has
undertaken graduate studies in
business administration at the
Instituto Panamericano de Alta
Direccién de Empresas.

He is the chairman of the board
of directors of Finaccess, S.A.P.I.

Other positions of note: Mr
Fernandez has also sat on the
boards of Anheuser-Busch
Companies, LLC and Televisa
S.A.de C.V.,,among other
companies. He is currently non-
executive director of Inmobiliaria
Colonial, S.A. and member of
the supervisory board of AmRest
Holdings, SE.

Membership of board
committees

Audit, appointments and risk
supervision, regulation and
compliance.

.The board is now more diverse in terms of nationality, knowledge, professional
i experience and gender following the arrival of Ms Homaira Akbari as a new board
member, thus concluding a rigorous selection process that involved a careful assessment
i of the capacities of board members (skills matrix) and a precise identification of the
profiles best suited to helping the Group meet its strategic objectives, in accordance with
i the principles set out in the Bank’s director selection and succession policy. This process

has been organised and overseen by the appointments committee.
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Born in 1949 in Barcelona,
Spain.

Joined the board in 2012.
PhD in Law and psicologist.

Professor Emeritus at Ramon
Llull University, board member
of Unibasq and Aqu (quality
assurance agencies for the
Basque and Catalan university
systems) and of Gawa Capital
Partners, S.L. She also sits on
the advisory board of Endesa-
Catalunya.

Other positions of note: she
has been chancellor of Ramon
Llull University, member of the
General Council of the Judiciary,
member of the standing
committee of the Conference
of Chancellors of Spanish
Universities and executive
vice president of the Centre
for Legal Studies attached to
the Department of Justice of
the Government of Catalonia
(Generalitat de Catalunya).

Membership of board
committees

International and innovation and
technology.



Ms Belén Romana Garcia

Ms Isabel Tocino Biscarolasaga

Mr Juan Miguel Villar Mir

Mr Jaime Pérez Renovales

Non-executive director
(independent)

Non-executive director
(independent)

Non-executive director
(independent)

General secretary and secretary
of the board

Born in 1965 in Madrid, Spain.
Joined the board in 20715.

Graduate in Economics and
Business Administration
from Universidad Auténoma
de Madrid and Government
Economist.

Non-executive director of
Aviva Plc.

Other positions of note:
formerly executive
vice-president of Economic
Policy and executive
vice-president of the Treasury of
the Ministry of Economy of the
Spanish Government, as well as
director of the Bank of Spain and
the Spanish National Securities
Market Commission. She also
held the position of director of
the Instituto de Crédito Oficial
and of other entities on behalf
of the Spanish Ministry of
Economy. She was the executive
chairman of Sociedad de Gestion
de Activos Procedentes de la
Reestructuracion

Bancaria, S.A. (SAREB).

Membership of board
committees

Audit (chairman) and risk
supervision, regulation and
compliance.

Born in 1949 in Santander,
Spain.

Joined the board in 2007.

PhD in Law. She has undertaken
graduate studies in business
administration at IESE and the
Harvard Business School.

She is a professor at Universidad
Complutense de Madrid.

Other positions of note:
formerly Spanish Minister for the
Environment, chairman of the
European Affairs Committee and
of the Foreign Affairs Committee
of the Spanish Congress and
chairman for Spain and Portugal
and vice chairman for Europe of
Siebel Systems. She is currently
an elected member of the
Spanish State Council, a member
of the Royal Academy of Doctors
and a non-executive director of
ENCE Energiay Celulosa, S.A.,
Naturhouse Health, S.A. and
Enagds, S.A.

Membership of board
committees

Executive, audit, remuneration
and risk supervision, regulation
and compliance.

Born in 1931 in Madrid, Spain.
Joined the board in 2013.

PhD in Civil Engineering,
graduate in Law and degree in
Industrial Organisation.

Chairman of the Villar Mir
Group.

Other positions of note:
formerly Minister of Finance
and vice president of the
government for Economic Affairs
from 1975 to 1976. He has also
served as chairman of the OHL
Group, Electra de Viesgo, Altos
Hornos de Vizcaya, Hidro Nitro
Espafiola, Empresa Nacional

de Celulosa, Empresa Nacional
Carbonifera del Sur, Cementos
del Cinca, Cementos Portland
Aragon, Puerto Sotogrande,
the COTEC Foundation and of
Colegio Nacional de Ingenieros
de Caminos, Canales y Puertos.
He is also currently professor
of Business Organisation at
Universidad Politécnica de
Madrid, a member of the Royal
Academy of Engineering and of
the Royal Academy of Moral and
Political Sciences, an honorary
member of the Royal Academy
of Doctors and supernumerary
of the Royal Academy of
Economics and Finance.

Membership of board
committees

Audit and risk supervision,
regulation and compliance.

Born in 1968 in Valladolid,
Spain.

Joined the Group in 2003.

Graduate in Law and Business
Administration at Universidad
Pontificia de Comillas (ICADE
E-3), and Government Attorney.

Other positions of note: he
was deputy director of legal
services at the CNMV, director
of the office of the second vice
president of the government
for Economic Affairs and the
Minister of Economy, general
secretary and secretary of

the board of Banco Espaiiol

de Crédito, S.A., general vice
secretary and vice secretary

of the board and head of legal
advisory services of Grupo
Santander, deputy secretary
of the Presidency of the
Government and chairman of
the committee for the reform of
public administration.

Formerly chairman of the
Agency of the Official State
Gazette and director of
Patrimonio Nacional, Sociedad
Estatal de las Participaciones
Industriales, Holding Olimpico,
S.A., Autoestradas de Galicia, S.A.
and Sociedad Estatal para la
Introduccion del Euro, S.A.

Secretary of board

committes

Executive, audit, appointments,
remuneration, risk supervision,
regulation and compliance,
international and innovation and
technology.
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» Re-election of directors at the 2017
annual general shareholders’ meeting

Pursuant to article 55 of the Bylaws and article 22 of the Rules and
Regulations of the Board4, directors are appointed to three-year
terms, such that one-third of the board is renewed each year.

The following directors will be put forward for re-election at the 2017
annual general shareholders’ meeting, scheduled for 6 or 7 April on first
and second call, respectively, and following the order determined by
seniority for annual renewal and for renewal of one-third of the board: Ms
Ana Botin-Sanz de Sautuola y O’Shea, Mr José Antonio Alvarez Alvarez,
Mr Rodrigo Echenique Gordillo, Ms Esther Jiménez-Salinas i Colomer and
Ms Belén Romana Garcfa, the first three as executive directors and the
latter two as independent directors.

Ms Homaira Akbari's appointment as independent director will also be
put before the general meeting for its approval.

Their professional profiles, together with a description of their work and
activities, can be found in the preceding pages of this report and also on
the Group’s corporate website (www.santander.com) and in the motions
to be laid before the general shareholders’ meeting of 2017.

Each of the re-elections and ratifications will be submitted separately for
voting at the general meeting in accordance with article 21.2 of the Rules
and Regulations for the General Shareholders’ Meeting.

» Powers and duties
The basic responsibility of the board of directors is to supervise the

Group, delegating the day-to-day management thereof to the appropriate
executive bodies and the various management teams.

4. The Bylaws and the Rules and Regulations of the Board of Banco Santander are published on the Group’s corporate website (www.santander.com).

& Composition and structure of the board of directors'
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Group executive
chairman Ms Ana Botin-Sanz de Sautuola y O’Shea |
Chief Executive Officer  Mr José Antonio Alvarez Alvarez | | [ | [ |
Vice chairmen Mr Bruce Carnegie-Brown 1] | |
Mr Rodrigo Echenique Gordillo | | | |
Mr Matias Rodriguez Inciarte | | |
Mr Guillermo de la Dehesa Romero | | | | | |
Members Ms Homaira Akbari® n |
Mr Ignacio Benjumea Cabeza de Vaca | | | | | |
Mr Javier Botin-Sanz de Sautuola y O’Shea [P]
Ms Sol Daurella Comadran n | |
Mr Carlos Ferndndez Gonzélez n | | |
Ms Esther Giménez-Salinas i Colomer n | |
Ms Belén Romana Garcia n IC] |
Ms Isabel Tocino Biscarolasaga n | | | |
Mr Juan Miguel Villar Mir n L |
Total
General secretary and Mr Jaime Pérez Renovales | | | | | | ] | ]

secretary of the board

1. Figures at 31 December 2016.

2. However, pursuant to the provisions of article 55 of the Bylaws, one-third of the board will be renewed each year, based on length of service and according to the date and

order of the respective appointment.
3. Syndicated shares. See page 64.
4. Effective 13 January 2015.
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The Rules and Regulations of the Board (article 3) reserve thereto the
power, which cannot be delegated, to approve general policies and
strategies and oversee their application, including the following in
particular: strategic or business plans; management objectives and

the annual budget; fiscal strategy and capital and liquidity strategy;
investment, financing, dividend, treasury share, risk management

and control (including fiscal), corporate governance, corporate social
responsibility and regulatory compliance policies; policies regarding the
internal governance of the Bank and its Group; remuneration policies for
employees of the Bank and its Group; and policies for reporting to and
notifying shareholders, markets and public opinion.

Various matters, which likewise cannot be delegated, are also reserved for
the board, including decisions regarding: the acquisition and disposal of
substantial assets (except when the decisions come within the purview of
the shareholders at a general shareholders’ meeting) and major corporate
transactions; the determination of each director’s remuneration and the
approval of contracts governing the performance by the directors of
duties other than those of director, including executive duties, as well as
the remuneration to which they are entitled for the discharge thereof;

the selection, appointment by co-option and ongoing assessment of
directors; the selection, appointment and, if necessary, removal of the
other members of senior management (senior executive vice presidents
and equivalents) and the monitoring of management activity and ongoing
assessment thereof, as well as the determination of the basic terms and
conditions of their contracts; authorisation to create or acquire interests in

)

special purpose entities or in entities registered in countries or territories
regarded as tax havens; the approval of investments or transactions of a
strategic nature or with a particular tax risk; and the approval of certain
related party transactions. With regard to those powers that cannot be
delegated, the executive committee may make any appropriate decisions,
whenever justified by reasons of urgency, provided that the board is
subsequently informed at the first meeting held to ratify such decisions.

Both the Bylaws (article 40) and the aforementioned Rules and
Regulations of the Board of Directors (article 5) establish the board’s
obligation to ensure that the Bank faithfully complies with applicable law,
observes usage and good practices of the industries or countries where it
does business and abides by the additional social responsibility principles
that it has voluntarily accepted. The board of directors and its standing
committees shall exercise their powers and, in general, carry out their
duties in accordance with the interests of the company, understood to

be the attainment of a long-term sustainable and profitable business that
furthers its continuity and maximises the value of the company.

In addition, the Bank’s board takes a very active interest in the Group’s
risk function. Of its 15 members, 11 are members of at least one of the two
board committees that deal with risk: the executive committee and the
risk supervision, regulation and compliance committee. Three executive
directors are also members of the executive risk committee, which is the
body not mandated by the bylaws responsible for global risk management
in the Group.

Shareholding
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612,696 17,602,582 - 18,215,2783 0.125% 04.02.1989 28.03.2014 First six months of 2017 17.02.2014
697,913 1,348 - 699,261 0.005%  25.11.2014* 27.03.2015 First six months of 2018 20.02.2015
20,099 - - 20,099 0.000% 2511.2014°  18.03.2016 First six months of 2019 11.02.2016
822,927 14,184 - 837,111 0.006% 07.10.1988 28.03.2014 First six months of 2017 13.02.2014
1,475,161 308,163 1,783,324 0.0129% 07.10.1988  27.03.2015 First six months of 2018 20.02.2015
148 - - 148 0.000% 24.06.2002 27.03.2015 First six months of 2018 20.02.2015
22,000 - - 22,000 0.000%  27.09.2016 27.09.2016 First six months of 2019 26.09.2016
3,067,201 - - 3,067,201 0.021% 30.06.20157 18.03.2016 First six months of 2019 11.02.2016
4,793,481 11,498,361 116,250,993 132,542,835 0.909% 25.07.2004 18.03.2016 First six months of 2019 11.02.2016
128,263 412,521 - 540,784 0.004%  2511.2014® 18.03.2016 First six months of 2019 11.02.2016
16,840,455 - - 16,840,455 0.115% 25.11.2014°  27.03.2015 First six months of 2018 20.02.2015
5,405 - - 5,405 0.000% 30.03.2012 28.03.2014 First six months of 2017 17.02.2014
150 - - 150 0.000% 22.12.2015 18.03.2016 First six months of 2019 11.02.2016
270,585 - - 270,585 0.002% 26.03.2007 18.03.2016 First six months of 2019 11.02.2016
1,199 - - 1,199 0.000% 07.05.2013  27.03.2015 First six months of 2018 20.02.2015
28,757,683 29,837,159 116,250,993 174,845,835 1.198%

5. Effective 12 February 2015.

6. Their appointment will be submitted for ratification at the general shareholders’
meeting scheduled for 6 or 7 April 2017, on first or second call.

7. Effective 21 September 2015.

8. Effective 18 February 2015.

[@ Chairman of the committee
I Proprietary

I Independent
Non-executive (neither proprietary nor independent
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3. Corporate governance report » 3. Banco Santander’s board of directors

Commitment of the board’

Number of shares of the Board

174,845,835

1.2% of share capital

1. Figures at 31 December 2016.

» Size and composition of the board

Since the end of 2010, the size of the board has been downsized by
25%, from 20 to 15 members.

The composition of the board of directors is balanced between
executive and non-executive directors, most of whom are
independent. All members are distinguished by their professional
ability, integrity and independence of opinion.

Pursuant to article 6.3 of the Rules and Regulations of the Board,
the appointments committee has duly verified the status of each
director. Its proposal was submitted to the board, which approved it
at the meeting held on 21 February 2017.

Of the 15 members currently sitting on the board, four are executive
and 11 are non-executive. Of the latter, eight are independent, one

is proprietary and the other two, in the opinion of the board, are
neither proprietary nor independent.

d Size of the board

20
18
16 16 15 15
I I | I I
2010 20Mm 2012 2013 2014 2015 2016

d Current composition of the board

Proprietary non-executive

directors
7%
Non-executive
director (neither
proprietary nor
independent) Independent
1B non-executive
directors
53%
Executive
directors
27%
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Stock market value

368

million euros

Share price

4.959

euros

Executive directors

Pursuant to the Rules and Regulations of the Board (article 6.2.a)),
the following are executive directors: Ms Ana Botin-Sanz de Sautuola
y O’Shea, Mr José Antonio Alvarez Alvarez, Mr Rodrigo Echenique
Gordillo and Mr Matias Rodriguez Inciarte.

Proprietary non-executive directors

According to article 6.2.b) of the Rules and Regulations of the Board,
proprietary directors are non-executive directors who hold or
represent shareholdings equal to or greater than that which qualifies
as significant under the law, or who have been designated as such on
account of their status as shareholders despite their shareholdings
not reaching the threshold to be considered significant, as well as
anyone representing such shareholders.

Since 2002, the appointments committee and the board of directors
have stipulated that having or representing at least 1% of the

Bank’s share capital is a necessary condition, though not the only
condition, to be appointed a non-executive proprietary director. This
percentage was established by the Bank in accordance with its self-
regulatory powers and is less than that deemed significant by law,
although the Bank believes it is sufficiently important so as to enable
the board to classify directors that hold or represent a shareholding
equal to or greater than such percentage as proprietary directors.

The board, taking into account the prevailing circumstances of
each case, and following a report by the appointments committee,
appointed Mr Javier Botin-Sanz de Sautuola y O’Shea as an external
proprietary director representing the following shareholders:
Fundacién Botin, Cronje, S.L., Puente de San Miguel, S.L.U., Nueva
Azil, S.L., Agropecuaria El Castafo, S.L.U., Bright Sky 2012, S.L.,

Ms Ana Botin-Sanz de Sautuola y O’Shea, Mr Emilio Botin-Sanz de
Sautuola y O’Shea, Ms Carmen Botin-Sanz de Sautuola y O’Shea,
Ms Paloma Botin-Sanz de Sautuola y O’Shea, Mr Jorge Botin-Sanz de
Sautuola Rios, Mr Francisco Javier Botin-Sanz de Sautuola Rios,

Ms Marta Botin-Sanz de Sautuola Rios and his own shareholding.

The voting rights of the aforementioned shareholders corresponded
t0 1.034% of the Bank’s share capital at year-end 2016.

Independent non-executive directors

The Rules and Regulations of the Board (article 6.2.c)) include the
legal definition of independent director established in article 529.
duodecies.4 of the Spanish Companies Act. Taking into account
the circumstances in each case and following a report from the
appointments committee, the board considers the following eight
directors to be independent non-executive directors: Mr Bruce
Carnegie-Brown (lead director), Ms Homaira Akbari, Ms Sol Daurella
Comadrén, Mr Carlos Ferndndez Gonzalez, Ms Esther
Giménez-Salinas i Colomer, Ms Belén Romana Garcia, Ms Isabel
Tocino Biscarolasaga and Mr Juan Miguel Villar Mir.



Given the current number of directors (15), independent non-
executive directors account for 53% of the board.

This percentage exceeds the minimum threshold of one half of
total directors set out in article 6.1 of the Rules and Regulations of
the Board and reflects the board’s goal for the board to be made
up predominantly of non-executive directors, which in turn are
predominantly independent, in compliance with best practices in
corporate governance.

Other non-executive directors

Mr Guillermo de la Dehesa Romero and Mr Ignacio Benjumea
Cabeza de Vaca are non-executives directors that are neither
proprietary nor independent. Neither can be classified as a
proprietary director as they do not hold nor represent shareholdings
equal to or greater than that which qualifies as significant under
the law and have not been designated as such on account of their
status as shareholders. Likewise, neither can be considered an
independent director since, in the case of Mr de la Dehesa, he has
held the position of director for more than 12 years and, in the case
of Mr Benjumea, since three years have not yet elapsed since his
resignation as a member of the Group’s senior management.

Therefore, following a report from the appointments committee, the
board of directors has classified both as non-executive directors that
are neither proprietary nor independent, in accordance with article
529 duodecies of the Spanish Companies Act and article 6.2 of the
Rules and Regulations of the Board.

» Diversity on the board

As established in article 17.4 a) of the Rules and Regulations of the
Board, the appointments committee is responsible for proposing and
reviewing the director selection policies and succession plans and
the internal procedures for determining who is to be proposed for
the position of director.

As regards gender diversity, both the appointments committee and
the board of directors are aware of the importance of fostering equal
opportunities between men and women and of the appropriateness
of appointing to the board women who fulfil the requirements of
ability, suitability and effective dedication to the position of director.

The appointments committee, at the meeting held
on 26 March 2016, agreed to raise the target level for
the least represented gender on the board to 30% of
total board members. This target has been met as the

minority gender now accounts for 40% of seats.

At present, there are six women on the board of directors, one of
whom is its Group executive chairman, namely Ms Ana Botin-Sanz
de Sautuola y O’Shea, while the others are independent
non-executive directors: Ms Homaira Akbari, Ms Sol Daurella
Comadran, Ms Esther Giménez-Salinas, Ms Belén Romana Garcia
and Ms Isabel Tocino Biscarolasaga.

o

The share of women on Banco Santander’s board (40%) exceeds
the target set by the appointments committee and is well above the
average for large listed companies in Europe. According to a study
conducted by the European Commission with data from July 2016,
the percentage of female board members at large listed companies
was 23.3% for all 28 countries in the European Union and 20.2% for
Spain.

d Percentage of women on the board

40%
33%
29%
19% 19%
1% I I
20M 2012 2013 2014 2015 2016

The table below shows the number and percentage of women on the
board and on each of its committees.

Number % of

Number of of female female

members directors directors

Board 15 6 40.0%

Executive committee 8 2 25.0%

Audit committee 4 2 50.0%

Appointments committee 5 1 20.0%

Remuneration committee 5 2 40.0%
Risk supervision, regulation

and compliance committee 7 2 30.0%

International committee 6 2 33.3%

Innovation and
technology committee 9 3 33.3%

Years of service of independent directors

At the date of this document, the average length of service for
independent non-executive directors serving as board member
is just over three years.

ma
10.2
9.5
7.3
I 3.0 3.4
20M 2012 2013 2014 2015 2016
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» Balanced structure of corporate governance

There is a clear separation of duties between those of the Group
executive chairman, the chief executive officer, the board, and its
committees, and various checks and balances that assure proper
equilibrium in the Bank’s corporate governance structure, including
the following:

» The board and its committees oversee and control the activities of
both the Group executive chairman and the chief executive officer.

» The lead director chairs the appointments, the remuneration and
the risk supervision, regulation and compliance committees. The
lead director also oversees the periodic process of assessing the
chairman and coordinates the succession plan.

« The audit committee is chaired by an independent director acting
in her capacity as financial expert.

« The powers delegated to the Group executive chairman and the
chief executive officer exclude those that are exclusively reserved
for the board itself.

« The Group executive chairman may not simultaneously hold the
position of chief executive officer of the Bank.

« The corporate Risk, Compliance and Internal Audit functions report
to a committee or a member of the board of directors and have
direct access thereto.

Roles and responsibilities

’ Group executive chairman

' The chairman of the board is the Bank’s highest-ranking officer,
responsible for managing the board and ensuring its effective
operation (article 48.1 of the Bylaws and article 8.1 of the Rules
and Regulations of the Board). In accordance with her position
as such, the Group executive chairman is responsible, among
others, for the following duties:

« Ensure compliance with the Bylaws and that the resolutions
of the general shareholders’ meeting and of the board of
directors are faithfully executed.

« Carry out a high-level inspection of the Bank and all its
services.

- Meet with the chief executive officer and senior executive
vice presidents to keep informed of the performance of the
businesses.

:D The board of directors has delegated to the Group executive
i chairman all its powers, except those that cannot be delegated
by law, the Bylaws or the Rules and Regulations of the Board.

:' The Group strategic and corporate functions report to the
Group executive chairman.
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» Succession plans for the Group executive
chairman and the chief executive officer

Succession planning for the main directors is a key element of the
Bank’s good governance, assuring an orderly leadership transition

at all times. The process is regulated by article 24 of the Rules and
Regulations of the Board, which also governs the succession plans for
the Group’s other directors and senior management. The board of
directors has prepared a matrix of skills that it must possess, together
with a succession plan aligned with those skills so as to ensure that
when vacancies arise the incoming members reinforce and bolster
those skills.

On the proposal of the appointments committee, the following were
approved at board meetings held on 30 November 2016 and 24 January
2017, respectively: (i) the Group’s succession policy; and (ii) the board
member selection and succession policy.

» Rules for interim replacement of
the Group executive chairman

Article 44.2 of the Bylaws and article g bis of the Rules and Regulations
of the Board set out interim replacement rules for the temporary
performance (in cases of absence, inability to act or indisposition) of the
duties of the chairman of the board of directors, stating that in these
cases the chairman will be substituted by a vice chairman to be selected
in order of length of service on the board, except where the lead director
is one of the vice chairmen, in which case he or she will be the first
choice. If there are no vice chairmen, the remaining directors will replace
the Group executive chairman in the order established by the board,
whereby the lead director should be the first in this order if such director
does not hold the position of vice chairman.

‘ Chief Executive Officer

:’ The Chief Executive Officer is entrusted with the day-to-

i day management of the business and the highest executive
functions (article 49.1 of the Bylaws and article 10.1 of the Rules
and Regulations of the Board).

D The board of directors has delegated to the chief executive
officer all its powers, except those that cannot be delegated by
law, the Bylaws or the Rules and Regulations of the Board.

:D Corporate business and ordinary management support

i divisions and control functions all report to the chief executive
officer, although they also have direct access to the board of
directors.

:) The country heads, who are the Group'’s first representatives in
i the countries in which the Group operates, also report to the
Chief Executive Officer.



» Lead director

By resolution of the general shareholders’ meeting of 28 March
2014, the figure of lead director, already established in the Rules

and Regulations of the Board, has been included in the Bylaws, the
responsibilities thereof being defined in article 49 bis of the Bylaws.
Pursuant to article 49 bis of the Bylaws and article 12 bis of the Rules
and Regulations of the Board of Directors, the lead director will have
special powers to: (i) request that a meeting of the board of directors
be called or that new items be added to the agenda for a meeting of
the board that has already been called; (ii) coordinate and organise
meetings of the non-executive directors and voice their concerns;
and (iii) direct the regular assessment of the chairman of the board
of directors and coordinate the succession plan; (iv) contact investors
and shareholders to obtain their points of view for the purpose of
gathering information on their concerns, in particular, with regard

to the Bank’s corporate governance; and (v) substitute the chairman
in the event of absence under the terms envisaged in the Rules and
Regulations of the Board of Directors.

At its meeting of 25 November 2014, the board of directors
appointed Mr Bruce Carnegie-Brown as vice chairman and lead
director, replacing Mr Fernando de Asta Alvarez.

The appointment of the lead director has been made for an indefinite

period of time and with the abstention of the executive directors, as
provided in the Bylaws.

Comparison of number of meetings held*

Spanish us UK

Santander average average average
Board 13 1n.3 8.4 7.7
Executive
committee 52 9.4
Audit
committee 10 77 8.6 5.1
Appointments
committee 10 6.0 4.8 3.7
Remuneration
committee 9 6.0 6.1 5.1
Risk supervision,
regulation and
compliance
committee 12 16.0 - 5.5

* Source: Stuart Spencer Board Indices 2016 (Spain, United States and United
Kingdom).

&

» Secretary of the board

The Bylaws (article 45.2) and the Rules and Regulations of the

Board (article 11) include among the duties of the secretary those of
ensuring the formal and substantive legality of all action undertaken
by the board, ensuring that the good governance recommendations
applicable to the Bank are taken into consideration, and ensuring
that governance procedures and rules are observed and regularly
reviewed.

The secretary of the board is the general secretary of the Bank, and
also acts as secretary for all board committees.

The Rules and Regulations of the Board (article 17.4.€)) provide that
the appointments committee must report on proposals for the
appointment or withdrawal of the secretary of the board prior to
submission thereof to the board.

On 27 September 2016, the board of directors agreed to appoint
Mr Oscar Garcia Maceiras as vice-secretary to the board of directors,
on the proposal of the appointments committee.

» Proceedings of the board
The board of directors held 13 meetings during 2016.

The board holds its meetings in accordance with an annual calendar
and agenda of business to discuss, without prejudice to any further
business needs that may arise. Directors may also propose the
inclusion of items on the agenda. The Rules and Regulations of the
Board provide that the board shall hold not less than nine annual
ordinary meetings.

The board shall meet whenever the chairman so decides, acting

on her own initiative or at the request of not less than three
directors (article 46.1 of the Bylaws). Additionally, the lead director
is especially authorised to request that a meeting of the board of
directors be called or that new items be added to the agenda for a
meeting that has already been called (article 49.bis.1 (i) of the Bylaws
and article 12 bis of the Rules and Regulations of the Board).

When directors are unable to personally attend a meeting, they may
grant any other director proxy, in writing and specifically for each
meeting, to represent them for all purposes at such meeting. Proxy
is granted with instructions and non-executive directors may only be
represented by another non-executive director.

The board may meet in various rooms at the same time, provided
that interactivity and communication among them in real time is
ensured by audiovisual means or by telephone and the concurrent
holding of the meeting is thereby ensured.

Board meetings shall be validly convened when more than half

of board members are present in person or by proxy. Except in
instances in which a greater majority is specifically required pursuant
to legal provisions, the Bylaws or the Rules and Regulations of the
Board, resolutions are adopted by absolute majority of the directors
attending in person or by proxy. The chairman has the casting vote in
the event of a tie.
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In 2016 the board was kept continuously and fully informed of the
performance of the various business areas of the Group through
the management reports and risk reports submitted to it, among
other things. During the year, the board has also reported on the
conclusions of the external and internal audits.

The chart below shows a breakdown of the approximate time
devoted to each task at the meetings held by the board in 2016.

Approximate time devoted to each duty

Internal and external audit and
review of the financial information

10%
Risk
General policies management
and strategies 30%
15%
Capital and liquidity
15%
Business
performance
30%

» Dedication to board duties

The duty of diligent management requires directors to dedicate
the necessary time and effort to their position, among other
requirements.

The maximum number of boards of directors to which they may
belong is established in article 26 of Law 10/2014, of 26 June, on the
organisation, supervision and solvency of credit institutions. Thus,
Bank directors will not be allowed to occupy, at the same time, more
than: (a) one executive position and two non-executive positions,
or (b) four non-executive positions. For such purposes, positions
held within the same group will be counted as a single position,
while positions held at non-profit organisations or organisations
not pursuing commercial ends will not be included. The European
Central Bank may authorise a director to hold an additional non-
executive position if it considers that it does not impede the proper
performance of the director’s duties at the Bank.

Directors shall endeavour to ensure that absences from meetings of
the board and of the committees to which they belong are reduced
to cases of absolute necessity.

The appointments committee analyses directors’ dedication to their
position on an annual basis, using information received regarding
their other professional obligations and other available information
to evaluate whether the directors are able to dedicate the necessary
time and effort to complying with the duty of diligent management.
Dedication is also taken into account for re-election, since proposals
by the appointments committee must contain an assessment of their
work and of effective dedication to the position during the most
recent period of time in which the proposed director has performed
his or her duties.
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» Training of directors and information or
induction programme for new directors

As a result of the Board’s self-assessment process of 2005, an ongoing
training programme for directors was implemented.

Within the framework of the Bank’s ongoing director training
programme, ten sessions were held in 2016 with an average
attendance of eight directors, who devoted approximately two

hours to each session. Various issues were covered in depth at

such meetings, including: multi-channel and digital transformation;
corporate defence; non-financial risks: model risk and reputational
risk; regulatory developments relating to capital; risk appetite in
relation to compliance and conduct risk, and approval systems for the
marketing and sale of products.

Likewise, the Rules and Regulations of the Board (article 21.7) establish
that the board must make an information and induction programme
available to new directors that provides swift and sufficient knowledge
of the Bank and its Group, including their governance rules. Here,

for example, Ms Homaira Akbari (appointed to the board in 2016)
attended a specific training programme for new board members, at
which the following matters were addressed:

- General presentation of the Group and the regulatory context in
which it operates.

» Compliance.

« Capital.

- Liquidity and balance sheet management.
« Budget and financial statements.

« The Group’s main regions and businesses.

= Main support areas (Technology and Operations, Risks, Audit,
Human Resources, Organisation and Costs).

= Innovation.
- Corporate governance and internal governance.

« Sustainability, communication and the Santander brand.

% Of board members with relevant experience

87%
80%
73% 73%
60%
27%
Accounting Banking Risk Information ~ Latam UK/US
and financial technology

International
experience



, DECISION-MAKING PROCESS

&

B® Aboard of directors is aware of the business, is well balanced and has vast experience.

® It takes decisions by consensus and has a long-term vision.

® Debate of the issues and effective challenge by external directors.

Self-assessment by the board

Pursuant to article 19.7 of the Rules and Regulations of the Board,
the board shall conduct a yearly assessment of its own functioning
and the quality of its work. An assessment must also be conducted
by an independent advisor once every three years, the last one
having been completed in 2015.

Specific measures or practices adopted as a product of the board’s
assessment in 2015 included the following:

= Meetings to be held yearly to analyse matters of strategic interest
to the Group.

« Information to be sent to board members on all opinions and
reports issued by financial analysts and institutional investors in
relation to the Bank.

+ Board composition to be adjusted by incorporating new
independent directors with a more international profile, while
strengthening diversity and increasing board expertise in digital
strategy.

= More preparatory meetings to be held in the lead-up to actual
board members so as to improve relations between board members
and encourage interaction between board members and company
executives.

- Board to become involved in managing talent by setting up talent
committees tasked with assessment processes and succession
plans and reporting to the appointments committee and the board.

In accordance with article 17.4.(j) of the Rules and Regulations of
the Board, the appointments committee, at the meeting held on 18
November 2016, agreed to initiate the board assessment process in
2016, which was conducted internally.

The assessment is based on the information collected from

board members via a questionnaire, as part of a confidential and
anonymous process that also included personal interviews between
the directors and the chairman of the appointments committee.

All non-executive directors were involved in the process of assessing
the lead director. In turn, the lead director oversaw the process of
assessing the chairman.

The assessment process focused on the following aspects:

- In relation to the board as a whole: structure; organisation and
functioning; internal culture and arrangements (planning of
meetings, director support and training); knowledge and diversity;
and performance of the supervisory function. The process also
addressed a number of other issues relating to strategy, such as
where their priorities should lie and what their challenges should
be for 2017, plus other matters of interest.

« In relation to commissions: composition; functioning; board
support and reporting; committee content; and their main
challenges and priorities for 2017.

« In relation to the lead director: performance of his or her functions;
leadership; relations with institutional investors; dedication; and
performance of the role.

The results of the assessment process for the board and its
committees revealed the following: high levels of commitment

and dedication from all board and committee members; effective
functioning of all committees; high quality debate and discussions
on the board and sufficient time dedicated to board business; sound
annual planning of board meetings and sufficient quality of the
documents delivered at board meetings; annual strategic meeting
deemed to be useful.

It also confirmed a clear and proper segmentation of responsibilities
and functions between the chairman and chief executive officer, and
a steady increase in the work of the lead director in supporting non-
executive directors by scheduling periodic meetings with them to
assess the activities and functioning of the board.

The report containing the conclusions and results of the
assessment process for the board and its committees in
2016 was presented at the board meeting held on 24 January
2017. In view of these findings and the results of the business
reports of the various committees in 2016, the board
approved an action plan that envisages improvements in the
following areas, among others:

Increase the time dedicated to digital transformation
and technology, human resources, succession and talent,
strategic, cyber-security, competitor landscape and
innovation.

Strengthen coordination among committees of the Group
entities, especially regarding the audit, appointments and
risk supervision, regulation and compliance committees.

Monitoring and updating verified and robust succession
plans for the board of directors, its committees and the
senior management.
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» Appointment, re-election and
ratification of directors

Proposals for appointment, re-election and ratification of
directors, regardless of the status thereof, that the board of
directors submits to shareholders for consideration at the
general shareholders’ meeting and the appointment decisions
adopted by the board itself, by virtue of the legal powers of
co-option, must, following the relevant selection process, be
preceded by the corresponding report and proposal of the
appointments committee.

Although the proposals of such committee are not binding, the Rules
and Regulations of the Board provide that if the board does not
follow them, it must give reasons for its decision.

Currently, all directors have been appointed or re-elected at the
proposal of the appointments committee.

Skills matrix of the members of the board and diversity analysis*

In accordance with the director selection process just discussed, as set out in articles 6.1 of the Rules and Regulations of the Board and
42.4 of the Bylaws, the committee proceeded to review the director selection and succession policy on 23 January 2017, as well as the
conclusions of the annual board self-assessment process completed in 2016. Following this self-assessment, and on a proposal from the
appointments committee, the board of directors reviewed its composition and drew up the following skills matrix at a meeting held on
21 February 2017. The findings of the analysis identified the need to strengthen skills with profiles that specialise in new technologies and

banking.
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» Remuneration system

At the general shareholders’ meeting of 28 March 2014, shareholders
resolved to amend the Bylaws to bring the remuneration system for
executive directors into line with the provisions of Spanish Law 10
of 26 June 2014, on the planning, supervision and capital adequacy
of credit institutions, and Directive 2013/36/EU of the European
Parliament and of the Council of 26 June 2013, on access to the
activity of credit institutions and the prudential supervision of credit
institutions and investment firms, so as to ensure that the variable
components of their remuneration do not exceed 100% of the fixed
components, unless the general meeting approves a higher ratio,
which may in no event exceed 200%.

With relation to the foregoing, the shareholders acting at the general
shareholders’ meeting of 18 March 2016 approved a maximum ratio
between fixed and variable components of executive directors’
remuneration of 200% for 2016.

At the general shareholders’ meeting of 27 March 2015, the
shareholders once again amended the Bylaws to bring the directors
remuneration system into line with the new developments
introduced in the Spanish Companies Act by Law 31/2014.

The remuneration of directors acting as such, whether they

are executive or not, is made up of fixed annual allotments and
attendance fees, as set forth in the Bylaws, which are determined by
the board of directors within the maximum amount approved by the
shareholders at the general meeting based on the positions held by
each director on the board, their membership on and attendance at
the various committees and any other objective circumstances that
the board may take into account. Accordingly, the board of directors,
at the proposal of the remuneration committee, is responsible

for establishing director remuneration for carrying out executive
functions, taking into account for such purpose the director
remuneration policy approved by the shareholders at the general
meeting. The shareholders at the general meeting also approved
those remuneration plans that entail the delivery of shares of the
Bank or options thereon or that entail remuneration tied to the value
of the shares.

)

On the proposal of the appointments committee, the board of
directors has undertaken to adapt the contracts of executive
directors in relation to the performance of non-director functions
so as to bring them in line with the terms of Circular 2/2016 of 2
February, of Banco of Spain, on credit institutions, supervision and
capital adequacy.

Remuneration of the board in 2016

Bylaw-stipulated allotments earned by the board amounted to

4.6 million euros in 2016, which is 23.9% lower than the maximum
amount of 6 million euros approved by shareholders at the general
shareholders’ meeting.

Full details regarding director remuneration and the policy for 2016
can be found in the report of the remuneration committee, which
forms part of the corporate documentation of Banco Santander.

The chart below shows the evolution of total remuneration
of directors with executive duties against the total return for
shareholders (pay for performance).

Anticipation of and adjustment to the regulatory framework
At the proposal of the remuneration committee, the board of
directors promotes and encourages a remuneration system that
fosters rigorous risk management, and implements ongoing
monitoring of the recommendations issued by the main Spanish and
international bodies with authority in this field.

Director remuneration policy and annual

report on director remuneration

As provided in article 541 of the Spanish Companies Act and in the
Bylaws (article 59.bis.1), the board of directors annually approves
an annual report on director remuneration, which sets forth the
standards and basis for determining remuneration for the current
financial year, as well as an overall summary of the application of
the remuneration policy during the financial year ended, and a
breakdown of the individual remuneration earned for all items by
each of the directors during such year. The report is available to
shareholders with the call notice for the annual general shareholders’
meeting and is submitted to a consultative vote.

d Evolution of the remuneration for all items of directors with executives duties against attributable net profit*
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* Remuneration data of executive directors and attributable net profit in millions of euros.
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The content of such report is subject to the provisions of article 10 of
Order ECC/461/2013 and CNMV Circular 4/2013, of 12 June (amended
by Circular 7/2015, of 22 December).

In 2016, the report corresponding to 2015 was submitted to the
shareholders at the general shareholders’ meeting held on 18 March,
as a separate item on the agenda and as a consultative matter, with
91.507% of the votes being in favour of the report accounts.

The director remuneration policy for 2016, 2017 and 2018 was also
submitted for approval, on a binding basis, by shareholders at the
annual general shareholders’ meeting held on 18 March 2016, in
accordance with article 529 novodecies of the Spanish Companies
Act. The policies were approved with 91.467% of the votes in favour.

Lastly, the 2016 annual report on director remuneration will be

laid before the annual general shareholders’ meeting to be held

on 6 or 7 April 2017 (on first or second call, respectively) for an
advisory vote by shareholders (as a separate item on the agenda).
Meanwhile, the director remuneration policy for 2017, 2018 and 2019
will be laid before that same meeting for a binding and final vote by
shareholders.

Some measures taken by the board

l 2012: maximum limit for share capital increases without pre-
i emptiverights

At the proposal of the board, the shareholders for the first

time established a maximum limit on the power to exclude pre-
emptive rights for share capital increases; pre-emptive rights may
only be excluded for up to the equivalent of 20% of the Bank’s
share capital as of the date of the general shareholders’ meeting.

:D 2013: cap on annual remuneration of the directors by reason of
their position

The shareholders established a maximum amount of 6 million
euros, which may only be amended by a decision of the
shareholders acting at the general shareholders’ meeting.

D 2014: maximum variable remuneration for executive directors

The shareholders approved an amendment to the Bylaws
establishing a maximum ratio between the fixed and variable
components of total remuneration of the executive directors
and other employees belonging to categories with professional
activities that significantly affect the Group’s risk profile.

D 2015: changes in the remuneration policies

A number of changes were proposed at the 2016 general
shareholders’ meeting with regard to the remuneration policies
for executive directors and senior managers, in line with the
Simple, Personal and Fair culture. The main new developments
with regard to the previous policy are as follows:
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Transparency

Pursuant to the Bylaws (article 59.bis.5), the annual report includes
itemised information on the remuneration received by each director,
with a statement of the amounts for each item of remuneration.

The report also sets forth, on an individual basis for each item, the
remuneration for the executive duties entrusted to the executive
directors of the Bank. All such information is contained in note 5 to
the Group’s annual accounts.

» Duties of directors, related-party
transactions and conflicts of interest

Duties

The duties of directors are governed by the Rules and Regulations of
the Board, which are compliant with the laws of Spain and with the
recommendations of the good governance code for listed companies.

The Rules and Regulations expressly include the duties of diligent
management and loyalty and the duty to refrain from taking any
action should the director come into the possession of inside or
privileged information.

The duty of diligent management includes the directors’ duty

to adequately inform themselves of the Bank’s business and to
dedicate the time and effort needed to effectively carry out their
duties, and also to adopt the measures needed to ensure the sound
management and control of the Bank.

« Simplification: a new streamlined structure for variable and
long-term annual remuneration.

« Alignment with the objectives announced at Investor day held
in September 2015; a new set of objectives linked to variable
remuneration which includes the four categories on which the
Bank’s strategy is based: employees, customers, shareholders
and society.

» Closer alignment with shareholder interests by setting a
mandatory requirement for senior executives to invest in
shares and increasing the weighting of remuneration pegged
to long-term targets, specifically earnings per share, total
shareholder return, capital targets and profitability.

I 2016: changes to the remuneration policy of executive
i directors

A number of changes to the remuneration policy of executive
directors will be laid before shareholders for their approval

at the general meeting to be held on 6 or 7 April, on first or
second call, respectively. These changes are intended to:

» Streamlining the system of metrics and indicators so that only
most relevant remain in the policy.

« In relation to individual remuneration, increasing the weighting
of corporate behaviours that reflect the Simple, Personal and
Fair culture of the Santander Group.



Related-party transactions

In accordance with that stipulated by law, article 53 of the Bylaws
and articles 3,16 and 33 of the Rules and Regulations of the Board,
the board of directors will be aware of any transactions that the
company or companies belonging to its Group carry out with
directors, under the terms envisaged by law and in the Rules and
Regulations of the Board; with shareholders, either individually or
in concert with other shareholders, holding a significant ownership
interest, including shareholders represented on the board of
directors of the company or of other Group companies; or with
persons related thereto.

In accordance with applicable legislation and the Rules and
Regulations of the Board, authorisation will not be necessary in

the case of transactions subject to standard terms and conditions,
normal market prices and where the amount does not exceed 1% of
the company’s annual income.

These transactions will require board authorisation, based on a
favourable report from the audit committee, except for those cases
where by law approval is required by the shareholders at the general
shareholders’ meeting. All affected directors, those representing
shareholders affected or who are related parties must abstain from
the deliberation and voting on the resolution in question.

Such transactions will be evaluated from the point of view of
equality of treatment and of market conditions, and will be included
in the annual corporate governance report and in the periodic public
information under the terms envisaged in applicable regulations.

By way of exception, when advisable for reasons of urgency, related
transactions may be authorised by the executive committee and
subsequently ratified by the board.

The audit committee has verified that all transactions completed
with related parties during the year were fully compliant with the
Rules and Regulations of the Board and did not require approval
from the governing bodies; otherwise, approval was duly obtained
following a positive report issued by the committee, once the agreed
consideration and other terms and conditions were found to be
within market parameters.

Control mechanisms

As provided in the Rules and Regulations of the Board (article 30),
directors must inform the board of any direct or indirect conflict

of interest between their own interests, or those of their related
parties, and those of the Bank. If the conflict relates to a transaction,
the director may not carry it out without the approval of the board,
following a report from the audit committee.

The director involved must abstain from participating in the
discussion and voting on the transaction to which the conflict refers,
the body in charge of resolving any disputes being the board of
directors itself.

In 2016, there were g5 occasions in which directors abstained from
participating in discussions and voting on matters at the meetings of
the board of directors or of its committees.

)

The breakdown of the g5 cases is as follows: on 28 occasions the
abstention was due to proposals to appoint, re-elect or withdraw
directors, and to appoint members of board committees or other
committees at Group or related companies; on 51 occasions the
matter under consideration related to remuneration or granting
loans or credits; on nine occasions the matter concerned the
discussion of financing or investment proposals or other risk
transactions in favour of companies related to any director; on five
occasions the abstention concerned the annual verification of the
status of directors carried out by the appointments committee,
pursuant to article 6.3 of the Rules and Regulations of the Board;
and on two occasions the abstention concerned the approval of a
related-party transaction.

» Board committees

General information
The board has set up an executive committee to which general
decision-making powers have been delegated.

The board also has other committees with powers of supervision,
information, advice and proposal (the audit, appointments,
remuneration, risk supervision, regulation and compliance,
international, and innovation and technology committees).

The committees of the board hold their meetings in accordance
with an annual calendar and there is a suggested agenda of annual
matters to be discussed for committees with supervisory powers.

The board is tasked with promoting and encouraging communication
between the various committees, especially between the risk
supervision, regulation and compliance committee and the audit
committee, and also between the former and the remuneration
committee.

At the annual general shareholders’ meeting of 18 March 2016, a
proposal was put forward to amend articles 53, 54, 54.bis and 54.ter
of the Bylaws in order to increase the maximum number of members
of the audit, the appointments, the remuneration and the risk
supervision, regulation and compliance committees from the current
seven directors to a maximum of nine directors for the purpose

of giving the board of directors more flexibility in establishing the
adequate composition for these committees at any given time.

Executive committee

The executive committee is key to ensuring the proper functioning of
the Bank’s corporate governance, and that of its Group. It exercises
by delegation all the powers of the board (except those which cannot
be delegated pursuant to the law, the Bylaws or the Rules and
Regulations of the Board). It reports to the board on the principal
matters dealt with and resolutions adopted and provides directors
with a copy of the minutes of its meetings. It generally meets once a
week and in 2016 it held 52 meetings.

There are currently eight directors sitting on the committee, four of
whom are executive and the other four are non-executive, two of

which are independent.

Its duties, composition and functioning are established in the Bylaws
(article 51) and in the Rules and Regulations of the Board (article 14).
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Audit committee

The audit committee, among other functions, reviews the Group’s
financial information and its internal control systems, serves as

a communication channel between the board and the external
auditor, ensuring the independent exercise of the latter’s duty, and
supervises work regarding the Internal Audit function. It typically
meets on a monthly basis and met 10 times in 2016.

As provided in the Bylaws (article 53) and the Rules and Regulations
of the Board (article 16), the committee must comprise non-
executive directors, the majority of whom must be independent,
including the chairman.

The committee currently comprises four independent non-executive
directors.

Ms Belén Romana Garcia, the committee’s chairman, is considered a
financial expert within the meaning of SEC Form 20-F, in accordance
with Section 407 of the Sarbanes-Oxley Act, given her training and
expertise in accounting, auditing and risk management.

Lastly, and so as to ensure that the audit committee exercises its
decision-making powers properly when commissioning the external
auditor to provide non-audit services, it was agreed at the audit
committee meeting held on 20 April 2016 to approve the policy for
approving non-audit services provided by the external auditor. In
line with the latest national and international practices, this policy
contains the proper procedure for approving non-audit services
provided by the Group’s financial auditor, as well as the system
governing the maximum fees payables. The committee must endorse
any decision to arrange non-audit services insofar as not prohibited
by applicable regulations, having first properly assessed any threats
to the auditor’s independence and the safeguard measures applied in
accordance with said regulations.

Appointments committee

The appointments committee, among other duties, proposes
appointments of members of the board, including executive
directors, and those of the other members of senior management
and the Group’s key personnel.

The committee met on 10 occasions in 2016.

The Bylaws (article 54) and the Rules and Regulations of the Board
(article 17) state that this committee is also to be made up exclusively
of non-executive directors and that its chairman and the majority of

its members must be independent directors.

The committee currently comprises five non-executive directors, five
of whom are independent.
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Remuneration committee

Among other duties, the remuneration committee proposes

the director remuneration policy to the board, drawing up the
corresponding report, and proposes the remuneration of board
members, including executive directors. It also proposes the
remuneration of other members of senior management and draws
up their remuneration policy.

The committee met on nine occasions in 2016.

The Bylaws (article 54 bis) and the Rules and Regulations of the
Board (arti-cle 17 bis) state that the remuneration committee is also
to be made up exclusively of non-executive directors and that its
chairman and the majority of its members must be independent.

The committee currently comprises five non-executive directors,
three of whom are independent.

Risk supervision, regulation and compliance committee
The risk supervision, regulation and compliance committee, among
other duties, supports and advises the board on the definition and
assessment of the risk strategy and policies and on its relationship
with authorities and regulators in the various countries in which
the Group has a presence, assists the board with its capital and
liquidity strategy, and monitors compliance with the General Code
of Conduct and, in general, with the Bank’s governance rules and
compliance and criminal risk prevention programmes. Matters
such as sustainability, communication and relations with the Bank’s
stakeholders, as well as matters regarding corporate governance and
regulation, are also discussed at committee meetings.

The committee met on 12 occasions in 2016.

As provided in the Bylaws (article 54 ter) and the Rules and
Regulations of the Board (article 17 ter), the committee must be
made up of non-executive directors, the majority of whom must be
independent, including the chairman.

The committee currently comprises seven non-executive directors,
five of whom are independent.

International committee

The international committee has the following functions (article

17 of the Rules and Regulations of the Board): (i) monitoring the
development of the Group’s strategy and of the activities, markets
and countries in which the Group desires to have a presence through
direct investments or specific transactions, while remaining duly
informed of the commercial initiatives and strategies of the various
units within the Group and of the new projects presented thereto;
and (ii) reviewing the performance of financial investments and
businesses, as well as the international economic situation, and
making proposals to adjust risk-country limits, its structure and
return and its assignment by businesses and/or units.

This committee comprises six directors, of whom three are executive
and three are non-executive, one of which is independent.



Innovation and technology committee

Given the importance assigned to innovation and technology as a
strategic priority for the Group, the regulations of the innovation
and technology committee have been amended in order to expand
the committee’s functions by redrafting article 17 quinquies of the
Rules and Regulations of the Board upon a board resolution dated 26
January 2016.

The functions of the innovation and technology committee include
the following: (i) to study and report on relevant projects regarding
innovation and technology; (ii) to assist the board in assessing

the quality of technological services, new business models,
technologies, systems and platforms; and (iii) to assist the risk
supervision, regulation and compliance committee in monitoring the
technological and security risks and to supervise all matters relating
to cyber-security.

The committee met on three occasions in 2016.

This committee comprises nine directors, of whom four are executive
and five are non-executive. Three of these five non-executive
directors are independent.

*k*

In accordance with the Rules and Regulations of the Board, any
director may attend meetings of board committees of which the
director is not a member, with the right to participate but not to
vote, at the invitation of the chairman of the board and of the
respective committee, and by prior request to the chairman of the
board.

Additionally, all board members who are not also members of

the executive committee may attend its meetings, whatever the
chairman’s reason is for calling such meeting. In 2016, directors with
no seat on the executive committee attended an average of 10.9
meetings of that committee.

The audit, appointments, remuneration and risk supervision,
regulation and compliance committees have prepared reports on
their activities in 2016. The remuneration committee’s report also
includes the director remuneration policy. All such reports are made
available to shareholders as part of the Bank’s annual documentation
for 2016.

o

» International advisory board

Banco Santander’s new international advisory board, comprising at-
large experts in strategy, IT and innovation, held its first meeting on
26 April 2016 in Boston (US).

The international advisory board’s objective is to provide strategic
advice to the Group, with a special focus on innovation, digital
transformation, cybersecurity and new technologies. It also provides
its views on trends in capital markets, corporate governance, brand
and reputation, regulation and compliance, and global financial
services with a customer-based approach. The board is expected to
meet two times per year.

First meeting of the international advisory board held on 26 April 2016
in Boston (US).

Chairman

Mr Larry Summers

Former US Treasury Secretary and
President Emeritus of Harvard University

Members
Ms Sheila Bair Mr Francisco Mr George Kurtz ~ Ms Blythe
Former Chair D'Souza, CEO and Masters
of the Federal CEO of co-founder of CEO of Digital
Deposit Cognizant and CrowdStrike Asset Holdings
Insurance director of
Corporation General Electric
and President
of Washington
College
Mr Charles Mr Mike Rhodin ~ Ms Marjorie Mr James
Phillips Senior Vice Scardino Whitehurst
CEO of Infor and  President of Former CEO CEO of Red Hat
former President  IBM Watson of Pearson
of Oracle and member
of the Board
of Directors
of Twitter
Secretary

Mr Jaime Pérez Renovales
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Composition of the committees of the board

® Executive @ Non-executive

@ Executive committee @ Audit committee @ Appointments committee @ Remuneration committee

SO.OO% O)O% QOO% OOO%

dRisk supervision,
regulation and d Innovation and
compliance committee d International committee technology committee

Oo | 56.04 | SOO)%

Number of meetings and estimated average hours devoted by each director

Committees No. of meetings Hours
Executive committee 52 260
Audit committee 10 100
Appointments committee 10 40
Remuneration committee 9 36
Risk supervision, regulation and compliance committee 12 120

International committee - -

Innovation and technology committee 3 12

Attendance at meetings of the board of directors and its committees in 2016

Pursuant to the Rules and & Rate of attendance at board meetings
Regulations of the Board (article %

20.1), absences from meetings must

be limited to unavoidable cases. The 98.4%

average attendance rate at board
meetings in 2016 was 95.92%.

95.9%

L)
91.0% so.5 92.8%
o ‘o

2012 2013 2014 2015 2016
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Average attendance 95.92% 94.71% 91.49%  93.10% 100.00% 89.16% 100.00% -
Individual attendance
Ms Ana Botin-Sanz de Sautuolay O“Shea 13/13 50/52 3/3
Mr José Antonio Alvarez Alvarez 13/13 51/52 3/3
Mr Bruce Carnegie-Brown 13/13 39/52 10/10 9/9 12/12 3/3
Mr Rodrigo Echenique Gordillo 13/13 50/52 3/3
Mr Matias Rodriguez Inciarte 13/13 52/52 3/3
Mr Guillermo de la Dehesa Romero 13/13 50/52 10/10 9/9 12/12 3/3
Ms Homaira Akbari' 4/4 0/0
Mr Ignacio Benjumea Cabeza de Vaca 13/13 52/52 10/10 9/9 1212 3/3
Mr Javier Botin-Sanz de Sautuola y O“Shea n/13
Ms Sol Daurella Comadran nma3 10/10 9/9
Mr Carlos Ferndndez Gonzélez 12/13 8/10 6/10 7712
Ms Esther Giménez-Salinas i Colomer 13/13 3/3
Ms Belén Romana Garcia 13/13 10/10 2/2
Ms Isabel Tocino Biscarolasaga 13/13 50/52 10/10 9/9 nn2
Mr Juan Miguel Villar Mir 10/13 8/10 9/12
Mr Angel Jado Becerro de Bengoa> 10/10 77 8/8 77 9/9

a. No meetings held in 2016.
1. Director since 27 September 2016.

2. Withdrawal from position of director effective 27 September 2016.

‘ The Bank continues to increase the role played by board committees by broadening
their functions and arranging joint meetings to address matters that fall within the
remit of more than one such committee.

Improvements were made to the functioning of the board and its committees. These

include the use of devices and technological tools in order to make the documents

relating to each item on the agenda available to board members, thereby enhancing
their knowledge and awareness of the matters to be addressed, the ensuing discussions,
and their ability to challenge any proposals or motions made by the directors.
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4. Group structure

and governance framework

The structure of the Santander Group is one of a model of
subsidiaries whose parent is Banco Santander, S.A. The Group has its
traditional headquarters in the city of Santander (Cantabria, Spain)
and its corporate centre in Boadilla del Monte (Madrid, Spain).

The Santander Group’s subsidiaries model has the following features:

« The governing bodies of each subsidiary shall see to it that their
company is managed rigorously and prudently, while ensuring
their economic solvency and upholding the interests of their
shareholders and other stakeholders.

» Management of the subsidiaries is a local affair carried out by
local management teams who provide immense knowledge and
experience in relation to local customers and markets, while also
benefiting from the synergies and advantages of belonging to the
Santander Group.

« The subsidiaries are subject to the regulation and supervision of
their respective local authorities, without prejudice to the global
supervision of the Group by the European Central Bank.

« Customer funds are secured by virtue of the deposit guarantee
funds in place in the relevant country.

Subsidiaries finance themselves autonomously when it comes to
both capital and liquidity. The Group’s capital and liquidity positions
are coordinated by the corporate committees. Intragroup exposure
is limited and transparent and any such transactions are invariably
arranged under arm’s length conditions. Moreover, the Group has
listed subsidiaries in certain countries, in which it always retains a
controlling stake.

The subsidiaries’ autonomy limits the contagion risk between the

Group’s different units, which reduces systemic risk. Each subsidiary
has its own resolution plan.
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» Corporate centre

The subsidiaries model of Banco Santander is further complemented
with a corporate centre that brings together Group support

and control units tasked with functions relating to strategy,

risks, auditing, technology, human resources, legal services,
communication and marketing, among others. The corporate centre
adds value to the Group by:

- Making the Group’s governance more robust, through policies,
models and control frameworks that allow the Group to implement
corporate criteria and ensure effective supervision over the Group.

- Making the Group’s units more efficient by unlocking cost
management synergies, economies of scale and achieving a
common brand.

« Sharing the best commercial practices, focusing on global
connectivity, launching global commercial initiatives and fostering
digitalisation.

» Internal governance of the Santander Group

Santander has an internal governance framework that takes the form
of a governance model, establishing a set of principles that regulate
relations and the interaction that must exist between the Group and
its subsidiaries on three levels:

 On the governing bodies of the subsidiaries, where the Group
has devised rules and procedures regulating the structure,
composition, make-up and functioning of the boards and their
committees (audit, appointments, remuneration and risks), in
accordance with international standards and good governance
practices, as well as other rules and regulations concerning the
appointment, remuneration and succession planning of members
of governing bodies.

Between the CEOs (Chief Executive Officers) and country heads
and the Group and between the officers and teams deemed fit to
exercise control functions within the Group and at the subsidiaries:
CRO (Chief Risk Officer), CCO (Chief Compliance Officer), CAE
(Chief Audit Executive); CFO (Chief Financial Officer), CAO (Chief
Accounting Officer) or general auditor; and also between certain
support functions (IT, Operations, HR, General Secretary’s Office,
Legal Services, Marketing, Communication and Strategy) and
business functions.



In relation to CEOs, country heads and other significant office
holders, the governance model establishes, among other aspects,
the relevant rules and regulations to be followed in relation to their
appointment, fixing of objectives, assessment, and fixing of variable
remuneration and succession planning. It also explains how Group
officers and their counterparts at the subsidiaries should liaise and
interact.

Group
Subsidiary B
Board of directors Subsidiary A
Group executive o Board of
chairman'’ directors
up CEO? {_e_} CEOéCeZ:jmtry

Control management
and support functions

Control Management
and support functions

» Compliance » Compliance

o Audit * Audit

* Risks {-9-} * Risks

« Financial « Financial
Management Management

- Financial Acounting - Financial Acounting
and Control and Control

« Others « Others

1. Senior executive.

2. Second-ranking executive.

Santander also has thematic frameworks (corporate frameworks),
developed as common operating frameworks for those matters
considered important due to their impact on the Group’s risk profile
—notable among which are risks, compliance, technology, auditing,
accounts, finances, strategy, human resources and communication
and brand— and which specify:

« The way of exercising oversight and control by the Group over the
subsidiaries.

* The Group’s involvement in certain of the subsidiaries’ important
decisions, as well as the subsidiaries’ involvement in the Group’s
decision-making processes.

The aforementioned governance model and corporate frameworks
effectively comprise the internal governance framework and have

been approved by the board of directors of Banco Santander, S.A. for

subsequent adherence by the governing bodies of the subsidiaries,
with due regard to any local requirements to which the subsidiaries
may be subject.

o

» Internal control framework

« In line with the objective of strengthening the Group’s corporate
governance, in recent years governance of the risk control
functions has been updated and reinforced, and best international
practices have been incorporated. The Group is convinced of
the need to establish an organisational structure that includes
a proper and clear separation of functions, with well-defined
responsibilities that are both transparent and consistent so as to
ensure the healthy and prudent management of the Group and all
its companies.

The Group relies on a risk management and control model based on
three lines of defence: the first is located at the different business
and support functions; the second is exercised by the Risks and
Compliance functions; while the third is wielded by Internal Audit.
There is a sufficient degree of segregation between the risk control
function, the compliance function and the internal audit function,
and also between them and other functions which control or
supervise them.

The risks control function, the compliance function and the internal
audit function are headed by the following group chief executives,
each of whom has independent and direct access to the directors
and committees for the purpose of reporting on their verification
and inspection work.

« Risks Function: Mr José Maria Nus Badia (Group Chief Risk
Officer-Group CRO).

-+ Compliance Function: Ms Ménica Lépez-Monis Gallego (Group
Chief Compliance Officer-Group CCO).

« Internal Audit Function: Mr Juan Guitard Marin (Group Chief
Audit Executive-Group CAE).

Furthermore, and given the Group’s structure, a further two
functions are considered relevant at Group level, entrusted with
financial control functions. Reporting directly to the Group’s chief
executive officer, they are themselves headed by a group chief
executive: These functions are:

« Financial function: Mr José Garcia Cantera (Group Chief Financial
Officer-Group CFO).

« Financial Accounting and Control function: Mr José Doncel Razola
(Group Accounting Officer-Group CAO).

2016 ANNUAL REPORT & Santander 87



3. Corporate governance report » 4. Group structure and governance framework

» Governance of the risk function

* In 2015, the board of directors approved a new risk governance
model based on the following principles:

- Separate decision-making functions from control functions;

« Strengthen the responsibility of the first line of defence in
decision-making;

- Ensure that all decisions concerning risk follow a formal approval
process.

« Ensure there is an overall vision of all types of risks, including
those outside the scope of control of the risk function.

- Strengthen the role of risk control committees, affording them
additional powers.

« To simplify the committee structure.

There are currently two internal risk committees not specifically
envisaged in the Bylaws: the executive risks committee, tasked with
global risk management functions and comprising three executive
members; and the risk control committee, which is charged with
the global risk supervision and control. This organisational model is
compliant with best risk governance practices.

The Bank’s risk supervision, regulation and compliance committee
was set up in June 2014 with general powers to support and

advise the board of directors on risk supervision and control, on
determining the Group’s risk policies, on relations with supervisory
authorities, on regulation and compliance, corporate social
responsibility and corporate governance. This committee held 12
meetings in 2016, the estimated time devoted by each member of
the committee to preparing and taking part in those meetings was
approximately 10 hours per meeting.

The executive committee held 52 meetings in 2016 and devoted a
very significant amount of its time to discussions on the Group’s
risks.

The audit committee met 10 times in 2016, the estimated time
devoted by each member of the committee to preparing and taking
part in those meetings was approximately 10 hours per meeting,

it received the report of the head of internal audit and discussed
matters relating to conduct risk and the financial reporting process.
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& Number of meetings of the executive, the audit, and the
risk supervision, regulation and compliance committees

2012 2013 2014 2015 2016
Executive* 59 58 65 59 52
Audit n 12 13 13 10
Risk supervision,
regulation and
compliance - - 5 13 12
Total meetings 70 70 81 85 74

* The executive committee devoted a very significant amount of its time to

discussions on risks.



5. Shareholder rights and the general
shareholders’ meeting

» One share, one vote, one dividend. No
defensive mechanisms in the Bylaws

The Bank does not have any defensive mechanisms in the Bylaws,
fully conforming to the principle of one share, one vote, one
dividend.

The Bylaws of Banco Santander provide for only one class of shares
(common shares), granting all holders thereof the same rights.

There are no non-voting or multiple-voting shares, or shares giving
preferential treatment in the distribution of dividends, or shares that
limit the number of votes that can be cast by a single shareholder,

or quorum requirements or qualified majorities other than those
established by law.

Any individual is eligible for a director position, subject, exclusively,
to the limitations established by law.

» Quorum at the annual general
shareholders’ meeting held in 2016

The informed participation of shareholders at general shareholders’
meetings is an objective expressly acknowledged by the board

(article 31.3 of the Rules and Regulations of the Board).

The quorum at the 2016 annual general shareholders’ meeting was
57.627%.

@ Quorum at annual general shareholders’ meetings

59.7%
58.8%
57.6%
55.9%
54.9%
53.7% | I
20M 2012 2013 2014 2015 2016

» Encouraging the informed participation of
shareholders at general shareholders’ meetings

Since the annual general meeting held in 201, shareholders have
had access to an electronic shareholders’ forum, in compliance

with the provisions of the Companies Act. The forum, which the
Bank has set up on the corporate website (www.santander.com),
allows shareholders to post supplementary proposals to the agenda
announced in the call notice, along with requests for support

for those proposals, initiatives aimed at reaching the percentage
required to exercise any of the minority shareholder rights provided
for at law, as well as offers or requests to act as a voluntary proxy.

Furthermore, remote attendance at the shareholders’ meetings has
been made possible and shareholders are now able to exercise their
information and voting rights in real time.

@ KEY POINTS OF THE 2016
i ANNUAL GENERAL
SHAREHOLDERS’ MEETING

D Shareholders approved the corporate
management of the Bank in 2015 with 94%
voting in favour.

:D The 2015 annual report on director

remuneration received a 92% favourable
vote.
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» Annual general shareholders’
meeting held on 18 March 2016

Information on the call notice, establishment of a

quorum, attendance, proxy-granting and voting

A total of 541,072 shareholders attended in person or by proxy, with
8,318,158,012 shares. The quorum was thus 57.627% of the Bank’s
share capital at the date of the meeting.

The average percentage of affirmative votes upon which the
proposals submitted by the board were approved was 93.491%.

The following data are expressed as percentages of the Bank’s share
capital at the date of the annual general shareholders’ meeting:

Physically present 0.863%'
By proxy 43.459%?
Absentee votes 13.305%°
Total 57.627%

1. Of this percentage (0.863%), 0.003% corresponds to the share capital that
attended the meeting remotely via Internet connection.

2. The percentage of share capital that granted proxies through the Internet was
1.064%.

3. Of this percentage (13.305%), 13.039% corresponds to votes cast by post, while
the rest is the percentage of electronic votes.

At that meeting, 12 of the board’s 15 directors at that date exercised,
in accordance with article 186 of the Spanish Corporate Enterprises
Act, the right to vote on behalf of a total of 6,194,277,775 shares,
equivalent to the same number of votes, the breakdown being as
follows:

Ms Ana Botin-Sanz de Sautuolay O’Shea 6,032,110,807
Mr José Antonio Alvarez Alvarez 155,651
Mr Bruce Carnegie-Brown 1,690
Mr Rodrigo Echenique Gordillo 90,323
Mr Matias Rodriguez Inciarte 714,933
Mr Guillermo de la Dehesa Romero 762
Mr Ignacio Benjumea Cabeza de Vaca 742,941
Mr Javier Botin-Sanz de Sautuola y O’Shea 67,993,418
Ms Sol Daurella Comadrén 73,941
Mr Angel Jado Becerro de Bengoa* 5,180,557
Ms Belén Romana Garcia 33,151
Ms Isabel Tocino Biscarolasaga 154,299

*Stood down from the board on 27 September 2016.

» Resolutions adopted at the 2016
general shareholders’ meetings

The full texts of the resolutions adopted at the general shareholders’
meetings held in 2016 can be viewed on the corporate website of the

Group (www.santander.com) and on the CNMV’s own website (www.

cnmv.es), since it was filed as a significant event on 18 March 2016.
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» Information provided to shareholders
and shareholder communication

In 2016, Banco Santander continued to strengthen communication
with, service to and its relationship with shareholders and investors.

@ Channels for shareholder information and service
177,884 Queries received

Telephone service lines

Shareholder and investor mailbox 9,069 E-mails answered

Personal actions 928 Actions carried out

During 2016, there were 928 meetings with investors, analysts and
rating agencies, which entailed contact with 531 investors/analysts.
In addition, Shareholder Relations maintained direct contact with the
Bank’s main shareholders during the year to offer them information
on Group policies relating to sustainability and governance. London
was the venue of the Group’s Group Strategy Update in September.
During the event, the senior management reviewed the 2018
objectives presented at the 2015 Investor Day in relation to both the
Group and its main business units. Over 200 delegates took part in
the various Group Strategy Update events, including the Group’s
main analysts and investors.

In line with CNMV recommendations, announcements of meetings
to be held with analysts and investors and the documentation to be
used at those meetings are published sufficiently in advance.

» Policy for contacting and communicating
with shareholders

The Bank’s board of directors has approved a policy for contacting
and communicating with shareholders, institutional investors and
proxy advisors. This policy is published on the Group’s corporate
website (www.santander.com). The policy contains the general
principles governing communication and contact between the Bank
and its shareholders, institutional investors and proxy advisors. It
also explains the main channels and procedures in a bid to improve
the Bank’s existing relations with those stakeholders. In accordance
with the principles of transparency, equal treatment and protection
of shareholder interests and within the framework of the new
Simple, Personal and Fair culture, the Bank makes available to its
shareholders and investors the information and communication
channels set out in the Shareholder section of this annual report.

@ Communication between the board
i and shareholders and investors has
! been stepped up through the Group
Strategy Update and the corporate
i governance road show arranged and
i held by the lead director




6. Grupo Santander management team!

Everything we do stems from a sense
of responsibility and commitment to
our people, to sustainability and to the

communities in which we are present

@ Composicién

Ms Ana Botin, executive chairman
of Banco Santander

General shareholders’ meeting

18 March 2016

&

Group executive chairman

Ms Ana Botin-Sanz de Sautuolay O’Shea

Chief Executive Officer

Mr José Antonio Alvarez Alvarez

Executive vice chairman

Executive vice chairman?

Mr Rodrigo Echenique Gordillo

Mr Matias Rodriguez Inciarte

Businesses

Argentina Mr Enrique Cristofani

Brazil Mr Sérgio Agapito Lires Rial
Chile Mr Claudio Melandri Hinojosa

United States
Spain
Consumer Finance

Mexico
Poland

Portugal
United Kingdom

Mr Scott Powell

Mr Rami Aboukhair Hurtado

Ms Magda Salarich Fernandez de Valderrama
Mr Héctor Blas Grisi Checa

Mr Gerry Byrne

Mr Michal Gajewski

Mr Antonio Vieira Monteiro

Mr Nathan Bostock

Business divisions

Santander Global Corporate Banking

Mr Jacques Ripoll

Business support divisions

Retail & Commercial Banking

Mr Angel Rivera Congosto

Support and control functions

Risks

Financial

Office of the General Secretary and Human Resources
Compliance

Internal audit

Strategic Alliances in Asset Management and Insurance
Communication, Corporate Marketing and Research

Corporate Development

Innovation

Financial Accounting and Control
Executive Chairman’s Office and Strategy
Costs

Technology and Operations

Universities

Mr José Maria Nus Badia (Group Chief Risk Officer)

Mr Keiran Foad?

Mr José Antonio Garcia Cantera (Group Chief Financial Officer)
Mr Jaime Pérez Renovales

Ms Ménica Lépez-Monis Gallego (Group Chief Compliance Officer)
Mr Juan Guitard Marin (Group Chief Audit Executive)

Mr Juan Manuel San Roman Lépez

Mr Juan Manuel Cendoya Méndez de Vigo

Ms Jennifer Scardino?

Mr José Luis de Mora Gil-Gallardo

Mr ]. Peter Jackson

Mr José Francisco Doncel Razola (Group Chief Accounting Officer)
Mr Victor Matarranz Sanz de Madrid

Mr Javier Maldonado Trinchant

Mr Andreu Plaza Lépez

Mr Javier Rogld Puig

1. Information on 31 December 2016. Subsequent to that date it was announced: the integration of the Retail & Commercial Banking and Innovation divisions into a new division called

Santander Digital whose will be temporarily occupied by Mr Victor Matarranz Sanz de Madrid as global head until the appointment of a new person in charge; the departure of the

Group of Mr |. Peter Jackson; the appointment of Mr Angel Rivera Congosto as executive vice president of Banco Comercial de Santander México; and the departure of the Group of

Mr Jacques Ripoll and the appointment of Mr José Maria Linares Perou as executive vice president of Santander Global Corporate Banking. Those appointments are subject, where

appropiate, to clearance of supervisor.
2. To whom the Group Chief Risk Officer reports.
3. This appointment is subject authorisation and other formalities.
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3. Corporate governance report » 6. Grupo Santander management team

» Remuneration

Information on the remuneration of senior executive vice presidents
is provided in note 5 to the Group’s annual accounts.

» Related-party transactions

To the Bank’s knowledge, no member of senior management who

is not a director, no person represented by a member of senior
management who is not a director, and no company in which

such persons or persons with whom they act in concert or who

act through nominees therein are directors, members of senior
management or significant shareholders, has carried out any unusual
or significant transaction therewith during 2016 and through the
date of publication of this report.

» Conflicts of interest

The control mechanisms and the bodies in charge of resolving this
type of situation are described in the Code of Conduct in Securities
Markets, which is available on the Group’s corporate website
(www.santander.com).
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7. Transparency and independence

Santander has been included in the DJSI and FTSE4Good indices since
2000 and 2002, respectively, and its corporate governance model is

recognised by socially responsible investment indices.

» Financial information and other
relevant information

Financial information

Pursuant to the provisions of its Rules and Regulations (article
34.2), the board has taken the necessary actions to ensure that the
quarterly and half-yearly information and any other information
made available to the markets is prepared following the same
principles, standards and professional practices as are used to
prepare the financial statements. To such end, this information is
reviewed by the audit committee prior to being released.

Other relevant information

Pursuant to the provisions of the Code of Conduct in Securities
Markets, the Compliance area is responsible for informing the CNMV
of the relevant information generated in the Group.

Such communication is simultaneous to the release of relevant
information to the market or to the media and occurs as soon as the
decision in question is made or the resolution in question has been
signed or carried out. Relevant information shall be disseminated in a
true, clear, complete and equitable fashion and on a timely basis and,
whenever practicable, such information shall be quantified.

In 2016, the Bank published 57 significant events, which are available
on the Group’s corporate website (www.santander.com) and from
the website of the CNMV (www.cnmv.es).

» Relationship with the auditor

Independence of the auditor

In line with good corporate governance recommendations

regarding the rotation of the external auditor, the annual general
shareholders’ meeting held on 18 March 2016 agreed to designate
PricewaterhouseCoopers Auditores, S.L. (PwC) as external auditor of
both the Bank and its wider consolidated Group for the years 2016,
2017 and 2018, obtaining the favourable vote of 94.663% of all capital
present and represented by proxy

The Bank has the necessary mechanisms in place to ensure the inde-
pendence of the external auditor, and its audit committee verifies
that the services provided by this auditor comply with applicable
legislation.

In addition, the Rules and Regulations of the Board imposes certain
restrictions when arranging non-audit services with the audit firm
insofar these could jeopardise the independence of the auditor. In
this regard, the audit committee must approve such services. They
also require the board to make public the overall fees paid by the
Bank to the auditor for non-audit services. The information for 2016
is contained in note 48 to the Group’s annual accounts.

The Rules and Regulations of the Board set out the mechanisms used
to prepare the accounts so as to ensure that an unqualified audit
report is eventually issued. Nevertheless, the Bylaws and the Rules
and Regulations also provide that, whenever the board believes that
its opinion must prevail, it shall provide an explanation, through the
chairman of the audit committee, of the content and scope of the
discrepancy and shall endeavour to ensure that the auditor issue a
report in this regard. The financial statements of the Bank and of the
consolidated Group for 2016 are submitted without qualifications.

At its meeting of 15 February 2017, the audit committee received
written confirmation from the external auditor of its independence
in respect of the Bank and the entities directly or indirectly related
thereto, as well as information regarding additional services of any
kind provided to such entities by the auditors or by entities related
thereto, in accordance with that provided in legislation governing
financial audits.

At that same meeting, the audit committee issued a report
expressing a favourable opinion regarding the independence of
the external auditors and reporting, among other matters, on the
provision of additional services as mentioned in the preceding
paragraph.

The report, which was issued prior to the financial audit report, can

be viewed on the Group’s corporate website (www.santander.com)
as part of the annual report on the activities of the audit committee.
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3. Corporate governance report » 7. Transparency and independence

.The Bylaws, the Rules and Regulations for
i the General Shareholders’ Meeting and
i the Rules and Regulations of the Board
were amended in 2016 to bring them in
i line with both legislative changes and best
i practices in corporate governance.

» Intra-group transactions

There were no intra-group transactions in 2016 that were not
eliminated in the consolidation process and that are not part of the
ordinary course of business of the Bank or of the Group companies
as regards their purpose and conditions.

» Group’s corporate website

Since 2004, the Group’s corporate website (www.santander.com)
has disclosed, in the Shareholders and Investors section of the main
menu, all information required under applicable law (mainly the
Corporate Enterprises Act; Order ECC/461/2013, of 20 March; CNMV
Circular 3/2015, of 23 June; and Banco of Spain Circular 2/2016, of 2
February).

The Group’s website, which is presented with specific sections
for institutional investors and shareholders and can be viewed in
Spanish, English and Portuguese, receives approximately 145,000
visits per week.

The information available on such website includes:

* The Bylaws.

* The Rules and Regulations for the General Shareholders’ Meeting.

» The Rules and Regulations of the Board.

» The composition of the board and its committees.

« Professional profiles and other information on the directors.

* The annual report.

* The annual corporate governance report and the annual report on
director remuneration.

» The Code of Conduct in Securities Markets.

« The General Code of Conduct.

* The sustainability report.

» The reports of the board committees.

« Pillar Ill disclosures report.

The call notice for the 2017 annual general shareholders’ meeting
may be viewed as from the date of publication thereof, together with
the information relating thereto, which shall include the proposed
resolutions and mechanisms for exercising rights to receive
information, to grant proxies and to vote, including an explanation
of the mechanisms for exercising such rights by means of data
transmission and the rules applicable to the electronic shareholders’
forum that the Bank will make available on the Group’s corporate
website (www.santander.com).
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» Good governance code of listed companies

Banco Santander follows the recommendations for good corporate
governance contained in the good governance code of listed
companies.

Banco Santander follows the good governance recommendations
and best practices for credit institutions, such as the corporate
governance principles for banks of the Basel Committee and the
recommendations of the Organisation for Economic Co-operation
and Development, and also takes into account the good governance
codes of the stock markets on which its shares are listed.



8. Goals for 2017

The board’s goals for 2017 with regard to corporate governance are as follows:

B Disseminating the culture and corporate values of Simple,
Personal and Fair across the entire organisation.

B Consolidating the governance model so as to further
strengthen the relations between the parent bank and its
subsidiaries, especially with regard to corporate governance,
ensuring gradual implementation of the model at all of
the Group’s main units. The purpose here is to ensure the
consistency and soundness of decision-making processes,
control systems, information flows and control mechanisms
on a Group scale.

B Consolidating interaction between board members,
especially between non-executive directors and the
management team.

P Arranging and encouraging joint meetings between the

risk supervision, regulation and compliance committee and
the audit committee, and also between the former and the
remuneration committee, so as to ensure an effective and
efficient exchange of information and proper coverage of all
risks.

B Incorporate into the functioning of the board the

improvements resulting from the self-assessment process
by counteracting the growing number of matters the board
must address -especially regulatory affairs- with an agile and
effective system for making well-informed decisions.
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4. Economic and financial review » Summary

Consolidated
Financial Report

» Grupo Santander 2016 summary

Our strategy and business model continued to generate value for
our customers and shareholders. Our geographic diversification,
with critical mass in our ten core markets, and leadership in
efficiency give us a clear competitive advantage that enables us to
withstand a difficult economic environment, particularly for banks,
bouts of high volatility and greater tax pressure in some countries.

In this context, we ended 2016 with solid financial results, generating
sustainable and predicable returns, and meeting our financial and
commercial commitments.

Profit and dividends increased, we grew in volumes in constant euro
terms, the balance sheet maintained a balanced structure, with
liquidity ratios well above those required, and we significantly
improved our capital position and our credit quality. All of this while
advancing in our process of commercial transformation, renewing
the relation with our customers and improving their experience with
the bank.

The highlights in 2016 were:

Strong results. Santander’s business model has demonstrated its
strength in the last few years, which has enabled us to generate very
predictable results and put us among the leaders in efficiency and
profitability.

Underlying profit before tax was 3% higher at €11,288 million. In

constant euros, the increase was 12%, with rises in nine out of the 10
core markets.
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The main lines of the income statement reflect the strategy followed
in 2016:

» Good evolution of revenues, driven by net interest income and
fee income, which together generated 94% of gross income.

« Strict control of costs for the third year running. They were 2%
lower in real terms and on a like-for-like basis.

+ Further fall in loan-loss provisions and improvement in the cost
of credit thanks to the strengthening of the corporate risk culture.

Higher tax charge, with new taxes in some units, as well as the
recording of some non-recurring positive and negative results, which
overall represented a charge net of taxes of €417 million (€600
million negative in 2015).

As a result, Grupo Santander posted an attributable profit of
€6,204 million, 4% more than in 2015 and 15% higher in constant
euros.

Commercial transformation process. We continued to make
progress in 2016 in transforming our commercial model into one
focusing more on customer loyalty, digitalisation and customer
satisfaction.

Progress in all units to improve customer loyalty, developing new
products and services, both for individuals as well as companies,
which provide innovative solutions and global proposals. The
examples include: the 1/2[3 World, Santander Select, Santander Private
Banking, Santander pymes, Santander Trade Network, Global Treasury
Solutions, Santander Flame and new digital apps in all countries.



In order to improve customer loyalty, we need to ensure operational
excellence which for us means the best customer experience and
efficiency. Exploiting new technologies is key to achieve this. We
continued to work on different levels of digital transformation.

Our customers require greater availability and proximity from us and
via digital channels, but at the same time strengthening the
attention and tailored treatment that have always been Santander’s
hallmarks. We worked hard to also improve branches with the Smart
Red project and contact centres. Equally noteworthy was the
significant progress made in Santander NEO CRM, our commercial
intelligence tool which integrates the information of all channels
(branches, contact centres, digital means, etc) and incorporates new
transactional capacities, enabling us to know our customers better
and offer them value proposals, on the basis of their experience and
needs, and help to achieve cost savings.

As a result of this transformation process, we reached 15.2 million
loyal customers (+10%) and 20.9 million digital customers (+26%).
These increases improved our revenue base, mainly fee income,
where growth doubled that in 2015.

As regards customer satisfaction, we also achieved improved results.
We now have eight units, three more than in 2015, among the three
best local banks in customer experience.

Growth in activity. The greater customer loyalty and commercial
strategy is reflected in higher business volumes, particularly in
emerging markets, while maintaining our medium-low risk profile
and a well-diversified portfolio.

Lending increased more in Latin America, Santander Consumer
Finance and Poland and more moderately in the United Kingdom. Of
note was Brazil (+0.4%), after improving its trend in the second half
of the year. Spain and Portugal are still in a process of deleveraging
and the United States was partially affected by the sale of portfolios
of lower quality.

d Exchange rates: 1 euro / currency parity

In customer funds, all main units grew, particularly in demand
deposits and mutual funds, as part of our strategy to improve the
cost of funding.

Strengthened solvency. In capital, we again demonstrated our
capacity to combine a solid generation of sustainable capital with
payment of dividends. Our fully loaded CET1 capital ratio was
10.55% at the end of 2016, surpassing the target and progressing
toward our goal of 11% in 2018.

The total fully loaded ratio and the leverage ratio also improved, and
we ended the year with a CET1 of 12.53%, well above the European
Central Bank’s minimum requirement.

Enhanced credit quality. Santander maintains a medium-low risk
profile and high asset quality. All the quality indicators improved.
The Group’s NPL ratio was 43 b.p. lower at 3.93%, coverage rose one
percentage point to 74% and the cost of credit fell by 7 b.p. to 1.182%.

Almost all countries improved; this was directly related to the
strengthening of our risk culture throughout the Group, known as
risk pro.

Creation of shareholder value. This was again one of our main
priorities.

We increased earnings per share by 1%, the cash dividend by 8% and
we continued to offer one of the best returns among banks in terms
of RoTE.

In addition, our fully loaded capital rose by more than €3,000 million
and the tangible book value per share increased for the third straight
year to €4.22 per share.

The Santander share rose 8.8% in 2016 and the total shareholder
return was 14.2% higher. Both these increases were much better than
the rise in the DJ Stoxx Banks and D] Stoxx 5o indexes.

2016 2015

Period-end Average Period-end Average
uss 1.054 1.106 1.089 1.109
Pound sterling 0.856 0.817 0.734 0.725
Brazilian real 3.431 3.831 4312 3.645
Mexican peso 21.772 20.637 18.915 17.568
Chilean peso 707.612 747.500 773.772 724.014
Argentine peso 16.705 16.316 14.140 10.207
Polish zloty 4.410 4.362 4.264 4.182
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4. Economic and financial review » Consolidated financial information

® GRUPO SANTANDER. INCOME STATEMENT

:DAttributabIe profit of €6,204 million, 4% more than 2015 (+15% in constant euros). The main factors were:
e Solid commercial revenues, underpinned by net interest income and fee income.

e Strict control of costs for the third straight year. They declined 22 in real terms and on a like-for-like basis, principally
because of savings products and the streamlining measures.

e Further reduction in provisions and in the cost of credit (from 1.25% in December 2015 to 1.182%), reflecting the improvement
in the quality of portfolios.

:DThe efficiency ratio was 48.1%, one of the best among our competitors.
D Underlying RoTE of 11.1%, a reference in the banking sector.

» Earnings per share of €0.41 (+19%).

@ Income statement

€ Million
Variation

2016 2015 amount % %w/o FX 2014
Net interest income 31,089 32,189 (1,101) (3.4) 23 29,548
Net fee income 10,180 10,033 147 15 8.1 9,696
Gains (losses) on financial transactions 1,723 2,386 (663) (27.8) (24.0) 2,850
Other operating income 862 665 197 29.7 26.1 519
Dividends 113 455 (47) 9.1) (7.7) 435
Income from equity-accounted method 444 375 69 18.3 26.0 243
Other operating income/expenses 5 (165) 170 — - (159)
Gross income 43,853 45,272 (1,419) 3.1 2.5 42,612
Operating expenses (21,088) (21,571) 483 (2.2) 3.5 (20,038)
General administrative expenses (18,723) (19,152) 429 (2.2) 3.7 (17,781)
Personnel (10,997) (11,107) 110 (1.0) 4.5 (10,213)
Other general administrative expenses (7,727) (8,045) 318 (4.0) 2.6 (7,568)
Depreciation and amortisation (2,364) (2,419) 54 2.3) 2.2 (2,257)
Net operating income 22,766 23,702 (936) (3.9) 1.6 22,574
Net loan-loss provisions (9,518) (10,108) 590 (5.8) (PR)] (10,562)
Impairment losses on other assets (247) (462) 215 (46.5) (45.6) (375)
Other income (1,712) (2,192) 480 (21.9) (19.0) (1,917)
Underlying profit before taxes 11,288 10,939 349 3.2 1.7 9,720
Tax on profit (3,396) (3,120) (276) 8.9 16.4 (2,696)
Underlying profit from continuing operations 7,892 7,819 73 0.9 9.8 7,024
Net profit from discontinued operations 0 - 0 — - (26)
Underlying consolidated profit 7,893 7,819 73 0.9 9.8 6,998
Minority interests 1,272 1,253 18 1.5 6.2 1,182
Underlying attributable profit to the Group 6,621 6,566 55 0.8 10.5 5,816
Net capital gains and provisions (417) (600) 183 (30.5) (30.5) =
Attributable profit to the Group 6,204 5,966 238 4.0 15.1 5,816
Underlying EPS (euros) 0.44 0.45 (0.01) (2.1) 0.48
Underlying diluted EPS (euros) 0.43 0.44 (0.01) (2.3) 0.48
EPS (euros) 0.41 0.40 0.00 1.0 0.48
Diluted EPS (euros) 0.41 0.40 0.00 0.9 0.48

Pro memoria:
Average total assets 1,337,661 1,345,657 (7,996) (0.6) 1,203,260
Average stockholders' equity* 88,744 90,798 (2,054) (2.3) 82,545

(*).- In 2014, pro-forma taking into account the January 2015 capital increase
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Grupo Santander posted attributable profit of €6,204 million, 4%
higher than the €5,966 registered in 2015 (+15% in constant euros).

The profit includes non-recurring negative results of €417 million
(-€600 million in 2015), as follows:

« In 2016: €227 million of capital gains from the sale of VISA Europe;
-€475 million of restructuring costs; a €137 million provision for
eventual claims related to payment protection insurance (PPI) in
the UK and -€32 million following the re-statement of Santander
Consumer USA's figures.

« In 2015: the net result of the reversal of tax liabilities in Brazil (€835
million), €283 million of badwill of Banif in Portugal, a €600 million
provision for eventual claims related to PPl in the UK, -€683 million
for impairment of intangible assets and -€435 million for other
provisions (goodwill and others).

The underlying pre-tax profit, before these non-recurring results
and taxes, was 3% higher at €11,288 million (+12% in constant euros),
due to the good performance of commercial revenues, strict control
of costs, lower provisions and a reduced cost of credit.

Nine of the ten core units generated higher profits and six of them
registered double-digit growth.

This performance is even more striking if we bear in mind the
environment in which banks have been operating since the
beginning of the financial crisis:

« Mature markets continue to have low interest rates, tough
regulatory requirements, high levels of unproductive assets,
sluggish demand for loans, new entrants, the technological
challenge and a level of profitability still below the cost of
capital.

& Quarterly income statement
€ Million

2015 2016
Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
Net interest income 8,038 8,281 7,983 7,888 7,624 7,570 7,798 8,096
Net fee income 2,524 2,586 2,474 2,448 2,397 2,549 2,597 2,637
Gains (losses) on financial transactions 695 372 634 684 504 366 440 412
Other operating income 186 379 225 (126) 204 445 245 (32)
Dividends 33 239 75 107 44 209 37 124
Income from equity-accounted method 99 101 93 82 83 112 119 130
Other operating income/expenses 53 39 57 (315) 78 124 90 (286)
Gross income 1,444 11,618 1,316 10,894 10,730 10,929 11,080 1,13
Operating expenses (5,377) (5,429) (5,342) (5,422) (5,158) (5,227) (5,250) (5,453)
General administrative expenses (4,785) (4,826) (4,731) (4,810) (4,572) (4,632) (4,692) (4,828)
Personnel (2,755) (2,836) (2,717) (2,799) (2,683) (2,712) (2,726) (2,876)
Other general administrative expenses (2,030) (1,989) (2,015) (2,011) (1,889) (1,920) (1,966) (1,952)
Depreciation and amortisation (592) (603) (611) (612) (586) (595) (558) (626)
Net operating income 6,067 6,189 5,974 5,472 5,572 5,703 5,831 5,660
Net loan-loss provisions (2,563)  (2,508)  (2,479) (2,558) (2,408) (2205  (2,499)  (2,406)
Impairment losses on other assets (60) (78) (110) (215) (44) (29) (16) (159)
Other income (454) (605) (606) (526) (389) (515) (376) (432)
Underlying profit before taxes 2,990 2,998 2,778 2,173 2,732 2,954 2,940 2,663
Tax on profit (922) (939) (787) (471) (810) (970) (904) (712)
Underlying profit from continuing operations 2,067 2,059 1,991 1,702 1,922 1,984 2,036 1,951
Net profit from discontinued operations 0 0 (0) — = 0 (0) 0
Underlying consolidated profit 2,067 2,059 1,991 1,702 1,922 1,984 2,036 1,951
Minority interests 350 350 3N 242 288 338 341 305
Underlying attributable profit to the Group 1,717 1,709 1,680 1,460 1,633 1,646 1,695 1,646
Net capital gains and provisions* - 835 — (1,435) — (368) — (49)
Attributable profit to the Group 1,717 2,544 1,680 25 1,633 1,278 1,695 1,598
Underlying EPS (euros) 0.12 0.12 0.11 0.10 0.11 0.1 0.1 0.1
Underlying diluted EPS (euros) 0.12 0.12 0.11 0.10 0.11 0.1 0.11 0.11
EPS (euros) 0.12 0.18 0.1 (0.01) 0.1 0.08 0.1 0.10
Diluted EPS (euros) 0.12 0.17 0.1 (0.01) 0.1 0.08 0o.mn 0.10
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& Net interest income

& Net fee income
€ Million

€ Million
4 CONstant auros
™ 7,959
co0 7704 7756 7765 ;eoc 7,740 ''g
7,380 e @resenens i ? SO iy W
e
8,281
8,038 N 7,983 8,096
983 7888 ;o048 7570 7.798
19115 2015 3Q'15 4Q15  1Q'1E  2Q'16  3Q'16  4Q'16

« Developing markets, meanwhile, recorded faster growth in
business volumes, higher interest rates and substantial potential
for banking services.

Lastly, there are two factors to take into account in the year-on-year
comparisons. The first one is a slightly positive perimeter impact
from SCF operations and Banif’s acquisition in Portugal and the
other is negative from the evolution of exchange rates against the
euro of the various currencies in which the Group operates. The
forex impact is 6 p.p. for the whole Group in revenue and cost
comparisons and 11 p.p. in the attributable profit.

The main lines of the income statement were as follows:
Gross income

Gross income was 3% lower at €43,853 million because of the impact
of exchange rates. Excluding this impact, growth was 3% and the
quality of the results was better as they were underpinned by
customer revenues.

Our revenue structure, where net interest income and fee income
account for 94% of gross income, much higher than that of our
competitors, continues to enable us to grow revenues consistently
and recurrently. Gross income grew in six of the last seven
quarters.

& Net fee income

-+ CORsStant euros
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Net interest income in 2016 amounted to €31,089 million (71% of
gross income) and was 3% lower in constant euros. On a like-for-
like basis, growth was 2%, due to higher lending and deposits
combined with good management of the cost of funds.

By units and in constant euros, growth of 28% in Argentina, 14% in
Mexico, 1% in Santander Consumer Finance and Poland, 7% in
Chile, 2% in Brazil and 0.4% in the UK.

The only declines were in Spain because of lower volumes and
interest rate pressure on loans and the US, affected by the fall in
Santander Consumer USA's auto finance balances and the change
of mix toward a lower risk profile.

Fee income increased 1% to €10,180 million (+8% in constant

euros, double the growth in 2015), reflecting the greater activity
and customer loyalty. By businesses, fee income rose from both
Retail Banking (86% of the total) and Global Corporate Banking.

All countries generated more fee income, linked to the increase in
loyal customers in all units, the offer of higher value-added
products and a better customer experience.

« Gains on financial transactions, which only account for 4% of gross
income, fell 24% in constant euros as they were very high in 2015
due to management of interest rate and exchange rate hedging
portfolios.

€ Million
Variation

2016 2015 amount % 2014
Fees from services 6,261 6,040 220 3.6 5,827
Mutual & pension funds 757 862 (105) (12.2) 913
Securities and custody 913 905 9 1.0 763
Insurance 2,249 2,225 23 1.0 2,193
Net fee income 10,180 10,033 147 1.5 9,696
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& Operating expenses
€ Million

d Efficiency ratio

%
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Lastly, other revenues represented less than 2% of gross income,
They include dividends, which were €41 million lower, equity
accounted method results (up by €69 million) and other operating
income, which rose by €170 million, partly due to higher revenues
from leasing activity in the US.

Operating expenses

Operating expenses fell 2% to €21,088 million (+4% in constant
euros). In real terms and on a like-for-like basis, they were 2% lower.
This was the third consecutive year with flat growth or lower in real
terms.

The measures adopted to simplify structures are enabling us to
keep on investing in the commercial transformation (commercial
tools, streamlined processes, new branch models) and improve
customer satisfaction while forging a more efficient corporation.

& Operating expenses

1916 4Q'16

. 48.1%
47.0% 47.6%

+0.5 p.p.

2016 / 2015

We continued to manage the units very actively throughout the
year, adapting the cost base to the business reality in each market.
This enabled us to reduce costs in seven of the 10 core units in real
terms and on a like-for-like basis, and also in the Corporate Centre.
The two units whose costs rose the most were Mexico, because of
the business expansion plans that entail investments in technology,
and the US due to adapting to regulatory requirements and
developing the franchise.

The evolution of revenues in an environment of high pressure on
them and the control of costs are reflected in the stable efficiency
ratio (48.1% vs. 47.6% in 2015), a level that compares very well with
that of our main European and US competitors.

Loan-loss provisions

Loan-loss provisions fell 6% to €9,518 million. In constant euros, the
reduction was 2%.

€ Million
Variation

2016 2015 amount % 2014
Personnel expenses 10,997 1,107 (110) (1.0) 10,213
General expenses 7,727 8,045 (318) (4.0) 7,568
Information technology 1,094 1,039 55 53 936
Communications 499 587 (88) (15.0) 489
Advertising 691 705 (14) (2.0) 654
Buildings and premises 1,708 1,786 (78) (4.4) 1,775
Printed and office material 146 157 (1m) (6.8) 155
Taxes (other than profit tax) 484 529 (45) (8.5) 460
Other expenses 3,105 3,243 (138) (4.3) 3,098
Personnel and general expenses 18,723 19,152 (429) (2.2) 17,781
Depreciation and amortisation 2,364 2,419 (54) (2.3) 2,257
Total operating expenses 21,088 21,571 (483) (2.2) 20,038
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& Net loan-loss provisions

d Cost of credit
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& Net loan-loss provisions
€ Million
Variation
2016 2015 amount % 2014
Non-performing loans 1,097 1,484 (387) (3.4) 1,922
Country-risk 3 (0) 3 — (24)
Recovery of written-off assets (1,582) (1,375) (207) 15.1 (1,336)
Total 9,518 10,108 (590) (5.8) 10,562

In constant euros, all European units recorded significant falls in
provisions: Spain (-41%), United Kingdom (-39%), SCF (-27%), Portugal
(-25%) and Poland (-10%). Increases in Latin American countries in line
with the growth in lending, except for Chile where they were lower.

The cost of credit continued to improve quarter after quarter,
reflecting the strategy of selective growth and an appropriate risk
management policy. It fell from 1.25% in 2015 to 1.18%. Almost all the
Group’s units improved, notably Spain, Portugal, Argentina and SCF
but also Mexico, Chile and Poland. Brazil’s cost of credit was
virtually stable and ended the year at below the 5% set as the
maximum objective.

Other income and provisions

Other income and provisions was €1,959 million negative compared
to €2,654 million also negative in 2015. This item covers various kinds
of provisions, as well as capital gains and losses and impairment of
financial assets. The decline over 2015 was very diluted by concepts,
countries and businesses.
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d Attributable profit to the Group

%

6,204

5,966
5,816

+4.0%*

2016 /2015

(*) In constant euros: +15.1%



@& Non-recurring results net of tax. 2015
€ Million

& Non-recurring results net of tax. 2016
€ Million
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Underlying profit before taxes

The underlying profit before taxes was 3% higher at €11,288 million
(+12% in constant euros), underscoring the good evolution of gross
income, control of costs and the good evolution of provisions and
the cost of credit.

Despite the difficult environment in some markets, all units
increased their underlying profit before taxes except for the US,
and six of them did so by more than 15%.

Taxes increased in most countries, increasing the tax pressure in
some units, mainly in Chile, UK and Poland (the latter two because
of the introduction of new taxes on the sector). The tax rate for the
Group as a whole was 30%.

@ Underlying RoTE

%
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Group attributable profit

As already indicated, attributable profit was affected by non-recurring
positive and negative results. Excluding them, underlying attributable
profit was 1% higher at €6,621 million (+10% in constant euros).

We ended 2016 with solid results, profit growth and an underlying
RoTE of 11.081%, which continued to be among the highest in the
financial sector. The underlying RORWA also improved (from 1.30% to
1.36°/o).

The Group’s attributable profit was €6,204 million, 4% more than in
2015 (+15% in constant euros).

Earnings per share increased 1% to €0.41 (€0.40 in 2015). The total
ROTE was 10.38% (9.99% in 2015) and the total RORWA 1.29%
(1.20%).

@ Underlying RORWA

%

11.08%

10.95% 10.99%

+9 b.p.

2016 /2015

1.36%

1.30%
1.27%

+6 b.p.

2016 / 2015
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& Balance sheet

€ Million
Variation
Assets 2016 2015 amount % 2014
Cash, cash balances at central banks and other demand deposits 76,454 77,751 (1,297) 01.7) 69,853
Financial assets held for trading 148,187 146,346 1,841 13 148,094
Debt securities 48,922 43,964 4,958 1.3 54,374
Equity instruments 14,497 18,225 (3,728) (20.5) 12,920
Loans and advances to customers 9,504 6,081 3,423 56.3 2,921
Loans and advances to central banks and credit institutions 3,221 1,352 1,869 138.2 1,020
Derivatives 72,043 76,724 (4,681) (6.1) 76,858
Financial assets designated at fair value 31,609 45,043 (13,434) (29.8) 42,673
Loans and advances to customers 17,596 14,293 3,303 23.1 8,971
Loans and advances to central banks and credit institutions 10,069 26,403 (16,334) (61.9) 28,592
Other (debt securities an equity instruments) 3,944 4,347 (403) 9.3) 5111
Available-for-sale financial assets 16,774 122,036 (5,262) (4.3) 115,251
Debt securities 111,287 117,187 (5,900) (5.0) 110,249
Equity instruments 5487 4,849 638 13.2 5,001
Loans and receivables 840,004 836,156 3,848 0.5 782,005
Debt securities 13,237 10,907 2,330 214 7,510
Loans and advances to customers 763,370 770,474 (7,104) (0.9) 722,819
Loans and advances to central banks and credit institutions 63,397 54,775 8,622 15.7 51,676
Held-to-maturity investments 14,468 4,355 10,13 232.2 —
Investments in subsidaries, joint ventures and associates 4,836 3,251 1,585 48.8 3,471
Tangible assets 23,286 25,320 (2,034) (8.0) 23,256
Intangible assets 29,421 29,430 9) (0.0) 30,401
o/w: goodwill 26,724 26,960 (236) (0.9) 27,548
Other assets 54,086 50,572 3,514 6.9 51,293
Total assets 1,339,125 1,340,260 (1,135) (0.1) 1,266,296
Liabilities and shareholders' equity
Financial liabilities held for trading 108,765 105,218 3,547 34 109,792
Customer deposits 9,996 9,187 809 8.8 5,544
Debt securities issued = = = = =
Deposits by central banks and credit institutions 1,395 2,255 (860) (38.1) 7,572
Derivatives 74,369 76,414 (2,045) (27) 79,048
Other 23,005 17,362 5,643 325 17,628
Financial liabilities designated at fair value 40,263 54,768 (14,505) (26.5) 62,318
Customer deposits 23,345 26,357 (3,012) (11.4) 33,127
Debt securities issued 2,791 3,373 (582) (17.3) 3,830
Deposits by central banks and credit institutions 14,127 25,037 (10,910) (43.6) 25,360
Other — 1 1) (100.0) =
Financial liabilities measured at amortized cost 1,044,240 1,039,343 4,897 0.5 961,053
Customer deposits 657,770 647,598 10,172 1.6 609,034
Debt securities issued 226,078 222,787 3,291 1.5 209,865
Deposits by central banks and credit institutions 133,876 148,081 (14,205) (9.6) 122,685
Other 26,516 20,877 5,639 27.0 19,468
Liabilities under insurance contracts 652 627 25 4.0 713
Provisions 14,459 14,494 (35) (0.2) 15,376
Other liabilities 28,047 27,057 990 3.7 27,331
Total liabilities 1,236,426 1,241,507 (5,081) (0.4) 1,176,581
Shareholders' equity 105,977 102,402 3,575 35 91,664
Capital stock 7,291 7,217 74 1.0 6,292
Reserves 94,149 90,765 3,384 3.7 80,026
Attributable profit to the Group 6,204 5966 238 4.0 5816
Less: dividends (1,667) (1,546) (121) 7.8 (471)
Accumulated other comprehensive income (15,039) (14,362) (677) 4.7 (10,858)
Minority interests 1,761 10,713 1,048 9.8 8,909
Total equity 102,699 98,753 3,946 4.0 89,714
Total liabilities and shareholders’ equity 1,339,125 1,340,260 (1,135) (0.1) 1,266,296
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® GRUPO SANTANDER. BALANCE SHEET*

D Loans increased 2%, with advances in the main segments and increases in seven of the Group’s 10 core countries.
D NPL ratio improved to 3.93%, below 4% for the first time since March 2012.

f)The cost of credit dropped to 1.18%, meeting the goal set at the Investor Day for the 2016-2018 average.

’ In funds, growth of 5% due to demand deposits and mutual funds. Growth in all 10 core units.

B The Group’s net loan-to-deposit ratio was 114% (116% in 2015).

* Variations in constant euros

Total managed and marketed funds at the end of 2016 amounted Gross customer lending (excluding repos)

to €1,521,633 million, of which €1,339,125 million were on-balance

sheet and the rest mutual and pension funds and managed The Group’s gross lending (excluding repos) fell 1% (+2% in constant
portfolios. euros). By country:

In the Group as a whole, exchange rates had a negative impact on

The main rises were in Argentina (+37%), Santander Consumer

the evolution of loans (-3 p.p.) and customer funds (-2 p.p.). The Finance (+14%, benefiting from the agreement with PSA Finance),

impact varied by country: Brazil (+26 p.p.); Chile (+10 p.p.); United Mexico and Poland (both +8%) and Chile (+7%).
States (+3 p.p.); Poland (-4 p.p.); Mexico (-14 p.p.); United Kingdom
(-15 p.p.) and Argentina (-21 p.p.).

More moderate rises in the United Kingdom (+2%) and Brazil

(+0.4%) after increasing 5% in the fourth quarter, reflecting the
The perimeter impact was irrelevant (less than 1%). change of trend, mainly in mortgage loans, in the second half of

2016.

& Customer loans

€ Million
Variation

2016 2015 amount % 2014
Spanish Public sector 14,127 13,993 133 1.0 17,465
Other residents 147,246 153,863 (6,617) (4.3) 154,905
Commercial bills 9,567 9,037 531 5.9 7,293
Secured loans 87,509 92,478 (4,969) (5.4) 96,426
Other loans 50,170 52,348 (2,178) (4.2) 51,187
Non-resident sector 653,490 649,509 3,981 0.6 589,557
Secured loans 387,546 409,136 (21,590) (5.3) 369,266
Other loans 265,944 240,373 25,571 10.6 220,291
Gross customer loans 814,863 817,366 (2,503) (0.3) 761,928
Loan-loss allowances 24,393 26,517 (2,125) (8.0) 27,217
Net customer loans 790,470 790,848 (378) (0.0) 734,71
Pro memoria: Doubtful loans 32,573 36,133 (3,560) (9.9) 40,424
Public sector 101 145 (44) (30.3) 167
Other residents 12,666 16,301 (3,635) (22.3) 19,951
Non-resident sector 19,806 19,686 120 0.6 20,306
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& Gross customer loans
(w/o repos)
€ Billion

& Gross customer loans
(w/o repos)
% / operating areas. December 2016

758

2014 2015 2016

{*} In constant euros +1.9%

« Falls of 2% in the United States, partly affected by the sale of
portfolios, 4% in Spain, mainly due to balances in institutions,
mortgages and the reduction in doubtful balances, and 5% in
Portugal. The latter two occurred in markets that are
deleveraging, where growth in new lending is still not sufficient to
increase the stock.

By segments, growth in loans to individual customers as well as
SMEs and companies, spurred by the 1/2/3 and SMEs strategies.
The effort made in marketing of products and services for SMEs
was recognised by the magazine Euromoney and awarded
Santander as the Best Bank in the World for SMEs.

As for real estate activity in Spain, net lending was down 29%, as a
result of continuing the deleveraging strategy of the last few
years.

& Credit risk management*

. Other America: 1%
Argentina: 1%
Chile: 5%

Brazil: 10%

. United Kingdom: 30%
Mexico: 4%

USA: 11%

Other Europe: 2%
Poland : 3%

Spain: 19%

SCF:11%

Credit risk

Net NPL entries in 2016 amounted to €7,362 million (-4% over 2015)
after eliminating the perimeter and exchange-rate effects.

Bad and doubtful loans ended the year at €33,643 million, 9% lower
(-11% in constant euros). This lowered the Group’s NPL ratio to
3.93%, 43 b.p. lower than in 2071s. It fell every quarter of the year
and, for the first time since March 2012, was below 4%.

Loan-loss provisions amounted to €24,835 million, which provided
coverage of 74% (73% in 2015). In order to properly view this figure,
one has to take into account that the UK and Spain ratios are
affected by the weight of mortgage balances, which require fewer
provisions as these loans have guarantees.

€ Million
Variation

2016 2015 amount % 2014
Non-performing loans 33,643 37,094 (3,450) 9.3) 41,709
NPL ratio (%) 393 4.36 (0.43) 5.19
Loan-loss allowances 24,835 27,121 (2,286) (8.4) 28,046
For impaired assets 15,466 17,707 (2,241) (12.7) 21,784
For other assets 9,369 9,414 (45) (0.5) 6,262
Coverage ratio (%) 73.8 73. 0.7 67.2
Cost of credit (%) ** 1.18 1.25 (0.07) 1.43

(*) Excluding country-risk
(**) 12 months net loan-loss provisions / average lending

Note: NPL ratio: Non-performing loans / computable assets
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@ NPL and coverage ratios

%

@ Net NPL entries

€ Million

73
7 e
g

5.19
..

436

2014 2015

Coverage ratio

MNPL ratio

393

2016

The improved credit quality is reflected in the 6% reduction in loan-
loss provisions (-2% in constant euros) and in the consequent

reduction in the cost of credit, which dropped from 1.25% at the end
of 2015 t0 1.18%. Excluding Santander Consumer USA, which because

of the nature of its business has a high level of provisions and
recoveries, the cost of credit was 0.82% (0.90% at the end of 2015).

Credit quality ratios improved in almost all the Group’s countries.

More information on credit risk, the control and monitoring
systems and the internal risk models for calculating provisions can
be found in the specific section of the risk management report in

this Annual Report.

@ Managed and marketed customer funds
€ Million

Customer funds under management and marketed

9,652

2014

2016/ 2015

Total managed funds (deposits excluding repos and mutual funds)

rose 3%. In constant euros growth was 5%.

All the main countries increased their funds, in constant euros as

follows:

 Double-digit growth in Argentina (+49%), Mexico (+12%) and
Poland (+10%).

» More moderate rises in the United States and SCF (+7%) and in

the United Kingdom and Chile (+6%).

Variation

2016 2015 amount % 2014

Resident public sector 8,699 1,737 (3,038) (25.9) 9,349
Other residents 160,026 157,61 2,415 1.5 163,340
Demand deposits 19,425 108,410 1,016 10.2 88,312
Time deposits 39,506 47,297 (7,791) (16.5) 67,495
Other 1,094 1,904 (809) (42.5) 7,532
Non-resident sector 522,387 513,795 8,592 1.7 475,017
Demand deposits 328,736 313,175 15,561 5.0 273,889
Time deposits 134,528 146,317 (11,789) 8.1) 151,113
Other 59,123 54,303 4,820 8.9 50,015
Customer deposits 691,112 683,142 7,970 1.2 647,706
Debt securities issued 228,869 226,160 2,709 1.2 213,696
On-balance-sheet customer funds 919,981 909,302 10,679 1.2 861,402
o/w: subordinated debt 19,897 21,151 (1,254) (5.9) 16,884
Mutual funds 147,416 129,077 18,340 14.2 124,708
Pension funds 11,298 11,376 (78) (0.7) 11,481
Managed portfolios 23,793 25,808 (2,015) (7.8) 25,599
Other managed and marketed customer funds 182,508 166,260 16,247 9.8 161,788
Managed and marketed customer funds 1,102,488 1,075,563 26,926 2.5 1,023,189
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& Customer funds & Customer funds
(deposits w/o repos + mutual funds) (deposits w/o repos + mutual funds)
€ Billion % / operating areas. December 2016
® Deposits
(wio repos)
® Mutua Other America: 1%
funds o +2 7% * Argentina: 1% erAmerica: 1%
w Total 731 ?_15 ’?:E - Chile: 4%
v 129 147 +14.2% Brazil: 13%
125 United Kingdom: 27%
- GAE B4s +0.4% Mexico: 5%
USA: 9%

Other Europe: 1%

Poland :3%
Portugal: 4% Spain: 28%
SCF: 4%
2014 2015 2016 Var. 2016 / 2015
(*) In constant euros +4.7%

« Lastly, rises of 3% in Brazil and Spain and 2% in Portugal, in the The balance of the portfolio of investment held to maturity was
latter two due to the strategy of reducing time deposits. The €14,468 million, higher than in 2015 due to the acquisition of a
balances of demand deposits increased €10,000 million and €7,765 million portfolio of UK sovereign bonds, as part of the
€4,000 million respectively. management of the ALCO balances.

In accordance with the strategy to reduce the cost of funds, demand Total goodwill was €26,724 million, similar to the €26,960 million
deposits increased 10% and mutual funds 7% (growing in all recorded in 2015.
countries). Time deposits, on the other hand, fell 9%.

Tangible assets amounted to €23,286 million, €2,034 million less
As well capturing customer deposits, Grupo Santander, for strategic than in 2015 due to the deconsolidation of assets from the merger
reasons, maintains a selective policy of issuing securities in the of Metrovacesa / Merlin, which amply offset the increase in the
international fixed income markets and strives to adapt the United States from assets associated with leasing business.
frequency and volume of its market operations to the structural
liquidity needs of each unit, as well as to the receptiveness of each
market.

In 2016, various Group units carried out:

& Total Group. Loan-to-deposit ratio
%

* Medium and long-term senior debt issues amounting to €24,309
million, covered bonds of €4,720 million and subordinated debt
issues of €2,239 million.

Securitizations placed in the market (€13,144 million).
116%
« Maturities of medium and long-term debt of €35,597 million 113% 114%
The net loan-to-deposit ratio was 114% (116% in 2015) and the ratio
of deposits plus medium- and long-term funding to the Group’s
loans was 114%, underscoring the comfortable funding structure.

Other items of the balance sheet
The balance of financial assets available for sale stood at €116,774 2014 2015 2016

million at the end of 2016, €5,262 million less than in 2015 (-4%), due
to reduced positions in Spain and the United States.
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® GRUPO SANTANDER. SHAREHOLDERS’ EQUITY AND SOLVENCY RATIOS

l In fully loaded terms, the CET1 capital ratio rose 50 b.p. to 10.55%, surpassing the target after rising in every quarter.

;ITangibIe equity per share rose for the third year running (+4%) to €4.22.

PThe fully loaded leverage ratio was 5.0% (4.7% in December 2015).

The eligible CET1 fully-loaded amounted to €62,068 million, €3,300
million more than in 2015 (+6%), mostly due to the profit retained
after the payment of dividends.

In fully-loaded terms, the CET1 increased from 10.05% in 2015 to
10.55% in 2016, after increasing every quarter during 2016.

The fully-loaded total capital ratio was 13.87%, after increasing 82
b.p. in the year.

From a qualitative standpoint, the Group's ratios are solid and
adequate to its business model, balance sheet structure and risk
profile.

Grupo Santander has a business model that generates stable and
predictable results. This model allows us to accumulate capital
organically in a recurring way while funding the growth in customer
lending. And all of this consistent with the increase in cash
dividends.

dEligible capital (fully loaded)*

& Capital ratios (fully loaded)

%

13.87
13.05 v
11.75 v
v \
) 11,53
10,46 11,00
10,55
10,05
9,65
@ CET1
® Tierl
¥ Total ratie
2014 2015 2016

(after capital increase)

Note: on February 3rd 2016, the ECB authorised the use of the Alternative Standardised
Approach to calculate the capital charge for operational risk on a consolidated level for
Banco Santander (Brasil) S.A.

€ Million
Variation

2016 2015 amount % 2014
Capital stock and reserves 101,437 98,193 3,244 33 93,748
Attributable profit 6,204 5,966 238 4.0 5,816
Dividends (2,469) (2,268) (201) 8.8 (1,014)
Other retained earnings (16,116) (15,448) (668) 43 (1,468)
Minority interests 6,784 6,148 636 10.3 4,131
Goodwill and intangible assets (28,405) (28,254) (151) 0.5 (29,164)
Treasury stock and other deductions (5,368) (5,633) 265 (4.7) (5,767)
Core CET1 62,068 58,705 3,363 5.7 56,282
Preferred shares and other eligibles T1 5,767 5,504 262 4.8 4,728
Tier1 67,834 64,209 3,625 5.6 61,010
Generic funds and eligible T2 instruments 13,749 12,000 1,749 14.6 7,561
Eligible capital 81,584 76,209 5,375 7.1 68,570
Risk-weighted assets 588,088 583,917 417 0.7 583,366
CET1 capital ratio 10.55 10.05 0.50 9.65
T1 capital ratio 1.53 11.00 0.53 10.46
Total capital ratio 13.87 13.05 0.82 .75

(*),- In 2014, pro-forma data taking into account the January 2015 capital increase
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d Eligible capital (phase-in)

d Capital ratios

€ Million %
: .. Capital ratio
2016 2015 1'4'573 2 (transitional)
CETh 73,709 73,478 T S S cardiil
Basic capital 73,709 73,478 - N : P
Eligible capital 86,337 84,350 2.00%
Risk-weighted assets 588,088 585,633
0.50% »-SIB
12.53% 1.25% CCB
CET1 capital ratio 12.53 12.55 1.50% Pila CET1
T1 capital ratio 12.53 12.55 7 7595
. . 4.50%
Total capital ratio 14.68 14.40

Santander again obtained excellent results in the stress tests
conducted by the European Banking Authority (EBA) in 2016. Under
the adverse scenario, Santander showed greater resistance than its
peers due to its high generation of revenues and results, thanks to
its commercial and retail banking model and unique geographic
diversification

This continuous improvement in capital ratios reflects, on the one
hand, the Group's strategy of profitable growth, where we aim to
increase lending and profit ahead growth in risk-weighted assets.
On the other, the various measures adopted by the Group, including
the effort made to improve and deepen a more active capital
management culture at all levels.

Among the actions taken were:
» More teams for managing capital together with continued

improved coordination between the Corporate Centre and local
teams.

12 &Santander ANNUAL REPORT 2016

Regulatory ratios
Dec 16 (transitional)

Regulatory
requirement 2017

- Capital will have a greater relevance in the incentives as of 2016.

« Launch of a training programme with global scope.

« All countries and business units developed their individual capital
plans, focused on having a business that consumes less capital per
unit of return in the future.

Tangible equity per share rose from €4.07 to €4.22 (+4%).

The fully loaded leverage ratio was 5.0%. (4.7% in December 2015).

In regulatory terms, the phase-in eligible capital amounted to

€86,337 million, equivalent to a total capital ratio of 14.68%, and

the phase-in CET1t0 12.53%.

The minimum ratios required by the European Central Bank for

Grupo Santander on a consolidated basis for 2017 are a total capital
ratio of 11.25% and a CET1 of 7.75%.



D The Group’s access to the wholesale funding markets, as well as the cost of issues, depends to some extent on the ratings of rating
agencies.

D Rating agencies regularly review the Group’s ratings. The rating depends on a series of internal (solvency, business model, capacity to
i generate results) and external factors related to the general economic environment, the banking sector’s situation and the sovereign risk
i of the countries in which the Bank operates.

:D During 2016 the agencies DBRS, Fitch, Moody’s and Standard & Poors confirmed their ratings, with stable outlook by all of them. In 2017,
Standard & Poors affirmed the ratings, improving the outlook from stable to positive.

& Rating agencies

Long Short

term